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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Petron Corporation

SMC Head Office Complex

40 San Miguel Avenue

Mandaluyong City

Opinion

We have audited the consolidated financial statements of Petron Corporation and its
Subsidiaries (the “Group”), which comprise the consolidated statements of financial
position as at December 31, 2017 and 2016, and the consolidated statements of
income, consolidated statements of comprehensive income, consolidated statements of
changes in equity and consolidated statements of cash flows for each of the three years
in the period ended December 31, 2017, and notes, comprising a summary of significant
accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the consolidated financial position of the Group as at December 31,
2017 and 2016, and its consolidated financial performance and its consolidated cash
flows for each of the three years in the period ended December 31, 2017, in accordance
with Philippine Financial Reporting Standards (PFRS).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSA).
Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Consolidated Financial Statements section of our
report. We are independent of the Group in accordance with the Code of Ethics for
Professional Accountants in the Philippines (Code of Ethics) together with the ethical
requirements that are relevant to our audit of the consolidated financial statements in the
Philippines, and we have fulfilled our other ethical responsibilities in accordance with
these requirements and the Code of Ethics. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

PRC-BOA Registration No. 0002, valid until March 15, 2020
SEC Accreditation Mo. 0004-FR-5, Group A, valid until Nevember 15, 2020
IC Accreditation No, F-2017/010-R, valid until August 28, 2020
R.G. Manabat & Co.. a Philippine partnership and a member firm of the KPMG netwerk of indepandent BSP - Selected External Auditors, Categary A, valid for 3-year audit period
member firms affiliated with KPMG Intemational Cooperative ("KPMG International'), a Swiss entity (2017 to 2018)
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Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current period.
These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters.

Revenue Recognition (P434,624 million)
Refer to Note 3, Significant Accounting Policies and Note 37, Segment Information
to the consolidated financial statements.

The risk

Revenue is an important measure used to evaluate the performance of the
Group. It is accounted for when the sales transactions have been completed,
when goods are delivered to the customer and all economic risks for the Group
have been transferred. Revenue generated from the sale of petroleum products
is susceptible to manipulation as the pricing may vary in response to different
market conditions. Whilst revenue recognition and measurement is not complex
for the Group, voluminous sales transactions and sales target which form part of
the Group’s key performance measure may provide opportunities and pressure
to improperly recognize revenue.

Qur response
We performed the following audit procedures, among others, around revenue

recognition:

= We tested operating effectiveness of the key controls over revenue
recognition. We involved our information technology specialists, as
applicable, to assist in the audit of automated controls, including interface
controls between different information technology applications for the
evaluation of relevant information technology systems and the design and
operating effectiveness of controls over the recording of revenue
transactions. ' :

» \We checked on a sampling basis, the sales transactions to the delivery
documents for the year.

= We checked on a sampling basis, sales transactions for the last month of the
financial year and also the first month of the following financial year to the
delivery documents to assess whether these fransactions are recorded in the

correct financial year.

= We tested journal entries posted to revenue accounts, including any unusual
or irregular items.

»  We tested credit notes recorded after the financial year to identify potential
reversals of revenue inappropriately recognized in the current financial year.
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Valuation of Inventories (P56,604 milfion)

Refer to Note 3, Significant Accounting Policies, Note 4, Significant Accounting
Judgments, Estimates and Assumptions and Note 9, Inventories to the consolidated
financial statements.

The risk

There is a risk over the recoverability of the Group's inventories due to market
price volatility of crude and petroleum products. Such volatility can lead to
potential issues over the full recoverability of inventory balances. In addition,
determining the net realizable value of inventories is subject to management's
judgment and estimation. This includes estimating the selling price of finished
goods and the cost of conversion of raw materials based on available market
forecasts and current costs.

Our response
We performed the following audit procedures, among others, around valuation of

inventories:

» We obtained and reviewed the calculation of write down of the Group’s raw
materials and finished goods based on the net realizable value of finished
goods at yearend. '

=  For raw materials, projected production yield was used to estimate the cost of
conversion for the raw materials as at yearend. We assessed the projected
yield by comparing it to the actual yield achieved from crude oil production
runs during the year. We then compared the estimated cost of finished goods
to the net realizable value to determine any potential writedown.

= For finished goods, we assessed the reasonableness of estimated selling
prices by checking various products’ sales invoices issued around and after
yearend. Any write-down is computed based on the difference in the net
realizable value against the cost of inventory held at yearend.

Valuation of goodwill (P8,277 million}

Refer to Note 3, Significant Accounting Policies, Note 4, Significant Accounting
Judgments, Estimates and Assumptions and Note 13, Investment in Shares of Stock
of Subsidiaries and Goodwill to the consolidated financial statements.

The risk

The Group holds a significant amount of goodwill arising from several business
acquisitions. We particularly focused on the valuation of goodwill allocated to
Petron Oil and Gas International Sdn. Bhd. Group (Petron Malaysia Group)
which accounts for 99% of total goodwill. The annual impairment test was
significant to our audit as the assessment process is complex by nature and is
based on management judgment and assumptions on future market and/or
economic conditions. The assumptions used included future cash flow
projections, growth rates, discount rates and sensitivity analyses.
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Our response
We performed the following audit procedures, among others, around valuation of

goodwill:

= We tested the integrity of the discounted cash flow model. This involved
using our own valuation specialist to assist us in evaluating the models used
and assumptions applied and comparing these assumptions to external data,
where applicable. The key assumptions include sales volume, selling price
and gross profit margin.

= We compared the Group's assumptions to externally derived data as well as
our own assessments in relation to key inputs such as projected economic
growth, competition, cost of inflation and discount rates, as well as
performing break-even analysis on the assumptions.

=  We compared the sum of the discounted cash flows to Petron Malaysia
Group’s market capitalization to assess the reasonableness of those cash
flows,

* We also assessed the Group's disclosures about the sensitivity of the
outcome of the impairment assessment to changes in key assumptions used
in the valuation of goodwill.

Other Information

Management is responsible for the other information. The other information comprises
the information included in the SEC Form 20-IS (Definitive information Statement),
SEC Form 17-A and Annual Report for the year ended December 31, 2017, but does not
include the consolidated financial statements and our auditors’ report thereon. The :
SEC Form 20-18 (Definitive Information Statement), SEC Form 17-A and Annual Report
for the year ended December 31, 2017 are expected to be made available to us after the

date of this auditors’ report.

Our opinion on the consolidated financial statements does not cover the other
information and we will not express any form of assurance conclusion thereon.

in connection with our audits of the consolidated financial statements, our responsibility
is to read the other information identified above when it becomes available and, in doing
s0, consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audits or otherwise
appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with PFRS, and for such internal control as
management determines is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or

error.
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In preparing the consolidated financial statements, management is responsible for
assessing the Group’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting unless
management either intends to liquidate the Group or to cease operat;ons or has no’
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial
reporting process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Qur objectives are to obtain reasonable assurance about whether the consolidated
financial statements as a whole are free from material misstatement, whether due to
fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with PSA will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with PSA, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

= ldentify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate
to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

= Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Group’s internal control.

= Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

» Conclude on the appropriateness of management's use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on
the Group’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditors’ report to the
related disclosures in the consolidated financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are based on the audit
evidence obtained up to the date of our auditors’ report. However, future events or
conditions may cause the Group to cease to continue as a going concern.

= Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial
statements represent the underlying transactions and events in a manner that
achieves fair presentation.
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»  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 of the group audit. We remain solely responsible for our audit
opinion.

We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied
with relevant ethical requirements regarding independence, and communicate with them
all relationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine
those matters that were of most significance in the audit of the consolidated financial
statements of the current period and are therefore the key audit matters. We describe
these matters in our auditors’ report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we determine that a matter
should not be communicated in our report because the adverse consequences of doing
so would reasonably be expected to outweigh the public interest benefits of such
communication.

The engagement partner on the audit resulting in this independent auditors’ report is
Mr, Darwin P. Virocel.

R.G. MANABAT & CO,

_ el
DARWIN P, VIROCEL
Partner
CPA License No. 0094495
SEC Accreditation No. 1386-AR, Group A, valid until June 14, 2020
Tax ldentification No. 912-535-864
BIR Accreditation No. 08-001987-31-2016
Issued October 18, 2016; valid until October 17, 2019
PTR No. 6615157MD
issued January 3, 2018 at Makati City

March 13, 2018
Makati City, Metro Manila
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December 31

Note 2017 2016
ASSETS
Current Assets :
Cash and cash equivalents 5, 34, 35 P17,014 P17,332
Financial assets at fair value :
through profit or loss 6, 34, 35 336 221
Available-for-sale financial assets 7,34, 35 199 71
Trade and other receivables - net 4,8 28, 34, 35 38,159 31,548
Inventories 4,9 56,604 44 147
Other current assets 10, .14, 28 33,178 32,499
Total Current Assets 145,490 125,818
Noncurrent Assets
Available-for-sale financial assets 7, 34, 35 332 408
Property, plant and equipment - net 4, 11, 37 177,690 176,604
Investment in shares of stock of an
associate 4,10 - 1,883
Investment property - net 4,12 75 91
Deferred tax assets - net 4, 27 207 194
Goodwill - net 4 13 8,277 7,480
Other noncurrent assets - net 4,14, 34, 35 5,959 6,415
Total Noncurrent Assets 192,540 193,075
P338,030 P318,893
LIABILITIES AND EQUITY
Current Liabilities
Short-term loans 15, 33, 34, 35 P69,583 P90,366
Liabilities for crude oil and
petroleum products 16, 28, 31, 34, 35 36,920 29,966
Trade and other payables 17, 28, 30, 34, 35, 39 11,604 16,161
Derivative liabilities 34, 35 1,791 778
Income tax payable 808 626
Current portion of long-term debt-net 18, 33, 34, 35 3,789 20,911
Total Current Liabilities 124,495 158,808
Noncurrent Liabilities
Long-term debt - net of current portion 18, 33, 34, 35 97,916 58,941
Retirement benefits liability 30 4,885 3:315
Deferred tax liabilities - net 27 7,397 5,726
Asset retirement obligation 4,19 2,681 2,324
Other noncurrent liabilities 20, 34, 35 1,037 959
Total Noncurrent Liabilities 113,916 71,265
Total Liabilities 238,411 230,073

Forward



December 31

Note 2017 2016

Equity Attributable to Equity Holders of the

Parent Company 21

Capital stock P9,485 P9,485
Additional paid-in capital 19,653 19,653
Undated subordinated capital securities 30,546 30,546
Retained earnings 49,142 42,011
Equity reserves (5,171) (7,204)
Treasury stock (10,000) (10,000)

Total Equity Attributable to Equity Holders
of the Parent Company 93,655 84,491
Non-controlling Interests 13 5,964 4,329
Total Equity 99,619 88,820
P338,030 P318,893

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2017, 2016 AND 2015
(Amounts in Million Pesos, Except Per Share Data)

Note 2017 2016 2015
SALES 28, 31, 37 P434,624 P343,840 P360,178
COST OF GOODS SOLD 22 391,969 306,125 328,734
GROSS PROFIT 42,655 37,715 31,444
SELLING AND
ADMINISTRATIVE EXPENSES 23 (15,017) (13,918) (13,310)
INTEREST EXPENSE AND
OTHER FINANCING
CHARGES 26, 37 (8,487) (7,557) (5,533)
INTEREST INCOME 26, 37 535 507 686
SHARE IN NET INCOME OF
AN ASSOCIATE 10 63 66 133
OTHER EXPENSES - Net 26 (907) (2,435) (3,495)
(23,813) (23,337) (21,519)
INCOME BEFORE INCOME
TAX 18,842 14,378 9,925
INCOME TAX EXPENSE 27, 36, 37 4,755 3,556 3,655
NET INCOME P14,087 P10,822 P6,270
Attributable to:
Equity holders of the Parent
Company 32 P12,739 P10,100 P5,618
Non-controlling interests 1,348 722 652
P14,087 P10,822 P6,270
BASIC/DILUTED EARNINGS
PER COMMON SHARE
ATTRIBUTABLE TO EQUITY
HOLDERS OF THE PARENT
COMPANY 32 P0.86 P0.60 P0.15

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2017, 2016 AND 2015
(Amounts in Million Pesos)

Note 2017 2016 2015

NET INCOME P14,087 P10,822 P6,270

OTHER COMPREHENSIVE
INCOME (LOSS)

Items that will not be

reclassified to profit or loss
Equity reserve for retirement

plan 30 (1,142) 2,647 (3,112)
Share in other comprehensive

income (loss) of an associate

and a joint venture 10 3 3 (6)
Income tax benefit (expense) 346 (794) 935
(793) 1,856 (2,183)

Items that may be

reclassified to profit or loss
Exchange differences on

translation of foreign

operations 3,303 523 (3,748)
Unrealized fair value losses on

available-for-sale financial

assets 7 4) (2) (2)
Share in other comprehensive
loss of a joint venture () - -
Income tax benefit 1 1 -
3,299 522 (3,749)

OTHER COMPREHENSIVE
INCOME (LOSS) - Net of tax 2,506 2,378 (5,932)

TOTAL COMPREHENSIVE
INCOME FOR THE YEAR -
Net of tax P16,593 P13,200 P338

Attributable to:
Equity holders of the Parent

Company P14,772 P12,742 P390
Non-controlling interests 1,821 458 (52)

P16,593 P13,200 P338

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2017, 2016 AND 2015
(Amounts in Million Pesos)

Equity Attributable to Equity Holders of the Parent Company

Undated Retained Earnings Equity Reserves
Additional  Subordinated Reserve for Non-

Capital Paid-in Capital Appro-  Unappro- Retirement Other Treasury controlling Total

Note Stock Capital Securities priated priated Plan Reserves Stock Total Interests Equity

As of January 1, 2017 P9,485 P19,653 P30,546 P15,160 P26,851 (P1,345) (P5,859) (P10,000) P84,491 P4,329  P88,820
Unrealized fair value loss on available-for-sale

financial assets - net of tax - - - - - - ?3) - 3) - ?3)
Exchange differences on translation of foreign

operations - - - - - - 2,838 - 2,838 465 3,303

Equity reserve for retirement plan - net of tax - - - - - (804) - - (804) 8 (796)
Share in other comprehensive income (loss) of

an associate and a joint venture - - - - - 3 (1) - 2 - 2

Other comprehensive income (loss) - - - - - (801) 2,834 - 2,033 473 2,506

Net income for the year - - - - 12,739 - - - 12,739 1,348 14,087

Total comprehensive income (loss) for the year - - - - 12,739 (801) 2,834 - 14,772 1,821 16,593

Cash dividends 21 - - - - (1,584) - - - (1,584) (186) (1,770)

Distributions paid 21 - - - - (4,024) - - - (4,024) - (4,024)

Transactions with owners - - - - (5,608) - - - (5,608) (186) (5,794)

As of December 31, 2017 P9,485 P19,653 P30,546 P15,160 P33,982 (P2,146) (P3,025) (P10,000) P93,655 P5,964  P99,619

Forward



Equity Attributable to Equity Holders of the Parent Company

Undated Retained Earnings Equity Reserves
Additional ~ Subordinated Reserve for Non-
Capital Paid-in Capital Appro- Unappro-  Retirement Other  Treasury controlling Total
Note Stock Capital Securities priated priated Plan Reserves Stock Total Interests Equity

As of January 1, 2016 P9,485 P19,653 P30,546 P25,082 P16,630 (P3,204) (P5,563) (P10,000) P82,629 P471  P83,100
Unrealized fair value loss on available-for-sale

financial assets - net of tax - - - - - - 1) - 1) - 1)
Exchange differences on translation of foreign

operations - - - - - - 784 - 784 (261) 523
Equity reserve for retirement plan - net of tax - - - - - 1,856 - - 1,856 ?3) 1,853
Share in other comprehensive income of an

associate and a joint venture - - - - - 3 - - 3 - 3
Other comprehensive income (loss) - - - - - 1,859 783 - 2,642 (264) 2,378
Net income for the year - - - - 10,100 - - - 10,100 722 10,822
Total comprehensive income for the year - - - - 10,100 1,859 783 - 12,742 458 13,200
Cash dividends 21 - - - - (1,584) - - - (1,584) (168) (1,752)
Distributions paid 21 - - - - (3,807) - - - (3,807) - (3,807)
Reversal of appropriations - net 21 - - - (9,922) 9,922 - - - - - -
Acquisition of additional interest in a subsidiary 13 - - - - - - (570) - (570) 570 -
Purchase of non-controlling interest in a subsidiary 13 - - - - - - (509) - (509) (1,412) (1,921)
Transfer from non-controlling interests - - - - (4,410) - - - (4,410) 4,410 -
Transactions with owners - - - (9,922) 121 - (1,079) - (10,880) 3,400 (7,480)
As of December 31, 2016 P9,485 P19,653 P30,546 P15,160 P26,851 (P1,345) (P5,859) (P10,000) P84,491 P4,329  P88,820

Forward



Equity Attributable to Equity Holders of the Parent Company

Undated Retained Earnings Equity Reserves
Additional ~ Subordinated Reserve for Non-
Capital Paid-in Capital Appro- Unappro-  Retirement Other  Treasury controlling Total
Note Stock Capital Securities priated priated Plan Reserves Stock Total Interests Equity
As of January 1, 2015 P9,485 P19,653 P30,546 P25,171 P15,644 (P1,018) (P2,149) P - P97,332 P16,360 P113,692
Unrealized fair value loss on available-for-sale
financial assets - net of tax - - - - - - 1) - 1) - 1)
Exchange differences on translation of foreign
operations - - - - - - (3,041) - (3,041) (707) (3,748)
Equity reserve for retirement plan - net of tax - - - - - (2,180) - - (2,180) 3 (2,177)
Share in other comprehensive loss of an
associate - - - - - (6) - - (6) - (6)
Other comprehensive loss - - - - - (2,186) (3,042) - (5,228) (704) (5,932)
Net income for the year - - - - 5,618 - - - 5,618 652 6,270
Total comprehensive income (loss) for the year - - - - 5,618 (2,186) (3,042) - 390 (52) 338
Cash dividends 21 - - - - (1,114) - - - (1,114) (567) (1,681)
Distributions paid 21 - - - - (3,607) - - - (3,607) - (3,607)
Redemption of preferred shares 13,21 - - - - - - - (10,000) (10,000) (15,642) (25,642)
Reversal of appropriations - net - - - (89) 89 - - - - - -
Acquisition of additional interest in a subsidiary - - - - - - (372) - (372) 372 -
Transactions with owners - - - (89) (4,632) - (372)  (10,000)  (15,093) (15,837)  (30,930)
As of December 31, 2015 P9,485 P19,653 P30,546 P25,082 P16,630 (P3,204) (P5,563) (P10,000) P82,629 P471  P83,100

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2017, 2016 AND 2015
(Amounts in Million Pesos)

Note 2017 2016 2015
CASH FLOWS FROM
OPERATING ACTIVITIES
Income before income tax P18,842 P14,378 P9,925
Adjustments for:
Depreciation and amortization 25 10,979 9,505 6,272
Interest expense and other
financing charges 26 8,487 7,557 5,533
Retirement benefits costs 30 508 579 419
Share in net income of an
associate 10 (63) (66) (133)
Interest income 26 (535) (507) (686)
Unrealized foreign exchange
losses (gains) - net (880) 529 87
Other losses - net 594 538 304
Operating income before
working capital changes 37,932 32,513 21,721
Changes in noncash assets,
certain current liabilities and
others 33 (13,043) 4,550 (5,484)
Cash generated from operations 24,889 37,063 16,237
Contribution to retirement fund 30 (100) (135) -
Interest paid (7,492) (7,014) (8,020)
Income taxes paid (1,920) (902) (513)
Interest received 376 257 764
Net cash flows provided by
operating activities 15,753 29,269 8,468
CASH FLOWS FROM
INVESTING ACTIVITIES
Additions to property, plant and
equipment 11 (13,142) (19,122) (13,474)
Proceeds from sale of property
and equipment 1,195 336 106
Proceeds from sale of
investment property 16 18 -
Increase in:
Other receivables - - (265)
Other noncurrent assets (969) (536) (694)
Reductions from (additions to):
Investment in shares of stock
of an associate 10 1,750 - (525)
Available-for-sale financial
assets (61) 139 260
Net cash flows used in investing
activities (11,211) (19,165) (14,592)

Forward



Note 2017 2016 2015
CASH FLOWS FROM
FINANCING ACTIVITIES
Proceeds from availment of
loans 33 P298,669 P226,360 P222,099
Payments of:
Loans 33 (298,199) (230,924) (256,732)
Cash dividends and
distributions 21, 33 (5,773) (5,537) (5,517)
Purchase of non-controlling
interest in a subsidiary 13 - (1,921) -
Redemption of preferred shares 13, 21 - - (25,642)
Increase (decrease) in other
noncurrent liabilities 588 (3) (551)
Net cash flows used in
financing activities (4,715) (12,025) (66,343)
EFFECTS OF EXCHANGE RATE
CHANGES ON CASH AND
CASH EQUIVALENTS (145) 372 746
NET DECREASE IN CASH AND
CASH EQUIVALENTS (318) (1,549) (71,721)
CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 17,332 18,881 90,602
CASH AND CASH EQUIVALENTS
AT END OF YEAR 5 P17,014 P17,332 P18,881

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Million Pesos, Except Par Value, Number of Shares and
Per Share Data, Exchange Rates and Commodity Volumes)

1. Reporting Entity

Petron Corporation (the “Parent Company” or “Petron”) was incorporated under the
laws of the Republic of the Philippines and registered with the Philippine Securities
and Exchange Commission (SEC) on December 22, 1966. On September 13, 2013,
the SEC approved the extension of the Parent Company’s corporate term to
December 22, 2066. The accompanying consolidated financial statements comprise
the financial statements of Petron Corporation and Subsidiaries (collectively referred
to as the “Group”) and the Group’s interests in an associate and joint ventures.

Petron is the leading oil refining and marketing company in the Philippines. Petron is
committed to its vision to be the leading provider of total customer solutions in the
energy sector and its derivative businesses.

Petron operates the Philippines’ largest and most modern refinery in Bataan, with a
rated capacity of 180,000 barrels a day. Petron’s Integrated Management Systems
(IMS) - certified refinery processes crude oil into a full range of world-class petroleum
products including liquefied petroleum gas (LPG), gasoline, diesel, jet fuel, kerosene,
and petrochemicals. From the refinery, Petron moves its products mainly by sea to
more than 30 terminals strategically located across the country. Through this
network, Petron supplies fuels to its service stations and various essential industries
such as power-generation, transportation, manufacturing, agriculture, etc. Petron
also supplies jet fuel at key airports to international and domestic carriers.

With nearly 2,400 service stations and hundreds of industrial accounts, Petron
remains the leader in all the major segments of the market. Petron retails gasoline,
diesel, and autoLPG to motorists and public transport operators. Petron also sells its
LPG brands “Gasul” and “Fiesta” to households and other industrial consumers
through an extensive dealership network.

Petron sources its fuel additives from its blending facility in Subic Bay. This gives
Petron the capability to formulate unique additives for Philippine driving conditions. It
also has a facility in Mariveles, Bataan where the refinery’s propylene production is
converted into higher-value polypropylene resin.

In line with efforts to increase its presence in the regional market, Petron exports
various products to Asia-Pacific countries. Today, Petron is one of the leading olil
companies in Malaysia with an integrated business which includes an 88,000
barrel-per-day refinery, 10 terminals, 7 storage facilities and a network of more than
600 service stations.

The Parent Company is a public company under Section 17.2 of Securities
Regulation Code and its shares of stock are listed for trading at the Philippine Stock
Exchange (PSE). As of December 31, 2017, the Parent Company'’s public float stood
at 23.84%.



The intermediate parent company of Petron is San Miguel Corporation (SMC) while
its ultimate parent company is Top Frontier Investments Holdings, Inc. Both
companies are incorporated in the Philippines.

The registered office address of Petron is SMC Head Office Complex, 40 San Miguel
Avenue, Mandaluyong City.

2. Basis of Preparation

Statement of Compliance

The accompanying consolidated financial statements have been prepared in
compliance with Philippine Financial Reporting Standards (PFRS). PFRS are based
on International Financial Reporting Standards (IFRS) issued by the International
Accounting Standards Board (IASB). PFRS consist of PFRS, Philippine Accounting
Standards (PAS) and Philippine Interpretations issued by the Financial Reporting
Standards Council (FRSC).

The consolidated financial statements were approved and authorized for issue by the
Board of Directors (BOD) on March 13, 2018.

Basis of Measurement

The consolidated financial statements of the Group have been prepared on the
historical cost basis of accounting except for the following which are measured on an
alternative basis at each reporting date:

Items Measurement Bases
Derivative financial instruments at fair
value through profit or loss Fair value
Non-derivative financial instruments at
fair value through profit or loss Fair value
Available-for-sale (AFS) financial assets  Fair value
Retirement benefits liability Present value of the defined benefit

obligation less fair value of plan assets

Functional and Presentation Currency

The consolidated financial statements are presented in Philippine peso, which is the
Parent Company’s functional currency. All financial information is rounded off to the
nearest million (P000,000), except when otherwise indicated.




Basis of Consolidation
The consolidated financial statements include the accounts of the Parent Company
and its subsidiaries. These subsidiaries are:

Percentage
of Ownership Country of
Name of Subsidiary 2017 2016 Incorporation
Overseas Ventures Insurance Corporation Ltd.

(Ovincor) 100.00 100.00 Bermuda
Petrogen Insurance Corporation (Petrogen) 100.00 100.00 Philippines
Petron Freeport Corporation (PFC) 100.00 100.00 Philippines
Petron Singapore Trading Pte., Ltd. (PSTPL) 100.00 100.00 Singapore
Petron Marketing Corporation (PMC) 100.00 100.00 Philippines
New Ventures Realty Corporation (NVRC)

and Subsidiaries 40.00 40.00 Philippines
Limay Energen Corporation (LEC) 100.00 100.00 Philippines
Petron Global Limited (PGL) 100.00 100.00 British Virgin

Islands
Petron Finance (Labuan) Limited (PFL) 100.00 100.00 Malaysia
Petron Oil and Gas Mauritius Ltd. (POGM)

and Subsidiaries 100.00 100.00 Mauritius
Petrochemical Asia (HK) Limited (PAHL) and 100.00 100.00®@  Hong Kong

Subsidiaries

@In July 2016, ownership interest increased to 100% (Note 13a).

Petrogen and Ovincor are both engaged in the business of non-life insurance and
re-insurance.

The primary purpose of PFC and PMC is to, among others, sell on wholesale or retalil
and operate service stations, retail outlets, restaurants, convenience stores and the
like.

PSTPL’'s principal activities are those relating to the procurement of crude oil,
ethanol, catalysts, additives, coal and various petroleum finished products; crude
vessel chartering and commodity risk management.

NVRC'’s primary purpose is to acquire real estate and derive income from its sale or
lease.

The primary purpose of LEC is to build, operate, maintain, sell and lease power
generation plants, facilities, equipment and other related assets and engage in the
business of power generation.

PGL is a holding company incorporated in the British Virgin Islands.

POGM is a holding company incorporated under the laws of Mauritius. POGM owns
an offshore subsidiary Petron Oil and Gas International Sdn. Bhd. (POGI).

As of December 31, 2017 and 2016, POGI owns 73.4% of Petron Malaysia Refining
& Marketing Bhd (PMRMB) and 100% of both Petron Fuel International Sdn Bhd
(PFISB) and Petron Oil (M) Sdn Bhd (POMSB), collectively hereinafter referred to as
“Petron Malaysia”.

Petron Malaysia is involved in the refining and marketing of petroleum products in
Malaysia.

PFL is a holding company incorporated under the laws of Labuan, Malaysia.



PAHL is a holding company incorporated in Hong Kong in March 2008.

A subsidiary is an entity controlled by the Group. The Group controls an entity if and
only if, the Group is exposed to, or has rights to, variable returns from its involvement
with the entity and has the ability to affect those returns through its power over the
entity. The Group reassesses 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.

When the Group has less than majority of the voting or similar rights of an investee,
the Group considers all relevant facts and circumstances in assessing whether it has
power over an investee, including the contractual arrangement with the other vote
holders of the investee, rights arising from other contractual arrangements and the
Group’s voting rights and potential voting rights. For NVRC and PAHL, the basis of
consolidation is discussed in Note 4.

The financial statements of the subsidiaries are included in the consolidated financial
statements from the date when the Group obtains control, and continue to be
consolidated until the date when such control ceases.

The financial statements of the subsidiaries are prepared for the same reporting
period as the Parent Company, using uniform accounting policies for like
transactions and other events in similar circumstances. Intergroup balances and
transactions, including intergroup unrealized profits and losses, are eliminated in
preparing the consolidated financial statements.

Non-controlling interests represent the portion of profit or loss and net assets not
attributable to the Parent Company and are presented in the consolidated
statements of income, consolidated statements of comprehensive income and within
equity in the consolidated statements of financial position, separately from the equity
attributable to equity holders of the Parent Company.

Non-controlling interests represent the interests not held by the Parent Company in
NVRC and PMRMB in 2017 and 2016.

A change in the ownership interest of a subsidiary, without loss of control, is
accounted for as an equity transaction. If the Group loses control over a subsidiary,
the Group: (i) derecognizes the assets (including goodwill) and liabilities of the
subsidiary, the carrying amount of any non-controlling interests and the cumulative
transaction differences recorded in equity; (i) recognizes the fair value of the
consideration received, the fair value of any investment retained and any surplus or
deficit in profit or loss; and (iii) reclassify the Parent Company’s share of components
previously recognized in other comprehensive income to profit or loss or retained
earnings, as appropriate, as would be required if the Group had directly disposed of
the related assets or liabilities.



3. Significant Accounting Policies

The accounting policies set out below have been applied consistently to all the years
presented in the consolidated financial statements, except for the changes in
accounting policies as explained below.

Adoption of Amendments to Standards

The Group has adopted the following amendments to standards starting January 1,
2017 and accordingly, changed its accounting policies. Except as otherwise
indicated, the adoption of these amendments to standards did not have significant
impact on the Group’s consolidated financial statements.

= Disclosure Initiative (Amendments to PAS 7, Statement of Cash Flows). The
amendments address financial statements users’ requests for improved
disclosures about an entity’s net debt relevant to understanding an entity’s cash
flows. The amendments require entities to provide disclosures that enable users
of consolidated financial statements to evaluate changes in liabilities arising from
financing activities, including both changes arising from cash flows and non-cash
changes - e.g. by providing a reconciliation between the opening and closing
balances in the consolidated statements of financial position for liabilities arising
from financing activities.

= Recognition of Deferred Tax Assets for Unrealized Losses (Amendments to
PAS 12, Income Taxes). The amendments clarify that:

e the existence of a deductible temporary difference depends solely on a
comparison of the carrying amount of an asset and its tax base at the end of
the reporting period, and is not affected by possible future changes in the
carrying amount or expected manner of recovery of the asset;

o the calculation of future taxable profit in evaluating whether sufficient taxable
profit will be available in future periods excludes tax deductions resulting
from the reversal of the deductible temporary differences;

o the estimate of probable future taxable profit may include the recovery of
some of an entity's assets for more than their carrying amount if there is
sufficient evidence that it is probable that the entity will achieve this; and

e an entity assesses a deductible temporary difference related to unrealized
losses in combination with all of its other deductible temporary differences,
unless a tax law restricts the utilization of losses to deduction against income
of a specific type.

= Annual Improvements to PFRS Cycles 2014 - 2016 contain changes to three
standards, of which only the Amendments to PFRS 12, Disclosure of Interests in
Other Entities on clarification of the scope of the standard is applicable to the
Group. The amendments clarify that the disclosure requirements for interests in
other entities also apply to interests that are classified as held for sale or
distribution.

Standards Issued but Not Yet Adopted

A number of new standards and amendments to standards are effective for annual
periods beginning after January 1, 2017. However, the Group has not applied the
following new or amended standards in preparing these consolidated financial
statements. Unless otherwise stated, none of these are expected to have a
significant impact on the Group’s consolidated financial statements.




The Group will adopt the following new or revised standards and amendments to
standards on the respective effective dates:

To be Adopted 2018

PFRS 9 (2014), Financial Instruments, replaces PAS 39, Financial Instruments:
Recognition and Measurement, and supersedes the previously published
versions of PFRS 9 that introduced new classifications and measurement
requirements (in 2009 and 2010) and a new hedge accounting model (in 2013).
PFRS 9 includes revised guidance on the classification and measurement of
financial assets, including a new expected credit loss model for calculating
impairment, guidance on own credit risk on financial liabilities measured at fair
value and supplements the new general hedge accounting requirements.
PFRS 9 incorporates new hedge accounting requirements that represent a major
overhaul of hedge accounting and introduces significant improvements by
aligning the accounting more closely with risk management.

The new standard is required to be applied retrospectively for annual periods
beginning on or after January 1, 2018, with early adoption permitted.

The Group will adopt the new standard on the effective date and will not restate
comparative information. The Group has performed an assessment which is
based on currently available information and may be subject to changes arising
from further reasonable and supportable information being made available to the
Group in 2018. The adoption of PFRS 9 will have no significant effect on the
classification and measurement of financial assets and liabilities of the Group.
The Group does not expect any impact on its consolidated statement of financial
position except for the possible effect of applying the expected credit loss model
in measuring impairment.

Applying PFRS 9, Financial Instruments with PFRS 4, Insurance Contracts
(Amendments to PFRS 4). The amendments permit to defer application of
PFRS 9 in 2018 and continue to apply PAS 39, Financial Instruments:
Recognition and Measurement if it has not applied PFRS 9 before and its
activities are predominantly connected with insurance. A qualified entity is
permitted to apply the temporary exemption for annual reporting periods
beginning before January 1, 2021. The amendments also provide an overlay
approach to presentation when applying PFRS 9 for designated financial assets
where an entity is permitted to reclassify between profit or loss and other
comprehensive income the difference between the amounts recognized in profit
or loss under PFRS 9 and those that would have been reported under PAS 39.
A financial asset is eligible for designation if it is not held for an activity that is
unconnected with contracts in the scope of PFRS 4, and if it is measured at
FVPL under PFRS 9, but would not have been under PAS 39. An entity is
generally permitted to start applying the overlay approach only when it first
applies PFRS 9, including after previously applying the temporary exemption.

The amendments permitting the temporary exemption is for annual periods
beginning on or after January 1, 2018 and the amendments allowing the overlay
approach are applicable when an entity first applies PFRS 9.



PFRS 15, Revenue from Contracts with Customers replaces PAS 11,
Construction Contracts, PAS 18, Revenue, IFRIC 13, Customer Loyalty
Programmes, IFRIC 18, Transfer of Assets from Customers and SIC-31,
Revenue - Barter Transactions Involving Advertising Services. The new standard
introduces a new revenue recognition model for contracts with customers which
specifies that revenue should be recognized when (or as) a company transfers
control of goods or services to a customer at the amount to which the Group
expects to be entitled. Depending on whether certain criteria are met, revenue is
recognized over time, in a manner that best reflects the Group’s performance, or
at a point in time, when control of the goods or services is transferred to the
customer. The standard does not apply to insurance contracts, financial
instruments or lease contracts, which fall in the scope of other PFRS. It also
does not apply if two companies in the same line of business exchange
non-monetary assets to facilitate sales to other parties. Furthermore, if a contract
with a customer is partly in the scope of another PFRS, then the guidance on
separation and measurement contained in the other PFRS takes precedence.

The management of the Group is still finalizing the impact of PFRS 15 on the
Group’s revenue recognition. However, the Group does not expect significant
impact on its consolidated financial position and consolidated net income.

Transfers of Investment Property (Amendments to PAS 40, Investment Property)
amends the requirements on when an entity should transfer a property asset to,
or from, investment property. A transfer is made when and only when there is an
actual change in use - i.e. an asset meets or ceases to meet the definition of
investment property and there is evidence of the change in use. A change in
management intention alone does not support a transfer.

The amendments are effective for annual periods beginning on or after
January 1, 2018, with early adoption permitted. An entity may apply the
amendments to transfers that occur after the date of initial application and also
reassess the classification of property assets held at that date or apply the
amendments retrospectively, but only if it does not involve the use of hindsight.

Philippine Interpretation IFRIC-22, Foreign Currency Transactions and Advance
Consideration. The amendments clarifies that the transaction date to be used for
translation for foreign currency transactions involving an advance payment or
receipt is the date on which the entity initially recognizes the prepayment or
deferred income arising from the advance consideration. For transactions
involving multiple payments or receipts, each payment or receipt gives rise to a
separate transaction date. The interpretation applies when an entity pays or
receives consideration in a foreign currency and recognizes a non-monetary
asset or liability before recognizing the related item.

The interpretation is effective for annual periods beginning on or after
January 1, 2018, with early adoption permitted.



Annual Improvements to PFRS Cycles 2014 - 2016 contain changes to three
standards, of which only the Amendments to PAS 28, Investments in Associates
on measuring an associate or joint venture at fair value is applicable to the
Group. The amendments provide that a venture capital organization, or other
qualifying entity, may elect to measure its investments in an associate or joint
venture at FVPL. This election can be made on an investment-by-investment
basis. The amendments also provide that a non-investment entity investor may
elect to retain the fair value accounting applied by an investment entity associate
or investment entity joint venture to its subsidiaries. This election can be made
separately for each investment entity associate or joint venture.

The amendments are to be applied retrospectively on or after January 1, 2018,
with early application permitted.

To be Adopted 2019

PFRS 16, Leases supersedes PAS 17, Leases and the related Philippine
Interpretations. The new standard introduces a single lease accounting model for
lessees under which all major leases are recognized on-balance sheet, removing
the lease classification test. Lease accounting for lessors essentially remains
unchanged except for a number of details including the application of the new
lease definition, new sale-and-leaseback guidance, new sub-lease guidance and
new disclosure requirements. Practical expedients and targeted reliefs were
introduced including an optional lessee exemption for short-term leases (leases
with a term of 12 months or less) and low-value items, as well as the permission
of portfolio-level accounting instead of applying the requirements to individual
leases. New estimates and judgmental thresholds that affect the identification,
classification and measurement of lease transactions, as well as requirements to
reassess certain key estimates and judgments at each reporting date were
introduced.

PFRS 16 is effective for annual periods beginning on or after January 1, 2019.
Earlier application is permitted for entities that apply PFRS 15 at or before the
date of initial application of PFRS 16.

The management of the Group is currently assessing the potential impact of
PFRS 16 on their current lease arrangements and plans to adopt this new
standard on leases on the required effective date.

Philippine Interpretation IFRIC 23, Uncertainty over Income Tax Treatments. The
interpretation clarifies how to apply the recognition and measurement
requirements in PAS 12, Income Taxes, when there is uncertainty over income
tax treatments. Under the interpretation, whether the amounts recorded in the
consolidated financial statements will differ to that in the tax return, and whether
the uncertainty is disclosed or reflected in the measurement, depends on
whether it is probable that the tax authority will accept the Group’s chosen tax
treatment, the uncertainty is reflected using the measure that provides the better
prediction of the resolution of the uncertainty - either the most likely amount or
the expected value. The interpretation also requires the reassessment of
judgments and estimates applied if facts and circumstances change - e.g. as a
result of examination or action by tax authorities, following changes in tax rules
or when a tax authority’s right to challenge a treatment expires.

The interpretation is effective for annual periods beginning on or after
January 1, 2019. Earlier application is permitted.



= Long-term Interests in Associates and Joint Ventures (Amendments to PAS 28,
Investments in Associates). The amendment requires the application of PFRS 9
to other financial instruments in an associate or joint venture to which the equity
method is not applied. These include long-term interests (LTIs) that, in
substance, form part of the entity's net investment in an associate or joint
venture. The amendment explains the annual sequence in which PFRS 9 and
PFRS 28 are to be applied. In effect, PFRS 9 is first applied ignoring any prior
years’ PAS 28 loss absorption. If necessary, prior years’ PAS 28 loss allocation
is trued-up in the current year which may involve recognizing more prior years’
losses, reversing these losses or re-allocating them between different LTI
instruments. Any current year PAS 28 losses are allocated to the extent that the
remaining LTI balance allows and any current year PAS 28 profits reverse any
unrecognized prior years’ losses and then allocations against LTI.

The amendment is effective for annual periods beginning on or after
January 1, 2019 with early adoption permitted. Retrospective application is
required, subject to relevant transitional reliefs.

= Sale or Contribution of Assets between an Investor and its Associate or Joint
Venture (Amendments to PFRS 10 and PAS 28). The amendments address an
inconsistency between the requirements in PFRS 10 and in PAS 28, in dealing
with the sale or contribution of assets between an investor and its associate or
joint venture.

The amendments require that a full gain or loss is recognized when a transaction
involves a business (whether it is housed in a subsidiary or not). A partial gain or
loss is recognized when a transaction involves assets that do not constitute a
business, even if these assets are housed in a subsidiary.

Originally, the amendments apply prospectively for annual periods beginning on
or after January 1, 2016 with early adoption permitted. However, on
January 13, 2016, the FRSC decided to postpone the effective date of these
amendments until the IASB has completed 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.

Current versus Noncurrent Classification

The Group presents assets and liabilities in the consolidated statements of financial
position based on current and non-current classification. An asset is current when it
is: (a) expected to be realized or intended to be sold or consumed in the normal
operating cycle; (b) held primarily for the purpose of trading; (c) expected to be
realized within twelve months after the reporting period; or (d) cash or cash
equivalent unless restricted from being exchanged or used to settle a liability for at
least twelve months after the reporting period.

A liability is current when it is: (a) expected to be settled in the normal operating
cycle; (b) held primarily for trading; (c) due to be settled within twelve months after
the reporting period; or (d) there is no unconditional right to defer the settlement of
the liability for at least twelve months after the reporting period.

The Group classifies all other assets and liabilities as noncurrent. Deferred tax
assets and liabilities are classified as noncurrent.



Financial Assets and Financial Liabilities

Date of Recognition. The Group recognizes a financial asset or a financial liability in
the consolidated statements of financial position when it becomes a party to the
contractual provisions of the instrument. In the case of a regular way purchase or
sale of financial assets, recognition is done using settlement date accounting.

Initial Recognition of Financial Instruments. Financial instruments are recognized
initially at fair value of the consideration given (in case of an asset) or received
(in case of a liability). The initial measurement of financial instruments, except for
those designated as at fair value through profit or loss (FVPL), includes transaction
costs.

Classification of Financial Instruments. The Group classifies its financial assets in
the following categories: held-to-maturity (HTM) investments, AFS financial assets,
financial assets at FVPL and loans and receivables. The Group classifies its
financial liabilities as either financial liabilities at FVPL or other financial liabilities.
The classification depends on the purpose for which the investments are acquired
and whether they are quoted in an active market. Management determines the
classification of its financial assets and financial liabilities at initial recognition and,
where allowed and appropriate, re-evaluates such designation at every reporting
date.

‘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 valuation technique whose variables include only data from
observable market, the Group recognizes the difference between the transaction
price and the fair value (a ‘Day 1’ profit) in profit or loss unless it qualifies for
recognition as some other type of asset. In cases where data used is not
observable, the difference between the transaction price and model value is only
recognized in profit or loss when the inputs become observable or when the
instrument is derecognized. For each transaction, the Group determines the
appropriate method of recognizing the ‘Day 1’ profit amount.

Financial Assets

Financial Assets at FVPL. A financial asset is classified as at FVPL if it is classified
as held for trading or is designated as such upon initial recognition. Financial assets
are designated at FVPL if the Group manages such investments and makes
purchase and sale decisions based on their fair value in accordance with the Group’s
documented risk management or investment strategy. Derivative instruments
(including embedded derivatives), except those covered by hedge accounting
relationships, are classified under this category.

Financial assets are classified as held for trading if they are acquired for the purpose
of selling in the near term.

Financial assets may be designated by management at initial recognition at FVPL
when any of the following criteria is met:

» the designation eliminates or significantly reduces the inconsistent treatment that

would otherwise arise from measuring the assets or recognizing gains or losses
on a different basis;
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= the assets are part of a group of financial assets which are managed and their
performances are evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy; or

= the financial instrument contains an embedded derivative, unless the embedded
derivative does not significantly modify the cash flows or it is clear, with little or
no analysis, that it would not be separately recognized.

The Group uses commodity price swaps to protect its margin on petroleum products
from potential price volatility of international crude and product prices. It also enters
into short-term forward currency contracts to hedge its currency exposure on crude
oil importations. In addition, the Parent Company has identified and bifurcated
embedded foreign currency derivatives from certain non-financial contracts.

Derivative instruments are initially recognized at fair value on the date in which a
derivative transaction is entered into or bifurcated, and are subsequently
re-measured at fair value. Derivatives are presented in the consolidated statements
of financial position as assets when the fair value is positive and as liabilities when
the fair value is negative. Unrealized gains and losses from changes in fair value of
forward currency contracts, commodity price swaps and embedded derivatives are
recognized under the caption “Marked-to-market gains (losses) - net” included as
part of “Other expenses - net” account in the consolidated statements of income.
Realized gains or losses on the settlement of commodity price swaps are recognized
under the caption “Inventories” included as part of “Cost of goods sold” account in
the consolidated statements of income.

The fair values of freestanding and bifurcated forward currency transactions are
calculated by reference to current exchange rates for contracts with similar maturity
profiles. The fair values of commodity swaps are determined based on quotes
obtained from counterparty banks.

The Group’s derivative assets and proprietary membership shares are classified
under this category.

Loans and Receivables. Loans and receivables are non-derivative financial assets
with fixed or determinable payments and maturities that are not quoted in an active
market. They are not entered into with the intention of immediate or short-term
resale and are not designated as AFS financial assets or financial assets at FVPL.

Subsequent to initial recognition, loans and receivables are carried at amortized cost
using the effective interest method, less any impairment in value. Any interest
earned on loans and receivables is recognized as part of “Interest income” account
in the consolidated statements of income on an accrual basis. Amortized cost is
calculated by taking into account any discount or premium on acquisition and fees
that are an integral part of the effective interest rate. The periodic amortization is
also included as part of “Interest income” account in the consolidated statements of
income. Gains or losses are recognized in profit or loss when loans and receivables
are derecognized or impaired.

Cash includes cash on hand and in banks which are stated at face value. Cash
equivalents are short-term, highly liquid investments that are readily convertible to
known amounts of cash and are subject to an insignificant risk of changes in value.

The Group’s cash and cash equivalents, trade and other receivables, due from

related parties, long-term receivables and noncurrent deposits are included under
this category.
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HTM Investments. HTM investments are non-derivative financial assets with fixed or
determinable payments and fixed maturities for which the Group’s management has
the positive intention and ability to hold to maturity. Where the Group sells other
than an insignificant amount of HTM investments, the entire category would be
tainted and reclassified as AFS financial assets. After initial recognition, these
investments are measured at amortized cost using the effective interest method, less
impairment in value. Any interest earned on the HTM investments is recognized as
part of “Interest income” account in the consolidated statements of income on an
accrual basis. Amortized cost is calculated by taking into account any discount or
premium on acquisition and fees that are an integral part of the effective interest rate.
The periodic amortization is also included as part of “Interest income” account in the
consolidated statements of income. Gains or losses are recognized in profit or loss
when the HTM investments are derecognized or impaired.

The Group has no investments accounted for under this category as of
December 31, 2017 and 2016.

AFS Financial Assets. AFS financial assets are non-derivative financial assets that
are either designated in this category or not classified in any of the other financial
asset categories. Subsequent to initial recognition, AFS financial assets are
measured at fair value and changes therein, other than impairment losses and
foreign currency differences on AFS debt instruments, are recognized in other
comprehensive income and presented in the consolidated statements of changes in
equity. The effective yield component of AFS debt securities is reported as part of
“Interest income” account in the consolidated statements of income. Dividends
earned on holding AFS equity securities are recognized as “Dividend income” when
the right to receive payment has been established. When individual AFS financial
assets are either derecognized or impaired, the related accumulated unrealized
gains or losses previously reported in equity are transferred to and recognized in
profit or loss.

AFS financial assets also include unquoted equity instruments with fair values which
cannot be reliably determined. These instruments are carried at cost less impairment
in value, if any.

The Group’s investments in equity and debt securities included under
“Available-for-sale financial assets” account are classified under this category.

Financial Liabilities

Financial Liabilities at FVPL. Financial liabilities are classified under this category
through the fair value option. Derivative instruments (including embedded
derivatives) with negative fair values, except those covered by hedge accounting
relationships, are also classified under this category.

The Group carries financial liabilities at FVPL using their fair values and reports fair
value changes in profit or loss.

The Group’s derivative liabilities are classified under this category.

Other Financial Liabilities. This category pertains to financial liabilities that are not
designated or classified at FVPL. After initial measurement, other financial liabilities
are carried at amortized cost using the effective interest method. Amortized cost is
calculated by taking into account any premium or discount and any directly
attributable transaction costs that are considered an integral part of the effective
interest rate of the liability.
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The Group’s liabilities arising from its short-term loans, liabilities for crude oil and
petroleum products, trade and other payables, long-term debt, cash bonds, cylinder
deposits and other noncurrent liabilities are included under this category.

Debt Issue Costs

Debt issue costs are considered as an adjustment to the effective yield of the related
debt and are deferred and amortized using the effective interest method. When a
loan is paid, the related unamortized debt issue costs at the date of repayment are
recognized in the consolidated statements of income.

Derivative Financial Instruments

Freestanding Derivatives. For the purpose of hedge accounting, hedges are
classified as either: a) fair value hedges when hedging the exposure to changes in
the fair value of a recognized asset or liability or an unrecognized firm commitment
(except for foreign currency risk); b) cash flow hedges when hedging exposure to
variability in cash flows that is either attributable to a particular risk associated with a
recognized asset or liability or a highly probable forecast transaction or the foreign
currency risk in an unrecognized firm commitment; or c) hedges of a net investment
in foreign operations.

At the inception of a hedge relationship, the Group formally designates and
documents the hedge relationship to which the Group wishes to apply hedge
accounting and the risk management objective and strategy for undertaking the
hedge. The documentation includes identification of the hedging instrument, the
hedged item or transaction, the nature of the risk being hedged and how the entity
will assess the hedging instrument’'s effectiveness in offsetting the exposure to
changes in the hedged item’s fair value or cash flows attributable to the hedged risk.
Such hedges are expected to be highly effective in achieving offsetting changes in
fair value or cash flows and are assessed on an ongoing basis to determine that they
actually have been highly effective throughout the financial reporting periods for
which they were designated.

The Group has no derivatives that qualify for hedge accounting as of December 31,
2017 and 2016. Any gains or losses arising from changes in fair value of derivatives
are taken directly to profit or loss during the year incurred.

Embedded Derivatives. The Group assesses whether embedded derivatives are
required to be separated from host contracts when the Group becomes a party to the
contract.

An embedded derivative is separated from the host contract and accounted for as a
derivative if all of the following conditions are met: a) the economic characteristics
and risks of the embedded derivative are not closely related to the economic
characteristics and risks of the host contract; b) a separate instrument with the same
terms as the embedded derivative would meet the definition of a derivative; and
¢) the hybrid or combined instrument is not recognized at FVPL. Reassessment only
occurs if there is a change in the terms of the contract that significantly modifies the
cash flows that would otherwise be required.
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Derecognition of Financial Assets and Financial Liabilities
Financial Assets. A financial asset (or, where applicable, a part of a financial asset
or part of a group of similar financial assets) is primarily derecognized when:

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

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

When the Group has transferred its rights to receive cash flows from an asset or has
entered into a pass-through arrangement, it evaluates if and to what extent it has
retained the risks and rewards of ownership. When it has neither transferred nor
retained substantially all the risks and rewards of the asset nor transferred control of
the asset, the Group continues to recognize the transferred asset to the extent of the
Group’s continuing involvement. In that case, the Group also recognizes the
associated liability. The transferred asset and the associated liability are measured
on the basis that reflects the rights and obligations that the Group has retained.

Financial Liabilities. A financial liability is derecognized when the obligation under the
liability is discharged, cancelled or expired. When an existing financial liability is
replaced by another from the same lender on substantially different terms, or the
terms of an existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the original liability and the recognition of
a new liability. The difference in the respective carrying amounts is recognized in
profit or loss.

Impairment of Financial Assets
The Group assesses, at each reporting date, whether there is objective evidence that
a financial asset or a group of financial assets is impaired.

A financial asset or a group of financial assets is deemed to be impaired if, and only
if, there is objective evidence of impairment as a result of one or more events that
have occurred after the initial recognition of the asset (an incurred loss event) and
that loss event has an impact on the estimated future cash flows of the financial
asset or the group of financial assets that can be reliably estimated.

Assets Carried at Amortized Cost. For financial assets carried at amortized cost
such as loans and receivables, the Group first assesses whether objective
impairment exists individually for financial assets that are individually significant, or
collectively for financial assets that are not individually significant. If no objective
evidence of impairment has been identified for a particular financial asset that was
individually assessed, the Group includes the asset as part of a group of financial
assets with similar credit risk characteristics and collectively assesses the group for
impairment. Assets that are individually assessed for impairment and for which an
impairment loss is, or continues to be, recognized are not included in the collective
impairment assessment.
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Evidence of impairment for specific impairment purposes may include indications
that the borrower or a group of borrowers is experiencing financial difficulty, default
or delinquency in principal or interest payments, or may enter into bankruptcy or
other form of financial reorganization intended to alleviate the financial condition of
the borrower. For collective impairment purposes, evidence of impairment may
include observable data on existing economic conditions or industry-wide
developments indicating that there is a measurable decrease in the estimated future
cash flows of the related assets.

If there is objective evidence of impairment, the amount of loss is measured as the
difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses) discounted at the financial asset’s
original effective interest rate (i.e., the effective interest rate computed at initial
recognition). Time value is generally not considered when the effect of discounting
the cash flows is not material. If a loan or receivable has a variable rate, the
discount rate for measuring any impairment loss is the current effective interest rate,
adjusted for the original credit risk premium. For collective impairment purposes,
impairment loss is computed based on their respective default and historical loss
experience.

The carrying amount of the asset shall be reduced either directly or through use of
an allowance account. The impairment loss for the period shall be recognized in
profit or loss. |If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after
the impairment was recognized, the previously recognized impairment loss is
reversed. Any subsequent reversal of an impairment loss is recognized in profit or
loss, to the extent that the carrying amount of the asset does not exceed its
amortized cost at the reversal date.

AFS Financial Assets. For equity instruments carried at fair value, the Group
assesses at each reporting date whether objective evidence of impairment exists.
Objective evidence of impairment includes a significant or prolonged decline in the
fair value of an equity instrument below its cost. ‘Significant’ is evaluated against the
original cost of the investment and ‘prolonged’ is evaluated against the period in
which the fair value has been below its original cost. The Group generally regards
fair value decline as being significant when decline exceeds 25%. A decline in a
guoted market price that persists for 12 months is generally considered to be
prolonged.

If an AFS financial asset is impaired, an amount comprising the difference between
the cost (net of any principal payment and amortization) and its current fair value,
less any impairment loss on that financial asset previously recognized in profit or
loss, is transferred from equity to profit or loss. Reversals of impairment losses in
respect of equity instruments classified as AFS financial assets are not recognized in
profit or loss. Reversals of impairment losses on debt instruments are recognized in
profit or loss, if the increase in fair value of the instrument can be objectively related
to an event occurring after the impairment loss was recognized in profit or loss.

In the case of an unquoted equity instrument or of a derivative asset linked to and
must be settled by delivery of an unquoted equity instrument, for which its fair value
cannot be reliably measured, the amount of impairment loss is measured as the
difference between the asset’s carrying amount and the present value of estimated
future cash flows from the asset discounted using its historical effective rate of return
on the asset.
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Classification of Financial Instruments between Liability and Equity

Financial instruments are classified as liability or equity in accordance with the
substance of the contractual arrangement. Interest, dividends, gains and losses
relating to a financial instrument or a component that is a financial liability, are
reported as expense or income. Distributions to holders of financial instruments
classified as equity are charged directly to equity, net of any related income tax
benefits.

A financial instrument is classified as liability if it provides for a contractual obligation
to:

= deliver cash or another financial asset to another entity;

= exchange financial assets or financial liabilities with another entity under
conditions that are potentially unfavorable to the Group; or

= gsatisfy the obligation other than by the exchange of a fixed amount of cash or
another financial asset for a fixed number of own equity shares.

If the Group does not have an unconditional right to avoid delivering cash or another
financial asset to settle its contractual obligation, the obligation meets the definition
of a financial liability.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount is reported in
the consolidated statements of financial position if, and only if, there is a currently
enforceable legal right to offset the recognized amounts and there is an intention to
settle on a net basis, or to realize the asset and settle the liability simultaneously.
This is not generally the case with master netting agreements, and the related assets
and liabilities are presented gross in the consolidated statements of financial
position.

Fair Value Measurements
The Group measures a number of financial and non-financial assets and liabilities at
fair value.

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 most advantageous market for the asset or liability. The
principal or most advantageous market must be accessible to the Group.

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

The Group uses valuation techniques that are appropriate in the circumstances and

for which sufficient data are available to measure fair value, maximizing the use of
relevant observable inputs and minimizing the use of unobservable inputs.
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All assets and liabilities for which fair value is measured or disclosed in the
consolidated financial statements are categorized within the fair value hierarchy,
described as follows, based on the lowest level input that is significant to the fair
value measurement as a whole:

= Level 1: quoted prices (unadjusted) in active markets for identical assets or
liabilities;

= Level 2: inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly or indirectly; and

= Level 3: inputs for the asset or liability that are not based on observable market
data.

For assets and liabilities that are recognized in the consolidated financial statements
on a recurring basis, the Group determines whether transfers have occurred
between Levels in the hierarchy by re-assessing the categorization at the end of
each reporting period.

For purposes of the fair value disclosure, the Group has determined classes of
assets and liabilities on the basis of the nature, characteristics and risks of the asset
or liability and the level of fair value hierarchy, as explained above.

Inventories

Inventories are carried at the lower of cost or net realizable value (NRV). For
petroleum products and crude oil, the NRV is the estimated selling price in the
ordinary course of business, less the estimated costs to complete and/or market and
distribute.

For financial reporting purposes, the Group uses the first-in, first-out method in
costing petroleum products and crude oil. Cost is determined using the moving-
average method in costing lubes and greases, blending components, polypropylene,
materials and supplies inventories. For income tax reporting purposes, cost of all
inventories is determined using the moving-average method.

For financial reporting purposes, duties and taxes related to the acquisition of
inventories are capitalized as part of inventory cost. For income tax reporting
purposes, such duties and taxes are treated as deductible expenses in the year
these charges are incurred.

Business Combination

Business combinations are accounted for using the acquisition method as of the
acquisition date. The cost of an acquisition is measured as the aggregate of the
consideration transferred, measured at acquisition date fair value and the amount of
any non-controlling interests in the acquiree. For each business combination, the
Group elects whether to measure the non-controlling interests in the acquiree at fair
value or at proportionate share of the acquiree’s identifiable net assets.
Acquisition-related costs are expensed as incurred and included as part of “Selling
and administrative expenses” account in the consolidated statements of income.

When the Group acquires a business, it assesses the financial assets and financial
liabilities assumed for appropriate classification and designation in accordance with
the contractual terms, economic circumstances and pertinent conditions as of the
acquisition date.
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If the business combination is achieved in stages, the acquisition date fair value of
the acquirer's previously held equity interest in the acquiree is remeasured at the
acquisition date fair values and any resulting gain or loss is recognized in profit or
loss.

The Group measures goodwill at the acquisition date as: a) the fair value of the
consideration transferred; plus b) the recognized amount of any non-controlling
interests in the acquiree; plus c) if the business combination is achieved in stages,
the fair value of the existing equity interest in the acquiree; less d) the net recognized
amount (generally fair value) of the identifiable assets acquired and liabilities
assumed. When the excess is negative, a bargain purchase gain is recognized
immediately in profit or loss. Subsequently, goodwill is measured at cost less any
accumulated impairment in value. Goodwill is reviewed for impairment, annually or
more frequently, if events or changes in circumstances indicate that the carrying
amount may be impaired.

The consideration transferred does not include amounts related to the settlement of
pre-existing relationships. Such amounts are generally recognized in profit or loss.
Costs related to the acquisition, other than those associated with the issue of debt or
equity securities that the Group incurs in connection with a business combination,
are expensed as incurred. Any contingent consideration payable is measured at fair
value at the acquisition date. If the contingent consideration is classified as equity, it
is not remeasured and settlement is accounted for within equity. Otherwise,
subsequent changes to the fair value of the contingent consideration are recognized
in profit or loss.

Goodwill in a Business Combination. Goodwill acquired in a business combination is,
from the acquisition date, allocated to each of the cash-generating units, or groups of
cash-generating units that are expected to benefit from the synergies of the
combination, irrespective of whether other assets or liabilities are assigned to those
units or groups of units. Each unit or group of units to which the goodwill is so
allocated:

= represents the lowest level within the Group at which the goodwill is monitored
for internal management purposes; and

* is not larger than an operating segment determined in accordance with
PFRS 8.

Impairment is determined by assessing the recoverable amount of the
cash-generating unit or group of cash-generating units, to which the goodwill relates.
Where the recoverable amount of the cash-generating unit or group of
cash-generating units is less than the carrying amount, an impairment loss is
recognized. Where goodwill forms part of a cash-generating unit or group of
cash-generating units and part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount
of the operation when determining the gain or loss on disposal of the operation.
Goodwill disposed of in this circumstance is measured based on the relative values
of the operation disposed of and the portion of the cash-generating unit retained. An
impairment loss with respect to goodwill is not reversed.

Intangible Assets Acquired in a Business Combination. The cost of an intangible
asset acquired in a business combination is the fair value as of the date of
acquisition, determined using discounted cash flows as a result of the asset being
owned.
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Following initial recognition, intangible asset is carried at cost less any accumulated
amortization and impairment losses, if any. The useful life of an intangible asset is
assessed to be either finite or indefinite.

An intangible asset with finite life is amortized over the useful economic life and
assessed for impairment whenever there is an indication that the intangible asset
may be impaired. The amortization period and the amortization method for an
intangible asset with a finite useful life are reviewed at least at each reporting date.
A change in the expected useful life or the expected pattern of consumption of future
economic benefits embodied in the asset is accounted for as a change in accounting
estimate. The amortization expense on intangible asset with finite life is recognized
in profit or loss.

Transactions under Common Control

Transactions under common control entered into in contemplation of each other, and
business combination under common control designed to achieve an overall
commercial effect are treated as a single transaction.

Transfers of assets between commonly controlled entities are accounted for using
the book value accounting.

Non-controlling Interests

The acquisitions of non-controlling interests are accounted for as transactions with
owners in their capacity as owners and therefore no goodwill is recognized as a
result of such transactions. Any difference between the purchase price and the net
assets of the acquired entity is recognized in equity. The adjustments to
non-controlling interests are based on a proportionate amount of the net assets of
the subsidiary.

Investment in Shares of Stock of an Associate

An associate is an entity in which the Group has significant influence. Significant
influence is the power to participate in the financial and operating policies of the
investee, but not control over those policies.

The Group’s investment in shares of stock of an associate are accounted for using
the equity method.

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

The Group’s share in the profit or loss of the associate is recognized as “Share in net
income of an associate” account in the Group’s consolidated statements of income.
Adjustments to the carrying amount may also be necessary for changes in the
Group’s proportionate interest in the associate arising from changes in the
associate’s other comprehensive income. The Group’s share of those changes is
recognized in the consolidated statements of comprehensive income. Unrealized
gains and losses resulting from transactions between the Group and the associate
are eliminated to the extent of the interest in the associate.
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After application of the equity method, the Group determines whether it is necessary
to recognize an impairment loss with respect to the Group’s net investment in the
associate. At each reporting date, the Group determines whether there is objective
evidence that the investment in the associate is impaired. If there is such evidence,
the Group recalculates the amount of impairment as the difference between the
recoverable amount of the associate and its carrying value. Such impairment loss is
recognized as part of “Share in net income of an associate” account in the
consolidated statements of income.

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

The financial statements of the associate are prepared for the same reporting period
as the Group. When necessary, adjustments are made to bring the accounting
policies in line with those of the Group.

Interest in Joint Ventures

A joint venture is a type of joint arrangement whereby the parties that have joint
control of the arrangement have rights to the net assets of the joint venture. Joint
control is the contractually agreed sharing of control of an arrangement, which exists
only when decisions about the relevant activities require unanimous consent of the
parties sharing control.

The Group’s 33.33% joint venture interest in Pandacan Depot Services, Inc. (PDSI)
and 50.00% joint venture interest in Terminal Bersama Sdn Bhd (TBSB), included
under “Other noncurrent assets - net” account in the consolidated statements of
financial position, are accounted for under the equity method of accounting. The
interest in joint ventures is carried in the consolidated statements of financial position
at cost plus post-acquisition changes in the Group’s share in net income (loss) of the
joint ventures, less any impairment in value. The consolidated statements of income
reflect the Group’s share in the results of operations of the joint ventures presented
as part of “Other expenses” account. As of December 31, 2017, the Group has
capital commitments amounting to P4 and nil for TBSB and PDSI, respectively. The
Group has no contingent liabilities in relation to its interest in these joint ventures.

Results of operations as well as financial position balances of PDSI and TBSB were
less than 1% of the consolidated balances of the Group and as such are assessed
as not material; hence, not separately disclosed.

Property, Plant and Equipment

Property, plant and equipment, except land, are stated at cost less accumulated
depreciation and amortization and any accumulated impairment in value. Such cost
includes the cost of replacing part of the property, plant and equipment at the time
that cost is incurred, if the recognition criteria are met, and excludes the costs of
day-to-day servicing. Land is stated at cost less any impairment in value.
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The initial cost of property, plant and equipment comprises its construction cost or
purchase price, including import duties, taxes and any directly attributable costs in
bringing the asset to its working condition and location for its intended use. Cost
also includes any related asset retirement obligation (ARO). Expenditures incurred
after the asset has been put into operation, such as repairs, maintenance and
overhaul costs, are normally recognized as an expense in the period the costs are
incurred. Major repairs are capitalized as part of property, plant and equipment only
when it is probable that future economic benefits associated with the items will flow
to the Group and the cost of the items can be measured reliably.

Construction in progress (CIP) represents structures under construction and is stated
at cost. This includes the costs of construction and other direct costs. Borrowing
costs that are directly attributable to the construction of plant and equipment are
capitalized during the construction period. CIP is not depreciated until such time that
the relevant assets are ready for use.

For financial reporting purposes, depreciation and amortization, which commences
when the assets are available for its intended use, are computed using the straight-
line method over the following estimated useful lives of the assets:

Number of Years

Buildings and improvements and

related facilities 7-50
Refinery and plant equipment 4-33
Service stations and other equipment 2-33
Computers, office and motor
equipment 2-20
Land and leasehold improvements 10 or the term of the lease,

whichever is shorter

For financial reporting purposes, duties and taxes related to the acquisition of
property, plant and equipment are capitalized. For income tax reporting purposes,
such duties and taxes are treated as deductible expenses in the year these charges
are incurred.

For income tax reporting purposes, depreciation and amortization are computed
using the double-declining balance method.

The remaining useful lives and depreciation and amortization method are reviewed
and adjusted periodically, if appropriate, to ensure that such useful lives and method
of depreciation and amortization are consistent with the expected pattern of
economic benefits from the items of property, plant and equipment.

The carrying amounts of property, plant and equipment are reviewed for impairment
when events or changes in circumstances indicate that the carrying amounts may
not be recoverable.

Fully depreciated assets are retained in the accounts until they are no longer in use.

An item of property, plant and equipment is derecognized either when it has been
disposed of or when it is permanently withdrawn from use and no future economic
benefits are expected from its use or disposal. Any gain or loss arising from the
retirement or disposal of an item of property, plant and equipment (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset)
is included in profit or loss in the period of retirement or disposal.
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Investment Property

Investment property consists of land and building held to earn rentals and/or for
capital appreciation but not for sale in the ordinary course of business, used in the
production or supply of goods or services or for administrative purposes. Investment
property is initially measured at cost which is the amount of cash or cash equivalents
paid or the fair value of other consideration given to acquire the investment property
at the time of its acquisition or construction. Investment property, except for land, is
measured at cost including transaction costs less accumulated depreciation and
amortization and any accumulated impairment in value. The carrying amount
includes the cost of replacing part of an existing investment property at the time the
cost is incurred, if the recognition criteria are met, and excludes the costs of day-to-
day servicing of an investment property. Land is stated at cost less any impairment
in value.

For financial reporting purposes, depreciation of building is computed on a straight-
line basis over the estimated useful lives of the assets of 20 years. For income tax
reporting purposes, depreciation is computed using the double-declining balance
method.

The useful lives and depreciation and amortization method are reviewed and
adjusted, if appropriate, at each reporting date.

Investment property is derecognized either when it has been disposed of or when it
is permanently withdrawn from use and no future economic benefit is expected from
its disposal. Any gains or losses on the retirement or disposal of investment property
are recognized in profit or loss in the period of retirement or disposal.

Transfers are made to investment property when, and only when, there is a change
in use, evidenced by ending of owner-occupation or commencement of an operating
lease to another party. Transfers are made from investment property when, and only
when, there is a change in use, evidenced by commencement of the
owner-occupation or commencement of development with a view to sell.

For a transfer from investment property to owner-occupied property, the cost of
property for subsequent accounting is its carrying amount at the date of change in
use. If the property occupied by the Group as an owner-occupied property becomes
an investment property, the Group accounts for such property in accordance with the
policy stated under property, plant and equipment up to the date of change in use.

Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost.
The cost of intangible assets acquired in a business combination is its fair value as of
the date of acquisition. Subsequently, intangible assets are measured at cost less
accumulated amortization and any accumulated impairment losses. Internally
generated intangible assets, excluding capitalized development costs, are not
capitalized and expenditures are recognized in profit or loss in the year in which the
related expenditures are incurred. The useful lives of intangible assets are assessed
to be either finite or indefinite.
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Intangible assets with finite lives are amortized over the useful life and assessed for
impairment whenever there is an indication that the intangible assets may be
impaired. The amortization periods and amortization method used for an intangible
asset with a finite useful life are reviewed at each reporting date. Changes in the
expected useful life or the expected pattern of consumption of future economic
benefits embodied in the asset are accounted for by changing the amortization
period or method, as appropriate, and are treated as changes in accounting
estimates. The amortization expense on intangible assets with finite lives is
recognized in profit or loss consistent with the function of the intangible asset.

Amortization is computed using the straight-line method over the following estimated
useful lives of the assets:

Number of Years

Software 5-10
Franchise fee 3-10
Other intangibles 10-16

Gains or losses arising from the disposal of an intangible asset are measured as the
difference between the net disposal proceeds and the carrying amount of the asset,
and are recognized in profit or loss when the asset is derecognized.

As of December 31, 2017 and 2016, the Group has existing and pending trademark
registration for its products for a term of 10 to 20 years. It also has copyrights for its
7-kg LPG container, Gasulito with stylized letter “P” and two flames, Powerburn 2T
and Petron New Logo (22 styles). Copyrights endure during the lifetime of the
creator and for another 50 years after creator’s death.

The amount of intangible assets is included as part of “Other noncurrent assets - net”
in the consolidated statements of financial position.

Expenses incurred for research and development of internal projects and internally
developed patents and copyrights are expensed as incurred and are part of “Selling
and administrative expenses” account in the consolidated statements of income.

Asset Held for Sale

The Group classifies noncurrent assets as held for sale, if their carrying amounts will
be recovered primarily through sale rather than through continuing use. The assets
are generally measured at the lower of their carrying amount and fair value less
costs to sell. Impairment losses on initial classification as held for sale and
subsequent gains and losses on remeasurement are recognized in the consolidated
statements of income. Gains are not recognized in excess of any cumulative
impairment losses.

The criteria for held for sale is regarded as met only when the sale is highly probable
and the asset is available for immediate sale in its present condition. Actions
required to complete the sale should indicate that it is unlikely that significant
changes will be made or that the decision on sale will be withdrawn. Management
must be committed to the sale within one year from date of classification.

Equity accounting of equity-accounted investees ceases once classified as held for
sale.

Assets held for sale are presented under “Other current assets” account in the
consolidated statements of financial position.
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Impairment of Nonfinancial Assets

The carrying amounts of property, plant and equipment, investment property,
intangible assets with finite useful lives, investment in shares of stock of an associate
and interest in joint ventures are reviewed for impairment when events or changes in
circumstances indicate that the carrying amount may not be recoverable. If any such
indication exists, and if the carrying amount exceeds the estimated recoverable
amount, the assets or cash-generating units are written down to their recoverable
amounts. The recoverable amount of the asset is the greater of fair value less costs
of disposal and value in use. The fair value less costs of disposal 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, less costs of
disposal. In assessing value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. For an
asset that does not generate largely independent cash inflows, the recoverable
amount is determined for the cash-generating unit to which the asset belongs.
Impairment losses are recognized in profit or loss in those expense categories
consistent with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is any indication
that previously recognized impairment losses may no longer exist or may have
decreased. If such indication exists, the recoverable amount is estimated. A
previously recognized impairment loss is reversed only if there has been a change in
the estimates used to determine the asset's recoverable amount since the last
impairment loss was recognized. If that is the case, the carrying amount of the asset
is increased to its recoverable amount. That increased amount cannot exceed the
carrying amount that would have been determined, net of depreciation and
amortization, had no impairment loss been recognized for the asset in prior years.
Such reversal is recognized in profit or loss. After such a reversal, the depreciation
and amortization charge is adjusted in future periods to allocate the asset’s revised
carrying amount, less any residual value, on a systematic basis over its remaining
useful life.

Cylinder Deposits

The Parent Company purchases LPG cylinders which are loaned to dealers upon
payment by the latter of an amount equivalent to 90% of the acquisition cost of the
cylinders.

The Parent Company maintains the balance of cylinder deposits at an amount
equivalent to three days worth of inventory of its biggest dealers, but in no case
lower than P200 at any given time, to take care of possible returns by dealers.

At the end of each reporting date, cylinder deposits, shown under “Other noncurrent

liabilities” account in the consolidated statements of financial position, are reduced
for estimated non-returns. The reduction is recognized directly in profit or loss.
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Provisions

Provisions are recognized when: (a) the Group has a present obligation (legal or
constructive) as a result of past event; (b) it is probable (i.e., more likely than not)
that an outflow of resources embodying economic benefits will be required to settle
the obligation; and (c) a reliable estimate can be made of the amount of the
obligation. If the effect of the time value of money is material, provisions are
determined by discounting the expected future cash flows at a pre-tax rate that
reflects current market assessment of the time value of money and the risks specific
to the liability. Where discounting is used, the increase in the provision due to the
passage of time is recognized as interest expense. Where some or all of the
expenditure required to settle a provision is expected to be reimbursed by another
party, the reimbursement shall be recognized when, and only when, it is virtually
certain that reimbursement will be received if the entity settles the obligation. The
reimbursement is treated as a separate asset. The amount recognized for the
reimbursement shall not exceed the amount of the provision. Provisions are
reviewed at each reporting date and adjusted to reflect the current best estimate.

The Group recognizes provisions arising from legal and/or constructive obligations
associated with the cost of dismantling and removing an item of property, plant and
equipment and restoring the site where it is located, the obligation for which the
Group incurs either when the asset is acquired or as a consequence of using the
asset during a particular year for purposes other than to produce inventories during
the year.

Capital Stock
Common Shares. Common shares are classified as equity. Incremental costs

directly attributable to the issue of common shares and share options are recognized
as a deduction from equity, net of any tax effects and any excess of the proceeds
over the par value of shares issued less any incremental costs directly attributable to
the issuance, net of tax, is presented in equity as additional paid-in capital.

Preferred Shares. Preferred shares are classified as equity if they are non-
redeemable, or redeemable only at the Parent Company’s option, and any dividends
thereon are discretionary. Dividends thereon are recognized as distributions within
equity upon approval by the Parent Company’s BOD.

Preferred shares are classified as a liability if they are redeemable on a specific date
or at the option of the shareholders, or if dividend payments are not discretionary.
Dividends thereon are recognized as interest expense in profit or loss as accrued.

Additional Paid-in Capital

When the shares are sold at premium, the difference between the proceeds and the
par value is credited to the “Additional paid-in capital” account. When shares are
issued for a consideration other than cash, the proceeds are measured by the fair
value of the consideration received. In case the shares are issued to extinguish or
settle the liability of the Parent Company, the shares are measured either at the fair
value of the shares issued or fair value of the liability settled, whichever is more
reliably determinable.

Treasury Stock
Own equity instruments which are reacquired are carried at cost and deducted from

equity. No gain or loss is recognized on the purchase, sale, reissuance or
cancellation of the Parent Company’s own equity instruments. When the shares are
retired, the capital stock account is reduced by its par value and the excess of cost
over par value upon retirement is debited to additional paid-in capital to the extent of
the specific or average additional paid-in capital when the shares were issued and to
retained earnings for the remaining balance.
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Undated Subordinated Capital Securities (USCS)

USCS are classified as equity when there is no contractual obligation to deliver cash
or other financial assets to another person or entity or to exchange financial assets
or liabilities with another person or entity that is potentially unfavorable to the issuer.

Incremental costs directly attributable to the issuance of undated subordinated
capital securities are recognized as a deduction from equity, net of tax. The
proceeds received net of any directly attributable transaction costs are credited to
undated subordinated capital securities.

Retained Earnings

Retained earnings represent the accumulated net income or losses, net of any
dividend distributions and other capital adjustments. Appropriated retained earnings
represent that portion which is restricted and therefore not available for any dividend
declaration.

Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will
flow to the Group and the amount of the revenue can be reliably measured. The
following specific recognition criteria must also be met before revenue is recognized:

Sale of Goods. Revenue from sale of goods in the course of ordinary activities is
measured at the fair value of the consideration received or receivable, net of trade
discounts and volume rebates. Revenue is recognized when the significant risks and
rewards of ownership of the goods have passed to the buyer, which is normally upon
delivery, and the amount of revenue can be measured reliably.

Interest. Revenue is recognized as the interest accrues, taking into account the
effective yield on the asset.

Dividend. Revenue is recognized when the Group’s right as a shareholder to receive
the payment is established.

Rent. Revenue from operating leases (net of any incentives given to the lessees) is
recognized on a straight-line basis over the lease term.

Customer Loyalty Program. Revenue is allocated between the customer loyalty
program and the other component of the sale. The amount allocated to the customer
loyalty program is deducted from revenue at the time points are awarded to the
customer. A deferred liability account is set up until the Group has fulfilled its
obligations to supply the discounted products under the terms of the program or
when it is no longer probable that the points under the program will be redeemed.

Other Income. Other income is recognized when there is incidental economic benefit,
other than the usual business operations, that will flow to the Group and that can be
measured reliably.

Cost and Expense Recognition
Costs and expenses are recognized upon receipt of goods, utilization of services or
at the date they are incurred.
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Expenses are also recognized when a decrease in future economic benefit related to
a decrease in an asset or an increase in a liability that can be measured reliably has
arisen. Expenses are recognized on the basis of a direct association between costs
incurred and the earning of specific items of income; on the basis of systematic and
rational allocation procedures when economic benefits are expected to arise over
several accounting periods and the association can only be broadly or indirectly
determined; or immediately when an expenditure produces no future economic
benefits or when, and to the extent that future economic benefits do not qualify, or
cease to qualify, for recognition as an asset.

Leases

The determination of whether an arrangement is, or contains, a lease is based on the
substance of the arrangement and requires an assessment of whether the fulfillment
of the arrangement is dependent on the use of a specific asset or assets and the
arrangement conveys a right to use the asset. A reassessment is made after the
inception of the lease only if one of the following applies:

(a) there is a change in contractual terms, other than a renewal or extension of the
arrangement;

(b) a renewal option is exercised or an extension is granted, unless the term of the
renewal or extension was initially included in the lease term;

(c) there is a change in the determination of whether fulfillment is dependent on a
specific asset; or

(d) there is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from
the date when the change in circumstances gives rise to the reassessment for
scenarios (a), (c) or (d), and at the date of renewal or extension period for scenario
(b) above.

Group as Lessee. Leases which do not transfer to the Group substantially all the
risks and benefits of ownership of the asset are classified as operating leases.
Operating lease payments are recognized as an expense in profit or loss on a
straight-line basis over the lease term. Associated costs such as maintenance and
insurance are expensed as incurred.

Group as Lessor. Leases where the Group does not transfer substantially all the
risks and benefits of ownership of the assets are classified as operating leases.
Rent income from operating leases is recognized as income on a straight-line basis
over the lease term. 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 rent income. Contingent rents are
recognized as income in the period in which they are earned.

Borrowing Costs

Borrowing costs directly attributable to the acquisition or construction of an asset that
necessarily takes a substantial period of time to get ready for its intended use are
capitalized as part of the cost of the respective assets. All other borrowing costs are
expensed in the period they occur. Capitalization of borrowing costs commences
when the activities to prepare the asset are in progress and expenditures and
borrowing costs are being incurred. Borrowing costs are capitalized until the assets
are substantially ready for their intended use.
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Research and Development Costs

Research costs are expensed as incurred. Product development costs incurred on
an individual project are carried forward when their future recoverability can be
reasonably regarded as assured. Any expenditure carried forward is amortized in
line with the expected future sales from the related project.

The carrying amount of development costs is reviewed for impairment annually when
the related asset is not yet in use. Otherwise, this is reviewed for impairment when
events or changes in circumstances indicate that the carrying amount may not be
recoverable.

Employee Benefits
Short-term Employee Benefits. Short-term employee benefits are expensed as the
related service is provided. A liability is recognized for the amount expected to be
paid if the Group has a present legal or constructive obligation to pay this amount as
a result of past service provided by the employee and the obligation can be
estimated reliably.

Retirement Benefits Costs and Other Employee Benefit Costs. Petron has a tax
qualified and funded defined benefit pension plan covering all permanent, regular,
full-time employees administered by trustee banks. Some of its subsidiaries have
separate unfunded, noncontributory, retirement plans.

The Group’s net retirement benefits liability is calculated by estimating the amount of
future benefit that employees have earned in return for their service in the current
and prior periods, discounting that amount and deducting the fair value of plan
assets.

The calculation of defined benefit retirement obligations is performed annually by a
gualified actuary using the projected unit credit method. When the calculation results
in a potential asset for the Group, the recognized asset is limited to the present value
of economic benefits available in the form of reductions in future contributions to the
plan.

Remeasurements of the net defined retirement obligation or asset, excluding net
interest, are recognized immediately in other comprehensive income under “Equity
reserve for retirement plan”. Such remeasurements are also immediately recognized
in equity under “Equity reserves” and are not reclassified to profit or loss in
subsequent periods. Net defined retirement benefit obligation or asset comprise
actuarial gains and losses, the return on plan assets, excluding interest and the
effect of the asset ceiling, if any. The Group determines the net interest expense or
income on the net defined retirement obligation or asset for the period by applying
the discount rate used to measure the defined benefit retirement obligation at the
beginning of the annual period to the then-net defined retirement obligation or asset,
taking into account any changes in the net defined benefit retirement obligation or
asset during the period as a result of contributions and benefit payments. Net
interest expense and other expenses related to defined benefit plans are recognized
in profit or loss.

When the benefits of a plan are changed or when a plan is curtailed, the resulting
change in benefit that relates to past service or the gain or loss on curtailment is
recognized immediately in profit or loss. The Group recognizes gains and losses on
the settlement of a defined benefit retirement plan when the settlement occurs.
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The Group also provides other benefits to its employees as follows:

Corporate Performance Incentive Program. The Group has a corporate performance
incentive program that aims to provide financial incentives for the employees,
contingent on the achievement of the Group’s annual business goals and objectives.
The Group recognizes achievement of its business goals through key performance
indicators (KPIs) which are used to evaluate performance of the organization. The
Group recognizes the related expense when the KPIs are met, that is when the
Group is contractually obliged to pay the benefits.

Savings Plan. The Group established a Savings Plan wherein eligible employees
may apply for membership and have the option to contribute 5% to 15% of their
monthly base pay. The Group, in turn, contributes an amount equivalent to 50% of
the employee-member’s contribution. However, the Group’s 50% share applies only
to a maximum of 10% of the employee-member’s contribution. The Savings Plan
aims to supplement benefits upon employees’ retirement and to encourage
employee-members to save a portion of their earnings. The Group accounts for this
benefit as a defined contribution pension plan and recognizes a liability and an
expense for this plan as the expenses for its contribution fall due. The Group has no
legal or constructive obligations to pay further contributions after payments of the
equivalent employer-share. The accumulated savings of the employees plus the
Group’s share, including earnings, will be paid in the event of the employee’s:
(a) retirement, (b) resignation after completing at least five years of continuous
services, (c) death, or (d) involuntary separation not for cause.

Land/Home Ownership Plan. The Group established the Land/Home Ownership
Plan, an integral part of the Savings Plan, to extend a one-time financial assistance
to Savings Plan members in securing housing loans for residential purposes.

Foreign Currency

Foreign Currency Translations. Transactions in foreign currencies are translated to
the respective functional currencies of Group entities at exchange rates at the dates
of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are retranslated to the functional currency at the
exchange rate at that date. The foreign currency gain or loss on monetary items is
the difference between amortized cost in the functional currency at the beginning of
the year, adjusted for effective interest and payments during the year, and the
amortized cost in foreign currency translated at the exchange rate at the end of the
reporting date.

Nonmonetary assets and nonmonetary liabilities denominated in foreign currencies
that are measured at fair value are retranslated to the functional currency at the
exchange rate at the date that the fair value was determined. Nonmonetary items in
a foreign currency that are measured in terms of historical cost are translated using
the exchange rate at the date of the transaction.

Foreign currency differences arising on retranslation are recognized in profit or loss,
except for differences arising on the retranslation of AFS financial assets, a financial
liability designated as a hedge of the net investment in a foreign operation that is
effective, or qualifying cash flow hedges, which are recognized in other
comprehensive income.
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Foreign Operations. The assets and liabilities of foreign operations, including
goodwill and fair value adjustments arising on acquisition, are translated to Philippine
peso at exchange rates at the reporting date. The income and expenses of foreign
operations, excluding foreign operations in hyperinflationary economies, are
translated to Philippine peso at average exchange rates for the period.

Foreign currency differences are recognized in other comprehensive income, and
presented in the “Other reserves” account in the consolidated statements of changes
in equity. However, if the operation is not a wholly-owned subsidiary, then the
relevant proportionate share of the translation difference is allocated to the
non-controlling interests. When a foreign operation is disposed of such that control,
significant influence or joint control is lost, the cumulative amount in the translation
reserve related to that foreign operation is reclassified to profit or loss as part of the
gain or loss on disposal. When the Group disposes of only part of its interest in a
subsidiary that includes a foreign operation while retaining control, the relevant
proportion of the cumulative amount is reattributed to non-controlling interests.
When the Group disposes of only part of its investment in an associate or joint
venture that includes a foreign operation while retaining significant influence or joint
control, the relevant proportion of the cumulative amount is reclassified to profit or
loss.

When the settlement of a monetary item receivable from or payable to a foreign
operation is neither planned nor likely in the foreseeable future, foreign exchange
gains and losses arising from such a monetary item are considered to form part of a
net investment in a foreign operation and are recognized in other comprehensive
income, and presented in the “Other reserves” account in the consolidated
statements of changes in equity.

Taxes

Current Tax. Current tax is the expected tax payable or receivable on the taxable
income or loss for the year, using tax rates enacted or substantively enacted at the
reporting date, and any adjustment to tax payable in respect of previous years.

Deferred Tax. Deferred tax is recognized in respect of temporary differences
between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes.

Deferred tax liabilities are recognized for all taxable temporary differences, except:

= where the deferred tax liability arises from the initial recognition of goodwill or of
an asset or liability 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; and

= with respect to taxable temporary differences associated with investments in
subsidiaries, associates and interests in joint ventures, where the timing of the
reversal of the temporary differences can be controlled and it is probable that the
temporary differences will not reverse in the foreseeable future.
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Deferred tax assets are recognized for all deductible temporary differences,
carryforward benefits of unused tax credits - Minimum Corporate Income Tax (MCIT)
and unused tax losses - Net Operating Loss Carry Over (NOLCO), to the extent that
it is probable that taxable profit will be available against which the deductible
temporary differences, and the carryforward benefits of MCIT and NOLCO can be
utilized, except:

= where the deferred tax asset relating to the deductible temporary difference
arises from the initial recognition of an asset or liability 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; and

= with respect to deductible temporary differences associated with investments in
subsidiaries, associates and interests in joint ventures, 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 all or part of the deferred tax asset to be utilized. Unrecognized
deferred tax assets are reassessed at each reporting date and are recognized to the
extent that it has become probable that future taxable profit will allow the deferred tax
asset to be recovered.

The measurement of deferred tax reflects the tax consequences that would follow
the manner in which the Group expects, at the end of the reporting period, to recover
or settle the carrying amount of its assets and liabilities.

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 been enacted or substantively enacted at the reporting
date.

In determining the amount of current and deferred tax, the Group takes into account
the impact of uncertain tax positions and whether additional taxes and interest may
be due. The Group believes that its accruals for tax liabilities are adequate for all
open tax years based on its assessment of many factors, including interpretation of
tax laws and prior experience. This assessment relies on estimates and assumptions
and may involve a series of judgments about future events. New information may
become available that causes the Group to change its judgment regarding the
adequacy of existing tax liabilities; such changes to tax liabilities will impact tax
expense in the period that such a determination is made.

Current tax and deferred tax are recognized in profit or loss except to the extent that
it relates to a business combination, or items recognized directly in equity or in other
comprehensive income.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right

exists to set off current tax assets against current tax liabilities and the deferred
taxes relate to the same taxable entity and the same taxation authority.
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Value-added Tax (VAT). Revenues, expenses and assets are recognized net of the
amount of VAT, except:

= where the tax incurred on a purchase of assets or services is not recoverable
from the taxation authority, in which case the tax is recognized as part of the cost
of acquisition of the asset or as part of the expense item as applicable; and

» receivables and payables that are stated with the amount of tax included.

The net amount of tax recoverable from, or payable to, the taxation authority is
included as part of “Other current assets” or “Trade and other payables” accounts in
the consolidated statements of financial position.

Related Parties

Parties are considered to be related if one party has the ability, directly or indirectly,
to control the other party or exercise significant influence over the other party in
making financial and operating decisions. Parties are also considered to be related if
they are subject to common control. Related parties may be individuals or corporate
entities.

Basic and Diluted Earnings Per Common Share (EPS)

Basic EPS is computed by dividing the net income for the period attributable to
equity holders of the Parent Company, net of dividends on preferred shares and
distributions to holders of USCS, by the weighted average number of issued and
outstanding common shares during the period, with retroactive adjustment for any
stock dividends declared.

For the purpose of computing diluted EPS, the net income for the period attributable
to owners of the Parent Company and the weighted-average number of issued and
outstanding common shares are adjusted for the effects of all potential dilutive debt
or equity instruments.

Operating Segments

The Group’s operating segments are organized and managed separately according
to the nature of the products and services provided, with each segment representing
a strategic business unit that offers different products and serves different markets.
Financial information on operating segments is presented in Note 37 to the
consolidated financial statements. The Chief Executive Officer (the “chief operating
decision maker”) reviews management reports on a regular basis.

The measurement policies the Group used for segment reporting under PFRS 8 are
the same as those used in its consolidated financial statements. There have been
no changes in the measurement methods used to determine reported segment profit
or loss from prior periods. All inter-segment transfers are carried out at arm’s length
prices.

Segment revenues, expenses and performance include sales and purchases
between business segments. Such sales and purchases are eliminated in
consolidation.

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

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

Post year-end events that provide additional information about the Group’'s
consolidated financial position at the reporting date (adjusting events) are reflected in
the consolidated financial statements. Post year-end events that are not adjusting
events are disclosed in the notes to the consolidated financial statements when
material.

4. Significant Accounting Judgments, Estimates and Assumptions

The preparation of the Group’s consolidated financial statements in accordance with
PFRS requires management to make judgments, estimates and assumptions that
affect the application of accounting policies and the amounts of assets, liabilities,
income and expenses reported in the consolidated financial statements at the
reporting date. However, uncertainty about these judgments, estimates and
assumptions could result in outcome that could require a material adjustment to the
carrying amount of the affected asset or liability in the future.

Judgments and estimates 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. Revisions are recognized in the
period in which the judgments and estimates are revised and in any future period
affected.

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 the amounts recognized in the consolidated financial statements:

Determining Functional Currency. The Parent Company has determined that its
functional currency is the Philippine peso. It is the currency of the primary economic
environment in which the Parent Company operates. It is the currency that mainly
influences the sales price of goods and services and the costs of providing these
goods and services.

Operating Lease Commitments - Group as Lessor/Lessee. The Group has entered
into various lease agreements either as lessor or lessee. The Group had determined
that it retains all the significant risks and rewards of ownership of the properties
leased out on operating leases while the significant risks and rewards for properties
leased from third parties are retained by the lessors.

Rent income recognized in the consolidated statements of income amounted to
P1,243, P1,139 and P1,131 in 2017, 2016 and 2015, respectively (Notes 23 and 26).

Rent expense recognized in the consolidated statements of income amounted to
P1,702, P1,293 and P1,295 in 2017, 2016 and 2015, respectively (Notes 22 and
23).

Evaluating Control over its Investees. Determining whether the Parent Company has
control in an investee requires significant judgment. Although the Parent Company
owns less than 50% of the voting rights of NVRC and PAHL, before the Parent
Company acquired the remaining equity interest in PAHL in 2016, management has
determined that the Parent Company controls these entities by virtue of its exposure
and rights to variable returns from its involvement in these investees and its ability to
affect those returns through its power over the investees.
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The Parent Company has the power, in practice, to govern the financial and
operating policies of NVRC, to appoint or remove the majority of the members of the
BOD of NVRC and to cast majority votes at meetings of the BOD of NVRC. The
Parent Company controls NVRC since it is exposed, and has rights, to variable
returns from its involvement with NVRC and has the ability to affect those returns
through its power over NVRC.

The Parent Company assessed it has control over PAHL, even prior to the Parent
Company’s acquisition of the remaining equity interest in 2016, by virtue of the extent
of the Parent Company’s participation in the BOD and management of PAHL, of
which the Parent Company established it has: (i) power over PAHL, (ii) it is exposed
and has rights to variable returns from its involvement with PAHL, and (iii) it has
ability to use its power over PAHL to affect the amount of PAHL’s returns.
Accordingly, the Parent Company considered PAHL a subsidiary beginning
January 1, 2013. As of December 31, 2017 and 2016, the Parent Company owns
100% of PAHL.

Classifying Financial Instruments. The Group exercises judgments in classifying a
financial instrument, or its component parts, on initial recognition as a financial asset,
a financial liability, or an equity instrument in accordance with the substance of the
contractual arrangement and the definitions of a financial asset or liability. The
substance of a financial instrument, rather than its legal form, governs its
classification in the consolidated statements of financial position.

Distinction between Property, Plant and Equipment and Investment Property. The
Group determines whether a property qualifies as investment property. In making its
judgment, the Group considers whether the property generates cash flows largely
independent of the other assets held by the Group. Owner-occupied properties
generate cash flows that are attributable not only to the property but also to other
assets used in the production or supply process.

Some properties comprise a portion that is held to earn rental or for capital
appreciation and another portion that is held for use in the production and supply of
goods and services or for administrative purposes. If these portions can be sold
separately (or leased out separately under finance lease), the Group accounts for the
portions separately. If the portion cannot be sold separately, the property is
accounted for as investment property only if an insignificant portion is held for use in
the production or supply of goods or services for administrative purposes. Judgment
is applied in determining whether ancillary services are so significant that a property
does not qualify as investment property. The Group considers each property
separately in making its judgment.

Determining Impairment Indicators of Other Non-financial Assets. PFRS requires that
an impairment review be performed on property, plant and equipment, investment in
shares of stock of an associate and interest in joint ventures, investment property
and intangible assets when events or changes in circumstances indicate that the
carrying value may not be recoverable. Determining the recoverable amount of
assets requires the estimation of cash flows expected to be generated from the
continued use and ultimate disposition of such assets. While it is believed that the
assumptions used in the estimation of recoverable amounts are appropriate and
reasonable, significant changes in these assumptions may materially affect the
assessment of recoverable amounts and any resulting impairment loss could have a
material adverse impact on financial performance.
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Determining whether an Arrangement Contains a Lease. The determination of
whether an arrangement is, or contains a lease is based on the substance of the
arrangement and requires an assessment of whether the 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. A reassessment is made after the
inception of the lease only if one of the following applies:

(a) there is a change of contractual terms, other than a renewal or extension of the
arrangement;

(b) a renewal option is exercised or extension granted, unless the term of the
renewal or extension was initially included in the lease term;

(c) there is a change in the determination of whether fulfillment is dependent on a
specific asset; and

(d) there is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from
the date when the change in circumstances gives rise to the reassessment for
scenarios (a), (c) or (d) above, and at the date of renewal or extension period for
scenario (b).

Taxes. Significant judgment is required in determining current and deferred tax
expense. There are many transactions and calculations for which the ultimate tax
determination is uncertain during the ordinary course of business. The Group
recognizes liabilities for anticipated tax audit issues based on estimates of whether
additional taxes will be due. Where the final tax outcome of these matters is different
from the amounts that were initially recorded, such differences will impact the current
income tax and deferred tax expenses in the year in which such determination is
made.

Beginning July 2008, in the determination of the Group’s current taxable income, the
Group has an option to either apply the optional standard deduction (OSD) or
continue to claim itemized standard deduction. The Group, at each taxable year
from the effectivity of the law, may decide which option to apply; once an option to
use OSD is made, it shall be irrevocable for that particular taxable year. For 2017,
2016 and 2015, the Group opted to continue claiming itemized standard deductions
except for Petrogen and certain subsidiaries of NVRC such as Las Lucas
Construction and Development Corporation (Las Lucas) and Parkville Estates and
Development Corporation (PEDC), as they opted to apply OSD. In 2017, certain
subsidiaries of NVRC such as Mariveles Landco Corporation, South Luzon Prime
Holdings, Inc. and MRGVeloso Holdings, Inc. (MHI) also opted to apply OSD
(Note 27).

Contingencies. The Group currently has several tax assessments, legal and
administrative claims. The Group’s estimate of the probable costs for the resolution
of these assessments and claims has been developed in consultation with in-house
as well as outside legal counsel handling the prosecution and defense of these
matters and is based on an analysis of potential results. The Group currently does
not believe that these tax assessments, legal and administrative claims will have a
material adverse effect on its financial position and financial performance. It is
possible, however, that future financial performance could be materially affected by
changes in the estimates or in the effectiveness of strategies relating to these
proceedings.
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Estimates and Assumptions

The key estimates and assumptions used in the consolidated financial statements
are based upon management’s evaluation of relevant facts and circumstances as of
the date of the consolidated financial statements. Actual results could differ from
such estimates.

Allowance for Impairment Losses on Trade and Other Receivables. Allowance for
impairment is maintained at a level considered adequate to provide for potentially
uncollectible receivables. The level of allowance is based on past collection
experience and other factors that may affect collectibility. An evaluation of
receivables, designed to identify potential changes to allowance, is performed
regularly throughout the year. Specifically, in coordination with the National Sales
Division, the Finance Division ascertains customers who are unable to meet their
financial obligations. In these cases, the Group’s management uses sound judgment
based on the best available facts and circumstances including but not limited to, the
length of relationship with the customers, the customers’ current credit status based
on known market forces, average age of accounts, collection experience and
historical loss experience. The amount of impairment loss differs for each year based
on available objective evidence for which the Group may consider that it will not be
able to collect some of its accounts. Impaired accounts receivable are written off
when identified to be worthless after exhausting all collection efforts. An increase in
allowance for impairment of trade and other receivable would increase the Group’s
recorded selling and administrative expenses and decrease current assets.

Impairment losses on trade and other receivables amounted to P10, P68 and P154
in 2017, 2016 and 2015, respectively (Notes 8 and 23). Receivables written-off
amounted to P89 in 2017 and P97 in 2016 (Note 8).

The carrying amount of receivables amounted to P38,159 and P31,548 as of
December 31, 2017 and 2016, respectively (Note 8).

Net Realizable Values of Inventories. In determining the NRV of inventories,
management takes into account the most reliable evidence available at the times the
estimates are made. Future realization of the carrying amount of inventories of
P56,604 and P44,147 as of the end of 2017 and 2016, respectively (Note 9), is
affected by price changes in different market segments for crude and petroleum
products. Both aspects are considered key sources of estimation uncertainty and
may cause significant adjustments to the Group’s inventories within the next financial
year.

No inventory write-down was recognized by the Group in 2017 and 2016 while
inventory write-down in 2015 amounted to P225 (Note 9).

Allowance for Inventory Obsolescence. The allowance for inventory obsolescence
consists of collective and specific valuation allowance. A collective valuation
allowance is established as a certain percentage based on the age and movement of
stocks. In case there is write-off or disposal of slow-moving items during the year, a
reduction in the allowance for inventory obsolescence is made. Review of allowance
is done every quarter, while a revised set-up or booking is posted at the end of the
year based on evaluations or recommendations of the proponents. The amount and
timing of recorded expenses for any year would therefore differ based on the
judgments or estimates made.

In 2017, 2016 and 2015, the Group provided an additional loss on inventory
obsolescence amounting to nil, P327 and P36, respectively (Note 9).
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Fair Values of Financial Assets and Financial Liabilities. The Group carries certain
financial assets and financial liabilities at fair value, which requires extensive use of
accounting estimates and judgments. Significant components of fair value
measurement were determined using verifiable objective evidence (e.g., foreign
exchange rates, interest rates, volatility rates). The amount of changes in fair value
would differ if the Group utilized different valuation methodologies and assumptions.
Any change in the fair value of these financial assets and financial liabilities would
affect profit or loss and equity.

Fair values of financial assets and financial liabilities are discussed in Note 35.

Estimated Useful Lives of Property, Plant and Equipment, Intangible Assets with
Finite Useful Lives and Investment Property. The Group estimates the useful lives of
property, plant and equipment, intangible assets with finite useful lives and
investment property based on the period over which the assets are expected to be
available for use. The estimated useful lives of property, plant and equipment,
intangible assets with finite useful lives and investment property are reviewed
periodically and are updated if expectations differ from previous estimates due to
physical wear and tear, technical or commercial obsolescence and legal or other
limits on the use of the assets.

In addition, estimation of the useful lives of property, plant and equipment, intangible
assets with finite useful lives and investment property is based on collective
assessment of industry practice, internal technical evaluation and experience with
similar assets. It is possible, however, that future financial performance could be
materially affected by changes in estimates brought about by changes in factors
mentioned above. The amounts and timing of recorded expenses for any period
would be affected by changes in these factors and circumstances. A reduction in the
estimated useful lives of property, plant and equipment, intangible assets with finite
useful lives and investment property would increase recorded cost of goods sold and
selling and administrative expenses and decrease noncurrent assets.

There is no change in estimated useful lives of property, plant and equipment,
intangible assets with finite useful lives and investment property based on
management’s review at the reporting date.

Accumulated depreciation and amortization of property, plant and equipment,
intangible assets with finite useful lives and investment property amounted to
P85,204 and P75,258 as of December 31, 2017 and 2016, respectively
(Notes 11, 12 and 14). Property, plant and equipment, net of accumulated
depreciation and amortization, amounted to P177,690 and P176,604 as of
December 31, 2017 and 2016, respectively (Note 11). Investment property, net of
accumulated depreciation, amounted to P75 and P91 as of December 31, 2017 and
2016, respectively (Note 12). Intangible assets with finite useful lives, net of
accumulated amortization, amounted to P162 and P208 as of December 31, 2017
and 2016, respectively (Note 14).

Fair Value of Investment Property. The fair value of investment property presented
for disclosure purposes is based on market values, being the estimated amount for
which the property can be sold, or based on a most recent sale transaction of a
similar property within the same vicinity where the investment property is located.

In the absence of current prices in an active market, the valuations are prepared by
considering the aggregate estimated future cash flows expected to be received from
leasing out the property. A yield that reflects the specific risks inherent in the net
cash flows is then applied to the net annual cash flows to arrive at the property
valuation.
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Estimated fair values of investment property amounted to P162 and P151 as of
December 31, 2017 and 2016, respectively (Note 12).

Impairment of Goodwill. The Group determines whether goodwill is impaired at least
annually. This requires the estimation of the value in use of the cash-generating
units to which the goodwill is allocated. Estimating value in use requires
management to make an estimate of the expected future cash flows from the
cash-generating unit and to choose a suitable discount rate to calculate the present
value of those cash flows.

The recoverable amount of goodwill arising from the acquisition of Petron Malaysia
has been determined based on fair value less costs to sell and value in use using
discounted cash flows (DCF). Assumptions used in the DCF include terminal growth
rate of 3.0% in 2017 and 2016 and discount rates of 6.3% and 5.8% in 2017 and
2016, respectively (Note 13).

Management believes that any reasonably possible change in the key assumptions
on which the recoverable amount is based would not cause its carrying amount to
exceed its recoverable amount.

The calculations of value in use are most sensitive to the projected sales volume,
selling price and improvement in the gross profit margin, and discount rate.

No impairment losses were recognized in 2017, 2016 and 2015 in relation to the
goodwill arising from the acquisition of Petron Malaysia which accounts for almost
99% of goodwill in the consolidated statements of financial position as of
December 31, 2017 and 2016.

In 2016, the Group fully provided impairment loss for the goodwill arising from the
acquisition of PAHL amounting to P298. The impairment loss is included under
“Other expenses - net” in the 2016 consolidated statement of income
(Notes 13 and 26).

Realizability of Deferred Tax Assets. The Group reviews its deferred tax assets at
each reporting date and reduces the carrying amount to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or part of the
deferred tax assets to be utilized. The Group’s assessment on the recognition of
deferred tax assets on deductible temporary differences and carry forward benefits of
MCIT and NOLCO is based on the projected taxable income in the following periods.

Deferred tax assets amounted to P207 and P194 as of December 31, 2017 and
2016, respectively (Note 27).

Present Value of Defined Benefit Retirement Obligation. The present value of
defined benefit retirement obligation depends on a number of factors that are
determined on an actuarial basis using a number of assumptions. These
assumptions are described in Note 30 to the consolidated financial statements and
include discount rate and salary increase rate.

The Group determines the appropriate discount rate at the end of each year. Itis the
interest rate that should be used to determine the present value of estimated future
cash outflows expected to be required to settle the retirement liabilities. In
determining the appropriate discount rate, the Group considers the interest rates on
government bonds that are denominated in the currency in which the benefits will be
paid. The terms to maturity of these bonds should approximate the terms of the
related retirement benefits liability.
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Other key assumptions for retirement benefits liability are based in part on current
market conditions.

While it is believed that the Group’s assumptions are reasonable and appropriate,
significant differences in actual experience or significant changes in assumptions
may materially affect the Group’s retirement benefits liability.

Retirement benefits costs recognized in profit or loss amounted to P508, P579 and
P419 in 2017, 2016 and 2015, respectively. Remeasurement losses (gains) of the
net defined retirement obligation recognized in other comprehensive income
amounted to P1,142, (P2,647) and P3,112 in 2017, 2016 and 2015, respectively.
The retirement benefits liability amounted to P4,989 and P3,392 as of December 31,
2017 and 2016, respectively (Note 30).

Asset Retirement Obligation (ARO). The Group has ARO arising from the refinery,
leased service stations, terminals and blending plant. Determining ARO requires
estimation of the costs of dismantling, installations and restoring leased properties to
their original condition. The Group determined the amount of ARO by obtaining
estimates of dismantling costs from the proponent responsible for the operation of
the asset, discounted at the Group’s current credit-adjusted risk-free rate ranging
from 6.659% to 9.055% depending on the life of the capitalized costs. While it is
believed that the assumptions used in the estimation of such costs are reasonable,
significant changes in these assumptions may materially affect the recorded expense
or obligation in future periods.

The ARO amounted to P2,681 and P2,324 as of December 31, 2017 and 2016,
respectively (Note 19).

5. Cash and Cash Equivalents

This account consists of:

Note 2017 2016

Cash on hand pP2,701 P1,794
Cash in banks 4,106 5,423
Short-term placements 10,207 10,115
34,35 P17,014 P17,332

Cash in banks earn annual interest at the respective bank deposit rates. Short-term
placements include demand deposits which can be withdrawn at any time depending
on the immediate cash requirements of the Group and earn annual interest at the
respective short-term placement rates ranging from 0.05% to 4.50% in 2017, 0.03%
to 4.50% in 2016 and 0.05% to 5.00% in 2015 (Note 26).

6. Financial Assets at Fair Value through Profit or Loss

This account consists of:

Note 2017 2016

Proprietary membership shares 34, 35 P171 P157
Derivative assets 34, 35 165 64
P336 pP221
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The fair values presented have been determined directly by reference to published
market prices, except for derivative assets which are based on inputs other than

guoted prices that are observable (Note 35).

Changes in fair value recognized in 2017, 2016 and 2015 amounted to P14, P10 and

P11, respectively (Note 26).

7. Available-for-Sale Financial Assets

This account consists of:

Note 2017 2016

Government securities P201 P141
Other debt securities 330 338
34, 35 531 479

Less current portion 199 71
P332 P408

Petrogen’s government securities are deposited with the Bureau of Treasury in
accordance with the provisions of the Insurance Code, for the benefit and security of
its policyholders and creditors. These investments bear fixed annual interest rates
ranging from 2.13% to 5.30% in 2017, 2.13% to 7.75% in 2016 and 4.47% to 8.88%

in 2015 (Note 26).

Ovincor’s outstanding corporate bond is maintained at the Bank of N. T. Butterfield

and carried at fair value with fixed annual interest rate of 6.75% (Note 26).

The breakdown of investments by contractual maturity dates as of December 31

follows:
Note 2017 2016
Due in one year or less P199 P71
Due after one year through six years 332 408
34, 35 P531 P479
The reconciliation of the carrying amounts of AFS financial assets as of
December 31 follows:
2017 2016
Balance at beginning of year P479 P621
Additions 131 90
Disposals (70) (232)
Amortization of premium (5) (7
Fair value loss 4) (2)
Currency translation adjustment - 9
Balance at end of year P531 P479
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8. Trade and Other Receivables

This account consists of:

Note 2017 2016

Trade 34 P26,199 P18,338

Related parties - trade 28, 34 726 1,001

Allowance for impairment loss on trade

receivables (776) (807)

26,149 18,532

Government 6,151 7,441

Related parties - non-trade 28 5,273 5,127

Others 991 787
Allowance for impairment loss on non-trade

receivables (405) (339)

12,010 13,016

34,35 P38,159 P31,548

Trade receivables are noninterest-bearing and are generally on a 45-day term.
Penalties are charged when the account becomes overdue.

Government receivables pertain to duty drawback, VAT and specific tax claims as
well as subsidy receivables from the Government of Malaysia under the Automatic
Pricing Mechanism. The amount includes receivables over 30 days but less than
one year amounting to P767 and P1,954 as of December 31, 2017 and 2016,
respectively. The filing and the collection of claims is a continuous process and is
closely monitored.

Related parties - non-trade consists of an advance made by the Parent Company to
Petron Corporation Employee Retirement Plan (PCERP) and other receivables from
SMC and its subsidiaries.

Others mainly consist of receivables from various non-trade customers and matured
hedging transactions.

A reconciliation of the allowance for impairment losses at the beginning and end of
2017 and 2016 is shown below:

Note 2017 2016
Balance at beginning of year P1,227 P1,230
Additions 23 10 68
Write off 4 (89) 97)
Currency translation adjustment 123 26
Balance at end of year 1,271 1,227
Less noncurrent portion for long-term
receivables 14 90 81
P1,181 P1,146
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As of December 31, 2017 and 2016, the age of past due but not impaired trade
accounts receivable is as follows (Note 34):

Past Due but not Impaired
Within 31to 60 61 to 90 Over 90

30 days Days Days Days Total

December 31, 2017
Reseller P95 P20 P7 P6 P128
Lubes 40 8 2 40 90
Gasul 67 26 20 - 113
Industrial 69 4 239 140 452
Others 17 27 29 90 163
P288 P85 P297 P276 P946

December 31, 2016
Reseller P107 P8 P2 P10 P127
Lubes 1 - 6 - 7
Gasul 57 2 2 - 61
Industrial 15 ] 95 263 382
Others 88 35 23 131 277
P268 P54 P128 P404 P854

No allowance for impairment losses is necessary as regard to these past due but
unimpaired trade receivables based on past collection experience. There are no
significant changes in credit quality. As such, these amounts are still considered
recoverable.

9.

Inventories

This account consists of:

2017 2016

Crude oil and others P29,538 P24,474
Petroleum 20,359 13,418
Lubes, greases and aftermarket specialties 2,544 2,754
Materials and supplies 4,163 3,501
P56,604 P44,147

The cost of these inventories amounted to P57,393 and P44,936 as of
December 31, 2017 and 2016, respectively.

If the Group used the moving-average method (instead of the first-in, first-out
method, which is the Group’s policy), the cost of petroleum, crude oil and other
products would have increased by P61 and P1,906 as of December 31, 2017 and
2016, respectively.

Inventories (including distribution or transshipment costs) charged to cost of goods
sold amounted to P369,695, P283,169 and P311,526 in 2017, 2016 and 2015,
respectively (Note 22).

Research and development costs on these products constituted the expenses
incurred for internal projects in 2017 and 2016 (Note 23).
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The movements in allowance for write-down of inventories to NRV and inventory
obsolescence at the beginning and end of 2017 and 2016 follow:

Note 2017 2016
Balance at beginning of year pP789 P684
Loss on inventory obsolescence 4 - 327
Reversals - (223)
Currency translation adjustment - 1
Balance at end of year P789 P789

As of December 31, 2017 and 2016, there is no allowance for write-down of
inventories to NRV recognized by the Group.

The losses and reversals are included as part of “Cost of goods sold” account in the
consolidated statements of income (Note 22).

Reversal of write-down corresponds to inventories sold during the year.

10. Investment in Shares of Stock of an Associate

This account consists of:

2017 2016
Acquisition Cost
Balance at beginning of year P1,405 P1,405
Disposal/reclassification (1,405) -
Balance at end of year - 1,405
Share in Total Comprehensive Income
Balance at beginning of year 478 409
Share in net income during the year 63 66
Share in other comprehensive income 3 3
Disposal/reclassification (544) -
Balance at end of year - 478
P- P1,883

Investment in shares of stock of an associate pertains to 35% investment in Manila
North Harbour Port Inc. (MNHPI), a company incorporated in the Philippines, prior to
its disposal in October 2017.

On January 3, 2011, the Parent Company entered into a Share Sale and Purchase
Agreement with Harbour Centre Port Terminal, Inc. for the purchase of 35% of the
outstanding and issued capital stock of MNHPI.

Prior to the disposal of MNHPI shares in 2017, last transaction relative to the
investment in MNHPI was the advances made by the Parent Company amounting to
P525 as deposit for future subscription in February 2015. Following the approval of
the increase in the authorized capital stock of MNHPI by the SEC, the Parent
Company was issued stock certificate for 7,000,000 shares in December 2015,
representing 35% of the increase in the authorized capital stock of MNHPI.
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On September 21, 2017, the Parent Company signed the Share Purchase
Agreement (SPA) with International Container Terminal Services, Inc. (ICTSI) for the
sale by the Parent Company of its 10,449,000 shares in MNHPI equal to 34.83% of
MNHPI's outstanding shares for a total consideration of P1,750. The completion of
the SPA was subject to several conditions.

On October 30, 2017, all conditions for the completion of the sale of the Parent
Company’s shares in MNHPI had been complied with and accordingly, the purchase
price had been paid. As a result of the transaction, the Group recognized loss on
disposal of investments amounting to P189 included as part of “Other expenses -
net” account in the 2017 consolidated statement of income (Note 26).

The remaining 51,000 shares representing 0.17% interest in MNHPI was also
intended to be sold to a related party effectively rendering the remaining MNHPI
shares as assets held for sale as of December 31, 2017. The proposed sale is still
subject to negotiations as of December 31, 2017. Asset held for sale with carrying
amount of P9 is recognized as part of “Other current assets” account in the
consolidated statement of financial position as of December 31, 2017 (Note 14).

Following are the condensed financial information of MNHPI as of and for the periods
ended September 30, 2017 and December 31, 2016:

September 30 December 31

2017 2016
Percentage of ownership 35%* 35%
Current assets P2,098 P2,698
Noncurrent assets 12,765 11,349
Current liabilities (6,236) (5,574)
Noncurrent liabilities (4,078) (4,102)
Net assets P4,549 P4,371
Sales P2,504 P2,984
Net income P179 P188
Other comprehensive income - 9
Total comprehensive income P179 P197
Share in net assets P - P1,530
Goodwill - 353
Carrying amount of investment in shares of
stock of an associate P - P1,883

*The remaining 0.17% equity interest in MNHPI as of December 31, 2017 was classified as “Asset held for sale”
(Note 14).
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11. Property, Plant and Equipment

The movements and balances as of and for the years ended December 31 follow:

Buildings and Service Computers,
Improvements Refinery Stations Office and Land and
and Related and Plant and Other Motor Leasehold Construction
Facilities Equipment Equipment Equipment  Improvements in-Progress Total

Cost
January 1, 2016 P28,248 P49,785 P16,230 P4,703 P13,274 P116,585 P228,825
Additions 289 18,065 363 293 467 3,749 23,226
Disposals/reclassifications 34 94,310 (494) (348) 186 (95,033) (1,345)
Currency translation

adjustment 332 103 73 4 77 18 607
December 31, 2016 28,903 162,263 16,172 4,652 14,004 25,319 251,313
Additions 563 1,307 405 232 237 6,954 9,698
Disposals/reclassifications 2,162 20,628 159 (68) (315) (24,983) (2,417)
Currency translation

adjustment 876 1,106 700 135 705 139 3,661
December 31, 2017 32,504 185,304 17,436 4,951 14,631 7,429 262,255
Accumulated Depreciation

and Amortization
January 1, 2016 17,425 33,088 11,140 3,448 2,127 - 67,228
Additions 1,255 5,010 1,192 655 134 - 8,246
Disposals/reclassifications (85) (20) (369) 477) (61) - (1,012)
Currency translation

adjustment 143 173 24 97) 4 - 247
December 31, 2016 18,738 38,251 11,987 3,529 2,204 - 74,709
Additions 1,315 7,200 868 416 162 - 9,961
Disposals/reclassifications (380) 25 (1,064) (241) (342) - (2,002)
Currency translation

adjustment 532 820 416 93 36 - 1,897
December 31, 2017 20,205 46,296 12,207 3,797 2,060 - 84,565
Carrying Amount
December 31, 2016 P10,165 P124,012 P4,185 P1,123 P11,800 P25,319 P176,604
December 31, 2017 P12,299 P139,008 P5,229 P1,154 P12,571 P7,429 P177,690

No interest was capitalized in 2017 and 2016 (Note 18). No impairment loss was
required to be recognized in 2017, 2016 and 2015 based on management’s
assessment of impairment indicators.

Capital Commitments

As of December 31, 2017 and 2016, the Group has outstanding commitments to
acquire property, plant and equipment amounting to P10,615 and P7,756,
respectively.

- 45 -



12. Investment Property

The movements and balances as of and for the years ended December 31 follow:

Land Building Total
Cost
January 1, 2016 P100 P25 P125
Disposal (20) - (20)
December 31, 2016 80 25 105
Disposal (15) - (15)
December 31, 2017 65 25 90
Accumulated Depreciation
January 1, 2016 - 13 13
Depreciation - 1 1
December 31, 2016 - 14 14
Depreciation - 1 1
December 31, 2017 - 15 15
Carrying Amount
December 31, 2016 P80 P11 P91
December 31, 2017 P65 P10 P75

The Group’s investment property pertains to a property located in Tagaytay and
parcels of land in various locations.

Estimated fair value of the Tagaytay property amounted to P44 as of December 31,
2017 and 2016 based on the appraisal made in February 2017. The fair value was
calculated using market approach.

The Group’s parcels of land are located in Metro Manila and some major provinces.
As of December 31, 2017 and 2016, the aggregate fair market values of the
properties amounting to P118 and P107, respectively, determined by independent
appraisers in 2018 and 2013, respectively, using market approach, is higher than
their carrying amount, considering recent market transactions and specific conditions
related to the parcels of land as determined by NVRC.

The fair market value of investment property has been categorized as Level 3 in the
fair value hierarchy based on the inputs used in the valuation technique (Note 4).

The fair value of investment property was determined by external, independent
property appraisers having appropriate recognized professional qualifications and
recent experience in the location and category of the property being valued. The
independent appraisers provide the fair value of the Group’s investment property on
a regular basis.
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13. Investment in Shares of Stock of Subsidiaries and Goodwill

The following are the major developments relating to the Parent Company’s
investment in shares of stock of subsidiaries:

a. PAHL

Although the Group owns less than half of the voting power of PAHL, prior to the
acquisition of the remaining equity interest in 2016, management has assessed,
in accordance with PFRS 10, that the Group has control over PAHL on a de facto
basis. Accordingly, the Group consolidated PAHL beginning January 1, 2013.

On November 17, 2015, the Parent Company subscribed to additional
18,324,889 ordinary shares of PAHL for a total consideration of US$11,746,724
which effectively increased the Parent Company’s ownership interest by 1.40%
to 47.25%.

On March 18, 2016, the Parent Company subscribed to additional 43,125,482
ordinary shares of PAHL for a total consideration of US$27,644,540 which
effectively increased the Parent Company’s ownership interest from 47.25% to
50.26%.

On July 25, 2016, the Parent Company purchased the remaining 273,000,000
ordinary shares and 102,142,858 “B” ordinary shares in PAHL for a total of
375,142,858 shares owned by PCERP for a total purchase price of P1,921.
Petron’s ownership interest in PAHL has increased from 50.26% to 100%.

As a result of the foregoing transactions, non-controlling interest in PAHL has
been derecognized in 2016.

b. PGL

On various dates in 2015, the Parent Company subscribed to additional common
shares of PGL as follows:

Amount Per Share

Date No. of Shares (in US$) Total (in US$)
March 13, 2015 9,354,136 1.00 9,354,136
April 13, 2015 1,710,231 1.00 1,710,231
May 13, 2015 1,067,462 1.00 1,067,462

PGL has issued an aggregate of 73,559,188 common shares from 2012 to 2014
with a par value of US$1.00 per share to Petron and 150,000,000 cumulative,
non-voting, non-participating and non-convertible preferred shares series A and
200,000,000 cumulative, non-voting, non-participating and non-convertible
preferred shares series B at an issue price equal to the par value of each share
of US$1.00 to a third party investor. The said preferred shares were redeemed
on May 13, 2015 at US$1.00 per share. Consequently, non-controlling interest in
PGL has been transferred to retained earnings attributable to the equity holders
of the Parent Company.

As of December 31, 2017 and 2016, the Parent Company holds a total of

85,691,017 common shares in PGL representing 100% of the voting capital stock
of PGL.
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c. Las Lucas and MHI

On December 19, 2017, the BOD and stockholders of the subsidiaries of NVRC,
Las Lucas and MHI, approved the merger between Las Lucas and MHI effective
(to the extent allowed by applicable law or regulation) on the first day of the
month following the issuance by the SEC of the certificate of merger, wherein
Las Lucas will be the surviving entity.

Upon the effective date of merger, all the respective rights, businesses, powers,
privileges, immunities, franchises, assets and other properties of MHI including,
but not limited to, all real and personal properties, contractual and property
rights, licenses, privileges, property rights, claims, bank deposits, stocks,
accounts receivable, retained earnings, credit lines, supplies, equipment,
investments of whatever nature, including subscriptions to shares, choses in
action, goodwill, intangible assets and such other assets, owned or which may
have been acquired by MHI shall be conveyed, assigned, and transferred to,
possessed and owned by, and vested in Las Lucas .

The Plan of Merger was submitted with the SEC in January 2018. The
application for merger is still pending approval by the SEC as of March 13, 2018.

Goodwill
The movements and balances of goodwill as of and for the years ended
December 31 are as follows:

Note 2017 2016
Cost
Balance at beginning of year P7,480 P7,694
Translation adjustments 797 84
Balance at end of year 8,277 7,778
Less impairment loss during the year 26 - 298
Net carrying amount P8,277 P7,480

Impairment of Goodwill from Petron Malaysia

Goodwill arising from the acquisition of Petron Malaysia, which accounts for 99% of
total goodwill in the consolidated statements of financial position as of December 31,
2017 and 2016, is allocated at the POGI Group cash generating unit (CGU) instead
of each individual acquiree company’s CGU as it is expected that the POGI Group
CGU will benefit from the synergies created from the acquiree companies in
combination.

For the goodwill allocated to the POGI Group CGU, the recoverable amount of
goodwill has been determined based on value in use (VIU). The VIU is based on
cash flows projections for five (5) years using a terminal growth rate of 3.0% in 2017
and 2016 and discount rates of 6.3% and 5.8% in 2017 and 2016, respectively. The
values assigned to the key assumptions represent management’'s assessment of
future trends in the industry and are based on internal sources (i.e., historical data).
The discount rate is based on the weighted average cost of capital (WACC) using
the Capital Asset Pricing Model (CAPM) by taking into consideration the debt equity
capital structure and cost of debt of comparable companies and cost of equity based
on appropriate market risk premium.
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The financial projection used in the VIU calculation is highly dependent on the
following underlying key drivers of growth in profitability:

= Sales Volume. Majority of the sales volume is generated from the domestic
market of the CGU. The growth in projected sales volume would mostly
contributed from retail and commercial segments. Retail sales refer to sales of
petroleum products through petrol stations. Commercial sales refer to sales to
industrial, wholesale, aviation and LPG accounts.

= Selling Price and Improvement in the Gross Profit Margin. Management has
projected an improvement in selling price in 2018, and thereafter, it is projected
to remain constant during the forecast period. Management also expects
improvement in gross profit margin to be achieved through overall growth in
sales volume along with better sales mix and better cost management.

For purposes of growth rate sensitivity, a growth rate scenario of 2%, 3% and 4% is
applied on the discounted cash flows analysis. Based on the sensitivity analysis, any
reasonably possible change in the key assumptions would not cause the carrying
amount of goodwill to exceed its recoverable amount.

No impairment losses were recognized in 2017, 2016 and 2015 in relation to the
goodwill arising from the acquisition of Petron Malaysia.

Impairment of Goodwill from PAHL

For the goodwill allocated to PAHL, the recoverable amount of goodwill has been
determined based on fair value less costs to sell. The fair value was calculated using
market approach which has been categorized as Level 3 in the fair value hierarchy.

In 2016, the Group fully provided impairment loss for the goodwill arising from the
acquisition of PAHL amounting to P298. The impairment loss is included under
“Other expenses - net" in the 2016 consolidated statement of income (Note 26).
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The following table summarizes the financial information relating to each of the
Group’s subsidiaries that has material non-controlling interests:

December 31, 2017

December 31, 2016

NVRC PMRMB NVRC PMRMB

Non-controlling Interests

Percentage 60.00% 26.60% 60.00% 26.60%
Carrying amount of

non-controlling interest P558 P5,406 P474 P3,855
Current assets P350 P19,595 P308 P16,744
Noncurrent assets 5,521 13,844 5,296 12,601
Current liabilities (237) (13,274) (205) (13,946)
Noncurrent liabilities (4,229) (1,599) (4,135) (2,492)
Net assets P1,405 P18,566 P1,264 P12,907
Net income attributable to

non-controlling interests P84 P1,264 P57 P725
Other comprehensive income

attributable to

non-controlling interests P - P473 P - P28
Sales P584  P121,701 P593 P87,124
Net income P141 P4,754 P96 P2,727
Other comprehensive income - 28 - 105
Total comprehensive income P141 P4,782 P96 P2,832
Cash flows provided by

operating activities p292 P4,271 p222 P3,881
Cash flows used in investing

activities (82) (389) (429) (525)
Cash flows provided by

(used in) financing activities (213) (4,519) 128 (3,221)
Effects of exchange rate

changes on cash and cash

equivalents - (2) - 2
Net increase (decrease) in

cash and cash equivalents (P3) (P639) (P79) P137

Net loss and other comprehensive income attributable to non-controlling interest
of PAHL prior to the acquisition of the remaining equity interest in 2016
amounted to (P60) and P4, respectively, while other comprehensive loss
attributable to non-controlling interest of PGL in 2016 amounted to P296.
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14. Other Assets

This account consists of:

Note 2017 2016
Current:
Prepaid taxes P19,025 P24,478
Input VAT 12,337 6,097
Prepaid expenses 28 1,383 1,518
Special-purpose fund 147 140
Asset held for sale 10 9 -
Tax recoverable 1 -
Others 276 266
P33,178 P32,499
Noncurrent:
Prepaid rent P2,600 P2,211
Input VAT 1,832 2,229
Catalyst - net 503 833
Long-term receivables - net 34, 35 228 205
Noncurrent deposits 34, 35 90 81
Others - net 706 856
P5,959 P6,415

The “Others - net” under “Noncurrent” account includes software, marketing
assistance to dealers, other prepayments, franchise fees, licenses and other
intangible assets amounting to P693 and P850 as of December 31, 2017 and 2016,
respectively, net of amortization amounting to P282 and P349 as of December 31,
2017 and 2016, respectively.

The amortization of prepaid rent amounted to P195, P207 and P189 in 2017, 2016
and 2015, respectively.

Amortization of software, marketing assistance to dealers, other prepayments,
franchise fees, other intangibles and prepaid rent included as part of “Depreciation
and amortization” under “Selling and administrative expenses” account in the
consolidated statements of income amounted to P138, P214 and P285 in 2017, 2016
and 2015, respectively (Notes 23 and 25).

Amortization of catalyst, licenses and other prepayments included as part of
“Depreciation and amortization” under “Cost of goods sold” account in the
consolidated statements of income amounted to P684, P837 and P433 in 2017, 2016
and 2015, respectively (Notes 22 and 25).

15. Short-term Loans

This account pertains to unsecured Philippine peso, US dollar and Malaysian ringgit-
denominated loans obtained from various banks with maturities ranging from 4 to
120 days and annual interest ranging from 2.35% to 6.02% in 2017, 2.85% to 6.22%
in 2016 and 2.75% to 6.20% in 2015 (Note 26). These loans are intended to fund
the importation of crude oil and petroleum products (Note 9) and working capital
requirements.

Interest expense on short-term loans amounted to P2,323 both in 2017 and 2016
and P3,284 in 2015 (Note 26).
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16. Liabilities for Crude Oil and Petroleum Products

This account pertains to liabilities to suppliers of crude oil, petroleum and other
products that are noninterest-bearing and generally settled on a 30-day term. Details
of the supply agreements in relation to importations of crude oil requirements of the
Group are disclosed in Note 31.

Liabilities for crude oil and petroleum products are payable to the following:

Note 2017 2016
Third parties P36,895 P29,563
Related parties 28 25 403
34,35 P36,920 P29,966
17. Trade and Other Payables
This account consists of:

Note 2017 2016
Trade P5,540 P4,545
Specific taxes and other taxes payable 1,358 2,352
Accrued payroll 52 119
Due to related parties 28 774 5,474
Accrued interest 533 713
Accrued rent 817 892
Dividends payable 239 218
Insurance liabilities 78 66
Retention payable 641 336

Deferred liability on customer loyalty
program 1,024 750
Retirement benefits liability 30 104 77
Others 39 444 619
34,35 P11,604 P16,161

Trade payables are liabilities to haulers, contractors and suppliers that are
noninterest-bearing and are generally settled on a 30-day term.

Others include provisions (Note 39), accruals of selling and administrative expenses,
and advances which are normally settled within a year.
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18. Long-term Debt

This account consists of:

Note 2017 2016
Unsecured Peso-Denominated
(net of debt issue costs)
Fixed rate corporate notes of 7% due in
2017 (a) P - P19,964
Fixed rate corporate notes of 6.3212% due
until 2018 and 7.1827% due until 2021 (b) 3,369 3,401
Term loan of 5.4583% due until 2022 ® 4,986 4,981
Fixed rate retail bonds of 4.0032% due in
2021 and 4.5219% due in 2023 (9) 19,835 19,801
Fixed rate corporate notes of 5.5276%
due quarterly until 2024 (1) 14,380 -
Fixed rate corporate notes of 5.7584% due
until 2022 () 9,950 -
Unsecured Foreign Currency-
Denominated (net of debt issue costs)
Floating rate dollar loan - MYR100 million (c) - 832
Floating rate dollar loan - MYR100 million (c) - 920
Floating rate dollar loan - MYR50 million (c) - 506
Floating rate dollar loan - US$475 million (d) - 6,556
Floating rate dollar loan - US$550 million (e) - 22,891
Floating rate dollar loan - US$1,000 million
due until 2022 (h) 49,185 -
33, 34,35 101,705 79,852
Less current portion 3,789 20,911

P97,916 P58,941

a. On November 10, 2010, the Parent Company issued P20,000 Peso-
denominated Notes, payable in US dollar. The notes bear interest of 7% per
annum, payable semi-annually in arrears on May 10 and November 10 of each
year. The principal and interest will be translated into and paid in US dollar
based on the average representative market rate at the applicable rate
calculation date at the time of each payment. The notes matured and were
repaid on November 10, 2017.

b. The Parent Company issued Fixed Rate Corporate Notes (FXCN) totaling
P3,600 on October 25, 2011. The FXCNs consisted of Series A Notes
amounting to P690 having a maturity of up to 7 years from issue date and Series
B Notes amounting to P2,910 having a maturity of up to 10 years from issue
date. The FXCNs are subject to fixed interest coupons of 6.3212% per annum for
the Series A Notes and 7.1827% per annum for the Series B Notes. The net
proceeds from the issuance were used for general corporate requirements.

c. On March 17, 2014, PMRMB availed of Malaysian ringgit (MYR) 100 million
(P1,374) loan. Additionally, on June 27, 2014, PMRMB availed of MYR 100
million (P1,359) and on July 25, 2014, PFISB availed of five-year MYR 50 million
(P685) loan. Proceeds from the loans were used to finance the refurbishment of
the retail stations in Malaysia. All loans bear an interest rate of Cost of Fund
(COF) +1.5%. All the remaining balances of the loans were prepaid on various
dates in 2017.
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On May 14, 2014, the Parent Company signed and executed a US$300 million
term loan facility. The facility is amortized over 5 years with a 2-year grace period
and is subject to a floating interest rate based on LIBOR plus a fixed spread.
Proceeds were used to refinance existing debt and for general corporate
purposes. Drawdowns and their respective amounts were made on the following
dates: May 27, 2014 (US$70 million); June 4, 2014 (US$118 million); June 20,
2014 (US$70 million) and July 2, 2014 (US$42 million). On September 29, 2014,
the Parent Company completed the syndication of the facility, raising the facility
amount to US$475 million. Drawdowns related to the additional US$175 million
were made as follows: October 24, 2014 (US$70 million) and November 6, 2014
(US$105 million). Amortization in seven equal amounts started in May 2016, with
final amortization due in May 2019. In 2015, 2016 and 2017, the Parent
Company made payments on the following dates: September 29, 2015
(US$65 million); November 27, 2015 (US$70 million); March 31, 2016
(US$40 million); October 28, 2016 (US$165 million); March 31, 2017
(US$20 million) and June 28, 2017 (US$115 million). As of December 31, 2017,
the term loans from the facility have been fully paid.

On July 29, 2015, the Parent Company drew US$550 million from a US$550
million refinancing facility which was signed and executed on July 20, 2015. The
facility is amortized over 5 years with a 2-year grace period and is subject to a
floating interest rate based on LIBOR plus a fixed spread. The proceeds were
used to pay in full the remaining outstanding balances of about US$206 million
and US$345 million under the US$480 million term loan facility and the US$485
million term loan facility, respectively. On November 11, 2015, the Parent
Company completed the syndication of the new facility with 29 banks. On
October 28, 2016 and June 28, 2017, the Parent Company made partial and full
payments amounting to US$80 million and US$470 million, respectively.

On October 13, 2015, the Parent Company drew P5,000 from a P5,000 term
loan which was signed and executed on October 7, 2015. The facility is
amortized over 7 years with a 2-year grace period and is subject to a fixed rate of
5.4583% per annum. The net proceeds from the issuance were used to repay
currently maturing obligations and for general corporate requirements.

On October 27, 2016, the Parent Company issued P20,000 retail bonds
(the “Bonds”) divided into Series A (P13,000) and Series B (P7,000). Series A
Bonds is due on October 27, 2021 with interest rate of 4.0032% per annum.
Series B Bonds will mature on October 27, 2023 with interest rate of 4.5219%
per annum. Interests on these Bonds are payable quarterly on January 27,
April 27, July 27 and October 27 of each year. The proceeds from the issuance
of the Bonds were used to partially settle the US$475 million and US$550 million
Term Loan facilities, to repay short-term loans and for general corporate
requirements. The Bonds were listed with the Philippine Dealing & Exchange
Corp. on October 27, 2016.

On June 16, 2017, the Parent Company signed and executed a US$1,000 million
term facility and has initially drawn US$600 million on June 28, 2017. The
proceeds were used to pay in full the outstanding balances of US$115 million
and US$470 million loans under the US$475 million and US$550 million term
loan facilities, respectively. On October 10, 2017, the Parent Company drew the
remaining US$400 million from the facility. The proceeds of which were used to
settle the P20,000 Peso-denominated Notes which matured on
November 10, 2017. The facility is amortized over 5 years with a 2-year grace
period and is subject to a floating interest rate based on LIBOR plus a spread.
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i. OnJuly 25, 2017, the Parent Company drew P15,000 from a P15,000 term loan
facility which was signed on July 14, 2017 and executed on July 17, 2017. The
facility is amortized over 7 years and is subject to a fixed interest rate of 5.5276%
per annum. The proceeds were used to refinance the bridge loan availed on
December 23, 2016 for the acquisition of the Refinery Solid Fuel-Fired Power
Plant (the “Power Plant”) as discussed in Note 28.

j- On December 29, 2017, the Parent Company drew P10,000 from a P10,000
bilateral facility which was signed and executed on December 28, 2017. The
facility is amortized quarterly for five years beginning on the fifth quarter and is
subject to a fixed rate of 5.7584% per annum. The proceeds were used to fund
permanent working capital requirements.

The above-mentioned loan agreements contain, among others, covenants relating to
merger and consolidation, maintenance of certain financial ratios, working capital
requirements and restrictions on guarantees.

As of December 31, 2017 and 2016, the Group has complied with the covenants of
its debt agreements.

Total interest incurred on the above-mentioned long-term loans (including
amortization of debt issue costs) amounted to P5,140, P4,155 and P1,013 for the
years ended 2017, 2016 and 2015, respectively (Note 26). No interest was
capitalized in 2017 and 2016 (Note 11).

Movements in debt issue costs follow:

Note 2017 2016
Balance at beginning of year P915 P1,208
Additions 978 205
Amortization for the year 26 (820) (498)
Balance at end of year P1,073 P915

Repayment Schedule
As of December 31, 2017 and 2016, the annual maturities of long-term debt are as
follows:

2017
Year Gross Amount  Debt Issue Costs Net
2018 P3,820 P31 P3,789
2019 19,938 602 19,336
2020 19,938 234 19,704
2021 35,557 150 35,407
2022 12,775 41 12,734
2023 and beyond 10,750 15 10,735

P102,778 P1,073 P101,705
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2016

Year Gross Amount Debt Issue Costs Net
2017 P20,956 P45 P20,911
2018 13,679 519 13,160
2019 12,642 116 12,526
2020 8,842 30 8,812
2021 16,648 134 16,514
2022 and beyond 8,000 71 7,929
P80,767 P915 P79,852
19. Asset Retirement Obligation
Movements in the ARO are as follows:

Note 2017 2016
Balance at beginning of year P2,324 P1,809
Additions 74 129
Effect of change in discount rate 98 278
Accretion for the year 22,26 182 141

Effect of change in lease term 7 -
Settlement (4) (33)
Balance at end of year P2,681 P2,324

20. Other Noncurrent Liabilities

Note 2017 2016
Cylinder deposits P577 P499
Cash bonds 400 387
Others 60 73
34,35 P1,037 P959

“Others” account includes liability to a contractor and supplier.
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21. Equity

a.

Capital Stock

Common Shares

Pursuant to the registration statement rendered effective by the SEC on
May 18, 1995 and the permit to sell issued by the SEC dated May 30, 1995,
10,000,000,000 common shares of the Parent Company with par value of P1.00
per share were offered for sale at an offer price of P1.00 per share. As of
December 31, 2017 and 2016, the Parent Company had 144,316 and 145,602
stockholders with at least one board lot at the PSE, respectively, for a total of
9,375,104,497 (P1.00 per share par value) issued and outstanding common
shares.

Preferred Shares

On January 21, 2010, the SEC approved the Parent Company’s amendment to
its articles of incorporation to reclassify 624,895,503 unissued common shares
into preferred shares with a par value of P1.00 per share, as part of its
authorized capital stock. On February 12, 2010, the SEC issued an order
permitting the Parent Company’'s offer and sale of 50,000,000
peso-denominated, cumulative, non-participating and non-voting preferred
shares, with an oversubscription option of 50,000,000 preferred shares
(collectively, the “2010 Preferred Shares”) to the public at an issue price of
P100.00 per share. Proceeds from issuance in excess of par value less related
transaction costs amounting to P9,764 was recognized as additional paid-in
capital. Dividend rate of 9.5281% per annum computed in reference to the issue
price was payable every March 5, June 5, September 5 and December 5 of each
year, when declared by the Parent Company’s BOD. The 2010 Preferred Shares
were listed with PSE on March 5, 2010.

On October 17, 2014, the SEC issued an order permitting the Parent Company’s
public offering and sale of 7,000,000 cumulative, non-voting, non-participating,
non-convertible, peso-denominated perpetual preferred shares with an
oversubscription option of 3,000,000 preferred shares (collectively, the “Series 2
Preferred Shares”) at an issue price of P1,000.00 per share.

On November 3, 2014, the Parent Company issued and listed in the PSE
10,000,000 Series 2 Preferred Shares at an offer price of P1,000.00 per share.
The Series 2 Preferred Shares were issued in two (2) sub-series, (i) 7,122,320
Series 2A preferred shares (the “Series 2A Preferred Shares”) and (ii) 2,877,680
Series 2B preferred shares (the “Series 2B Preferred Shares”). Proceeds from
issuance in excess of par value less related transaction costs amounting to
P9,889 was recognized as additional paid-in capital.

The Series 2A Preferred Shares may be redeemed by the Parent Company
starting on the fifth anniversary from the listing date while the Series 2B
Preferred Shares may be redeemed starting on the seventh anniversary from the
listing date. Series 2A and Series 2B Preferred Shares have dividend rates of
6.3000% and 6.8583%, respectively. Cash dividends are payable quarterly every
February 3, May 3, August 3 and November 3 of each year, as and if declared by
the Parent Company’s BOD.

All shares rank equally as regards to the Parent Company’s residual assets,

except that holders of preferred shares participate only to the extent of the issue
price of the shares plus any accumulated and unpaid cash dividends.
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On March 5, 2015, the Parent Company redeemed the 2010 Preferred Shares at
P100.00 per share, which were delisted by the PSE on March 6, 2015 in line with
the latter's rule on the delisting of redeemed shares which are not re-issuable at
the time of redemption under the issuing company’s articles of incorporation. On
July 6, 2015, the SEC approved the amendment of the articles of incorporation of
the Parent Company to provide a re-issuability feature of its preferred shares.

As of December 31, 2017 and 2016, the Parent Company had 10,000,000
(P1 par value) issued and outstanding preferred shares. The total number of
preferred shareholders with at least one board lot at the PSE as of
December 31, 2017 and 2016 are as follows:

2017 2016

Series 2A Preferred Shares 48 49
Series 2B Preferred Shares 31 31
79 80

b. Retained Earnings
i. Declaration of Cash Dividends
On various dates in 2016 and 2017, the Parent Company’'s BOD approved

the declaration of cash dividends for common and preferred shareholders
with the following details:

Per

Type Share Date of Declaration Date of Record Date of Payment
2015
Common P0.05000 March 17, 2015 April 1, 2015 April 16, 2015
Series 2A 15.75000 March 17, 2015 April 17, 2015 May 4, 2015
Series 2B 17.14575 March 17, 2015 April 17, 2015 May 4, 2015
Series 2A 15.75000 March 17, 2015 July 20, 2015 August 3, 2015
Series 2B 17.14575 March 17, 2015 July 20, 2015 August 3, 2015
Series 2A 15.75000 August 10, 2015 October 16, 2015 November 3, 2015
Series 2B 17.14575 August 10, 2015 October 16, 2015 November 3, 2015
Series 2A 15.75000 August 10, 2015 January 18, 2016 February 3, 2016
Series 2B 17.14575 August 10, 2015 January 18, 2016 February 3, 2016
2016
Common P0.10000 March 15, 2016 March 31, 2016 April 14, 2016
Series 2A 15.75000 March 15, 2016 April 15, 2016 May 3, 2016
Series 2B 17.14575 March 15, 2016 April 15, 2016 May 3, 2016
Series 2A 15.75000 March 15, 2016 July 15, 2016 August 3, 2016
Series 2B 17.14575 March 15, 2016 July 15, 2016 August 3, 2016
Series 2A 15.75000 August 8, 2016 October 14, 2016 November 3, 2016
Series 2B 17.14575 August 8, 2016 October 14, 2016 November 3, 2016
Series 2A 15.75000 August 8, 2016 January 13, 2017 February 3, 2017
Series 2B 17.14575 August 8, 2016 January 13, 2017 February 3, 2017
2017
Common P0.10000 March 14, 2017 March 28, 2017 April 12, 2017
Series 2A 15.75000 March 14, 2017 April 12, 2017 May 3, 2017
Series 2B 17.14575 March 14, 2017 April 12, 2017 May 3, 2017
Series 2A 15.75000 March 14, 2017 July 18, 2017 August 3, 2017
Series 2B 17.14575 March 14, 2017 July 18, 2017 August 3, 2017
Series 2A 15.75000 August 8, 2017 October 16, 2017 November 3, 2017
Series 2B 17.14575 August 8, 2017 October 16, 2017 November 3, 2017
Series 2A 15.75000 August 8, 2017 January 16, 2018 February 5, 2018
Series 2B 17.14575 August 8, 2017 January 16, 2018 February 5, 2018

Total cash dividends declared by the Parent Company amounted to P1,584
both in 2017 and 2016 and P1,114 in 2015.
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C.

ii. Appropriation for Capital Projects

On May 11, 2011, the Parent Company’'s BOD approved the proposal to
revise the current level of appropriated retained earnings of P15,372 to
P25,000 for the Parent Company’s Refinery Master Plan 2 (RMP-2) project.
On January 1, 2016, RMP-2 Project commenced commercial operation, thus,
on May 5, 2016, the Parent Company's BOD approved the reversal of
P25,000 appropriation for the Parent Company’'s RMP-2 and the
re-appropriation of retained earnings amounting to P15,000 for capital
projects in 2016 and 2017 which are expected to be completed within five
years from the date of the approval.

On August 23, 2016, Las Lucas’ BOD approved the reversal of appropriation
made in 2010 amounting to P5 (P3 - attributable to non-controlling interest)
which was aimed to fund its construction management service. On
September 29, 2015, NVRC’s BOD approved the appropriation of retained
earnings of P200 (P120 - attributable to non-controlling interest) and on
December 20, 2016, an additional appropriation of P200 (P120 - attributable
to non-controlling interest) was approved, both for the programmed lot
acquisitions which are expected to be completed in 2019.

The appropriated retained earnings attributable to the equity holders of the
Parent Company as of December 31, 2017 and 2016 amounted to P15,160.

The Group’s unappropriated retained earnings include its accumulated equity in
net earnings of subsidiaries, joint ventures and an associate amounting to
P20,539, P15,040 and P11,401 as of December 31, 2017, 2016 and 2015,
respectively. Such amounts are not available for declaration as dividends until
declared by the respective investees.

Equity reserves pertain to reserve for retirement plan, unrealized fair value
losses on AFS financial assets, exchange differences on translation of foreign
operations and others. Reserve for retirement plan pertains to the cumulative
remeasurements of the Group’s defined benefit retirement plan.

Undated Subordinated Capital Securities (USCS)

In February 2013, the Parent Company issued US$500 million USCS at an issue
price of 100% (“Original Securities”). In March 2013, the Parent Company issued
under the same terms and conditions of the Original Securities an additional
US$250 million at a price of 104.25% (“New Securities”). The New Securities
constituted a further issuance of, were fungible with, and were consolidated and
formed a single series with the Original Securities (the “Original Securities” and,
together with the “New Securities”, the “Securities”). Proceeds were applied by
the Parent Company for capital and other expenditures of RMP-2 as well as for
general corporate purposes.

The Securities were offered for sale and sold to qualified buyers and not more
than 19 institutional lenders. Hence, each sale of the Securities was considered
an exempt transaction for which no confirmation of exemption from the
registration requirements of The Securities Regulation Code (SRC) was required
to be filed with the SEC. In compliance with the amended rules of the SRC,
notices of exemption for the issuances of the Securities were filed with the SEC
on February 12, 2013 for the Original Securities and on March 19, 2013 for the
New Securities.
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Holders of the Securities are conferred a right to receive distribution on a
semi-annual basis from their issue date at the rate of 7.5% per annum, subject to
a step-up rate. The Parent Company has a right to defer this distribution under
certain conditions.

The Securities have no fixed redemption date and are redeemable in whole, but
not in part, at their principal amounts together with any accrued, unpaid or
deferred distributions at the Parent Company’s option on or after August 6, 2018
or on any distribution payment date thereafter or upon the occurrence of certain
other events.

Payments of distribution pertaining to the Securities amounting to US$28.125
million were made on each of the following dates: February 6, 2015 (P1,770);
August 6, 2015 (P1,837); February 5, 2016 (P1,918); August 5, 2016 (P1,889);
February 3, 2017 (P2,000); and August 4, 2017 (P2,024).

22. Cost of Goods Sold

This account consists of:

Note 2017 2016 2015
Inventories 9 P369,695 P283,169 P311,526
Depreciation and amortization 25 8,043 6,153 2,724
Materials and Supplies 4,873 1,397 1,637
Purchased services and
utilities 2,339 10,486 8,156
Personnel expenses 24 1,925 1,647 1,565
Others 19, 31 5,094 3,273 3,126

P391,969 P306,125 P328,734

Distribution or transshipment costs included as part of inventories amounted to
P10,438, P10,711 and P11,066 in 2017, 2016 and 2015, respectively.

Others include manufacturing and overhead costs such as maintenance and repairs,
taxes and licenses, insurance and rent.
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23. Selling and Administrative Expenses

This account consists of:

Note 2017 2016 2015
Depreciation and
amortization 25 P2,936 P3,352 P3,548
Personnel expenses 24 4,021 3,373 3,150
Purchased services and
utilities 3,762 3,004 2,597
Advertising 1,524 1,460 1,482
Maintenance and repairs 1,276 1,108 985
Materials and office supplies 546 754 603
Rent - net 29, 31 464 154 164
Taxes and licenses 342 415 314
Impairment losses on trade
and other receivables 4,8 10 68 154
Others 9 136 230 313
P15,017 P13,918 P13,310

Selling and administrative expenses include research and development costs
amounting to P65, P66 and P65 in 2017, 2016 and 2015, respectively (Note 9). Rent
is shown net of rental income amounting to P1,180, P1,139 and P1,131 in 2017,
2016 and 2015, respectively.

24. Personnel Expenses

This account consists of:

Note 2017 2016 2015
Salaries, wages and other
employee costs 28 P5,345 P4,348 P4,210
Retirement benefits costs -
defined benefit plan 28, 30 508 579 419
Retirement benefits costs -
defined contribution plan 28 93 93 86
P5,946 P5,020 P4,715

The above amounts are distributed as follows:

Note 2017 2016 2015

Costs of goods sold 22 P1,925 P1,647 P1,565
Selling and administrative

expenses 23 4,021 3,373 3,150

P5,946 P5,020 P4,715
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25. Depreciation and Amortization

This account consists of:

Note 2017 2016 2015
Cost of goods sold:
Property, plant and
equipment 11 P7,359 P5,316 P2,291
Other assets 14 684 837 433
22 8,043 6,153 2,724
Selling and administrative
expenses:
Property, plant and
equipment 11 2,602 2,930 3,073
Investment property 12 1 1 1
Intangible assets and
others 14 333 421 474
23 2,936 3,352 3,548
37 P10,979 P9,505 P6,272

26. Interest Expense and Other Financing Charges, Interest Income and Other
Expenses

This account consists of:

Note 2017 2016 2015
Interest expense and other
financing charges:
Long-term debt 18 P4,320 P3,657 P869
Short-term loans 15 2,323 2,323 3,284
Bank charges 839 999 1,157
Amortization of debt issue
costs 18 820 498 144
Accretion on ARO 19 182 76 66
Others 3 4 13
37 P8,487 P7,557 P5,533
Interest income:
Advances to related
parties 28 P211 P261 P297
Short-term placements 5 236 163 313
AFS financial assets 7 22 18 11
Trade receivables 49 50 45
Cash in banks 5 16 14 20
Others 1 1 -
37 P535 P507 P686

Forward
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Note 2017 2016 2015

Other expenses - net:
Foreign currency gains

(losses) - net 34 P1,192 (P2,236) (P4,305)

Changes in fair value of
financial assets at FVPL 6 14 10 11
Insurance claims (charges) (36) 16 61
Hedging gains (losses) - net (373) (152) 637

Marked-to-market gains
(losses) - net 35 (1,692) 824 936
Others - net 13 (12) (897) (835)
(P907) (P2,435) (P3,495)

The Parent Company recognized its share in the net income (loss) of PDSI
amounting to P2, (P3) and (P4) in 2017, 2016 and 2015, respectively, and its share
in the net income of TBSB amounting to P4 and P6 in 2017 and 2016, respectively.
These were recorded as part of “Others - net” under “Other expenses - net” account
in the consolidated statements of income.

Also included in “Others - net” were the following: (i) loss on disposal of investment in
MNHPI amounting to P189 in 2017 (Note 10); (ii) rental income amounting to P63 in
2017 (Note 23); and (iii) impairment loss on goodwill in PAHL in 2016 amounting to
P298 (Note 13).

27. Income Taxes

Deferred tax assets and liabilities are from the following:

2017 2016
Various allowances, accruals and others P1,116 P894
Net retirement benefits liability 1,337 878
ARO 487 373
Unutilized tax losses 220 197
Inventory differential 199 616
Rental 188 217
Fair market value adjustments on business
combination (33) (31)
Unrealized foreign exchange losses (gains) - net (264) 791
Capitalized taxes and duties on inventories
deducted in advance (288) (211)
Excess of double-declining over straight-line
method of depreciation and amortization (5,012) (3,587)
Capitalized interest, duties and taxes on
property, plant and equipment deducted in
advance and others (5,140) (5,675)
MCIT - 6
(P7,190) (P5,532)
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The above amounts are reported in the consolidated statements of financial position
as follows:

2017 2016

Deferred tax assets - net P207 P194
Deferred tax liabilities - net (7,397) (5,726)
(P7,190) (P5,532)

Net deferred taxes of individual companies are not allowed to be offset against net
deferred tax liabilites of other companies, or vice versa, for purposes of
consolidation.

The components of income tax expense are shown below:

2017 2016 2015

Current P2,754 P3,289 P1,448
Deferred 2,001 267 2,207
P4,755 P3,556 P3,655

The following are the amounts of deferred tax expense (benefit), for each type of
temporary difference, recognized in the consolidated statements of income:

2017 2016 2015
Excess of double-declining over
straight-line method of
depreciation and amortization P1,425 P805 (P156)
Unrealized foreign exchange losses
(gains) - net 1,055 (118) (67)
Inventory differential 417 258 (569)
Capitalized taxes and duties on
inventories deducted in advance 77 (34) 34
Rental 29 38 (9)
MCIT 6 468 (232)
NOLCO - 2 405
Unutilized tax gains (losses) (23) (13) 91
ARO (114) (78) (75)
Various allowances, accruals and
others (222) (480) (14)
Capitalized interest, duties and
taxes on property, plant and
equipment deducted in advance
and others (535) (441) 2,818
Others (114) (140) (19)
P2,001 P267 P2,207
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A reconciliation of tax on the pretax income computed at the applicable statutory
rates to tax expense reported in the consolidated statements of income is as follows:

Note 2017 2016 2015
Statutory income tax rate 30.00% 30.00% 30.00%
Increase (decrease) in
income tax rate resulting
from:
Income subject to Income
Tax Holiday (ITH) 36 (3.05%) (9.63%) -
Interest income subjected
to lower final tax (0.13%) (0.13%) (0.74%)
Nontaxable income (3.52%) (2.36%) (0.89%)
Nondeductible expense 0.91% 1.85% 2.40%
Nondeductible interest
expense 0.06% 0.06% 0.26%
Changes in fair value of
financial assets at FVPL 26 (0.02%) (0.02%) (0.03%)

Excess of optional

standard deduction over

deductible expenses (0.06%) (0.05%) (0.07%)
Others, mainly income

subject to different tax

rates 1.04% 5.01% 5.90%

Effective income tax rate 25.23% 24.73% 36.83%

Optional Standard Deduction

Effective July 2008, Republic Act (RA) No. 9504 was approved giving corporate
taxpayers an option to claim itemized deduction or OSD equivalent to 40% of gross
sales. Once the option to use OSD is made, it shall be irrevocable for the taxable
year for which the option was made (Note 4).
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28. Related Party Disclosures

The Parent Company, certain subsidiaries, associate, joint ventures and SMC and its
subsidiaries in the normal course of business, purchase products and services from
one another. Transactions with related parties are made at normal market prices and
terms. Amounts owed by/owed to related parties are collectible/to be settled in cash.
The balances and transactions with related parties as of and for the years ended
December 31 follow:

Revenue Purchases Amounts Amounts

from from  Owed by Owed to
Related Related Related Related
Note Year Parties Parties Parties Parties Terms Conditions
Retirement 2017 P211 P - P5,188 P - On demand; Unsecured;
Plan 8,30, a 2016 261 - 5,042 - long-term; no impairment
2015 297 - 6,597 - interest
bearing
Intermediate b, e 2017 10 650 4 27 Ondemand; Unsecured;
Parent 2016 7 173 5 24 non-interest  no impairment
2015 9 74 3 35 bearing
Under Common 14, b, c, d, i 2017 3,233 10,670 870 768 Ondemand; Unsecured;
Control 2016 6,473 30,773 1,096 5,850 non-interest  no impairment
2015 3,587 14,504 975 1,682 bearing
Associate b 2017 153 - - - On demand; Unsecured;
2016 154 - 33 - non-interest  no impairment
2015 143 - 31 - bearing
Joint Ventures c, f 2017 1 43 - 4 Ondemand; Unsecured;
2016 - 42 - 3 non-interest  no impairment
2015 - 95 - 2 bearing
2017 P3,608 P11,363 P6,062 P799

2016 P6,895 P30,988 P6,176 P5,877

2015 P4,036 P14,673 P7,606 P1,719

a. As of December 31, 2017 and 2016, the Parent Company has interest bearing
advances to PCERP, included as part of “Trade and other receivables - net” in
the consolidated statements of financial position, for some investment
opportunities (Notes 8 and 30).

b. Sales relate to the Parent Company’s supply agreements with the Intermediate
Parent, various SMC subsidiaries, and an associate. Under these agreements,
the Parent Company supplies diesel fuel, gasoline and lube requirements of
selected SMC plants and subsidiaries.

c. Purchases relate to purchase of goods and services such as power,
construction, information technology, shipping and terminalling from a joint
venture and various SMC subsidiaries.

d. The Parent Company entered into a lease agreement with San Miguel
Properties, Inc. for its office space covering 6,802 square meters with a monthly
rate of P6. The lease, which commenced on June 1, 2014, is for a period of one
year and was subsequently renewed on a yearly basis in accordance with the
written agreement of the parties.

e. The Parent Company also pays SMC for its share in common expenses such as
utilities and management fees.

f. TBSB, an operator of LPG bottling plant, provides bottling services to PFISB and
another venturer.

g. Amounts owed by related parties consist of trade, non-trade receivables,
advances and prepaid expenses.
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h. Amounts owed to related parties consist of trade and non-trade payables.

i. In 2016, the Parent Company reacquired the Power Plant from SMC Powergen,
Inc. The Power Plant is presented as part of “Refinery and plant equipment”
category in the “Property, plant and equipment” account in the consolidated
statements of financial position (Note 11). Amounts owed to related party arising
from the transaction has been fully settled as of December 31, 2017.

j- The compensation and benefits of key management personnel of the Group, by
benefit type, included in the “Personnel expenses” account as follow (Note 24):

2017 2016 2015
Salaries and other short-term
employee benefits P906 P754 P659
Retirement benefits costs -
defined benefit plan 166 133 86
Retirement benefits costs -
defined contribution plan 33 31 27
P1,105 P918 P772

29. Operating Lease Commitments

Group as Lessee

The Group entered into commercial leases on certain parcels of land for its refinery
and service stations (Notes 23 and 31). The leases’ life ranges from one to forty two
years with renewal options included in the contracts. There are no restrictions placed
upon the Group by entering into these leases. The lease agreements include
upward escalation adjustments of the annual rental rates.

Future minimum rental payables under the non-cancellable operating lease
agreements as of December 31 are as follows:

2017 2016 2015

Within one year P1,561 P1,322 P1,269
After one year but not more than

five years 5,103 3,497 2,982

After five years 11,224 10,763 9,821

P17,888 P15,582 P14,072

Group as Lessor

The Group has entered into lease agreements on its service stations and other
related structures (Note 23). The non-cancellable leases have remaining terms of
between three to ten years. All leases include a clause to enable upward escalation
adjustment of the annual rental rates.
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Future minimum rental receivables under the non-cancellable operating lease
agreements as of December 31 follow:

2017 2016 2015

Within one year PI1 pP187 p272
After one year but not more than

five years 115 158 259

After five years 12 17 14

P218 P362 P545

30. Retirement Plan

The succeeding tables summarize the components of net retirement benefits costs
(income) under defined benefit retirement plans recognized in profit or loss and the
funding status and amounts of retirement plans recognized in the consolidated
statements of financial position. The Parent Company has a funded, noncontributory,
defined benefit retirement plan while several subsidiaries have unfunded,
noncontributory, defined benefit retirement plans. Contributions and costs are
determined in accordance with the actuarial studies made for the plans. Annual cost
is determined using the projected unit credit method. The Group’s latest actuarial
valuation date is as of December 31, 2017. Valuations are obtained on a periodic
basis.

The Parent Company’s Retirement Plan is registered with the Bureau of Internal
Revenue (BIR) as a tax-qualified plan under Republic Act (RA) No. 4917, as
amended. The control and administration of the retirement plan is vested in the
Board of Trustees (BOT), as appointed by the BOD of the Parent Company. The
BOT of the retirement plan, who exercise voting rights over the shares and approve
material transactions, are also officers of the Parent Company, while one of the BOT
is also a BOD. The retirement plan’s accounting and administrative functions are
undertaken by SMC’s Retirement Funds Office.

-68 -



The following table shows a reconciliation of the net defined benefit retirement asset (liability) and its components:

Present Value of
Defined Benefit

Net Defined Benefit

Obligation Fair Value of Plan Assets Retirement Asset (Liability)
2017 2016 2015 2017 2016 2015 2017 2016 2015
Balance at beginning of year (P5,344) (P5,603) (P5,947) P1,952 P12 P3,603 (P3,392) (P5,591) (P2,344)
Recognized in Profit or Loss
Current service cost (313) (285) (302) - - - (313) (285) (302)
Past service cost - plan amendment - (2) - - - - - (2) -
Interest expense (289) (278) (269) - - - (289) (278) (269)
Interest income - - - 94 (14) 152 94 (14) 152
(602) (565) (571) 94 (14) 152 (508) (579) (419)
Recognized in Other Comprehensive Income
Remeasurements:
Actuarial losses (gains) arising from:
Experience adjustments (555) (398) (163) - - - (555) (398) (163)
Changes in financial assumptions 105 173 151 - - - 105 173 151
Changes in demographic assumptions 43 302 197 - - - 43 302 197
Return on plan asset excluding interest - - - (735) 2,570 (3,297) (735) 2,570 (3,297)
(407) 77 185 (735) 2,570 (3,297) (1,142) 2,647 (3,112)
Others
Benefits paid 571 753 600 (528) (651) (546) 43 102 54
Contributions - - - 100 35 100 100 35 100
Transfer to other accounts payable (4) - 6 - - - 4) - 6
Transfers from other plans/subsidiaries - (16) - - - - - (16) -
Transfers to other plans/subsidiaries - 16 - - - - - 16 -
Translation adjustment (86) (6) 124 - - - (86) (6) 124
481 747 730 (428) (616) (446) 53 131 284
Balance at end of year (P5,872) (P5,344) (P5,603) P883  P1,952 P12  (P4,989) (P3,392) (P5,591)
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The above net defined benefit retirement liability was recognized in the consolidated
statements of financial position as follows:

Note 2017 2016

Trade and other payables 17 P104 P77
Retirement benefits liability

(noncurrent portion) 4,885 3,315

P4,989 P3,392

Retirement benefits costs recognized in the consolidated statements of income by
the Parent Company amounted to P408, P485 and P329 in 2017, 2016 and 2015,
respectively.

Retirement benefits costs recognized in the consolidated statements of income by
the subsidiaries amounted to P100, P94 and P90 in 2017, 2016 and 2015,
respectively.

The carrying amounts of the Parent Company’s retirement fund approximate fair
values as of December 31, 2017 and 2016.

Plan assets consist of the following:

2017 2016

Shares of stock:
Quoted 84% 82%
Unquoted 5% 4%
Government securities 7% 9%
Cash and cash equivalents 1% 2%
Others 3% 3%
100% 100%

Investment in Shares of Stock. As of December 31, 2017, the Parent Company’s
plan assets include 731,156,097 common shares of Petron with fair market value per
share of P9.17, 2,000,000 Series “2”, Subseries “B” preferred shares of SMC with
fair market value per share of P76.50, and investment in Petron bonds amounting to
P122.

The Group’s plan recognized a gain (loss) on the investment in marketable securities
and bonds of the Parent Company and SMC amounting to (P577), P2,169 and
(P2,641) in 2017, 2016 and 2015, respectively, mainly as a result of
marked-to-market remeasurements.

Dividend income from the investment in shares of stock of Petron and SMC
amounted to P85 both in 2017 and 2016 and P56 in 2015.

On July 25, 2016, the Group plan’s investment in 375,142,858 ordinary shares of
PAHL was sold to Petron for a total consideration of P1,921. Accordingly, the plan
recognized gain on sale of investment amounting to P503.

Investment in Trust Account. Investment in trust account represents funds entrusted
to financial institutions for the purpose of maximizing the yield on investible funds.

Others include receivables which earn interest.
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The BOT reviews the level of funding required for the retirement fund. Such a review
includes the asset-liability matching (ALM) strategy and investment risk management
policy. The Parent Company's ALM objective is to match maturities of the plan
assets to the retirement benefit obligation as they fall due. The Parent Company
monitors how the duration and expected yield of the investments are matching the
expected cash outflows arising from the retirement benefit obligation. The Parent
Company expects to contribute P818 to its defined benefit retirement plan in 2018.

The BOT approves the percentage of asset to be allocated for fixed income
instruments and equities. The retirement plan has set maximum exposure limits for
each type of permissible investments in marketable securities and deposit
instruments. The BOT may, from time to time, in the exercise of its reasonable
discretion and taking into account existing investment opportunities, review and
revise such allocation and limits.

The retirement plan exposes the Group to actuarial risks such as investment risk,
interest rate risk, longevity risk and salary risk as follows:

Investment and Interest Risk. The present value of the defined benefit obligation is
calculated using a discount rate determined by reference to market yields to
government bonds. Generally, a decrease in the interest rate of a reference
government bonds will increase the plan obligation. However, this will be partially
offset by an increase in the return on the plan’s investments and if the return on plan
asset falls below this rate, it will create a deficit in the plan. Due to the long-term
nature of plan obligation, a level of continuing equity investments is an appropriate
element of the Group’s long-term strategy to manage the plans efficiently.

Longevity and Salary Risks. The present value of the defined obligation is calculated
by reference to the best estimate of the mortality of the plan participants both during
and after their employment and to their future salaries. Consequently, increases in
the life expectancy and salary of the plan participants will result in an increase in the
plan obligation.

The overall expected rate of return is determined based on historical performance of
the investments.

The principal actuarial assumptions used to determine retirement benefits are as
follows:

2017 2016 2015

Discount rate 5.50%t0 5.73% 5.38% t0 5.53% 4.60% to 5.50%
Future salary increases 5.00% to 7.00% 5.00% to 8.00% 6.00% to 8.00%

Assumptions for mortality and disability rates are based on published statistics and
mortality and disability tables.

The weighted average duration of defined benefit obligation is from 5.90 to 22.50
years and 5.46 to 23.90 years as of December 31, 2017 and 2016, respectively.
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The reasonably possible changes to one of the relevant actuarial assumptions, while
holding all other assumptions constant, would have affected the defined benefit
assets/liabilities by the amounts below:

Defined Benefit Liabilities

1 Percent 1 Percent
2017 Increase Decrease
Discount rate (P356) P435
Salary increase rate 366 (322)
Defined Benefit Liabilities
1 Percent 1 Percent
2016 Increase Decrease
Discount rate (P375) P435
Salary increase rate 392 (345)

The Parent Company has advances to PCERP amounting to P5,188 and P5,042 as
of December 31, 2017 and 2016, respectively, included as part of
“Trade and other receivables - net” account in the consolidated statements of
financial position (Notes 8 and 28). The advances are subject to interest of 5% in
2017 and 2016 (Note 28).

Transactions with the retirement plan are made at normal market prices and terms.
Outstanding balances as of December 31, 2017 and 2016 are unsecured and
settlements are made in cash. There have been no guarantees provided for any
retirement plan receivables. The Parent Company has not recognized any
impairment losses relating to the receivables from retirement plan for the years
ended December 31, 2017 and 2016.

31. Significant Agreements

Supply Agreements. The Parent Company has assigned all its rights and obligations
to PSTPL (as Assignee) to have a term contract to purchase the Parent Company’s
crude oil requirements from Saudi Arabian Oil Company (Saudi Aramco), based on
the latter's standard Far East selling prices and Kuwait Petroleum Corporation (KPC)
to purchase Kuwait Export Crude Oil (KEC) at pricing based on latter’s standard KEC
prices. The contract with Saudi Aramco is from November 1, 2013 to December 31,
2014 while the contract with KPC is from January 1, 2015 to December 31, 2015
both with automatic annual extension thereafter unless terminated at the option of
either party, upon at least 60 days written notice.

PMRMB currently has a long-term supply contract of Tapis crude oil and Terengganu
condensate for its Port Dickson Refinery from ExxonMobil Exploration and
Production Malaysia Inc. (EMEPMI) and Low Sulphur Waxy Residue Sale/Purchase
Agreement with Exxon Trading Asia Pacific, a division of ExxonMobil Asia Pacific
Pte. Ltd. On the average, around 65% of crude and condensate volume processed
are from EMEPMI with balance of around 35% from spot purchases.

Outstanding liabilities of the Group for such purchases are shown as part of

“Liabilities for crude oil and petroleum products” account in the consolidated
statements of financial position as of December 31, 2017 and 2016 (Note 16).
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Toll Service Agreement with Innospec Limited (Innospec). PFC entered into an
agreement with Innospec, a leading global fuel additives supplier, in December 2006.
Under the agreement, PFC shall be the exclusive toll blender of Innospec’s fuel
additives sold in the Asia-Pacific region consisting of the following territories: South
Korea, China, Taiwan, Singapore, Cambodia, Japan and Malaysia.

PFC will provide the tolling services which include storage, blending, filing and
logistics management. In consideration of these services, Innospec will pay PFC a
service fee based on the total volume of products blended at PFC Fuel Additives
Blending facility.

Tolling services started in 2008 on which PFC recognized revenue amounting to P64
both in 2017 and 2016 and P48 in 2015.

Hungry Juan Outlet Development Agreement with San Miguel Foods, Inc. (SMFI)
PFC entered into an agreement with SMFI for a period of three years and paid a
one-time franchise fee. The agreement expired in November 2017 and was further
renewed for another year until November 2018. The store, which started operating in
November 2012, is located at Rizal Blvd. cor. Argonaut Highway, Subic Bay Freeport
Zone.

Lease Agreements with Philippine National Oil Company (PNOC). On September 30,
2009, the Parent Company through NVRC, entered into a 30-year lease with PNOC
without rent-free period, covering a property which it shall use as site for its refinery,
commencing January 1, 2010 and ending on December 31, 2039. Based on the
latest re-appraisal made, the annual rental shall be P138, starting 2012, payable on
the 15th day of January each year without the necessity of demand. This
non-cancellable lease is subject to renewal options and annual escalation clauses of
3% per annum to be applied starting 2013 until the next re-appraisal is conducted.
The leased premises shall be reappraised in 2017 and every fifth year thereafter in
which the new rental rate shall be determined equivalent to 5% of the reappraised
value, and still subject to annual escalation clause of 3% for the four years following
the re-appraisal. Prior to this agreement, Petron had an outstanding lease agreement
on the same property from PNOC. Also, as of December 31, 2017 and 2016, Petron
leases other parcels of land from PNOC for its bulk plants and service stations
(Note 39).

32. Basic and Diluted Earnings Per Share

Basic and diluted earnings per share amounts are computed as follows:

2017 2016 2015

Net income attributable to equity holders of

the Parent Company P12,739 P10,100 P5,618
Dividends on preferred shares for the year (646) (646) (646)
Distributions to the holders of USCS (4,024) (3,807) (3,607)
Net income attributable to common

shareholders of the Parent Company (a) P8,069 P5,647 P1,365
Weighted average number of common

shares outstanding

(in millions) (b) 9,375 9,375 9,375
Basic/diluted earnings per common share

attributable to equity holders of the Parent

Company (a/b) P0.86 P0.60 P0.15
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As of December 31, 2017, 2016 and 2015, the Parent Company has no potential

dilutive debt or equity instruments.

33. Supplemental Cash Flow Information

a. Changes in operating assets and liabilities:

2017 2016 2015
Decrease (increase) in assets:
Trade and other receivables (P6,593) (P230) P18,138
Inventories (12,531) (13,029) 22,875
Other current assets (1,511) 954 (8,136)
Increase (decrease) in liabilities:
Liabilities for crude oil and
petroleum products 7,837 11,842 (10,030)
Trade and other payables and
others (165) 4,922 (27,934)
(12,963) 4,459 (5,087)
Additional allowance for
(net reversal of) impairment of
receivables, inventory decline
and/or obsolescence, goodwill
and others (80) 91 (397)
(P13,043) P4,550 (P5,484)
b. Changes in liabilities arising from financing activities:
Dividends Short-term Long-term
Payable Loans Debt Total
Balance as of January 1,
2017 P218 P90,366 P79,852 P170,436
Changes from financing
cash flows
Proceeds from availment
of loans - 223,862 74,807 298,669
Payments of loans - (244,722) (53,477)  (298,199)
Dividends declared 5,794 - - 5,794
Dividends and
distributions paid (5,773) - - (5,773)
Total changes from
financing cash flows 21 (20,860) 21,330 491
Effects of changes in
foreign exchange rates - 77 (297) (220)
Amortization of debt
issue costs - - 820 820
Balance at end of year P239 P69,583 P101,705 P171,527
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34. Financial Risk Management Objectives and Policies

The Group’s principal financial instruments include cash and cash equivalents, debt
and equity securities, bank loans and derivative instruments. The main purpose of
bank loans is to finance working capital relating to importation of crude and
petroleum products, as well as to partly fund capital expenditures. The Group has
other financial assets and liabilities such as trade and other receivables and trade
and other payables, which are generated directly from its operations.

It is the Group’s policy not to enter into derivative transactions for speculative
purposes. The Group uses hedging instruments to protect its margin on its products
from potential price volatility of crude oil and products. It also enters into short-term
forward currency contracts to hedge its currency exposure on crude oil importations.

The main risks arising from the Group’s financial instruments are foreign currency
risk, interest rate risk, credit risk, liquidity risk and commaodity price risk. The BOD
regularly reviews and approves the policies for managing these financial risks.
Details of each of these risks are discussed below, together with the related risk
management structure.

Risk Management Structure
The Group follows an enterprise-wide risk management framework for identifying,
assessing and addressing the risk factors that affect or may affect its businesses.

The Group’s risk management process is a bottom-up approach, with each risk
owner mandated to conduct regular assessment of its risk profile and formulate
action plans for managing identified risks. As the Group’s operation is an integrated
value chain, risks emanate from every process, while some could cut across groups.
The results of these activities flow up to the Management Committee and, eventually,
the BOD through the Group’s annual business planning process.

Oversight and technical assistance is likewise provided by corporate units and
committees with special duties. These groups and their functions are:

a. The Risk and Insurance Management Group, which is mandated with the overall
coordination and development of the enterprise-wide risk management process.

b. The Treasurers Department, which is in charge of foreign currency hedging
transactions.

c. The Transaction Management Unit of Controllers Department, which provides
backroom support for all hedging transactions.

d. The Corporate Technical and Engineering Services Group, which oversees strict
adherence to safety and environmental mandates across all facilities.

e. The Internal Audit Department, which has been tasked with the implementation
of a risk-based auditing.

f. The Commodity Risk Management Department (CRMD), which sets new and
updates existing hedging policies by the BOD, provides the strategic targets and
recommends corporate hedging strategy to the Commaodity Risk Management
Committee and Steering Committee.

g. PSTPL executes the hedging transactions involving crude and product imports
on behalf of the Group.
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The BOD also created separate positions and board-level entities with explicit
authority and responsibility in managing and monitoring risks, as follows:

a. The Audit Committee is responsible for overseeing the Senior Management in
establishing and maintaining an adequate, effective and efficient internal control
framework. It ensures that systems and processes are designed to provide
assurance in areas including reporting, monitoring compliance with laws,
regulations and internal policies, efficiency and effectiveness of operations, and
safeguarding of assets.

The Internal Audit Department and the External Auditor directly report to the
Audit Committee regarding the direction, scope and coordination of audit and any
related activities.

b. The Risk Oversight Committee is responsible for the oversight of the enterprise
risk management system of the Group to ensure its functionality and
effectiveness.

c. The Compliance Officer, who is a senior officer of the Parent Company reports to
the BOD chairperson. Among other functions, he monitors compliance with the
provisions and requirements of the Corporate Governance Manual and relevant
laws and regulations and determines any possible violations and recommends
corresponding penalties, subject to review and approval of the BOD. The
Compliance Officer identifies and monitors compliance risk. Lastly, the
Compliance Officer represents the Group before the SEC regarding matters
involving compliance with the Corporate Governance Manual and other relevant
rules and regulations of the SEC.

Foreign Currency Risk

The Parent Company’s functional currency is the Philippine peso, which is the
denomination of the bulk of the Group’s revenues. The Group’s exposures to foreign
currency risk arise mainly from US dollar-denominated sales as well as purchases
principally of crude oil and petroleum products. As a result of this, the Group
maintains a level of US dollar-denominated assets and liabilities during the period.
Foreign currency risk occurs due to differences in the levels of US
dollar-denominated assets and liabilities.

In addition, starting March 31, 2012, the Group’s exposure to foreign currency risks
also arise from US dollar-denominated sales and purchases, principally of crude oil
and petroleum products, of Petron Malaysia whose transactions are in Malaysian
ringgit, which are subsequently converted into US dollar before ultimately translated
to equivalent Philippine peso amount using applicable rates for the purpose of
consolidation.

The Group pursues a policy of mitigating foreign currency risk by entering into
hedging transactions or by substituting US dollar-denominated liabilities with
peso-based debt. The natural hedge provided by US dollar-denominated assets is
also factored in hedging decisions. As a matter of policy, currency hedging is limited
to the extent of 100% of the underlying exposure.

The Group is allowed to engage in active risk management strategies for a portion of

its foreign currency risk exposure. Loss limits are in place, monitored daily and
regularly reviewed by management.
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Information on the Group’s US dollar-denominated financial assets and liabilities and
their Philippine peso equivalents are as follows:

2017 2016
US dollar  Phil. peso Phil. Peso
(in millions) Equivalent US dollar Equivalent
Assets
Cash and cash equivalents 19 952 261 12,989
Trade and other receivables 118 5,891 218 10,808
Other assets 3 126 5 244
140 6,969 484 24,041
Liabilities
Short-term loans 1 30 40 1,996
Liabilities for crude oil and
petroleum products 515 25,747 539 26,798
Long-term debts (including
current maturities) 1,000 49,930 651 32,347
Other liabilities 35 1,733 82 4,056
1,551 77,440 1,312 65,197
Net foreign
currency-denominated
monetary liabilities (1,411) (70,471) (828) (41,156)

The Group incurred net foreign currency gains (losses) amounting to P1,192,
(P2,236) and (P4,305) in 2017, 2016 and 2015, respectively (Note 26), which were
mainly countered by marked-to-market and realized hedging gains (losses)
(Note 26). The foreign currency rates from Philippine peso (PhP) to US dollar (US$)
as of December 31 are shown in the following table:

PhP to US$
December 31, 2017 49,930
December 31, 2016 49.720
December 31, 2015 47.060

Managing of foreign currency risk is also supplemented by monitoring the sensitivity
of financial instruments to various foreign currency exchange rate scenarios. Foreign
currency movements affect reported equity through the retained earnings arising
from increases or decreases in unrealized and realized foreign currency gains or
losses.
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The following table demonstrates the sensitivity to a reasonably possible change in
the US dollar exchange rate, with all other variables held constant, to profit before
tax and equity as of December 31, 2017 and 2016:

P1 Decrease in the US
dollar Exchange Rate

P1 Increase in the US
dollar Exchange Rate

Effect on Effect on

Income before  Effect on Income before Effect on

2017 Income Tax Equity Income Tax Equity

Cash and cash equivalents (P10) (P144) P10 P144

Trade and other receivables (81) (263) 81 263

Other assets 3 (12) 3 12

(94) (419) 94 419

Short-term loans 1 - (2) -

Liabilities for crude oil and

petroleum products 326 789 (326) (789)
Long-term debts (including

current maturities) 1,000 700 (1,000) (700)

Other liabilities 33 193 (33) (193)

1,360 1,682 (1,360) (1,682)

P1,266 P1,263 (P1,266) (P1,263)

P1 Decrease in the US
dollar Exchange Rate

P1 Increase in the US
dollar Exchange Rate

Effect on Effect on

Income before Effect on Income before Effect on

2016 Income Tax Equity Income Tax Equity

Cash and cash equivalents (P132) (P221) P132 p221

Trade and other receivables (97) (189) 97 189

Other assets - (5) - 5

(229) (415) 229 415

Short-term loans - 40 - (40)
Liabilities for crude oil and

petroleum products 294 451 (294) (451)
Long-term debts (including

current maturities) 605 470 (605) (470)

Other liabilities 14 77 (14) (77)

913 1,038 (913) (1,038)

P684 P623 (P684) (P623)

Exposures to foreign currency rates vary during the year depending on the volume of
foreign currency denominated transactions. Nonetheless, the analysis above is
considered to be representative of the Group’s currency risk.

Interest Rate Risk

Interest rate risk is the risk that future cash flows from a financial instrument
(cash flow interest rate risk) or its fair value (fair value interest rate risk) will fluctuate
because of changes in market interest rates. The Group’s exposure to changes in
interest rates relates mainly to long-term borrowings and investment securities.
Investments or borrowings issued at fixed rates expose the Group to fair value
interest rate risk. On the other hand, investments or borrowings issued at variable
rates expose the Group to cash flow interest rate risk.

-78 -



The Group manages its interest costs by using a combination of fixed and variable
rate debt instruments. Management is responsible for monitoring the prevailing
market-based interest rates and ensures that the marked-up rates levied on its
borrowings are most favorable and benchmarked against the interest rates charged
by other creditor banks.

On the other hand, the Group’s investment policy is to maintain an adequate yield to
match or reduce the net interest cost from its borrowings prior to deployment of funds
to their intended use in operations and working capital management. However, the
Group invests only in high-quality securities while maintaining the necessary
diversification to avoid concentration risk.

In managing interest rate risk, the Group aims to reduce the impact of short-term
volatility on earnings. Over the longer term, however, permanent changes in interest
rates would have an impact on profit or loss.

Managing interest rate risk is also supplemented by monitoring the sensitivity of the
Group’s financial instruments to various standard and non-standard interest rate
scenarios. Interest rate movements affect reported equity through the retained
earnings arising from increases or decreases in interest income or interest expense
as well as fair value changes reported in profit or loss, if any.

The sensitivity to a reasonably possible 1% increase in the interest rates, with all
other variables held constant, would have decreased the Group’s profit before tax
(through the impact on floating rate borrowings) and equity by P499 and P323 in
2017 and 2016, respectively. A 1% decrease in the interest rate would have had the
equal but opposite effect.

Interest Rate Risk Table. As of December 31, 2017 and 2016, the terms and maturity
profile of the interest-bearing financial instruments, together with its gross amounts,
are shown in the following tables:

2017 <1 Year 1-<2 Years 2-<3 Years 3-<4 Years 4-<5 Years >5 Years Total
Fixed Rate
Philippine peso

denominated P3,820 P5,672 P5,672 P21,291 P5,643 P10,750 P52,848
Interest rate 55%-72% 55%-7.2% 5.5%-7.2% 4.0%-72% 55%-58% 4.5% -5.5%

Floating Rate
US$ denominated

(expressed in PhP) - 14,266 14,266 14,266 7,132 - 49,930
Interest rate* 1,3,6mos. 1,3,6mos. 1, 3, 6 mos. 1, 3, 6 mos.
Libor + Libor + Libor + Libor +
margin margin margin margin

P3,820 P19,938 P19,938 P35,557 P12,775 P10,750 P102,778

*The Parent Company reprices every month but has been given an option to reprice every 3 or 6 months.

2016 <1 Year 1-<2 Years 2-<3 Years 3-<4 Years 4-<5 Years >5 Years Total
Fixed Rate
Philippine peso

denominated P20,036 P1,678 P1,029 P1,029 P16,648 P8,000 P48,420
Interest rate 6.3%-7.2% 5.5%-7.2% 5.5% -7.2% 55%-72% 4.0%-72% 4.52% -5.5%

Floating Rate
Malaysian ringgit
denominated

(expressed in PhP) 920 920 426 - - - 2,266
Interest rate 1.5%+COF  1.5%+COF  1.5%+COF
US$ denominated
(expressed in PhP) - 11,081 11,187 7,813 - - 30,081
Interest rate* 1,3,6mos. 1, 3,6 mos. 1, 3, 6 mos.
Libor + Libor + Libor +
margin margin margin
P20,956 P13,679 P12,642 P8,842 P16,648 P8,000 P80,767

*The Parent Company reprices every month but has been given an option to reprice every 3 or 6 months.
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Credit Risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a
financial instrument fails to meet its contractual obligations. In effectively managing
credit risk, the Group regulates and extends credit only to qualified and credit-worthy
customers and counterparties, consistent with established Group credit policies,
guidelines and credit verification procedures. Requests for credit facilities from trade
customers undergo stages of review by National Sales and Finance Divisions.
Approvals, which are based on amounts of credit lines requested, are vested among
line managers and top management that include the President and the Chairman.

Generally, the maximum credit risk exposure of financial assets is the total carrying
amount of the financial assets as shown on the face of the consolidated statements
of financial position or in the notes to the consolidated financial statements, as
summarized below:

Note 2017 2016

Cash in bank and cash equivalents
(net of cash on hand) 5 P14,313 P15,538
Derivative assets 6 165 64
Available-for-sale financial assets 7 531 479
Trade and other receivables - net 8 38,159 31,548
Long-term receivables - net 14 228 205
Noncurrent deposits 14 90 81
P53,486 P47,915

The credit risk for cash and cash equivalents and derivative financial instruments is
considered negligible, since the counterparties are reputable entities with high
external credit ratings. The credit quality of these financial assets is considered to be
high grade.

In monitoring trade receivables and credit lines, the Group maintains up-to-date
records where daily sales and collection transactions of all customers are recorded in
real-time and month-end statements of accounts are forwarded to customers as
collection medium. Finance Division’s Credit Department regularly reports to
management trade receivables balances (monthly), past due accounts (weekly) and
credit utilization efficiency (semi-annually).

Collaterals. To the extent practicable, the Group also requires collateral as security
for a credit facility to mitigate credit risk in trade receivables (Note 8). Among the
collaterals held are letters of credit, bank guarantees, real estate mortgages, cash
bonds, cash deposits and corporate guarantees valued at P4,927 and P3,943 as of
December 31, 2017 and 2016, respectively. These securities may only be called on
or applied upon default of customers.

Credit Risk Concentration. The Group’s exposure to credit risk arises from default of
counterparty. Generally, the maximum credit risk exposure of trade and other
receivables is its carrying amount without considering collaterals or credit
enhancements, if any. The Group has no significant concentration of credit risk
since the Group deals with a large number of homogenous trade customers. The
Group does not execute any credit guarantee in favor of any counterparty.
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The credit risk exposure of the Group based on trade accounts receivable as of
December 31, 2017 and 2016 are shown below (Note 8):

Neither Past Due Past Due but

nor Impaired  not Impaired Impaired Total

December 31, 2017
Reseller P4,284 P128 P45 P4,457
Lubes 1,412 90 60 1,562
Gasul 894 113 115 1,122
Industrial 9,605 452 468 10,525
Others 9,008 163 88 9,259
P25,203 P946 P776 P26,925

Neither Past Due Past Due but

nor Impaired not Impaired Impaired Total

December 31, 2016
Reseller P3,221 P127 P63 P3,411
Lubes 450 7 11 468
Gasul 529 61 118 708
Industrial 7,316 382 535 8,233
Others 6,162 277 80 6,519
P17,678 P854 P807 P19,339
Credit Quality. In monitoring and controlling credit extended to counterparty, the

Group adopts a comprehensive credit rating system based on financial and
non-financial assessments of its customers. Financial factors being considered
comprised of the financial standing of the customer while the non-financial aspects
include but are not limited to the assessment of the customer’s nature of business,
management profile, industry background, payment habit and both present and
potential business dealings with the Group.

Class A “High Grade” are accounts with strong financial capacity and business
performance and with the lowest default risk.

Class B “Moderate Grade” refers to accounts of satisfactory financial capability and
credit standing but with some elements of risks where certain measure of control is
necessary in order to mitigate risk of default.

Class C “Low Grade” are accounts with high probability of delinquency and default.

Below is the credit quality profile of the Group’s trade accounts receivable as of
December 31, 2017 and 2016:

Trade Accounts Receivables Per Class

Class A Class B Class C Total
December 31, 2017
Reseller P846 P3,207 P404 P4,457
Lubes 358 1,023 181 1,562
Gasul 533 447 142 1,122
Industrial 5,440 4,093 992 10,525
Others 4,067 4,267 925 9,259

P11,244 P13,037 P2,644 P26,925
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Trade Accounts Receivables Per Class

Class A Class B Class C Total
December 31, 2016
Reseller P501 P2,775 P135 P3,411
Lubes 366 50 52 468
Gasul 287 258 163 708
Industrial 2,416 4,959 858 8,233
Others 3,273 2,408 838 6,519

P6,843 P10,450 P2,046 P19,339

Liquidity Risk

Liquidity risk pertains to the risk that the Group will encounter difficulty in meeting
obligations associated with financial liabilities that are settled by delivering cash or
another financial asset.

The Group’s objectives in managing its liquidity risk are as follows: a) to ensure that
adequate funding is available at all times; b) to meet commitments as they arise
without incurring unnecessary costs; c¢) to be able to access funding when needed at
the least possible cost; and d) to maintain an adequate time spread of refinancing
maturities.

The Group constantly monitors and manages its liquidity position, liquidity gaps or
surplus on a daily basis. A committed stand-by credit facility from several local banks
is also available to ensure availability of funds when necessary. The Group also uses
derivative instruments such as forwards and swaps to manage liquidity.

The table below summarizes the maturity profile of the Group’s financial assets and
financial liabilities based on contractual undiscounted payments used for liquidity
management as of December 31, 2017 and 2016.

Carrying Contractual 1Year >1Year- >2Years- Over 5

2017 Amount Cash Flow or Less 2 Years 5 Years Years
Financial Assets
Cash and cash

equivalents P17,014 P17,014 P17,014 P - P - P -
Trade and other

receivables 38,159 38,159 38,159 - - -
Derivative assets 165 165 165 - - -
Financial assets at FVPL 171 171 171 - - -
AFS financial assets 531 577 204 64 309 -
Long-term receivables - net 228 228 - - - 228
Noncurrent deposits 90 90 - - 9 81
Financial Liabilities
Short-term loans 69,583 69,879 69,879 - - -
Liabilities for crude oil and

petroleum products 36,920 36,920 36,920 - - -
Trade and other payables* 7,917 7,917 7,917 - - -
Derivative liabilities 1,791 1,791 1,791 - - -
Long-term debts (including

current maturities) 101,705 117,024 7,812 23,619 74,308 11,285
Cash bonds 400 404 - 385 2 17
Cylinder deposits 577 577 - - - 577
Other noncurrent liabilities** 57 57 - 14 20 23

*excluding specific taxes and other taxes payable, retirement benefits liability, deferred income and others
**excluding cash bonds and cylinder deposits
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Carrying Contractual 1 Yearor >1Year- >2Years- Over 5
2016 Amount Cash Flow Less 2 Years 5 Years Years

Financial Assets
Cash and cash

equivalents P17,332 P17,332 P17,332 P - P - P -
Trade and other

receivables 31,548 31,548 31,548 - - -
Derivative assets 64 64 64 - - -
Financial assets at FVPL 157 157 157 - - -
AFS financial assets 479 522 96 208 172 46
Long-term receivables - net 205 205 - - 205 -
Noncurrent deposits 81 81 - 13 68 -
Financial Liabilities
Short-term loans 90,366 90,882 90,882 - - -
Liabilities for crude oil and

petroleum products 29,966 29,966 29,966 - - -
Trade and other payables* 12,065 12,065 12,065 - - -
Derivative liabilities 778 778 778 - - -
Long-term debts (including

current maturities) 79,852 91,103 24,673 15,711 42,050 8,669
Cash bonds 387 393 - 372 4 17
Cylinder deposits 499 499 - - - 499
Other noncurrent liabilities** 73 73 - 14 34 25

*excluding specific taxes and other taxes payable, retirement benefits liability, deferred income and others
**excluding cash bonds and cylinder deposits

Commodity Price Risk

Commodity price risk is the risk that future cash flows from a financial instrument will
fluctuate because of changes in market prices. The Group enters into various
commodity derivatives to manage its price risks on strategic commodities.
Commodity hedging allows stability in prices, thus offsetting the risk of volatile
market fluctuations. Through hedging, prices of commodities are fixed at levels
acceptable to the Group, thus protecting raw material cost and preserving margins.
For consumer (buy) hedging transactions, if prices go down, hedge positions may
show marked-to-market losses; however, any loss in the marked-to-market position
is offset by the resulting lower physical raw material cost. While for producer (sell)
hedges, if prices go down, hedge positions may show marked-to-market gains;
however, any gain in the marked-to-market position is offset by the resulting lower
selling price.

To minimize the Group’s risk of potential losses due to volatility of international crude
and product prices, the Group implemented commodity hedging for crude and
petroleum products. The hedges are intended to protect crude inventories from risks
of downward price and squeezed margins. Hedging policy (including the use of
commodity price swaps, time-spreads, put options, collars and 3-way options)
developed by the CRMD is in place. Decisions are guided by the conditions set and
approved by the Group’s management.

Other Market Price Risk

The Group’s market price risk arises from its investments carried at fair value
(FVPL and AFS financial assets). The Group manages its risk arising from changes
in market price by monitoring the changes in the market price of the investments.

Capital Management

The Group’s capital management policies and programs aim to provide an optimal
capital structure that would ensure the Group’s ability to continue as a going concern
while at the same time provide adequate returns to the shareholders. As such, it
considers the best trade-off between risks associated with debt financing and
relatively higher cost of equity funds.
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An enterprise resource planning system is used to monitor and forecast the Group’s
overall financial position. The Group regularly updates its near-term and long-term
financial projections to consider the latest available market data in order to preserve
the desired capital structure. The Group may adjust the amount of dividends paid to
shareholders, issue new shares as well as increase or decrease assets and/or
liabilities, depending on the prevailing internal and external business conditions.

The Group monitors capital via carrying amount of equity as shown in the
consolidated statements of financial position. The Group’s capital for the covered

reporting period is summarized below:

2017 2016
Total assets P338,030 P318,893
Total liabilities 238,411 230,073
Total equity 99,619 88,820
Debt to equity ratio 2.4:1 2.6:1
Assets to equity ratio 3.4:1 3.6:1

There were no changes in the Group’s approach to capital management during the

year.

The Group is not subject to externally-imposed capital requirements.

35. Financial Assets and Financial Liabilities

The table below presents a comparison by category of carrying amounts and fair

values of the Group’s financial instruments as of December 31.:

2017 2016

Carrying Fair  Carrying Fair
Note Amount Value Amount Value

Financial assets (FA):
Cash and cash equivalents 5 P17,014 P17,014 P17,332 P17,332
Trade and other receivables 8 38,159 38,159 31,548 31,548
Long-term receivables - net 14 228 228 205 205
Noncurrent deposits 14 90 90 81 81
Loans and receivables 55,491 55,491 49,166 49,166
AFS financial assets 7 531 531 479 479
Financial assets at FVPL 6 171 171 157 157
Derivative assets 6 165 165 64 64
FA at FVPL 336 336 221 221
Total financial assets P56,358 P56,358 P49,866 P49,866
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2017 2016

Carrying Fair  Carrying Fair
Note Amount Value Amount Value
Financial liabilities (FL):
Short-term loans 15 P69,583 P69,583 P90,366 P90,366
Liabilities for crude oil and
petroleum products 16 36,920 36,920 29,966 29,966
Trade and other payables* 17 7,917 7,917 12,065 12,065
Long-term debt including
current portion 18 101,705 101,705 79,852 79,852
Cash bonds 20 400 400 387 387
Cylinder deposits 20 577 577 499 499
Other noncurrent liabilities** 20 57 57 73 73
FL at amortized cost 217,159 217,159 213,208 213,208
Derivative liabilities 1,791 1,791 778 778
Total financial liabilities P218,950 P218,950 P213,986 P213,986

*excluding specific taxes and other taxes payable, retirement benefits liability, deferred income and others
**excluding cash bonds and cylinder deposits

The following methods and assumptions are used to estimate the fair value of each
class of financial instruments:

Cash and Cash Equivalents, Trade and Other Receivables, Long-term Receivables
and Noncurrent Deposits. The carrying amount of cash and cash equivalents and
trade and other receivables approximates fair value primarily due to the relatively
short-term maturities of these financial instruments. In the case of
long-term receivables and noncurrent deposits, the fair value is based on the present
value of expected future cash flows using the applicable discount rates based on
current market rates of identical or similar quoted instruments.

Derivatives. The fair values of freestanding and bifurcated forward currency
transactions are calculated by reference to current forward exchange rates for
contracts with similar maturity profiles. Marked-to-market valuation of commodity
hedges are based on forecasted crude and product prices by third parties.

Financial Assets at FVPL and AFS Financial Assets. The fair values of publicly
traded instruments and similar investments are based on published market prices.
For debt instruments with no quoted market prices, a reasonable estimate of their fair
values is calculated based on the expected cash flows from the instruments
discounted using the applicable discount rates of comparable instruments quoted in
active markets. Unquoted equity securities are carried at cost less impairment.

Long-term Debt - Floating Rate. The carrying amounts of floating rate loans with
guarterly interest rate repricing approximate their fair values.

Cash Bonds, Cylinder Deposits and Other Noncurrent Liabilities. Fair value is
estimated as the present value of all future cash flows discounted using the
applicable market rates for similar types of instruments as of reporting date.
Effective rates used in 2017 and 2016 are 5.82% and 4.99%, respectively.

Short-term Loans, Liabilities for Crude Oil and Petroleum Products and Trade and
Other Payables. The carrying amount of short-term loans, liabilities for crude oil and
petroleum products and trade and other payables approximates fair value primarily
due to the relatively short-term maturities of these financial instruments.
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Derivative Financial Instruments

The Group’s derivative financial instruments according to the type of financial risk
being managed and the details of freestanding and embedded derivative financial
instruments are discussed below.

The Group enters into various currency and commodity derivative contracts to
manage its exposure on foreign currency and commodity price risk. The portfolio is a
mixture of instruments including forwards, swaps and options. These include
freestanding and embedded derivatives found in host contracts, which are not
designated as accounting hedges. Changes in fair value of these instruments are
recognized directly in profit or loss.

Freestanding Derivatives
Freestanding derivatives consist of commodity and currency entered into by the
Group.

Currency Forwards. As of December 31, 2017 and 2016, the Group has outstanding
foreign currency forward contracts with aggregate notional amount of US$1,283
million and US$875 million, respectively, and with various maturities in 2018 and
2017. As of December 31, 2017 and 2016, the net negative fair value of these
currency forwards amounted to P445 and P38, respectively.

Commodity Swaps. The Group has outstanding swap agreements covering its oil
requirements, with various maturities in 2018 and 2017. Under the agreements,
payment is made either by the Group or its counterparty for the difference between
the hedged fixed price and the relevant monthly average index price.

Total outstanding equivalent notional quantity covered by the commodity swaps were
42.6 million barrels and 26.3 million barrels for 2017 and 2016, respectively. The
estimated net payouts for these transactions amounted to P1,181 and P676 as of
December 31, 2017 and 2016, respectively.

Commodity Options. As of December 31, 2017 and 2016, the Group has no
outstanding 3-way options designated as hedge of forecasted purchases of crude oil.

The call and put options can be exercised at various calculation dates with specified
guantities on each calculation date.

Embedded Derivatives

Embedded foreign currency derivatives exist in certain US dollar-denominated sales
and purchases contracts for various fuel products of the Parent Company. Under the
sales and purchase contracts, the peso equivalent is determined using the average
Philippine Dealing System rate on the month preceding the month of delivery.

As of December 31, 2017 and 2016, the total outstanding notional amount of
currency forwards embedded in non-financial contracts is minimal. These
non-financial contracts consist mainly of foreign currency-denominated service
contracts, purchase orders and sales agreements. The embedded forwards are not
clearly and closely related to their respective host contracts. As of
December 31, 2017 and 2016, the net positive fair value of these embedded
currency forwards is minimal.

For the years ended December 31, 2017, 2016 and 2015, the Group recognized

marked-to-market gains (losses) from freestanding and embedded derivatives
amounting to (P1,692), P824 and P936, respectively (Note 26).
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Fair Value Changes on Derivatives

The net movements in the fair value of all derivative transactions in 2017 and 2016

are as follows:

Note 2017 2016
Fair value at beginning of year (P714) (P241)
Net changes in fair value during the year 26 (1,692) 824
Fair value of settled instruments 780 (1,297)
Fair value at end of year (P1,626) (P714)

Fair Value Hierarchy

Financial assets and liabilities measured at fair value in the consolidated statements
of financial position are categorized in accordance with the fair value hierarchy. This
hierarchy groups financial assets and liabilities into three levels based on the
significance of inputs used in measuring the fair value of the financial assets and
liabilities.

The table below analyzes financial instruments carried at fair value, by valuation
method as of December 31, 2017 and 2016. The different levels have been defined
as follows:

= Level 1: quoted prices (unadjusted) in active markets for identical assets or
liabilities;

= Level 2: inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly or indirectly; and

= Level 3: inputs for the asset or liability are not based on observable market
data.

2017 Level 1 Level 2 Total

Financial Assets:

FVPL P - P171 P171

Derivative assets - 165 165

AFS financial assets 201 330 531
Financial Liabilities:

Derivative liabilities - (1,791) (1,791)
2016 Level 1 Level 2 Total
Financial Assets:

FVPL P - P157 P157

Derivative assets - 64 64

AFS financial assets 141 338 479
Financial Liabilities:

Derivative liabilities - (778) (778)

The Group has no financial instruments valued based on Level 3 as of

December 31, 2017 and 2016. During the year, there were no transfers between
and into and out of Level 1 and Level 2 fair value measurements.
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36. Registration with the Board of Investments (BOI)

Benzene, Toluene and Propylene Recovery Units

On October 20, 2005, the Parent Company registered with the BOI under the
Omnibus Investments Code of 1987 (Executive Order 226) as: (1) a pioneer, new
export producer status of Benzene and Toluene; and (2) a pioneer, new domestic
producer status of Propylene. Under the terms of its registration, the Parent
Company is subject to certain requirements principally that of exporting at least 50%
of the combined production of Benzene and Toluene.

As a registered enterprise, the Parent Company is entitled to certain benefits on its
production of petroleum products used as petrochemical feedstock, mainly, among
others, Income Tax Holiday (ITH): (1) for six years from May 2008 or actual start of
commercial operations, whichever is earlier, but in no case earlier than the date of
registration for Benzene and Toluene; and (2) for six years from December 2007 or
actual start of commercial operations, whichever is earlier, but in no case earlier than
the date of registration for Propylene.

The BOI extended the Parent Company’s ITH incentive for its propylene sales from
December 2013 to November 2014 and for its benzene and toluene sales from
May 2014 to April 2015.

RMP-2 Project
On June 3, 2011, the BOI approved the Parent Company’s application under

RA 8479 as an Existing Industry Participant with New Investment in
Modernization/Conversion of Bataan Refinery's RMP-2. The BOI is extending the
following major incentives:

a. ITH for five years without extension or bonus year from July 2015 or actual start
of commercial operations, whichever is earlier, but in no case earlier than the
date of registration based on the formula of the ITH rate of exemption.

b. Minimum duty of three percent and VAT on imported capital equipment and
accompanying spare parts.

c. Importation of consigned equipment for a period of five years from date of
registration subject to posting of the appropriate re-export bond; provided that
such consigned equipment shall be for the exclusive use of the registered
activity.

d. Tax credit on domestic capital equipment shall be granted on locally fabricated
capital equipment which is equivalent to the difference between the tariff rate and
the three percent duty imposed on the imported counterpart.

e. Exemption from real property tax on production equipment or machinery.

f. Exemption from contractor’s tax.

The RMP-2 Project commenced its commercial operation on January 1, 2016 and
the Parent Company availed of the ITH in 2016 and 2017.

On August 11, 2017, the BOI approved the Parent Company’s application for the ITH
incentive. The approval also covers the claim for income tax exemption in the Parent
Company’s 2016 Income Tax Return, subject to adjustment, if any, after the
completion of the audit by the BIR.
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Yearly certificates of entitlement have been timely obtained by the Parent Company
to support its ITH credits in 2017 and 2016.

37. Segment Information

Management identifies segments based on business and geographic locations.
These operating segments are monitored and strategic decisions are made on the
basis of adjusted segment operating results. The CEO (the chief operating decision
maker) reviews management reports on a regular basis.

The Group’s major sources of revenues are as follows:

a. Sales of petroleum and other related products which include gasoline, diesel and
kerosene offered to motorists and public transport operators through its service
station network around the country.

b. Insurance premiums from the business and operation of all kinds of insurance
and reinsurance, on sea as well as on land, of properties, goods and
merchandise, of transportation or conveyance, against fire, earthquake, marine
perils, accidents and all others forms and lines of insurance authorized by law,
except life insurance.

c. Lease of acquired real estate properties for petroleum, refining, storage and
distribution facilities, gasoline service stations and other related structures.

d. Sales on wholesale or retail and operation of service stations, retail outlets,
restaurants, convenience stores and the like.

e. Export sales of various petroleum and non-fuel products to other Asian countries
such as China, Vietnam, Taiwan, Cambodia, Malaysia, Thailand, Indonesia,
South Korea and Singapore.

f. Sale of polypropylene resins to domestic plastic converters of yarn, film and
injection molding grade plastic products.

Segment Assets and Liabilities

Segment assets include all operating assets used by a segment and consist
principally of operating cash, receivables, inventories and property, plant and
equipment, net of allowances and impairment. Segment liabilities include all
operating liabilities and consist principally of accounts payable, wages, taxes
currently payable and accrued liabilities. Segment assets and liabilities do not
include deferred taxes.

Inter-segment Transactions

Segment revenues, expenses and performance include sales and purchases
between operating segments. Transfer prices between operating segments are set
on an arm’s length basis in a manner similar to transactions with third parties. Such
transfers are eliminated in consolidation.

Major Customer
The Group does not have a single external customer from which sales revenue
generated amounted to 10% or more of the total revenue of the Group.
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The following tables present revenue and income information and certain asset and
liability information regarding the business segments as of and for the years ended
December 31, 2017, 2016 and 2015.

Elimination/
Petroleum Insurance Leasing Marketing Others Total
2017
Revenue:

External sales P433,879 P - P - P745 P - P434,624
Inter-segment sales 199,117 83 584 - (199,784) -
Operating income 26,895 59 295 16 373 27,638
Net income 16,263 118 141 44 (2,479) 14,087

Assets and liabilities:
Segment assets* 382,313 1,319 5,871 636 (52,316) 337,823
Segment liabilities* 248,118 291 4,439 108 (21,942) 231,014
Other segment information:
Property, plant and
equipment 172,212 - - 134 5,344 177,690
Depreciation and
amortization 10,952 - 9 18 - 10,979
Interest expense 8,487 - 164 - (164) 8,487
Interest income 666 26 2 5 (164) 535
Income tax expense 4,648 16 27 3 61 4,755
*excluding deferred tax assets and liabilities
Elimination/
Petroleum  Insurance Leasing Marketing Others Total
2016
Revenue:

External sales P341,979 P - P76 P1,823 (P38) P343,840
Inter-segment sales 161,982 132 517 32 (162,663) -
Operating income 23,208 104 271 48 166 23,797
Net income 10,495 125 96 63 43 10,822

Assets and liabilities:
Segment assets* 363,812 1,106 5,604 720 (52,543) 318,699
Segment liabilities* 242,140 192 4,325 147 (22,457) 224,347
Other segment information:
Property, plant and
equipment 171,330 - - 151 5,123 176,604
Depreciation and
amortization 9,289 - 2 41 173 9,505
Interest expense 7,557 - 173 - (473) 7,557
Interest income 651 22 2 5 (173) 507
Income tax expense 1,832 15 23 11 1,675 3,556
*excluding deferred tax assets and liabilities
Elimination/
Petroleum  Insurance Leasing Marketing Others Total
2015
Revenue:

External sales P357,908 P - P33 P2,270 (P33) P360,178
Inter-segment sales 158,171 107 509 55 (158,842) -
Operating income 17,048 78 256 83 669 18,134
Net income 9,349 103 97 87 (3,366) 6,270

Assets and liabilities:
Segment assets* 333,187 1,097 5,181 904 (46,313) 294,056
Segment liabilities* 216,062 178 4,004 313 (14,028) 206,529
Other segment information:
Property, plant and
equipment 156,319 - - 208 5,070 161,597
Depreciation and
amortization 6,164 - 2 39 67 6,272
Interest expense 5,533 - 183 - (183) 5,533
Interest income 846 15 1 7 (183) 686
Income tax expense 3,479 11 35 21 109 3,655

*excluding deferred tax assets and liabilities
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Inter-segment sales transactions amounted to P199,784, P162,663 and P158,842 for
the years ended December 31, 2017, 2016 and 2015, respectively.

The following table presents additional information on the petroleum business
segment of the Group as of and for the years ended December 31, 2017, 2017 and

2016:
Reseller Lube Gasul Industrial Others Total
2017
Revenue P212,840 P5,307 P22,850 P101,333 P91,549 P433,879
Property, plant and
equipment 20,648 86 435 153 150,890 172,212
Capital expenditures 2,473 1 100 49 4,821 7,444
2016
Revenue 161,415 4,445 17,922 83,650 74,547 341,979
Property, plant and
equipment 18,557 110 384 210 152,069 171,330
Capital expenditures 3,214 1 89 110 21,920 25,334
2015
Revenue 169,179 4,052 18,119 81,587 84,971 357,908
Property, plant and
equipment 18,682 138 360 200 136,939 156,319
Capital expenditures 1,909 1 61 99 114,515 116,585

Geographical Segments
The following table presents segment assets of the Group as of December 31, 2017

and 2016.
2017 2016
Local P271,883 P261,761
International 65,940 56,938

P337,823 P318,699

The following table presents revenue information regarding the geographical
segments of the Group for the years ended December 31, 2017, 2016 and 2015.

Elimination/
Petroleum Insurance Leasing Marketing Others Total
2017
Local P271,117 P29 P584 P745 (P1,156) P271,319
Export/international 361,879 54 - - (198,628) 163,305
2016
Local 204,585 64 593 1,855 (1,686) 205,411
Export/international 299,375 68 - - (161,014) 138,429
2015
Local 212,724 57 542 2,325 (2,014) 213,634
Export/international 303,355 50 - - (156,861) 146,544

38. Events After the Reporting Date

a. On January 8, 2018, the Parent Company announced a tender offer to holders of
its US$750 million USCS with expiration deadline on January 16, 2018. Tenders
amounted to US$402 million and were settled by the Parent Company on
January 22, 2018. The USCS redeemed pursuant to the Tender Offer were
cancelled. Distributions and premiums paid related to the redemption amounted
to US$13.901 million (P1,010) and US$12.059 million (P876), respectively.

-91 -



On February 5, 2018, the Parent Company paid distributions amounting to
US$13.051 million (P963) to the holders of the remaining US$348 million USCS.

b. On January 19, 2018, the Parent Company issued US$500 million Senior
Perpetual Capital Securities (the “SPCS”) with an issue price of 100% to partially
refinance the Parent Company’'s existing US$750 million USCS, for the
repayment of indebtedness and for general corporate purposes, including capital
expenditures. The SPCS were listed with the Singapore Exchange Securities
Trading Ltd. on January 22, 2018.

c. On March 13, 2018, the BOD of the Parent Company approved the declaration of
cash dividends for common and series 2 preferred shareholders with the
following details:

Type Per Share Record Date Payment Date
Common P0.15000 March 27, 2018 April 18, 2018
Series 2A 15.75000 April 12, 2018 May 3, 2018
Series 2B 17.14575 April 12, 2018 May 3, 2018
Series 2A 15.75000 July 16, 2018 August 3, 2018
Series 2B 17.14575 July 16, 2018 August 3, 2018

39. Other Matters
a. Lease Agreements with PNOC

On October 20, 2017, the Parent Company filed with the Regional Trial Court
(RTC) of Mandaluyong City a complaint against the PNOC for Resolution and
Reconveyance, and Damages, with Verified Ex-Parte Application for 72-hour
Temporary Restraining Order and Verified Applications for 20-day Temporary
Restraining Order and Writ of Preliminary Injunction. In its complaint, the Parent
Company seeks the reconveyance of the various landholdings it conveyed to
PNOC in 1993 as a result of the government-mandated privatization of the
Parent Company. These landholdings consist of the refinery lots in Limay,
Bataan, 23 bulk plant sites and 66 service station lots located in different parts of
the country. The Deeds of Conveyance covering the landholdings provide that
the transfer of these lots to PNOC was without prejudice to the continued long-
term use by the Parent Company of the conveyed lots for its business operation.
Thus, PNOC and the Parent Company executed three lease agreements
covering the refinery lots, the bulk plants, and the service station sites, all with an
initial lease term of 25 years to expire in August 2018, with a provision for
automatic renewal for another 25 years. In 2009, the Parent Company, through
its realty subsidiary, NVRC, had an early renewal of the lease agreement for the
refinery lots with an initial lease term of 30 years, renewable for another 25
years.

The complaint stemmed from PNOC's refusal to honor both the automatic
renewal clause in the lease agreements for the bulk plants and the service
station sites and the renewed lease agreement for the refinery lots on the alleged
ground that all such lease agreements were grossly disadvantageous to PNOC,
a government-owned-and-controlled corporation.

The Parent Company alleged that by unilaterally setting aside the renewal
clauses of the lease agreements and by categorically declaring its refusal to
honor them, PNOC committed a fundamental breach of such lease agreements
with the Parent Company.
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On December 11, 2017, the trial court granted the Parent Company’s prayer for
a writ of preliminary injunction, enjoining PNOC from committing any act aimed at
ousting the Parent Company from possession of the subject properties until the
case is decided. On December 29, 2017, the trial court mandated the conduct of
mediation proceedings on February 5, 2018 before the Philippine Mediation
Center. The case was still pending as of December 31, 2017.

The court-mandated mediation conference held at the Philippine Mediation
Center in Mandaluyong City on February 5, 2018 was terminated without any
agreement between the parties. In an Order dated February 28, 2018, upon
motion of the Parent Company, the trial court directed that the case be returned
to the Office of the Clerk of Court for re-raffle for the judicial dispute resolution
proceeding. As of March 13, 2018, the Parent Company is awaiting the notice on
the date for the re-raffle.

Tax Credit Certificates Related Cases

In 1998, the BIR issued a deficiency excise tax assessment against the Parent
Company relating to its use of P659,000 worth of Tax Credit Certificate (TCCs) to
pay certain excise tax obligations from 1993 to 1997. The TCCs were transferred
to the Parent Company by suppliers as payment for fuel purchases. The Parent
Company contested the BIR’s assessment before the Court of Tax Appeals
(CTA). In July 1999, the CTA ruled that as a fuel supplier of BOI-registered
companies, the Parent Company was a qualified transferee of the TCCs and that
the collection of the BIR of the alleged deficiency excise taxes was contrary to
law. On March 21, 2012, the Court of Appeals (CA) promulgated a decision in
favor of the Parent Company and against the BIR affirming the ruling of the CTA
striking down the assessment issued by the BIR to the Parent Company. On
April 19, 2012, a motion for reconsideration was filed by the BIR, which was
denied by the CA in its resolution dated October 10, 2012. The BIR elevated the
case to the Supreme Court through a petition for review on certiorari dated
December 5, 2012. On June 17, 2013, the Parent Company filed its comment on
the petition for review filed by the BIR. The petition was still pending as of
December 31, 2017.

Pandacan Terminal Operations

In November 2001, the City of Manila enacted Ordinance No. 8027 reclassifying
the areas occupied by the oil terminals of the Parent Company, Pilipinas Shell
Petroleum Corporation (Shell) and Chevron Philippines Inc. (Chevron) from
industrial to commercial. This reclassification made the operation of the oll
terminals in Pandacan, Manila illegal. In December 2002, the Social Justice
Society (SJS) filed a petition with the Supreme Court against the Mayor of Manila
asking that the latter be ordered to enforce Ordinance 8027. In April 2003, the
Parent Company filed a petition with the RTC to annul Ordinance No. 8027 and
enjoin its implementation. On the basis of a status quo order issued by the RTC,
Mayor of Manila ceased implementation of Ordinance No. 8027.

The City of Manila subsequently issued the Comprehensive Land Use Plan and
Zoning Ordinance, which applied to the entire City of Manila. Ordinance No.
8119 allowed the Parent Company (and other non-conforming establishments) a
seven-year grace period to vacate. As a result of the passage of Ordinance
No. 8119, which was thought to effectively repeal Ordinance No. 8027, in April
2007, the RTC dismissed the petition filed by the Parent Company questioning
Ordinance No. 8027.
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However, on March 7, 2007, in the case filed by SJS, the Supreme Court
rendered a decision (the “March 7 Decision”) directing the Mayor of Manila to
immediately enforce Ordinance No. 8027. On March 12, 2007, the Parent
Company, together with Shell and Chevron, filed motions with the Supreme
Court seeking intervention and reconsideration of the March 7 Decision. In the
same year, the Parent Company also filed a petition before the RTC of Manila
praying for the nullification of Ordinance No. 8119 on the grounds that the
reclassification of the oil terminals was arbitrary, oppressive and confiscatory,
and thus unconstitutional, and that the said Ordinance contravened the
provisions of the Presidential Decree No. 1067, Water Code of the Philippines.
On February 13, 2008, the Parent Company, Shell and Chevron were allowed by
the Supreme Court to intervene in the case filed by SJS but their motions for
reconsideration were denied. The Supreme Court declared Ordinance No. 8027
valid and dissolved all existing injunctions against the implementation of the
Ordinance No. 8027.

In May 2009, Manila City Mayor Alfredo Lim approved Ordinance No. 8187,
which amended Ordinance No. 8027 and Ordinance No. 8119 and permitted the
continued operations of the oil terminals in Pandacan.

On August 24, 2012 (the “August 24 Decision”), the RTC of Manila ruled that
Section 23 of Ordinance No. 8119 relating to the reclassification of subject oil
terminals had already been repealed by Ordinance No. 8187; hence any issue
pertaining thereto had become moot and academic. The RTC of Manila also
declared Section 55 of Ordinance No. 8119 null and void for being in conflict with
the Water Code. Nonetheless, the RTC upheld the validity of all other provisions
of Ordinance No. 8119. The Parent Company filed with the RTC a Notice of
Appeal to the Court of Appeals on January 23, 2013. In a decision dated
September 19, 2017, the CA denied the appeal of the Parent Company, finding
that Manila’s Comprehensive Land Use Plan was valid, except for Section 55 of
Ordinance No. 8119. Section 55, which imposed an easement of 10 meters from
the riverbank to serve as a linear park, was struck down as invalid because it
violated the Water Code which required only a three-meter easement. The
Parent Company no longer filed a motion for reconsideration or elevated the
matter to the Supreme Court since the issue has already become moot following
the cessation by the Parent Company of the operations of its petroleum storage
facilities in Pandacan in August 2015.

With regard to Ordinance No. 8187, petitions were filed before the Supreme
Court, seeking for its nullification and the enjoinment of its implementation. The
Parent Company filed a manifestation on November 30, 2010 informing the
Supreme Court that, without prejudice to its position in the cases, it had decided
to cease operation of its petroleum product storage facilities in Pandacan within
five (5) years or not later than January 2016 due to the many unfounded
environmental issues being raised that tarnish the image of the Parent Company
and the various amendments being made to the zoning ordinances of the City of
Manila when the composition of the local government changes that prevented
the Parent Company from making long-term plans. In a letter dated July 6, 2012
(with copies to the offices of the Vice Mayor and the City Council of Manila), the
Parent Company reiterated its commitment to cease the operation of its
petroleum product storage facilities and transfer them to another location by
January 2016.
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On November 25, 2014, the Supreme Court issued a Decision (the “November
25 Decision”) declaring Ordinance No. 8187 unconstitutional and invalid with
respect to the continued stay of the oil terminals in Pandacan. The Parent
Company, Shell and Chevron were given 45 days from receipt of the November
25 Decision to submit a comprehensive plan and relocation schedule to the RTC
of Manila and implement full relocation of their fuel storage facilities within six (6)
months from the submission of the required documents. On March 10, 2015,
acting on a Motion for Reconsideration filed by Shell, a Motion for Clarification
filed by Chevron, and a Manifestation filed by the Parent Company, the Supreme
Court denied Shell's motion with finality and clarified that relocation and transfer
necessarily included removal of the facilities in the Pandacan terminals and
should be part of the required comprehensive plan and relocation schedule. On
May 14, 2015, the Parent Company filed its submission in compliance with the
November 25 Decision.

Oil Spill Incident in Guimaras

On August 11, 2006, MT Solar I, a third party vessel contracted by the Parent
Company to transport approximately two million liters of industrial fuel oil, sank
13 nautical miles southwest of Guimaras, an island province in the Western
Visayas region of the Philippines. In separate investigations by the Philippine
Department of Justice (DOJ) and the Special Board of Marine Inquiry (SBMI),
both agencies found the owners of MT Solar | liable. The DOJ found the Parent
Company not criminally liable, but the SBMI found the Parent Company to have
overloaded the vessel. The Parent Company has appealed the findings of the
SBMI to the Philippine Department of Transportation and Communication
(DOTC) and is awaiting its resolution. The Parent Company believes that SBMI
can impose administrative penalties on vessel owners and crew, but has no
authority to penalize other parties, such as the Parent Company, which are
charterers.

Other complaints for non-payment of compensation for the clean-up operations
during the oil spill were filed by a total of 1,063 plaintiffs who allegedly did not
receive any payment of their claims for damages arising from the oil spill. The
total claims amount to P292. The cases were pending as of December 31, 2017.

Other Proceedings

The Group is also a party to certain other proceedings arising out of the ordinary
course of its business, including legal proceedings with respect to tax, regulatory
and other matters. While the results of litigation cannot be predicted with
certainty, management believes that the final outcome of these other
proceedings will not have a material adverse effect on the Group’s business
financial condition or results of operations.

The Group has unused letters of credit totaling approximately P19,515 and
P21,638 as of December 31, 2017 and 2016, respectively.
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STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR CONSOLIDATED FINANCIAL STATEMENTS

The management of Petron Corporation (the “Company”) and Subsidiaries, is responsible
for the preparation and fair presentation of the consolidated financial statements including the
schedules attached therein, for the years ended December 31, 2017 and 2016, 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 the consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Company's ability to continue as a going concern, disclosing, as applicable matters related to
going concern and using the going concern basis of accounting unless management either
intends to liquidate the Company or to cease operations, or has no realistic alternative but to do
SO.

The Board of Directors is responsible for overseeing the Company’s financial reporting process.

The Board of Directors reviews and approves the consolidated financial statements including the
schedules attached therein, and submits the same to the stockholders.

R.G. Manabat & Co., the independent auditors appointed by the stockholders, has audited the
consolidated financial statements of the Company in accordance with Philippine Standards on
Auditing, and in its report to the stockholders, has expressed its opinion on the fairness of
presentation upon completion of such audit.

EDUARDO M. C&JUANGCO, JR.
Chairman

RAM S. ANG
President and Chief Executive Officer

f ety
EMARNUEL E/ERANA

Seflior Vice President and Chief Finance Officer

Signed this 13th day of March 2018
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SUBSCRIBED AND SWORN, TO. before me,

Mandaluyong, Metro Manila, this

PETRON

a Notary Public for and in the City of
, affiants being personally known to me

and signed this instrument in my presence and avowed under penalty of law to the whole truth of

contents thereof.

27 Feb 2015/ DFA Manila
27 Feb 2015/ DFA Manila

Name Competent Evidence of Identity Date/Place of Issue
Eduardo M. Cojuangco, Jr. Passport No. EC3542719
Ramon S. Ang Passport No. EC3542718
Emmanuel E. Erafia Passport No. EC2176330
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Series of 2018

TP QUEZON

23 Sep 2014/ DFA NCR Central

Notary Public fer Mandaluyonyg Ciry
40 San Miguel Avenue, 1550 Mundnl'uyong City
Appointinent No, 0382-18
Until December 31, 2019
Attorney's Roll No, 56728
PTR MNo.3388759/01-03- 18/Mandaluyong
Lifetime IRP No. 08324
MCLE Compliance No.V-0020700/4-20-2016
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R.G. Manabat & Co.

The KPMG Center, 9/F

6787 Ayala Avenue, Makati City
Philippines 1226

Telephone +63 (2) 885 7000

Fax +63 (2) 894 1985
Internet www.kpmg.com.ph
Email ph-inquiry@kpmg.com.ph

REPORT OF INDEPENDENT AUDITORS
ON SUPPLEMENTARY INFORMATION

The Board of Directors and Stockholders
Petron Corporation

SMC Head Office Complex

40 San Miguel Avenue

Mandaluyong City

We have audited, in accordance with Philippine Standards on Auditing, the consolidated financial
statements of Petron Corporation (the “Company™) and Subsidiaries (the "Group”) as at December 31,
2017 and 20186 and for each of the three years in the period ended December 31, 2017, and have
issued our report thereon dated March 13, 2018.

Our audits were made for the purpose of forming an opinion on the consolidated financial statements
of the Group taken as a whole. The supplementary information included in the following accompanying
additional components is the responsibility of the Company's management.

= Supplementary Schedules of Annex 68-E
»  Map of the Conglomerate
= Schedule of Philippine Financial Reporting Standards and Interpretations

This supplementary information is presented for purposes of complying with the Securities Regulation
Code Rule 68, As Amended, and is not a required part of the consolidated financial statements. Such
supplementary information has been subjected to the auditing procedures applied in the audits of the
consolidated financial statements and, in our opinion, is fairly stated, in all material respects, in relation
to the consolidated financial statements taken as a whole.

R.G. MANABAT & CO.

-

_Ogu

DARWIN P, VIROCEL
Partner
CPA License No. 0094495
SEC Accreditation No. 1386-AR, Group A, vaiid untit June 14, 2020
Tax ldentification No. 912-535-864
BIR Accreditation No, 08-001987-31-2016
issued October 18, 2018; valid until October 17, 2019
PTR No. 8815157MD
Issued January 3, 2018 at Makati City

March 13, 2018
Makati City, Metro Manila

PRC-BOA Registration No. 0003, vafid until March 15, 2020
SEC Accredilation No. B004-FR-5, Group A, vaild until November 15, 2028
IC Accredilation No. F-2017/010-R, valid until August 28, 2020
R.G. Manabat & Co., 2 Phifippine partnership and a member firm af the KPMG network of independent BSP . Selected Extemal Audilors, Category A, valid for 3-year audit pariod
member firms affiliated with KPMG Intermalional Cooperative {"KPMG Intemational®), a Swiss entity, (2017 10 2018}



SCHEDULE € - AMOUNTS REGEIVABLE FROM RELATED PARTIES WHICH ARE ELIMINATED
DURING THE CONSOLIDATION OF FINANCIAL STATEMENTS

PETRON CORPORATION AND SUBSIDIARIES

DECEMBER 31, 2017
{Amounts in Millions)

ADDITIONS/ AMOUNTS
BEGINNING CTA/RECLASS/ COLLECTED/ AMOUNTS ENDING

NAME OF RELATED PARTY BALANCE OTHERS CREDIT MEMOQ WRITTEN QFF TOTAL CURRENT NONCURRENT BALANCE
Petron Corporaticn 6,558 25,735 {26,886) P - P 5,407 1,171 4,236 P 5,407
Overseas Ventures Insurance Corporation Ltd. 9 37 (38) - 8 8 - 8
Petrogen Insurance Corporation 17 799 (766) - 50 50 - 50
Petron Freeport Corporation - - - - - - - -
Petron Singapore Trading Pte., Lid. 15,545 174,133 (173,586) - 16,092 16,092 - 16,092
Petron Marketing Corporation 18 1 2) - 17 17 - 17
New Ventures Realty Corporation and Subsidiaries 164 518 (508) - 174 12 162 174
Limay Energen Corporation - - - - - - - -
Petron Global Limited - B - - - - - -
Petron Finance (Labuan) Limited - - - - ~ - - -
Petron Oil And Gas Mauritius Ltd. and Subsidiaries 1 - (1) - - - - -
Petrochemical Asia {Hk) Limited and Subsidiaries 82 53 {63) - 72 72 - 72
TOTAL 22,394 201,276 {201,850) P - P 21,820 17,422 4398 P 21,820




PETRON CORPORATION AND SUBSIDIARIES
SCHEDULE C - AMOUNTS PAYABLE TO RELATED PARTIES WHICH ARE ELIMINATED
DURING THE CONSOLIDATION OF FINANCIAL STATEMENTS
DECEMBER 31, 2017
{Amounts in Millions)

ADDITIONS/
BEGINNING CTA/RECLASS/ AMOUNTS PAIDY AMOUNTS ENDING

NAME OF RELATED PARTY BALANCE OTHERS DEBIT MEMOQ WRITTEN OFF TOTAL CURRENT NONCURRENT BALANCE
Petron Corporation P 14,848 P 175,365 P (473,998) P - P 18315 P 16,153 P 1862 P 16,315
Overseas Ventures [nsurance Corporation Lid, g 8 - - 17 37 - 17
Pelrogen Insurance Corporation 39 ar7 (4564) - 52 50 2 52
Petron Freeport Corporation 45 545 (533) - 57 56 1 57
Petron Singapore Trading Pte., Lig. 2,358 24418 (25,702) - 1,072 1,070 2 1,072
Fetron Marketing Corporation 1 3 (2) - - - - -
New Ventures Realty Corperation and Subsidiaries 4,152 183 (101) - 4,274 72 4,202 4,274
Limay Energen Corporation - - - - - - - -
Petron Globa! Limited - - - - - - - -
Petron Finance {Labuan) Limited - - - - - - - -
Petron O And Gas Mauritius Ltd. and Subsidiaries 804 272 (1,050) - 33 4 2g 33

Petrochemical Asia (Hk) Limited and Subsidiaries - - - - - -
TOTAL F 22394 F 201,276 P (201,850) P - P 21,820 P 17422 P 4,398 P 21,820




PETRON CORPORATION AND SUBSIDIARIES
SCHEDULE D - GOODWILL AND OTHER INTANGIBLE ASSETS

DECEMBER 31, 2017
{(Amounts in Millions)

Charged to Charged to Other changes
Beginning Additions cost and other additions Ending
Description balance at cost expenses accounts {deductions) balance
Goodwill:
Cost P 7.778 - P - - 797 8,575
Less: impairment for the year 298 - - - - 288
P 7,480 - P - - 797 8,277
Franchise Fee:
Cost P 17 - P - - - 17
Less: amortization for the vear 17 - - - - 17
P - - P - - - -
Computer Software:
Cost P 521 6 P - - 37 564
Less: amortization for the year 486 - 33 - 37 556
P 35 B P (33) - 0 8
Other Intangible Assets:
Cost P 204 - p - - - 204
Less: amortization for the year 31 - 20 - - 51
P 173 - P {20) - - 153




PETRON CORPORATION AND SUBSIDIARIES
SCHEDULE E - LONG-TERM DEBT

DECEMBER 31, 2017

{Amounts in Milfions)

. Amount Number of
Otgi::::;ng Shown as Current Periodic Final
TITLE OF ISSUE AGENT / LENDER Current and Long-ferm INTEREST RATES Installments aturity
Unsecured term netes and bonds:
Peso denominated:
Fixed Rizal Commercial Banking Corporation 3384 P 873 3,362 6.3212%; Amortized 7 years: 1% per annum for & years; 94% on final maturity: October 2018;
7.1827% Amortized 10 years: 1% per annum for 9 years; 91% on final maturity Qctober 2021

Fixed Union Bank of the Philippines 5,000 895 4,986 5,4583% 2-yr grace pericd; amortized 5 years October 2072
Fixed Philippine Depository and Trust Corp. 13,000 - 12,896 4.0032% Bullet October 2021
Fixed Philippine Depository and Trust Corp. 7,000 - 6,939 4.5219% Bullet Cctober 2023
Fixed BDO Unibank, fnc. 14,464 2,121 14,380 5.5276% Amortized quarerly for 7 years June 2024
Fixed Bank of the Philippine Islands 10,000 - 9,950 5.7584% Amortized quarterly beginning on the fifth quarter Decermnber 2022

52,848 3,789 52,520
Foreign currency - denominated
Floating Standard Chartered Bank {Hongkong) Limited 48,930 - 48,185 LIBOR + margin 2-year grace period; amortized 5 years June 2022

49,930 - 49,185
Total Long-term Debt 102,778 P 3,789 101,705




PETRON CORPORATION AND SUBSIDIARIES

SCHEDULE H - CAPITAL STOCK

DECEMBER 31, 2017

Number of shares Number of shares Directors
Number of issued and outstanding | reserved for options, ] Number of shares and
Shares as shown under related |warrants, conversion held by related executive
Title of Issue Authorized balance sheet caption and other rights parties officers Others
Common stock 9,375,104,497|. 9,375,104,497 |Not applicable 7,130,912,221 ] 1,819,290 2,242 ,372,986
Preferred stock - [Not applicable - - -
Series 2A Preferred 624,895,503 7,122,320 [Not applicable - 39,000 7,083,320
Series 2B Preferred 2,877,680 |Not applicable - - 2,877,680




PETRON GROUP STRUCTURE
(with Shareholdings in San Miguel Corporation)

SAN MIGUEL

%**  CORPORATION
66.03% 18.16%

23.94%

* Structure as of December 31, 2017
indicating voting interests in Petron Corporation (“Petron™)
and Petron’s voting interests in its subsidiaries and affiliates.

*E information on direct interests in San Miguel Corporation { “SAMICT)
based on the Public Ownership Report of SMC us of December 31, 2017
posted on the EDGE Fortal of the Philippine Stock Exchange.




PETRON CORPORATION AND SUBSIDIARIES

Framework for the Preparation and Presentation of Financial v
Statements

Conceptual Framework Phase A: Ohjectives and qualitative

characteristics

PFRSs Practice Statement Management Commentary v

Philippine Financial Reporting Standards

PFRS 1 First-time Adoption of Philippine Financial Reporting
(Revised) Standards

Amendments to PFRS 1 and PAS 27: Cost of an
investment in a Subsidiary, Jointly Controlled Entity or
Associate

Amendments to PFRS 1: Additional Exemptions for First-
time Adopters

Amendment to PFRS 1: Limited Exemption from
Comparative PFRS 7 Disclosures for First-time Adopters

Amendments to PFRS 1: Severe Hyperinfiation and
Removal of Fixed Date for First-time Adopters

Amendments to PFRS 1. Government Loans

Annual Improvermenis to PFRSs 2009 -2011 Cycle: First-
time Adoption of Philippine Financial Reporting Standards
-Repeated Application of PFRS 1

Annrual Improvements to PFRSs 2009 -2011 Cycle:
Borrowing Cost Exemption

Annual Improvements to PFRSs 2011 -2013 Cycle: PFRS
version that a first-time adopter can apply

Annual Improvements to PFRSs 2014 -2016 Cycle:
Deletion of short-term exemptions for first-time adopters

PFRS 2 Share-based Payment

Amendments to PFRS 2: Vesting Conditions and
Cancellations

Amendments to PFRS 2. Group Cash-setiled Share-
based Fayment Transactions

Annuat Improvements to PFRSs 2010 -2012 Cycle:
Meaning of 'vesting condition’

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

PFRS 3 Business Combinations v

Revised

( ) Annual Improvements to PFRSs 2010 -2012 Cycle: v
Classification and measurement of contingent
consideration
Annual Improvements to PFRSs 2011 -2013 Cycle: v
Scope exclusion for the formation of joint arrangements

PFRS 4 insurance Contracts v
Amendments to PAS 39 and PFRS 4: Financial v

Guarantee Contracts

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




PFRS 5 Non-current Assets Held for Sale and Discontinued
Operations
Annual Improvements to PFRSs 2012 -2014 Cycle:
Changes in method for disposal
PFRS 6 Exploration for and Evaluation of Mineral Resources
PFRS 7 Financial Instruments: Disclosures
Amendments to PFRS 7: Transition
Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets
Amendments to PAS 39 and PFRS 7: Redlasstfication of
Financial Assets - Effective Date and Transition
Amendments to PFRS 7. Improving Disclosures about
Financial instruments
Amendments to PFRS 7: Disclosures - Transfers of
Financial Assets
Amendments to PFRS 7. Disclosures -Offsetting
Financial Assets and Financial Liabilities
Amendments to PFRS 7: Mandatory Effective Date of
PFRS 9 and Transition Pisclosures
Annual Improvements to PFRSs 2012 -2014 Cycle:
‘Continuing involvement' for servicing contracts
Annual Improvements to PFRSs 2012 -2014 Cycle:
Offsetting disclosures in condensed interim financial
statements
PFRS 8 Operating Segments
Annual iImprovements to PFRSs 2010 -2012 Cycle:
Disclosures on the aggregation of operating segments
PFRS 9 Financial Instruments (2014}
Amendments to PFRS 9: Prepayment Features with
Negative Compensation
PFRS 10 Consolidated Financial Statements
Amendments to PFRS 10, PFRS 11, and PFRS 12;
Consolidated Financiai Statements, Joint Arrangements
and Disclosure of Interests in Other Entities: Transition
Guidance
Amendments to PFRS 10, PFRS 12, and PAS 27 (2011}
Investment Entities
Amendments to PFRS 10 and PAS 28: Sale ar
Contribution of Assets between an Investor and its
Associate or Joint Venture
Amendments to PFRS 10, PFRS 12 and PAS 28:
fnvestment Entities: Applying the Consolidation Exception
PFRS 11 Joint Arrangements
Amendments to PFRS 10, PFRS 11, and PFRS 12:
Consolidated Financial Statements, Joint Arrangements
and Disclosure of interests in Other Entities: Transition
Guidance
Amendments to PFRS 11: Accounting for Acquisitions of
interests in Joint Operations




PFRS 12

Disclosure of Interests in Other Entities

Amendments to PFRS 10, PFRS 11, and PFRG 12
Consolidated Financial Statements, Joint Arrangements
and Disclosure of Interests in Other Entities: Transition
Guidance

Amendments to PFRS 10, PFRS 12, and PAS 27 (2011):

Investment Entities

Amendments to PFRS 10, PFRS 12 and PAS 28:

Investment Entities: Applying the Consolidation Exception

Annual Improvements to PFRSs 2014 -2016 Cycle:
Clarification of the scope of the standard

PFRS 13

Fair Value Measurement

Annual Improvements to PFRSs 2010 -2012 Cycle:
Measurement of short-term receivables and payables

Annual Improvements to PFRSs 2011 -2013 Cycle:
Scope of portfolio exception

PFRS 14

Reguiatory Deferral Accounts

PFRS 15

Revenue from Contracts with Customers

PFRS 16

Leases

Philippine Accounting Standards

PAS 1
{(Revised)

Presentation of Financiai Statements

Amendment to PAS 1; Capital Disclosures

Amendments to PAS 32 and PAS 1: Puttable Financial
Instruments and Obligations Arising on Liquidation

Amendments to PAS 1: Presentation of items of Other
Comprehensive Income

Annual Improvements to PFRSs 2009 -2011 Cycle:
Presentation of Financial Statements -Comparalive
Information beyond Minimum Requirements

Annuai improvements to PFRSs 2009 -2011 Cycle:
Presentation of the Opening Statement of Financial
Position and Related Notes

Amendments to PAS 1: Disclosure Initiative

PAS 2

inventories

PAS 7

Statement of Cash Flows

Amendments to PAS 7: Disclosure Initiative

SN NE NS

PAS 8

Accounting Policies, Changes in Accounting Estimates
and Errors

PAS10

Events after the Reporting Period

AN

PAS 11

Construction Contracts

PAS 12

income Taxes

Amendment to PAS 12: Deferred Tax: Recovery of
Underlying Assets

Amendments to PAS 12: Recognition of Deferred Tax
Assets for Unrealized Losses




PAS 16

Property, Plant and Equipment

Annuat improvements to PFRSs 2009 -2011 Cycle:
Property, Plant and Equipment -Classification of Servicing
Equipment

Annual Improvements to PFRSs 2010 -2012 Cycle:
Restatement of accumulated depreciation (amortization)
on revaluation (Amendments to PAS 16 and PAS 38)

Amendments to PAS 16 and PAS 38: Clarification of
Acceptable Methods of Depreciation and Amortization

Amendments to PAS 16 and PAS 41: Agriculture: Bearer
Plants

PAS 17

Leases

PAS 18

Revenue

PAS 19
{Amended)

Employee Benefits

Amendments to PAS 19: Defined Benefit Plans:
Employee Contributions

SN NS

Annual Improvements to PFRSs 2012 -2014 Cycle:
Discount rate in a regional market sharing the same
currency -e.g. the Eurozone

PAS 20

Accounting for Government Granis and Disclosure of
Government Assistance

PAS 21

The Effects of Changes in Foreign Exchange Rates

Amendment: Net Investment in a Foreign Operation

PAS 23
{Revised)

Borrowing Costs

PAS 24
(Revised)

Related Party Disclosures

Annual Improvements to PFRSs 2010 -2012 Cycle:
Definition of ‘related party’

PAS 26

Accounting and Reporting by Retirement Benefit Plans

PAS 27
(Amended)

Separate Financial Statements

Amendments to PFRS 10, PFRS 12, and PAS 27 (2011):
Investment Entities

Amendments to PAS 27: Equity Method in Separate
Financial Statements

PAS 28
(Amended}

invesiments in Associates and Joint Ventures

Amendments to PFRS 10 and PAS 28; Sale or
Contribution of Assets between an Investor and its
Associate or Joint Venture

Amendments to PFRS 10, PFRS 12 and PAS 28:
Investment Entities: Applying the Consolidation Exception

Annuat Impravements to PFRSs 2014 -2016 Cycle:
Measuring an asscciate or joint venture at fair value

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

PAS 29

Financial Reporting in Hyperinflationary Economies




PAS 32

Financial Instruments: Disclosure and Presentation

Amendments to PAS 32 and PAS 1: Puttable Financial
instruments and Obligations Arising on Liquidation

Amendment to PAS 32: Classification of Rights issues

Amendments to PAS 32; Offsetting Financial Assets and
Financial Liabilities

Annual Improvements to PFRSs 2009 -2011 Cycle:
Financial Instruments Presentation -income Tax
Consequences of Distributions

PAS 33

Earnings per Share

PAS 34

Interim Financial Reporling

Annual Improvements to PFRSs 2009 -2011 Cycle:
Interim Financial Reporting -Segment Assets and
Liabilities

Annual improvements to PFRSs 2012 -2014 Cycle:
Disclosure of information “elsewhere in the interim
financial report’

PAS 36

Impairment of Assets

Amendments to PAS 36: Recoverable Amount
Disclosures for Non-Financial Assets

PAS 37

Provisions, Contingent Liabilities and Contingent Assets

PAS 38

Intangible Assets

Annual improvements to PFRSs 2010 -2012 Cycle:
Restatement of accumulated depreciation (amortization)
on revaluation (Amendments to PAS 16 and PAS 38)

Amendments to PAS 16 and PAS 38: Clarification of
Acceptable Methods of Depreciation and Amortization

PAS 38

Financial Instruments; Recognition and Measurement

Amendments to PAS 39: Transition and Initial
Recognition of Financial Assets and Financial Liabilities

Amendments to PAS 39: Cash Flow Hedge Accounting of
Forecast intragroup Transactions

Amendments to PAS 39; The Fair Value Option

Amendments to PAS 39 and PFRS 4. Financial
Guarantee Contracts

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets -Effective Date and Transition

Amendments to Philippine Interpretation IFRIC-9 and
PAS 39: Embedded Derivatives

Amendment to PAS 39: Eligible Hedged Hems

Amendment to PAS 39; Novation of Derivatives and
Continuation of Hedge Accounting




investment Property

Annual Improvements to PFRSs 2011 -2013 Cycle: Inter-
refationship of PFRS 3 and PAS 40 (Amendment to
PAS 40)

Amendments to PAS 40; Transfers of Investment
Property

PAS 41

Agriculture

Amendments to PAS 16 and PAS 41: Agriculture: Bearer
Plants

Philippine Interpretations

IFRIC 1 Changes in Existing Decommissioning, Restoration and
Similar Liabilities

IFRIC 2 Members' Share in Co-operative Entities and Similar
Instrumerts

IFRIC 4 Determining Whether an Arrangement Contains a Lease

IFRIC & Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds

IFRIC 6 Liabilities arising from Participating in a Specific Market -
Waste Electricat and Electronic Equipment

IFRIC 7 Applying the Restatement Approach under PAS 29
Financiat Reporting in Hyperinflationary Economies

IFRIC 9 Reassessment of Embedded Derivatives
Amendments to Philippine Interpretation IFRIC - 9 and
PAS 3%: Embedded Derivatives

IFRIC 10 Interim Financial Reporting and Impairment

IFRIC 12 Service Concession Arrangements

IFRIC 13 Customer Loyalty Programmes

IFRIC 14 PAS 19 - The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction
Amendments to Philippine interpretations IFRIC - 14,
Prepayments of a Minimum Funding Requirement

IFRIC 16 Hedges of a Net Investment in a Foreign Operation

IFRIC 17 Distributions of Non-cash Assets {o Owners

IFRIC 18 Transfers of Assets from Customers

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments

IFRIC 20 Stripping Costs in the Praduction Phase of a Surface
Mine

IFRIC 21 Levies

IFRIC 22 Foreign Currency Transactions and Advance
Consideration

IFRIC 23 Uncertainty over Income Tax Treatments

SIC-7 Introduction of the Euro

SIC-10 Government Assistance - No Specific Relation to
Operating Activities

SIC-15 Operating Leases - Incentives




SIC-28 Incorme Taxes - Changes in the Tax Status of an Entity or
its Shareholders

SIC-27 Evaluating the Substance of Transactions [nvolving the
Legal Form of a Lease

SiC-29 Service Concession Arrangements: Disclosures.

SiC-31 Revenue - Barter Transactions Involving Advertising
Services

SIC-32 Intangible Assets - Web Site Costs

Philippine Interpretations Committee Questions and Answers

PIC Q&A
2006-01

PAS 18, Appendix, paragraph 9 -Revenue recognition for
sales of property units under pre-completion contracts

PIC Q&A
2006-02

PAS 27.10(d) -Clarification of criteria for exemption from
presenting consolidated financial statements

PiC Q&A
2007-01-
Revised

PAS 1.103(a) -Basis of preparation of financial
statements if an entity has not applied PFRSs in fult

PIC Q&A
2007-02

PAS 20.24.37 and PAS 39.43 - Accounting for
government loans with low interest rates [see PIC Q&A

No. 2008-02]

PIC Q&A
2007-03

PAS 40.27 -Vaiuation of bank real and other properties
acquired (ROPA)

PIC Q&A
2007-04

FAS 101.7 -Application of criteria for a qualifying NPAE

PIC Q&A
2008-01-
Revised

PAS 19.78 -Rate used in discounting post-employment
benefit obligations

PIC Q&A
2008-02

PAS 20.43 -Accounting for government loans with low
interest rates under the amendments to PAS 20

PIC Q&A
2008-01

Framework.23 and PAS 1.23 -Financial statements
prepared on a basis other than going concern

PIC Q&A
2009-02

PAS 39.AG71-72 -Rate used in determining the fair value
of government securities in the Philippines

PIC Q&A
2010-01

PAS 39.AG71-72 -Rate used in determining the fair value
of government securities in the Philippines

PIC Q&A
2010-02

PAS 1R.16 -Basis of preparation of financiat statements

PIC Q3.A
2010-03

PAS 1 Presentation of Financial Statements -
Current/non-current classification of a callable term loan

PIC Q&A
2011-01

PAS 1.10(f) -Requirements for a Third Statement of
Financial Position

PIC G&A
2011-02

PFRS 3.2 -Common Control Business Coembinations

PIC Q&A
2011-03

Accounting for Inter-company Loans

PIC Q8A
2011-04

PAS 32.37-38 -Costs of Public Offering of Shares

PIC Q&A
2011-05

PFRS 1.D1-D8 -Fair Value or Revaluation as Deemed
Cost




PIC Q&A
2011-08

PFRS 3, Business Combinations (2008), and PAS 40,
Investment Property -Acquisition of Investment properties
~asset acquisition or business combination?

PIC Q&A
2012-01

PFRS 3.2 -Application of the Pooling of Interests Method
for Business Combinations of Entities Under Common
Control in Consolidated Financial Statements

PIC Q&A
2012-02

Cost of a New Building Constructed on the Site of a
Previous Building

PIC QA
2013-01

Applicability of SMEIG Final Q&As on the Application of
IFRS for SMEs to Philippine SMEs

PIC Q&A
2013-02

Conforming Changes to PIC Q&As - Cycle 2013

PIC Q&A
2013-03
(Revised)

PAS 19 -~Accounting for Employee Benefils under a
Defined Contribution Plan subject to Requirements of
Republic Act (RA) 7641, The Philippine Retirement Law

PIC GQ&A
2015-01

Confarming Changes to PIC Q&As - Cycle 2015

PIC Q&A
2016-01

Conforming Changes to PIC Q&As - Cycle 2016

PIC Q3A
2016-02

FAS 32 and PAS 38 - Accounting Treatment of Club
Shares Held by an Entity

PIC Q&A
2016-04

Apptication of PFRS 15 "Revenue from Contracts with
Customers” on Sale of Residential Properties under Pre-
Completion Contracts

PIC Q&A
2017-01

Conforming Changes fo PIC Q&As - Cycle 2017

PIC Q3A
2017-02

PAS 2 and PAS 16 - Capitalization of operating lease cost
as part of construction costs of a building

PIC Q3A
2017-03

PAS 28 - Elimination of profits and losses resulting from
transactions between associates and/or joint ventures

PIC Q&A
2017-04

PAS 24 - Related party relationships between parents,
subsidiary, associate and non-controlling shareholder

PIC Q8A
201708

PFRS 7 -Frequently asked questions on the disclosure
requirements of financial instruments under PFRS 7,
Financial instruments: Disclosures

PIC Q&A
2017-06

PAS 2, 16 and 40 -Accounting for Collector's ltems

PIC Q&A
2017-07

PFRS 10 -Accounting for reciprocal holdings in
associates and joint ventures

PIC Q&A
2017-08

PFRS 10 -Requirement to prepare consolidated financial
statements where an entity disposes of its single
investment in a subsidiary, associate or joint venture

PIC Q&A
2017-09

PAS 17 and Philippine Interpretation SIC-15 - Accounting
for payments between and among lessors and lessees

PIC Q8A
2017-10

PAS 40 - Separatien of property and classification as
investment property

PIC Q&A
201711

PFRS 10 and PAS 32 - Transaction costs incurred to
acquire outstanding nen-controlling interest or to sell non-
controlling interest without a loss of control




PIC Q&A Subsequent Treatment of Equity Component Arising from v
201712 intercompany L.oans
PiC Q&A Voluntary changes in accounting policy v
2018-01
PIC Q8A Non-controlling interests and goodwill impairment test v
2018-02
PIC Q&A Fair value of PPE and depreciated replacement cost v
2018-03
PIC Q&A Inability to measure fair vaiue reliably for biclogical assets v
2018-04 within the scope of PAS 41
PIC Q&A Maintenance requirement of an asset held under iease v
2018-05
PIC Q3A Cost of investment in subsidiaries in SFS when pooling is v
2018-06 applied
PIC Q&A Cost of an associate, joint venture, or subsidiary in v
2018-07 separate financial statements
PiC Q&A Accounting for the acquisition of non-wholly owned v
2018-08 subsidiary that is not a business
PIC Q&A Classification of deposits and progress payments as v
2018-09 monetary or non-monetary items
PIC Q&A Scope of disclosure of inventory write-down v
2018-10
Legend:

Adopted -means a particular standard or interpretation is relevant to the operations of the entily (even if it has no effect or
no material effect on the financial statements), for which there may be a refated paiticular accounting policy made in the
finahcial statements and/or there are current fransactions the amounts or balances of which are disclosed on the face or
in the notes of the financial statements.

Not Adopted -means a particular standard or interpretation is effective but the entily did not adopt it due to either of these
two reasons: 1) The entlity has deviated or departed from the requirements of such standard or interprefation; or 2) The
standard provides for an option to early adopt it but the entiy decided otherwise.

Not Applicable -means the standard or interpretation is not refevant at all to the operations of the entity.



PETRON CORPORATION AND SUBSIDIARIES

FINANCIAL SOUNDNESS INDICATORS

. . . December 31, | December 31,
Financial Ratios Formula 2017 2016
Liguidity
a} Current Ratio Current Assets
1.17 0.79
Current Liabilities
Solvency
b) Debt to Equity Total Liabilities
Ratio i 2.39 2.59
Total Equity
¢} Assetto Equity Total Assets
Total Equity
Profitabitity
d} Return on Net Income 14.95% 19 595
i . . (o
Average Equity Average Total Equity ’
e} Interest Rate Earnings Before
Coverage Ratio Interests, Taxes
interest Expense and 3.22 2.90

Other Financing
Charges




R.G. Manabat & Co.

The KPMG Center, 9/F

6787 Ayala Avenue, Makati City
Philippines 1226

Telephone +63 (2) 885 7000

Fax +63 (2) 894 1985

Internet www.kpmg.com.ph

Email ph-inquiry@kpmg.com.ph

'REPORT OF INDEPENDENT AUDITORS
ON SUPPLEMENTARY INFORMATION

The Board of Directors and Stockholders
Petron Corporation

SMC Head Office Complex

40 San Miguel Avenue

Mandaluyong City

We have audited, in accordance with Philippine Standards on Auditing, the separate
financial statements of Petron Corporation (the “Company”), which comprise the separate
statements of financial position as at December 31, 2017 and 2016, and the separate
statements of comprehensive income, separate statement of changes in equity and separate
statements of cash flows for the years then ended, and have issued our report thereon dated
March 13, 2018.

Our audits were made for the purpose of forming an opinion on the separate financial
statements taken as a whole. The supplementary information included in the Reconciliation
of Retained Earnings Available for Dividend Declaration is the responsibility of the
Company’'s management. This supplementary information is presented for purposes of
complying with the Securities Regulation Code Rule 68, As Amended, and is not a required
part of the separate financial statements. Such supplementary information has been
subjected to the auditing procedures applied in the audits of the separate financial
statements and, in our opinion, is fairly stated, in all material respects, in relation to the
separate financial statements taken as a whole.

R.G. MANABAT & CO.

DARWIN P. VIROCEL
Partner
CPA License No. 0094485
SEC Accreditation No. 1386-AR, Group A, valid until June 14, 2020
Tax ldentification No. 912-535-864
BIR Accreditation No. 08-001987-31-2016
Issued October 18, 2016; valid until October 17, 2019
PTR No. 6615157MD
Issued January 3, 2018 at Makati City

March 13, 2018
Makati City, Metro Manila

PRC-BOA Registration No. 0003, valid until March 15, 2020
SEC Accreditation No. 0004-FR-5, Group A, valid until November 15, 2020

o ; 5 IC Accreditation No. F-2017/010-R, valid until August 26, 2020
R.G. Manabat & Co., a Philippine partnership and a member firm of the KPMG network of independent  BSP - Selected External Auditors, Category A, valid for 3-year audit period

member firms affiliated with KPMG Intemational Cocperative ("KPMG Intemational™), a Swiss entity (2017 1o 2019)



PETRON CORPORATION

SMC Head Office Complex 40 San Miguel Avenue, Mandaluyong City
SCHEDULE OF RECONCILIATION OF RETAINED EARNINGS
AVAILABLE FOR DIVIDEND DECLARATION

December 31, 2017

(Amounts in Thousand Pesos)

(Figures based on audited

financial statements)
Unappropriated Retained Earnings, as adjusted to
available for dividend distribution, beginning P16,475,263
Add: Net income actually earned/realized during
the period
Net income during the period closed to Retained
Earnings P8,945,040
Less: Non-actual/ unrealized income, net of tax:
Unrealized foreign exchange gain - net
(except those attributable to cash and cash
equivalents) 597,450
Adjustment due to deviation from PFRS/
GAAP - gain 43,484
Other unrealized gains or adjustments to the
retained earnings as a result of certain
transactions accounted for under the PFRS 9,695
Sub-total 650,629
Add: Non-actual losses, net of tax:
Adjustment due to deviation from PFRS/
GAAP - loss 6,350
Net income actually earned during the period 8,300,761 8,300,761
Less:
Dividend declarations during the period (1,583,576)
Distributions paid (4,023,804)

(5,607,380) (5,607,380)

TOTAL RETAINED EARNINGS, END AVAILABLE
FOR DIVIDEND DECLARATION

P19,168,644
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