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Chairman’s Message

All these achievements in brandy and whisky

are guided by our unwavering commitment to
provide fantastic, superb and iconic drinks to
consumers from all walks of life all over the globe.

ANDREW L. TAN

Chairman



The year 2018 wrote another great chapter
in Emperador Inc.'s continuing story of global

expansion and premiumization in the spirits

industry. And it was a record-breaking year for
our company, posting P47.1 billion in revenues,

other European, American, and African
markets, our Bodegas Fundador is truly a
global brandy company. Our global brandy
business is further fortified by the Domecq
trademarks in Spain, reaching as far as the

Retail channel in Europe and Asia has created
a springboard for further catapulting
Fundador to the super premium space.
Late last year, we launched an aggressive
marketing campaign in the Philippines for

a jump of 10.3% compared to that of the
previous year at P42.7 billion. By ratio,
whisky accounted for 28%, and brandy 72%.
Net income reached P6.8 billion.

With more than 80% of revenues
coming from Spain, United Kingdom,
and the Philippines, and the balance from

USA and South America, particularly Brazil
and Colombia.

Our Spanish brandies continue to be top
selling brands in key countries of Latin and
North America, and Fundador brandy is doing
very well in the Philippines. The introduction of
Fundador Supremo Brandy de Jerez via Travel

another premium Spanish brandy,
Tres Cepas Light.

In 2018, Emperador Light celebrated its
success with the “Galing ng Pilipino” thematic
campaign that pays tribute to the enduring
spirit of every Filipino, and the qualities that
make the Filipino truly a cut above the rest:

[J%)
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Magaling. Ibang Klase ang Talino. May sipag na
angat sa iba. The campaign is anchored on
the original song titled “Ating Tagumpay,”
endorsed by one of the country’s biggest
celebrities, Coco Martin.

Going to our whisky business, 2018 was
an exceptional year for Whyte and Mackay with
the business growing in every region of the
world. Mainly operating in the United Kingdom,
it continues to expand its footprint in the
international markets, including Travel Retail.
More than 40% of brand revenues come from
the UK and other European countries,

and around 23% from Asia and the Pacific,
with the balance coming from the Middle East
and the Americas as well as Travel Retail.

Asia was particularly strong in 2018 with
revenues more than doubling as our brands

enjoyed fantastic success across a number
of markets. Our flagship single malt whisky,
The Dalmore, saw strong sales in Africa, Asia,
Canada, France, Germany, Pacific, Travel Retail
and UK. Jura also saw strong sales in Asia,
France, Germany and Pacific.

Our continued focus on the malt whisky
market is further complemented by single malt

whiskies, Tamnavulin and Fettercairn,

as well as blended malt whisky, Shackleton.
We now have a compelling malt whisky

portfolio that we envision to serve as a long-

term growth catalyst for Whyte and Mackay.

All these achievements in brandy
and whisky are guided by our unwavering
commitment to provide fantastic, superb
and iconic drinks to consumers from all
walks of life all over the globe, and our vision
of bringing world-class products to the
Philippines and Emperador products to
the rest of the world.
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Whyte and Mackay Group continues its
impressive standing with the business growing in
every region of the world. Asia was particularly
strong with revenues more than doubling as whisky
brands enjoyed fantastic success across a number
of markets.

The Dalmore once again highlighted its position
as a major growth driver for the year attracting new

consumers through its Core and Range Expressions.

The first-rate single malt whisky successfully added
the new The Dalmore Port Wood Reserve to the
Core Range and continued with further limited
releases of 35-year old, 40-year old, 45-year old
and Vintage Expressions.

In Asia, the brand experienced a first in its history
where it had to go on allocation for its core range.
By the end of the first quarter, net sales were up by
41% prompting the brand to abruptly reduce the
Dalmore aged stocks maturing in 2018 for it to allocate
to the global demand. This indicates that more and
more people are reaching out to experience and enjoy
the finer taste of whisky. Asia was the biggest market
of rare and aged releases - the 25yo0, 30yo, 35yo, 40yo,
45y0, and the 50yo. The region sold at least 50% of
global allocation in 2017 to 2018.

Jura, also a key profit contributor, made upgrades
to its bottle and packaging prompting a relaunch of
its re-designed range across the globe. This includes
the launch of an exclusive Global Travel Retail
range which has gained massive consumer appeal.

Its Asian distributors met the changes with optimism
as shipments to the continent were almost tripled.
The brand's very essence is encapsulated in its banner,
“A long way from ordinary,” marking Jura's strong
foothold for future growth.
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Single malt brand Tamnavulin shows strength
in performance as it enters new avenues to reach
more markets. It launched the Vintages Collection
rare range with expressions from years 2000, 1979,
1973 and 1970, with a new Tempranillo finish for its
Global Travel Retail. Tamnavulin came as a surprise
for the company this 2018 as the brand’s biggest
market, Taiwan, required shipments almost 10x its
original budget.

The no-age-statement Speyside Tamnavulin is
the perfect entry point to the world of single malt.
This double cask whisky won the approval of the

Taiwanese malt drinkers because of its apple, pear,
and honey taste profile. This brand is set to make
waves in the near future.

2018 also saw the re-launch of Whyte and
Mackay's fourth single malt brand into the portfolio -
Fettercairn. Whyte and Mackay is optimistic on the
long-term growth of the brand with its lead expression
being the 12-year old. This exceptionally refined

whisky is also composed of expressions 28yo, 40yo
and 50yo, all featuring the iconic unicorn symbol.
Since its much-celebrated introduction in 2017,
blended malt Scotch whisky Shackleton is currently
expanding its accessibility to more locations world-
wide including Philippines and most of Asia.
Its primary focus had been towards the UK, US and
Travel Retail where Ernest Shackleton is mostly
well-known. Asia had more shipments made in 2018
compared to 2017. In the Philippines, Shackleton




made its presence felt via media and trade launch
in 2017. The brand also developed and initiated
a digital media campaign that is expected to change
the marketing approach of Shackleton in 2019.
Whyte and Mackay also unveiled a new
contemporary blended Scotch proposition in the
UK during the year, The Woodsman. The brand is
designed for mixing and this creation adds to the
established brands in the portfolio, Whyte and
Mackay and John Barr. The consumer-driven brand
Private Label also had an excellent year in terms of
volume and sales performance.

Whyte and Mackay sets more capitalization
on its expansive portfolio to ensure future growth.
It reinvested in the assets of the business for
better efficiency and manageability. Its continuous
investment in barrels assures the spirit quality
remains at the highest levels. Strong marketing
campaign support across the brand spectrum is
chief priority. The company also increased its
commercial resources in key disciplines and
geographies as part of its advancement.

Overall, Whyte and Mackay's performance
for 2018 is most commendable and this puts
confidence on the progress of its portfolio for
the next years ahead.

(=]
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The overall performance of Bodegas Fundador
was likewise compelling in 2018. It ventured in
emerging markets with new partners, taking a
more optimistic outlook for the brandy and
sherry categories.

Its Terry Centenario solera upheld its leadership
in Spain with Fundador introducing two of its newest
expressions, “Double Wood” and “Triple Wood.” Its new
distribution partnerships have clear designs on brand
repositioning and aims to have better brand visibility
among consumers and achieve category growth.
Meantime, the Terry White brandy continues to break
the status quo, crediting its popularity among the
millennials to its marketing campaign.

Another blueprint on growth is laid out for its
subsidiary Casa Pedro Domecq in Mexico confident
with its new distributor in the USA. The latest
consolidation remarks an unconditional support
to the brandy business in both markets, intent on
gaining new consumers, launching new brands and
keep winning market shares in the Brandy business.
The marketing move is also geared towards a positive
campaign strategy for Harveys. The experience and
expertise of the newfound partner, and its use of
mixology and market research will help boost brand
awareness and visibility in the United States.

—h
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In the UK, a new look and feel for Harveys is
eyed as a long-term strategy to better enhance its
UK market.

It takes on a new angle where the main
challenges lie on the creation of a new set of
consumers, new habits and drink strategy. The halo
effect and resonation to other markets are valuable
elements to help maintain its advantage in the UK,

where Harveys has retained sherry wine leadership.

Fundador's introduction in the Asian Market
is a challenge and opportunity, but the invasion
of Fundador Supremo through Travel Retail is
a clear strategy of visibility and brand
repositioning worldwide.

The distiller of the world's finest spirits,
Bodegas Fundador, created a premium brandy,
the Fundador Double Light, that brings twice
the pleasure to brandy enthusiasts from all over.
As part of its national marketing campaign,
Emperador Inc. launched the first Fundador
Double Light television commercial last August 2018.
It featured Janine Gutierrez, an actress and model,
as its new endorser. The TVC simultaneously
featured as well in social media, also showed a young
and stylish gentleman enjoying life’s luxuries and
excitement but not twice as much like the twin kisses
Janine planted on the model's cheeks.



The multi-media ad campaign #DoublelsBetter
envisioned and effected by BBDO Guerrero, garnered
much attention from the viewers which translated
to increased sales. The Philippines is slowly gaining
ground as a haven of brandy-loving aficionados
which is reflective of the upsurge on brandy
consumption among the Filipino men.

Fundador Double Light is the drink that doubles
the fun with double the smoothness guaranteeing
double satisfaction. Because #DoublelsBetter.

Indeed, 2018 has been a successful year for
Emperador Inc.'s product portfolio, garnering a great
collection of awards and brand recognitions in the
best international competitions. A total of 10 gold
medals for Fundador and Terry brandies, highlighting
a Trophy for Fundador Supremo 18yo in Hong Kong
W&S Competition 2018. Adding to this collection are
17 Gold Medals and 3 Tropheys for Harveys Sherries.

Philippines, being the only country in Asia with
deep Spanish heritage, continues to appreciate
products from one of Europe’s best brandy
manufacturers. Spain’s Tres Cepas Light came to

our shores with its amber-dark solera liquid of
suave sherry taste and clean brandy character.

In December 2018, Emperador Inc. launched an

ad campaign of short videos depicting the comedic
flair of the country’s character actors as means to
highlight the outstanding traits of Tres Cepas Light.
The campaign series featured how Filipinos are innately
lighthearted and appreciative of the better things.

The ad showed how the early cellar masters
would grade the exquisiteness of a brandy - one stamp
if good, two stamps if the taste and aroma is better
and three stamps if the brandy quality wins the
highest approval of the masters just like
Tres Cepas Light.

—
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Emperador Brandy posted another company
milestone this 2018 on its continuing success in
the Philippines.

Its flagship brand and the country’s best-selling
brandy, Emperador Light, celebrates its success with
the ‘Galing ng Pilipino’ marketing campaign which
recognizes the persevering spirit of the Filipino
and the qualities that make us a cut above the rest:
“Magaling. Ibang Klase ang Talino. May sipag na

angat sa iba.” The campaign is top billed by one
of the country's biggest celebrity endorsers,
Coco Martin who also sang the ad’s theme song
“Ating Tagumpay.”

The campaign is hinged on the song encouraging
Filipinos to celebrate daily milestones, big or small,
and to carry on in doing great things. The song
lyrics were even on billboards along EDSA during
its launch. The ad campaign now runs on different



media platforms which include above-the-line and
digital channels, with the song being made available
also on Spotify.

Emperador Inc. President and
CEO Winston S. Co shares, “For nearly a decade,
Emperador has always upheld the success of
the Filipino. This new campaign reflects the very
essence of our brand and we are thrilled to celebrate
this with the whole country.”

The company also created a lime drink cordial,
Club Mix Lime that complements with Emperador
Light Brandy perfectly. The lime concoction gives a
balanced sweet and sour taste to Emperador Light,

making them a perfect mix of LIME + LIGHT.
Generation Z, the millennials and the young-at-heart
who enjoy giving their drinks a refreshing twist will
surely enjoy the Club Mix Lime experience.

—
(b |
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Ready-To-Drink

Smirnoff Mule remains unbeaten at number
one as the country’s preferred drink in the Alcoholic
Ready-To-Drink category for 2018.

And a big part of the drink’s success in 2018 was
courtesy of its annual event sensation, the Smirnoff
Mule Festival. Close to a thousand partner outlets
celebrated with the brand’s promotions from September
to October. During the two-month long celebration,

the sales of Smirnoff Mule of the partner outlets
doubled, clearly showing a positive upshot on the
excitement built by the Music Festival. Many of the
partners even extended the Mule Festival promos to
meet the increasing demands of their customers.
For 2019, the brand is resolved to stay ahead
in the competition. It intends to widen its lead
as the Philippines’ number one ready-to-drink
alcoholic beverage by reinforcing its marketing
promotional activities. Smirnoff Mule highlights

its growing patronage through partner outlet-

initiated experiential events, the 3rd run of

the Smirnoff Mule Festival and the consistent

deployment of Smirnoff Mule chillers nationwide.
Smirnoff Mule is highly enjoyed by the

adventurous and fun-loving millennials making

Mule as one of their go-to-drinks in the competitive

ready-to-drink category. Smirnoff Mule is a refreshing

unique mix of Smirnoff Vodka, ginger beer, and lime

at 6% ABV.
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Emperador Inc. launched its newest series
of gin products under the trademark of The BaR
in October 2018. Its three variants provide exciting
and refreshing flavors, namely Premium Dry,
Lime and Pink Gin.

The novel concoctions are geared towards the
hip and young social media enthusiasts, a big
if not the biggest contingent among the young
adult demography.

Pink Gin is the recent craze in Europe,
gaining rapid popularity among the Filipino market.
The other two variants are also crowd favorites:
the citrusy-lime flavored Green Gin and the
refined Premium Dry Gin.

The BaR Premium Gin variants are all infused
with botanical essences from Andalusia, Spain.
The millennial favorites are best served with clear
soda and lots of ice, but are also versatile mixers
for new and classic cocktails.

The BaR Premium Gin variants are now available
at leading supermarkets, groceries, convenience
stores and neighborhood sari-sari stores nationwide.



Bodegas Fundador has been bringing world-class
brandies to the Philippines for more than a century.
It has opened its first concept store, Fundador Café,
through Emperador Inc. at the Venice Grand Canal Mall
in McKinley Hill, Taguig City.

Fundador Café features 50 square meters of
wooden finish and Spanish tiling, plus an original
Fundador barrel from Jerez. Its menu offers an
innovative selection of hot, cold or ice blended
beverages, gelato and cupcakes, all concocted
with liquor.

Emperador Inc. executive director Kendrick Tan said:
“We want the millennials to appreciate the versatility
of the Fundador brandies, and make the larger
population realize that there are indeed new ways
to enjoy the products of Fundador.”

The café also exclusively offers the best-selling
sherry in the world, Harveys Bristol Cream, from the
largest wineries in Jerez, Spain.

—
(d=)
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Board of Directors

Dr. Andrew L. Tan was first elected as Director and Chairman on August 28, 2013 and
concurrently the Chairman of Emperador Distillers, Inc. He is also the Chairman of Alliance Global
Group, Inc., the parent company of Emperador Inc. He is the Chairman and President of Megaworld
Corporation and concurrently the Chairman of subsidiaries of Megaworld - Global-Estate Resorts, Inc.
and Empire-East Land Holdings, Inc.

He pioneered the live-work-play-learn model in the real estate development through the
Megaworld Corporation’s integrated township communities, fueling the growth of the business
process outsourcing (“BPO") industry, food and beverage, and quick service restaurants industries.
Dr. Tan is concurrently the Chairman of the Board and President of Megaworld Land, Inc.,
Megaworld Globus Asia, Inc., Megaworld Newport Property Holdings, Inc., Mactan Oceanview
Properties and Holdings, Inc., Richmonde Hotel Group International Limited, The BaR Beverage, Inc.
and Yorkshire Holdings, Inc. He is also the Chairman of Alliance Global Group Cayman Islands, Inc.,
Alliance Global Brands, Inc., Suntrust Properties, Inc., Adams Properties, Inc., Consolidated Distillers
of the Far East, Inc., and Townsquare Development, Inc. He is the Chairman and Treasurer of
The Andresons Group, Inc. and sits in the boards of Infracorp Development, Inc., Eastwood Cyber
One Corporation, Megaworld Cayman Islands, Inc., Forbes Town Properties & Holdings, Inc.,
Gilmore Property Marketing Associates, Inc., Megaworld Central Properties, Inc., and Raffles
& Company, Inc. He is also the Vice-Chairman and Treasurer of Golden Arches Development
Corporation and Golden Arches Realty Corporation and a Director and Treasurer of
Andresons Global, Inc.

Dr. Tan graduated Magna Cum Laude from the University of the East with a degree of
Bachelor of Science in Business Administration.

DR. ANDREW L. TAN

CHAIRMAN
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Mr. Winston S. Co was first elected as Director and President of Emperador Inc. on 28 August 2013.

He has been Director and President of Emperador Distillers, Inc. since 2003 and currently a Director of
Alliance Global Group, Inc., the parent company of Emperador Inc.

Mr. Co's field of expertise is in finance and marketing of consumer products. He is concurrently Chairman and
President of New Town Land Partners, Inc.; Chairman of Anglo Watsons Glass, Inc.; a Director of Alliance Global
Brands, Inc., Forbes Town Properties & Holdings, Inc., McKester Pik-Nik International Limited, Raffles & Company,
Incorporated, and The BaR Beverage, Inc.; and Senior Vice President of The Andresons Group, Inc.

Mr. Co is a Magna Cum Laude graduate of Jose Rizal College with a Bachelor of Science in Commerce.

WINSTON S. GO

DIRECTOR & PRESIDENT

140d3d TVANNY 81L0¢

Ms. Katherine L. Tan was first elected as Director and Treasurer on 28 August 2013. She is the
Director and Treasurer of Alliance Global Group, Inc., and Director of Megaworld Corporation.

She is a Director and Treasurer of Emperador Distillers, Inc. since 2003, and of Alliance Global Brands,
Inc., Yorkshire Holdings, Inc., and New Town Land Partners, Inc. She is concurrently Chairman and President
of Andresons Global, Inc. and Choice Gourmet Banquet, Inc.; Director and President of The Andresons Group,
Inc., Consolidated Distillers of the Far East, Inc., and Raffles & Company, Inc.; and Director and Corporate
Secretary of The BaR Beverage, Inc.

Ms. Tan graduated from St. Scholastica’s College with a degree in Nutrition.

KATHERINE L. TAN

DIRECTOR & TREASURER
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Board of Directors

Mr. Kendrick Andrew L. Tan was first elected as Director of Emperador Inc. on 28 August 2013. He has served as
Corporate Secretary and Executive Director of Emperador Distillers, Inc. since 2007. He heads the Research & Develop
Division of Emperador Distillers, Inc. He is concurrently Director of Anglo Watsons Glass, Inc., Consolidated Distillers of
Far East, Inc., Emperador Brandy, Inc., The BaR Beverage, Inc., The Andresons Group, Inc., and Yorkshire Holdings, Inc.

Mr. Tan graduated from Southern New Hampshire University with a degree in Bachelor of Science in Accountancy.

KENDRICK ANDREW L. TA

DIRECTOR

Mr. Kevin Andrew L. Tan was first elected as Director on 04 October 2017. He was appointed as the Chief Executive
Officer of Alliance Global Group, Inc. in September 2018. He is also a Director of Global-Estate Resorts, Inc.
and Empire-East Land Holdings, Inc.

Mr. Tan has over 11 years of experience in retail leasing, marketing and operations. He is currently the Senior Vice
President and Chief Strategy Officer of Megaworld Corporation where he is in charge of developing corporate strategies,
expansion and new opportunities, as well as investor and stakeholder relations. He was formerly head of the Commercial
Division of Megaworld Corporation, which markets and operates the Megaworld Lifestyle Malls, including Eastwood Mall
and The Clubhouse at Corinthian Hills in Quezon City, Venice Piazza at McKinley Hill, Burgos Circle at Forbestown Center,
and Uptown Mall, all in Fort Bonifacio, Newport Mall at Resorts World Manila in Pasay City, and Lucky Chinatown Mall
in Binondo, Manila. He is the Chairman of Infracorp Development, Inc. and Director of Emperador Distillers, Inc.,
Alliance Global Brands, Inc., Anglo Watsons Glass, Inc., Yorkshire Holdings, Inc., The BaR Beverage, Inc.,

Emperador Brandy, Inc., New Town Land Partners, Inc., and Consolidated Distillers of the Far East, Inc.
He holds a degree in Business Administration Major in Management from the University of Asia and the Pacific.

KEVIN ANDREW L. TAN

DIRECTOR



Mr. Alejo L. Villanueva, Jr. was first elected as Independent Director on 28 August 2013. He is also an Inde
of Alliance Global Group, Inc., Empire East Land Holdings, Inc. and Suntrust Home Developers, Inc.

Mr. Villanueva is a Director of First Capital Condominium Corporation, a non-stock non-profit corporation.
Chairman of Ruru Courier Systems, Inc. and Vice Chairman of Public Relations Counselors Foundations of the P
He is a professional consultant with more than 20 years experience in the fields of training and development, p
community relations, institutional communication, and policy advocacy. He has done consulting work with the (
Vice President, the Office of the Senate President, the Commission on Appointments, the Securities and Excha
the Home Development Mutual Fund, the Home Insurance Guaranty Corporation, Department of Agriculture, Phi
Railways, International Rice Research Institute, Rustan’'s Supermarkets, Louis Berger International, World Bank,
Chemonics, Price Waterhouse, Andersen Consulting, Renardet S.A., Western Mining Corporation, Phelps Dodg
and Marubeni Corporation.

Mr. Villanueva obtained his bachelor's degree in Philosophy from San Beda College, summa cum laude. He
degree in Philosophy from the University of Hawaii under an East-West Center Fellowship. He also took up sp
the Humanities at Harvard University. He studied Organizational Behavior at INSEAD in Fontainebleau, Franc
at the Ateneo Graduate School of Business, the UST Graduate School, and the Asian Institute of Journalism.

ALEJO L. VILLANUEV

INDEPENDENT DIRECTOR
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Mr. Enrique M. Soriano Ill was first elected as Independent Director of the Company on 16 May 2016. He is also
an Independent Director of Travellers International Hotel Group, Inc.

Mr. Soriano is the Executive Director of the Wong & Bernstein Strategic Advisory Group and a member of the
Philippine Marketing Association. He is the Chief Advocacy Officer of Asia America Policy Institute and Consultant
of International Finance Corporation/World Bank Group. He is a Family Business Coach, Book Author, Professor of
Global Marketing, Program Director for Real Estate and former Chairman of the Marketing Cluster of the
Ateneo Graduate School of Business. He is also the Past President of Association of Marketing Educators.

Mr. Soriano holds a B.A. in History from the University of the Philippines, an MBA from De La Salle University,
and Doctorate Units at the UP National College of Public Administration. He also pursued Executive Education
at the National University of Singapore Business School.

ENRIQUE M. SORIANO I

INDEPENDENT DIRECTOR




International Management

Javier Serrano Rafael Rendon Angel Pifia Michael Sloan Nicholas Garland
Chief Financial Officer General Manager Chief Commercial Officer Chief Financial Officer Chief Commercial Officer
Grupo Emperador Spain SA Bodegas Fundador Grupo Emperador Spain SA Whyte and Mackay Group Whyte and Mackay Group



Management’s Discussion

and Analysis

KEY PERFORMANCE INDICATORS

% Growth
In Million Pesos 2018 2017 2016 2018 2017
Revenues P47,050 P42,656 P41,018 10.3 4.0
Net profit P6,829 P6,332 P7,693 7.8 -17.7
Total assets P117,818 P111,536 P94,302 5.6 18.3
Total current assets P56,000 P51,017 P42,290 9.2 21.2
Total current liabilities P20,217 P16,837 P11,913 20.1 41.3
Gross profit margin % 34.6 354 37.8
Net profit rate % 14.5 14.8 18.8
Return on assets % 5.8 5.7 8.2
Current ratio 2.8x 3.0x 3.6x
Quick ratio 1.3x 1.5x 1.8x

+ Revenue growth - measures the percentage change in revenues over
a designated period of time

- Net profit growth - measures the percentage change in net profit over
a designated period of time.

«  Gross profit margin - computed as percentage of gross profit
[which is sales less cost of sales] to sales - gives indication of pricing,
cost structure and production efficiency.

- Net profit rate - computed as percentage of net profit to revenues -
measures the operating efficiency and success of maintaining
satisfactory control of costs

N
(&)

« Return on assets [or capital employed] - the ratio of net profit to total
assets - measures the degree of efficiency in the use of resources to
generate net income

« Current ratio - computed as current assets divided by current liabilities -
measures the ability of the business to meet its current obligations.

To measure immediate liquidity, quick assets [cash, marketable securities,
accounts receivables] is divided by current liabilities.

140d3d TVANNY 810¢

RESULTS OF OPERATIONS

The Group had expanded its geographic footprint both in the Philippines and
across the globe. From the Philippines, it found ground in Spain in early 2013
and February 2014, with the acquisition of Bodega San Bruno and investment
in Bodega Las Copas (“BLC"), respectively. From Spain, business opportunity
knocked in UK and so the Group acquired Whyte and Mackay (“WMG")
in October 2014. The Group returned its sight in Spain with the acquisition
of brandy and sherry business under Bodegas Fundador in March 2016
(a deal inked in November 2015) and the acquisition of Domecq brandy and
wine brand portfolio and related assets in March 2017 (a deal inked in
December 2016, and transferred/consolidated to the Group in September 2017).
These provided platforms for international expansion and domestic
premiumization for Emperador.

Having set the groundworks, Emperador moved on to brand investments
geared towards premiumization.

The Group is presented into two segments: Scotch Whisky (representing the
UK operations) and Brandy (representing the Philippine and Spanish operations,
including the Fundador and Domecq operations starting March 2016 and
September 2017, respectively). BLC is a joint venture which is accounted for
under the equity method and reported under the Brandy Segment.



Management’s Discussion
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Year Ended December 31,2018 Compared With Year Ended
December 31, 2017

Revenues

Total revenues climbed P47,050 million in 2018, up 10.3% from
P42,656 million a year ago attributed to continuing sales growth from
both the Brandy and Scotch Whisky segments.

The Scotch Whisky segment turned over revenues to external customers
higher by 9.0% year-on-year. The business is growing not only in UK but
also in other parts of the world, especially in Asia where revenues had
more than doubled as brands enjoyed success across a number of markets.
The Dalmore, the flagship malt whisky product, was again the major driver
of growth for the year as it continued to attract new consumers at the
apex of the single malt category through both the Core Range and the
Rare Expressions. The new The Dalmore Port Wood Reserve was added
to the Core Range with further limited releases of 35yo, 40yo, 45yo,
and Vintage Expressions. Jura with its redesigned range and exclusive
Global Travel Retail range continued to attract sales. The re-launch of
Fettercairn in a new packaging, and the launch of Tamnavulin Vintage Collection
in the single malt category in 2018 and the new contemporary blended malt
brand Shackleton in 2017 further boost revenues during the year.

The Brandy segment on the other hand, reported revenues to external
customers higher by 10.8% year-on-year. The Spanish business is growing in
Spain, Philippines, UK and USA, which all together accounted for three-quarters
of its revenues. The Spanish brands continued to collect awards and recognitions
in international competitions this year - a total of ten gold medals for Fundador,
and Terry brandies, highlighting a Trophy for Fundador Supremo 18yo as the
Best Grape Brandy at the Hong Kong International Wine & Spirit Competition;

and seventeen gold medals and three trophies for Harveys Sherries. Fundador
Supremo 18yo, a super-premium Brandy de Jerez, is available in Travel Retail
across Europe and Asia, and in the Philippines. On the local front, Emperador
Brandy remains the nationwide leader, particularly in key metro cities, amid fierce
competition among local brands. Recognizing the preference of the young
drinkers for variety and excitement, Emperador created a new offering for
Emperador Light drinkers by pairing Emperador Light with Club Mix Lime Cordial,
dubbed as ‘LimeLight’ and ‘GreenLight’; and, in mid-September, ‘the gin for the
new generation’ The BaR Premium Gin was launched, infused with flavors and
botanicals from the gardens of Andalusia, Spain, in Pink, Lime and Premium
Dry variants.

Other revenues and income went up 56.9% to P705 million from P449 million
a year ago due to higher interest income and dividends, scrap sales and higher
net results from BLC which resulted in higher share in net profit recorded for
this year.

Costs and Expenses

Total costs and expenses amounted to P38,614 million this year from
P34,820 million a year ago, up 10.9% year-on-year primarily from the Brandy
business which, including intersegment purchases, increased 13.6% year-on-year
while the Scotch Whisky business expanded 2.4%.

Cost of Goods Sold

Costs increased 11.2% primarily due to higher costs in the Brandy segment,
which grew faster than sales, while Scotch Whisky segment’s costs saved 4.3%
from a year ago. Such increase in the Brandy Segment is attributed to high cost of
wine, new bottles and packaging for the new and re/packaged products this year.
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Gross Profit

Gross profit margins (GPM) on consolidated level remained healthy at
35% in 2018 and 2017. The GPMs of the Brandy and Scotch Whisky segments
were respectively posted at 32% and 40% in 2018 as compared to 35% and
33% in 2017.

Other operating expenses

Other operating expenses went up 22.0% to P7,478 million from
P6,131 million, mainly due to advertising and promotions which include
strategic marketing spends (new and repackaged products launched this
year by both segments), salaries and employee benefits (due to more
employees and new positions created) and travel and transportation
(for international sales promotions).

Finance and Other charges

Finance and Other charges shrank 41.6% to P831 million from P1,425 million
due to the fixed interest expense on ELS and foreign exchange losses recorded
in previous year.

Profit before Tax
As a result of the foregoing, profit before tax climbed 7.7% to P8,436 million
from P7,835 million in 2017.

Tax Expense
Tax expense increased 6.9% to P1,607 million from P1,503 million a year ago
due to higher taxable income, especially in the Scotch Whisky segment.

Net Profit
As a result of the foregoing, net profit went up 7.8% to P6,829 million from
P6,332 million a year ago.

Year Ended December 31, 2017 Compared With Year Ended
December 31, 2016

Revenues

Total revenues reached P42,656 million in 2017 as compared to
P41,018 million in 2016, a modest hike of 4.0% attributed to strong sales
from offshore subsidiaries. Total sales of the Group improved 4.4% to
P42,206 million from P40,447 million a year ago.

The Scotch Whisky segment turned over revenues to external customers
higher by 7.2% year-on-year. Own Scotch whisky labels The Dalmore and Jura
remained to be the growth drivers, with strong sales of Core Range and Rare
Expressions (Dalmore 18, 25, King Alexander Ill and Vintage) in UK, Asia, USA,
Greater Europe, Latin America and Travel Retail. More importantly, the biggest
market in Asia is now the biggest Dalmore market in the world. Jura, with new
bottle and packaging upgrade, has a significant launch of the re-designed range
in the US.

The Brandy segment on the other hand, turned over revenues to
external customers higher by 2.8% year-on-year. Spanish brandies Fundador,
and Terry Centenario and Harveys Bristol Cream sherry enjoyed a good year,
with sales growing in Spain, UK and the Philippines. It was a challenging year
for Emperador Brandy.

Other revenues and income went down 21.3% to P449 million this year due to
lower net results from BLC which resulted in lower share in net profit recorded
for this year, and the foreign exchange gains reported in 2016.



Costs and Expenses

Total costs and expenses amounted to P34,820 million in 2017 from
P31,582 million a year ago, up 10.2% year-on-year primarily from the Brandy
business which, including intersegment purchases, increased 14.8% year-on-year.

Cost of Goods Sold

Costs increased 8.4% primarily due to higher costs in the Brandy segment,
which grew faster than sales, while Scotch Whisky segment’s costs inched 5.9%
from a year ago. Such increase is attributed to high cost of wine, new bottles and
packaging for the new and re/packaged products this year.

Gross Profit

Gross profit margins (GPM) on consolidated level remained healthy at 35%
in 2017 and 38% in 2016. The GPMs of the Brandy and Scotch Whisky segments
were respectively posted at 35% and 33% in 2017 and 40% and 30% in 2016.

Other operating expenses

Other operating expenses were up 8.6% to P6,131 million from
P5,647 million, mainly due to advertising and promotions which include
strategic marketing spends (new products launched this year Terry White
in Spain, Shackleton in UK, Emperador Hotshot and RED in Philippines),
salaries and employee benefits (due to more employees and new positions
created) and supplies (UK is changing datalinks network to all locations,
which would result in fall in telephone costs in the long run). Professional fees
went down from Brandy business’s professional fees paid in 2016.

Finance and Other charges

Finance and other charges swelled 79.4% to P1,425 million from P794 million
due to unrealized foreign exchange loss and the interest expense on new loans
reported by Spain.

Profit before Tax
As a result of the foregoing, profit before tax ebbed 17.0% to P7,835 million
from P9,436 million in 2016.

Tax Expense
Tax expense was reduced by 13.7% to P1,503 million from P1,742 million
a year ago due to lower taxable income.

Net Profit
As a result of the foregoing, net profit clipped by 17.7% to P6,332 million
from P7,693 million a year ago.

FINANCIAL CONDITION
December 31, 2018 and 2017

Total assets amounted to P117,818 million as of December 31, 2018, a 5.6%
increase from P111,536 million as of December 31, 2017. The Group is strongly

liquid with current assets exceeding current liabilities 2.8 times by the end of
the current year.
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Cash and cash equivalents were depleted 38.7% or P3,934 million
mainly from the parent’s dividend payment (P2,399 million) and purchase of
treasury shares (P1,529 million) during the year.

Trade and other receivables went up 28.4% or P4,181 million, primarily due
to higher sales in the lead up to Christmas holidays and advances to suppliers
and related party.

Financial assets at fair value through profit or loss went up by P1,189 million
from end-2017 due to the acquisition of financial instruments which are classified
as such during the year.

Inventories expanded 12.7% or P3,209 million, primarily due to additional
cased stocks from the new products and the fillings of Scotch whisky due to
high product demand.

Prepayments and other current assets rose 35.4% or P338 million due
to general prepayments and input vat. These are mostly due to timing of
prepayments.

The current interest-bearing loans increased 37.0% or P1,539 million while
non-current portion decreased 1.6% or P446 million, for P1,092 net increase,
from new loans drawn locally (for inventory purchases) and in UK (for purchase
of fillings of Scotch whisky), net of repayments made during the year.

Trade and other payables went up 9.6% or P1,159 million, mainly from
trade payables representing obligations to various suppliers of raw materials
such as alcohol, molasses, flavorings and other supplies and accruals incurred
by the group.

Income tax payable escalated 106% or P639 million primarily from higher
unpaid income taxes by the Group at current year-end which is further attributed
to higher taxable profit.

Provisions refer to the amount provided by WMG for leased properties
located in Scotland. Provisions went up by 18.4% or P82 million due additional
provisions made during the year.

Deferred tax liabilities are attributed to the UK group. These are net of
deferred tax assets of EDI and AWGI.

Accumulated translation adjustments refer to the difference resulting in the
translation of the foreign subsidiaries’ financial statements to Philippine pesos.
Monetary assets and liabilities are translated at the closing rate and income
and expenses at average exchange rates. The accumulated balance of the
account is reflective of the depreciation in the value of Philippine peso and/or
foreign currencies.

Treasury shares pertain to the acquisition cost of the shares that have
been brought back from the market pursuant to the Company’s ongoing
buyback program.

Share options pertain to the options granted to qualified employees of the
Group pursuant to an approved employee share option plan. The increment of
46.5% or P27 million was a result of recognition of additional share options for
the year with a corresponding debit to Investments in EDI account.

Revaluation reserves shoot up by P157 million due to actuarial gain on
retirement benefit obligations booked by WMG.

Legal reserves represents the statutory requirements in Luxembourg
which comprise of net wealth tax reserve and capital reserve at year-end.

In 2018, grant received by GES in Spain were added as part of this account.



Non-controlling interest pertains to the minority interest in DBLC,
a newly-incorporated subsidiary consolidated by end-2017 and in Boozylife Inc.,
a 51% newly-acquired local company engaged in the trading of alcoholic and
non-alcoholic beverages.

December 31, 2017 and 2016

Total assets amounted to P111,536 million as of December 31, 2017,

a 18.3% increase from P94,302 million as of December 31, 2016. The Group
was strongly liquid with current assets exceeding current liabilities 3.03 times
by the end of 2017.

Trade and other receivables rose 36.3% or P3,915 million, primarily due to
higher sales in the lead up to Christmas holidays and advances to suppliers for
raw materials for the second distillery in Batangas (which started operations
in 2018). There were also receivables from the newly-consolidated Mexican
subsidiaries at year-end.

Financial assets at fair value through profit or loss at end-2017 represent
gains on market valuation of financial instruments which were a reversal of
loss valuation at end-2016 which, in turn, was shown under financial liabilities
at fair value through profit or loss.

Inventories increased by 21.4% or P4,432 million, primarily due to
inventories at Domecq and Bodegas Garvey and higher fillings of Scotch whisky.
There were also new packaging materials purchased for aged Scotch whisky
and for brandy products.

Prepayments and other current assets soared 63.8% or P371 million due to
additions coming from Spain, particularly from the new subsidiaries DBLC and
CBSP and from Fundador. These are mostly due to timing of prepayments.

Investment in a joint venture, which pertains to Investment in BLC,
decreased by 19.1% or P765 million primarily from the reduction in capitalization
at BLC which was transferred to DBLC.

Property, plant and equipment escalated by 25.7% or P5,392 million
mainly due to acquired assets relating to Bodegas Garvey in Spain and Domecq
in Mexico. Also, a second distillery is being constructed in Batangas (which started
operations in 2018) and a glass furnace in Laguna had undergone rehabilitation
(it started operations in second half of 2017).

Intangible assets rose 15.9% or P4,103 million from the trademarks which
were part of the assets acquired relating to Bodegas Garvey in Spain and Domecq
in Spain and Mexico. These trademarks included the Mexican brandies
Don Pedro, Presidente and Azteca de Oro.

Other non-current assets shrank 17.5% or P223 million with the completion
of purchases with deposits at last yearend.

The current interest-bearing loans rose 55.6% or P1,486 million due to
additional drawdown from a revolving facility used for the purchase of stocks
and capital expenditures in the Scotch Whisky segment and currently maturing
portions of long-term bank loans. The non-current interest-bearing loans
jumped 34.2% or P7,336 million from new loans incurred in Spain to finance
the acquisitions of Bodegas Garvey and Domecq assets. The restructuring at BLC
in transferring the Domecq assets included the related loans as well.

Trade and other payables went up 41.0% or P3,514 million, mainly from trade
payables and accruals incurred by CBSP and DBLC which were new subsidiaries
consolidated this year.

Income tax payable decreased 7.3% or P47 million primarily from lower
unpaid taxes by the Group at current year-end.
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Accrued interest payable at end-2016 pertained to the fixed interest accrued
on the equity-linked debt securities which was settled during the year after the
parties agreed to apply the accruing interest as consideration for the holder's
acquisition of EMP common shares in 2017. The fixed interest provision was
amended to 0% in 2017.

Provisions refer to the amount provided by WMG for leased properties
located in Scotland. Provisions went down by 7.8% or P37 million due to
dilapidation payments for the head office which is now vacated.

Deferred tax liabilities are attributed to the UK group. These are net of
deferred tax assets of EDI and AWGI.

Retirement benefit obligations decelerated 88.4% or P885 million, driven by
the increase in the fair value of plan assets.

Accumulated translation adjustments refer to the difference resulting in the
translation of the foreign subsidiaries’ financial statements to Philippine pesos.
Monetary assets and liabilities are translated at the closing rate and income
and expenses at average exchange rates. The accumulated balance of the
account is reflective of the depreciation in the value of Philippine peso and/or
foreign currencies.

Treasury shares pertain to the acquisition cost of the shares that have
been brought back from the market pursuant to the Company's ongoing
buyback program.

Conversion options represent the equity component of the equity-linked
securities.

Share options pertain to the options granted to qualified employees of the
Group pursuant to an approved employee share option plan. The increment of

86.9% or P27 million was a result of recognition of additional share options for
the year with a corresponding debit to Investments in EDI account.
Revaluation reserves jumped 99.0% or P624 million due to actuarial gain on
retirement benefit obligations booked by WMG.
Non-controlling interest pertains to the minority interest in DBLC,
a newly-incorporated subsidiary consolidated by end-2017. A small portion
refers to the redeemable, non-reissuable, non-participating preferred shares
of AWGI issued to Arran in 2015.

LIQUIDITY AND CAPITAL RESOURCES

The Group sourced funds from operations and loans and borrowings.
The Company expects to meet its working capital requirements for the ensuing
year primarily from available funds at year-end plus cash flows from operations.
It may also from time to time seek other sources of funding, if necessary,
which may include debt or equity financings, depending on its financing needs
and market conditions.

PROSPECTS FOR THE FUTURE
The Group's renowned brandy and whisky products sold all over the world

are the catalyst for continued growth and best position the Group, with its
high-quality aged inventory, for premiumization and innovation opportunities.



OTHER MATTERS

Except for what have been noted:

There were no other known material events subsequent to the end of
the year that would have a material impact in the current year.

There are no other known trends or demands, commitments, events or
uncertainties that will result in or that are reasonably likely to result in the
Group's liquidity increasing or decreasing in any material way. The Group does
not have nor anticipate having any cash flow or liquidity problems. The Group
is not in default or breach of any note, lease or other indebtedness or financing
arrangement requiring it to make payments.

There are no other known events that will trigger direct or contingent
financial obligation that is currently considered material to the Group,
including any default or acceleration of an obligation. There are no other
material off-balance sheet transactions, arrangements, obligations, and other
relationships with unconsolidated entities or other persons created during
the reporting period.

There are no other known trends, events or uncertainties that have had or
that are reasonably expected to have a material favorable or unfavorable impact
on net sales or revenues or income from continuing operations. There are also
no known events that will cause material change in the relationship between
costs and revenues.

There are no other significant elements of income or loss that did not arise
from continuing operations.

There were no other material issuances, repurchases or repayments of debt
and equity securities.

The business has no seasonal aspects that had a material effect on the
financial condition and results of operations of the Group.
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Statement of Management’s Responsibility
for Consolidated Financial Statements

The management of Emperadar Ine. (the Company) is responsible for the preparation and fair
presentation of the financial statements, including the schedules attached therein, for the years ended
December 31, 2018 and 2017, in accordance with the prescribed financial reporting framework indicated
therein, and for such internal control as management determines is necessary 1o enable the preparation of
financial stalements that are free from material misstatement, whether duc to fraud or error.

In preparing the financial siatements, management is responsible for assessing Company”s ability o
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
poing concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative to do so.

The Board of Directors is responsible for oversecing the Company’s financial reporting process.

The Board of Directors reviews and approves the financial statements, including the schedules attached
therein, and submits the same to the stockholders.

Punsnghayan @ Arawlls, the independent auditors appointed by the stockholders, have audited the financial
slatements of the Company in accordance with Philippire Standards on Auditing, and in ils report to the
stockholders, have expressed its opinion on the fajrfiess of presentation upon completion of such audit.
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Report of
Independent Auditors

The Board of Directors and Stockholders
Emperador Inc. and Subsidiaries

{A Subsidiary of Alliance Global Group, Inc.)
T Floor, 1880 Eastwood Avenue

Eastwood City CyberPark

188 E. Rodriguez, Jr. Avenue

Bagumbayan, Quezon City

Opinion

We have audited the consolidated financial statements of Emperador Inc. and Subsidiaries
(the Group), which comprise the consolidated statements of financial position as at

December 31, 2018 and 2017, and the consolidated statements of comprehensive income,
consolidated statements of changes in equily and consolidated statements of cash flows for
each of the three years in the period ended December 31, 2018, and notes to the consalidated
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at December 31, 2018 and 2017,
and its consolidated financial performance and its consolidated cash flows for each of the three
years in the period ended December 31, 2018 in accordance with Philippine Financial
Reporting Standards (PFRS).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSA). Our
responsibilites 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
audits of 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.

Key Audit Matters

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

(a) Impairment of Goodwill and Trademarks with Indefinite Useful Lives
Descrption of the Mafter

Under Philippine Accounting Standard 36, Impairment of Assefs, the Group is required to
annually test the carmying amounts of its goodwill and trademarks with indefinite useful

lives for impairment. As of December 31, 2018, goodwill amounted to P9.5 billion, while the
trademarks with indefinite useful lives amounted to P20.7 billion. We considered the
impairment of these assets as a key audit matter because the amounts of goodwill and
trademarks are material to the consolidated financial statements. In addition, management's
impairment assessment process is highly judgmental, and is based on significant
assumptions, specifically the determination of the discount rate and cash flow projections used
in defermining the

value-in-use of the frademarks and the cash-generating units over which the goodwill was
allocated. The assumptions used by management are generally affected by expected future
market and economic conditions.

The Group’s policy on impairment assessment of goodwill and trademarks with indefinite useful
lives is more fully described in Note 2 to the consolidated financial statements; the estimation
uncertainty on impairment of non-financial assets, including frademarks and goodwill with
indefinite useful lives, is presented in Mote 3 to the consolidated financial statements; while
their corresponding carrying amounts are presented in Mote 10 to the consolidated financial
statements.

Haow the Malter was Addressed in the Auvdit

Qur audit procedures to address the risk of maternial misstatement relating to the goodwill and
trademarks with indefinite useful lives included, among others, the following:

«  Evaluating the appropriateness and reasonableness of methodology and assumptions
used in determining the value-in-use of cash-generating units atiributable to the frademarks
and goodwill, which include the discount rate, growth rate and the cash flow projections, by
comparing them to external and historical data;
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+ Testing the calculation of valuation model for mathematical accuracy and validating the
appropriateness and reliability of inputs and amounts used; and,

+ Performing independent sensitivity analysis of the projections and discount rate using the
valuation model used to determine whether a reasonably possible change in assumptions
could cause the carrying amount of cash generating units to exceed the recoverable
amount,

{b) Revenue Recognition

Descriplion of the Malfer

Revenue is one of the key performance measures used fo assess business performance,
There is a risk that the amount of revenues presented in the consolidated financial statements
is higher than what was actually earned by the Group. Revenue from sales in 2018 amounted
to P46.3 bilion and represented 93% of the Group's total revenues during the same year.
Revenue from sales is recognized when control over the goods has been transferred at a point
in time to the customer, i.e., generally when the customer has acknowledged receipt of the

goods.

In our view, revenue recognition is significant to our audit because the amount is material to the
consclidated financial statements. It also involves voluminous transactions at any given period
of ime, requires proper observation of cut-off procedures and testing of validity of fransactions,
and directly impacts the Group’s profitability.

The Group's disclosures about its revenues and related receivables, and revenue recognition
policies, including the adoption of PFRS 15, Revenue from Contracts with Customers, are
included in Notes 2 and 17.

How the Matter was Addressed in the Audit

Qur awdit procedures to address the risk of matenal misstatement relating to revenue
recognition included, among others, the following:

+ Testing the design and operating effectiveness of the Group's processes and controls over
revenue recognition, approval and documentation;

+ Evaluating appropriateness of the Group's revenue recognition policy in accordance with
the requirements of PFRS 15;

+ Testing, on a sample basis, sales invoices, delivery receipts and cash receipts of sales
transactions throughout the current period to determine whether sale of goods is valid and
existing;

+ Confirming trade receivables using positive confirmation, on a sample basis, and
performing alternative procedures for non-responding customers, such as, examining
evidence of subsequent collections, or corresponding sales invoices and proof of
deliveries;

¢ Testing sales invoices and delivery receipts immediately prior and subsequent to the
current period to determine whether the related sales transactions are recognized in the
proper reporting period; and,

+ Performing substantive analytical review procedures over revenues such as, but not limited
to, yeary and monthly analyses of sales per product/brand and kocation, and sales mix
composition based on our expectations and following up vanances from our expectations;
and, verifying that the underlying data used in the analyses are valid.

(e) Existence and Valuation of Inventories
Descriplion of the Matter

Inventonies as of December 31, 2018 amounts to P28 .4 billion, which represent 24% of the
Group's total assets as of that date. The valuation of inventories is at the lower of cost or net
realizable value (NRY). The Group's core business is subject to changes in market factors that
directly affect the demand for alcoholic beverages such as purchasing power of consumers,
degree of competition, and other market-related factors. Fulure realization of inventories is
affected by price changes and the costs necessary to complete and make a sale. Due to the
significant volume and carrying amount of inventones, and the high level of judgment in
estimating its NRY, we considered the existence and valuation of inventories as significant to
our audit.

The Group's disclosures on accounting policy, estimation uncertainty on defermination of NREV
of inventories, and Inventories accownt are presented in Notes 2, 3, and 8, respectively, to the
consolidated financial statements.



Report of
Independent Auditors

How the Matter was Addressed in the Audit

Our audit procedures to address the risk of material misstaternent relating to the existence and
valuation of inventories included, among others, the following:

On existence of inventones:

«  Observing physical inventory count procedures, obtaining relevant cut-off information and
copy aof count control documents, and verifying inventary movemenis during the intervening
periods between the actual count date and reporting date to further test the quantities of
inventory tems as of the end of the reporting date; and,

+ Perorming substantive analytical review procedures over inventory-related ratios such as,
but not limited to, inventory tumover and current period’s components of inventories; and,
verifying that the underlying dala used in the analyses are valid.

On valuation of inventaories:

+« Testing the design and operaling effectiveness of processes and controls over inventory
costing, reconciliation, data entry and review,

+ Evaluating the appropriateness of the method used by management for inventory costing
and valuation of the lower of cost or NRV and assessing consistency of their application
from period to period;

« Perorming, on a sample basis, a price test of inventory items by examining supporting
documents such as, but not limited to, purchase contracts and invoices, and relevant
importation documents;

« Performing detailed analysis of the Group's standard costing of inventories through
analytical review procedures of actual costs during the current period against the budgeted
standard, and testing significant actual costs, on a sample basis, by agreeing with conftracts
and invoices; and,

+ Evaluating the appropriateness and sufficiency of the amount of allowance for inventory
write-down by testing the key assumptions used on the expected realization of inventories.

(d) Consolidation Process
Deserption of the Matter

The Group's consolidated financial statements comprise the financial statements of Emperador
Inc. and its subsidiaries, as discussed in Mote 1 to the consolidated financial statements, after
the elimination of material intercompany transactions. The Group's consolidation process is
significant to the audit because of its complexty. It also involves translation of foreign curmency
denominated financial statements of certain subsidiaries into the Group's functional and
presentation currency, and identifying and eliminating several intercompany transactions and
balances, to propery reflect the consolidated financial position of the Group and its
consolidated financial performance and consolidated cash flows in accordance with PFRS.

The Group's policies on the basis of consolidation and translation of foreign currency
denominated financial statements of foreign subsidiaries are more fully descrbed in MNote 2 to
the consolidated financial statements.

How the Matter was Addressed in the Audit

Our audit procedures to address the risk of matenal misstaternent anising from the
consolidation process included, among others, the following:

« Obtaining an understanding of the Group structure and its consolidation policy and
process, including the procedures for identifying intercompany transactions and reconciling
intercompany balances,

+ Testing the mathemaltical accuracy of the consolidation done by management and verifying
financial information used in the consclidation based on the audited financial statements of
the components of the Group and evaluating the consistency of the accounting policies
applied by the entities within the Group;

« Testing the accuracy and appropriateness of intercompany elimination entries, the
translation of the financial statements of foreign subsidiaries of the Group, and other
significant consolidation adjustments;

« Performing analytical procedures at the consolidated level, and,

« Ewvaluating the sufficiency and adequacy of disclosures in the Group’s consolidated
financial statements in accordance with PFRS.

(J%)
~J
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Other Information

Management is responsible for the other information. The other information comprises the
information included in the Group's Securities and Exchange Commission (SEC) Form 20-1S
(Definitive Information Statement), SEC Form 17-A and Annual Report for the year ended
December 31, 2018, but does not include the consolidated financial statements and our
auditors’ report thereon. The SEC Form 20-15, SEC Form 17-A and Annual Report for the year
ended December 31, 2018 are expected to be made available o us after the date of this
auditors’ report.

Qur opinion on the consolidated financial stalements does not cover the other information and
we do not and will not express any form of assurance conclusion therean,

In connection with our audits of the consclidated financial statements, our responsibility is o
read the other information identified above and, in doing so, consider whether the other
information is matenally inconsistent with the consolidated financial statements or our
knowledge oblained in the audits, or otherwise appears o be materially misstated,

Responsibilities of Management and Those Charged with Governance for the
Caonsolidated 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 o enable the preparation of consolidated financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing
the Group's ability to continue as a going concem, disclosing, as applicable, matiers related to
going concemn and using the going concemn basis of accounting unless management either
intends to iquidate the Group or to cease operations, or has no realistic alternative but to do
80,

Those charged with governance are responsible for overseeing the Group's financial reporting
process,

Auditors' Responsibilities for the Audit of the Consolidated Financial
Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and
to issue an 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 matenal 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:

« |dentify 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 malerial misstatement resulting from fraud is
higher than for one resulting from emor, as fraud may invalve collusion, forgery, intentional
omissions, misrepresentations, or the ovemide of internal control.

« Obtain an understanding of internal conirol 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.



Report of
Independent Auditors

= Conclude on the appropriateness of management's use of the going concern basis of From the matters communicated with those charged with governance, we determine those
accounting and, based on the audil evidence obtained, whether a material uncertainty matters that were of most significance in the audit of the consolidated financial statements of
exists related to events or conditions that may cast significant doubt an the Group's ability  the current period and are therefore the key audit matters. We describe these matters in our

to continue as a going concern. |f we conclude that a material uncertainty exists, we are auditars' report unless law or regulation precludes public disclosure about the matter or when,

required to draw attention in our auditors’ report to the related disclosures in the in extremely rare circumstances, we determine that a matter should not be communicated in
consolidated financial staternents or, if such disclosures are inadequate, to madify our our report because the adverse consequences of doing so would reasonably be expected to
epinion. CQur conclusions are based on the audit evidence obtained up to the date of our outweigh the public interest benefils of such communication.
auditors’ report. However, future events or conditions may cause the Group to cease to
continue as a geing concern, The engagement partner on the audits resulting in this independent auditors’ report is
Mr. Romualds V. Murcia 1l
« [Evaluate the overall presentation, structure and content of the consolidated financial
statemants, including the disclosures, and whether the consolidated financial statements
represent the underlying transaclions and events in @ manner thal achieves Ffair PUNONGBAYAN & ARAULLO
presentation,

« Obtain sufficient appropriate audit evidence regarding the financial information of the
enfities 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.

CPA Reg. No. 0095626
TiM 806-174-059
PTR No. 7333697, January 3, 2019, Makali City

We communicate with those charged wilh 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. SEC Group A Accreditation
) ) . i Partner - No. 0628-AR-3 (until Mov. 29, 2015)
We also provide those charged with governance with a statement that we have complied with Firm - N, 0002-FR-5 (until Mar, 25, 2021)
relevant ethical requirements regarding independence, and communicate with them all BIR AN 08-002511-22-2018 (umil Oct. 3, 2019)
relationships and other matters that may reasonably be thought to bear an cur independence, Firm's BOA/FRC Cerl. of Reg. Mo, 0002 {untii Jul. 24, 2021)

and where applicable, related safeguards.

April 5, 2019

(%]
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Consolidated Statements

of Financial Position

December 31, 2018 and 2017
{Amounts in Philippine Pesos)

ASSETS

CURRENT ASSETS
Cash and cash equivalens
Treade and other receivables - net
Fimaneial assets at fasr vahse theowgh profit or loss
Inventories - net
Prepayments and ather cuerent assets

Totsl Current Assets
NOMNLCURRENT ASSETS
Irvestment o & jount ventibne
Property, plant amd cqupment - net
Intangible sssets - et

ﬂﬂu:r non-carcend asscls - oot

Total Mon-current Asscls

TOTAL ASSETS

Moles 218 2017
LIABILITIES AND EQUITY
CURREMNT LIABILITIES
5 PGB P 10162413548 Listegest bearing loans
6 18,875,763,362 14,604,733, 441 Trade and ather payabies
7 1,208,707, 500 19,572 259 Fimancial kabilities at fair vahue theough profit or Joss
8 28,305,073,338 25, 186,966,124 Icoms tax papable
1ni 1,201, 526,181 953,350,245
Toasl Current Laabilities
6, 000,120,273 51,017,085,917
MNON-CURRENT LIABILITIES
Intezest- beanng boans
12 3,277,607, 392 3233944, 765 Eqpuity-bnked debt seourities
9 27,247,873,6 26, 140,556,254 Provisions
0 30,225,975, 679 20,503,501 852 Daeferred tax Babilities - net
1z 1,062,804, T4 1,045 953 2010 Retirement benefit oblgation
61,818,351 409 G518, TAG 072 Total Mon cnrrent T ishdities

‘Tanal Lialsliaes

P UTRIBITIEE P 111535781080

HEQUITY
Fouaity attributshle to owners of the parent company

Nom-contralling inters

Tossl Equity

TOTAL LIABILITTES ANTY EQUINTY

Bee Notes o O dectared I izl S

Moty 2018 2017
13 5T00,075,335 P 4,161,326,840
1% 13,215,235,723 12,076,373,731

' 43,402,447

1:238,585,THS 599,675,786

0, 20T, 389,90 16,837,376,35%

13 8,314,724,593 26,761,004,050
14 5 256,801,592 5,277, 114,518
1% 524,074,547 443,245,445
n 2T BA2,THT 1,797,284,641
20 110,692,233 116,113,331
36,237,036,052 36,384,851 5985

56,454,475, 342 53, 182,275 344

60,471,271, 554 5T, T, 06,605

ns HIL674, 486 634,656,950
61,363,046, 340 55,363 553,645

NTAEITLEEE P 111535781980




Consolidated Statements
of Comprehensive Income

For the Years Ended December 31, 2018, 2017 and 2016
(Amounts in Philippine Pesos)
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Consolidated Statements
of Changes In Equity

For the Years Ended December 31, 2018, 2017 and 2016
(Amounts in Philippine Pesos)
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Consolidated Statements

of Cash Flows

For the Years Ended December 31, 2018, 2017 and 2016

(Amounts in Philippine Pesos)

CASH FLOWS FROM OFERATING ACTIVITIES
Prodit balsr tax

Lraswew cagense

Lraswos usoi

Staze n st piolit of e ventes

Peorraioan

Famr valur berses (gans on Enancal mésments
28 Fur ke Sroemgh prog o ko

Shaer opten benefity ripeme

Iergpairiment enwe

L (jpiir] 6n sale of progety, pliot and eqrpeent

Amertiesten of rdemarks.

Uhpreating profit brcer wenbong capetal <hange
irrirane Jnerrse] o tiacke amel sther pronon e
Irscsease in irvemones.
Trscsease in prepayiments wnd ooher CImens issets.
Decrease fncresse) o othes BOT-OMIENT nsets
Irscsease ecesss) i e wnd ooier parables.
Decrease in setiremens benels obigation

Cah grnenaterd fiom opeibenn

Coh fuidd fox nonenr Laar

Piet Cash From {Lhed T Dpperasing Activisies

CASH FLOWS FROM TNVESTING ACTIVITIES
Avupshitions of prpeaty, phet sl npspee
Avupshition of Gl wcts ol fais vabue

Uharragghs puesit vx b
[

Dbt seicived Do w foinl voas

Froovads G sl uf prograty, plant ad ogsguca

Avgpshitions of isdoumks

ooy G witbalisal of iserimen i @ il voutus

Avepshitions of salnidzio w2 buis w

Purt Cash Dardd in Inresting Actmaes

LY AL
1

i
1%

¥
1]

1w

2018 017 M6 o FCY 07 s
) ) CASH FLOWS FROM FINANCING ACTIVITIES
L ki L LR T v P RANMESN Proweeds fiom itenes hearing bans ma BAKLOST 6 FART 2 TEO 4,009 76T B0
Duvidderals pasd 3 { R Ll T 200080000 | 2,121,004,000 )
1,074, 3 R mﬂl Hepayrresis of wieiest-heating kan. (L8] i LMEEETTHREY | A0 | 800 13 92 )
S, B, (T Pl R 20 TISRsLAT Mq.uﬁmotmm-.qm ni i LEMAMIY | 22,1500 .
i MEMETM) | LI 00 M50 | n ( TILEMIAEY | Hogms0) | M0,IT)
{ B it it I 1A ML) | 2RI Mdﬂ:'mofpuhbdﬂu B R [ L8000 | AT 00] .
02, T 63 TI21 880 S2IR000 Prioceeds fbom isnce of shises of s silridary - 47, 450 —
sman | A9 1.5, 740 1aen Cashy From (Lhed Tn) Fnancng, ftrites {__ RAMNTALINT) LreniTag 3001 061 414 )
6,958,169 26,558,169 056,158
22,009,978 48,304,154 D66 7T WET DECREASE IN CASH AND
i ETMMT) | 1,542,556 ) 202 6 CASH EQUIVALENTS 018,05 11433000 19,003,534 450
e o ' N ‘ * d & '
W,065 484, FR 9,387 M5 A 10,745,480, 058 CASH AND CASH EQUIVALENTS
{ BSREMMI) | ATATD I 101,567,730 AT BEGINNENG OF YEAR _ IOMIAGE I00TAHMA 2T,
{ LM [ AQBAMET) | 1,509, 300,555 )
{ manmr) | a0 [ MO 100)
i THNIT 08 4,001,001 [ MLNEAN]  CASH ANT CASH EQUIVALENTS
1,10 e S iEa TR AT ( BB AN ) AT ENDOF YEAR PG T P 10,062 411 348 P 0173507748
{ A SESEEY | 1636L38Y | 89,485, 5% |
3,965, 156, 45 37,505,756 BE1 (08,158
i siLizriz) | LRI LAILIGAEE]  Sepph d Trafioremaiicons on Moms-cash Investing and Financing
2 R0, T MM TV [ LR E b 1) Shaic optn benefits roqsrme emounting i P70 milon wn ocogrined in A0, 7007 amd X116, with conmponding cardits i Share Optom
Chatutaneling scroust (uns Mote 17 amd 214)
i MR [ BEHSHABAY ([ 200,360,370 Iy T AT, FEMT vmaned 1774 ralllion cormemon shises in comsideration of the socisnd intoiest on e oqsity-Enkod socsition (FLE amounting o
PHIZ D e {vox Boe D) Al i 2007, e LIS rstommsscnt was sscudol aeed (e Gesncind Ealadity sl oty vonsprovscny v wcmsenerd at e daie of
{ 1,208, 707,500 ) mw%mﬂnm“rmd o epaticnss wrne vovegiied wd P | bllicns ared B3 2 b, v lively.
7,053,290 202, T 200,080 iLreeage o o it ety il el st it b P31, sl wa P03 sl Gk 2018 st sl ol 2017,
0,004,288 w0552 41 90,791 _2H ey, 1 Fﬂbﬂnp-lﬂli-::ud(hmpmu-: alutcd ol oemguchensive income (ol in 2016 (e Note 14).
8578 186,096,405 2,719,832 Thar capataliood dosusmecntary viamgs b ped by LME fon e o of the BLS in 2004 we fully jieed i 2007 with i sumeiteyy,
- [ 250,805,034 1 PLT.T eolbs i 2007 ineed B0B coslion i 20015, swhinch wecer prrscuied s put of Fionee aod Ol Clgprs sovoanl 21 e cotrobdaiod statoments of
BB, Yo 900 vl i (rox Kule 1)
{ 13,470,583, 790
(__BleTpesamy [ SEASERAL)  (___131904370M)
o Mk 1 Cnidiabato Fissascial 5
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Notes to Consolidated

Financial Statements
December 31, 2018, 2017 and 2016
(Amounts in Philippine Pesos)

1.  CORPORATE INFORMATION

Emperndor Ine. (EMP or the Parent Company or the Company) was incorporated in the
Philippines and registered with the Secunties and Exchange Commuassion (SEC) on
Movember 26, 2001, Tt presently operates as a holding company of a global conglomerate in
the distilled spants and other alocholic beverages business.,

EMP is a subsidiary of Alliance Global Group, Ine, (AG] or the Ulimate Pacent Company),
a publicly-Lsted domestic holding company with diversified investments in real estate
development, food and beverage, quick-service restaurants, and tounsm-entetamnment and
pamung businesses.

The registered pancipal office of EMP is located at T Floor, 1880 Eastwood Avenue,
Eastwood City CyberPark, 188 E. Rodnguez, Jr. Avenue, Bagumbayan, Queson City, where
the registered office of AGI s also presently located.

The commen shares of EMP and AG] were first histed for trading in the Phalippine Stock
Exchange (I"515) on December 19, 2001 and Apal 19, 1999, cespectavely.

L1 Subsidiaries
EMP haolds beneficial cuneship interests i entities operating in an integrated business of

manufacturing, bottling and distnbuting distilled spints and other alcoholic beverages from
the Phaippanes and BEurope {collectively relerred 1o herein as “the Group™), as follows:

Perocntage of
Expk v Eifcetive Ownceship
MNames of Sybschapcs Moscs 2018 217
ED and subsidiarics (ETN Group)
Emperador Distillers, Inc. (EDT) {a) TG 100°%
Anglo Watsons Glass, Ine, (AWGT) () 1 100%
Alcazar Die Bana Floldings Company, Tne.

{Adeazar De Bana)) {=) s 1%
Progreen Agrimep dnc. (Progreen) i 100% 100%
South Ponst Seence Park Ine (SSF1) {=) 1S 1%
The Bar Boverage, Inc. 1% 1%
Tradewind Fstates, Inc. {TEI) (d) 1S 100%%
Brogyiie Ine. (oot} ) 51
Cooos Viedka Distillers Phiippines, Inc. 1S 100%%
Zabana Rum Company, Inc. 1M 100

Percentape of
Fasplanatary Effertive Cramership

— Mames of Subsdiagcs Motes e 1) . ... i —
EIL and offshore subsidiaries

Emperador International Lad. (EIL) (e} T 100
Emperador Holdings (GB) Limuted (EGB) (B 1005 1005
Esgperadar UK Limited {EUK) (£ TS 100
Wy and Miackary Growp Limited (WG (&), 10 100% 100%
Wyt e Miackary Limited (ML) ) 100% 100%
Wyt Miackary W inbowsing [ imited (WAL i) 100% 100%
Emperador Asin Pre. Ll (FEA) i 100% 100%
Crapo Eagenador Spain, S, (CES) k), 10 100%% 100%
Bocegar Saw Brums, 5.1 (BEB) M 100 100%%:
Rodygar Famedador, 5.1 L, (BES) (), (v, () 10 1005
Fimperador Gestion 5.1 {156) i 100% 100%
Campifo Bodegwers Saw Parricio SLU (CBIP) {m), (), 10 1 100
Diomeecy Bodga Las Capar, S.L. (DBLC) (), 10 50%, 50%%
Bodsger Lar Capor, 5L BLC) i)} B S0P%
Emperador Furope Sard (EES) (1) % 100%%

Explanatory notes:

(a) EDI and its subsshiaries are engaged in businesses related bo the main business of EDT in tle Plubppiases.

B hecarmse a nrhnl'l'y oramied mhﬁld.l'll':r o Aumur 28, 2013 when EMP sr.qlu.-n'ﬁ it trosm ACH] as &
comdition to AGL's subscription o BEMP shares (see Mote 23.1). ED was incorporated in the Philippines
on June 6, 2003 to pemanly engape i the manufactinng and trading of brandy, wine or other simalas
abcoholic beverage products. EDI's brasds iclude Empersdor brandy, The BaR flavored aleoholic
beverage, Andy Player wiasky, Smurnoff Mule vodka (under license], Andy Player whisky and Rafta
sparkling whate wane. ED) also imvports and sells the prodects of EIL's affshone subsidiarnies.

EIMN's registered office, which s also its princapal place of business, s located at 7 Flocor,

1ERD Fastorond Avenue, Hastoood City CyberPark, 188 F. Rodngoez, [r Avenoe, Bapembayan, Queson
City, where itz subsidiaries, except Aleazar De Bana and subssdianies, also have their regrsteced offices and
prancipal places of business,

(b)) AWGT s a domestic corporation poesently copaged in Mot plass contamer manuletucong, and prmanly

supplies EIDN's bottle reparements.

(e} Alcazar De Basa i o domestic holding entity and presently holds 10074 ownecshep interest in Progreen,

a domestic corpotation copgaged m the busmess ol aleolo] and aleohol celated products, who m um
holds 100°%% ownershap intecest in 3511, a demestzc corpormtion engaged in management and mamntenance
of effice, commeraal, wdustial and institutonal developments m a ceptamn saencs pack.

Aleazar De Bana's pepstered ollice and prscipal plice of usioess is bocated at 2610 Floor, Albanes
Global Tower 4, Mith Street cor. 11th Avenoe Uptown Bonifacic, Tagug City.



Notes to Consolidated

Financial Statements
December 31, 2018, 2017 and 2016
(Amounts In Philippine Pesos)

{ef) TEI 15 a domestic corporation presently engaged in leasing its land and manufactunng complex in

Sta. Rosa, Lagusa, In 2018, TEI scquired 51% ownership i Boozylife for a total consderstion of
P45.0 mulbon. The identifiable net assets scquued are not matenal to the consolidated financial
statements [see MNotes 3.1(d) and 23.6).

(&) EIL i5 a foscign entity meorporated o the Botsh Viggin Islands proiosaly to hasdle the itemational

sales, marketing and merchandiang of the Group's products. EIL is presently the parent company of the
Group's offshore subsidianes. BIL is effectively 2 wholly owned subssdiary of EMP theough EMP's
B4% direct oomership and EDI%s 16% ownership.

EIL's sepastered office is at the offices of Postoullss TosiNet (BVT) Limated, which is curcently located at
Perteullis Trust Met Chambers, 4th Floor Skelton Building, 3076 Dhake’s Haghway, Road Town, Tartola,
Biritish Virgin Islands.

EGH is a foreign entity incorporated i the UK to operate as an wvestment holding entity. It holds 100796
cwnershap interest over BUK which i tusn holds 100% ownership interest oves WMG [see (2]

EGDs registered office is located at 30-23 Bedfbed Road, London, United Kingdom.

WG 15 a foveign entity weorporated in the UK oo August 7, 3001 and presently operatag as an
investment in holding entity. It presently holds 100% camership i WML and WMWL. WMG and its
subsachianes (collectrvely oofemved to as “WMG Group™) are all copaged in businesses pelated to e mwean
busaness of production, marketing and distibution of Scotch whisky, vodka, gueurs and other aleoholic
dimks, EUK acpared WMG om United Spanits (Great Batun) Lisaied oo a deal signed oo May 9, 2004
and closed on October 31, 2004 for 2 total cash considemion of P30.3 hillion.

WG Group's cegistered office s located at S¢. Vincent Plaza, 319 S0 Vincent Street, Glasgow, Scotland.

(h) WML is a foreign entity incorporated in the UK o carry out the production, marketing and distabution of

m

Seotch whnsky, vocdka, hquewrs and other aleobobe donks, WML cooe brands inchde Whyte and Mackary,
The Dalmose, 1she af Jum, ‘lr'lsd:mr,l'ilqﬂ, f:hpnnn' nm‘ljn}m Bare, WAL, halds 100%: mnmrshlp imterest
41 domment companies, all meorporated m s TR, and one active companry, Wliyte and Mackay
Amenicas 110, which handbes the distributson of Whyte and Mackay brands withan the United States of
America,

WL 15 fovcapgmn entity incorpoated in the UK to camy out wanchousing and blosding of bulk winsky
for WML and third party ostomers,

FEAisa I‘nn":gn. entity :nrm]w:h&‘l i Furgﬂ[mm nnjnl'_v 10k, 2013 as a lsnnated PrEvate Company with
principal sctivity as a wholesaler of lqueor, food and beverages, and tobacco. 1t holds 1009 ownership
antesest in GHS [see (k).

EA" registesed office is located at 1 Scotts Road, 19206 Shaw Centor, Singapore.

(&} GES is a foreign entity mcosposated on September 28, 2011 as 2 small Limited Lability company and

v

subsecuently changed to a large habslity company on Febosry 3, 2009, GES caroes out activities celated
to the production of wanes, fortified wines, brandies, and all types of alooholc donks, as well as the
purchase, ownership and operations of any type of land, particulacly, vineyards,

O Movember 27, 2015, GES reached a definitive agreement with Beam Suntory Spain, 5.1 1o purchase
its Spagush brandy and sherry business (the Fundador Business Unit) in Jeses de la Fronter (Jersz), the
brandy capital of Spain. GES assgned its sights and obligations under the ageeement to its direct wholly
owmed subssdiary, Bodegas Fundados, $1.1 (BFS), on Jasuary 28, 2006, The puschase was subsequently
completed an Febroary 29, 2016 for a total cash comudenation of P14.7 bdbon (see Note 10)

GES's registered office, whuch s also its poncipal place of business, is located at Torre Espacio - Pasco
de la Castellana 0 259 D Planta 28, Madnd, Spain. It currently holds derect mtesests in BSB, BFS, EG,
CBSP, DBLC and BLC, which were established in Spamn and Mexico wath actrabes. similar or related to
its main busisess.

Subsickagics with sepistered office and principal place of business located at Tosre Espaceo — Paseo de la
Castellana 6" 259 13 Planta 28, Madnd, Spau.

(m) SubsuBarses with repistered oflfice located st Torre Expacso — Paseo de la Castellana 0® 259 13 Planta 28,

Madnid, Spain and principal place of husiness located in Jerez de b Foontesa, Cadie, Spain,

{u} RIS has a whnll}' oramiel mhmdury, Diestilados de la Mancha 5.1

(o) DBLC i a fooepn entity meorporated m Spain wm ker pant of 2017 v opeate as an mvestment olding,

entity with cegistered office kocated at Mamuel calle Mana Goneile 12, Jerex de la Frontem, Cadie, Spain.
Tt prescutly holds 10054 ownership niterest m Mexcan entities namely: Podeo Domeeg 540 de CV,
Bodega Domecq 5.4 de C.V. and Gonzalez Byass de Mexico 5.A. de C.V, with repistered office at Calle
Presa Pabellén, 38, Mexeo DI

Pedio Donnecg 5.4 de CV. and Bodega Domesg S.A. de CV. are newly incorporated foragn cutiies
created by BLC on March 15, 2017 in relation to the asset scpusions from Pervod Ricard. These
culatics, logether wath Gonzales Byass de Mexeo S0 de OV, existing, subsidiaory of BLC, were
subsecuently tmnsferced o DBLC effectively on September 1, 2017 theough spin-ofl acquisition.

“The ESL T LT of its l)cumiq berand pcu'lfnlm:nd its related assets en Mexioo Elhm'n] .r\rqunﬂmﬂ."] WEE

signed by Pernod Ricard with BLC on December 1, 2006 and completed on Manch 30, 2017 by BLC and
o5 e mwly-:rrm]murml Mexscan subssdianies. Total FOOULSiItION i5 treatedd as an asset ACHERITION
[see MNotes 2.12(c), 3.1(d) and 23.6].

iph Jointly controlled entity with regrstered office located at Torre Bspacio — Passo de la Castellana

a% 259 1D Plants 28, Madnd, Spain and pancipal place of business located in Jerez de la Frontera, Cadiz,
Spain (see Nede 12). BLEC presently holds 100%% ownership mterests in Alcoholern dels Mancha Vinicola,
5L and Vinedos del Rio Tagjo 51, winch are both establshed in Span with actratics simibar and related
1o the main busmesses of GRS and BLEC

=
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December 31, 2018, 2017 and 2018
{Amounts in FPhilippine Pesos)

[q) CBSP acquired from the previous owers (collectively referred to as “Grupo Garvey') centain tangible

assets in Spain, ncluding trademarks of well-known brands (Garvey Acquasition]) on January 19, 2017,
The Garvey Acduusitzon is treated as an asset acoeisition [see Notes 2.12(c) and 3, 1{d)].

¥ EES s a foreign entity icorporated in Luxembsourg as a povate Bmited lability company, pamanly to

opente a5 an iovestment holding entity.

EES' registered office 15 located at L-1449 Luxembourg, 18, Rue de PEaw

1.2 Approval of the Consolidated Financial Staterments

The consolidated financial statements of EMD and its subsidiaries as of and for the year
ended December 31, 2018 (incleding the comparative consolidated financial statements as of
December 31, 2017 and for the years ended December 31, 2007 and 2016) were authorized
for issue by the Company’s Board of Directors on Apal 5, 2019,

2. SUUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of these
consolidated linandal statements are summarized below and in the succeeding pages. The

B slicies have been t:t)ll!ﬁi.ﬂll‘lll!}' '.q:lp]irﬂ e all the years 'E:|r|.--em.--.|:|Irl.-s|:|1 unless otherwise stated.

A1 Basis of Preparation of Consolidated Financial Statements

@

Statement of Compliance uxth Philgipine Finamciad Reporiing Standards

The consolidated financial statements of the Group have been prepared in accordance
with Philippine Financial Reporting Standards (PIFRS). PPRS are adopted by the
Financial Reporting Standards Coundl (FRSC) from the pronouncements issued by
the Intemational Accounting Standards Board and approved by the Philippine Board

Ly I— .I"H'.\ﬂ' sirralan H:"h'.

The consolidated financial statements have been prepared using the measurement
bases specilied by PFRS [or each yype of assel, liability, income and expense. “The

mensurement bases are more |—|:||!_'|.' described in the acooumnling '|:luti.1:i|-.:1 that follow.

Presentaison of Consolidated Financial Statermenis

The consolidated financial statements are presented in accordance with Philippine

Accounting Standard (PAS) 1, Presentation of Firancial Statemsents. The Group presents
all items of income, expenses and other comprehensive income or loss in a single
consolidated statement of comprehensive income.

In 2018, the Group reclassified centain advances to suppliers in 20017 pertaining 1o
purchase of land amounting to P231.1 million from cumrent assets previously included
under Trade and Other Receivables account to non-current assets under Other
MNon-current Assets account to conform with the current year presentation, which did
not result in any matedal impact as it only affected the presentation (see Notes 6

and 11.2). The reclassification did not result in any adjustment to the Group’s total
assels presented in the consolidated statement of finandal position as of December
31,2007, Tralse did not result in any significant impact in the consolidated statement
of cash flows for the year ended December 31, 2017,

The Group also reclissified certain expenses 1o Selling and Distrlotion Fepenses
from Cost of Goods Sold and General and Administrative Expenses in the 2017 and
2016 consolidated statements of comprehensive income, to conform to the current
year presentation (see Motes 18 and 19).

The effect of the reclassification on the 2007 amd 2006 consolidated statements of

I::I:HTIi)I'I‘.iH‘rIEliII’I‘. income is as follows:

m"f
An Previcaily
—DBepoied _ Reclosiication  ___As Bestaced

Coat ol goods sekd P 27585665853 (P IVITEO36) P 27,264 680,817
Selling: and distribution expenses 3,792,601,789 B17,825 545 461,427,335
Gieneral aml administrative expenses 246,130,704 | 496,849,510} 1,519,281,1%4
216
As Previeusly

—Bepopied _ Hedmsmboauon  _ As Bodaved

Coat ol poods sekd P 2542445626 (P EIADGT0L P 25,141 038,906
Selling and distribustion cxponscs 3,510,668,220 571,812,288 4,082,481,208
Genersl and administrative expenses 1,853,248, 968 | 258 05,568 ) 1,564,842,400



Notes to Consolidated

Financial Statements
December 31, 2018, 2017 and 2016
(Amounts In Philippine Pesos)

fe)

The reclassification did not result in any adjustment to the Group's total
comprehensive income and earnings per share presented in the 2007 and 2016
consolidated statements of compeehensive income, It also did not cesult in any
significant impact on the Group’s consolidated statements of financial position,
consolidated statements of changes in equity and consolidated statements of cash
flows for the years ended December 31, 20017 and 2016,

In 2018, the Group also adopted PERS 9, Finansial Instrmments, and PFRS 15,

Revense from Comtracts with Curtomers, which were applied using the transitional selief and
the full retrospective approach, respectively [see Note 2.2(a)(0) and (jii)]. The
application did not result in any adjustment to the Group’s consolidated financial
statements.,

The reclassification discussed above and the adoption of the new standards had no
material impact on the Group's consolidated financial statements; hence, the Group
did not present a third consolidated statement of finandal position.

Fumctiona and Presewiaiion Corrency

These consolidated financial statements are presented in Philippine pesos, the
Company's functional and presentation eurrency, and all values represent absolute
amounts except when otherwise indicated.

Items included in the consolidated financial statements of the Group are measured
using the Parent Company™s functional currency (see Note 2.16). Functional corrency
is the currency of the pomary economic envicomnment in which the Parent Company

operales,

2.2 Adaption of New and Amended Standards

()

E ffective in 2018 that are Relevant fo the Grosp

The Group adopted for the first time the following PFRS, amendments,
interpretations and annual improvements to PFRS, which are mandatonly effective
for annual penods beginning on or after January 1, 2018:

PFRS 2 (Amendments) Share-based Payment — Classification and
Measurement of Share-based Payment
Transactions

PFRS @ i Financial Instroments
PFRS 15 ¢ Reveme from Contracts with Customers;
Clarifications o PFRS 15
International Financial
Reporting Interpretations
Comminee (IFRIC) 22 Foreign Currency "Uransactions and
Advance Consideration
Annual Improvements to
PIRS (2014-2016 Cycle)
PAS 28 (Amendments) :  Investment in Associates and Joint Venture —
Measuring an Associate and Joint Venture
at Fair Value

Discussed below amd in the succeeding pages ave the relevant information aboat
these standards, amendments, interpretations and annual improvements.

M PFRS 2 (Amendments), Share-bosed Payment — Classfraation aond Meassrement of
Shure-baged Paymeent Transactions. "The amendments contain theee changes
covering the following matters: the accounting for the effects of vesting
conditions on the measurement of a cash-settled share-based payment; the
classification of share-based payment transactions with a net settlement feature
for withholding tax obligatons; and, the accounting for a modification wo the
terms and conditions of a share-based payinent that |'§|.'.|r|!_=|:ﬂ the classification
of the transaction from cash-settled o equity-settled, The application of the

amendments had no impact on the Group's consolidated financial statements.

=
~J
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PFRS 9, Financial Instruments (issned in 2004). This new standard on financial
instruments will replace PAS 39, Finandal Instrumenis: Reooguition and Measurensent,
and PFRS 9 issued in 2009, 2010 and 2013. This standard contains, among
others, the following;

¢ three principal classification eategories for financial assets based on the
business model on how an entity is managing its nancial instruments,
i.e., financial assets at amortized cost, fair value through profit and loss
(FVTPL), and fair vahwe through other comprehensive income (FVOCT);

* an expected credit loss (ECL) model in determining impairment of all debt
financial assets that are not measured at FVTPL, which generally depends
on whether there has been a signilicant increase in credit sk since initial
recognition of such financial assets; and,

*  anew model on hedge accounting that provides significant improvements
principally by aligning hedge aceounting more elosely with the nsk
management activities undertaken by entities when hedging their financial
and non-financial dsk exposures.

The Group’s new accounting policies relative to the adoption of PFRS 9 are
fully disclosed in Notes 2.5 and 2,10,

The adoption of PFRS 9 had no significant impact on the measurement and
carrying amounts of the Group's financial assets and financial liabilites. The
Group's loans and receivables are being carried at amortized cost aleeady; the
detivative assets are still to be measured at FVTPL; and, the application of the
ECL methodology to financial assets other than at FVTPL (mosdy trade and
other receivables) did not esult in the recognition of addivonal allowance for

creclit bosses,

In summary, the eflect of the adoption of PERS % is as [ollows:

e Tr— s T

Carying Value  Carrying Valee

e e heeiendell o emeldlll el e
[ rw —— T, T ¥ A VT A1 VITL " WEAIEER T [LET-F ]
[T —
o mmnarisred cosi:
Canh sod canh exquvalonty 3 Leans sod coccivalles A smeviiond oo 13, B2 AI3E43 13, 162 413,543
Tesde sed oy srcoivebles - ol 6 Leans sod coccivalbles A% smevtiond oo 13,056, TERATT 13,056,719 AT?
Propaiy madgegs scocivablc L1} Leans sod coccivalbles A% smeviiond oo a55016 aF5 016
Refundsils woouity doponits L1} Leans and ek A ioedl oo AL MTOLG EMTRG
Toasl I AT T I 0 T T

(i)

()

PFRS 15, Revenue from Contract with Customers, wogether with the Clarifications i
PERS 15 (herein referred vo as PFRS 15). This standaed replaces PAS 18,
Revense, and PAS 11, Condfraiton Contracts, the related Interpretations on
revenue recognition: IFRIC 13, Customer Loyalty Progranssses, IFRIC 15, Agreemsent
oo the Constraction of Real Ertate, IFRIC 18, Trangfers of Assets from Customers, and
Standing Interpretations Committee 31, Revense — Barter Transactions Involving
Advertising Services. "This new standard establishes a comprehensive framework
for determining when to recognize revenme and how much revenue to
recognize. The core principle in the said framework is for an entity to
recognize revene o depict the mansfer of promised goods or services 1o the
enstomer in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. The focus of
revenue recognition has changed from the transfer of dsks and rewards of
ownership o the ransfer of control of goods and services, which could be at a
point in time or over time. The standard presents a five-step process that must
be followed which involves the scparation of performance obligations in a
customer contract and alloction of the ransaction price to the separale

|H1'|—|:m|1:|1n-. t:IE:IIiHH“.t:IHH I:m-.:* MNote 2.1 4:|.

The Gronp’s adoption of PFRS 15, which was applied retrospectively, has
resulted in changes in its accounting policies (see Note 2.14) but did not result
in adjustments 1o the amounts recognized in the Group’s consolidated financial
slaternenls as l!ll" ITEATRINeT HTI.(I liTIIi.IIH 1"- l]'l.!‘ FECE PJ_’.IIiIii m l)r TeveTliM s are llli‘

same upon adoption of PFRS 15

IFRIC 22, Fereign Carrency Trumsactions and Advance Consideraiion — Inlerprelation on
Foreipn Currency Transactions and Advance Conrideration. "The interpretation

Im njlqﬂ e tll‘latl]ﬂ! ﬁll‘ilqﬂl (L] .I'H o Lo accoiml "1 s lraresacl iln 1% I.I'I'-ll
inchade the receipt or payment of advance consideration in a foreign ourrency.
The interpretation states that the date of the transaction, for the purpose of
determining the exchange rate, is the date of initial recognition of the
non-monetary asset (adsing from advance payment) or hability (ansing from
advance veceipt). 17 there ave multiple payments or receipts in advance, a date
of transaction is established for each payment or receipt, The application of
this interpretation had no impact on the Gronp's consolidated financial
statements.
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(¥)  Among the Annual Improvements o PERS (2014-2016 Cyde), only PAS 28
(Amendments), Tnvestoent in Asiodates and Joint Venture — Measuring an Asrociate
and Joint Venture &t Fair Valwe, is relevant to the Group but has no material
impact on the Group's consolidated financial statements as this amendment
merely clarifies existing requirements. The amendment clasifies that the option
for venture capital organization, mutal funds and other similar entities to elect
the fair value through profit or loss dassification in measuring investments in
associates and joint ventures shall be made at initial recognition, separately for
each associate or joint venture,

Effective im 2018 that are not Relevant ts the Grosp

The following amendments and annual improvements to existing standards are
mandatogly effective for annual pesiods beginning on or after January 1, 2018 but are
ot relevant to the Group's consolidated financial statements:
PAS 40 {Amendments) Investment Property — Transfers of
and [rom Investment Propeny
Insurance Contracts — Applying PFRS 9
with PERS 4, Tecwrance Contracts

PERS 4 (Amendments)

Aninual Improvemments to
PFRS (2014-2016 Cycle)
PFRS 1 (Amendments) :  First-time Adoption of Philippine Financial
Repornting Standards — Deletion of

Short-term Exemptions

Eiffective Subsequent to 2018 but not Adapted Fardy

There are new PIFRS, amendments, interpretations and annual improvements to
cxisting standards elfective for annual peoods subsequent 1o 2018, which are adopted
by the FRSC. Management will adopt the relevant pronouncements discussed in the
succesding pages in accordance with their tmnsitional provisions; and, unless
otherwise stated, none of these are I'Jﬂ.i)!ﬂ.‘.l.ﬂ:l ter have Kiﬂrliﬂl'.‘d!ll impact on the
Group's consolidated financial statements.

(i)

(i)

PAS 19 (Amendments), Eogidoyee Bemefits — Pl Amendmen, Cartatloent ar Settiement
(effective Jamuagy 1, 2019). The amendments requise the use of updated actuarial
assumplions to determine cureent service cost and net interest for the remander of the
annual reporting penod after the plan amendment, cuttallment or settlement when the
entaty cemeasures its net defined benefin Liabality (asset). PAS 28 {:‘Lmem‘lments},
Investement in Aseociates — Long-terme Interest in Aseociater and Joimt 1 entare (ellective
from January 1, 200%). The amendments clanfy that the scope exclusion in
PFRS 9 applies only to ownership interests accounted for using the equity
method. Thus, the amendments further clanify that long-term interests in an
associate or joint venture — to which the equity method is not applied — must be
accounted for under PERS 9, which shall also incude

long-tenm interests that, in substance, form part of the entity’s net investment
in an associate or joint venture,

PFRS 9 (Amendments), Financial Insiruments — Prepayment Features with Negative
Compensation (elfective from Janvary 1, 2019). The amendments clarify that
prepayment featiees with negative compensation attached to financial
instruments may stll qualify under the “solely payments of principal and
interests” (SPPI) west. As such, the finanaal assets containing prepayment
features with negative compensation may still be classified ot amortized cost or

at FVOCT

PFRS 16, Tagser fr.ffr.rliw-. from Jammary 1, 200 ':)_']. The new standand will
eventually replace PAS 17, Laarer, and its related imerpretation IFRIC 4,
Determining Whetber an Armangensent Containg @ Iease. For lessees, it requires to
account for leases “on-balance sheet” by recognizing a “rght-of-use™ asset and
a lease liability. The lease lability is initally measured as the present value of
future lease payments. For this purpose, lease payments include fixed,

eI (::lll’”‘]i:l‘]l‘. 'II'.I}"II'II‘.TI'.N {ln’ Imﬂl‘. I‘.II‘.II'H‘TII“. ATHCHETILS {IIII‘. Illllli'r rl‘.!lillllﬂi "-':IIII‘.
guarantees, certain Lypes ol e smlingent payments and amounts due dud g
optional perods to the extent that extension is reasonably certain. In
subsequent penods, the “right-of-use™ asset is accounted for similar 1o a
purchased asset subject 1o depreciation or amortization. The lease Bability is
aecounted Tor similar to a Gnancial liability which is amontized using the
elfective interest method. However, the new standand provides important
relicfs or exemptions for short-term leases and leases of low value assers, Tf
these exemptions are used, the accounting is similar to operating lease
accounting under PAS 17 where lease payments are recognized as expenses on
a straight-line basis over the lease term or another systematic basis

|:i!|- e rr.|wm1|l'.|li1.':-. of the pallem of the lesses’s |1-o-r|r.ﬁl}.

=N
(=]
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)

For lessors, lease accounting is similar to PAS 17, In particular, the distinction
between finance and operating leases is retained. The definitions of each type
of lease, and the supporting indicators of a finance lease, are substantially the
same as PAS 17's. The basic accounting mechanics are also similar, bur with
some different or more explicit guidance in few areas, These include variable
payments, sub-leases, lease modificatdons, the treatment of initial direct costs
and lessor disclosumes.

The new standard allows the retrospective application or modified retrospective
application, where the cumulative effect of initally applying the standard will be
recognized as an adjustment to the opening balance of Retained Earnings
account at the date of initial application. Management has initially assessed that
this new standard has no material financial impact on the Group's consolidated
financial statements.

IFRIC 23, Uncertainty over Inoome Tave Treatmenls (effective from January 1, 2019).
The interpretation provides clarification on the determination of taxable profir,
tax bases, nnused tax losses, nmised tax credits, and tax rates when there is
uncertainty over income tax treatments. The core pandple of the
interpretation requires the Ciroup 1o o wmisicler the 'E!I't)]litili.b‘i|_}' of the tax
tresiment ]n-illg Ht‘.\l‘.\ﬂ'i:llﬂl |'r_v the taxation authe Ly, When it is 'E:Ill::ll'm]lti‘. that
the tax treatment will be accepted, the determination of the taxable profit, tax
bases, nnmsed tax losses, unused tax credits, and tax rates shall be on the basis
of the accepted tax teatment. Otherwise, the Group has w use the most likely
amount or the expected value, depending on the surrounding ciccumstances, in
tlr.h-.n:nillilll_l; the tax aceounts identified imn Lﬂ:li;tlﬂ:.' above,

PFRS 10 (Amendments), Consnliokafed Finanoial Stafements, and

PAS 28 (Amendments), Tnvestorents in ALisociates and foind 1 enfurer — Sale or
Comirifuiion of Assels Between an Invesior and ity Assocates or foint Venture (ellective
date deferred indefinitely). The amendments to PFRS 10 requice (ull
recognition in the nvestor's fnancial statements of gains or losses arising on
the sale or contribution of assets that constitute a business as defined in

PIRS 3, Burmers Cosrivinations, between an investor and its associate or joint
venture, Accordingly, the panial recognition of gains or losses (Le., 1o the
extent of the vnrelated investor's interests in an assodiate or joint venture) only
applies 1o those sale or contribation of assets that do not constitnte a basiness.
Corresponding amendments have been made to PAS 28 to reflect these
changes. In addition, PAS 28 has been amended to clanfy that when
determining whether assets that are sold or contdbuted constitute a business,
an entity shall consider whether the sale or contnbution of those assets is part

(:Ir m I.] 1 l'E:IlI‘ .'-tﬂ']l:lj_‘nlﬂl“'.fﬂ 5 |]'I5tl KIII:)I L]l! ]H‘ accoml ﬂ! ﬁ ICAS A Bﬁillj_:]ﬂ T IBGH:'“‘! L1

(vi)

Annual Improvements o PFRS 2015-2017 Cycle (effective from January 1,
2M9). Among the improvements, the following amendments are relevant to the
Group but had no materdal impact on the Group's consolidated financial
statements as these amendments merely elasify existing requirements:

& PAS 12 (Amendments), [name Taves — Taoe Consequences of Dividends. "The
amendments clarily that all income tax consequence of dividend payments
should be recognized in profit or loss.

& PAS 23 (Amendments), Berewing Costy — Eligibility for Capitalization. The
amendments clarify that any specific bomowing which remains outstanding
alter the related qualifying asset is ready for its intended purpose, such
borrowing will then form part of the entity’s general borrowings when
caleulating the capitalization rate for capitalization purposes.

o PFRS 3 (Amendments), Burinerr Combimations, and PFRS 11 (Amendments),
Joint Armangesenis — Remeamirenent of Previonsly Held Iniereds in a ot Operaton.
The amendments clarfy that previously held interest in a joint operation
shall be remeasured when the Group obains control of the business. On
the other hand, previously held interests in a joint opecation shall not be
remneasured when the Group obtains joint control of the business,

23 Basis of Consolidation

The Group’s consolidated financial statements comprise the accounts of EMP, amd s
subsidiaries as enumerated in Note 1.1, alter the elimination of material intercompany

transactions. All intercompany balances and transactions with subsidiaries, including

income, expenses, dividends and vnrealized profits and losses from intercompany
transactions that are recognized in assets are climinated in (ull on consolidation.

Intercompany losses that indicate impairment are r{‘.I'I:I“I:Ii'J:H:I in the consalidated lnancial

slaternents,

The financial statements of subsidiarics are prepared for the same reporting period as that of
the Company, using consistent accounting ponciples. Financial statements of a cerain entity

in the Group that are prepared as of a date different from that of the date of these

consolidated lnancial statements were '.ll:lilmlml ey reonniee the effects of xig:liﬂl‘::l.l
transactions or events that ooour between that date of their r{!‘i)l".'iil:l“ i)!‘.:l'il:)t:l and the date of
these consolidated financial statements. Adjustments are also made to bring into line any

dissimilar accounting policies that may exist.
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The Group accounts for its investments in subsidiaries, investment in a joint venture, and
transactions with non-controlling interest (NCI) as follows:

fa)  Imvestmenis in Subsidiaries

Subsidiaries are entities (including structured entities) over which the Group has
control. The Group controls an entity when it has power over the entity, is exposed,
or has raghts to, variable remams from its invelvement with the entity and has the ability
to affect those returns theough its power over the entity. The acquisition metheod is
applied to account for acquired business subsidiages [see Notes 2.12() and 3.1(d)).
Subsidiaries are consolidated from the date the Parent Company obtains control.

The Parent Company reassesses whether or not it controls an entity if facts and
circumstances indicate that there age changes to one or more of the theee elements of
controls indicated above. Accordingly, entities are deconsolidated from the date that

control ceases.
(&) Imvestment inm @ foimd Venfure

A jointly controlled entity is a corporation, partmership, or other entity in which two or
more venturers have an interest, under a contractual arvangerrvent that establishes joint
control over the entity. Fach venturer usnally contributes cash or other resonrees to
the jointly controlled entity. Those contributions are included in the accounting
records of the ventorer and recognised in the venturers [inancial statements as an
investment in the jointly controlled entry.

Inwestment in a joint venture is initially recognized at cost and subsequently accounted
for using the equity method (see Note 12).

Acyuired investment in the jointly controlled entity is subject 1o the purchase method.
The purchase method involves the recognition of the jointly controlled entity’s
identifiable asscts and liabilities, including contingent liabilities, repardless of whether
they were recorded in the Anancial statements proor o acquisition.  Goodwill
pepresents the excess of acquisition cost over the fair value of the venturer's share of
the identifiable net assets of the joint ventures at the date of acguisition. Aoy poodadll
or fair value adjustment attrbutable to the ventrer’s share in the joint venture is
included in the amount recognized as investment in a joint ventre.

[

All subsequent changes to the ownership interest in the equity of the joint venture are
recognized in the venturer’s carrying amount of the investments, Changes resulting
from the profit or loss generated by the joint ventre are credited or charged against
Equity share in net income of joint venture, which is part of Revenues or Finance and
Other Chagges under Costs and Expenses section in the consolidated statement of
comprehensive income,

Impairment loss is provided when there is objective evidence that the investment in a
joint venture will not be recovered (see Mote 2.17),

Changes resulting from other comprehensive income of the jointly controlled entity or
items recognized divectly in the jointly controlled entity’s equity are recognized in other
comprehensive income or equity of the venturer, as applicable. However, when the
venturer's share of losses in a joint venture equals or exceeds its interest in the
associate, incloding any other unsecured receivables, the venmrer does not recognize
further losses, unless it has incurred obligations or made payments on behalf of the
jointly controlled entity. T the jointly controlled entity subsegquently reports profins,
the venturer resumes recognizing its share of those profits only atter its share of the
profits exceeds the aconmulated share of losses that has previously not been

Distributions received from the it :irll]:.r controlled entily are accounted for as a

reduction of the carrying vahie of the investment.
Transactions with Non-conirolling Interests

The Group's transactions with NCT that do oot vesult in loss of control are accounted
for as equity tmnsactions — that is, as trmnsaction with the owners of the Group in their
capacity as owners. [he difference between the fair value of any consideration paid
and the relevant share acquired of the carrving valoe of the net assets of the subsidiary
is recognized in equity. Disposals of equity investments to NCT result in gains and
losses for the Group that are also recognized in equity.

When the Group ceases to have control over a subsidiary, any retained interest in the
entity is remeasured to its fair value at the date when control is lost, with the change in
carrying amount recoguized in consolidated profit or loss. The [air value is the initial
carrying amount lor the purposes ol subsequently accounting [or the retained interest
A% an associate, joinl venture or (nancial asset. In addition, any amounts previoosly
recognized in other comprehensive income in respect of that entity are accounted for
as if the Group had directly disposed of the related assets or liabilities. This may mean
that amounts previously recognized in other comprehensive income are reclassified to
profit or loss,

(<)}
—h

140d3d TVANNY 810¢



INC

EMPERADOR

(=2
N

Notes to Consolidated

Financial Statements
December 31, 2018, 2017 and 2016
(Amounts in Philippine Pesos)

The Parent Company holds interests in varous subsidiaries and in a joint ventore as

presented in Notes 1 and 12, respectively.

24 Scgment Reporting

Operating segments are reported in a manner consistent with the intemal reporting provided
to the Group’s strategic executive committee, its chief operating decision-maker. The
strategic executive committes is responsible for allocating resources and assessing
performance of the operating segments,

In identifying its operating segments, management generally follows the Group’s product
lines, which represent the main products provided by the Group, Fach of these operating
segments is managed separately as each of these product lines requires different processes
and other resources as well as macketing approaches. All intersegment transfers are carried
out at arm's length prices.

The measurement policies the Group use lor segment reporting under PFRS 8,
Chperaiing Segments, are the same as those vsed in its consolidated fnancial statements.

I-I1II“'I.'I‘. .I'H'I"l‘ E)I‘I‘II Ty I:'IIHTI.RH rl'l:)l1t 'E:II'iI:IT 1H‘I'|.IJCI ill |!II" measurement I1I.¢‘.I.I'HIICI.'|| I.IHI‘I1 Tea

determine reported segment profit or loss,

25 Financial Asseis

Financial assets are recognized when the Group becomes a panty to the contracmal terms
of the financial instroment. For purposes of classifying financial assets, an instrament is
considered as an equity instrument il it is non-dedvative and meets the definition of equity
for the issuer in accovdance with the cotena of PAS 32, Financta! Tnstruments: Presemtation.

All other non-derivative fnancial instraments are treated as debt instruments,
(a) Classification and Meassrement

The classification and measurement of financial assets is doven by the Group's business model
for managing the financial assets “business model 1est™) and the contractual cash low
charactenstics of the [nancial assets (Meash (ow charetenstics est™) o achiove a partioulr
business objective. The business model 15 determined at a higher level of aggregation
(portfolio or group of inanaal assets manaped togethen) and not on an instrament-by
instoument approach to clissification (Le., not based on ntention for cach o speeilic
charactenistic of mdividual instrument) in order to achieve the stated objective and, specifically,

realize the cash foas,

Financial assets, other than those designated and effective as hedging instruments, are initially
measured at fair value and then subsequently measured either at amodized cost, FVOCT or
FWVIPL, depending on the classification deteomined at inatial secognition., The initial
measurement inchides transaction costs, except for those at FVTPL in which the selated
transaction costs are recognized in profit or Joss,

Financial assets are classified at amortized cost if both of the following conditions are
met:

*  Business model test: the asset is held within the Group’s business model whose
ohjective is to hold financial assets in order to collect contractual cash flows
(“held 1o collect™); and,

®  Cash flow characteristics test: the contractual terms of the instument give tse, on

specified dates, 1o cash flows that are SPP1 on the principal amount outstanding,

Financial assets at amortized cost are subsequently measured at amortized cost using

the effective interest method, less any impainment in valoe,

The Group's financial asscts that are classified at amortized cost are presented in the
consolidated statement of lnandal positon as Cash and Cash Equivalents

fm.".:-. Mete 5}1 T'rade and Other Receivables f:-_m:::e]ﬂ Advances 1o mq:lpliﬁm}

fm.".:-. Mt f’l}1 anel Property morigape receivable and Relundalle security :an:milx
[presented as part of Other Non-current Assets (see Note 11.2)].

Cash and cash equivalents represent demand deposits and short-teom, highly liquad
investments with orginal maturities of three months or bess, readily conventible 1o

known amounts of cash and which ave subject 1o insignificant rsk of changes in

vahie. These generally eam interest based on daily bank deposit rates.

Financial assets are classilied at FVOCI il both of the following conditions are met:

*  DBusiness model test: the asset is held within the Group's business model whose
objective s achieved by both collecting contractual cash flows and selling the
financial asset (“hold to collect and sell™); and,

*  Cash flow charactedstics test: SPP1 on the poncipal amount outstanding,.
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Financial assets are classified under FVTPL if they do not meet the conditions for
measurement at amontized cost or FVOCT; instead, these are held within a business
model whose objective is to realize changes in fair values through the sale of the
assets, These inclode financial assets that are held for trading, which are acquired for
the purpose of selling or repurchasing in the near teem, Degvatives, including
separated embedded derivatives, are also classified as held for rading unless they are

designated as effective hedging instuments.

‘The Group occasionally uses derivative financial instraments, such as foreign exchange
forward contracts, 1o manage its fsks associated with flecations in foreign currency.
Deerivative assets and derivative liabilities arse from foreign exchange margins trading
spot and forward contracts entered into by the Gooup, Dervatives are camied as assets
when the fair value is positive and as liabilites when the fair value is negative

[see Note 2.10(a)]. The term of these forward contracts is nsnally one month 1o

One year.

The Group’s derivative instraments provide economic hedges under the Gooup's
policies but are not desipnated as accounting hedges. Consequently, any gains or
losses arsing from changes in fair value are taken divecdy 1o consolidated profit or
loss for the pedod.

The fair value gains or losses of financial assets at FVTPL are presented as part of
Other income — net in the Revenues section in the consolidated statement of
comprehensive income. The [air valoes of these [inancial assets are determined by
relerence 1o active markel transaclions or |r_\r the use of a valuation l1-|::|:|||i|'|a:|:-. where

ne active market exists,

Interest camed on these investments is included in interest income on these assels
presented as Other income — net in the Revenues section in the consolidated

sbalement ¢ rl— o :III1'| :I“‘I:IH 1 Ki“‘. irll::I:HTH‘.

From amortized cost to FVOCT: Fair value is measured at reclassification date,
with the difference between the amortized cost and the fair value recognized as
gain or loss in other comprehensive income (OCT). The effective interest cate and
the measurement of ECL remain the same.

From FVTPL to amontized cost: Fair valee at the reclassification date becomes its
new gross carrying amount. The effective interest rate is determined on the basis
of the fair vahie at reclassification date, which is now treated as the date of initial
recognition.

From FVTPL toe FVOCT: The financial asset continues to be measured at fair
value,

From FVOCT 1o amortized cost: Fair value at the reclassification date becomes its
new gross carrying amount. The comulative gain or loss previously recognized in
O is removed [rom equity and adjusted against the (air value of the Gnancial
assel al reclassilicaton date. As a result, the measurement at reclassilicaton date is
as il the financial asser had H]w_l,'x been measured at amortized cost. This

mlillxl'rlu-.rll allects OCT but does not alfect |m:|ﬁl or boss and therefore is not a

reclassification adjustment. The effective interest rate and the measurement of ECL

remain the same.

Froan FVOCT o FVTPL: The financial asset continues o be measured at Gir
value. The cumulative gain or loss previously recognized in OCT is reclassified to
profit or loss as a reclassification adjstment at reclassification dave.

“There is no reclassifeation of nancial assets in 2008, as discussed in Note Z.Zl:;a}l:lﬂ

(B} Reclassification of Financial Assets

The Group can only reclassily Gnancial assets il the business model lor managing

those inandal assets changes. A change in the business model will ke effect only at

the lu-gillrlil:lg of the next reporting perk sel Lealle rwing the cha nge,

In 2017, under the previous standard (PAS 39), financial assets are reclassified out of
the FVITL category when the linancial asset is no longer held for the purpose of
selling or repurchasing it in the near term or under rare ciecomstances. Financial assets
that is reclassilfied ou of the FVITTL calegory is reclassified at its Gaic value on the date
ol reclassification. Any gain or boss '-IIEI‘SHI}' m‘.\ugll.iml i imrﬂl or loss is not reversed,
The fair value of the financial asset on the date of reclassification becomes its new cost
or amontized cost, as applicable.

®  From amonized cost to FVTPL: Fair value is measured at reclassilication date, with
the difference between the amontized cost and lair value recognized as gain or loss

in prl::rﬁl or loss.

1
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{c) Impairment of Finandal Assels o [ogr Goiven Diefandt — Tt is an estimate of loss arsing in case where a default oconrs at

INC

EMPERADOR

(<]
=9

Beginning Jamuary 1, 20018, the Group assesses impairment using ECL model on a
forward-looking basis associated with its financial assets carned at amortized cost.
The canying amount of the financial asset at amortized cost would be reduced either
directly or theough the use of an allowance account,

Recognition of eredit losses is no longer dependent on the Group's identification of a
eredit loss event. Instead, the Group considers a broader mnge of information in
assessing credit risk and measurng ECL, including past events, current conditions, and
reasonable and supportable forecasts that affect collectibility of the future cash fows
of the financial assets. The Group considers all reasonable and supportable
information that is available without undue cost or effort, as well as observable market
information abeut the eredit risk of the particular financial instrement or similar
financial instroments.

Since the Group's financial assets measured at amortized cost have no significant
financing component, the Group applics the simplified approach in measuring BECL,
which wses a lifetime ECL allowance for all trade receivables using provision matoix
approach and loss rates approach, as the case may be. The lifetime ECL is estimated
bazed on the !‘Jtl'iﬂt:lﬂ! cash shortfalls in contractual cash fows, :::nlxi:lm‘il:“ the
potential for defanlt at any point dunng the life of the fnancial instooment. To
calculate the FCI, the Group uses its historical experience, external indicators and
forward-looking information. The Group also assesses impairment of trade
receivables on a collective basis as they possess shared credit nsk charactenstics, and
have been prouped based on the days past duoe [see Notes 3.2(2) and 26.2). For the
other linancial assets measuved at amortized cost, the Company applies the low eredit
sk simplification and measares the ECL on the financial assets based on the credit
losses cxpected to pesult from delaolt events that are possible within the next

12 months, unless there has been a significant increase in coedin risk since ongination,

in that case, the loss allowance will be based on liletime BECL.,

Measurement of the ECL is determined by a probability-weighted estimate of credit
losses {Le. the present value of all cash shortfalls) over the expected life of the financial
instrument. The key clements vsed in the caleulaton of ECL are as follows:

*  Probability of Defautt — Tt is an estimate of likelihood of defanlt over a given time
horizon.

fid)

24

a given time. It is based on the difference between the contractual cash llows of a
finansial instrument due from a connterparty and those that the Group wonld
expect to receive, inchiding the realization of any collateral.

o Focpanwre at Defanlt — Tt represents the gross carrying amount of the fnancial
instruments subject to the impainment calenlation.

In 2017, under the previous standard (PAS 39), an impairment loss on loans and
receivables would only be recognized when there was objective evidence of
impairment and the amount of the impairment loss was determined as the difference
between the asset’s carrying amount and the present value of estimated future cash
flovws (excluding future evedit losses that have not been inenrred), discounted at the
financial asset’s orginal effective interest rate or current effective interest eate
determined under the conteact if the loan had a varable integest cate,

Derecognition of Financial Assets

The linancial assets (or where applicable, a pant of a [nancial asset or pant of a group
of finamcial assets) are derecognized when the contractual dghits 1o receive cash Mows
fromm the linancial instroments expive, o when the fnancial assets and all substantial
risks and rewards of ownership have been transferred to another party. If the Group
neither transters nor retains substantially all the rsks and rewards of ownership and
continues o control the tansferred asset, the Group recognizes its retained interest
in the asset and an associated lability for amounts it may have (o pay. 10 the Group
vetaing substantially all the rsks and rewards of ownership of 2 tansferved fnancial
asset, the Group continnes to recognize the financial asset and also recognizes a
collateralized borrowing for the proceeds received.

Tnventorics

Inventories (sec Note 8) are valoed at the lower of cost and net realizable value. Cost is
determined vsing the first-in, fisst-out method,  Finished goods and work-in-process include

the
ﬁlll'

fral

cost of raw materals, dicect labor and a proportion of manufactunng ovedhead
Tucling an element of depreciation), bazed on nommal operating capacity, “The cost of @w

erials inclsdes all cosis l!im:l]}' attributalile 1o ;l(l'llisi!il MR, auch as the |l|!rt:|1:.'u-. pcri[:l-_|

import duties and other taxes that are not subsequenty recoverable from taxing anthortices.

Net pealizable value of nished goods is the estimated selling price in the ordinary course of

bissiness, less the estimated costs of |:'|:rr|ri:|lr.li1 win anned the estimated costs nevessary o make

the

sale, Met realizable value of mw materals is the current r:1l];u‘.rr|:|ﬂ|l ol

[see Note 3.2(c]].
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27 hher Assers

Other assets (see Note 11) pertain to other resources controlled by the Group as a result of
past events, They are recognized in the consolidated financial statements when it is probable

that the future economic benefits will flow o the entity and the asset has a cost or value that
can be measured reliably.

Other recognized assets of similar nature, where future economic benefits are expected to
flow to the Group beyond one year after the end of the reponting pedod (or in the nommal
operating cycle of the business, if longer), are classified as non-current assets,

28  Property, Plant and Eguipment

Property, plant and equipment (see Note 9), except land, are carried at acquisition cost less
acenmulated deprediation, amontization and any impairment losses (see Note 2.17). As no
definite useful life for land can be determined, the related cacrying amount (which is cost
less any impairment losses) is not depreciated.

The cost of an assel comprises its purchase price and directly atmbutable costs of bringing
the asset to working condition for its intended nse, Expenditures for additions, major
improvements and renewals are capitalized, while expenditures for repairs and maintenance

are charged to expense as incurred.

Depreciation is computed on the straight-line basis over the estimated useful lives of the
assets as follows [see Note 3.2(d)]:

Buildings and bullding improvements 25 1o 50 years
Land improvements 10 years
Machinery and equipment

(including tools and other equipment) 2 to 20 vears
Transportation equipment 3 to 10 yvears
Otfice lurnitire and fxtores 3 1o 10 years

Moulds and dies are 1|o-irﬂi:lm! using their I'Jﬂ.i)!‘l'.l.l‘!:l usape for the i)!'.TiIHI. Tenal usage

|::|1:|:ri||1_=| the p-o-riq:ul |:|1||]li]:||iﬂ| |:rj- rate results 1o 1|H]m1'.i:li|:|l:| EXeTSe for the i)!':illt:l. The rate

is computed by dividing cost by cstimated cases to be produced.

Leaschold improvements are amontized over the estimated vselul life of the improvements

of 516 10 years or the lease term, whichever is shorter,

Construction in progress represents properties under construction and is stated at cost, This
includes costs of construction, applicable bomowing costs (see Note 2.20) and other divect
costs. The account is not depreciated until such time that the assets are completed and

available for use,

An asset’s carrying amount is written down immediately 1o its secoverable amount if the asset's
carrying amount is geeater than its estimated recoverable amount (see Note 2.17).

The residial values, estimated useful lives and methods of depreciation and amortization of
property, plant and equipment are reviewed, and adjosted if appropriate, at the end of each
reporting period,

An item of property, plant and equipment, including the related acoomulated deprecation,
amortization and any impairment losses, is derecognized upon disposal or when no funre
economic benefits are expected to arise from the continued use of the asset. Any gain or
loss ansing on derecopnition of the asset (calenlated as the difference between the net
dlisposal procesds and the carrving amount of the item) is incuded in peofit or loss in the

consolidated statement of comprehensive income in the year the item is derecognized.
29 Intangible Assers

Intangible assets include trademarks and goodwill, which are accounted for under the cost
model (see Note 10). The cost of the tademarks is the amount of cash or cash equivalents
paidd or the fair value of the other considerations given up 1o acquive an asset at the time of
its acquisition or production. Capitalized costs for trademarks with definite lives are
amortized on a steaight-line basis over their estimated usetul lives of ten years. Capitalized
costs for trademarks with indefinite useful lives are not amortized.  The useful lves are
reviewed each reporting pedod to determine whether events and droumstances continoe 1o
support an indefinite uselul life assessment. Changes in the useful life assessment from
inclefinite to definite, il any, are accounted foe as change in accounting estimate, Tn addidon,

trademarks and goodwill are subject to impairment testing as described in Note 2.17.

When an intangible asset, such as iademarks, is disposed of, the gain or loss on disposal is
determined as the difference betwesn the imnmis aned the |:n}'i||g armvount of the asset and

i m‘.\ugrlilr.:et! in consolidated |m:|ﬁl or loss,

1
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2.0 Financral Liabidities

The categones of financial liabilities relevant 1o the Group are more fully described as
follows:

{a)  Finandal iabilitier at FUTPL

Finaneial liabilities are classified in this eategory if they are held for trading or
derivative transactions that are not accounted for as accounting hedges, or when the
Group elects to designate a finaneial liability under this category (see Note 7).

The Group’s financial liabilities at FVTPL pertain to dedvative financial instroments
which are carmed as liabilities when the fair valoe is negative and are presented as
Financial Liabilities at Fair Value Through Profit or Loss aceount in the consolidared
statement of financial position [see Note 2.5(a)].

(b)  Financial | iabilities at Amortized Cost

This category perains o Gnancial liabilities that are not held for wading or not
desipnzated as fnancial liabilities a0 FVTPL apon inception of the lability. This
includes interest-bearing loans (see Mote 13), trade and other payables [except output
valie-added tax (WAT) and other tax-related payables] (sec Note 13) and the financial
Liability component of equity-linked secodues (ELS) instrument (see Note 14), and is
recogmized when the Group becomes a pany 1o the contraciual agreements of the

inslrument,

Financial liabilities are initially recognized at their fair valoes and subsequently
measnred at amortized cost nsing effective interest method for matarities beyond one
year, less settlement payments. The Gnancial Eability component of the ELS is
recognized mitally as the present value of the contractual stream of futiee cash (ows,
less any 'I:Ii.l!ﬂ::l]:r attributable transaction costs, and is n1:l1xH'|a::-.||li}- measured at

amortieed cost using the effective interest method,

All interest-related charges, if any, are recognized as an expense under Finance and
Other Charges in the consolidated statement of comprehensive income.

Dividend distributions to stockholders are recognized as finandal liabilities on the record
date set upon declaration by the Group.

Financial liabilities are classified as current kabilities if payment is due to be settled within
ane year or less after the end of the reporting peniod (or in the normal operating cycle of the
business, if longer), or the Group does not have an unconditional fght 1o defer settlement of
the liability for at least 12 moaths after the end of the reporting period. Otherwise, these age
presented as non-cument liabilites,

Financial liabilities are derecognized from the consolidated statement of financial position only
when the obligations are extinguished either through discharge, cancellation or expiration,

The difference between the carrying amount of the financial liability dececognized and the
consideration paid or payable is recognized in consolidated profit or loss.

211 (Mseceing of Financial fnstrinments

Financial assets and financal babilities are olfset and the resulting net amount, considered as
a single fnamcial asset or fnancial liability, is reported in the consolidated statement of
firzmncial position when the Ciroup has a |rj_l|'.t|.]:.' enforeeable rigiﬂ 1o zet-oll the m‘x:g:limet!
amounts and there is an intenton to settle on a net basis, or realize the asset and settle the
liability simultaneously. The right of set-off mmst be available at the end of the seporting
pedod, that is, it is not contingent on fuwre event. It must also be enforceable in the nommal
course of business, in the event of defavly, and in the event of insolvency or bankouptey; and
FRTTFET] I'H‘ .Il“-tu_‘( en I—lm'.".-tilh‘ rt:r I'H F!.I'l el ll}' H'IH: -tl..l [ & Flllll!‘.rinﬂ il‘.ﬁ (5] ’Ill‘ ﬁll:lll’.iﬂ] ill*'nlrllﬂllﬂ.
The Group does not have offsetting arrangements and had not offset any financial asset and
financial lability in the periods reported.

212 Business Combanation aod Asset Acguisition

Business acquisitions are accounted for wsing the acquisition or pooling-of-interest method
of accounting, A business s an integrated set of activities aod assets that is capable of being
conducted and managed for the purpose of providing a vetuen in the Tomn ol dividends,
lower costs or other economic benefits directly to investors or other owners, members and

participants.
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(@)

Accounting for Business Combination nsing the Acquisitfon Method

The acquisition method requires recognizing and measuring the identifiable assets
acquired, the liabilities assumed and any NCI in the acquiree. The consideration
transferred for the acquisition of a subsidiary is the fair values of the assets transferred,
the liabilities incurred to the former owners of the acquiree and the equity interests
issued by the Group, if any. The consideration transferred also includes the fair value
of any asset or liability resulting from a contingent consideration arrangement.
Acquisition-related costs are expensed as incurred and subsequent change in the faie
value of contingent consideration is recognized directly in consolidated profit o loss.

Identifiable assets acquired and liabilities and contingent liabilities assomed in a
business combination are measured initially at their fair vahies at the acquisition date,
On an acquisition-by-acquisition basis, the Group recognizes any NCI in the acquiree,
either at fair value or at the NCI's proportionate share of the recognized amounts of
acouiree’s identifiable net assets [see Note 2.3(c)].

Goodwill is recognized if the consideration transferred, the amount of any NCIin the
aoquiree and the acquisiion-date [air value of any existing equity interest in the
acouires are in excess of the acguisition-date fGir value of identifiable net asses
acquired. Megative goodwill, as in the case of a bargain purchase, is recognized if the
consideration transferred is less than the fair value of the net assets of the subsidiary
acquired; such difference is recognized dicecily as gain in consolidated profit or loss.

CGoodwill is tested '-II:I!I!:I:“_'\-' [ imypairmment arsd carded at cost less accumulated

impairment lossmes, Impairment lossses on gln:ulwi" are nol reversed,

For the purpose of impairment testing, poodwill is allocated to cash-gencrating units
or groups of cash-gencrating units that are expected 1o benefit from the business
combination in which the goodwill arose. The cash-generating units or groups of

t:i:dl-hu-.l:mlirlg units are identified aco m:;lin!_:‘ Lo operaling segment,

Gains and losses on the disposal of an interest in a subsidiary include the camyng

amouni 1:!|—gq:u:xlwi“ n-.l'.llillg 1o il

It the business combination is achieved in stages, the acquirer is required to remeasire
its previously held equity interest in the acquiree at its acquisiion-date fair value and
recopnize the resulting gain or loss, il any, in the consolidated profit or loss or
consolidated other comprehensive income, as appropoate.

i)

Any contingent consideration to be transferred by the Group is recognized at fair
wvalue at the acquisition date. Subsequent changes to the fair value of the contingent
consideration that is deemed to be an asset or liability is recognized in aceordance with
PAS 37, Provisions, Conlingent Liabilitier and Contingent Assets, either in consolidated profit
or loss or as a change to consolidated other comprehensive income. Contingent
consideration that is classified as equity is not remeasured, and its subsequent
settlement is accounted for within equity.

Aecounting for Business Combination wring the Pooling-of-imtererts Method

Business combinations arising from transfers of interests in entities that are under the
commeon control of the principal stockholder are accounted for under the
pooling-of-interests method. Transters of assets between commonly-controlled
entities are accounted for under historical cost accounting; henee, the assers and
liabilities are reflected in the consolidared financial statements at carrying vahies and
no adjustments are made to reflect fair values or recognized any new assets or
liallities, at the date of the combination that otherwise would have been done under
the acquisition method. Mo restatements are made to the financial information in the
consolidated financial statements for penods prier to the business combination as
allowed under Philippine Interpretations Committes (A No, 201201,

PIRS 3.2 — AApplication of Pooling of Tnterest Method for Businers Conbination of Timtitias wnder
Comeron Conirel i Consolidated Firancial Statements; hence, the profit and loss of the
acquiree is included in the consolidated financial statements for the full year,
irrespective of when the combination took plice. Also, no goodwill is recognized as a
result of the business combination and any excess between the net assets of the
acouives and the consideration paid is accounted for as “equity reserves”, Also, any
pre-acouisition ineome and expenses of a subsidiary are no longer included in the
consolidated financial statements. The Group did not have any business combination
accounted tor using this method durng the years presented.

Accounting for Asset Acquisition

Acquisition of assels in an entity which does not constitute a business is accounted lor
as an asset acquisiion. Under the asset purchase accounting, the purchase costs ane
allocated to denuliable assets and habilities based on relatve [air vahees of individoal
items; any goodwill or gain on baggain purchase is not recognized; and transaction

Cosis are ::'.lpil;ﬂim 1,

(=]
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213 Provisions and Contingencies

Provisions are recognized when present obligations will probably lead to an outflow of
economic resources and they can be estimated reliably even if the timing or amount of the
outflow may still be uncertain, A present obligation adses from the presence of a legal or
constmuctive obligation that has resulted from past events.,

Provisions are measured at the estimated expenditure required to settle the present
obligation, based on the most reliable evidence available at the end of the reporting period,
incheding the dsks and uncertainties associated with the present obligation. Where there are
a number of similar obligations, the likelihood that an outflow will be required in setlement
is determined by considering the class of abligations as a whole, When time value of money
is material, long-tesm provisions are discounted to their present values using a pretax sate
that reflects market assessments and the asks specific 1o the obligation. The increase in the
provision due to passage of time is recognized as interest expense. Provisions are reviewed
at the end of each reporting period and adjusted to reflect the current best estimate.

In those cases where the possible outflow of economic resource as a result of present
abligations is comsidered improbable or remote, or the amoont o be provided for cannot
be measured reliably, no liability is recognized in the consolidated financial statements.
Similarly, possible inflows of economic benefits to the Group that do not yet meet the
recognition coteda of an asset are considered contingent assets, henoe, are not recognized in
the consolidated finandal statements. On the other hand, any reimbursement that the
Group can be virtually certain o eollect from a thind party with respect 1o the obligation is
recognized as a separate asset not exceeding the amount of the related provision.

204 Revenve and Expense Recogmition

Revenue anses mainly from the sales of goods and services, rental income, interest income,

dividlersd income and e H1q_l'"j_l|.'-ti.TtH.

Revenue is recognized in a manner that depicts the pattern of goods and services to
customers at an amount o which the Group expects o be entiled in exchange for those
goods and services. The focus of revenue recognition is on the transler of control of
poods or services, which could be at a point in time or over time, lollowing this five-step

'E:II'I:H'.\I‘.H.'I:

(1)  identify the contract with a customer;
(2)  identify the pedonmance obligation (distinet goods or services promised) in the

conlract;

(3 determine the tansaction prce (inchiding fixed amounts or vadable amounts, or
both, financing components, non-cash consideration, consideration payable o
enstomer, if any);

4 allocate the ransaction price o the performance obligations; and,

(5) recopnize revenue when (or as) performance oblipations are satisfied (at a point in
time of over ime).

For Step 1 1o be achieved, the following five gating criteria must be present:

) the parties to the contract have approved the contract and committed to perform
their respective obligations;

(i) each party's dghts in relation to the goods or services to be transferred or performed
can be identified;

(iif) the payment terms can be identified;

(iv) the contract has commercial substance (i.e., the Group expects the sk, timing or
amount of the fumre cash flows to change as a result of the conteact); and,

(v) collection of the consideration in exchange of the goods and services is probable
(Le., more likely than not to ocoar).

A contract, for purposes of revenue recognition, does not exist if each party has a unilateral
enforceable dght to terminate a wholly unperformed contract without compensating the
other party.

A 'Ex-rﬁmllzllu-. t:IE:IIiHH”.t:III i satisled at a point in time unbess it meets one of the ’-I:)\“I:Iwil:l'_:
critera, in which case it is satisfied over time:

@M  the customer simulaneously receives and consumes the benefits provided by the
Group’s perfonmance as the Group performs;

{i1) the Grroup's 1mrft:||11 wnee restes or enhances an asset that the customer controls as
the asset is created or enhanced; and,

(i) the Group’s performance does not create an asset with an alternative use to the
Group and the entity has an enforceable right to payment for perlonmance
completed o date.

The Group's revenue [rom sale of poods are recopnized at 2 point in time, when the
customer has acknowledged the receipt of the goods, while services are recognized over
time based on the measure of progress of services rendered 1o the customer. Payment
tems for sale of goods on credit vary as 1w number of days alter peceipt by the customer.
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As applicable, when the Group is required to refund the related purchase price for
returned goods, it recognizes a refund liability for the expected refunds by adjusting the
amonnt of revenues recognized during the peniod. Also, if applicable, the Group
recopnizes a dght of refund asset on goods to be recovered from costomers with a
corresponding adjustment to Cost of Goods Sold account. However, there were no
contracts that contain significant right of retum arrangements that remain outstanding as

of the end of the reporting periods,

In addition, the following specific recognition criteria must be met before revenue is
recognixed:

{a)  Rental income — Income is recognized on a stright-line basis aver the duration of the
lease term, Rental income is not accounted for under PFRS 15 as it pertains to the
revenue ansing from lease conteacts, which is within the scope of PAS 17
(see Note 2.15).

(&) Inferest incomre — This is recognized as the interest accmes taking into account the
elfective yield on the asset.

el Dividend fmcomre — Revenue is recopnized when the Group’s cght to receive dividends
is established, it is probable that economic benefits associated with the dividends will
flow to the Group, and the amount of dividend can be measured reliably.

(d) Tnlﬁqg‘w Traddis 12 Eain 15 recog: wized when the ::‘wl:u-.rnhip of the securities is
transferred 1o the buyver. at an amownt equal o the excess of the selling price over the

carrying amount of securitics.

Costs and expenses (see Notes 18 and 19) are recognized in consolidated profit or loss upon
utilization of poods or rendering of services or at the date these are incored. Al finance
cosls are 'n-.|n::|rlr.|::| in conzolidated |'m::|ﬂ|! or koss on an aceral basis, excepl t:;q:i!;l]im!
borrowing costs which are inchided as part of the cost of the related qualifying asset

(sec Mote 2.20).

In obtaining customer contracts, the Company incurs incremental costs. When the expected
ammortization period of these costs i§ cipitalized would be less than one vear, the Company
uses the practical expediency by recognizing such costs as incurred, The Company also
incurs costs in fulfilling contract with customers (Le., freight and handling), which are
accounted for in accordance with acconnting policies related to those assets

(see Notes 2.6, 2.8 and 2.9).

215 Leases
fa)  Corosgp ax Leses

Leases which do not transfer to the Group substantially all the dsks and benefits of
ownership of the asset are classified as operating leases. Operating lease payments
(net of any incentive received from the lessor) are recognized as expense in
consolidated profit or loss on a straight-line basis over the lease term, Associated
costs, such as repairs and maintenance and insurance, are expensed as inoommed.

(B} Growp as Lessar

Leases which do not transfer 1o the lessee substantially all the dsks and benefits of
ovwrnership of the asset are classified as operating leases. Rental income from operating
leases is recognized in consolidated profit or loss on a straight-line basis over the lease
term (see Note 2.14).

The Group determines whether an arrangement is, or contains, a lease based on the
substance of the arrangement. It ma kes 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 fght to use the asset.

216 Foreggn Cumency Transactions and Translation
fa)  Tramsactions and Balanoes

Foreign cumrency transactions dunng the year are translated into the functional
currency al exchange rates which approsimate those prevailing on transaction dates,

Foreipn currency gains and losses resulting from the settlement of such trnsactions
and from the translation at period-end exchange rates of monctary assets and liabilities
denominated in foreign currencies are recognized in the consolidated statement of
comprehensive income as par of consolidated profit or loss.

(=2
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(b Translation of Finaneial Statements of Foreign Subsidiares

The consolidated operating results and financial position of offshore subsidiacies

(see Note 1), which are measured vsing the United States (11.5.) dollar, Brtish pound
sterling, Singaporean dollar, Mexican peso and European Union euro, their functional
currencies, are translated o Philippine pesos, the Parent Company’s funetional
currency, as follows:

1) Assets and liabilities for each statement of financial position presented are
tranislated at the closing rate at the end of the reporting period;

(1) Income and expenses for cach profit or loss aceount are translated at the monthly
average exchange rates (unless this average is not a reasonable approximation of
the comulative effect of the mtes prevailing on the transaction dates, in which case
income and expenses are translated at the dates of the transactions); and,

i) Al pesulting translation adjustments are recognized in other comprechensive
income and in a separate component of consolidated statement of changes in

equity ler Accumulated “Translation ."'I.qullxl'rl:lr.llln account,

When a foreipn operation is partially disposed of or sold, such exchange differences are
recognized in the consolidated statement of comprehensive income as part of the gain
or loss on sale.

The translation of the linandal statements into ]'l:ili]:lpiu:-. e should nent be
construed as a n-.|!n-..-u-.nl;|1i|::||| that the ﬁmihm CUTTENCY amonnis could be converted
into Philippine peso amounts at the translation rates or at any other rates of exchange.

217 Impaimrment of Non-financial Assets

The Growp's property, plant and equipment (see Mote %), intangible assets (see Note 10),
investment in a joint venture (see NMote 12), and other non-financial assets (see Mote 11)
are tested for impaioment whenever events or changes in ciccumstances indicate that the
carrying amount of those assets may not be recoverable, except for goodwill and intangible

assets with indefinite useful lives, which are requived 1o be tested for impainment annually,

For purposes of assessing impairment, assets are grouped at the lowest levels for which
there are separately identifiable cash fows (cash-generating units). As a result, assets are
tested for impainment either individually or at the cash-generating unit level.

Impairment loss is recognized in consolidated profit or loss for the amount by which the
asset’s or cash-generating unit's caerying amount exceeds its recoverable amounts, which is
the higher of its fair value less costs to sell and its value in wse. In detesmining value in use,
management estimates the expected foture cash flows from each cash-generating unit and
determines the suitable interest rate in order to calenlate the present value of those cash
flowrs. The data used for impairment testing procedures are directly linked to the Group's
latest approved budget, adjusted as necessary to exclude the effects of asset enhancements.
Discount factors are determined individually for each cash-generating unit and reflect
management’s assessment of respective rsk profiles, such as market aned

asset-specilic sk factors,

Except for goodwill and intangible assets with indefinite useful lives, all assets are subsequently
reassessed for indications that an impainment lesss 1!r:f\ri|::||:|s]_l,' l.'l‘.l::l::l“fliml Ay no le g
exist, An impairment loss iz reversed if the asset’s or t::n}l-gﬂwrali:lg unit’s recoverable

amonnt excecds its canrying amonnt.
218 FEmployment Benefits

The Group's post-employment benefits to its emplovees are as follows:

(@)  Post-enployment Defined Benefit Plan

A defined benefit p];ul isa |1-|ml-m|||'r]|:r:rr||r||1 p]:ll that defines an amount of
post-cmployment benefit that an employee will receive on retisement, nsually
dependent on one or more factors such as age, years of service and salary. The legal
obligation for any benefits from this kind of post-employment plan remains with the
Group, even il plan assets for funding the delined benefit plan have been acquived,
Plan assets may inchade assets specifically designated to a long-term benefit fund, as
well as qualifving insurance policies. The Group's retirtement cost accmal covers all
regular [ull-ime employees. The pension plan is ax-qualified, noncontdbutory and
administered by a trustee,
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“The liability recognized in the consolidated statement of fimncial position for

defined benefit plan is the present value of the defined benefit obligation at the end
of the reporting period, less the fair value of plan assets. The defined benefit
abligation is calenlated regulardy by independent actaaries using the projected unit
eredit method, The present value of the defined benefit obligation is determined by
discounting the estimated future cash outflows for expected benefit payments using a
discount rate derived from the interest eates of zero coupon government bonds,
using the reference rates published by Bloomberg using its valuation technology,
Bloomberg Valuation (BVAL) in 2018, and by Philippine Dealing & Exchange Corp.
(PDEx) in 2017, that are denominated in the currency in which the benefits will be
paid and that have terms to maturity approximating to the terms of the related
post-employment liability, BVAL and PDEx provide evaluated prices that are based
on market observations from contdbuted sources.

Remeasurements, comprising of actuaral gains and losses arsing from experence
adjustments and changes in actoarial assumptions) and the retum on plan assets
{excluding amount included in net interest) are reflected immediately in the
consolidated statement of finandal position with 2 charge or credit recopnized in
consolidated other comprehensive income in the period in which they arise. Met
interest is caleunlated by applying the discount rate at the beginning of the period,
taking account of any changes in the net defined benefit Eability dunng the pedod as
a result of contributions and benefit payments. Net interest is reported as part of
Fimanee and Other Charges aceount in the consolidated statement of comprehensive
income. Past service costs are recognized immediately in the consolidated statement
of comprehensive income in the pedod of a plan amendment or custailment.

Post-eployment Defined Contribution Plan

A defined contribution plan is a post-employment plan under which the Group pays
fixed contributions into an independent entity. The Group has no legal or
constructive obligations to pay further contributions after payment of the ficed
contobution. The contdbutions recognized in respect of delined contdbution plans
are expensed as they [all due. Liabilities and assets may be recognized il underpayment
or prepavment has occurred and are included in coment liabilities or corent assets as

|]'I.¢‘J Are* THOIM EI“}' I:)!-H KIII:)I""I‘.I'I“ realure,

fel  Bansr Plans

The Group recognizes a liability and an expense for bonuses based on a foemula that
takes into consideration the Group's profits after certain adjustments. The Group
recognizes a provision where it is contractually obliged to pay the benefits, or where
there is a past practice that has ercated a constmctive obligation,

{d)  Compensated Abeences

Compensated absences are recognized for the number of paid leave days (including
holiday entitlement) remaining at the end of the reporting period. They are included in
Trade and Other Payables account in the consolidated statement of finandal position
at the undiscounted amount that the Group expects to pay as a result of the unused
entitlement.

219 Share-hased FEmployee Remuneration

The Parent Company grants share options to qualified employvees of the Group eligible
under a share option plan. The services received in exchange for the grant, and the
corresponding share options, are valued by reference to the fair valoe of the equity
instruments granted at grant date. “This fair valoe excledes the impact ol non-market vesting
conditions {eg., profitability and sales growth amgets and perdfommance conditions),

il any. “The share-based remunemtion is recognized as an expense in the consolidated profin
or loss with a corresponding credit to Share Options Outstanding account under the Fouity
section of the consolidated statement of financial position.

The share-based ranuneration expense is recognized during the vesting perod based on the
best available estimate of the number of share options expected o vest. The estimate is
:sl.lE:lm'Lu-.l:lIE_lr revised, il MECERSATy, such that it H.||u|]x the number that II]IiII1H’HI}' VEesls on
vesting date. Mo subsequent adjustment is made to expense after vesting date, even if share
options are ultimately not exercised.

Upon exercise of share option, the proceeds recetved net of any direatly annbutable
Transaction cosls gy Loy the nominal value of the shares issued are allocited 1o ::'.lpila] stock

with any excess being recorded as additional paid-in capital.

(=7}
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2.20 Borrowing Costs

Borrowing costs are recognized as expenses in the period in which they are incucred, except
to the extent that they are capitalized. Borrowing costs that are directly attributable to the
acguisition, construction or production of a qualifying asset (e, an asset that takes a
substantial period of time to get ready for its intended use or sale) are capitalized as part of
cost of such asset (see Notes 9 and 13), The capitalization of borrowing costs commences
when expenditures foe the asset and boreowing costs are being incurred and activities that
are necessary to prepare the asset for its intended vse or sale are in progress. Capitalization
ceases when substantially all such activities are complete.

Investment income eamed on the temporary investment of specific borrowings pending
their expenditure on qualifying assets is deducted from the borrowing costs eligible for
capitalization.

221 Incorme Taxes

Tax expense recognized in consolidated profit or loss comprses the sum of current tas and
defemed tax recognized in the consolidated profit or loss (see Note 21).

Current tax assets or current tax liabilities comprise those claims from, or obligations to,
fiscal authorities relating to the current or prior reporting, period, that are uncollected or
unpaid at the end of the reporting pedod. They are caleulated vsing the tax rates and 1ax
Laws applicable o the fiscal penods w which they relate, based on the wxable profit for the
year, Al changes to current tax assets or current tax liabilities are recopnized as a

component of tax expense in the consolidated statement of comprehensive income.

Deferred tax 15 accounted [or, using the lability method, on temporary differences at the
ened of the reporting period between the tax base of assets and labilities and their carying
amounts for financial reporting purposes. Under the liability method, with certain
exceptions, deferred tax liabilities are recognized for all taxable temporary differences and
deferred tax assets ane recognized for all deductible temporary ditfferences and the
carryforward of unused tax losses and vnused tax credits o the extent that it is probable
that taxable profit will be available against which the deduetible temporry differences cin
be untilized. Deferred mx assets, whether recopnized or unrecognized, are reassessed at the
end of each reporting period and are recognized or reduced, as the case may be, to the
extent that it has become probable that future @mxable profit will be available o allow all or
part of such deferred 1ax assets w be vtilized |see Mow 3.2(2)).

Deferved tax assets and deferred tax liabilities are measured ar the tax rates that are expected 1o
apply in the perod when the asset is realized or the liability is settled, provided such tax rates
have been enacted or substantially enacted at the end of the reporting period.

Most changes in deferved tax assets or deferved tax liabilities are recognized as a
component of tax expense in profit or loss, except to the extent that it relates o items
recognized in other comprehensive income or directly in equity. In this case, the tax is also
recognized in other comprehensive income or directly in equity, respectively.

Deferved tax assets and deferred tax liabilities are offset if the Group has a legally
enforeeable rght to ser-off current tax assets against current tax liabilities and the deferred
taxes relate to the same entity and the same taxation authorty,

2.22 Related Party Transactions and Relationships

Related party transactions are transfers of resources, services or obligations between the
Group and its related parties, regardless whether a price is charped (see Mote 22).

Parties are considered o be related if one party has the ability 10 control the other pany or
exercise significant influence over the other party in making financial and opeating
decisions. These parties include: (2) individuals owning, directly or indivectly through one or
maore intermediaries, control or are controlled by, or under common control with the Group;
(b) associates; (¢} individuals owning, directly or indirectly, an interest in the voting power of
the Group that gives them significant influence over the Group and close members of the

family of any such individual; and, (d) the Group®s Qonded vetirement plan,

In considering each possible related party relationship, attention is divected to the substance
of the relationship and not merely on the legal form.

223 Fguity
Capital stock represents the nominal value of shares that have been issued (see Note 23.1).

Additional paid-in capital (APIC) inchades any preminm received on the issuance of capital
stock. Any transaction costs associated with the issvance of shares are deducted rom APIC,
net of any related income tax benelits. Exeess ol proceeds [rom sale of tweasury shares over

acgpuisition eost ol such treasury shares is also added 10 APIC fxn.-. Mg 23.1.:].

Treasury shares are EMP’s shares reacquired but not cancelled. These are carried at cost of
reacquinng such shares and are deducted from equity atdbutable wo the Parent Company™s
equity holders until the shaces are cancelled, reissved or disposed (sec Nowe 23.2).
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Conversion options outstanding represent the equity component of ELS, This will
eventually be closed to APIC upon settlement or conversion of the ELS [see Note 3.2(g)].

Share options outstanding repeesent the aceumulated total of employee share options’
amortizations over the vesting period as share-based employee remuneration are recognized
and reported in the consolidated statement of comprehensive income.

Acenmulated teanslation adjustments represent the translation adjustments resulting from
the translation of foreign currency-denominated financial statements of foreign subsidiates
inte the Group's fmetional and presentation eurrency [see Note 2,16(b) (i),

Revaluation reserves comprise gains and losses due to remeasurements of post-employment

defined benefit plan.

Legal reserves represent the statutory requirements in Likembousg, which comprise of net
wealth tax reserve and capital reserve. In 2018, certain statutory requirements based on
Spanish legislaton were included as pan of this account.

Retained samings, the approprated portion of which is not available for dividend
declaration (see Note 23.5), represent the current and all prior perod results of operations as
reported in the consolidated profit or loss section of the consolidated statement of

1.'.IIJI:I1'| :I“‘I:IH:INi\'I‘. illl'.\' e, mhllﬂq I.:I}' I.I'II‘. AINERIElS |::r|.— I:H'Il'i' l.‘rll:lﬂ: 1'!’.‘.'3 “'(I.

MNon-controlling intepests represent the portion of the net assets and profit or loss not
attriburtable o the Parent Company’s stockholders which are presented separately in the
Group's consolidated statement of comprehensive income and within the equity in the
Group's consolidated statement of financial position and consolidated statement of changes
in equity (see Note 23.6).

224 Parnings Per Share

Basic earnings per share I:] f]'ﬁ} is dhetermined |r_\r :ilivitlirlg the net P sfit attribastalile 1o equity
holders of the Parent Company I"}' the wr.i_gillu:l average pumber of common shares issoed
and outstanding, adjusted retroactively for any stock dividend, stodk split or reverse stock
split declared and shares reacquired dunng the current year (see Mo 24),

Diluted P35 is computed by adjusting the weighted average number of shases ontstanding to
assume conversion of dilutive potential shares. The Group has dilutive potential shaces
outstanding related o its employee share options and converible ELS, which are deemed 1o

.I'I'-I'IN‘. I.II‘H 100 "I'Il'-!ﬂ.'llﬂl Ly CormaTecHn 5'1’1"1‘_‘1: Al I.I'II‘. {I'.II!‘. I:)d- iHﬂI TATNCE |::r|.— [ I:II‘. i I' llil:)ﬂ 15,

225 [venrs After the End of the Reporting Period

Any post-year-end event that provides additional information about the Group’s
conselidated Bnaneial position at the end of the reporting peaod (adpsting event) is
reflected in the consolidated financial statements, Post-year-end events that are not
adjusting events, il any, are disclosed when matedial to the consolidated financial statements
{see Note 30). There are no post-year-end events that eccurred up to date of 1ssuance of the
financral statements that would require disclosure or adjustment.

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The preparation of the Group's consolidated financial statements in accordance with PFRS
requires management to make judgments and estimates that affect the amounts ceported in
the consalidated financial statements and related notes. Judgments and estimates are
continually evaluated and are based on historical expenience and other factors, including
l.'.'l.pl'.‘t'.l.'-ll.itn:ll of future events that are believed 1o be reasonable under the circumstances.

Actual resulis may Ll]li.rrmll.-.l_l,r dilfer lrom these estimates.

AT Cotreal Management Judgmenis in Applying Accounting Policies

I the process of applyang the Group’s accounting policies, management has made the
following pudgments, apan from those involving estimation, which have the most sipnificam

effect on the amounts recognized in the consolidated financial statements:
fa)  Evalvation of Busimers Model and Carb Fliw Charactersitics of Fimancial Aseeis

Upon adoption of PFRS 9 bernming January 1, 2018, the Group apphies the business
made] test and cash How charactenstics test at a porttolio of financial assets

(e, group of financial instroments that are managed topether to achieve a particular
objective) and not on an instrument-by-instmment approach (e, not based on
intention tor each or specitic charactenstic of indridoal instrument) as these celate to
the GI:ULI.')‘! wwestment and l.!.?u:l.i.ui; sl.!.al.r.‘;i.r.'.:.. The busuwess madel assessment s
perfomed on the basis of reasonably expected scenanios (and not on reasonably
expected not to occur, such as the so-called “worst case” or ‘stoess case’ scenanios).

A business model for managng fnancal asscts s typieally observable through the

activities that the Ciroup undertakes 1o achieve the nl'hjl.-r.liw-. of the business model,

(=7
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b

fi)

The Group uses judgment when it assesses its business model for managing financial
assets and that assessment is not determined by a single factor o activity, Instead,
the Group considers all relevant evidence that is available at the date of assessment
which includes, but not lmited o

¢  how the performance of the business model and the financial assets held within
the business model are evaluated and reported o key management personnel;

*  the risks that affect the performance of the business model (and the financial
assets held within that business model) and, in particular, the way in which those
risks are managed; and,

*  how managers of the business are compensated (for example, whether the
compensation is based on the fair value of the assets managed or on the
contractual cash flows collected).

Determination of ECL on Finandal Aselr al Amoriized Cost

Upon adoption of PERS 9 beginning January 1, 2018, the Group applies the FCL
methodology which requires certain prdgments in selecting the appropriate method of
determination. In measuring ECL, the Group considers a broader range of information
which include past events, cument conditions, and reasonable and supponable
l[orecasts that allect collectability of the future cash Oows of the (nancial asscts. The
Ciroup uses loss mtes and provision matnx to cleolate FCL The provision matex and
loss mtes are based on the Group's historical observed delaolt mtes. The Group’s
management intends to regularly calibrate (e, on an annual basis) the matrix to
consider the histoncal credit loss expenence with forward-looking infermation

(i.e., forecast economic conditiens). Details about the ECL on the Group’s trade and
other receivables are disclosed in Notes 26.2(b) and 2.5(c).

Distinction Befween Openiing and Finance [eares

The Group has entered into vadous lease agreements. Critical judgment was
exercised by management to distinguizh each lease apresment as either an operating
or a finance lease by looking at the transfer or retention of significant risk and
rewards of ownership of the propertics covered by the agreements.  Faihire to make
the aght judgment will result in cither overstatement or understatement of assets and
Labilities. Based on management’s judgment, such leases were determined 1o be

operating leazes,

i)

&

Dhistinction Between Business Combination and Asset Acguasition

The Group determines whether an acquisition of an entity constitte a business
combination or an asset acquisition, The accounting treatment for the acquisition is
determined by assessing whether the transaction involved a purchase of a “business”
taking into consideration the substance of the transaction.  Faillure to make the right
judgment will result in misstatement of assets and other accounts that could have been
affected by the transactions (see Note 2.12)

The groups of assets acquired in the Domeeq Acquisition and Garvey Aecquisition do
not include an integrated set of activities that are capable of being managed. In
addition, the group of assets acquired under the Garvey Acquisition was previonsly
under receivership from various third parties. Accordingly, management has assessed
that the Domeeq Acquisition and Garvey Acquisition, as disclosed in Notes 1.1(0)
and {q), are to be accounted for as asset acquisition since these do not constitute a
purchase of business; hence, no goodwill or gain on acquisition was recognized.

Conversely, EUK's purchases of ownership in WMG, EDI's acquisition of full equity
ownership in TEL TEI's acquisition of 51% ownership in Boozylile, and BFS"s
purchases of Fundador Business Unit as disclosed in Notes 1.1(g), (d), (k) and 10, are
aceounted for as business combinations. O initial recognition, the assets and
liahilities of the scquired business and the considestion paid foe them are included in
the consolidated financial statements at their fair values. Tn measuring fair value,
management uses estimates of future cash flows and discount mtes. Any subsequent
change in these estimates would allect the amount of goodwill il the change qualifics
as a measurement pedod adjusiment. Any other change would be recopnized in

comsolidated |'rnrﬁ| or loss in the nl:lmﬂ]l:rlﬂ |'n-.ri.1u|.
Determination sf Control or [oind Contrel

Judgment is exercised in determining whether the Group has control or joint control
over an enfity. In assessing cach interest over an entity, the Group considers voting
rights, representation on the BOD or equivalent governing body of the investee,
participation in policy-making process and all other acts and arcomstances, including
terms of any contractual agreement.

Management considers that the € FTOUp has control over DBLEC becanse it holds 5006
of the common shares. The Parent Company, through its wholly owned subsidiary,
GES, exercises control over the entity because GES has the ability 1o direct the
relevant acuvities of DBLC through appointment of key management personnel
[see Note 1.1).
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Recogmition of Provigions and Contingencies

Judgment is exercised by management to distinguish the difference between provisions
and contingendes. Policies on recognition of provisions and contingencies are
discussed in Note 2.13 and disclosures on relevant provisions and contingencies are
presented in Notes 16 and 25,

A2 Key Sources of Estimation Uncertainty

Presented below and in the sueceeding pages are the key assumptions conceming the fumre,
and other key sources of estimation uncertainty at the end of the reporting perod, that have
a significant ask of causing a material adjustment to the carrying amounts of assets and
liabilities within the next reponting period.

fa}

L3

Impairment of Financial Asrets ab Awortized Cost

In measuring FCL, the Group added sipnificant assumptions abont the future
ecomomic conditions and eredit behavior {ep., likelihood of counterpanties defanlting
and the resulting losses), as further detailed in Note 26.2. In 2017, under the previous
standard (PAS 39), the Group evalnated impairment based on available facts and
circumstances affecting collectability of accounts, including but not imited w, the
length of the Group’s relattonship with the counterparties, counterparties” credit
status, age of aceounts and collection and histordeal loss experience, Based on the

mamagement’s review, approprate allowanee (for ECL has been recopnized on the

Group's financial assets in 20018 (see Notes 2.5 and 6).
Fair 1 adve Measarement of inancial Insiromenis

Management applies valuation technigues to determine the Gir valoe of fnancial
instmiments where active market quotes are not available. This requires manapement
1o develop estimates and assumptions based on market inputs, using observable data
that market participants would vse in pricing the instroment. Where such data is not
observable, management uses itz best estimate,  Estimated Gir valoes of (inancial
instruments may vary from the actual prices that would be achieved inan arm’s length

transaction at the reporting date.

The carrying values and amounts of [aic value changes recognized during the years
prescated on the Group's [inandal instruments at FVIPL [see Notes 2.5(a)
aned 2.100)] are dizclosed in Note 7.

fe)

()

Determination of Net Realigable 1/ alver of Inventories

In determining the net realizable values of inventones (see Note 2.6), management
takes inte account the most reliable evidence available at the times the estimates are
made, The Group's core business is subject o changes in market factors that direetly
affect the demand for aleoholic beverages such as purchasing power of consumers,
degree of competition, and other market-related factors. Future realization of
inventories is affected by price changes in the costs incurred necessary to produce the
inventories and make a sale. These aspects are considered as key sources of estimation
uncertainty and may canse significant adjustments to the Gronp's inventories within
the next reporting perod. A reconciliation of the allowanece for inventory write-down
is presented in Note 8,

Estimation of Usefad Lives of Property, Plavt and Equipovent and Intangible ety

The Group estimates the useful lives of property, plant and equipment and trademarks
based an the IH‘l‘ii)t! over which the assels are 1-:|:||-H.'.IH::| 1o be available for use, Certain
trademarks were determined to have indefinite nseful lives becanse these brands have
been in existence for more than 100 years.

The estimated vseful lives of property, plant and equipment and wademarks are
reviewed periodically and are updated il expectations differ from previous estimates
1I|H' (5] 'IIII_'\-'*iI'Jl‘I WeAr zllll I:'J:r, ’Fl:llllil:! or l:llll'lrllm'.i:! II!THJ!H'.I‘.IIIT'. Hr"l Il‘g’! or 11I.|'|Hr
limits on the use of the assets (see Notes 2.8 and 2.9). The carrying amounts of
property, plant and equipment and trademarks are presented in Notes 9 and 10,
pespectively.

Determination of Reafizalle Amotnt of Deferred Tave Assets

The Group reviews its deferred tax assets at the end of each reporting period and
reduces the canying amount 1o the extent that it is no longer probable that sullicient
taxable profit will be available to allow all or pant of the defermed tax asset 1 be
utilized, Management assessed that the deferred tax assets recopnized as ol
December 31, 2018 and 2017 will be fully utilized in the subsequent reporting
perods. The carrving value of deferred tax assets as of those dates is disclosed in
Note 21.

(=2}
(<))
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Impasirment of MNon-financial Azt

In assessing impairment, management estimates the recoverable amount of each asset

or a cash-generating unit based on expected future cash flows and wses an interest sate

te caleulate the present value of those cash flows. Estimation uncertainty relates to

assumptions about fumre operating results and the determination of a suitable

diseount rate (see Note 2.17). Though management believes that the assumptions used

in the estimation of fair values reflected in the consolidated financial statements age

appropriate and reasonable, significant changes in these assumptions may materially

affect the assessment of recoverable values and any resulting impairment loss could %)
have a matedal adverse effect on the results of operations.

Mo impairment losses were recognized on non-financial assets in 2018, 2017 and 2016,
based on management’s assessment.

Revngmition of Financial | dability and Equity Components of Conspornd Financial Indraments

The ELS [sec Notes 2.10(b) and 14] contains both a lnancal lability, which is the
Group's contractual obligation to pay cash, and an equity component, which is the
hobder’s option 1o convert it into the Group®s common shares, The value of the
financial liability component is determined separately, which is deducted from the
fair value of the compound instmument as a whole, and the residual amount is
assigned as the value of the equity component.

Valuation technigques ave used 1o determine the fir values, which are validated and i
periodically reviewed. To the extent practicable, models nse observable data,

however, areas such as own credit sk, volatilities and correlations requice

management 1o make estimates. The Group uses judgment 1o select a vadety of

methods and make assumptions that are mainly based on conditons existing at the

date of the issuance of the ELS,

Ininially, the Group detemmined the carrying amount of the financial liabiliy
component by measunng the present value of the contractual steeam of future cash
Movoes, using the interest mte of similar liabilites that do not have an associated equity
component. When the fair value of the finandal liability is compared with the fir
wvale of the compound financial instrament as a whole, which is equivalent to the
issne price, there was no residual amount such that no value was assipned to the
equity component; hence, no equity component was recognized in the consolidated
financial statements at that tme. Subsequently, the lnancal lability was measured at
amortixed cost. The total carrying amount of the ELS was presented as
Fuity-linked Debt Securities account under the Noo-corrent Liabilities section of
the 2016 consolidated statement of financial position (sec Mote 14).

In 2017, as a result of the amendment of the ELS, management reassessed the
compound financial instrament and recompated the fair values of the components at
the time of amendment, which resulted in a revalued financial liability component
[see Note 2.10(b)] and an equity component with value (see Note 2.23). Accordingly,
the Group presented the components separately as Equity-linked Diebt Securities
(see Mote 14) and Conversion Options Omstanding accounts under the Non-current
Liabilities and Equity scctions, respectively, of the consolidated statements of
financial position,

Valwation of Past-eoplayment Defiwed Bemefit

The determination of the Group’s obligation and cost of post-employment defined
benefit is dependent on the selection of certain assumptions used by management
and actuaries in caleulating such amounts. Those assumptions include, among
others, discount rates, salary rate increase, and employee turmover rate. A significant
change in any of these actuarial assumptions may generally affect the recognized
expense, other comprehensive income or losses and the carrying amount of the
post-employment benefit obligation in the next repoting pedod.

.I1'|.¢‘ ATNENIlS tlrl'ﬂﬂlll'.flll'ﬁlliwll'll“fﬂ l1l‘.ﬁ||ﬂ! En‘lll‘.ﬁl l)ll]i“ﬂ'ilFrI '-Irlll mi“lm :IHI Aan
analysis of the movements in the estimated present value of post-employment defined
benefit, as well as the significant assumptions used in estimating such obligation age
presented in Note 2003,

Fer 1 adue Measuresment of Share Opifons

The Group estimates the fair value of the share option by applying an option valuation
model, taking into account the terms and conditions on which the share option was
pranted. “The estimates and assimptions used are presented in Note 234 which
include, among others, the option’s time of expimtion, applicable dsk-lres inerest me,
expected dividend vield, volatlity of the Parent Company’s share price. Changes in
these lactors can affect the faic value of share options at grant date.

Details of i'.TII'E:III::lj"I'.l‘. share opion p]:n aned the amount of Gir value I'Ht:l::l“l:li'J:H:I i=

'E:Il'l‘ﬂd‘.lllﬁtl in zee Note 23,4,
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(il Determination of Provision for Onerous Lease

The Group determines the provision for leaschold properties which are ne longer used
in the business for which the recoverable amount of the interest in the property is
expected to be insufficient 1o cover futre obligations relating to the lease vsing
discounted cash flows and assumptions relating to future sublease income expectations.
A significant change in the credit-adjusted risk-free mte used in disoounting the estimated
cost and sublease assumptions would result in a significant change in the amount of
provision recognized with a corresponding effect on consalidated profit or loss,

Amn analysis of the Group's provisions for onerous lease is presented in Note 16,1,
(&) Determination of Provision for Restoration of Leared Property

Dietermining provision for leased property restoration requires estimation of the cost
of dismantling and restoring the leased properties to their onginal condition. The
eatimated cost was initially determined based on a recent cost o restore the Gcilites
and is being adjsted to consider the estimated incremental annual costs up to the
end of the ease teom. A significant change in the credit-adjusted osk-free rate used
in discounting the estimated cost would result in a significant change in the amount

::rpn:vixiul:l m‘.\ugrlilr.:et! with a |::|::rrn-5|mr||:!i|:|“ eflect on consalidated |m:|ﬁl or loss,

An analysis of the Group’s provisions for leased property restoration cost is
presented in Note 16.2.

SEGMENT INFORMATION
4.1 Husincss Segments

The Group is ogranized into two business segments, the Brandy and Scotch Whisky, which
represent the two major distilled spints catepories where the Group opertes, Scoich
Whisky pertains 1o the UK operations and the rest (all under Brandy, This is also the basis
of the Group's executive committes for its strategic decision-making activities, including the
fnancial pedommance evaluation of the epemating segments or resource allocation decisions,

The Group disagprepates revenues recognized from contracts with customers into these two
segrments that 4:!:-.||i|‘.1 howe the nature, amount, timming andd uncertainty of revene and cash
flows are affected by economic factors. This same disaggregation is used in carnings releases,
annnal reports and investor presentations.

4.2 Segment Assets and Liabilities

Segment assets and liabilities represent the assets and liabilities reported in the conselidated
statements of financial posidon of the companies inclided in each sepment.

4.3 Intersegment Transactions

Intemsegment transactions, such as intercompany sales and purchases, and receivables and
payables, are eliminated in consolidation,

4.4 Analysis of Segment {nformation

Segment information for the years ended December 31, 2018, 2017 and 2016 (in millions)

are as follows:

JIRAMIYY S —SOOTCH WHISEY==* = ___ Consolidated Tolal
REVHENLHES
External costomers P36 P32 PRSI PLIN PI2260 P1L#M5 P47051 PA2656 PAL0E
Intersepment sabes* TG i} 432 ___ 158 __ M7 |
CAFSTS ANDY EXPENSHS
Coats of goods sold M3 1953 17641 1202 THEM TEN MM TS X514
Intersepment cost
ol sl seded® 58 M 2 Tk TH2 45
Selling arsd divtiitestion
[ 3R 20 24s0 22 1,952 1532 5568 4517 4087
RPN Lok ™ ™ fkL] o8 B4 LM 119 1504
P sl otbees dhaipes [0 1432 GHY 152 ] [/ . % v 3 1435 ez |
28104 24741 21550 A3 _LLITD _L0STT 38615 _B4EM  _JLSE?
SEGMENT FROFIT
BHEFOREE TAX [ 2R oA BAr3 23 1,401 PR A . K] 2450
TAX EXPENSH (INCOME) _ 136 _ 149 LEN 281 8l B 1607 _ 1501 _ Lo

SEGMENTNET PROTTT [ 5017 [ 5012 P 66tf P LER [ 1300 P 107 P &80 P 333 P 70

TOTAL ASSICTS PNg PLMOLT PLS0L P4GSIE PLILT 0 PARAET PFIITHIE PR30 PRI
TOTAL LIABILITTES HATE 56504 52564 10,505 16548 0514 56454 LERL 420608
Diepreciation and

Amontization &57 610 47 g 185 161 1,075 T ]
Trderesl exganse by par ol 15 Ei 1o E ] s ha
Hapisily share in nel incoane

o joimi vemiune 193 154 M9 -

“Titerasgenenct siales andd ot of goods sold s alimimated on cocsolidation, Nambers say nof add age dice fo reunaing.

Sales to any of the Group's major customers did not exceed 10% of the Group's revennes in
all of the years presented.
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CASH AND CASH EQUIVALENTS
This account includes the following components:
2018 2017

Cash on hand and in banks P 4,133,707,424 ' 3388408933
Short-term placements 204, 522 468 6,774,004.915

P 6228220802 E__10.162413.538

Cash in banks generally eam interest at rates based on daily bank deposit rates. Short-term
placements have an average maturity of 30 to 45 days and eamn effective annual interest rates
manging from 2.9% to 6.6% in 2018, from 1.8% to 2.8% in 2017 and from 1.8% to 2.0% in
2016, Interest earned amounted o P218.6 million, P202.5 million and P178.8 million in
2018, 2017 and 2016, respectively, and is presented as pant of Other income — net under the
Revenues account in the consolidated statements of comprehensive income (see Note 17).

TRADE AND OTHER RECEIVABLES
Dietails of this account are as [ollows [see Note 2.1(b) and 2.5(a)):

MNoles 2018 2017
Trade receivables 224 Po14,524,773,347 P 13019338813
Adwvances to supplicrs 3,204,397 ,152 1,638,013,264

Advances o ulumate

PArenl Company 227 1,142,912,243 -
Advances 1o oflicers
and employess 225 40,762,383 37,636,599
Accrued interest receivable 17,665,846 5,621,251
Other recevables 78,280,618 111, 660,00
19,008,791,589 14,812,270,718
Allowanee for impaitment 3.2(2) [ 133,008, 227) | 117,537,270
P 18.875,783,362 P 14694733441

Advances to suppliers pertain to downpayments made primarily for the purchase of goods
from supplices.

All of the Group's trade and other receivables have been assessed for indications of
impairment using the ECL model required under PFRS 9. Centain teade and other
receivables were found to be impaired using the ECL methodology as determined by the

management; hence, adequate amounts of allowance for impainment have been recopnized
(see Note 26.2),

A reconciliation of the allowance for impatement at the beginning and end of 2018 and
2017 is shown below.

2018 2017
Balance at beginning of year P 17,537,277 P 76,744,683
Impairment losses 22029978 48,204,136
Recoveries i 6,559,028) | T411.542)
Balance at end of year P 133,008,227 u 77

Recoveries pertain to collection of certain receivables previously provided with allowance.
There were no wite-olls ol receivables in 2018 and 2017,

Recoveries during the year are presented as part of Other income — net in the Revenues
section of the consolidated statements of comprehensive income (see Mote 17), while
impairment losses on trade and other receivables are presented as part of Finance and Other

[:]u:“rn account in the consolidated statements ::l-l'lrrl:!rn-hrl:lnix':-. income,

The carrying amounts of these financial assets are a reasonable approximation of their fair
values due 1o their short-teom duration.

FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGIT PROFIT OR LOSS

The Group's financial instroments at FVITTL as of December 31, 20018 and 2007 pertain (o
derivative liabilities amounting 1o P43.5 million and dedvative assets amounting o

P19.6 million, respectively [see Motes 2.5(a) and 2.10(a)]. It also includes investments in
Megaword Corporation’s (Megaworld) US$200.0 million Fixed-Por-Life Senior Perpetual
Motes (Perpetnal Notes) in 20018 amounting 1o 1'1.2 billion.



Notes to Consolidated

Financial Statements
December 31, 2018, 2017 and 2016
(Amounts In Philippine Pesos)

(=r]
o

The net changes in fair values of these financial instroments are presented in the
consolidated statements of compeehensive income as part of Other income — net in the
Revenues section (see Mote 17), The Group recognized fair value losses amounting 1o P67.7
million and P31.5 million in 2018 and 2016, respectively, and fair value gains amounting to
P48.5 million in 2017, The Group also recognized interest income from these financial
instrements amounting to P46.7 million in 2018 and is presented as part of Other income —

net in the Revenues section in the 2018 consolidated statement of comprehensive income
(see Mote 17).

The fair value of the financial instroments at FYTPL are measured through valuation
techniques using the net present value eomputation (for dervative financial instruments), or

through reference o quoted bid prices in an active market (for the investment in Perpetial
Motes) (see Note 28.2),

INVENTORIES

Details of inventores as of December 31, 2008 and 2017, which is valued at lower of cost

and net realizable vale, are shown below [see Motes 2.6 and 3.2(c)].

— Dot 2018 2017
Work-in-process P 19310965391 1P 17,756,098,444
Finished goods 2.1 4,928,444,192 3,537,513,191
Raoe materials 221 3,260,045,413 3,245 154 408
Packaging materials 672,306,578 536,891,527

Machinery spage parts,
consumables and

[actory supplies 420.800,513 232247 ETH
2%, 601,653,087 25,337 935 448

Allowance for inventory
write-down { 205,679,749y | 150.969,324)

E_28,395973.338 P 25186966124

WML has a substantial inventory of aged stocks which mane over petods of up 1o

6 years. The maturing whisky stock inventory amounting to P15.4 billion and P13.5 billion
as of December 31, 2008 and 2017, respectively, is presented as part of work-in-process
inventories, and is stored in varous locations across Scotland.

An analysis of the cost of nventornes mnchided m costs of goods sold for 2018, 2017 and 2006 1=
presented in Mote 18, A reconciliation of the allowance for imventory write-down is shown

bebow,

2018 2007

Balance at beginning of year P 150,969,324 131,865,103
Impairment losses 54,710,425 19,104,221
P___ 205670749 P 150,969,324

Balance at end of year

Impairment losses on mventones are presented as pa of Impaimment losses under Cost ol
Gooals Sold account in the consolidated sttements of comprehensive ineome (see Note 18).

There were no reversals |::r|.-i|:|1'|:|:|irr|:|r-.||l loosses in 2008 and 2017,
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9. PROPERTY, PLANT AND EQUIPMENT

The gross carrying amounts and acenmulated depreciation and amortization of property, plant and equipment at the beginning and end of the

reporting peniods is shown below,

December 31, 3B
Cost
Accumulated deprocation
arl amartization

Met caervang, amount

December 31, 3017
[t |
Accamubated deprocation
ard amortization

Nt earrying s
December 31, 3016

o

Accumulated deprocation

ardl amortization

Mot carrying amounl
Janmary 1, 2016

o

Accumulated deprocation

ard] amortization

Mot carrying amounl

P 6253386921

£ o050

P62 EME

G2 LEMAGIE

oS GEIE2

rosdicaliaig

P 2502938 430

Buildings
Tamd aned
Improvements  lmprovements
P 20078186 P11,238 371,737
(— 1TN2SIT) ( 2210.387.546)
E_ 10965668 P 9007984191

P O200THISE P 8727160301
(18204699, (__149] 8545000
P 14873487 P 123530550

P O200TEIEE P 60999 454811
(— 11290 (1195829 255)
B -1 L <R SRR R 1

P O200THISE P 474219634

( BIE0062) (11835000

P_2502938 4%

P__20g80034 [ 3509384610

Machinory Oilicn Muoulds
Leasehold arvid Transporiation Furniture an
lmprovernents _Equipment . _Uguipment _aod Ulsiures . _IHes

POI60150083  PL6MAGEZAZE P GME0EESS P S14TITOTS P 42308100
[ 56213.626) {__7149071973) (__ 299472526) (__ 230940TI5) (____ 35437485)
E_103.945757 E9.795500,455 F 334200 P_24767.M4 E__26800.616

P O9uES2EN  PI3A4S2U5IE2 P 450008081 P 480490868 P 553933385
[ TGN [ SIT6TI5000) ( 248.155636) [ IBREMM653) [ ILAGETO0)
L_Siaisetd EZIGRSTOSHI K ZSJSR4dT L ZSAG0SE K ZRFNGIS
P OTREI5536 PLR463 148147 P 3T4 306323 P M53SRSSE P 105199526
[— 42000968 (_S25T62000% ) [ 2ISTIZA0) (140823817 ([ T74,005.950)
S P B S R ) G - L 5 R S O )
P OTRA20470  PIRAITITTASE P O METG9S2S P 562490376 P 84891277

(32082253 (5200569046 ) (__12.935064) (__AS5S02IM) (___GEB67.953)
S e i Rl R S R L, 8 L )

Construction
—inProgress . ol
P 1,431,738532 P 37255519022
{10007 45 358}
B 143,738,532 P 27,247 573,634
PS03 ASZ 148 P 34541 630,713
(5200774459
Lomilasziss [ 26085625
P 424794675 P 27 BAR 519552
{6,939 237 384}
PAMTINATS P09 28168
P 2TMARS G0 P 201,573 460,736
{7106, 386,375)
SRR 1. = TR N RS B
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A reconciliation of the carrying amounts of property, plant and equipment at the beginning and end of the reporting periods is shown below,

Buildings Machinery Oilice Moulds
Land and Leaschald and Transpartation Furniture and Canstruction

Balance at January 1, 2018,

net of acoumulated depreciation

and amartization P62M 800602 P 14873487 PT235305591 P S24TA660 PT2GRSTOSED P 232752445 P 2500605215 I 229500635 PSOMASLIME P 20,340850,254
Additons 41,692 482 371,664,730 GO165415 1,280,603 363 132977572 65,001,674 2B 440760 362188992 2342743938
Disposals { 215,618) { 54450996 2,565,205) ( 41,751) { 57,273 ,660)
Reclassfications of constnuction

in progress [ 19.996.253) 1,669,794, 550 41,340 2282 570,844 18,829 860 10,662,267 {3,961 5002,608)
Depreciation and amaruization

charges for the year (— 2S07B18) [ 25B565068 ( STIS6HE) [ 981706,137) ( S0.570,453) ( SLAGOOAT) (2450077 [ 137BAS204E)
Balance st Dscember 31, 2008,

net of socumulated depreciation

B p——— PG2SLSS6O21 P NOGSG® POOTIN P SMEIST BTSN PBLOALY P 24T B_2GEI0GI6 PIANIIBSY P_2L.2415T363
Balance at January 1, 2017,

wet of socumulated depreciation

el anvorization P5 246813812 P 17,781,306 DP5806025556 P 33715568 P5205519.124 I 155573832 P MTATIO P FLITASTG  P42470M4675 P 20040282168
Addisoms dwough asset

aoquisitions (see WNoae 10) 324,644.506 811,086,250 599 340 461 1,735,071 626
Addisons GO0A31.574 783828031 14,307 861 2,105,867,701 120,247 059 85,334,560 15,940,251 1,084,147 565 4,870,334 396
Disposals { 5,621,650 { B41,708) | T1724586) ( 15,355) [ 131,502,7009 ( 143,154,069)
Reclassaficanons of constrscuon

10 PIOREESS GROSE133 8629233 08 426 330 {169,107 606)
Depreciation and amortization

charges for the year (__ 2907819) (22206473 (__ 43T.002) (13741617 (__ 3589590) (__ IATES9 (2021219 - (_ 106867L86D
Balance i December 31, 2007,

net of socumulated depreciation

aned mortzation PE2NE0E P LgaE PI2BNSS P S20S660 PIJSSOI P 2RIS2445 P 2065215 P 22963 PANLASIE P 2630856251
Balance at Jannary 1, 2016,

net of socumulated depreciation

and amortization PLEGIOMAZ P 20689124 PISFISAEI0 P 3T2117  PSMGSS24Z P 150836361 P OI0GBESO0E P 22003325 PLTMAES160 P 14267074361
Addstions theoagh ssset

acequsitions (see Note 10) 2640115274 . 2A0627T 16T : 525133432 A63738 10,056,278 : 1A EM 5.596,471,113
Additicns 13,770,118 . - 05 066 338 660,062 15,207 08 118915286 0308249 1,503,004 681 2(M0,360 370
Disposals - [ 19900970 - ( 3amaz(  1IETETE( 203513 - - ( 37.722.508)
Depreciation and amaormization

charges for the peas : (_ ZO0TEIE) (170726271 (3910615 (_ &TLITITON [ 20.235407) {_ ZETOLIM) [ 1L157.99% . ¢ 926,901.195)

Balance st December 31, 2016,
neet of socumulated depreciaton

and amortization PSIGALEELE B AT THLMNG  PIS06HES5S6 P 3STISSES PSI0GSIONM P OISSSTSAN P SMATELTID P SLITASTE PAIPTAMAGTS B 200 I8TIGH

~J
—h
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The constmuction of another distillery plant in Balapan, Batangas, which started in 2013, was
completed in 2018 and reclassified vo their specific property, plant and equipment accounts.
In 2016, the Group obtained a term loan from a local commercial bank o finance the
construction of the said distillery plant, including purchase of related equipment. The
bomowing costs from the loan were capitalized and presented as part of additions 1o
Construction in progress (see Notes 13 and 2.20),

The amount of depreciation and amortization is allocated as follows:

Dlotes 208 2017 206
Costs of poads sold 18 P 915274249 F TI0858353 P 644,014,252
Selling and disteibution
EXpENses 19 51,711,352 39745417 34086143
Geeneral and
administoative
Expenses 19 17,681,325 A5 198 047 20T T3

1,07 4,666,926 795,801,817 T08,238,131
Capatalized as past of
work-m-proccss

inventories 3786022 __ 272876050 __ 21R663067
P_L378.452948 P _LOGSGTT86T P 926901198

The amount capitalized 1o work-in-process inventory represents deprecialion expense on
barrels and warehowse buildings wherein the maturing bulk stocks of whisky are held, which

can reach '|:l¢-.ri|::||::|:s of up tor O years,

In 2018, 2017 and 2016, certain property, plant and equipment with carrying amounts of
P57.3 million, '45.2 million and P27.7 million, respectively, were sold for PG40 million,
1"146.7 million, and "25.7 million, respectively. The resulting gains on disposals [or both
2018 aned 20017 amounting to PO.T million and 11,5 million, respectively, were recopnized as
part of Other income = net aceount under the Revenues section in the 20018 and 2007
consolidated statements of comprehensive income (see Note 17); while the resulting loss of
P2.0 million in 2006 was recognized as part of Finance and Other Charges account in the
2016 consolidaved statement of comprehensive income.

10, INTANGIBLE ASSETS

This account is composed of the following:

Moies 2018 217
Indefinite useful lives 29
Trademarks P 20,734,188,972 P 20,507,380,260
Goodwill __ 94887BGGI8 __ 03TIATIIT2

30,222,975,650 20 884 751,432

Definite wseful lives

Trademarks — net 29 700,020 9240420

E_30,229.975.670 [__22.593.991.852

The Group’s trsdemarks include those that were acquired by BT from Condis o
manufactre and sell distilled spirits, particularly brandy, under the brand names
“Lmperador Brandy™ and “Generoso Brandy”. The Group also has another trademark for
its Navored alcoholic beverage under the brand name “The BaR™. In 213, the Group
registered another trademark under the brand mame “Emperador Deluxe”, which was

i.1 {155 x!lll:ﬂl I:l 1 Il.'il I!_’|I ’I:II‘. SAme :.-1-:1:.

EUK's purchase of WMG Group in 2004 [see Note 1.1(g),(h),(1)] included the acquisition of
trademarks amounting 1o 145 billion and I5.5 billion for “Jura™ and “The Dalmore”
(collecuvely, “WMG brands™), respectively, and the recognition of goodwill amounting o

7.7 billion in the consalidated fnancial statements,

BF5s purchase of the Fundador Business Unit in 2016 [see Note 1.1(k)] in Jerez incloded
the acquisition of [our new trademarks amounting o P6.7 billion, namely “Fundador
Brandy”, “Terry Centenano Brandy”™, “Tres Cepas Brandy”, and “Harveys” sherry wine
(eollectively, “Fundador brands™) and tangible assets (mostly inventores and property, plant
and equipament) amounting to P66 million (see Motes 8 and 9); and the recognition of

poodwill amounting to P1.5 hillion in the consolidated financial statements.
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The poodwill recognized from the forepoing acquisitions reflects the opportunity o
strengthen the Group’s position in the global drinks market, the synergies and economies of
scale expected from combining the operations of the Group, WMG and Fundador Business
Unit, and the value attributable to their respective workforce, The trademarks acquired have
indefinite useful lives; hence, no amortization was recognized for these brands for the
periods presented. The poodwill recognized is not deductible for income wx purposes. For
purposes of determining the poodwill [see Note 2.12(a}], the Parent Company determined
the fair valwe of the identified net assets as of October 31, 2004 and Febmary 29, 2006 for
WMG and Fundador Business Unit, respectively, as follows:

Fundador
N WMG Busi Ligi
Cash consideration P__302729349083 P 14.718.366.134
Identifiable assets:
Tangible assets 8,9 21,723,648,592 6,592,734,082
Intangible assets 9972144142 6,662,974,698
Liabilities [ 9.095752005)

— 22600040729 13255708780

Total identifiable assets

Goodwill at transaction date P 7.6728M.254 P 1462657354
Tl asset acquisitions from the Domecy and Garvey Acouisitions in 2007 by DBLC and
CBSP, respectively [see Mote 1.1(0) and (g)], inchded vatons trademarks with indefinite
useful lives amounting to P3.5 billion. The trademarks acquired by DBLC include certain
brands of Mexican brandies: “Presidente”, “Azteca de Om”, “Don Pedro™ and two Spanish
brandies {collectvely, “Domecq brands™) while trademarks acquired by CBSI include
“Garvey Brandy” and well-known shermes including “Fino San Patoco™ and two liguors
{eollectively, “Grupo Garvey brands™). The consideration paid and the purchase price
allocated to identifiable assets based on their individual relative faic values, as translated at
exchange rate at transaction dates, are presented in the succeeding pape.

Dromescn Garvey
Motes Acquisition Acquisition
Tangible assets 8,9 P 1702112882 P 1,554.825243
Intangible assets 5 3
4,825 676,882 1,887 423,471
Liabilities 15 - ( 34.361.071)

E_a825.676.882 E___L853,062,400

The compaosition of the intangible assets with indefinite usebul lives is as follows:

2018 217
Goodwill breakdown:
WMG P 7,792765200 P 7,700.756272
GES 1 021,478 1.676.614,900

__ DASETR6GTR  _ 03TTATINT2
Trademarks with indefinite useful lives:

WMG beands 9,626,426,135 0,643,667, 360
Fundador and other brands 7,725,835,725 7.637,632,850
Diomecq brands 3,002,659,087 2.851,351,100
Grupo Garvey brands 379,268,025 374,728 950

— 20734188973  ___ 20,507 380,260

E_30,222,975,650

E_22.884751.432

The net carrying amount ol trademarks with delinite useful lives is as lollows:

Balance at beginning of year
Amortization during the year

Balanee at end of year

2018

27

P 0,240,420

7,000,029

P 20,440,358

(— 2240501) (11199938

L 2.240.420

The reTaining uselul lives of the tmdemarks with definite lives are as follows:

Emperador Dehree

The BaR

December 31, December 31,
2018 2017
4.5 years 5.5 years
- 6 months

~J
(J%]
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The “Emperador Brandy™ and “Generoso Brandy™ trademarks were fully amonized since 1. OTHER ASSETS
2017, Consequently, the Group renewed the trademark application of “Emperador Brandy™
with the Intellecmal Property Office of the Philippines in 2017, The related costs of renewal L1 Prepayments and Other Current Assets
was directly charged to expense as part of Others under the Selling and Distabution
Expenses account in the consolidated statements of comprehensive income as the cost of This account is composed of the following (see Note 2.7):
renewal is not significant o be capitalized (see Note 19).
2018 2017
The l:}n.m:p m.urﬁtm's g:uudwill and trademarks with indefinite llﬂ.l!'!-lll lives on the -:::s:h Prepaid expenses P 617,570,080 P 129,055 834
generating units to wluc!1 tIu:st? assets were allocated. An analysis of h.nw the value-in-use of Prepaid taxes 545,721,769 640,052,321
each of the cash generating units to which these assets were allocated is presented as follows Deferred input VAT 54,884,518 137,179 968
(amounts in billions of pesos): Ohther cireent assets 73,149,806 47,062,122
F.lil ] 27T
ABocated  Valwe  Terminal Abcated  Value  Teominad P__1,291,326181 P 953350245
Intsngibde  in Growth Diseoust busaghle i Geewth  Dicount

- Prepaid expenses include prepayments of rentals, insurance and general prepayments.

Canchwill:
WhEC FoOTWP IR L90% 07 P VT0P 1204 300%W  120% . . . i i
GES 1.7 W95 LA 7.51% 168 446 LA TAI% |’:|1.'-| vaid taxes periain Lo payments e |r_\r the (:nmp for the withhe r]l::lillg taxes and other
Tinch T gmrt:nunt:n,t-mlabcd obligations. Tt ﬂ]sn mdu_dcs p'ln'c_hasr: of labels .an.d advance payment of
WG beands 9,63 FYE T Tt 964 FhOA00%  12W0% excise tax for both the local production and importation of alcoholic beverage products,
Fiurstarice learhs 7.7 1797 LM RN TE4 16 L6 RI4%
[nemers bnande 3.00 284
Grupa Garvey baands® 0.38 037 1.2 ther Non-current Asscis

¥ Mancgesens believes ihal the coverring valeer of Demvecy and Crope Ganvey Brawdr ar of Decealer 31, 2078 awd 207/ approadasate iher

e e of Lo diser cine thect weve vy acysaved i 2017 e 216, respockioel This account is composed of the following:

% ounis are irmsdaded ol alosing rates ar of She end of the reporting periods i arcvdance with FAS 21, The Ejffects of Chmger n Motes 2018 2017

Fareign Foobange Firfer
Management believes that both the goodwill and wrademarks are not impaired as of mrz:ln;f:ﬁggi};::ﬂwbk 2711 P gg’g::}ﬁ P ;;Tﬁzz:&;?
December 31, 2008 and 2017 as the Group’s produwcts that carry such brands and Deferred input VAT 54"552,'.135 104 516 552
trademarks are |mrft:||11 ling very well in the market; hence, no i npairment is necessary o bse Refimncdalle secusity :!H]H:xilx 279 54,-143,“23 4t'|:1-f:|?:}'|.ﬁ
recopnized in the periods presented, Others E'Eg! 17 13r3ﬂ3r44_6

Mo trademarks have been pledged as secunty for liabilines., )
L __L065894,704 [ LO042.953.201
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12,

In 2016, the Group purchased from one of its propenty lessors an outstanding morngage
debt on one of the Group's leased properties. The purchased morngage asset entitles the
Group to full security over the leased property and to monthly interest payments from the
property lessor. However, the Group remains as lessee over the property; hence, it is stll
rexquired to make monthly lease payments to the property lessor until 2036,

Refundable seeudty deposits were paid by the Group to vardous lessors for lease agreements
covering certain office spaces, manufaciuring facilitics and storage tanks for caw mateials,
Management assessed that the impact of discounting the value of the refundable secanty
deposits is not significant, hence, was no longer recognized in the Group’s consolidated
financial statements,

INVESTMENT IN A JOINT VENTURE

On Febmary 2, 2014, GES entered into an agreement with Gonzales Byass, S.A. (Gonzalez),
lor the joint control of BLC for 50% cquity interest for each venrer, The 50% participation
cost of P37 billion is based on the Gair valuation of the assets. BLC was incorporated on
March 19, 20013, Its primary business consists of the planting and prowing of wine grapes and
the exploitation of vineyards, the production, ageing and preparation of wines and vinegars;
the production of alcohol; the production, prepamation and ageing of brandy, aguardientes,
compounds, liquors and in general, all kinds of spints.

As of December 31, 2008 and 2017, the camrying amount of the investment in a joint venture,

which is accounted for under the equity method [sec Mote 2.3(h)] in these consolidated financial

statements, are as follows:

2018 2017
Acquisition costs P 3.703,721,9%5 P 3703721965
Withdcawal ( 858,354,900} [ 858,354 200
Accaumulated share in net income:
Balance at beginning of year JBR5TT, 700 205,428,001
Share in net profit for the year 198,900,795 154,101,350
Reductions { 155,247, 168) | 60,952 241)

— 432,240,327 ___ 38B577.700
E_3.217607,392 E__3.233244.765

Balance at end of year

The share in net profit is recorded as Equity in net income of joint venture in the Revenues
section of the consolidated statements of comprehensive income (see Note 17). - Reductions
pertain to dividend income received from the joint venture and the foreign comency
translation adjustment on the investment.

The amount withdeawn from this investment was used by the Group as part of the
50% capitalization of DBLC in 2017 [see Note 1.1{a)].

The aggregated amounts of assets, liabilities, revennes and net inoome of the joint venture as
of December 31, 2018 and 2017 and for the years then ended are as follows (in thousands):

Asscis Liabilities Revenues MNet Income

2018 P 520593 P 1,267,988 P 230422 P 307,835
017 P 4460318 P 1253479 P 2686510 P 308,204

INTEREST-BEARING LOANS

The compaosition of the Group's outstanding bank loans is shown below [sec Note 2.10(h)).

2018 207
Current:
Foreign P 4778408668 1*  3,661,326,840
Local 921,660,667 — S00,000,000
5,7 75,335 4,161,326 840
Moa-current:
Foreign 26,886,391, 560 27.261,094,050
Local 1.428,333,.333 1, 5000000 00

—28.314,724.895  __ 28.761094.050
E_J34,014,800,228 ' 32922420890

~J
(<]
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The summarized terms and conditions of each availed loan as at December 31, 2018 and
2017 are as follows:

— Owstarding Balance  __ Modes  _ IeterestRate Secunty  _ date
S| . S || I—

P 22300991675 P 22055, 700,000 (a) Masgan of 1.55% Unseciared 21
phes EURIBOR

4,051,446,785 580,706,200 ) 0.50%% over LIBOR, Ea— 019
2970, 252 180 290,500, 000 (€} Fixed at 1.6% Unaecured o n e d
AUNEEE  2,305424,600 e Fixed at 1.55% Unseeared 0z
562, 500,000 750,000,000 ch Fixed at 5.245% Unscouced 021

42 S04, 0 750,000, 000 (€} Fixed at 5.113% Unsecured 21
375,000,000 00,000,000 ich Fined at 5% Unsecared 2021
SO0, 000,000 o Fisced at 5.9641% Unscouced 021
350,000,000 [14] Fized a1 6.1277% Unseciared 21

LS IR FL R S AR A

(a) Tn 2016, FIL. refinanced its mamring foreign cnrrency-denominated bank loan, which it
obtained in 2015, inte an uvnseoured Gve-year foreign currency-denominated term loan
fromm a syndicate of foreign Anancial institations which is repayable in full a0 matanry,
These loans are presented under the Non-comrent Liabilities section of the consolidated

statements of financial position.

(b)) Do 2006, WMG set up a three-year foreign currency-denominated revolving eredit Gaeility
with a forcign bank, where it had drawn down P21 hillion, P637.6 million and
P27 billion in 2018, 2017 and 2016, respectively. The loan is secured by way of floating
charge against WMG's inventones. The interest and the prindpal can be paid anytime
up 1o, or balloon payment at the end of, three years. Since this is a revolver, the drawn
amonnt plus the acered interest thereon is presented under the Correnmt Liabilities

section of the conzolidated staterments of Anancial position,

(c) In 2016, EDI obtained an unsecured fve-year peso-denominated loan at a wial amoant
of P20 hillion from a local commercial bank, specifically to finance the construction of a
dhistillery plant and the purchase of related equipment (see Mote 9. “The loan was
released in three tranches from Janmary to Qctober 2006 with principal repayment of
12 equal quarterly amortizations starting on the ninth quarter after the initial drawdown.
In 2018, wial payments on the loan amounted 1o PS00.0 million. These loans ace
presented under the Comrent Liabilities and Non-curent Liabilities sections of the

consolidated statements of (nancial position,

() In 2007, GES obtained an unsecured fve-year foreign-currency-denominated loan
amounting to P2.3 billion from certain financial institution for the purpose of
refinancing Garvey Acquisition (see Note 10). This loan has two-year grace petiod with
principal repayment starting on the 24" month after the date of the loan. This loan is
presented under the Non-current Liabilities section of the consolidated statements of
financial position.

(e) In 2007, DBLC assumed from BLC foreign-currency-denominated loans totalling
P3.0 billion from certain financial institutions relating to Domec Acquisition
(see Mote 10). In 2018, DBLC acquired an additional loan ameounting te PO.1 million.

() In 2008, EDI obtained additional unsecured, interest-bearing loans at a total amount of
PE50.0 million from same local commercial bank for working capital purposes. The
loans shall be payable in 12 equal quartedy amortizations commencing on the beginning
of the ninth guarter from the initial dewdown. The princdpal repayments are expected
to commence on Apdl 10, 2019, These loans are presented under the Current Liabilities
and MNon-current Liabilities sections of the consolidated statements of financial position.

Interest expense on the above loans for 2008, 2007 and 2006 amounted 1o PGGE.Y million,
P533.4 million and P301.0 million, respectively, and is presented as part of Finance and
Other Charges account in the consolidated statements of comprehensive income.
Capitalized interest expense [rom the peso-denominated loans, on the other hand, amounted
1o 52,4 mullion and P108.2 million in 2018 and 2017, respectively, and ace presented as part
of the additions to Construction in progress under Property, Plant and Eoquipment acconnt
in the consolidated statements of financial position (see Notes 2.20 and 9. Accrued interest
payable as of December 31, 2018 and 2017 amounted to P72.7 million and P68.1 million,
respectively, and presented as part of Acoued expenses under the Trade and Other Payables

acconmnt in the consolidated statements of Gnamcial position fw Moste 1:'1}.

The Group complied with the financial and non-financial covenants on these loans and
borrowings as of December 31, 2018 and 2017,
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14.

EQUITY-LINKED DEBRT SECURITIES

On November 7, 2014, EMP, as the [ssuer, entered into a subscription agreement with
Arran Investment Private Limited (Arman or the Holder) for the issuance of 1.1 billion
common shares at a total subscription pace of P12.3 billion (see Note 23.1) and an 1S
amounting to P53 billion (Tssue Price) [see Note 210(b)]. The shares and the ELS were
izsued on December 4, 2004 (Tssue Darte).

Arran may exercise the Holder Conversion Right which calls for the conversion of the ELS
into all of Conversion Shares at any time during the period beginning on the Issue Date unil
December 5, 2019 (Redemption Date). The Company may exercise the Tssuer Conversion
Right (TCR) which calls for the conversion of the ELS into all of the Conversion Shares at
any time during the perod beginning on the date that is two {2) vears after the Issue Dae
until Redemption Date, provided, that the share market price must be greater than the
stipulated price (Share Market Price) on the date the ICR is exercised. If Arran and the
Company fal to exercise their conversion rights within the said periods and the ELS is not
converted into shares, the Company has the option to extend the Redemption Date for the
FLS until December 4, 2021 (Extended Redemption Dae), upon notice o Holder at least
thirty {30} days prior to the Redemption Date, The ELS shall be mandatorily converted into
the Conversion Shares at any time during the period beginning on Redemption Date untl
Extended Redemption Diate when Share Market Price is seached.

The ELS bear fixed interest mate compounded annually (Fixed Interesy), payable cither in
cagh or in new shares (Interest Shares) on the conversion date, Redemption Date, or
Fxtended Redemption Date, as applicable, The ELS also bears a vanable interest in an
amount cqual to the dividends that would be payable on the Conversion Shares if they are
issued poor o the date that any dividend is declared by the Company (Vanable Interest),
payable in cash on the date that the Company pays dividends 1o its stockholders,

O June 15, 2007, the parties fommally agreed to amend the ELS, which amendments
inchade:

(@) Fixed Interest is amended 1o 0%, nstead of 5%

(1) The Acered Tnerest Payable amounting to PE32.3 million was applied as consideration
for 122,391,176 commen shares (Acered Interest Shares) (see Note 23.1);

() Conversion Shares become 728,275,862 new and fully paid-up shares, instead of
480.0 million;

(d) ICR ended on June 15, 2017; and,

(e} Share Market Price for the mandavory conversion at any tme dudng the penod
beginning on Redemption Date and ending on the Fxended Redemption Date is
amended to ‘preater than P7.25 per share?’, instead of ‘greater than 110 per share’,

15.

Consequent to the amendments in certain terms of the ELS in 2017 as mentioned in the
preceding paragraph, the financial liability component is revalued at P5.1 billion and the
equity component is valued at 1362 million, which represents the residual amount after
deducting the financial liability component from the Issue Price. The carving amounts of
the components are presented separately in the consolidated statements of financial position
[see Motes 2.23 and 3.2(g)], while the accretion of discount on the revalued financial liability
component is presented as part of Finanee and Other Charges account in the 2018 and 2017
consolidated statements of comprehensive income.

Fixed Interest costs amounted to P269.5 million and P272.2 million in 2007 and 2016,
respectively, and presented as pant of Finance and Other Charges account in the 20017 and
2016 consolidated statements of comprehensive income.

Wariable Interest of P108.4 million, PE2.5 million and P81.0 million were respectively paid
in 2018, 2017 and 2016 and presented as part of Finanee and Other Charges account in the
consolidated statements of comprehensive income.

Documentary stamps tax of P26.4 million for the issmance of the LS, which was capitalized
and initially charped to the outstanding liability, was fully amortized in 2007 with
amortization amonnting to P17.1 million in 2017 and P3.8 million in 2016, which were
presented as pant of Finanee and Other Charges account in the 207 and 2016 consolidated

statements ol comprehensive income.

There were no relited collierls on the ELS,

TRADE AND OTHER PAYABLES

The breakdown ol this account is as follows [see Mote Z.'“.P{l:r}l:

Motes 2018 27
Trade payables 221,223,
228 P B4AT9981846 17 6,044,999, 637
Aecrued expenses 13 4,151,532 389 4121,324,604
Cutput VAT payalile 257,003,560 616,174,653
Advances from
related parties 226 3,070,715 328,070,715
Others — M355T213 365,804,123

E_13,235235723 12076373731

~J
~J
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Trade payables arise mostly from purchases of raow materials such as alcohol, molasses,
flavorings and other supplies.

Acemed expenses significantly include various acenals relating to interest on

interest-bearing loans, marketing, operations, and other actividies. The acered interest is

expected 1o be paid subsequently on the scheduled interest pavment date (see Note 13).
6. PROVISIONS

The breakdown of this account as of December 31, 2018 and 2017 is as follows:

One rous
i Dilapidati Tatal
Balance at Januarcy 1, 2018 P o295593594 P 147651851 P 443245445
Additional provisions 8035019 3,753,744 92 TRY.663
Utilized amounts { 9222282 | LBIR2TOY (___ 11,060,561)

Balanee at December 31, 2018 E_J375400.25 FP__149.567,516 P__S524.974,547

Oineroaus
— Lone _Dilpilatione ol 17.
Balassce at January 1, 2017 T HM6041B98 P 13475781 T 480517679
Addelitional provisions 57,941,090 19,980,790 T7.921,880
UtBzed amounts { 18,072,365) ( 4,437 282) ( 22509647
Rewversal ol uonntilsed amounts { 90317029 ( 2367 A3R) T

Balance at December 31, 2007 B 205093004 F 147051801 E__443245442

16,1 FProvision for Operous Lease

WML has existing non-cancellable lease apreements on leasehobd properties located in
Glasgow and Edinburgh, Seotlod, covering manufactunng plam Geilities, boildings and
parking spaces, which are vacant or subleased at a discount. The provisions take
account of current market conditions, expected foture vacant pededs, expected futuee
sublet benefits and are calculated by discounting expected net cash outflows on a pre-tax
basiz over the remaining perod of the lease, which as of December 31, 20018 and 2017, is

betaeen one 1o 12 years and one to 13 years, respectively,

Reversal of unntilized amounts in 2017 are presented as pant of Other income — net in the
Revenues section of the 2017 consolidated statement of comprehensive income
(see Mote 17).

Additional provisions are presented as part of Provisions under the General and
Administeative Expenses account in the consolidated statements of comprehensive income
(see Note 19). The provision will be reduced at each payment date.

16.2 Provision for Difapidations

WML is a party 1o lease agreements for properties located in Glasgow and Edinburgh,
Scotland which provide for tenant repairng clavses. The lease agreements require the
Group to restore the leased properties to a spedbied condition at the end of the lease
term in 2029, A provision was recognized for the present valee of the costs to be
incurred for the restoration of the leased properties. Additional provisions in 2018 and
2017 are presented as part of Provisions under the General and Administeative Expenses

account in the consolidated statements of comprehensive income (see Note 19).

Reversal of unutilized amounts in 2007 are presented as part of Other income — net in the
Revenues section of the 2017 consolidated statement of comprehensive income

(soe Mote 17).

REVENUES

The details of revenues are shown below,

Dotes 2018 2017 2016
Rales 2.14{a) P46.345.675,149 42206283523 DPA0446.981. 708
Others:
Bty in net profi
of joint venture 12 198,909,795 154,101 850 219276919
Other meome - et 5,6, 7,
o, 16

n7 505,836,07H 295,142,171 351,842,563
— T4, 745,873 440244001 __ STLI119.483

EST050,420028 T 4200052754 L4LOIEI0LIMN
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18, COSTS OF GOODS SOLD

The details of costs of goods sold for the years ended December 31, 2008, 20017 and 2016
are shown below [see Mote 2.1(h)].

_Motes 2018 2017 2016

Fiashed goods ar
beginning of year B P 3537513091 P 3182542312 [ 2326981897

Finished goods purchased 21 _ 4010450050 __ZT0800835 21451002564

Fiashed goods from asser
acquisitien and sequined
Business Unit 10 = 72067150 72932 543

Costs of goads manufactueed

Raw and packaging

materials at begnning

ol year 8 3, TH2,075,935 3,654 636,927 2,257,901 494
Met maw materal

purchaszes during

the year 221 24,911,936,335 24,130,040.271 21,584 8B6,R33
Raw matersals from assel

aecpaisation and acquased

Business Ut 10 - 71,725,250 55,490,633
Raw and packaging
meaterials at end
of year B (__3.992.351,991) (_ 3782075935) (__ 3.654636.927)
Raw matersals used
charing the year T, 660,279 24074 326,513 20,2473 G472 033
Balance carried forward P32,309,623,520 [30037844212 P25,0095548 837

Motes 2018 27 2006
Balance broaght forwand B32.300.623,520 [P30057A44212 25095 548857
Work-in-prooess at
beginning of year 8 17,786,098,444 13532427366  11,494,183,891
Work-in-process from asset
accpuisition and acquired
Business Unit 10 5 1,136,866,550 2.326,850,106
Direct labar 0.1 1,222,300,646 942212 981 662,022,433
Manufacturing overhead:
Diepreciation
and amortization 9 915,274,249 710,858,353 644,914,252
Communication, light
and watsr 347,138,447 260,877,214 199,365,749
Fusel and lubricants 311,854,703 184,804 543 258 845,115
Repairs and
mainlenance 284 322,167 22T A1TT 596 199 587113
Outside serviees 23 253,244,690 266,253,636 224905771
Reatals 23 247,847,508 233 844 480 2TED12,707
Commission 155,064,098 115,079 828 44453312
Taxcs amd Beenses 153,311,403 130,527,539 B2 8446 80
Consumables and
supplias 124,640,547 103,698 826 80,688,274
Laber 0.1 102,205,493 408,757,107 136,989,608
Waste disposal 3,032,612 - 35,667,679
Tengrairment losses B 54,710,425 19 104,221
[nsurance 47,864,412 41,462 961 12,429,975
Transportation 24,935,673 19642815 21,887 826
Mesls 13,624,721 11832479 12,997 373
Gasoline and oil 9,174,401 6,333,301 7091410
Miscellancous 97,364,555 198,695,435 35,731,263
Work-in-process
at end of year 8 (_19,310,965,391) (17.786008444) (_13.332.427366)
— 2923044103 ___ TeAIMTO6 _ 32I6053 381
Iimished goods at end
of year B (4.928,444192) (_3531513.19) (__3182342312)

P30J05,123,521 P27 204080817 25141038006

~J
(=]
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19. OTHER OPERATING EXPENSES 20, EMPLOYEE BENEFITS
The details of other operating expenses are shown below [see Note 2.1{bj]. 201 Salames and Emplovee Benefies Expense
_Moies 1% W17 2014 The expenses recopnized for salares and employee benefits are summarized below.
Advertising and Notes 2018 2017 20146
Sa]ﬂﬁ]:fdmc:q dopec B LA AL TR0 T 20006115 Salasiecs and wages P 2,506,057,467 P 2,250519987 P 1414224561
. Post-employment
benefits 0.1 1,911,558, 185 1,545,815,892 1,217,231,348 .
Feeight and handling 470,887,193 417,206,996 437,708,264 &s:!ﬁ;?"‘f:ti::m" ::gm; ﬁﬁggﬁ‘é :;ﬂ:ﬁ?
Travel and transportation 383,930,269 242 449 064 193,034,711 Share "P"-i“‘"-; 0.2 ' e '
Professional fees and 1 &
outside services 355,187,380 376,171,869 785,204 281 Postc —_— =i e e 26 E0 DRy
. . oy
g’ﬁf‘"‘“’.‘“' ::;'m‘g ﬁglg?l ag :giﬁ ﬁ"; defined benefit 0.3 20,584,022 20,613,555 13,358,011
mwm’i‘::;’m‘“:’:n 4 b ' Other short-teem benefits 330,882,807 292 764,342 274.013,519
AMOtEAtion L 159,392,677 B4 D43 404 63,323 579 15,19 P 3236064324 | 2806785980 P 2016242389
Rentals 23 127,927,747 112,291 563 89,851,272
E&miudm;: muinlenaee 112,841,819 35,40 rgﬂ_j.r ﬁﬂ-iﬂ,}ﬂﬂ. Other shor-ternm benefits represent other HTIPII:I_\-‘I‘!‘. benelits that wers ineureed I:!III']I:I“ the
.FI :-ijl::m. 16 ;‘:"m ,?.?2’;);1"% :ﬁ’g’;}; reporting peri wls in which the Frl!!i]l yees render the related service,
Mk . 5:5:?;'?; lg‘;'?ulg'zi g‘;ﬁ'm The amount of salades and employee beneflits expense is allocated as lollows:
¥ ¥ £l »
Tazes and heenses 51,497,606 77,685 573 57822 484
Communication, lght Dotes 2018 2017 2016
and water 0400, 650 37659915 28, 173673 .
. : e y Costs of goods sold
f{:"::;:mj ASIE s 7250573 finventoriable tosts) 18 P 1,324.506,139 P 1350970088 P 799011041
- Cieneral and administeative
g T
nlfi:mm‘“ :g EZE wﬂz .2 HEE ] 13 2"3' }“; ";3323 'm‘a : E !:2-"6633 & expenses 1 0BY, 483,632 784,521 453 T2 956,445
Selling and distribution
. i CXpenses 19 ___922.094.553 ___ T61.2M.430 __ S44.M4.90F
B 7477.625,628 P GIHT08520 P S647.324.608

P 3236064324 |° 2806733980 I* 2016242 380
Others include rovalty fees, subscription and association dues, postal services and other

incidental expenses under the ordinary course of business. I 2008, 2017 and 2016, salaries and wages, post-employment benefits and other short-tenm

benefits totaling P505.7 million, P472.4 million and P461.7 million, respectively, was
capitalized to form part of the work-in-process inventory. Such capitalized amount

represents salades and employee benefits of pesonne] direcly involved in the production of
whisky.

These EXPENLes ane classified in pn.-.l'i: or loss in the consolidated statements of

= rl:l1|'rr|e}tr||.l|.i.1.':~ incorme as lollows [see Mote 2.1 ﬂl:||'.

20148 27 2016

Selling and distobution expenses P BA67,606,147 T 4611427335 T 4082481 208
Geneeal and admpmisttve expenses 1009032 481 1319281194  _ 1.564 843 400

L7.477,628,628 L 0130708529 L 5647324608
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20.2 Employee Share Cption

Employee share option expense, included as part of Salanes and emplovee benefits expense
under the General and Administrative Expenses account in the consolidated statements of
comprehensive income amounted to P27.0 million each in 2008, 2017 and 2016, while the
comesponding comulative eredit to Share Options Outstanding aceount is presented under
the Equity section of the consolidated statements of financial position (see Note 23.4),

203 Post-cmployment Defined Benefic Plan

(@)

L4

Characteristics of the Defined Benefit Plan

Except for GES, which provides employes benefits through a defined contrbution plan,
the Group maintains a funded, tax-qualified, noncontibutory retirement benefie plan
which is being administered by a trustee bank that is legally separated from the Group,

The post-employment plan covers all regular full-time emplovess of E1, AWGIE, TEI
and certain employees of WMG, and provides a retirtement benefit ranging from
cighty-five percent (85%) to one hundred fifty percent (150%) of plan salary for every
year of credited service.

The normal retirement age is 60 with a minimum of five years of credited service. The
plan provides for an early retitement at the age of 50 with a minimum of ten years of
credited service and likewise a late ceticement age that is not bevond 65, with a minimum

of five years of credited service both .-|.|.||!:|iﬂ::l ter the H'E:'E:lrl:n.':l of the Ciroup’s BOL,
Explamation of Amvsmis Preseniedd in the Consolidated Vinandol Statements

Actuarial valnations are made regulady to update the post-cmployment benefit costs
and the amount of contributions. All amounts presented below and in the succeeding
pages are based on the actuanal valuation reports obtained from independent actuanes.

The amounts of retirement benefit obligation recognized in the consolidated
statements of financial position are determined as follows:

2018 2007

Present value of the obligation Po12,405949.410 P 13,022 020,968
Fair value of plan assets (_12.295257.177) | 12,905 907.637)

10692233 L 116115331

The movements in the present value of the seticement benefit obligation recopnized in
the books are as follows:

2018 2017

Balance at beginning of year P 13,022,020,98 [ 11,974,680,864

Benefits paid ( 470,855,172) | 546,884,250)
Interest expense 357,504,342 354,146,744
Past service costs 63,033,600 -
Carrent service costs (see Note 2001) 20,554,922 20,613,655
Foreign exchange adjustment 7,310,049 1,181,203,320
Remeasurements —
Actuarial losses (gains)
arising from:
Changes in financial
ASKNTIPHONS { 637, 720,318) 316,240,919
Experience adjustments 3,643,519 53,170,636

Changes in demographic
ASSNMIPHONS

— 9426900 (___ 331.156.920)
E_12.305249.410 [ 13022020968

Balance at end of year

.11'"‘. maovermenls ill |JI1‘ r:ir \':i“l‘. |r|"|:||ar| assels are '|:II1‘M‘TI|HI |:e-3|:ru.r

208 2M7

Balance at beginning

of year P 12,905,9%7,637 ' 10973737068
Retun on plan assets

(excluding amoumis

inchuded in net interest) [ TH2,859,975) TE5,024 906
Benefits paid ( 461,199,210) | 546,884 250)
Interest income 353,177,655 325,556,543
Contonbutions o the plan 283,635,810 206,819.370
Feveign Hx::!la:lg:-. ;u::lja:lslrrlrl:ll i 3404, T4 1,101, 654,000

Balance at end of year P_122952587177 P__12905907 637

(==}
—h
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The net effect of the foreign exchange adjustment in the present value of the
retirement obligation and the fair value of plan assets amounted to P10.7 million in

2018 and P79.5 million in 2017,

The compaosition and the fair value of plan assets as at December 31, 2018 and 2017
by category and dsk characteristics are shown below,

Cuoted equity securities
Corporate bonds

Liahility driven instrument
Indesx-linked giles
Diversified growth fund
Property

Cash and cash equivalents

2018 2017
P 5282889700 I 5919218027
2,395,729,050 2,476,012,769
2,211,442,200 .
09,148,460 3,043,432,362
786,290,560 825,337,590
589,717,920 580,315,493
120039287 _ 61.591.39%

P 12,295257177

P 12905907 6357

PMan assets do not oo nprise any of the Anancial instruments of the Group or its

related partics, or any of its assets ocoupied and/or used in its operations.

The components of amounts recognized in profit or loss and other comprehensive

income or loss in respect of the retirement benefit t:ll'r]ig;llit:lll are as Tollows:

2018 2017

2016

Regorted im gt and foss:
Interest expense — net »

Current serviee costs

4326687 T ZRSO02N P
— 20,584,932 _ MG13.655 13358011

13,380,137

L__2491,600 L 49303556 0 20738 148

Repoted i otber compreibernsive
fuconme floss):
Return on plan assets (exchuding
amount inchuded in
net interest)

(P 782,850975) P 75024006 P 1613342000

Actuaral guins (losses)
agising froo:

Changes in financial

ASSUMLONS 637,720,318 ([ 316240919 (  2392254,665)
Expedence adjustments 34,643,519) ( 53,170,636) ( 26.213.217)
Changes in demographic

ASSLMTONS ( 0,426,900 331156920

(E_180.210,076) B 746770271 (P __805.125.832)

The amounts of post-cmployment benefits expense recognized in profit or loss are
presented as pant of General and Administeatve Expenses (for current service costs)
and Finance and Other Charges (Tor net interest expense) accounts in the consolidated

statements ol o irl!im‘}lﬁlﬂi\'l‘. income,

Amounts pecognized in other comprehensive income were incloded within iems that

will not be reclassified subsequently 1o profit or loss.

In determining the amounts of the retivement benefit obligation, the following

actuarial assumptions were nsed:

2018 2017 2016
Discoamt rate 25RV-T.52% 2.64%%-5.83% A4AY%-5.51%
Expocted mte of salary myercase 5007000 J00e 6.00% A0 500

Assumptions n-g.an:lillg [untaare |:|11:|rl;ﬂil_l,' are based on ]:lllﬂiﬂlﬂl statistics and r|:||::|u'1:||i|}I
tables, The Average remaining m:lrleirlg life oof an indivichual retiring at the ape of 6l is
23 years for both males and females. These assumptions were developed by
management with the assistance of independent actuaries. Discount factors are
determined dose 1o the end of each reporting pedod by eference to the interest mtes
of zero COUPET grvertimenl bonds with tenms 1o rrnala:l:lil_l,' :I]!!mixi!ﬂ'.llil:l“ 1o the terms
of the retiverment benefit Ii11]i“'.l|il:)ﬂl. (her assumplions are based on current actuarial

benchmarks and management’s historical experence.
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fe)

fd)

Risks Associated with the Retirement Benefit Obligation

The Group is exposed to actoaral dsks such as interest rate sk, longevity risk and

salary risk.
i) Imterest Rave Rigks

The present value of the defined benefit obligation is ealoulated wsing a discount
rate determined by reference to market vields of government bonds. Generally, a
decrease in the interest rate of reference povernment bonds will increase the
retivement benefit abligation. However, this will be partially offset by an inerease
in the retum on the plan’s investments in debt secarities and if the return on plan
asset falls below this rate, it will create a deficit in the plan.

Cumrently, the plan has relatively balanced investment in equity securities and debt
securities. Due to the long-term nature of the plan obligation, a level of
continuing debt and equity investments is an appropoate element of the Group’s
len 1E-lerm siralegy Lo manage the p]:ll el e tl!l:.'.

(i) Longevity and Salary Risks

The present value of the defined benefit obligation is calculated by reference 10
the best estimate of the monality of the partidpants dunng their employment
aned tor their foture salardes. Consequently, increases in the life expectaney and
salary of the participants will result in an increase in the reticement benetit
ohligation.

Cother Lnformalion

The information on the sensitivity analysis for certain significant actuarial
assumptions and the timing and uncertainty of fumee cash flows related to the
reticement plan are descobed below and in the succeeding page.

&) Semsitivity Amalysis

The following table summarizes the effects of changes in the significant actuarial
assumptions used in the determination of the retirtement benefit obligation as of
the end of the reporting periods:

i Reti Henefit Obligati
Change in Increase in Decrease in

December 3, 2008

Diseeunt eute HIZE/025% (P 534,494943) P 571,741,630
Salary prowth rate FLO0% f -1.00% 143,246,321 139,732,751)
Decembee 31, 2017

Discount mts 10.25/025% (P 588140375} P 638,760,011
Salary growth rate +L00%/ - 1.00% 160,216,310 | 150,563,714}

The sensitivity analysis is based on a change in an assumption while holding all
other :5:1.1:||'rlpli1 sres constant, Uhis '.II:I:!_'\-'HiK may e e :|11rrrm1|l;|1iw- of the actual
change in the retiremnent benefit obligation as it is unlikely that the chanpe in
assumptions would oconr in isolation of one another as some of the assamptions
may be correlated. Furthermore, in presenting the above sensitivity analysis, the
present value of the retivement benefit obligation has been calculated using the
projected unit credit method at the end of the reporting pedod, which is the same
as that applied in caleolating the retivement benefit obligation recognized in the

consolidated statements of fnandal pexsiticsn,

The methods and Lypes of assumplions usex] in preparing the sensilivity ZI:IHi_'\-'RiH.

{!il! niexl I'JI.HT““ 1.'.\|:||:|1'|:|:er| [ (5] I.I'II‘. im'.\'ilrllﬂ }'Iﬂl'ﬂ.
(i) Furding Arrangements and opected Contrifmtions

As of December 31, 2018 and 2017, the plan is undedunded by P110.T million
and 16,1 million, respectively, based on the latest actuaal valmtions, While
there are no minimum Qmding requirernent in the countries where the Group is
operating, the size of the underfunding may pose a cash flow dsk in about

11 years” ime when a significant number of employees is expected 1o retire.

(==}
(J%]
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The expected maturity of undiscounted expected benefits payments within

10 years is as follows:
2018 2017
Within one year P 39,044,513 P 288,616,904
Moge than one but
less than five years 1,358,%71,577 1,109,364,051

More than five vears but
less than 10 years

— T70,049,180 504280433
E_2.448065270 1202261388

The weighted average duration of the retirement benefit obligation at the end of
the reporting perod is 11 years.

21, CURRENT AND DEFERRED TAXIES

ri1 [ FII'|1 SOEniE ¢ Fr Iax I“K.'EII‘I 15 {l'l [An S} I.C‘:I FE rl1'H Fl'tﬂ: i.'l 1 !.I'I.C‘ 0 Iﬁlﬂ-klﬂlﬂl slalemenls tlr
comprehensive income are as follows:

2018 207 206
Reparted in profit er foss
Current tax expense:
Repular corporate income 1ax
(RCIT) at 30%, 25%
and 20% P 1349706463 T 1376256022 T 2024 180956
Final 1ax on inlerest income
al 20% and 7.5% 26,263,447 27,077 342 28 39353 807
Minimum corpoate ncome
tax (MCIT) a1 2% RA6,622 TOTT 616 3,168,661
Delerred tax expense (income)
relating to odgrnation amd
reversal of temporary differences 230,558,146 D041 48] (313412 108)
B 1607414678 ' 13503052461 1P 1742331316

Reparted in other mumprebensive fmcome (ler)
Deferred tax expense (income)
relating 1o remeasurements of

retirement benelit obligation (P__ 32275467 22180800 (136900 345)

A reconciliation of tax on pretax profit computed at the applicable stabatory rates 1o max
cxpense is as follows:

2018 27 2016

Tax on pretax profie at 30%%
Adpustment for income

P 2,530,909,323 P 2350611607 P 2,830,709,565

subjected to different tax rates 16,137,960) | 13,6892,540) ( 33,039.776)
Additonal deduction in
daiming opticnal stasdard
deduction (050} i 10,889,502y | 042991307 ( 405,602 407)
Tax effects of:
Mon-taxable income ( 1,266,876,7000 ( 001, 499.242) ( 696,837 326)
Mon-deductible expenses 380577800 288,392 765 45,785 420
Unrecognized (unlizaton of)
deferred tax asset on:
Met operating loss
carry-over (NOLCO)} 66, 041,564 164,157 566 25321.576)
Provision for interest expense - ( 168,81%,1440) 84,891,191
MCIT - TOTTA1G 3,168 661
Aceclerated capital allowances
and other short teom
tempogary differences ( 26,436,827) ( 55,408,636) ( 20,989, 168)
Bequity in net incoome
of jomnt venture { 50,672,039 [ 46,230,355) ( 653,783 ,076)
Adpustments 1o curcent tax
foor prioe years - ( 27,237 835) 27 256,520
Change in tax rate - - 100 (KBS 472

Unreliewed non-trading losses =

P 14,678 P 1505052461 P 1742331316

EMP and its Philippine subsidiaries are subject to the higher of RCTT at 30% of net taxable
income or MCI'T which is at 2% of gross income, as delined under the Philippine tax
regulations. They paid RCIT in 2018, 2017 and 2016 as RCIT was higher in those years,
except for EMP and TED in which MCIT was higher than RCTT,

EMIMs foreign subsidiaries are subject to income and other taxes based on the enacted wx
laws of the countres and/or judsdictions where they operate.
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The net deferved ax liabilities as of December 31 relare to the following:

2018 2017
Brand valuation (P 1,R32,968,656) (P 1,639,406,000)
Fair value adjustment ( T8, 79,405) | 1.20,883,120)
Short-term temporary differences { 17,459,308) | 81,538,450)
Capitalized borrowing costs { 50,011,794) [ 40,307,734)
Retirement benefit obligation 34,272,628 40,249,725
Allowance for impaicment 16,586,469 13,420,208
Unamortized past service costs 534,279 641,134
Contingent liability = 30,539,600

Met defeceed tax liabilites (P__2027.842.787) (P___1797.284.641)

Movements in net deferved tax liabilities for the years ended December 31 are as follows.

Profin or Loss o
SN ||, S, || SN (] | . | | SU——. || S —

s vahuticn P 193,561,656 T P AT P - r P
Capniakead bocenng coaks 0,704 0 LA 12390,502 - -
Slaent-teten empeany

hlErrence A5OSR FTATLTIOO O 196,010,3% -
Retiement benehit oblization SOTIN0T  2ETSE0ES5 S0ATAMS {  JXITSMET) ( 1ZLIB0RO0Y [ 136900443
Tai vabue sdustment {  AR0BGTIS)({ TISAENN [ 261780430 .
Alkramee e unpaumest [ 3,166,261) STOS [ 59578
Unsisnostueed pasl seivice coats T SRS 106,555 1085 -
Comtingers Eability — MRG0 (40015 _ 2G4 -
Defected iax exporse fincome) B_2MSSBAIS P 92661481 (B 3342106 (€ 3B2I5A6T) ([ 1ZL150500) [P 136900 15)

I 2018, 2017 and 2016, the G I O sted ter claim emizeed deductions in e wnprting ils
income tax due, except for BDT and AWGT which both opted 1o claim OS50 dunng the
same taxable years.

22, RELATED PARTY TRANSACTIONS

The Group’s related parties include the ultimate parent company, stockholders, officers and
employees, and other related parties under common ownership as descobed in the
succeeding pages.

The summary of the Group's transactions with its related parties in 2018, 2017 and 2016 and
the related outstanding balances as of December 31, 2018 and 2017 age as follows:

Chuisianding

Aelaivd Fariy Sbiassiaiil wl L. . I Aaxable)
[— Natey ET T ik 2018 2017
Utinsasie Parent Comgpanyt
Divicdenads paid I P ISGLIMANM P L0077 PRMITMSSE P - ]
Advances chisined (paid) BE [ BOMOS00) 25000000 - [ 000}
Laass ol propasie E-LT 1,800,000 B00000 1,000,000 .
Advascun gransed joBecud] 27 LILPIZ 243 [ 155000000 1,042,513,343
Relused Panies Under
Commsn O relipa
Posibung of
row mateeds eE1] BMAANIAN  TAMABO04A DGR 4PN WSROI} | DEAEMZ)
Adbemneen shimimed (paid) ] TGO 466806 . [ Tamonmy)
Sale of oy 224 150,702,877 101 432,719 3,053,130 1,IA,T24 LZAS1,TTS
Abemncen e e puarchine m 46,150,000 45 N0 ¥ 00 7T AT 231 D660TE
Lease of propeties HLIW) 3,695,200 30,786,679 mATRAM [ DAMASE) [ 159198}
Pasthne of
fiminhsed sy a1 1,640, 36 11,388,189 AELILE | AEmEAY | 05,TBE}
Refandubile depasit N 1,868,618 1,565 BANSE 7,548,327
Acquinition of mackinery
and et FrE ] - = T
Arqainisan of TIO - = 120,759 5
Al mms v grassied (il il 27 . [ TR RO, .
T 228 0,040,000 A% 00 D) SLO0ON0D | TRADMEGN [ 11000000}
Likrred oa sves rermel T . 72 AR T -
Stvn-b i lre =
Al v idvtmimral (geaial) 76 ¢ 000 L as 3T | 300,715
Officers and Empleyees -
Advameen gantod jouliceted) 25 A58 15,284,354 290,786 S0T6L,83 7,636,500
Eey Mansgemen: Prrsonnel -
n -1 MEITTTIT 238,913,371 189,220,052

The outstanding balance from the above transactions with related parties are unseoured,
nomnterest-beadng and payable or collectible on demand, unless otherwise stated. No
impairment loss was recognized, and none is deemed necessary, in 2008, 2017 and 2016 for

lIII‘. “‘.‘IHLH‘ IHIEI}' l'l‘.l:'.l‘.i\';ll.:lll‘.EL

221 Purchase of (roods

The Group imports raw materals such as alcohol, avorngs and other items, and fnished
poods through Andresons Global, Tne, (AGL) and Condis, related parties under common
ownership, These transactions are paid within 30 days. “The Group also imports raw
materials from Aleoholera dela Mancha Vinicola, 51.., a wholly owned subsidiary of BLC,
which is considered a related party under joint control.

The related unpaid purchases as of December 31, 2018 and 2017 ave shown as part of Trade
]::lr.ll:\!r_-t under the Trade and Other |’:_l,:||1]1-s aceount in the consolidated statements of

finaricial position (w Moste 1.5:].

(=)
(<))
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222 Acguisition of Machinery and Fquipment

In 20140, the Group purchased certain machinery and equipment from TEL a related party
under common ownership at that time. The outstanding balance as of December 31, 2015,
which was presented as part of Trade payables under the Trade and Other Payables aceount
in the 2015 consolidated statement of financial position, was paid in full in 2016 prior to the
Group's acquisition of TEL

22.3 Lease Agreements
fal  AGH

The Group leases the glass manufacturing plant located in Lapuna from AGL The amount
of rental is mutually agreed annually between AGT and AWGI Rentals for each of three
years in the period ended December 31, 2008 were charged to operations as part of Rentals
under the Costs of Goods Sold account in the consolidated statements of comprehensive
income (see Note 18). There was no outstanding liability from this transaction as of
December 31, 2008 and 2017,

{h)  Otbers

The Group also entered into bease contracts with Megaword Corporation [or the head
ollice space of the Group, Total rental cxpense (rom this contract are presented as part ol
Rentals under the Selling and Distdbution Expenses, General and Administzative Expenses,
and Cost of Goods Sold accounmts in the consolidated statements of comprehensive income
(see Notes 18 and 19). The outstanding liability from this transaction are shown as part of
Trade payables under the Trade and Other Payables account in the consolidated statements
ol finandal posidon (see Note 15). The relundable secorty deposits paid to the lessors are
shown as part of Other Non-current Assets account in the consolidated statements of
financial position (see Mote 11.2).

22.4 Sale of Goods

The Group sold finished goods to related partics. Goods are sold on the basis of the price
lists in lorce and tenms that would be available w0 non-related panies. The outstanding
recervables from sale of goods are generally noninterest-beanng, unsecured and setded
through casgh within theee to six months, “These receivables ave presented as pant of Trade
receivables under the “I'rmde and Other Receivables account in the consolidated statemments

of financial positdon (sec Note 6).

225 Advances to (Mficers and Employees

In the normal course of business, the Group grants noninterest-bearing, nnsecured, and
payable on demand cash advances to certain officers and employees. The outstanding
balance arising from these transactions is peesented as Advances to officers and employees
under the Trade and Other Receivables account in the consolidated statements of financial
position (see Mote 6).

The movements in the balance of Advances o Officers and Employees account are as

follows:
2018 2017
Balance at beginning of vear P 37,636,500 P 22402245
Additions 43,771,298 64,341,649
Repayments ( 40,645,514) [ 49,107 295)

Balanee at end nl'].-mr E 40,762,383 » o

226 Advances from Related Parties

AGT and other entities within the AGI Group, and other related parties grant cash advances
tor the Grroup for its working capital, investument and inventory purchases requirements,

.I1I.C"‘I‘ HIE‘-']IIII‘.H e II'IEHﬂ'.I.ImI.‘ [I[nli'lllm: ]n‘.‘-tri.[lg 'll.'ll.(l n"M_‘,Jl]L‘ ifl [:25}. Ilinlfl [!HTIH[I[!.
These are presented as Advances from related parties nnder the Trade and Other Payables
account in the consolidated statements of financial position (sec Mote 15).

The movements in the balance of Advances from related parties are as lollows:

2018 2017
Balance at beginning of year P 328,070,715 P 3,120,715
Additions (repayments) { F25, 000, (T y 324 950,000
Balance at end of year | 070,715 P 328070715
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227 Advances to Related Parties

In prioe vears, the Group made unsecured, interest-beanng cash advances to AGI and New
Town Land Partners, Inc. (Mew Town), a related party under common ownership, for
financial and working capital purposes, which were payable in cash vpon demand. The
advances bore an annual interest rate that was munally agreed upon by the parties based on
cnurrent bank rates, These advances had been fully sertled in 2016, Interest income camesd
from these advances in 2016 is presented as paet of Other income — net in the Revenues
section of the 2016 consolidated statement of compechensive income (see MNote 17).

In 2018, the Group made unsecured cash advances to AGT which were payable in cash upon
demand. The outstanding balance as of December 31, 2018 was presented as Advances to
ultimate parent company under the Trade and Other Recetvables account in the 2018
consolidated statement of fnancial position (see Note 6),

22.8 Management Services

I had a management agreement with Condis for the consultancy and advisory services in
relation to the opemtion, mamgement, development and maintenanee of its distillery plant,
which was transferred to Progreen, EDT's subsidiary, when the distillery plant is leased o
Progreen starting 2017,

Total management fees incurred are presented as part of Outside services under the Costs of
{ :l leﬂ. h IE(I ol i[l IEII" [ LS I‘HI El 1 H‘ slalemrenls [)r L= I[I'|1 m‘.EII‘I IKiJ-'i‘. 1.1 OO T

[wee Note 18), The ontstanding liability as of December 31, 2008 and 2007 is presented as
part of Trade payables under the Trade and Other Payables account in the consolidated
statements of fnancal position (see Note 15). The related labiliges are unsecured,
noninterest-beadng and payable upon demand.

22.9 Key Management Personnel Compensation

The compensation of key management personnel for employee services is shown below,

2018 2017 2016

Sho term benelis P 234,113,062 T 236044464 T 181,160,370
Post-employment defined benelits 10,964,655 12 868 907 BO6D 582

E_245077 007 LI __28013.371 I 1922995

2210 Retirement Plan

The Group's retirement funds for its post-employment defined benefit plan is administered
and managed by a trostee bank. The fair value and the composition of the plan assets as of
December 31, 2008 and 2017 are presented in Mote 2003, The retitement fund neither
provides any guarantes or surety for any obligation of the Group nor its investments

covered by any restrictions or liens.,
2211 Purchase of Land

In 2016, the Group entered into a contract to purchase certain parcels of land located in
TNaile and Cebu from Megawordd for a total eonsideration of P206.0 million. OF the toal
consideration, the Group already made cash payments totaling P46.4 million cach year in
2018 and 2017, and P399 million in 2016, However, the legal title and the risks and rewards
of ownership over the parcels of land have not yet been transferred 1o the Group as of
December 31, 2008; hence, the land was not yet recorded as an asset by the Group. The
total cash payments made by the Group are presented as part of Advances to suppliers
under Other Non-current Assets account in the consolidated statements of (inancal
position (see Note 11.2).

In 2014, the Group made payments to certain related party under common ownership for
the acquisition of certain parcels of land. However, the planned acquisition was
subsequently cancelled by both parties. The total cash payments made amounting Lo
P144.8 mllion as of December 31, 2008 and 2017 is presented as pant of Advances 1o
suppliers under Other Non-current Assets account in the consolidated statements of
finaneial position (see Note 11.2).

22 12 Guarantee Contract

Effective December 20, 2016, the Group provided guarantee jointly and severally with the
Ultimate Parent Company o the LS S30000 million seven year notes (l}n-. Nulﬂs:] issined |r_\r
Alliance Global Group Cayman Islands, Tnc., a related party under common ownership, in
2010, The Notes bore interest at a rate of 6.5% per annum payable semi-annually in arrears
on February 18 and August 18 each year and were listed in the Singapore Exchange
Securities Trading Limited. Tn 20017, the Notes were redeemed and the Group had been

redieved ol its puarantes,
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23,

EQUITY
23.1 Capital Stock

Capital stock consists of:

Cowmrarn ihares = P jusf Fabie
Autbsyared = T bllien ihares
Tosmstnd el imptimtmralicgg
Balince o beparang of Toi B 19 T AT T, 20,000 00 161200000 FISSTLINIME P IO 12000000 P14, 1,000 000
Addbtioral e of
shises (Mose 14) TEEI T = TEEIRLITE
Trewsuay shaes — it oo

(Noses 233 and 23,5 {TIID00B0N) (8507500 (_LEREATNG 300034900

Bimcem endofyms  __ASSRSSISEN _IGIVIIUATG  IGINNOMO  PIAWLENIE PRI Pl

The BOD of the PSE approved the listing of the common shares of the Company on
October 16, 2011,

On December 19, 2011, the Company issued through initial public offenng (IPO) an
additicnal 22.0 million shares with an oller poce of P4.50 per share. The Company incurred
P10.9 million IPO-related costs, 4.2 million of which was charped apainst APIC and the
balance of P6.7 million was recopnized as part of other operating expenses. Net proceeds
from the TPO amounted to PX.E million.

On December 27, 2012, the Company issued additonal 6.0 million shares with an ofier

price of P5.50 per share thi HI!_I'"II a private p]m'.ﬂ nenl.

On June 19, August 27 and September 5, 2013, the Company’s BOD, stockholders, and
SEC, respectively, approved the increase in authonized capital stock of the Company from
P100.0 mullion divided o 10000 mallion shares o P2000 bilhon divided o 2000 bilbon
shares both with par value of L0 per share. On July 4, 2003, the Company’s BOLD
approved the issuance of 6.5 million shares at par value © two foreipn investors, On
Angust 28, 2013, AGT and other investors subscribed to an aggregate of 14.9 billion shares.
Under the terms of AGT's subscription, the Company acquired all of EDT shares held by
AGL

O September 17, 2003, AGT lnnched an offering of 1.8 billion EMP shares, which is
aApproxi :mh-]y 12.0% of the wotal issued shares, The sasid I:)!-rl“l'illl_l" WIS 'E:Il'il:'l‘t:l at PEYS per
share. On September 25, 2013, the settdement date, the amount of P11.2 billion out of the
net proceeds was directly remitted to EMP as an addittional subscrption price from AGI
under the terms of the amended agreement with AGI; such amount is recorded as APIC in
FMIPs books, Costs related to the issmmees amounting to 1763 million were deducted

[revm APIC,

On September 25, 2003, AGI beneficially acquired two of EMP's minorty corporate
stockholders which held a combined 9.553% of the total issued shares, Thus, AGI
beneficially owns 87.55% of EMP as of December 31, 20013

On December 4, 2014, the Company issued additional 1.1 billion commen shares with an
affer price of P11.0 per share through private placement (see Note 14), This resulted 1o a
decrease in AGI"s ownership from 87.55% 10 81.46% as of December 31, 2014, The excess
of the subscrption price over the par value amounting to P11.2 billion was recorded as
APIC.

On November 28, 2017, the Company issued 122.4 million common shares at PGS0 per
share in consideration of the acerned interest on ELS amounting te PB32.3 million

(see Note 14), The excess of accrued interest over the par value amounting o

7099 million was crecorded as part of APIC (see NMote 2.23),

As of December 31, 2008 and 2017, the quoted closing prce per share is P7.11 and P7.35,
pespectively, and there are 160 and 161 holders for 2008 and 2017, respectvely, which
inclide nomines aceounts, of the Company’s total issoed and outstanding shares, The

percentage shares of stocks owned I'r_l,' the imlﬂi:: are 15.16% and 16.27% as of December 31,
2018 and 2017, respectively.

23.2 Treasury Shares

O May 12, 2017, the Company’s BOD authorized the buy-back of the Company’s
common shares of up o P50 billion for a tenm of 2 years commencing on May 16, 2017
and ending on May 16, 2019, Accordingly, the Company has repurchased 212.2 million
shares for P1.5 billion for the year ended December 31, 2018 and 45.2 million shares for
'321.1 million for the year ended December 31, 2007, These repurchased shares age
presented under Treasury Shares account in the consolidated statements of changes in equity

and do ot form parl of the :m:lxlﬂrl:!il:“ shares,

Under the Corporation Code of the Philippines, a stock corporation can purchase or acquire
its own shares provided that it has unrestricted retained eamings 1o cover the shaces 1o be
purchased or acquired (see Mowe 23.5).
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233 Declaration of Dividends

The details of the Company’s cash dividend declarations are as follows:

2018 2017 2016
Declaration date April 11, 2008 March 8, 2017 July 18, 2016
Date af second May 2, 2018 Apal 3, 2017 Aunguse 1, 2016
Date paid May 22, 2018 Aprl 21,2007 August 18, 2016

Amennt declared and pasd E230ME170 E 3006380000 F 2721056000
The Company’s ongoing two-year buy-back program of up to P5.0 billion restricts the
Company’s retained earnings for distribution as dividends (see Now 23.2),

234 Emplayee Share Option

On November 7, 2004, the Company’s BOD approved an employee share option plan
(ESOP) for qualified employees of the Group.

The options shall generally vest on the 60 birthday of the option holder and may be
exercised untl the date of his /her retitement from the Group provided that the employee
has continuously served for 11 years of service alter the option offer date. The exercise
poce shall be ata 15% discount from the volume weighted average closing poce of the

Company’s shares for nine months fmr IIH:I‘iZIH]_\' '|:ln-1:':-1::|1'||!_l; the date t:lfgr.tl:ll.

Pursuant to this ES0P, on November 6, 2015, the Company granted share options to
certain key execntives of B to subscribe to 1180 million common shares of the
Company, at an exercise poce of P7.00 per share.

The fair walue of the option granted was estimated using a variation of the Black-Scholes
valuation model that takes into account factors specilic to the ESOP. The lollowing
prncipal assumptions were used in the valuation:

Average option life 20.23 vears
Average share price at grant date P8.90
Average exercise poce at grant date P7.00
Average [air value at prant date 14,09
Average standard deviation of share price relums 10.24%,
Average dividend vield 1.08%

Average fsk-free investment rate 4.89%

The underlving expected volatlity was determined by reference to historical prices of the
Company's shares over a petod of one year.

Share option benefits expense, which is inchrded as part of Salaries and employee benefits
under the General and Administeative Expenses account, amounting to P27.0 million was
recognized in 2018, 2017 and 2016 (see Note 20.2), while the corresponding credit 1o Share
Options account is presented under the Equity section of the consolidated statements of
financial position.

235 Appropration of Retamned Earnings

In 2015, the Group appropriated portion of its retained camings amounting 1o

P550.0 million for the rehabilitation of the glass manufactaring plant, which was approved
to be extended votil 2007 in 2006, In 2017, the said appropriation was reversed with the
completion of the intended purpose,

In 2017, the Group appropaated podtion of its retained eamings amounting to

PoO0.0 million necessary for additonal capital expenditures at the glass manufacionng plant

The Company's ongoing share buy-back program restricts the Company’s retained camings
for distribution as dividends (see Note 23.2).

236 Subsidinmes with Non-controiling {nterest
The comprosilion of NCT aceount is as follows fw Mote 2.23):

Percentage of

Motes Orwrnership 2018 217
DBLC 1.1(e) 50% P BER 142178 ' 631,781,950
B :k}lliﬁ- 11 (:1} 51% 7,532308
AW - 2875 000

P _892,674486 B 634656950

I 2015, AWGT issued preferved shares with voting dglits which are considered as NCT as
these do not result in the Gronp®s loss of control in AWGTL Such MNCT is presented as 2
separate line item in the consolidated statements of changes in equity. In 2017, ANWGI
redeemed the 57.5 million preferved shares at PO.05 par value for total amount of

P2.9 million. In 218, AWGI redeemed the remaining balance of its preferced shaces.

(= =]
(=]
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The summarized information of DBLE, which is considered as material non-controlling 24, EARNINGS PER SHARE
interest, before inteageoup eliminations, is shown below,

Earnings per share were computed as follows (see Note 2.24):

2018 2017
) | S| ) ¥ .\ ) | T_—
Mon-current assets P 373,332,397 P 3440652087
Current assets 3,499,304,958 2,037 848,903 Consolidated net profit
attezbutable to owners
Total assets P__723063.355 P G378.500,990 . .Cri.ilbt parent company P 6658236381 P 6321783945 P 7,693 367233
Divided by the weighted average
Non-current liabilities P 2519346024 P 2902362801 S i;:"' 16102462430 _ 16121000650 _16.120.000.000
Current liabilities — Z99317.B82 2212574289
el ki N Basic and dibuted earmungs per share P 041 P 039 P 048
On Navember 6, 2015, the Parent Company’s BOD granted share options to certain key
Revenues P__ 2629454413 P 1117037292 execntives of EDI to subscribe to 118.0 million commaon shares of the Parent Company, at
X ) . an exercise price of P7.00 per share (see Mote 23.4). As of December 31, 20018 and 2007,
Profit for the pedod attributable to: none of the share options have been exercised.
Onwners of Pavent P 184,939,048 P 10,535,616
N[I.[ ) — 10535616 On June 15, 2017, the ELS instrument that was issued on December 4, 20014 was amended
Profit for the period 369,878,006 21,071,232 andd, as a result of which, the number of Conversion Shares was fixed from 42000 million 1o
o T28.3 million (zee Note 14). As of December 31, 2008 and 2007, the ELS instroment has
Other comprehensive income {loss) not vet been converted or redeemed.
attributable to:
Cramers of Parent 68,421,155 ( 226,636,116) The basic and diluted eamings per share are the same because the dilutive ellect of potential
NCI o — GRAILISS ([ 226.636.116) common shares from the employee share option is negligible for the periods presented.
Orther fﬂmpml‘mw_‘: income Moreover, the potential conmumon shares from the convertible ELS arve considered 1o be
(loss) for the period 136,842,310 | 453,272,232) antidilutive since they would increase eamings per shave, Thus, the weighted average

Testal eem |:||'rr|e}|.¢1| 1sive income

|:||::|.-|.5s} for the preric wel

Met cash from (vsed in):
Operating activities

B___506,720,406

P 956,769,673

(E_—_432,.201,000)

(P 2,504,965,193)

25,

mmber of issued and outstanding common shares presented above does not inclode the
effect of the potential common shares from the employee share options and convertible

COMMITMENTS AND CONTINGENCIES

Investing activities { 327,636,792) ( 3,441 097 402)
Financing activities — 20807752 6136745813 The Group cotered into non-cancellable leases coverng certain manulactudng plant
. faclities, stormpe tanks and office spaces, The leases are (or pedods mnging rom one 1o
Net cash inflow P___337.325120 E__ 1905683218 50 years which are renewable therealter upon mutual agresment of both parties, There are

Mo dividends were paid 1o the NCI in 2008 and 2017.

also several warchouse lease agreements with lease period ranging from one to three years,
which are renewable thereafter upon mumal agreement between the parties.
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The femre minimum rentals payable under these operting leases as of December 31, 2018

ancd 2017 are as follows:

2018 2017

Within one year P 30,874,380 P 49,267,606

Adfter one year but not
more than five years

Except for those provisions recognized in the consolidated financial statements

(see Mote 16), there are other commitments and contingent liabilities that arse in the normal

course of the Group’s operations which are not reflected in the consolidated financial

statements, Management is of the opinion that losses, if any, from these commitments and

contingencies will not have matenal effects on the Group®s consolidated linancial

stalemenis.,

26, RISK MANAGEMENT OBJECTIVES AND POLICIES

The Ciroup is I'Jﬂ.i)lml‘!:l ter certain lnancial rsks which result from s operating sclivities,

The G s financial assets and foandal liabilites i'r_l,' calegory are surmmarized below and

in the succeeding pages. The main types of tsks are market sk, credit dsk, liquidity nsk
and price rsk.

There have been no significant changes in the Group's linancial gsk management objectives

and !H:ﬂirj:ﬂ :!ll:il:“ the pe-.rilnl.

The Group's dsk management is coordinated with AGI, in close cooperation with the BOD
appointed by AGL and focuses on actvely secunng the Group's shont-to-medivm teon cash

flows by minimizing the exposure to linancial markets.

The G e cleres nast engage in the lmqli:lg of financial assets for sim:ﬂ:liv:-. Purposes nor

does it write options. The most significant financial risks to which the Group is cxposed to

are described below and in the succeeding paragraphs.

26.1 Market Risk

The Group is exposed to market dsk through its use of financial instruments and specifically
to foreign currency risk, interest rate sk and certain other poce osk which result from its
operating, investing and fnancing activities.

fa)  Foreign Carrency Risk

Most of the Group's transactions are cacted out in Philippine pesos, Euros, UK. pounds,
and UL5. dollars, which are the entities’ functional currencies.  Exposures to cummency
exchange rates afse from the Group’s foregn comrency-denominated transactions at each
entity level. The Group has no significant exposure to other forcign curvency exchange rates
at each entity level, except for U5, dollars of EDT and foreign subsidiaries, sinee these ather
foreign currencies are not sipnificant to the Group's consolidated financial statements.  EDI
has cash and cash equivalents in U5, dollars as of December 31, 2018 and 2017 while the
foreign subsidiaries have cash and cash equivalents, recervables and payables in 115, dollars.
T mitigate the Group's exposure o loreign cumrency dsk, non-lunctional currency cash
flows are monitored.

Foreign ourrency-denominated financial assets and financial liabilities with exposure to
forcign currency risk, translated into Philippine pesos at the closing rate, are as follows:

2018 2017
Finanaal assets P 403,388,319 r 767,293,283
Financial liabilities i 1.259.1?'].']‘![_5} I: 215,872 000

(E__855,791,666) P___ 551421184

The following table llustrates the sensitivity of the Group’s consolidated profit before tax
with respect o changes in Philippine pesos against ULS. dollar exchange mtes. The
percentage changes in rates have been determined based on the average market volaulity in

exchange mates, using standard deviation, in the previous 12 months at a 68% confidence

level,
Eiffect in
Reasonably consolidated Effeet in
pssible change profit hefore eonsolidated
—in e Liax caquity
08 381% B ___SRG05,662) (F__ ZLAZSG)
2017 4.00%% P 22553126 I 15,787 188

({=]
—h
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Exposures to foreign exchange mates vary during the year depending on the volume of
overseas transactions. Monetheless, the analysis above is considered to be representative of
the Group's foreign currency risk.

{iB)  Imferest Rate Rink

As at December 31, 2008 and 2017, the Group is exposed to changes in market cates
through its eash in banks and short-term placements which are generally subject 1o 30-day
repricing intervals (see Note 5. Due to the short dusation of shoet-term plicements,
management believes that interest ate sensitivity and its effect on the net results and equity
are not significant. The Group’s interest-beanng loans are subject to fixed interest rates and
are therefore not subject to interest rate sk, except for certain loans that are based on Buro
Interbank Offered Rate (EURTBOR) (sec Note 13). The EURIBOR, however, is corrently
at a negative rate or zero rate, and the Group does not see a material interest mte risk here in
the short-term.

()  Other Price Risk

The Group was exposed 1o other poce dsk in respect of its Gnancial instruments at FVTTL,
which pertain to dedvative assets and habilities adsing from foreign exchange margins
tracling spot and forward contracts and the investment in the Perpetual Notes, These
financial instruments will continue to be measured at fir value based on the index relerence
provided by certain forcign financal instimtion and through reference to quoted bid prices,
respectively.

The Group believes that the change in foreign exchange cate related 1o foreign exchange
margins trading spot rate and forward contracts and in the fair valoe of the Perpetual Motes
will not materially atfect the consolidated financial statements. The Group has recognized
fair value losses in 2008 and 2016 and fair value gains in 2007 (see Note 7).

26.2 Credit Risk

Credit risk is the risk that a counterparty may fail to discharpe an obligation to the Group.
The Group is exposed to this dsk for varions financial instruments arising from granting
advances and selling goods 1o customers incduding related panties and placing deposits with
banks.

The Group continmously monitors defanlts of eustomers and other counterparties, identified
either individually or by group, and incorporate this information into its credit sk controls.
The Group's policy is to deal only with ereditworthy connterparties.

Generally, the maximum eredit nisk exposure of financial assets is the total carrying amount
of the financial assets as shown in the consolidated statements of financial position or in the
detailed analysis provided in the notes w the consolidated financial statements, as follows:

MNoies 2018 2m7
Cash and cash equivalents 5 P 6228220892 ' 10,162413,848
Trade and other
receivables — net G 15,671,386,210 13,056,719,477
Property mortgage receivable 11.2 650,178,519 654,595,116

Refundable security deposits 11.2 43623 46467016
P__22,603,938,244 : : 95.45

The € FTOUE'S margernent considers that all the above inancial assets that are not irl:!mirﬁ::l

as at the end of reporting period under review are of good credit quality.

fa)  Cah and Carh Iguivalents

The credit risk for eash and cash equivalents is considered negligible sinee the connterparties
are repartable banks with high quality external eredit ratings, Cash and cash eguivalents
inclede cash in banks and short-term placements in the Philippines which are insured by the
Philippine Deposit Insurance Corporation up to a maximum coverage of PO.5 million for
every depositor per banking institution.

(B} Trade aud Qtber Receivables

The Group applies the PFRS 9 simplified approach in measuring ECL which nses a lifetime
expected loss allowance for all trade recetvables and other recevables.

.Ilii IMeaAsure |]'I.¢‘. I“K.'E)I‘.I:'lﬂl :mhl lﬂ.'IHI‘K. 1I'JI:1|‘. m!‘iw]lhﬂ IIH\'I‘. ITHI‘.I:I “ITHIIHI I.:I'.IM'{I an ."I:I:I't‘d

credit dsk charactenstics and the ::l;i:.':s prast e l:ﬂj.,'!‘- E:l::'l&rln}.
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The expected loss rates for trade receivables are based on the payment profiles of sales over
a period of 36 months before December 31, 2018 or January 1, 2018, respectively, and the
carresponding historical eredit losses expenenced within such period. The historical loss
rates are adjusted o reflect cumrent and forward-looking information on macroeconomic
factors affecting the ability of the customers to settle the receivables, The Group has
identified the Gross Domestic Product and inflation rates 1o be the most relevant factors,
and accordingly adjusts the historical loss rates based on expected changes in these factors.

Based on application of ECL methodology on the trade reeeivables as at Janoary 1, 2018
(upon adoption of PFRS 9, the allowance for impairment as of that date is deemed 1o be
adequate; hence, no further credit losses were recognized.

In 2018, the Group identified cerain trade receivables amounting to P22.0 million 1o be
fully impaired and for which additional allowanee for impairment losses was recognized
(see Mote 6). Management believes that any additional expected eredit losses in 2018 from
the application of the ECL methodology would not be material to the Group's financial
statements.

For the advances to the parent company and refundable secunty deposits, the lifetime ECL
rate is assessed at 0%, as there were no historical credit loss experience from the
counterparties. The counterparties have low credit sk and strong financial position and
sulficient hguidity 1o settle its obligations 1o the Group once they become due. With respect
1o property morgage receivable, management assessed that these financial assets have low
probability of default since the Company is also a lesses over the sune propenty and cin

2"11]}' 5“.'(:'1 m‘.\eﬁw] l]ﬂ .H.l_"‘ﬂinﬁl !-'I e II"J.‘H‘. 'EYJ}'" el s,
26.3 Liquidity Risk

The Gronp manages its liquidity needs by carefully monitoring cash outflows due in
day-to-day business. Ligquidity needs are monitored in vadous tme bands, on a day-vo-day
and week-to-week basis, as well as on the basis of a rolling 60-day projection. Long-term

|i.|.|||.i.|b‘i|y nesds [or a six-month and One-year pe-ril::u::l are iclentified 'r|||::rrt1|1]y.

The conteactual maturities of Trade and Other Payables (except for output VAT payable,
and withholding tax payables and advances from suppliers under Others) and
Interest-bearing Loans reflect the gross cash fows, which approximate the carrying values of

the liabilities at the end of cach reporting period.

The maturity profile of the Group's financial liabilities as at December 31, 2008 and 2017
based on contractual undiscounted payments is as follows:

Within 6o 12 1w 10
—OMaonthe  _ Monthe _ Years
Decembser 31, 2008
Invterest-bearing leans P OBIAM32R4 P SA4R2I2646 P 20077281127
Trade and othes payables 12,834,686,243
Eequity-linked debt securities i 5402 665,031
B LhadE6a2052T PS040 P HATII4T058
December 31, 27
Interest bearing loans P ZATIZEZ P AAM9LTIT P 30400378848
Trade and other payables 11,668850,156 - -
Fepaty linked delut securities ) 5.525,331,B62
. ) X 917 P_35.925710.7]

The Group maintains cash to meet its liquidity requirements for up to seven-day periods.

Excess cash lunds are invested in shon-teom placements.
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27, CATEGORIES AND OFFSETTING OF FINANCIAL ASSETS AND FINANCIAL

LIABILITIES

271 Carnying Amounts and Faie Values of Financial Assets and Financial Liabilities

The carrying amounts and fair values of the eategonies of financial assers and financial
liabilities presented in the consolidated statements of financial position are shown below,

2018

Firvascaal Assetss
Faancial assets as amoitzed cost:

Cash and cash equivalents 5
Tanche are otheer 1ecesvabies - net L]

Frogsecty meatagy iocenabie 112

Refandable seouity deposits 112
Farancial assets ar FVTPL T
Vovawaal | st
Feanc] kalalities 31 asnoctioesd comt:
Interest bearing loans 13
Tande and other pavables 15
Rigputy-lntkmal el scusiie, 14
Permnenl kalnbnes st IVTPL T

PR 200 Rk
15,671,386,
650,178,519

E RIS

P08 200 R
15,671,586,
650,178,519

I* 14,004,800, 125
LA, 686,243
ol BT

J SRR -5

R

P 10,162,413 848
13,054,719 477
654,505,116

— G600

E2igm 195450

: IE 'i'.'i m

I 3252 A0 800
11668 B50.156
ESARRE L

L8580 00

— Do Vakes

P 10,162 413,548
13,056 FI9ATT
654,595,116

P X022 A0, 550
11,668,850,156
KA TLRI L
il A SR

E

See Motes 2.5 and 2.10 for a description of the accounting policies for each category of
financial instruments incliding the determination of faic values. A descdption of the Group's
risk management objectives and policies for Anancial instroments is provided in Note 26,

27.2 (Miserting of Financral Assets and Financial Liabilitres

Currently, the Group's linancial assets and financial liabilities are settled on a gross basis
becanse there is no relevant offsetting arangement on them as of December 31, 2018
and 2017 (see Note 2.11). In subsequent reporting periods, each party to the financial
instroments (particulady those involving related parties) may decide to enter into an
offsetting arrangement in the event of defanlt of the other party,

FAIR VALUE MEASUREMENT AND DNSCLOSURES
28.1 Fair Vafue Hierarchy

In accordance with PFRS 13, Fair Vale Maaswrement, the fair value of Gnancial assets and
liabilities and non-financial assets which are measured at fair valoe on a recurring or
noa-recurring basis and those assets and liabilities not measured at faic valse but for which
fair value is disclosed in accordance with other celevant PEFRS, are categodzed o theee
lewels based on the significance of inputs used o measure the fair valoe.

The [air value hierarchy has the lollowing bevels:

- Level 1: quoted poces (unadjusted) in actve markets for identical assets or
linbilities that an entity can aceess at the measurement date;

- Level 20 inputs other than quoted prices inchuded within Level 1 that are
observable for the asset or liability, either divectly (i.e., as prices) or indirectly

(Le., derived from prices); and,

- Level 3 ingrils for the asset or ]i:i'ﬂiil_l,‘ that are not based on obsevable market

data (unobscrvable inputs).

The level within which the asset or |i.'.||.:|ﬂil}- is elassified is determined based on the lowest

level ::-Fsigni[i:::m inpait 1o the fair value measuremenit.
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For purposes of determining the market value at Level 1, a market is regarded as active if
quoted prices are readily and regulady available feom an exchange, dealer, broker, industry
group, pricing service, or regulatory agency, and those prices represent actual and regulary
oconming market transactions on an arm's length basis.

28.2 Financial Instruments Measured at Fair Value

The Group's financial instruments measured at fair value pertain to the Group's desivative
insteuments and investment in Perpetual Motes (see Mote 7). These were presented as
financial assets at FVTPL amounting to P1.2 billion and P19.6 million as of December 31,
2018 and 2017, respectively, and Anancial liabilites at FVTPL amounting to P43.5 million as
of December 31, 2018,

The derivative instruments, which comprise of foreign exchange spots and [orward
contracts, are included in Level 2, “The fair valoes of dedvative financial instruments that are
not quoted in an active market are determined through valuation technigues using the net
present value computaton. The investment in Perpetal Notes are incloded in Lewvel 1 as its
fair value is determined through reference o quoted bid poces in an active market

[see Motes 3.2(b) and 7).

283 Financial Instruments Measurcd at Amortized Cose for which Fade Value is
Disclosed

The table below and in the suceeeding page summanzes the Gir value hiemechy of the
Group's financial assets and financial liabilities which are not measured at fair valoe in the
consolidated statements of financial position but for which fair value is disclosed.

DG
— leweld  _ lewel2 = leveld = Total
Financial asseis:
Cash and cash equevalents P 6228229892 P r P 6228220802
Trade and ather recenvables 15,671 386,210 15,671, 386,210
Progesty morigape recenvable 630,178,519 650,178,519
Refundabde securily deposits 2143623 1,143.623

Eozmsazapoz B - FPLe3T5708,352 P 22,603,038243

Falll.]
— Meweld  lewel2 0 Neweld 0 Tewal
Integest bearing loans P P P 340145300228 P 3,014,800,228
Trade and cthes payables 12,892,038, B0G 12, F92 008 B0G
Equity-Lnked debt securities —2aet 501502 DISEB0LD9Z
E E = ES2165640620 E_52165640.626
217
Level 1 Lewe] 2 Lavwe] 3 Taral
Finanal ameie
Cash and eash equrvalents P10,162413 848 P . i . P 10,162,413 ,848
Treade and other eecenvables 13,056,T19.477 15,056,719477
Property mongage receivable 654,595,116 654, 595,116
Refundable security deposits M AT 016 A AGT G
Bioisd 413848 B PIIJSTIRIGS B 239001985 457
Fimgntiaf Eabiliies:
Tntesest-besring loans P P = PI2022 4080 P 32922420 800
Trade and athes payables 11 668 830,156 11,668 850,156
Equity-linked debt securities SXTA14.518 5227114518
P P - PA2RIAIES 564 P49 818 355 564

For financial assets with fair values included in Level 1, management considers that the
carrying amounts of those shomt-term financial instruments approximate their fair valoes,

({=)
(<))
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29, CAPITAL MANAGEMENT OBJECTIVES, POLICIES AND PROCEDURES

The Group’s capital management objectives are to ensure the Group's ability to continee as
a going concern and to provide an adequate retum to stockholders by pricing products and
services commensusately with the level of ask

The Group monitors capital on the basis of the carrying amount of equity as presented in

the face of the consolidated statements of financial position, Capital at the end of each
reporting period is summarized as follows:

204 2017

Total liabilities

P 56,454,425342 P 53,182,228 344
Total equiry 3

—61,363,946,340  _S8.353.553.645
Debi-1o HII.IiJ_'\’ ratic Em i Ilm! !LEI a IJH!
The Group scts the amonnt of capital in proportion to its overall financing stroctare,

i.c., equity and liabilities. The Group manages the capital strocture and makes adjustments

to it in the light of changes in economic condiions and the nsk chamctenstics of the
undedying assets. In order o maintain or adjust the capital structure, the Group may adjust

the amoun of dividends |1c.|i|:| 1o stowckholders, issue new shares or sell assets 1o reduce dels.

EVENT OCCURING AFTER TTIE END OF REPORTING PERIOI

On February 20, 2019, Republic Aot No. 112321, 4w Ao Providing for the Bevised C

Code af the Phifippines (RUC) (effective March 8, 2009, was sipned into L and published in
the Oilical Gazette on |"\¢-.|'rr||;|r_v 21, 29, Among the signi [zt provisions ol the RCC is
the removal of the maximum 50-vear corporate term for stock corporations who shall now
have perpetual existence unless their Articles of Incorporation shall provide otherwise.
Corporations incorporated poor to the effectivity of the RCC, and which continue 1o exist,
shall now have perpetual existence, unless the corporation, upon a vote of its steckholders
representing majority of its outstanding capital stock, notifies SEC that it elects to retain is
corporate teem as stated in its Articles of Incorporation. Purthermore, the RCC removed
the minimum capital stock requirement for stock corporations, except as otherwise

specifically provided by any special law.

3.

RECONCILIATION OF LIABILITIES FROM FINANCING ACTIVITIES

The Group presents below the reconciliation of the Group's liabilities arsing from financing
activities, which inchides both cash and non-cash changes.

Acerard
Eepusity-linked Isloerst Interest-
Dbt Payable bearing
Becurities sen Mokes. Lasams.
leeePote 14)  __ Jdmnd15) 0 feebotel® _ Towl

Balassce o of Jarmacy 1, 2008
Cash flowrs vom financing activities:
Procesds fbom sdditions] bans obaained

POSEIASIE P GR0GLINT PMROZZANSN0 P XEDITS06M

3,451,057 163 3,451 057 163

Repayment of losmns { RISBATIRIMS(  HISRATT RIS
Payment of nteosst cxpeis { 108390504 664,184,051) { 5T, 555
Minz canky I.‘:n.—u;ng actovition
Intevest expense (Mote 14):
Arcoml of intenest 108,392, 504 B 851 902 TTT 284 206
Accretion of Gnancesl Esbilcy component 3] &7 T4 A1 887074
Balacsce s of Diecemsber 31, 2018 EoSlsEmSer P JR7MUGH PRLOMS00IN P39363N088

Balarsce o of Jamary 1, 2017

POSIGIO06T0 P 5719003650 PR4000ETA P 29034608350

9.457.962,780 9407 962 TEY

Paymeml ol micizsl cagrine [ A5 ASEI - (sl ASBEIG
Paymenl of variable intmed of HLS [ R9530,000) { B9, 520,000
Heparyrment f ki [ GAS00SON T 665,300,545
Trstror protrvnsan [Mote 14) -

Aceoual of fued mieies of B1LS - R - 200 5 L
Trerent experme (hote 14):

Arenual of intees 590, 03,143 509,531,143

Amortizstion of DET 17,083,621 17,083,621

Aoceetzon of e limnead kelukly compomsent HE A0, M - - HE LT
Hevpyutam al i crmm anlioen

i ety (Mate 227} [ 134150386 { 136,151,585 )
Setthement of acomed fived

Eviesest papable thanugh Bsuance

al new shaces (Note 251) B0, (_HE2 000 )

Balarsce an of Diecermbe 31, 3017 P S 2TNI4018 P 6RO PIAOZIANAM PIEI1ISEY
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