SEC Number =~ 3913

File Number

PHILWEB CORPORATION

(Company’s Full Name)

The Penthouse, Alphaland Southgate Tower
2258 Chino Roces Avenue corner EDSA, Makati City

{Company’s Address)

338-5599

{Telephone Number)

December 31

(Fiscal Year Ending)
{month & day)

SEC Form 17-A {Annuai Report)

Form Type

Amendment Designation (if applicable)

December 31, 2015

Period Ended Date

N/A

(Secondary License Type and File Number)




8.

9.

$
SEC FORM 17-A . g
U0
ANNUAL REPORT PURSUANT TO SECTION 17- ot g
OF THE SECURITIES REGULATION CODE AND SECLIONPI Inaciurs- |
OF THE CORPORATION CODE OF THE PHILIPPINES S
For the fiscal year ended December 31, 2015

SEC Identification Number 39121 3. BIR Tax Identification No. {30&141%2?@96

Exact name of issuer as specified in its charter PhilWeb Corporation

Province, country or other jurisdiction of incorporation or organization Philippines

Industry Classification Code: (SEC Use Only)

Address of principal office: The Penthouse, Alphaland Southgate Tower, 2258 Chino Roces
Avenue cor. EDSA, Makati City

Registrant’s telephone number (632) 338-5599 Zip Code 1232

Former name, former address, and former fiscal year, if changed since last report

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

Number of shares of copunon stock

Title of each Class and amount of debt outstanding
Common P1.00 par value 1,434,537,580
(net of treasury shares)

11. Are any or all of the securities listed on the Philippine Stock Exchange?

Yes

12. Indicate whether the issuer:

a) has filed all reports required to be filed by Section 17 of the SRC and SRC Rule 17
thereunder or Section 11 of the RSA and RSA Rule 11(a)-1 thereunder, and Sections 26
and 141 of the Corpuration Code of the Philippines during the preceding 12 months {or
for such shorter period the registrant was required fo file such reports)

Yes

b} has been subject to such filing requirements for the past 90 days
Yes




ftem 1.

Part I ~ BUSINESS AND GENERAL INFORMATION

Business

PhilWeb Corporation, the Company, was originally a mining and exploration company
incorporated in August 20, 1969 under the name “South Seas Oil and Mineral
Exploration Co. Inc.” with an authorized capital stock of P50 million divided into five
billion shares with a par value of P0.01 per share. On March 29, 1984, the stockholders
authorized the change in the Company’s name to “South Seas Natural Resources, Inc.”
which was approved by the SEC. The stockholders subsequently authorized on
September 22, 1987 an increase in the Company’s authorized capital stock to P200 million
divided into 20 billion shares with a par value of P0.01 each share, 60% of which were
classified as Class “A” shares which may be held only by Filipino citizens, and 40% of
which were classified as Class “B” shares which may be held by non-Filipinos. The SEC
approved the increase in capital and classification of shares of stock.

The Company became an Internet company in January 18, 2000 upon the stockholders’
approval of a restructuring plan which involved changes in the Company’s name,
primary purpose, increase in capital stock, declassification of shares, increase in the
number of directors, and adoption of new by-laws, among other matters. At the same
meeting, the stockholders likewise authorized the Board of Directors to sell all or
substantially all of the assets of the Company, and approved the sale of the mining
properties and tangible mining assets.

On January 18, 2000, the Parent Company entered into a Deed of Assignment with All-
Acacia Resources, Inc. whereby the Parent Company transferred all its rights over its
mining claims located in the Provinces of Samar and Surigao and all of its mining assets,
both fangible and intangible, used in the Parent Company's mining operations. In
consideration therefore, All-Acacia agreed to assume all liabilities and obligations of the
Parent Company, including those relating to the assignment of advances from
stockholders and/or deposits on subscriptions in excess of P18 million which had been
agreed to be converted to equity of the Parent Company, and arrange for the resignation,
retirement or termination of all the Parent Company's personnel relating to the mining
business and pay their corresponding separation or retirement pay, as well as hold the
Parent Company free and harmless from any expense, liability or obligation arising from
the operation of the Parent Company as of the date of the Agreement.

The change in the Company's corporate name to “PhilWeb.Com, Inc”, its primary
purpose from a mining and oil exploration company to that of an Internet company,
increase in the number of directors to 15, and adoption of new By-laws became effective
upon their approval by the SEC on February 8, 2000. The SEC subsequently approved the
increase in the Company’s authorized capital stock to P2.6 Billion and the declassification
of its common shares to one class on March 6, 2000.

At the annual stockholders’ meeting on May 31, 2002, the stockholders approved the
change in corporate name from “PhilWeb.com, Inc.” to “PhilWeb Corporation”. The SEC
approved these changes on November 5, 2002,
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At the annual stockholders' meeting on May 29, 2003, the stockholders approved the
amendment of the Company’s Articles of Incorporation by changing the primary
purpose to that of application service provider for gaming and including the current
internet business activities as an additional secondary purpose of the Company. The SEC
approved these amendments on November 10, 2005.

At the annual stockholders’ meeting on May 28, 2009, the stockholders approved the
amendment to the Company’s Articles of Incorporation changing the par value of the
Company’s common stock from P.01 per share to P1.00 per share, with the authorized
capital stock unchanged at P2.6 Billion but with a concurrent decrease in the number of
shares from 260 Billion shares to 2.6 Billion shares. On September 22, 2009, the Securities
and Exchange Commission approved the said amendment.

PAGCOR e-Games cafés

e-Games was licensed by the Philippine Amusement and Gaming Corporation
(PAGCOR) in 2003 to launch e-Games Stations, which are Internet cafés exclusively
dedicated to casino games. With technology provided by PhilWeb, patrons can choose
from more than 300 casino games, including baccarat, blackjack, various glot machine
games, video poker and sports betting. Most e-Games cafés operate ona 24/7 basis.

There are now 268 operating e-Games cafés across the country, majority of which are
owned and operated by independent operators. These e-Games Operators handle day-to-
day operations and get a commission based on the casino winnings of the café.

Operator Partnerships

The Platinum Partner Program for e-Games operators was launched in March 2015, with
directions to strengthen the business and marketing support relationship to directly
benefit site operations. By the end of 2015, 197 sites had signed up for the program.
Benefits of the program include additional support for site-level customer acquisition
and retention activities, e-Games brand-building as well as infrastructure support
through access to an exclusive IPVPN service for robust data connectivity to the gaming
servers. Platinum business partners also had access to a secondary casino server to
ensure business continuity of gaming services.

Content and Services

2015 saw significant enhancements made to gaming content and player user interface.
The first enhancement was the addition of new and exciting progressive slot machine
games to the e-Games platform. For the first time, e-Games members were exposed to
multi-level progressive jackpots, providing an experience parallel to the large integrated
resort-casinos., High-jackpot games provided the single biggest jackpot payout in e-
Games history, with a player winning a pot worth nearly P2.6 Million. Most of these new
games were launched in a new virtual casino called Swinging Singapore, and were made
exclusively available only to sites in the Platinum Partner Program. Apart from
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providing a new user experience, PhilWeb also worked with PAGCOR to revise the
progressive seed contribution system, which ensures a fair apportioning of the cost of the
jackpot contribution between the different stakeholders.

The second key enhancement was the increased security protocols added to the
customers’ gaming accounts, highlighted by the activation of a PIN type security code at
the member’s log-in at the start of their gaming session. The PIN code provides basic
level security to prevent unauthorized use of the player’s account. Enabling and
nominating a personal identification number code also allows the customer to leave
game credits in their account, and minimizes the need to transport physical cash to and
from the e-Games venues.

Connected to this is the rollout of e-Games’ closed -loop electronic wallet called e-SAFE
in 2015, e-SAFE allows players to place bets to games using the wallet balance, and to
receive payouts through their wallets, which they can keep or withdraw any time they
want. An average of P3.4 million is kept by players in e-SAFE daily. 90% of players keep
a balanice in e-SAFE, and 95% of these balances range from P20 to 21,000,

The third key enhancement was the inclusion of Sports Betting content into the e-Games
user experience, allowing players to place bets on their favorite sports from any of the e-
Games terminals at all e-Games locations. Bets are withdrawn from the players’ account
and automatically credited back should the outcomes be in the player’s favor. Previously
limited 1o a single stand-alone kiosk, available only in less than a hundred e-Games sites,
the inclusion of the sports betting service in the e-Games platform in November 2015 is
attracting new visitors to the venues. Total PhilWeb share from Sports Betting revenues
doubled in November and December 2015 due to the wider access.

Marketing

Continuing into 2015, the e-Games Club Platinum Program for SVIP customers
continued {o provide increasing value to the player experience. This concierge service
allowed PhilWeb to strengthen its relationships with its key customers, despite increased
competition from the larger Integrated Resort Casinos and various other competitors.
Several non-gaming activities were conducted for this segment, highlights of which were
an exclusive viewing of the Pacquiao-Mayweather fight in May 2015 and an advanced
block screening of Star Wars: The Force Awakens in December 2015. Players were also
provided with bespoke benefits for their continued patronage, including trips to the
resort-island of Balesin.

A key program directly benefiting e-Games sites was Project Engage. Multiple teams
worked in parallel to conduct player acquisition activities near e-Games venues weekly,
for the whole year. At it's conclusion, Project Engage reached more than 250 of the
operating e-Games locations nationwide, resulting in more than 19,000 new member
registrations. During Project Engage activities, brand ambassadors also took the
opportunity to assist existing players to update their membership details in the player
database.



Other notable marketing efforts in 2015 include the launch of the e-Games Membership
App available for both 105 and Android mobile platforms. The app enables members to
track their rewards points and convert these to the various available items. The app
provides members with the locations of the nearest e-Games venue within a five
kilometer radius of their current location. The app will also become the venue for
enhanced communications between the PhilWeb Marketing and Customer Service teams
and the Customer for any related news and concerns over the user experience. In
addition to the membership app, marketing messages can now be pushed directly to the
patron’s gaming terminals when the player first logs into the system. This messaging
feature was used to announce new content as well as updates to all ongoing promotions
for the e-Games network.

Roll-Out and Expansion

The e-Games nationwide network grew by 24 new locations in 2015, bringing the total
operating e-Games to 268. Most of the e-Games are in the National Capitol Region and
across Luzon, to include Quezon Province, Batangas and within the Balesin Island resort,
where there were no e-Games previously. These new sites, as well as expansion activities
from existing operators, brought the total number of installed e-Games gaming terminals
to 8,839, a nearly 8% increase from the previous year.

BigGame, Inc.

BiglGame's network of cafés functions as the Company’s “R&D laboratory” where new
games, sirategies and other innovative ideas are first tested. Results, whether positive or
negative, are reported to e-Games operators during the quarterly General Assemblies. If
a new game or idea delivers positive results and is approved unanimously by the
operators, the BigGame café in question becomes the standard by which all other
BigGame and e-Games cafés will follow. Because of this rigorous process, BigGame
continues to bring in improved gaming configurations and upgrades for the Company’s
various services and amenities,

In 2015, BigGame added six locations to its network, bringing the total number of
BigGame sites to 23. Total number of gaming terminals grew by 10.4% to 1,225 in 2015.
BigGame continued in its pioneering efforts, by obtaining regulatory approvals to
establish e-Games in greenfield locations, namely in Tanauan City, Batangas Province
and Alphaland’s Balesin Island resort located in Quezon Province. BigGame also
acquired the existing e-Games operations of two locations in Paranaque, NCR, and one
each in Cebu Province and Camarines Sur. Apart from these new additions, BigGame,
Inc. management proceeded with various improvements to the existing gaming sites,
with the objective of enhancing the player experience. These were conducted in its
Mindanao Avenue (Quezon City), Sucat (Parafaque), and Crossroads (Cebu City)
branches. These sites have shown increases in gaming revenue since they were
relaunched to the public.



Best Gaming Experience

BigGame continued in its objective to provide the Best Gaming Experience to its
customers, A day-long food buffet was introduced at the BigGame locations during the
2013 Holiday Season and is seen to continue in selected locations in 2016. A Platinum
Lounge was set-up within the premises of BigGame's Tomas Morato branch to provide
further privacy to SVIP patrons and is supported by a day-long food service and
enhanced beverage menu.

BigGame in 20156

BigGame will continue its site expansion, renovation and refurbishment activities in
2016. Plans are already underway for the Tanauan site in March, the first of its kind in
Batangas. The year ahead will also see more innovations and improvements in player
experience. Player acquisition efforts will also be a focus through activation activities in
various entertainment establishments. BigGame remains committed to increasing
customer service levels, as well as adding site amenities and creating an ambiance that
extends the best gaming experience for our target market.

e-Magine Gaming Corporation

e-Magine Gaming Corporation is a subsidiary of PhilWeb Corporation. The Company’s
primary purpose is to develop and manufacture gaming terminals. Launched in 2012, e-
Magine's goal is to strengthen PhilWeb's revenues and support its local business
operations,

2015 Highlights

e-Magine continued to build on the previous year's success by developing and deploving
more advanced gaming terminals that allow users to play multiple types of games,

A total of 578 new Genesis 103 Terminals were deployed in 46 e-Games and BigGame
outlets nationwide. These terminals are advanced, yet user-friendly consoles with touch
screen terminals, bill validators, ticket printers, magnetic and RFID card readers.

The group continues to develop new designs that complement changing and varied
preferences of players and operators. Dual screen units for instance, give players more
information, can stream live content, and will eventually let them play games on two
screens. The new terminals are also capable of deploying multiple types of games such as
Casing, Bingo, Sports Betting, and Virtual Sports on the same terminal.

The small footprint of terminals will further enable operators to redesign outlets and

maximize space by installing more terminals in the same floor area, giving their outlets a
more modern look.




All of e-Magine's terminals are certified by Gaming Labs International, making them
fully compliant with PAGCOR Gaming Standards. PAGCOR requires all local operators
to comply with GLI certification or other equivalent testing laboratories. e-Magine's
certification gives them a competitive advantage in the industry, as it further expands.

Corporate Services

Finance

The PhilWeb Finance Department continued to provide its unwavering support to the
growth of the business in 2015 through the sound implementation of financial systemns,
processes and internal control policies that safeguard the Company assets and resources.

During the first quarter of the year, Finance developed the reporting process and
reconciliations of progressive jackpot contributions and actual payouts for slot machine
games. This paved the way for PAGCOR to approve the introduction of new games with
large progressive payouts, such as Happy Golden Ox, Three Stooges and Rudolf’s
Revenge. The introctuction and implementation of new games was successful not only in
creating excitement for our players, but also in delivering additional revenue to all our
stakeholders. In October, the highest single jackpot payout was 2.7 million pesos.

Another milestone for the year was the implementation of our closed-loop e-wallet which
we branded “e-SAFE”. The keys to the implementation of e-SAFE were the internal
controls and security measures that we established to ensure that the client’s money is
safe and secure. Coupled with the introduction of new gaming platforms such as MSW,
the e-SAFE will now allow players to place bets to these games using the wallet balance.
This will also allow players to receive payouts through their wallets, which they can keep
or withdraw any time they want.

Finance continues to ensure that all cash from the nationwide network of e-Games are
collected on a timely and accurate manner. Through our company-proprietary POS
system and 24/7 operation of our Cash Centers, we are able to monitor cash exposure
and thereby enabling us to collect or replenish the cash needs of each site almost
immediately. Our arrangements with banks, also allow us to replenish the operator and
pay the player of the provincial sites on a real-time basis. The strict implementation of
collection policies enables us to manage our cash with very minimal risk to the Company
and to the operator.

Finance continuously provides financial reports, reconciliations in a timely manner to
management and stakeholders to support key business decisions.

Legal

The Legal Department ensures that the interests of the Company as well as its
subsidiaries and affiliates are Fully protected. Likewise, it makes certain that the
Company observes all laws, rules and regulations relevant to the operation of its
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business and that it complies with all the reportorial requirements of various government
offices and agencies such as, but not limited to, the Securities and Exchange Commission,
the Philippine Stock Exchange, the Board of Investments and the Philippine Economic
Zone Authority. In the same manner, the Legal Department manages and oversees the
Company’s dealings with concerned local goverrunent units with respect to the issuances
of permits and Hcenses.

The Legal Department is alsc responsible for the registration of trademarks, patents and
copyrights that are aimed to protect the intellectual property rights of the Company.
Moreover, it is in-charge of reviewing all the contracts that the Company enters into
thereby guaranteeing that the terms of every agreement are beneficial to the interests of
the Company. Further, the Legal Department handles all cases brought by or against the
Company whether these cases involve civil, criminal or administrative matters. In all, the
Legal Department serves as the legal adviser and consultant of the Company, ever
vigilant and protective of the Company’s rights and interests.

Customer Support

In our continued drive to provide fast and reliable support to all e-Games members,
operators and site staff, as well as customers of MegaSportsWorld 365 days a year, 24
hours a day, severai changes were introduced in the Customer Support department in
2015. New channels were opened from the traditional hotline and email, to include SMS
and chat support through the Viber app. A new Customer Relationship Management
system was likewise implemented giving the team and other key customer facing groups
a real time, single source of client engagements and interactions. With such
improvements in place, over 250,000 transactions were handled last year across all
PhilWeb products and the different channels. Customer Support has maintained a 92%
average answer rate for all inbound calls and written customer correspondences {(email,
SMS and chat) were responded to within 30 minutes. On top of all inbound transactions
from various stakeholders, the group has carried out continuous outbound support for
other departments: Marketing ~ for promo related activities; Information Technology -
for maintenance advisories; and Finance - for cash collection and replenishment.

In 2016, the group aims to enrich and further improve customer experience by providing
more options for individuals to communicate and interact with us, streamline processes
to shorten resolution times, and targeted staff training to reinforce the culture of service
in every member of the Customer Support team.

Information Technology

PhilWeb's Information Technology group is composed of four functional departments,
namely: Infrastructure, Software Development, Service Delivery and Service Support.
Each department’s funchions are aligned with PhilWeb's operational requirements as
well as its corporate needs.




The Infrastructure Department's primary role is to provide all the components -
hardware, software, network resources, facilities and services - needed to deliver 1T
services for PhilWeb's casino and corporate operations. The team is also responsible for
the monitoring and maintenance of these components to ensure that operations are
supported 24/7,

The Software Development Department is in charge of creating and implementing
software vital to PhilWeb's casinc operations. As of this writing, a number of home
grown applications are in production which will allow PhilWeb to provide a better
gaming experience to its customers through the management of their membership
credentials, e-wallet and loyalty points. Internally, the group has also developed tools to
ptovide the operational teams such as Customer Support, Finance Operations, and
Casino Operations with the information they need for their day-to-day activities.

The Service Delivery Department is responsible for the implementation and management
of quality IT services. Guided by industry best practices, the group manages delivery of
services through the disciplines of Project Management and Service Management. In line
to its vision to ensure quality, the team also has a Quality Assurance unit which conducts
testing on home grown software prior to customer endorsement in order to ensure that
business requirements are met.

The Service Support Department is charged with providing first level technical support
and ensuring that 1T services are available 24/7 to both internal and external customers
of the Company. There are two groups under this department: a) the Technical Support
team, which monitors and performs first level troubleshooting on services pertaining to
PhilWeb's corporate & casino infrastructure and B} Field Support, which is tasked to
provide first level troubleshooting for e-Games sites. Tickets reported by site personnel
and operators are first escalated to this team for validation and resolution,

Highlights in 2015

Account-based play was further enhanced this year through the introduction of the e-
wallet feature. Players can leave balances on their accounts and play in any e-Games site
without having to carry their cash around. IT has provided improvements in the home
grown systems to ensure full and seamless integration with these new features, In line
with this update, IT has also deployed the new version of the casino game client to all e-
games venues across the country,

2016 Goals

For the past two years the group has been aligning its processes and methods with the
rest of the PhilWeb operations team to provide a belter gaming experience to its
customers. While this effort is ongoing, the group is also looking at additional
technological improvements that will further streamline IT operations.
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Information Security

In June 2015, PhilWeb transformed the Security and Compliance Group into the
Information Security Group. The Group provides guidance on securing and. protecting
the privacy of information, and ensures that the institution maintains appropriate
operational controls, standards, processes and Information security policies. The
Information Security Group reports directly to the Office of the President.

After the establishment of the Information Security Group, IT network security was
transferred from The Information Technology Group to Information Security in order to
provide a better alignment and direction with regards to PhilWeb Security. The 1T
Network Security team focuses on PhilWeb's perimeter security, on the design and
implementation of security appliances, and on ensuring a secured gaming environment.

Information Security Engineering was also established to provide application security,
endpoint security and access control management for PhilWeb Corporation,

The Information Security Group is composed of two teams, namely the Information
Security Engineering Team and I'T Network Security.

(oals and Objectives

PhilWeb Corporate, Employee, Customer, and Trading Partner information and the
applications, systems, and networks that support this information, are protected from
unauthorized access, modification, disclosure, and usage. This is achieved through a
combination of services, solutions, awareness training, and processes that enable the
business to grow and thrive, while risks and exposures are managed.

Information Security plays a vital role in:

*  Securing PhilWeb's Information to avoid potential data loss

* Providing immediate resolution, recommendation and mitigation of any
Information Security incidents.

* Implementing Information Security policies, best practices and standards in
alignment with the IS0 27001 & 15027002 framework.

* Identifying and managing IT-related risks and increased requirements for control
over information.

Information Security Teams

Network Security

The Network Security Team is largely responsible for ensuring proper perimeter security
such as firewall and intrusion prevention systems. The rise of these systems provides

adequate control over the gaming environment and enforces security protection from
mtrusion, and other malicious activity.



The Network Security team provides services focused on the following areas:

* Maintenance and implementation of Perimeter Security defense such as firewall,
1Ps, 1DS.

* Implementation and maintenance of PhilWeb’s network security policies and
ensuring security of traffic that passes through the network envirorunent.

* Design and improvement of network security to ensure a secured gaming
environment.

Security Engineering

The Security Engineering team is responsible for PhilWeb's Access Management
provisioning and access review, application security, as well as Information Security
policy and standards.

The Security Engineering team provides the following services to PhilWeb:

* Provide Continuous manual monitoring of incidents/events

* Security Incident Response Management

* Provisioning and De-provisioning of network and application accounts

* Recertification of Restricted and Privilege access of PhilWeb's IT systems and
gaming envirorment

Provides security update to Support groups

* Provides Internal DNS Management

*

Highlights in 2015

Network security was reinforced in 2015 through the combined efforts of the Information
Security Group as well as the InfoSec Engineering Team,

Access Review and recertification process for PhilWeb's critical systems was established
to ensure that privilege accounts are reviewed and approved by the system and
application owners,

The Group also established Information Security Policies for PhilWeb which are aligned
and in accordance with the ISO27001 and 1SO27002 version 2013 standards.

Furthermore, the implementation of network security policies for PhilWeb's version 15
casino environment, as well as the establishment of Security Standards for game
terminals and POS were completed in 2015.



Human Resources and Administration
Organization Structure

PhilWeb’s Human Resources and Administration Departiment was re-structured in June
of 2015 o streamline the functions and provide more focus of its deliverables, hence,
Human Resources and Administration, became two separate teams: Human Resources
Team and Administration team. Despite the separation of functions, the two teams
continued to work cooperatively and supported each other for the welfare of the
company and its emplovees.

The Huaman Resources Team
Recruitment & Selection

Recruitment and Selection in PhilWeb follows stringent procedures to ensure that we are
hiring only qualified and competent workforce.

New hires Orientation covering the Company’s Vision, Mission and Core Values,
Culture and History of PhilWeb, the Organization Chart, Policies and Procedures and
Code of Conduct as well as explanation on their Employment Contract - is given prior to
turnover to the department. Technical orientation is handled by the respective
department.

Compensation mud Benefits

‘the Human Rescurces Team ensured that compensation and benefits were given at a
timely manner, and professional and personal growth were charted through competency
and performance - based Performance Evaluation/ Appraisal. Corresponding rewards
and compensation are fairly given. Benchmarking is done within the similar business
models to ensure that our compensation policy and structure are within the market
offering,

The Year 2013 marked the 15th year of PhilWeb in the business. During the Company’s

anniversary, employees were recognized for their dedicated service and loyalty rendered
to the Company.

Workplace Learning & Development

Yor continual professional and personal development as well as enhance their skills in
their own fields to deliver the excellent service to the Company, 23 employees underwent
workplace learning and development programs. Learning was shared and cascaded to
their respective team members.

Aligned with the Company’s core value of Customer Focus, 142 e-Games staff

underwent the Customer Service Training to further accommeodate the needs of the
players, and improve player retention and acquisition.
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Employee Engagement

In addition to workplace learning and development interventions as teol for workforce
retention and engagement, the Human Resources Team maintained its health and
wellness programs. Regular general assemblies and other means of communication are
undertaken to get the workforce pulse as regards their health and weliness needs to be
able to develop programs that will be more responsive fo their interest and needs.

Corporate Social Responsibility

The Company recognizes that its primary responsibility is to its stakeholders. This
responsibility extends beyond financial results and includes its social responsibility to the
community.

PhilWeb reaffirms its commitment and responsibility to its stakeholders through sound
and efficient fiscal management of its business from top to departmental level. While this
is foremost in our minds, the responsibility to our constituents and Community and the
environment we work in cannot be undermined.

Thus, as PhilWeb's contribution to mitigate the impact of climate change, the
Management and employees participated in the Company’s third Eco-Awareness
Program, in partnership with Haribon Foundation. This partnership with Haribon
Foundation started in 2014 and is sustained until now.

As we did in 2014, the employees were grouped into two, but this time, one group was
composed of the PhilWeb executives. Each group contributed to Haribon's “Road to 2020
Movement” by participating in the Haribon's nursery activities, i.e., sifting soil, packing
soil in plastic bags for seedlings, pruning and transferring seedlings, tree-planting
activities and hiking.

Al activities were led by Forest rangers of Haribon Foundation’s “Bahay Punlaan”, in
Caliraya, Laguna.

Furthermore, as PhilWeb grows and delivers profit to its stakeholders, we continue to
share our resources and propagate its advocacy to bring computer literacy and education
to the less privileged of cur society even to the farthest and remote areas. Consistent with
the government’s endeavor of inclusive growth, the donation does only end in the
delivery of the hardware but comes with related trainings and applications on the use of
computers,

In 2015, PhilWeb donated desktop computers to 14 schools nationwide, namely:

1y Childhope Asia Inc.

2} Tanay Ville Elementary School

3) Lorenzo A. Ramos Elementary School

4) Manhain Elementary School

5} Don Domingo Capistrano Memorial Elementary School

13



6) Rawang Elementary School

7} Dona Paz Tanjuatco Elementary School
8) Mace Learning Center, Inc.

9 ERDA Tech Foundation, Inc.

10} Sioco Carifio Elementary School

11) Mariano Sabarino Elementary School
12) San Pascual Elementary School

13) Toybongan Elementary School

14y Povepoy Elementary School

Logistics and planning were spearheaded by the Administration Team.

The Administration Team, on the other hand, which handles Purchasing and Logistics,
Safety and Security and Office Facilities & Equipment Management - did their share in
the timely delivery of their services, ensured that needs of the company were met and
repairs and preventive maintenance on the equipment were planned and executed with
the feast downtime to the Company.

Moreover, the Admunistration Team undertook cost-savings measures, without
sacrificing the quality of its deliverables.

The Human Resources Team and the Administration Team will continue to be strategic
partners of the different business units of PhilWeb and will continue to contribute to
innovation for excellence in all vur endeavors.

Competitive Business Condition and the Registrant’s Competitive Position in the
Industry and Methods of Competition

The Internet industry in the Philippines is relatively young, but it is experiencing rapid
growth and diversification. There is a proliferation of portals, websites, e-commerce
ventures and Internet geming. The latter is undoubtedly one of the most attractive
growth areas in the entire Internet business segment. Internet sports betting and Internet
casinos dominates most of the Internet gaming revenues.

Sports betting are, to a vast population of Filipinos, a way of life. Betting on cockfighting,
horse-racing, basketball and other local sports has been popular nationwide for many
years. The gaming market in the Philippines is estimated to be over 100 billion pesos per
year,

Capitalizing on its Internet technology experience, PhilWeb in early 2003 made a
deliberate decision to focus on Internet gaming. It established partner relationship with
leading software providers in addition to establishing its own gaming software
capability. Recognizing PhilWeb's extensive knowledge in Internet technology, software
development and expertise and its nationwide marketing distribution network,
PAGCOR signed a Memorandum of Agreement with PhilWeb in November 2002,
engaging the latler as its technology service provider and marketing consultant for
Internet sports betting. Subsequently, PhilWeb and PAGCOR likewise entered into
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several Supplementary Agreements to cover the expansion programs of PAGCOR on
Internet sports betting. PhilWeb excels in the gaming industry by providing superior and
inmovative products with the highest standards of customer service. It establish strategic
partnership to ensure a fair, secure and legal gaming experience for the customers.
PhilWeb has created a rewarding and dynamic work environment where it attracts,
retains and motivates highly competent, passionate and innovative people, and delivers
above-market value for its shareholders.

The Company’s objective is to be the premier Internet gaming firm in the country. Iis
Internet gaming strategy is anchored on the Company’s contractual relationship with
PAGCOR and its advanced Internet technology platform and marketing infrastructure.

The Company is the first and largest Internet gaming company in the Philippines. It is
the dominant technology-based gaming firm listed on the Philippine Stock Exchange.

The Company excels in the gaming industry by providing superior and innovative
products with the highest standards of customer service. It establishes strategic
partnerships to ensure a f{air, secure and legal gaming experience for the customers. The
Company creates a rewarding and dynamic work environment where it attracts, retains
and motivates highly competent, passionate and innovative people, and delivers above-
market value for its shareholders.

bources and Availability of Raw Materials and Names of Principal Supplier

The Company is a service business that does not require raw material. It is not
dependent on any principal supplier.

Dependence on One or a Few Major Customers and Identification of Such

1t is the Company’s strategy to offer its services (o as broad a market as possible, In 2004,
the Company has set up business parinership with various Internet sports betting
operators. This partnership continues to expand.

No Pe(S operators accounts for a major portion or 20% or more of the revenues of the
Company.

Patents, Trademarks, Licenses, Franchises, Concessions, and Royalty Agreements

The Company has the following trademarks registered with the Intellectual Property
Office (IPO) of the Philippines:

1. Basketball Jackpot and device {Registration No. 4-2014-00005227 dated 18
September 2014)

e-Casino Filipine {(Registration No. 4-2014-00005231 dated 16 October 2014)
Plavaway and device (Registration No. 4-2014-005403 dated 16 October 2014)
PhilWeb Corporation {Registration No. 4-2010-006766 dated 19 May 2011)
e-pitaka and device (Registration No. 4-2014-00005230 dated 7 August 2014)

6. Premyo Sa Resibo (Registration No. 4-2014-00004755 dated 27 November 2014)
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7.
8.
4

10.
11.
12.
13.

14.
15
16.

Wannabet and device (Registration No. 4-2014-005402 dated 16 October 0214)
Txtingo 9 (Registration No. 4-2014-00006250 dated 19 March 2015)

Txtingo Super 5 Registration No. 4-2014-00006249 dated 19 March 2015)
e-Games {Registration No. 4-2012-00012726 dated 24 October 2013)

e-Magine (Registration No. 4-2013-00001693 dated 27 September 2013)
BigGame (Registration No. 4-2014-00004756 dated 20 August 2015)

Stylized Bidwars and device (Registration No. 4-2014-00005226 dated 7 August
2014)

Gold Lotto 4/38 (Registration No. 4-2012-00011522 dated 5 March 2015)

TV Sabong (Registration No. 4-2014-00005228 dated 18 September 2014)
e-Games Virtual Entertainment City (Registration No. 4-2012-00015429 dated 27
August 2015}

Moreover, the Company also registered the following copyrights with the National
Library:

1.
2.

¥
]

LR

10.

18,
19,
20.
21,

22

A

23.

24

Premyo Sa Resibo {(Registration No. 0-2006-174 dated 26 May 2006)

- BasketballJackpot.net Program Source Code {Registration No, 0-2006-3055 dated

20 October 2006}

Txtingo Super Singko Program Souxce Code (Registration No. 0-2008-393 dated
17 October 2008)

Resibonanza Program Source Code (Registration No. 0-2009-159 dated 12 March
2009}

Station Manager FPAGCOR E-Games Station POS System Source Code
{Registration No. N2(110-23 dated 19 February 2010)

PAGCOR E-City POS Station Manager Source Code (Registration No. N2010-118
dated 1 October 2010}

Dashboard (Registration No. N2013-112 dated 4 October 2013)

PBA Trading Cards TMS (Registration No. N2013-113 dated 4 October 2013)
Lovalty System (Registration No. N2013-114 dated 4 October 2013)
Kick for Gold Betting and Admin System (Registration No. N2013-115 dated 4
October 2013}

. Spyder Client (Registration No. N2013-116 dated 4 October 2013)
12,

- 13,
14.
15,
- 1a.
i7.

Spyder Server (Registration No. N2013-117 dated 4 October 2013)

Ii-City Launchpad (Registration No. N2013-118 dated 4 October 2013)
Kronus Admin (Registration No. N2013-119 dated 4 October 2013)

Kronus Alerts (Registration No. N2013-120 dated 4 October 2013)

Kronus Cashier {(Registration No. N2013-121 dated 4 October 2013}

Kronus Prepaid Accounting System {Registration No. N2013-122 dated 4 October
2013)

Membership Admin (Registration No. N2013-123 dated 4 October 2013)
Membership Portal (Registration No, N2013-124 dated 4 October 2013)

MIS Tool (Registration No. N2013-125 dated 4October 2013)

TMS - Indonesia (Registration No. N2013-126 dated 4 October 2013)
Voucher/Stacker Management System (Registration No. N2013-127 dated 4
October 2013)

TMS - Cambodia (Registration No. N2013-128 dated 4 October 2013)

TMS — Timor Leste (Registration No. N2013-129 dated 4 October 2013)
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25,
26.

27.
28.
29.
30
31,
32,
33,
3.
35.
36.
37.
38,
39,
40,
4i.
42.
43.
44,

45,
E

47,
48,

TelsS Zentrum Admin (Timor Leste e-Games) (Registration No. N2013-130 dated
4 October 2013)

Te(GZ Zentrum Portal (Timor Leste e-Games) (Registration No. N2013-131 dated 4
Gctober 2013)

Sweeps Admin (Registration No, N2013-132 dated 4 October 2013)

Sweepstakes Cashier (Registration No. N2013-133 dated 4 October 2013)

Sweeps Deck Management {(Registration No. N2013-134 dated 4 October 2013}
Sweeps Launchpad {Registration No. N2013-135 dated 5 October 2013)

DBA Tool (Registration No. N2014-34 dated 28 January 2014)

Digital Signage System (Registration No. N2014-33 dated 28 January 2014)

SMS BGI (Registration No. N2013-172 dated 26 December 2013)

Launchpad-RSS (Registration No. N2013-171 dated 26 December 2013}

Lovalty V2 Web Service (Registration No. N2013-170 dated 26 December 2013)
Loyalty V2 Portal (Registration No. N2013-169 dated 26 December 2013)

Loyalty V2 Admin (Registration No. N2013-168 dated 26 December 2013)
Cambodia Lottery Cashier (Registration No. N2013-167 dated 26 December 2013)
Cambodia Lottery Admin (Registration No. N2013-166 dated 26 December 2013)
PHP Hotel-Casino Lobby (Registration No. N2013-165 dated 26 December 2013)
PHP Hotel-Admin (Registration No. N2{113-164 dated 26 December 2013)

Meobile Lotto {Registration No. N2013-163 dated 26 December 2013)

Friendds Cndine Casino (Registration No, N2013-162 dated 26 December 2013)
Fraud Control management System (Registration No. N2013-161 dated 26
December 2013)

Bidwars {Registration No, N2013-160 dated 26 December 2013)

TV Sabong Admin & Betting System (Registration No. N2013-159 dated 26
December 2013)

Warmabet (Registration No. N2013-158 dated 26 December 2013)

Jackpot Karera (Registration No. N2013-157 dated 26 December 2013)

Pending Applications for Registration of Trademarks

The Company has five (5} pending trademarks applications with the I[PO:

L3 B e

o

Gold Master Brand Logo {Application No. 4-2012-011523)
Vibrant Vegas Logo {Application No. 4-2012-009142)
Magpic Macau Logo {Application No. 4-2012-009141)

Gold Lotto 6/49 (Application No. 4-2012-00011661)
Genesis (Application No. 4-2013-00011661)

The Company has a registration for Industrial Desion and Utility Model

1.

2

Computer-Based Automated Terminal (Industrial Design) Registration No. 3-
2013-001325 dated 14 October 2015)

Automated Terminal (Utility Model) Registration No. 2-2013-000658 dated 27
May 20153)
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Pending Applications for registration of Industrial Design

The Company has two (2) pending applications for industrial design with the IPO:

1. Printed Surface Ornamentation Applied to an e-Games membership Card Design
{Application No. 3-2014-000864)

2. Printed Surface Ornamentation Applied to an e-Games Club Platinum Card
{Application No. 2-2014-000865)

Need for Governmental Avoroval of Principal Products or Services: Effect of Existing or
Probable Governmenial Regulations on the Business

The Company’s Internet gaming activities are done in parinership with PAGCOR, which
is the only entity, authorized by the government to operate any game of chance,

Estimate of Amount Spent for Research and Development Activities in the Next Three
Years

The Company does not expect to make any significant investment or expenditure for
research and development for the existing bus. It is part of the Company’s strategy to
obtain its technology through strategic partnerships or similar arrangements with parties
that already have access to the technologies, services, or products required by PhilWeb,

Costs and Effects of Compliance with Environumental Laws

The Company’s current operations do not require an environmental compliance
certificate from the Department of Environment and Natural Resources. In the event
environmental laws and regulations cover any of its future operations, the Company
intends to comply with such requirements,

Business Transactions with Related Parties

The Company has extended short-term advances to a related party with no interest. The
Board of Directors of the respective companies has approved inter-company advances.

The Company has no material business transactions with related parties.

There are no major risks involved in each of the business of the Company and its
subsidiaries. '

Labor
The Company currently has 271 employees broken down as follows: 127 rank and file, 67

supervisors, 55 managers, 22 executives. There is no union and neither is there a
collective bargaining agreement with its employees. There have been no strikes or
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threats to strike in the past three years. Supplemental benefits given to employees
inciude stock option plan to qualified employees, among others.

~ The Company does not expect any material change in the number of its employees over
the next 12 months,

Material Events

The significant contracts and commitments entered into by the Company as of December
31, 2015 are as follows:

*  On December 17, 2010, Parent Company entered into an Omnibus Amended
intellectual Property License and Management Agreement (IPLMA) for PAGCOR
E-Games with the Philippine Amusement and Gaming Corporation (PAGCOR)
wherein the Parent Company grants an exclusive intellectual property license to
PAGCOR for the use of its proprietary software system and collateral hardware
necessary for PAGCOR to operate the Internet Casino or PAGCOR e-Games. This
supersedes the June 1, 2006 IPLMA.

*  On December 22, 2009, the Parent Company entered into an Agreement relating
to the sale and purchase in January 2010 of certain shares of Acentic GmbH with
LBC Capital Sarl (LBC Capital), Host Union International Limited and ISM. On
January 11, 2010, the Parent Company completed the acquisition of 32.5% of
Acentic GmbH, a Germany based company engaged in hotels and other multi-
dwelling establishment thru Host Union International Limited in the amount of
9,750,000 Baro,

* In September 2006, the Parent Company entered into a Deed of Sale with SIIS
Investment Holdings lLimited wherein the latter has offered to sell and the
Company has agreed to buy full ownership of all four special purpose vehicles
(5PV), companies incorporated under the laws of the British Virgin Islands. The
SPVs will own and hold the 2,285714286 common shares of ISM
Cemmunications Corporation in equal share.

s On July 26, 2006, the Company secured an irrevocable domestic standby leiter of
credil from Bank of Comumerce in favor of PAGCOR amounting to P17 million to
guarantee PhilWeb Corporation’s obligation on the Premyo sa Resibo program
and its obligation on Internet casinos and Internet sports betting,

¢« In April 2006, the Parent Company entered into a Memorandum of
Understanding with the Department of Finance, Bureau of Internal Revenues,
and PAGCOR, whereby the Parent Company and PAGCOR will establish a
nationwide text-based raffle program with prizes. This project is entitled
“Premyo sa Resibo” which will encourage all purchasers of goods and services in
the country to demand a official receipt for every purchase.

»  On June 1, 2006, the Parent Company entered into an Intellectual Property
Liense and Management Agreement (IPLMA) for Internet Casinos with
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PAGCOR, wherein the Parent Company has agreed to license to PAGCOR the
former’s intellectual property rights to the software system and to provide the
collateral hardware and other requirements necessary for the operations of
PAGCCOR's Internet casino game offering. This supersedes the Memorandum of
Agreement dated November 28, 2002, Supplemental Agreement No. 1 dated
March 18, 2003 and a Supplemental Agreement No, 2 dated June 30, 2003.

*  On December 17, 2010, the Parent Company entered into an Omnibus Amended
Intellectual Property License and Management Agreement for PAGCOR E-Games
which supersedes the IPLMA, the Memorandum of Agreement dated November
28, 2002, Supplemental Agreement No. 1 dated March 18, 2003 and a
Supplemental Agreement No. 2 dated June 30, 2003,

Subscription to ISM Communications Corporation Commion Stock

On July 2, 2001, the Company entered into a Memorandum of Agreement (MOA) with
ftogon-Suyoc Mines, Inc. {(ISMI) whereby I1SMI appointed the Company to manage the
transformation of ISMI from a mining company to a company engaged in information
technology, media, telecommunications, or other similar industries, as well as to identify
and negotiate with investors who will infuse the necessary capital or assets for such
project. In consideration of the services to be rendered by the Company, and in order to
generate investor confidence In the new corporate direction of ISML, the Company
undertook to subscribe to 12,000,068,290 unissued shares of ISMI at its par value of P0.01
per share. The Company has made a partial payment of twenty five percent (25%) on
such subscription.

On January 29, 2003, the PSE approved the application of ISM Communications
Corporation to list the 3,000,000,000 common shares subscribed and fully paid by the
Company at P0.01 par value per share, These shares form part of the 12,000,068,290
common shares subject of the private placement transaction between ISM
Communications Corporation and the Company.

In July 2007, the Parent Company subscribed to 13,237,083,080 ISM Communications
Corporation’s rights offer shares at PO.01 par value each share. The subscription price
was paid in full

On February 16, 2009, the Parent Company exercised its right to subscribe to 1 share for
- every 1.82 common shares of ISM Communications Corporation held. The subscription
payment amounted to Pi66,225645 which covers 16,622,564499 shares of ISM
Communications Corporation.  This subscription increased the Parent Company's
holdings in [5M Communications Corporation from 24.5 billion shares or 19.4% in 2008
te 41.1 billion shares or 21.5% in February 2009,

On June 1, 2009, the Parent Company purchased 5428,740,000 common shares of I5M
Communications Corporation through Uscon Limited, a Hongkong based company. The
total additional investment amounted to P172,250,000 which was also paid in the same
month.  This brings the holdings of the Parent Company to ISM Communications
Corporation {rom 41.1 billion shares or 21.5% to 46.6 billion shares or 24.3%.
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On November 19, 2013 as approved by the BOD, the Parent Company executed a Stock
Purchase Agreament with Monfortine Holdings, Inc, (MHI) and agreed to sell its 466
million shares or 24.30% interest on ISM for a price of P1.50 per share,

Other Materiai Contracts

1. Contract of Lease with Alphaland Corporation for the lease of the Company’s
principal office premises located at The Penthouse, Alphaland Southgate Tower,
2258 Chino Roces Avenue Extension cor, Epifanio de los Santos Avenue (EDSA},
Makali City. The lease is effective for 5 years and may be renewed upon the
mutual agreement of the parties.

2. Deed of Assignment dated January 18, 2000 between the Company and All-
Acacia Resources, Inc. whereby the Company transferred all of its rights over its
mining claims located in the Provinces of Samar and Surigao and all of its mining
assets, both tangible and intangible, used in the Company’s mining operations. In
consideration therefore, All-Acacia agreed to assume all liabilities and obligations
of the Company, including those relating to the assignment of advances from
stockholders and/or deposits on subscriptions in excess of P18 million which had
been agreed to be converted to equity of the Company, and arrange for the
resignation, retivement or termination of ail the Company’s personnei relating to
the mining business and pay their corresponding separation or retirement pay, as
well as hold the Company free and harmless from any expense, liability or
obligation arising {rom the operation of the Company as of the date of the
Agreement.

Properties

In connection with the Company’s intention to cease its mining and oil exploration
operations and venture into the Internet business, the stockholders, at its annual meeting
held on January 18, 2000, authorized the Board of Directors to sell all or substantially all
of the assets of the Company, and approved the sale of the mining properties and
tangible mining assets to All-Acacia Resources, Inc. Consequently, the Company entered
into a Deed of Assignment dated January 18, 2000 whereby it assigned to All-Acacia
Resources, Inc. all of its rights over certain mining claims in the Provinces of Samar and
Surigac and all of its muning assets, both tangible and intangible, used in the Company’s
nining operations.

The Company does not own any real property. However, it is presently leasing from
Alphaland Corporation, the premises of its principal office located at The Penthouse,
Alphaland Southgate Tower, 2258 Chino Roces Avenue Extension corner EDSA, Makati
City. The lease term is from September 19, 2014 to September 18, 2019 for a monthly
lease of P2,689,406.42. The lease agreement is for a period of five (5} years with an option
to renew under mutually agreeable terms, The Company is also leasing from Amberland
Corporation, located at the Unit 4101, One San Miguel Avenue Condominium, San
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1.

Miguel Avenue corner Shaw Boulevard, Ortigas Center, Pasig City. The lease term is
from April 15, 2014 to April 14, 2019 for a monthly lease of P368,161.20. The lease
agreement is for a period of five (5} years with an option to renew under mutually
agreeable terms.

No extraordinary purchase or sale of plant and equipment are expected beyond those in
the regular course of the Company’s operations. All purchases will be financed through
internally-generated funds and existing capitalization, except for limited leasing facilities
that will be utilized for the purchases of certain computer and transportation equipment.

Legal Proceedings

Rodrige R. Gadionco, Jr. vs, PhilWeb {CA G.R. CV-No. 01519} - Rescission of Lease
Purchase Agreement.

The parties entered into a Lease Agreement with Option to Purchase on 22 November
2000. For alleged non-fulfillment of its obligation, Gandionco filed a case in the RTC to
rescind the contract. PhilWeb stated that it never entered into such agreement for it was
not signed by any of PhilWeb's authorized representatives. The Court Ruled in favor of
Gandionco and declared the agreement between the parties as rescinded and ordered
PhilWeb to pay Gadionco P 20,533.00 in litigation expenses, P20,000 in moral damages,
P20,000 in exemplary damages and P50,000 in attormey's fees, in the total amount of
F110,533.00. Gadionco was likewise ordered by the court to return to PhilWeb 10 IBM
Computers, amounting (o approximately P200,000.00 and 5000 pieces of ZOOM cards.
PhilWeb appealed the case to the Court of Appeals. The appeal is submitted for decision
by the Court of Appeals.

PhilWeb vg Sonia K. Pamatmat
LS No. 07-]-8470
Qualified Theft

‘The respondent is a former employee of PhilWeb. During her tenure as a former
employee of PhilWeb, she took a company vehicle and did not return the same upon
termination of her employment. PhilWeb demanded the return of its vehicle. Despite
said demand, she failed to return the saild property. PhilWeb then filed a complaint
charging the respondent of Qualified Theft.

PhilWeb filed a Petition for Certiorari to annul the Resolution of the Department of
justice dismissing the criminal case against Sonia K. Pamatmat. The case is pending
resolution by the Court of Appeals.

PhilWeb Corporation vs. BOS {Antigua) Ltd.
Civil Case No. 06~ 712

For Damages with Attachment

Makati RTC Branch 139
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The parties entered into a Memorandum of Agreement on November 20, 2005 for the
operation of sports betting facility. BOS allegedly violated provisions in the MOA
prompting PhilWeb to file a case against BOS.

The case will be litigated upon service of summons to BOS,

Arvin Arcales vs, PhilWeb Corporation, et al.,
NLRC RAB-VII-Case No. 09-1476-11/ CA Case No. CA - G.R. SP. No. 07281
For Separation Pay, Backwages and damages

Arvin Arcales filed an illegal dismissal case with a claim for separation pay, backwages
and damages. The National Labor Relations Commission (NLRC) decided on September
24, 2012 that Arcales was validly terminated from employment and that he is not
entitled to the award of separation pay, backwages, moral and exemplary damages and
attorney’s fees. Arcales filed a Petition for Certiorari with the Court of Appeals to contest
the NLRC Resolution upholding the validity of his termination from employment. On
July 27, 2015, the Court of Appeals issued a Resolution denying Arcales’ petiion.

PhilWeb vs. Eduveges O, Batalan
NPS No. XVAB-INV-14B-0359
Cualified Theft

PhilWeb discovered that Eduveges O. Batalan, whose employment has been terminated
for cause, stole money from the company amounting to Php534,273.00  through
unliquidated cash advances and allowances. Accordingly, PhilWeb filed a  case  for
qualified theft against Batalan. The preliminary investigation was concluded and this is
pending resolution before the Office of the City Prosecutor of Makati City,

Brinia A. Flojemon vs, PhilWeb, et al.
NLRC Case No. 00-04-03990

Brinia A. Flojemon filed an illegal dismissal case with the National Labor Relations
Commission. On 30 October 2014, The Labor Arbiter issued a Decision in favor of
Flojemon. On 29 December 2004, PhilWeb filed its Appeal Memorandum with the NLRC
seeking to have the Decision of the NLRC  reversed and set-aside. PhilWeb's Appeal
Memorandum was denied by the NLRC on March 18, 2015, PhilWeb filed a Petition for
Certiorari with the Court of Appeals on February 18, 2016 to overturn the decision of the
NLRC.

PhilWeb vs. Brinia A. Flojemon
NPS No. XV05-INV-14B-0360
Oualified Theft

PhilWeb discovered that Brinta A. Flojemon, whose employment has been terminated
for cause, stole money from the company amounting to Phpl829,000.00 through
unliquidated cash advances and allowances. Accordingly, PhilWeb filed a case for
qualified theft against Flojemon. On August 18, 2014, the Office of the City Prosecutor of
Makati issued a Resolution dismissing the complaint filed by PhilWeb. Accordingly,
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11,

PhilWeb seasonably filed a Motion for Reconsideration which was denied. On August
24, 2015, PhilWeb filed a Petition for Review with the Department of Justice.

PhiiWeb Corporation vs. Playtech Software Limited
Civil Case No. 14-116
Makali RTC Branch 142

The parties entered into a Software License Agreement (SLA) on October 30, 2012, After
the lapse of fourteen (14) months from the execution of the SLA, Playtech had yet to
comply with its contracted obligations. Thus, on December 12, 2013, PhilWeb decided to
terminate the 5LA with immediate effect.

PhilWeb filed a case against Playtech with the Regional Trial Court of Makati on January
30, 2014 for damages and loss of revenue it caused by violating the provisions of the
SLA. On November 17, 2014, the trial court dismissed the case against Playtech. On
December 19, 2014, PhilWeb filed a Motion for Reconsideration. On March 27, 2015, the
trial court granted our motion for reconsideration. This case was dismissed by the  Irial
court on August 10, 2015,

Eduveges O, Batalan vs. PhilWeb Corporation, et al,
NLRC Case No. 06-07844

Bduveges O. Batalan filed an illegal dismissal case with the National Labor Relations
Commission. The Labor Arbiter issued a Decision in favor of Batalan. On 11 December
2014, PhilWeb filed its Appeal Memorandum with the NLRC seeking to have the
Decision of the Labor Arbiter reversed and set-aside. PhilWeb's Appeal Memorandum
was denied by the NLRC on March 18, 2015. PhilWeb filed a Petition for Certiorari with
the Court of Appeals on February 18, 2016 to overturn the decision of the NLRC.

PhilWeb Corporation and e-Magine Gaming Corporation vs. Paolo Ambrosi
(Givil Case No. 14-1115)

Camplaint for Breach of Contract and damages with application for Temporary
Restraining Order (TRO) and Irnjunction

The respondent is a former employee of PhilWeb and was assigned to work for e~
Magine. Upon leaving PhilWeb and e-Magine, it was discovered that he disclosed and
utilized for himself confidential information of PhilWeb and e-Magine.

The TRO was granted by the {rial court. This case has already been settled amicably by
the parties.

PhilWeb Corporation and e-Magine Gaming Corporation vs. Paclo Ambrosi
{NPS No. XV-05-INV-14]-3850)
Criminal case for Qualified Theft and Unfair Competition

The respondent is a former employee of PhilWeb and was assigned to work for e-
Magine. Upon leaving PhilWeb and e-Magine, it was discovered that he stole and then
disclosed and utilized for himself confidential information of PhilWeb and e-Magine.
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This case has already been settled amicably between the parties.

PhilWeb Corporation vs. Commission on Audit
Decision No. 2015-097 {CGS-C Decision No. 2012-009) (ND No. 2011-001-(06/07))

On July 18, 2011, the Commission on Audit {“COA”"), through its resident auditor, Atty.
Resurreccion . Quieta, issued a Notice of Disallowance ("ND”) against PhilWeb
regarding the payment of PAGCOR of 10% Software License Fee (“SLF”} to PhilWeb
effective on fuly 6, 2006,

PhilWeb challenged this NID and filed its Appeal Memorandum on 12 Decemnber 2011.
On December 6, 2012, PhilWeb, received a copy of the Decision of the COA through
Honorable Rufina 5. Laquindanum dated 16 November 2012 denying its appeal and
affirming the ND. Thereafter, PhilWeb filed its Petition for Review with the COA on 8
January 2013, On B May 2015, PhilWeb received a copy of the Decision of the COA dated
1 April 2015 dismissing its Petition for Review. On 19 May 2015, PhilWeb seasonably
filed its Motion for Reconsideration. This Motion for Reconsiderationis now  pending
reselution by the COA.

Submission of Matters to a Vote of Security Holders
There were no matters submitted to a vote of security holders during the fourth quarter
of the fiscal year covered by this report.
Part 11 - OPERATIONAL AND FINANCIAL INFORMATION

Market Price, Dividends and Related Stockholder Matters

Market Information

PhilWeb Corporation’s stocks are listed with the Philippine Stock Exchange.

The following table sets forth the high and low closing sales prices per share of the
Comumon Shares listed on the PSE during the respective periods indicated according to
published financial sources.

Price per Share
High Low
2012
First Quarter (ending March 2012) 13.90 12.70
Second Quarter fending June 2012) 17.62 12.70
Third Quarter (ending September 2012} 17.00 12.24
Fourth Quarter (ending December 2012) 17.04 12.26
2013
First Quarter (ending March 2013) 14.68 12.70




Second Quarter (ending June 2013) 15.80 14,00
Third Quarter {ending September 2013} 15.10 10.84
Fourth Quarter (ending December 2013) 11.24 8.40
2004
First Quarter {ending March 2014) 8.95 5.02
Second Quarter {ending June 2014) 5.61 4.89 |
Third Quarter (ending September 2014) 5.45 4.40
Fourth Quarter (ending December 2014) 92.75 5.00
2015
First Quarter {ending March 2015) 13.88 10.82
Second Quarter {ending june 2015) 2235 13.56
Third Quarter {ending September 2015) 19.00 18.00
Fourth Quarter {ending December 2015} 23.10 18.76
2016
First Quarter {(ending March 2016) 28.00 20.00
April 12, 2016 21.95 21.90
Bividends

PhilWeb declared a cash dividend of P0.10 per share which was paid on September 15,
2014 to the holders of common stock as of September 1, 2014. PhilWeb declared a cash
dividend ol P0.10 per share which was paid on December 5, 2014 to the holders of
common stock as of November 21, 2014, PhilWeb declared a cash dividend of P0.15 per
share which was paid on 16 February 16, 2015 to the holders of common stock as of
January 30, 2015. PhilWeb declared a cash dividend of P0.15 per share which will be paid
on May 21, 2015 to the holders of common stock as of May 7, 2015. PhilWeb declared a
cash dividend of P0.15 per share which will be paid on August 28, 2015 to the holders of
common stock as of August 14, 2015, PhilWeb declared a cash dividend of P0.15 per

. share which will be paid on November 26, 2015 to the holders of common stock as of
November 12, 2015. PhilWeb declared a cash dividend of P0.20 per share which will be
paid on March 4, 2016 to the holders of common stock as of February 19, 2016,

The Company’s future retained earnings corresponding to undistributed equity in net
earnings are not available for dividend distribution until declared by the affiliates. There
are no restrictions on the Company that limit the payment of dividends on common
shares,

Holders
There were 1,507 shareholders of record holding the Company’s outstanding capital

stock of 1,434,537,580 common shares as of March 31, 2016 net of treasury shares of
81,380,938,



Top 20 Stackholders

The top 20 stockholders of record as of March 31, 2016 (based on total outstanding capital

stock of 1,434.537,580 shares, net of treasury shares of 81,380,938 were:

No. of

%% 1o Total
Name of Stockholder Subscribed Outstanding
Common Shares
1. PhilWeb Casine Corporation 260,392,307 1 18.15%
PCD Nominee Corporation:
n Filipino - 106,834,539
- Non-Filipino - 148,302,920
N 258,137,459 1 17.99%
3. Azurestar Corporation 147,868,248 | 1031%
4, Compact Holdings, Inc. 95,574,500 | 6.66%
5. Dominion Equities, Inc. Q0 842 400 1 6.33%
6. Deltaventure Resources, Inc. 90,001,797 | 6.27%
7. Elkhound Resources, Inc, 59,401,200 | 4.14%
8.  Ang Ramon S, 53,854,536 1 3.75%
9. Tocmo Realty Corporation 36,001,200 | 2.51%
10.  Evermore Trading Limited 24538303 1 1.71%
11, Sunrise Sunset Island Corporation 24 001,200 1 1.67%
12, Bluesirius Holdings, Inc. 24,000,000 | 1.67%
13 Ongpin, Roberto V. 21,840,000 ] 1.52%
14, HKPirate Holdings, Inc. 21,223,565 | 1.48%
15, Stargate Securities Holdings, Inc. 19916,834 | 1.39%
16, Labilab Corporation 16,200,600 | 1.34%
17, Armada Resources & Development Corporation 18,000,000 1 1.25%
8. Goldenmedia Corporation 17,260,800 | 1.20%
19, Giantnova Holdings, Inc. 16,577,776 1 1.16%
28, Aquadisk Corporation 14,369,508 | 1.60%

Recent Sales of Unrevistered Securities:

There has been no sale in the past three years of any unregistered securities of the
Company.

Item 6,  Management’s Discussion and Analysis of Financial Condition and Results of

Operations

The current capitalization of the Company, and expected future revenues from its
various Internet gaming activities are projected to sufficiently meet the Company’s
current operating cash requirements.

The Company does not expect to conduct any material product research and
development in the foreseeable future.



No extraovdinary purchase or sale of plant and equipment are expected beyond those in
the regular course of the Company’s operations. All purchases will be financed through
internally-generated funds and existing capitalization, except for the lmited leasing
facilities that may be utilized for the above-mentioned purchases.

Hiring of emplovees will continue in the regular course of business,

There are no known trends, events or uncertainties that are reasonably expected to have
a material impact on the Company’s revenues or continuing operations.

There are no significant elements of income or loss that has not been disclosed.
The Company’s Key Performance Indicators
For the year 2015, the Company’s key performance indicators are the following:

1.} The Company’s Net Income margin for the aforementioned period was at 52%. Net
Income of P869,626,033 divided by Net Revenues of P1,667,610,476.

2) The Company’s Earnings Before Interest, Taxes, and Depreciation and Amortization
(EBITDA} was P1,200,758,970 or 1% higher compared last vear,

3.) The increase in revenues in 2015 was 1.7%. It was computed by dividing the
difference between 2015 and 2014 Revenue by 2014 Revenue.

4.} Operating Income margin was 61%. Operating Income of P1,017,262,743 divided by
Net Revenues of P1,667,610,476.

5.) Current ratio was at 1.211.00. Current Assets of 737,544,824 divided by Current
Liabilities of P610,798,305,

6.} Asset to equity ratio was at 1.76:1.00. Total Assets of P1,580,166,741 divided by Total
Hauity of P97, 425,866,

7.} Debt to equity ratio was at 0.76:1.00. Total Liabilities of P682,740,875 divided by Total
Equity of P8Y7,425,866.

8.) The Heturn on Total Assets was 55%. Net Income of P869,626,033 divided by the Total
Assets of P1,580,166,741.

9.3 The Return on Equity was 97%. Net Income of PB69,626,033 divided by the Total
Equity of PRS7,425,866,

For the vear 2014, the Company’s key performance indicators are the following:

1) The Company’s Net Income margin for the aforementioned period was at 55%. Net
Income of P903,875,685 divided by Net Revenues of P1,639,956,575.

28



2} The Company’s Earnings Before Interest, Taxes, and Depreciation and Amortization
{EBITDA) was P1,176,003,787 or 19% higher compared last year.

3.) The increase in revenues in 2014 was 10%. It was computed by dividing the
difference between 2014 and 2013 Revenue by 2013 Revenue.

4.) Operating Income margin was 63%. Operating Income of P1,032,105,775 divided by
Net Revenues of P1,639,956,575.

5.) Current ratio was at 1.17:1.00. Current Assets of P1,233,786,008 divided by Current
Liabilities of 1,053,823,051.

6.) Asset to equity ratio was at 2.14:1.00. Total Assets of P2,114,515,904 divided by Total
Equity of P990,140,448,

7.} Debt to equity ratio was at 1.14:1.00. Total Liabilities of P1,124,375,456 divided by
Total Equity of P990,140 448,

8.} The Return on Total Assets was 43%. Net Income of P903,875,688 divided by the
Total Assets of P2,114,515,904.

9.) The Return on Equity was 91%. Net Income of P903,875,688 divided by the Total
Equity of P990,140,448.

For the year 2013, the Company’s key performance indicators are the following:

1.} The Company’s Net Income margin for the aforementioned period was at 14%. Net
Income of B202,894,555 divided by Net Revenues of P1,493,699,764.

2.} The Company’s Earnings Before Interest, Taxes, and Depreciation and Amortization
(EBITDA) was 985,634,920 or 2% higher compared last year.

3.} The increase in revenues in 2013 was 1%. It was computed by dividing the difference
between 2013 and 2012 Revenue by 2012 Revenue.

4.) Operating Income margin was 44%. Operating Income of £654,715,723  divided by
Net Revenues of #1,493,699,764.

5.} Current ratio was at 0.75:1.00. Current Assets of £1,063,149,112 divided by Current
Liabilities of #1,412,294,548.

6.} Asset to equity ratio was at 3.71:1.00. Total Assets of P2,042,159,181 divided by Total
Equity of P551,142,849.

7.) Debt to equity ratio was at 2.71:1.00. Total Liabilities of £1,491,016,332 divided by
Total Equity of £551,142,849.



8.) The Return on Total Assets was 10%. Net Income of P202,894,555 divided by the
Total Assets of P2,042,159,181.

9.) The Return on Equity was 37%. Net Income of P202,894,555 divided by the Total
Equity of 551,142,849,

Performance for the Period Ended December 31, 2015

Cash and Cash Equivalents

The cash and cash equivalents decreased by P164.6 million or 44% versus last year, The
Company operations generated cash amounting to P1,077.9 million, and used its cash
mainly for payment of dividends of P703.6 million, payment of loan of P500.0 million
and payment of CAPEX of P48.6 million.

Receivables (net)

The receivables decreased by P9%.6 million or 32% versus last year, mainly due to
collection of receivables.

inpentories

The decreased in inventories amounting to P106.3 million or 100% due to sale of gaming
terminals of e-Magine Gaming Corporation.

Noles Receivable

The decreased in notes receivable of P126.0 million or 35% versus last year, was mainly
due to collection of current receivables from the sale of investment in Acentic.
Prepayments and Other Current Assets

Prepayments and other current assets slightly decreased by P2.7 million or 3% versus last
year mainly due to the decrease in other prepayments.

Inoestment in Associates

Investment in associates slightly decreased by P0.3 million or 2% due to equity in net
losses from associates,

Noncurrent Receivables
Noncurrent receivables decreased by P72.9 million or 13% versus last year, due to

reclassification of noncurrent receivables o current receivables in accordance with the
payvment terms of receivables from the sale of investment in Acentic.
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Property and Equipment

The increased in property and equipment of P33.2 million or 15% represents the total
acquisitions of P150.7 million less depreciation and amortization amounting to P117.5
million.

The acquisitions mainly pertain to the acquisition of gaming terminals, network and data
communication equipment for PeGS and leasehold improvements for BGI operations.

Deferred Tax Assels

Deferred tax assets recoghnized amounting to P13.6 million represent the amounts of
income taxes recoverable in future periods arising from deductible temporary
differences.

Other Noncurrent Assets

Other noncurrent assets increased by P3.0 million or 6% mainly due to the increase in
rental deposits as a result of business expansions.

Accounts Payable and Accrued Expenses

The increased in accounts payable and accrued expenses by P76.2 million or 33% was
mainly due to increase in trade payable.

Inicome tax payable

Income tax payable pertains to the cutstanding balance of provision for income tax
during the vear.

Notes Payable

Notes payable decreased by P300 million or 71% due to payment of loans.

Retirement Benefits Liability

The decreased in retirement benefits liability of P3.6 million or 20% represents additional
provision for employees’ retirement benefits and actuarial loss of P9.9 million less
contribution to retirement fund of P13.5 million.

Operators” deposit

The increased of operators” deposit of P5.0 million or 10% represents the cash received

from operators upon opening of Pe(GS that serves as a bond/security in case the
operators defaults from payments.
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Capital stock

The increased in capital stock of P10 million or 0.1% was due to issuance of shares
during the year.

Additional paid in capital

The increased in additional paid in capital of P10.1 million or 0.9% was due to issuance of
shares higher than par value during the year.

Retained enrnings

The increased in retained earnings of P166.6 million, or 7% was attributable to the net
income during the period, net of cash dividends.

Treasury stock

The increased in treasury stock of P269.4 million or 7% was due to acquisition of own
shares of 12.8 million shares.

Income and Expenses

For the year ended December 31, 2015, the Company’s EBITDA increased by 2.1%or
P24.8 million, from P1,176.0 million last year to P'1,200.8 million this year. Net income
slightly decreased by 3.8% or P34.2 million, from P903.9 million last year to P869.6
oullion this year mainly due to increase in income tax expense by P39.1 million or 29%.

Revenues

Total revenues increased by P27.7 million or 1.7%, to P1,667.6 million for the year ended
December 31, 2015 from P1,640.0 million registered last year. The increased was mainly
contributed by the PeGS business. PeGS improvement was contributed by the increase in
number of sites and gaming terminals.

Salaries and Benefits

The increased of P12.4 million or 11% was mainly due to the increased in number of head
cournts,

Deprectation and Amortization

The increased of P6.2 miilion or 6% in depreciation and amortization was due to increase
in acquisition of capital expenditure during the year.

Outsourced Services

The increased in outsourced services of P2.9 million or 3% was primarily due to an
increase in number of contracted employees and security personnel in BGI operations.
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Rental

The decreased of P21 million or 3% in rent was due to lesser rental rate of the new office
location.

Litilities and Communications

The decreased in utilities and communications of P19.4 million or 22% was due to
decreased in connectivity cost as a result of transitioning of servers.

Representation and Entertainment

Representation and entertainment increased by P4.3 million or 10% as a result of the
higher representation and entertainment expense in BGI operation.

Supplies

Supplies increased by P2.2 midlion or 12% due to higher supplies and inventory cost in
BGI operation.

Operator Incentives and Commissions

The decreased of P1.3 million or 100% was mainly due to closure of the Asia-Pacific
business operation.

Impatrment Losses

The increased in provision for impairment losses by P31.9 million or 72% was due to
impairment of e-Magine and increased in impairment of expired portion of excess input
VAT.

Professional Fees

Professional fees increased by P0.6 million or 6% mainly due increased in consultancy
fees.

Advertising and Promotion

Advertising and promotion slightly decreased by P0.2 million or 4% as result of closure
of Asia-Facific operation.

Taxes and Licenses
Taxes and licenses increased by P9.1 million or 80% due to payment of local business tax,

Miscellomeous



The decreased of P4.1 million or 35% was mainly due to decrease in other expenses of
gaming operations and closure of Asia-Pacific operation.

Equity in Net Enrnings of Associntes

Equity in net losses of associates of P0.3 million mainly pertains o the share in net loss of
investment in associates.

Intferest Income

The decreased of P8.0 million or 13% was mainly due lower interest rate from notes
receivables.

Interest Expense

The decreased of P26.8 million or 54% was due to payment of loans.

Performance for the Year Ended December 31, 2014

Cash and Cash Equivatents

The cash and cash equivalents increased by P33 million or 10% versus last year. The
Company operations generated cash amounting to P1,052.3 million, and used its cash
mainly for CAPEX P75.2 million, payments of dividends 468.9 million and payment of
loan P500.0 million.

Receivables (net)

The receivables increased by P45.8 million or 18% versus last year, mainly due to increase
in interest receivables.

Inventories

The increased in inventories amounting to P50.2 million or 90% due to the gaming
terminal cost of e-Magine Gaming Corporation.

Neotes Receipable

The increase in notes receivable of P47.3 million or 15% versus last year, was mainly due
to reclassification of receivables from the sale of investment in Acentic.

Prepayments and Other Current Assets

Prepayments and other current essets decreased by P5.7 million or 6% versus last year
mainly due to the decrease in input VAT,
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Inwvestment in Associates

Investment in associates slightly increased by P0.3 million or 2% due to equity in net
earnings from associates.

Noncurrent Recefvables

Noncurrent receivables decreased by P72.9 million or 11% versus last year, due to
reclagsification of current receivables in accordance with the amendment of payment
terms of receivables from the sale of investment in Acentic.

Property and Equipment

The decreased in property and equipment of P28.2 million or 11% represents the total
acquisitions of P75.2 million less depreciation amounting to P103.4 million.

The acquisitions mainly pertain to the network and data communication equipments for
Pe(S and BGI operations.

Deferred Tax Assets

Deferred tax assets recognized amounting to P14.7 million represent the amounts of
Income taxes recoverable in future periods arising from deductible temporary
differences.

Other Noncurrent Assels

Other noncurrent assets increased by P5.4 million or 12% mainly due to the increase in
rental deposits as a result of business expansions.

Accounts Payable and Accrued Expenses

The increased in accounts payable and accrued expenses by P16.7 million or 8% was
mainly due to increase in trade payable.

Notes Payably

Notes payable decreased by P500 million or 42% due to payment of loans.

Retirement Benefits Liability

The decreased in retirement benefits liability of P9.5 million or 34% represents additional
provision for employees’ retirement benefits and actuarial loss of P55 million less

contribution fo retirement fund of P15 million.

Operators” deposit
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The increased of operators’ deposit of P1.3 million or 3% represents the cash received
from operators upon opening of PeGS that serves as a bond/security in case the
operators defaults from payments. This deposit is to be returned to the operators after
termination of the contract.

Capital stock

No significant movement for capital stock in 2014.

Additional paid in capital

No significant movement for additional paid in capital in 2014.

Retained earnings

The increase in retained earnings of P435.1 million or 21% was atiributable to the net
income during the period, net of cash dividends.

Treasury stock
No movement for treasury stock in 2014,

Income and Expenses

For the vear ended December 31, 2014, the Company posted net income of
903.9 million, that is 345% growth from last year. EBITDA also increased by 19%. Net
income increased mainly due to higher revenue in PeGS and reduction of operating
expenses in 2014.

Revenues

Total revenues increased by P146.3 million or 10%, to P1640.0 million for vear ended
December 31, 2014 from P1493.7 million registered last year. The increased was
contributed by the PeGS business; however, it is slightly mutigated by the decreased in
revenue from PhilWeb Asia-Tacific operation. PeGS improvement was contributed by

the increase in number of sites, stations and higher amount of customer’s deposits.

Salaries and Benefits

The decreased of P10.7 million or 8% was maindy due to the decreased in number of head
counts.

Depreciation and Amortization

The decreased of P2B.3 million, or 21% in depreciation and amortization was due to
lower capital expenditure and increased in fully depreciated asset this year.

Outsourced Services



The decreased in outsourced services of P5.0 million or 5% was primarily due to an
decrease in number of contracted employees and security personnel in Asia-Pacific and
BGI operations.

Renial

The decreased of P4.1 million or 6% in rent was due to lesser rental rate of the new office
location.

Litilities and Communications

The increased in utilities and communications of P17.3 million or 24% was due to
additional connectivity requirements for additional servers.

Representation and Entertoinment

Representation and entertainment decreased by P14.8 million or 26% as a result of the
lower travel and representation expense in Asia-Pacific operation.

Supplies

Supplies decreased by P7.0 million or 26% due to lower supplies and inventory cost in
Asia-Pacific operation.

Operator Incentives and Commissions

The decreased of P8.6 million or 87% was mainly due to lower commissions provided to
the distributors of scratch cards in the Asia-Pacific business operation.

Impatriment Losses

The provision for impairment losses pertains o expired portion of excess input VAT and
expired scratch card inventory.

Professional Fees

Professional fees decreased by P3.3 million or 27% mainly due decreased in consultant
fees in Asia-Pacific operation.

Advertising and Promotion

Advertising and promotion decreased by P11.3 million or 72% as result of slowdown of
Asia-Pacific operation.

Taxes and Licenses
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Taxes and licenses decreased by P2.9 million or 20% due to lower documentary stamp tax
as a result of payment of loans.

Miscellaneonis

The increased of P1.7 million or 20% was mainly due to increase in other expenses of
gaming operalions.

Equity in Net Egrnings of Associates

Equity in net earnings of associates of P0.3 million mainly pertains to share in net income
of investment in Alphaforce Security Agency Inc.

Interest Income

The increased of P37.3 million or 166% was mainly due interest income from notes
receivables from the sale of investment in Acentic.

Interest Expense

Interest expense increased by P27.5 million or 125% was due to availment of loans in last
quarter of 2013,

Performance for the Year Ended December 31, 2013

Cash and Cash Equivalenis

The cash and cash equivalents decreased by P710.2 million or 67% versus last year. The
Company operations generated cash amounting to P801.6 million. In addition, the
Company received P558.3 million proceeds from the sale of investment in ISM. Also, the
Company availed loans of P1,200.0 million from local banks. The Company used its cash
for CAPEX PY98.7 million, dividends P267.7 million and payment for the acquisition of its
own shares P2,881.3 million.

Receivables (nel)

The receivables decreased by P13.0 million or 3% versus last year, mainly due to
allowance provided for trade receivables of Asia-Pacific and other non-affiliated
companies. It is partially offset of the increase in receivables from non-affiliates
{Alphaland and Monfortino) and advances to suppliers of e-Magine.

Inventories

The increase in inventtories amounting to ’46.1 million or 463% mainly due to the gaming
terminal cost of e-Magine Gaming Corporation.

Notes Receivable



The decreased in notes receivable of P184.3 million or 37% versus last vear, was mainly
due to amendment of payment terms of receivables from the sale of investment in
Acentic.

Prepayments and Other Current Assets

Prepayments and other current assets decreased by P5.7 million or 5% versus last year
mainly due to the decrease in prepaid others.

lnvestment in Associates

The decreased in investment in associates of P1,058.3 million or 99%, was mainly due to
the sale of investment in I5M.

Noncurrent Recefvables

Noncurrent receivables increased by P170.1 million or 35% versus last year, due to
reclassification of current receivables in accordance with the amendment of payment
terms of receivables from the sale of investment in Acentic.

Property and Lqguipment

The decreased in property and equipment of I'34.2 million or 12% represents the tofal
acquisitions of P97.7 million less depreciation amounting to P131.7 million.

The acquisitions mainly pertain to the expansions in Asia-Pacific (TeGS) and BGI
operations.

Deferred Tax Asscts

Deferred tax assets remgﬂized amounting to P17.6 million represent the amounts of
income ftaxes recoverable in future periods arising from deductible temporary
differences.

Other Noncurrent Assefs

Other noncurrent assets increased by PL7 million or 4% mainly due to the increase in
rental deposits as a result of business expansions.

Accounts Payable and Accrued Expenses
The decreased in accounts payable and accrued expenses by P42.3 million or 17% was
mainly due to payment of unpaid acquisition of treasury shares pursuant to buyback

program as approved by BOD last year.

Notes Payable



Notes payable amounts to P1,200.0 million pertains to the availment of loans during the
year.

Retirement Benefils Liability

The increased in retirement benefits liability of P2.2 million or 9% represents additional
provision for emplovees’ retirement benefits.

Operators’ deposit

The increased of operators’ deposit of P2.5 million or 5% represents the cash received
from operators upon opening of PeGS that serves as a bond/security in case the
operators defaults from payments. This deposit is to be returned to the operators after
termination of the contract.

Capital stock

No movement for capital stock in 2013,

Additionnl paid in capital

No movement {or additional paid in capital in 2013.

Retained earnings

The increased in retained earnings of P12.5 million or 1% was attributable to the net
income during the period, net of cash dividends.

Treasury stock

The increase in treasury shares of P2,881.3 million or 272% was due to the redemptions of
¢-PLDT held shares and shares bought from the market pursuant to the buyback
program.

Income and Expenses

For the year ended December 31, 2013, the Company posted net income of
P202.9 million. Revenues increased by 1%. Overall, the Company decreased its net
income by 82% versus last year. Note however that EBITDA still increased by 2% as the
net income includes one-time losses from the sale of investment in ISM amounting to
P552.0 million and provision for impairment losses of P198.5 million.

Repenues
Total revenues increased by P10.1 million or 1%, to P1,493.7 million for year ended

December 31, 2013 from P1,483.6 million registered last year. The increased was
contributed by the PeGS business; however, it is mitigated by the decreased in revenue
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from PhilWeb Asia-Pacific operation. PeGS improvement was contributed by the
increase in number of sites, stations and higher amount of customer’s deposits.

Salaries and Benefits

The decreased of P23.1 million or 153% was mainly due to the revised sharing agreement
of common cost personnel.

Depreciation and Amortization
The increased of P35.0 million, or 26% in depreciation and amortization was due to
increase i acquisition of additional servers, computer equipment and leasehold

improvements related to the expansions in Asia-Pacific and BGI operations.

Ouisonrced Services

The increased in outsourced services of P8.9 million or 10% was primarily due o an
increase in number of contracted employees and security personnel due to expansions of
Asia-Pacific and BGI operations.

Renial

The increased of P10.7 million or 18% in rent was due to expansion of Asia-Pacific and
BGI operations.

Litilities and Communications

The increased in utilities and communications of P12.6 million or 22% was due to
additional power and utility requirements of expanded business operations.

Representation and Entertatnment

Representation and entertainment increased by P6.9 million or 14% as a result of the
expansion of BGI operations.

Supplies
Supplies slightly decreased by P2.3 million or 8%.
Operatoy incenfives and Commissions

The decreased of P14.7 million was mainly due to lower commissions provided to the
distributors of scratch cards in the Asia-Pacific business operation.

Impairment [osses

The provision for impairment losses pertains to expired portion of excess input VAT and
long outstanding receivables.

41



Professional Fees

Professional fee decreased by P4.6 million or 28% mainly due reduction of technical
consultant.

Advertising and Promotion

Advertising and promotion slightdy decreased by P0.1 million or 1%.
Taxes and Licenses

Taxes and licenses slightly decreased by P0.8 million or 5%.
Miscellaneous

The decreased of P10 million or 10% was mainly due to decrease in other expenses of
gaming operations.

Loss on Sale of Equity Investment

The loss on sale of equily investment of P552.0 million pertains to the disposal of
investment in ISM. While the sale resulted to a paper loss, based on acquisition cost the
Company made a cash gain of P60.4 million.

Equity in Net Earnings of Associates

Equity in net earnings of associates of P86.1 million mainly pertains to share in net
income of investment in ISM before sale.

Interest Income

The decreased of P14.1 million or 39% was mainly due to decreased in average cash
deposits and short-term placements during the year.

Interest Expense

Interest expense of P22.1 million was due to availment of loans.

Key Variable and Oiler Qualiiative and Ouantitative Factors

There were no known trends, events or uncertainties that will have material impact on
the Company’s liquidity.

There were no events that will trigger direct or contingent financial obligation that is
material to the Company, including any default or acceleration of an obligation.
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Item 7.

ftem 8.

There were no material off-balance sheet transactions, arrangements, obligations
(including contingent obligations), and other relationships of the Company with
unconsolidated entities or other persons created during the reporting period.

The current capitalization of the Company, and expected future revenues from its
various activiies are projected to sufficiently meet the Company’s operating cash
requirements.

No extraordinary purchase of plant and equipment are expected beyond those in the
regular course of the Company’s operations.

There were no known trends, events or uncertainties that have had or that are reasonably
expected to have a material impact on the Company’s revenues or continuing operations.

There are no significant elements of income that did not arise from the Company’s
conhnuing operations.

There were no known causes for any material changes from period to period of financial
statements, which shall include vertical and horizontal analyses of any material item,

There are no seasonal aspects that have material effect on the Company’s financial
condition ot results of operation.

Financial Statements
See attached.

Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

Audit fees in relation with the services rendered for the examination and preparation of
the Company’s financial statements. The following table sets out the aggregate fees
billed for each of the last three years for professional services rendered by the
independent public accountant.

2015 2014 2013
Audit and Audit-Related Fees P1,262,150 1,234,238 P1,161,045
Tax Fees none none none
Other Fees none none 87,136
Total P1,262.150 71,234,238 1,248,181

The auditor of the Company conducted its audit in accordance with the auditing
standards generally accepted in the Philippines with the objective of expressing an
opinion as to whether the presentation of the financial statements, taken as a whole
conforms with the accounting principles generally accepted in the Philippines. They

43



performed tests of the accounting records and such other procedures, as they considered
necessary in the circumstances to provide a reasonable basis for an opinion on the
financial statements. They also assessed the accounting principles used and significant
estimates made by the management and evaluated overall financial statements
presentation.

The auditor also considered the Company’s internal control in order to determine the
nature, fiming and extent of the audit procedures for the purpose of expressing an

opinion on the financial statements. There were no additional fees related to this.

There were no products and services provided by the external auditor other than the
services reported under the above items.

The Audit Committee approved the policies and procedures in relation to the services of
the external auditor.

Part 111 ~ CONTROL AND COMPENSATION INFORMATION

Item 9.  Directors and Executive Officers of the Registrant

Name Age  Position/Citizenship/ Period Served/Term of Office
Roberto V., Ongpin 79 Director & Chairman/ Filipino/16 vrs./1 yr.

Anna Bettina Ongpin 31 Director/ American/2 yrs./1 yr.

Dennis O. Valdes 54 Director & President/Filipina/10 yrs./Tyr.

Tomas 1. Alcantara 69 Director/Filipino/14 yrs./1 yr.

Crisanto Roy B. Alcid 46 Director/Filipino/1 yr./ T yr.

Edgardo | Angara 31 Director /Filipino/2 yrs./1 yr.

Gregorio Ma, Araneta Il 68 Director/ Filipino/ 2 yrs./Tyr.
Michael Angelo Patrick 37 Director/Filipino/2 yrs./1 yr.

M. Asperin

Victor C. Macalincag 8 Divector/ Filipino/ 2 yrs./ 1 yr.

Edgar Brian K. Ng 46 Director/Filipino/2 yrs./1 yr.

Clibum Anthony A. Orbe 42 Director/ Filipino/2 vrs. /1 yr.

Rafael B. Ortigas 44 Director /Filipino/ 12 y15./1 yr.

Zaldy M. Prieto 41 Director & CFO/Filipino/2 yrs./1 yr.

Rodolfo Ma. A 39 Director & Corporate Secretary/Filipino/3 yrs./1
Ponferrada V.

Raymund 5. Aquino 47 Assistant Corporate Secretary/ Filipino/ 4 yrs./1 yr.

Roberto V. Ongpin was elected Chairman of the Company in January 2000, the year
he founded the Company. He is also the Chairman of Alphaland Corporation and
Atok-Big Wedge Co., Inc. Mr. Ongpin joined SGV & Co. in 1964 and was Chairman
and Managing Partner of the firm from 1970 to 1979. He served as the Minister of
Trade and Industry of the Republic of the Philippines from 1979 to 1986. Mr. Ongpin
graduated cum laude in Business Administration from the Ateneo de Manila
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University, is a Certified Public Accountant and has an MBA from the Harvard
Business School.

Anna Bettina Ongpin was elected Director of the Company in August 2013 and Vice
Chairperson in February 2016, She has more than 20 vears of communications,
marketing, project management, and operations experience in the management
consulting and media fields. She has a bachelor’s degree in Political Science from
Wellesley College. She is also a Director of Alphaland Corporation and Atok-Big
Wedge Co., Inc.

Dennis O. Valdes was elected Director of the Company in July 2006. He is the
President of the Company, and serves as Director of Alphaland Corporation and
Atok-Big Wedge Co., Inc. His previous work experience includes ten years with the
Inquirer Group of Companies, as a Director of the newspaper, and also expanding
their internet, printing and ink-making operations. Prior to that, he spent six years
with The NuiraSweet Company developing their business in Asia. He is a Certified
Public Accountant, graduated magna cum laude in Business Administration and
Accountancy from the University of the Philippines, and has an MBA from the
Kellogg School of Management, Northwestern University.

Tomas 1. Alcantara was elected Independent Director of the Company in May 2002.
He holds a Bachelor of Science degree in Economics from Ateneo de Manila
Universily, a Masters in Business Administration degree from Columbia University,
USA and attended the Advance Management Program of the Harvard Business
School, Mr. Alcantara was Undersecretary for the Industry and Investment Group of
the Department of Trade and Industry and the Vice Chairman and Managing Head of
the Board of Investments from July 1986 to March 1995, He was also Special Envoy of
the Philippine President to APEC in 199. He is presently the Chairman and
President of Alsons Consolidated Resources, Inc., and of several power and property
development companies in the Alcantara Group. He is Chairman of Holcim
Philippines, Inc. and Eagle Ridge Golf & Country Club, Inc.

Senator Edgardo J. Angara was elected Independent Director of the Company in
May 2014. He was the longest serving senator in the post-EDSA Senate, authoring
many laws including the Free High School Education Act, the Generics Act,
Philhealth Act, the Senior Citizens Act, the Renewable Energy Act, and others. He
graduated from the Universily of the Philippines in 1958, passed the bar in 1959, and
joined the law firm of Ponce-Enrile Siguion-Revna Montecillo & Belo Law Offices. He
obtained his Masters of Laws majoring in International Relations & Corporate laws
from the University of Michigan under the DeWitt Fellowship. Senator Angara is a
founding member of the ACCRA Law Offices, one of the Philippines’ top law firms.
He also served as president of the Philippine Bar Association in 1975, president of the

Integrated Bar of the Philippines in 1979 and founding president of the ASEAN Law
Assgociation.

Gregorio Ma, Araneta 111 was elected Independent Director of the Company in May
2014. He is the Chairman and Chief Executive Officer of Araneta Properties, Inc. since
2010. He is the Chairman and President of Gregorio Araneta, Inc., ARAZA Resources
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Corporation, H. E. Heacocks Resources Corp., Gregorio Araneta Management
Corporation, Gamma Properties Inc. and Carmel Development Inc. He is also the
Chairman of Energy and Gas Holdings Inc. Mr. Araneta attended the University of
San Francisco and the Ateneo de Manila University, where he received his degree in
Bachelor of Arts i Economics,

Michael Angelo Patrick M. Asperin was elected Director of the Company in August
2014, He graduated from the Philippine Military Academy in 1981, He served as
Senior Vice President for Security for the Company from 2009 to 2012, and as
Enterprise Risk and Security Management Officer of Petron Corporation from 2007 to
2009. He is also the CEO of Alphaland Balesin Island Club Inc,, Executive Vice
President for Operations of Alphaland Corporation, and President of Alphaland
Aviation, Inc.

Victor C. Macalincag was elected as Independent Director in May 2014. He is also
currently an Independent Director of Crown Equities, Inc., Semirara Mining and
Power Corporation, Republic Glass Holdings Corp., SEM-Calaca Power Corporation,
ISM Communications Corporaton, Asian Alliance Investment Corporation, One
Wealthy Nation Fund (OWN), Inc, Alphaland Corporation and Atok-Big Wedge
Corporation. He was the President of Trade & Investment Development Corporation
of the Philippines which is presently known as PHILEXIM (formerly PhilGuarantee)
from 1997 until his resignation in 2001. He was the Deputy Minister of Finance from
1981 to 1986 and Undersecretary of Finance from 1986 to 1991, He also held the
position of National Treasurer from 1981 to 1988, Mr. Macalincag is a Certified Public
Accountant. He has a Bachelor of Arts in Business Administration from the
University of the East. He also earned a Master of Arts in Hconomics from the same
university. He finished a fellowship program conducted by the Economic
Development Institute of the World Bank, Washington D.C.

Edgar Brian K. Ng was elected Director of the Company in May 2014. He is currently
the Senior Vice President for Gaming of the Company. In the past, he served as
Managing Director/Country Manager of Affinity Express Philippines, Inc, Vice
President & Country Manager of RR Donnelley Global Qutsourcing, Director for
Operations of OfficeTiger Philippines Corporation, and Director of Special Projects
(Global Operations Support) for SPi. He also spent six years with The Print Town
Group starting as a Prepress Manager for PEP Printing Corp and ending as Senior
Vice President of LexMedia Digital. Aside from the corporate world, Mr. Ng has been
heavily involved in the academe, as an instructor at both the undergraduate and
graduate levels of Ateneo Universities. He has a Bachelor of Arts degree from the
Ateneo de Manila University and an MBA from the Ateneo Graduate School of
Business.

Cliburn Anthony A. Orbe was elected Director of the Company in May 2014. He also
serves as the Company’s Assistant Corporate Secretary and Corporate Information
Officer. He has a Bachelor of Laws degree from Mindanao State University where he
graduated cum laude and class valedictorian. He was formerly an associate of the
Rodrige Berenguer Guno law firm. He is a member of the Integrated Bar of the
Philippines.
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Crisanto Roy B. Alcid was elected Independent Director of the Company in April
2015, He is the President and Chief Operating Officer of Araneta Properties, Inc.
while concurrently serving as Director and Executive Vice President of Gregorio
Araneta, Inc, Carmel Development Corp., Gregorio Araneta Management
Corporation, and Araza Resources Corporation. He is also a Director of Philippine
Coastal Storage & Pipeline Corp. Before joining the Araneta Group, he was formerly
comnected with Ayala land, Inc, Asiatrust Development Bank, and Citibank
N.A. Mr. Alcid holds a Bachelor of Science Degree in Management Engineering from
the Ateneo de Manila University and has completed the General Management
Program at the Harvard Business School

Rafael B. Ortigas was elected Director of the Company in April 2002. He is the
Chairman and President of Leafar Commercial Corporation, a Director of Sagitro, Inc.
and 1ISM Communications Corporation. He was a director of Itogon-Suyoc Resources,
Inc., and OCLP Holdings. Inc. and former General Partner of Ortigas and Company
Ltd. Partnership. He is also a Trustee and President of Leafar Foundation, Inc. and a
Trustee of the Ortigas Foundation, Inc. He has a Bachelor of Science degree in
Computer Science from De La Salle University and an MBA from Ateneo de Manila
Graduate School of Business.

Rodolfo Ma. A. Ponferrada was elected Director of the Company in April 2013 and
Corporate Secretary of the Company in July 2012. He is also the Corporate Secretary
of Alphaland Corporation and Atok-Big Wedge Co., Inc, and a member
(representing the private sector) of the Board of Directors of the Social Housing
Finance Corperation, He is a member of the Integrated Bav of the Philippines.

Zaldy M. Pricto was elected Director of the Company in May 2014. He was elected as
the CFO and Treasurer of the Company in November 2008. Mr. Prieto is a certified
public accountant and certified financial consultant. He has been practicing as a
finance professional since 1995. His previous work experiences include being a senior
tax consultant of SGV & Co., assistant vice president for finance in Ford Motor
Company and plant controller and assistant finance director of James Hardie
Philippines. He has also served as a director of Primus Finance and Leasing Co., and
Ford Philippines Component Manufacturing Company. He is a member of the
Philippine Institute of Certified Public Accountants and Institute of Financial
Consultants,

Raymund Nonato 5. Aquino was elected Assistant Corporate Secretary of the
Company in May 2011, He was a director of SGV & Co. He has a Juris Doctor Degree
from the Ateneo de Manila University College of Law and a Bachelor of Arts degree
major in Legal Management from the Ateneo de Manila University. He is a member
of the Integrated Bar of the Philippines.

The following are the Company's independent directors:

1.
2.

Tomas [ Alcantara
Crisanto Roy B. Alcid
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Edgardo J. Angara
Gregorio Ma, Araneta 1]
Victor C. Macalincag

W

Significant Employees

There are no persons other than the executive officers that are expected by the Company
to make a significant contribution to the business.

Family Relationship of Directors and Officers

Mz, Dennis O. Valdes is a nephew of Mr. Roberto V. Ongpin. Ms. Anna Bettina Ongpin is
the daughter of Mr, Roberto V. Ongpin.

The Company does not know any other family relationship of directors and officers other
than the ones provided.

Involvement of Directors and Officers in Certain Legal Proceedings

1. Atty. Zenaida Ongkiko-Acorda, as attorney in fact of Atty. Mario E. Ongkiko and in
behalf of Philex Mining Corporation vs. Roberto V. Ongpin, et al, SEC Case No. 11-166,
pending before the Regional Trial Court of Pasig City, Branch 159, which involves a
purported derivative suit filed on behalf of Philex Mining Corporation (Philex) in order
to recover the “short-swing profits” which were allegedly realized from supposed
transactions involving Philex shares. This case is in the discovery stage. A related
Petition for Review on Certiorari is also pending before the Supreme Court in G.R. No.
2041606, entitled Roberto V. Ongpin, et al. vs. Acorda, et al,;

2. People vs. Reynalde G. David, et al, 8.B-13-CRM-0105 and S.B.-13-CRIM-010s,
pending before the Third Division of the Sandiganbayan in connection with two loans
obtained by Deltaventure Resources, Inc. from the Development Bank of the Philippines.
The Informations in both cases, respectively, for violations of Section 3 (e} of R.A. No.
3019 were filed on 10 Januaary 2013. The Motion to Quash the Informations was granted
by the Third Division of the Sandiganbayan. The Ombudsman elevated the matter to the
Supreme Court,

3. Alphaland Holdings (Singapore) Pte. Ltd. vs. Masrickstar Corporation, et. al. (Civil
Case No. M-7565, Makati City RTC Branch 66) is a complaint for Interim Measure of
Protection in Aid of Arbitration. The petitioner’s application for a temporary restraining
order or a temporary order of protection was denied for lack of merit by the RTC in an
Order dated 22 January 2014. On 14 February 2014, the RTC issued an Order denying the
petitioner’s Motion for the issuance of an Order Enforcing Award No. 19 issued by the
Emergency Arbitrator. On 19 February 2014, the RTC likewise issued an Order declaring
Petitioner’s Motion to Refer to Arbitration to have been rendered moot. The petitioner
brought the case to the Court of Appeals on Certiorari where it is presently pending
resolution. In view of the amicable setdement among the parties, the parties have
withdrawn their respective claims.
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4. NBI-Technical Intelligence Division, Intelligence Service, and Eduveges O. Batalan vs.
Roberto V. Ongpin, Cliburn Anthony A. Orbe, Michael Angelo Patrick M. Asperin, et al.
NPS Decket No. XVI-INV-14E-00168, is a complaint for Serious Hlegal Detention, Grave
Coexrcion and Robbery filed by former employee, Eduveges O. Batalan. The Preliminary
Investigation has terminated and the matter has been submitted for the resolution of the
Department of Justice panel created to conduct the preliminary investigation.

5. In Re: Philex Mining Corporation, SEC-EIPD Case No. 143044, the Enforcement and
Investment Protection Division of the Securities and Exchange Commission found Mr.
Roberto V. Ongpin liable for 174 counts of insider trading when, in the morning of 2
December 2009, he acquired a total of 45,964,500 shares of stock of Philex Mining
Corporation from the open market. Mr. Roberto Ongpin has appealed the decision to the
SEC En Banc. The appeal has been submitted for resolution.

Other than the foregoing, the Company is not aware that any of its directors and officers
is involved in the past five years up to the date of the filing of this Statement in any
bankruptcy proceeding. Neither have they been convicted by final judgment in any
criminal proceeding, nor been subject to any order, judgment or decree of competent
jurisdiction, permanently enjoining, barring, suspending, or otherwise limiting their
involvement in any type of business, securities, commodities or banking activities, nor
found in action by any court or administrative body to have violated a securities or
commodities law.

Executive Compensation
The aggregate amount of compensation paid by the Company to all of its directors
and management as a group for fiscal years 2014 and 2015 were P46,084,346.00 and

P45.336,000.00, respectively. The estimated aggregate compensation for 2016 is
P47,602,800.00.

Annual Compensation of Five Most Highly-Paid Executives including the CEO

@) (b) © () (&)
Name and Principal Position Year Salary  Bonus Other Annual
Comp.

1, Roberto V, Ongpin
Chairman
{elected January 18, 2000)

2. Denngs Q. Valdes
President
{elected in July 2006}

3. Brian K Ng

Senior Vice President
{effective January 2011)
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4, Rodolo Ma. A. Ponferrada
Senior Vice President
(effective July 2012)

3. Zaldy M. Prieto
Senior Vice President & CFO
{effective November 2008}

Aggregate Compensation of the CEO
& Five Most Highly-Paid Executives

2014 22,620,000 1,885,000 1,308,823
2015 25,080,000 2,090,000 1,454,500
2018 26,334,000 2,194,500 1,527,225

All Officers and Directors as a Group
Unnamed

2014 46,084,346 3,835,222 1,970,588
2015 45,336,000 3,778,000 2,022,500
20162 47,602,800 3,966,900 2,123,625

There are no  standard arrangements with regard to election, bonus, profit sharing,
pension/retirement plan granting or extension of any option, warrant or right to
purchase any securities. The Company has a stock option plan, which is administered by
a stock options conunittee.

Employment Contracts _and Termination of Emplovment and Change-in-Control
Arrangements

Except for the chairman, the rest of the abovementioned executive officers have
employment contracts with the Company.

There has been no change in control arrangements with the present management.

Warranis and Optons Ouistanding

On February 16, 2001, the Securities and Exchange Commission ("SEC”) approved the
exemnption of 4,447,134,695 commeon shares under the Company’s Stock Option Plan from
the registration requirements under the Securities Regulation Code (SEC Resolution No.
005, Series of 2001).

On November 18, 2003, the Stock Option Committee approved the awarding to selected
individuals who have helped develop the business of the Company over the past two

' fintimared figures
? Fpsmmted figures
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years option to subscribe to a total of One Billion Three Hundred Million (1,300,000,000}
comunon shares at a price of P0.01 per share (the then prevailing market price was P0.012
per share).

On October 14, 2004, the Stock Option Comumittee of the Company approved the award
to selected officer options to subscribe to 500,000,000 common shares, at a subscription
price of PO.01 per share {the then prevailing market price was P0.012 per share).

On March 2, 2005, the Stock Option Committee of the Company approved the award to
selected officers, employees and third parties options to subscribe to 1,391,000,000
common shares, at a subscription price equivalent to a twenty percent (20%) discount
over the average closing price during the past thirty (30) trading days (the then
prevailing market price was P0.0169 per share).

On January 20, 2006, the Stock Option Committee of the Company approved the award
to selected officers and employees options to subscribe to a total of 1,786,500 common
shares, at a subscription price of PO.013 per share {the then prevailing market price was
PQ.016 per share).

On November 29, 2006, the Stock Option Committee of the Company approved the
award to selected officers oplions to subscribe to total of 1,156,000,000 common shares, at
a price of P(.O248 (the then prevailing market price was P0.031 per share).

On April 9, 2008, the PSE approved the Company’s application for the listing of
additional 1,982,399,858 common shares with a par value of P0.01 per share, to cover the
Stock Option Plan of PhilWeb.

On April 19, 2012, the Stock Option Committee of the Company approved the award to
selected officers and emplovees of options to subscribe to a total of 8,500,000 common
shares, at a price of P14.00 per share.

On May 29, 2014, the Stock Option Committee of the Company approved the award to
selected officers of options to subscribe to a total of 1,500,000 common shares, at a price
of P4.15 per share.

Hem 1L Security Ownership of Certain Record Beneficial Owners and Management
{1} Security Ownership of Certain Record and Beneficial Owners
Asg of March 31, 2016, PhilWeb Corporation knows of no one who beneficially owns more
than 5% of its comumon stock except as set forth in the table below:
) Amonnt and Nature of o
Title of Class Neme and Address of Record Otoner ud Nawe of Beneficiat Oroner ad Citizenship Record f Beneficial Percent 3
Relationship with Issier Relationship with Record Onmer Oronership (indicate “¢° Held |
or “h'} ]
Common PhilWeb Casine Corporation Dennis € Valdes Filipino 260,392,307 1815%
The Penthouse, Alphaland 1 Proxy/Representative {r&b - direct) |
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Amount aitd Natre of
Tifle of Class Nane and Address of Record Cwner and Name of Beneficial Chwner and Citizenship Record / Beneficial Percent
Relationship with {ssuer Relativnship with Record Owner Cumership (indicate “v” Held
ar "t}

Southgate Tower, 2258 Chinc Roces
Averug cor, EDSA, Makati City
Stockholder

Commnon Azurestar Corporation Roberte V. Ongpin Filipino 147,868,248 10.31%
The Penthouse, Alphaland | Proxy/Representative {r&b - indirect)
Southgate Tower, 2258 Chino Roces
Avenue cor, EDSA, Makad City
Stockholder

Common Domirdon Equities, Inc, Roberto V. Ongpin Filipine 90,842,400 6.33%
The Penthouse, Alphaland | Proxy/Representative {r&b - indirect)
Southgate Tower, 2258 Chino Roces
Avenue cor, EDSA, Makat City
Stockholder

Commeon Compact Holdings, Inc, Roberto V. Ongpin Filipino 95,574,500 6.66%
The Penthouse, Alphalangd | Proxy/Representative {r&b - indivect}
Southgate Tower, 2258 Chino Roces
Avenue cor. EDSA, Makati City
Stockholder

Comumon Deltaventure Resources, Inc Roberto V. Ongpin Filipino 90,001,797 627%
The Penthouse, Alphaland | Proxy/Representative (v&b - direct)
Southgate Tower, 2258 Chino Roces
Avenue cor. EDSA, Makatl City
Stockholder

{2) Security Ownership of Management

As of March 31, 2016, the following are the details of the security ownership of Management

based on total outstanding shares of 1,434,537,580:

Porrentage of
Title of Cinss HName of Bencfivinl Drower Citiasnship Nusber of Stres anid Natre of Begeficial Dimersiip Crronership

Common Roberto V. Ongpin Fitipino 23,840,000 {direct) 1.32%
Chairman 743,739,396 {indirect) 51.92%

Common Anna Bettina Ongpin American 100 {dlérect} G00%
Vice Chairperson

Common Dennis Q. Vaides Fitiging 2,533,200 (direct) t27%
Fresident 21373,565 (indirect) 1.48%

Common Crisanto Roy B, Alcid Filigino 108 (direct) 5.08%
independent Director

Commion FTomas L Akantasa Filiptno 372,008 (direct) G0%%
Indepwndent Director

Lommaon Rafacl B, Ortigas Filipino 1,204 {irect) 4.068%
Director

Cammon Bdgardo ). Angara Filipino 00 (direct} 300%
Independent Director

Commen Gregorie MA, Araneta i1 Filigino 1) (direct) 0.00%
Independent Direcior 13043478 {indirect} £.91%

Commeon Prieto, Zaldy M. Filipine 553,190 {direct} G.03%
Directr /CFQ

Common Rodotio Ma. A, Ponferrada Filipino 2 36, 000(direct} G02%
Director / Corporate Secretary

32




Hem 12,

Ttem 13,

fsnmon Vigter £ Magalincag Fikiging TG0 {divect) L0
Enslependant Teector

Common Edgar Brian K. Ng Fitipina 151,500 {diret) [tE0
THrector/Seninr Vice Prasident

Crnnmos Liiborn Anthony A Orbe Filigtinn 26BN Kt G.01%
THravtor /Vice President

Lomman Michaot Angeld Patrich 3. Asperia Fiiptne 1 {direct: {.00%
Birestor

ommnn Raymurd 5 Aguing Filipne 8006 (i) ki
Asst, e Secretury

Comman Antonio K, Gania Fitipring 5005 (roet) 9.00%
Semior Viee Fresident

| Aggregate Dwnershin of Directors snd Officers 45 4 Groug 843,906,506 SE.28%

There are no voting trust agreements or any other similar agreement that may result in a
change in control of the Company of which the Company has any knowledge. No
change in control of the Registrant has occurred since the beginning of its last fiscal year.

Certain Relationships and Related Transactions

The Company's legal counsel is the law firm of Ponferrada Orbe & Altubar Law Offices
where Atty. Rodolfo Ma. A, Ponferrada is a senior partner. Please also refer to Note
Number 15 on Related Party Transactions of the enclosed Consolidated Financial
Statements for the year 2015.

Other than the foregoing, there has been no transaction outside of the ordinary course of
business during the last two yvears, nor is any transaction presently proposed, to which
the Company was or is to be a party in which any director or executive officer of the
Company, or owner of more than 10% of the Company’s voting securities or any member
of the immediate family of any of the foregoing persons had or is to have a direct or
indirect material interest. In the ordinary and regular course of business, the Company
had or may have had transactions with other companies in which some of the foregoing
persons may have an interest.

The Chairman, Mr. Roberto V. Ongpin directly and indirectly owns at least 53.44% of the
Company's voting securities. No person, natural or juridical, owns more than 50% of the
Company’s voting securities.

Corporate Governance

The Company through its Compliance Officer Atty. Rodolfo Ma. A. Ponferrada, has
monitored the Company’s compliance with SEC Memorandum Circular No. 2 dated
April 15, 2002 and the relevant SEC Circulars on Corporate Governance and noted that
no substantive or major deviations occurred. The Company’s directors and officers have
complied with the practice and policies contained in the Company’s Manual on
Corporate Governance.  The Company has submitted its self-rating performance
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assessment sheet in compliance with SEC requirements. All of the Company’s directors
and officers attended a seminar on corporate governance. The Company’s new directors
will be encouraged to attend seminars as well.

The Company’s Board of Directors and officers have been properly briefed on their
specific responsibilities as embodied on the Manual on Corporate Governance. ‘The
compliance officer monitors the Company’s compliance with the provisions and
requirements of the manual and determines violations if any.

There were no deviations made from the adopted Manual on Corporate Governance,
The Company’s management considers its Manual on Corporate Governance sufficient
and believes that there is no need to amend jt. It ensures that the provisions of the
manual are properly implemented.

Please refer to the attached Annual Corporate Governance Report.

Part IV - EXHIBITS AND SCHEDULES

Exhibit and Reports on SEC Form 17-C

a., Exhibit

Exhibit A - Material Contracts

b. Reports on SEC Form 17-C

Anncuncement that the Company has declared a cash dividend of P0.15 per
share which will be paid on May 21, 2015 to the holders of common stock of
record as of May 7, 2015,

Announcement that the Annual Stockholders” Meeting for 2015 is on July 9, 2015
(Thursday} at 3 p.m. at The City Club at Alphaland Makati Place, Ayala Avenue,
Makati City.

Announcement of the election of Mr. Crisanto Roy B. Alcid as a director of the
Company.

lune 3, 2015
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Announcement that the Annual Stockholders’ Meeting for 2015 is moved to
August 11, 2015 (Thursday) at 3 p.m. at The City Club at Alphaland Makati
Place, Ayala Avenue, Makati City.

fuly 30, 2015
Announcement that the Company has declared a cash dividend of P0.15 per

share which will be paid on August 28, 2015 to the holders of common stock of
record as of August 14, 2015.

August 11, 2015

Announcement of the results of the annual stockholders” meeting whereby the
Company’s stockholders elected the Company’s fifteen directors; election by the
Board of Directors of the Company’s officers, members of the Executive
Committee, Compliance Officers, Information Officers and members of the
nominations, compensation and audit committees,

QOctober 22, 2015

Announcement that the Company has declared a cash dividend of P0.15 per
share which will be paid on November 26, 2015 to the holders of common stock
of record as of November 12, 2015.

December 29, 2015

Announcement of the resignation of Mr. Mario A. Oreta as Vice Chairman and
director of the Company.

February 4, 2016

Annournicement that the Company has declared a cash dividend of P0.20 per
share which will be paid on March 4, 2016 to the holders of common stock of
record as of February 19, 2016.

Announcement that the Annual Stockholders’ Meeting for 2016 is on May 26,
2016 (Thursday) at 5 p.m. at The City Club at Alphaland Makati Place, Ayala
Avenue Extension corner Malugay Street, Makati City. The record date for
stockholders who will be eligible and entitled to vote at the said meeting is 29
April 2016.

Anmnouncement that Ms. Anna Bettina Ongpin was elected as Vice Chairperson.

Announcement of the reorganization of the Executive, Nominations and Stock
Option Committees as follows:

Executive Committee: Roberto V. Ongpin (Chairman)
Anna Bettina Ongpin
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Dennis O. Valdes
Rodolfo Ma. A. Ponferrada (Secretary)

Nominations Committee: Gregorio Ma. Araneta (Chairman/ Ind. Director)
Tomas I. Alcantara (Independent Director)
Anna Bettina Ongpin

Stock Option Commiittee: Roberto V. Ongpin (Chairman)

Anna Bettina Ongpin
Dennis O. Valdes

February 12, 2016

Announcement that the Annual Stockholders’ Meeting for 2016 is moved to May
17, 2016 (Tuesday) at 5 p.m. at The City Club at Alphaland Makati Place, Ayala
Avenue fixtension cormer Malugay Street, Makati City. The record date for
stockholders who will be eligible and entitled to vote at the said meeting is 31
March 2016.

March 2, 2016

Press Release entitled: PhilWeb 2015 Performance Strong, Despite Competition.
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SIGNATURES

Pursuant to the requirements of Section 17 of the Code and Section 141 of the Corporation
Code, this report is signed on behalf of the issuer by the undersigned, thereunto duly
authorized, in the City of Makati on 13 April 2016.

W1 ) A

ROBERPOY. ONGPIN DENNIS O. VALDES
Chairman President F’

%

-
LDY M. PRIETO

SVP & Chief Finance Officer

SUBSCRIBED AND SWORN to before me this 13t day of April 2016 affiants exhibiting
to me their Tax Identification Nambers, as follows:

Name Tax Identification No.
Roberto V. Ongpin 130-725-714
Dennis O. Valdes 141-808-056
Rodolfo Ma. A. Ponferrada 215-793-472
Zaldy M. Prieto 193-976-155
Doc No. %
Page No. _%
Book No. _{I
Series of 2016,
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EXHIBIT “A”
(Please refer to the Registration Statement for copies
of other material contracts of PhilWeb Corporation)
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SECURITIES AND EXCHANGE COM

et

SEC FORM - ACGR

ANNUAL CORPORATE GOVERNANCE

Report is Filed for the Year 2015

¥

Exact Name of Registrant as Specified in its Charter PHILWEB CORPORATION

The Pe se, Alphaland Southgate Tower

2258 Ching Roces Avenue corner EDSA, Makati City 1232
Address of Principal Office Postal Code

SEC idemtification Number 0000039121 SEC Use Only)

industry Classification Code

BIR Tax identification Number 000-141-527-000

. {+632) 338-55-99

Issuer's Telephone number, including area code

N/A

Former name or former address, if changed from the last report
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A, BOARD MATTERS

1} Board of Directors

{a} Compnsition of the Board

Complete the table with information on the Board of Directors:

srte ¥, Ongpin | “ B NS | ) }:zury 2000 ;{i gsgust ;a&r;t:;g i6
Anng Betting Ongpin NED NAA ;é gugvst ;é;‘;g“ﬁ ﬁ;;:; 3
Deanis, 0. Valdes €D 8/A Juby 2006 ;ég‘“‘g‘m i;::i?;g 1
Tomas | Alcantara Ly MNiA tday 2002 ;g ;A;gust ﬁ;:;i:g i4
Crisanto Roy B Aleid | 1D N/A aprilzozs | 22 IMEUSt 1
Sen, Edgarde &, Angara | 1D NSA 26 May 2014 éé fsugust g;ei?ig 2
?:egw&e . Aranets i~ NIA 26 May 2014 :’; :Ssgﬂsz i;::g;g 2
zw::;; ::geia Patrick NED N/A gg jﬁ;uguﬁt ;é ;&Sugu.st ;;‘;i?ig 2
Victer €. Macalincag 0 8/A 26 May 2014 g f;g‘m i‘;‘:@‘;ﬁg 2
Edgar Brian X, Ng £D N/A 26 fay 2014 ;{1} ;;’“g“f’t g‘a’;‘gg 2
Rotsel B, Ortigas NED N/A April 2002 ié fg‘g‘m ﬁgﬁg 14
gg:ra Anthory A. £0 N/A 26 May 2004 ;; st ‘:;’;’;f’;g 2
Zaldy M. Prieto € N/A 26May2014 | 3PV ;‘::;f;g 2
e T e | g

() Provide 3 brief summary of the corporate governance policy that the board of directors has adopted. Please
emphasis the policy/ies relative to the treatment of all shareholders, respect for the rights of minority
sharsholders and of ather stakeholders, disciosure duties, and hoard responsibilities,

The Board of Directors and Management of the Compuny recognize that good corporate governance is key to
achieving the Company's objective of maximizing shoreholder value.  The institution of the Code on Corporate
Governance seeks to provide the process and structure by which the business and affairs of the Compuany are
directed and managed, in order to enhance long-term shareholder value through the enhancement of corporate
performonce and accountability.

Compliance with the Code of Corporate Governance is ensured by the Corporote Compliance Officer in
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coordingtion with the Chairman ond President of the Company. Regufar meetings ore made between
Manogement and the Bourd of Directers, to review and eveluate the Company's performance and oddress key
policy matters. The Board is provided with timely and complete information for each meeting. Each director has
direct wccess to the advice and services of management ond the corporate secretary, and in gpproprigte
circumstances, seek independent professional advice concerning the Company’s affairs.

All directors are required to submit themselves for re-glection every year. In consideration for their re-election, the
nomingtion comimittee reviews and presents otiendonce ond porticipation in meetings of the Company.

All divectors are brigfed by Management on the Company’s business operations os well as o regular tour of the
Company’s manufacturing operations.

The oudit committee first reviews the Compony's oudited financigls, who then recommends gpproval from the

boord of directors before they are presented to the stockholders of the Company. It Is also the gudit commitiee
which ensures independence and objectivity of the external guditors.

The Company Is continually seeking measures of improving is corporate governance to further enhance corporate
performance and accountabifity. The Directors ond Manogement hove been encouraged to regularly attend
corparate governgnce seminars gnd corporate governonce consultonts on methods by which it con enhance its
corporote performance and gccountability.

Since its adoption, no devigtion from the Company’s Manual Code of Corporate Governance has been noted.

How often does the Board review and approve the vision and mission?

Since its adoption in 2010, the vision ond mission hove not been reviewed. It has been implemented thry its
projects.

Directorship in Other Companies

{i} Directorship In the Company’s Group’

identify, as and if applicable, the members of the company’s Board of Directors who hold the office of
director in other companies within its Group:

% s o S, R, Bt
Roberto V. Ongpin Weh Tourism & Entertainment | Exgcutive - Chairman
Corporation
Philweb international Gaming Exscutive - Chalrman
Corporation
Easy eBingo, Ing, Expcutive - Chalrman
Philwah Mobile Lottery Corporation | Executive - Chairman
Philweb Casino Corparation Executive- Chairman
Philweb Leisure & Tourism Executive - Chalrman
Corporation
Premyo Sa Resibo, ing, Exayutive - Chairman
Dennis . Valdes Philweb Tourism & Ertertainment | Executive
Corporation
Philweb international Gaming Executive
Corporation
Easy eBings, Inc. Exequtive

! The Group is composed of the parent, subsidiaries, associates and joint ventures of the company.



PhilWeb Asla-Pacific Corporation

Executive ~ Chairman

Philweb Mobile Lottery Corporation

Executive

Phifweb Casine Corporation

Exerutive

e-Magine Gaming Corporation

Executive ~ Chairrnan

Phifwel  leisure &  Tourism
Corporation

Executive

Best Cholge Holdings, Ine,

Executive

Go Biggame, Ing.

Executive - Chalrman

Biggame, Inc. Executive - Chairman

PFremyo 5a Resibo, Inc, Executive
Edger Brian K. Mg Philweb Mobile Lottery Exeputive

Corporation

PhilWeb international Gaming Exgcutive

Corporation

Bighame, inc, Exacutive

Easy e-Bingo, int. Executive

Go BlgGame, Inc. Executive

e-Magine Gaming Corporation, inc. | Executive
Zaldy M. Prieto PhilWeb Tourism & Entertainment Executive

Corporation

Phifweb Asia-Pacific Corporation Executive

Premyo Sa Resibo, inc, Executive

Philwel Mobile Lottery Exprutive

Corporation

Philweb Leisure & Tourism Executive

Corporation

Philweb International Gaming Exacutive

Corporation

Phitweh Casino Corporation

BigGame, inc. Exacutive

£asy e-Binge, L. Exgtutive

Go BigGame, Inc. Executive

e-Magine Gaming Corporation, ing, | Executive
Rodolfo Ma. A, Ponferrada Metro Manila fat-Alal Corporation Executive

tManila Bay Tourism & lai-Adai Exacutive

Corporation

Manila Cesta Holding Corporation £xprytive

tdentify, as and if applicable, the members of the company’s Board of Directors who are aiso directors of
publicly-listed companies outside of its Group:

Roberto V. Oogpin

fit) Directorship in Other Listed Companies

i

Atok-ig Wede o, Ing,

Execytive - Chairman

Bennis 0. Valdes

Atok-Big Wedge Co,

Non-Executive

Tomas | Alcantara

Alsons Consolidated Resources, Ing.

Executive - Chairman

Hoicim Philippings, Inc.

Exatutive

Philippine Bank of Communications tntdependent
Gregorio Ma, Araneta Hi Araneta Properties, inc, Executive — Chalrman
Vigtor €. Macalincag Crown Equities, Inc. independent

Semirara Mining and Power
Corporation

Non-Exegutive

Republic Glass Holdings Corp,

Non-Executive




| Anna Bettina Ongpin | Atok-Biz Wedge Co. | Non-Executive i

{vl Relationship within the Company and its Group

Provide details, as and if applicable, of any relation among the members of the Board of Directors, which
links thern to significant shareholders in the company and/or in its group:

ana Bettina ngmpin Roberto V. Ongpin Daughter-father
Dennis O, Valdes Roberto ¥. Ongpin Nephew-uncle

fvi} Has the company set a limit on the number of board seats in other companies {publicly listed, ordinary and
companies with secondary license) that an individual director or CEO may hoid simultaneously? In particuiar,
is the fimit of five board seats in other publicly fisted companies imposed and observed? If yes, briefly
describe other guidelines:

Executive Director Under the Manual on Corporate None
Non-Executive Director Governance of the Company, the None
CEQ ’ Board of Directors rmay impose None

guidelines For the number of
directorships held by its members. To
date, the Board has efected not to fix
3 maximum, However, one of the
considerations for sach nomines for
alection o Board i3 his/her
dgirectorship in other companies to
guide the Board in determining
whether the nomines will have the
time to perform his/her functions as &
director of the Company.

{c} Sharehoiding in the Company

Camplete the following table on the members of the company's Board of Directors who directly and indirectly
own shares in the company:

745,738,396/ various
Roberto V., Onepin 21,840,000 companies 53.54
2%,733,565/HKPirate
Dennis (. Valdes 2,443,200 Hoidings inc. 1.65
Anng Betting Ongpin 100 - -
Tomas L Alcantara 372,000 - .03
Rafae! B. Ortigas 1,200 - .




Edgardo J, Angara 100 - Ll
13,043,578/Gregorio
Gregorio Ma. Araneta ill 100 Araneta ing, 0.91
Zatdy M. Prieto 190,700 - *
Rodoifo Ma. A. Ponferrada 236,000 - 0.02
Victor . Macalincag 10,000 - -
Edgar Brian K. Ng 151,500 - 0.01
Cliburn Anthony A, Orbe 202,800 - 0.01
Michae! Angelo Patrick M,
Asperin 1 - -
Crisanto Roy B. Afcid 100 - -
TOTAL 25,447,801 780,006,539 56.17%

2} Chairman and CEO

{a} Do different persons assume the role of Chairman of the Board of Directors and CEO? If no, describe the checks
and balances faid down to ensure that the Board gets the benefit of independent views.

Yes!::::] NO‘/E ' f

While the same person assumes the position of Choirman and CEQ, a sepurate person gssumes the roles and
responsibifities of the President. All actions of management are submitted to the stockholders for their ratification.

identify the Chair and CEQ:

Roberto v. Ongpin

Dennis 0. Valdes

{b} Roles, Accountabilities and Deliverables

Define and clarify the roles, accountabiiities and deliverables of the Chairman and President.

Direct day to day supervision an
Role of Directors and the Executive administration of the business
Committes affalrs of the corporation
Accountabliities 1| To the shareholders To the CEQ
. Acts as principal executive officer and Profitable performance of the
Deliverables
head of management Company

3} Explain how the board of directors plans for the succession of the CEO/Managing Director/President and the top key
management positions?

For olf senior positions, including that of the CEQ, there Is a key deputy ussigned who cun toke over whenever there is a
vacancy.




4)

COther Executive, Non-Executive and independent Directors

Does the company have a policy of ensuring diversity of experience and background of directors in the board? Please
explain,

Yes. Alf qualifications of the members of the Board are reviewed by the Nominations Committee.

Under the Company’s Manual on the Corporate Governance Manudl, the membership of the Board may be @
combination of executive and non-executive directors fwhich include independent directors) in order that no director or
small group of directors can dominate the decision-muking process. The non-executive directors should possess such
qualifications ond statute thot would enable them to effectively participate in the deliberations of the Boord.

Does it ensure that at least one non-executive director has an experience in the sector or industry the company
belongs to? Please explain.

There is no express rule requiring that the Board include at least one non-executive director. However, in practice, the
Nominations Committee gnsures that there is at least one non-executive director who hos experience in the sector or
industry the company belongs to,

Define and clarify the roles, accountabilities and deliverables of the Executive, Non-Executive and Independent
Directors:

s M

The Manual doesi’t distinguish between executive
antd non-executive directors.
it is the Board's responsibility to foster the long-
term success of the corporation, and to sustain its .
competitiveness and profitability in a manner ??%e ;ﬁﬁiegend?nt
consistent with its corporate objectives and the best director is subject to the
interests of its stockholders. same ge‘n.ei"a;l

Role responsibilities and
The Board should formulate the corporation’s vision, specific duties and
mission, strategic objectives, policies and rc'esponmb;i{ises ofa
procedures that shall guide its activities, Including director.
the means o effectively monitor Management's
performance.
To the shareholdars
I their capacity as

Accouniabiiities | executive officers of the | To the shareholders To the shareholders
Company, they are
accountable to the
Board of Directors,
To:
a. Implement a

Deliverables process for the selection | -do- ~de-
of directors who can add
value and contribute
independent judgment




to the formulation of
sound corporate
strategies and policies.
Appoint competent,
professional, honest and
highly-motivated
management officers.
Adopt an effective
succession planning
program for
Management;

b. Provide sound
strategic policies and
guidelines to the
corporation on major
capital expenditures.
Estabilish programs that
can sustain its long-term
viability and strength,
Periodically evaluate and
monitor the
implementation of such
policies and strategies,
including the business
plans, operating budgets
and Management’s
overali performance.

. Ensure the
corporation’s faithful
compliance with all
applicable laws,
regulations and best
busginess practices.

d. Estabiish and
miaintain an investor
refations program that
will kaep the
stockholders informed
of important
developments in the
Company. Iif feasible, the
Company's CEO or chief
financial officer shall
exercise oversight
responsibility over this
nrogram;

e identify the
sectors in the
community in which the
Company operates or
are directly affected by
its operations, and
formulate a clear policy
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of accurate, timely and
effective communication
with them.

f. Adopt a system
of checks and balances
within the Board, A
regular review of the
effectiveness of such
system should be
conducted to ensure
integrity of the decision-
making and reporting
processes at all times.
There should be a
continuling review of the
Company's internal
controf system in order
to maintain its adeguacy
and effectiveness;

B Identify key
risks areas and
performance indicalors
and monitar these
factors with due
diligence to enable the
corporation to anticipate
and prepare for possible
threats to its operations
and financial viability;

h, Formulate and
implement policies and
procedures that would
ensure the integrity and
transparency of related
party transactions
betwesn and among the
Company and its joint
ventures, subsidiaries,
associates, affiliates,
major stockholders,
officers and directors,
including their spouses,
children and dependent
siblings and parents, and
of interfocking director
relationships by
members of the Board;
L. Constitute an
Audit Commitiee and
such other commitiees it
deems necessary 1o
assist the Board in the
performance of its
duties and

11




responsibifities,

i Establish and
maintain an alternative
dispute resolytion
system that can
amicably settle conflicts
or differences between
the Company and its
stockholders, and
between the Company
and third parties,
inciuding regulatory
authorities; and

k. Meet at such
times or frequency as
may be needed. The
minutes of such
meetings should be duly
recarded. Indepandent
views gduring Board
meetings should be
encouraged and given
due consideration.

i. Keap the
activities and decision of
the Board within its
authority under the
Articles of Incorporation,
By-laws and in existing
iaws, rules and
regulations.

m. Appuint 2
Compliance Officer who
shall have the rank of at
least vice president. In
the absence of such
appointment, the
Corporate Secretary,
preferably a lawyer, shall
act as Compliance
Officer,

Provide the company’s definition of “independence” and describe the company’s compliance to the definition.

Section 2.2.1.5 of the Manual provides that an independent director js o person who, apart from his fees and
shareholdings, is independent of Management and free from any business or other relationship which could, or could
reasonably be perceived to, materigily interfere with his exercise of independent judgment in carrying out his
responsibilities as a director in the Corparation.

The independent director is subject to the same general responsibilities and specific duties and responsibifities of a regular

director. While an independent director should always attend Board meetings, his absence shall not offect the quorum
requirerment.
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This definition is consistent with the Corporote Governance Code.

Does the company have a term limit of five consecutive years for independent directors? if after two years, the company
wishes to bring back an independent director who had served for five years, does it limit the term for no more than four
additiona] vears? Please expiain.

The Compony adheres to and adopts the term limits set down in 3£C Memorandum Circular No. 8 Series of 2011,

§)  Changes in the Board of Directors (Executive, Non-Executive and Independent Directors)
{a}) Resignation/Death/Removal

indicate any changes in the composition of the Board of Directors that happened during the period:

Attend to business

Mario A. Oreta Director December 31, 2015
matters

{b} Selection/Appointment, Re-election, Disgualification, Removal, Reinstatement and Suspension

Describe the procedures for the selection/appointment, re-election, disqualification, removal, reinstatement and
suspension of the members of the Board of Directors, Provide details of the processes adopted [including the
frequency of election} and the criteria employed in each procedure:

(;) Executive Directors . a. Holder of at least one (1} share

of stock of the Company;

b. He shall have at least a coliege
education or equivalent
academic degree;

¢. Practical understanding of the
business of the Company;

(ii) Non-Executive Directors d. He shali be at least twenty one
{21) years old;

Any shareholder can submita | & Membership in good standing
nomination for election to the | N relevant industry, business o

board to be submitted prior to professional organizations; snd
the conduct of the f. Previous business experience.

stockholders’ meeting. The
Nomination Committee
evaiuates then submits its

recommendation to the He shall, apart from his fees and
sharehoiders for election. shargholdings, be independent
of Management and free from
any business or other
relationship which could, or
could reasonably be perceived
to, materially interfere with this
exercise of independent
judgment in carrying out his
responsibilities as a director of
the Company.

Same as the above qualifications,
in addition:

{iiij independent Directors
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{i} Executive Directors

{ii} Non-Executive Directors

{iii} Independent Directors

{i} Executive Directors

{il} Non-Executive Directors

{i#i} Independent Directors

~ S@me ~

Any shareholder can notify the
Board of the existence of any
criteria for permanent
disgualification, This will he
evaiuated by the Nominations
Committee. Upon
recommendation of the
Nominations Committee, the
director concerned will no
longer be included in the
roster of directors for election.

Likewise ohserving the provisions
of SEC Mernorandum Circular
N 9, Series of 2011

~ S@me-

Subject to term limitations

i. Any person convicted by final
judgment ororder by a
competent judicial or competent
administrative body of any crime
that () invoives the purchase or
sate of securities, as defined In
the Securities Regulation Code;
{b] arises out of the person’s
conduct as an underwriter,
broker, dealer, investment
adviser, principal, distributar,
mutual fund dealer, futures
comnission merchant,
commuodity trading advisor or
fioor broker; or {c) arises out of
his fiduclary relationship with a
bank, quast-bank, trust company,
invastrnent house or as an
affiliated person of any of them;
it Any person who, by reason of
misconduct, after hearing, is
permanently enjoined by a final
judgment or order of the
Commission or any court or
administrative body of
competent jurisdiction from: {a}
acting as underwriter, broker,
deater, investment adviser,
principal, distributor, mutyal
fund dealer, futures commission
maerchant, commodity trading
agvisor or floor broker; or
{b)acring a5 tirector or officer of
a bank, quasi-bank, trust
company, investmeant house or
investment company; {¢}
erigaging in or continuing any
condduct or practics in any of the
capacities mentioned in sub-
paragraph a and b above, or
wiilfully vipiating the faws that
govern securities and banking
activities,

The disqualification shall also
apply if such person is currently
the sublect of an order of the
Commission or any ¢ourt or
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administrative body denying,
revoking or suspending any
registration, license or permit
issued to him under the
Corporation Code, Securities
Regulation Code or any other law
administered by the Commission
or the Bangko Sentral ng Pilipinas
{BSPY, or under any rule or
reguiation issued by the
Commission or the BSP, or has
otherwise been retrained to
engage in any activity involving
securities and hanking; or such
person is currently the subject of
an effective order of a seff-
regulatory organization
suspending ar expelling him from
membership, participation or
association with a member or
participant of the organization.
iii. Any person convicted by final
pudgment or order by a
competent judicial or competent
administrative body of an
offense involving moral
turpitude, fraud, embezziemen,
theft, estafa, counterfeiting,
misappropriation, forgery,
bribery, false affirmation, perjury
or gther fraudulent acts;

iv. Any persan who has been
adjudged by final judgment or
order of the Commission, or a
court or competent
administrative body to have
willfully viclated, or willfully
aided, abetted, counseled,
induced ar procured the
violation of, any provision of the
Corparation Code, the Securities
Regulation Code, or any other
law administered by the
Commission or BSP, or any rule,
regutation or order of the
Commission or the BSP;

v. A person earlier elected as
independent director who
becomes an officer, employee or
consultant of the same
corporation;

vi, Any person judicially declared
10 be insolvent;

vil, Any person finaily found
guilty by a foreign court or
equivaient Binancial regulatory
authority of acts, violations or
misconduct similar to any of the
acts, vinlations or misconduct
listed in the foregoing
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(i} Executive Directors

{i1) Non-Executive Directors

{i) independent Directors

Any shargholder can notify the
Board of the existence of any
criteria for temporary
disqualification. This will be
evaluated by the Nominations
Committee. Upon
recommendation of the
Nominations Commitiee, the
director concarned will
temporarily disqualified.

A temporarily disqualified
dirgctor shall, within sixty (60}
business days from such
disgquaiification, fake the
appropriate action to remedy
or correct the disqualification.
if he fails or refuses to do so
for unjustified reasons, the
disqualification shall become
permanent.

paragraphs; and

with. Comviction by final judgrment
of an offense punishable by
imprisonmant for a period
exceeding six {6) years, or a
viglgtion of the Corporation
Code, committed within five {5}
years prior (o the date of his
afection or appointment.

i. Refusal to comply with the
disclosure requirements of the
Securities Regulation Code and
its mplementing Rules and
Regulations. This disqualification
shall be in effect as long as his
refusal persists;

ii. Absente in maore than fifty
percent (50%] of all meatings,
both regular and special, of the
Board of Directors during hisfher
incumbency, of any twelve {12}
month pariod during said
incumbency, unless the absence
is due toiliness, death in the
immediate family or sericus
accident. This disqualification
applies for purposes of the
succeeding election;

il Dismissalftermination for
cause as in ancther corporation
coverad by the Code of
Corporate Governance, This
disgualification shall be by effect
until he has cleared himself of
any involvernent in the cause
that gave rise to his dismissal or
termination;

w. if the beneficial equity
ownership of an independent
director in the corporation or its
subsidiaries and affilistes
exceeds two percent {2%) of its
subscribed capital stock. The
disqualification shall be lifted if
the limit is later complied with;
and

v, Canviction that has not yet
become final referred to in the
grounds for the disqualification
of directors.

Atemporarily disqualified
director shall, within sbay {60)
tusiness days from such
disqualification, take the
appropriate action 1o remedy or
corrart the disquatification. i he
fails or refuses to do so for
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{il) Non-Executive Directors

(i} Executive Directors

(i) independent Directors | ©X31S Of

remedied.

i

{it} Non-Executive Directors

{i} Executive Directors Any shareholder can notify the

Board of the existence of any
¢riteria for permanent
disqualification. This will be
evaluated by the Nominations 1 1, Any ground for permanen

Committee. Upon disqualification
recormnmendation of the 2. toss of any qualification for
{iil} iIndependent Directors Nominations Committes, the | election

director can be removed in
accordance with the procedure
iaid down in Section 22 of the
Corporation Code

To be evaluated by the
{ii} Non-Executive Directors Nominations Committee if the
disgualification no  longer

i 2 i
{i} Executive Directors Any shareholder can notify the
Board of the existence of any
criteria for permanent
disgualification. This will be
evaluated by the Nominations
Committee. Upon
recomnmentation of the
{iif) Independent Directors Nominations Committee, the
director can be removed in
accordance with the procedure
laid down in Saction 22 of the
Corporation Code.

unjustified reasons, the
disqualification shall become
permanent.

A temporarity  disqualified
director takes the appropriate
action to remedy or correct

has been amply the disqualification.

Viptation of the Company's
Manual of Corporate Governance

Veting Resull of the last Annual General Meeting

Roberto V. Ongpin

Mario A. Oreta

Dennis 0. Valdes

Anna Bettina Ongpin

Buring the last stockholders’ meeting, all votes

Tomas i, Alcantara

of the stockholders present and represented

Hafael B, Ortigas

were distributed equally among the 15

Edgardo J. Angara

nominges.

Greporio Ma. Araneta Bi

Zaldy M. Prieto

Rodolfo Ma. A, Ponferrada
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victor C. Macalincag
Edgar Brian K. Ng
Cliburn Anthony A, Orbe

Michae] Angelo Patrick M. Asperin
Crisanto Roy B, Aldd

&) Orientation and Education Program
{a} Disclose details of the company’s orientation program for new directors, if any.
The Corporate Secretary furnishes off directors o copy of the Company’s Monual on Corporate Governonce. He also
remings the directors to attend the semingr on corporate governance.
{b) State any in-house training and external courses attended by Directors and Senior Managamenf for the past
three [3) years:
On january 12, 2012, some of the Company’s directors and officers attended g seminar on corporgie governance
conducted by the Bankers institute of the Phifippines, (nc.
(¢} Continuing education programs for directors: programs and seminars and roundtables attended during the year.
-
Rafael 8. Ortigas November 16, Corporate Governance Philippine Corporate
2015 Seminar Enhancement and
Governance, inc.
None N/A N/A N/A
None N/A NiA NiA
8. CODE OF BUSINESS CONDUCT & ETHICS
1) Discuss briefly the company's policies on the following business conduct or ethics affecting directors, senior

management and smployess:

135 the obligation of every

{a} Conflict of interest

Disclosure of possible
conflict of interest is
required. The existence
of a conflict of interest
or the appearance of
conflict canbe a
ground for removal
from office.

Disclosure of possible
conflict of interest is
required. The existence of
a conflict of interest or
the appearance of conflict
can be 3 ground for
removal from office and
for termination from
employment.

emploves to dectare to declare
and disclose in writing to the
Cornpany his own involvement
in any endeavor, whichis in
conflict to the interests of the
Company. The existence of a
contlict of interast per se is not
a punishable act as perthe
Company's Code of Discipline,
However, Tailure, whether
delibarate or through neglect,

* senior Management refers to the CEQ and other persons having authority and responstbiiity for planning, directing and
controliing the activities of the company.
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to disclose the same to the
Company shall be meted out
the penalty of 5 days
suspension or dismissal,
depending on the impact or
&ffect to the Company's
interest

{b} Conductof
Business and Fair
Dealings

All direciors are
expected to exhibit falr
play in dealing with
ard for the Company,

Honesty and transparency
is markiated. Agy
violation can be a ground
for disciplinary  action,
depending on the gravily,

Honesty and transparency is
mandated. Any viclation can
be a ground for disciplinary
action, depending on the
gravity,

{¢} Receipt of gifts from
third parties

This is discouraged.

This is highly discouraged
to  avoid  conflicts  in
interest. The Company
has a policy providing
guidelines for receiving
gifts,

This is highly discouraged to
avoid conflicts in interest.
The Company has a policy
providing guidelines  for
receiving gifts.

{dl Compliance with
Laws & Regulations

Alb directors are
regquired to  disclose
any pending Htigation
or proceeding.

All officers are required to
disclose any  pending
litigation ot proceeding.

All employees are reguired
to disclose any pending
fitigation or procesding,

{e} Respect for Trade
SecreisfUse of Non-
public Information

Al directors are
required to keep

confidential the
Company's trade
secrets  and  private
information. Insider

trading is not allowed.

Al are required o keep
confidential the
Company's trade secrefs
and private information.
Violation of
confidentiality can be a
ground for disciplinary
action, depending on the
gravity.

Al are required o keep
confidential the Company's
trade secrets and private
information. Vielation of
confidentiality can be 2
ground  for  disciplinary
action, depending on the
gravity.

{fy Useof Company
Funds, Assets and
information

Use of Company assets
is highly monitorad angd
s only allowed for
legitimate business
purpose.

Use of Company assels is
highly monitored and is
only aliowed for
legitimate husiness
purpose.  Misuse  of
company assets can be a
ground for disciplinary
action, depending on the
gravity.

Use of Company assels Is
highly monitored and is only
altowed  for  legitimate
business purpose. Misuse of
company assets ¢an be a
ground for  disciplinary
action, depending on the
gravity,

{g) Employment &

The Company strictly cbserves
compliance  with  existing

La?gf Laws & N/A N/A amployment  and  labor faw
Poticies standards and policias.
Every employee who has been
_ Subjectto Discretion of the Board | °/°§¢d 10 have commitied a
th] Disciplinary action disqualification from and/or the Management viglation of the Company’s
' ' office {permanent or . Code of Discipline shail be
temporary) Committee accorded his right to due
Procass,
No formal policy is The Company has The Company has

{i}  Whistle Blower

adopted.

designated e-mail address
to report any whistle

designated e-mail address
to report any whistle
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2)

blowing regarding fraud,
misappropriations,
discrimination, sexual
harassment, and other
wrongful conduct or
itiegal acts. All procedure
and infarmation obhtained
is kept confidential,

blowing regarding fraud,
misappropriations,
discrimination, sexual
harassment, and other
wrongful conduct or Hlegal
acts. All procedure and
information obtained is kept
confidential.

This is in accordance
with the Manual on
Corporate Governance.

{iy Conflict Resolution

Members of Senior
Management afre
encouraged to discuss
and settle conflict among
themselves. The
Chairman or higher officer
can intervene to settle
the conflict.

All employees must report
to their respective
supervisors any conflict for
resolution.

Has the code of ethics or conduct baen disseminated to all directors, senior management and employees?

Yes. The Company’s Code of Discipline has been disseminated to oll executives, senior management and the

employees.

Discuss how the company implements and monitors compliance with the code of ethics or conduct,

The Compony has enforced the provisions of its Code of Disciptine in ceses involving infroctions and offenses
committed by its employees. The Company mukes sure thot affected employees are given all the rights avaitable under

existing faws and regulation.

The Company moniters compiiance with its Code of Discipline through regular assessments and reports accomplished

by the employees and their supetiors.
Retated Party Transactions

{a} Policies and Procedures

Describe the company’s policies and procedures for the review, approval or ratification, monitoring and recording
of related party transactions between and among the company and its parent, joint ventures, subsidiaries,
associates, affillates, substantial stockholders, officers and directors, including their spouses, children and
dependent siblings and parents and of interlocking director relationships of members of the Board.

{1} Parent Company
{2} Joint Ventures
{3} Subsidiaries
{4} Entitles Under Common Control
{5} Substantial Stockholders
{6} Officers including

spouse/children/siblings/parents
{7} Directors including

spouse/children/siblings/parents
{8) interlocking director relationship

length commercial terms and subject to bidding against third
parly suppliers. Purchases and services are usually awarded
on the basis of lowest cost provider,

All are disclosed to the stockholders in the Company’s annual
reports,

wWhenever applicable, the concerned director inhibits himself
from voting on the approval/consideration of the
transaction.
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of Board of Directors

Al material information about the Company, which could
adversely affect its viability or the interests of the
stackholders, shall be publicly and timely disclosed. Such
information shall include related party transactions, among
others,

1t is the duty of the Board to formulate and implement
policies and procedures that would ensure the integrity and
transparency of related party transactions between and
among the Company and is joint ventures, subsidiaries,
associates, affiliates, major stockholders, officers and
directors, including thelr spouses, children and dependent
siblings and parents, and of interlocking director
refationships by members of the Soard

A director/officer should not use his position to profit or gain
some benefit or advantage for himself and/or his related
interests. He shall avoid situations that may compromise his
impartiality. if an actual or potential conflict of interest may
arise on the part of a director/officer, he shall fully and
immediately disciose it and shall not participate in the
decision-making process. A directorfofficer who has a
continuing material conflict of interest shall serfously
consider resigning from his position.

(b} Conflict of interest

{i} Directors/Officers and 5% or more Shareholders

identify any actuai or probable conflict of interest to which directors/officers/5% or more shareholders may

be involved.

N/A. There is no uctual or probuble conflict of interest to which directors/officers/5% or more shareholders

may be involved.

Name of Director/s

Narne of Officer/s

Name of Significant Shareholders

{ily Mechanism

Describe the mechanism laid down to detect, determine and resolve any possible conflict of interest between
the company and/or its group and their directors, officers and significant shareholders.

Company

Group diligence will be conducted before a transaction is closed.

5)  Family, Commercial and Contractual Relations
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{a} indicate, if applicable, any relation of a family,” commercial, contractual or business nature that exists between
the holders of significant equity {5% or more), to the extent that they are known to the company:

None

(b} Indicate, if applicable, any relation of a commercial, contractual or business nature that exists between the
hotders of significant equity (5% or more) and the company:

None

{c) Indicate any shareholder agreements that may impact on the control, ownership and strategic direction of the
company:

Mone

None

There ure no voting trust agreements or any other similar agreement thot may result in ¢ change in control of the
Company of which the Company has any knowledge. No change in control of the Registrant has oecurred since the
beginning of its last fiscol yeor,

£} Alternative Dispute Resolution

Describe the alternative dispute resolution system adopted by the company for the last three (3) vears in amicably
settling conflicts or differences between the corporation and its stockholders, and the corporation and third parties,
including regulatory authorities,

Carporation & Stockholders
Corporation & Third Parties
Corporation & Regulatory Authorities

Some contract entered into by the |
Corporation provide for arbitralion.

* Family relationship up to the fourth civil degree either by consanguinity or affinity.
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C. BOARD MEETINGS & ATTENDANCE
1} Are Board of Directors’ meetings scheduled before or at the beginning of the year?
Meetings of the Board of Directors are held quarterly,

2} Attendarnce of Directors

Chairman 11 August
Roberto V. Ongpin 2015

Member 11 August 5 ES &0
Mario A, Oreta s

Member 11 August 4% 5 100
Dennis O, Valdes 2015

aombar 11 August 5 5 160
Anna Bettinag Ongpin 2018 )

Member 1% August 5 5 106
Tomas §. Alcantara 2015

Member 11 August 5 4 20
Rafzel B, Ortigas 2013

Member 11 August 5 3 60
Edgardo 1. Angara 2015

Member 13 Augusi 5 5 108
Gregorio Ma. Aransta Il 2015

Membar 11 August 5 5 100
Zaldy M, Prieto 2015

Member 11 Aupgust 5 5 100
Rodoifo Ma. A. Ponferrada 2018

‘Momber 13 August 5 5 100

Victor €. Macalincag 2015

Member 11 August 5 4 50
Edgar Brian K. Ng 2015

dMember . 1% August 5 5 100
Cliburn Anthony A, Orbe 2015

Meamber 11 August 5 5 100
Michael Angelo Patrick M. Asperin 2015

Member 11 August G 4 80
Cristanto Roy B. Aldd 015

4) Do non-executive directors have a separate meeting during the year without the presence of any executive? if ves,
how many times?

No,

55 1is the minimum quorum requirement for Board decisions set at two-thirds of board members? Please explain,
As per the By-Laws of the Compony, a majority of the number of directors as fixed in the Articles of incarporotion shalf
constitute a quorum for the tronsaction of corporate husiness, And ¢ mujority of the directors present in g meeting
[provided there is o quorumj shall be valid to pass o corporate act.

5} Access 1o information

{a} How many days In advance are board papers” for board of directors meetings provided to the board?

* Board papers consist of complete and adequate information about the matters to be taken in the board mesting.
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At legst one doy in gdvance.

{b} Do board members have Independent access to Management angd the Corporate Secretary?
Yes,

{c} State the policy of the role of the company secretary. Does such role include assisting the Chairman in preparing
the hoard agenda, facifitating training of directors, keeping directors updated regarding any relevant statutary
and regulatory changes, ete.?

The following are the duties gnd responsibilities of the Company’s Corporate Secretory:

a. Be responsible for the safekeeping and preservation of the integrity of the minutes of the meetings
of the Board and #ts committees, os well os the other officie! records of the Company;

b. Be loyal to the mission, vision and objectives of the Company;

. Work foirly and objectively with the Board, Monagement and stockholders;

d. Have appropricte administrative and interpersonal skifls;

e. If he is at the same time the Compuany’s legal counsel, be aware of the faws, rules and regidotions
necessary in the performonce of his duties and responsibiiities;

F Hove o working knowiedge of the operations of the Compuny;
g. Inform the members of the Board, in accordance with the by-laws of the Company, the agenda of
their meetings and ensure that the members have before them accurate information thot will enable

them to arrive at intelligent decisions on motters that require their opprovol;

h. Attend oll Board meetings, except when justifioble couses, such os, illness, death in the immediate
Family and serious accidents, prevent him from doing 50,

1. Ensure that oli Board procedures, rules and requiations are strictly followed by the members; and

J. If he is also the Compliance Officer, perform il the duties ond responsibilities of the said officer us
provided for in this Manual

k. Submit to the Commission, on or before Jonuary 30 of the folfowing year, on anpual certification os
to the attendance of the directors during Board meetings,

{d} Is the company secretary trained in legal, accountancy or company secretarial practices? Please explain should
the answer be in the negative.

Yes. The Company’s Corporate Secretary is a member of the Integrated Bor of the Phifippines,

{e} Committee Procedures

Disciose whetber there is a procedure that Directors can avall of to enable them to get information necessary to
be able to prepare in advance for the meetings of different committees:

Information includes the background or explanation on matters brought before the Board, disclosures, budgets, forecasts
and internal financiat documents,
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Yes No i; i

R

Executive The Corporate Secretary ensures that the agenda and
documents needed for the scheduled committee meeting are
sent to the members at least one {1) day before. Each member
of the commitiee is likewise free to contact the Corporate
Secretary at any time to obitain any relevant information,

Audit ~do-
Nominations ~go-
{ompensation -t~
Others {specify] - Stock Option | -do-
Committee

7y External Advice

indicate whether or not a procedure exists whereby directors can receive external advice and, if so, provide
details:

Mo procedure, but directors are free to secure
external advice at their own expense,

8} Change/s in existing policies

Indicate, if appiicable, any change/s introduced by the Board of Directors (during its most recent term) on existing
policies that may have an effect on the business of the company and the reason/s for the change:

None

D. REMUNERATION MATTERS

1} Remuneration Process

Discicse the process used for determining the remuneration of the CEQ and the four (4) most highly compensated
management officers:
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Management recommends the
rate. This is deliberated upon by
the Compensation Committes
{1} Fixed remuneration then forwarded (o the
Executive Comimitiee or {0 the
full Board of Directors for

Management recommends the
rate. This is deliberated upon by
the (ompensation Commitlee
then forwarded to the Executive
Committee or to the full Board
of Directors for approval.

approval.

{2} Variable remuneration
{3} Per diem allowance Not applicable
{4} Bonus
, - Mot applicable
{5} Stack Optzorfﬁ and in accordance with the stock

other financial option plan

instruments P P
{6} Others {specify} Mot applicable

2} Remuneration Policy and Structure for Executive and Non-Executive Directors

Disclose the company’s policy on remuneration and the structure of its compensation package. Explain how the
compensation of Executive and Non-Executive Directors is calcuiated.

The per dism is caiculated based on
an estimate of how muth s the
reasonable  expense necessary o
attend the board mestings, This is
submitted 1o the stockholders for
their ratification during stockhotders’
annual meeting.

Executive Directors Per diem

For their additional compensation,
this is caloulated based on
management’s recommendation,
sublect 1o the prior approvals of the

As per Article 11, Compensation Committag and the
Section 9 of the By- Board of Dirpctors,

Laws

The per diem s cakulsted based on
B estimate of how much is the
reasonable  axpense necessary
#itend the boasrd meetings. This &
suhmitted o the stockhoiders for
thelr ratification during stockholders’
Non-Executive Directors Perdiem | *nnudlmeeting.

For their additions! compansation,
this is calculated based on
management’s racommendation,
sublect to the prior approvals of the
Compensation Commitiee and the
Board of Directors,
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3}

Do stockhoiders have the opportunity to approve the decision on total remuneration {fees, allowances, benefits-in-
kind and other emoluments) of board of directors? Provide details for the last three (3] vears.

Yes. Stockholders are given this opportunity.

N/A N/A

MA N/A

N/A N/A
Aggregate Remunaration

Complete the foliowing table on the aggregate remuneration accrued during the most recent year.

{sj Fixed Remuneration None None None
b} variable Remuneration None Nong None
{c} Perdiem Allowance None None None
{d} Bonuses None Hone None
{e) Stock Options and/for
other financial None Nong None
instruments
{fi Others (Specify} None None None

1)}  Advances MNone None
2} Credit granted Nong None Nong
Pension Pl
3 enspn ﬁamf s None MNone None
Contributions
{d} Pension Plans, :
N N
Obligations incurred one None one
{e} Life insurance Premium None None MNone
{f} Hospitalization Plan None Nope pone
{g) CarPlan None None None
fhY Others Specify) None None None
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4} Stock Rights, Options and Warrants

{a) Board of Directors

Complete the following table, on the members of the company’s Board of Directors who own or are entitied to
stock rights, options or warrants over the company’s shares:

% T s s SR Fheuhal il s erahaliuiel e

Dennds O. Valdes 1,450,060 1,250,000 09%
Edgar Brian K. Ng | 1,200,000 1,200,000 8%
Zaldy M. Prieto 950,000 950,000 07%
Cliburn Anthony

A Orbe 250,000 250,000 02%
Rodatfo Ma. A | 04 600 200,000 01%
Ponferrada

(b} Amendments of Incentive Programs

indicate any amendments and discontinuation of any incentive programs introduced, including the criteria used
in the creation of the program. Disclose whether these are subject to approval during the Annual stockhoiders’
Meeating:

- . oy L N/A :
None N/A NJA
None N/A N/A

51 Remuneration of Management

identify the five {5} members of management whe are not at the same time executive directors and indicate the total
remunesation received during the financial yean

Alexander €, Manabal

Maria Lourdes A, De Guzman

Raymund 5. Aguino Php10,272,000.00

Antonio lose K. Garcia

Muona Liza L Naverro
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BOARD COMMITTEES

Number of Members, Functions and Responsibilities

Provide details on the number of members of each committee, its functions, key responsibilities and the
power/authority delegated to it by the Board;

By-laws of ¥ Jwiti}
g Overseesthe | Acts asthe he E,m ve
the Committes
Company | fManagement | Board of may act, by
of the Directors, Lo
majority  vote
Lompany; a5 regards .
of alf Hs
Grants the approvals o
members,  on
necessary and .
. such  specific
) corporate transaction e
Executive matters within
approval for | s of the the
transactions Company
B . competence
done in the inthe
ordinary ordinary of, and as may
be delegated
course of course of
) . by the Board
husiness its \
. of Directors.
business.
Under the Audit Committes
Charter, the Committee | a. Over
shall have the following | seethe work
functions and | of the
responsibilities: externat
auditor of
a, Assist the Beard in | the Company
the performance of 1 inthe
its oversight | conductof its
responsibility  for | annual audit,
the financial
reporting process, | b, Resol
system of internal | ve any
Audit control, audit | disagreamen
process and | ts between
monitoring of | management
compliante  with | and the
applicable laws, | axternai
rules and | auditor
regulations; regarding
financial
b, Provide oversight | reporting.
over
Management's <. Pre-
activities in | approve all
managing credit, | auditing and
market, liquidity, | permitted
operational, legel | non-audit
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and other risks of
the Company. This

function shall
include regular
receipt from

Management  of
information on risk
exposures and risk
management
activities, The
Committee  shall
also promote risk
awareness in the
Company;

Perform oversight
functions over the
Company’s internal

and external
auditors. it shail
ensure  that the
internal and
external  auditors

services
performed
by the
Campany's
external
auditor,

d. Whe
never
necessary,
retain
independent
counsel,
accountants,
or others to
advise  the
committee or
assist in the
conduct . of
an
investigation.
After
investigation

act independently | s, the
from each other | Commiltee
and that both | shall have
auditors are given | the authority
unrestricted access | to implement
to  all  records, | the
properties and | appropriate
personnel to i remedies to
enable them 1o} address any
perform their { finding of
respective wrongdaing
functions; or maccurate
reporting
Review the annual ! and
internal audit plan | whenever
to ensure fts | necessary
conformity  with | institute the
the objectives of { appropriate
the Company. The | iegai actions
plan shall include | to  protect
the audit scope, | the best
resources and } interest of
budget necessary ! the
16 implement it; Company.
Prior to the | e. Seek
commencement of | any
the audit, discuss | information
with the external | it requires
auditor the nature, ¢ from
scope . and | employees—

such |
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expenses of the
audit and ensure
proper
coordination if
more than one
audit firm is
involved in  the
activity to secure
proper  coverage
and minimize
duplication of
efforts. The
Committee  shall
review and
approve
management’s
representation
letter before
submission to the
external auditor;

Organize an
internal audit
department  and
consider the
appointment of an
independent

internal auditor

and the terms and
conditions of #s
engagement and
removai;

Monitor and
evaluate the
adeguacy and
effectiveness of
the Company’s
interpal controt
system,  including
financial reporting
controb and
information

technology

security;

Review the reports
submitted by the
internal and
external auditors;

Review the
guarterly, half-year
and annual

ali of whom
are directed
to tooperate
with the
commitiee’s
requests--ot
external
parties.

f. Meet
with
company
officers,
external
auditors, or
outside
counsel, as
necessary.
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financial

statements before
their submission to
the Board, with
particular focus on
the following
matters:

i. Any
changes in
accountin
g policies
and
practices

it. Major
judgment
al areas

fii, Significant
adjustmen
3
resulting
from audit

iv. Going
concern
assumptio
ns

v. Complianc
€ with
accountin
E
standards

vi. Complianc
e with tax,
legal and
regulatory
reguireme
nts

vil. Unusual
or
complex
transactio
ns
including
all related
party
transactio
ns

Coordinate,
monitor and
facilitate
complance  with
laws, rules and
regulations
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Evaluate and
determine the
non-audit work, if
any, of the
external  auditor,
and review
periodically the
non-audit fees paid
to the externsi
augditor in relation

to their
significance to the
total annual

income of the
external  auditor
and to the
Company’'s overall
consultancy

expenses. The
Committee  shall
disallow any non-
audit work that will
conflict with his
duties as an
external auditor or
may pose a threat

to his
independence,
The non-audit

work, if allowed,
shall be disclosed
in the Company's
annual report.

Establish and
identify the
reporting line of
the internal

Auditor to enable
o properly fulfill
his duties and
responsibilities. He
shall  functionally
report directly to
the Committee.
The Committee
shall ensure that,
in the performance
of the work of the
Internal  Auditor,
he shall be free
from interference
by outside parties
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Marual on Reviews | Recommends
Corporate the to the Board
Governang ificati i lified
e By-aws qualificatt | all qualifie
of the ons of all | nomineeés for
Company Ensures that all | nominati | directorships
candidates for | ons for
Nomination 0 1 2 directorships cifrectors
passess all the | hips and
necessary makes its
qualifications recomme
ndation
to the
Board of
Directors
Mantial on Approves | Recommends
Corporate . level of | to the Board
Governane | Reviews the
¢; By-laws . payand | the level of
; compensation,
of the benefits and benefits pay andd
. Company | . consisten | benefits to be
Remuneration g i 2 incentives . .
. t with the | given to
provided by .
the policies officers and
Corporation of the employees of
P Corporati | the
O, Corporation
Manual on A proves
Cgrgg(;]te pStOCk RetommEfldS
Governang Reviews stock options 10 the Board
Stock e; By-laws ' o the level of
) ofthe options to be to be )
Option 2 1 O stock options
. Company | granted by the | awarded
Committee . to be awarded
Corporation by the by the
Corporati Y .
on Corporation

2} Committee Members

{a} Executive Committes

- Chairman oberto . Ongp%ﬂ

11 August 2015 A

Dennis O Valdes

Member {ED}

1% August 2015 g

{b} Audit Committee

! Chairman {ID) ) Victor C. acrinca

o

11 August 2015 2




Membaer (1D} Edgardo I Angara 11 August 2015 2 2 100 2
Member {iD} Tomas |, Alcantara 11 August 2015 2 2 100 14

Disclose the profile or qualifications of the Audit Committee members.

Members of the Committee shall preferably hove adequate accounting and finance backgrounds, g5 such
qualifications are interpreted by the Board in its business judgment. They shall have the competence to
understand the Company’s busingss, financial systems, management and environment in order to Julfill the
purpose of the Committee. At least one member of the Committee shall huve cudit experience, which may
include any of the following skills:

i understanding of accounting principles spplicabie to the Company und its financicl stotemen ts;

ii. experience in preparing, auditing or reviewing andfor analyzing finoncial stotements of at least of the
same scope as that required for the Company,

iii. experience in actively overseeing o finance ond accoynting team in the preparation of financial
statements;

iv. understanding of internol controls and procedures for financial reports.

Describe the Audit Committee’s responsibility refative to the externad quditor,

As part of its oversight functions, the Audit Committee —

a.  Oversees the work of the external quditor of the Company in the conduct of its annua! qudit.

b. Resolves any disagreements between management and the external auditor regarding financial
reporting.

¢. It shoil ensure thot the internal and external auditors act independently from eoch other ond
that both auditors gre given unrestricted occess to all records, properties ond personnel to
enable them ta perform their respective functions;

d. Prior to the commencement of the audit, discuss with the external auditor the nature, scope
and expenses of the audit ond ensure proper coordination if more than one audit firm is
involved in the activity to secure proper coverage and minimize duplication of efforts. The
Committee shall review and approve management’s representation letter before submission to
the external auditor;

e. Reviews the reports submitted by the internol and externol auditors;

[ Evalugtes and determines the non-audit work, if any, of the external auditor, und review
periodically the non-oudit fees poid to the externai auditor in relgtion to their significonce to the
total annual income of the externai auditor and to the Company’s overol] consultancy expenses.
The Committee shall disalfow any non-audit work that will conflict with his duties as an external
auditor or may pose o threat to his independence.

Describe the Audit Committee’s responsibility relative to the exteraas! auditor,
Perform oversight functions over the Company’s internal and external auditors. it shall ensure that the internal

and externol auditors act independently from each other ond that bath auditors are given unrestricted occess to
afl records, properties and personnel to enable them to perform their respective functions.
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Prior to the commencement of the audit, discuss with the external ouditor the nature, scope and expenses of the
audit and ensure proper coordination if more thon one pudit firm is involved in the octivity to secure proper

coverage and minimize duplication of efforts.

Review the reports submitted by the internal ond external auditors.

Evaluate ond determine the non-gudit work, if any, of the external auditor, and review periodically the non-oudit
fees puid to the external auditor in relation to their significance to the total annual income of the external auditor
ond o the Compony’s overoll consultancy expenses. The committee sholl disaliow any non-gudit work that will
conflict with his duties os an externol cuditor or may pose o threat to his independence. The non-gudit work, if

aitowed, shall be disclosed in the Company’s annual report.

{c} Nominations Committee

Member (ID) | Tomas L. Alcantara 11 August 2015 1 | 1 ] 100 14

Member {NED] | Anna Bettina Ongpin 11 August 2015 1 1 100 3

{d} Remuneration Committee

et

| Chairman Roberto V. Ongpin WAugust2015 | 1 1| 100 16
Member (1D} Toras 1. Alcantara 11 August 2045 1 1 100 14
Member (1D} Gregorio Ma. Araneta ill 1l August 2015 1 i 100 2

fe} Others {Specify) - Stock Option Commitiee

Provide the same information on ali other commitiees constituted by the Board of Directors:

:é
' Chairman Roberto V. Ongpin

13 August 2045 ;] 1 150 16

Member {(ED) Dennis 0. Vaides 11 August 2015 1 1 100 10

3} Changes in Committes Members

indicate any changes in committee membership that occurred during the year and the reason for the changes:

' Executive Mario A, Oreta

resigned as director '
Audit None N/A
Nomination tario A, Oreta resigned as director
Remuneration None N/A
Stock Option Mario A, Oreta resigned as director
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4}  Work Done and Issues Addressed

Describe the work done by each committee and the significant issues addressed during the year,

Executive Approvel of all corporate acls done
in the ordinary course of husiness.
Audit Approval  of  Audit  Committes

Charter and financial statements of
the Company and the internal audit

Program.
Nomination Submitted the short-list of nominess | No significant or controversial issue
for election to the Board of Directors | arose during the year,
of the Company.
Remuneration Approved the compensation

package recommended by the
human resource department and
management,

Others {specify)

5} Commitiee Program

Provide a list of programs that each committee plans to undertake to address relevant issues in the improvement or
enforcement of effective governance for the coming year.

Executive MNone No significant controversial issues
that needs to be addressed has
argse,

Audit None Mo significant controversial issues
that needs 1o be addressed has
arose,

Nomination Mone No significant controversial Issues
that needs to be addressed has
arose,

Remuneration None Mo significant controversial issues
that needs 10 be addressed has
arose,

Others {specify) None No significant controversial issues
that needs (0 be addressed has
arose,

F. RISK MANAGEMENT SYSTEM

i} Disclose the following:

{al Overail risk management philosophy of the company,;

The main purpose of the Corporation’s dealings In finoncie! instruments is to fund its operotions ond copitel
expenditures.
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The Corporation’s risk moanagement policies are established to identify and onalyze the risks faced by it, to set
opproprigte risk limits and controfs, end tc monitor risks and aodherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Corporation’s activities. Al risks faced
by the Corporation are incorporated in the annugl operating budget. Mitigoting strategies and procedures are also
devised to address the risks that inevitably occur 56 os not to affect the Corporation’s operations and detriment
forecasted results. The Corporation, through its training and manggement stondards and procedures, aims to develop
a discipfined ond constructive control environment in which alf employees understand thelr roles and obligations,

{b} A statement that the directors have reviewed the effectiveness of the risk management system and commenting
on the adequacy thereof;

After reviewing the finonciol statements and monogement report of the Compuony for the fiscal yeor, the Board of
Directors believe that the Corporation has an adequate risk management system.

{c} Period covered by the review;
Fiscal Year ended December 31, 2015

{d} How often the risk management system is reviewed and the directors’ criteria for assessing its effectiveness;
The risk management system is regularly reviewed annuaily.
And

{e} Where no review was conducted during the year, an explanation why not.

Risk Policy

{a} Company

Give a general description of the company’s risk management policy, setting out and assessing the risk/s covered
by the system {ranked according to priority}, atong with the objective behind the policy for each kind of risk:

The Management provides | To identify and mitigate any risk
continucuys developing a | which has a direct impact on
framework that integrates into | achieving the oversil goals and
the culture of the organization | objective of the Company.

and ensure of the overall
objectives of the Company are
achieve,

Ensure that the organizations
audit committee, board of
directors as a whole or other
board commitiee  is  giving
appropriate  attentlon to  the
organization’s  catastrophic and
strategic risks and related risk
management activities,
Operational Risks are prioritized, depending | Managing the risk of loss resulting
on the impact to the overall | from inadequate or failed internal
business and the effectiveness by | processes, peaple and systems or
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which these are managed. Risk
mitigation strategies are
deveioped, updated, and
continuously reviewed for
effectiveness, and also monitored
through various control
mechanism.

from external events.

Hazard

The senior management and key
feaders cregted G bock-up
recovery plan if in case there will
be technology  downtime 1o
suppaort the pperation.

To minimized the effect of
technology shut down due to
unforeseen event.

Knowledge
Management

The Management is constantly
training s people to enhance
more their technical abilities
while developing rewarding
system that will attract, retain
and motivate highly competent
peopie and add value to the
company.

To keep the best assets of the
Company, s people,

Compliance

Iy order to comply with the law,
rutes  and  regulation, the
Management ensure that the all
requirements were met before
any sites operate,

To maintain adherence to law,
rules and regulation.

Accounting Controls

The Audit Committes through the
internal audit department reviews
the fairness of the financial
information on the regular basis,

Conformity 1o accounting
standards and report reliable
information o its intended users,

information System

Technology plays critical role in
the enabling the flow of the
information in the Organization.
The management invested into
information system that enables
to integrate the company’s online
gaming business.

To ensure that the information
systern is efficlent and effective.

{b} Group

Give a general description of the Group’s risk management policy, setting cut and assessing the risk/s covered by

the system {ranked according to priority}, along with the objective behind the policy for each kind of risk:

Credit risk represents the risk of
toss the Company would incur if
credit customers and
counterparties fail to perform
their contractual obligations. The
Company’s credit risk arises
principally from the Company’s
cash in banks and cash
equivalents, trade receivables and
refundable deposits.

To limit the Company’s credit risk.

Liguidity Risk

Liguidity risk is the risk that the

To limit the Company’s liquidity
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Cornpany will not be able to meet
its financial obligations as they fall
due. The Company manages
Houidity risk by forecasting
projected cash fows and
mainiaining a balance between
continuity of funding and
flexihility in operations. Treasuty
controls and procedures are in
place to ensure that sufficient
cash is maintained to cover daily
gperational and working capital
requirements. Management
closely monitors the Company's
future and contingent obligations
and sets up required cash
reserves as necessary in
accordance with internal
requirements.

risk.

Market Risk

Market risk is the risk that
changes in market prices, such as
foreign exchange rates, intergst
rates and other market prices wil
adversely affect the Company’s
income or the value of its holdings
of financial Instruments. The
objective of market risk
managemert is to manage and
control market risk exposures
within acceptablie parameters,
while optimizing the return.

The Company is subject to
transaction and translation
exposures resuiting from currency
exchange fluctuations. The
Company regularly monitors
outstanding financial assets and
Habilities in foreign currencies and
maintains them at 2 level
responsive to the current
exchange rates 5o as to minimize
the risks related 1o these foreign
currency denominated assets and
fiabilities,

To Hmit the Company’s market
risk.

Capital Management

The Company monitors capital on
the basis of the debt-to-equity
ratio which 15 caleulated as total
debt divided by tota! equity. Total
debt is equivalent to accounts
payable and accrued expenses,
other current Habilities and due 1o
refated parties. Total equity
camprises all components of

To constantly monitor and
regulate the Company’s capital
management,
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equity including capital stock and
deficit.

There were no changes in the
Company’s approach o capital
management during the year,
Credit Risk Credit risk represents the risk of
toss the Company would incur if
credit customers and
counterparties fall to perform
their contractual obligations. The
Company's credit risk arises
principally from the Company's
cash in banks and cash
equivalents, trade receivables and
refundable deposits.

To limit the Company's credit risk.

{c} Minority Shareholders

indicate the principal risk of the exercise of controlling shareholders” voting power.

[ Whi
I placing the proper checks and balances on is Beard of Directors and officers, one potential risk s a
i conflict of interest arises between the majority and the minority, especially when it comes to
profit/revenue/dividend distribution.

3}  Controf System Set Up
{a) Company

Briefly describe the controf systems set up to assess, manage and control the main issue/s faced by the company:

Strategic Review and approve the company | The Management s religiously
key sk poliekss  on the | moniloring  the  complisnce 1o
establishment of risk imits. PAGCOR requirements of significant

limits, {aws, rules and regulations.

Operations Cases consider “suspicious” based | The company invested in  the

on the risk alerts, unusual betting | computer technology and hire
and or wagering play by the | competent peopie that will monitor
customers. and protect the company’s system
against any suspicious items.

Hazard The company implements | A recovery back up plan is being
measures to  ensure its  full | practiced for better maintenance
capacity once there will be there | and operations are implemented for

will be technology shutdown. the continuity of services and
operations.
The management decides on
Knowledge check and balance key roles or in
Management order to maintain the knowledge

flow of the company.
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G.

1

Compliange

The company designates a
compliance function to oversee
any  changes in regulatory
emnvironment,

The complance function monitors
the content and information on the
changes on risk and  regulatory
environment and communicate to
the management on its impact

{b} Group

Briefly describe the control systems set up to assess, manage and control the main issue/s faced by the company:

None

{c} Committee

identiy the committee or any other body of corporate governance in charge of laying down and supervising these
control mechanisms, and give details of its functions:

There Is no risk management committee, The responsibifities of the risk manogement commitiee are shared by the
Executive Commitiee, Audit Committes and the internal audit unit,

N/A

INTERNAL AUDIT AND CONTROL

internal Control System

Disciose the foltowing information pertaining to the internal control systemn of the company:

ta} Explain how the internal control system is defined for the company;

The control environment of the Company consists of {a} the Board which ensures that the Company is properly and
effectively managed and supervized; {b} the Manogement that actively manages and operates the Corporotion in
o sound and prudent manner; (¢} the orgunizational and procediral controls supported by effective management
informotion and risk management reporting systems; and {0} on independent audit mechanism to monitor the
odequacy and effectiveness of the Company’s governance, operations and information systems, including the
reliability ond integrity of financiol and opergtional information, the effectiveness and efficiency of operations, the
safequarding of assets, and complionce with lows, rules and regufations, and contracts

{b) A statement that the directors have reviewed the effectiveness of the internal control system and whether they
consider therm effective and adequate;

The Boord of Directors has reviewed the effectiveness of the internal control system. The Board finds that the system Is
effective and adequate.
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{€} Period covered by the review;

2015

{d)} How often internal controls are reviewed and the directors’ criteria for assessing the effectiveness of the internal
conirol systern;

Onece G yeo.
{e) Where no review was conducted during the vear, an explanation why not. N/A
2} internal Audit

{a} Role, Scope and Interpat Audit Function

Give a general description of the role, scope of internal audit work and other details of the internal audit function,

The mission of Maria Lourdes tnternal Audit
internal Auditis to . Arroyo-De Guzman | reports to the
. internal Audit . .
provide . Audit Commitiee
: coverage includes
independent and ONCe every
o all aspects of the .
objective assurance N o guarter, during
o res company's activities .
and consulting . . the Audit
, ; in accordance with e
services designed to \ Committee’s
, the Internal Audit
assist the company quarterly
. N Charter approved .
i achieving s . mesting.
objectives b by the Audit
1 v Committee. The
striving 10 provide a
e extent and
positive impact on freauency of
the efficiency and . quency e
. internal audits will
sffectiveness of _
. depend upon
oparations. internal varvin in-house
Audit helps the ving

circumstances such

organization
8 as the results of

accomplish its

N revicus audils
objectives by P . s:*a s,
bringing a relative risk
. associated with
systematic, o
disciplined approach activites,
P matariaiity, the
to evaluate and
. adequacy of the
improve the .
e system of internal
effectiveness of risk
controls and
managerment,

resources available
at the Internai Audit
Function,

internal controls,
ant] governance
processes.
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thi Do the appointment and/or removai of the internal Auditor or the accounting Jauditing firm or corporation to
which the internal audit function Is oulsourced require the approval of the audit committee?

Yes.

{c} Discuss the internal auditor’s reporting refationship with the audit committee. Does the internal auditor have

direct and unfettered access to the board of directors and the audit committee and to all records, properties and
personnel?

interngl Audit reports to the Audit Committee once every quarier, during the Audit Committee’s quarterly
meeting. Yes, internal auditor has unfettered access to the board of directors ond the qudit committee and to off
records, properties and personnel of the Company.

{d} Resignation, Re-assignment and Reasons

Disciose any resignation/s or re-assignment of the internal audit staff (including those employed by the third-
party auditing firm} and the reason/s for them.

i

| Daniel Hamoy Career move / greener pastures

{e} Progress against Plans, issues, Findings and Examination Trends

State the internal audit’s progress against plans, significant issues, significant findings and examination trends.

Audit of Branch Audits issues and observations The issues identified do not

company owned
eGarmes are
undertaken
based on the
approved Audit
Pian by the Audit
Committee

focusing on the
following audit
areas:

- Cash Handling,
Collection, Deposit
and
Reconciliation

- Petty Cash Fund,
Expense and
Payrofl
Testing

- Personne!
Management

- Commission
ncome

Computation

- Supplies
Management

- Compliance

were noted in the audit
aress enumerated;
howaever, these issues were
property communitated
and rectified by
rmanagement.

have a material impact on
the faimess and reliability
of the financial and non-
financial reports submitted
to regulatory
agencies/stakeholders.
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Requiremants:

{a} Philweb

{b} PAGCOR

{e) CCTV

{d) Security
Logbook

{p] System Access

{f} Fraud
Awareness\

[The relationship among progress, plans, issues and findings should be viewed as an internal control review cycle

which Involves the following step-by-step activities:

1} Preparation of an audit plan inclusive of a timeline and milestones;

2} Conduct of examination based on the plan;

3} Evaluation of the progress in the implementation of the plan;
4} Documentation of issues and findings as a result of the examination;
5} Determination of the pervasive issues and findings {"examination trends”} based on single year result

and/or year-to-year resuits;

&) Conduct of the foregoing procedures on 3 regular basis.]

{f} Audit Control Policies and Procedures

Disclose all internal audit controls, policies and procedures that have been established by the company and the
result of an assessment as to whether the established controls, policies and procedures have been implemented
under the colurnn “Implementation”

Audit Program for Site Audit 1. To ensure that cash funds and collections
are intoct, '

2 To determine compigteness of the fixed
assets,

3 Yo check if the site personnel are playing
the online games.

4, Te review complionce with regulatory
requirements and operotional policies

Audit Program for Review of Bank Reconciligtion | 1. To ensure thot the balances per hank and per
Statements record are the same.

2. To determing that the bonk reconciliction
statement is updated,

Audit Progrom for Betting Credit Fund ond | 1. 7o ensure that the betting credit fund and
Security Guarantee Deposit security guarantee deposit ore collected.

2. Todetermine that the betting credit fund and
security guarantee depesit are properly
recorded in the books.

Audit Program for Review of Security ond Rental | 1. To ensure that the security and  rental
Deposit deposits per books is in accordence with the
fease contracts.

3. To determine that the security and rental
deposits per books is updated and occurate.

Audit Program for Review of Cash Advance 1. To ensure that the cash advances are valid

and properly authorized.
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To determine that the cush odvonces ore
liquidated within the grescribed period.

Audit Program for Cosh Count- Cash Fund

To ensure thot the cosh on hand of the
custodion tallfies per record.

To ensure thot the cosh fund per custodian is
intoct.

Audit Program for Cash Count- Coltection

To ensure that the collection of the custodion
is intact

To ensure thot the cosh per custodion talfies
with the record.

Audit Program for Fixed Assels Count- Company
Vehicles

To ensure physical existence of the compony
vehicles.

To determine condition of the company
vehigtes,

To check thol olf company vehicles are
properly documented.

Audit Program for Fixed Assets Count

To ensure physical existence of the fixed
ussets.

To determine condition of the fixed ossets,

To check thot afl fixed ossels in the
site/department are properly documented,

To ensure accuracy of the record of the fixed
assels,

Audit Program for Process Review

To determine that internal controls ore in
place.

To check thot the interng! controls are
adequote.

To review appropricteness of the process in
place.

Audit Progrom for Review of Dishursements

To ensure that the expenses are volid,
regsonable, business reluted and propetiv
guthorized,

To determine that the expenses are in
complionce with policy and procedures.

Audit Program for Accounts Receivable

Accounts receivable are authentic obligations
owed to the company at the balance sheet.
Accounts receivable include ol omounts
owed to the company at the balonce sheet
date

The olowarnce for doubtful accounts is
adeguate but not excessive

Authit Program Guide for Human Resources

To review the HR system in comparison with
other organizations and maodify them to meet
the cholienges of  human  resource
manogement.

To evaluote the effectiveness of various HR
policies and practices

To propose appropriote  strategies and
corrective action, in case of performonce and
efficiency gops.

Audit Program Guide for Inventory

inventory refiected in the gcocounts represents
g complete listing of inventory by the
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company, and such assets are physically on
hand, in tronsit, or stored ot outside locations
gt the balonce sheet dote

2. Inventory listings are occurately compiled,
extended, footed, ond summurized, and the
totals are properiy reflected in the accounts

3. Excess, slow-moving, obsolete, and defective
inventory is reduced to net reafizoble volue

4. inventory is properly classified in the balgnce
sheet, and disclosure is made of pledged or
assigned inventory, major cotegories of
inventory, and the methods used to volue
inventory

Audit Progrom Guide for Property 1. Property, plant, and eguipment is valued- at
cost in accordance with GAAR

2. The costs and related depreciotion applicable
to alf sold, abondoned, domaged, or obsolete
property have been properly removed from
the accounts.

3. The holances in the depreciation aflowance
gccounts are reasonable, considering  the
expected useful lives of the property units
and estimted salvege volue

{g) Mechanism and Safeguards

Sate the mechanism established by the company to safeguard the independence of the auditors, financial
analysts, investment banks and rating agencies {example, restrictions on trading in the company’s shares and
imposition of internal approval procedures for these transactions, limitation on the non-audit services that an
external auditor may provide to the company})

s issuance of Conflict tssyance of Conflict of | lssuance of Conflict of | issuance of Conflict of
of iInterest Interest Statement, interest Statement. interest Statement,
Statement,

Assessment of possible

Threat to

independence for

engagements

conducted by auditors.

{h} State the officers {preferably the Chalrman and the CEQ) who will have (o attest to the company’s full compliance
with the SEC Code of Corporate Governance. Such confirmation must state that all directors, officers and employees
of the company have been given proper instruction on their raspective duties as mandated by the Code and that
trternal mechanisms are in place to ensure that complianca,

Dennis O, Valdes ~ President
Rodoifo Ma. A. Ponferrada - Corporate Secretary and Compliance Officer
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H. ROLE OF STAKEHOLDERS

Disciose the company’s policy and activities relative to the following:

1

eGames cafes are members-onty
and we restrict access to the
general public. Members are
streened (o ensure that
regulatory reguirements are met.
Vulnerable citizens {underage,
etc) are not allowed to play.
We strongly advocate healthy,
sustainable, and responsible
gaming practices in our network
and are committed to a holistic
approach in dealing with

it is our responsibility to uphold a
Customers’ welfare fair and safe gaming experience to compuisive gaming behavior. A
all our eGamas members, responstbie gaming campalgn is
currently in its first phase of

implementation. A customer-heip
tine wilt be integrated into our
contact center offerings.

We wark with regulatory agencies
and third party testing and
certification groups to ensure fair
gameplay and acturate reporting
across alf gaming components.
Players' rights are upheld.

Managed by the General Services
unit of the Human Resources &

Administration Department.
Canvassing {companies owned in full

or in part by employees or their
Supplier/contractor selection relatives may be included, but must Canvassing, bidding, selection,
practice be declared at the onset), bidding management approval, awarding.
{need to at least three accredited

supptiers}), selection based on quality
and price witnessed by Finance and
Audit, management approval,

awarding.
Envfr{mmentaﬁy frigndly value- None Sorting, recycling
chain
U.P. screens and selects students,
PhilWeb Foundation sponsors

P, scholarshi i )
Y.P. seho & ship for deserving two of them. Company studies
students {taking 1.T. courses} from s
. " and selects communities in need
low-Income families; computer labs .
built in setected public schools of computer iabs {first one was
' set up was in the Balesin
community schooll

Community interaction
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Anti-corruption programs and de§c§s?se, if any, as‘se.aa.satmn?, A thorough screening pmces;,
procedures? affiliations, and activities which even for employee referrals, is
’ might be construed as comprising conducted.

Employees and officers must

conflict of interest,

Safeguarding creditors rights Company are governed by Terms

All transactions entered into by th .
L Megotiate on Terms and

Conditions of Agreement

and Conditions of Agreement

2)

3

4

Does the company have a separate corporate responsibility {CR} report/section or sustainability report/section?
Yes, the activities of PhilWek Foundation gre reported seporetely in the annudl report.
performance-enhancing mechanisms for employes participation.

{a} What are the company's policy for its employees’ safety, health, and welfare?

The Company employs o corporote doctor who works on site. Requiar employees are enrolled in an HMO and o life
and accident insurance plan, with the premiums paid by the Compony. Regular employees are alse given on annual
physical exam and Invited to participate in heolth seminors conducted by the HMO provider. In excess of the
muximurn Benefit limit, the Company extends a guarenteed limit to cover heolth costs that are otherwise not covered
or cannot be covered by the health insurance provider. Regulor security checks are also conducted, os well as onnual
fire ond eorthquoke drills. Regular inspection of physical facilities as well os instoliation of sprinklers, fire
extinguishers with clear gecess to fire exits are provided. Biometric gccess to doorways are implemented (o increase
security. Regular notices relating to sofety and building admin issues ore circulated by email to employees.

{b} Show data relating 1o health, safely and weifare of its employees,

274 empioyees are currently enrofied under Maxicare and Cocolife. 240 employees availed of the annugl physicol
exam. No occidents or harmful incidents on Company premises.

{c} State the company's training and development programs for its employees. Show the data.

The Compuny has an in-house Management Troining Program that has been running for six years. it is a year-fong
rotational program where top groduates are assigned to different departments ond trained to be the future leaders
of Philweb Corporation. At least 40 young peaple have groducted from the program ond 20 have leadership roles in
the Company here and abroad. Other training ond development programs offered are conducted outside., in April
2013, 25 employees were sent to the Ateneo Center for Continuing Education’s Essentials for Supervision, a Sfour day
cotirse tailored to PhilWeh's specific needs to strengthen its leadership pool.

i) State the company’s reward/compensation policy that accounts for the performance of the company beyond
short-term financial measures

The Company has o competitive pay-for-performance remuneration pockage that allows it to attroct, retain ond
motivate o highly skilied workforce. Solary adjustments form port of the Company’s overall budget, ond these
adjustments are determined by one’s performance, behavior, leadership skills, and place in the salary grode. Reviews
ured approvals are conducted by division/department heods, Human Resources and the President.

What are the company’s procedures for handling complaints by employees concerning Hlegal (including corruption)
and unethical behavior? Explain how employees are protected from retaliation,

The Company has a Code of Discipline in place as well as final draft of a whistle-blowing policy pending management
approval. Employees approach the Humoan Resources unit dirgctly with any of their concerns. Complaints are
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investigated with the ossistance of the Security Officer. Notices to Fxplain are issued to employees when necessary.
Employees muy be placed under preventive suspension for their protection during an investigotion.

f. DISCLOSURE AND TRANSPARENCY

1}  Ownership Structure

{a) Holding 5% shareholding or more

147,868,248

Resources, inc.

Azurestar Corporation 10.31% Roberto V. Ongbiﬂ

Dominion Equities, Ing, 90,842,400 6.33% Roberto V. Ongpin

Compact Holdings, inc. 95,574,500 6.66% Roberto V. Ongpin
}

Deltaventure 90,001,797 6.27% Roberto V. Ongpin

Roberto V. Ongpin 23,840,000 745,739,396 53.54
Dennis 0. Valdes 2,443,200 21,223,565 1.65
Zaldy M. Prieto 180,700 - 0.01
Rodolfo Ma, A. Ponferrada 236,000 - 0.02
Edgar Brian K. Ng 151,500 - 2.01
TOTAL 24,861,400 766,962,961 55.23
2} Does the Annual Report disclose the following:
Key risks No
Corporate objectives Yes
Financial performance indicators Yes
Mon-financial pecformance indicators Yes
Dividend policy Yes
Details of whistle-blowing policy Yes

Biographical details (af least age, gualifications, date of first appointment, relevant experience, and any other

. R . : . foon Yes
directorships of listed companies) of directors/commissioners
Not applicable.
The company
Training and/or continuing education program attended by each director/commissioner does not have

this program

Numnber of board of directors/commissioners meetings held during the year

Yes

50




Attendance detalls of each directorfcommissioner in respect of meetings held Yes

Details of remuneration of the CED and each member of the board of divectors/commissioners Ho

should the Annual Report not disclose any of the above, please indicate the reason for the non-disclosure.

3} External Auditor's fee

RG.Manabat&Co. | 1262150

4)  Medium of Communication

uist down the mode/s of communication that the company Is using for disseminating information,

Emait

Posting of notices in designated places in the Office Premises

When necessary, SMS

Personal delivery of hardcopies of documents to the intended recipient

A o

5} Date of release of audited financial report:

April 14, 2016

6} Company Website

Does the company have 3 websie disclosing up-to-date information about the following?

Business operations Yas
Financisl statements/reports {current and prior yearsd Yes
faterials provided in briefings 10 analysts and media Yes
Shareholding structure Yos
Group corperate structure Yes
Bownloadable annual report Yes
Notice of AGM and/or EGM Yis
Company's constitution {company’s by-laws, memorandum and articles of association) Yos

Should any of the foregoing information be not disclosed, please indicate the reason thereto.

The Corporation’s Articles of incorporation ond By-Laws are part of public record and lodged with the Securities and
Exchange Commission, and gre readily ovailable to the pubfic.
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7)

Uisclosure of RPT

gigGame Inc. Subsidiary Advances to for working 8,096,265
capital requirement
PhilWeb f:asme» Subsidiary Advarffces to f§r working 2,504,160
Carporation capital requirement
Phitweb Asia Pacific Subsidiary Advagtes 0 for working 19,883,962
Corp. capital requirement
Share in common
Alphatand Corporation LUnder common control persannel and rental 22,733,174
EXPENSEs
Best Cholce Holdings, Subsidiary Advaf’f{:e'& w0 ?“gr working 6,941,510
ne, capital requirement
Ach i
Easy eBingo, Inc. Subsidiary dvarfces 1o f{?r working 2,156,610
capital requirement
eMagine .(sammg Subsidiary Advarfces to f(?f working 36,138,187
Corporation capital requirement
Totat 98,453,878
Phifweb Lelsure & Advances from for
Tourism Subsidiary working capital 64,743,516
Corporation requirement
Phitwebh International Advances from for
Gaming Subsidiary working capital 40,242,021
Corporation reguirement
. . Advances from for
ngwe;" Mobile Lottery Subsidiary working capital 58,080,208
P requirement
Philweb Tourism and Advances from for
Entertainment Subsidiary working capital 13,658,901
Corporation requirement
Advances from for
Premyo Sa Resibo, inc. Subsidiary working capital 5,919,567
requirerment
pure Corporate advances from for
po Subsidiary working capital 81,417,837
Management Ltd )
requirement
Total 263,063,050

When RPTs are involved, what processes are in place to address them in the manner that will safeguard the interest of
the company and in particular of its minority shareholders and other stakeholders?

Transactions from any reloted porty are evaluated on arm'’s fength commaercial terms and subject to bidding against
third purty suppliers. Purchases and services are usually owarded on the busis of lewest cost provider.

When such transactions gre submitted to the Board for approvol, the converned director abstains from voting,
J.  RIGHTS OF STOCKHOLDERS
1} Right to participate effectively in and vote in Annual/Special Stockholders’ Meetings

{a} Quorum
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(b}

{c)

Give details on the quorum required to convene the Annual/Special Stockholders” Meeting as set forth in its By-
faws.

Majority of the outstanding
vapital stock must be
represented.,

System Used to Approve Corporate Acts

Expiain the system used 10 approve corporate acts.

Cumulative system

Every stockholder entitled is entitled to one vote. However, with
respect to the election of directors, the stockholders may vote such
number of shares for as many persons as there are directors to be
elected, or he may cumulate said shares and give one candidate as
many votes as the number of directors to be elected, or he may
distribute them on the same principle among as many candidates as
he shall see fit; provided, that the total number of votes cast by him
| shall not exceed the number of shares owned by him as shown in the
books of the Corporation multiplied by the number of directors to be
elected.

Stockholders’ Rights

List any Stockholders’ Rights concerning Annual/Special Stockhotders’ Meeting that differ from those laid down in
the Corporation Code.

Bividents

January 14, 2015

(@

January 30, 2015

Febrr 16 2015

Aprit 17, 2015

May 7, 2015

May 21, 2015

july 30, 2015

August 14, 2015

August 28, 2013

October 22, 2015

November 12, 2015

November 26, 2015

Stockholders’ Participation

State, if any, the measures adopted to promote stockholder participation in the Annuai/Special Stogkholders’
Meeting, including the procedute on how stockholders and ather parties interested may communicate directly
with the Chairman of the Board, individual directors or board committees. include in the discussion the steps the
Board has taken to solicit and understand the views of the stockholders as well as procedures for putting forward
proposals at stockhoiders’ meetings,
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ng the meeting, the Chairman informs the
stockholders at the onset that there will be an
open forum at the later part of the meeting
wherein they can raise any matter they want with |
| the Board or to the body. |

During the stockhalders’ meeting, the Chairman | Duri

ensures that there is an open forum for any of
the stockholders present to raise any issue which
i he/she wishes to discuss

State the company policy of asking shareholders to actively participate in corporate decisions regarding:
3. Amendments to the company's constitution ~ /n accordance with the Corporation Code.
b,  Authorization of additional shares ~ The stockholder’s ppproval is secured only in instances required by
fow.
¢, Transfer of all or substantially ali assets, which in effect results in the sale of the company -~ /n
aceordance with the Butk Sales Low, stockholder’s opproval shall be secured.

Does the company dbserve a minimum of 21 business days for giving out of notices to the AGM where items to
be resolved by shareholders are taken up?

No. 15 business doys in accordance with SEC rufes.
a. Date of sending out notices: At Jeast 21 business days before the Annual Stockholder’s meeting.

b. Date of the Annual/Special Stackholders’ Meeting: Month of May (as per By-Laws]

State, if any, questions and answers during the Annual/Special Stockholders” Meeting.

None of the stockhoiders present or represented asked any questions.

Result of Annual/Special Stockhotders” Meeting’s Resolutions

Approval of the Minutes of
the Annual Stockholders’
Mueting held on 28 August
2014

Approvai of the
Management Report and
Audited Finangial inanimous - -
Statements asof 31
Decemnber 2014

Ratification and Agproval of
Corporate At

Lirarimous - -

Linanimous - -

Elaction of Directors unaimous - -

Appointment of Externsi

unanimous B -
AutHor

Date of publishing of the result of the votes taken during the most recent AGM for ail resolutions:
The results are immediotely disclosed to the PSE on the same date of the meeting ofter it has adjourned.

Maodifications

State, if any, the modifications made in the Annual/Specia! Stockhelders’ Meeting regulations during the most
recant vear and the reasen for such modification:



N/A N/A
N/A N/A
N/A N/A

{g} Stockholders’ Attendance

{i} Details of Attendance in the Annual/Special Stockholders’ Mesting Held:

Annual

Roberto V. Ongpin
Dennis, O, Vaides
Mario A, Qreta
Rafast 8. Ortigas
Tamas & Alcantars
Anna Beiting
Ongpin

Michae!l Angelo
Patrick M. Asperin
Edgar Brian K. Ng
Chiburn Anthony A
{Orbre

Zaldy M. Prieto
Gregoric Ma.
Araneta i

Vigtor £,
Macalncag
Rodolfo Ma. 4,
Ponferrada
Ricardo Roy B. Aldid

11 August By show of

2015 hand - 75.76

Special

NIA

N/A N/A N/A NiA N/A

{iij Does the company appoint an independent party {(inspectors) to count and/or validate the votes at the

ASM/SSMs?

No. If necessary votes shall be validated by the office of the Corporute Secretary,

{iii} Do the company’s common shares carry one vote for one share? If not, disclose and give reasons for any
divergence to this stendard. Where the company has more than one class of shares, describe the voting
rights attached to each tiass of shares.

Yes. One share is equivalent 1o one vole.

{h} Proxy Voting Policles

State the policies followed by the company regarding proxy voting in the Annual/Special Stockhoiders’ Meeting.

Execution and acceptance of proxies

The Company does not solicit proxies. But shareholders are
free 1o attend by proxies.




Notary None.

Submission of Proxy 10 business days prior to the scheduled meeting
Several Proxes Allowed

Validity of Proxy Maximum of 5 years

Proxdes executed abroad Allowed

i i
Invalidated Proxy if submitted late or not properly executed or cannot be

validated
Validation of Proxy 5 business days prior to the scheduled meeting
Viotation of Proxy Company will not honor.,

{i} Sending of Notices

State the company’s policies and procedure on the sending of notices of Annual/Special Stockholders’ Meeting.

immediateéy uon stténg of the meeting, this is
publicly disclosed thru the PSE.

Submission to the PSE for publication

Notices are sent to each shareholder 15 business
days prior to the date of the annual stockholders | Registered mail
meeting

{l} Definitive Information Statements and Management Report

All stockholders as of stated record date

CD format were distributed to the stockhoiders

Hard copies of the reports were made available
during the stockholders’ meeting. Each
stockholder was also given the option of making
a reqguest to the Office of the Corporate
| Secretary for the provision of hard copies of the
| reports.
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2)

{k} Does the Notice of Annual/Special Stockholders’ Meeting include the following:

Each resolution to be taken up deals with only one item, Yes
Profites of directors {at least age, qualification, date of first appointment,

experience, and directorships in other listed companies) nominated for Yes
election/re-election.

The auditors 1o be appointed or re-appoinied, Yes
An explanation of the dividend policy, if any dividend is to be declared. Yes
The amount payabile for final dividends. Yes
Documents required for proxy vote. Yes

Should any of the foregoing information be not disclosed, please indicate the reason thereto.

Treatment of Minority Stockholders

{a} State the company’s policies with respect to the treatment of minority stackholders.

Policies

tmplementation

Voting rights

Each share of stock is entitled to one vote during
stockholders’ meetings. However, at all
etections of directors, every stockhoider entitled
to vote may vote such number of stocks for as
many persons as there are directors to be
elected, or he may cumulate said shares and give
ahe candidate as many votes as the number of
directors 1o be elected muitiplied by the number
of his shares shail equal, or he may distribute
them on the same principle among as many
candidates as he shall see fit,

Section 5, Article | of the By-Laws provide in part:

“At every meeting of the stockholders of the
Company, every stockholder entitled to vote
shall be eniitled to one vote for each share of
stock standing in his name on the books of the
Company,; provided, however, that in the case of
the election of directors, every stockholder
entitled to vote shall be entitled to accumulate
his vote in accordance with the provisions of law
in such case made and provided, Xxx”

Se¢. 7.1.2 of the Manual provides:

“1.1.2.1 Shareholders shall have the right to
elect, remove and replace directors and vote on
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certain corporate acts in accordance with the
Corporation Code.

7.5.2.2 Cumulative voting shall be used in the
election of directors.

7.1.2.3 A director shall not be removed without
cause H it wili deny minority shareholders
reprasentation in the Board.”

Right of Appraisal

Pursuant to Sections 81 and 42 of the
Corporation  Code, sharehoiders of the
Corporation constituting at feast two-thirds {3/3)
of the outstanding capital stock, may exercise
thelr right of appraisai in the following instances:

{i} an amendment of the articles of
incorporation which has the effect of changing or
restricting the rights of any stockholder or class
of share, or of authorking preferences in respect
superior to those of outstanding shares of any
ciass, or of extending or shortening the term of
corporate existence (Section 81};

{1} sale, lease, exchange, morigage, pledge
or other disposition of ail or substantially all of
the property or assets of the corporation;

{iii) incurring, creating or increasing bonded
indebtedness;

{iv} increase or decrease of capital stock;

{v} merger or consolidation of the

corporation with another corporation or other
corporations;

{vi) dissolution of the corporation;

{wil) declaration of stock dividends;

{viit) removal of direciors;

{ix} extension or limitation of corporate
{erm;
{x} investment of corporate funds in

anocther corporation or business or for any
purpose other than the primary purpose for
which the corporation was organized;

{xi} delegation to the board of directors of
the power to amend or repeal by-laws or adopt
new by-faws.

A shareholder who shall have voted against any
proposed aclion may exercise his appraisal right
by making a written demand on the Corporation
within thirty {30} doys after the date of the
Shareholders” Mesting. Failure to make the
demand within the prescribed period shall be
deemed a walver of the appraisal right. If the
proposed corporate action is implemented, the
Corporation shall pay the dissenting stockholder
upon  surrender of the stock certificates
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regresenting  his  shareholdings  in the
Corporation based on the fair value thereof as of
the day prior to the date of the shareholders’
meeting, excluding any appreciation or
depreciation in anticipation of such corporate
actions, provided that no payment shall be made
1 the dissenting sharehoider unless the
Corporation has unrestricted retained earnings
1o cause such payment.

if within a period of sixty {60} days from the date
of the corporate action was approved by the
stockholders, the withdrawing stockholder and
the Corporation cannot agree on the falr value of
shares, it shall be determined ard appraised by
three {3} disinterested persons, one of whom
shall be named by the sharehoidar, another by
the Corporation and the third by the two thus
chosen, The findings of the majority of the
appraiser shall be final and their award shall be
paid by the Corporation within thirty {30) days
after such award is made,

power of inspection {Sec. 7.1.3 of the Manusl}

All shareholders shall be allowed to inspect
Company's books and records including minutes
of Board meetings and stock regisiries in
accordance with the Corporation Code and shall
be furnished with annual reports, including
financial statements, without cost or restrictions,

Right to information

Sec. 7.1.4 of the Manual provides:

“7.1.4.1 The Shareholders shall be provided,
upon request, with periodic reports which
disclose personal and professional information
about the directors and officers and certain
other matlers such as their holdings of the
Company's shares, dealings with the Company,
rejationships among directors and key officers,
and the aggregate compensation of directors and
officers.

7.1.4.2 The wminority shareholders shail be
granted the right to propose the holding of a
meeting, and the right to propose tems in the
agenda of the meeting, provided the items are
for legitimate business purposes,

7.1.4.3 The minority shareholders shall have
access to any and all information relating o
matters for  which  the management &8
accountable for and to those relating to matters
for which the management shall include such
information and, if not included, then the
minority shareholders shall be allowed to
propose to include such matters in the agenda of
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stackholders’ meeting, being within  the
£

definition of “legitimate purposes”.

Right to Dividends

Sec, 7.1.5 of the Manual provides:

“7.1.5.1 Shareholders shall have the right to
receive dividends subject to the Company's
dividend policy.

7.1.5.2 The Company shall be compelled 1o
declare dividends when its retained earnings
shall be in excess of 100% of its paid-n capital
stock, except: a} when justified by definite
Company  expansion projects or programs
approved by the Board or b} when the Company
is prohibited under any loan agreement with any
financial institution or creditor, whether local or
foreign, from declaring dividends without its
consent, and such consent has not been secured;
or ¢} when it can be clearly shown that such
retention  is  necessary  under  spediai
circumstiances obtaining in the Company, such as
when there is a need for special reserve for
probable contingencies as required by regulatory
bodies.”

Sec. 7.2 of the Manual provides:

"1t shall be the duty of the directors to promote
shareholders’ rights, remove impediments to the
exercise of sharehoiders” rights and allow
possibilities to seek redress for viplation of their
rights. They shali encourage the exercise of
shareholders’ voting rights and the solution of
collective action problems through appropriate
mechanisms. They shall be instrumental in
removing excessive costs and other administrative
or practical  impediments (o shareholders
participating in meetings and/or voting in person
or by proxy. Accurate and timely information
should be made available to the stockholders to
enable them to make a sound judgment on all
matters  brought 1o their attention for
consideration or approval. The directors shall
pave the way for the electronic fiting and
distribution of shareholder information necessary
to make informed decisions subject to legal
constrainis,”

See. 7.3 of the Manual provides:

“The Board should be transparent and fair in the
conduct of the annual and special stockholders’
meetings of the Company, The stockholders
shouid be encouraged to personally atiend such
meetings. If they cannot attend, they should be
apprised ahead of time of their right 10 appoint a
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1)

2

proxy. Subject to the requirements of the by-
faws, the exercise of that right shall not be unduly
restricted and any doubt about the validity of a
proxy should be resolved in the stockholders
favor”

Sec. 7.4 of the Manual provides:

“although all stockholders should be treated
agually or without discrimination, the Board
should give minority stockholders the right to
propose the holding of meetings and the items
for discussion in the agenda that relate directly
1o the business of the Company.”

Right to propose the holding of meetings

(b} Do minority stockhelders have a right to nominate candidates for board of directors?
Yes.
INVESTORS RELATIONS PROGRAM
Discuss the company's external and internal communications polities and how frequently they are reviewed, Disclose

who reviews and approves major company announcements. ldentify the committee with this responsibifity, i it has
been assigned to a commitiee.

Corporate Information Office and the Corporate Cormnmunications Deportment
Deseribe the company's investor relations program including its communications strategy 1o promote effective

communication with its stockholdars, other stakeholders and the public in general. Disclose the contact details {e.g.
telephone, fax and email} of the officer responsibie for investor refations.

The Company doesn’t hove a dedicated investor relations program. The Corporate informetion Officer serves os the
officer responsible for investor relations progrom.

{1) Objectives -
{2} Principles -
{31 Modes of Communications -
{4} investors Relations Officer -

What are the company’s rules and procedures governing the acguisition of corporate control in the capital markets,
and extraordinary transactions such as mergers, and sales of substantial portions of corporate assets?

The Company wili comply with the applicable rufes and reguiptions.

Name of the independent party the board of directors of the company appointed to evaluate the fairness of the
fransaction price.

N/A

CORPORATE SOCIAL RESPONSIBILITY INITIATIVES

Discuss any initiative undertaken or proposed to be undertaken by the company.
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Donations of computers to select public schools and
other non-profit organizations

Mariano Sabarinc Elementary School
Poyopoy Elementary School

San Pascual Elementary School

Sioco Carino Elementary School

5chool

Tovbongan Elementary School
ChildHope Asia

ERDA Tech Foundation

Makati City lail

Marnthain Elementary School

torenzo Ramos Elementary School
Napico Elementary School

New Bilibid Prison

Don Domingp Capistrano  Memorial

Dona Paz Elementary School
Rawang Elementary School
Rizal High School

Sagad High School

St. Peter Apostle Parish

Elementary

Tree Planting

Haribon Foundation

M. BOARD, DIRECTOR, COMMITTEE AND CEQ APPRAISAL
bisclose the process followed and criteria used in assessing the annual performance of the board and its committees,
individual director, and the CEQ/President,

N.

Annual appraisal

Board of Directors

None,

Board Commitiees

None.

individual Directors

The Nominations Commiitee
annually evaluates the eligibility
of the directors for re-election.
The stockholders, based on the
reports provided to them, have
the right to elect these
directors.

Practical understanding of the
business of the Company;
Membership in good standing in
relevant industry, business or
professional organizations;
Previous business experience.
Dogsn’t possess any ground for
disqualification

CEO/President

The Soard of Directors have the discretion in evaluating the CEO

and the President.

INTERNAL BREACHES AND SANCTIONS

Discuss the internal policies on sanctions imposed for any violation or breach of the corporate governance manual

involving directors, officers, management and employees
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For any violation of the Cpoatirt's Manual on
Corporate Governance

Sec. 9 of the Manual provides:

“g PENALTIES FOR NON-COMPLUANCE WITH
THE MANUAL

To strictly observe and implement the provisions of
this manual, the following penaities shall be imposed,
after notice and hearing, on the Company’s directors,
officers, staff, subsidiaries and affifistes and their
respective directors, officers and staff in case of
violation of any of the provision of this Manual:

9.1 iy case of first viplation, the subject person
shall be reprimanded.

9.2 Suspension from office shall be imposed in
case of second violation. The duration of the
suspension shall depend on the gravity of the
viplation.

9.3 For third violation, the maximum penalty of
removal from office shail be imposed.

9.4 The comumission of a third violation of this
manual by any member of the Board of the Company
or its subsidiaries and affiliates shall be a sufficient
cause for removal from directorship,

8.5 The Compliance Officer shall be responsible
for determining violation/s through nolice and
hearing and shall recommend to the Chairman of the
Board the imposable penalty for such viclation, for
further review and approval of the Board.”

SIGNATURES
ROBERTO V. ONGPIN DENNIS O, VALDES
Chairman of the Board and CEQ President
MARIO A, ORETA TOMAS L, ALCANTARA
Independent Director in&gﬁendent Director

ROGOLFO MA, A. PONFERRADRA

Compliance Officer

Pursuant (o the reguirement of the Securities and Exchange Commission, this Annual Corporate Governance Report is
signed on behalf of the registrant by the undersigned, thersunto duly authorized, in the City of Makati on June |, 2013
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SUBSCRISED AND SWORN to before me this day of May 2013, affiant{s} exhibiting to me their TiN, as follows:

NAME/NO, DATE OF 155UE PLACE OF ISSUE
Roberto V. Ongpin TIN 130-725-714
Dennis O, Valdes TIN 141-808-056
Rodolfo Ma. A. Ponferrada TiN 215-793-472

Mario A. Oreta
Tomas A. Alcantara

NOTARY PUBLIC
Doc No.
Page No.
Book No.
Series of




Republic of the Philippines )
Makati City ¥5c.

SECRETARY'S CERTIFICATE
KNOW ALL MEN BY THESE PRESENTS:

i, Raymund S. Aquino, Filipino, of legal age with office address at The
Penthouse Alphaland Southgate Tower 2258 Chino Roces Avenue comer EDSA
Makati City, after having been sworn in accordance with law depose and state that:

1. 1 am the incumbent Assistant Corporate Secretary of PhilWeb Corporation
{Corporation), a corporation duly organized and existing under the laws of the
Republic of the Philippines;

2. At the meeting of the Executive Committee of the Board of Directors of the
Corporation held on 13 April 20186, the following resclution was unanimously
approved:

"RESOLVED, that PhilWeb Corporation {Corporation) hereby
authorizes the submission of the Corporation’s Annual Corporate
Governance Report for 20157

3. The foregoing resolution is stili in force and has not been amended or
revoked by a subsequent resolution.

IN WITNESS WHEREOF, | have hereunto set my hand this 13 Aprii 2016 at

Makati City.
/f,/w’”"w _;m«m e
Ray/éﬁ;é é fﬁ-quim;

A@éisﬁr%éarparate Secretary
/oL

SUBSCRIBED AND SWORN TO before me this 13 April 2016 with affiant

exhibiting to me his TIN ID No. 167-317-782. —

Doc.No. &% -
Page No. B '
Book No. 4

Series of 2016.
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STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of PhilWeb Corporation (the “Company”), is responsible for the preparation and fair
presentation of the consolidated financial statements as at and for the vears ended December 31, 2015 and
2014, including the additional components attached therein, in accordance with the prescribed financial
reporting framework indicated therein. This responsibility includes designing and implementing internal
controls relevant to the preparation and fair presentation of consolidated financial statements that are free
from material misstatement, whether due to frand or error, seictting and applying appropriate accounting
policies, and making accounting estimates that are reasonable in the circumstances.

The Board of Directors reviews and approves the consolidated financial statements and submits the same
tor the stockholders.

R.G. Mansbat & Co., the independent auditors, appointed by the stockholders has examined the
consolidated financial statements of the Company in accordance with Philippine Standards on Auditing,
and in its report to the board and stockholders, has expressed its opinfon on the faimess of presentation
upon completion of such examination, :

ROBERFOIRY 61
Chairman

DENNIS 0. VALDES
Prestdent ) o, i
> T o '5
Id T i v st e o P, ;
ZATHY M. FlaEto L

SVP & Chief Financial Officer {-&5‘3 APR 14 20 1 1

RECEIVEL

LORENA PLVINOYA

Signed this 1% day of March 2016

Winh Corporation, The Penthouse, Alphaland Southgate Tower, 2258 Chino Roces Ave. cor EDSA, Makati City, Philippines 1232 {632} 3345599 ] wew. philweb.com.ph
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REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
PhilWeb Corporation

The Penthouse, Alphaland Southgate Tower
2258 Chine Roces Avenue comer EDSA
Makati City

We have audited the accompanying consolidated financial statements of PhilWeb Corporation
and Subsidiarics, which comprise the consolidated statements of financial position as at
December 31, 2015 and 2014, and the consolidated statements of comprehensive income,
consolidated statements of changes in equity and consalidated statements of cash flows for cach
of the three years in the period ended Decermber 31, 2013, and notes, comprising a summary of
significant accounting policies and other explanatory information.

Management 's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation end fair presentation of these consolidated
financial staterents in accordance with Philippine Financial Reporting Standards, and for such
{nternal control as management determined is neceasary to ensble the preparation of consolidated
financial statements that are free from material misstatement, whether due to frand or error.

Auditors’ Responsibiiity

Our responsibility is to express an opindon on these consolidated financial statements based on
our audits, We conducted our audits in aceordance with Philippine Standards on Auditing.

Those standards require that we comply with ethical requirements and plan and perform the audit .
to obtain reasonable assurance about whether the consolidated financia! statements are free from
material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditors’ judpment, including the assessmeni of the risks of material misstatement of the
consolidated financial statements, whether due to frand or error. In making those rigk
assessments, the auditors consider internal control relevant o the entity’s preparation and fair
presentation of the consolidated financial statements in order fo design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluatingthe-erverath presentatior B 1He ¢onSolidated financial
statements. : M RE %%
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We beliove that the audit evidence wd have m%taincé is s;xﬁéné;%m ad-appiopriate to provide a
basis for our audit opinion, el APR 14 7 b
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Opinion

Tn our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of PhilWeb Corporation and Subsidiaries as at December 31, 2015
and 2014, and their consolidated financial performance and their consolidated cash flows for each
of the three vears in the period ended December 31, 2015 in accordance with Philippine Financial
Reporting Standards.

R.G. MANABAT & CO.

ADOR C. MEJIA
Partner
CPA License No. 0029620 e
SEC Accreditation No. 0464-AR-2, Group A, valid until March 24, 2016
Tax Identification No. 112-071-634 *
BIR Accreditation No, 08-001987-10-2013
. Issued May 9, 2013; valid until May §, 2016
PTR MNo. 5321505MD
Issued January 4, 2016 at Makati City

March 1, 2016
Makati Clty, Metro Manila
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" See Notes to the Consolidmied Financia! &f.zzasng!?

'ﬁeeﬁmx{ar 31

: Note pAL) & 2014
EASSETS
Current Asseis
‘Cash and cash equivalents 4,22 P110.314,159 P374,949 875
T Accounts receivable - net 3 13 22 203,004,280 299.627,945
nventories 6 - 106,252,113
' Current portion of notes receivable 7,22 134,221,902 360,248,864
Prongid expenses and other current assets - net 5 90,604,483 92707211
 Total Current Assets 737,544,824 1,233,786,008
‘Woneurrent Assets .

Investments in associates Y 14,768,220 15,000,229
Moncurrent notes receivable 7, 22 10,300,600 583,200,000
Property and equipment - net H 251,398,249 218,178,406
Deferred tax assets ] 4 13,642,042 14,724,999
Other noncurrent assets - net 17, 22 32,513,406 49,516,267

Total Noncurrent Assels 842,621,917 880,720 896

P1,380,166,741 P2,114.515504

LIABILITIES AND EQUITY

Curvent Linhilities o
Acoounis payable and accrued expenses I3 22 PI03,R01,471 P2I7,705,158
Hotes payable i3 32 206,400,060 FO0000,000
Income tax pavable 106,906,834 126,117,876

Total Currvent Liabilities 610,798,305 1,053,823,031
Noncurrent Liabilities

Retirement heoefits Hability - net 24 14,887,578 18,497,425
Operaiors’ deposils 21,22 27,055,000 52,055,000

Total Nonearrent Liabilities 71,942,570 T0,552,4235

Totat Ligbilities 682,740,875 1,124,375,456
Fauity

Equity Attributable to Equity Holders of the

Parent Company

Capital stock 16 1,389.874,997 1,388,916,731
Additionat paid-in capital ié 1,091,982.09 1,081 882 866
Stock options reserve ) 6,757,960 4,604,050
Retained emmings 16 2,617.356,756 2,450,743,551
Cumulative transiation adjustment 6,168,227 5,495.582
- Remeasurement tosses on defined benefit

fiability - net of tax 24 {4,458,764) (1,148,147
Treasury stock e 16 (4,211137,736)  (3.941.779.041)
j ‘ M I 896,540,336 988,715,992
! LAME Tl Lo St
- Non-controlling Interest 885,330 1,424,456

Total Equity l{ﬁ te &?}? 14 28 oo 1897,425,866 990,140,448

P1580,166,741  P2,114,515904
R?’Aﬂ” AL ! Vel
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PHILWED CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31
Note 2018 2014 2013
‘REVENUES
nternet application servicey P1427,591,374 P1399,551,444 PL,236,339,986
Commission 248,619,102 2I3173.213 222,292 802
‘Scrateh cards - 7,231 018 35,066,976
1.667,610,476 1,639,956,575 1,493,699,764
OPERATING EXPENSES Je
‘Salaries and benefils 13,1817, 20 130,451,283 118,036,531 128,755,412
Depreciation and amortization 10 109,649,183 103,443 643 131,724,161
Outscurced services 92,069,605 89,180,634 94,108,851
Impairment losses 5.6 & 18 11 76,260,998 44,400,809 198,472,147
Lhtilities and comnuumications 68,634,432 8R.G11,800 7,739,545
Rental 19 64,594,145 66,727,033 70,858,880
Representation and enteriainment 46,424,335 42,154,395 36977076
Supplies 21,656,858 19,407,022 26,386,566
Taxes snd lcenses 20,524,765 11,390,830 14,258,192
Professiona! fees 9,408,637 8,855,134 12,136,793
Advertising and promotion 4,245,689 4,434,649 15,771,242
Operator incentives and commissions - 1,273,092 8,917,553
Miscellaneous 6,428,003 10,535037 8,788,123
650,347,733 507,850,800 838,984,041
OPERATING INCOME 1,017.262,743 1,032,108,778 654,715,723
OTHER INCOME (CHARGES)
interest inoome 4 87 21767303 £9,759, 886 22,500,401
Foreign exchange gain (Josg) - net W61 (3,121,158 3,879,333
Equity in net earnings (loss) of _
associates # £323,609) 325,368 86,072,773
Bank charges {2.847.31%) {719,437y -
Interest expense 13 {22,7117,535) {49.569,58%) (Z2OTZA3L)
Loss on sale of equity investment 2 - - (351,958,543
Miscellaneous - net 404,750 {1037,3453 {2,856,444)
26,303,885 6,607,131 {464,73491 1)
INCOME BEFORE INCOME TAX 1,843,566,628 1.038,712.908 189,980,812
INCOME TAX EXPENSE
(BENEFIT) - Net 14 173,940,508 134,837,218 (12,913,743)
NET INCOMF PR6D,626,033 PO03,875,688 P202,854,555
Net Income (Loss) Altributable to
Equity h@ldefs ofj' the Parent Company P876,165,159 P903,990,032 P209.875.685
MNon-conirolling interest {539,126} (114,344 (6,981,130
4 PR69,626,033 PY03,875,688 P2012,894,555
EARNINGS PER SHARE
ATTRIBUTABLE T {} EQIEIT¥
BOLDERS OFFTHE-PR, S
COMPANY | & RS
Basie EGT T A g Tt g g PO.7712 PO.1577
‘Diluted f(g to Aﬁg} {1 omn j§ veuoo POTIRY PO 7700 POIST?
il i F2 S oy ﬁ.f ;
_ EBITDA R PL20G,758.970 P IT6,003 787 F985.634,920
Forward %% g‘}: {f 3 g M&’-’y N ﬁ
DOHENA ?3* Vil »,”“f,a:



Years Ended Pecember 31

Note 2015 2014 2013
OTHER COMPREHENSIVE
INCOME (1L.OSS)
Items that will never be
reclassified to profit or loss
Remeasurement gains (losses) on
defined benefit liability 20 (P4,729453) P339.596 P5,002,443
Deferred tax effect on
remeasurement gains (losses) on
defined benefit lability 1,418,836 {101,878) (1,500,733}
T O3310,617) 237,718 3,501,710
Item that can be reclassified fo '
profit or loss S
Foreign exchange transiation
adjustment 669,245 3,163,214 5,501,730
OTHER COMPREHENSIVE _ .
INCOME (LOSS) - Net of tax {2,641,372) 3,400,932 9,003,449
TOTAL COMPREHENSIVE
INCOME - Net of fax PR66,984,661 PO07,276,620 P211,897,995
Total Comprehensive Income
. (Loss) Attributable to
Equity holders of the Parent Company PB6T.817,783 POO7,459,332  PL17,668,744
Non-sontrolling interest (533,000 e NV (5,770, 74N
PHRES,984. 081 POGT,276,620 P211,897,995

See Notes 1o the Consolidated Financial Statements.
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5 PHILWEB CORPORATION AND SUBSIDIARIES
i - -
et I CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
s
ile]
e by
o] RN |
w2 ! Years Ended December 31
T tE)
F ]l re i Equity Attributsble to Equity Holders of the Parent Company
SRR -] H : Hemeasarement
= : : ‘ {ain (Losses) on
e ! Defined Besefit
m R s Additienal Stoek Options Retsined Cemalaiive Liability - .
o : g Capital Stoek Pald-in Capital Reserve Lamnings Tromslation MNetofTax  Tressury Stock Nog-consrolling
44 ot 1 {Notes | and 16) (Nate 16) {Hote 16) Nke 163 Adjsstment {Mote 20) {Mote 16) Total “Interest Total Eyuity
As at Fannary I, 208 . PLISSPI3 23T PLOSLBIT.I66 PAAI2I60  PRLOTIAMOSTS (P16 962) (PA.887,575) (R1,060,476020)  P3 486,080,782 PRSI9IIC  P3,488,600,712
Asyuisition of treasury STOCK - - - - - - (2,681,303 ,021) {2,881,303,021) - (2,881,303,021)
Cash dividends . . . (62573591 - . - {267,673,591) - (267,673,391}
Reversal of stock option - - (379246} - - - . (379.246) - {379,246}
- - (379,246} ISTTIIH . . (2881303001} (3,149,355,958) - (3,149,355 §58)
Total comprehensive lncome {loss)
betincome {loss) for the year - - - ER RIS HES - - - 29,815 685 {6.981,13) 200,894 555
Other comprebensive ineome for the year:
Foreign exchange franslation adjustment - . - - 3301740 . . 5,305,730 - 5,501,730
Remoasurement gains on defined benafit .

Hability - retof sy L - - - - - 3,361 718 - 3.501.710 - 3,501 71
Total comprehensive incoms {lose} - - - - BT GRS L T0 136LT10 - 2i8.8m 128 (6,981,130) 211,897,995
As at December 31, 113 1,388,213,231 1,U81,837.366 4,042,818 2BIEATTE 2,532,768 (1,385,865 {3,941,779,041) 549,604,049 L5385 551,142,849
Stook subseription 3,500 45,560 - - - - - 45000 - 49 000
Cash dividends - - - [£i 8 ¢ )] - - B {468 885 253) - {465 889 25%)
Cost of stoek aplion e - 561232 - - - - 361212 - S61.252

3,500 45,500 561,232 (A5 RS 247y - - - {468,279 021} - 468,279,021y
Tutzl comprehcnsive ingome Hoss)
et income (loss) for the year - - - P . - - 113,996,032 {114,344 903,875 688
Ohher somprehonsive income for the year
Foregn exchange ranglshion adiustmens - - - - 31,383,214 - - 3163314 - 3,163 214
Remeasiiement gatog on defined benetit

Hability - aet of tax - - - - - 237,718 - 237718 - 237718
Total comprehensive income (loss) - . - 3990952 1,183,214 237,718 - 07,390,964 (1i4,344) 917,276,620
Az at Decenber 31, 2014 P1,388,916,731 P1,081,882,866 P, 050 VLA 743551 P54895,982 PLI4S,147)  (P3,941,779.041) PO88, 715,992 P1,424,456 Po9D0, 140,448

Forwerd



Years Ended Decemnber 31

ity Attributalls in Boiers of the Purent Canpany
Remeasnrement
Lesses on
Defined Beneflt
Additional Stock Options Retsiutd Tramniative Liability -
Capital Stock  Paid-in Capital Heserve Esewbney ‘Framizilon Motof Tex  Treasury Stk Nog-ontrolting
(Notes 1 and 16) {Nota 16} ote 15) ke 163 Adpmtment {Mote 200 (Note 163 Yotat Interest Total Equity
As a1 Decengber 51, 2054 PLIBSSI6TIL  PLOBLENIBES PALIMOSE  Prama@Est PEABS 982 PLI4BI4T)  (PRO41,779.041)  PUISTIS D9 P1A14,455 P90, 40,448
Stock subseription 958,266 9092448 i - - - - - 10,050,314 - 038,314
Cash dhvidends “ - . . {763 95 3543 - - - (H93,551 954y - (23,351,954
Acquisition of teasury siock - - - - - B {26%,358,69%) {269,358.693} - (269,358,695
Cost of stock option . B 3,161,082 - - - - 3,181,092 - 3,161,002
Exerpised stock option - 1007182 £3.007,i823 - » - ~ - - 0
958,268 18,049,230 Aising LS I - - {368,358.495} {959 652 3433 - {959,69%,241)
‘Foial comprehensive income {fost) ‘
Net income for the year - - - TR - - - 870,165,159 {433,128) B69 825,033
{Other comprehensive income (Joss) for the
year:
Foreign exchangs wansiation adjustment B “ v - 2435 - - G69,245 - 669245
Remeasurement gaing on defined benefit
liability - wet of tax - - - . - (3.310.617) - {331,617 - {3,314517)
‘Yotal comprehensive income (oss) - - L PR 9,245 (3310517 . 867,523,787 (539,126} 866,984,661
As a8 December 31, 2015 PLISOSTADYT  PLEYISELUYE PEISIO0  PLAELIGSG PESS 1YY (PAASRTGH  (PAZILIDTTI6  PSIGSE0556 PHRE3M PEYT 415,856

Spe Notes o the Conseldated Financial Satomrenis




PHILWEB CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31
Nete 2015 2014 2013
CASH FLOWS FROM
OPERATING ACTIVITIES :
Income before income tax P1,043.866,628 P1,038,712,906 P189,980,812
Adjustinents for
Depreciation and amortization 14 109,649,183 103,445,643 131,724,161
Impatrment losses 35,6810 11 76,260,998 44,400,909 198,472,147
Interest expense 13 22,727,538 49,569,583 22,072,431
Retirement benefits cost 17 20 5,134,907 5,870,237 7,238,055
Cost (reversal) of stock option I6, 17 3,161,002 561,232 (379,246}
Equity in net earnings of
associates [ 322,609 (325,368) (86,072, 773)
Unrealized foreign exchange
toss {gain) 651,363 (21,980 (876,877}
Giain on disposals of property .
and equipment {376,000) (1L,000) (126,020)
Interest income 4,57 {51,767,383) {59,799,886) (22,500,401)
Loss on sale of equity
investment g “ - 551,958,543
Operating income before working
capital shanges 1,209,336,332 1.182,412,276 691,490,832
Decrease (increase) in:
Accounts recelvable “41,800378 {5,401,945%) (55,801,440
Inventories - {57.,656,148) (46,062,403)
Prepaid expenses and other _
current assets (26,195.343) (31,324,933 {44.926,549)
Inerease (decrease) ine
Accounts payable and accrued
EXpenscs 76,222,188 18,267,358 (40,152,885)
Cash generated from operations 1,300,863,555  1,106,296,611 804,547,551
Interest received 3,938,981 19,442,677 122,500,401
Income tax paid {190,649,844) (7.240,741) {7,706,157)
Coniribution o the retirement fund 20 {13,474.21%) {15,000,000) -
Inferest paid (22,763 407) {51,166,007) {17.745.000)
Net cash provided by operating
" activities 1.071.915070 1,052,332,540 801,596,795
CASH FLOWS FROM
CINVESTING ACTIVITIES
Additions to property and equipment 70 {48.619,72) (75,215,449 {97,687 81
Proceeds from disposals of:
Property and equipment 370,600 1.000 257,100
Equity investment - - 558,267,849
Diecrease {increase) in:
Notes receivable - 23,561,874 (19,808,093)
Investments in associates 3,163,214 (5,449,.781)
Other noncurrent G S L (5,365,459 (1,711,810
et cash provided by [usediin]
investing acfivities { (51,854,820) . 33,867,455
.Fr}rwur‘d '1
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Years Ended December 31

Note 2018 2014 2013
CASH FLOWS FROM
FINANCING ACTIVITIES
Proceeds from availment of loans i3 P280,000,000 P - P1,200,000,000
Payments of loans o 13 (706,6800,000%  (500,000,000) -
Proceeds from subscriptions to and
issuances of common stock ig 18,056,314 49,000 -
Increase in operators’ deposits §,006,0600 1,300,000 2,453,000
Acquisition of treasury shares 716 (582.162) - (2,881,303,021)
Cash dividends paid 16 (703,551,954)  (468,889,253) (267,673,591
Net cash used in financing activities - {1,18%,083,802) (967.540,253) (1,946,521,612)
E¥FECTS OF EXCHANGE
RATE CHANGES ON CASH
" _AND CASH EQUIVALENTS 17,882 21,980 876,877
NET INCREASE (DECREASK)
IN CASH AND CASH :
EQGUIVALENTS {164,635,716) 32,959,447 (710,180,485
CASH AND CASH
EQUIVALENTS
AT BEGINNING OF YEAR 4 374,949,873 341,990,428 1,052,170.913
CASH AND CASH :
EQUIVALENTS
AT END OF YEAR 4 P210,314,159 P374,049 878 P341,990,428

See Notes 1o the Consolidated Financial Statements.
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R.G. Manabat & Co. Telephone  +83 (2} 885 7000

The KPMG Contar, BF Fax +83 {2} B34 19858
G787 Ayals Avenus iternet www komg.com.ph
Makat City 1228 Metro Mandla, Philippines E-Mail ph-inguing@kpmeg.cons

Hranches: Subio . Oebu - Bacolod - Hollg

REPORT OF INDEPENDENT AUMTORS
ON SUPPLEMENTARY INFORMATION

The Board of Directors and Stockholders
PhilWeb Corporation

The Penthouse, Alphaland Southgate Tower
2238 Chino Roces Avenue comer EDSA
Makati City

We have audited in accordance with Philippine Standards on Auditing, the separate financial
statements of PhilWeb Corporation {the “Company™} as at and for the year ended December 31,
2015, on which we have rendered our report dated March 1, 2016,

Our audit was made for the purpose of forming an opinion oo the basic separate financial
statements of the Company taken as 3 whole. The supplementary information included in the
Reconciliation of Retained Earnings Available for Dividend Declaration is the responsibility of
the Company’s managetient.

This supplementary information is presented for purposes of complying with the Securities
Regulation Code Rule 68, As Amended, and is not a required part of the basic separate financial
statements. Such supplementary information has been subjected o the auditing procedures
applied in the audit of the basic separate financial statements and, in our opinion, is fairly stated,
in all material respects, in relation to the basic separate financial statements taken as a whole.

R.G. MANABAT & CO.
ADORT. MENA
Partner

CPA License No. 0029620
SEC Accreditation No, 0464-AR-2, Group A, valid until March 24, 2016
Tax identification No. 112071634
BIR Accreditation No, 08-0019087-10-2013
Issued May 9, 2013; valid until May §, 2016
PTR No. 5221305MD
{ssued Janaary 4, 2016 at Makati City

March 1, 2016
Makati City, Metro Manila

8.4, Wansbat § Co.. o Philiopine pernership and a2 rmesnber firm of the EPRC PRC-B0A Begistation Mo, D003, valid untd Decernber 31, 2016

netwvork oF indepandant firne sifilisted with KPMG inlemational Coopamtive SEC Avorediteton Mo, D008-FR-, Gioup A, vald untd MNoverrber 15, 2017
PEPMG Irtemationsl), o Swiss entity. KPMG Inwmatonal proeides no chent 0 Acaeiiation No. FR014/01 4R, valid untit Augose 28, 2017
sarviceg. No mamiber fitrn has sty authorty 1o oblipets of bing KPAG BEP Accredned, Catenory A, valid usti December 17, 2047
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PHILWEB CORPORATION
The Penthouse, Alphaland Southgate Tower
2258 Chine Roces Avenue corner EDSA, Makati City
RECONCILIATION OF RETAINED EARNINGS AVAILABLE FOR
DIVIDEND DECLARATION

(Figures based on Company’s
aundited financial statements as
at and for the year ended
December 31, 2015)

Unappropriated Retained Earnings, as adjusted to
available for dividend distribution, January 1, 2013 P1,238,543.334

Net Income based on the face of AFS _ P724,818,398
Less: Non-actual/unrealized income net of tax -
Equity in net income of associate/joint venture -
Unrealized foreign exchange gain - net (except those
attributable to Cash and Cash Equivalents) Unrealized
actuarial gain -
Fair value adjustment (M2M gains) -
Fair value adjustment of Investment Property
resulting to gain Adjustment due to deviation from
PFRS/GAAP-gain -
Other unrealized gains or adjustments to the retained
earnings as a result of certain transactions accounted
for under the PFRS -
Add: Non-actual losses
Depreciation on revaluation increment (after tax) -
Adjustment due to deviation from PFRS/GAAP ~ loss -
Loss on fair value adjustment of investment property
{affer tax) -

Net income actually earned during the year 724,818,398

Less: Dividend declarations during the vear 859,787,338

TOTAL RETAINED EARNINGS, December 31, 2015
AVAILABLE FOR DIVIDEND P1,103,574,394




PHILWEB CORPORATION AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

*

1. Reporting Entity

PhilWeb Corporation (“Parent Company™) was originally a mining and exploration
company and registered with the Philippine Securities and Exchange Commission (8EC)
on August 20, 1969 under the name South Seas Oil and Migeral Exploration Co. Inc,

In 2000, upon the approval by the stockholders and effectivity of the Restructuring Plan,
which includes, among others, the change in the primary purpose from a mining and oil
exploration company to that of an intemet company and change in corporate name to
“PhilWeb.Com., Inc.,” the Parent Company focused its activities on building its
internet-based products and services. The internet business of the Parent Company
started commercial operations on January 1, 2001,

On November §, 2002, the SEC approved the change in corporate name of the Parent
Company from “PhilWeb.Com, Inc” to “PhilWeb Corporation™. This change in
corporate name is in line with emphasis and focus of the Parent Company on the internet
gaming industry. .

On May 29, 2003, the stockholders approved g resolution o amend the primary purposs
of the Parent Company to gaming, and to include the current internet business activities
as an additional secondary purpose of the Parent Company, thereby amending the Second
Article of its Asticles of Incorporation. Under the same resofution, the Board of
Directors (BOD) wag also granted the authority to determine the text of the gaming
purpose clause in the mmended Articles of Incorporation. The change in the primary and

secondary purpose completed the Parent Company's transformation into a gaming and
internet company.

The Parent Company’s shares are listed at the Philippine Stock Exchange (PSE} under
the stock symbol “WEB"™,

The consolidated financial statements include the accounts of the Parent Company and
the following subsidiaries (collectively referred to as the “Group™):

Percentage of

Date and Flace of Ownership
Subsidiaries Line of Buginess Incorporation Direct Indireet
PhilWeb Internet uceess provider September 6, 2000, PH 100 -
Convergence
Corporation’® .
PhilWeb Operates mternat cafes and July 6, 2000, PH 100 -
Cyberworld kiosks
Corporation™
PhilWeb Sofwfare Computer software April 3, 2000, PH 104 -
Corporation™ programming and
development services :
BigGame, I, Operates infgrpet casing Eobouayy.liy QW}E 108 -
{;i&ti(‘;g}s i LT T s
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Percentage of

Drate and Place of Ownership
Subsidiaries Line of Business Incorporation Direct Indirect
Premyo sa Resibo,  Develops and markets December 8, 2006, PH 100 -
ine. computer systems,
applications, programs and
operate gaming platforms
in refation to Premyo sa
Resibo program of the
BIR and Philippine
Amusement and Gaming
Corporation {(PAGCOR)
PhilWeb Casino Develops, engages and December 22, 2008, PH 100 -
Corporation @ maintains gaming
svstems and applications
for all types of casino
operations whether land-
based, mternet-based or
virtual
e-Magine Gaming  Develops technology for May 8, 2007, PH 90 -
Corporation ® the gaming industry
PhilWeb Leisurs Establishes, operates, and  June 6, 2007, PH 100 -
& Tourism maintains leisure and
Corporation & tourism-oriented
activities
PhilWeb Tourism  Establishes, operates and Fuly 26, 2007, PH 160 -
and maintaing leisure-

Entertainment
Corporation

PhilWeb
international
Gaming
Corporation &/

Easy e-Bingo,
Inc. ™

PhilWeb Mobils
Lottery Corp, ™

PhilWeb Asia-
Pacific Corp.
(PAPC)

oriented activities, except
in the travel agency
business, and facilities
such as but not Hmited to
hotels, courts, stadinms
and other facilities for
the conduct of any and
all kinds of sports and
cames

Engages in international
gaming venhures
including all forms of
gaming which are legal
in the countries in which
it operates

Engages in the business of
selting up internet bingo
stations and its
operations

Operale, a3 may be
permitted by law, either
alone or in partnership
with others, mobile-
based lottery games and
other related mobile
games offerings

Engage in international
gATRING VENtures
including all forms of
gaming which are legal
in countries in which it
will operate

November 18, 2006, PH 100

October 23, 2009, PH

February 3, 2010, PH

July 13, 2010, PH

100

100

99




Percentage of
Pate and Place of Owaership

Subsidiaries Line of Business Incorporation Direct Indirect

PhilWeb Incorporated under the June 2, 2010, . 100
{Cambodia) Ltd, laws of The Kingdom of  Cambodia
(PCL) Cambodia, and shall
engage in the business of
operating internet-based
and mobile-based games
of chance including but
not Hmited to lottery,
internet casino café and
other games of chance as
they become legally
available in the kingdom
of Cambodia
PhilWeb Lorosae,  The Company was February 16, 2011, - 70
Ldat® incorporated under the Timor-Leste
taws of Timor Leste and
is engaged in the
business of operating
instant Scratch n® Win. It
commenced operations
in November 2011
Guam Incorporated in the May 20, 2011, Guam - 5t
Sweepstakes Territory of Guam and
Corp. entered into a
Memorandu of
Agreement with a
prominent local family
and faunched its first
sweepstakes café in
October 2011
Gold Scratchand  Incorporated vnder the November 18, 2011, - 63
Win Co., Ltd. @ faws of The Kingdom of Cambodia
Cambodia and engaged
in the buginess of
operating instant Scratch
n’ Win, It commenced
operations in March
012
Best Choice Engages o purchase, own,  September 11 2012, PH 100 -
Holdings, Inc. and hold stock of other
corporations and to do
every act and thing
vovered generaily by the
denomination “holding
corporation”
Major Games and  Establishes, operates and July 29, 2008, PH 30 -
Amusemnent provides consultancy
Corporation © services with regard to
amnusement, recreational,
gaming and gaming
equipment facilities and
enterprises of every kind
and nature




Percentage of

Ownership
Special Purpose Entity Purpose : Direct Indirect
Pure Corporate Tnvestments Ltd. (PCIL)Y ™ Holds 56% ownership in 160 -
Host Union Internationat
Limited

faj Not in commercial operations oz at December 31, 2015,

fb) Formerly PRili¥ed Gaming Solwions Corporation (PGSC), change in registered businoss activity and business name
were approved by the SEC on July 17, 2012 crad December 17, 3012, respectively.

{e} Currently the parent company of Fhilieb dsia Pacific Carperation.

(&) Beoamy q subsidiary effective Javmary 1, 2017 (see Note 91,

fei Aeguired in 2012, 100% vwned in 2012, (see Note 7).

(% Ceased commercial operations effective October 1, 2114,

{5} Dispolution of PhilWeb Lorosae, Lda and Cold Seratch and Win Co., Lid was approved by the Bogrd of Directors on
Devember 18, 2014 and Janwary 16, 2013, respectively,

{4} Formerly PhiiWeb Homeplay, Inc. (PHD, changs in registersd busivess activity and business name wers approved by
the SEC on April 7. 2814,

The Parent Company’s percentages of ownership for the above subsidiaries are the same
for 2013, 2014 and 2013, except when indicated.

The Parent Company provides proprietary software system, coliateral hardware,
webhosting and other services to enable the operation of PAGCOR e-Games. The Group
was first licensed by PAGCOR to launch e-Games on June 30, 2003, Since then, the
contract has been renewed 2 total of four times, with the latest being an Intellectual
Property License and Management Agreement (TPLMA) signed on December 17, 2010
and which will expire on July 11, 2016, Under these agreements, the Group delivers all
the software and hardware necessary for the operation of PAGCOR’s electronic casino,
much of which is proprietary and not available from any other company. Furthermore,
under these agreements, the Group remits over P2.0 billion a year to PAGCOR.
Management believes that the upcoming renewal of IPLMA will not be an issue in the
Group’s existing transactions with PAGCOR.

The Parent Company’s registered office address is at The Penthouse, Alphaland
Southgate Tower, 2258 Chino Roces Avenue comer EDSA, Makati City.

2. Basis of Preparation

Statement of Compliance

The consolidated financial statements have been prepared in compliance with Philippine
Financial Reporting Standards (PFRS). PFRS are based on International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board
(IASB}. PFRS consist of PFRS, Philippine Accounting Standards (PAS) and Philippine
Interpretations, 1ssued by the Financial Reporting Standards Council (FRSC).

The consolidated financial statements were approved and authorized for issuance by the
Chairman, President and Chief Financial Officer on March 1, 2016, respectively, as
authorized by the BOD of the Parent Company.

Basis of Measurement

The consolidated financial statements have been prepared using the historical cost basis
of accounting except for retirement benefits Hability which is measured at fair value of
plan assets less the present value of the defined benefit obligation.




Functional and Presentation Currency

The consolidated financial statements are presented in Philippine peso, which is also the
functional currency of the Parent Company. All financial information presented in
Philippine peso has been rounded off to the nearest peso, unless otherwise indicated. The
functional currency of PhilWeb (Cambodia) Ltd. (PCL), PhilWeb Lotosae Lda. (PLL)Y,
Guam Sweepstakes Corp. (GSC), and Gold Scratch and Win Co., Ltd. (GSW) is United
States dollar (USD),

Basis of Consolidation

Subsidicries

Subsidiaries are entities controlled by the Group. In accordance with PFRS 10,
Consolidated Financial Statements, the Group controls an entity when it is exposed to, or
has the rights to, variable returns from its involvement with the entity and has the ability
to affect those returns through its power over the entity. The financial statements of the
subsidiaries are included in the consolidated financial statements from the date the Group
obtains control and continue to be consolidated uatil the date when such control ceases.

Special Purpose Entity (SPE}

The Group has an SPE for investment purposes. An SPE is consolidated when the
substance of its relationship with the Group indicates that the SPE is controlled by the
Group.

Non-controlling Interests

Non-controlling interests represent the portion of equity in a subsidiary, not directly or
indirectly, attributable to the Parent Company and are presented within equity in the
consolidated statements of financial pesition, separately from the equity attributable to
equity holders of the Parent Company. Losses applicable to the non-controlling interests
in a subsidiary (including components of other comprehensive income) are allocated to
the pon-controlling interests (NCI) even if doing so causes the NCI to have a deficit
balance.

Acquisitions of non-controlling interests are accounted for as transactions with owners in
their capacity as owners and therefore no goodwill is recognized as a vesult of such
transactions. The adjustments to NCI are based on proportionate amount of the net assets
of the subsidiary. Information on the interest that NCI have in the Group's activities and
cash flows is not disclosed as these NCI are not material to the Group.

NCT represent the interests not held by the Group in e-Magine Gaming Corporation,
PhilWeb Asia-Pacific Corporation, PhilWeb Lorosae, Lda, Guam Sweepstakes
Corporation, Gold Scratch and Win,, Ltd. and Major Games and Amusement
Corporation.

Loss of Control

When the Group loses control over a subsidiary, it derecognizes the assets and Habilities
of the subsidiary, and any related NCI and other components of equity. Any resulting
gain or loss is recognized in profit or Joss. Any interest retained in the former subsidiary
is measured at fair value when control is lost,

Transactions Eliminated on Consolidation

All mntra-group balances, transactions, uarealized income and expenses and profits and
losses resulting from intra-group transactions that are recognized in assets and liabilities,
are eliminated in preparing the consolidated financial statements, in accordance with the
accounting policy on consolidation. Unrealized losses are eliminated unless costs cannot
be recovered.



The financial statements of the subsidiaries and an SPE are prepared for the same
reporting petiod as the Parent Company, using consistent accounting policies for like
transactions and other events in similar circumstances.

Use of Judements and Estimates

The preparation of consolidated financial statements in conformity with PFRS requires
management to make judgments, estimates and assumptions that affect the application of
accounting policies and the amounts of assets and liabilities, income and expenses
reported in the consolidated financial statements at reporting date.

The estimates and associated assumptions are based on historical experience and various
other factors that are believed o be reasonable under the circumstances, the results of
which form the basis of making the judgments about carrying amounts of assets and
Habilities that are not readily apparent from other sources. Actual results gould differ
from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognized in the period when the estimate is revised and if
the revision affects only that period or in the period of the revision and future period
when revision affects both current and future periods.

Jadgments

Ia the process of applying the Group’s accounting policies, management has made the
following judgments, apart from those involving estimations, which have the most
significant effect on the amounts recognized in the consolidated financial statements:

Fynctional Currency

Based on the economic substance of the underlying circumstances relevant to the Parent
Company, the functional currency of the Parent Company has been determined to be the
Philippine peso. It is the currency that mainly influences the sales price of services and
the cost of providing these services of the Parent Company.

PCL, PLL, GSC, and GSW's functional currency has been determined to be the USD,
As at the reporting date, the assets and liabilities of PCL, PLL, GSC, and GSW, with
fanctional currency other than the functional currency of the Parent Company, are
translated into the presentation currency of the Group at the rate of exchange prevailing
at the end of the reporting period and their respective profit or loss is translated at the
monthly weighted average exchange rates during the year. The exchange differences
arising on the translation are recognized in other comprehensive income. Upen disposal
of PCL, PLL, GSC, and GSW the related cumulative translation adjustments shall be
recognized in profit or loss.

Determination of Control and Significant Inflience

An entity controls an investee when: (a) it has power over the investee, (b) it is exposed
or has rights to variable returns from its involvement with that investee, and (¢} it has the
ability to affect those returns through it power over the investes. The Parent Company
has 30% ownership interest in Major Games and Amusement Corporation (MAGCOR)
which is accounted for as an investment in subsidiary. The Parent Company determines
that it has control due to its power to govern the financial and operating policies of
MAGCOR.



Classifying Financial Instruments

The Group exercises judgments in classifying a financial instrument, or its component
parts, on initial recognition as a financial asset, a financial liability or an equity
instrument in accordance with the substance of the contractual arvangement and the
definitions of a financial asset or liability. The substance of a financial instrument, rather

than its legal form, governs its classification in the consofidated statements of financial
position.

In addition, the Group classifies financial assets by evaluating, among others, whether the
asset is quoted or not in an active market. Included in the evaluation on whether a
financial asset is quoted in an active market is the determination on whether quoted
prices are readily and regularly available and whether those prices represent actual apd
regularly occurting market transactions on an arm’s length basis.

Financial assets are classificd as financial assets at fair value through profit or loss
{(FVPL), held-to-maturity (HTM) investments, loans and receivables and available-for-
sale (AFS) financial assets. Financial liabilities, on the other hand, are classified as efther
financial Hiabilities at FVPL or other financial liabilities.

Determining Fair Values

Where the fair values recognized in the consolidated statements of financial position
cannot be derived from active markets, they are determined using a variety of valuyation
techniques that include the use of mathematical models. The Group uses judgments to
select from a variety of valuation models and make assumptions regarding consideration
of tiquidity and model inputs such as correlation and volatiliry for fonger dated financial
instruments. The input these models is taken from observable markets where possible,
but where this is not feasible, a degres of judgment is required in establishing fair value.

Determining whether an Arrangement Contains a Lease

The Group uses its judgment in determining whether an arrangement contains a lease,
pased on the substance of the arrangement and makes assessiment of whether the
arrangement is dependent on the use of a specific asset or assets, the arrangement
conveys a right to use the asset and the arrangement transfers substantially all the risks
and rewards incidental fo ownership of the Group.

Operating Leases

The Group has entered into various lease arrapgements as a lessee. In determining
whether all significant risks and rewards of ownership remain with the lessor or
transferred to the lessee, the following factors are considered:

. the ownership of the asset does not transfer at the ead of the lease term;
b. there is 6o option to purchase the asset at a price that is expected o be sufficiently
lower than the fair value st the date the option becomes exercisable such that, at the

inception of the lease, it is reasonably certain that the option will be exercised;

c. the lease term is not for the major part of the economic life of the asset even if title 15
not transferred;

d. at the inception of the lease, the present value of the minimum lease payments does
not amount to at least substantially all of the fair value of the leased asset; or

e the leased assets are not of such a specialized nature that only the lessee can use them
without major modifications.



The Group has determined that the Jessor retains all significant risks and rewards of
ownership of these properties which are leased out under operating lease agreements.

Rent expense recognized in profit or loss amounted to P64.6 million, P66.7 million, and
P70.5 million for the vears ended December 31, 2015, 2014 and 2013, respectively
(see Note 19).

Contingencies

The Group is currently involved in various legal proceedings. The estimate of the
probable costs for the resolution of possible claims has been developed in consultation
with the Group’s legal counsel and i3 based upon an analysis of potential results, The
Group does not believe that these proceedings will have a material effect on its financial
position. 1t is possible, however, that the future consolidated financial performance could
be materially affected by changes in the estimates or in the effectiveness of the strategies
relating to these proceedings (see Note 24},

Estimates

Estimating Allowance for Impairment Losses on Receivables

The Group maintains an allowance for impairment losses at a level considered adequate
to provide for uncoilectible receivables. The level of this allowance is evaluated by the
Group on the basis of factors that affect the collectability of the accounts. These factors
include, but are not limited to, the length of the Group’s relationship with the customer,
the customer’s payment behavior and known market factors, The Group performs
regular review of the age and status of these accounts with objective evidence of
impairment and provide these with appropriate allowance for impairment losses. The
review is accomplished using a combination of specific and collective approaches, with
the impairment losses being determined with for each risk grouping idestified by the
Group. The amount and timing of recorded expenses for any period would differ if the
Group made different judgments or utilized different methodologies. An increase i
allowance for impairment losses would increase recorded operating expenses and
decrease current assets.

Allowance for impairment losses on recejvables amounted to P120.1 million and P105.0
million as at December 31, 2015 and 2014, respectively (see Note 3).

Estimating Net Realizable Value (NRV) of Inventories

In determining the NRV of inventories, the Group considers inventory obsolescence,
physical detertoration, physical damage and changes in price levels or other causes based
on specific identification and as determined by management for inventories estimated to
be salable in the future. The Group adjusts the cost of inventories to recoverable value at
a level considered adeguats to reflect market decline in value of the recorded inventories.
The Company reviews its inventories on a regular basis to identify those which are to be
written down to NRV.

Allowance for inventory write-down to NRV amounted to P4.1 million and P7.4 million
as at December 31, 2015 and 2014, respectively (see Note 6).

Estimating Allowance for Impairment Losses on Input Value-Added Tax (VAT)

The Group provides for an aliowance for impairment losses on input VAT at a level
considered adequate to provide for potential loss where the Group cannot utilize the
henefits therefrom. The level of this allowance is evaluated by management on the basis
of factors that affect the profitability of the Group.

Allowance for impairment losses on input VAT amounted to P193.4 million and P164.5
million as at December 31, 2015 and 2014, respectively {see Note 8).

-8



Estimating Allowance for Impairment Losses on Property and Equipment and Other
Nonfinancial Assets

The Group assesses impairment of nonfinancial assets whenever events or changes in

circumnstances indicate that the carrying amount of such assets mayv not be recoverable.

The factors that the Group considers important which could trigger an impairment review
include the following:

* significant underperformance relative 1o the expected historical or projected future
operating results;

= significant changes in the manner of use of the acquired assets or the strategy for
overall business; and

+  significant negative industry or economic frends.

An impairment loss 5 recognized whenever the carrying amount of an asset exceeds its
recoverable amount. Determining the recoverable amounts of these assets requires the
gstimation of cash flows expected to be generated from the continued use and ultimate
disposition of such assets. While it is believed that the assumptions used in the
estimation of fair values reflected in the consolidated financial statements are appropriate
and reasonable, significant changes in these assumptions may materially affect the
assessment of recoverable amounts and any resulting impairment loss could have a
material adverse impact on the financial performance.

Allowance for impatrment losses on property and equipment and other noncurrent assets
amounted to P15.5 million and P5.4 million as at December 31, 2015 and 2014 (see
Notes 10 and 11).

Estimating Useful Lives of Property and Equipment

The Group reviews annually the estimatad useful lives of property and equipment based
on the period over which the assets are expected to be available for use and are updated if
expectations differ from previous estimates due to physical wear and tear, technical or
commercial obsolescence. It is possible that future financial performance could be
materially affected by changes in these estimates brought about by changes in the factors
mentioned. A reduction in the estimated useful lives of property and equipment would
increase the recorded depreciation and amortization expenses and decrease noncurrent
assets.

The carrying amount of the Group’s property and equipment amounted to P251.4 million
and P218.2 million as at December 31, 2013 and 2014, respectively (see Note 10},

Estimating Realizability of Deferred Tax Assels

The Group reviews ifs deferred tax assets at each reporting date and reduces carrying
amount to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred fax assets to be utilized.

The Group’s assessment on the recognition of deferred tax assets is based on the
forecasted taxable income of the subsequent reporting periods. This forecast is based on
the Group’s past results and future expectations on revenues and expenses while the
Group believes that the assumption in estimating futore taxable income are appropriate
and reasonable. Significant changes in these assumptions may materially affect the
Group’s assessment of realizability of deferred tax assets and may lead to additional
deferred tax expense.



The Group's deferred fax assets amounted to P13.6 million and P14.7 million as at
December 31, 2015 and 2014, respectively. On the other hand, the Group has temporary
differences aggregating to P173.9 million and P178.3 million as at December 31, 2015

and 2014, respectively for which no deferred tax assets have been recognized (see
Note 14}

Estimating Retirement Benefits Obligation

The determination of the Parent Company's retirement benefits Hability and cost is
dependent on selection of certain assumptions used by the actuary in caleulating such
amounts, Those assumptions are described in note 20 to the consolidated financial
statements and include, among others, discount rates and future salary increases. Actual
results may differ due to difference from the assumptions used and may affect the
recognized expense and recorded obligation in future periods.

Retirement benefits lability amounted to P14.9 million and P185 million as at
December 31, 2013 and 2014, respectively. Retirement benefits cost amounted to
P5.1 million, P5.9 million, and P7.2 million for the years ended December 31, 2015,
2014 and 2013 respectively {(see Note 20,

Share-based Payments

The Parent Company granis share-based payments to all employees, officers and
directors of the Group as well as such other qualified persons determined as eligible by
the BOD. These transactions are accounted for as equity-settled share-based payments.
PFRS 2 has been applied to all equity-settled grants.

Equity-settled share-based payments are measured at fair value at the date of grant. The
fair value determined at the grant date of the equity-setiled share-based payments is
recognized in profit or loss over the vesting period, based on the Parent Company’s
estimate of awards that will eventually vest. Equity-settled grants are not remeasured for
subsequent changes in the value of the equity instruments.

Fair value for stock options is measured using the Black-Scholes option pricing model.
The expected life used in the model has been adjusted, based on management’s best
estimate, for the effects of non-transferability, exercise restrictions and behavioral
considerations.

Cost (reversal) of stock options recognized m profit or loss under “salaries and benefits”
account amounted to P3.2 million, P0.6 million and (P04 million) for the years ended
December 31, 2015, 2014 and 2013, respectively (see Note 16}

Provisions

A provision is a liability of uncertain timing or amount. It is recognized when the Group
has a legal or constructive obligation as a result of a past event; it is probable that an
outflow of economic benefits will be required to settle the obligation; and a reliable
estimate can be made of the amount of the obligation.

Provisions are reviewed at each reporting date and adjusted to reflect the current best
estimate. If the effect of the time value of money is material, provisions are determined
by discounting the expected future cash flows at a pre-tax rate that reflects current market
assessment of the time value of money and, where appropriate, the risks specific to the
liability. Where discounting is used, the increase in the provision due to the passage of
time is recognized as an interest expense. Where the Group expects a provision to be
reimbursed, the reimbursement is recognized as a separate asset but only when the receipt
of the reimbursement is virtually certain, The amount recognized for the reimbursement
shall not exceed the amount of provision,
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The Company does not have any contmgent legal or constructive obligation that requires
provision as at December 31, 2015 and 2014,

3. Summary of Significant Accounting Policies

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

Adoption of New or Revised Standards, Amendments to Standards

The Group has adopted the following amendments 1o standards starting January 1, 2015
and accordingly, changed iis accounting policies. Except as otherwise indicated, the
adoption of these amendments to standards did not have any significant impact on the
Group’s consolidated financial statements.

»

Defined Benefit Plans: Employee Contributions (Amendments to PAS 19). The
amendments apply to contributions from employees or third parties to defined benefit
plans. The objective of the amendments is to simplify the accounting for
contributions that are independent of the number of years of employee service, for
example, employee contributions that are calculated according to a fixed percentage
of salary.

Annual Improvements to PFRS: 2010 - 2012 and 2011 - 2013 Cycles - Amendments
were made to a total of nine standards, with changes made to the standards on
business combinations and fair value measurement in both cycles. Barlier application
is permitted, in which case the related consequential amendments to other PFRS
would also apply. Special transitional requirements have been set for amendments to
the following standards: PFRS 2, PAS 16, PAS 38 and PAS 40.

Meaning of ‘vesting condition” {Amendment to PFRS 2). PFRS 2 has been amended
to clarify the definition of ‘vesting condition’ by separately defining ‘performance
condition’ and ‘service condition,” The amendment also clarifies both: how to
distinguish between a market and a non-market performance condition; and the basis
on which a performance condition can be differentiated from a non-vesting
condition.

Disclosures on the aggregation of operating segments (Amendment to PFRS 3).
PFRS § has been amended to explicitly require the disclosure of judgments made by
management in applying the aggregation criteria. The disclosures include: a brief
description of the operating segments that bave been aggregated; and the economic
indicators that have been assessed in determining that the operating segments share
similar economic characteristics. In addition, this amendment clarifies that a
reconciiiation of the total of the reporiable segments’ assets to the entity's assets Is
required only if this information is regularly provided to the entity’s chief operating
decision maker. This change aligns the disclosure requirements with those for
segment labilities.

Scope of portfolio exception (Amendment to PFRS 13). The scope of the PFRS 13
portfolio exception - whereby entities are exempted from measuring the fair value of
a group of financial assets and financial liabilities with offsetting risk positions on a
net basis if certain conditions are met - has been aligned with the scope of PAS 39
and PFRS 9.
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PFRS 13 has been amended to clarify that the portfolio exception potentially applies
to contracts in the scope of PAS 39 and PFRS 9 regardiess of whether they meet the
definftion of a financial asset or financial Hability under PAS 32 - eg cerlain
contracts to buy or sell non-financial items that can be settled net in cash or another
financial instrument.

Definition of ‘velated party’ (Amendment to PAS 24). The definition of a ‘related
party” is extended to include a management entity that provides key management
personnel (KMP) services to the reporting entity, either directly or through a group
entity. For related party transactions that arise when KMP services are provided to a
reporting entity, the reporting entity is required to separately disclose the amounts
that it has recognized as an expense for those services that are provided by a
management entity, however, it is not required to “look through’ the management
entity and disclose compensation paid by the management entity to the individuals
providing the KMP services. The reporting entity will also need to disclose other
transactions with the management entity under the existing disclosure requirements
of PAS 24 - e.g. feans,

Standards Issued But Not Yet Adopted

A nutpber of new standards and amendments to standards are effective for annual periods
beginning after Jamuary 1, 2015, However, the Group has not applied the following new
or amended standards in preparing these consolidated financial statements. Unless
otherwise stated, none of these are expected to have a significant impact on the Group’s
consolidated financial statements.

Effective January 1, 2016

Clavification of Acceptable Methods of Depreciation and Amortization (Amendments
to PAS 16 and PAS 38). The amendments to PAS 16 Property, Plant and Equipment
explicitly state that revenue-based methods of depreciation cannot be used for
property, plant and equipment. This is because such methods reflect factors other
than the consumption of economic benefits embodied in the asset - e.g. changes in
sales volumes and prices.

Disclosure Initiative (Amendments to PAS 1) addresses some concerns expressed
about existing presentation and disclosure requirements and to ensure that entities are
able to use judgment when applying PAS 1. The amendments clarify that:

» Information should not be obscured by aggregating or by providing immatetial
information.

o Materiality considerations apply to all parts of the financial statements, even
when a standard requires a specific disclosure.

¢ The list of line items 10 be presented in the statement of financial position and
statement of profit or loss and other comprehensive income can be disaggregated
and aggregated as relevant and additional guidance on subtotals in these
statements.

+ An entity’s share of OCI of equity-accounted associates and joint ventures

shonld be presented in aggregate as single line items based on whether or not it
will subscquently be reclassified to profit or loss.
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Effective Jamuary 1, 2018

* -PFRS 9 Financial listruments (2014). PFRS 9 (2014) replaces PAS 39, Fingncial
Instruments: Recognition and Measurement and supersedes the previously published
versions of PFRS 9 that introduced new classifications and measurement
requirements {in 2009 and 2010) and a new hedge accounting model (in 2013).
PFRS 9 includes revised guidance on the classification and measurement of financial
assets, including 2 new expected credit loss model for caleulating impatrment,
suidance on own credit risk on financial liabilities measured at fair value and
supplements the new general hedge accounting requirernents published in 2013.
PFRS © incorporates new hedge accounting requirements that represent a major
overhan} of hedge accounting and introduces significant improvements by aligning
the accounting more closely with risk management.

The new standard is to be applied retrospectively and with early adoption permitted.

The Group is assessing the potential impact on its financial statements resulting from
the application of PFRS 9.

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

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

Originally, the amendments apply prospectively for apnual periods beginning on or
after January 1, 2016 with early adoption permitted. However, on January 13, 2016,
the FRSC decided to postpone the effective date of these amendments until the 1ASB
has completed its broader review of the research project on equity accounting that
may result in the simplification of accounting for such transactions and of other
aspects of accounting for associates and joint ventures.

Pending approval of local adeption of PFRS 13 Revenue from Contracts with Customers

= PFRS 15 Revenuc from Contracts with Customers replaces PAS 11 Construction
Contracts, PAS 18 Revenue, IFRIC 13 Customer Loyalty Programmes, IFRIC 18
Trangfer of Assets from Customers and SIC-31 Revenue - Barter Transactions
Involving Advertising Services. The new standard introduces a new revenue
recognition model for contracts with customers which specifies that revenue should
be recognized when {or as) a company transfers control of goods or services to a
customer at the amount to which the company expects to be entitled. Depending on
whether cerfain criteria are met, revenue is recognized over time, in a manner that
best reflects the company’s performance, or at a point in time, when control of the
goods or services is transferred to the customer. The standard does vot apply to
insurance contracts, financia! insruments or lease contracts, which fall in the scope
of other PFRSs. Tt also does not apply if fwo companies in the same line of business
exchange non-monetary assets to facilitate sales to other parties. F urthermore, if a
contract with a customer is partly in the scope of another IFRS, then the guidance on
separation and measurement contained in the other PFRS takes precedence.
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However, the FRSC has yet to issue/approve this new revenue standard for local
adoption pending completion of a study by the Philippine Interpretations Committee
on its impact on the real estate industry. If approved, the standard is effective for
annual periods beginning on or after January 1, 2018, with early adoption permitted.
Management is currently assessing the impact on the financial statements.

Financial Instruments

Non-derivative Financial Instruments

Non-derivative {inancial instruments comprise of cash and cash equivalents, accounts
receivable, notes receivable, rental and other deposits (under other noncurrent assets),
accounts payable and acerued expenses (exchuding due fo government agencies), notes
payable, and operators’ deposits.

Dare of Recognition

The Group recognizes a financial asset or a financial liability in the consolidated statements
of financial position when it becomes a party to the contractual provisions of the
instrument. In the case of a regular way purchase or sale of financial assets, recognition 15
done using settlement date of accounting,

Initial Recognition of Financial Instruments

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

Subsequent to initial recognition, financial assets are classified by the Group as either
financial assets at FVPL, loans and receivables, held-to-maturity (HTM) investments, or
available-for-sale (AFS) financial assets, as appropriate. The Group classifies its financial
Habilities as either financial liabilities at FVPL or other financial Habilities. Management
determines the classification of the Group’s financial assets and financial liabilities at
initial recognition and, where allowed and appropriate, re-evaluates such designation at
each reporting date.

The Group has no HIM investments, AFS financial assets and financial assets and
Liahilities at FVPL as at December 31, 2015 and 2014,

The classification depends on the purpose for which the financial assets are acquired or
financial liabilitics are incurred and whether they are quoted in an active market.

Loans and Receivabies

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

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




The Group's cash and cash equivalents, accounts receivable, notes receivable and rental
and other deposits {under other noncurrent asset) account are included under this
category. -

Cash includes cash on hand and in banks and is stated at its face value. Cash equivalents
are short-term, highly liquid investments that are readily convertible to known amounts
of cash with original maturities of three months or less from dates of acquisition and that
are subject to an insignificant risk of change in value,

Other Financial Liahilities

The Group's other financial liabilities are recognized initially on the trade date when the
Group becomes a party to the contractual provisions of the instrument, These include
financial liabilities arising from operations and borrowings. Such financial Habilities are
recognized initially at fair value plus any directly attributable iransactions costs.
Subsequent to initial recognition, these financial liabilities are measured at amortized cost
using the effective interest method.

Classified under this category are the Group’s accounts payable and accrued expenses
{excluding due to government agencies), notes payable, and operators” deposits.

Derecosnition of Financial Assets and Financial Liabilities
Financial Assets. A financial asset {or, where applicable, a part of a financial asset or a
part of a group of similar financial assets) is derecognized when:

+  the rights to receive cash flows from the asset have expired;

» the Group retains the right to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to a third party under a
“pass-through” arrangement; or

v the Group has transferred its rights to receive cash flows from the asset and either:
(a) has transferred substantially all the risks and rewards of the asset; or (b) has
neither transferred nor retained substantially all the risks and rewards of the asset, but
has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset and has
neither transferred nor retained substantially all the risks and rewards of the asset nor
iransforred control of the asset, the asset is recognized to the extent of the Group’s
continuing involvement in the asset. Continuing involvement that takes the form of a
guarantee over the transferred asset is measured at the lower of the original carrying
amount of the asset and the maximum amount of consideration that the Group could be
required to repay.

Financial Liabiliries. A financial Hability is derecognized when the obligation under the
liability is discharged or caneelled or has expired. When an existing financial liability is
replaced by another from the same lender on substantially different terms, or the terms of
an exigting liability are substantially modified, such an exchange or modification is
reated as a derecognition of the original lability and the recognition of a new liability.
The difference in the respective carrying amounts is recognized in profit or loss,
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Determination of Fair Value

The Group measures financial instruments at fair value at each reporting date. Fair value
is the price that would be received to sell an asset or paid to transfer a Hability in an
orderly transaction between market participants at the measurement date. The fair value
is based on the presumption that the transaction to sell the asset or transfer the liability
takes place either in the principal market for the asset or liability or in the most
advantageous market for the asset or liability. The principal or most advantageous market
must be accessible to the Group.

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

The Group uses valuation techniques that are appropriate in the circumstances and for
which sufficient data are available 1o measure fair value, maximizing the use of relevant
observable inputs and minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the consolidated
financial statements are categorized within the falr value hierarchy, described as follows,
based on the lowest level input that is significant to the fair value measurement as a
whole:

* Level b quoted prices {unadiusted) in active markets for identical assets or
liahilities;

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

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

‘Day I Profit. Where the transaction price in a non-active market is different from the
fair value from other observable current market transaction in the same time instrument
or based on a valuation technique whose variable includes only data from observable
market, the Group recognizes the difference between the transaction price and the fair
value (a “Day 1" profit} in profit or loss unless it qualifies for recognition as some other
type of asset. In cases where data used is not observable, the difference between the
transaction price model value is only recognized in profit or loss when the inputs become
observable or when the instrument is derecognized. For each transaction, the Group
determines the appropriate method of recognizing the *Day 17 profit amount.

Offsetting of Financial Instruments

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

inventories

Scrateh cards of PhilWeb Lorosae, Lda, and Gold Scratch and Win Co., Ltd., and gaming
terminals of e-Magine Gaming Corporation are valued at the lower of cost and NRV.
Cost is determined using the first-in, first-out method and includes expenditures incurred
ur acquiring the inventories and other costs incurred in bringing them to their existing

tocation and condition. NRV is the current replacement cost.
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Prepaid Expenses and Other Current Assets

Prepaid expenses are carried at cost and are amortized on a straight-line basis over the
period of expected usage, which is equal to or less than twelve (12) months or within the
normal operating cycle.

Input VAT is stated at its estimated NRV.

Property and Equipment
Property and equipment are carried at cost less accumulated depreciation, amortization
and impairment losses, if any.

Initially, an item of property and equipment is measured at its cost, which comprises iz
purchase price and any directly attributable costs of bringing the assef to the location and
condition for its intended use. Subsequent costs (including costs of replacing a part of an
item of property and equipment) that can be measured reliably are added to the carrying
amount of the asset when it is probable that future economic benefits, associated with the
asset will flow to the Group. The carrving amount of the replaced part is derecognized.
Purchased software that is integral to the functionality of the related equipment is
capitatized as part of the equipment. The costs of day-to-day servicing of an asset are
recognized in profit or loss in the period in which these are incurred.

Depreciation is computed using the straight-line method over the estimated useful lives
of the assets. Leasehold improvements are amortized over the estimated usefu! life of the
improvements or the term of the lease, whichever is shorter. The estimated useful lives
are as follows:

Number of Years

Computer sofiware 5-16
Computer equipment 3-3
Leasehold and site improvements

Network and data communication equipment
Furniture and fixtures

Office equipment

Transportation equipment

Led G
s Ln LA

La¥
LA LA

The useful lives and depreciation and amortization methods are reviewed at each
reporting date to ensure that they are consistent with the expected pattern of economic
benefits from those assets.

When an asset is disposed of, or is permanently withdrawn from use and no future
economic benefits are expected from its disposal, the cost or revalued amount and any
related accumulated depreciation, amortization and impairment losses, if any, are
removed from the accounts and any resulting gain or Joss arising from the retirement or
disposal is recognized in profit or loss.

Iopairment of Assets

Finemoiol Assats

The Group assesses at each reporting date whether there is any objective evidence thata
financial asset or a group of financial assets is impaired. A financial asset or a group of
financial assets is deemed to be impaired if, and only if, there is objective evidence of
impairment as a result of one or more events that has occurred after the initial recognition
of the asset (an incurred “loss event”™) and that loss event (or events) has an impact on the
estimated future cash flows of the financial asset or the group of financial assets that can
be reliably estimated. Evidence of impairment may include indications that the borrower
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or a group of borrewers 13 experiencing significant financial difficulty, default or
delinquency in interest or principal pavments, the probability that they will enter
bankruptey or other financial reorganization and where observable data indicate that
there is measurable decrease in the estimated future cash flows, such as changes in
arrears or economic conditions that correlate with defaylis.

For assets carried at amortized cost such as loans and receivables, the Group first
assesses whether objective evidence of impairment exists individually for financial assets
that are individoally significant, and collectively for financial assets that are not
individually significant. If it is determined that no objective evidence of impairment
exists for an individually assessed accounts, whether significant or not, the assets are
included in a group of financial assets with similar credit risk characteristics and
collectively assesses these for impairment, Assets that are individually assessed for
impairment and for which an impairment loss is or continues o be recognized are not
inchuded in a collective assessment of impairment.

For the purpose of a collective evaluation of umpairment, loans and recetvables are
grouped on the basis of such credit risk characteristics as type of borrower, credit and
payment status and term. 1f there is objective evidence that an impairment loss has been
incurred, the amount of the loss is measured as the excess of loan’s carrying amount over
its net realizable value, based on the present value of the estimated future cash flows
from the asset. The present value of the estimated future cash flows is discounted at the
toan’s original effective interest rate. Time valve is generally not considered when the
effect of discounting is not material. Any impairment loss is recognized in profit or joss.

The carrving amount of an impaired loan i3 reduced to ifs net realizable value through the
use of an allowance account. If in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the
impairment loss was recognized, the previously recognized impairment foss is reversed to
profit or loss, to the extent that the resulting carrying amount of the asset does not exceed
its carrying amount had no impairment loss been recognized.

Nonfinancial Assets

At each reporting date, the Group assesses whether there is any indication that its
nonfinancial assets may be impaired. When an indicator of impairment exists or when an
annual impairment testing for an asset is required, the Group estimates the recoverable
amount of the impaired asset. The estimated recoverable amount is the higher of an
asset's falr value less costs of disposal and value in use. The fair vaiue less costs of
disposal is the amount obtainable from the sale of an asset in an arm’s length transaction
less the cost of disposal while value in use is the present value of estimated future cash
flows expected to arise from the continuing use of an asset and from its disposal at the
end of its useful life. Where the carrving amount of an asset exceeds its recoverable
amount, the impaired asset is written down to its recoverable amount. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of time value of money and the
risks specific to the asset. For an asset that does not generate largely independent cash
inflows, the recoverable amount is determined for the cash-generating unit to which the
asset belongs. Impairment losses are recognized in profit or loss in the period in which it
arises.
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An asgessment is made at each reporting date as to whether there is any indication that
previously recognized impairment losses on nonfinancial assets may no longer exist or
may have decreased. If such indication exists, the recoverable amount is estimaied. A
previously recognized impairment loss relating to these nonfinancial assets is reversed
only if there has been a change in the estimates used to determing the asset’s recoverable
amount since the last impairment loss was recognized. If that is the case, the carrying
amount of the asset is increased to its recoverable amount. The reversal can be made only
to the extent that the resulting carrying amount does not exceed the carrying amount that
would have been determined, net of depreciation and amortization, had no impaitment
loss been recognized. Such reversal i recognized in profit or loss. After such a reversal,
the depreciation and amortization charge is adjusted in future years to allocate the asset’s
revised carrying amount, less any residual value, on a systematic basis over its remaining
life,

Investments in Associates

Investments in associates are accounted for under the equity method. An associate is an
entity over which the Group has significant influence and is neither a subsidiary nor an
interest in joint venture. Significant interest is presumed to exist when the Group holds
between twenty (20) and fifty (50} percent of the voting power of another entity.

Under the equity method, investment in an associate is carried in the consolidated
statements of financial position at cost plus post-acquisition changes in the net assets of
the investee, less any impairment in value. The Group’s share in the investee’s post
acquisition profits or losses is recognized in profit or loss, and its share of post-
acquisition movements in the investee’s equity reserves, if any, is recognized directly in
equity. The share in the profit or loss of associates is shown as “equity in net eamnings of
associates” in the statements of comprehensive income. Unrealized gains arising from
intercompany transactions are eliminated to the extent of the Group’s interests thereon.
Unrealized losses are eliminated similarly but only to the extent that there is evidence of
impairment of the asset fransferred. Dividends received are treated as a reduction of the
carrving vaiue of the Investments.

Capital Stock and Additional Paid-in Capital

The Group has issued capital stock composed of common stock that is classified as
equity. Incremental costs directly attributable to the issue of new capital stock are shown
in equity as a deduction from equity, net of any tax effects, from proceeds. Additional
paid-in capital represents the excess of the investor’s total contribution over the stated par
value of shares.

Retained Earnings

The amount included in retained eamings includes profit attributable to the Group’s
stockholders and reduced by dividends. Dividends are recognized as liability and
deducted from retained earnings when they are declared. Dividends for the year that are
approved after the reporting date are dealt with as an event after the reporting date,
Retained earnings may also include effects of changes in accounting policy as may be
required by the standard’s traditional provisions.




Treasury Shares

Own equity instruments which are reacquired are carried at cost and are deducted from
equity. Treasury shares also include shares of the Parent Company held by-a subsidiary.
No gain or loss is recognized in proflt or loss on the purchase, sale, issue or cancellation
of the Group’s own equity instruments. When the shares are retired, the capital stock
account is reduced by its par value and the excess of cost over par value upon retirement
is debited to additional paid-in capital to the extent of the specific or average additional
paid-in capital when the shares were issued and to retained earnings for the remaining
balance.

Transactions under Common Coutrol

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

Segment Reporting

An operating segment is a component of an entity: (a) that engages in business activities
from which it may earn revenues and incur expenses (including revepues and expenses
relating to transactions with other components of the same entity), {(b) whose operating
results are regularly reviewed by the entity's chief operating decision maker to make
decisions about rescurces o be allocated to the segment and assess its performance, and
(¢} for which discrete financial information is available. An operating segment may
engage in business activities for which it has yet to eamn revenues, for example, start-up
operations may be operating segments before earning revenues.

The Group determines and presents operating segments based on the information that
internally is provided to the President, who is the Group’s chief operating decision
maker.

Share-based Transactions

The Parent Company has a stock option plan covering employees, officers and directors,
whereby employees render service for shares or rights over shares (“equity-settled
transaction”™}. The rights granted under the plan are not assignable and non- transferable.
The cost of the equity-settled transaction is measured by reference to the fair value of the
stock option at the date when It i3 granted, Fair value is determined using an option-
pricing mode! as discussed in Note 16 to the consolidated financial statements,

The cost of share-based payment transactions 15 recognized, together with a
corresponding increase in equity, over the period in which the performance and/or
service conditions are fulfilled, ending on the date when the relevant employses become
fully entitled to the award (the “vesting date™). No expense is recognized for grants that
do not ultimately vest. The cumulative expenses recognized for share-based payment
transactions, at each reporting date untif the vesting date, reflect the extent to which the
vesting period has expired and the Parent Company’s best estimate of the number of
equity instruments that will ultimately vest. Where the terms of a share-based award are
modified, at a minimum, an expense is recognized as if the terms had not been modified.
In addition, an expense is recognized for any maodification, which increases the total fair
value of the share-based pavment arrangement, or is otherwise beneficial to the employee
as measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of

canceliation, and any expense not vet recognized for the award is recognized
immediately.
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However, if 2 new award is substituted for the cancelled award, and designated as a
replacement award on the date that it is granted, the cancelled and new awards are treated
as if they were a modification of the original award, as described in the previous
paragraph.

Revenue and Expense Recognition

Revenue is recognized upon performance of the related service, when it is probable that
the econemic benefits associated with the transaction will flow to the Group, and the
amount of the revenue can be measured reliably and is measured at fair value of the
consideration received or receivable. Descriptions of the Group’s revenues are as
follows:

Internet Application Services

Internet application services income refers to revenues earned from providing technical,
marketing and cash management services for internet gaming operations of PAGCOR,
particularly for sports betting and internet casino operations. Revenue is based on agreed
percentages of gross bets and net winnings from the sports betting and internet casino
operations, respectively. For internet casino, net winnings are derived after deducting
from gross winnings the marketing expenses, franchise taxes and software licensing fees.

Internet application service income also includes the Group’s share in the income of
Premyo sa Resibo Program (PSR Program) which is recognized as a percentage of net
revenue of PSR. Where the PSR Program incurs a net loss, such loss is immediately
recognized in profit or loss,

Commission
Commission income from the operation of PAGCOR eGames stations (PeGS) is
computed based on agreed percentage of casino winnings from PeGS’ operations.

Seratch Cards
Revenues from scratch cards are recognized when sold.

Interest
Interest income from bank deposits and short-term investments, net of final tax, is
recognized on a time proportion basis that reflects the effective vield on the assets,

Other Income
Other income is recognized when earned.

Expenses
Expenses are recognized when incurred.

Operating L eases

Leases where the lessor retains substantially all the risks and benefits of ownership of the
asset are classified as operating leases. Payments made under operating lcascs arc
recognized in profit or loss on a straight-line basis over the lease term, unless another
systematic basis is more representative of the time pattern of the Group’s benefit.
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Foreign Currency Transaclions

Foreign Currency Translations

Transactions in foreign currencies are translated to Philippine peso at exchange rates at
the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are restated o the Philippine peso at the exchange rate at
that date,

Foreign Operations

The assets and liabilities of foreign operations are translated to Philippine peso at
exchange rates at the reporting date. The income and expenses of foreign operations,
excluding foreign operations in hyperinflationary economies, are translated to Philippine
peso at average exchange rates for the period,

Foreign currency differences are recognized in other comprehensive income (OCT), and
presenfed n the “cumulative translation adjustment™ in the consolidated statements of
changes in equity. However, if the operation is not a wholly-owned subsidiary, then the
relevant proportionate share of the translation difference is allocated o the non-
controlling interests. When a foreign operation is disposed of such that control,
significant influence or joint control is lost, the cumulative amount in the translation
reserve related to that foreign operation is reclassified to profit or loss as part of the gain
or loss on disposal.

When the Group disposes of only part of its interest in a subsidiary that includes a
foreign operation while retaining control, the relevant proportion of the cumulative
amount is reattributed to non-controlling interests. When the Group disposes only part of
its investment in an associate or joint venture that includes a foreign operation while
retaining significant influence or joint control, the relevant proportion of the cumulative
amount is reclassified to profit or loss.

When the settlement of a monetary item recelvable from or payable to a foreign operation
is neither planned nor likely in the foresceable future, foreign exchange gains and losses
ariging from such a monetary item are considered to form part of a net investment in a
foreign operation and are recognized in OCL, and presented in the “cumulative translation
adjustroent” in the consotidated statements of changes in equity,

income Taxss

income tax in profit or loss for the vear comprises current and deferred fax. Income tax
is recognized in profit or loss, except to the extent that if relates fo items recognized
directly in equity or other comprehensive income in which case it is recognized in equity
or other comprehensive income.

Current Tax

Current tax assets and liabilities for the current and prior periods are measured at the
amount expected to be recovered from or paid to the tax authority. The tax rates and tax
laws used to compute the current tax are those that are enacted or substantively enacted at
the reporting date.
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Deferred Tax

Deferred tax asseis and liabilities are recognized for the future tax consequences
attributable to temporary differences between the carrying amounts of assets. and
liabilities for financial reporting purposes and the amounts used for taxation purposes,
and the carry forward tax benefits of the net operating loss carryover (NOILCO) and the
excess of minimum corporate income tax (MCIT) over the regular corporate income tax.
The amount of deferred tax provided is based on the expected manner of realization or
settlement of the carrying amount of assets and liabilities, using tax rates enacted or
substantively enacted at the reporting date.

A deferred tax asset is recognized to the extent that it is probable that future taxable
profits will be available against which temporary difference can be utilized. Deferred tax
assets are reviewed at each reporting date and are reduced to the extent that it is no longer
probable that the related income tax benefit will be realized.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right
exists 1o set off current tax assets against current tax liabilities and the deferred taxes
relate to the same taxable entity and the same taxation authority.

Emplovee Benefits
Shori-term Employee Benefits

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

Retirement Benefits

The Group accrues retirement benefits cost based on the provisions of Republic Act
(R.A.) 7641. The Group's net obligation in respect of its retirement plan is caleulated by
estimating the amount of future benefit that employees have eamed in return for their
service in the current and prior periods. The benefit is discounted to determine its present
value, using the projected unit credit method performed by a qualified actuary. The
discount rate is the yield at the reporting date of long-term government bonds that have
maturity dates approximating the terms of the Group’s plan.

Remeasurements of the aet defined benefit liability, which comprise actuarial gains and
losses, the return on plan assets (excluding interest) and the effect of the asset ceiling
(if any, excluding interest), are recognized immediately in OCL  The Group determines
the net interest expense {income) on the net defined benefit lability (asset) for the period
by applying the discount rate used to measure the defined benefit obligation at the
beginning of the annual period to the then pet defined benefit liability (asset), taking into
account any changes in the net defined liability (asset) during the period as a result of
contributions and benefit payments. Net interest expense and other expenses related to
defined benefit plans are recognized in profit or loss.

When the benefits of a plan are changed or when a plan is curtailed, the resulting change
in benefit that relates to past service or the gain or loss on curtailment is recognized
immediately in profit or loss. The Group recognizes gains and losses on the settlement of
a defined benefit plan when the settlement oceurs.



Earnings Per Share

Basic earnings per share is calculated by dividing the profit or loss attributable to
ordinary shareholders of the Group by the weighted average number of common shares
outstanding during the year, excluding own shares held in treasury, and with retroactive
adjustment for any stock dividends declared. Diluted earnings per share is determined by
adjusting the profit or loss attributable to common shares outstanding, adjusted for own
shares held, for the effects of all dilutive potential common shares, which comprise
convertible notes and share options granted to employees.

Related Parties

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

Provisions and Contingencies

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

Contingent liabilities are not recognized in the consolidated financial statements. These
are disclosed in the notes to the consolidated financial statements uniess the possibility of
an outflow of resources embodying economic benefits is remote. Contingent assets are
not recognized in the in the consclidated financial statements but are disclosed in the
notes to the consolidated financial statements when an inflow of economic benefits is
probable.

Events After the Reporting Date

Post year-end events that provide additional information about the Group’s position at
the reporting date {(adjusting events) are recognized in the consolidated financial
statements, Post year-end events that are not adjusting events are disclosed in the notes
to the consolidated financial statements when material. '
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The movements in the allowance for impairment losses are shown below:

_ 2018 2014
Balance at beginning of vear P105013,709  P114,525,524
Impairment losses during the year 33,102,118 -
Write-off of receivables {18,605,091) {9,511,815)
Balance at end of vear Piig,110,736  P103,013,709

Trade receivables consists mainly of receivables of PhilWeb Lorosae, Lda. and Gold
Scratch and Win Co.,, Ltd (GSW) which are fully provided with allowance for
impairment losses.

Advances to customers/suppliers pertain to advance payments on services to be incurred
or goods to be delivered In connection with the Group’s operations which can be
refunded or collected under the terms of agreement. The account includes unsecured
interest bearing loans extended to the operators amounting to P31L.0 million and
P26.7 million as at December 31, 2013 and 2014, respectively. These loans are short-
term in nature and bear interests of 8% to 12% per annum. Interest income pertaining to
the loans amounted to P3.7 million, P3.7 million and P3.6 million in 2015, 2014 and
2013, respectively.

Receivables from non-affiliated entities pertain mainly to unpaid balance from the
disposal of the Group’s investments in ISM Corporation (ISM) amounting to P45.1
million (see Note 9) in 2014 and the amount was collected in full in 2013, These also
include forsign exchange losses/gains on notes receivable in Note 7 {o the financial
statements that are being charged to ISM. The related foreign exchange gains (losses)
amounted to (P10.3) million, {P25.6) million and P24.8 million in 2015, 2014 and 2013,
respectively.

Receivable from PAGCOR represents the aforesaid government agency’s unpaid share in
marketing expenses incurred for the PeGS operation advanced by the Parent Company.
These marketing expenses are pre-approved and shall be reimbursed by PAGCOR upon
completion of its review of all the documentations required. In 2013, the Company
collected P9.9 million. During the year, PAGCOR put on-bold the release of remaining
fund due to the Notice of Disallowance (ND) issued by Commission on Audit (COA).
The ND is on appeal with COA’s En Banc. The release of the remaining fund is under
diseussion with PAGCOR, in which, they agreed to release upon finalization of the
Memorandum of Agreement and execution of Letter of Credit by Parent Company (see
Note 24},

Receivables from PeGS operators pertain to uncollected grosshold {cash) from PeGS
operators. These are coilected and deposited in the Parent Company’s bank account en
the banking day following the reporiing date.

Claims from telecommunication companies represent the amounts collectible for the
Premiyo sa Resibo’s share in the value of the text entries of customers.




6. Inventories
This account at December 31 consists of

2015 2014

At NRY:

Gaming terminals P - P106,252,113
Scrateh cards - -

P - P106,252,113

(Gaming terminals pertain to the cost of direct materials of gaming terminals such as
computer box, monitors, bill validators and other computer parts. In 2015, the Group
entered into a related party sale whereby e-Magine Corporation sold its gaming terminals
to the Parent Company amounting to P102.2 million. This is accounted as property and
equipment in the Parent Company’s financial statements (see Note 10).

Scratch cards consist of inventories of GSW which ceased its operations in 2014,

Due to the cessation, the Group written down its inventories to NRV. The allowance for
impairment losses of gaming terminals amounted to P4.1 million and nil as at
December 31, 2015 and 20114, respectively. The allowance for impairment losses of

scratch cards amounted to nil and P7.4 million as at December 31, 2015 and 2014,
respectively,

7. MNotes Receivable
This account at December 31 consists of notes receivable from third parties:

Notz 2015 2614

At original currency

Euro 3.9 million P204,196,251  P214,448,854
PHP 729 million 546,325,651 728,060,000

744,521,902 943,448,354

Ln

Less: Current portion

Euro 3.9 million 204,196,251 214,448,864
PHP 5443 million 30,025,651 145,800,000
22 234,221,502 360,248, 864

Noncurrent notes receivable 22 P510,300,000  P583,200,000

The Euro loan bears an annual interest of 90-day Euro LIBOR plus 550 basis points
(bps). Any foreign exchange exposure (gains/losses) and all income and expenses arising
from this loan is shouldered equally with ISM (see Note 5). The balance will mature on
September 30, 2016.

On November 15, 2012, the Parent Company executed an investment agreement with
Acentic GmbH through PCIL, a company organized and existing under the laws of the
British Virgin Islands, whereby the Parent Company, in consideration for 100%
awnership in PCIL, exchanged its 50% owirership in Host Union,
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On December 14, 2012, the BOD approved the disposal of investmnent of PCIL in Host
Union to Lucktime Management Limited (Lucktime) for a total consideration of P810.0
million. The Group received 10% of the consideration upon signing of agreement while
the remaining balance will be received on equal instaliments over a period of 3 years
starting from December 27, 2013,

On October 23, 2013, as requested to PCIL, the Parent Company agreed to amend the
payment term of the remaining P725.0 million to ten equal annual installments but with
interest at the rate of 5.35% per annum. The annual installments are payable on
December 31, 2014 10 2023,

On December 15, 2015, upon the proposal of Lucktime, the BOD approved the payment
of notes receivable by way of mansferring its ownership in the shares of the Parent
Company. The agreed price 18 set based on the actual trading price at the time of
transfer, and the transfers were made on December 15 and 16, 2016. As a result, PCIL
received 12.8 million shares of Parent Company’s common shares at a tofal cost of
P269.4 million, which represent full payment of the amount due and partial advance
payment for 2016 amounting to P42.9 million. The transaction has been accounted for as
treasury shares in the consolidated financial statements at cost {see Note 16). The current
market value of these shares is at P22.4 per share. After this payment, the remaining
balance of the said loan will be P30.0 million due within one year and P510.3 million
beyond one year. While there is no issue of unpaid balance to date, the Group believes
that in the event that Lucktime defaults, the Group has legal remedy to rescind the sale
under Philippine law and therefore, recover the subject asset sold.

The interest income earned on the notes receivable amounted to P47.2 million, P53.6
million, and P12.7 million for the years ended December 31, 2015, 2014 and 2013,
respectively, and is shown as part of “interest income™ in profit or loss,

8. Prepaid Expenses and Other Current Assets

This account at December 31 consists of:

2015 2014
Input value-added tax (VAT) - net of allowance
for impairment losses 72,708,967 P63,696,819
Prepaid insurance 4,874,558 6,016,654
Prepaid fees 2,683,085 1,147,735
Prepaid rent 1,803,974 16,184,445
Creditable withholding tax 1,314,542 -
Other prepaid expenses 6,420,580 5,348,171
Other current assets 193,747 313,346

P96G,504,433 P92,707,211

Input value-added tax (VAT) represents VAT umposed on the Group by its suppliers and
contractors for the acquisition of the goods and services under Philippine taxation laws
and regulations.



The movements of the allowance for impairment losses on input VAT for the years ended
December 31 are as follows:

2815 2014
Balance at beginning of year P164,488,976 P127,502,630
Impairment losses during the vear 28,898,671 36,986,346
Balance at end of year P193,387,047 P164,488.97%
9. Investmeats in Associates
This account at December 31 consists oft
2015
Choice
Insurance Alphaforce Tuotal
Percentage Ownership 36% 45%
Cost of Investment
Balance at beginning/end of vear P5,951,510 P7.999,900 FPi4,951.418
Aeccumulated Equity in Net
Earnings (Losses)
Balance at beginning of year {1,16%,105) 1,307,924 138,819
Equity in net earnings (losses) for
the year (722,975 400,966 (322,009}
Balance at end of year (1,892 080) 1,708,890 {183,190
P3,059,430 9,708,790 Pi4,768,220
2014
Choice
insurance Alphaforce Total
Percentage Ownership 30% 4%
Cost of Investment
Balance at beginning/end of year P6,951,510 P7.599.900 P14,951 410
Accumulated Equity in Net
Earmings (Losses)
Balance at beginning of year (503,365) 316,816 (186,549
Equity in net earnings (losses) for
the year {663,740) 561,108 325,368
Balance at end of vear (1,169,105 1,307,924 138.819
P5782,405 P9,307,824 P15,090,229

Investment in ISM

On July 2, 2001, the Parent Company entered into a Memorandum of Agreement (MOA)
with ISM, wherein ISM appeinted the Parent Company to manage the transformation of
[SM from a mining company to a company engaged in information technology,
multimedia, telecommunications, and other similar industries, including the identification
and negotiation with potential investors who will infuse the necessary capital or assets for
projects in such industries. In order to generate investor confidence in the new corporate
direction of 1SM, the Parent Company subscribed to 12,000,068,290 unissued shares of
ISM at its par value of P0.01 per share, for which the Parent Company made a partial
payment of twenty five percent (23%) on such subscription.
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On February 16, 2009, the Parent Company exercised its right to subscribe to | share for
every 1.92 common shares of ISM held. The subscription payment amounted to
P166,225,645 which covers 16,622,564,499 shares of ISM. This subscription increased
the Parent Company’s holdings in ISM from 24.5 billion shares or 19.41% in 2008 fo
41.1 bijlion shares or 21.47% in February 2009,

On June 1, 2009, the Parent Company purchased 5,428,740,000 common shares of ISM
through Uscon Limited, a Hong Kong-based company. The total additional investment
amounted to P172,250,000 which was also peid in the same mouth. This brought the
holdings of the Parent Company to ISM from 41.1 billion shares or 21.47% to
48,6 billion shares or 24.30%,

On May 27, 2010 1SM, with the approval of the SEC changed the par value of its stock
from PD.OL to P1.00 per share, Consequently the total number of shares held by the
Parent Company was reduced to 466 million shares which still represent 24.30% of ISM
outstanding shares.

Op November 19, 2013, the BOD approved the disposal of investment in [SM. On
November 19, 2013, the Parent Company executed a Stock Purchase Agreement with
Monfortine Holdings, Inc. and agreed to sell its 466 million shares or 24.30% interest in
I8M for a price of P1.30 per share, The loss on disposal of the investment amounting to
P3552.0 million is recognized as part of “other charges” in profit or loss. Based on
acquisition cost, the Parent Company made a cash gain of P60.4 million from this
frapsaction.

Investment in Major Games Amusement Corporation (IMAGCOR)

On January 1, 2012, PhilWeb Corporation and MAGCOR, a 30% associate of the Parent
Company, entered into an agreement where the former will manage and render oversight
services to the operations of the latter. The agreement is effective for a term of one (1)
vear beginning on January 1, 2012 and shall continue until December 31, 2012, unless
sooner terminated by written consent of the parties. In the absence of termination by
written consent, the agreement shall be renewed automaticaily for a period of one year.

Under the provisions of the agreement, the Parent Company has power to govern the
financial and operating policies of MAGCOR. As 2 result, MAGCOR became a
subsidiary of the Parent Company effective January 1, 2012 and is included in the
consolidated financial statements as at December 31, 2015 and 2014,

Investiment in Choice Insurance Brokerage Ine. (Choice Insurance)

On July 3, 2012, Best Choice Holdings, Inc., a wholly-owned subsidiary of the Parent
Company purchased 6,000,000 shares of Choice Insurance at Pl par value, which
represent 30% share of Choice Insurance’s outstanding shares.

Investment in Alphaforce Corporation

In October 2011, the Parent Company subscribed o 79,999 shares of Alphalorce at P100
par vatue per share, which represent 40% interest on Alphaforce’s outstanding shares,
On the same date, the Parent Company paid P4.0 million. In July 2013, the Parent
Company paid another P4.0 million as full payment of the subscribed shares.
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The summarized financial information of investments in associates as at and for the years

ended December 31 follows:

2015
Choice
Insurance Alphaforce
Current assets {(g) P2,503.119 P33,413078
Noncurrent assets {(b) 23,070,280 8,053,194
Current liabilities (¢} 8,708,633 17,194,296
Revenues 822 9,605,983
Net income (losg) (2,409,917 1,002,414
Total comprehensive income (loss) (2,409,917 1,602,414
Net assets {a+b-¢) 16,864,766 24,271,975
% Ownership 30% 40%
Share in the net assets 5,059,430 9,708,790
Carrying value of the investment P5,839,430 9,708,790
2014
Choice

Insurance Alphaforce

Current assets (a) P836,082 P33,852,8G5 .
Noncurrent assets (b} 24,519,278 3,356,124
Current liabilities (&) 6,130,676 13,939,368
Revenues 1.144 13,324,453
Net income (loss) {2.219,134) 2,477,769
Total comprehensive income (loss) (2,219,134) 2,477,769
Net agsets (at+b-c) 19,274,684 23,269,561
% Qwnership 30% 40%
Share in the net assets 5,782,405 9,307,824
Carrying value of the investment P5,782,405 P%,367.824
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10. Property and Equipment

The movements and balances of this account (in thousands) as at and for the years ended December 31 are as follows:

Network and
Computer Leasehold Data
Equipment and and Site  Connnunication Furniture Office  Transportation
Software [mprovements Eauipnient and Fixtures Equipment Eguipment Total

Cost
January 1, 2014 P373,362 P216,665 PI48,371 P87.510 P17,536 P32,360 P876,304
Additions 21,449 12,030 38,323 1,382 1201 830 75,215
Disposals 47 - . - - - (47
December 31, 2014 395,264 228,695 186,604 88,892 18,737 33,190 951,472
Additions 11,904 19,811 9,084 2,607 143 5,071 48,620
Transfer from inventories 102,119 - - - - - 12,118
Disposals . - - - - 3,997) (3,997
December 31, 2015 509,287 248,506 195,778 91,499 18,880 34,264 1,098,214
Accuntated Depreciation

and Amortization
January 1, 2014 277,041 137,783 119,258 55,143 16,602 24,068 629,895
Depreciation and

amogtization for the year 32,981 33,300 22,994 9,441 1216 3,514 103,446
Disposals (47) - - - - - {47)
December 31, 2014 309,975 171,083 142,252 64,584 : 17,818 27,582 733,294
Depreciation and

amortization for the vear 38,953 33,541 21,982 10,811 333 4,029 109,649
Impairment loss - 7.870 - - - - 7,870
Disposals - - - - - {3,997} (3,997
December 31, 2015 348,928 212,494 164,234 78,305 18,151 27,614 846,814
Carrying Amount
December 31, 2014 P85,289 P37,612 P44,442 . P24,308 P919 P5,608 P218,178
December 31, 2015 P160,359 P36,012 P31,544 P16,164 P729 76,650 P251,398




11. Other Noncurrent Assefs

This account at December 31 consists oft

Note 2015 2014
Rental and other deposits 19 22 P34,833,633 P49,508,489
Advances for projects 5,315,972 5,315,972

60,149,605 34,914,461

Less allowance for impairment losses on:

Advances for projects 5,315,972 5315972
Other deposits 2,330,227 62,227
7,636,199 5,378,199

P52,513,400 P49,536,262

Rental and other deposits include advance payment of rent and security deposits
equivalent to two to four months rental. The carrying amount of rental and other deposits
approximates their amortized cost as the impact of discounting is not material,

Advances for projects include receivables and related assets from the Group’s Internet
Service Provider business which was discontinued when the Group focused operations on
the internet gaming business. The Group has provided [ull allowance for impairment
losses on these assets.

The Group also recognized provision for impairment losses on franchise fee -péjd by a
subsidiary to PAGCOR related to its land-based casino project amounting to P2.3 million
in 2015,

12, Accounts Payable and Accrued Expenses

This account at December 31 consists oft

Note 2013 2014
Accounts payable - trade 22 P239,311,120 P186,109,730
Accrued expenses and other pavables 22 44,580,351 41,595,425

P303,891,471  P227,705,155

Accounts payable - trade mainly consists of pavable to suppliers, PeGS operators and
PAGCOR.

The average credit peried for payable to suppliers and PeGS operators are 30-60 days and
15-30 days, respectively, Payable to PAGCOR is normally remitted on a daily basis.
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The details of the accrued expenses and other payables account are as follows:

Note 2018 2014
Contraciors 22 P19.831,3 F20,623,097
Manpower services 22 7560444 9,297,364
Utilities and communications 22 5,072,450 4753314
Due to government agencies 5,347,282 481,398
Interest 13 22 2,695,135 2,731,007
Audit fees 22 1,474,711 1,222,303
Ads and promo 22 1,304,015 1,448,803
Travel expenses 22 313,812 509,699
Others 22 381,170 $28.336

P44,580,351 P41,595,425

13, Notes Payable

The Parent Company has peso-denominated short-term notes payable from local banks
amounting to P200.0 million and P700.0 million as at December 31, 2015 and 2014 with
maturities of less than a vear and bear annual interest at average rates of 6.1% and 4.5%
in 2015 and 2014, respectively. OFf the total outstanding loan, P150.0 million of which is
fully secured by the 100% ownership of the Parent Company in BGL

The Group recognized interest expense of P22.7 million, P49.6 million and P22.1 million
in profit or loss for the years ended December 31, 2015, 2014 and 2013, respectively.

14, Income Taxes and Registration with the Board of Investments (“BOI™) and Phﬁip;}iée
Economic Zone Authority (PEZA)

ay BOL

Effective March 14, 2001, the Parent Company was registered with the BOI as a new
IT service firm, providing internet services and other IT-related services on a pioneer
status. As a BOl-registered enterprise, the Parent Company is entitled to certain tax
and non-tax incentives which include, among others, an income tax holiday (ITH) for
a period of six {6) years, extendable under certain conditions to eight (8) years; tax
and duty-free importation of capital equipment; and, tax credit on domestic capital
equipment.

On February 26, 2007, the Parent Company was registered with the BOL under
Registration No. 2007-030C, on a ploneer status as new IT Service Firm in the field of
an Application Service Provider. ITH entitlement period started on March 1, 2007 to
February 28, 2013. As a BOl-registered enterprise, the Parent Company is entitled to
certain tax and non-tax incentives which include among others, income tax holiday
for a pertod of six (6) years from March 2007, provided, however, that the Parent
Company has complied with the infusion of the minimum investment cost of
US$2.5 million or its peso equivalent within one year from the date of its BOI
registration. In 2008, the Parent Company has complied with all the requirements of
the BOL
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b)

On January 23, 2013, the BOI approved a one year extension of the Parent
Company’s ITH covering the period from March 1, 2013 to February 28, 2014. One
of the conditions for the approved I'TH bonus vear is to undertake Corporate Social
Responsibilities (CSR) activities and the total cost incurred for these activities
amounted to P3.7 million, P1.8 million and P2.6 million in 20135, 2014 and 2013,
respectively,

The Parent Company set up a new business location in Pasig City. This is a strategic
location that allows it to serve its customer better and faster. This also allows room
for additional equipment and new employees. On February 13, 2014, the BO!
approved the registration of this new project under New Creative
Industries/Knowledge-Based Services Provider (Software Development) on a Non-
Pioncer Status, This entitles the Parent Company to an ITH for four {4) years for all
the income to be generated through this sew location.

PEZA

On November 29, 2012, the Philippine Economic Zone Authority (PEZA) approved
the application for registration of e-Magine Gaming Corporation (formerly PhilWeb
Gaming Solutions Corporation) (“e-Magine™), a subsidiary of Parent Compary, s an
Ecozone Export Enterprise to develop and manufacture electronic machines at the
Laguna Technopark - Special Ecopomic Zone. Under the PEZA registration
agreement, the e-Magine’s projects shall be entitled to four (4) years ITH from start
of commercial operations. The Company’s registration with PEZA was cancelled in
June 2015,

Income tax expense for the years ended December 31 consists oft

2015 2014 2013
Current fax expense P1714388063  P132,098.260 PL260,327
Deferred tax expense (benefit) 2,501,792 2,738,928 14,174,070y

P173,940,395 PI34.837218 (P12,913,743)

Deferred tax assets as at December 31 pertains to the tax impact of the following
temporary differences:

25 2014

Items recognized in profit or loss

Allowance for impairment losses on input VAT PR,701,776 P8.701.770
Retirement benefits Hability 2,555,372 5,057,163
Allowance for impairment losses on receivables 4740503 474,001

11,731,143 14,232,936

ftems recognized directly in other
comprehensive income
Remeasurement losses on defined benefit
liability 1,916,899 492,063

P13,642,042 P14,724,999
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d} Deferred tax assets of the Group at December 31 have not been recognized in respect
of the following items because it is not probable under current sifuation that tax
benefits will be available in the near future against which the Group can utilize the

benefits therefrom.
2613 2014 2013
Allowance for impairment losses
on input VAT, receivables and
notes receivable P89,546,067  P91L,051,515 P112,831,040
NOLCO 84,357,466 87,196222 84,749,724
P173,903,533 PI178.230,737 P197,580,764

Details of NOLCO as at Decamber 31 are as follow:

Asatf
Expired/ December 31,  Available
Incurred In Amount Applied 2015 Until
2012 P26,922,507  (P26,922,507) P - 2015
2013 38,846,341 - 38,846,841 2018
2614 21,429,874 - 21,429,874 2017
2015 24 080,751 - 24,080,751 2018
PLIL279.973  (P26,922,50T PR4.357 466

All these NOLCO pertains to non-operating subsidiaries.

€) The reconciliation between the income tax expense computed at the statutory tax rate
and income tax expense shown in profit or loss for the years ended December 31

follows:
2515 2014 2013
Income before tax F1,043,566,628 P1,038,712906 P189,98D.,812
Income tax expense af statutory
rate {30%) P313,069,988 P311,613,872 P56,994,244
Adjustments resulting from:
income tax holiday on BOI -
registered operations (153,930,681) (176,573,678) (269,157,231}
Unirecognized deferred tax
assets arising from temporary
differences and NOLCO 9,379,625 3,815,792 43,985,748
Tax effects of)
Equity in net earnings of
assoctates 946,603 {97,610) (25,821,833
Interest/other income not
subject {o corporate tax {12,287,0318) 14,982,938} {6,750,120)
Non-deduciible expenses/iosses 17,612,078 11,061,780 187,835,448
Income tax expense {benefits) P173,940,595 PI24.837.218 (P12,013,743)
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15. Related Party Transactions

In the ordinary course of business, the Group has transactions with its related parties
sumimarized as follows:

a) The Parent Company and Alphaland Corporation are entities under common confrol.
The Parent Corapany bills Alphaland for its share in common expenses which
includes common personnel cost and rental expense. Common personnel cost
amounted to P19.3 million, P21.9 million and P24.6 million for the vears ¢nded
December 31, 2015, 2014 and 2013, respectively. While, common rental expense
amounted to P52 miilion, P7.4 million and P9.1 million for the years ended
December 31, 2015, 2014 and 2013, respectively. Receivable from Alphaland
amountad to F22.7 million and P34.2 million as af December 31, 20135 and 2014,
respectively. The account is unsecured, non-interest bearing and payable on demand
and is expected to be settled in cash.

b)Y Compensation and short-ferm employee benelits of key management personnel of the
Group in 2015, 2014 and 2013 amounted to P47.9 million, P45.2 million, and P48.3
million, respectively. The Group’s key management compensation relating to post-
employment beseflts or other longterm benefits amounted to P3.5 million,
P4.0 million and P4.9 million for the vears ended December 31, 2015, 2014 and
2013, respectively.

16. Equity

Common Stock
The movements in the number of authorized and issued and outstanding shares of
common stock are as follows:

2018 2014
Mumber of Number of '
Shares Amount Shares Amount
Authorized common stock 2,600,000,000 2,600,000,000
Balance a beginning of year 1.350,618.379 P1,350,618379  L.350.614.879 P1350,614870
Issuanee during the year 938,106 938,266 3,300 3,300
Subseribed shares (net of
subscriptions receivahle) 163,378,780 38,298,352 163,378,780 38,298,352
Issued sheres at end of year 1,514,955425 1,380374,997 1L313997,139 1388915731
1ess treasury shares {334,820621) (341,773,089
Izsued and outstanding shares at
end of year 1,160,333 804 1.172,224,060

Change in Par Value of Capital Stock
On September 22, 2009, PSE approved the change in par value of the Parent Company’s
shares from PO.O1 to P1.

Additiona! Paid-In Capital
The movements in additional paid-in capital and stock options reserved are as follows:

Additional Paid-In Capital

Stock Outions Reserve

2615 2014 2815 2014
Balance at beginning of year P1,081,882,866 P1,081,837.366 P4,604,050 P4,042,818
Stock Subscription 9,092,048 45,500 - -
(Cost of stock option - - 3,161,092 361,252
Exercised stock option 1,007,182 - (1,007,183} -
Balance at end of year P1,095,982,096 P1081,882.86¢ P6,757.968 P4,604,030
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Stock Option Plan

On February 15, 2000, the BOD approved the Parent Company’s Stock Option Plan
("Plan™} covering all employees, officers and directors of the Parent Company, its
subsidiaries as well as such other qualified persons determined as eligible by the BOD.
The aggregate number of shares that may be purchased under the Plan shall not be moie
than five percent (5%) of the total number of shares of the outstanding capital stock of
the Parent Company, at a price not less than eighty percent (80%) of the fair market value
of the shares on the date the option is granted. Effectivity date is one (1) year afier an
option is awarded to the participant. 173 of the total number of options covered by a grant
shall vest upon effectivity date; 1/3 shall vest one year after effectivity date and 1/3 shall
vest two years after the effectivity date. Options may be exercised within 2 period of
threg {3) years, starting after the lapse of one (1} year from the date of grant.

On April 19, 2012, the Stock Option Plan Committee of the Parent Company approved
the awarding to selected officers and employees of options to subscribe to a total of
8.9 million common shares at an exercise price of P14.0 per share.

On May 29, 2014, the Stock Option Plan Committee of Parent Company approved the
awarding to selected officers of options to subscribe to a total of 1.5 million conumon
shares at an exercise price of P4.15 per share.

The fair value of stock option is estimated using Black-Scholes option pricing method,
which congidered annual stock volatifity, risk-free interest rate, expected life of option
and exercise price.

The inputs to the model used to measure the fair value of the shares are as follows:

2015 2014
Expected volatility 33.18% 33.18%
Risk-free interest rate 269% 3.69%
Expected life option 3 years 3 years

Expected volatility is estimated by considering average share price volatility.

Details of stock option transactions at December 31 are as follows:

2013 2014
Weighted Weighted
Average Average
Mumber of  Exercise Price Number of  Exercise Price
Options of Options Onptions of Optiong
Options ouistanding,
beginning of year £,896.500 P 6,060,600 P -
Granted - - 1,560,000 .
Exeroised {958.266) - {3,500% -
Forfelted/expired (833,334 - {600,000) -
Options outstanding,
end of year 5,104,908 P - 6,896,500 P -
Options exercisable,
end of vear P - P -

Stock option cost (reversal) recognized in profit or loss is included under “salaries and
benefits” account amounted to P3.2 million, P0O.6 million and (P0.4 million) in 2015,
2014 and 2013, respectively (see Note 17).
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Retained Earnings

Cash dividends declared by the Company from retained earnings during the years ended
December 31,2015, 2014 and 2013 follow:

Total Amount Stockholders of
Dlate Approved Per Share {in Php) Record Date Date Paid/Issued
February 28, 2013 0.1 138,699,693 March 5, 2013 March 15, 2013
October 10, 2013 810 128,973,858 October 15 2013 Cetober 25, 2013
March 4, 2014 010 117,222,650 March 18, 2014 March 28, 2014
May 26, 2014 810 117,222,401 June 9, 2014 June 23, 2014
July 11,2014 2.10 17,222,401 September 1, 2014 September 13, 2014
Jolyil, 2014 010 17,222,401 November 21, 2014 December 5, 2014
Fanuary 27, 2013 N 175,833,601 January 20, 2013 February 16, 2015
May 4, 2015 .18 175,833,601 May 7, 2015 May 21, 2015
August 11, 2015 0.15 175,936,376 August 14, 2013 August 28, 2015
November 9, 2013 g.15 175,948,376 November 12,2013  November 26, 2015

On December 19, 2013, the BOD and stockholders of PAPC, a subsidiary of the Parent
Company, approved the increase in PAPC’s authorized capital stock from 40,000,000
common shares with a par value of P per share to 274,000,000 common shares with a
par value of P1 per share. Such increase was fully subscribed and paid-up by the Parent
Company, hence, resulting to the dilution of 22% minority interest to 1% of total
outstanding shares. The equity portion of the minority interest in the consolidated
financial statements was reclassified to retained earnings.

Treasury Stock
The movements in the number of treasury shares are as follows:

2015 2014
Number of Number of
Shares Amount Shares Amount
Balance at beginning of year 341,773,099 P3,941,779,041 341,773,099 P3,941,779,041
Purchase during the year 12,848,522 269,358,695 - -
Balance at end of vear 334,621,621 P4211137,736 341,773,099 P3.941,779.041

a. On July 10, 2612, the Parent Company entered into a Share Purchase Agreement
{SPA) with ePLDT where the latter offered to sell to the former 397.9 million
common shares of the Parent Company, representing approximately 27% of the then
outstanding capital stock of the Parent Company. The SPA provided that the sale of
the shares wilt be executed in four tranches, where the first two tranches representing
186.9 million shares for a total purchase price of P2.0 billion were completed in
2012; while the other remaining two tranches representing 211.0 million shares for a
total purchase price of P2.3 billion were executed in 2013,

On October 17, 2012, the Parent Company, ePLDT and PhilWeb Casino Corporation
{(PCC) entered into a Supplement to the SPA whereby the former designated PCC as
the buver of the second, third and fourth tranches. The first and second tranches
were completed on July 13, 2012 and October 22, 2012, respectively. These
transactions have been accounted for as treasury shares and presented as a reduction
in equity in the consolidated statements of changes in equity.

Relative 1o the above fransaction, the Parent Company entered into a SPA with PCC
where the former soid to the latter 93.4 miltlion shares of the Parent Company at a
price of P10.7 per share. These shares comprised the first tranche of shares that the
Parent Company acquired from ePLDT on July 13, 2012. These transactions have
been accounted for as treasury shares and presented as a reduction in equity in the
consolidated statements of changes in equity.
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On October 25, 2012, PCC sold 137.5 million of the Parent Company’s shares
through a placement, to qualified buyers at a price of P13.0 per share, with a total
selling price of P2,062,5 million. The excess of selling price over the cost of the
treasury shares is shown as “additional paid-in capital™ in the consolidated statements
of changes in equity. ‘

The third and fourth tranches covering 93.5 million shares and 117.5 million shares
for a total purchase price of P1.0 million and P1.3 billion were completed on June 13,
2013 and December 13, 2013, respectively.

b. On Navember 21, 2012, the BOD approved the creation of a share buyback program.
The Parent Company acquired 41.2 million shares and 40.1 million shares of its
common shares at a total cost of P367.2 million and P331.6 million in 2013 and
2012, respectively, which has been accounted for as treasury shares.

¢c. On December 15, 20135, PCIL received from Lucktime 12.8 miltion shares of Parens
Company’s common shares at a total cost of P269.4 million as collection of portion
of notes receivable. This has been accounted for as treasury shares in the
consolidated financial statements (sec Note 7).

17. Salaries and Benefifs

This account consists of}

Note 2013 2014 2013
Salaries and wages P122,155,284 P111,605,062 P121,896,603
Retirement benetits cost 24 3,134,907 5,870,237 7,238,033
Cost (reversal) of stock
option 16 3,161,092 561,232 (379,248)

P136,451,283  P118,036,531  P128,755,412

18. Earnings Per Share

The following reflects the income and share data used in the basic/dilutive EPS

computations:
2015 2014 2013

Net income attributable to equity '

holders of the parent (&) P870,165,159  P903,990,032  P209,875,685
Weighted average number of

shares outstanding (b) 1,172,561,122 1,172,222602  1,330,852,173
Dilutive shares arising from

stock options 5,104,960 875,600 -

Adjusted weighted average
munber of common shares for
diluted earnings per share (¢ ) 1,177,666,022  1,173,097,602 1,330,852,173

Earnings per share (a/b) Po.7421 pO77L2 Pa3.1577
Diluted eamings per share {a/c) P0.738% P0.7706 PO.1STT
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The weighted average number of shares outstanding takes into account stock dividends
and the treasury shares at year-end. There have been no other transactions involving
ordinary shares or potential ordinary shares,

19, Lease Commitmenis

The Group leases its main and other offices under various operating lease arrangements
with terms ranging from three (3) to five (3) years, Such leases are renewable at the end
of the lease term upon mutual consent of the parties.

The Group has rental deposits amounting to P29.9 million and P31.6 million as at
December 31, 2015 and 2014, respectively.

Total rentals recognized in profit or loss for the yvears ended December 31, 2013, 2014
and 2013 amounted to about P64.6 million, P667 mililon, and F70.9 million,
respectively.

Non-cancellable operating lease rentals as at December 31 are payabie as follows:

2015 2014 2013
Less than one year P335.454,410 756,222,266 P49.470,583
Between one and flve vears 124,157 878 165,295,616 40,730,759

P179,611,988  P221,517,882 90,201,342

20, Retirement Benefits

The Group has a funded, non-contributory, defined benefit plan covering all of its
permanent employees. Contributions and costs are determimed i accordance with the
actuarial studies made for the plan. The plan is administered by a local bank appointed
ag trustee. Annual cost is determined using the projected unit credit method. The
Group’s latest actuarial valuation date was made on December 31, 2015. Valuations are
obtained on an annual basis.

On December 18, 2014, the Group submitted the employees’ refirement plan fo the
Bureau of Internal Revenue (BIR) for its adjudication as 4 reasonable retirement plan
under Republic Act No. 4917, as amended. On March 3, 2015, the Group received Tax
Approval Letter from the BIR for the Group’s retirement plan.



The amounts recognized in the consolidated statements of financial position as retirement benefits liability as of December 31 are determined as
follows:

Present Value of Retirement
Defined Benefit Obligation Falr Value of Plan Assets Benefit Liability

2015 2014 2013 2014 2015 2014

Balance at beginning of vear P33,497425 P27.966,784  (P15,000,000) P~ PIB 49T A28 PI7.966,784
Revognized in profif or loss ~
Curent service gost ‘4,598,313 4,564,456 “ - 4,598,315 4,564,456
Interest expense 1,504,034 1,784,281 , . L504034 1784281
Interest income - - (967,442) (478,500) (967.442) (478,500)
6,102,349 6,348,737 {967,442} {478,500) 5,134,907 5,870,237
Recognized in other comprehensive income
Remeasurement {gains} losses:
Actuarial (gains) losses arising from:
Experience adjustments 2,001,273 (3,692,494} - - 2,001,273 (3,692,494)
Changes in financial assumptions (1,538,266) 4,320,601 - - (1,538,266} 4;.32{316(}1
Changes in demographic assumptions 2,793,419 (1,446,203} - . 2,793,419 (1,446,207
Return on plan assets . - 1473027 478,500 1,473,027 478,500
3,256,426 {818,096 1,473,027 478,300 4,729,453 {339,596)
Others
Benefits paid {381,012) - 381,012 - - -
Contributions - - (13,474,215) {15,000,000) {13474.215) (15,000,000
Balance at end of year P42,475,188 P33,497425  (P27,587,618)  (P15,000,000) P14,887,570  P18,497,425
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The principal actusrial assumptions used as at December 31 follow:

2018 2014 2013
Discount rate 4.89% 4.49% 6.38%
Future salary increases 5.00% 3.06% 5.00%

The Group does not expect to make contributions to the plan in 2016.

Assumptions and Relevant Information

Sensitivity Analysis

The calculation of the defined benefit obligation is sensitive to the assumptions set out
above, The following table summarizes how the impact on the defined benefit obligation
at the end of the reporting period would have increased {decreased) as a result of a
change in the respective assumptions by 100 bps:

Defined Benefit Obligations

Increase I)e;:reasa
Discount rate {P3.426,360) (8.1%)y  P4,051,119 9.5%
Future salary increases 3,701,097 8.7% (3,212,103  (7.6%)

Maturity Profile of the Defined Benefir Linkility

Assumptions regarding mortality and disability rates used in the valuation were based on
160% of the 19835 Unisex Annuity Table and 100% of the 1932 Disability Table,
respectively.

The weighted-average duration of the defined benefit liability as at December 31, 2015
and 2014 is 16.6 years.

The maturity profile of the defise benefit obligation is as follows:

1018
Carryving  Contractoal Within Within2-5  More than
Amount  Cazh Flows i Year Yeary 3 Years

Defined benefit obligation  P42475,188  P41,396,972  PII372,800 PLAS3YIG  PI53H4,282

2014
Currving  Contractual Within ~ Within Z- 3 More than
Amount  Cash Flows i Year Years 5 Yeary

Defined benefit obligation  P33,497425  P35,677.73%  PI2207360 PLOILGI4 P22458.303

Funding Arrangements

The Group is not required to pre-fund the future defined benefits payable under the
retirement plan before they become due. For this reason, the amount and timing of
contributions to the retirement fund are at the Group’s discretion, However, in the event a
benefit claim arises and the Retirernent fund is insufficient to pay the claim, the shortfall
will then be due and payable from the Group to the retirement fund.

Significant Risks to which the Retirement Plan Exposes the Group

There are no unusual or significant risks to which the plan exposes the Group. However,
in the event a benefit claim arises under the retirement plan and the retirement fund is not
sufficient to pay the benefit, the unfunded portion of the claim shall immediately be due
and payable from the Group to the retirement fund.
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21. Operators’ Deposits

Operator’s deposits account consists of cash received from operators upon opening of
PGS Station. This serves as a bond/security in case an operator defaults from payments.
These deposits shall be returned to the operator after the termination of the contract. The

carrying amount of operator’s deposits approximate amortized cost as the impact of
discounting is not material,

22. Financial Risk and Capital Management Objectives and Policies
Financial Instruments

The accounting policies for financial instruments classified under loans and receivables
have been applied to the line items below:

Note 2013 2014

Current assets:
Cash in banks and cash equivalenis 4 PLIBII4,359 PIT4.549.875
Accounts receivable 3 203,084,280 265,627,945
Nates receivable 7 234,221,902 360,248,864
Total current financial assets 647,340,341 1,034,826,684
Noncurrent assets:
Nonecurrent notes receivable 7 516,300,060 583,200,000
Rental and other deposits under :
“Other noncurrent asset - net” 1i 32,513,406 49,336,262
Total noncurrent financial assets 362,813,406 032,736,262
Total financial assets P1,210,353,747 P1,667,562,946
Fair Values

The fair values of the Group’s financial assets approximate their carrying amounts as
of reporting date because of thewr relatively short-term nature. In the case of
noncurrent notes receivabie, the fair value of P310.3 million is based on the present
value of expected future cash flows using the applicable discount rates based on
current market rates of identical or similar guoted instruments.

Accounts payable and accrued expenses, notes pavable and operators’ deposits are
designated as other financial liabilities. The balances disclosed are the contractual
undiscounted cash flows which equal thelr carrying amounts, as the impact of
discounting is not significant.

Financial Risk Management

The Group’s activities expose it to a variety of financial risks and those activities involve
the analysis, evaluation, acceptance and management of some degree of risk or
combination of risks. Taking risk is core to the financial business, and the operational
risks are an inevitable consequence of being in business. The Group’s aim is therefore to
achieve an appropriate balance between risk and return and minimize potential adverse
effects on the Group's financial performance.
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The Group’s BOD has overall responsibility for the establishment and oversight of the
Company’s risk management framework. The Group’s risk management policies are
established to identify and analyze these risks, to sst appropriate transaction limits and
controls, and to monitor and assess the risks and compliance to internal control policies.
Risk management policies and structures are reviewed regularly to reflect changes in
market conditions and the Group’s activities.

The Group bas exposure to the following risks from its use of financial instruments;

»  Credit Risk
Liguidity Risk
= Market Risk

This note presents information about the Group’s exposure to each of the above risks, the
Group’s objectives, policies and processes for measuring and managing risks, and the
Group's management of capital.

Credit Risk

Credit risk represents the risk of loss the Group would incur f counterparties fail o
perform their contractual obligations. The Group's internet gaming businesses are made
on cash basis and internet gaming operators are covered by required security deposits.
Other receivables arise from one-off transactions and are due and demandable on a short
term basis. Due to these reasons, management believes that the Growp’s exposure fo
credit risk is manageable as at December 21, 2015 and 2014, The canrving amount of
each financial asset represents the Group’s maximum credit exposure.

The Group’s aging per class of financial assets that were not impaired is as follows:

Past Due and aot Impaized

Meither Past Due Morve than
aor Unpaired 11030 Dave 31 to 88 Duws &6 Davs ‘Yoisl
December 31, 2015
Cash in banks ol cash equivalents P261,300379 P ® o S P21.368,378
Accounts repeivabile 1Y, 957 864 FT.O6T 425 11875654 158463340 205,004,280
Botes repeivable T44,571,982 - - - 744,521,902
Renial and other deposits under
“{ither noncurrent assels - net” AXS13.400 - - - 52,513,465
PLIGEIOG,54T  PETO0TARE  PILBTSASA PI5163,340 P1L201,339.967
Past Pue and sot Impaired
Meither Past Dug Muore than
nor impmined T3 Days 3o 60 Davs 84 Days Total
Drevamber 31, 2004
Cash in banks and cash squivabents PI6S 356200 P P Fo- P365 556220
Arcounts receivible {80,819.52¢ $3.759.243 14,844,587 20,204,175 L2755
Motes raceivable 943 448 854 - - . 943,443,364
Rental mnd other deposits under
“Orther nohowrent asses - pet” 48 536 267 - 45 5368 252
PILI3361,266  PRRTAR2A3 PI4,B44.367 PIGIOLITE PLAS2 169051

Credit Quality

In monitoring and controlling credit extended to counterparty, the Group adopts a
comprehensive credit rating system based on financial and non-financial assessments of
its customers. Financial factors being considered comprised of the financial standing of
the customer while the non-financial aspects include but are not limited to the assessment
of the customer’s nature of business, management profile, industry background, payment
habit and both present and potential business dealings with the Group.
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The credit quality of financial assets is managed by the Group using internal credit
ratings such as high grade and standard grade.

High Grade - pertains to deposits or placements to counterparties with good credit rating
or bank standing, For receivables, this covers accounts of good paying customers, with
good credit standing and are not expected by the Group to default in settling obligations,
thus credit risk is minimal. This normally includes large prime financial instititions and
well established companies.

Standard Grade - there is a moderate concentration of credit risk with respect to these
financial assets. These refer to accounts of satisfactory financial capability and credit
standing but with some elements of risks where certain measure of control is necessary in
order to mitigate risk of default.

Low Grade - there is a high concentration of credit risk with respect fo these financial
assets. These refer to accounts from customers in default due to financial difficulties and
without clear indication of full recoverability.

The table shows the credit quality of the Group neither past due nor impaired financial
assets as follows:

Pout Do
but aot
Medther Pat Due nor Impaired Fapnired Past Hue
Standard Law ) Standard and
Totad Hish Grade Grade Lrade Todal Grade Imnpalred
Becamber 31, 2015
Lagls m banks PIOEI00,37% PIULI00.3T P - F - PIOLMGATY P B 2
Azriants receivable fre RS EA TOTAET A - - 107,857,869 S50468,420  420,158136
Nevtes recetvabis 234201502 I35 - - I35 724548 « . -
Monourrent otes
reseivahie 510,300,900 510,300,000 - - A 000 - -
Rental and giher .
deporits under
" nencurTent ;
5551 - not” 0,143,508 32,31 3.406 - - 31513406 M _ES3s 08
PLIZROBEH0Z  PLING,293,547 P P PLIBGIBSAT  PRS0S6.416  FI2T746,935
Fast D
bt pot
Mither Past D aor lopaired tmpaired Fast e
St Low Standard ard
Toial High Grade Grade Uirade Tatal Ciende Srnpaired
December 31, 2013
Cash fn banks Fl48.511,929 PLdsEs 05 B - T Flag511,92% # o E .
Shurt-fesan investments 22LO4M.091 D2E044 20 N . 21,044,203 - .
Astounis mrenvable 484, 541 434 LRO R0 - - 180.81992G 118,308,033 [ S e
Hotes receivable 360,248 B4 380,048 %54 - - XG0, 24% 864 - .
HNonourent aotes
reveivable 583200 060 583,200,080 - - 583,300,000 - -
Rental and other
deposits ander
“Cither noncarrent
430t - pet” 34914461 4% 834 B2 - - 43536767 - 3,178, 194
PILITES6L109 P1.543 361,266 Z - P - PLAS G066 PULRBORDZS  PITSI9L308
Liguidity Risk

Liquidity risk 1s the risk that the Group will be unable to meet its obligations as they fall
due. To effectively manage liguidity risk, the Group menitors its cash flows and ensures
that credit facilities are available to meet its obligation when they fall due.
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The Group’s ratio of current assets to current labilities as at December 31, 2015 and

2014 is 1.21:1 and 1.17:1, respectively, The current liabilities of the Group are expected
to be paid within one year.

As at December 31, 2015
Carrying Contractual Less than More than
Amount Cash Flow 1 Year 1 Year
Accounts payable and accrued
eapense W PIOBE44,180 PI98.%44,139  PIOR544,189 P .
Nodes pavable 200,000,500 262,119,135 262,019,138 -
Operator’s deposits A7.058,000 57,085,000 - 7,055,000
As at December 31, 2014
Carrying Contractual Less than More than
Amount Cash Flow 1 Year 1 Year
Accounts payable and accrued
expense ™ PR272Z3.787  PRAT2RZIT PRI IATEY P -
Motes payable 00,000,000 TI7062,500  TIT.062500 -
Operator’s deposits 2,055,000 32,055,000 - 52,035,000

fa) Due o govermment ggencies are excluded

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates,
interest rates and other market prices will affect the Group's income or the value of its
holdings of financial instruments. The objective of market risk managements is 1o
manage and control market risk exposures within acceptable parameters, while
optimizing the return. The Group is subject to various risks, including foreign currency
and prices.

Interest Rate Risk. Interest rate risk is the risk that future cash flows from a financial
instrument (cash flow interest rale risk) or its fair value (fair value interest rate risk) will
fluctuate because of changes in market interest rates. The Group’s exposure to changes
in interest rates relates primarily to notes receivable. Receivables issued at variable rates
expose the Group to cash flow interest rate risk.

As at December 31, 2015 and 2014, the interest rate profile of the Group's interest-
bearing financial instruments is as follows:

Nominal Amount
2015 2014
Fixed-rate Financial Instruments
Financial Assets
Cash in bank PI01,306379  P148,511,929
Short-term investments - 221,044,201
Motes receivable 540,325,651 729,000,600

741,626,036  1,098,556,220
Financial Liabilities
Notes pavable 200,000,000 700,000,000
Variable-rate Financial Instroments
Fimancial Asset
Notes receivable 204,196,251 214,448 864




Fair Vadue Sensitivity Analysis for Fived-rate Instruments

The Group does not account for any fixed-rate financial assets or {inancial Habilities at
fair value through profit or loss. Therefore, a change in interest rates at the reporting date
would not affect profit or loss.

Cash Flow Sensitivity Analysis for Variable-rate Instruments

A reasonably possible change of 1% in interest rate at December 31, 2015 and 2014
would have increased or deereased equity and profit or loss by P2.0 million and P2.1
million, respectively. This assumes that all other variables, in particular foreign exchange
currency rates, remain constant,

The Group manages its interest cost by using an optimal combination of fixed and
variable rate debt instruments. Management is responsible for monitoring the prevailing
market-based interest rate and ensures that the mark-up rates charges on Group's
borrowings are optimal and benchmarked against the rates charged by other creditor
banks.

Foreign Cwrrency Exchange Risk
The Group has no foreign currency exchange risk on its Euro loan as this is offset with
the receivable from ISM.

Capital Manavement

The Board’s policy is to maintain a strong capital base so as to maintain investor, creditor
and market confidence and to sustain future development of the business. The primary
objective of the Group’s capital management is to ensure that the Group has sufficient
funds in order to support its business, pay existing obligations and maximize shargholder
value. The Group manages its capital structure and makes adjustments to it, in light of
changes in economic conditions. To manage or adjust the capital structure, the Group
capital structure, the Group may obtain additional advances from stockholders, adjust the
return of the capital fo stockholders or issue new shares. The Group’s overali strategy
remains unchanged from 2014, The Group monitors capital using the monthly cash
position report and financial statements.

The Group defines capital as total equity, which includes capital stock, additional paid-in
capital, stock options outstanding and retained earnings, net of treasury stock as shown in
the consolidated statements of financial position.

The Company is compliant with the minimum public float requirements of the PSE as at
December 31, 2015 and 2014,

23. Segment Reporting

The Group operates in two (2) reportable geographical segments, the domestic operations
and foreign operations.

Bulk of the Group’s revenue is coming from the domestic operations which is a group of
related products or services that is subject to the same risks and retumns. Its operations
and sources of revenues are interdependent, share the use of the facilities of the Parent
Company, particularly computer equipment and are under agreements with PAGCOR,
the Group’s partner in the internet gaming business,
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In 2012 and 2011, the Group lauached seratch cards or instant-win type product in
Cambodia and Timor-Leste, respectively. Likewise, the Group opened its Sweenscenter
business in Guam in October 2011. These scrateh cards, instant-win type products and
Sweepstakes business are not material to the Group in 2015, 2014 and 2013,

The Group’s Chairman of the BOD reviews internal management reports on a monthly

hasis,

Analysis of financial information by geographical segment in 2015 is as follows:

Dosmestic Foreign
Operations Orperations Eliminations Consnliduted

Net Revenues
External revenue PLo0T 818,476 $ - P~ PLoa7 a10 476
Opersting expenses (51340483 36,942,850 - (658,347,735
Interest income 5L759.961 7422 - 81,767,383
Tnterast expense {22,727,533) . . (22,727 535)
Otlrers (2,270.241) (143,713 - (2413.954)

{586,642.654) {¥7.079,185; - {623,721 83%)
Income hefore Income Tax 1080967822 (37.079,18%) . 1043,888,637
Income fax expense 173,940,305 - - 173340395
Segment Profit (Loss) 907,827,227 (37,079,185 - 559,948,042
Equity in net earnings of associates {322.06% - ~ (3250001 -
Consslidated Profit Pou6745.218 {(FIT070.18% P PREZ.EIET:
Ether Informafion _
Additions to property and squipment P136,739.187 P P PI36,739,187
Depresiation and amortization 104,385,984 8,263,199 - 109,645,183
Assefs and Liabilities
Current assets P TI3.627 PLIRII5687 [1P188,402,850; PSRN
MNoncurrend assets 840,917,873 1.704 344 - 842,621,997
Fotal Assets LS48,631.600  P9Y3R031  (PIS3,402,800)  1,580,166,741
Cusrent liabilities PEISOITTTE PRLIN3AZI (PISRAO2E90)  P6IDI9S30S
Neoncurrent Habilities 71,941,878 ~ - TLIAETY
Total Liabilities Pidh, 560,342 PIIA 183,423 (P188.402,890)

PERYTAORTS

Analysis of financial information by geographical segment in 2614 is as follows:

Dromegtic Foreign
Oogrations {Operations Fliminationg Consolidated

Met revennes
External revepue P1,632,724,857 P7231918 F - PL,630.9%6.573
Operating SYpenscs (373 805228 {33,985.572; - {607 B30 30403
bterest invome 54,665 241 179,572 {44920 59,799,854
Interest expense {49,569 380) {44821 44,927 {49,56%,583)
Others {3,930.914) {17,628} - {3,548.34%

(357,730,451} {13,838,556) . (601,568, 037)
income befors invome tax 1,064,594, 178 (26,606,638} - 1038387538
Income tax expense 134,837,218 - - 134,837,218
Segment profit (oss) 934,136,958 {25,606 538) - G{13,550,320
Ecuity in net earnings of sssociates 325,368 - - 325368
Consobudated Profit PO30AR2,326 (P26.606 638} P o= PRO3RTE 488
Other nformation
Additions 10 property and equipment P71,644,685 P3,570,764 P - P75,213 444
Depraciation and amodtization 100,455,000 2960642 - 103,445,643
Assets and Liabilities
Currend assets P1,E75,389 960 P28 T40. 112 {P180.344 064  P1233.786.808
Noncurrent assets 871,857,741 %.872,155 - 880,729 896
Total Assets P2,047 447,101 Pa47,612,267 (P130.544,064)  P2,114,515504
Currant labilities P1O17984,200 P2IE 382,898 (PI8G.544 064 PLOSIEZION
Noncurrent Habilities T0.552.425 - - 70,532 425
Total Liabilitics P1,(i88,536,625 PE16,382,895 {P180,544,0647  P1,124,373.456
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24. Contingencies

The Group is 2 party to certain lawsuits or claims filed by third parties which are either
pending decision by the courts or are subject to settlement agreements. The outcome of
these lawsuits or claims cannot be presently determined. In the opinion of management
and the Group’s legal counsel, the eventual liahility from these lawsuits or claims, if any,
will not have a material effect on the consolidated financial statements as at and for the
years ended December 31, 2015 and 2014,

On January 30, 2014, the Parent Company filed a case against Playtech Software Limited
for damages and loss of revenue it caused by violating the provision of the agrecment
with the Parent Company. On May 11, 20135, the Regional Trial Court dismissed the
complaint.,

On May 14, 2015, the Pavent Company filed a Motion for Reconsideration (MR) relative
to COA’s decision dismissing the Petition for Review to nullify COA’s Notice of
Disallowance (ND). The disallowance pertains to Parent Company’s alleged under
remittance for the share in software license fee in 2006 and 2007. PAGCOR used this ND
to defer the release of the remaining fund due to the Parent Company for the
reimbursement of PAGCOR’s share in the Incentive and Promotions Fund for 2009 and
2010 amounting to P34.6 million (ses note 5). S

25. Farnings before Interest, Taxes and Depreciation and Amortization (EBTTDA)

The following table presents the computation of EBITDA as derived from the Group’s
consolidated net income attributable to equity holders of the Parent Company for the

year:
2018 2014 2013
Net income aftributable to equity
holders of the parent P870,165,159  P903,990,032  P209,875.685
Minority interest (539,126) {114,344; {(6,981,130)
Net income 869,626,033 903,875,688 202,894,553
Add (deduct):
(ain on sale of equity
investment - . 551,958,543
impairment losses 76,160,998 44 450 909 198,472,147
Depreciation and amortization 109,649,183 103,445,643 131,724,161
Provision for income tax 173,940,595 134,837,218 (12,913,745
Equity in net earnings of
associates 322,009 {325,36%) (86,672,773
Interest expense 22,727,535 489 569,583 22,072,431
Interest income (51,767,383) (39,799,886)  (22,500,401)
EBITDA P1,200,758,970 P1.176003,787  P983,634,920
Issued and outstanding shares
at end of year 1,166,333,804  1,172,224,060  1,172,220,560
EBITDA - EPS P1.0348 P1.003 P0.8408

EBITDA and EBYTDIA - EPS are non-PFRS measures,
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REPORT OF INDEPENDENT AUDITORS
TO ACCOMPANY FINANCIAL STATEMENTS FOR FILING WITH THE
SECURITIES AND EXCHANGE COMMISSION

The Board of Directors and Stockholders
PhilWeb Corporation

The Penthouse, Alphaland Southgate Tower
2258 Chino Roces Avenue comer EDSA
Makati City

We have audited, in accordance with Philippine Standards on Auditing, the consolidated financial
statements of PhilWeb Corporation and Subsidiaries (the “Group™) as at and for the year ended
December 31, 2015, included in this form 17-A, and have issued our report thereon dated -

March 1, 2016,

Our andit was made for the purpose of forming an opinion on the basic consolidated financial
statoments of the Group taken as a whole, The supplementary information included in the
following accompanying additional components is the responsibility of the Group’s management.
Such additional components include:
23

*  Map of the Conglomerate

s Schedule of Philippine Financial Reporting Standards

= Supplementary Schedutes of Annex 68-E

This supplementary information is presented for purposes of complying with the Securities
Regulation Code Rule 68, As Amended, and is not a required part of the basic consolidated
financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic consolidated financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic consolidated financial statements taken as a whole.
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Tax Identification No. 112-071-634
BIR Accreditation No. 08-001987-10-2013
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PHILWER CORPORATION AND SUBSIDIARIES
SCHEDULE OF PHILIPPINE FINANCIAL REPORTING STANDARDS AND INTERPRETATIONS

Frameweoik for the Freparation and Presentation of Finoncial
Statements

Conceptual Framework Phase A Dbjectives and gualifalive
charactersics

PFRSs Proctice Stalement Monagement Commerntary

Fhilippine Financial Reporling $tandards

PFRS 1 Frst-fime Adioption of Philippine Finoncial Reporiing
{Revised) (Standaorch

Arnandmends 1o PFRS 1 ang PAS 27 Cost of an
frvvastrnent in g Subsidiary, Jointly Controlled Entity or
Associote

Arnendrments to PFRS 1 Addifionat Exernptions for Frsl-
firne Adopters

Amendment 1o PERS 1: Limited Exemplion from
Comperative PRRS 7 Disclosures for Fisl-fime Adopters

Amendments to PFES 1; Severe Hyparinflation and
Removal of Fixed Date for Frs-lime Adoptens

Amendrnants to PFRE | Govemment Loans

Annuch improvernents fo PFRSS 2009 - 2011 Cycle: Frst-
lime adopiion of Philipping Finonciol Reperting
Standorts ~ Regeated application of PFRS 1

Armuct Improvements 1o PFRSs 2007 - 2011 Cycles
Borrowing Cost Exemplion

Annual innprovements fo PER3s 2011 - 2013 Cycle, FFRS
versdon that o fist-fime adopter con opply

PFRS 2 Shors-bosed Payment v

Arnendments to PFRS 2: Vesiing Condiiions and
Cancelcations

Amendments 10 PFRS 2. Group Coash-setiled Shaors-
bosedd Fayment Transactions

Annual improvements o PERS;s 2010 < 2012 Cycle:
Meaning of ‘vesfing condlifiory’

PFRS 3 gusingss Combinations

(Revised) Annual improvemends to PFRSs 2010 - 2012 Cycle:

Clossification and measuremend of confingent
consiceration

Annuot improvements 1o PFRSs 2011 - 2013 Cycle: Scope
exclusion for the formation of joint arrangements

PERS 4 frsurgnce Confracts
Amanchments 1o PAS 39 and PFRS 4: Financial Guarantee
Confracts

PFRS 5 Mon-current Assels Held for Sale and Discontinued

Cpeargfions




PERS & Explorotion for andd Evaluation of Minergd Resources

PFR3 7 Financiod irstruments; Disclosuras
Ameanciments to PFES 72 Tronsition
Amencmeants to PAS 39 angd PFRS 7: Reclassilicalinn of
Fincicicd Assels
Amandments to PAS 39 and FFRS 7) Reclassficotion of
Financiat Assels - Effective Dale and Transition
Amanchimants to PERS 7: improving Disclosuras abaoud
Financia instruments
Arnendrrents 1o PFRS 7: Disclosuras - Transfers of
Financic Assels
Amarciments {o PFRS 7: Disclosures - Offsetiing Financia
Assety angd Finoncial tobilles
Armendments 1o PFRS 7: Mandatory Effeciive Dale of
PERS 9 and Transifion Disclosures

PFRS B Operating Ssgments
Annual improvernegnts to PERSS 2010 - 2012 Cyole;
Disclosures on the gggregaotion of eparating segments

PFRS 9 Finoncial Insirumenks
Hedge Accouniing and amandments 1o PFRS 2, PERS 7
and FAS 39

PFRS ¢ Einan ments

{2014}

PERS 1D Caorsofidated Finoncicl Staterments
Amendments 1o PFRS 10, PFRS 11, and PFRS 12;
Consolidated Financial Statameands, Joint Arrangaments
and Disclosure of interests in Other Endifles: Trarsiiion
Guidance
Amgndmenis to PFRS 10, PFRS 12, andd PAS 27 (2011]
veasiment Entities

PFRS 11 Joint Arrangements
Amendrments 1o PFRS 10, PFRS 11, ond PFR3 12
Consofidated Fnoncial Stadements, Jolnt Arangements




andc Disclosure of Interasts in Other Enlifies: Transition

Guidonce

FFRS 12 Disclosure of Interashs in Oiner Enfifies
Armesncments 1o PFRS 10, FFRS 11, ond PFRS 12
Conmsglidated Frnoncidl Statements. Joint Arangements
and Daclosurs of Interasis in Other Endifiey; Tramsilion
Culdance
Amancivents o PFRS 10, PFRS 12, andl PAS 27 (2011
Invastment Entities

PFRS 13 Fair Yolue Meosurement
Annual improvemaerds to PFRSs 2010 - 2012 Cycls:
Meosurament of shorh-term recebrables ond pavables
Arnual improvernents 1o PFRSs 2011 - 2013 Cycle: Scops
of portiolic exception

PERS 14 | Regilitlan Defenal Accourts

Philippine Accounting Stondards

PAS 1 Prasentation of Financial Statements
Revise R

(Revised) Amendment 1o PAS 1 Caopllal Disclosures
amendrenis 10 PAS 32 and PAS 1 Pultable Financial
nstruments ond Chligotions Arlsing on Liguidalon
Amendments 1o FAS L Presentolion of ters of Other
Comprahensive Income
Anrnal improvemants Io PFRSs 2009 - 2011 Cycie:
Presentation of Hnoncial Siatemends - Compurafive
information beyond Minimum Requirements
Annwal nprovemnents to PFRSs 2008 - 2011 Cyale:
Prasenicdion of the Opening Statement of Financial
Position and Related Notes
Al e

PAS 2 tventories

PAS 7 Statement of Cash Flows

PASH Accounting Policies, Changes in Accounting Estimosies
and Brorns

PAS 10 Events ofter the Reparting Period

PAS 11 Construction Contracts

PAS 12 incomae Taxes

Amendment to PAS 12 - Deferred Tox: Recovery of
Underying Assels




FAS 14

Property, Plont and Eauipment

Annudd improvaernents 10 PFRSs 2009 - 2011 Cvole
Property, Plant ond Equipment - Classiicolion of
Servicing Equipment
Annuol Improvements fo PFRSs 2010 - 2012 Cycle:
Resiaterment of accumuloiad depmsciolion
{omorization] on revoluation (Amendments {o PAS 14
anc PAS 38)
Amardmen 16 Grith PAS 38 Clarficafion of

PAS 17 Loases

PA3 1B Revaerus

PAS 19 Ermpioves Benefily

(Amended) Amandments 1o PAS 19 Defined Banefit Plons:
Empiloves Condribulions

PAS 20 Accounting for Govemment Geanls and Disclosure of
Govemnment Assistance

PAS 21 The Effgcts of Chongss In Foreign Bxchongs Rates
Amendment: Met invesiment in o Forelgn Cperation

PAS 23 Borowing Cosls

{Revised)

PAS 24 Related Party Dliciosures

Revised

Revised) o Improvements o PFRSs 2010 - 2012 Cycle:
Detintion of 'reiated party’

FAS 25 Accounting and Reporting by Ratirement Benefit Plans

BAS 27 Separcte Financial Statements

Amended) ments to PFRS 10, PFRS 12, ond PAS 27 {201 1):
investiment Enlifias

PAS 28

{Amended)
Eniias: ApSlying ihe Conoidalion Excapion

PAS 29 Hnoncicd Beporting In Hyperinfiolionory Economies




PAS 32

Financict inshruments: Disclosure and Presentation

Amendments 1o PAS 532 ond PAS 1 Putiable Financlod
irstruments and Obligolions Arksing on Uauidation

Amendment to PAS 32 Classification of Rights hsues

Amendments 1o FAS 32 Offseling Finoncial assets and
Fnanciol Liobilifies

Anrwal Improvements 1o PFRSs 2065 - 2011 Cyole:
financial Instruments Prasentation - Income Tox
Comsequences of Diskibutions

PFAS 33 Eqrmings per Share
PAS 34 nterim Financial Reporting
Anrual Improvements 1o PFRSs 2009 ~ 2011 Cycle:
interim Financial Reporting ~ Segment Assels ond
Licfities
A
b
fimoncigimoot
PAS 35 frmpoimnent of Assels
Arendments fo PAS 34: Recoverible Amount
Csclosures for Non-Financicd Assals
PAS 37 Provisions, Contingent Uabiiities and Conlingent Assels
PAS 38 infangible Assels
Annuat imprmvements to PFRSs 2010 - 2012 Cyels
Restaterment of accumulotad deoreciation
fomortization) onrevaluation [Amendmenis 1o PAS 14
PAS 37 Finoncidl Instrumnents: Recognition and Mecsuremant

Amendmenis to PAS 3%; Tronsitlon and inificd Recognifion
of Finonclal Assels and Finonciul Uabilities

Ameandments o PAS 39 Cash Flow Hedge Accounting
of Forecast iIntragroup Tromsactions

amendments fo PAS 3% The Fair Value Option

Amendments 10 PAS 3% and PFRS 4 Financial Guarantee
Condracts

Amandments 10 PAS 39 and PFRS 7: Reclossificalion of
Fnoncial Assels

Amandments to PAS 32 and PFRS 7: Reclassificafion of
financiol Assals ~ Effactive Dote and Transition

Amaendments to Philippine interprefation IFRIC-Y and
PAS 3%: Embecded Darbvaiives

Amandment 1o PAS 37. Eligible Hedged Hems




Amendmant o PAS 39, Novation of Derdvol
Confinualion of Hadge Accounting

PAS 40

investment Property

4
Annuct Improvemants 10 PFRSs 2011 - 2013 Cygle: Infer- v
relafionship of PFRS 3 and PAS 40 {Amandmant to PAS
40

PAS 41 Agriculture o
Bmerdinienisio PAS 16 and PAS U LAGrcUUre: Badrar v
Plants

Phillopine Inferpreiotions

IFRIC } Changes in Bdsting Decornmissioning, Resforation and o
Similor Liabilifies

IFRIC 2 Members' Ihara in Co-operative Endities and Simiior ¥
Imsbruments

IFRIC 4 Determining Whather an Arangemeni Conigling a lewe

HRIC 5 Rights to Inferasts alsing from Decommissioning,

Resforation and Environmental Rehabilitation Funds

IFRIC 8 Liabilities arbsing from Parlicipaling in o Specific Morket - W
wosie Blectical and Blecironic Egquipment

FRIC 7 Appiing the Resiatement Approach under PAS 29 W
Fnancial Reporting In Hypernfiationary Economies

iFRIC ¢ Reassessment of Embedded Derdvatives
Amandmenis to Phllippine Infercretation IFRIC- and
PAS 3%: Embedded Dardvalives

IFRIC 10 Inferim Finoncial Reporiing ond Impairment v

FRIC 12 Service Congession Arrgngemants v

IFRIC 13 Customer Loyolly Progrommaes W

{FRIC 14 PAS 19 - The Lim# on ¢ Defined Benefil Asset, Minimum ¥
Funding Requirements and thelr interaciion
Amendmants 1o Phllippine inderpratations IFRIC- 14, w
Prepaymerts of o Minimum Funding Requirement

IFRIC 14 Hedges of o Net Invesiment in o Forelgn Operalion W

IFRIC 17 Dhstribulions of Non-cosh assels 1o Owners )

IFRIC 18 Tramsters of Assels from Customers v

{FRIC 19 Extinguishing Financial Uabiiifies with Equily instruments v

{FRIC 20 Stipping Costs in the Producion Phose of a Suface '
Mine

HFRIC 21 Lavies

SIC7 Introduction of the Euro v

SIC-10 Govermment Assistance - No Spacific Relofion to

Operafing Activities




S$IC-15

Operoiing Leqses - Incendives

$iIC-25 income Toxgs - Changes In the Yo Status of an Enlity or
#s Sharehoiders

3iC-27 Evaluating the Jubstonce of Transaciions involving the
tegal Form of o Lleose

SiC.29 Service Concestion Arangamaenty Discioiures,

SIC.3y Revenue - Bader Transactions valving Advertiing
Services

$C-32 infangible Assels - Wab Site Costs

Philippine Interpretalions Commiltee Questions and Answers

PIC QLA PAS 18 Appendix, paragraph 9 - Revenus recagnition

260601 for sales of property unils under pre-completion
contract

PIC QA PaAS 27.10{d} - Clordfication of griterdo for exempiion from

2005-02 preseniing consolidaiad financial slolemsnds

PIC Q& A PAS 1.103{0) - Basls of preparation of finoncial

200701 stotements # an entily has not appiied PFRSs in full

Revised

PIC QLA PAS 20.24.37 and PAS 39.43 - Accounting for

2007-02 governmen! loans with low interes! rates [see PIC GAA
Ng. 2008-02}

PIC QAA PAS 40.27 - Voiuation of bank raol and othar propariies

00763 aeauired [ROPA)

PIC QILA PAS 1017 ~ Applicaiion of oriterda for 0 qualiying NPAE

2007-04

PIC QA PAS 19.78 - Rofe used in discounting post-employment

2008-01- benellt cbigations

Revised

PIC QA PAS 20.43 ~ Accounting Tor governmant loans with iow

2008-02 inierest rates under the amendments to PAS 20

PiC GiA Framewori 23 ond PAS 1.23 ~ Finoncigl siatements

2009-01% preparad on a basis other than going concsm

PIC QEA PAS 3% AG71-72 - Rale uvsed in defermining the foir

2009-02 vodue of government secusilies in the Philippines

PIC QLA PAS 32 AGT1-72 - Rate used in determining the foir

2010-91 value of govemmaeant securifies in the Philippines

PIC Gk A FAS 1R.14 ~ Bosis of preparaiion of Bnoncidl siatements

2010-02

PIC QoA PAS 1 Prasentation of Fnancial Stotemends -

2010-03 Cument/non-curent classification of o collable term
joan

PIC QA PAS 1,101 - Requiremants for o Third Statement of

2611-63 Financial Posifion

PIC QA PFRS 3.2 -~ Common Conlrol Business Combinalions

2011-02




PIC QRA

Accounding for Inter-company Loans

2011-03

PIC QA Pas 32.37-38 - Cosls of Public Offedng of Shares

2011-04

P GisA PFRS 1.01-D8 - Foir Yolue or Revaluation s Deemead

20105 Cast

PIC QA BERS 3, Busingss Combinations {2608), and PAS 40,

2011-04 frvastment Property - Acquisition of nvestmend
oroperiies — aswt acquisition or nsingss combination?

PIC QRA PFES 3.2 - Appication of the Pooling of iInterash Method

PR for Business Combinafions of Eniilies Under Common
Control in Consolidated Financiol Staterneants

PIC QA Costof a New Bullding Constructed on the Siig of o

2012-02 Pravious Bullding

PiC QA Appicabiity of SMEIG Final Q&AS on tha Application of

201301 RS for SMES 1o Philippine SMEs

PIC Q& A Conforming Changes 1o PIC Qa.As - Cycle 2013

2013-02

PIC GiaA PAS 1% - accounting for Emploves Benafils under g

2013-03 Cefned Contibution Plon subject to Requiremants of

{Revised)

Republic Act {RA} 7641, The Philippine Refirement Low
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A
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ANNEX 68-E

PHILWEB CORPORATION AND SUBSIDIARIES

INDEX TO FINANCIAL STATEMENTS AND

SUPPLEMENTARY SCHEDULES
DECEMBER 31, 2015

Particulars

FINANCIAL ASSETS

AMOUNTS RECEIVABLE FROM DIRECTORS,
OFFICERS, EMPLOYEES, RELATED PARTIES
AND PRINCIPAL STOCKHOLDERS (OTHER
THAN RELATED PARTIES)

AMOUNTS RECEIVABLE FROM RELATED
PARTIES WHICH ARE ELIMINATED DURING
CONSOLIDATION OF FINANCIAL STATEMENTS

INTANGIBLE ASSETS AND OTHER ASSETS
LONG-TERM DEBT

INDEBTEDNESS TO RELATED PARTIES (LONG-
TERM LOANS FROM RELATED COMPANIES)

GUARANTEES OF SECURITIES OF OTHER
ISSUERS

CAPITAL STOCK

Not applicable

Not applicabie
Not applicable

Not applicable

Not applicable



PHILWEDS CORPORATION

AND SUBSIDIARIES

SCHEDULE A - FINANCIAL ASSETS

DECEMBER 31, 2015
2015 2034
Carrying Falr Carrying Fair
Valusg Value Vaiue WValue
Loans and receivables

Cush and cash equivaleat
{ash on hand and in banks 210,314,159 210,314,159 153,505,584 153,905,584
Short-term investments . - 221,644791 221,044,291
216,314,159 210,314,159 374,949,875 374,849,875

Accounts recefvobles

Trade receivables £,111,951 6,111,951 4,757,595 4,757,595
Claims from telecommunication companias 4,525,950 4,575 950 13,081,913 13,081,913
fecetvable from PAGLOR 31,898,480 31,898 480 31,898,480 31,898,480
Receivables from eCasing operation 30,387,188 30,387,188 32,707,925 32,707,925
Advances to a refaled party X2,734,178 22,734,175 34,150,738 34,150,738
Advances to officers and emplovees 4,237,041 4,237,041 4,225,807 4,215,807
Advances to customers/suppliers 50,646,454 50,646,454 59,210,433 54,210,433
Receivables from non-affilistad entities 37.973,%515 37,973,225 72,821,506 72,821,506
interest recaivable 14,489,766 14,489,766 46,763,548 46,763,548
103,004,280 #3,004,280 299,627 545 299,627 945
Notes receivable 744,521,902 744,521,902 943,448,864 543,448,864
Other ossets 52,513,406 52,513,406 A9 536 Fa2 49,536,262

Total

1,210,353,747

1,210,353,747

1,667 562,945

1,667,562 846




PHILWES CORPORATION
AND SUBSIDIARIES

SCHEDULE € - AMOUNTS RECEIVABLE FROM RELATED PARTIES
WHICH ARE ELIMINATED DURING CONSOLIDATION OF FINANCIAL STATEMENTS

DECEMBER 31, 2015
Balance of Amounts provided Balance at end of
Subsidiary beginning period Additions Amounts collected]  with allowance Current Non-current period

PhitWeb Cyberworld Corporation 168,472,799 “ - {168,472, 799 - - -
Rigliame, ing 12,457,802 21,424,918 (25,786,455 . 8,096,265 - 2,096,265
Fremyo Sa Resibo, Inc 75,242 - {75, 242) - - “ -
PhitwWeb Asia-Pacific Corporation 19,877,489 5,473 - - 15,883,962 B 19,883 562
Phifweb Casino Corporation 203,660 1,600,500 - - 2,504,160 - 2,504,160
Triple Play Tachnology, ino - - - - - - -
Philweh Homeplay, Inc., 2152455 4,155 - - 2,156,610 . 2,156,610
PhilWeb Convergence Corporation 1,300,175 . - 11,300,175} - - -
Best Choice Holdings, Ing. 6,941 510 - - - 6,841,510 - 6,941,510
e-Magine Gaming 152,148,822 - {116,010,625) . 36,138,197 . 36,138,197
Total 364,329,954 23,036,046 {141,872,322) 169,772,974} 75,720,704 - 75,720,704




PHILWEB CORPORATION AND SUBSIDIARIES
SCHEDULE H - CAPITAL STOCK

DECEMBER 31, 2015
Number of Shares Held by
Number of
Shares
Reserved for
Options,
Number of Warrants,
Number of Mumber of Treagury Shares Convergtons, Direciors,
Shares Number of Shares Shares Outstanding and Other Officers and
Description Authorized Shares Issued | Subscribed Rights Affiliates Employees Others
Common 2,600,600,000 E351,376.645 163,378,780 | (334,621,621 1,160,333,804 0 806,004,206 354,239,398
shares
Tortal 2,600,000,060 1,351,576,645 163,378,780 | (354,621,621) 1.160,333,804 0 806,094,206 354,239,598




PHULWER CORPORATION AND SUBSIDIARIES
A Schedule Showing Financial Soundness Indicators In
Two Comparative Period as Follows:

December 31
2015 2014
Statements of Financial Position
Current Assals 737,544,824 1,233,785,008
Total Assets 1.580,166,741 2,114,515,904
Current Liabilities 510,788,305 1,083,823,033
Totel Uabilities 682,740,875 1,124,375,.458
Retained Earnings 2,617,356,756 2,450,743,55]%
Stockholders’ Equity 897,425,866 950,140,348
Stockhoiders' Eguity - Parant 3,092,628.973 3,358,007,124
Book Value per Share 0.77 .84
Year Ended December 31
2015 2034
Statements of Financial Performance
Operating Revenue 1,567,61047% 1,638,956,57%
Gither Revenue 51,445,374 63,125,254
Gross Revenue 1,719,855,.850 1,700,081,829
Qperating Expense 650,342,733 607,850,200
Urher Expense 25,141,489 53,518,123
Gross Expense 675,489,222 661,368,923
Het income Before Tax 1.043,566,628 1,038,712,806
Income Tax Expanse 173,840,595 134,837,218
Met income After Tax 869,626,033 503 875,688
Met Incoms Attributable to Parent
Equity Holder 870,165,159 963,550,032
Earnings Per Share {Bask} 0.7421 07712
Earnings Par Shars {Diluted) 80,7389 0.7706
Formula Year Ended December 31
Financial Ratios 2015 2014
Liquidity Anaiysis Ratios:
Current Ratic or Working Capital Rat Cyrrant Assets/Current Liabilities 121 137
{Currant Assets - inveniory -
Cuiick Ratio Prepayments)/Current Liabilities 1.06 (.98
Solvency Ratio Total Assets/Tota Liabilfties 2.31 1.88
Financial Leveroge Rotios
Debt Ratlo Tota Debt/Total Assets 43 (.53
Debt to Eguity Ratio Total Debt/Toral Stockholders' Equity .76 114
Earnings Before Interest and
interesy Coverage Taxes{EBiTHinterast Charges 45,92 20.35
Asset 1o Eguity Ratio Total Assets/Tota Stockholders' Equity 1.78 2.14
Profitability Ratios
Sales-Cost of Goods Soid or Cost of
Gross Profit Margin Service/Sales 061 0.53
Mat Profit Margin Net Profit/Sales 0.52 (.55
Return on Assets Net incomsa/Total Assets 0.55% 0.43
Return on Equity Net Income/Total Stockholders' Equity 0.97 0.91
Price Par Share/Earnings Per Common
PricefEarnings Ratio Share 31.13 12.64



