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STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The Management of Sun Life Prosperity Dynamic Fund, Inc. (the “Company”} is
responsible for the preparation and fair presentation of the financial statements,
including the schedules attached therein, as at December 31, 2018 and 2017 and for
the years ended December 31, 2018, 2017 and 2016, in accordance with the
Philippine Financial Reporting Standards, and for such internal control as Management
determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

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

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

Those charged with governance review and approve the financial statements including
the schedules attached therein, and submits the same to the stockholders.

Navarro Amper & Co., the independent auditors appointed by the stockholders, has
audited the financial statements of the Company in accordance with Philippine
Standards on Auditing, and in its report to the stockholders, has expressed its opinion
on the fairness of presentation upon completion of such audit.
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Benedicto C. Sison, Chairman of the Board
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Maria /o's:e'fina A. Castillo, President
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INDEPENDENT AUDITORS® REPORT

To the Board of Directors and Shareholders
SUN LIFE PROSPERITY DYNAMIC FUND, INC,
(An Open-end Investment Company)

Sun Life Centre, 5* Avenue corner Rizal Drive
Bonifacio Global City, Taguig City

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Sun Life Prosperity Dynamic Fund, Inc.
(the “Company”) which comprise the statements of financial position as at December 31, 2018
and 2017, and the statements of comprehensive income, statements of changes in equity and
statements of cash flows for the years ended December 31, 2018, 2017 and 2016 and notes to
the financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of the Company as at December 31, 2018 and 2017, and its financial
performance and its cash flows for the years ended December 31, 2018, 2017 and 2016 in
accordance with Philippine Financial Reporting Standards (PFRS).

Basis for Opinion

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

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

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

In preparing the financial statements, management is responsible for assessing- eC
ability to continue as a going concern, disclosing, as applicable, matters lat”ef‘?:o'g_‘omg oncern
and using the going concern basis of accounting unless management |ther’|nté‘ @h juidate
the Company or to cease operations, or has no realistic alter natlve.but to'do so
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Those charged with governance are responsible for overs binguthecw%’ys ﬁna Cial 'eportlng
process. |
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Auditors’ Responsibilities for the Audit of the Financial Statements

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

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

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

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

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

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

. Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

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

O



Report on Other Legal and Regulatory Requirements

Report on the Supplementary Information Required by the Bureau of Internal Revenue

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information in Note 22 to the financial
statements is presented for purposes of filing with the Bureau of Internal Revenue and is not a
required part of the basic financial statements. Such supplementary information is the
responsibility of Management and has been subjected to the auditing procedures applied in our
audits of the basic financial statements. In our opinion, the supplementary information is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

Navarro Amper & Co.

BOA Registration No. 0004, valid from November 12, 2018 to July 16, 2021

SEC Accreditation No. 0001-FR-5, issuted on January 15, 2019; effective until January 14, 2022, Group A
TIN 005299331

By:

Ponsaty

Avis B. Manlapaz

Partner

CPA License No. 0074249

SEC A:N..1669-A, issued on March 13, 2018; effective until March 12, 2021, Group A
TIN 120964002

BIR A.N. 08-002552-8-2016, issued on October 4, 2016; effective until October 4, 2019
PTR No. A-4255734, issued January 10, 2019, Taguig City

Taguig City, Philippines
March 12, 2019
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SUN LIFE PROSPERITY DYNAMIC FUND, INC.

(An Open-end Investment Company)

T s = = o

(_ Tervred CRREMEL e poar \

Do MR ED g
SN E R R A Bl i

STATEMENTS OF FINANCIAL POSITION
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ASSETS \ Th.. J
Current Assets
Cash and cash equivalents $] P 59,989,898 [ 6,027,932
Financial assets at fair value through profit or loss 8 1,714,976,946 2,435,317,745
Accrued interest receivable 7 2,981,805 9,084,071
Dividends receivable 8 3,331,674 4,261,161
Due from brokers 9 - 13,977,299
Prepayments and other current assets 18,931 25,311
P1,781,299,254 P2,468,693,519
LIABILITIES AND EQUITY
Current Liabilities
Accrued expenses and other payables 10 P 13,149,406 P 6,832,235
Due to brokers 9 - 43,048,772
Payable to fund manager 11 3,774,821 6,455,365
Total Current Liabilities 16,924,227 56,336,372
Equity
Share capital 12 35,069,670 35,069,670
Additianal paid-in capital 13 3,210,216,567 3,208,923,283
Retained earnings 16,335,294 219,772,670
3,261,621,531 3,463,765,623
Treasury shares 12 (1,497,246,504) (1,051,408,476)
Total Equity 1,764,375,027 2,412,357,147
P1,781,299,254 P2,468,603,519
Net Asset Value Per Share 14 P 0.9217 p 1.0203

See Notes to Financial Statements.




STATEMENTS OF COMPREHENSIVE INCOME
(An Open-end Investment Company)

STATEMENTS OF COMPREHENSIVE INCOME

For the Years Ended December 31

Notes 2018 2017 2016
Investment Income - net
Dividend Income 8 P 28,333,658 P 41,805,726 P35,751,464
Interest Income 15 22,050,653 35,784 857 40,528,153
Net realized gains on Investments 8 19,967,376 43,517,900 10,590,821
Other income 77,895 2,361,702 91
70,429,582 123,470,185 86,870,529
Investment Expenses
Commissions 9 6,464,941 11,376,886 11,545,923
Transaction costs 247,367 408,682 409,197
6,712,308 11,785 568 11,955,129
63,717,274 111 684,617 74,915,409
Operating Expenses
Management fees 11 47,103,682 79,186,851 50,991,660
Custodianship fees 574,343 787,738 805,068
Taxes and licenses 271,532 159,608 425,978
Directors' fees 11 228,689 182,750 230,594
Printing and supplies 190,256 87,548 343,448
Professlonal fees 154,550 142,917 105,000
Miscellaneous 84,307 192,072 256,566
48,607,359 80,739,484 93,158,314
Income (Loss} Before Net Unrealized Gains
(Losses) on Investments 15,109,915 30,945,133 {18,242,905)
Net Unrealized Gains (Losses) .
on Investments 8 (207,809,572) 333,381,786 {43,977,188)
Profit (Loss) Before Tax (192,699,657) 364,326,919 (62,220,093)
Income Tax Expense 18 10,737,719 14,921,650 16,859,084
Total Comprehensive Income .
for the Year (P203,437,376) P349,405,269 (P79,079,177)
Basic Earnings {Loss) per Share 16 {P 0.098) P 0.124 (P 0.024)
Diluted Earnings (Loss ) per Share 16 (P 0.098) P 0.124 (P 0.024)

See Notes to Financial Statements.




SUN LIFE PROSPERITY DYNAMIC FUND, INC,
(An Open-end Investment Company}

STATEMENTS OF CHANGES IN EQUITY

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

Additional
Share Paid-in Retained Earnings Treasury
Notes Capital Capital {Deficit) Shares Total
Balance, January 1, 2016 12,13 P35 069,670 P 3,202,666,249 (P 50,553,422) {P 40,8b1,983) P 3,146,380,514
Total comprehensive loss for the year - - (79,079,177} - (79,079,177)
Transactions with owners: 12
Acquisition of treasury shares during the year - - - (313,626,380) (313,626,380}
Reissuance of treasury shares during the year - 3,211,320 - 1,926,824 5,138,144
Total transactions with owners - 3,211,320 - (311,699,556} (308,488,236}
Balance, December 31, 2016 12,13 35,069,670 3,205,877,5659 {129,632,599) (352,501,539) 2,758,813,101
Total comprehensive income for the year - - 349,405,269 - 349,405,269
Transactions with owners: 12
Acquisition of treasury shares during the year - - - (714,122,763) (714,122,763)
Reissuance of treasury shares during the year - 3,045,714 - 15,215,826 18,261,540
Total transactions with owners - 3,045,714 - (698,906,937} (695,861,223)
Balance, December 31, 2017 12,13 35,069,670 3,208,923,283 219,772,670 (1,051,408,476) 2,412,357,147
Total comprehensive loss for tr]e year - - (203,437,376) - (203,437,376}
Transactions with ownpers?y 13
Acquisit’ion'o’ﬁ:r/;;;ﬁfy}shares during the year - - - (446,301,442) (446,301,442)
Reissuancé of freabuty shares during the year - 1,293,284 - 463,414 1,756,698
Total transactiodeeith s - 1,293,284 - (445,838,028) (444,544,744)
L B T
Balance, Decembef “_,-' ‘o.ts\ 12,13 P35,069,670 P3,210,216,567 P16,335,294 (P1,497,246,504) P1,764,375,027




SUN LIFE PROSPERITY DYNAMIC FUND, INC,
{An Open-end Investment Company)}

STATEMENTS OF CASH FLOWS

For the Years Ended December 31

Notes 2018 2017 2016
Cash Flows from Operating Activities
Profit (Loss) before tax (P 192,699,657) P 364,326,919 (P 62,220,093)
Adjustments for:
Net unrealized losses (gains) on investments 8 207,809,572 (333,381,786) 43,977,188
Net realized gains on investments 8 {19,967,376) (43,517,900) (10,590,821)
Interest income 15 (22,050,653) (35,784,857) (40,528,153)
Dividend income 8 {28,333,658) (41,805,726) (35,751,464)
Operating cash flows before working capital changes (55,241,772) (90,163,350) (105,113,343)
Decrease (Increase) In prepayments and other current assets 6,380 {19,799) 660
Increase (Decrease) In:
Accrued expenses and ather payables 6,317,171 5,092,919 347,642
Payable to fund manager (2,680,544) (796,437) (750,041)
Cash used in operations (51,598,765) (B5,886,667) (105,515,082)
Acquisitions of financial assets at fair value
through profit or loss {1,242,835,275) (16,580,960,241)  (21,304,544,833)
Proceeds from disposal and maturities of financial assets at
fair value through profit or loss 1,746,262,405 17,300,124,193 21,663,145,924
Interest income received 28,152,919 35,828,933 33,261,401
Dividends received 29,263,145 39,088,253 34,122,308
Income taxes paid (10,737,719} {15,040,691) (16,740,043)
Net cash generated from operating activities 498,506,710 694,053,780 303,729,672
Cash Flows from Financing Activities
Proceeds from reisswance of treasury shares 12 1,756,698 18,261,540 5,138,144
Payments on acquisition of treasury shares 12 {446,301,442) (714,122,763} {313,626,380)
Net cash used in financing activities {444,544,744) (695,861,223} (308,488,236)
Net Increase (Decrease) in Cash 53,961,966 (1,807,443) (4,758,564)
Cash and cash equivalents, Beginning 6,027,932 7,835,375 12,593,939
Cash and cash equivalents, End P 59,989,898 P 6,027,932 P 7,835,375

See Notes to Financlal Statements.




SUN LIFE PROSPERITY DYNAMIC FUND, INC.
(An Open-end Investment Company)

NOTES TO FINANCIAL STATEMENTS

AS AT DECEMBER 31, 2018 AND 2017 AND FOR THE YEARS ENDED DECEMBER 31, 2018,
2017 and 2016

CORPORATE INFORMATION

Sun Life Prosperity Dynamic Fund, Inc. (the "Company”) was incorporated and
registered with the Philippine Securities and Exchange Commission (SEC) on
August 31, 2012, The Company is a registered open-end investment company under the
Investment Company Act (Republic Act *R.A." No. 2629) and the Securities Regulation
Code (R.A. No. 8799), formerly known as the Revised Securities Act (B.P. No. 178).
It is engaged in the sale of redeemable shares and investment of the proceeds in
domestic equity securities and/or in government and corporate debt securities.
The Company adopted a tactical asset allocation approach in order to have the ability to
switch between equities, bonds, and cash with a wider range in the permitted allocation
between equities and fixed-income assets when needed. As an open-end investment
company, its shares are redeemable anytime based on the Net Asset Value Per Share
(NAVPS) at the time of redemption. -

The Company appointed Sun Life Asset Management Company, Inc. {SLAMCI),
an investment management company incorporated in the Philippines and a wholly owned
subsidiary of Sun Life of Canada (Philippines), Inc. (SLOCPI), as its fund manager,
adviser, administrator, distributor and transfer agent and provides management,
distribution and all other required operational services, as disclosed in Note 11.

The Company’s registered office address and principal place of business is at the
Sun Life Centre, 5™ Avenue corner Rizal Drive, Bonifacio Global City,
Taguig City.

FINANCIAL REPORTING FRAMEWORK AND BASIS OF PREPARATION AND
PRESENTATION

Statement of Compliance

The financial statements of the Company have been prepared in accordance with
Philippine Financial Reporting Standards (PFRS), which include all applicable PFRS,
Philippine Accounting Standards (PAS) and interpretations issued by the International
Financial Reporting Interpretations Committee (IFRIC), Philippine Interpretations
Committee (PIC) and Standing Interpretations Committee (SIC) as approved by the
Financial Reporting Standards Council (FRSC)} and the Board of Accountancy (BOA), and
adopted by the SEC.

Basis of Preparation and Presentation

The financial statements of the Company have been prepared on the historical cost basis,
except for certain financial assets measured at fair value and certain financial
instruments carried at amortized cost. '

Historical cost is generally based on fair value of the consideration given in exchange for
goods and services.
Functional Currency

These financial statements are presented in Philippine peso, the currency of the primary
economic environment in which the Company operates. All amounts are recorded to the
nearest peso, except when otherwise indicated.



ADOPTION OF NEW AND REVISED ACCOUNTING STANDARDS

Adoption of New and Revised Accounting Standards Effective'in 2018

The new and revised accounting standards and interpretations that have been published
by the International Accounting Standards Board (IASB) and approved by the FRSC in
the Philippines were adopted by the Company as at December 31, 2018 and were
assessed to be applicable to the Company’s financial statements, are as follows:

PFRS 9, Financial Instruments (2014)

The Company has applied PFRS 9 Financial Instruments {2014) and the related
consequential amendments to other PFRS Standards. :

The Company has elected to apply the modified retrospective restatement.
Consequently, the Company did not restate comparatives in respect of the classification

and measurement of financial instruments, impairment of financial assets and general
hedge accounting.

Additionally, the Company adopted consequential amendments to PFRS 7, Financial
Instruments: Disclosures that were applied to the disclosures for 2018.

PFRS 9 intraduced new requirements for:
a) classification and measurement of financial assets and financial liabilities;
b) impairment of financial assets; and
¢} general hedge accounting.

(a) Classification and measurement of financial assets and financial liabilities

All recognized financial assets that are within the scope of PFRS 9 are required to be
measured subsequently at amortized cost or fair value on the basis of the entity’s
business model for managing the financial assets and the contractual cash flow
characteristics of the financial assets.

Specifically:

e debt instruments that are held within a business model whose objective is to
collect the contractual cash flows and that have contractual cash flows that are
solely payments of principal and interest (SPPI) on the principal amount
outstanding, are measured subsequently at amortized cost;

» debt instruments that are held within a business mode! whose objective is both
to collect the contractual cash flows and to sell the debt instruments, and that
have contractual cash flows that are solely payments of principal and interest on
the principal amount outstanding, are measured subsequently at fair value
through other comprehensive income (FVTOCI);

o all other debt investments and equity investments are measured subsequently
at fair value through profit or loss (FVTPL).

Despite the aforegoing, the Company may make the following irrevocable
election/designation at initial recognition of a financial asset: )

s the Company may irrevocably etect to present subsequent changes in fair value
of an equity investment that is neither held for trading nor contingent
consideration recognized by an acquirer in a business combination in other
comprehensive income; and

» the Company may irrevocably designate a debt investment that meets the
amortized cost or FVTOCI criteria as measured at FVTPL if doing so eliminates
or significantly reduces an accounting mismatch.

This standard also contains requirements for the classification and measurement of
financial liabilities and derecognition requirements. Specifically, PFRS 9 requires that
changes in the fair value of the financial liability attributable to changes in the credit risk
of that liability be presented in other comprehensive income {OCI), unless the
recognition of the effects of changes in the liability’s credit risk in OCI would create or
enlarge an accounting mismatch in profit or loss. Changes in fair value attributable to a
financial liability’s credit risk are not subsequently reclassified to profit or loss, but are
instead transferred to retained earnings when the financial liability is derecognized.



There were no changes to the classification and measurement of financial liabilities, as
the new requirements affect the accounting for financial liabilities that are designated at
FVTPL and the Company does not have any such liabilities. The derecognition rules have

been transferred from PAS 39 Financial Instruments: Recognition and Measurement and
have not been changed.

The measurement category and the carrying amounts of financial assets and liabilities
in accordance with PAS 39 and PFRS 9 at January 1, 2018 are as follows:

PAS 39 PFRS 9
Financlal [nstruments Measurement Carrying Measurement Carrying
. category amounts category amounts
Loans and P
Cash and cash equivalents recelvables 6,027,932 Amortized cost P 68,927 932
Financial assets at FVTPL
Held for trading
Investments in listed equity -
securities FVTPL 1,927,088,921 FVTPL 1,927,088,921
Investments in listed fixed-
income securities FVTPL 445,313,313 FVTPL 445,313,313
Investments in MF/UITF FVTPL 15,511 FVTPL 15,511
Designated
Special savings deposit FVTPL 62,900,000 Amopttized cost -
Tatal Financial assets at FVTPL 2,435,317,745 FVTPL 2,372,417.,745
Other financial assets - .
Accrued interest receivable 9,084,072 9,084,072
Loans and A ized
Dividend receivable recelvables 4,261,161 mortized cast 4,261,161
Due from Brakers 13,977,299 13,977,299
Total Other financial assets 27,322 532 Amottized cost 27,322,532
Total Financial Assets P2,468,668,209 P2,468,668,209

The Company performed a detailed analysis of its business models for managing financial
assets and analysis of their cash flow characteristics.

The following table reconciles the carrying amounts of financial assets, from their
previous measurement category in accordance with PAS 39 to their new measurement
categories upon transition to PFRS 9 on January 1, 2018:

PFRS 9 carrying
Reclassifications amount as at
January 1, 2018

PAS 39 carrylng amount as at
December 31, 2017

Cash and cash equivalents
Opaning balance under PAS 39 and

closing balance under BFRS 9 5,027,923 62,900,000 £8,927,923

Financial assets at fair value

threugh profit or loss

Opening balance under PAS 39 2,435,317,745 (62,500,000) 1 2,372,417,745
Addition: From amortized cost (PAS

39 - - -
Less: Reclassification to amortized

cost - - -
Remeasurement from amortized

cost to Fv - - -
Ciosing balance under PFRS 9 2,435,317,745 - 2 372,417,745

Loans and other financial assets

Qpening balance under PAS 39 27,322,532 - 27,322,532
Less: ECL alfowance - - -

Closing balance under PFRS 9 27,322,532 - 27,322,532

No remeasurement gain (loss) was recognized in the opening balance of reta'!qed
earnings at January 1, 2018 since the investment in special savings account reclassified
in the application of new standard was recorded at face value.



The Company holds time deposits or specia! savings accounts amounting to P62,900,000
which had previously been designated at FVTPL. The Company has chosen to designate
these financial assets upon transition to PFRS 9 and measure them at amortized cost as
cash equivalent provided that the maturity of the deposit from the date of purchase is 3
months or less, otherwise it will be measured at FVTPL.

The effective interest rate of the time deposit is 2.20% and P7,582 of interest income
has been recognized in 2017.

Since the previous measurement category under PAS 39 is the same as the
measurement category under PFRS 9, the carrying amount of the financial asset is
unchanged as to the previous measurement category. Hence, no adjustment was made
in the beginning balance of the retained earnings of the Company.

(b) Impairment of financial assets

The impairment model under this standard reflects expected credit losses (ECL), as
opposed to incurred credit losses under PAS 39. Under the impairment approach of this
standard, it is no longer necessary for a credit event to have occurred before credit
losses are recognized. Instead, an entity always accounts for ECL and changes in those
ECL. The amount of ECL should be updated at each reporting date to reflect changes in
credit risk since initial recognition.

In particular, PFRS 9 requires the Company to measure the loss allowance for a financial
instrument at an amount equal to the lifetime ECL if the credit risk on that financial
instrument has increased significantly since initial recognition, or if the financial
instrument is a purchased or originated credit-impaired financial asset. However, if the
credit risk on a financial instrument has not increased significantly since initial
recognition (except for a purchased or originated credit-impaired financial asset), the
Company is required to measure the loss allowance for that financial instrument at an
amount equal to 12-months ECL. IFRS 9 also requires a simplified approach for
measuring the loss allowance at an amount equal to lifetime ECL for trade receivables, |
contract assets and lease receivables in certain circumstances.

The Company’s corporate loan was measured as held to maturity under PAS 39 as at
December 31, 2017. Accordingly, no loss allowance was established since the credit
status of the horrower does not indicate any possibility of impairment or default of
payment. Hence, no loss allowance is to be remeasured upon transition to PFRS 9 from
PAS 39. The Company’'s procedure in the assessment of the credit impairment was
disclosed in Note 20.

{c) General hedge accounting

The new general hedge accounting requirements retain the three types of hedge
accounting. However, greater flexibility has been introduced to the types of transactions
eligible for hedge accounting, specifically broadening the types of instruments that
qualify for hedging instruments and the types of risk components of non-financial items
that are eligible for hedge accounting. In addition, the effectiveness test has been
replaced with the principle of an ‘economic relationship’. Retrospective assessment of
hedge effectiveness is also no longer required. Enhanced disclosure requirements about
the Company’s risk management activities have also been introduced.

The new hedge accounting rules cid not have an impact to the Company as there are
currently no qualifying transactions.



PFRS 15, Revenue from Contracts with Customers

The standard combines, enhances, and replaces specific guidance on recognizing revenue
with single standard. An entity will recognize revenue to depict the transfer of promised
goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services.

It defines a new five-step model to recognize revenue from customer contracts:

» Identify the contract{s) with a customer

+ Identify the performance obligations in the contract
+ Determine the transaction price

e Allocate the transaction price to the performance obligations in the contract
« Recognize revenue when (or as) the entity satisfies a performance obligation.

Application of this guidance will depend on the facts and circumstances present in a
contract with a customer and will require the exercise of judgment.

The adoption of the standard did not have a significant impact on the Company’s financial
statements since the Company’s revenue is-earned from interest income, realized gains
or losses and fair value gains or losses as disclosed in Note 4 which do not arise from
contract with customers.

Amendments to PFRS 15, Clarifications to PFRS 15

The amendments in the standard address three topics namely identifying performance
obligations, principal versus agent considerations, and licensing and provide some
transition relief for modified contracts and completed contracts.

+ Added a clarification that the objective of the assessment of a promise to transfer
goods or services to a customer is to determine whether the nature of the promise,
within the context of the contract, is to transfer each of those goods or services
individually or, instead, to transfer a combined item or items to which the promised
goods or services are inputs.

o Clarification on how to assess control in in determining whether a party providing
goods or services is a principal or an agent,

« Clarification on when an entity’s activities significantly affect the intellectual property
by amending the application guidance.

The adoption of the amendments did not have a significant impact on the Company's
financial statements since the Company’s revenue is earned from interest income,
realized gains or losses and fair value gains or losses as disclosed in Note 4 which do not
arise from contracts with customers.

Philippine Interpretation IFRIC 22, Foreign Currency Transactions and Advance
Consideration

The interpretation covers foreign currency transactions when an entity recognizes a non-
monetary asset or non-monetary liability arising from the payment or receipt of advance
consideration before the entity recognizes the related asset, expense or income. It does
not apply when an entity measures the related asset, expense or income on initial
recognition at the fair value of the consideration received or paid at a date other than
the date of initial recognition of the non-monetary asset or non-monetary liability.

The interpretation did not have a significant impact on the Company’s financial
statements. This is because the Company already accounts for the transactions involving
the payment or receipt of advance consideration in a foreign currency in a way that is
consistent with the interpretation.



New Accounting Standards Effective after the Reporting Period Ended
December 31, 2018

The Company will adopt the following standards when these become effective:
PFRS 16, Leases

This standard specifies how a PFRS reporter will recognize, measure, present and
disclose leases. It provides a single lessee accounting model, requiring lessees to
recognize assets and liabilities for all leases unless the lease term is 12 months or less
or the underlying asset has a low value,

A contract is, or contains, a lease if it conveys the right to control the use of an identified
asset for a period of time in exchange for consideration. Control is conveyed where the
customer has both the right to direct the identified asset’s use and to obtain substantially
all the economic benefits from that use. An asset is typically identified by being explicitly
specified in a contract, but an asset can also be identified by being implicitly specified at
the time it is made available for use by the customer. '

Lessors continue to classify leases as operating or finance, with PFRS 16's approach to
lessor accounting substantially unchanged from its predecessor, PAS 17.

The future adoption of the standard will have no significant impact on the Company's
financial statements as the Company does not have any existing lease contract.

Amendment to PFRS 9, Prepayment Features with Negative Compensation
The amendments include:

Changes regarding symmetric prepayment options

Under the amendments, the sign of the prepayment amount is not relevant, i.e.
depending on the interest rate prevailing at the time of termination, a payment may also
be made in favor of the contracting party effecting the early repayment. The calculation
of this compensation payment must be the same for both the case of an early repayment
penalty and the case of an early repayment gain.

The future adoption of the amendments will have no effect on the Company’s financial
statements as the Company does not have financial instruments with prepayment
features with negative compensation.

Clarification regarding the modification of financial liabilities

The final amendments also contain a clarification regarding the accounting for a
modification or exchange of a financial liability measured at amortized cost that does not
result in the derecognition of the financial liability. The IASB clarifies that an entity
recognizes any adjustment to the amortized cost of the financial liability arising from a
modification or exchange in profit or loss at the date of the modification or exchange. A
retrospective change of the accounting treatment may therefore become necessary if in
the past the effective interest rate was adjusted and not the amortized cost amount.

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

The future adoption of the amendments will have no effect on the Company'’s financial
statements as the Company does not have modification of financial liabilities
transactions.

PAS 28, Long-term Interests in Associates and Joint Ventures

The amendment clarify that an entity applies PFRS 9 including its impairment
requirements, to long-term interests in an associate or joint venture that form part of
the net investment in the associate or joint venture but to which the equity method is
not applied.

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

The future adoption of the amendments will have no impact on the Company's ﬁnancigl
statements as the Company does not have any long-term interest in associates and in
joint ventures,



New Accounting Standards Effective After the Reporting Period Ended
December 31, 2018 - Adopted by FRSC but pending for approval by the BOA

The Company will adopt the following standards when these become effective.
Philippine Interpretation IFRIC 23, Uncertainty over Income Tax Treatments

This interpretation applies in determining the taxable profit (tax loss), tax bases, unused
tax losses, unused tax credits and tax rates, when there is uncertainty over income tax
treatments under PAS 12, Income Taxes.

An entity has to consider whether it is probable that the relevant authority will accept

each tax treatment, or group of tax treatments, that it used or plans to use in its income
tax filing.

+ Ifthe entity concludes that it is probable that a particular tax treatment is accepted,
the entity has to determine taxable profit (tax loss), tax bases, unused tax losses,

unused tax credits or tax rates consistently with the tax treatment included in its
income tax filings.

« If the entity concludes that it is not probable that a particular tax treatment is
accepted, the entity has to use the most likely amount or the expected value of the
tax treatment when determining taxable profit (tax loss), tax bases, unused tax
losses, unused tax credits and tax rates. The decision should be based on which
method provides better predictions of the resolution of the uncertainty.

An entity has to reassess its judgments and estimates if facts and circumstances change.

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

The Company is still evaluating the impact of the new accounting standards on the
Company’s determination of taxable profit/loss, unused tax credit and tax rate.

Amendments to PAS 19, Plan Amendment, Curtailment or Settlement
The amendments in Plan Amendment, Curtailment or Settlement are:

« If a plan amendment, curtailment or settlement occurs, it is now mandatory that the
current service cost and the net interest for the period after the remeasurement are
determined using the assumptions used for the remeasurement.

« In addition, amendments have been included to clarify the effect of a plan
amendment, curtailment or settlement on the requirements regarding the asset
ceiling.

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

The future adoption of the amendments will have no effect on the Company’s financiat
statements as the Company has no existing employees.

Annual Improvements to PFRSs 2015-2017 Cycle
Amendments to PFRS 3 and PFRS 11, Previously held interest in a joint operation

The amendments to PFRS 3 clarify that when an entity obtains control of a business that
is a joint operation, it remeasures previously held interests in that business. The
amendments to PFRS 11 clarify that when an entity obtains joint control of a business
that is a joint operation, the entity does not remeasure previously held interests in that
business.

Amendments to PAS 12, Income tax consequences of payments on financial instruments
classified as equity

The amendments clarify that the requirements in the former paragraph 528B (to recognize
the income tax consequences of dividends where the transactions or events that
generated distributable profits are recognized) apply to all income tax consequences of
dividends by moving the paragraph away from paragraph 52A that only deals with
situations where there are different tax rates for distributed and undistributed profits.



Amendments to PAS 23, Borrowing costs eligible for capitalization

The amendments clarify that if any specific borrowing remains outstanding after the
related asset is ready for its intended use or sale, that borrowing becomes part of the

funds that an entity borrows generaily when calculating the capitalization rate on general
borrowings.

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

The future adoption of the amendments will have no effect on the Company’s financial
statements as the Company has no interest in a joint operation, financial instruments
classified as equity and borrowing cost transactions.

PFRS 17, Insurance Contracts

PFRS 17 establishes the principles for the recognition, measurement, presentation and
disclosure of insurance contracts within the scope of the standard. The objective of PFRS
17 is to ensure that an entity provides relevant information that faithfully represents
those contracts. This information gives a basis for users of financial statements to assess
the effect that insurance contracts have on the entity's financial position, financial
performance and cash flows.

The key principles in PFRS 17 are that an entity:

* identifies as insurance contracts those contracts under which the entity accepts
significant insurance risk from another party (the policyholder) by agreeing to
compensate the policyholder if a specified unceriain future event (the insured event)
adversely affects the policyholder:

» separates specified embedded derivatives, distinct investment components and
distinct performance obligations from the insurance contracts;

+ divides the contracts into groups that it will recognize and measure;
* recognizes and measures groups of insurance contracts at:

i. arisk-adjusted present value of the future cash flows (the fulfilment cash flows)
that incorporates all of the available information about the fulfilment cash flows
in @ way that is consistent with observable market information; plus (if this value
is a liability) or minus (if this value is an asset)

ii. an amount representing the unearned profit in the group of contracts (the
contractual service margin);

= recognizes the profit from a group of insurance contracts over the period the entity

provides insurance cover, and as the entity is released from .risk. If a group of
contracts is or becomes loss-making, an entity recognizes the loss immediately;

e presents separately insurance revenue (that excludes the receipt of any investment
component), insurance service expenses (that excludes the repayment of any
investment components) and insurance finance income or expenses; and

o discloses information to enable users of financial statements to assess the effect thlat
contracts within the scope of PFRS 17 have on the financial position, financial
performance and cash flows of an entity.

PFRS 17 includes an optional simplified measurement approach, or premium allocation
approach, for simpler insurance contracts.

The standard is effective for periods beginning on or after January 1, 2021, Earlier
application is permitted.

The future adoption of the standard will have no effect on the Company’s financial
statements as the Company does not issue insurance contracts.



Amendments to PAS 1 and PAS B, Definition of Material
The amendments relate to a revised definition of 'material':

Information is material if omitting, misstating or obscuring it could reasonably be
expected to influence decisions that the primary users of general purpose financial
statements make on the basis of those financial statements, which provide financial
information about a specific reporting entity.

Three new aspects of the new definition include (i) obscuring; (ii) could reasonably be
expected to influence; and (iii) primary users.

The amendments stress especially five ways material information can be obscured:

+ if the language regarding a material item, transaction or other event is vague or
unclear;

» ifinformation regarding a material item, transaction or other event is scattered
in different places in the financial statements;
» if dissimilar items, transactions or other events are inappropriately aggregated;

« if similar items, transactions or other events are tnappropriately disaggregated;
and

» if material information is hidden by immaterial information to the extent that it
becomes unclear what information is material.

The amendments are effective for periods beginning on or after January 1, 2020. Earlier
application is permitted.

The Company will continue its assessment and will finalize the same upon the effectivity
of this standard.

Amendments to PFRS 3, Definition of Business

The amendments are to:

+ clarify that to be considered a business, an acquired set of activities and assets
must include, at a minimum, an input and a substantive process that together
significantly contribute to the ability to create outputs;

» narrow the definitions of a business and of outputs by focusing on goods and
services provided to customers and by removing the reference to an ability to
reduce costs;

 add guidance and illustrative examples to help entities assess whether a
substantive process has been acquired;

+ remove the assessment of whether market participants are capable of replacing
any missing inputs or processes and continuing to produce outputs; and

+« add an optional concentration test that permits a simplified assessment of
whether an acquired set of activities and assets is not a business.

The amendments are effective for business combinations for which the acquisition date
is on or after the beginning of the first annual reporting period beginnin'g on or after
January 1, 2020 and to asset acquisitions that occur on or after the beginning of that
period.

The Company will continue its assessment and will finalize the same upon the effectivity
of this standard.



SIGNIFICANT ACCOUNTING POLICIES

Accounting policies applied from January 1, 2018

Financial Assets

Initial recogpijtion and measurement

Financial assets and financial liabilities are recognized when the entity becomes a party
to the contractual provisions of the instrument. Regular way purchases and sales of

financial assets are recognized on trade-date, the date on which the Company commits
to purchase or sell the asset.

At initial recognition, the Company measures a financial asset or financial liability at its
fair value plus or minus, in the case of a financial asset or financial liability not at FVTPL,
transaction costs that are incremental and directly attributable to the acquisition or issue
of the financial asset or financial liability. Transaction costs of financial assets and
financial liabilities carried at FVTPL are expensed in profit or loss.

Classification and subsequent measurement

From January 1, 2018, the Company has applied PFRS 9 and classifies its financial
assets in the following measurement categories:

. FVTPL,

e FVTOCI, and

+ amortized cost.

As at December 31, 2018, the Company does not have financial assets classified at
FVTOCI,

Classification of financial assets will be driven by the entity’s business model for
managing the financial assets and the contractual cash flows of the financial assets. A
financial asset is to be measured at amortized cost if: a) the objective of the business
model is to hold the financial asset for the collection of the contractual cash flows, and
b) the contractual cash flows under the instrument solely represent payments of principal
and interest.

All other debt and equity instruments, including investments in complex debt
instruments and equity investments, must be recognized at fair value.

All fair value movements on financial assets are taken through the statement of profit
or loss, except for equity investments that are not held for trading, which may be
recorded in the statement of profit or loss or in reserves (without subsequent recycling
to profit or loss).

For financial liahilities that are measured under the fair value option, entities will need
to recognize the part of the fair value change that is due to changes in their own credit
risk in other comprehensive income rather than profit or loss.

The new hedge accounting rules (released in December 2013) align hedge accounting
more closely with common risk management practices. As a general rule, it will be easier
to apply hedge accounting going forward. The new standard also introduces expanded
disclosure requirements and changes in presentation.
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Debt instruments

Subsequent measurement of debt instruments depends on the group’s business model
for managing the asset and the cash flow characteristics of the asset. There are two
measurement categories into which the group classifies its debt instruments:

» Amortized cost. Assets that are held for coilection of contractual cash flows where
those cash flows represent SPPI are measured at amortized cost. A gain or loss on
a debt investment that is subsequently measured at amortized cost and is not part
of a hedging relationship is recognized in profit or loss when the asset is
derecognized or impaired. Interest income from these financial assets is included in
finance income using the effective interest rate method.

» FVTPL. Assets that do not meet the criteria for amortized cost are measured at
FVTPL. A gain or loss on a debt investment that is subsequently measured at FVTPL
and is not part of a hedging relationship is recognized in profit or loss and presented
net in the profit or loss statement within other gains (losses) in the period in which
it arises. Interest income from these financial assets is inciuded in the finance
income.

The business model reflects how the Company manages the assets in order to generate
cash flows. That is, whether the Company’s objective is solely to collect the contractual
cash flows from the assets or to collect both the contractual cash flows and cash flows
arising from the sale of assets. If neither of these is applicable, then the financial assets
are classified as part of ‘other’ business model and measured at FVTPL. Factors
considered by the Company in determining the business model for a group of assets
include past experience cn how the cash flows for these assets were collected, how the
asset’s performance is evaluated and reported to key management personnel, how risks
are assessed and managed and how managers are compensated.

Where the business model is to hold assets to collect contractual cash flows or to coflect
contractual cash flows and sell, the Company assesses whether the financial instruments’
cash flows represent SPPI test. In making this assessment, the Company considers
whether the contractual cash flows are consistent with a basic lending arrangement i.e.
interest includes oniy consideration for the time value of money, credit risk, other basic
lending risks and a profit margin that is consistent with a basic lending arrangement.
Where the contractual terms introduce exposure to risk or volatility that are inconsistent
with a basic lending arrangement, the related financial asset is classified and measured
at FVTPL,

Amortized cost and effective interest method

The effective interest method is a method of calculating the amortized cost of a financial
asset and of allocating interest income over the relevant period.

For financial instruments other than purchased or ocriginated credit-impaired (POCI)
financial assets, the effective interest rate is the rate that exactly discounts estimated
future cash receipts (including all fees and points paid or received that form an integral
part of the effective interest rate, transaction costs and other premiums or discounts)
excluding expected credit losses, through the expected life of the debt instrument, or,
where appropriate, a shorter period, to the gross carrying amount of the debt instrument
on initial recognition.

The amortized cost of a financial asset is the amount at which the financial asset is
measured at initial recognition minus the principal repayments, plus the cumulative
amortization using the effective interest method of any difference between that initial
amount and the maturity amount, adjusted for any loss allowance. On the other hand,
the gross carrying amount of a financial asset is the amortized cost of a financial asset
before adjusting for any loss allowance.
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Interest income is recognized using the effective interest method for debt instruments
measured subsequently at amortized cost. For financial instruments other than POCI
financial assets, interest income is calculated by applying the effective interest rate to
the gross carrying amount of a financial asset, except for financial assets that have
subsequently become credit-impaired. For financial assets that have subsequently
become credit-impaired, interest income is recognized by applying the effective interest
rate to the amortized cost of the financial asset. If, in subsequent reporting periods, the
credit risk on the credit-impaired financial instrument improves so that the financial
asset is no longer credit-impaired, interest income is recognized by applying the effective
interest rate to the gross carrying amount of the financial asset.

Equity instruments

Equity instruments are instruments that meet the definition of equity from the issuer’s
perspective, that is, instruments that do not contain a contractual obligation to pay and
that evidence a residual interest in the issuer's net assets.

The Company subsequently measures all equity investments at FVTPL, except where the
Company’s management has elected, at initial recognition, to irrevocably designate an
equity instrument at FVTOCI. The Company's policy is to designate equity investments
as FVTOCI when those investments are held for the purposes other than to generate
investment returns. When the election is used, fair value gains and losses are recognized
in OCI and are not subsequently reclassified to profit or loss, including disposal.
Impairment losses (and reversal of impairment losses) are not reported separately from
other changes in fair value. Dividends, when representing a return on such investments,
continue to be recognized in profit or ioss as other income when the Company’s right to.
receive payment is established.

Changes in the fair value of financial assets at FVTPL are recognized in net realized gains
(losses) on investments in the statement of profit or loss as applicable. Impairment
losses (and reversal of impairment losses) on equity investments measured at FVTOCI
are not reported separately from other changes in fair value.

As at January 1, 2018 and December 31, 2018, the Company does not have financial
assets at FVTOCI.

Impairment of financial assets

The Company recognizes a loss allowance for ECL on investments in debt instruments
that are measured at amortized cost. The amount of ECL is updated at each reporting
date to reflect changes in credit risk since initial recognition of the respective financial
instrument.

With the exception of POCI financial assets, ECLs are required to be measured through
a loss allowance at an amount equal to: '

¢« 12-month ECL, i.e. lifetime ECL that result from those default events on the financial
instrument that are possible within 12 months after the reporting date, (referred to
as Stage 1); or

o full lifetime ECL, i.e. lifetime ECL that result from all possible default events over the
life of the financial instrument, {referred to as Stage 2 and Stage 3).

A loss allowance for full lifetime ECL is required for a financial instrument if thg credit
risk on that financial instrument has increased significantly since initial recognition. For
all other financial instruments, ECLs are measured at an amount equal to the 12-month
ECL.

ECLs are a probability-weighted estimate of the present value of credit losses. These are
measured as the present value of the difference between the cash flows due to ;he
Company under the contract and the cash flows that the Company e)fpects to receive
arising from the weighting of multiple future economic scenarios, discounted at the
asset’s effective interest rate.
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The Company measures ECL on an individual basis, or on a collective basis for portfolios
of loans that share similar economic risk characteristics. The measurement of the loss
allowance is based on the present value of the asset’s expected cash flows using the
asset’s original effective interest rate, regardless of whether it is measured on an
individual basis or a collective basis.

The Company recognizes lifetime ECL when there has been a significant increase in credit
risk since initial recognition. If, on the other hand, the credit risk on the financial
instrument has not increased significantly since initial recognition, the Company
measures the loss allowance for that financial instrument at an amount equal to 12
month ECL. The assessment of whether lifetime ECL should be recognized is based on
significant increases in the likelihood or risk of a default occurring since initial recognition
instead of on evidence of a financial asset being credit-impaired at the reporting date or
an actual default occurring.

Lifetime ECL represents the ECL that will result from all possible default events over the
expected life of a financial instrument. In contrast, 12 month ECL represents the portion
of lifetime ECL that is expected to result from default events on a financial instrument
that are possible within 12 months after the reporting date,

Default

Critical to the determination of ECL is the definition of default. The definition of default
is used in measuring the amount of ECL and in the determination of whether the loss
allowance is based on 12-month or lifetime ECL, as default is a component of the
probability of default (PD) which affects both the measurement of ECLs and the
identification of a significant increase in credit risk.

The Company considers the following as constituting an event of default:

+ the borrower is past due more than 1 day on any material credit obligation to the
Company; or

+ the borrower is unlikely to pay its credit obligations to the Company in full.

When assessing if the borrower is unlikely to pay its credit obligation, the Company takes
into account both qualitative and quantitative indicators. The information. assessed
depends on the type of the asset, for example in corporate lending a qualitative indicator
used is the breach of covenants, which is not relevant for retail lending. Quantitative
indicators, such as overdue status and non-payment on another obligation of the same
counterparty are key inputs in this analysis. The Company uses a variety of sources of
information to assess default which are either developed internally or obtained from
external sources.

Significant increase in credit risk

The Company monitors all financial assets that are subject to the impairment
requirements to assess whether there has been a significant increase in credit risk since
initial recognition. If there has been a significant increase in credit risk the Company will
measure the loss allowance based on lifetime rather than 12-month ECL.

The Company opted to use the practical expedient for financial assets with low credit
risk in assessing the ECL since the financial assets of the Company pertain to cash in
bank and cash equivalents, due from brokers and accrued interest receivables, which
meet the following requirements:

¢ it has a low risk of default;

+ the borrower is considered, in the short term, to have a strong capacity to meet its
obligations; and

» the Company expects, in the fonger term, that adverse changes in economic and
business conditions might, but will not necessarily, reduce the ability of the borrower
to fulfil its obligations.
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Derecognition

The Company derecognizes a financial asset only when the contractual rights to the
asset’s cash flows expire or when the financial asset and substantially all the risks and
rewards of ownership of the asset are transferred to another entity. If the Company
neither transfers nor retains substantially all the risks and rewards of ownership and
continues to control the transferred asset, the Company recognizes its retained interest
in the asset and an associated liability for amounts it may have to pay. If the Company
retains substantially all the risks and rewards of ownership of a transferred financial
asset, the Company continues to recognize the financial asset and also recognizes a
collateralized borrowing for the proceeds received.

On derecognition of a financial asset in its entirety, the difference between the asset’s
carrying amount and the sum of the consideration received and receivable and the
cumulative gain/loss that had been recegnized in other comprehensive income {OCI)
and accumulated in equity is recognized in profit or loss, with the exception of equity
investment designated as measured at FVTOCI, where the cumulative gain/loss
previously recognized in OCI is not subsequently reclassified to profit or loss.

Financial liabilities and Equity Instruments

Financial Liabilities

A financial liability is a contractual obligation to deliver cash or another financial asset
or to exchange financial assets or financial liabilities with anaother entity under conditions
that are potentially unfavorable to the Company or a contract that will or may be settled
in the Company’s own equity instruments and is a non-derivative contract for which the
Company is or may be obliged to deliver a variable number of its own equity instruments,
or a derivative contract over own equity that will or may be settled other than by the
exchange of a fixed amount of cash or another financial asset for a fixed number of the
Company’s own equity instruments.

Financial liabilities are classified as either financial liabilities ‘at FVTPL’ or ‘other financial
liabilities’,

Other financial liabilities

Other financial liabilities are initially measured at fair value, net of transaction costs.
Other financial liabilities are subsequently measured at amortized cost using the effective
interest method (EIR).

The effective interest method is a method of calculating the amortized cost of a financial
liability and of allocating interest expense over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash payments through the
expected life of the financial liability, or, where appropriate, a shorter period, to the net
carrying amount on initial recognition.

The Company’s financial liabilities classified under this category include accrued
expenses and other payables, due to brokers and payable to fund manager.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statements
of financial position when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis or realize the asset and settle
the liability simultaneously.

A right to offset must be available today rather than being contingent on a future event
and must be exercisable by any of the counterparties, both in the normal course of
business and in the event of default, insolvency or bankruptcy.

Derecognition of financial liabilities

The Company derecognizes financial liabilities when, and only when, the Company’s
obligations are discharged, cancelled or have expired. The difference between the
carrying amount of the financial liability derecognized and the consideration paid and
payable is recognized in profit or loss,
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Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of
the Company after deducting all of its liabilities. Equity instruments issued by the
Company are recognized at the proceeds received, net of direct issue costs.

Share capital

Share capital consisting of ordinary shares is classified as equity. Incremental costs
directly attributable to the issue of new shares or options are shown in equity as a
deduction from the proceeds, net of tax. Any excess of proceeds from issuance of shares
over its par value is recognized as additional paid-in capital.

Retained earnings

Retained earnings represent accumulated profit attributable to equity holders of the
Company after deducting dividends declared. Retained 2arnings may also include effect
of changes in accounting policy as may be required by the standard’s transitional
provisions.

Repurchase, disposal and reissuance of share capital (treasury shares)

When share capital recognized as equity is repurchased, the amount of the consideration
paid, which includes directly attributable cost, net of any tax effects, is recognized as a
reduction from equity. Repurchased shares are classified as treasury shares and are
presented in the reserve for own share account. When treasury shares are sold or
reissued subsequently, the amount received is recognized as increase in equity, and the
resulting surplus or deficit on the transaction is presented as additional paid-in capital.

Accounting Policies applied before January 1, 2018 for Financia! Instruments

The Company has applied PFRS 9 retrospectively, but has elected not to restate
comparative information. As a result, the comparative information provided continues
to be accounted for in accordance with the Company’s previous accounting policy.

Financial Assets

Initial recognition

Financial assets are recognized in the Company’s financial statements when the
Company becomes a party to the contractual provisions of the instrument.
Financial assets are recognized initially at fair value. Transaction costs are included in
the initial measurement of all financial assets, except for investments classified as at
FVTPL. All regular way purchases or sales of financial assets are recognized and
derecognized on a trade date basis. Regular way purchases or sales are purchases or
sales of financial assets that require delivery of assets within the time frame established
by regulation or convention in the marketplace.

Classification and subsequent measurement

Financial assets are classified into the following specified categories: financial assets at’
FVTPL, held-to-maturity (HTM) investments, available-for-sale (AFS) financial assets
and loans and receivables. The classification depends on the nature and purpose of the
financial assets and is determined at the time of initial recognition.

The Company’s financial assets as at December 31, 2017 consist of financial assets at
FVTPL and loans and receivables.

Financial assets at FVTPL

The Company classifies financial assets as FVTPL when the financial asset is either
held-for-trading or designated as such upon initial recegnition.

A financial asset is classified as held-for-trading if:

. it has been acquired principally for the purpose of selling in the near future; or
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. on initial recognition it is a part of an identified portfolio of financial instruments that

the Company manages together and has a recent actual pattern of short-term profit-
taking; or

. it is a derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held-for-trading may be designated as at
FVTPL upon initial recognition if:

. such designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise; or

. the financial asset forms part of a group of financial assets or financial liabilities or
both, which is managed and its performance is evaluated on a fair value basis, in
accordance with the Company’s documented risk management or investment
strategy, and information about the grouping is provided internally on that basis;
ar -

. it forms part of a contract containing one or more embedded derivatives, and it is
permitted that the entire combined contract to be designated as at FVTPL.

Financial assets at FVTPL are stated at fair value, with any resulting gain or loss
recognized in profit or loss. The Company’s financial assets classified under this category
include investments in listed equity shares, investments in fixed-income securities,
investments in unit investment trust fund (UITF) and special savings deposits. Fair value
is determined in the manner described in Note 17.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. After initial recognition, toans and
receivables are subsequently measured at amortized cost using the effective interest
method, less any impairment and are included in current assets, except for maturities
greater than 12 months after the end of the reporting period.

The effective interest method is a method of calculating the amortized cost of a debt
instrument and of allocating interest income over the relevant period. The effective
interest rate is the rate that exactly discounts estimated future cash receipts through
the expected life of the financial asset or, when appropriate, a shorter period to the net
carrying amount on initial recognition.

Interest income is recognized by applying the effective interest rate, except for
short-term receivables when the effect of not discounting is immaterial.

The Company’s financial assets classified under this category include cash and cash
equivalents, accrued interest receivable, dividends receivable and due from brokers.

Impairment of financial assets -

Financial assets, other than those at FVTPL, are assessed for indicators of impairment
at the end of each reporting period. Financial assets are considered to be impaired when
there is objective evidence that, as a result of one or more events that occurred after
the initial recognition of the financiai asset, the estimated future cash flows of the
investment have been affected.

Objective evidence of impairment

For certain categories of financial asset, such as trade receivables, assets that are
assessed not to be impaired individually are, in addition, assessed for impairment on a
collective basis. Objective evidence of impairment for a portfolio of receivables could
include the Company’s past experience of collecting payments, an increase in the
number of delayed payments in the portfolio past the average credit period as well as
observable changes in national or local economic conditions that correlate with default
on receivables.
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Derecoqgnition of financial assets

The Company derecognizes financial assets when the contractual rights to the cash flows
from the asset expire, or when it transfers the financial asset and substantially alt the
risks and rewards of ownership of the asset to another party. If the Company neither
transfers nor retains substantially all the risks and rewards of ownership and continues
to contral the transferred asset, the Company recognizes its retained interest in the
asset and an associated liability for amounts it may have to pay. If the Company retains
substantially all the risks and rewards of ownership of a transferred financial asset, the

Company continues to recognize the financial asset and also recognizes a collateralized
borrowing for the proceeds received.

On derecognition of financial asset in its entirety, the difference between the asset’s
carrying amount and the sum of the consideration received and receivable and any
cumulative gain or loss that had been recognized in other comprehensive income and
accumulated in equity is recognized in profit or loss.

Financial Liabilities and Equity Instruments

" Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in

accordance with the substance of the contractual arrangements and the definitions of a
financial liability and equity instrument.

Financial liabilities

Initial recognition

Financial liabilities are recognized in the Company’s financial statements when the
Company becomes a party to the contractuai provisions of the instrument.
Financial liabilities are initially recognized at fair value. Transaction costs are included in
the initial measurement of the Company’s financial liabilities except for debt instruments
classified as at FVTPL.

Financial liabilities are classified as either financial liabilities as at FVTPL or other financiai
liabilities.

Subsequent measurement

Since thé Company does not have financial liabilities classified as at FVTPL, all financial
liabilities are subsequently measured at amortized cost using the effective interest
method, with interest expense recognized on an effective yield basis.

The Company’s financial liabilities classified under this category include accrued
expenses and other payables, due to brokers and payable to fund manager.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statements
of financial position when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis or realize the asset and settle
the liability simultaneously,

A right to offset must be available today rather being contingent on a future even; and
must be exercisable by any of the counterparties, both in the normal course of business
and in the event of default, insclvency or bankruptcy.

Derecognition

Financial liabilities are derecognized by the Company when the obligation under the
liability is discharged, cancelled or expired. The difference between the carrying amouqt
of the financial liability derecognized and the consideration paid and payable is
recognized in profit or loss.
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Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of
the Company after deducting all of its liabilities. Equity instruments issued by the
Company are recognized at the proceeds received, net of direct issue costs.

Share capital

Share capital consisting of ordinary shares are classified as equity. Incremental costs
directly attributable to the issue of new shares or options are shown in equity as a
deduction from the proceeds, net of tax. Any excess of proceeds from issuance of shares
over its par value is recognized as additional paid-in capital.

Retained earnings

Retained earnings represent accumulated profit attributable to equity holders of the
Company after deducting dividends declared. Retained Earnings may also include effect

of changes in accounting policy as may be required by the standard’s transitional
provisions,

Repurchase, disposal and reissuance of shares capital ( treasury shares)

When share capital recognized as equity is repurchased, the amount of the consideration
paid, which include directly attributable cost, net of any tax effects, is recognized as a
reduction from equity. Repurchased shares are classified as treasury shares and are
presented in the reserve for own share account. When treasury shares are sold or
reissued subsequently, the amount received is recognized as increase in equity, and the
resulting surplus or deficit on the transaction is presented as additional paid-in capital.

Prepayments

Prepayments represent expenses not yet incurred but already paid in cash. Prepayments
are initially recorded as assets and measured at the amount of cash paid. Subsequently,
these are charged to profit or loss as they are consumed in operations or expire with the
passage of time.

Prepayments are classified in the statements of financial position as current assets when
the cost of goods or services related to the prepayments are expected to be incurred
within one year or the Company’s normal operating cycle, whichever is longer.
Otherwise, prepayments are classified as non-current assets.

Revenue Recognition

Income is recognized to the extent that it is probable that the economic benefits will flow
to the Company and the revenue can be measured reliably. Income is measured at the
fair value of the consideration received or receivable and represents amounts receivable
for services provided in the normal course of business.

Interest income

Interest income from a financial asset is recognized when it is probable that the economic
benefits will flow to the Company and the amount of income can be measured reliably.
Interest income is accrued on a time proportion basis, by reference to the principal
outstanding and at the effective interest rate applicable, which is the rate that exactly
discounts estimated future cash receipts through the expected life of the financial asset
to that asset’s net carrying amount.

Dividend income

Dividend income from investments is recognized when the shareholders’ rights to receive
payment have been established, usually at ex-dividend rate, provided that it is probable
that the economic benefits will flow to the Company and the amount of income can be
measured reliably.
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Realized gains or losses

Gains or losses arising on the disposal of investments are determined as the difference

between the sales proceeds and the carrying amount of the investments and are
recognized in profit or loss.

Fair value gains or losses

Gains or losses arising from changes in fair values of investments are disclosed under
the policy on financial assets.

Other income

Other income is income generated outside the normal course of business and is

recognized when it is probable that the economic benefits will flow to the Company and
it can be measured reliably.

Expense Recognition

Expenses are recognized in profit or loss when a decrease in future economic benefit
related to a decrease in an asset or an increase in a liability has arisen that can be
measured reliably. Expenses are recognized in profit or loss on the basis of: (i) a direct
association between the costs incurred and the earning of specific items of income;
(ii} systematic and rational allocation procedures when economic benefits are expected
to arise over several accounting periods and the association with income can only be
broadly or indirectly determined; or, (iii) immediately when an expenditure produces no
future economic benefits or when, and to the extent that, future economic benefits do

not qualify, or cease to qualify, for recognition in the statements of financial position as
an asset.

Expenses in the statements of comprehensive income are presented using the function
of expense method. Investment expenses are transaction costs incurred in the purchase
and sale of investments. Operating expenses are costs attributable to administrative and
other business expenses of the Company including management fees and custodianship
fees.

Fair Value

Fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date,
regardless of whether that price is directly observable or estimated using another
valuation technique. In estimating the fair value of an asset or a liability, the Company
takes into account the characteristics of the asset or hability if market participants would
take those characteristics into account when pricing the asset or liability at the
measurement date. Fair value for measurement and/or disclosure purposes in these
financial statements is determined on such basis,

In addition, for financial reporting purposes, fair value measurements are categorized
into Levels 1, 2 or 3 based on the degree to which the inputs to the fair value
measurements are observable and the significance of the inputs to the fair value
measurement in its entirety, which are described as follows:

s Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets
or liabilities that the entity can access at the measurement date;

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

s Level 3 inputs are unobservable inputs for the asset or liability.

Related Party Transactions

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

Parties are considered related if one party has control, joint control, or significant
influence over the other party in making financial and operating decisions. An entity
that is a post-employment benefit plan for the employees of the Company and the key
management personnel of the Company are also considered to be refated parties.
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Taxation

Income tax expense represents the sum of the current tax, final tax and deferred tax
expense,

Current tax

The current tax expense is based on taxable profit for the year. Taxable profit differs
from profit as reported in the statements of comprehensive income because it excludes
items of income or expense that are taxable or deductible in other years and it further
excludes iterns that are never taxable or deductible. The Company’s current tax expense
is calculated using 30% regular corporate income tax (RCIT} rate or 2% minimum
corporate income tax rate, whichever is higher.

Final tax

Final tax expense represents final taxes withheid on interest income from cash in banks,
special savings deposits and fixed-income securities, and final taxes withheld on
proceeds from sale of listed equity securities.

Deferred tax

Deferred tax is recognized on temporary differences between the carrying amounts of
assets and liabilities in the financial statements and the corresponding tax bases used
in the computation of taxable profit. Deferred tax liabilities are generally recognized for
all taxable temporary differences. Deferred tax assets are generally recognized for all
deductible temporary differences to the extent that it is probable that taxable profits will
be available against which those deductible temporary differences can be utilized.
Such deferred tax assets and liabilities are not recognized if the temporary difference
arises from the initial recognition (other than in a business combination) of assets and
liabilities in a transaction that affects neither the taxable profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at the end of each reporting
period and reduced to the extent that it is no longer probable that sufficient taxable
profits will be available to allow all or part of the asset to be recovered.

Deferred tax liabilities and assets are measured at the tax rates that are expected to
apply in the period in which the liability is settled or the asset realized, based on tax
rates (and tax laws) that have been enacted or substantively enacted by the end of the
reporting period.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to
offset current tax assets against current tax liabilities and these relate to income taxes
tevied by the same taxation authority and the Company intends to settie its current tax
assets and liabilities on a net basis.

Current and deferred taxes for the year

Current and deferred taxes are recognized in profit or loss, except when they relate to
items that are recognized in OCI or directly in equity, in which case, the current and
deferred taxes are also recognized in OCI or directly in equity, respectively.

Foreign Currency

Transactions in currencies other than the functional currency of the Company are
recorded at the rates of exchange prevailing on the dates of the transactions. At the end
of each reporting period, monetary assets and liabilities that are denominated in foreign
currencies are retranslated at the rates prevailing at the end of the reporting period.

Non-monetary assets and liabilities carried at fair value that are denominated in foreign
currencies are translated at the rates prevailing at the date the fair value was
determined. Gains and losses arising on retranslation are included in profit or loss for
the year, except for exchange differences arising on non-monetary assets and'liabilit_ies
when the gains and losses of such non-monetary items are recognized dire;tiy in eqqlty.
Non-monetary assets and liabilities that are measured in terms of historical cost in a
foreign currency are not retranslated.
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Exchange differences on monetary items are recognized in profit or loss in the period in
which they arise except for:

» Exchange differences on foreign currency borrowings relating to assets under
construction for future productive use, which are included in the cost of those assets

when they are regarded as adjustments to interest costs on those foreign currency
borrowings.

* Exchange differences on transactions entered into in order to hedge certain foreign
currency risks,

* Exchange differences on monetary items receivable from or payable to a foreign
operation for which settlement is neither planned nor likely to occur, which are

recognized initially in OCI and reclassified from equity to profit or loss on repayment
of the monetary items.

Earnings (Loss) per Share

The Company computes its basic earnings (ioss) per share by dividing profit or loss for
the year attributable to ordinary equity holders of the Company by the weighted average
number of ordinary shares outstanding during the period.

For the purpose of calculating diluted earnings (loss) per share, profit or loss for the year
attributable to ordinary equity holders of the Company and the weighted average
number of shares outstanding are adjusted for the effects of deposits for future stock
subscriptions which are dilutive potential ordinary shares.

Net Asset Value per Share (NAVPS)

The Company computes its NAVPS by dividing the total net asset value as at the end of
the reporting period by the number of issued and outstanding shares and shares to be
issued on deposits for future stock subscription.

Events After the Reporting Period

The Company identifies events after the end of the reporting period as those events,
both favorable and unfavorable, that occur between the end of the reporting period and
the date when the financial statements are authorized for issue. The financial statements
of the Company are adjusted to reflect those events that provide evidence of conditions
that existed at the end of the reporting period. Non-adjusting events after the end of
the reporting period are disclosed in the notes to the financial statements when material.

CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

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

The estimates and underlying assumptions are reviewed on an ongeing basis. Revisions
to accounting estimates are recognized in the period in which the estimate is revised if
the revision affects only that period, or in the period of the revision and future periods
if the revision affects both current and future periods.

Critical Judgments in Applying Accounting Policies

The following are the critical judgments, apart from those involving estimations, that
Management has made in the process of applying the Company’s accounting policies
that have the most significant effect on the amounts recognized in the financial
statements.
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Business model assessment

Classification and measurement of financial assets depends on the results of the SPPI
and the business mode! test. The Company determines the business model at a level
that reflects how groups of financial assets are managed together to achieve a particular
business objective. This assessment includes judgement reflecting all relevant evidence
including how the performance of the assets is evaluated and their performance
measured, the risks that affect the performance of the assets and how these are
managed and how the managers of the assets are compensated. The Company monitors
financial assets measured at amortized cost that are derecognized prior to their maturity
to understand the reason for their disposal and whether the reasons are consistent with
the objective of the business for which the asset was held. Monitoring is part of the
Company’s continuous assessment of whether the business model for which the
remaining financial assets are held continues to be appropriate and if it is not appropriate
whether there has been a change in business model and so a prospective change to the
classification of those assets.

The Company measures its financial assets at amortized cost if the financial asset
qualifies for both SPPI and business model test. The Company’s business model is to
hold the asset and to coltect its cashflows which are SPPL. All other financial assets that
do not meet the SPPI and business model test are measured at FVTPL.

As at December 31, 2018, the Company’s FVTPL and financial assets measured at FVTPL
and amortized cost amounted to P1,714,976,946 and P66,303,377, respectively.

Significant increase of credit risk

ECL are measured as an allowance equal to 12-month ECL for stage 1 assets, or lifetime
ECL assets for stage 2 or stage 3 assets. An asset moves to stage 2 when its credit risk
has increased significantly since initial recognition. PFRS 9 does not define what
constitutes a significant increase in credit risk. In assessing whether the credit risk of an
asset has significantly increased the Company takes into account qualitative and
quantitative reasonable and supportable forward looking information.

The Company considers a financial instrument to have experienced a significant increase
in credit risk when one or more of the qualitative and quantitative criteria have been
met as disclosed in Note 20.

As at December 31, 2018, the Company’s financial instrument measured at amortized
cost has not experienced a significant increase: in its credit risk.

Models and assumptions used

The Company uses various models and assumptions in measuring the fair value of
financial assets as well as in estimating ECL. Judgment is applied in identifying the most
appropriate model for each type of asset, as well as for determining the assumptions
used in these maodels, including assumptions that relate to key drivers of credit risk.

The Company’s model and assumptions used in estimating ECL and measuring the fair
value of financial assets are disclosed in Note 20 and Note 17, respectively.

Functional currency

Based on the economic substance of the underlying circumstances relevant to the
Company, the functional currency of the Company has been determineq to be th_e
Philippine peso (PHP). The PHP is the currency of the primary economic environment in
which the Company operates. It is the currency being used to report the Company’s
results of operations.

Puttable shares designated as equity instruments

The Company designated its redeemable share capital as equity instruments since the
Company’s share capital met the criteria specified in PAS 32, Financial Instruments:

Presentation, to be presented as equity.
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A puttable financial instrument includes a contractual obligation for the issuer to
repurchase or redeem that instrument for cash or another financial asset on exercise of
the put. As an exception to the definition of a financial liability, an instrument that

includes such an obligation is classified as an equity instrument if it has met all of the
following features:

a. it entitles the holder to a pro rata share of the entity’s net assets in the event of the
entity’s liquidation. The entity’s net assets are those assets that remain after
deducting all other claims on its assets;

b. itisin the class of instruments that is subordinate to all other classes of instruments;

c¢. all financial instruments in the class of instruments that is subordinate to all other
classes of instruments have identical features;

d. apart from the contractual obligation for the issuer to repurchase or redeem the
instrument for cash or another financial asset, the instrument does not include any
contractual obligation to deliver cash or another financial asset to another entity,
or to exchange financial assets or financial liabilities with another entity under
conditions that are potentially unfavorable to the entity, and it is not a contract that
will or may be settled in the entity’s own equity instruments; and

e. total expected cash flows attributable to the instrument over the life of the
instrument are based substantially on the profit or loss, the change in the recognized
net assets or the change in the fair value of the recognized and unrecognized net

assets of the entity over the life of the instrument (excluding any effects of the
instrument).

As at December 31, 2018 and 2017, the recognized amount of share capital representing
puttable shares in the statements of financial position amounted to P35,069,670 as
disclosed in Note 12,

Key Sources of Estimation Uncertainty

The following are the Company's key assumptions concerning the future and other key
sources of estimation uncertainty at the end of each reporting period that have a
significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year. :

Prohability of default (PD)

PD constitutes a key input in measuring ECL. PD is an estimate of the likelihood of default
over a given time horizon, the calculation of which includes historical data, assumptions
and expectations of future conditions.

As at December 31, 2018, the Company assessed a nil PD for all of its financial assets
measured at amortized cost. The assumptions used by the Company is estimating PD in
disclosed in Note 20.

Loss Given Default (LGD)

LGD is an estimate of the loss arising on default. It is based on the difference between
the contractual cash flows due and those that the lender woutd expect to receive, taking
into account cash flows from collateral and integral credit enhancements.

The Company uses portfolio averages from external estimates sourced out from
Standard and Poor's (S&P) as the LGD estimates. The categorization of LGD estimates
per financial asset measured at amortized cost is disclosed in Note 20.

Estimating loss allowance for ECL

The measurement of the ECL for financial assets measured at amortized cost and FVOCI
fs an area that requires the use of complex models and significant assumptions about
future ecenomic conditions and credit behavior. Explanation of the inputs, assumptions
and estimation techniques used in measuring ECL is further detailed in Note 20 Credit
Risk - ECL measurement, which also sets out the key sensitivities of the ECL to changes
in these elements.
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A number of significant judgments are also required in applyi i
. ing th
requirements for measuring ECL, such as: ; PPYING The accounting

e Determining criteria for significant increase in credit risk;
*

Choosing appropriate models and assumptions for the measurement of ECL; and

* Establishing the number and relative weightings of forward-looking scenarios
and the associated ECL.

Estimating allowances for doubtful accounts

The Company estimates the allowance for doubtful accounts related to its receivabies
basec_i on assessment of specific accounts when the Company has information that

The amounts and timing of recorded expenses for any period would differ if different
judgments were made or different estimates were utilized. An increase in the aliowance
for doubtful accounts would increase the recognized operating expenses and decrease
current assets.

As at December 31, 2018 and 2017, Management believes that the recoverability of the
Company's receivables is certain, accordingly, no doubtful accounts expense was
recognized in both years. Dividends receivable as at December 31, 2018 and 2017
amounted to P3,331,674 and P4,261,161, respectively. Accrued interest receivable as
at December 31, 2018 and 2017 amounted to P2,981,805 and P9,084,071, respectively,
as disclosed in Note 7,

Deferred tax assets

The Company reviews the carrying amount at the end of each reporting period and
reduces deferred tax assets to the extent that it is no longer probable that sufficient
taxable profit will be available to allow all or part of the deferred tax assets to he utilized.
However, there is no assurance that the Company will generate sufficient taxable profit
that will allow all or part of its deferred tax assets to be utilized.

Based on Management’s expectation of the Company's future taxable income, the
Company did not recognize the deferred tax assets as at December 31, 2018 and 2017,
as disclosed in Note 18,

Determining fair value of investments in debt securities classified as financial assets at
FVTPL

The Company carries its investments in traded debt securities and special savings
deposits at fair value, which requires use of accounting estimates and judgment.
Since market interest rate is a significant component of fair value measurement, fair
value would differ if the Company applied a different set of reference rates in the
valuation methodology. Any change in the fair value of these financial assets would affect
profit or loss and equity.

As at December 31, 2018 and 2017, the carrying amounts of investments in debt
securities classified as financial assets at FVTPL amounted to P 268,269,048 and
P508,213,313, respectively, as disclosed in Note 8.

24



CASH AND CASH EQUIVALENTS

Cash and cash equivalents at the end of the reporting period as shown in the statements

of cash flows can be reconciled to the related items in the statements of financial position
as follows:

2018 2017
Cash in bank P 1,889,898 P6,027,932
Cash equivalents 58,100,000 -

P59,989,808  P5,027,932

Cash equivalents are short-term, highly liquid investments that are readily convertible
to known amounts of cash and which are subject to an insignificant risk of changes in
value. The Company classifies an investment as cash equivalents if that investment has
a maturity of three months or less from the date of acquisition.

Cash equivalents pertain to special savings deposits with maturity period of three to
thirty days, and earn average annual interest of 2.17% in 2018.

Total interest income earned on cash and cash equivalents amounted to P469,735,
P86,109 and P59,398 at average interest rates of 1.36%, 0.21% and 0.29% in 2018,
2017 and 2016, respectively, as disclosed in Note 15.

The adoption of PFRS 9 has resulted in changes in classification of special savings deposit
from FVTPL to cash and cash equivalents. The presentation of PFRS 9 impact was
presented in Note 3. '

ACCRUED INTEREST RECEIVABLE

This account consists of accrued interest on the following:

Note 2018 2017
Fixed-income securities 8 P2,961,318 P9,074,462
_Special savings deposits 8 20,487 9,609

P2,981,805 P9,084,071

Collection of interest depends on the scheduled interest payments of each asset held.

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

This account consists of:

2018 2017
Held for trading:
Investments in listed equity shares P1,446,691,964 P1,927,088,921
“Investments in fixed-income securities 268,269,048 445,313,313
Investments in UITF 15,934 15,511
1,714,976,946 2,372,417,745
Designated:
Special savings deposit - 62,900,000

P1,714,976,946  P2,435,317,745

Investments in fixed-income securities include investment in treasury notes.

Investments in UITF are placed in universal banks and are redeemable anytime. Special
savings deposits have contractual maturity of three months or less.

Investments in equity securities are composed of ordinary and preferred shares.

The Company recognized dividend income from investments in listed equity securities
amounting to P28,333,658, P41,805,726 and P35,751,464 in 2018, 2017 and 2016,
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respectively. Dividends receivable amounted to P3,331,674 and P4,261,161 as at
December 31, 2018 and 2017, respectively.

Interest income earned on fixed-income securities amounted to P21,580,918,
P28,854,127 and P32,319,595 in 2018, 2017 and 2016, respectively, as disclosed in
Note 15. Average rates earned on these investments are also disclosed in Note 15.

Interest income earned on designated special savings deposits amounted to nil,
P6,844,621, and P8,149,160 in 2018, 2017 and 2018, respectively, as disclosed in
Note 15. Average rates earned on these investments are also disclosed in Note 15.

Net gains (losses) on investments recognized in profit or loss arising from held-for-trading
financial assets are as follows:

2018 2017 2016
Net realized gains on
investments P 19,967,376 P 43,517,900 P 10,590,821
Net unrealized gains (losses)
on investments (207,809,572) 333,381,786 (43,977,188)

(P187,842,196) P376,899,686 (P33,386,367)

The following presents the breakdown of the maturity profile of the principal amounts of
special savings deposits and fixed-income securities:

2018 2017
Due after one year through five years P182,360,000 P156,600,000
Due after five years through ten years 107,500,000 75,500,000
Due after ten years ' - 191,000,000

P289,860,000 P423,100,000

The adoption of PFRS 9 has resulted in changes in classification of special savings depaosit
from FVTPL to cash and cash equivalents. The presentation of PFRS 9 impact was
presented in Note 3.

DUE TO/ FROM BROKERS

Due from brokers account refers to amounts receivable from brokers arising from the
sale of investments processed on or before the reporting period, which are settled three
days after the transaction date.

Due to brokers account pertains to amounts payabie to brokers for the purchase of
investments, processed on or before the reporting period, which are settled three days
after the transaction date,

Counterparties to the contract are not allowed to offset payable and receivable arising
from the purchase and sale of investments.

Commissions are paid to brokers when buying and selling shares of stocks. Commissiqn
expenses amounted to PG,464,941, P11,376,886 and P11,545,523 were incurred in
2018, 2017 and 2016.
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10.

11.

ACCRUED EXPENSES AND OTHER PAYABLES

This account consists of:

Note 2018 2017
Due to investors P12,607,757 P6,131,812
Withholding and documentary starnp taxes 343,205 486,517
Professional fees ' 100,284 92,826
Custodianship fees payable 98,160 74,830
Directors’ fees 11 - 46,250

P13,149,406 P6,832,235

Due to investors account pertains to amounts payable to investors for the redemption
of their Investments processed on or before the reporting period, which are usually paid
four days after the transaction date.

RELATED PARTY TRANSACTIONS

In the normal course of business, the Company transacts with companies which are
considered related parties under PAS 24, Related Party Disclosures.

As at December 31, 2018 and 2017, SLOCPI held 549,999,995 shares representing
23.26% and 17% respectively, of net assets attributable to shareholders.

The details of transactions with related parties and the amounts paid or payable are set
out below.

Outstanding

Nature of Transactions Balance
Transaction During the Year Receivable(Payable) Term Condition Notes
2018 2017 2016 2018 2017

SLAMCI - Fund Manager

2.15% of average
Management, daily net assets;

Distributicn and settled in cash on or Unimpaired;
Transfer fees before the 15" day Unsecured;
of the following  non-Interest
P 47,103,682 P 79,186,851 P90,991,660 P 3,774,821 F6,455,365 month bearing; a
Key Managemant Persannel
Payable on
Demand; settled
Rirectors’ fees P 228,689 P 182,750 P 230,594 P - P 46,250 in cash Unsecured b
Affiliates
Grepalife Fixed Income Fund Cerp.
Sale P - P 9,844,083 P - P - P
Sun Life Grepa Financial Inc.
Sale P146,500,000 P 55,608,806 P - P - P -
Purchase 10,000,000
Sun Life of Canada Philippines Inc.
Sale P 70,500,000 P 68,482,083 P138,213,278 P - P -
Sun Life of Canada Prosperity Bond Fund, Inc.
Sale P - P 60,547,125 P - P - P -
Non-interest
Sun Life Prosperity GS Fund, Inc. r
Sale P - P 9834083 P - e - P - bearing; Setsted
in cash on the Unsecured;
Sun Life Prosperity Morey Market Fund, Inc. da‘,’Aof No
Sale P - P395,546,830 P - P - P ~ transaction impairment c
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Details of the Company’s related party transactions are as follows:

a. Investment Management

On October 12, 2012, the Company and SLAMCI entered into a Management and
Distribution Agreement wherein SLAMCI will act as its fund manager, adviser,
administrator, distributor and transfer agent and will provide management,
distribution and all required operational services. Under the Management and
Distribution Agreement, SLAMCI will receive aggregate fees for these services at an
annual rate of 2.50% (exclusive of VAT) of the net assets attributable to
shareholders on each valuation day. Moreover, under the Transfer Agency
Agreement, SLAMCI receives aggregate fees for these services at an annual rate of

0.15% (exclusive of VAT) of the net assets attributable to shareholders on each
valuation day.

On January 1, 2018, the Company and SLAMCI made amendments to their
agreement changing the fee rate of management, distribution and transfer fees from
2.65% to 2.15%. The agreements shall remain in effect for a period of 2 years from
such date and shall continue in effect from year to year as approved by the
respective Board of Directors of the Company and SLAMCI.

On September 18, 2018, the Company and SILAMCI amended its management,
distribution and transfer fee agreement based on the provision of Implementing
Rules and Regulation (IRR)} of Investment Company Act (ICA) 2018 published by the
SEC on January 11, 2018. The agreements shall remain in effect for a period of 2
years from September 18, 2018 and shall continue in effect from year to year as
approved by the respective Board of Directors of the Company and SLAMCI.

Management fees charged by SLAMCI to the Company in 2018, 2017 and 2016
amounted to P47,103,682, P79,186,851, and PS0,991,660, respectively. Accrued
management fees as at December 31, 2018 and 2017 amounting to P3,774,821 and
P6,455,365, respectively, are shown as “Payable to Fund Manager”in the statements
of financial position.

b. Remuneration of Directors

Remuneration of directors is presented in the statements of comprehensive income
under “Directors’ Fees” account amounting to P228,689, P182,750 and P230,594 in
2018, 2017 and 2016, respectively, which are usualiy paid to Directors based on the
number of meetings held and attended. Accrued directors’ fees as at
December 31, 2018 and 2017 amounting to nil and P46,250, respectively, are shown
under “Accrued Expenses and Other Payables” in the statements of financial position.

Except for the Board of Directors, the Company has no key management personnel
and employees. Pursuant to the Company’s Management and Distribution
Agreement with SLAMCI, the latter provides all staff of the Company, including
executive officers and other trained personnel.

c. Purchase and Sale of Investments

These types of transactions are buy and sell of the same security between portfolios
of two separate affiliated iegal entities of and whose assets are managed by
Investments. Portfolio Managers determine that this is appropriate and in the best
interest of certain portfolios and ensure that the trade will be executed in a manner
that is fair and equitable to both parties involved in the cross trade.
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EQUITY

Movements of share capital and treasury shares are as follows:

2018 2017 2016
Shares Amount Shares Amount Shares Amount

Authaorlzed:

At £0.01 par

value 5,200,000,000 P__ 52,000,000 5,200,000,000 P 52,000,000 5,200,000,000 P_52,000,000

5,200,009_,_0_00 P__ 52,000,000 5,200,000,000 P 52,000,000 5,200,000,000 P 52,000,000

Fully paid:

At January 1 3,506,967,.024 P 35,069,670 3,506,967.034 P 35,069,670 3,506,967,024 P 35,069,670

At Decernber 31 3,506,967,024 P__ 35,069,670 3,506,967,02¢ P 35,069,670 3,506,967,024 P 35069,670
e — et e ey et O F P T L) e —— e SR NN T L

Treasury shares:

At Januairydl 1,142,701,810 P1,051,408,476 428,474,398 P 352,501,539 109,175,254 P 40,801,983
Acquires
guring the
year 450,492,552 446,301,442 732,722,627 714,122,763 324,454,812 313,626,380
Reissuance (503,652) (463,414) {18 495,215) (15,215 826) (5,155,668) (3,826,824)

At December 31 1,592,690, 710 P1,497,246,504 1,142,701, 810 P1,051,408,476 428,474, 398 P352 501,539
o — e e s e e b N s e

Breakdown of fully paid shares is as follows:

2018 2017 2016
Shares Amount Shares Amount Shares Amount
Issued 3,506,967,024 P35,069,670 3,506,567.024 P35,069,670 3,506,967,024 P35,069,670
At December
31 3I5°6!957!°24 P!SIDGS,E'IO 3 506,967,024 P35,069,670 3,506,567,024 P35,069,670

Fully paid ordinary shares with a par value of P0.01 carry one vote per share and carry
a right to dividends.

Incorporation

The Company was incorporated on August 31, 2012 with 200,000,000 authorized shares
at par value of P0.01 per share.

Approved changes

On October 10, 2012, the sharehoiders approved the blanket increase from 200,000,000
shares to 100,000,000,000 shares with a par value of P0.01 per share. The Board was
authorized to implement the increase in tranches.

On March 22, 2013, the Board of Directors approved the first tranche of share capital
increase by 2,000,000,000 shares (from 200,000,000 shares to 2,200,000,000 shares
with a par value of P0.01 per share). The SEC subsequently approved the increase on
January 22, 2014 and the registration statement on July 3, 2014.

Deposits for future stock subscriptions received in cash amounting to P500,000,000
equivalent to 500,000,000 shares from investors in 2013 for the increase in authorized
capital stock is recognized in equity since the Company has met all of the conditions
required for such recognition as disclosed in Note 4.

On August 6, 2013, the Board of Directors approved the second tranche of share capital
increase by 3,000,000,000 shares (from 2,200,000,000 shares to 5,200,000,000 shares
with a par value of P0.01 per share) which was subsequently approved by the SEC on
December 23, 2014. On July 13, 2016, the registration statement was approved by the
SEC.

Current state

As at December 31, 2018, the Company has 5,200,000,000 authorized and registered
shares with a par value of P0.01 per share.
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The annual summary of the transaction of th

e Company's outstanding shares is as

follows: ’
Year NAVPS, end Issuances Redemptions Balances
2012 P 0.9508 50,000,000 - 50,000,000
2013 P 0.9029 - - 50,000,000
2014 P 0.9998 3,503,921,187 ( 48,031,602) 3,505,889,585
2015 P 0.9260 38,792,139 (146,889,954) 3,397,791,770
2016 P 0.8962 5,155,668 (324,454,812) 3,078,492,626
2017 P 1.0203 18,495,215 (732,722,627) 2,364,265,214
2018 P0.5217 503,652 (450,492,552) 1914,276,314

The total number of shareholders as at December 31, 2018, 2017 and 2016 is 4,978,

4,967 and 4,950, respectively.

Redeemable shares

Redeemable shares carry one vote each, and are subject to the following:

a. Distribution of dividends
Each shareholder has a right to any dividends declared by the Company’s Board of
Directors and approved by 2/3 of its outstanding shareholders.

b. Denial of pre-emptive rights
No shareholder shall, because of his ownership of the shares, has a pre-emptive or
other right to purchase, subscribe for, or take any part of shares or of any other
securities convertible into or carrying options or warrants to purchase shares of the
registrant,

c. Right of redemption

The holder of any share, upon its presentation to the Company or to any of its duly
authorized representatives, is entitled to receive, by way of redemption,
approximately his proportionate share of the Company’s current net assets or the
cash equivalent thereof. Shares are redeemable at any time at their net assets value
less any applicable sales charges and taxes, '

ADDITIONAL PAID-IN CAPITAL

Additional paid-in capital of P3,210,216,567, P3,208,923,283 and P3,205,877,569 as at
December 31, 2018, 2017 and 2016, respectively, pertains to excess payments over par
value from investors and on reissuance of treasury shares.

NET ASSET VALUE PER SHARE (NAVPS)
NAVPS is computed as follows:

Note 2018 2017
Total equity P1,764,375,027 P2,412,357,147
Qutstanding shares 12 1,914,276,314 2,364,265,214
NAVPS P 0.9217 P 1.0203

NAVPS is based on issued, outstanding and fully paid shares. The expected cash outflow
on redemption of these shares is equivalent to computed NAVPS as at reporting period.
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INTEREST INCOME

This account consists of interest income on the following:

Notes 2018 2017 2016
Fixed income securities 8 P 21,580,918 P 28,854,127 P32,319,595
Special savings deposit 8 6,844,621 8,149,160

Cash and cash equivalents 6 469,735 86,109 56,398
P 22,050,653 P 35,784,857 P40,528,153

Interest income is recorded gross of final withholding tax which is shown as
"Income tax expense” account in the statements of comprehensive income,

Average interest rates of investments and cash in banks in 2018, 2017 and 2016 are as
follows: .

. 2018 2017 2016
Fixed income securities 5.18% 5.69% 5.43%
Special savings deposit - 0.84% 0.53%
Cash and cash equivalents 1.36% 0.21% 0.29%

Interest income earned on financial assets, analyzed by category, is as follows:

Notes ' 2018 2017 2016
Financial assets at FVTPL 8 P21,580,918 P35,698,748 P40,468,755
Cash and cash equivalents 6 469,735 86,108 59,398

P22,050,653 P35,784,857 P40,528,153

EARNINGS (LOSS) PER SHARE

The calculation of the basic and diluted earnings (loss) per share is based on the
following data:

2018 2017 2016
Total comprehensive income for the year (P 203,437,376) P 345,405,269 (P 79,079,177)

Weighted average number of
outstanding shares for the purpose of
computing basic and diluted earnings

per shares 2,068,149,068  2,807,645,692 3,271,674,496
Basic earnings (loss) per share (P 0.098) P 0.124 (P 0.024)
Diluted earnings (loss) per share {P 0.098) P 0.124 {P 0.024)
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FAIR VALUE OF FINANCIAL INSTRUMENTS

Assets and liabilities measured at fair value on a recurring basis

The following table provides an analysis of financial instruments that are measured

subsequent to initial recognition at fair value, levels 1 to 3 based on the degree to which
the inputs to fair value are observable.

Note: Level 1 Level 2 Total
December 31, 2018
Investment in flisted equity
shares 8 P1,446,691,964 P - P1,446,691,9564
Investments in fixed-income
securitles 8 268,269,048 - 268,269,048
Investments in UITF 8 15,934 - 15,934
P1,714,976,946 P - P1,714,976,946
December 31, 2017
Investment in listed equity
shares 8 P1,927,088,921 P - P1,927,088,921
Investments in fixed-income
securitles 8 445,313,313 - 445,313,313
Investments In UITF 8 15,511 - 15,511
Special savings deposit 8 - 62,900,000 62,900,000
P2,372,417,745 P62,900,000 P2,435,317,745

The fair values of the special savings deposits are based on discounted cash flow analysis
using prevailing market interest rates,

The fair values of fixed-income securities are based on quoted prices of done deal rates
and bid rates of identical instruments.

UITFs are valued at their published Net Assets Values Per Unit (NAVPUSs) as at reporting
date.

Listed equity securities are valued at quoted prices as at reporting date.

There were no transfers between level 1 and 2 in 2018 and 2017.

Financial asset and liabilities not measured at fair value

The carrying amounts and fair values of the Company’s financial assets and financial
liabilities are shown below:

2018 2017
Carrying Carrying
Notes Amounts Fair Values Amounts Fair Values

Financial Assets
Cash and cash ‘
equivalents 6 P59,989,898 P59,989,898 P 6,027,932 P 6,027,932
Accrued interest : :
receivable 7 2,981,805 2,981,805 9,084,071 9,084,071
Dividends receivable 8 3,331,674 3,331,674 4,261,161 4,261,161
Due from brokers 9 - - 13,977,299 13,977,299

P66,303,377 P66,303,377 P33,350,463 P33,350,463

Financial Liabilities
Accrued expenses and
other payables 10 P12,806,201 P12,806,201 P 6,345,718 P 6,345,718

Due to brokers 9 43,048,772 43,048,772
Payable to fund
manager 11 3,774,821 3,774,821 6,455,365 6,455,365

P16,581,022 .P16,581,022  P55.849,855 P55,849,855

The difference between the carrying amount of accrued expenses and other payables
disclosed in the statements of financial position and the amount disclosed in this no_te
pertains to withholding and documentary stamp taxes that are not considered financial
liabilities.
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Cash and cash equivalents, accrued interest receivable, dividends receivable, due from
brokers, accrued expenses and other payables, due to brokers, and payable to fund

manager have short-term maturities, hence, their carrying amounts are considered their
fair values,

INCOME TAXES

Details of current tax expense are as follows:

2018 2017 2016
Final tax P10,736,696 P14,824,547  P16,740,043
MCIT 1,024 97,103 119,041

P10,737,719 P14,921,650  P16,859,084

The reconciliation between tax expense and the preduct of accounting profit (loss)
multiplied by 30% is as follows: ‘

2018 2017 2016
Accounting proflt {lass) (P192,699,657) P364,326,919 {P62,220,093)
Tax expense (benefit) at 30% (P57,809,897) P109,298,076 (P18,666,028)
Adjustment for income subject to lower
tax rate 4,121,499 24,811,976 6,367,186
Tax effects of;
Net unrealized fair value loss (gains)
on Investments 62,342,871 {100,014,536) 13,193,156
Unrecognized MCIT 1,024 97,103 119,041
Unrecognized Net Operating Loss
Carry-Over (NOLCO) 16,572,532 6,326,119 29,748,414
Dividend Income exempt from tax (8,500,097} {12,541,718) (10,725,439)
Net realized gain on investments (5,990,213) {13,055,370) {3,177,246)
P 10,737,719 : P 14,921,650 P16,859,084

Details of the Company's NOLCO are as follows:

Year Year of

Incurred Expiry 2017 Balance Additions Expired 2018 Balance
2015 . 2018 P127,578,308 P - P127,578,308 P -
2016 2019 99,161,375 - - 99,161,379
2017 2020 21,087,062 - - 21,087,062
2018 2021 - 55,241,773 - 55,241,773

P247,826,749 P55,241,773  P127,578,308 P175,490,214

Deferred tax asset on NOLCO and MCIT were not recognized since Management believes

that future taxable income will not be available against which the deferred tax asset can
be utilized.

The Company’s interest income arising from cash in banks, special savings deposits,
fixed-income securities and realized gains on sale of listed equity securities are already
subjected to final tax and are therefore excluded from the computation of taxable income
subject to RCIT.

CONTINGENCY

The Company has no pending legal cases as at December 31, 2018 and 2017 that may
have a material effect on the Company’s financial position and results of operations.
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FINANCIAL RISK MANAGEMENT

The Company’s activities expose it to a variety of financial risks: market risk, which
includes interest rate, and equity price risks, credit risk and liquidity risk, The Fund
Manager exerts best efforts to anticipate events that would negatively affect the value
of the Company’s assets and take appropriate actions to counter these risks. However,
there is no guarantee that the strategies will work as intended. The policies for
managing specific risks are summarized below.,

Market risk

The Company’s activities expose it primarily to the financial risks of changes in interest
rates and prices of equity securities in the stock market and movements in NAVPU of
investments in UITF. There has been no change in the manner in which the Company
manages and measures the risk.

Interest rate risk

Interest rate risk refers to the possibility that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market interest.

The primary source of the Company’s interest rate risk refates to cash in banks, special

savings deposits and fixed-income securities. Interest rates of the financial assets are

disclosed in Note 15.

The risk is managed by the Fund Manager by actively monitoring the prevailing interest
rate environment. The duration of the portfolio is reduced during periods of rising rates
and widening credit spreads to maximize interest income potential. Conversely,
the same is increased during periods of falling rates and narrowing credit spreads.

A 50 basis points increase or decrease in the interest rates had been determined for
sensitivity analysis based on the exposure to interest rates for financial assets at FVTPL
and loans and receivables at the end of each reporting period. The same is used for
reporting interest rate risk internally to key management personnel and represents
Management's assessment of the reasonabie effect of the maximum possible movement
in interest rates.

The following tabie details the increase or decrease in net profit if interest rates had
been 50 basis points higher or lower and all other variables are held constant for the
years ended 2018, 2017, and 2016;

Change in Interest Increase (Decrease) in Net Profit/ Equity

rates
2018 2017 2016
+50 basis (P3,859,957) (P14,591,354) (P20,049,755)
-50 basis 3,951,494 15,545,177 P21,078,173

In Management’s opinion, the sensitivity analysis is unrepresentative of the inherent
interest rate risk because the exposure at the end of the reporting period does not reflect
the exposure during the year.

Equity price risk

The Company is exposed to equity price risks arising from investments in _Iisted equity
securities and investments in UITF. Investments in equity securities could either be held
for strategic or trading purposes.

The risk is managed by the Fund Manager by actively monitoring the domestic equity
market and movements in NAVPU of investments in UITF. Portfolios are traded based
on a combination of reguiarly-carried out fundamental and technical analyses of stock
prices.

Based on the exposure to equity price risks at the end of each reporting period, if equity
prices and NAVPU of investments in UITF had been 2% higher or lower, profit or loss
for the years ended December 31, 2018, 2017 and 2016 would have increased or
decreased by P28,237,423, P37,398,159 and P41,117,974, respectively.
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In Management’s opinion, the sensitivity analysis is unrepresentative of the inherent

equity price risk because the exposure at the end of the reporting period does not reflect
the exposure during the year.

Other than interest and equity price risks discussed above, there are no other market
risks which significantly affect the Company’s performance.

Credit risk

Credit risk refers to the risk that the counterparty will default on its contractual
obligations resulting in financial loss to the Company. The Company has adopted a
policy of dealing only with creditworthy counterparties, as a means of mitigating the risk
of financial loss from defaults, and transacts only with entities that are rated with
equivalent of investment grade of "High” down to “Satisfactory”. This information is
supplied by independent rating agencies, when available. If the information is not
available, the Company uses other publicly available financial information and its own
trading records to rate its major counterparties. The Company’s exposure and the credit
ratings of its counterparties are continuously monitored and the aggregate value of
transactions concluded is spread amongst approved counterparties.

The carrying amounts of financia assets recorded in the financial statements, which
represent the Company's maximum exposure to credit risk are as follows:

Notes 2018 2017
Cash and cash equivalents 6 P 59,989,898 P 6,027,932
Financial assets at fair value through
profit or loss 8 268,269,048 508,213,313
Accrued interest receivable 7 2,981,805 9,084,071
Dividends receivable 8 3,331,674 4,261,161
Due from brokers 9 - 13,977,299

P334,572,425  P541,563,776

In 2018, expected credit losses are a probability-weighted estimate of credit losses (i.e.
the present value of all cash shortfalls) over the expected life of the financial instrument.

The Company’s current credit risk grading framework comprises the following
categories:

Basis for
. recognizing
Category Description expected
‘ credit losses
Performing The counterparty has a low risk of default 12m ECL

and does not have any past-due amounts
Amount is >30 days past due or there has | Lifetime ECL -

Doubtful been a significant increase in credit risk not credit-
since initial recognition impaired
Amount isf >90 qays past due‘or the!'e is Lifetime ECL -
In default evidence indicating the asset is credit-

. credit-impaired
impaired

There is evidence indicating that the
debtor is in severe financial difficulty and Amount is
the Group has no realistic prospect of written-off
recovery

Write-off
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The following table details the credit quality of the Company’s financia! assets and other
ltems, as well as the Company’s maximum credit exposure to credit risk by credit risk
rating grades as at December 31, 2018:

External Internal 12m or Gross ’
credit credit lifetim carrying Loss Net carrying
2018 Notes rating rating e ECL? amount allowance amount
Cash and
cash )
equivalents 6 AAA - Performing  N/A P59,989,808  p - PS9,989,898
Accrued
Interest .
receivable 7 AMA - Performing  N/A 2,981,805 - 2,981,805
Dividends
receivable 8 AAA Performing N/A 3,331,674 - 3,331,674
P66,303,377 P - P66,303,377

In 2017, the credit quality of those that are neither past due nor impaired financial
assets are as follows:

Neither Past Due nor Impaired

High
Notes Grade Total

2017

Cash and Cash Equivalents 6 P 6,027,932 P 6,027,932
Financial assets at FVTPL 8 508,213,313 508,213,313
Due from brokers 9 13,977,299 13,977,299
Accrued interest receivable 7 9,084,071 9,084,071
Dividends receivable 8 4,261,161 4,261,161

P541,563,776 P541,563,776

The Company uses internal ratings to determine the credit quality of its financial assets.
These have been mapped to the summary rating below:

High grade - applies to highly rated financial obligors, strong corporate counterparties
and personal borrowers with whom the Company has excellent repayment experience.

The table below summarizes the current internal credit rating equivalence system of the
Company,

Summary rating Internal credit rating S&P rating
High AAA AAA
High AAA A
High AAA A
High AAA 888
Satisfactory AA BB
Acceptable B B
Low ccc/c CCC/C
Liquidity risk

Liquidity risk arises when the Company encounters difficuity in meeting the obligations
associated with its financial liabiiities that are settled by delivering cash or another
financial asset.

The Company aims to maintain an appropriate level of liquidity which means having
sufficient liquidity to be able to meet all obligations promptly under foreseeable adverse
circumstances, while not having excessive liquidity.

The Company maintains at least ten percent of the fund in liquid/semi-fiquid assetg in
the form of cash in banks and special savings deposits to assure necessary liquidity.
This is also in compliance to SEC Circular 12 series of 2013, Amendments to ICA Rule
35-1.

The Fund Manager manages liquidity risks by continuously monitoring forecast and
actual cash flows and matching the maturity profiles of financial assets and liabilities.
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The following table details the Com
derivative financial liabilities. The ta
cash flows of financial liabilities bas

Pany’s remaining contractual maturity for its non-
ble had been drawn up based on the undiscounted
ed on the earliest date on which the Company can

be required to pay.

One Month
Less than One to
Month One Year Total
2018
Accrued expenses and other payables P12,607,757 P198,444 P12,806,201
Due to brokers - - -
Payable to fund manager 3,774,821 - 3,774,821
P16,382,578 P198,444 P16,581,022
2017
Accrued expenses and other payables P 6,131,812 P213,906 P 6,345,718
Due to brokers 43,048,772 - 43,048,772
Payable to fund manager 6,455,365 - 6,455,365
P55,635,949 P213,906 P55,849,855

The difference between the carrying amount of accrued expenses and other payables
disclosed in the statements of financial position and the amount disclosed in this note
pertains to withholding and documentary stamp taxes that are not considered financial

liabilities.

The following table details the Company’s expected maturity for its financial assets.
The table had been drawn up based on contractual maturities of the financial assets
including interest that will be earned on those assets, except when -the Company
anticipates that the cash flows will occur in a different period.

Average
Effective
Interest  Less than Cne One Year to Five Years to Mare than Ten
Rate Year Five Years Ten Years Years
2018
Cash and cash equivalents 1.36% P39,989,898 P - P “ P - P 59,989,898
Financial assets at falr value '
through profit or loss 5.18% 15,508,436 227,262,740 120,242,185 - 363,013,361
Accrued interest recelvable 2,981,805 - - - 2,981,805
Dividends recelvable 3,331,673 - - - 3,331,674
Bue from brokers - - - -
P78,196,196 P227,262;740 P120,242,185 g - P425 701,120
2017
Cash and cash equivalents 0.21% P 6027932 P - P - P P 6,027,932
FInancial assets at fair value
through profit or loss 3.27% 110,318,836 241,917,076 139,198,795 287,088,698 778,523,405
Accrued interest recelvable 9,084,071 - - - 9,084,071
Divlidends receivable 4,261,161 - - 4,261,161
Due from brokers 13,977,299 - - - 13,977,299
P143,609,299 P241,917,076 P 139,198,795 P287,088 698 P811,873,868

The Company expects to meet its obligations from operating cash flows and proceeds of
maturing financial assets and sale of financial assets at FVTPL.
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CAPITAL RISK MANAGEMENT

The Fund Manager manages the Company’s capital to ensure that the Company will be
able to continue as a going concern while maximizing the return to stakeholders through
the optimization of the mix of high-quality debt and equity securities from domestic issuers.

The Company is guided by its Investment Policies and Legal Limitations. All the proceeds
from the sale of shares, including the original subscription payments at the time of
incorporation constituting the paid-in capital, is held by the pertinent custodian banks.

The capital structure of the Company consists of issued capital as disclosed in Note 12,

The Fund Manager manages the Company’s capital and NAVPS, as disclosed in Notes
12, 13 and 14, to ensure that the Company’s net asset value remains competitive and
appealing to prospective investors.

The Company is also governed by the following fundamentatl investment policies:
It does not issue senior securities;

b. It does not intend to incur any debt or borrowing. In the event that borrowing is
necessary, it can do so only if, at the time of its incurrence or immediately thereafter,
there is asset coverage of at least 300% for ali its borrowings;

c. It does not participate in any underwriting or selling group in connection with the
public distribution of securities, except for its own share capital;

d. It generally maintains a diversified portfolio. Industry concentrations may vary at any
time depending on the investment manager’s view on the prospects;

e. It does not invest directly in real estate properties and developments;

f. It does not purchase or sell commodity futures contracts;

g. It does not engage in lending operations to related parties such as the members of
the Board of Directors, officers of the Company and any related party, or related party
corporations of the Company;

h. The asset mix in each type of security is determined from time to time, ‘as warranted
by economic and investment conditions;

I It does not change its investment objectives without the prior approval of a majority
of its shareholders.

The Investment Policies refer to the following:

a. Investment Objective - to generate long-term capital appreciation thro_u'gh
investment in equity securities and/or in government and corporate debt securities
denominated in Philippine Peso.

b. Benchmark - the Company’s performance is measured against 50% PSE Index and
50% Bloomberg Sovereign Bond Index.

c. Asset Aliocation Range - the Company allocates its funds available for investmer]ts
among cash and other deposit substitutes, fixed-income securities and equity
securities based on certain proportion as approved by Management.

Other matters covered in the investment policy include the fees due to be paid to the
fund Manager with management and distribution fees each set a_t an annual rate of
2.00% of the net assets attributable to shareholders on each valuation day.
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As at December 31, 2018 and 2017, the Company is in compliance with the above
requirements and minimum capital requirement. of SEC of P50,000,000,
The equity ratio at year-end is as follows:

2018 2017
Equity P1,764,375,027 P2,412,357,147
Asset 1,781,298,779 2,468,693,519
Equity ratio 0.99:1 0.98:1

The Management believes that the above ratios are within the écceptable range.

The Company’s strategy has remained unchanged since 2017,

SUPPLEMENTARY INFORMATION REQUIRED BY THE BUREAU OF INTERNAL
REVENUE (BIR) UNDER REVENUE REGULATIONS NO. 15-2010

The following ihformation on taxes and license fees paid or accrued during the 2018
taxable year is presented for purposes of filing with the BIR and is not a required part
of the basic financial statements.

Documentary stamp tax

Documentary stamp taxes incurred by the Company during 2018 amounted to P992
representing taxes paid in connection with the issuance of stock certificates by the
Company to its shareholders. The documentary stamp tax paid by the Company to the
BIR includes those charged against the shareholder's investment for stock certificate
issuances in excess of four inter-fund transfers per calendar year.

Other taxes and licenses

Details of cther taxes and licenses and permit fees paid or accrued in 2018 are as follows:

Charged to Operating Expenses

Business tax P202,925
Filing and registration fees 56,615
Residence or community tax 10,500
Others 500

P270,540

Withholding taxes

Withholding taxes paid and accrued and/or withheld consist of:

Paid Accrued Total

Expanded withholding taxes P3,991,600 P343,200 P4,334,800

APPROVAL OF FINANCIAL STATEMENTS

The financial statements of the Company were reviewed and endorsed by the Audit and
Compliance Committee for the approval of the Board of Dlrectqrs on
March 12, 2019,

The Board of Directors approved the issuance of the financial statements also on
March 12, 2019.
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Navarro Amper & Co.
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Tel: +63 (2) 581 9000
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INDEPENDENT AUDITORS’ REPORT ON SUPPLEMENTARY SCHEDULES

To the Board of Directors and Shareholders
SUN LIFE PROSPERITY DYNAMIC FUND, INC.
(An Open-end Investment Company)

Sun Life Centre, 5 Avenue corner Rizal Drive
Bonifacio Global City, Taguig City

We have audited the financial statements of Sun Life Prosperity Dynamic Fund, Inc.
(the “Company”}) as at December 31, 2018 and 2017 and for the years ended
December 31, 2018, 2017 and 2016 in accordance with Philippine Standards on Auditing, on
which we have rendered an unqualified opinion dated March 12, 2019.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information on the attached schedule showing
the reconciliation of the retained earnings available for dividend declaration, list of all effective
accounting standards and interpretations and the other supplementary information shown in
Schedules A-H as at and for the year ended December 31, 2018, as required by the Securities
and Exchange Commission under SRC Rule 68, as amended, is presented for purposes of
additional analysis and is not a required part of the basic financial statements. Such
supplementary information is the responsibility of Management and has been subjected to the
auditing procedures applied in our audits of the basic financial statements and, in our opinion,
is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Navarro Amper & Co.

BOA Registration No. 0004, valid from November 12, 2018 to July 16, 2021

SEC Accreditation No. 0001-FR-5, issued on January 15, 2019; effective until January 14, 2022, Group A
TIN 005299331

By:

Avis B. Manlapaz

Partner

CPA License No. (074249
SEC A.N. 1669-A, issued on March 13, 2018; effective until March 12, 2021, Group A
TIN 120964002

BIR A.N. 08-002552-8-2016, issued on October 4, 2016; effective until October 4, 20
PTR No. A-4255734, issued January 10, 2019, Taguig City

Taguig City, Philippines
March 12, 2019
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RECONCILIATION OF RETAINED EARNINGS
AVAILABLE FOR DECLARATION

Asat December 31, 2018

SUN LIFE PROSPERITY DYNAMIC FUND, INC.

2nd Floor, Sun Life Centre, Sth Avenue corner Rizal Drive, Bonifacio Global City, Taguig City

Items

Amount

Unappropriated Retained Earnings, beginning
Adjustments:

P 219,772,670

Accumulated unrealized fair value loss as ar December 31, 2017 (238,573,163)

Treasury shares as of December 31, 2017 {1,051,408,476)
Unappropriatcd Retained Earnings, as adjusted, beginning P (1,070,208,969)
Nect loss based on the face of AFS (203,437,376
Adjustments for non-actual (gains) losses

Liffect of movements in accumulated unrealized gains during the year 200,612,466
Net Income Actual /Realized 3,175,090
Less: Treasury shares acquired during the year (1,497,246,504)

Unappropriated Retained Earnings, as adjusted, ending

P (2,564,280,382)




SUN LIFE PROSPERITY DYNAMIC FUND, INC.
(An Open-end Investment Company)

List of Effective Standards and Interpretations under the Philippine Financial Reporting Standards
(PFRS) as of December 31, 2018

PHILIPPINE FINANCﬁIAL REPORTING STANDARDS AND
INTERPRETATIONS““ 8.3

"’ff ! ) Q‘ﬁ’ L] ‘ﬁa Y+
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» Not
Appllcable

Conceptual Framework for Financial Reporting

Conceptual Framework Phase A: Objectives and qualitative
characteristics

PFRSs Practice Statement 1 Management Commentary

PFRSs Practice Statement 2 Making Materiality Judgments

Philippine Financial Reporting Standards

PFRS 1 First-time Adoption of Philippine Financial
(Revised) Reporting Standards

Amendments to PFRS 1 and PAS 27: Cost of an
Investment in a Subsidiary, Jointly Controlled
Entity or Associate

Amendments to PFRS 1: Additional Exemptions
for First-time Adopters

Amendment to PFRS 1: Limited Exemption from
Comparative PFRS 7 Disclosures for First-time
Adopters

Amendments to PFRS 1: Severe Hyperinflation
and Removal of Fixed Date for First-time Adopters

Amendments to PFRS 1: Government Loans

Annual Improvements to PFRSs 2009-2011 Cycle
- Amendments to PFRS 1: First-Time Adoption of
PFRS

Annuai Improvements to PFRSs 2011-2013 Cycle
- Amendments to PFRS 1: First-time Adoption of
International Financial Reporting Standards
(Changes to the Basis for Conclusions only)

Annual Iimprovements to PFRSs 2014-2016 Cycle
- Amendments to PFRS 1: Deletion of short-term
exemptions for first-time adopters

PFRS 2 Share-based Payment

Amendments to PFRS 2: Vesting Conditions and
Cancellations

Amendments to PFRS 2. Group Cash-settled
Share-based Payment Transactions

Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PFRS 2: Definition of Vesting
Condition

Amendments to PFRS 2: Classification and .
Measurement of Share-based Payment
Transactions

PFRS 3 Business Combinations

{Revised) Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PFRS 3: Accounting for
Contingent Consideration in a business
combination

Annual Improvements to PFRSs 2011-2013_ Cycle
"|- Amendments to PFRS 3: Scope of Exception for
Joint Ventures

Annual Improvements to PFRSs 2015-2017 Cycle
- Amendments to PFRS 3: Previously held interest
in a joint operation*

Amendments to PFRS 3: Definition of a Business™

PFRS 4 Insurance Contracts

Amendments to PAS 39 and PFRS 4: Financial

Page 1 of 10



i ‘Not

!; "EI: Apphcable‘

Guarantee Contracts

v

Amendments to PFRS 4: Applying PFRS 9,
Financial Instruments with PFRS 4, Insurance
Contracts

v

PFRS 5

Non-current Assets Held for Sale and Discontinued
Operations

Annual Improvements to PFRSs 2012-2014 Cycle
- Amendments to PFRS 5: Changes in methods of
disposal

PFRS 6

Exploration for and Eva!uat:on of Mineral
Resources

PFRS 7

Financial Instruments: Disclosures

Amendments to PAS 39 and PFRS 7:
Reclassification of Financial Assets

Amendments to PAS 39 and PFRS 7:
Reclassification of Financial Assets - Effective Date
and Transition

Amendments to PFRS 7: Improving Disclosures
about Financial Instruments

Amendments to PFRS 7: Disclosures - Transfers of

| Financial Assets

Amendments to PFRS 7: Disclosures - Offsetting
Financial Assets and Financial Liabilities

Amendments to PFRS 7: Mandatory Effective Date
of PFRS 9 and Transition Disclosures

Amendments to PFRS 7: Hedge Accounting
Disclosures

Annual Improvements to PFRSs 2012-2014 Cycle
- Amendments to PFRS 7: Servicing contracts and
Applicability of the amendments to PFRS 7 to
condensed interim financial statements

PFRS 8

Operating Segments

Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PFRS 8: Aggregation of
Operating Segments and Reconciliation of the
reportable segments’ assets to the entity’s assets

PFRS 9

Financial Instruments (2014)

Amendments to PFRS 9: Prepayment Features
with Negative Compensation*

PFRS 10

Consolidated Financial Statements

Amendments to PFRS 10: Consolidated Financial
Statement: Transition Guidance

Amendments to PFRS 10:Transition Guidance and
Investment Entities

Amendments to PFRS 10: Sales or contributions
of assets between an investor and its
associate/joint venture*
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Amendments to PFRS 10: Investment Entities:

Applying the Consolidation Exception

PFRS 11

Joint Arrangements

Amendments to PFRS 1: Joint Arrangements:
Transition Guidance

Amendments to PFRS 11: Accounting for
Acquisitions of Interests in Joint Operations

Annual Improvements to PFRSs 2015-2017 Cycle
- Amendrments to PFRS 11: Previously held
interest in a joint operation*

PFRS 12

Disclosure of Interests in Other Entities

Amendments to PFRS 12: Disclosure of Interests
in Other Entities: Transition Guidance

Amendments to PFRS 12: Transition Guidance and
Investment Entities

Amendments to PFRS 12: Investment Entities:
Applying the Consolidation Exception

Annual Improvements to PFRSs 2014-2016 Cycle
- Amendments to PFRS 12: Clarification of the
scope of the standard

PFRS 13

Fair Value Measurement

Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PFRS 13: Fair Value
Measurement (Amendments to the Basis of
Conclusions only, with consequential amendments
to the Bases of Conclusions of other standards)

Annual Improvements to PFRSs 2011-2013 Cycle
- Amendments to PFRS 13: Portfolio Exception

PFRS 14

Regulatory Deferral Accounts

PFRS 15

Revenue from Contracts with Customers

Amendments to PFRS 15: Clarifications to PFRS
15

PFRS 16

Leases*

PFRS 17

Insurance Contracts*

Philippine Accounting Standards

PAS 1
{Revised)

Presentation of Financial Statements

Amendment to PAS 1: Capital Disclosures

Amendments to PAS 32 and PAS 1: Puttable
Financial Instruments and Obligations Arising on
Liguidation

Amendments to PAS 1: Presentation of Items of
Other Comprehensive Income

Annual Improvements to PFRSs 2009-2011 Cycle
- Amendments to PAS 1: Comparative
Information
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Amendments to PAS 1: Disclosure Initiative v

Amendments to PAS 1: Definition of Material*

PAS 2

Inventories

PAS 7

Statement of Cash Flows v

Amendments to PAS 7: Disclosure Initiative v

PAS 8

Accounting Policies, Changes in Accounting v
Estimates and Errors

Amendments to PAS 8: Definition of Material*

PAS 10

Events after the Reporting Period v

PAS 12

Income Taxes

Amendment to PAS 12: Deferred Tax: Recovery of
Underlying Assets

Amendment to PAS 12: Recognition of Deferred
Tax Assets for Unrealized Losses

Annual Improvements to PFRSs 2015-2017 Cycle
- Amendments to PAS 12: Income tax
consequences of payments on financial
instruments classified as equity*

PAS 16

Property, Plant and Equipment

Annual Improvements to PFRSs 2009-2011 Cycle
- Amendments to PAS 16: Servicing Equipment

Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PAS 16: Revaluation Method -
Proportionate Restatement of Accumulated
Depreciation

Amendments to PAS 16: Clarification of
Acceptable Methods of Depreciation

1\

Amendments to PAS 16: Agriculture: Bearer
Plants

PAS 17

Leases

PAS 19
(Amended)

Employee Benefits (2011)

Amendments to PAS 19: Defined Benefit Plans:
Employee Contributions

ANIEN IENERN

Annual Improvements to PFRSs 2012-2014 Cycle
- Amendments to PAS 19: Discount rate: regional
market issue

Amendments to PAS 19: Plan Amendment,
Curtailment or Settlement*

PAS 20

Accounting for Government Grants and Disclosure
of Government Assistance

PAS 21

The Fffects of Changes in Foreign Exchange Rates v

Amendment to PAS 21: Net Investment in @
Foreign Operation

PAS 23
(Revised)

Borrowing Costs

Annual Improvements to PFRSs 2015-2017 Cycle
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- Amendments to PAS 23: Borrowing costs eligible v
for capitalization*

PAS 24 " |Related Party Disclosures v
{Revised)

Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PAS 24: Key Management v
Personnel

PAS 26 Accounting and Reporting by Retirement Benefit v
Plans

PAS 27 Separate Financial Statements v
(Amended)

Amendments to PAS 27: Transition Guidance and v
Investment Entities

Amendments to PAS 27: Equity Method in v
Separate Financial Statements

PAS 28 Investments in Associates and Joint Ventures v
{Amended)

Amendments to PAS 28: Investment Entities:
Applying the Consolidation Exception v

Amendments to PAS 28: Sales or contributions of
assets between an investor and its associate/joint v
venture*®

Annual Improvements to PFRSs 2014-2016 Cycle
- Amendments to PAS 28: Measuring an assocrate ‘ v
or joint venture at fair value

Amendments to PAS 28: Long-term Interests and g
Joint Ventures *

PAS 29 Financial Reporting in Hyperinflationary v
Economies

PAS 32 Financial Instruments: Disclosure and v
Presentation

Amendments to PAS 32 and PAS 1: Puttable
Financial Instruments and Obligations Arising on v
Liquidation

Amendment to PAS 32: Classification of Rights v
Issues

Annual Improvements to PFRSs 2009-2011 Cycle v
-Amendments to PAS 32: Tax Effect of Equity
Distributions

Amendments to PAS 32: Offsetting Financial v
Assets and Financial Liabilities

PAS 33 Farnings per Share v

PAS 34 Interim Financial Reporting

Annua! Improvements to PFRSs 2009-2011 Cycle
- Amendments to PAS 34: Interim Reporting of
Segment Assets

Annual Improvements to PFRSs 2012-2014 Cycle
- Amendments to PAS 34: Disclosure of
information ‘elsewhere in the interim financial
report’
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PAS 36

Impairment of Assets

Amendments to PAS 36: Recoverable Amount
Disclosures for Non-Financial Assets

PAS 37

Provisions, Contingent Liabilities and Contingent
Assets

PAS 38

Intangible Assets

Annual Improvements to PFRSs 2010-2012 Cycle
- Amendments to PAS 38: Revaluation Method -
Proportionate Restatement of Accumulated
Amortization

Amendments to PAS 38. Clarification of
Acceptable Methods of Amortization

PAS 40

Investment Property

Annual Improvements to PFRSs 2011-2013 Cycle
- Amendments to PAS 40: Clarifying the
Interrelationship of PFRS 3 and PAS 40 When
Classifying Property as Investment Property or
Owner-Occupied Property

Amendments to PAS 40: Transfers of Investment
Property

PAS 41

Agriculture

Amendments to PAS 41: Agriculture: Bearer
Plants

Philippine Interpretations

IFRIC 1

Changes in Existing Decommissioning, Restoration
and Similar Liabilities

IFRIC 2

Members' Share in Co-operative Entities and
Similar Instruments

IFRIC 4

Determining Whether an Arrangement Contains a
Lease

IFRICS

Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation
Funds

IFRIC 6

Liabilities arising from Participating in a Specific
Market - Waste Electrical and Electronic
Equipment

IFRIC 7

Applying the Restatement Approach under PAS 29
Financial Reporting in Hyperinflationary
Fconomies

IFRIC 8

Scope of PFRS 2

\

IFRIC 9

Reassessment of Embedded Derivatives

\

Armendments to Philippine Interpretation IFRIC-9
and PAS 39: Embedded Derivatives

IFRIC 10

Interim Financial Reporting and Impairment

IFRIC 12

Service Concession Arrangements

IFRIC 14

The Limit on a Defined Benefit Asset, Minimum

LY RN N N
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INTERPRETATIONS (lé ’

opted Appllcable

Fundfng Requirements and their Interaction

Amendments to Philippine Interpretations IFRIC- v
14: Prepayments of a Minimum Funding
Requirement
IFRIC 16 Hedges of a Net Investment in a Foreign v
Operation
IFRIC 17 Distributions of Non-cash Assets to Owners v
IFRIC 19 Extinguishing Financial Liabilities with Equity
Instruments
IFRIC 20 Stripping Costs in the Production Phase of a v
Surface Mine
IFRIC 21 Levies v
IFRIC 22 Foreign Currency Transactions and Advance
Consideration
IFRIC 23 Uncertainty over Income Tax Treatments*
SIC-7 Introduction of the Euro v
SIC-10 Government Assistance - No Specific Relation to v
Operating Activities
SIC-15 Operating Leases - Incentives
SIC-25 Income Taxes - Changes in the Tax Status of an v
Entity or its Shareholders
SIC-27 Evaluating the Substance of Transactions v
Involving the Legal Form of a Lease
SIC-29 Service Concession Arrangements: Disclosures v
SIC-32 Intangible Assets - Web Site Costs v
PIC Q&A No. {Clarification of criteria for exemption from g
2006-02 presenting consolidated financial statements
[Amended by PIC Q&A No. 2013-02 and PIC Q&A
No. 2017-01]}
PIC Q&A No. | Valuation of Bank Real and Other Properties v
2007-03 Acquired {ROPA)
PIC Q&A No. | Rate used in discounting post-employment benefit y
2008-01 obligations [Amended by PIC Q&A No. 2016-01]
{Revised)
PIC Q&A No. |Financial statements prepared on a basis other v
2009-01 than going concern [Amended by PIC Q&A No.
2013-02 and PIC Q&A No. 2018-13]
PIC Q&A No. |Basis of preparation of financial statements /
2010-02 [Amended by PIC Q8A No. 2017-01 and PIC Q&A
No. 2018-13]
PIC Q&A No. |Current/non-current Cfassrﬁcat:on of a Callable p
2010-03 Term Loan
PIC Q&A No. |Common Control Business Combinations v
2011-02
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PIC Q&A No.

Accounting for Inter—company Loans [Amended by
2011-03 PIC Q&A No. 2015-01 and PIC Q&A No. 2018-13] v
PIC Q&A No. | Costs of Public Offering of Shares [Amended by
2011-04 PIC Q&A No. 2018-13] v
PIC Q&A No. |Fair Value or Revaluation as Deemed Cost
2011-05 {Amended by PIC Q&A No. 2016-01 and PIC Q&A Y
No. 2018-13]}
PIC Q8&A No. | Acguisition of Investment Properties - Asset
2011-06 Acquisition or Business Cornbination? Y
PIC Q&A No. |Application of the Pooling of Interests Method for
2012-01 Business Combinations of Entities under Cormmon
Control in Consolidated Financial Statements v
[Amended by PIC Q&A No. 2015-01 and PIC Q&A
No. 2018-13]
PIC Q&A No. |Cost of a New Building Constructed on Site of a
2012-02 Previous Building v
PIC Q&A No. | Conforming Changes to PIC Q8As - Cycle 2013
2013-02 v
PIC Q&A No. |Accounting for Employee Benefits under a Defined
2013-03 Contribution Plan Subject to Requirement of Y
{Revised) Republic Act (RA) 7641: The Philippine Retirement
Law
PIC Q&A No. |Conforming Changes to PIC Q&As - Cycle 2015
v
2015-01
PIC Q&A Conforming changes to PIC Q&As - Cycle 2016 y
2016-01
PIC Q&8A No. | Accounting Treatment of Club Shares Held by an y
2016-02 Entity [Amended by PIC Q&A No. 2018-13]
PIC Q&A No. |Accounting for Common Areas and the Related P
2016-03 Subsequent Costs by Condominium Corporations
fAmended by PIC Q8&A No. 2018-13]
PIC Q&A Application of PFRS 15 "Revenue from Contracts P
2016-04 with Customers” on Sale of Residential Properties
under Pre-completion Contract
PIC Q&A No. |Conforming Changes to PIC Q&As - Cycle 2017%*
2017-01
PIC Q&A No. |Capitalization of operating lease cost as part of p
2017-02 construction costs of a building
PIC Q&A No. |Elimination of profits and losses resulting from y
2017-03 transactions between associates and/or joint
ventures
PIC Q&A No. |Related party relationships between parents, v
2017-04 subsidiary, associate and non-controlfing
shareholder
PIC Q&A No. |Frequently asked questions on the disclosure
2017-05 requirements of financial instruments under PFRS

7, Financial Instruments: Disclosures [Amended
by PIC Q&A No. 2018-13]
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S R, e

AND:* - Not.
INTERPRETATIONS Appllcable
B A
PIC Q&A No. Accounting for collector’s items ]
2017-06 v
PIC Q&A No. |Accounting for reciprocal holdings in associates
2017-07 and joint ventures \
PIC Q&A No. |Requirement to prepare consolidated financial
2017-08 statements where an entity disposes of its single v
investment in a subsidiary, associate or joint
venture
PIC Q&A No. |Accounting for payments between and among
2017-09 lessors and lessees v
PIC Q&A No. | Separation of property and classification as
2017-10 investment property Y
PIC Q&A No. | Transaction costs incurred to acquire outstanding
2017-11 non-controlling interest or to sell non-controfling v
interest without a loss of control
PIC Q&A No. |Subsequent Treatment of Equity Component
2017-12 Arising from Intercompany Loans Y
PIC Q&A No. | Voluntary changes in accounting policy*
2018-01 '
PIC Q&A No. | Non-controlfing interests and goodwill impairment
2018-02 test*
PIC Q&A No. |fFair value of property, plant and equipment and
2018-03 depreciated replacement cost*
PIC Q&A No. |Inability to measure fair value reliably for
2018-04 biclogical assets within the scope of PAS 41,
Agriculture*
PIC Q&A No. |Liability arising from maintenance reguirement of
2018-05 an asset held under a lease*
PIC Q&A No. |Cost of investment in subsidiaries in separate
2018-06 financial statements when pooling is applied in
consolidated financial statements*
PIC Q&A No. |Cost of an associate, joint venture, or subsidiary
2018-07 in separate financial statements [Amended by PIC
Q&A No. 2018-13%]
PIC Q&A No. | Accounting for the acquisition of a non-wholly
2018-08 owned subsidiary that is not a business*
PIC Q&A No. |Classification of deposits and progress payments
2018-09 as monetary or nonmonetary items*
PIC Q&A No. |Scope of disclosure of inventory write-downs*
2018-10
PIC Q&A No. |Classification of land by real estate developer*
2018-11
PIC Q&A No. | PFRS 15 implementation issues affecting the real y
2018-12 estate industry
PIC Q&A No. |Conforming Changes to PIC Q&As - Cycle 2018*
2018-13
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PHILIP] INE FINANCIAL REPORTING STANDARDS ANDY. | Adopted| - Not | . Net
INTERPRETATIONS dirane g '| Adopted | Applicable
PIC Q&A No. | Accounting for Cancellation of Real Estate Sales*
2018-14 v
PIC Q&A No. | Ciassification of Advances to Contractors in the
2018-15 Nature of Prepayments: Current vs. Non-current* Y
PIC Q&A No. |Level of fair value hierarchy of government
2018-16 securities using Blfoomberg’s standard rule on fair v
value hierarchy*

* These are the new and revised accounting standards and interpretations that are effective for

annual period beginning on or after the reporting period ended December 31, 2018.
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SUN LIFE PROSPERITY DYNAMIC FUND, INC.
Schedule of Financial Soundness Indicators and Financial Ratios

December 31, 2018 and December 31, 2017

2018 2017
Current/ Liguidty Ratios
a. Current ratio 105.25:1 43.82:1
b. Quick ratio 105.25:1 43.82:1
c. Cash ratio 3.54:1 0.11:1
d. Days in receivable N/A N/A
e. Working capital ratio 0.99:1 43.82:1
f. Net working capital to sales ratio 25.05:1 19.99:1
g. Defensive Interval Ratio 13192.79:1 11007.26:1
Solvency Ratios
a. Long-term debt to equity ratio 0.00 0.00
b. Debt to equity ratio 0.01 0.02
¢. Long term debt to total asset ratio 0.00 0.00
d. Total debt to asset ratio 0.01 0.02
Asset to equity ratio 1.01:1 1.02:1
Interest rate coverage ratio 0.00 0.00
Profitability Ratio
a. Earnings before interest and taxes (EBIT) margin -2.74 2951
(EBITDA) margin -2.74 2.951
c. Pre-tax margin -2.74 2.95:1
d. Effective tax rate -5.57% 4.10%
e. Post-tax margin -2.891 2.831
f. Return on cquity -10.00% 14.48%
g- Return on asset -10.00% 14.48%
Capital intensity ratio 25.29:1 19.99:1
Fixed asscts to total assets
Dividend payout ratio N/A N/A

* Investment Operations started in October 2013
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ii. Total Investment of the Fuad to the Quistanding Sccurities of an Investee Company

As of December 31, 2018 and December 31, 2007

Equitics
Aboitiz Power Corporation
Alliance Global Group [nc.
Ayala Comoration
Ayata Compomtion (ACPB1}
Ayala Land Inc.
Bank of the Philippinc islands
BIXO Unibank Inc.
DMCI Holdingx Inc.
Tnergy Development Comporation
IFirst Gen Corporation
IFirst Gen Corporation (FGENG)
Globe Telecom Ine,
G Capital Hoklings Inc (GTPPAY
GT Capital Holdings Inc (GTPPE)
G Capital Haoldings 1ne.

International Container Terninal Services Ine.

Jollibee Foods Corporation

LT Group, Tee.

Manila Electric Company

Megaworld Comporation

Metro Pacific Investments Comoration
Metropolitan Bank & Trust Company
Petron Corporation

PLIDT, INC.

Robinsens Land Corporation
Robinsons Reril Holdings, Inc.

San Miguel Corporation

San Miguel Pure Foods Company Tne (PFPZ)

Security Bank Comormiion

Semitara Mining and Power Corporation
SM luvestments Conporation

SAI Prime Holdings Ine.

Blaomberry Resotts Comoration

Meleo Resorts and Unteeaiiment {Philippines) Comaorati

Purepold Price Club Ine

San Miguel Corporation (SMC2B)
San Miguel Corporation (SMC2F)
San Miguel Corporation SMC21H)
San Miguel Corporntion (SMC20)

San Miguel Corporation (SMC2IE)
San Miguel Pure Foods Company Tnc
San Miguel Corporation (SMC2G)
Max's Group, Inc.

liagde Cement Compunation
Mepgawide Contruction Corporation
San Miguel Food and Beverage, Ine. (FBPZ)
San Miguel Ford and Beverape, Ine,

Investments tn UITF
UCPE CASH MANAGEMENT FUND

Special savings deposits
Citbank
HSI

Treasury Notes
UST18286RME8
PHI0321F092
MBI 1028C635
PIHIDN523CT752
PIBDOT250618

Investment (Shares)

108,920.00
2249500
3,835,380.00
B28,759.00
19856300
1,321.960.00
44800000
137.021.00
49.740.00
27.800.00
19.710.00
£22,550.00
122,240.00
901,200.00
27,740.00
2,670,200
726691000
1025,402.00
950,900.00
1353 281.00
174,000.00
655,430.00
281,720.00
15758100
2,289,870.00
884,100.00
756,050.00
30,365.00
169.710,00
712,000.00
30,000.00
3.649,300.00
714.900.00
2122600
67048000

11.983

40,700,000
17,400,000

13.493.200.00
38,202,800.00
28,722000.00
2561247000

208

Oustanding Secyritics

630,627,482.00
20,000,000.00
14,734, 88L081.00
4,506,944 430.00
4.374.61545-H00
13.277.470,000.00

3,639,230 057.00
126,195, 800.00

4,839,240,00
7.160,760.00
199,337,58..00
2011,573443.00
1,090,252,815.00
10.821.388.889.00
1.127,098,705.00
12,239,445,872.00
31,514, 848,752.00
3,980,015,0836.00
937514 A97.00
5,193,830,685.00
1,576,489,360.00
23785H14.978.00
753,338,887.00
1,204.582,667.00
ZRB.R79,231,694.00
11,008,675,899.00
2,765,381 406,40
96.428,200,00
223.333,5(H).0%)
169,333,400.00
66,666.600,00
5.000,600,005.00
2084, 295417.00
15,000,060.00
5,909,220.090.00

F

121,765450,100
7,990,000,000
12,039, 000,000
7,932,061 (KK

% over
Investee

0.02%
0.11%%
0.03%%
002%
0.01%
0
0IERA
0. %
011%
103%
0.39%
0.01%
0.03%
0.01%
0.061%
0.00%
(1L.01%%
(0.02%
0.03%
0.01%
0.03%
0.01%
0.03%
0.04%
0.01%
0.01%
0.01%%

U.07%
0035
0.14%%
041%

0015
C.48%
0.24%
3%

Tuvestment (Shares)

20t040
2395490
114970
975
3210780
342,780
1,173,653
2,560,560
5.222 500
273224
7200
55,0400
27800
-459.230
305460
24000
2730
12.027940
F475,:H 1)
84D 4838

11,388
670,340
280,120

21,226
97.260
402,200
180,951

3,110,870

1,818,300

2024700
837,020

11,865
169,710
134,500
815,000

4000

TRE!

30,000
457300
723,400

11,585

62,900,000

214.903,560.00

2017
Quitstanding
Seeortics

7.358.604.307
10,169 532,679
621,190.284
20,000,000
14.724.9.41.558
3929090393
4369450614
13.277.470,000
18.737,010,000
126.855.520
132916585

4 R39.240
760360
2,034,195 406
11185,534.067
10,821, 388889
L127.(98.705
32230445872
31.512,578,752
3,180,172,786

216,053,773
1,383.000,0010
2,378,524.978

13,000,000

753338887
+.256,129.420
1.20:4. 382,867

28,879.23 1,694
11,061,717,025
3666.761407
27065381406
90,428.200

223.333,500

164,000,000

169,333,400

134,000,100

166,667 096

06,666,600
1.0R7.0R2.024
5,0CHOD0 OFHE

1,127,377,230

E

+3

Yo over

Investee

0.00%
0.03%
(L.02%%
0.2%%
0.0:%%
0.01%
0.03%
024
0.3%
1.00%
0.22%
0.01%,
1.15%%
0.39%
0.02%%
0.03%
11.03%
0.00%%
n.14%%
0.03%
0.03%%

002
[UH R
0.022%
0.045%
(.03%
0.05%
(30805
0,08%
0.48%
L00%%
1.01%
0.05%%
0.04%
0.01%

(SN DR



Total Investment in Liquid or Serni-Liquid Assets to Total Assets
As of December 31, 2018 and December 31, 2017

Total Liguid and Semi-Liquid Assets
TOTAL ASSIETS
‘Total Investment in Liquid or Semi-Liquid Assets to Total Asscts

iv. Total Operating Expenses to Total Net Worth

Ax of December 31, 2018 and December 31,2017

Towd Operating Expenscs
Average Dady Net Wiorth
Toml Operating Expenses 1o Toral Net Worth

Total Asscts to Total Borrowings
As af December 31, 2018 aed December 31, 2017

Total Assets
Tonal Borrowings
Tonl Assers 1o Towml Borrowings

* uvestment Operations started in October 2013

2018
1781296432
1,781,296,432

100%

2018
48,607,359
1.955,993,228
249%

2018
1.781,296,432
16,924,227
10525%

2017
2468003519
2468693519

L00R%

207
80739484
2,667.979,183
303%

2017
2408.693.519
56,336,372
438200
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Additional Requiremnents for Issuers of Sccurities to the Public
Required by the Securitics and Exchange Commission
As at December 31, 2018

TABLE OF CONTENTS
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2nd El

Fae 118

ife Centre

IE ROSPERITY DYNAMIC FUND

SCHEDULE A - FINANCIAL ASSETS
As at December 31, 2018

th Avenue, Corner Rizal Drive, Bonifaci

NC,
lobal, Taguig

Number of Shares or . .
Name of Issuing 13ntity and Association of Fach lssue Principal Amount of r\mﬂ;mt Shm.m in the |Tacome Received and
Bonds and Notos Balance Shect Accrued
'I'rbnsury Bonds and Notes Tssued by‘thc Nat'l. Government 289 860,000 P 268,269,048 P 21,5R0.01R
Equity shares:
Ayala Corporation 108,920 98,028,000
Avala Land Inc. 3,835,380 155,716,428
BDO Unibank 1ne. 398,963 52,184,360
Bank of the Philippine Islands §28,759 77,903,346
DMCI Holdings Inc. 1,321,960 16,894,640
First Gen Corparation 448,000 8,951,040
International Container ‘I'erminal Services Inc. 622,550 62,255,000
Jollibee IFoods Corporation 122,240 35,609,632
Mctropolitan Bank & “I'rust Company 1,025,402 83,006,292
Megaworld Comporation 2,670,240 12,683,640
Metro Pacific Investments Corporation 7,260,910 33,718,462
Raobinsons Land Corporation 1,353,281 27,268,612
Security Bank Corporation 281,720 43,666,600
SM Investments Corporation 157,581 144,580,568
SM Prime Heldings Inc. 2,280 870 81,077,346
Megawide Contruction Corporation 714,900 13,225,650
Manila lZlectric Company 27,740 103,541,200
San Miguel Corporation (55,430 96,348,210
Petron Corporation 950,900 7,331,439
Bloomberry Resorts Corporation 484,100 8,319,381
G'T" Capital Holdings Inc. 19,710 19,217,250
Purcgold Price Club Inc, 750,050 32,510,150
LT Group, Inc. 901,200 14,959,920
Robinsons Retail Holdings, Ine. 174,090 13,927,260
Ayala Corporation (ACP131) 22,495 10,010,275
San Miguel Food and Beverage, Inc. (IFBP2) 21,226 21,162,322
First Gen Componation (FGENG) 1370124 13,866,829
G'1' Capital Holdings Inc {G'TPPA) 49,140 44,766,000
G Capital Holdings Inc (G'TPPB) 27,800 25,020,000
San Miguel Corporation SMC2B) 30,365 2,277,375
Szn Miguel Corporation (SMC2F) 169,710 12,728,250
San Miguel Corporadon {(SMC2T) 712,000 52,332,000
San Miguet Food and Beverage, Inc. 670,480 54,979,360
San Miguel Corporation (SMC2G) 30,000 2,247,000
lingle Cement Corporation 3,649,300 56,418,178
33,336,036 1.,446,691,964 28,333,058
Investments in UITF
UCPB Cash Management Fund 11,085 15,934
' 11,085 15,934
TOTAL 323,208,021 P 1,714,976,946 P49,914,576




SUN LIFE PRQ )SPERITY QYEAMIC FUND, INC,

SCHEDULE F - INDEBTEDNESS TQO RELATED PARTIES

As at December 31, 2018
1 » at beginm Balance dof
Namc of Related Party Relationship Balance at b.q,mmng alance arend o
of period period
Sun Life Assce Management Company, Inc. Fund Manager 176,455,365 13,774 821
Board of Directors Directors 40,250 -
TOTAL P6,501,615 P3,774,821
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2nd Floor Sun Lif

PERITY 1

FUN .

mer Rizal Drive, Bonifacio Global, Taguig City

SCHEDULE H - CAPITAL STOCK

L]

As at December 31, 2018
Number of Sharcs Feld By
Number of Shares Number of Shares Held By
. Number nf . .
Number of Shares |, reserved [or options, irectors,
, Shares Issued and . .
Authorized . warranis, conversion and Related Parties OfFficers and Others
Qutstanding other right [Empl
o rights i ocs
‘Tide of Tssue 8 FONEE
Share Capital
Ordinary Shares 5,200,000,000 3,506,967,024 | - 549,099,995 5 2,956,967,024
‘Freasury Shares - (1,592,690,710) - - - (1,592,690,710
TOTAL 5,200,000,000 1,914,276,314 - 549,999,995 5 1,364,276,314




	

