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SECURITIES AND EXCHANGE COMMISSION
SEC FORM 17-Q, AS AMENDED

QUARTERLY REPORT PURSUANT TO SECTION 17 OF THE SECURITIES
REGULATION CODE AND SRC RULE 17(2)(b) THEREUNDER

. For the quarterly period ended: June 30, 2017
2. SEC identification number: A200207283
BIR Tax Identification No. 006-036-274
Exact name of issuer as specified in its P-H-O-E-N-I-X PETROLEUM
charter PHILIPPINES, INC.
. Province, country or other jurisdiction Davao City, Philippines.

of incorporation or organization

. Industry Classification CodJ:I (SEC Use Only)

7. Address of issuer's principal office: Stella Hizon Reyes Road, Bo.
Pampanga, Lanang, Davao City
Postal Code: 8000

. Issuer's telephone number, including (082) 235-8888
area code:

. Former name, former address and Not Applicable
former fiscal year, if changed since last
report:

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

Title of each class Number of Shares
Outstanding
COMMON 1,358,583,832
PREFERRED 25,000,000
Amount of Debt Outstanding as of Php 17,382,372,932.00

June 30, 2017:
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the Stock Exchange?
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listed therein:
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Philippines, during the preceding
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shorter period the registrant was

required to file such reports):

Yes [vV] No [ ]
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P-H-O-E-N-I-X PETROLEUM PHILIPPINES, INC. AND SUBSIDIARIES
INTERIM CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION

June 30, 2017
(With Comparative Figures as of December 31, 2016)
(Amounts in Philippine Pesos)

June 30 December 31,
2017 2016
Notes (Unaudited) (Audited)
ASSETS
CURRENT ASSETS
Cash and cash equivalents P 2,480,620,193 P 2,338,780,526
Trade and other receivables - net 7,762,790,431 8,789,006,059
Inventories 7 3,131,568,369 2,998,780,146
Due from related parties 11 1,357,540,955 1,506,997,926
Restricted deposits 51,010,908 50,925,404
Input value-added tax - net 908,887,740 731,735,790
Prepayments and other current assets 644,051,659 595,963,599
Total Current Assets 16,336,470,255 17,012,189,450
NON-CURRENT ASSETS
Property, plant and equipment - net 8 10,561,983,506 9,002,313,141
Intangible assets - net 9 271,405,877 275,037,490
Goodwill - net 10,221,849 10,221,849
Deferred tax assets - net 46,653,236 46,191,775
Other non-current assets 190,535,795 192,084,216
Total Non-current Assets 11,080,800,263 9,525,848,471
TOTAL ASSETS P 27,417,270,518 P 26,538,037,921
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Interest-bearing loans and borrowings 10 P 12,554,063,514 P 11,262,858,843
Trade and other payables 1,933,834,868 3,332,936,059
Total Current Liabilities 14,487,898,382 14,595,794,902
NON-CURRENT LIABILITIES
Interest-bearing loans and borrowings 10 2,622,500,000 1,921,565,000
Other non-current liabilities 271,974,550 258,584,286
Total Non-current Liabilities 2,894,474,550 2,180,149,286
Total Liabilities 17,382,372,932 16,775,944,188
EQUITY 12
Capital stock 1,453,777,232 1,458,777,232
Treasury shares - at cost ( 440,087,488 ) ( 335,679,783
Additional paid-in capital 5,320,816,182 5,320,816,182
Revaluation resetves ( 12,148,102 ) ( 12,148,102)
Other reserves ( 730,361,725 ) ( 730,361,725)
Retained earnings 4,442,901,487 4,060,689,929
Total Equity 10,034,897,586 9,762,093,733
TOTAL LIABILITIES AND EQUITY P 27,417,270,518 P 26,538,037,921

See Selected Explanatory Notes to Interim Condensed Consolidated Financial Statements.
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REVENUES
Sale of goods
Fuel service and other revenues
Rent and storage income
Charter fees and other charges
Port revenues

COST AND EXPENSES
Cost of sales and services

Selling and administrative expenses

OTHER CHARGES (INCOME)
Finance costs
Finance income
Others

PROFIT BEFORE TAX

TAX EXPENSE

NET PROFIT

OTHER COMPREHENSIVE INCOME

TOTAL COMPREHENSIVE INCOME

Basic and Diluted Earnings per share

P-H-O-E-N-I-X PETROLEUM PHILIPPINES, INC. AND SUBSIDIARIES
INTERIM CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE SIX-MONTH PERIODS ENDED JUNE 30, 2017 AND 2016
(UNAUDITED)
(Amounts in Philippine Pesos)

YTD June April - June
Notes 2017 2016 2017 2016

11 P 18,713,947,383 P 14463,080400 P 10,048,296,571 P 8242,163,262
127,400,466 125,997,272 92,935,942 72,923,664
47,284,246 44,956,920 20,445,789 14,151,875
- 536,597,378 - 370,597,564

- 12,237,092 - -
18,888,632,095 15,182,878,062 10,161,678,302 8,699,836,365
1 16,054,430,860 12,652,132,867 8,548,828,749 7,197,466,987
1,813,016,915 1,517,949 409 995,237,957 915,298,731
17,867,447,775 14,170,082,276 9,544,066,706 8,112,765,718
334,207,289 435,449,547 261,294,030 273,415,799

( 7,514,940 ) ( 2,618,580 ) ( 3,949,847 ) ( 727,692)
( 3245) 10,884,803) ( 3245) 3,351,851)
326,689,104 421,946,164 257,340,938 269,336,256
694,495,216 590,849,622 360,270,658 317,734,391
84,415,208 25,678,844 32,497,572 7,850,244
610,080,008 565,170,778 327,773,086 309,884,147
P 610,080,008 P 565,170,778 P 327,773,086 p 30,884,147
13 P 0.37 P 0.33

See Selected Explanatory Notes to Interim Cond d Cc lidated Financial S
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Balance at January 1, 2017
Acquisition of shares during the period
Cash dividends

Share Based Compensation (ESOP)
Total comptehensive income

for the period

Balance at June 30, 2017

Balance at January 1, 2016
Cash dividends
Acquisition of shares during the period
Transfer of revaluation reserves
absorbed through
depreciation, net of tax
Total comprehensive income

for the period

Balance at June 30, 2016

P-H-O-E-N-I-X PETROLEUM PHILIPPINES, INC. AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE SIX-MONTH PERIODS ENDED JUNE 30, 2017 AND 2016

(UNAUDITED)
(Amounts in Philippine Pesos,
pp!

Capital Stock
Preferred Common
‘Treasury Stock - ‘Treasury Stock - Additional Revaluation Other Retained Total
Note Preferred Stock At Cost Common Stock At Cost Total Paid-in Capital Reserves Reserves Earnings Equity
P 30,000,000 (P 5,000,000 ) P 1,428,777,232 (P 330,679,783 ) P 1,123,097,449 P 5320816182 ( P 12,148,102) (P 730,361,725 ) 4,060,689,929 P 9,762,093,733
- - - ( 109,407,705)  ( 109,407,705 ) - - - - 109,407,705 )
12 - - - - - - - - 233,663,383 ) 233,663,383 )
5,794,933 5,794,933
- - - - - - - - 610,080,008 610,080,008
P 30,000,000 (P 5,000,000 ) P 1,428,777,232 (P 440,087,488 ) P 1,013,689,744 P 5,320,816,182 (P 12,148,102 ) (P 730,361,725 ) 4,442,901,487 P 10,034,897,586
P 30,000,000 (P 5,000,000) P 1,428,777,232 P - P 1,453,777,232 P 5,320,816,182 P 559,295,266 (P 622,952,239) 3,312,425,742 P 10,023,362,183
12 - - - - - - - - 211,757,179) 211,757,179)
(P 25495522) (P 25,495,522 ) 25,495,522 )
- - - - 24,987,338 R 24,987,338 ) -
- - - - - - - - 565,170,778 565,170,778
P 30,000,000 (P 5,000,000 ) P 1,428,777,232 (P 25,495,522 ) P 1,428,281,710 P 5,320,816,182 P 584,282,604 (P 622,952,239 ) 3,640,852,003 P 10,351,280,260
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P-H-O-E

-X PETROLEUM PHILIPPINES, INC. AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX-MONTH PERIODS ENDED JUNE 30, 2017 AND 2016

(UNAUDITED)
(Amounts in Philippine Pesos)

CASH FLOWS FROM OPERATING ACTIVITIES

Profit before tax
Adjustments for:
Depreciation and amortization
Interest expense on bank loans and other borrowings
Interest income
Unrealized foreign exchange currency loss (gain) - net
Impairment losses on trade and other reccivables
Operating profit before working capital changes
Decrease (Increase) in trade and other receivables
Decrease (increase) in inventories
Increase in land held for sale and land development costs
Decrease in restricted deposits
Increase in input value-added tax
Increase in prepayments and other current assets
Increase (decrease) in trade and other payables
Cash generated from (used in) operations
Cash paid for income taxes

Net Cash From (Used in) Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES

Acquisitions of property, plant and equipment
Decrease (increase) in other non-current assets
Interest received

Proceeds from Sale of PPE

Increase in land held for future development
Acquisitions of intangible assets

Collections from related parties

Net Cash Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from additional interest-bearing loans and borrowings
Repayments of interest-bearing loans and borrowings

Interest paid

Acquisition of treasury shares

Payments of cash dividends

Employee Share Option

Increase in other non-current liabilities

Net Cash From (Used in) Financing Activities

NET DECREASE IN CASH

AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS

AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS

AT END OF PERIOD

See Selected Explanatory Notes to Interim Cc

Je

d C

Notes

8,9

10

12
12

2017 2016
P 694,495,216 500,849,622
379,929,569 401,060,938
334,207,289 434,159,514
( 7,600,444)  ( 3,031,753 )
7,009,368 ( 21,361,239)
12,000,000 12,000,000
1,420,040,998 1,413,677,082
1,007,206,260  ( 139,688,609 )
( 132,788,223 ) 161,935,245
- ( 1,250,000)
- 20,340,203
( 177,151,950 ) ( 311,104,470))
( 48,549,521)  ( 178,720,291
( 1,399,101,191) 2242411,614
669,656,373 3,207,600,774
( 84,415208)  ( 25,678,844)
585,241,165 3,181,921,930
( 1,937,612,772)  ( 2,241,995.996 )
1,548,421 10,178,408
7,514,940 3,031,753
24,250,339
. ( 63,592,928
( 11,421,648)  ( 181,221,958 )
149,456,971 ( 495,486 )
( 1,766,263,749)  ( 2,474,096,207 )
40,438,765,505 14,317,243 477
( 38,419,735450)  ( 15,221,671,990)
( 372,281,913)  ( 309,677,940 )
( 109,407,705)  ( 25,495,522
( 233,663,383)  ( 211,757,179 )
5,794,933
13,390,263 91,896,230
1,322,862,250 ( 1,359,462,924 )
141,839,667  ( 651,637,201
2,338,780,526 1,631,788,201
P 2,480,620,193 980,151,000
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P-H-O-E-N-I-X PETROLEUM PHILIPPINES, INC. AND SUBSIDIARIES
SELECTED NOTES TO INTERIM CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2017 AND 2016
(Amounts in Philippine Pesos)

(UNAUDITED)

CORPORATE INFORMATION
11 Incotporation and Operations

P-H-O-E-N-I-X Petroleum Philippines, Inc. (the Parent Company) was incorporated in the
Philippines on May 8, 2002 and is 43.35% owned by P-H-O-E-N-I-X Petroleum Holdings,
Inc. (PPHI), a company organized in the Philippines.

The Parent Company’s shares of stock are listed with the Philippine Stock Exchange (PSE).
The Parent Company is presently engaged in trading of petroleum products on wholesale
basis and operating of gas stations, oil depots, storage facilities and allied services. The
registered office of the Parent Company, which is also its principal place of business, is
located at Stella Hizon Reyes Road, Barrio Pampanga, Davao City.

PPHI, the major stockholder of the Parent Company, was incorporated in the Philippines and
was registered with the Philippine Securities and Exchange Commission (SEC) on May 31,
2006. PPHI’s primary purpose is to provide management, investment and technical advice
for commerecial, industrial, manufacturing and other kinds of enterprises. PPHI’s registered
office is located at Stella Hizon Reyes Road, Barrio Pampanga, Davao City.

The ultimate parent is Udenna Corporation, which is primarily organized to purchase,
acquire, take over and manage all or any part of the rights, assets, business and property;
undertake and assume the liabilities of any person, firm, association, partnership, syndicate of
corporation; and to engage in the distribution, selling, importation, installation of pollution
control devices, units and services, and all other pollution control related products and
emission test servicing. The ultimate parent company’s registered office is located at Stella
Hizon Reyes Road, Barrio Pampanga, Davao City.

The Parent Company has a total of 518 opened retail service stations, and a total of 8 service
stations under construction and/or about to open as of June 30, 2017.
12 Subsidiaries, Associate, Joint Venture and their Operations

The Parent Company holds ownership interests in the following entities, which are all
incorporated in the Philippines:

Percentage of Ownership

Explanatory June 30, December 31,
Subsidiaries/ Associate Notes 2017 2016
P-F-L Petroleum Management, Inc. (PPMI) (a) 100.00% 100.00%
P-H-O-E-N-I-X Global Mercantile, Inc.
(PGMI) (b) 100.00% 100.00%

Subic Petroleum Trading and Transport
Phils., Inc. (SPTT) (© 100.00% 100.00%



Phoenix Petroterminals & Industrial

Park Corp. (PPIPC) (d) - -
Chelsea Shipping Corp. (CSC) (e) - -
Bunkers Manila, Inc. (BMI) * ® - -
Michael Inc. (MI)* (&) - -
PNX — Chelsea Shipping Corp.

(PNX — Chelsea)* (h) - -
Chelsea Ship Management & Marine

Services Corp. (CSMMSC)* @) - -
Fortis Tugs Corporation (FT'C)* () - -

Nortse/Phil Matine Setvices Cotp.

(NPMSC)** ® . :
South Pacific, Inc. (SPI)*** ) - -

*Wholly-owned subsidiaries of CSC
** Associate of CSC
**% Joint venture of PPIPC

All the subsidiaries, associate and joint venture were organized and incorporated in the

Philippines.

(@)

()

()

(@)

()

Incorporated on January 31, 2007 and is engaged in organizing, managing,
administering, running and supervising the operations and marketing of various kinds
of services-oriented companies such as petroleum service stations.

Incorporated on July 31, 2006 to engage in the manufacture, production and creation of
all kinds of motor, and all other transportation lubricants, fluids and additives of all kinds
and other petroleum products purposely for motor vehicles and other transportation.
PGMI temporarily ceased its operation in 2008 and has resumed its business in October
2015 through selling of acid oil and coconut fatty acid distillates, both are by-products
from manufacturing of coconut methyl ester.

Incorporated on February 20, 2007 and is engaged in buying and selling, supply and
distribution, importation and exportation, storage and delivery of all types of petroleum
for industrial, marine, aviation and automotive use.

Incorporated on March 7, 1996 and is engaged in real estate development and is also
registered with the Housing and Land Use Regulatory Board under Executive Order No.
048 and was granted to sell parcels of land on PPIPC’s project, the Phoenix Petroleum
Industrial Park (the Park). PPIPC was sold to Udenna Development (Udevco)
Corporation (UDEVCO) on November 24, 2016.

Incorporated in the Philippines on July 17, 2006 and started commercial operations on
January 1, 2007 and is engaged in maritime trade through conveying, carrying, loading,
transporting, discharging and storing of petroleum products, goods and merchandise of
every kind, over waterways in the Philippines. CSC was sold to Chelsea Logistics Corp.
on November 24, 2016.

Incorporated on March 7, 2000 and is established to serve the growing demand of
marine fuel (bunker) of foreign vessels calling on the ports of the Philippines and
hauling of marine fuel and petroleum products for major oil companies. BMI is a
subsidiary of CSC, which was sold to Chelsea Logistics Corp. (CLC) on November 24,
2016.



©

(%)

(%)

0)

(%)

Incorporated on December 26, 1957 and is engaged in the business of acquiring and
operating floating equipment for charter or hire and for the conveyance and carriage of
goods, wares, and merchandise of every description in the Philippines coastwise traffic
without any fixed schedule. MI is also engaged in the trading of fuel oil. On May 6,
2008, the SEC approved the extension of the Company’s corporate life of another 50
years. MI is a subsidiary of CSC, which was sold to CLC on November 24, 2016.

Incorporated on February 2, 2011 and is engaged in the ownership and operation of
vessels for domestic trade for the purpose of conveyance or carriage of petroleum
products, goods, wares and merchandise of every kind and description. PNX-Chelsea
is a subsidiary of CSC, which was sold to CLC on November 24, 2016.

Incorporated on March 30, 2012 and is engaged in the business of ship management
and to act as agent, broker, ship chandler or representative of foreign/domestic
shipping corporations and individuals for the purpose of managing, operating,
supervising, administering and developing the operation of vessels. CSMMSC is a
subsidiary of CSC, which was sold to CLC last November 24, 2016.

Incorporated on April 8, 2013 and is engaged in the towage and salvage of marine
vessels and other crafts including their cargoes upon seas, lakes, rivers, canals, bays,
harbours, and other waterways between the various ports of the Philippines, and
acquire by purchase, charter, lease or modes recognized by law of obtaining title to or
use of such equipment and properties, real or personal, which may be necessary to
achieve such purpose. FTC is a subsidiary of CSC, which was sold to CLC on
November 24, 2016.

Incorporated on January 30, 2013 and is engaged in the business of providing technical
ship services and to act as agent, broker, ship handler or representative of
foreign/domestic shipping corporations and individuals for the purpose of operating,
supervising, administering and developing the operation of vessels belonging to or
which are or may be leased or operated by said shipping corporations and individuals,
and to equip any and all kinds of ships, barges and vessels of every class and
description owned by any shipping corporation. In 2015, CSC disposed all of its
ownership interest in the associate.

Incorporated on March 27, 2014 and is engaged in bulk or wholesale supply and
distribution of liquefied petroleum gas and other petroleum products, which also
includes importation, storage, and wholesale, refilling thereof and to operate and
maintain storage terminals, equipment and transport facilities to be used therein. SPI is
an associate of PPIPC, which was sold to UDEVCO on November 24, 2016.

13 Other Cotporate Information

The registered office and principal place of business of the subsidiaries, except those
presented below, is located at Stella Hizon Reyes Road, Barrio Pampanga, Davao City.

SPTT _ Units 113 and 115 Subic International Hotel, Alpha Building, Rizal
Highway, Subic Bay Freeport Zone, Zambales.

CSMMSC and FTC — 26/F, Fort Legend Towers, 3rd Ave. corner 31st Street,
Bonifacio Global City, Taguig City

NPMSC — 2/F Harbor Centre II Bldg., Railroad and Delgado Sts., South

Harbor, Port Area, Manila
SPI — Puting Bato West, Calaca, Batangas



PPMTP’s registered office is located at Penthouse, Valero Tower, 122 Valero Street, Salcedo
Village, Makati City and its principal place of business is located at 26™ Floor, The Fort
Legend Tower, 3" Avenue corner 31 Street, The Fort Global City, Taguig City.

PPIPC’s The registered office address of the Company is at 26th Floor, The Fort Legend
Tower, 3rd Avenue Corner 31st Street, The Fort Global City, Taguig City and its principal
place of business is located at Km. 117, National Highway, Calaca, Batangas.

14 Disposal of Investment of Shares of CSC and PPIPC

On November 24, 2016, the Parent Company sold its entire investments in CSC to CLC for
P2,000.0 million, and in PPIPC to UDEVCO for P1,000.0 million. CLC and UDEVCO are
related parties under common ownership. Business combinations and disposals that are
under common ownership are accounted for under the pooling-of-interest method. The
account balances of CSC and PPIPC were deconsolidated in the 2016 year-end consolidated
financial statements. The difference between the considerations received and net asset values
as of disposal date of CSC and PPIPC amounting to P730.4 million was recognized and
presented as Other Reserves in the 2016 year-end consolidated statement of financial position.

15 Approval of Interim Condensed Consolidated Financial Statements

The interim condensed consolidated financial statements (unaudited) of the Group as of and for
the three months ended June 30, 2017 (including the comparative consolidated financial
information as of December 31, 2016 and for the six months ended June 30, 2016) were
authorized for issue by the Parent Company’s Board of Directors (BOD) on August 10, 2017.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of these interim
condensed consolidated financial statements are summarized in the succeeding pages. The
policies have been consistently applied to all the periods presented, unless otherwise stated.

2.1 Basis of Preparation of Interim Condensed Consolidated Financial Statements

These interim condensed consolidated financial statements for the six months ended June
31, 2017 and 2016 have been prepared in accordance with Philippine Accounting Standard
(PAS) 34, Interim Financial Reporting. They do not include all the information and disclosures
required in the annual consolidated financial statements and should be read in conjunction
with the audited consolidated financial statements of the Group as at and for the year ended
December 31, 2016.

The preparation of interim condensed consolidated financial statements in accordance with
Philippine Financial Reporting Standards (PFRS) requires management to make judgments,
estimates and assumptions that affect the application of policies and reported amounts of
assets and liabilities, income and expenses. Although these estimates are based on
management’s best knowledge of current events and actions, actual results may ultimately
differ from those estimates.

These interim condensed consolidated financial statements are presented in Philippine peso,
the functional and presentation currency of the Group, and all values represent absolute



amounts except when otherwise indicated.

2.2 Adoption of New and Amended PFRS

(a)  Effective in 2017 that are Relevant to the Group

There are new PFRS, amendments and annual improvements to existing standards
effective for annual periods beginning on or after January 1, 2017. Among those new
PFRS, amendments and annual improvements, presented in the succeeding pages are
relevant to the Group but did not have any significant impact on the Group’s
financial statements.

@

(i)

(iif)

PAS 7 (Amendments), Statement of Cash Flows — Disclosure Initiative (effective from
January 1, 2017). The amendments are designed to improve the quality of
information provided to users of financial statements about changes in an entity’s
debt and related cash flows (and non-cash changes). They require an entity to
provide disclosures that enable users to evaluate changes in liabilities arising from
financing activities. An entity applies its judgment when determining the exact
form and content of the disclosures needed to satisfy this requirement.
Moreover, they suggest a number of specific disclosures that may be necessary in
order to satisfy the above requirement, including: (a) changes in liabilities arising
from financing activities caused by changes in financing cash flows, foreign
exchange rates or fair values, or obtaining or losing control of subsidiaries or
other businesses; and, (b) a reconciliation of the opening and closing balances of
liabilities arising from financing activities in the consolidated statement of
financial position including those changes identified immediately above.

PAS 12 (Amendments), Income Taxes — Recognition of Deferred Tax Assets for
Unrealized Losses (effective from January 1, 2017). The focus of the amendments
is to clarify how to account for deferred tax assets related to debt instruments
measured at fair value, particularly where changes in the market interest rate
decrease the fair value of a debt instrument below cost. The amendments
provide guidance in the following areas where diversity in practice previously
existed: (a) existence of a deductible temporary difference; (b) recovering an asset
for more than its carrying amount;

(c) probable future taxable profit against which deductible temporary differences
are assessed for utilization; and, (d) combined versus separate assessment of
deferred tax asset recognition for each deductible temporary difference.

PFRS 2 (Amendments), Share-based Payments — Classification and Measurement of
Share-based Payment Transactions. 'The amendments contain three changes covering
the following matters: the accounting for the effects of vesting conditions on the
measurement of a cash-settled share-based payment; the classification of share-
based payment transactions with a net settlement feature for withholding tax
obligations; and, the accounting for a modification to the terms and conditions of
a share-based payment that changes the classification of the transaction from
cash-settled to equity-settled. Management assessed that no significant
impact in the consolidated financial statements of the Group.
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(b)  Effective Subsequent to 2017 but not Adopted Early

There are new PFRS and amendments to existing standards effective for annual
periods subsequent to 2017, which are adopted by the FRSC. Management will
adopt the following relevant pronouncements in accordance with their transitional
provisions; and, unless otherwise stated, none of these are expected to have
significant impact on the Group’s financial statements:

M

PERS 9 (2014), Financial Instruments (effective from January 1, 2018). This new
standard on financial instruments will replace PAS 39and PFRS 9 (2009, 2010
and 2013 versions). This standard contains, among others, the following:

e three principal classification categories for financial assets based on the
business model on how an entity is managing its financial instruments;

e an expected loss model in determining impairment of all financial assets that
are not measured at fair value through profit or loss (FVTPL), which
generally depends on whether there has been a significant increase in credit
risk since initial recognition of a financial asset; and,

e anew model on hedge accounting that provides significant improvements
principally by aligning hedge accounting more closely with the risk
management activities undertaken by entities when hedging their financial
and non-financial risk exposures.

In accordance with the financial asset classification principle of PFRS 9 (2014), a
financial asset is classified and measured at amortized cost if the asset is held
within a business model whose objective is to hold financial assets in order to
collect the contractual cash flows that represent solely payments of principal and
interest (SPPI) on the principal outstanding. Moreover, a financial asset is
classified and subsequently measured at fair value through other comprehensive
income if it meets the SPPI criterion and is held in a business model whose
objective is achieved by both collecting contractual cash flows and selling the
financial assets. All other financial assets are measured at FVTPL.

In addition, PFRS 9 (2014) allows entities to make an irrevocable election to
present subsequent changes in the fair value of an equity instrument that is not
held for trading in other comprehensive income.

The accounting for embedded derivatives in host contracts that are financial
assets is simplified by removing the requirement to consider whether or not they
are closely related, and, in most arrangements, does not require separation from
the host contract.

For liabilities, the standard retains most of the PAS 39 requirements which
include amortized cost accounting for most financial liabilities, with bifurcation
of embedded derivatives. The amendment also requires changes in the fair value
of an entity’s own debt instruments caused by changes in its own credit quality to
be recognized in other comprehensive income rather than in profit or loss.
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Management is currently assessing the impact of PFRS 9 (2014) on the
consolidated financial statements of the Group and it will conduct a
comprehensive study of the potential impact of this standard prior to its
mandatory adoption date to assess the impact of all changes.

PERS 16, Leases (effective from January 1, 2019). The new standard will
eventually replace PAS 17, Leases.

For lessees, it requires to account for leases “on-balance sheet” by recognizing a
“right of use” asset and a lease liability. The lease liability is initially measured as
the present value of future lease payments. For this purpose, lease payments
include fixed, non-cancellable payments for lease elements, amounts due under
residual value guarantees, certain types of contingent payments and amounts due
during optional periods to the extent that extension is reasonably certain. In
subsequent periods, the “right-of-use” asset is accounted for similarly to a
purchased asset and depreciated or amortized. The lease liability is accounted for
similarly to as financial liability using the effective interest method. However, the
new standard provides important reliefs or exemptions for short-term leases and
leases of low value assets. If these exemptions are used, the accounting is similar
to operating lease accounting under PAS 17 where lease payments are recognized
as expenses on a straight-line basis over the lease term or another systematic basis
(if more representative of the pattern of the lessee’s benefit).

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

Management is currently assessing the impact of this new standard in its
consolidated financial statements.

PEFRS 10 (Amendments), Consolidated Financial Statements, and PAS 28
(Amendments), Investments in Associates and Joint 1 entures — Sale or Contribution of
Assets between an Investor and its Associates or Joint Venture (effective date deferred
indefinitely). The amendments to PFRS 10 require full recognition in the
investor’s financial statements of gains or losses arising on the sale or
contribution of assets that constitute a business as defined in PFRS 3, Business
Combinations, between an investor and its associate or joint venture. Accordingly,
the partial recognition of gains or losses (i.e., to the extent of the unrelated
investor’s interests in an associate or joint venture) only applies to those sale of
contribution of assets that do not constitute a business. Corresponding
amendments have been made to PAS 28 to reflect these changes. In addition,
PAS 28 has been amended to clarify that when determining whether assets that
are sold or contributed constitute a business, an entity shall consider whether the
sale or contribution of those assets is part of multiple arrangements that should
be accounted for as a single transaction.
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(iv) PERS 15, Revenue from Contracts with Customers (effective from January 1, 2018).
This standard will replace PAS 18, Revenue, and PAS 11, Construction Contracts, the
related Interpretations on revenue recognition: IFRIC 13, Customer Loyalty
Programmes, IFRIC 15, Agreement for the Construction of Real Estate, IFRIC
18, Transfers of Assets from Customers and Standing Interpretations Committee
31, Revenne — Barter Transactions Involving Advertising Services, effective January 1,
2018. This new standard establishes a comprehensive framework for
determining when to recognize revenue and how much revenue to recognize.
The core principle in the said framework is for an entity to recognize revenue to
depict the transfer of promised goods or services to the customer in an amount
that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services.

Management is currently assessing the impact of this standard on the Group’s
financial statements.

SIGNIFICANT ACCOUNTING ESTIMATES AND JUDGMENTS

In preparing the interim condensed consolidated financial statements, management
undertakes a number of judgments, estimates and assumptions about recognition and
measurement of assets, liabilities, income and expenses. The actual results may differ from
the judgments, estimates and assumptions made by management, and will seldom equal the
estimated results. The judgments, estimates and assumptions applied in the interim
condensed consolidated financial statements, including the key sources of estimation
uncertainty, were the same as those applied in the Group’s last annual financial statements
as of and for the year ended December 31, 2016.

The Group performed its annual impairment test of goodwill and other intangible assets
with indefinite useful life at year end and when circumstances indicate the carrying value
may be impaired. The Group’s impairment test for goodwill arising from business
combination and other intangible assets is based on value-in-use calculations. The Group
considers the relationship between the market capitalization of the subsidiaries and its net
book value, among other factors, when reviewing for indicators of impairment. The
Group’s management assessed that for the six months ended June 30, 2017 and as of
December 31, 2016, goodwill arising from business combination and other intangible assets
with indefinite useful life are not impaired.

SEGMENT INFORMATION

The Group’s operating businesses are organized and managed separately according to the
nature of products and services provided, with each segment representing a strategic
business unit that offers different products or services and serves different markets. The
Group’s trading segment is engaged in marketing, merchandising, purchasing, selling,
acquiring, disposing and distribution of goods and wares such as but not limited to
petroleum products (on wholesale basis), lubricants and other products. The Group is also
engaged in operating of oil depots, storage facilities and provides logistics services to
various entities on its Depot and Logistics Services segment. The shipping and cargo
services segment is engaged in hauling of petroleum products, operation of inter-island
going vessels for domestic trade, chartering in and out any such vessels and providing
complete marine services, either as principal or agent ship owners, operators and managers.
The Group’s real estate segment is involved in real estate development, management and
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operations. The shipping and cargo segments were sold to Chelsea Logistics Corp. (CLC)
and UDEVCO in 2016. The Group generally accounts for intersegment sales and transfers
as if the sales or transfers were to third parties at current market prices.

As of June 30, 2017, there have been no change from prior periods in the measurement
methods used to determine operating segments and reported segment revenues, expenses
and performance.

The succeeding tables present revenue and profit information regarding segments for the six
months ended June 30, 2017 and 2016 and certain asset and liability information regarding
segments as at June 30, 2017 and December 31, 2016 (amounts in thousands).



Trading
June 30, June 30,
2017 2016

(Unaudited) _(Unaudited

TOTAL REVENUES

Sales to external customers P 18,793,947 P 13,803,000

Intersegment sales 28,736 798,664
Total revenues 18,822,683 _ 14,601,664
COSTS AND OTHER

OPERATING EXPENSES

Cost of sales and services excluding
depreciation and amortization 17,519,806 13,521,287

Depreciation and amortization 236,286 180,135

17,756,492 _ 13,701,422

SEGMENT OPERATING
PROFIT (LOSS) P 1 191 P 900,242
Trading
June 30, December 31,
2017 2016
(Unaudited) _ (Audited)
ASSETS AND LIABILITIES
Segment assets P 27,417,271 P 26,341,954

Segment liabilities 17,382,373 16,702,349

Depot and Logistics
June 30, June 30,
2017 2016

(Unaudited) (Unaudited

P 94,685 P 131,546
118,250 25,398

212,935 156,994

114,698 125,555
143,244 93,466
257,942 219,021

P (45,007) P_(62,077)

Depot and Logistics
June 30, December 31,
2017 2016

(Unaudited) (Audited

P 14,954,480 P 315121
6,511,911 195,875
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Shipping
and Cargo Services Real Estate
June 30,  June 30, June 30, June 30,
2017 2016 2017 2016
(Unaudited) (Unaudited (Unaudited) (Unaudited
P - P 1,105,549 P - P 112,783
- 314,446 - 12,813
- 1,410,995 - 125,596
- 1,135,143 - 75,257
- 135,113 - 25,446
- 1,270,256 - 100,703
P - 149,739 P - P 24896
Shipping
and Cargo Services Real Estate
June 30, December 31, June 30, December 31,
2017 2016 2017 2016
(Unaudited) _(Audited (Unaudited) Audited
P - P - P - P -

Total
June 30, June 30,
2017 2016

(Unaudited) (Unaudited

P 18,888,632 P 15,152,878
146,986 1151321

19,035,618 16,304,199

17,634,504 14,857,242
379,930 434,160

18,014,434 15,291,402

P 1,021,184 P_ 1,012,797

Total
June 30, December 31,
2017 2016

(Unaudited) (Audited

P 42,371,751 P 26,657,074
23,894,978 16,898,224
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Presented below is a reconciliation of the Group’s segment information to the key financial information
presented in its interim condensed consolidated financial statement (in thousands).

Revenues
Total segment revenues
Elimination of intersegment
revenues
Revenues as reported
in profit or loss

Profit or loss

Segment operating
profit

Other unallocated income

Other unallocated expense

Operating profit as reported
in profit or loss

Finance costs

Finance income

Profit before tax as reported
in profit or loss

Assets
Segment assets
Deferred tax asset — net
Elimination of intercompany
accounts

Total assets reported in the
consolidated statement of
financial position

Liabilities
Segment liabilities
Deferred tax liabilities - net
Elimination of intercompany
accounts

Total liabilities as reported in the
consolidated statement of
financial position

June 30, June 30,
2017 2016
(Unaudited) (Unaudited)
P 19,035,618 P 16,304,199
( 146,986) (___1,151.321)
P18,888,632 P15,152,878
P 1,021,184 P 1,012,979
( ) ( )
1,021,184 1,012,979
(  334,207) ( 435,450)
7,518 13,503
P 694,495 P 590,850
June 30, December 31,
2017 2016
(Unaudited) (Audited)
P 42,371,751 P 26,610,882
46,192
(_14,954,480) ( 119,036)
P 27,417,271 P 26,538,038
P23,894,284 P 16,898,224
(__6,511,911) ( 122,280)
P17,382,373 P 16,775,944
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CATEGORIES, FAIR VALUE MEASUREMENTS AND DISCLOSURES AND OFFSETTING OF FINANCIAL ASSETS AND
FINANCIAL LIABILITIES

5.1 Cartying Amounts and Fair Values by Category

The carrying amounts and fair values of the categories of financial assets and liabilities presented in the consolidated statements of financial position are
presented below.

June 31, 2017 (Unaudited) December 31, 2016 (Audited)

Carrying Values Fair Values Carrving Values Fair Values
Financial Assets
Loans and receivables:

Cash and cash equivalents P 2,480,620,193 P 2,480,620,193 P 2,338,780,526 P 2,338,780,526
Trade and other receivables-net* 7,716,472,708 7,716,472,708 8,039,947.280 8,039,947.280
Due from related parties 1,357,540,955 1,357,540,955 1,506,997,926 1,506,997,926
Restricted deposits 51,010,908 51,010,908 50,925,404 50,925,404
Refundable rental deposits 144,185,701 144,185,701 140,817,250 140,817,250

P 11,749,830,465 P 11,749,830,465 12,077,468,386 12,077,468,386

Financial Liabilities
Financial liabilities at amortized cost:

Interest-bearing loans and borrowings P 15,176,563,514 P 15,176,563,514 13,184,423,843 P 13,184,423,843840
Trade and other payables** 1,863,937,413 1,863,937,413 3,152,398,546 3,152,398,546
Security deposits 232,350,527 232,350,527 219,790,571 219,790,571

r 17,272,851,454 P 17,272,851,454 16,556,612,960 16,556,612,960

*  Excludes certain advances to suppliers and advances subject to liguidation

** Excludes tax-related payable
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6.2 Fair Value Hierarchy

The Group uses the following hierarchy level in determining the fair values that will be
disclosed for its financial instruments.

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

. Level 2: inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices);
and,

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

(unobservable inputs).

The level within which the asset or liability is classified is determined based on the lowest
level of significant input to the fair value measurement.

For purposes of determining the market value at Level 1, a market is regarded as active if
quoted prices are readily and regularly available from an exchange, dealer, broker, industry
group, pricing service, or regulatory agency, and those prices represent actual and regularly
occurring market transactions on an arm’s length basis.

For investments which do not have quoted market price, the fair value is determined by
using generally acceptable pricing models and valuation techniques or by reference to the
current market of another instrument which is substantially the same after taking into
account the related credit risk of counterparties, or is calculated based on the expected cash
flows of the underlying net asset base of the instrument.

When the Group uses valuation technique, it maximizes the use of observable market data
where it is available and relies as little as possible on entity specific estimates. If all
significant inputs required to determine the fair value of an instrument are observable, the
instrument is included in Level 2. Otherwise, it is included in Level 3.

5.3 Valuation Methods and Assumptions

The fair value of the financial assets and liabilities is the amount at which the asset could be
sold or the liability transferred in a current transaction between market participants, other
than in a forced or liquidation sale. The fair value of loans from banks and other financial
liabilities, as well as other non-current financial liabilities is estimated by discounting future
cash flows using rates currently available for debt on similar terms, credit risk and remaining
maturities. The valuation requires management to use unobservable inputs in the model.
Management regularly assesses a range of reasonably possible alternatives for the significant
unobservable inputs and determines their impact on the total fair value.
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The table below summarizes the fair value hierarchy of the Group’s financial assets and
financial liabilities which are not measured at fair value in the interim condensed
consolidated statements of financial position but for which fair value is disclosed.

Financial Assets
Loans and receivables:
Cash and cash equivalents
Trade and other receivables - net
Due from related parties
Restricted deposits

Refundable rental deposits

Financial Liabilities
Financial liabilities at amortized cost:
Interest-bearing loans
and borrowings
Trade and other payables

Security deposits

Financial Assets
Loans and receivables:
Cash and cash equivalents
Trade and other receivables - net
Due from related parties
Restricted deposits

Refundable rental deposits

Financial Liabilities
Financial liabilities at amortized cost:
Interest-bearing loans
and borrowings
Trade and other payables

Security deposits

June 30, 2017 (Unaudited)

Level 1 Level 2 Level 3 Total
P2,480,620,193 P - P - P 2,480,620,193
- - 7,716,472,708 7,716,472,708
- - 1,357,540,955 1,357,540,955
51,010,908 - - 51,010,908
- - 144,185,701 144,185,701
P 2,531,631,101 P - P 9,125,024,571 P 11,749,830,465
P - P - P 15,176,563,514 P 15,176,563,514
- - 1,863,937,413 1,863,937,413
- - 232,350,527 232,350,527
P - P - P17,272,851,454 P 17,272,851,454

December 31, 2016 (Audited)
Level 1 Level 2 Level 3 Total

P2,338,780,526

50,925,404

- P - P 2,338,780,526
- 8,039,047,280  8,039,947,280
- 1,506,997,926  1,506,997,926
- - 50,925,404
- 140,817,250 140,817,250

P2,389,705,930

- P 9,687,762,456 P 12,077,468,386

P - - P 13,184,423,843 P 13,184,423,843
- - 3,152,398,546 3,152,398,546
- - 219,790,571 219,790,571
P - - P16,556,612,960 P_16,556,612,960

For financial assets with fair value included in Level 1, management considers that the
carrying amount of this short-term financial instrument approximates their fair values.
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RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group is exposed to a variety of financial risks in relation to financial instruments. The
Group’s financial assets and liabilities by category are summarized in Note 5. The main
types of risks are market risk, credit risk and liquidity risk.

The Group’s risk management is coordinated with its Parent Company, in close cooperation
with the BOD, and focuses on actively securing the Group’s short to medium-term cash
flows by minimizing the exposure to financial markets.

The Group does not engage in the trading of financial assets for speculative purposes nor
does it write options. The most significant financial risks to which the Group is exposed to
are described below and in the succeeding pages.

6.1 Market Risk

The Group is exposed to market risk through its use of financial instruments and specifically
to foreign currency risk and interest rate risk which result from both its operating, investing
and financing activities.

(a)  Foreign Currency Risk

Most of the Group’s transactions are carried out in Philippine pesos, its functional currency.
Exposures to currency exchange rates arise from the Group’s sales to a certain customer
and, fuel and tanker importations, which are primarily denominated in U.S. dollars (USS$).
The liability covering the fuel importation is covered by letter of credits (LCs) which is
subsequently closed to Philippine peso trusts receipts (I'Rs). Further, the Group has several
U.S. dollar loans from certain banks, which were used to finance its capital expenditures.
The Group also holds U.S. dollar-denominated cash and cash equivalents.

To mitigate the Group’s exposure to foreign currency risk, non-Philippine peso cash flows
are monitored.

Foreign currency-denominated financial assets and financial liabilities, translated into
Philippine pesos at the closing rate follow:

June 30, December 31,
2017 2016
(Unaudited) (Audited)
Financial assets P 204,698,700 P 5,678,959,607
Financial liabilities (__159,822,139) (___350,848,259)

Net exposure P 44,876,560 P5,328,111,348
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The following table illustrates the sensitivity of the Group’s profit before tax with respect to
changes in Philippine peso against U.S. dollar exchange rates. The percentage changes in
rates have been determined based on the average market volatility in exchange rates, using
standard deviation, in the previous six (6) and twelve (12) months, respectively, at a 99%
confidence level.

June 30, December 31,
2017 2016
(Unaudited) (Audited)
Reasonably possible change in rate 8.329% 12.93%
Effect in profit before tax P 3,737,892 P 688,924,797
Effect in equity after tax 2,616,524 482,247 358

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

(b)  Interest Rate Risk

The Group’s policy is to minimize interest rate cash flow risk exposures on long-term
financing. Long term borrowings are therefore usually made at fixed rates. As of
December 31, 2016 and 2015, the Group is exposed to changes in market interest rates
through its cash and cash equivalents and certain interest-bearing loans and borrowings
which are subject to variable interest rates. All other financial assets and financial liabilities
have fixed rates.

Cash in banks are tested on a reasonably possible change of +/- 0.40% and +/-0.54% as of
June 30, 2017 and December 31, 2016, respectively. Banks loans subject to variable interest
rates are tested on a reasonably possible change of +/-0.28% and +/-0.32% for Philippine
peso and +/-0.29% and +/-0.25% for U.S. dollar as of June 30, 2017 and December 31,
2010, respectively. These percentages have been determined based on the average market
volatility of interest rates, using standard deviation, in previous six (6) and twelve (12)
months estimated at 99.00% level of confidence. The sensitivity analysis is based on the
Group’s financial instruments held at the end of each reporting period, with effect estimated
from the beginning of the year. All other variables are held constant.

The changes in percentages would affect profit or loss before tax by +/-P53.1 million and
+/-P45.0 million for the six months ended June 30, 2017 and for the year ended December
31, 2016, respectively, and equity after tax by +/-P37.2 million and +/-P31.5 million the
three months ended March 31, 2017 and for the year ended December 31, 2016,
respectively.

(¢)  Other Price Risk

The Group’s market price risk arises from its purchases of fuels. It manages its risk arising
from changes in market prices by monitoring the daily movement of the market price of
fuels and to some extent, using forward and other similar contracts to manage the
fluctuation of the fuel price.
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6.2 Credit Risk

Credit risk is the risk that a counterparty may fail to discharge an obligation to the Group.
The Group is exposed to this risk for various financial instruments arising from granting of
loans and selling goods and services to customers including related parties; and placing
deposits with banks.

The Group continuously monitors defaults of customers and other counterparties, identified
cither individually or by group, and incorporates this information into its credit risk controls.
The Group’s policy is to deal only with creditworthy counterparties. In addition, for a
significant proportion of sales, advance payments are received to mitigate credit risk.

Generally, the maximum credit risk exposure of financial assets is the carrying amount of the
financial assets as shown in the consolidated statements of financial position or in the
detailed analysis provided in the notes to the consolidated financial statements, as follows.

June 30, December 31,
2017 2016

(Unaudited) (Audited)
Cash and cash equivalents P 2,480,620,193 P 2,338,780,526
Trade and other receivables — net* 7,716,472,708 8,039,947,280
Due from related parties 1,357,540,955 1,506,997,926
Restricted deposits 51,010,908 50,925,404
Refundable rental deposits 144,185,701 140,817,250

P11,749,830,465 P12,077,468,386

¥excluding certain advances to suppliers and advances subject to lignidation

The Group’s management considers that all the above financial assets that are not impaired
or past due for each reporting dates are of good credit quality.

None of the financial assets are secured by collateral or other credit enhancements, except
for cash and cash equivalents as described below.

(a)  Cash and Cash Equivalents

The credit risk for cash and cash equivalents is considered negligible, since the
counterparties are reputable banks with high quality external credit ratings. Included in the
cash and cash equivalents are cash in banks and short-term placements which are insured by
the Philippine Deposit Insurance Corporation up to a maximum coverage of P0.5 million
for every depositor per banking institution.

(b)  Trade and Other Receivables and Due from Related Parties

In respect of trade and other receivables and due from related parties, the Group is not
exposed to any significant credit risk exposure to any single counterparty or any group of
counterparties having similar characteristics. Trade receivables consist of a large number of
customers in various industries and geographical areas. Based on historical information
about customer default rates, management considers the credit quality of trade receivables
that are not past due or impaired to be good.
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The Group has a Credit Committee which approves credit lines given to its customers. The
Group’s Credit Risk Management Unit (formerly Credit and Collection Department), which
regularly reports to the Credit Committee, continuously monitors customers’ performance
and other counterparties, identified either individually or by group, and incorporates this
information into its credit risk controls. Where available at a reasonable cost, external credit
ratings and/or reports on customers and other counterparties are obtained and used. The
Group’s policy is to deal only with creditworthy counterparties.

Some of the unimpaired trade and other receivables are past due at the end of the reporting
date. The age of financial assets past due but not impaired is presented below.

June 30, December 31,
2017 2016
(Unaudited) (Audited)
Not more than one month P 221,857,247 P 2,337,949,143
More than one month
but not more than two months 52,742,869 57,804,099
More than two months but
not more than six months 213,638,671 83,468,815
More than six months but not
more than one year 34,600,114 902,428,898
More than one year 1,300,120,256 5,249,731,017

P 1,820,959,153 P 8,631,381,972

In respect of due from a related party, the Group has assessed that these advances are
collectible and the credit risk exposure is considered to be low.

4.1 Liquidity Risk

The Group manages its liquidity needs by carefully monitoring scheduled debt servicing
payments for long-term financial liabilities as well as cash outflows due in a day-to-day
business. Liquidity needs are monitored in various time bands, on a day-to-day and week-to-
week basis, as well as on the basis of a rolling 30-day projection. Long-term liquidity needs
for a 6-month and one-year period are identified monthly.

The Group maintains cash and cash equivalents to meet its liquidity requirements for up to
060-day periods. Excess cash are invested in time deposits. Funding for long-term liquidity
needs is additionally secured by an adequate amount of committed credit facilities and the
ability to sell long-term financial assets.

This compares to the maturity of the Group’s financial liabilities as of June 30, 2017
(Unaudited) as presented below.

Current Non-current
Within 6to12 1to 5
6 months months years

Interest-bearing loans

and borrowings P 12,104,063,514 P 450,000,000 P 2,622,500,000
Trade and other payables 1,933,834,868

(excluding tax-related
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payables)
Security deposits - - 232,350,527

P14,037,898,382 P 450,000,000 P 2,854,850,527

As of December 31, 2016 (Audited), the Group’s financial liabilities have contractual
maturities which are summarized as follows:

Current Non-current
Within 6to 12 1to5
6 months months vears

Interest-bearing loans

and borrowings P 10,380,388,575 P 2,826,900,125 P 2,528,962,920
Trade and other payables

(excluding tax-related

payables) 3,152,398,546 - -
Security deposits - - 219,790,571

P13,538,787,121 P 2,826,900,125 P 2,748,753,491

INVENTORIES

Inventories which are stated at cost, which is lower than its net realizable value, are broken
down as follows:

June 30, December 31,
2017 2016
(Unaudited) (Audited)
Fuels P2,815,822,894  P2,662,777,903
Lubricants 315,672,610 335,929,379
Others 72,865 72,864

P3,131568,369 P 2998,780,146
Under the terms of agreements covering the liabilities under trust receipts, inventories with
carrying amount of P2,804.7 million and P2,223.9 million as of June 30, 2017 and
December 31, 2016, respectively, have been released to the Group in trust for by the bank.

The Group is accountable to the bank for the trusted inventories or their sales proceeds.

There were no inventory write-down in all of the periods presented.

PROPERTY, PLANT AND EQUIPMENT

The reconciliation of the carrying amounts of property, plant and equipment is shown below.

June 30 December 31,
2017 2016 2016
Note (Unaudited) ) Unaudited Audited
Balance at beginning of period P 9,002,313,141 P 12,843,003,318 P 12,843,003,318
Disposals due to deconsolidation ( 5,051,865,080 )

Additions 1,948,797,013 2,247,435,670 2,217,622,320
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Transfers to intangible assets 8 16,423,389

Disposals — net ( 24,250,339 ) ( 2,434,359 )
Reclassifications/adjustments ( 55,814,834)  ( 3,180,191 )
Depreciation and amortization ( 364,876,308 ) ( 383,784,355)  ( 984,409,478 )
Balance at end of the period P 10,561 P 14,650,839,800 P 9,002,313,141

9. INTANGIBLE ASSETS

The reconciliation of the carrying amounts of intangible assets is shown below.

June 30 December 31,
2017 2016 2016
Note _ (Unaudited) (Unaudited) (Audited)

Balance at beginning of period P 275,037,490 P 72,384,461 P 72,384,461
Additions 11,421,648 186,086,853 203,908,603
Transfer from property,

plant and equipment 7 - 16,423,389
Amortization expense for the period ( 15,053,261) ( 4974269) ( 17,678,963 )
Balance at end of the period P 271,405,877 P 253,497,045 P 275,037,490

10. INTEREST-BEARING LOANS AND BORROWINGS

Interest-bearing loans and borrowings are broken down as follow:

June 30, December 31,
2017 2016
(Unaudited) (Audited)
Current:

Liabilities under I.C and TR P 3,209,482,959 P 2,163,936,859
Term loans 8,238,682,602 7,989,944.730
Liabilities under short-term

commercial papers 1,105,817,580 1,107,711,982
Obligations under finance lease 80,374 1,265,272

12,554,063,515  11,262,858,843

Non-current:

Term loans 2,622,500,000 5,240.331.888

P 2,622,500,000 P 5,243,300,684

9.1 Liabilities under Lettets of Credits and Trust Receipts

The Group avails of LC and TR lines with local banks to finance its purchases of inventories.
These short-term trust receipts bear interests based on prevailing market interest rates at an

average of 3.00% and 4.04% per annum as of June 30, 2017 and December 31, 2016,
respectively.

9.2 Borrowings and Repayments

During the period, the Group obtained various term loans with banks in the total amount of
P8,461.3 million with outstanding balance as of June 30, 2017 of P8,231.7 million. The loans
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bear interest ranging from 3% to 4.25% and is repayable in various dates until December 31,
2017. As of June 30, 2017, repayments of other term loans amounting to P 963.4 million were
made in line with previously disclosed repayment terms.

RELATED PARTY TRANSACTIONS

The Group’s related parties include the ultimate Parent Company, PPHI, stockholders, the
Group’s key management personnel, entities under common ownership by the ultimate
parent Company and others as described in the succeeding pages.

The summary of the Group’s transactions with its related parties for the periods ended
June 30, 2017 and December 31, 2016 and the related outstanding balances as of June 30,
2017 and December 31, 2016 is presented below.

Amount of Transactions Outstanding Balance
June 30,  December 31, June 30, December 31

Related Party 2017 2016 2017 2016
Category* (Unaudited) ‘Audited (Unaudited) (Audited

Other related parties
under common
ownership
Sale of subsidiaries P - - P500,000,000 P 550,000,000
Sale of goods* 80,833,360 22,168,571 224,558,045 157,624,601
Purchases of services* 79,213,835 4,566,971 70,148,780 457,557,815
Advances to
suppliers* - (24,800) - -
Management fees - - 88,737,836 88,737,836
Rentals 40,518,773 73,702,144 7,900,841 3,104,344
Due from related
parties* 3,725,835 1,887,086  1,357,540,955 1,506,977,926
Due to related
parties - -
Donations - 100,000 - -

P

Udenna Corporation
Advances to

suppliers - 378,204,800 438,294,800 438,294,800
Rentals 3,305,325 7,654,678 550,887 621,000

Associate
Technical ship
Services - - - -

Key management
personnel
Salaries and
employee

benefits 36,734,487 63,672,434 - .

*As a result of the deconsolidation of PPIPC and CSC (see Note 1.4), these formerly wholly-owned subsidiaries fall under related party

under common ownership in 2016.
11.1 Sale of Goods

The Group sells products to certain related parties under common ownership. Goods are
sold on the basis of the price lists in force with non-related parties. The outstanding
receivables from related parties are unsecured, do not bear any interest and collectible in cash
on demand. No impairment loss was recognized for the six months ended June 30, 2017
and 2016 based on management’s assessment.
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11.2 Purchases of Goods and Services

The Group purchased goods and services from related parties on the basis of price lists in
force with non-related parties. The outstanding balances are unsecured, non-interest
bearing, payable on demand and normally settled in cash.

In addition, the Group advances certain amount to certain related parties for the purchase of
services. The amount is credited upon the performance of the contractual obligation by the
related parties. Management has assessed that there are no impairment losses required to be
recognized on the advances to suppliers as of the six months ended June 30, 2017 and 2016.

11.3 Due from Related Parties

The Group grants and obtains unsecured advances to and from related parties under
common ownership for working capital requirements and other purposes. Due from
Related Parties (excluding advances to PPIPC) are either receivable in cash or paid through
offsetting, unsecured non-interest-bearing liabilities and are expected to be paid within one
year.

11.4 Disposal and Acquisition of Subsidiaries

There are no disposal and acquisition of subsidiaries for the six months ended June 30,
2017.

However, on November 24, 20106, the Parent Company disposed its equity share in CSC to
CLC, and in PPIPC to UDEVCO. Total consideration of the sale of subsidiaries amounted
to P3,000.0 million, in which a total of P500.0 million and P50.0 million is still receivable
from CLC and UDEVCO, respectively. There are no subsidiaries acquired for the period
ended June 30, 2017.

EQUITY

12.1 Capital Stock

Capital stock consists of:

Share Amount
For the year For the year
For the six months ended For the six months ended
ended June 30, December 31, ended June 30, December 31,
(Unaudited) 2016 (Unaudited) 2016
2017 2016 (Audited) 2017 2016 (Audited)
Preferred — cumulative,
nonvoting,
non-participating,
non-convertible into
common shares -
P1 par value
Authotized: 50,000,000 50,000,000 50,000,000 P_50,000,000 P__50,000,000 P___50,000,000

Issued:

Balance at beginning of period 30,000,000 30,000,000 30,000,000 P 30,000,000 P 30,000,000 P 30,000,000
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Issuance during the period - - - _ _ _

Balance at end of period 30,000,000 30,000,000 30,000,000 30,000,000 30,000,000 30,000,000
Treasury shares (___5,000,000) (___5000,000) (___5,000,000) (___5,000,000) (___5000,000) ( 5,000,000)
Issued and outstanding 25,000,000 25,000,000 5,000,000 P_ 25,000,000 P_ 25000000 P__ 25000,000

Common — P1 par value
Authorized: 2,500,000,000 2,500,000,000 _2,500,000,000 P2,500,000,000 P2,500,000,000 P 2,500,000,000

Issued:

Balance at beginning
of period 1,374,383,932  1,428,777,232  1,428,777,232 P 1,098,097,449 P1,428,777,232 P 1,428,777,232
Treasury shares (__70,193,400) (_4.250,000 ) (___54,393,300) (___109,407,705) (__25.495,522) (___330,679,783)

Balance at end of period 1,358,584,232  _1,424,527,232 _1,374,383,932 P_ 988,689,744 P1,403,281,710 P 1,098,097,449

P 1,013,689,744 P1,453,777,232 P 1,123,097,449

12.2 Employee Stock Options

There were neither employee stock options granted nor vested for the six months ended June
30, 2017 and 2016. However, a total of 3,976,357 shares are vesting on July 1,2017. A total of
5.79 million was recognized as share-based compensation for the six months ended June 30,
2017 while there were no share-based compensation recognized for the six months ended June
30, 2016.

12.3 Cash Dividends

The details of the Parent Company’s cash dividend declarations, both for preferred and
common shares, for the six months ended June 30 (unaudited) are as follows:

2017 2016
Common shares P 136,208,383 P 114,302,179
Preferred shares 97,455,000 97.455,000

P 233663383 P 211,757,179

Of the total amount of dividends declared, dividend payments for preferred shares amounted
to P97, 455, 000 for both of the six months ended June 30, 2017 and 2016.

12.4 Other Interim Disclosures

The Group’s management is not aware of the following or is not applicable to the Group’s
interim operations:

e  Unusual items that materially affect the Group’s interim condensed consolidated
assets, liabilities, equity, net income or cash flows because of their size, nature or
incidents;

Issuances of equity securities;
Material changes in contingent liabilities or contingent assets since the last annual
balance sheet date;

e  Existence of material contingencies and other events of transactions that are
material to an understanding of the current interim period,;

e  LEvents that will trigger direct or contingent material financial obligations to the
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Group;

e  Material off-balance sheet transactions, arrangements, obligations (direct or
contingent) and other relationships of the Group;

e  Significant elements of income or loss that did not arise from the Group’s
continuing operations;

e  Material events subsequent to end of the reporting period that have not been
reflected in this report;

e  Material changes in the composition of the Group, including business combination,
acquisition or disposal of subsidiaries, restructurings and discontinuing operations; and,

e  Any seasonal aspect that had a material effect on the consolidated financial
condition or results of operation.

EARNINGS PER SHARE

EPS were computed as follows:

For the three months ended For the year
June 30, ended December 31,
(Unaudited) 2016
2017 2016 (Audited)

a) Net profit pertaining to common shares P 512,625,008 P 467,715,778 P 902,592,062

b) Net profit attributable to common shares
and potential common shares 512,625,008 467,715,778 902,592,062

¢) Weighted average number of outstanding
common shares 1,397,213,098 1,398,988,098 1,410,964,421

d) Weighted average number of

outstanding common and

potential common shares 1,401,009,454 1,398,988,098 1,414,736,438
Basic EPS (a/c) P 037 P 0.33 P 0.64
Diluted EPS (b/d) P 037 P 0.33 P 0.64

The potential dilutive common shares totalling 3,772,017 shares in relation to the
unexercised share warrants were considered in the computation of diluted EPS for all the
periods presented.

COMMITMENTS AND CONTINGENCIES

As of June 30, 2017 and December 31, 2016, the Group has commitments of more than
P7,000.0 and P2,800.0 million, respectively, for expansion on petroleum retail network, depot,
terminalling and logistics facilities, information technology infrastructure and other major
expansions or acquisitions related to its business development. The Group has a network of
518 and 505 operating retail service stations as of June 30, 2017 and December 31, 20106,
respectively. An additional of 8 and 16 retail service stations are under various stages of
completion as of June 30, 2017 and December 31, 2016, respectively.

The Group plans to expand further its petroleum retail service stations and carry out its
investments in its subsidiaries to put up depot and terminalling facilities in strategic locations
and complete its chain of logistical support to strengthen its foothold in the industry.
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As of June 30, 2017 and December 31, 2016, the Parent Company has unused LCs amounting
to P15,234.7 million and P10,660.0 million, respectively.

There are commitments, guarantees and contingent liabilities that arise in the normal course of
operations of the Group which are not reflected in the accompanying interim condensed
consolidated financial statements. Management of the Group is of the opinion, that losses, if
any, from these items will not have any material effect on its interim condensed consolidated
financial statements.

In addition, there are no material off-balance sheet transactions, arrangements, obligations and

other relationships of the Group with unconsolidated entities or other persons created during
the reporting period.

EVENTS AFTER THE REPORTING PERIOD

There are no material events that occurred subsequent to the interim period that is required to
be recorded or disclosed in these interim condensed consolidated financial statements.

SEASONAL FLUCTUATIONS

There were no seasonal aspects that had a material effect on the financial condition or results
of operations of the Group.
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Item II - MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATION

Comparable discussion on Material Changes in Results of Operations for the
Six Months Ended June 30, 2017 vs. June 30, 2016.

Revenues

The Group generated total revenues of P18.889 billion as of June 30, 2017 which was
24% higher than 2016’s £15.183 billion, primarily due to 30% increase in average fuel
prices in 2017. This is despite the 1.6% decrease in the total volume sold compared to
the same period of last year.

Sales revenues from trading and distribution of petroleum products increased by 29%
from P14.463 billion in 2016 to P 18.714 billion in 2017. This is primarily a factor higher
of selling prices. Lubricants volume grew by 18% compared to the same period of 2016.

The Parent completed five hundred eighteen (518) Phoenix retail service stations as of
June 30, 2017 compared to four hundred eighty-nine (489) retail stations as of the same
period last year. The Parent has eight (8) retail stations undergoing various stages of
construction which are projected to be opened within the year. It has also added ninety
(90) new direct accounts into its growing commercial business portfolio.

The Group generated revenues of [10.175 billion from fuel services, storage and others
in 2017, versus [10.72 billion in 2016. The revenue from fuel services, storage and others
in 2016 included shipping, port and real estate from the spun off subsidiaries CSC and
PPIPC.

Cost and expenses

The Group recorded cost of sales and services of [116.054 billion as of June 30, 2017, an
increase of 27% from [112.652 billion in 2016. This is due to higher product costs
compared to last year, reflecting global oil price movements.

Selling and administrative expenses increased by 19%, driven by higher rent expenses,
depreciation, salaries and wages and other operating expenses in relation to the
expansion program of the Group.

Net Income

The Group’s net income for the first quarter of 2017 grew by 8% to £610.08 million from
P565.17 million in the same period of 2016. The Group was able to grow the profit
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despite the drop in sales volume due to the increase in margins absolute value coming
from better finance cost management and controls. Finance cost decreased by 23%
compared to the period of 2016.

Operating Income increased by 1% to [11.021 billion from [11.013 billion. Finance costs
declined by 23% to [10.334 billion due to lower borrowings during the comparable
periods, resulting from the deconsolidation of CSC and PPIPC. Tax expenses
meanwhile, increased by 229% to [10.084 billion from [10.026 billion in 2016 mainly
because of the expiration of Income Tax Holidays of the Bacolod and Cagayan De Oro
terminals.

Cagayan de Oro City and Bacolod City facilities were registered and issued certification
by the BOI on May 12, 2012, entitling the Parent Company ITH for five years from
registration plus other fiscal and non-fiscal incentives accorded to BOI-registered
entities. These ITH incentives will allow the Company to enjoy an effective income tax
rate below 30% until May 12, 2017. From an effective income tax rate of 4.3% in 2016, it
increased to more than 12% in 2017 for the same period. After the said date, the
company has no more ITH incentives. The incentives for the new and on-going
investments namely Calapan Depot, Tayud and Gensan Terminals are still on process.

Financial Condition
(As of June 30, 2017 versus December 31, 2016)

Total resources of the Group as of June 30, 2017 stood at P27.417 billion, higher by 3%
compared to the £26.538 billion as of December 31, 2016. This is mainly due to increase
in Property, Plant, and Equipment with the continuous expansion in retail stations and
storage assets.

Cash and cash equivalents this quarter increased by 6% from $2.339 billion in December
31, 2016 to P2.481 billion as of June 30, 2017 due to timing of collection and payments.

Trade and other receivables decreased by 12% from £8.789 billion as of December 31,
2016 to P7.763 billion as of June 30, 2017, as a result of the tighter credit controls and a
more efficient collection process.

Inventories increased by 4% to P3.132 billion as of June 30, 2017 from £2.999 billion as of
December 31, 2016, driven by the timing of arrival of imports. The Group targets to
maintain an average of one month worth of inventory to ensure stable supply in retail
stations and commercial/industrial clients. However, the actual level varies depending
on the actual arrival dates of the fuel tankers.
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As of June 30, 2017, the Group’s property and equipment, net of accumulated
depreciation, increased to £10.562 billion compared to £9.002 billion as of December 31,
2016 due to the expansion program of the company’s facilities.

Interest-bearing Loans and Borrowings, both current and non-current, increased by 11%
from P13.184 billion as of December 31, 2016 to P15.176 billion as of June 30, 2017. The
increase of $1.992 billion was from the new loans and trust receipts availed during the
semester.

Trade and other payables decreased by 42% from $3.333 billion as of December 31, 2016
to P1.934 billion as of June 30, 2017 due to on-time settlement of the obligations and
trust receipts availed, classified as Interest-bearing loans.

Total Stockholders” Equity increased to 10.035 billion as of June 30, 2017 from $9.762
billion as of December 31, 2016, resulting from the earnings generated during the
quarter net of cash dividend declared and paid during the period both for common and
preferred shares and the treasury shares movement.

Key Performance Indicators and Relevant Ratios

The Group’s key performance indicators and relevant ratios and how they are
computed are listed below:

June 30, 2017 Dec. 31, 2016

Current Ratio! 1.13:1 1.17:1
Debt to Equity Ratio? 1.73:1 1.72:1
Return on Equity- Common

3 6%* 11%**
Net Book Value per Share*  7.37:1 6.81:1
Debt to Equity Interest-

Bearing® 1.51:1 1.35:1
Earnings per Share® 0.37% 0.64**
Earnings per Share” 0.68** 0.64**

Notes:

1 - Total current assets divided by current liabilities

2 - Total liabilities divided by tangible net worth

3 - Period or Year Net income divided by average total stockholders” equity

4 - Total stockholder’s equity (net of Preferred) divided by the total number of shares issued and
outstanding

5 - Interest Bearing Debts divided by Total stockholder’s equity (net of Preferred)
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6 - Period or Year Net income after tax divided by weighted average number of outstanding
common shares

7 — Rolling One Year Net income after tax divided by weighted average number of outstanding
common shares

* One (1) quarter figure

** One (1) year figure

These key indicators were chosen to provide management with a measure of the
Group’s financial strength (Current Ratio and Debt to Equity) and the Group’s ability to
maximize the value of its stockholders” investment in the Group (Return on Equity, Net
Book Value Per Share and Earnings Per Share). Likewise, these ratios are used to
compare the Group’s performance with similar companies.

Material Changes to the Group’s Balance Sheet as of June 30, 2017 compared to
December 31, 2016 (Increase/decrease of 5% or more)

6% increase in Cash and Cash Equivalents
Due to collection timing of Accounts Receivables

12% decrease in Trade Receivables
Due to collection timing of Accounts Receivables

10% decrease in Due to Related Party

A result of partial settlement of related party receivables

24% increase in Input Vat - Net

A result of excess VAT from purchases compared to the pass on VAT on sales

8% increase in Prepayment and other non-current assets
Due to increase in prepaid rentals, insurance, advertising and down payments of
certain future purchases and services

17% increase in property, plant and equipment
Due to retail network expansion, storage facility expansion, equipment, vehicles
acquisitions and other capital expenditures like the recently opened Tayud Terminal
and on-going construction of GenSan Terminal.

11% increase in Current Interest-bearing loans
Due the reclassification of certain long-term loans which are due for payment this year

and new short term loans and trust receipts availed within the period.

42% decrease in Trade and Other Payables
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Due to on-time settlement of the obligations and trust receipts availed, classified as
Interest-bearing loans

36% increase in Non-current Interest-bearing loans
Due to the new long-term loans availed within the period to finance the expansion.

5% increase in Non-current other non-current liabilities
Due to increase in security and equipment deposits

10% decrease in Capital Stock
Due to treasury shares acquisition amounting to $109.4 million

Material changes to the Group’s Income Statement as of June 30, 2017 compared to
June 30, 2016 (Increase/decrease of 5% or more)

29% increase in Sale of Goods
Due to the 30% increase in fuel prices and 18% growth of the lubricants sales volume.

76% decrease in fuel service, shipping, storage income, and other revenue

There are no more shipping and other revenue coming from the spun off former
subsidiaries CSC and PPIPC.

27% increase in Cost of Sales

This mirrors the increase in the sale of goods, reflecting the price movements in the
world market during the first half of 2017 which is higher compared to the same period
in 2016.

19% increase in selling and administrative expenses

Driven by higher depreciation for completed expansions, rent expense, freight and
delivery expenses, rebates, salaries and wages, taxes and licenses, repairs and
maintenance, service fees, advertising and promotions in relation to the expansion
program of the Group

23% decrease in Finance Costs

The finance costs from the former subsidiaries in 2016, CSC and PPIPC caused this huge
improvement.

187% increase in Finance Income
Due to the recognition of interest on certain receivables

100% Decrease in other income/charges
Minimal unclassified revenue or expenses are recorded in this period so far.

229% increase in income tax



35

Resulting from the expiration of Income Tax Holidays for terminals and depots, in
particular the Bacolod and Cagayan De Oro terminals.

There are no other material changes in the Group’s financial position (5% or more) and
condition that will warrant a more detailed discussion. Furthermore, there are no
material events and uncertainties known to management that would impact or change
the reported financial information and condition of the Group.

PART II - OTHER INFORMATION

1. The Parent Company held its annual stockholders” meeting last March 15, 2017 at the
Phoenix Petroleum Corporate Headquarters, Lanang, Davao City, Philippines.

2. The Board of Directors approved the declaration of cash dividend of P0.10 per share
as disclosed last March 15, 2017, with record date of March 30, 2017 and payment date
of April 27, 2017.

The company also declared the following cash dividends to preferred stockholders:

o 825% to preferred stockholders (2nd tranche) with record date of February 22,
2017 and payment date of March 20, 2017.

o 7.4278% dividend to preferred stockholders (3rd tranche PNX3A) with record
date February 22, 2017 and payment date of March 20, 2016.

e 8.1078% dividend for preferred stockholders (3rd tranche PNX3B) with record
date February 22, 2017 and payment date of March 20, 2017.

e 8.25% to preferred stockholders (2nd tranche) with record date of May 24, 2017
and payment date of June 20, 2017.

o 7.4278% dividend to preferred stockholders (3rd tranche PNX3A) with record
date May 23, 2017 and payment date of June 19, 2017.

e 8.1078% dividend for preferred stockholders (3rd tranche PNX3B) with record
date May 23, 2017 and payment date of June 19, 2017.

3. As of June 30, 2017, there are no known trends or demands, commitments, events or
uncertainties that will result in, or that are reasonably likely to result, in increasing or
decreasing the Group’s liquidity in any material way. The Group does not anticipate
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having any cash flow or liquidity issues. The Group is not in default or breach of any
note, loan, lease or other indebtedness or financing arrangement requiring it to make
payments.

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

6. There are no material commitments for capital expenditures, events or uncertainties
that have had or that are reasonably expected to have a material impact on the
continuing operations of the Parent Company.

7. There were no seasonal aspects that had a material effect on the financial condition or
results of operations of the Parent Company.

SIGNATURES
Pursuant to the requirements of the Securities Regulation Code, the registrant has duly

caused this report to be signed on its behalf by the undersigned thereunto duly
authorized.
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