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STATEMENT OF MANAGEMENT RESPONSIBILITY
FOR ANNUAL INCOME TAX RETURN

The Commissioner
Rureau of Internal Revenue
Quezon City

The Management of Stavlite Ferries, Inc. is responsible for all information and representation contained
n the apmual income tax return for the year ended December 31, 2016. Management is likewisz
responsible for all information and representation coplained in the financial statements accompanying the
Annual Income Tax Return covering the same reporting peried. Furthermore, the Management' Is
responsible for all information and representations contained in ail the other tax returns filed for the
reperting period including but ‘not limited, to the value added tax and/or percentage tax retur,
withholding tax returns, documentary stamp tax returns, and any and all other tax returns.

in this regard, the Management affirms that the attached audited financial statemenis for the year es&cied
December 31, 2016 and the accompanying Annual Income Tax Return are in accordance with the books
and records of Starlite Ferties, Inc. complete and correct in all material respects. The Management
lkewise affitms that:

a) the Annual Income Tax Return has been prepared in accordance with the provisions of the
National Internal Revenue Code, as amended, and pertinent fax regulation and other issuances of
the Department of Finance and the Bureau of Internal Revenue. :

b) any disparity of figures in the submitted reports arising from the preparation of ﬁnﬁnc"ial
statements pursuant to financial accounting standards and the preparation of income tax retum
pursuant to lax accounting rules has been reported as reconciling items and maintained in tha
company’s books and records in accordance with the requirements of Revenve Regulation Ne.
8-2007 and other refevant issuances; , ‘ ‘

¢) Starlite Ferries. Inc. has filed all applicable tax returns, reports and statements required to be
filed under Philippine tax laws for the reporting period, and all taxes and other impositions
shown thereon to be due and payable have been paid for the reporting period, except those
contested in good faith.

—— "/F\
FRAMSIS S, CUS
Chairman

nd|Pfesident

In % A (@5
M. ANGELES 5.CU81
Chicf Financial Officer
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REPORT OF ]'NDEPENDENT AUDITORS

The Board of Directors and Shareholders
Starlite Ferries, Inc.

Old PPA Admin Building

Sta. Clara, Batangas City

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of Starlite Ferries, Inc. (the “Company™), which conprise the
statements of financial position as at December 3 1, 2016 and 2015, and the statements of comprchensive
(eome, statements of changes in equity and statements of cash flows for the years then ended, and notes to
the financial statements, including a summary of significant accounting policies,

In our epinion, the financial statements present fairly, in ali material 1'espc:cts, the financial position of
Startite Ferries, Inc. as at December 31, 2016 and 2015, and its financial performance and its cash flows
for the years then ended in accordance with Philippine Financial Reporting Standards (PRFS).

Hasis for Opinicon

We conducted our -audits “in accordance with Phifippine  Standards on Auditing (PSAs). +  Ouwr
esponsibilities under those standards are further described in the Auditor 's Responsibilities for the Audir of
the Financial Statements section of our report. We are mndependent of the Company in accordance with
the Code of Ethics for Professional Accountants in the Philippines (Code of Ethics) together with the
sthicat requirements that are relevant to our audit of the {inancial statements in the Philippines, and we
have fulfitled our ethical responsibilities in accordance with these requirements and the Code of Elhics.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion. : :

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

Management is responsible for the preparation and fair presentation of the financial stalements in
accordance with PFRSs, and for such internal-control as mapagement determines is necessary 1o enable the
prepatation ‘of the financial statements that are (fee froim material misstatemnents, whether due to fraud or
SIror,

i,

iz preparing the financial statements, management is 1'35];1911-5113_],@Tfoi"'asﬂs‘essing i Qo;npa11y’s ability to
continue as a going concern, disclosing, as applicable, matters related to going.concerpiand using the going
zoncern basis of accounting unless management either intends to liquidate the Company or to cease

aperations, or has no realistic aliernative but to do so.




Auditor's Responsibilities for the Audit of the Financial Statements

Our objeclives are o obtain reasonable assurance about whether the financial statements as a whole]arc
free from material misstatement, whether due to frand or error, and 10 issue an auditor’s report fhat
_includes cur opinton. Reasonable assurance is a high level of assurance, but is not a guarantes thaj an
audit conducied in accordance with PSAs will always detect material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
ey could reasonably be expected to influence the cconomic decisions of users taken on the basis of these
finapcial statements. '

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

o Identify and assess the risks of material misstatement of the financidl statements, whether due to
fraud or crror, design and perform audit procedurcs responsive to those risks, and obtain audit
avidence that is sufficient and appropriate to provide a basis for our opinion. The risk of hot
delecting 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.

»  Obiain 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.

o Bvaluate the appropriateness of accounting policies used and the reasonableness of acconnling
estimates and related disclosures made by management.

o Conciude on the appropriateness of management’s use of the going concern basis of accountng
and, based on the audit evidence obtained, whether a material uncertainty exists refated 1o 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 exits, we are required to draw attenlion in our
auditor’s report, to modily our opinion. .Our conclusions arc based on the audit evidence obtaincd
up o the date of our auditor’s report. However, future events or conditions may cause the
Company to cease to continue as a going concern.

o 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 otfier matters, the planned scopr
and timing of the audit and significant audit ﬁ]ldifﬁigé;-'iiiclu.ditlg any significdnt deficiencies in internal
control that we identify during our audit. : ) §

| . . ' o




Report on ﬂm Supplementary Information Required Under Revenue Riegulntion No. 15-2010 of the
Burean of Internal Revenne ’

Our audits were conducted for the purpose of forming an opinion on the basic financial statements 1ak:en as
a whole. The supplementary information required under Revenue Regulation No. 15-2010 in Note 27 o
the financial statements is presented for the purpose of filing with the Bureau of Tnternal Revenue and s
not a required part of the basic financial statements. Such information is the responsibility of management
and has been subjected to the auditing procedures applied in our audit of the. basic financial statements. In
our opinion, the information is fairly stated in all material respects in relation to the basic Tinancial
statements talken as a whole. ’

N. A. CALDEROCN & CO. CPA’s

Tax Ydentification No. 008-837-788-000

BIR Accreditation No. 08-006268-000-2015

Issucd on September 29, 2615; valid untit September 29, 2018
Firme's BOA Accreditation/PRC Cert. of Reg, No. 5612
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Tax Identification No\&02-921-214

BIR Accreditation No. 08-006268-001-2615,

lssued on Seplember 29, 2015; valid until September 29, 2018 -

SEC Accreditation No, 1485-A S ‘
Issucd on May &, 2015; Valid wntil May 7, 2018 3 " s .
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STARLITE T <RIES, INC.

STATEMENTS OF FINANCIAL POSITION

December 31

Notes

2015

2616
ASSETS
Current assets :
Cash .5 P 27872662 P 5945906
Receivables 4.6,16 371,002,731 431,014,405
Inventories 5,7 7,752,760 8,422 444
(Other current assets .8 16,598,054' 9,148,768
423,226,207 454,531,523
MNoncurrent assels . '
Property and equipment 59 1,723,686,544 488,129,193
Investment properties 10 12,618,150 12,618,150
Deferred tax asset 21 3,198,563 2,504,469
Other noncurrent assets 11 9,434,166 28,001,113 - ¢
1,748,937,423 531,252,925
P 2,172,163,630 P 985,784,448
LIABILITIES AND EQUITY
Current liabilities
Accounts payable and other labilities 12 P 349,568,219 P 108,595,752
Income tax payable - 6,103,998
Current portion of loans payable 13 11,272,910 19,919,331
160,841,129 134,619,081
Noncurrent liabilities
Advances from sharcholders 16 177,897,702 156,816,221
Advances from related parties 16 10,743,478 8,937,164
Loans payable - net of current poition 13 1,662,945,600 539,020,349
Retirement liability 17 9,683,945 8,348,228
Other noncurrent liabilities 14 34,823,049 34,823,049
' 1,896.093,774 747,951,011
EQUITY :
Share capital - 2,15 80,000,000 £0,000,000
Retained earnings 2 35,040,754 23,026,383
Accumulated remeasurement gain 17 187,973 187,973
115,228,727 103,214,356
P 2,172.163,630 P 985,784,448
See Accompanying Notes to Financial Statemenis. L e
np Al




STARLITE FL__QIES, INC.

STATEMENTS OF COMPREHENSIVE INCOME

Year:Ended December 31

Noies

2016 2015

REVENULS ‘ 13 P 546,441,767 P 390,119,504
COST OF SERVICES 19 423,192,765 304,444,227
GROSS INCOME 123,249,002 85,675,277
OPERATING EXPENSES 20 56,533,757 52,203,155
OPERATING INCOME 66,71 5,245 33,472,122 .
OTHER INCOME (EXPENSLES) .
Interest expense 14 (53,176,782) (11,261,986)
Casualty loss . {14,687,535) -
Interest income 5 762,729 371,722
Gain on sale of vessel 14 n 22 974 365
Others ' 12,000,000 1,339,286

{(55,101,588) 13,423 386
INCOME BEFORE TAX 11,613,657 46,895,508
PROVISION FOR (BENEFIT FROM) ' :

INCOME TAX 21 (400,715) 13,957,136
NET INCOME r 12,014,372 P 32,938,372
OTHER COMPREHENSIVE INCOME
Ttems that will not be reclassified into profit or loss .
Remeasurement (loss) gain defied benefit plan 17 - {441,214y
Inceme tax effect _ .21 (- (132,364)

- (308,850)
TOTAL COMPREHENSIVE INCOME P 12,614,372 P 32,629,522
EARNINGS PER SHARE
41.17

Basic and diluted

Sze Accompanying Notes to F inancial Statements.




STARLITE FE. (JES, INC.

STATEMENTS OF CASH FLOWS

Year Ended Decemiber 31

Notes - 2016 2015

CASH FLOWS FROM OPERATING ACTIVITIES ’
Income before tax 11,613,657 46,895,508 |
Adjustments for: ‘ i

Prior pericd adjustment .- (881 ,4’72j

Depreciation and amortization g- 94,933,799 67,608, _»,27'

Interest income 5 762,729 371, 7?2

Casualty loss 9 14,687,535

Retirement expense 17 1,335,717 i, ?90 322
Operating income before changes 123,333,436 115,284,407

in operating assets and liabilities

Changes in operating assets and liabilities:

(Increase)/decrease in: ‘ 3
Receivables : ) 60,311,674 (291,587,741)
Inventories 8 669,084 161,544
Other current assets ' 9 (7,449,286) (3,664,730}
Other noncurrent assets 11 18,566,948 (15,115,131}

Increase/(decrease) in:

Accounts payable and other labilities 12 40,972,467 (12,654,981)
Advarnces from shareholders 16 21,081,481 26,500,000 3
Advances from related parties 16 1,806,314 8,937,164
Other noncurrent liabilities 14 Lo (70,157)
Net cash generated from (used in) operations 258,992,715 (172,209,625)
Contributions paid 17 - (460,743)
Interest received 2 (762,729) (371,722)
Income tax paid (6,597,377) (9,262,385)
Net cash provided by (used m) operating activities 251,832,610 (182,304,475}
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of:
Property and equipment 10 {1,345,178,684) (385,112,49 lj.
Tnvestment propetty 11 - (2,077,6791
Net cash used in investing activilies {1,345,178,684) (387,180,170}
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from: :
Availment of loans ) . 13 1,123,919,251 513,994,071
Issuance of share capital 2,15 - 47,480,100/
Payments of loans (8,646,421) -
et cash provided by financing activities 1,115,272,830 561,474,171
NET INCREASE (DECREASE) IN CASH. . e 21,926,756 (8,020,474
CASH, BEGINNING OF YEAR 13,966,380,
i :
CASH, END OF YEAR o 5,945,906

I
See Accompanying Noles 1o Financial Stctements.

i




‘STARLITE FERRIES, I, .

STATEMENTS OF CHANGES IN EQUITY

_ Accumulated !
Share Retained Revaluation Remeasurement :
Capital - Earnings Reserve, Gain (Losses) Total Fanity
(Note 2,15) | (Note 2) (Note 2} | (Note 17) ;‘
Balances as at Janoary 1, 2030, P 86,006,000 F 23,026,383 P - P 187,973 P 103,214,256
Wet income for the year ‘ - 12,014,372 - ] 12,014,375
Balances as at December 31, 2016 P 80,000,800 P 35040754 P - P 187,973 P 115228,7%7
. Accumulated
Share Retamned Revaluation Remeasurement \ .
Capital Earnings Reserve ! Gain (Losses} ”I“ofal l“_':ql.tiil.}’
(Note 2,15} (Note 2) (Note 2) | (Note 17) | ;
Baiances as at January 1, 2015, . | :
as previously reporied P 32,519,900 P (3,430,393) P 21,033,526 7P - P 50,1 23,{)3:3
Effect of adoption of PFRS (Note 4) - {5,600,124) . (120,877) i{5,721,00;i Y
Balances as at January ¥, 2015, ‘ | |
as restated 32,519,900 (5,030,517) 21,033,526 : (120,877 i44,402,03:2
Issuance of share capital 40,000,000 - - - %40,000,00:0
Collection of subscription receivables 7,480,100 - - - ‘ 7,480,1 OC
Prior period adjustment - {881,472} {21,033,526) - (21,9 14,2283
Net income for the year - 32,938,372 - - 132,838,372
Remeasurement gain ) 308,350 [ 30 8,85!{‘-
Balances as at December 31, 2015 - PP 80,000,000 P 23,026,383 P - . F 187,973 P 103.2 14,356

See Accomparnying Noles to Financial Statements,

t



STARLITE FERRIES, INC.
NOTES: TO FINANCIAL STATEMENTS

1. Corporate Information

Starlite Ferries, Inc. (the “Company”) was established on August.25, 1994 per Cerlificate of
Registration issued by the Securities and Exchange Commission (SEC) on the same date. Its primary
purpose is to engage in general business of domestic shipping, to own and operate vessels of any
class, {ype or description fon domestic trade, to charter in and out any such vessel.

The Company’s registered office addless is Jocated at Old PPA Admin Buzldmg, Sta. Clara, Batzmg.
City.

The Company has four vessels which are registered with Board of Investments (BOI). Detas]s azc as
follows: :

Date of Tax Relief/Exemption |

Registered Vessel From To
: &
MYV - Starlite Pioneer December 23, 2015 December 22, 201:9
MYV - Starlite Reliance April 21,2016 April 20, 2020
MV - Starlite Eagle May 06, 2016 May 05, 2020
MV - Starlite Saturn August 27, 2016 August 26, 2020 |

Thess financial statements bave been approved and authorized for issuance by the Company’s Bourd
of Directors on May &, 2017.
Basis of Preparation and Statement of Compliaoce

Basis of Financial Staternents Preparation
The financial statements of the Cotnpany bhave been prepared uader historical cost convention.

Statement of Compliance

The (inancial statements have been prepared in compliance with Philippine Financial T ‘{eport.n
Standards (PFRS).

Tunctjonal and Presentation Currency

Items included in the Company financial statements are measured using the currency of the pumax vy
economic environment in which the entity operates (the Philippine peso). The Company ﬁnauual
statements are presented in Philippine Pesa, which is its functional and presentation currency: All
amounts are rounded to nearest peso, unless otherwise indicated.

Changes in Accounting Policies

The accounting policies adopted are consistent with. those of the previous financial year except fo the
adoption.of the following amendments effective beginning January 01, 2016:

s PAS 16, “Property, Plant and Equipment”, and PAS 38, “Intangible Assets - Clarification of
Acceptable Methods of Depreciation and Amortization” (Amendments)

The amendments clarify the principle in PAS 16 and PAS 38 that revenue reflects a paitern of
economic benefits that are gencrated {rom operating a business (of which the assct is p"nt\
rather than the economic benefits that are consumed through use of the asset. As a sesult, «
revenue based method cannot be used to depreciate property, plant and equipment and ma.y
“only be used in very limited circumstances 1o amonize intangible asscts. The amendments arc




STARLITE FERR]ES; INC,
Noles to IMinancial Statements — December 31, 2016

applied prospectively and do not have any impact to the company, given that the Companv is
not using revenue-based method to depreciate its property and equipment.

PAS 27, “Separate Financial Statements - Eoun‘y Method in Sepalate Financial Statemum”
{Amendments)

The amendments allow entities to use the equity method to! account for mvcstmcms in
subsidiaries, joint ventures and associales in their separate financial statements. Entities
already applymg PFRS and electing to change to the equity metliod in their separate finafcial
statements will have to apply that change refrospectively, The amendments do not have' ‘any
impact on the Company’s financial statements.

PFRS 11, “Joint Arrangements ~ Accounting for Acquisitions of Interests in Joint Opcx '1tlons”
(Amendments) :
The amendments to PFRS 11 :equue that a joint operator accounting for the acquisition of an
interest in a joint operation, in which the activity of the joint operation constitutes a busmes‘;
(as defined in PFRS 3), to apply the relevant PFRS 3 principles for business combmmonq
accounting. The amendments also clarify that a previously held interest in a joint opma‘uqn is
not remeasured on the acquisition of an additional interest in the same joirit operation if joint
control is retained. In addition, scope exclusion has been added to PFRS 11 to specify that the
amendments do not apply when the partics sharing joint contrel, including the 1epoz'lmg
entity, are under common control of the same ultimate controlling party. The amcudmcnt‘;
apply to both the acqu1sst10n of the initial interest in a joint operation and the acquisition of
any additional interests in the same joint operation and arc applied prospectively. These
amendments do not have any impact to the Company as there has been no interest acuuncd in
a _}Olllt operation during the period. :

FRS 14, “Regulatory Deferral Accounts”

PFRS 14 is an optional standard that allows an entity, whose activities are subject 1o rate
regulation, to continue applying most of its existing accounting policies for regulatory deferrai
account balances upon its first-time adoplion of PFRS. Entities that adopt PFRS 14 muvst
present the regulatory deferral accounts as separate line iters in the consolidated staiemem of
comprehensive income, The standard requires disclosure of the nature of, and risks associated
with, the entity’s rate-regulation and the effects of that mtcn:egu!atmn on is ﬁnancral
statements.

This standard does not apply since the Company is not a first-time adopter of PFRS.
PAS 1, “Presentation of Tinancial Statements — Disclosure Inifiative” (Amendnﬁehts)

The amendments are intended 1o assist entities in applying judgment when mectm? the
presentation and disclosure requirements in PFRS. They clarify the following:

» That entilics shall not reduce the anderstandability of their financial statements by either
obscuring material information with immaterial information; or aggregating material items
that have different natures or functions

r That specific line items in the profit or loss.and QCI and the financial position inay; be
disaggregated. That entity has flexibility as te the order in which they present the notes 1o
financial siatements.

» That the share of OCI of associates and joint ventures accounted for using the equity
method must be presented in aggregate as a single line item, and classified between thoqe
items that will or will not be subsequently reclassified to profit or joss. -

These amendments do pot have any impact on the Company.



i STARLITE FERRIES, INC.

Notes to Financial Statevients — December 31, 2016

PFRS 10, “Consolidated Financial Statements”, PFRS 12, “stclosurc of Interests in Othev
Entities”, and PAS 28, “Investments in Associates and Joint Ventures” — “Investment Entities:
Applying the Consohd.ahou Exception” {Amendmenis)

These amendmems cl’ulfy that thie exemption in PFRS 10 ﬁom presenting consohdaic‘d
financial statements applies 1o an entity that is a subsidiary of an investment eritity, when it
measures all of its subsidiaries at fair value. They also clarify, that only a subsidiary of an
investment entity that is not an invesiment entity itself and that provides support ser vnces to
the inrvestment entity is consolidated. The amendments also allow an investor (that is noi ai
investment entity and has an investment entity associate or jOll’ll verture) to retain the faiy
value measurement applied by the investment entity assomate ar jomt venture to its mté: esls
in subsidiaties when applying the equity method. -

These amendments are not applicable to the Company’s financial statements,

Annual Improvements to PPRSs (2012-2014 c‘ycﬁle)

PFRS 5, “Non-current Assets Held for Sale and Discontinued Operations - Changes in
Methods of Disposal”

The amendment is applied prospectively and clarifies that charging from a disposal thr’ough
sale to a disposal through distribution to owners and vice-versa shou]d not be considered to be
a new plan of disposal, rather it is a continuation of the o11gmal plan. There is, thelefom no
interruption of the application of the requirements in PFRS 5. The amendment aiso (*l.'-u ifies
that changing the disposal method does not change the date of classification,

~ PFRS 7, “Financial Instruments: Disclosures - Servicing Contracts™

PFRS 7 requires an entity to provide disclosures for any contmumg mvo]vcmam'm a
transferred asset that is derecognized in its entirety, The amendment clarifies that a sev wcmfr
contract that includes a fee can constitute continuing involvement in a financial assel, An
entity must assess the nature of the fee and arrangement against the guidance for continuing
involvement in PFRS 7 in ofder to assess whether the disclosures are required.! The
amendment is to be applied such that the assessment of which servicing contracts constitute
continuing involvement will need to be done retrospectively. However, comp"na‘uvc
d1sclosm es are not required to be provided for any period beginning before the annuat pu iod

in which the entity first appnes the amendments. This amendment is not app]wablc 10 the

Cuomnpany.

PERS 7, “Applicability of the Ainendmenis {o PFRS 7 to Condensed Interim [‘11‘1211'1{:1&1:
Statements” {(Amendments)

This amendment is applied retrospectively and clarifies that the disclosures on offsetting of
financial assets and financial liabilities are not required in the condensed interim financial
statements unless they provide a significant update to the information reported in the most
recent annual report.

PAS 19, “Employee Benefits - Regional Market Issue Regarding Discount Rate”

This amendment is applied prospectively and clarifies that markst depth of high quality
corporate bonds is assessed based on the currency in which the obligation is denomx.nted
rather than the country, where lhe obligation is located. When there is no deep market for ihigh
guality corporate bonds in that currency, government band rates must be used.



STARLITE I LR]\IES INC,
Notes 1o Financial Statements — December 3! 2016

e PAS 34, “Interizn Financial Reporting - Disclosure of Information ‘Elsewhere in the ln’tcnm
Financial Report
The amendment is applied retrospectively and clarifies that the required interim disciosures
must either be in the Interim financial statements or incorporated by cross-reference between
the interim financial statements and wherever they are included within the'interim ﬁn'mcial
report (e.g., in the management commentary or risk report).

The above improvemerits do not have any impact on the Company.

|

I

|
New Accounting Standaldb Amendments to Existing Standards and Interpretations Eﬂ"éctwc
Subsequent to December 31, 2016

The standards, amendments and interpretations which have been issued bul not th effecttvelas at
December 31, 2016 are disclosed below. Except as otherwise indicated, the Company doés not c‘{pcc‘t
the adoption of the applicable new and amended PFRS to have a significant impact on its ﬁuanclm
position or performance.

Deferred

o PFRS 10, “Consolidated Financial Statements” and PAS 28, “Imresimems in Associates aﬁd Joind
Ventures - Sale or Contribution of Assets between an Investor and its Associate or Joint Vei,iulc

These amendments address an acknowledged 1ncons1stcncy between the requirements in PFRS 10
those in PAS 28 in dealing with the sale or contribution of assets between an investor and its
associate or joint venture. The amendments require that a full gam or loss is recognized when a
transaction involves a business (whether it is housed in a subsidiary or not). A partial gain Gr loss
is recognized when a transaclion involves assets that do not constitute a business, even if| theqe
assets are housed in a subsidiary. In December 2013, the International Accounting ‘3tand’uds
Board (FASB) deferred indefinitely the effective date of these amerdments pending the final
outcome of the 1ASB’s research project on International Accounting Standards 28. Adoptlon of
these amendments when they become effective will nol have any impact on the ["mlancnl
statements. |
i
Effective in 2017 '

e PAS 7, “Statement of Cash Flows ~ Disclosure nitiative” (Amendments) :

1
The amendments to PAS 7 require an entity to provide disclosures that enable users of financial
statements to evaluale changes in liabilities arising from financing activities, including both
changes arising from cash flows and non-cash changes (such as foreign exchange gains or Iosscs\
On initial application of the amendments, entities are not required to provide comp"?latwe
information for preceding periods. Eatly application of the amendments is permitted. Apglication
of amendments will result in additional disciosures in the 2017 Company financial statemcnt‘s.

»  PAS 12, “Income Taxes — Recognnwn of Deferred Tax Asscls for Unrealized Losscs
(Amendments) !

The amendments clarify that an entity needs to consider whether tax law restricts the sourccs of
taxable profits against which it may make deductions on the reversal of that deductible tcmporazy
difference. Furthermore, the amendments provide guidance on how an entity should determine
future taxable profits and explain the circumstances in which taxable profit may include the
recovery of some assets for more than their carrying amoust. Entities are required to apply the
amendments retrospectively. However, on initial application of the amendments, the cmngeum the
openmg equity of the carliest comparative period may be recognized in opening retained eal nings
(or in another component of equity, as appropriate), without allocating the change between opcmng
retained earnihgs and other components of eqmly Entilies applying this relief must d1‘;c}o$c thai
fact, Early application of the amendments is permitted. These amendments are not cxpcctcd ()
have any impact on the Company. ;



STARLITE FRRRIES, INC.
Notes to Financial Statements — December 37 , 201G

Effective in 2018

- Requirements in PFRS 12” (Part of Annual Improvements on PFRS 2014 — 2016 Cycle) !

PFRS 12, “Disclosure of Interests in Other Entities — Clarification of the Scope of the Discljosure

The amendments clarify that the disclosure requirements in PFRS 12, other than those -l'elatf11_g to
summarized financial information, apply to an entity’s interest in a subsidiary, a joint venture or
an associate (or a portion of its interest in & Jjoint venture or an associate) that is classified (or
included in a disposal group that is classified) as held for sale. The amendments will not have any
impact on the Company’s financial statemenis. ’ ' o

PAS 40, “Investment Property — Transfers of Investment Property” (Amendments)

The amendments clarify when an entity should transfer property, incl uding property rimder
construction or development, Into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ccases to meet, the definition of fuvestment
property and there is evidence of the change in nse. A mere change in management’s intentions
for the use of a property does not provide evidence of a change in use. The amendments should be
applied prospectively to changes in use that occur on or after the beginning of the annual x-epél'l.i11g
period in which the entity first applies the amendmenis. Relrospective application is ‘only
permitted if that is possible without the use of hindsight. The amendments are expected have any
impact on the Company, :
Philippine IFRIC Interpretation 22, “Foreign Currency Transactions and Advance
Consideration” f
The interpretation clarifies that in determining the spot exchange rate to use on initiaf recognition
of the related asset, expense or income (or part of it) on the derecognition of a nonmonetary asset
or non-monetary liability relating to advance consideration, the date of the transaction is the date
on which an entity initially recognizes the nonmonetary asset or nonmonetary Iiability arising
trom the advance consideration. If there are multiple payments or teceipts in advance, then the
eritity must determine a date of the transactions for each pay, mentor receipt of ad\%ance
consideration. Entities may apply the interpretation on a Iully retrospective basis. Alternatively, an
entity may apply the interpretation prospectively to all assets, expenses and income in jts s}cope
that are initially recognized on or after the beginning of the reporting period in which the entity
first applies the interpretation or the beginning of a prior reporting period presented as
comparative information in the {inancial statements of the reporting period in which the entity {irst
applies the interpretation, The Company plans 10 adopt the new standard on the required effective
date.- ‘

PFRE 2, “Share-based Payments - Classification and Measurement of Share-based Payment
Transactions” (Amendments) ' . ;

The amendments address three main areas: the effects of vesting conditions on the mcasure‘inent
of a cash-settled share-based payment transaction; the classification of a share-based paymen!
transaction with net settlement features for withholding tax obligations; and accounting where a
modification to the ferms and conditions of a share-based payrment transaction changes its
classification from cash settled 10 equity settled On adoption, entities are required to apply the
amendments without restating prior periods, but retrospective application is permitted if elécted
for all three amendments and other criteria are met. Early application of the amendment is
permitted. The Company does expect the adoption of this interpretation to have any significant

impact on the financial stalements. : ‘

Amendiments to PFRS 4, “Insurance Contracts, Applying PFRS 9, Financial Instruments, with
PFRS 4” ‘

The amendments address concems arising from implementing PFRS 9, the new financial
instrutnents standard, before implementing the forthcoming insurance contracts standard. They
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allow entilies to choose between the overlay approach and the deferral épproach to deal wit|h the
transilional challenges. The overlay approach gives all entities that| issue insurance contracts the
option to recognize in other comprehensive income, rather than profit or Joss, the volatilitj} that
could arise when PFRS 9-is applied before the new insurance contracts standard is issued. On the
other hand, the deferral approach gives entities whose aclivities are predominantly connected: with
insurance an optional temporary exemption frem applying PFRS @ until the earlier of application
of the forthcoming insurance contracts standard or January 01, 2021. The overlay approacljl and
ihe deferral approach will anly be available to an entity if it has not previously applicd PFRS
9.The amendments aje not applicable to the Company since it does not have activities thet are
predominantly connected with insurance or issue insurance contracts. ‘

PFRS 9, “Financial Instruments”

PFRS 9 reflects all phases of the financial mstruments project and replaces PAS 39, “Findncial
Instruments: Recognition and Measurement”, and all previous versions of PFRS 9. The standard
introduces new 1‘equirements for classification and measurement, impairmcm, and liledgc
accounting. PFRS 9 is effective for annual periods beginning on or after January 01, 2018, with
early application permitted. Retrospective application is required, but providing comparative
information is not compulsory. For hedge accounting, the requirements are generally apipiied
~ prospectively, with some Jimited exceptions. i

The Company plans to adopt the new standard on the required effective date. Based of the
following preliminary assessment, the Company expects no significant impact to its financial
position.

{a) Classification and Measurement

The Company does not expect a significant impact on its Companj financial statement or equity
upon application of the classification and measurement requirements of PFRS 9 as its current
{inancial assets caried at fajr value are not significant. _ i

Advaaces from officers and employees as well as trade receivables ‘are held to collect contractual
cash flows and are expected 1o give rise 1o cash flows representing solely payments of prineipal
and interest. Thus, the Company expects that these will continue to be measured at amortizsc:l cost
under PFRS 9. However, the Company will analyze the contractual cash flow characteristics of
those instruments in more detait before concluding whether all those instruments meet the criteria
for amortized cost measurement under PFRS 9. ‘

(b.) Limpairment ;

PFRS 9 requirss the Company to rocord expected credit losses on all of its loans and itrade
receivables, either on a 12-month or a lifetime basis. The Company expects to apply the simplified
* approach and record lifetime expected losses on ali receivables. The Company does not expect a
significant impact on its equity due to the unsecured nature of its loans and receivables, but it will
need to perform a more detailed anafysis which considers ali, reasonable and suppoitable

information, including forward-looking elements to determine the extent of the impact. |

¢) Hedge accounting '
The Company does not expect any impact as a result of applying this phase of PFRS 9 as it does
not apply hedge accounting on any existing hedge relationships. : ‘

PFRS 15, “Revenue from Coniracts with Customers”

PERS 15 establishes a new five-step model that wili apply to revenue arising from contracis with
customers. Under PERS 15, tevenue is recognized at an amount that reflects the CODSldel‘a‘Lan o
which an entity expects to be entitled to in exchange for transferring goods or services, {0 a
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customer. The principles in PFRS 15 provide a more stmctuxed approach to measuring and
recognizing revenue. 1

The new revenue standard is applicable to all entities and will supersede all current revenue
recognition requirements -under PFRS. Either a full or modified retrospective apphcatlon is
required for annual periods begmmng on or after January 01, 2018.

The Company plans to adopt the new standard on the required effective date. |
! |

Cash '

Cash is carried at face value in the statements of financial position. Cash includes cash on hand and
deposits with banks which is unrestricted as to withdrawal.

Financial Assets and Financial Liabilities : |
Date of recognition

The Company recognizes a financial asset or ﬁnanc1a1 tiability in the statement of financial position
when it becomes a party to the contractual provision of the instrument. Purchases or sales of fi inapcial
assets that require delivery of assets within the time frame established by regulation or convention in
the marketplace are recognized on the settlement date.

Initial recognition of financial instruments _ ‘ .
Financial instruments are recognized initiaily at fair value. Except for financial instruments at fair
value through profit or loss (FVPL), the initial mneasurement of financial Hsscls and liabilities includes
transaction cost. The Parent Company classifies its financial assets in the following categories:
financial assets at FVPL, held-to-maturity (HTM) investments, available for sale (AFS) financial
assets, and foans and receivables. The Parent Company classifies its' financial liabilities as other
financial liabilities. The classification depends on the purpose for which the investments :were
acquired and whether they are quoted in an active market. Management determines the classification
of its investments at initial recognition and, where allowed and appropriate, re-evaluates such
designation at every reporting date.

Fair Value Measurement ' : |
The fair value for finaucial instruments traded in active markets at the i mncxal position date is b:lsed
on their quoted market price or dealer price quotations (bid price for lonlg positions and ask pubc far
short positions}, without any deduction for transaction costs. When current bid and asking puuej are
not -available, the price of the most recent transaction pirovides ewdence of the current fair value as
long as there has been a significant change in economic circumstances since the time ofl the
transaction, |
]
I
Investment in quoted shares are initially recognized at transaction price aﬁd subsequently issued at"' fair
value with changes in fair value being recognized in statement of compr chensive i income, Fair valuc is
determined using quoted bid price at the reporting date,

\
For all other financial instruments not listed in an active market, the fair vaiue is determined by usmg
appropriate valuation techniques. =~ Valuation technigues include net present -value techmq,ues
comparison to similar instruments for which market observable prices exist, options prlcmtf models

and cther relevant valuation models. ,

Financial asseis or financial liabilities at FVPL :
The Company has designated financial assets and liabilities at FVPL when either:
o The assets or liabilities are managed, evaluated and reported mtema}]y on a fair value ba51§
« The designation the inconsistent treatment that would othemxse arise from measurmglthc
assets or recognizing gain or loss on them on a different basis; or
s "The asset or liability contains an embedded derivative that sighificantly modifies the caqh
flows that would otherwise be required under the contract. i

As at December 31, 20]6 and 2015, the Company has no financial assets or financial hablllues at
FVPL.

|
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HTM investments : ? i
HTM jinvestiments are quoted non-derivative financial assets with fixed or determinable phyment's and
fixed maturities for which management has the positive intention and ability to hold.to maturity,
Where the company sells other than an-jnsignificait amount of HTM infv-estments-, the entire catégory
would be tainted and reclassified as AFS securities. After initial measurement, these investments are
subsequently measured at. amortized cost using the cffective interest rate method, less impairmeént in
value. Amortized cost is caloulated by taking into account any discoulnt or premium on acqi;iéition
and fees that are an integral part of the effective interest rate. The amortization is included in the
investment income in the stafement of comprehensive income. Gains and losses are amortized in
income when the HTM investments are derecognized and impaired, as well as thmugﬂ the
amortization process. The losses arising from impairment of such invejstments are recognized in the
statement of cotnprehensive income.

As at December 31, 2016 dnd 20135, the Company has no HT'™M investments. !
Loans and receivables , ‘
Loans and receivables are non-derivative financiat assets with fixed or determinable payments that are
not quoted in an active market. They are not entered into with the intention of immediate or short—iterm
resale and are not designated as AFS investments or financial assets at FVPL. Loans and receivables
are included in current assets if maturity is within 12 months from financial position date. Otherwise,
these are classified as noncurrent assets. ' !

i o
Loans and receivables are subsequently measured at amortized cost usin;g effective interest rate Q:EIR)
method, less allowance for credit losses. Amortized cost is calculated by taking inte account any
discount or premium on acquisition and fees and costs that are in"tegral part of the EIR. The
amottization is included in the ‘Interest income on loans and receivables’ in the statements of
comprehensive income. The losses arising from impairment are recognized in ‘Provision for dredijt
losses’ in the statements of comprehensive income. ‘

When the estimated cash flows from financial assets are revised, the cmirying amount of the financial
asset shall be adjusted to reflect the actual and revised estimated cash lflows. The carrying amount
shall be computed as the present value of estimated (ulure cash flows at the financial instrumeni’s
original EIR or , when applicable, the revised EIR. Any difference shall be recognized in statement of
comprehensive income as gain or loss in restructuring.

As al:December 31, 2016 and 20153, the Company’s ‘casl’ and ‘tracie and other receivables;" are
included in this category. ‘

AFS financial assets :
AFS financial assets are those which are designated as such or do not qualify to be classifiéd or
designated as financial assets at FVPL, HTM investment or loans and receivables. They are purchased
and held indefinitely, and may be sold in response to liquidity requirement or changes in market
conditions. These include government sccurities, equity investments and;other debt instruments.

After initial measurement, AFS financial assets are subsequently measured at fair value, The effective
yield component of AFS debt secuyitics, as well as the impact of restatement on foreign CUrrency-
denominated AFS debt securities, is reported in earnings. Interest earn;ed on holding AFS financial
assets are yeported as interest income using the effective interest rate. Dividends earned on holding
AFS financial assets are recoguized in the statement of comprehensive income as “Dividend income”
when the right of the payment has been established, The unrealized gains and losses arising from the
fair valuation of AFS financial assets are repoited as “Reserve for fluctuation on AFS assets™ in the
equity section of the stalement of financial position. The losses arising from impairment of .Esqch
investments are recognized as “Provision on impairment losses” in the statement of comprehensive
income. When the security is disposed of; the cumulative gain or loss previously recognized in cgu'ity
is recognized as “Net realized gain on sale of AFS financial assets” in the statement of comprehensive
income,
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When the fair value of AFS financial assets cannot be measured 1e]1ab1y because of lack of mhabac
estimates of future cash flows and discount rates necessary to calculate the fair value of unquoted
equity instruments, these investments are carried at cost,

As at'December 31, 2016 and 2015, the Company has no AFS financial .fassets. ; |
Other Jinancial liabilities 5 i
Issued financial instruments or their components, which are designated as financial liabilitics at TVPL
are classified as other financial liabilities, where the substance of the contractual arrangemeat results
in the, Company having an obllgation either 1o deliver cash or another financial assets to the holdfn or
1o satisfy the Obllg'ﬁlOﬂ other than by the exchange of a fixed amount: of cash or another ﬁncmcla., asset
for a fixed number of own equity shares.

Included in this calcgory are the Company’s liabilities arising from its trade or borrowings burh as
‘Accounts payable and other liabilities’, ‘Advances from shareholdérs’, ‘Advances from related
parties’ and ‘Loans payable’. '

Derecognition of Financial Asseis and Lisbilities
Financial assets
A {inancial asset is derecognized when:

@ the rights 1o receive cash flows froin the assets have expired;

= ¢he Company retains the right to receive cash flows from the asset, but has assumed an obligation
to pay them in full without material delay to a third-party under a “pass- through™ arrangemeni; or

e the Company has transferred substantially all the risks and rewards of the asset, or has neither
iransferred nor retained substantially all the risks and rewards of the assel, but has transferred
control of the asset. '

Where the Company has transferred ifs rights to receive cash flows from an asset and has icllhm

transferred nor retained substantially all the risks and rewards of the asset nor transferred control of the

asset, the asset is recognized to the extent of the Company’s continuing involvement in the asset,

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the

lower of the original carrying amount of the asset and the maximum amount of consideration that the

Company could be required to repay. '

Financial liabilities

A finaticial liabilily is derecognized when the obligation under the immhty is discharged, L'lnccik,d or
bas expired. Where an existing financial Hability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are . substantially modified, 'such
exchange or modification is treated as a derecognition of the original liability and the recognition; of a

new liability, and the difference in the respective carrying amounts is 1ecogmzcd in the statements of

comprehensive income. ; |

ImDaumcnt of Financial Assets

At each reporting date, the Company assesses whether a financial asset or gioup of financial assets is
impaired. A financial asset or a group of financial assets is deemed 1o be unpancci if, and only if, there
is objective evidence of impairment as a result of one or more events that has occurred after the initial
recognition of the asset (an incurred ‘loss event’ and that loss event or events) has an impact on the
estunated future cash [lows of the {inancial asset or the group of financial assets that can be 1elmb]y
estimated. Evidence of iinpairment may include indications that the borrower or a group of botrowers
is experiencing significant financial difficulty, default or delinquency in interest or principal payments,
the probability that they will enter bankruptcy or other financial reorganization and where observable
data indicate that there is measurable decrease in the estimated fulure cash flows, such as changes in
arrears or cconomic conditions that correlate with defaults.

Loans and receivables :
For loans and receivables carried at amortized cost, the Company first assesses whether oblc-ctwe

evidence of impairment exists individually for financial assets that ar¢ individually siguificant, or
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collectively for financial assets thdt are not individually significant. If the Company cletermmcs that
no- objective evidence of impairment exists for individually assessed financial asset, whsthej
significant or not, it includes the asset in a group of financial assats with similas credit! risk
characteristics and collectively assesses for lmpaument Assets that are individually assessed for
impairment and for which an impairmenl loss is, continues to be, recognized are not included in a

collective assessment for impairment.

If there is ObJeCiIVB ewdence that an 1mp111mcnt logs has been incurred, the amount of the Eoss is
measured as the difference beétween the assets” carrying amount and the pxescm value of the esﬂmﬂtcd
future cash flows. The carrying amount of the asset is reduced through the use of an a]lcwance
account and the amount of Joss is char ged to the statement of comprehensive income. Interest income
continues to be recognized based on the orlgmal effective interest rate of the asset. Loans and
receivables, together with the associated aliowance account, are written: 'off when there is no realistic
prospect of future recovery and all collateral has been realized. If, in a subsequent period, the amoum
of the estimated impairment loss decreases because 0T an event occurring after the :mpaumem was
recognized, the previously recognized impairment loss is reversed, Any subsequent reversal of an
impairment loss is recognized in the statement of comprehensive income, to the extent lhai the
carrying value of the asset does not exceed its amortized cost at the 1evezsd1 date.

The present value of the estimated future -cash flows is discounted at; ‘the financial asset’s ongmal
effective interest rate. Time value is generally not considered when the effect of discounting is not
material. If a loan has a variable intetest rate, the discount rate for measuring any impairment loss is
the current effective interest rate, adjusted for the original credit risk premium. The calculation of the
present value of the estimated future cash flows of a collateralized {inancial asset reflects the cash
flows that may result from foreclosure lcn;s costs for obtaining and selling the collateral, whether or not
foreclosure is probable.

For the purpose of a cotlective evaluation of impairment, financial assets are grouped on the basis of
such credit risk characteristics as type of borrower, collateral type, past-due status and term. Future
cash flows in a group of financial assets that are collectively evaluated for impairment are cqum'm.d on
the basis of historical loss experience for assets with credit risk characteristics similar to those in the
group. Historical loss experience is adjusted on the basis of current observable data to refleét the
effects of current conditions that did not affect the period on which the historical loss experiznce is
bassd and te remove the effects of conditions in the historical period thatido not exist currently.

AIS financial assets

In case of equity investments classifi ed as AFS financial assets, nnpanmem indicators would include &
significant or prolonged decline in the fair value of the investments below its cost. Where fhere is
evidence of impairment, the cumulative loss — measured as the difference between the acquisition cost
and the current fair value, less any 1mp'n1ment loss on that financial asset Previously recognized i in the
statement of comprehensive income - is removed from the equity and 1ecogmzed in the statement of
comprehensive income. Impairment losses on equity investments are not reversed through the
statement of comprehensive income. Increases in fair value after impairment are recognized directly
in equity. i

In the case of debt instruments classified as AFS financial assets, impairinent is assessed based on the
same crieria as financial assets carried at amortized cost. Interest continues to be accrued a‘ the
original effective interest rate on the reduced carrying amount of the asset and is recorded as part of
“Investment income” in ihie statement of comprehensive income. If in subsequent year, the fair yalue
of a debt instrument increased and the increase can be objectively related to an event occmnng after
the i mpm‘ment loss was recognized in the statement of comprehensive income, the impairment 10ss is
reversed threugh the statement of comprehensive income.

Offsetiing Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the statement of
financial position if, and only if, there is a currently enforceable legal v ight to offsct the rccogmzcd
amounts and there is an interition to setile op a net basis, or to realize the asset and settle the liability

simultaneously.
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Inventories and Supplies : ;
Invenitories and supplies are initially measured at cost, Subsequcntly, stated at Lhc ]owe1
of cost and net realizable value (NRV). NRV for'raw materials is the! current réplacement cosf In
determining the NRV, the Company considers any adjustments necesszuy for obsolescence. Co';t is
determined using the first-in, first out (FIFO) metliod; cost includes direct materials and labor and a
proportion of manufacturing overhead costs based on actual goods processecl and produced.

When inventories and supphes are sold, the -carrying amount of those inventoriés is
recognized as an expense in the period in which the related revenue is recognized. :
Prepayments : ;
Prepayments, included wunder “Other cutrent assets® acdount in  the statemcnt
of financial position, are expenses paid in advance and recorded as asset before they are
wiilized,

This account comprises of advance paymem for taxes, rentals and othel prepaid ltems and crednable
withholding taxes. Prepaid items are apportioned over the period covewd by the payment;:and char ged
to the appropriate accounts in profit or loss when = incred.

i |
Creditable withholding taxes are deducted from income tax payable. Prepayments that are
expected to be realized for no more than 12 months after the balance sheet dare are
classified as current assets; otherwise, these are classified as other noncurrent assets.

Value Added Tax : . _

Input VAT is recognized when the Company purchases goods or services from a VAT registered
supplier or vendor. This account is offset against any output VAT previously recognized. Tnput (VAT
on capital goods exceeding P1 million and input VAT from purchases of goods-and services which
remain  unpaid at each reporting date are gsecognized as “Deferred  imput VAT

Property and Equipment
Property and equipment are carried at cost less accumulated deplccmtmn amortization! and

impairment losses.

\
The initial cost of an item of property and equipment includes its pmchase price and auy\ cost
altributable to  bringing the property and equipment tfo its intended location i and
warking condition. Cost aiso includes interest and other financing charges on borrowed J‘."unds
specificaliy used to finance the acquisition of property and eqmpment to the extent incurred during the

period of installation and construction.

Expenditures incurred after the property and equipment havc; been put into operation,
such as repairs and maintenance, are normally charged to income in the period when the
costs are incwred. In  situations where it can  be - Lleauly demonstrated  that! ths
expenditures have resulied in an increase in the future economic benefits expected Lo be
obtained from the use of an item of property, plant and equipment beyond its originally c.sqesscd
standard of performance, the sxpenditures are capitalized as additional costs of propcrty and
equipoient.

Subseqlient costs are capitalized as part of property and equipmcﬁt only when il is probable
that future cconomic bencfits associated with the item will flow to the .Company and the cost of the
e can be measured reliably. -

Assets under construction (AUC) are carried at cost and transferred to the related property and
equxpment account when the construction and the related activities necessary o prepare the property,
plant and equipment for their intended use are complete, and the property and eqmpment are ready for
service.
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Depreciation and amortization of property and c']mpment comniences once the property, and
equipmeni are available for use and computed using the straight-line method over the
estimated uselul lives (EUL) of the property and equipment. :

Vessels 25 )}ears

 Vesse] improvements 2-5 years |
Tools and equipment 3-5 years _ !
Service vehicles ' ' 5 yeais f
Furniture and ﬁxtures 3 yczus |

Leasehold improvements are amorhzed ovei the shorter of 1he1r EUL or the corlespoildmg
lease terms. :

The useful life and depreciation method are reviewed periodically to ensure that the per iod and mclhod
of depreciation are consistent with the expected pattern of economic benefits from 1tems of pldpel’i‘_‘y’
and equipment. |
!
The carrying values of the property and eqmpmem are rewewed for impairment when f~vents or
changes in the circumstances indicate that the carrying values may not be recoverable, \

Fully depreciated assets are retained in the accounts until they are no. !ongcr in use zmd no’ furthcr
depreciation and amortization are recognized in profit or loss.

An item of property and equipment is derccognized upon disposal or when no future econemic
benefits are expected from its use or disposal. Any gain or loss arising on derecognition of Lhciasscf
(calculated as the difference between the net disposal proceeds and the catrying amount of the assct) is
included in profit and loss in the period the asset is derecognized.

lmpairinent of Non-financial Assets .
The carrying amounts of property and equipment are reviewed for 1mpa1rmcnt when events or chang,es
in circumstances indicate that the carrying amount may not be recoverable, Trademarks and licenses
with indelinite useful lives are tested annually either individually or at the cash-generating unit level.
If any such indication exists, and if the carrying amount exceeds the estimated recoverable amount, the
assets or cash generating units are written down 1o estimated recoverable amounts. The recovérable
ammount of the asset is the greater of fair value less costs to sell and value in use. The fair value Jess
costs 1o sell is the amount obtainable from the sale of an asset in an arm’s Jength transaction between
knowledgeable, willing parties, less costs of disposal In assessing value in use, the estimated futule
cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessment of the time value of money and the risks specific to the asset. For an asset that does
not generate largely independent cash inflows, the recaverable amount is determined for (he jcash-
generating unit to which the asset belongs. Impairment losses of contim;ling operations are recognized
in profit or loss in (hose expense categories consistent with the function of the impaired asset, |

i
An assessment is made at each reporling date as to whether there is any indication that pi‘eViIOUS]y
recognized impairment losses may no longer exist or may have decreased. If such indication exists, the
recoverable amount is estimated. A previously recognized impairment loss is reversed only if theje has
been a change in the estimates used to determine the asset’s recoverable amount since the last
impairment loss was recognized. If that is the case, the carrying amount of the asset is mcteased to its
recoverable amount. That increased amount cannot exceed the carrying amount that would hfwc been
determined, net of depreciation and amortization, had no impairment loss been recogrized for the asset
in prior years. Such reversal is Lccog,nwed in profit or loss. After such a reversal, the deprccmtion and
amortjzation charge is adjusted in future periods to allocate the asset’s revised carrying amount, less

any residual value, on a systematic basis over its remaining useful life.
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Taxes

Current tax ’ D ‘ !
Current tax assets and Habilities for the current periods are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to compmé the
amount are those that are enacted at the financial position date.

I
Deferred tax ‘ |
Deferred income tax is provided using the balance sheet liability method on all temporary differences
at the statement of financial position date between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes. B :
i

Deferred income tax liabilities are recognized for all taxable temporary Hifferences. Deferred inc‘gome
tax assets are recognized for all deductible temporary differences, carry forward of unused tax c_rédits
from the excess of the minimum corporate income tax (MCIT) over the yegular corporate income tax
and unused net operating loss carryover (NOLCQ), to the extent that it is probable that taxabie profit
will be available against which the deductible temporary differences and carty forward of unused

MCIT and unuscd NOLCO can be utilized,

The carrying amount of deferred income tax assets is reviewed at each siatement of financial position
date and reduced to the extent that it is no longer probable that sufficient taxable profit will ba available
to allow all or part of the deferred income tax to be utilized. Unrecognized deferred tax assets are
reassessed at each statement of financial position and are recognized to the extent that it has become
probable that future taxable profit will allow the deferred tax asset to be recovered.

Deferred income tax assets and liabilitics are measured at the tax rale 1hat2 it is expected to apply toﬁ the
period when the asset is realized or seitled, based on tex rate (and tax laws) that has been enacted or

substantively enacted at the balance sheet date.

Deferred tax assets and deferred tax liabilities are offset, if a fegally enforceable right exists to set off
current tax assets against current tax liabilities and the deferred taxes relate to the same taxable entit}f; and
the same taxation authority. Lo

!
Provisions ‘ S ‘ w
Provisions ate recognized when: (a) the Company has a present obligation (legal or constructive) as a
result of a past event; (b) it is probable (i.e., more likely than not) that an outflow of resources embodying
cconomic benefits will be required to settle the obligation; and () a reliable estimate can be made of the
amount of the obligation. Provisions are reviewed at each f{inancial position date and adjusted to reflect
the current best estimate. If the effect of the time value of money is material, provisions are determined
by discounting the expected future cash flows at a pre-tax rafe that refiects current market assessment of
the time value of money and, where appropriate, the risks specific to the iability. Where discounting is
used, the increase in the provision due to the passage of time is recognized as interest expense in: the
stalement of comprehensive income., Where the Company expects a provision to be reimbursed, the
reimbursement is recognized as a separate asset but only when the reimbursement is probable.

Equity
Share capital is determined using the nominal value of shares that have been-issued.

Retained includes all current and prior period results as reported in the statement of comprehensive
income. ' :
Other comprehensive incomé (OCI) are items of income and expense that are not recognized in the
profit or loss for the year in accordance with PFRS.

Dividend Distributions

Cash dividends on conumon shares are vecognized as a liability and deducted from equily when
approved by the respective BOD of the Company. Stock dividends are treated. as transfers ﬁ'f)m
retained earnings to capital stock. Dividends Tor the year that are approved after the end of reporting
period are dealt with as a non-adjusting event after the end of reporting period.
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Revenues

Revenue is recognized to the extent that it is probable that the economic benefits will ﬂow 10 the
Company and the revenue can be measuied reliably. Revenue is measured at the’ fair value of the
consideration received, excluding discourds, rebates and other sales taxes or duty. The foll&wmg
specific recognition criteria must also be met before revenue is 1ecogn1zed

Revenue from passenger ticket and freight services is recognized as mcome when carnage is prowdcd

Revenue from services incidental io the tr ansportat:on of passengers and cargo are recognized when

transactions are carried out. . i
3 |

Rental income is recognized in the statement of comprehensive i mcome when earned in accmdance

with the term of the lease agreement and on a straight-line basis over the term of the [ease.

Interest income is recognized when it is determined that such income will accrue to the Company

taking into account the effective yield on the asset and is presented g1oss of applicable tax W1ti1held by

the banks.

The Company assesses its revenuc arrangements against specific cr xteua in order to determine 1f it is
acting as ptincipal or agent. The Company concluded that it is acting as a punc:pa] in all of its revemte
arrangements. :

Costs and Expenses

Expenses are recognized when it is probable that decrease in future econo:mc benefits 1eldted to
decrease in an asset or an increase in liability has occurred and the decréase in economic benefits can
be measured reliably. Expenses that arise in the course of ordinar y 1egu’1a= activities of the Company
include, among others, the operating expenses on the Company’s operation.

General and administraiive expenses constitute cost of administeri mg the busmess These are
recognized as expenses when it-is probable that a decicase in future gconomic benefit relatedflo a
decrease in an asset or an increase in a lability has occurred and the decrease in economic beneﬁts can
be measured refiably. ;
Retirement Benefils

The net defined benefil liability or asset is the aggregate of the present value of the defined bencfit
obligation at the end of the reporting period reduced by the fair value of plan assets (if any), adJusted
for any effect of limiting a net defined benefit asset to the asset ceiling. The asset ceiling is the plesent
value of any economic benefits available in the form of refunds from the plan or reductions in futurc
contributions to the plan.

The cost of providing benefits under the defined benefit plans is actuarially determined using the
projected unit credit method. Defined benefit costs comprise service icost, net interest on the net
defined benefit liability or asset and remeasurements of net defined benefit lability or asset.

Service costs which include current service costs, past service costs and gains or losses on nou-roﬁrtinc
settlements are recognized as expense in profit or loss. Past service costs are recognized when pian
amendment or curtailment occurs. These amounts are calculated pe:uodlca!ly by independent qualified
actuaries.

Net interest on the net defined benefit liability or asset is the change during the period in the net
defined benefit liability or asset that arises from the passage of time which is determined by applying
the discount rate based on government bonds to the net defined benefit liability or asset. Net intérest
on the net defined benefit liability or asset is recognized as expense or income in profit or Joss.

Remeasurements comprising actuarial gains and losses, return on plan asscts and any change in the
effect of the asset ceiling {excluding net interest on defined benefit lability) aie 1ecogmzed
immediately in OCl in the period inn which they arise, Remeasuremnents are not reclassified to profit or

loss in subsequem periods.
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Plan assets are assets that are held by a long-tetm employee benefit fund. Plan assets are not available
to the creditors of the Company, nor can they be paid directly to the Company., Fair value of plan
assets is based ori marlet price information. When no market price is available, the fair value of plan
assels is estimated by discounting expected future cash flows using a discount rate that reflects both
the risk associated with the plan assets and the maturity or expected disposal date of those assets (cr, if
they have no maturity, the expected period until the settlement of the related obligations). If the fair
value of the plan assets is higher than the present value of the defined benefit ‘obligatiori, the
measurement of the resulting defined benefit asset is limited 1o the present value of economic henefits
available in the form of refunds from the plan or reductions in future contributions to the plan.

Borrowing Costs

Borrowing costs are generally expensed as incurred. Interest and other finance costs incurred during
the construction period on borréwings used io finance property development are capilalized to the
appropriate asset accounts.

The capitalization of borrowing costs commencés when the activities to prepare the asset are in-
progress and expenditures and boirowing cost are being incurred. - ‘The capitalization of these
borrowings costs ceases when substantially all activities necessary to prepare the asset for sale or its
intended use are complete, If the carrying amount of the asset exceeds its recoverable amount, an
impairment loss is recorded.

Leases

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

a)} There is a change in contracival terims, other than a renewal or extension of the arrangement;

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

c¢) There is a change in the determination of whethér fulfillment is dependent on a specified asset; or

dy There is a substaniial change to the asset.

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

Company as a lessee ) -

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are
classificd as operating leases. Operating lease payments are recognized as an expense in the statement
of comprehensive income on a straight-line - basis over the lease term. Indirect costs incuired in
negotiating an operating lease are added to the carrying value of the leased asset and recognized over
the lease term on the same bases as the lease income. Minimum lease payments are recognized on a
straight-line basis while the variable rent is recognized as an expense based on the terms of the leased
contract.

Foreign Currency-denominated Transactions .

Transactions in foreign currenicies are initially recorded in the functional currency rate at the date of
the transaction. Monetary assets and liabilities denominated in foreign currencies are restated at the
functional currency rate of exchange as at reporting date. Non-monetary items denominated in foreign
currency are translated using the exchange rates as at the date of initial recognition. All'differences are

recognized in profit or loss.
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Eamings per Share (EPS) _

Basic EPS is computed by dividing net income for the year attributable to equity holders of the
Conpany by the weighted average number of common shares outstanding during the year, excluding
capital stock purchased by the Company and treated as treasury shares after giving retroactive effect to
stock dividends declared and stock rights exercised during the year, if any.

Diluted EPS amounts are calculated by dividing net income by the weighted average number of
ordinary shares outstanding during the year plus the weighted average number ‘of ordinary shares
outstanding that would be issued on the conversion of all the dilutive potential ordinary shares into
ordinary shares.

Related Party Relationships and Transactions

Parties are cansidered 10 be related if one party has the ability, directly or indirectly to control the
other party or exercise significant influence aver the other paity in making financial and operating
decisions. Parties are also considered to be related if they are subject to common control or common
significant influence. Related parties may be individuals or corporate entities. Transactions between
related parties are based on terms similar to those offered to non-related parties. .

Contingencies
Contingent liabilities are not recognized in the financial statements. These are disclosed unless the

possibility of an cutflow of resources embodyfng cconomic benefits is remote. Contingent assets are
not recognized in the financial statements but are disclosed when an inflow of economic benefits is
probable.

Events Afier the Date of Financial Position

Post year-end events that provide additional information about the Company’s position at the financial
position date (adjusting events) are reflected in the parent financial statements. Post year-end events
that are not adjusting events, if any, are disclosed in the notes to the parent financial statements, when
material.’

Management’s Use of Significant Judgments, Accounting Estimates and Assumptions

The preparation of the financial statements.in accordance with PFRS requires the Company to make
estimates and assumptions that affect the reported amounts of assets, Habilities, income and expenses
and disclosure of contingent assets and contingent labilities. Future events may occur which will
cause the assumptions used in arriving at the estimates to change. The effects of any change in
estimates are reflected in the financial slatements as they become reasonably determinable Estimates
and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

Judgments

In the process of applying the Company’s accounting poticies, management has made the following
judgments, apart from those involving estimations, which have the most significant effects on amounts
recognized in the financial statements: '

Classification of financial instruments

The Company exercises judgment in classifying financial instruments in accordance with PAS 39. The
Company classifies a financial instrument, or its components, on initial recognition as a financial asset,
a financial liability or ar equity instrument in accordance with the substance of the comtractual
arrangement and the definitions of a financial asset, a financial liability or an equity instrument. The
substance of a financial instrument, rather than its legal form, governs its classification in the

Company’s statements of financial position.

Determination of bype of lease - operating lease

The Company has lease agreements in respect of its warehouse facility. The Company evaluates
whether significant risks and rewards of ownership of the lsased properties retained by_th.e_ lessor
(operating lease). The Company has determined, based on an evaluation of the terms and conditions of
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the arrangements, that all significant risk and rewards of ownership over the leased properties are
retained by the lessor. The leases are, therefore, accounted for as operating leases,

Total rental expense arising from operating leases amounted to P4,227,531 and P3,387,398 in 2016
and 2015, respectively (see Note 23). . ¥
Contingencies , =
The Company is currently involved in legal proceedings. The estimate of the probable cost for the
resolution of claims has been developed in consultation with the aid of the outside legal counsel
handling the Campany’s defense in this matter and is based upon an analysis of potential results. It is
probable, however, that future results of operations could be materially affected by changes in the
estimates or in the effectiveness of the strategjes relating to this proceeding (Note 24). '

Estimates and Assumptions b ,
The key assumptions concerning the future and other key sources of estimation uncertainties at the end
of 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 are as follows: :

Measurement of NRV of inveniories : . i

The Company’s estimates of the NRV of inventories are based on the most reliable evidence available
at the time the estimates are made, of the amount that the inventories arc expected to be realized.
These estimates consider the fluctuations of price or cost directly relating 1o events occurring aftej the
end of the period to the extent that such events confirm conditions existing at the end of the period. A
new assessinent is made of NRV in each subsequent period. When the circumstances that previously
caused inventories to be wrilten down below cost no longer exist or when there is a clear evidence of
an increase in NRV because of change in economic circumstances, the amount of the write-down is
reversed 50 that the new carrying amount is the lower of the cost and the revised NRV. '

The Company’s inventories carried at cost as at December 31, 2016 and 2015 amounted to P7,752;760
and P8,422 444, respectively (see Note 7).

Impairment of loans and receivables 5
The Company evaluates the possibility of losses that may arise out of the non-collection of receivables
based on a certain percentage of the outstanding balance of receivable and on an evaluation of the
current status of the receivable account.

The amount and timing of recorded expenses for any period would differ if the Company made
different judgments or utilized different estimates. An increase in the allowance for impairment losses
on receivables would increase recorded operating expenses and decrease current assets. :

There is no provision for impairment losses on trade receivables. As at December 31, 2016 and 2(:]15,
the gross carrying amounts of receivables amounted 10 P371,002,731 and P431,014.405, respectively
(Note 6). ' .

Estimation of useful lives of property, plant and equipment -
The Company reviews amnually the estimated useful lives of property and equipment based oni the
period over which the assets are expected to be available for use and are updated if expectations differ
Trom previous estimates due to physical wear and tear, technical or commercial obsolescence, and
legal or other limits on the use of the property and equipment. It is possible that future resulis of
operations could be materially affected by changes in these estimates brought about by changes in the
factors mentioned.

The related balances follow (see Note 9): -

2016 2015
Cost ' P 2,118,637,098 P 883,121,794
Accumulated depreciation and amortization o 394,950,556 394,992,601

Depreciation and amortization 94,933,799 67,608,327
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5. Cash
This account consists of:
: _ 2016 2015
Cash on hand and revolving funds B : P 1121900 p 1,121,900
Cash in banks _ , _ 26,750,762 - | 4824006
' P 27,872,662 P 5,945.906
Cash in banks earn intqrest at the prevailing bank deposit ratesflnteres_‘t income earned from cash in
banks amounted to P763,729 and P371,722 in 2016 and 201 5, respectively. :
6. Receivables
This account consists of:
2016 2015
Trade _ P 1,398,569 P 1,207,064
Advances to related partics {Mote 16} 31,613,955 31,970,185
Advances to suppliers 319,431,566 385,400,432
Advances to officers and employees ' 4,861,551 2,173,393
Non-tradé receivables : 13,697,090 10,263,331
' B 371,002,731 P 431,014,405
Trade receivables are nop-interest bearing and are generally colectible in the short-term. The
receivables are carried at cost,
Advances to suppliers consist mainly of installment paymenis to shipbuilders for new vessels. Tt also
includes advances made for the purchase of various vessel parts, service maintenance for regular
maintenance and restoration c¢osts of the vessels. Advances for regular mainténance are recouped from
progress billings which ocecurs within one year fiom the date the advances arose, whereas, advance
payment for restoration costs is recouped when the expenses for restoration of vessels have been
incurred. The advances are unseeured and noninterest-bearing ‘ '
Advances to officers and employees represent personal cash advanc;es made by employees' and
unliquidated cash advance for materiais and supplies withdrawals which will be deducted from their
salaries. :
Nozn-trade receivables pertain to the amounts due from various third parties for (ransactions, not
directly related to Company’s nofinal course of business.
The Company evaluaies the possibility of Josses that may arise out of 1lle'fnt)_!1—collection of receivables
based on a certain percentage of the cutstanding balance of receivables and on an evaluation of the
current status of the account. ‘However, as at December 31, 2016 and 2015, no allowance for
impairment losses was provided for as the. management believes that the receivables accounts are
deemed fully collectible.
7. Inventories

The account consists of materials, =fuf:[s, lubes and oil. As at December 3k, 2016 and 2013, inventories
amounted to P7,752,760 and 18,422,444, respectively. ‘



STARLITE FERRIES, INC,
Notes to Financial Statements — December 31, 2016

8. Other Current Assets

This account consists of:

2016 2015

Prepaid expenses P 5,668,070 P 2,483,510
Input VAT 10,922,984 6,665,258
P 16,598,054 P 9,148,768

Prepaid expenses consist of taxes, rentals and supplies.

input VAT is applied against output VAT. The remaining balance is recoverable in-future periods.

9. Property, Plant and Tquipment

The 1'oll—forwal'cl analysis of this account as at December 31, 2016:

. Vesscl
Fmprovements  NMachinesies amt

Leaselold

Software and Office and

Fuinidure and Communicatipn -

Iinprovements

Machineries and

Lensehold

Furiture and  Communication

Yessel  aod Bquipmeni  Scrvice Vehicle  Inproavements Fixtures Equipment - Total

Cost
At danuary 1, 2016 P 560,600,905 P 242903382 p 1174467 P 43,555,664 P 14,880,696 P 4,006,680 P 383,121,794
Addditions 1,294,484,643 30,210,776 913,025 12,135,062 4,324,507 5,105,671 1,345,178,684
Disposal (43,136,650)  (46,739,065) (75,103} (17,582,780) (1,921,855) (207,926): (109,663,379
At December 31, 2016 1,511,948,893 726,375,093 13,007,389 38,107,844 17,283,348 6,904,425 7,118,637,600
Accumulared (epreciation

and mnertizlion
Al Jarnary [, 2016 94,403,086 228,757,960 13,984, 140 45,587,154 13,315,960 1,936,111 304,9%2,601
Depreciation and amortization 61,749,326 20,934,558 1,120,354 8,004,683 1,333,175 891,702 14,033,198
Weite-off 10,650,040 2,950,053 43 766,262 134,565 155,872 14,687,535
Disposal (13,13G,650) - (46,739,065) 75,1037 (17,562,780} (1,921,855) (207,926)  {10%,663,37%
At Beeember 51, 2016 123,695,302 205,903,506 15,034 434 33,676,149 12,864 845 3,176,811 394,950,555
Cn rrying Amounis
Ar Decgmbier 31 P 1,688,253,096 T 20471587 P 2,982,956 P 4,431,197 P 4,418,503 B 3,123,606 P 1,723,686,344
The roli-forward analysis of this account as at December 31, 2015:

Vessel Software and - Office and

Vessel and Equipment  Sepvice Vehicle  Improvements Fixiures Equipment Total
Cosl . -
AtJamiary 1,2015° P 206,683,778 P 237817723 P 16973,352 P 39578,808 PP 14473395 P 3320460 T 538,847,606
Addzlions 372,290,684 6,905,730 291,596 3,976,706 8?_38,449 808,866 385,112,491
Disposal (18,373,557)  (21,.830,071) {90,881} - {431,148) {122,645) {40,838,303)
At December 31, 2015 560,600,905 242,903,382 17,174,467 43,555,664 14,880,696 4,006,680 843,121,794
Accumulated depreciation

and amortizlion

At January 1, 2015 102,087,745 1 209,161,674 12,907,654 27,826,498 . 12,771,319 2,691,055 367,445,945
Depreciation and amortization 10,131,680 41,233,213 1,172,367 13,760,786 942 683 367,598 67,608,327
Disposal (17,816,339} (21,636,927) C(90,881) - (395,042) (122,432) (40,061,671}
At December 31, 20135 94,403,086 228,757,960 13.989.140 41,587,284 13,318,960 2,936,171 304,902 601
Catrying Amounts .
At December 31, 2015 P 466,197,819 P 141454322 3,185327 P 1,968,380 ¢ 1,561,736 P 1070509 P 488,129,191
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1.

Depreciation expense is charged 1o:

2016 12015
Cost of services (see Note 19) r 93,967,202 P 66,903,248
Operating expenses (see Note 203 966,596 70@,0’?9

o ) P 94,933,798 P 67,608,327

On December 26, 2016, one of the Company’s. vessels was devastated by the typhoon “Nina”. The
Company recognized loss from the said typhoon amounting to P14,687,535, which represents the net
book value of the vessel destroyed by the typhoon as of that date.

Invesiment Properties

This account consists of Jand held for capital appreciation. Details of this account are as follows:

2016 ﬁOIS

Land | | P 10,540,471 P 10,540,471
Land improvements 2,077,679 2.077.679
r 32,618,150 P 12,618,150

Ivicasurement of Iair Value .

The fair vaive of investment property was determined by external, independent property vajuers,
having appropriate recognized professionat qualifications and recent experience in the location and
category of the property bemg valued. :

The fair value measurement for investment property of P66,734,000 has been categorized at a Lével 3

fair value based on the inputs to the valuation technique used,

Valuation technigue and significant unobservable inputs :
The following table shows the valuation technique used in measuring the fair value of investment
property, as well as the significant unobservable inputs used.

Inier-relationship between
Significant unobservable  key unobservable inputs and
Yaluation Technigues inputs fair value measurement

Market Data Approach

Fair value is determined based | Asking price per The higher the price pér squa?‘e
on the sales and listings square meter meter, the higher the fair vahie.
and other market data of {(P135,000 - P138,000) )

comparable property registered

within the vicinity. The value of }
land was determined using this ‘»
approach. '
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11. Other Noncurrent Assets

iz,

13.

This account consists of:

2016 2015
Other investinent ¥ 8,206,211 P 8,074,158
Security and other deposits 1,227,955 706,562
Prepaid development cost - 19,220,393
e 5,434,166 P 28,001,113

Other.investment pertains to investment in insurance secutity fund.

Secwity and other deposits include security deposits provided to lessors and maintenance providers
and other refundable depasits.

Prepaid development cost represents the cost of improving the vessel and other related cost which are
to be amortized for the next financial position date, '
Accounts Payable and Other Liabilities

This account consists of:

2016 20i5

Accounts payable P 70,716,034 P 77,633,964
Others . 78,852,185 30,961,788

P 149,568,219 P 108,595,752

Accounts payable consist mostly of payables related 1o the purchase of inventories, are noninterest-
bearing and are normally settled on a 60-day term. These inventories are necessary ior the daily
operations and maintenance of the vessels, which include fuel, expendables parts, equipment and
supplies. It also includes other nontrade payables.

Other payables are noninterest-bearing and have an average term of one year. This account includes
commission’s payable, refunds payable and other tax liabilities such as withholding taxes and output
VAT.

Loans Payable

Loans payable pertain to the loans obtained by the Company {rom local banks payable in three (3) to
fifteen (15) years on principal amortization and interest rates are based on T-bills plus spread. - The
proceeds of the loans were used to finance brand new, made to order RoRo type passenger ferry ship
and for capital expenditures. :

Long term loans mature until 2030 and bear interest rates ranging from 6.60%-7.50%. As at December
31,2016 and 2015, loans payable amounted to P1,674,218,510 and P558,945,680, respeclively.

These loans are covered by the respective borrower’s existing credit lines with the banks and are not
subject to any significant covenants and warranties.

Total interest expense rccognizéd in the statement of comprehensive income-amounted to P53,176,782
and 11,261,986 in 2016 and 2015, respectively.
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4. Other Noncurrent Liabililies

This account consists of nontrade payables and other accrual of expenses in the ordinary course of
business which are payable after the reporting date. These payables are non-interest bearing.

15, Share'(fap,iml

As at December 31, 2016 and 2015, the Company has an authorized capital stock of 800,000 common
shares with a par value of P100 per share, of which 800,000 shares were issued and outstanding in
2016 and 2015. ’

16, Related Party Transactions

The Company’s related parties include:

o Key management personnel, close family members of key management personne! and entities
which are controlled, significantly influenced by or for which significant voting power is held by
key management personnel or their close family members; and

o Affiliates and other related parties,

The amounts and balances arising. from the foregoing significant related party transactions of the
Company are as follows:

2016
Amount/ Ounisanding Balances
Yolume Reeccivable Payable Terms Conditions

Tntitics andny
common control

Advanees ¥ 1,450,084 P 31,613,955 P10,743,478 MNon-intercst bearing; Unsecured;
' settled on a net basis; snimoprired
io be scottied in cash
ey management
personnel

Advances 21,081,481 177,397,702 - MNou-inievest bearing: Unsecured;
setiled on a net basis; unbmpaired
to be scttled in cash

P22,551,565 P 202,511,657 P10,743,478

2015
Arhount/ Outsanding Balances
Volume Receivable - Payable Terms Conditions

Entities under
common control

Advances T (6,966,979 P 31,970,185 P 8,937,164 WNobp-interest bearing {Unsecured;
sertied.on anet basis; no impairment
to be settied in cash
Key management
personuel

Advances 26,500,000 156,816,221 - Non-interest bearing; Unsecured;
seltled on a net basis; no impaitment
to be settled in cash

P19,533,021 P 188,786,406 P 8,937,164
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17.

Compensation of Key Management Personnel

The Company’s executive officers receive a fixed basic salary on a monthly basis. The compc.n‘satlon
of the Company’s key management personnel ingluded under “salaries and other benefits” in operating
expenses amounted to P1,259,236 and F2,327,396 in 2016 and 2015, respectively.

Retirement Liability

The Company has an unfunded, non-contributory defined benefit retirement. plan which covers
substantially all of its regular employees. The benefits are based on vears of service and compensation
on the last year of employment. Under the Plan, the normal retirement age is 60 or after completion of at
least 25 years of coutinuous service but a participaiit may opt to retire afler completion of ten (10) years of
continuous service to the Company. Retirement benefit for both normal and early retirement is equivalent
to one-month average basic salary for eacly year of service rendered. The Jatest actuarial valuation was
made on December 31, 2015,

Under the existing regulatory framework, Republic Act 7641 requires a provision for retirement pay to
qualified private sector employees in the absence of any retirement plan in the entity, provided
however that the employee’s retirement benefits under any collective bargaining and other agreements
shall not be less than those provided under the Jaw. The law does not require minimum funding iof the
plan.

The components of tetirement expense included under salaries and other henefits in operating
expenses are as follows:

2010 2015
Current service cost ¥ 929,993 P : 936;,904
MNet interest cost _ 405,724 t 353418
: P 1,335,717 P 1,290,322
Liability recognized in the statement of financial positicn:
2016 ) . 2015
Present value of benefit obligation ‘ P 9,683,945 P 8,345?_,2-28
Fair value of plan assets - -
Retirement benefit obligation P 9,683,945 . P 8,348,222&
The changes in the present value of defined benefit obligation are as follow:
2016 2015
Balance at beginning of year _ _ r 8,348,228 P 7,959,863
Current service cost 929,993 936,904
Net interest cost - 405,724 353,418
Benefits paid ' - {(460,743)
Actuarial loss/{gain) due to:
Experience adjustments ‘ - o {96,108)
Change in demographic assumptions : - -
Changes in financial assumptions _ - (345,106)

Balance at end of year : _ g 9,683,945 1 8,348,228
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The movement in the net liability recognized in the statement of financial position is as follow:

“ . 2016 2015
Balanice at beginning of year r 3,348,228 P ¢ 7,959,863
Tutal retirement expense . : 1,335,717 1,290,5322
Total amount recognized in OCI - (441,214
Benefits paid L _ - (460,743)
Balance at end of year _ ' ' P 9,683,945 P . 8,348,228
Shown below is the maturity profile of the undiscounted benefit payments:
Benefit
Plan Y-ear ' : payments
Less than 1 year ' r 2,315,627
More than 1 year to 5 years C 5,242,401
More than 3 years to 10 years 10,484:802
More.than 10 year to 15 years 18,872,644
More than 15 year to 20 years ’ ’ i 20,541,859
More than 29 years 41,447.207

The assumptions used to determine retirement benefits of the Company are as follows:

2016 : 3015

Discount rate 4.86% 4.86%
Salary increase rate 10.00% X 10.00%,

The assumptions regarding future mortality rates are based on the 1994 Group Annuity Mortality ,
Table developed by the Society of Actuaries, which provides separate rate for males and females.

In 2016 and 2015, Company applied a single weighted average discount rate that reflects the estimated
timing and amount of benefit payments. : ‘

There were no changes from the previous period in the methods and assumptions used in preparing
sensitivity analysis. ‘ :

The sensitivity analysis below has been determined based on reasonably possible changes of cach
significant assumption on the defined benefit obligation, assuming if all other assumptions were heid
constant:

Inecrease/decrease Tncrease/decrease

Description - in basis points Defined Benefit Obligation
Discount rates +1.00% (P718,859)
: -1.00% - 910,926

Salary increase ratc +1.00% - B37,629
-1.00%  {677,681)

Turnover rate +1.00% v 573,756
-1.00% ) (573,756)

The average duration of the defined benefit obligation at the end of the repotting period is 12.4 years.
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i8. Revenues

This account consists of:
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2016 2015
Passage P 221,807,879 161,117,586
Freight 315,936,871 229,001,918
Charter 5,697,017 -
P 546,441,767 390,119,504
19. Cost of Services
This account consists oft
2016 2015
Fuel and oil _ P 174,550,785 141,354,276
Depreciation and amortization (Note %) 93,967,202 66,905‘,248
Other services _ 41,268,729 3,908,532
Salarics and other benclits 27,242,391 25,859,635
Insurance 25,244,157 4,488,377
Materials and supplies 20,172,576 18,387,983
Berthing fees 17,479,881 8,043,583
Utilities 6,399,372 3,959,477
Taxes and licenses 5,400,293 1,798,085
Charter fees (Note 16) 4,814,516 0,811,718
Repairs and maintenance 4,182,736 19,562,526
Security services §,411,862 2,986,321
Rental (Note 24) 135,606 168,715
Others - 916,671 209,751
r 423,192,765 304,444,227
20, Operating Expenses
This account consists of:
2015 ‘ 2015
Salaries and other benefits {(Notes 16 and 17} P 20,910,036 23,922,451
Professicual fees and other services 13,458,578 7.320,568
Security services 4,561,033 3,597,863
Rentais (Note 24) 4,091,931 3,218,683
Materials and supplies 2,485,794 1,855,977
Transportation and travel 2,404,646 1,707,925
Utitities _ 1,538,184 1,126,506
Freight and handling 1,261,149 -
Depreciation and amortization (MNote 9) 966,597 703,078
Representation 874,997 822,000
Fuel and oil 659,192 TI8,750
Taxes and licenses - 648,017 4,077,748
Repairs and maintenaice 307,837 322,506
Trainings and seminars 35,001 1,313,606
Othess %,390,765 1,435,493
T 56,533,757 P 52,203,155
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21, Tncome Taxcs

This account consists of®

2016 12015

Current r - P 14,206,010
Deferred _ , (400,715) (248,874)
P (400,715) P 13,957,136

Reconciliation of statutory income tax rate to the effective income tax rate Tollows:

) 2016 2015
Statutory income tax r 3,484,097 P 14,068,652
Income subject to lower tax rates (228,819) (111,516)
Income exempt from tax (12,767,099) -
Tax effect of timing difference ) 400,715 248,874
NOLCO 2,111,106 -
P - P 14,206,010

The components of the Company’s deferred income tax assets are as follows:
pany

. ] 2016 2015
Unfunded retirement liability r 2,905,184 P 2,504,469
MCIT 293,379 -
i 3,198,563 P 2,504,469
The movement of the deferred income tax asset on unfunded relirement liability is as follows:
2016
Balance :
at beginuing Cluarged to Charged 1o Halance
of year income cauity ab end o) yeur
Unfunded retirement finlility Id 2,504,469 P 400,745 P - P 2,905,184
2015
Bajance
at beginning )
of year Charged to Charged to Balance
{’/1".'-' resicted) income equity at end of year
Unfunded retiremnent liability P 2,187,950 P 248,874 P (132,364) P 2,504,469
32, Xarnings Per Share (EPS)
Computation of basic and diluted EPS is shown below:
| 2016 2015
Net income ' pig 12,014,372 P 32,938,372
Divided by weighted average number of shares 500,000 800,000
| P . 1502 P 4117

The Company does not have diluted potential coramon shares as at December 31, 2016 and 2015.
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23. Finaneial Risk Management Objectives and Policies

The principal -financial instruments of the Company comprise of cash and cash equivalents, notes
payable, acceptances payable, and amounts owed to affiliates. The main purpose of these financial
instruments is to raise fund for the Company’s operations. The Company has various other financial
assets and liabilities such as trade rcceivables and trade payables, which arisc directly from its
operations. '

The main risks arising from the Company’s financial instruments arc foreign currency market risk,
liquidity risk, interest rate risk and credit risk. The BOD reviews and approves poiicies for managing
sach of these risks and they are summarized below, together with the related risk management
shructure,

The Company’s overall risk management program focus on the unpredictability of financial markets
and scek to minimize potential adverse effects on the Company’s financial performance.

Credit Risk :

To manage credit risk, the Company trades only with recognized and credit-worthy customess. it is the
Company’s policy that ali customers who wish to irade on credit terms are subject 1o credit verification
process with emphasis on their capacity, character and willingness to pay. Each customer, whether
corporate or otherwise, has an approved maximum credit limit. These limits are reviewed regularly by
the Treasury Department. Trade receivable balance is monitored on an ongoing basis with the result
that the Company’s exposure ic bad debts is not significant. The maximum exposure of irade
receivables is equal 1o ils carrying amount.

With respect to credit risk arising from other financial assets of the Company, which consist of cash
with banks and refundable deposits, the Company’s exposure to credit risk arises from default of the
counter party, with a maximum exposure equal to the carrying amount of these instruments wefore
taking into account aiy collateral and other credit enhancements.

The maximum credit risk exposure of the Company’s financial assets, which is equal to the carrving
amounts in the statement of financial position, is shown below:

2016 2015

Cash in banks P 76,750,762 P 4,824 006

Receivables : 371,002,731 431,014,405
Other noncurrent assets )

Security and other deposits 1,227,955 ' 706,562

P 308,981,448 P 436,544,973

There are no collaterals held as security or other credit enhancements attached to the Compaiy’s
financial assets.

The table below shows the credit quality by class of firancial assets as of December 31, 2016 and
2015.

2616
Neither Past Due Nor Impaircd
High Standard Sabstandard Past Due But
C Grade Grade Grade Not Impaired Fotal
Loans and Receivabls

Cast in banks r 26,750,762 P - r - r - r 26,750,762
Receivables 371,002,731 - - w 371,002,731

Othernuncurrent assets .
Sccurity and pther deposits - 1,227,955 - e 1,227,935

I 397,753,493 P 1,227,955 P - 4 - P 398,981448
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26,

Ay
A

-

2016 20135

Carrying Carrying :
Yalue Fair Vaiue Value Fair Value

Financial Assets:
Loans and receivables
Cash in banks - P 26,750,762 p 26,750,762 P . 1,824,006 r 4,824,006
Receivables 371,002,731 371,402,731 431,014,405 431,014,405
Other notcurrent assats

Secusity and other deposits _ 13227955 %,227,955 706,562 706,562

¥ 393,981,448 P 398,981,448 P 436,544,973 P 436,544,973

Finaneinl Liabilities:
Other financial liabilities
Acconts payable and ather habilitics

Accounis payable big 70,716,034 P 70,716,034 P 77,633,964 p 77,633,964
Others 73155,173 73,155,173 26,137,329 20,137 129
Leans payable inctuding corrent portion . L,074,2§8,510 1,674,218,510 558,945,680 558,945,680
Other noneirrent tiabilities 34,823,049 34,823,049 34,823,049 34,823,049

P 1,852,912,766 P 1,852,%12,766 D 697,540,022 P 697540022

The following discussions are methods and assumptions ased to estimate the fair value of each class of
Tinancial instrument for which it is Ppracticable to estimate such value.

The fair values of cash in banks, recejvables, and accounts payable and other liabilities are
approximately equal to their carrying amounts considering the shori-term maturities of these financial
instruments, '

For noncurrent liabilities the fair value is based on the discounted values of future cash flows using the
applicable zero coupon rates.

For variable rate financial instruments that repiice every three months (i.e. notes payable), the carrying
valtie approximates the fair value because of recent and regular repricing based on current marlket
rates.

Fair Value Measurement Hierarchy - - ‘
As at December 31, 2016 and 2015, the Company has no financial instruments measured at fair value,

Events After The Reporting Date

Increase in Authorize Capital

On February 6, 2017, the Securities and Exchange Commission (SEC) approved theiincrease in
authorized capital of the Company from P80 miilion divided into 800,000 shares to P500 millien
divided into 5,000,000 shares. '

Supplementary Information Required Under Revenue Reguiation 15-2010 of the Burean of
loternal Revenue

In addition to the disclosures mandated under PFRS and such other standards as maybe adopted, the
taxpayer is now required 1o include as parts of ils Notes to the Audited Financial Statements, which
will be attached to the Income Tax Returmn, certain supplementary information for the {axable yaar.
Below is the additional information required by the BIR under RR No. 15-2010. This information is
presented for the purposes of filing with the BIR and is nol a required part of the basic financin?
statement,



‘ STARLATE FERRIES, INC.
Notes to Financial Statements — December32, 2016

Qutput VAT

The Company’s output VAT declared for the year is a5 follows:

2016
Amount 12% VAT
Service revenues ' r 335,102,723 p 64,212,327
Input VAT . .
Input VAT claimed in the Company’s VAT returhs for 2015 are as follow:
Parchascs Taput VAT
Beginning Input tax r D 729,286
Current purchases P 332,785,943 i 39,934,313
Applications during the year 5 27,650,298)
Ending Inp:t {ax ) P 332,785,943 P 3,013,301

Withholding taxes
Details of the Company’s withholding taxes paid or accrued during the year arc as follows:

Paid Accrued Total
Compensation r 2,060,238 P 62,023 P 2,122,361
Expanded 3,852,287 3,738,207 7,590,494
Total P 7,912,525 P 1,800,230 ¢ 9,732,755 _

Taxes and Licenses

Other taxes  paid  during  the year . recognized  lmnder
“Taxes and licenses” account under Operating Expenses

Taxes and Licenses & 6,054,300 _

Information on amounts for excise taxes is not applicable since there are no transactions that ihe
Company would be subject to these taxes. ‘

As at December 31, 2016, the Company had not received any final tax assessment from the Bureau of
Internal Revenue and is not currently involved in any tax case,




