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PART 1 BUSINESS AND GENERAL INFORMATION

ITEM 1 BUSINESS

Cirtek Holdings Philippines Corporation (CHCP or the Company) through its subsidiaries, Cirtek Electronics
Corporation (CEC) and Cirtek Electronics International Corporation (CEIC), (collectively the Cirtek Group),
is primarily engaged in two major activities: (1) the manufacture and sales of semiconductor packages as
an independent subcontractor for outsourced semiconductor assembly, test and packaging services, and
(2) the manufacture of value-added, highly integrated technology products. CEC provides turnkey
solutions that include package design and development, wafer probing, wafer back grinding, assembly
and packaging, final testing of semiconductor devices, and delivery and shipment to its customers’ end
users. CEC has over 64 regular customers spread out in Europe, the US and Asia. CEIC sells integrated
circuits principally in the US and assigns the production of the same to CEC. CEIC recently acquired
Remec Broadband Wireless Inc. (RBWI), recently renamed Cirtek Advanced Technologies and Solutions,
Inc, (CATS), a proven Philippine-based manufacturer of value added, highly integrated technofogy
products. CATS offers complete "box build" turnkey manufacturing solutions to RF, microwave, and
millimeterwave products used in the wireless industry such as telecommunication, satellite, aerospace
and defense, and automotive wireless devices.

The Cirtek Group has earned a strong reputation from its customers for its high-quality products,
production flexibility, competitive costing and capability to work with customers to develop application
and customer specific packages. The Cirtek Group has been accredited and certified by several
international quality institutions, namely TUD SUD Management Service GmbH, TUV Product Service Asia
Ltd., Taiwan Branch, Defense Supply Center & British Approval Board Telecom, for the latest guality
system standards, which include IS09001, ISO14001, and QS9000/TS16949.

The Company's principal office is located at 116 East Main Avenue, Phase V-SEZ, Laguna Technapark,
Binan, Laguna.

The Company was registered with the SEC on February 10, 2011, with an initial authorized capital stock
of 400,000,000 divided into 400,000,000 common shares with a par value of One Peso (P1.00) per
share. Of the authorized capital stock, 30% equivalent to 120,000,000 shares or £120,000,000.00 was
subscribed and fully paid-up.

On February 17, 2011, the Company’s Board of Directors and Stockholders approved the acquisition from
CHI of 155,511,952 common shares (representing 99.99% of the outstanding capital stock) of CEC and
50,000 shares (representing 100% of the outstanding capital) of CEIC. On March 1, 2011, the two (2)
deeds of sale were executed by the Company and CHI in order to implement the transfers.

_ _Corporate Name _ Date of Incorporation
Cirtek Electronics Corporation May 31, 1984
Cirtek Electronics International Corporation April 4, 1995

In 2016, the Cirtek Group had total revenues of US$74 million, and net income of US$7.6 million. As of
December 31, 2016, the Cirtek Group had total assets of US$122 million and total liabilities of
US$97.3million.




CORPORATE STRUCTURE

Corporate Structure

Liu Family {100%) Liu Family {100%)
Carmetheus Holdings, Inc. CharmviewEnterprises, Ltd.
(60%) (40%)
Camerton inc. (50%.)* Public Shareholders {50%)
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Cirtek Holdings Philippines
Corporation

100% [ | 100%
Cirtek Electronics Cirtek Electronics
Corporation International Corporation

Cirtek Advanced Technologies
and Solutions, Inc. (BVI)

CirtekAdvanced Technologies
and Solutions, Inc.
{Philippine branch)

RBW Realty and Property, Inc.

* Camerton has 50% economic interest and 74.4% voting rights

Cirtek Electronics Corporation

CEC was incorporated with the SEC on May 31, 1984, primarily to engage as an independent
subcontractor for semiconductor assembly, test and packaging services.

Prior to the Company’s acquisition of CEC in 2011, CEC was majority-owned by Charmview, a holding
company incorporated in-the British Virgin Islands on November 1, 1994 and is owned by the Liu family,
wherein the US$50,000 authorized capital stock is divided equally among Jerry Liu, Nelia Liu, Michael Liu,
Justin Liu and Brian Gregory Liu.




In March 24, 2008, Charmview and CHI entered into a Share Swap Agreement whereby Charmview
transferred all of its interest in CEC, constituting 155,511,959 common shares, to CHI in exchange for
50,000 common shares of stock of CHI. As a result of the share swap, CEC became a subsidiary of CHI.

On March 1, 2011, CHI and the Company executed the Deed of Absolute Sale of Shares wherein CHI
transferred all of its 155,511,959 shares in CEC in favor of the Company for and in consideration of
£130,000,000, making CEC a wholly-owned subsidiary of the Company.

CEC owns the manufacturing plants in Technopark as well as machinery such as bonder, auto test
handier, optical inspection system, wafer back grinder, mold set, and other machinery necessary for the
manufacture, assembly and testing of semiconductors.

CEC was previously registered with the Board of Investments (BOI) under Presidential Decree No. 1789,
as amended by Batas Pambansa Big. 391, as a preferred pioneer enterprise for the manufacture and
export of integrated circuits. As a registered enterprise, CEC was entitled to certain tax and nontax
incentives provided for in PD 1789.

On March 24, 1998, the Philippine Economic Zone Authority (PEZA) approved CEC's registration as an
ecozone export enterprise at the Laguna Technopark for the manufacture of standard integrated circuits,
discrete, hybrid and potential new packages. Beginning October 30, 2002, the manufacture and export
of integrated circuits, discrete and hybrid transferred to PEZA from BOI, Since its income tax holiday
incentive expired in 2003, CEC is subject to tax at the preferential rate of 5% of its gross income in
accordance with Republic Act No. 7916, the law creating the PEZA. In order to maximize the incentives
granted under Republic Act No. 7916, CEC applied for the registration of its new products and was
granted income tax holiday therefor from 2003 to 2005.

On April 27, 2011, PEZA approved CEC's application for the registration of a new project involving the
manufacture of devices which will be used as components for smart phones, automotive sensor
applications, battery chargers, and industrial applications.

Cirtek Electronics International Corporation

CEIC was incorporated under the International Business Companies Act of the British Virgin Islands on
0 April 4, 1995, CEIC was incorporated with primarily purpose of selling integrated circuits principally in the
United States of America and subcontracts the production of the same to CEC.

B

W

Beginning June 8, 1995, CEIC after securing the sales from its customers abroad, would subcontract the
assembly, test and/or packaging of the devices to CEC pursuant to-a Master Subcontractor Agreement.
Under said agreement, CEIC issued purchase orders to CEC stating therein the type of product it will
require, the quantity, delivery date and destination together with such other instructions the former may
have, In consideration for Its services, CEC was paid a service fee depending on the: services contracted
for a particular purchase order.

Prior to the Company’s acquisition of CEIC in 2011, CEIC was majority-owned by Charmview, In March
24, 2008, Charmview and CHI entered into a Share Swap Agreement whereby Charmview transferred all
of its interest in CEIC, constituting 50,000 common shares, to CHI in exchange for 50,000 common
shares of stock of CHI, As a result of the share swap, CEIC became a subsidiary of CHIL

On March 1, 2011, CHI and the Company executed the Deed of Absolute Sale of Shares wherein CHI
transferred all of its 50,000,000 shares in CEIC in favor of the Company for and in consideration of
£130,000,000, making CEIC a wholly-owned subsidiary of the Company.
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After the reorganization, the Company became the parent company of both CEC and CEIC while CHI
remains a holding company of the Liu family, which no longer forms part of the post-reorganization
structure of the Company.

CEC PRODUCTS

CEC offers a broad range of products that go into various applications. The end application covers
practically everything from consumer products to high reliability industrial and military products.

The following are CEC's product lines:

1. Protection products

These products are designed to protect electronic devices from damaging voltage or current spikes.
These are in multi-chip SOIC packages, with up to 32 diodes in a singie unit.

2. Light sensors

These optical devices sense the intensity of light and trigger the automatic switching on and off of
headlights and the automatic adjustment of alr conditioning settings in cars. The package is a
transparent custom-body QFN.

3. Real time clock

These are precision time keeping devices which contain features like calendars, time of day, trickle
charger and memory functions. These devices come with tuning fork cylindrical crystais and are
packaged in 16/20L SOIC 300mil body version.

4. Voltage control oscillators (VCO)

This is an electronic oscillator that is designed to be controlled in oscillation frequency by a DC voltage
input. Signals may also be fed into the VCO to cause frequency modulation or phase modulation.

5. Electronic Relays

These are opto relays that are used in controlling high voltage and high power equipment. The control is
achieved through the physical isolation of high voltage output and the low voltage input side of the
device protecting the circuit components and the users. These are packaged in PDIP with an LED and a
driver IC coupled together, without electrical connection between them:.

6. Power management devices

These devices are used in a wide range of power management applications from telecommunications,
industrial equipment, portable devices, computers, and networks. These are packaged in SOIC with the
die pad exposed.
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CEC MANUFACTURING PROCESS FLOW

The Company, through its subsidiary CEC, assembles and tests semiconductor devices at its
manufacturing complex located on a 12,740 square meter property in Bifian, Laguna. CEC currently
leases the property from Cirtek Land, Inc, and Cayon Holdings, Inc., both of which are majority owned by
one of the Company's directors, Nelia T. Liu, CEC's manufacturing facility is composed of two buildings,
with a total floor area of 152,000 square feet.




Process Flow

The figure below illustrates the typical manufacturing process for the back-end production of
semiconductor products:
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The back end semiconductor operation starts with package design and development. The design phase
pertains t0 a.) the determination of the type of package to be used that conforms to industry standards,

b.) the substrates that will match the intended package, and ¢.) the material set that will be used to meet
customer specifications. This is followed by tooling selection and ordering.




The development process follows a systematic approach which takes into account the standards required
by the end user product. Advanced quality planning is made part of the process to ensure that the critical
quality characteristics are fully understood, characterized and tested. Customers are involved as they
have to approve the design and any changes that will happen later in the development stage,

The development is only deemed complete once critical processes are proven capable and qualification
units and lots are produced and tested for reliability internally and or by the customers.

The fundamental package assembly process starts after the Company receives the wafer silicon from
customers. Pre-assembly, the wafers are back grinded to the desired thickness, probed for electrical
performance and then sawn to dice the wafers to its individuai chip size following customer requirements.
The individually sawn dies are then mounted on a copper substrate typicaily using epoxy adhesives.
Other packages made by the Company however, may require other mounting adhesives for erhanced
functional performance. Examples of these include, E0201 DFN (used in smart-phones) which requires a
gold eutectic process or the PQFN (used in charges) which requires solder paste.

The interconnection between die to leads is normally done using gold fine wire. Power packages
however use copper clips for higher electrical conductivity. The parts are then encapsulated by an epoxy
molding compound, which are usually opague.

The parts are then electroplated for protection of the metal leads, trimmed and formed into its final
shape or sawn into its final dimensions in the case of 0201DFN, ODFN and PQFN,

These assembled units are electrically tested for functional screening. The good parts are then packed
per customer specifications and shipped to its intended destination.

Customers may opt to contract for the entire process flow or for portions thereof, as well require
changes, subject to mutual consent to suit the customers’ product needs.

CATS PRODUCTS
CATS offers a broad range of microwave products that go into various applications. The end application

covers microwave/wireless solutions .for carrier and private data networks catering mobile backhaul,
service provider, education, enterprise, government/municipalities and healthcare.

&

In March 2016, CATS begun commercial shipment to Quintel, a leading innovator of efficient and space-
saving base station antennas used for cellular networks.

The following are CATS' major products:
i1, CTTODU

The CTTH ODU is available in 6L, 6U, 7GHz, 8GHz, 11GHz, 13GHz, 15GHz, 18GHz, 23GHz, 26GHz,
28GHz, 32GHz and 38GHz. The CTTH ODU supports QPSK to 256QAM modulation and 7MHz to 56MHz
channel bandwidth,

2. IRFU
The Indoor RFU is availabie in 16, U6, 7GHz, 8GHz, and 11GHz frequency bands. The channel spacing

supported for North American ANSI rates is between 3.75 MHz and 60 MHz. The channel spacing
supported for ETSI rates is between 7 MHz and 56 MHz.
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3. OIPR

The QOIPR is available in 6L, 6U, 7GHz, 8GHz, 11GHz, 13GHz, 15GHz, 18GHz, 23GHz, 26GHz, 28GHz,
32GHz and 38GHz. The supported modulation is QPSK to 256QAM. The channel spacings supported for
North American ANSI rates is between 10MHz and 50 MHz. The channel spacings supported for ETSI
rates are /MHz, 14MHgz, 28-30MHz, 40MHz and 56MHz.

4. FLEX4G-UHA

Flex4G-UHA-UHA operates in the 71-76/81-86 GHz frequency range in compliance to ECC/REC 05/07
Recommendations and is subject to use based on each EU member country’s individual regulations for
operation in this band. The FLEX4G-UHA uses BPSK modulation and supports a maximum data rate of
1,000 Mbps in a 1,250 MHz channel.

5. SMART ANTENNAS

Multi-port. multi-band wireless antennas that are offered with various combinations of ports and lengths.
The product supports various access technologies (4G LTE, 3G, 2G).

CATS MANUFACTURING PROCESS FLOW
The Company assembles and tests microwave products at its manufacturing complex located on a 12,740
square meters property in Bifian, Laguna. CATSI currently leases the property from Cirtek Land, Inc. and

Cayon Holdings, Inc., both of which are majority owned by one of the Company’s directors, Nelia T. Liu.
The manufacturing facility is composed of two buildings, with a total floor area of 152,000 square feet.
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Process Flow

The figure below illustrates the typical manufacturing process for the production of microwave products:
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The manufacturing process starts with business and product development. The business development
pertains to a) RFQ (Reguest for Quote) from customer and b) customer approval. Once the customer
approves the quote, product development proceeds. The product development pertains to a) NPT (New
Product Introduction) and b) bill of materials selection. During NPI, the factory will qualify the product
and the process (to manufacture the product). The NPI process is considered completed once critical
processes are proven capable and qualification units are produced and tested for reliability internally and
or by the customers. If NPI is successful, the bill of materials is finalized. This includes the product BOM,
fixtures and packaging. Mass production follows.

The fundamental assembly process starts with PCBA (Printed Circuit Board Assembly). Solder paste is
applied to the PCB, followed by placement of components during SMT pick and place. The populated
board is then loaded to the reflow oven for solder paste curing. After the oven reflow, the board
undergoes AQI (Automatic Optical Inspection). All boards with reject (assembly rejects, i.e. missing
components, wrong part mounted, tombstone, insufficient solder, mis-oriented, tilted, ete.) during AQI
are reworked. All boards without rejects proceed to 2" operation or manual soldering (if required).

Some modules/sub-assembly bpards from PCBA undergo MIC process (Microwave Integrated Circult).
During this process, a component (MMIC) is attached or mounted to the board with epoxy, either
manually or automated. The board is then cured to the required temperature depending on the type of
epoxy used. Wirebond/gapweld is performed depending on the required assembly drawing. Inspection
follows to ensure conformance to the assembly drawing.

The modules/sub-assembly boards will then undergo test and tune (if required). Ali passing modules are
then integrated to form the ODU (final product) during Top level assembly. System level testing follows
(Calibration and Parametric test, Bit Error Rate (BER) Test, etc.). The ODUs should conform to the
specifications set by the customer.

Finished products are then packed per customer specifications and shipped to the intended destination.

The figure below illustrates the typical manufacturing process for the production of multiport antennas:

12
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Multiport Antennas Proces flow chart
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CUSTOMERS

Beginning in 1984 with 3 customers, the Cirtek Group has significantly grown its customer base to over
70 major and regular customers as of present date. The Cirtek Group’s Company’s customers are located
in various countries, with the bulk of revenues contributed by customers located in Europe and the United
States of America. The figure below illustrates the geographic distribution of customers by revenue
contribution, over the past 2 years,

% Contribution to Revenue Per Region

2015, 2016

2015 2016
Asia 17% 19
Europe 28% 26
USA 54% 55

The Company is not dependent upon a single customer or a few customers or industry, the loss of any of
which would have a material adverse. effect on the Company. Neither is the Company reliant on any
specific industry since its products have varied applications in different industries. However, in 2016,
Quintel contributed 26% of the Company’s total revenues,

MARKETING

The Company appoints non-exclusive sales agents around the globe to promote its products and services.
These agents help promote and maintain strong relationships by working closely with customers to
address and resolve quality issues and communicate timely respanses to specific requirements and
delivery issues. The Company through its subsidiaries currently maintains a sales director in the USA and
sales agents in the USA, Europe and Asia.

Cirtek also performs marketing research for technology development by working closely with its
customers through collaboration, conducting surveys and gathering market trends to keep the Company
abreast of new packaging technigues and product introductions.

SUPPLIERS

Direct materials used by the Company in the manufacturing process are |eadframes, molding compound,
wires {gold and copper) and epoxy adhesives. Silicon wafers are provided by Cirtek’s customers,

These direct materials are sourced abroad, mainly from Hongkong, Singapore, Malaysia and Korea,
Shipment is mostly by air, except for the molding compound, which is by sea because of its weight. In
order to mitigate the risk of shortage of these direct materials, the Company has at least two suppliers
for each material.

14




COMPETITORS IN THE INDUSTRY
CEC

The assembly and testing segment of the semiconductor industry is highly competitive. The Company's
competitors in the semiconductor space include IDM's with their own in-house assembly and testing
capabilities, and similar independent semiconductor assembly and test subcontractors, located in the
Philippines and in the Asia-Pacific region. Among the Company's competitors are Amkor Technology in
Korea and in the Philippines; ASE, Orient Semiconductor Electronics, Ltd., Siliconware Precision Industries
Co., Ltd in Taiwan; Unisem and Carsem Semiconductor in Malaysia; Hana Microelectronics in Thailand;
STATS ChipPac Ltd. in Singapore, and other Chinese subcontractors such as Diodes. Inc. and JCET.

The principal areas of competition are pricing and product quality. The Company believes however, that
it has an advantage over its competitors not only in the above-mentioned areas but also because of the
following reasons: advanced packaging technology in multiple component products; focus on jointly
developed application-specific packages; dedicated line services; and quick turnaround time on customer
requirements.

CATS

The Company's competitors in the RF/Satcom EMS space include large QEMs with international presence
such as Benchmark Electronics, Plexus, Flextronics, and MTI Electronics. Among the Company's local
competitors for certain product lines are Ionics and IML

The Company believes is competitive strength lies in its ability to provide complete turnkey solutions for
complex, box build electronic and microwave products. The Company also believes it has unique

RF/microwave expertise to deliver vertically integrated products from components to modules and system
levels.

EMPLOYEES

As of March 31, 2016, the Cirtek Group has 1,735 regular employees.

Position ___ Total
Managers and Executives 42
Engineers 40
Administration 39
Other support Cirtek Groups 538
Rank and File 1,094
Total _ 2,807

The Cirtek Group is not unionized. However, to foster better employee-management relations, the Cirtek
Group has a labor management council ("LMC"} composed of committees with representatives from both
labor and management. These committees include the committee on employee welfare and benefit,
employees cooperative committee, employee discipline committee and sports and recreation committee,
among others.

LMCs are established to enable the workers to participate in policy and decision-making processes in

establishment, in so far as said processes will directly affect their rights, benefits and weifare, except

those which are covered by collective bargaining agreement or are traditional areas of bargaining. The
15
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scope of the council/committee’s functions consists of information sharing, discussion, consultation,
formulation, or establishment of programs or projects affecting the employees in general or the
management.

INTELLECTUAL PROPERTY

The Company does not believe that its operations are dependent on any patent, trademark, copyright,
license, franchise, concession or rovalty agreement.

RESEARCH AND DEVELOPMENT

Research and development work is performed by a team of over 40 experienced engineers with skills
developed internally and learned from previous work experiences. Skills are brought in through hiring
when necessary while training is a continuing concern to hone the skills of the technical staff.

The Company, through CEC and CATS, has successfully cooperated with customers on many projects, co-
developing with them new technology that are customer specific that will ensure continuing engagement
by the customers. This approach ties up customer with the Company over a long period of time
generating revenues from a captive market.

The Company’s technology roadmap covers material development and process improvement to improve
on cost and to help maintain the margins. The latest materials are identified to meet ever increasing
demand for higher quality and lower cost. These are product-application specific that are jointly co-
developed with the customers bringing benefits to both parties.

The same technology roadmap resulted in bringing down the material and labor cost. For 2012, there
was a reduction of 0.5% in cost of sales from new material developed.

Although the Company engages in research and development activities, the expenses incurred by the
Company in connection with these activities are not material.

GOVERNMENT APPROVAL AND PERMITS

All government approvals and permits issued by the appropriate government agencies or bodies which
are material and necessary to conduct the business and operations of the Company, were obtained by
the Company and are in full force and -effect. As a holding company, the Company is only required to
obtain a mayor's permit, which was issued to the Company on March 4, 2012 by the City of Bifian,
Laguna, Such mayor's permit is required to be renewed within the first twenty (20) days from the
beginning of January of the following year.

REGULATORY FRAMEWORK

As a PEZA-registered entity, CEC and CATS are required to submit periodic financial and other reports.
CEC is also required to submit quarterly, semi-annual and annual reports to the Depariment of
Environment and Natural Resources as part of its Environmental Compliance Certificate requirements.
The failure to comply with these reports and with any other requirements or regulations of these
government agencies could expose CEC and CATS to penalties and the revocation of the registrations.

16
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CEC and CATS ensures compliance with these requirements by assigning dedicated personnel to monitor,
prepare the necessary filings.and liaise with the relevant government agencies.

ITEM 2 PROPERTIES

The Company, through its subsidiary, owns the manufacturing plants in the Laguna Technopark as well
as machinery such as bonder, auto test handler, optical inspection system, wafer back grinder, mold set,
and other machinery necessary for the manufacture, assembly and testing of semiconductors. All of these
properties are free and clear of liens, encumbrances and other charges, and are not subject of any
mortgage or other security arrangement.

ITEM 3 LEGAL PROCEEDINGS

There are no pending legal cases against the Company and its management that will have immediate
material effect on the financial position and operating results of the Company.

ITEM 4 SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No stockholders’ meeting was held between the period June to December, 2016.




PART II - OPERATIONAL AND FINANCIAL INFORMATION

ITEM 5 MARKET FOR ISSUER'S COMMON EQUITY AND RELATED STOCKHOLDER

MATTERS

The registrant’s common equity is principaily traded in the Philippine Stock Exchange (PSE). The high
and low sales prices for every quarter ended are indicated in the table below:

HIGH LOW HIGH LOW

Q1 20.75 17.20 24.00 22.05
Q2 20.60 15.90
Q3 24.00 15.40
Q4 23,40 22,25

The price of the Corporation’s common shares as of March 31, 2017 trading date was PhP23.7 per share.
The number of Shareholders of record as of March 31 2017 is 27.

Recent sales of unregistered or exempt securities including recent issuance of securities constituting an
exempt transaction

The Corporation has not sold any unregistered or exempt securities including recent issuances of
securities constituting an exempt transaction,

Top 20 Stockholders of Record as of March 31, 2017

Percentage of
Stockholder Name Number of Shares Held Shareholding

Camerton, Inc. ' 208,888,558 49.85
PCD Nominee Filipino _ 143,816,827 34.32
Cirtek Electronics Corporation 49,371,700 11,78
PCD Nominee Non-Filipino 16,806,610 4.01
Ambrosic J. Makalintal or Maripi A,

Makalintal 94,089 02
Beant Singh Grewal 37,000 01
Anna Loraine M. Mendoza 17,500 0
Pio Ma, Victor H. Garayblas 15,000 0
Raymond Alvin M. Mendoza 13,100 0
Myra P, Villanueava 2,000 0
Stephen G. Soliven 535 0
Julius Victor Emmanuel D. Sanvictores 145 0
Owen Nathanie! S. Au ITF Li Marcus Au 106 0
Joselito C. Herrera 100 0
Jesus San Luis Valencia 62 0
Dondi Ron R. Limgenco 11 0
Robert Juanchito T. Dispo 1 0
Anthony S. Buyawe 1 0
Brian Gregory Liu 1 0
Jerry Liu 1 0




Justin T, Liu 1
Michael Stephen Liu 1
Nicanor P. Lizares . 1
1
1

Martin Lorenzo
Ernest Fritz Server
Total

OO0 o o

419,063,353 | 100

Dividends Declaration

On January 28, 2016, the Parent Company’s BOD approved the declaration of cash dividends of $0.0050
per share for each of 419,063,353 fully paid and issued common shares and $0.000021 per share for
each of the 400,000,000 outstanding preferred shares, amounting to an aggregate sum of $2,100,000,
for payment and distribution on February 29, 2016 to shareholders of record of February 12, 2016. The
cash dividend shall be paid in Philippine Peso at the BSP exchange rate one day prior to payment date.

?? On June 9, 2016, the Parent Company’s BOD approved the declaration of cash dividends of $0.00362 per

share for each of 419,063,353 fully paid and issued. common shares and $0.000001 per share for each of
the 400,000,000 outstanding preferred shares, amounting to an aggregate sum of $1,520,000, for
payment and distribution on July 7, 2016 to shareholders of record of June 23, 2016. The cash dividend
shall be paid in Philippine Peso at the BSP exchange rate one day prior to payment date.

There are presently no restrictions that limit the payment of dividend on common shares of the
Corporation.

Owners of record of more than 5% of the Corporation’s voting securities as of March 31 2017:

Title of Name, Name of Citizenship Number of Shares % of Class
Class Address of Beneficial Held
Record Owner-and
Owner, and | Relationship
Relationship | with Record
with Issuer Owner _
Commoen | Camerton, Camerton, Filipino
Inc. Inc. 208,888,558 49.85
Common | PCD Nominee | PCD Nominee Filipino '
Corporatign _Corporation 143,816,827 34.32
Common | Cirtek Cirtek Filipino 49,371,700 11.78
Electronics Electronics
_ Corporation Corporation _
Common | Total 402,077,085 95.95%

Under PCD account, the following participants hold shares representing more than 5% of the company’s
outstanding shares
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Participant Number of Shares | Percentage
Guild Securities 67,072,828 19%
Citibank N.A. 27,561,862 _ 6.6%
ITEM 6 MANAGEMENT'S DISCUSSION AND ANALYSES OR PLAN OF OPERATION

Overview

Cirtek Holdings Philippines Corp. (CHPC), through its subsidiaries Cirtek Electronics Corp. (CEC) and
Cirtek Electronics International Corp. (CEIC), provides a broad range of assembly and testing services for
various semiconductor devices and complex RF, microwave, millimeterwave, and advance antenna
systems.

CHPC through its subsidiaries harnesses more than 53 years of combined operating track record. The
Company's products cover a wide range of applications and industries, including communications,
consumer electronics, power devices, computing, automotive and industrial,

Factors Affecting the Company’s Results of Operations and Financial Conditions
Cyclical Nature of the Electronics Industry

The worldwide electronics industry has experienced peaks and troughs over the years. From 2011 to
2013, the market has experience single-digit growth.

Market Conditions for End-User Application of Electronics

Market conditions in the electronics industry, to a large degree, track those for their end-user
applications. Any deterioration in the market conditions for the end-user applications of semiconductors
that the Company assembles. and tests may reduce demand for our services and, in turn, materiaily
adversely affect our financial condition and results of operations.

The Company has a diversified customer base that operates in different industry spaces. Because of this,
the Company’s products are likewise used in different industries; this mitigates the effect of downturn in
certain industries to the Company’s operating resuits and financial outcomes. Customers are also
geographically diverse among Europe, U.S. and Asia; thus, the Company is not dependent on a single
geographical market.

Competitive Selfing Prices of Semiconductor and RF/Microwave Products

The semiconductor industry is characterized by a general decrease in prices for products and services
over time as a result of product and technology life cycles.

The Company constantly reviews and makes innovations in its product and assembly techniques to
improve yield and optimize productivity. The Company also prepares cost-reduction roadmaps which it
eventually pres Basis of Preparation.

The consolidated financial statements of the Group are prepared on a historical cost basis except for
derivative liability and financial asset at fair value through profit or loss (FVPL) which is carried at fair
20




e

value. The consolidated financial statements are presented in United States (US) dollars (%), which is
also the Group's functional and presentation currency. Each entity in the Group determines its own
functional currency and items included in the consolidated financial statements of each entity are

measured using that functional currency. All amounts are rounded off to the nearest US dollar except
when otherwise indicated.

Basis of Presentation, Statement of Compliance, Basis of Consolidation and Summary of Significant
Accounting Policies

Basis of Preparation

The consolidated financial statements of the Group are prepared on a historical cost basis except for
financial assets at FVPL which are carried at fair value. The consolidated financial statements are
presented in United States (US) dollars ($), which is the Parent Company’s functional and presentation
currency. All amounts are rounded off to the nearest US dollar except when otherwise indicated.

Statement of Compliance

The consolidated financial statements of the Group have been prepared in accordance with Philippine
Financial Reporting Standards (PFRS) as issued by the Financial Repotting Standards Council {FRSC).
PFRS includes statements named PFRS, Philippine Accounting Standards (PAS) and Philippine
Interpretations of International Financial Reporting Interpretations Committee (IFRIC) issued by FRSC.

Basis of Consolidation
The consolidated financial statements comprise the financial statements of the Parent Company and its
subsidiaries as of December 31, 2016and 2015 (see Notes 1 and 4):

Percentage of Ownership

Country of 2016 2015
Incorporation Direct Indirect Direct Indirect
CEC Philippines 100 - 100
CEIC British ~ Virgin  Islands
(BV) 100 - 100 -
CATS (formerly known as
RBWI) BVI - 100 - 100
CATS - Philippine Branch Philippines - 106 - 100
Remec Broadband Wireless
Real Property(RBWRP)  Philippines - 100 - 100

Control is achieved when the Group is exposed, or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns through its power over the investee.
Specifically, the Group controls an investee if, and only if, the Group has:

. Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee);

. Exposure, or rights, to variable returns from its involvement with the investee; and

. The ability to use its power over the investee to affect its returns.

When the Group has less than a majority of the voting or similar rights of an investee, the Group
considers all relevant facts and circumstances in assessing whether it has power over an investee,

including
. The contractual arrangement with the other vote holders of the investee;
. Rights arising from other contractual arrangements;
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. The Group’s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control. Consolidation of a subsidiary begins
when the Group obtains control aver the subsidiary and ceases when the Group loses control of the
subsidiary. Assets, liabilities, income and expenses of a subsidiary acquired or disposed of during the
year are included in the:statement of comprehensive income from the date the Group gains control until
the date the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity
holders of the Parent Company and to the non-controlling interests, even if this results in the non-
controlling interests having a deficit balance. When necessary, adjustments are made to the stand-alone
financial statements of subsidiaries to bring their accounting policies into fine with the Group’s accounting
policies. All intra-group assets and liabilities, equity, income, expénses and cash flows relating to
transactions between members of the Group are eliminated in full on consplidation.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as anequity
transaction, If the Group loses control over a subsidiary, it:

Derecognizes the assets (including goodwill) and liabilities of the subsidiary;

Derecognizes the carrying amount of any non-contrelling inferests;

Derecognizes the cumulative translation differences recorded in equity;

Recognizes the fair value of the consideration received;

Recognizes the fair value of any investment retained;

Recognizes any surplus or deficit in profit or loss, and

Reclassifies the parent’s share of components previously recognized in OCI to profit or loss or
retained earnings, as appropriate, as would be required if the Group had directly disposed of the related
assets or liabilities.

* & & o + @

Common control business combinations

Where there are group reorganizations and business combinations in which all the combining entities
within the Group are ultimately controlled by the same ultimate parent (i.e., controlling shareholders)
before and after the business combination and the control is not transitory (business combinations under
common control), the Group accounts for such group reorganizations and business combinations similar
to a pooling-of-interests method. The assets and liabilities of the acquired entities and that of the
Company are reflected at their carryinig values at the stand-alone financial statements of the investee
companies. The difference in the amaount recognized and the fair value of the consideration given is
accounted for as an equity transaction, i.e., as either a contribution or distribution of equity. Further,
when a subsidiary is disposed in a common control transaction without loss of control, the
difference in the amount recognized and the fair value of consideration received is also accounted for as
an equity transaction.

The Group records the difference as equity reserve-and is presented as a separate component of equity
in the consolidated balance sheet, Comparatives shall be restated to include balances and transactions
as if the entities have been acquired at the beginning of the earliest period presented in the consolidated
financial statements, regardless of the actual date of the combination.

Changes in Accounting Policies and Disclosures

The accounting policies adopted are consistent with those of the previous financial year, except that the
Group has adopted the following new accounting pronouncements starting

January 1, 2016. These pronouncements. are either not applicable to the Group or their adoption did not
have a significant impact on the Group’s financial position or performance.,
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. Amendments to PFRS 10, Consolidated Financial Statements, PFRS 12, Disclosure of Interests in
Other Entities, and PAS 28, Investments in Associates and Joint Ventures, Investment Entities: Applying
the Consolidation Exception

These amendments clarify that the exemption in PFRS 10 from presenting consolidated financial
statements applies.to a parent entity that is a subsidiary of an investment entity that measures all of its
subsidiaries at fair value. They also clarify that only a subsidiary of an investment entity that is not an
investment entity itself and that provides support services to the investment-entity parent is consolidated.
The amendments also allow an investor (that is not an investment entity and has an investment entity
associate or joint venture) to retain the fair value measurement applied by the investment entity
associate or joint venture to its interests in subsidlaries when applying the equity method.

. Amendments to PFRS 11, Joint Arrangements, Accounting for Acquisitions of Interests in Joint
Operations

The amendments to PFRS 11 require a joint operator that is accounting for the acquisition of an interest
in a joint operation, in which the activity of the joint operation constitutes a business (as defined by PFRS
3, Business Combinations), to apply the relevant PFRS 3 principles for business combinations accolnting.
The amendments also clarify that a. previously held interest in a joint operation is not remeasured on the
acquisition of an additional interest in the same joint operation while joint control is retained. In addition,
a scope exclusion has been added to PFRS 11 to specify that the amendments do not apply when the
parties. sharing joint control, including the reporting entity, are under common control of the same
ultimate controlling party.

The amendments apply to both the acquisition of the initial interest in a joint operation and the
acquisition of any additional interests in the same joint operation.

. PFRS 14, Regulatory Deferral Accounts

PFRS 14 is an optional standard that allows an entity, whose activities. are subject to rate-regulation, to
continue applying most of its existing accounting policies for regulatory deferral account balances upon
its first-time adoption of PFRS. Entities that adopt PFRS 14 must present the regulatory deferral accounts
as separate line items on the statement of financial position and present movements in these account
balances as separate line items in the statément of income and other comprehensive income. The
standard requires disclosures on the nature of, and risks associated with, the entity’s rate-regulation and
the effects of that rate-regulation on its financial statements.

. Amendments to PAS 1, Presentation of Financial Statements, Disclosure Initiative

The amendments are intended to assist entities in applying judgment when meeting the presentation and
disclosure requirements in PFRSs. They clarify the following:

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

. That specific line items in the statement of income and other comprehensive income and the
statement of financial position may be disaggregated

. That entities have flexibility as to the order in which they present the notes to financial
statements

. That the share of other comprehensive income of associates and joint ventures accounted for
using the equity method must be presented in aggregate as a single line item, and classified between
those items that will or will not be subsequently reclassified to profit or loss.
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. Amendments to PAS 16, Property, Plant and Equipment and PAS 38, Intangible Assets,
Clarification of Acceptable Methods of Depreciation and Amortization

The amendments clarify the principle in PAS 16 and PAS 38 that revenue reflects a pattern of economic
benefits that are generated from operating a business (of which the asset is part) rather than the
economic benefits that are consumed through use of the asset. As a result, a revenue-based method
cannot be used to depreciate property, plant and equipment and may only be used in very limited
circumstances to amortize intangible assets.

. Amendments to PAS 16 and PAS 41, Agriculture: Bearer Plants

The amendments change the accounting requirements for biological assets that meet the definition of
bearer plants. Under the amendments, biological assets that meet the definition of bearer plants will no
longer be within the scope of PAS 41. Instead, PAS 16 will apply. After initial recognition, bearer plants
will be measured under PAS 16 at accumulated cost (before maturity) and using either the cost model or
revaluation model {(after maturity). The-amendments also require that produce that grows on bearer
plants will remain in the scope of PAS 41 measured at fair value less costs to sell. For government grants
related to bearer plants, PAS 20, Accounting for Government Grants and Disclosure of Government
Assistance, witl apply.

. Amendments to PAS 27, Separate Financial Statements, Equity Method in Separate Financial
Statements

The amendments allow entities to use the equity method to account for investments in subsidiaries, joint

ventures and associates in their separate financial statements. Entities already applying PFRS and
electing to change to the equity method in its separate financial statements will have to apply that
change retrospectively.

. Annual Improvements to PFRSs 2012 - 2014 Cycle

. Amendment to PFRS 5, Non-current Assets Held for Sale and Discontinued Qperations, Changes
in Methods of Disposal

The amendment is applied prospectively and clarifies that changing from a disposal through sale to a
disposal through distribution to owners and vice-versa should not be considered to be a new plan of
disposal, rather it is a continuation of the original plan. There is, therefore, no interruption of the
application of the requirements in PFRS 5. The amendment also clarifies that changing the disposal
method does not change the date of classification.

. Amendment to PFRS 7, Financial Instruments; Disclosures, Servicing Contracts

PFRS 7 requires an entity to provide disclosures for any continuing involvement in a transferred asset that
is derecognized in its entirety. The amendment clarifies that a servicing contract that includes a fee can
constitute continuing involvement in a financial asset. An entity must assess the nature of the fee-and
arrangement against the guidance for continuing involvement in PFRS 7 in order 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, compatrative
disclosures are not required to be provided for any period beginning before the annual period in which
the entity first applies the amendments.

. Amendment to PFRS 7, Applicability of the Amendments to PFRS 7 to Condensed Interim
Financial Statements
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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 report unless they
provide a significant update to the information reported in the most recent annual report.

. Amendment to PAS 19, Employee Benefits, Discount Rate: Regional Market Issue

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

. Amendment to PAS 34, Interim Financial Reporting, Disclosure of Information 'Elsewhere in the
Interim Financial Report’

The amendment is applied retrospectively and clarifies that the required interim disclosures 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 greater Interim financial report (e.g., in the
management commentary or risk report).

Pronouncements issued but not yet effective are listed below. Unless otherwise indicated, the Group does
not expect that the future adoption of the said pronouncements to have a significant impact on its
consolidated financial statements. The Group intends to adopt the following pronouncements when they
become effective.

Effective beginning on or after January 1, 2017

. Amendment to PFRS 12, Clarification of the Scope of the Standard (Part of Annual Improvements
to PFRSs 2014 - 2016 Cycle)

The amendments clarify that the disciosure requirements in PFRS 12, other than those relating 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 a joint venture or an associate) that is classified (or included in a
disposal group that is classified) as held for sale.

The amendments do not have any impact on the Group's financial position and results of operation, The
Group will include the required disclosures in its 2017 consolidated financial statements.

B
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. Amendments to PAS 7, Statement of Cash Flows, Disclosure Initiative

The amendments to PAS 7 require.an entity to provide disclosures that enable users of financial
statements to evaluate changes in liabilities arising from financing activities, including both changes
arising from cash flows and non-cash changes (such as foreign exchange gains or losses). On initial
application of the amendments, entities are not required to provide comparative information for
preceding periods. Early application of the amendments is permitted.

The amendments do not have any impact on the Group’s financial position and resuits of operation. The
Group will include the required disclosures in its 2017 consolidated financial statements.

. Amendments to PAS 12, Income Taxes, Recognition of Deferred Tax Assets for Unrealized Losses

The amendments clarify that an entity needs to consider whether tax law restricts the sources of taxable
profits against which it may make deductions on the reversal of that deductible temporary 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 amount.
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Entities are required to apply the amendments retrospectively. However, on initial application of the
amendments, the change in the opening equity of the earliest comparative period may be recognized in
opening retained earnings (or in another component of equity, as appropriate), without allocating the
change between opening retained earnings and other components of equity. Entities. applying this relief
must disclose that fact. Early application of the amendments is permitted.

These amendments are not expected to have any impact on the Group.

Effective beginning on or after January 1, 2018

. Amendmaents to PFRS 2, Share-based Payment, Classification and Measurement of Share-based
Payment Transactions

The amendments to PFRS 2 address three main areas: the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaction; the classification of a share-based
payment transaction with net settlement features for withholding tax cbligations; and the accounting
where a modification to the terms and conditions of a share-based payment transaction changes its
classification from cash seftled to equity settled.

On adoption, entities are required to apply the amendments without restating prior pericds, but
retrospective application is permitted if elected for all three amendments and if other criteria are met.
Early application of the amendments is permitted.

These amendments are not applicable to the Group.

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

The amendments address concerns arising from implementing PFRS 9, the new financial instruments
standard before implementing the forthcoming insurance contracts standard. They allow entities to
choose between the overlay approach and the deferral approach to deal with the transitional challenges.
The overlay approach gives all entities that issue insurance contracts the option to recognize in other
comprehensive income, rather than profit or loss, the volatility that could arise when PFRS 8 is applied
before the new insurance contracts standard is issued. On the other hand, the deferral approach gives
entities whose activities are predominantly connected with insurance an optional temporary exemption
from applying PFRS 9 until the earlier of application of the forthcoming insurance contracts standard or
January 1, 2021.

The overlay approach and the deferral approach will only be available to an entity if it has not previously
applied PFRS 9,

The amendments are not applicable to the Group since none of the entities within the Group have
activities that are predominantly connected with insurance or issue insurance contracts,

» PFRS 15, Revenue from Contracts with Customers

PFRS 15 establishes a new five-step model that will apply to revenue arising from contracts with
customers. Under PFRS 15, revenue is recognized at an amount that refiects the consideration to which
an entity expects to be entitled in exchange for transferring goods or services to a customer. The
principles in PFRS 15 provide a more structured approach to measuring and recognizing revenue.

The new revenue standard is applicable to all entities and will supersede all current revenue recognition
requirements under PFRSs. Either a full or modified retrospective application is required for annual
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periods beginning on or after January 1, 2018. The Group is currently assessing the impact_of PFRS 15
and plans to adopt the new standard on the required effective date once adopted locally.

. PFRS 9, Financial Instruments

PFRS 9 reflects all phases of the financial instruments project and replaces PAS. 39, Financial Instruments:
Recognition and Measurement, and all previous versions of PFRS 9. The standard introduces new
requirements for classification and measurement, impairment, and hedge accounting. PFRS 9 is effective
for annual periods beginning on or after

January 1, 2018, with early application permitted. Retrospective application is required, but providing
comparative information is not compulsory. For hedge accounting, the requirements are generally applied
prospectively, with some limited exceptions.

The adoption of PFRS 9 will have an effect on the classification and measurement of the

Group’s financial assets and impairment methodology for financial assets, but will have no impact on the
classification and measurement of the Group’s financial liabilities. The: adoption will also have an effect on
the Group’s application of hedge accounting and on the amount of its credit losses. The Group is
currently assessing the impact of adopting this standard.

. Amendments to PAS 28, Measuring an Associate or Joint Venture at Fair Value (Part of Annual
Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that an entity that is a venture capital organization, or other qualifying entity,
may elect, at initial recognition on an investment-by-investment basis, to measure its investments in
associates and joint ventures at fair value through profit or loss. They also clarify that if an entity that is
not itself an investment entity has an interest in an associate or joint venture that is an investment entity,
the entity may, when applying the equity method, elect to retain the fair value measurement applied by
that investment entity associate or joint venture to the investment entity associate’s or joint venture’s
interests in subsidiaries. This election is made separately for each investment entity associate or joint
venture, at the later of the date on which (a) the investment entity associate or joint venture is initially
recognized; (b) the associate or joint venture becomes an investment entity; and (c) the investment
entity associate or joint venture first becomes a parent, The amendments should be applied
retrospectively, with earlier application permitted.

These amendments are not applicable to the Group.
e Amendments to PAS 40, Investment Property, Transfers of Investment Property

The-amendments clarify when an entity should transfer property, including property under construction
or development into, or out of investrment property. The amendments state that a change in use occurs
when the property meets, or ceases to meet, the definition of investment property and there is evidence
of the change in use. 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 reparting period in which the entity first applies'the
amendments. Retrospective application is only permitted if this is possible without the use of hindsight.

These amendments are not applicable to the Group.

. Philippine Interpretation on IFRIC 22, Foreign Currency Transactions and Advance Consideration
The interpretation clarifies that in determining the spot exchange rate to use on initial recognition of the
related asset, expense or income (or part of it) on the derecognition of a non-monetary asset or non-
monetary liability relating to advance consideration, the date of the transaction is the date on which an
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entity initially recognizes the nonmonetary asset or non-monetary liability arising from the advance
consideration. If there are multiple payments or receipts in advance, then the entity must determine a
date of the transactions for each payment or receipt of advance consideration. The interpretation may be
applied on a fully retrospective basis. Entities may apply the interpretation prospectively to all assets,
expenses and income In its scope 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 financial statements of the reporting period in which the
entity first applies the interpretation.

The adoption of the interpretation is not expected to have any significant impact on the consolidated
financial statements.

Effective beginning on or after January 1, 2019

. PFRS 16, Leases

Under the new standard, lessees will no longer classify their leases as either operating or finance leases
in accordance with PAS 17, Leases. Rather, lessees will apply the single-asset model. Under this model,
lessees will recognize the assets and related liabilities for most leases on their balance sheets, and
subsequently, will depreciate the lease assets and recognize interest on the lease liabilities in their profit
or loss. Leases with a term of 12 months or less or for which the underlying asset is of low value are
exempted from these requirements.

The accounting by lessors is substantially unchanged as the new standard carries forward the principles
of lessor accounting under PAS 17. Lessors, however, will be required to disclose more information in
their financial statements, particularly on the risk exposure to residual value,

Entities may early adopt PFRS 16 but only if they have also adopted PFRS 15. When adopting PFRS 16,
an entity is permitted to use either a full retrospective or a modified retrospective approach, with options
to use certain transition reliefs.

The Group is currently assessing the impact of adopting PFRS 16.
Deferred effectivity

. Amendments to PFRS 10 and PAS 28, Sale or Contribution of Assets bebween an Investor and its
Associate or Joint Venture

The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of control of
a subsidiary that is sold or contributed to an associate or joint venture, The amendments clarify that a full
gain or loss is recognized when a transfer to an associate or joint venture involves a business as defined
in PFRS 3, Business Combinations. Any gain or loss resulting from the sale or contribution of assets that
does not constitute a business, however, is recognized only to the extent of unrelated investors’ interests
in the assoclate or joint venture.

On January 13, 2016, the FRSC postponed the original effective date of January 1, 2016 of the said
amendments until the International Accounting Standards Board has completed its broader review of the
research project on equity accounting that may result in the simplification of accounting for such
transactions and of other aspects of accounting for asseciates and joint ventures.
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Summary of Significant Accounting Policies

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

. In the principal market for the asset or liability, or
. In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible to by the Group. The fair value of an
asset or a liability is measured using the assumptions that market participants would use when pricing
the asset or liability, assuming that market participants act in their economic best interest.

A fair value measurement of a non-financial asset takes into account a market participant’s ability to
generate economic benefits by using the asset in its highest and best use or by selling it to another
market participant-that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximizing the use of relevant observable inputs and minimizing
the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described as follows, based on the fowest level input that is
significant to the fair value measurement as a whole;

J Level 1 - Quoted {unadjusted) market prices in active markets for identical assets or liabilities

. Level 2 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is directly or indirectly observable

. Level 3 - Valuation techniques for which the lowest level input that is significant to the fair

value measurement is unohservable

For assets and liabilities that are recognized in the consolidated financial statements on a recurring basis,
the Group determines whether transfers have occurred between Levels in the hierarchy by re-assessing
categorization (based on the lowest level input that is significant to the fair value measurement as a
whole) at the end of each reporting period.

For the purpose of fair value disclosures, the Group has determined classes of assets and liabilities on the
basis of the nature, characteristics and risks of the asset or liability and the level of the fair value
hierarchy as explained above,

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash in banks earn interest at the respective bank deposit
rates. Cash equivalents are short-term, highly liquid investments that are readily convertible to known
amounts of cash with original maturities of three months or less from dates of acquisition and that are
subject to an insignificant risk of change in value.

Financiat Instruments

Financial assets

Initial recognition

Financial assets within the scope of PAS 39 are classified as either financial assets at FVPL, loans and
receivables, HTM investments, AFS financial assets, or as derivatives designated as hedging instruments
in an effective hedge, as appropriate. The Group determines the classification of its financial assets at
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initial recognition and, where allowed and appropriate, re-evaluates such classifications at every reporting
date.

Financial assets are recognized initially at fair value plus, in the case of investments not at FVPL, directly
attributable transaction costs.

Purchases or sales of financial assets that require delivery of assets within a time frame established by
regulation or convention in the marketplace (regular way purchases) are recognized on the trade date,
i.e., the date that the Group commits to purchase or sell the asset.

The Group's financial assets include cash and cash equivalents, trade and other receivables, financial
assets at FVPL, HTM investments, AFS financial asset, amounts owed by related parties, loans to
employees (reported as part of ‘Other current assets’ and ‘Other noncurrent assets’ in the consolidated
balance sheet)and deposits (reported as part of ‘Other current assets”and '‘Other noncurrent assets’ in
the consolidated balance sheet),

Subseguent measurement
The subsequent measurement of financial assets depends on their classification as follows:

Financial assets at FVPL

Financial assets at FVPL include financial assets held for trading and financial assets designated upon
initial recognition as at FVPL. Financial assets are classified as held for trading if they are acquired for
the purpose of selling in the near term. Derivatives, including separated embedded derivatives, are also
classified as held for trading unless they are designated as effective hedging instruments. Financial
assets at FVPL are carried in the consolidated balance sheet at fair value with gains or losses recognized
in the consolidated statement of comprehensive income.

Derivatives embedded in host contracts are accounted for as separate derivatives when their risks and
characteristics are not closely related to those of the host contracts and the host contracts are not held
for trading or designated at FVYPL, These embedded derivatives are measured at fair value with gains ¢r
losses arising from changes in fair value recognized in the consolidated statement of comprehensive
income. Reassessment only occurs if there is a change in the terms of the contract that significantly
modifies the cash flows that would otherwise be required or a reclassification of a financial asset out of
FVPL.

i

Financial assets designated as FVPL are designated by management on initial recognition when any of
the following criteria are met:

. The designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them on a
different basis; or

. The assets and liabilities are part of a group of financial assets, finanicial liabilities or both which
are managed and their performance evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy; or

. The financial instrument contains an embedded derivative, unless the embedded derivative does
not significantly modify the cash flows or it is clear, with little or no analysis, that it would not be
separately recorded.

As of December 31, 2016and 2015, the Group designated its investments in Unit Investment Trust Fund
{UITF} and Rizal Commiercial Banking Corporation (RCBC) Senior Notes as financial assets at FVPL.
Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. Such financial assets are carried at amortized cost using the effective
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interest rate (EIR) method, less impairment. This method uses an EIR that exactly discounts estimated
cash receipts through the-expected life of the financial assets to the net carrying amount of the financial
asset, Gains and losses are recognized in the consolidated statement of comprehensive income when the
loans and receivables are derecognized or impaired, as well as through the amortization process. Assets
in this category are included in current assets except for maturities greater than 12 months after the end
of the reporting period, which are classified as noncurrent assets.

As of December 31, 2016 and 2015, the Group has designated as loans and receivables its cash in banks
and cash equivalents, trade and other receivables, amounts owed by related parties, security deposit,
loans to employees (reported as. part of ‘Other current assets’ and ‘Other noncurrent assets’ in the
consolidated balance sheet) and deposits (reported as part of ‘Other current assets” and ‘Other
noncurrent assets’ in the consglidated balance sheet).

HTM investments

Non-derivative financial assets with fixed or determinable payments and fixed maturities are classified as
HTM when the Group has the positive intention and ability to hold it to maturity. After initial
measurement, HTM investments are measured at amortized cost using the EIR method, less impairment.
Amortized cost is calculated by taking into account any discount or premium on acquisition and fees or
costs that are integral part of the EIR, Gains and losses are recognized in the consolidated statement of
comprehensive income when the investments are derecognized or impaired, as well as through the
amortization process.

As of December 31, 2016 and 2015, the Group has HTM investments in Philippine government securities.

AFS financial assets

AFS financial assets are non-derivative financial assets that are designated as AFS or are not classified in
any of the three preceding categories. They are purchased and held indefinitely, and may be sold in
response to liquidity requirements or change in market conditions. After initial measurement, AFS
financial assets are measured at fair value with unrealized gains or losses recognized directly in equity
until the investment is derecognized, at which time the cumulative gain or loss recorded in equity is
recognized in the consolidated statement of comprehensive income, or determined to be impaired, at
which time the cumulative loss recorded in equity Is recognized in the consolidated statement of
comprehensive income.

As of December 31, 2016and 2015, the Group’s AFS financial asset pertains to unquoted equity shares of
CloudMondo, Ltd.

Financial Eabilities

Initial recognition

Financial liabilities within the scope of PAS 39 are classified as financial liabilities at FVPL, other financial
liabilities, or as derivatives designated as hedging instruments in an effective hedge, as appropriate, The
Group determines the classification of its financial liabilities at initial recognition and, where allowed and
appropriate, re-evaluates such designation at every financial reporting date.

Financial liabilities are recognized initially at fair value and, in the case of financial liabilities not at FVPL,
net of directly attributable transaction costs.

The Group's financial liabilities include trade and other payables, short-term loans, long-term debt and
amounts owed to related parties.

Subsequent measurement
The measurement of financial liabilities depends on their classification as follows:
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Financial liabilities at FVPL

Financial liabilities at FVPL include financial liabilities held for trading and financial liabilities designated
upon initial recognition at FVPL,

Financial liabilities are classified as held for trading if they are acquired for the purpose of selling in the
near term. This category includes derivative financial instruments entered into by the Group that do not
meet the hedge accounting criteria as defined by PAS 39.

Gains and losses on liabilities held for trading are recognized in the consolidated statement of
comprehensive income.

The Group does not have a financial liability at FVPL as of December 31, 2016 and 2015.

Other financial liabilities

Other financial liabilities are initially recognized at fair value of the consideration received, less directly
attributable transaction costs. After initial recognition, other financial liabilities are measured at
amortized cost using the EIR method. Amortized cost is calculated by taking into account any related
issue costs, discount or premium. Gains and losses are recognized in the consolidated statement-of
comprehensive income when the liabilities are derecognized, as well as through the amortization process.

As of December 31, 2016and 2015, the Group’s other financial liabilities includes trade and other
payables, short-term loans, amount owed to related parties and long-term debt.

Offsetting of Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated
balance sheet if there is a currently enforceable legal right to offset the recognized amounts and there is
intention to settle on a net basis, or to reaiize the asset and settle the liability simultaneously. The Group
assesses that it has a currently enforceable right of offset if the right is not contingent on a future event,
and is legally enforceable in the normal course of business, event of default, and event of insolvency or
bankruptcy of the Group and all of the counterparties,

‘Day 1’ difference

Where the transaction price in a non-active market is different from the fair value of other observable
current market transactions in the sarfie instrument or based on a valuation technigue whose variables
inciude only data from observable market, the Group recognizes the difference between the transaction
price and fair value (a 'Day 1’ difference) in the consciidated statement of comprehensive income unless
it qualifies for recognition as some other type of asset. In cases where use is made of data which is not
observable, the difference between the transaction price and model value is only recognized in the
consolidated statement of comprehensive income when the inputs become observable or when the
instrument is derecognized. For each transaction, the Group determines the appropriate method of
recoghizing the ‘Day 1’ difference amount.

Classification of Financial Instruments between Debt and Equity
A financial instrument is classified as debt if it provides for a contractual obligation to:

. deliver cash or another financial asset to another entity; or

. exchange financial assets or financial liabilities with another entity under conditions that are
potentially unfavorable to the Group; or

J satisfy the obligation other than by the exchange of a fixed amount of cash or another financial

asset for a fixed number of own equity shares.
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If the Group does not have an unconditional right to avoid delivering cash or another financial asset to
settle its contractual obligation, the obligation meets the definition of a financial liability. The components
of issued financial instruments that contain both liability and equity elements are accounted for
separately, with the equity component being assigned the residual amount after deducting from the
instrument as a whole the amount separately determined as the fair value of the liability component on
the date of issue.

Impairment of Financial Assets

The Group assesses, at each balance sheet date, whether there is any objective evidence that a financial
asset or a group of financial assets is impaired. A financial asset or a group of financial assets is deemed
to be impaired if, and only if, there is objective evidence of impairment as a result of one or more events
that has occurred after the initial recognition of the-asset (an incurred ‘loss-event’) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or the group of financial
assets that can be reliably estimated. Objective evidence of impairment may include indications that the
debtors or a group of debtors 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 a measurable decrease in the estimated
future cash flows, such as changes in arrears or economic conditions that correlate with defaults. If such
evidence exists, any impairment loss is recognized in the consclidated statement of comprehensive
income.

Financial assets carried at amortized cost

The Group first assesses whether objective evidence of impairment exists individually for financial assets
that are individually significant, or collectively for financial assets that are not individually significant. If it
is determined that no objective evidence of impairment exists for-an individually assessed financial asset,
whether significant or not, the asset is iricluded in a group of financial assets with similar credit risk
characteristics and that group of financial assets is collectively assessed for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is-or continues to be recognized
are not included in a collective assessment of impairment,

If there is objective evidence that an impairment loss on loans and receivables carried at amortized cost
has been incurred, the amount of the loss is measured as the differénce between the asset’s carrying
amount-and the present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset’s original EIR (i.e., the EIR computed at initial
recognition). The carrying amount of the asset shall be reduced either directly or through the use of an
allowance account. The amount of the loss shall be recognized in the consolidated statement of
comprehensive income. If, in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment was recognized, the
previously recognized impairment loss is reversed. Any subsequent reversal of an impairment loss is
recognized in the consolidated statement: of comprehensive income, to the extent that the carrying value
of the asset does not exceed its amortized cost at the reversal date.

Financial assets carried at cost

If there is objective evidence that an impairment loss on an unguoted equity instrument that is not
carried at fair value because its fair value cannot be reliably measured, or on a derivative asset that is
linked to and must be settled by delivery of such an unquoted equity instrument has been incurred, the
amount of the loss is measured as the difference between the asset’s carrying amount and the present
value. of estimated future cash flows discounted at the current market rate of return for a similar financial
asset.

Derecognition of Financial Instruments
Financial assets

33

e




A financial asset (or, where applicable, a part of a financial asset or part of & group of similar financial
assets) is derecognized where:

. the rights to receive cash flows from the asset have expired;

. the Group has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a ‘pass-
through’ arrangement; and

. efther (a) the Group has transferred substantially all the risks and rewards of the asset, or (b) the
Group has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset,

Where the Group has transferred its rights to receive cash flows from an asset or has entered into pass
through arrangement and has neither 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 Group’s
continuing involvement in the asset. In this case the Group also recognizes an associated liability. The
transferred asset and the associated liability are measured on a basis that reflects the rights and
obligations that the Group has retained.

Continuing involvement that takes the farm of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Group could be required to repay.

When continuing Invalvement takes the form of a written and/or purchased option (including a cash
settled option or similar provision) on the transferred asset, the extent of the Group’s continuing
involvement is the amount of the transferred asset that the Group may repurchase, except that in the
case of a written put option (including a cash settled option or similar provision) on an asset measured at
fair value, the extent of the Group’s continuing involvement is limited to the lower of the fair value of the
transferred asset and the option exercise price.

Financial liahilities
A financial liability is derecognized when the obligation under the liability is discharged or cancelled or
expired.

When an existing financial liability is replaced by another from the same lender on substantially different

terms, or the terms of an existing liability are substantially modified, such an 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 recognized in the consolidated statement of comprehensive income.

Inventories
Inventories are valued at the lower of cost and net realizable value (NRV). Costs incurred in bringing
each inventory to its present location and conditionare accounted for as follows:

Raw materials, spare parts, - purchase cost on a first-in, first-out basis (FIFQ);
supplies.and others

Finished goods and wark-in-

process inventories - cost of direct materials. and labor and a proportionof manufacturing overhead
cost. Costs are determined on a standard cost basis. Standard costs take into account normal levels of
materials and supplies, labor, efficiency and capacity utilization. They are regularly reviewed and, if
necessary, revised in light of current conditions.

NRYV of finished goods and work-in-process inventories is the estimated selling price in the ordinary
course. of business, less estimated costs of completion and the estimated costs necessary to make the
sale. NRV of raw materials, supplies, spare parts and others is the current replacement cost.
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Property, Plant and Equipment

Property, plant and equipment, except land, are stated at cost and costs of day-to-day servicing, less
accumulated depreciation and any accumulated impairment in value, Such cost includes the cost of
replacing part of such property, plant-and equipment and borrowing cost when that cost is incurred and if
the recognition criteria are met. Repairs and maintenance are recognized in the consolidated statement
of comprehensive income as incurred. Land is carried at cost less any impairment in value.

Depreciation commences when an asset is in its location and condition and capable of being operated in
the manner intended by management. Depreciation is calculated on a straight-line method over the
estimated useful lives of the property, plant and equipment as follows:

Category

Number of Years

Machinery and equipment 10-15
Buildings and improvements 5-25
Facility and production tools 5-8
Furniture, fixtures and equipment 2-5
Transportation eguipment 5-7

The property, plant and equipment’s residual values, useful lives and depreciation methods are reviewed,
and adjusted if appropriate, at each balance sheet date.

When each major inspection is performed, its cost is recognized in the carrying amount of the property,
plant and equipment as a replacement if the recognition criteria are satisfied.

Construction in progress represents property under construction and is stated at cost. This includes costs
of construction and other direct costs. Construction in progress is not depreciated until such time that
the relevant assets are completed and put into operational use.

Fully depreciated assets are retained in the accounts until these are no longer in use. When assets are
retired or otherwise disposed of, both the cost and related accumulatéd depreciation and any allowance
for impairment losses are removed from the accounts and any resulting gain or loss is credited or
charged to current operations.

An item of property, plant and eguipment is derecognized upon disposal or when no future economic
benefits-are expected from its use or disposal. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and carrying amount of the asset) is
included in the consolidated statement of comprehensive income in the year the asset is derecagnized.

Noncurrent Assets Held for Sale

Property, plant and equipment are classified as held for sale if their carrying amount will be recovered
principally through a sale transaction expected to be completed within one year from the date of
classification, rather than through continuing use. Property, plant and equipment held for sale are stated
at the lower of carrying amount and fair value less costs to sell.

The criteria for held for sale classification is regarded as met only when the sale or distribution is highly
probable and the asset-or disposal group is available for immediate sale in its present condition. Actions
required to complete the sale should indicate that it is unlikely that significant changes to the sale will be
made or that the sale will be withdrawn. Management must be committed to the sale expected within
one year from the date of the classification.
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Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that
necessarily takes a substantial period of time to get ready for its intended use or sale are capitalized as
part of the cost of the asset. All other borrowing costs are expensed in the period in which they occur.
Borrowing costs consist of interest and other costs that the Group incurs in connection with the
borrowing of funds. Foreign currency exchange differences are included in the determination of
borrowing costs to be capitalized, but only to the extent that they are an adjustment to the interest cost
on the borrowing.

Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognitian, intangible assets- are carried at cost less any accumulated amortization and any accumuiated
impairment losses. Internally generated intangible assets, excluding capitalized development costs, are
not capitalized and expenditure is charged agalnst income in the period in which the expenditure is
incurred.

The useful lives of intangible assets are assessed to be either finite or indefinite,

Intangible assets with finite lives are amortized over seven (7) years, which represents their economic
useful life, and assessed for impairment whenever there is an indication that the intangible asset may be
impaired. The amortization period and the amortization method for intangible assets with a finite useful
life are reviewed at each balance sheet date. Changes in the expected useful life or the expected pattern
of consumption of future economic benefits embodied in the asset is accounted for by changing the
amortization period or method, as appropriate, and treated as changes in accounting estimates. The
amottization expense on intangible assets with finite lives is reccgnized in the consolidated statement of
comprehensive income.

Intangible assets with indefinite useful lives are not amortized, but are tested for impairment annually
either individually or at the cash-generating unit (CGU) level. The useful life of an intangible asset with
an indefinite life is reviewed annually to determine whether the indefinite life continues to be
supportable. If not, the change in the useful life assessment from indefinite to finite is made on a
prospective basis.

Research and Development Costs.
Research costs are expensed as incurred. Development expenditures on an individual project are
recognized as an intangible asset when the Group can demonstrate:

. the technical feasibility of completing the intangible asset so that the asset will be available for
use or sale;

. its intention to complete and its ability to use or sell the asset;

. how the asset will generate future economic benefits;

» the availability of resources to complete the asset; and

L the ability to measure reliably the expenditure during development

Following initial recognition of the development expenditure as an asset, the asset is carried at cost less
any accumulated amortization and accumulated impairment losses. Amortization of the asset begins
when development is complete and the asset is available for use. It is amortized over the period of
expected future benefit, which is estimated to be five (5) to ten (10) years. Amortization is recorded in
cost of sales. During the period of development, the asset is tested for impairment annually.

Business Combinations

Business combinations are accounted for using the acquisition method. The cost of an acquisition is
measured as the aggregate of the consideration transferred measured at acquisition date fair value and
the amount of any non-controlling interests in the acquiree. For each business combination, the Group
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elects whether to measure the non-controlling interests in the acquiree at fair value or at the
proportionate share of the acquiree’s identifiable net assets. Acquisition-related costs are expensed as
incurred and included in administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, economic
circumstances and pertinent conditions as ‘of the acquisition date. This includes the separation of
embedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, any previously held equity interest is remeasured at its
acquisition date fair value and any resulting gain or loss is recognized in the consolidated statement of
comprehensive income.

Any contingent consideration to be transferred by the acquirer will be recognised at fair value at the
acquisition date. Contingent consideration classified as an asset or liability that is a financial instrument
and within the scope of PAS 39is measured at fair value with changes in fair value recognized either in
the consolidated statement of comprehensive income or as a change to OCIL. If the contingent
consideration is not within the scope of PAS 39, it is measured in accordance with the appropriate IFRS.
Contingent consideration that is classified as equity is not remeasured and subsequent settlement is
accounted for within equity.

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration transferred
and the ameunt recognized for non-controlling interests, and any previous interest held, over the net
identifiable assets acquired and liabilities assumed. If the fair value of the net assets acquired is in excess
of the aggregate consideration transfarred, the Group re-assesses whether it has correctly identified all of
the assets acquired and all of the liabilities assumed and reviews the procedures used to measure the
amounts to be recognized at the acquisition date. If the reassessment still results in an excess of the fair
value of net assets acquired over the aggregate consideration transferred, then the gain is recognized in
the consolidated statement of comprehensive income.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the
purpose of impairment testing, goodwill acquired in a business.combination is, from the acquisition date,
allocated to each of the Group’s CGUs that are expected to benefit from the combination, irrespective of
whether other assets or liabilities of the acquiree are assigned to those units.

Where goodwill has been allocated to a CGU and part of the operation within that unit is disposed of, the
goodwill associated with the disposed ‘operation is inciuded in the carrying amount of the operation when
determining the gain or loss on disposal.- Goodwill disposed in these circumstances is measured based on
the relative values of the disposed operation and the portion of the CGU retained.

Impairment of Nonfinancial Assets

The Group assesses at each reporting date whether there is an indication that a nonfinancial asset may
be impaired. The Group has designated as nonfinancial assets its prepaid expenses, advances to
suppliers, property, plant and equipment, and other assets. Ifany such indication exists, or when annual
impairment testing for a nonfinancial asset is required, the Group makes an estimate of the nonfinancial
asset’s recoverable amount. A nonfinancial asset’s estimated recoverable amount is the higher of a
nonfinancial asset's or CGU's fair value less costs to sell and its value in use (VIU} and Is determined for
an individual asset, unless the nonfinancial asset does not generate cash inflows that are largely
independent of those from other nonfinancial assets or groups of nonfinancial assets. Where the carrying
amount of a nonfinancial asset exceeds its estimated recoverable amount, the nonfinancial asset is
considered impaired and is written down to its estimated recoverable amount. In assessing VIU, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the nonfinancial
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asset. In determining fair value less costs to sell, an appropriate valuation model is used. These
calculations are corroborated by valuation multiples, quoted share prices for publicly traded subsidiaries
or other available fair value indicators.

For nonfinancial assets excluding goodwill, an assessment is made at each reporting date as to whether
there is any indication that previously recognized impairment losses may no longer exist or may have
decreased. If such indication exists, the Group makes an estimate of recoverable amount. A previously
recognized impairment loss is reversed only if there has been a change in the estimates used to
determine the nonfinancial asset’s recoverable amount since the last impairment loss was recognized. If
that is the case the carrying amount of the nonfinancial asset is increased to its recoverable amount.
That increased amount cannot exceed the carrying amount that would have been determined, net of
depreciation, had no impairment loss been recognized for the non-financial asset in prior years. Such
reversal is recognized in the consolidated statement of comprehensive income.

Capital Stock

Capital stock is measured at par value for all shares issued. Subscriptions recelvable are accounted for as
a deduction from equity. Proceeds and/or fair value of consideration received in excess of par value, if
any, are recognized as additional paid-in capital (APIC).

Retained Earnings

The amount included in retained earnings includes profit or loss attributable to the Group’s equity holders
and reduced by dividends on capital stock. Retained earnings may als¢ include effect of changes in
accounting policies as may be required by the standards’ transitional provisions.

The Group may pay dividends in cash or by the issuance of shares of stock. Cash and property dividends
are subject to the approval of the BOD, while stock dividends are subject to approval by the BOD, at least
two-thirds of the outstanding capital stock of the shareholders at a shareholders’ meeting cailed for such
purpose, and by the Philippine SEC. Cash and property dividends on preferred and common stocks are
recognized as liability and deducted from equity when declared. Stock dividends are treated as transfers
from retained earnings to paid-in capital.

Equity Reserve
Equity reserve represents the effect of the application of the pooling-of-interests method.

5 Treasury Shares

Treasury shares represent reaquired equity instruments, which no gain or loss is recognized in the
consolidated statement of comprehensive income on the purchase, sale, issue or cancellation of the
Group's own equity instruments. Any difference between the carrying amount and the consideration, if
reissued, is charged or credited to APIC.

k-

Other Comprehensive Income

Other comprehensive income comprises items of income and expenses that are not recognized in profit
or loss for the year in accordance with PFRS. Other comprehensive income pertains to remeasurements
of the Group’s retirement benefit obligation and changes in fair value of AFS financial asset.

Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Group
and the revenue can be reliably measured, regardless of when the payment is being made, Revenue is
measured at the fair value of the consideration received or receivable, taking into account contractually
defined terms of payment and excluding discounts, returns, rebates and other sales taxes or duties. The
Group assesses its revenue arrangement against specific criteria in order to determine if it is acting as
principal or agent. The Group has concluded that it is acting as a principal in all of its revenue
arrangements,
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The following specific recognition criteria must also be met before revenue is recognized:

Sale of goods
Revenue from the sale of goods is recognized when the significant risks and rewards of ownership of the
goods have passed to the buyer, usually on delivery of the goods,

Interest income
Interest income is recognized as it accrues using the EIR method.

Deferred revenues

Deferred revenues pertain to the unearned income arising from the sale of goods wherein no actual

shipment or transfer of risks and rewards to customers has occurred yet. No amortization is done.to
recoghize the earned revenue since the Group will make subseguent reversals upon shipment of the
goods to customers.

Costs and Expenses Recognition

Costs and expenses are recognized in the consolidated statement of comprehensive income when a
decrease in future economic benefits related to a decrease in an asset-or an increase in a liability has
arisen that can be measured reliably.

Cost of sales
Cost of sales is recognized when the related sale has met the criteria for recognition.

Operating expenses
Operating expenses are recognized in the consolidated statement of comprehensive income in the period
in which they are incurred.

Leases

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

a. There is a change in contractual terms, other than a renewal or extension of the arrangement;

s} A renewal option is exercised and extension granted, unless the term of the renewal or extension
was Initially included in the lease term;

c. There is a change in the determination of whether fulfillment is dependent on a specified asset;
or

d. There is a substantial change to the asset.

When a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances give rise to the reassessment for scenarios (a), {c) or (d) and at the date of
renewal or extension period for scenario (b).

Group as a lessee
Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are
classified as operating leases. Operating lease payments are recognized as.expense in the consolidated
statement of comprehensive income on a straight-line basis over the lease term.

Retirement Benefits Costs
The Group is covered by a noncontributory defined benefit retirement pian. The net defined benefit
liability or asset is the aggregate of the present value of the defined benefit obligation at the end of the
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reporting period reduced by the fair value of plan assets, adjusted for any effect of limiting a net defined
benefit asset to the asset ceiling. The asset ceiling is the present value of any economic benefits
available in the form of refunds from the plan or reductions in future 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 the following:

. Service cost
J Net interest on the net defined benefit liability or asset
. Remeasurements of net defined benefit liability or-asset,

Service costs which include current service costs, past service costs and gains or Josses on non-routine
settlements are recognized as expense in the consolidated statement of comprehensive income, Past
service costs are recognized when plan amendment or curtailment occurs.

Net interest on the net defined benefit liability or asset is the change during the period in the net defined
benefit Hability or asset that arises from the passage of time which is determined by applying the discount
rate based on high quality corporate bonds to the net defined benefit liability or asset. Net interest on
the net defined benefit liability or asset is recognized as expense or income in the consolidated statement
of comprehensive income,

Remeasurements comprising actuarial gains and losses, return on plan assets and any change in the
effect of the asset ceiling (excluding net interest on defined benefit liability) are recognized immediately
in other comprehensive income in the period in which they arise. Remeasurements are not reclassified to
profit or loss in subsequent periods. These are refained in other comprehensive income until full
settlement of the obligation.

The past service cost is recognized as an expense on a straight-line basis over the average period until
the benefits become vested. If the benefits are already vested immediately following the introduction of,
or changes to, a pension plan, past service cost is recognized immediately.

Plan assets are assets that are held by a long-term employee benefit fund or qualifying insurance policles.
Plan assets are not available to the creditors of the Group, nor can they be paid directly to the Group.
The fair value of plan assets is based on market price information.

When no market price is available, the fair value of plan assets 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 (or, 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 obligation, the measurement of the resulting defined benefit asset is limited
to the present value of economic benefits available in the form of refunds from the plan or reductions in
future contributions to the plan.

The Group’s right to be reimbursed of some or all the expenditure required to settle a defined benefit
obligation is recognized as a separate asset at fair value and when, and only when, reimbursement is
virtually certain.

Fareign Currency-denominated Transactions

The consolidated financial statements are presented in US dollars, which is the Group’s functional and
presentation currency. Transactions in foreign currencies are initially recorded at the functional currency
spot rate ruling at the date of the transaction. Qutstanding monetary assets and liabilities denominated
in foreign currencies are retranslated at the functional currency rate of exchange ruling at the balance
sheet date.
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All differences are taken to the consolidated statement of comprehensive income. Nonmonetary items
that are measured in terms of historical cost in a foreign currency are translated using the exchange
rates as of the dates of the initiai transactions.

Income Taxes

Current tax

Current tax liabilities for the current and prior periods are measured at the amount expected to be paid to
the taxation authority. The tax rates and tax laws used to compute the amount are those that are
enacted or substantively enacted by the financial reporting date.

Deferred tax

Deferred income tax is provided using the balance sheet liability method on temporary differences at the
financial reporting date between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred income tax liabilities are recognized for all taxable temporary differences, except:

. where the deferred income tax liability arises from the initial recognition of goodwill or of an
asset or liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

. in respect of taxable temporary differences associated with investments in subsidiaries and
interests in joint ventures, where the timing of the reversal of the temporary differences can be
controlled and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred income tax assets are recognized for all deductible temporary differences, carryforward of
unused tax credits from excess minimum corporate income tax {MCIT) over regular corporate income tax
(RCIT) and unused net operating loss carryover (NOLCO) to the extent that it is probable that taxable
profit will be available against which the deductible temporary difference, and the carryforward of unused
tax credits from excess MCIT and unused NOLCO can be utllized, except:

L where the deferred income tax asset relating to the deductible temporary difference arises from
the initial recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting profit nor taxable profit or loss; and

. in respect of deductible temporary differences associated with investments in subsidiaries and
interests in joint ventures, deferred incorne tax assets are recognized only to the extent that it is probable
that the temporary differences will reverse in the foreseeable future and taxable profit will be available
against which the temporary differences can be utilized,

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and reduced
to the extent that it is no longer probable that sufficient taxable profit will be available to allow ali or part
of the deferred tax asset to be utilized. Unrecoghized deferred income tax assets are reassessed at each
balance sheet date and are recognized to the extent that it has become probable that future taxable
profit will allow the deferred tax asset to be recoveraed,

Deferred income tax assets and liabilities are measured at the tax rates that are-expected to apply to the
period when the asset is realized or the liability is settled, based on tax laws that have been enacted or
substantively enacted at the reporting date,

Deferred income tax relating to items recognized directly in equity is recognized directly in equity and not
in profit or loss. Deferred tax items are recognized in correlation to the underlying transaction either in
other comprehensive income or directly in equity.
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Deferred income tax assets and deferred income tax liabilities are offset if, and only if, a legally
enforceable right exists to offset current tax assets against current tax liabilities exist and the deferred
tax assets and liabllities relate to income taxes levied by the same taxation authority on either the same
taxable entity or different taxable entities which intend to either settle current tax liabilities and assets on
a net basis, or to realize the assets and settle the liabilities simultaneously, in each future period in which
significant amounts of deferred income tax assets or liabilities are expected to be settled or recovered.
Subsidiaries operating in the Philippines file income tax returns on an individual basis. Thus, the deferred
income tax assets and deferred income tax liabilities are offset on a per entity basis.

Earnings Per Share (EPS)

Basic EPS is calculated by dividing the net income for the year by the weighted average number of
common shares outstanding during the year, with retroactive adjustments for any stock dividends and
stock split.

For the purpose of calculating diluted earnings per share, the net income and the weighted average
number of shares outstanding are adjusted for the effects of all dilutive potential common shares.,

Segment Reporting

For management purposes, the Group has determined that it is operating as one operating segment.
Sales are reported internally per division, however, profit or loss, assets and liabilities are reported on an
entity-wide basis. These information are measured using the same accounting policies and estimates as
the Group's consolidated financial statements (see Note 25).

Provisions

Provisions are recognized when the Group has a present obligation (Jegal or constructive) as a result of a
past event and it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation and a reliable estimate can be made of the amount of the obligation. Where the
Group expects some or all of a provision to be reimbursed, for example, under an insurance contract, the
reimbursement is recognized as a separate asset but only when the reimbursement is virtuaily certain.
The expense relating to any provision is presented in the statement of comprehensive income, net of any
reimbursement, If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of
the time value of money and, where appropriate, the risks specific to the liability. Where discounting is
used, the increase in the provision due to the passage of time is recognized as an interest expense.

Contingencies

Contingent liabilities are not recognized but are disclosed in the notes to consolidated financial
statements unless the possibility of an outflow of resources embodying economic benefit is remote.
Contingent assets are not recognized but are disclosed in the notes to consolidated financial statements
when an inflow of economic benefit is probable.

Events After the Balance Sheet Date

Post year-end events that provide additional information about the Group’s position at the balance sheet
date (adjusting events) are reflected inthe consolidated financial statements. Post year-end events that
are not adjusting events are disciosed in the notes to consolidated financial statements when material.
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Results of Operations

For the 12-month period ending December 31, 2016 compared to the 12-month period
ending December 31, 2015

Revenue
The Company recorded consolidated revenues of US$74.3 million for the 12 months ending December

31, 2016, an increase of 25% from US$59.1 million for the same period in 2015. The increase was
accounted for by the growth of both the Company’s semiconductor and Antenna Systems businesses.

Sales per division

In USg 000 For the 12 months ended December 31
2016 2015 % Inc/
{Dec)
} CEC

Discrete 12,486 11,296 11
Multichip 9,681 10,163 (%)
IC 9,818 8,119 21
QFN 4,937 5,143 4
New Products 5,273 5,415 (3
Hermetics 1,488 2,083 {29)
CATS
Cougar 241 329 (27)
Qutdoor Unit 6,488 10,200 (36)
Indoor Unit - 1,691- (100)
Bridgewave 3,024 2,332 30
IRFU 1,372 2,493 {45)
RMS 127 285 (53)
Antenna Systems 19,387 _ - -

Total 74,322 59,549 25%

} Cost of Sales and Gross Margin

The Company's cost of sales (CQOS) is composed of: raw materials, spare parts, supplies; direct salaries,
wages and employees’ benefits; depreciation and amartization; utility expenses directly attributable to
production, freight and duties; and changes in finished goods and work in process inventories, The
Company’s cost of sales increased by 23% to US$61.6 million in the 12 months ending December 31,
2016 from US3$50 million for the same period in 2015. The increase was mainly due to a rise in raw
materials expenses as a result of higher sales, higher salaries and wages, , depreciation, and increase in
inward freight and duties.

- Raw materials, spare parts, supplies and other inventories grew by38% to US$42.4 million
for the 12 months ending December 31, 2016 from US$35.0 million for the same period in
2015,

- Salaries, wages and employees’ benefits increased by 28% to US$10.5 million for the 12
months ending December 31, 2016, from US$8.2 million for the same period in 2015,

- Utility expenses amounted to U5$3.5 million for the 12 months ending December 31, 2016,
from US$3.7 million for the same period in 2015, a decrease of 6%Depreciation and
amortization increased by 24% to US$2.6 miillion for the 12 months ending December 31
2016, from US52.1 million for the same period in 2015.
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- Freight and duties increased by 176% to US$2.5 million for the 12 months ending December
31, 2016 from US$899 thousand for the same period in 2015.

The Company’s gross margin was 17% for the 12 months ending December 31, 2016, one percentage
point higher than the gross margin recorded for the same period in 2015,

Operating Expenses

The Company’s operating expenses for the 12 months ending December 31, 2016 amounted to US$4.4
million, 14% higher compared to the U$$3.8 million recorded during the same period in 2015.

Net Income (Loss) Before Income Tax
For the 12 months ending December 31, 2016, the Company recorded & net income before income tax of
US$8.2 million, an increase of 45% compared with US$5.6 million recorded for the same pericd in 2015.

Provision for Income Tax

Provision for income tax for the 12 months ending December 31, 2016 amounted to US$547 thousand
compared with U$$516 thousand for the same period in 2015, an increase of 6%.

Net Income After Tax

The Company's net income for the 12 months ending December 31, 2016 amounted to US$7.6 million, an
increase of 49% compared with US$5.1 million for the same period in 2015.

Total Comprehensive Income

The Company's total comprehensive income for the 12 months ending December 31, 2016 amounted to
US$7.1 Mn, compared to US4$5.3 Mn for the same period in 2015, a 34% increase.
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Financial Condition

For the 12-month period ending December 31, 2016 compared to the period ending
December 31, 2015

Assels

The Company’s cash and cash equivalent for the 12 months ending December 31, 2016 amounted to
1S$24.5 million, compared with US$29.8 million for the period ending December 31, 2015, a decrease of
USs5.3 million or 18%. The decrease was mainly due to the increase in trade receivables and inventories

Trade and other receivables for the 12 months ending December 31, 2016 amounted to US$23.2 million,
compared with US$13.7 million for the period ending December 31, 2015, a 69% increase. The increase
was mainly due increase in sales and longer AR days for certain key customers.

Inventory levels for the 12 months ending December 31, 2016 amounted to US$15.3 million, 166%
higher compared with US$5.7 million for the period ending December 31, 2015. The increase was mainly
due to longer lead times for certain major raw materials and ramp up of product volume runners,

Financial assets at fair value through profit and loss refer to short-term investments of the Company. For
the 12 months ending December 31, 2016, the Company sold its short-term investments in UITF and
RCBC senior notes.

The Company's HTM investments pertain to government bonds which were purchased by the Philippine
Branch of CATS in compliance with the Corporation Code for foreign companies to maintain securities
with the SEC. Other current assets for the 12 months ending December 31, 2016 totaled US$2.6 million,
compared with US$2.5 million for the period ending December 31 2015, an increase of 3%. The:change
was mainly due to advances to suppliers.,

Non-current assets held for sale pertain to the Company's Carmelray property which is being actively
marketed for sale.

Non-current assets, comprised of Property, plant and equipment (PPE), Available-for-sale (AFS) financial
asset, deferred income taxes and other noncurrent assets for the 12 months ending December 31, 2016
amounted to US$32,7million compared with US$26.9 million for the period ending December 31, 2015,
an increase of 21% The increase was mainly due to increase in PPE and non-current assets.

Liabilities

The Company's current labilities is comprised of trade and other payables, short-term loans, long-term
debt — current portion, amounts owed to related parties, deferred revenue, income tax payable,
provision for warranty. For the 12 months ending December 31, 2016, current liabilities were at US$58.5
million compared with US$30.1 million for the period ending December 31, 2015, a 192% increase. This
can be mainly attributed to increase in trade and other receivables, short-term loan, current portion of
iong-term debt, income tax payable, and pravision for warranty.

For the 12 months ending December 31, 2016, the Company’s non-current liabilities, comprised of long-
term debt - net of current portion, retirement benefit obligation, and deferred income tax: liability
amounted to US$38.8 million, 2 100%% increase compared to US$19.3 million for the period ending
December 31, 2015. The increase was mainly due to increase in long-term debt and increase in
retirement benefit obligation.
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Equity

The Company's shareholders’ equity as of the 12 months ending December 31, 2016 amounted to
US$25.2 million compared with US$71.3 million for the period ending December 31, 2015, a 65%
decrease. The decrease in equity was due to acquisition of parent company shares by subsidiary.

Liquidity and Capital Resources

For the 12 months ending December 31, 2016, the Company’s principal sources of liquidity was cash
from sales of its products, IPO proceeds, bank credit facilities, proceeds from its 5-year corporate notes
issuance, and proceeds from its follow-on offering. The Company expects to meet its working ‘capital,
capital expenditure, dividend payment and investment requirements for the next 12 months primarily
from the proceeds of the Company’s Initial Public Offering, proceeds of the Company’s corporate notes
issuance, short-term credit facilities and cash flows from operations. It may also from time to time seek
other sources of funding, which may include debt or equity financings, including dollar and peso-
denominated loans from Philippine banks, depending on its financing needs and market conditions.

For the next 12 months, the Company plans to increase its production further by increasing volume
deliveries to existing customers, entering into new production agreements, and expanding its customer
base by intensifying its sales and marketing activities.

The following table sets out the Company’s cash flows for the 12 months ending December 31, 2016 and
the same period 2015:

For the 12 months
In US$ Thousands ending December 31
' _ _ _ _ 2016 | 2015
Net cash flows provided by/ (used for) operating activities ..(1,582) 16,996
Net cash flows provided by/ (used for) investing activities 11,350 | (28,900)
Net cash flows provided by/ (used for) financing activities (14,916) 29,019
Net increase (decrease) in cash equivalents _ (5,265) 17,174

Net Cast Flows from Operating Activities

Net cash flow provided by operating activities was US$(1.6) million for the 12 months ending December
31, 2016, compared with US$17.6 million for the same period in 2015.

For the 12 months ending December 31, 2016, net income before tax was US$8.2 million. After
adjustments for depreciation, unrealized foreign exchange gain/losses, interest income/expense, and
excess of the fair value of net assets acquired over the aggregate consideration transferred, operating
income before change in working capital was US$11.6 million. Changes in working capital decreased
operating income to US$1.6 million. This was mainly due to increase in inventories and receivables, and
increase in trade and other payables.

Investing Activities
Net cash from investing activities amounted to US$11.4 million for the 12 months ending December 31,

2016. Investing activities in 2016 mainly involved disposal of financial assets at FVPL, increase in PPA,
and increase in other noncurrent assets. acquisition of property, plant and equipment. For the same
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period in 2015, major investing activities involved investment in financial asset at FVPL, acquisition of
property, plant and equipment and AFS financial asset.

Financing Activities

Net cash flow used in financing activities for the 12 months ending December 31, 2016 amounted to
US$14.9 million. Major financing activities involved proceeds from availment of short-term loans,
proceeds from issuance of corporate notes, less payment of cash dividends, payment of short-term and
long-term loans, interest, acquisition by subsidiary of Parent Company Shares, stock issue cost, and net
movement in amounts owed by and owed to related parties. For the same period in 2015 financing
activities amounted to US$29 million and mainly invelved proceed from short-term loans, proceeds from
FOO, less payment of cash dividends, interest payments, payments of short term and long term loan and
net movement in amounts owed by and owed to related parties.

Material Changes to the Company’s Audited Income Statement as of December 31, 2016
compared to th