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SECURITIES AND EXCHANGE COMMISSION
SEC FORM 17-Q

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

1. Forthe quarterly period ended: September 30,2018

2. SEC Identification Number: 6609 3. BIR Tax Identification No. 000-233-218

4.  Exact Name of the registrant as specified in its charter: PAXYS. INC.

5. Province, country or other jurisdiction of Incorporation or organization: Manila, Philippines

6. Industry Classification Code: [ | (SEC Use Only)

7. Address of registrant’s principal office: Postal Codc:1226

15" Floor. 6750 Avala Office Tower, Avala Avenue, Makati City

8. Registrant’s telephone number, including area code: (+632) 250-3800
9. Former name, former address, and former fiscal year, if changed since last report
Not Applicable
10. Securities registered pursuant to Sections § and 12 of the Codc, or Sections 4 and 8 of thc RSA
a) Authorized Capital Stock
Commeon shares, P1.00 par value 1,800,000,000 sharcs
b) Issued and Outstanding Shares
Common shares, P1.00 par value 1,148,534,866 shares
¢) Amount of Debt Outstanding as of September 30, 2013
Short-term and Long-term loans None
11. Are any or all of the securities listed on the Philippine Stock Exchange

Yes{x] No[ ]
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12. Indicate by check mark whether the registrant:

(a) has filed all reports required to be filed by Section 17 of the SRC and SRC Rule 17 and
Sections 26 and 141 of the Corporation Cade of the Philippines during the preceding 12
months (or for such shorter period that the registrant was required to file such reports);

Yes [x] No[ ]
(b) Has been subject to such filing requirements for the past 90 days.

Yes[x] No[ ]



PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements
The consolidated financial statements include the accounts of Paxys, Inc. (“Paxys”, the “Company”, or the

“Parent Company”) and the following subsidiaries and joint ventures (collectively referred to as the “Group™):

Pereenlage of Ownership

September 30, 2018  December 31, 2017

Plaee of

Subsidiaries Incorporation  Principal Aclivily Direct  Indirect Direct  Indireet
Paxys N.V.* Curacao Investment Holding 100.0% - 100.0% -
ScopeWorks Asia, Inc. (SWA)  Philippines Data Conversion 100.0% - 100.0% -
Paxys Really, Inc. (PRI) Philippines Real Estale 100.0% - 100.0% -
Paxys Global Services Pte Ltd Singapore Business Proeess

{PGSPL) Outsourcing 100.0% - 100.0% -
Paxys Global Services Pte Lid Philippines Shared Services
ROHQ (PGS ROHQ) - 100.0% - 100.0%
Paxys L. Hong Kong Investment Holding 100.0% - 100.0% -
Simpro Solutions Ltd. Hong Kong Regional Office - 50% - 50%
Simpro Seclutiens Philippines, Philippines Contact Center

Inc. (Simpro Phils)™ - 50% - 50%
Paxys Global Serviees (Dalian)  China Contact Center

Lid. 50% - 30% -

* As at Seprember 30, 2018, Paxys N.¥. owns 345,622,477 common shares of the Pavert Company represeniing 30.09% of total
ouistanding capitad sinck
** Ongoing dissolution. See Annex B

The unaudited consolidated financial statements as at and for the nine-month period ended September 30,
2018 has been prepared in accordance with Philippine Accounting Standard (PAS) 34, Interim Financiat
Reporting. Accordingly, the unaudited consolidated financial statements do not include all of the informaticn
and footnotes required by generally accepted accounting principles in the Philippines (“Philippine GAAP™)
for complete financial statements as set forth in the Philippine Financial Reporting Standards (PFRS) and are
filed as Annex A of this report.

Item 2, Management’s Discussion and Analysis of Financial Condition and Results of Operations
(“MD&A™)

The MD&A is a discussion and analysis of the Group’s financial performance for the nine-month period ended
September 30, 2018. The primary objective of this MD&A is to help the readers understand the dynamics of
the Group's business and the key factors underlying the Group’s financial results.

The MD&A. for the nine-month period ended September 30, 2018 should be read in conjunction with the
unaudited consolidated financial statements and the accompanying notes, and are filed as Annex B of this
report.

Item 3. Aging of Trade Receivables

Please see Annex C.



PART II. SIGNATURES

Pursuant to the requirements of the Securities Regulation Code, the registrant has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

Registrant: PAXYS, INC.

Tarcisio M. Medalla
Chairman of the Board and President 9/

November 9, 2018

Corporate Secretary
November 9, 2018



Annex A

PAXYS, INC.
AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

September 30, 2018 and December 31, 2017

and for the Nine-Month Period Ended September 30, 2018 and 2017



PAXYS, INC. AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

As at September 30, 2018 and December 31, 2017
(Amounts in Thousands)

September 30

December 31

(Unaudited) {Audited)
ASSETS
Current Assets
Cash and cash equivalents (Note 4) B2,651,612 B2 758,529
Financial assets at amortized cost (Note 5) 1,079,445 -
Financial assets at fair value through other comprehensive
income (FVOCT) (Note 5} 159,164 -
Trade and other receivables (Note 6) 47,258 53,643
Available-for-sale financial assets (Note 5} - 214,982
Held-to-maturily mvestments (Note 5) - 100,175
Other current assets (Note 7) 20,576 14,871
Total Current Assets 3,958,055 3,742,200
Noncurrent Assets
Property and equipment (Note 9) 9,158 1,681
Intangible assets (Note 10) 625 420
Other noncurrent assets (Note 1 1) 11,681 11,294
Tolal Noncurrent Assels 21,464 13,395
£3,979,519 B3,755,595
LIABILITIES AND EQUITY
Current Liabilities
Trade and other payables (Note 12) B31,026 B26,502
Income tax payable - 150
Total Current Liabilities 31,026 26,692
Noncurrent Liabilities
Retirement liability (Note 17) 4,064 4,064
Total Noncurrent Liabilities 4,064 4,064
Total Liabilities 35,090 30,756
Equity
Capital stock (Note 13) 1,148,535 1,148,533
Additional paid-in capital (Note 13) 451,364 451,364
Parent shares held by a subsidiary (Note 13) (1,149,886} (1,149,886)
Other equity reserves 601,987 405,598
Retained earnings 2,892,429 2,869,228
Total Equity 3,944,429 3,724 839
£3,979,519 83,755,595

See accompanying Management Discussion and Analysis and Selecied Notes to interim Condensed Consolidated

Financial Statemenis.



PAXYS, INC. AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

For the Nine-month Periods Ended September 30, 2018 and 2017

(Amounts in Thousands, except Basie/Diluted Earnings per share)

Nine Months Three Months
2018 2017 2018 2017
SERVICE INCOME B64,645 858,769 £19,345 £17,306
COSTS OF SERVICES (Note 14) (49,621)  (50,955) (15,634 (15,522)
GROSS PROFIT 15,024 7,814 3,711 1,784
GENERAL AND ADMINISTRATIVE
EXPENSES (Note 15) (73,290) (57,076} (24,692) (23,120)
INTEREST INCOME (Note 16) 61,672 51,313 23,315 17,958
NET FOREIGN EXCHANGE GAIN (Note 16) 6,361 1,970 1,190 738
OTHER INCOME (Note 16) 898 1,148 165 256
INCOME (LOSS) BEFORE INCOME TAX 10,665 5,169 3,689 (2,384)
PROVISION FOR INCOME TAX 378 - 378 -
NET INCOME (LOSS) P10,287 B5,169 B3.311 {P2,384)
EARNINGS (LOSS) PER SHARE
Basic/Diluted Earnings Per Share R0.013 B0.006 B0.004 (£0.003)

See accompanying Management Discussion and Analysis and Selecied Notes o Interim Consolidated Financial

Statemments.



PAXYS, INC. AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)

For the Nine-month Periods Ended September 30, 2018 and 2017

{Amounts in Thousands)

Nine Months Three Months
2018 2017 2018 2017
NET INCOME (LOSS) P10,287 P5,169 P3311 (B2,334)
OTHER COMPREHENSIVE INCOME
Translation Gain 214,770 56,689 36,088 17,895
Net fair value changes on financial assets at
FVOCI (18,381) 7.844  (13,376) 2,203
196,389 64,533 22,712 20,098
TOTAL COMPREHENSIVE INCOME P206,676 P69,702  PB26,023 B17.714

See accompanying Management Discussion and Analysis and Selecied Notes to Interitn Consolidated Financial
Statemenis.
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PAXYS, INC, AND SUBSIDIARIES

INTERIM CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
For the Nine-month Periods Ended September 30, 2018 and September 30, 2017

{Amounts in Thousands)

2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax B10,665 5,169
Adjustments for:

Interest income (61,672) (51,313)

Unrealized foreign exchange gain (1,568) (1,108)

Realized gain on financial assets at FVOCI 12,914 -

Provision for doubtful accounts 2,718 5,023

Depreciation and amortization 1,347 1,122

Provision for non-recoverability of input value-added tax 780 2,203
Operating loss before working capital changes (34,316) (38,902)
Decrease (increase) in:

Trade and other receivables (1,769) (17,139)

Other current assets (5,705) (1,636)

Other noncurrent assets (387) 35
Increase (decrease) in:

Trade and other payables 3,956 (2,651)
Cash used for operations (38,721) (60,293)
Interest received 66,328 42,463
Net cash provided by (used in) operating activities 27,607 (17,830)
CASH FLOWS FROM INVESTING ACTIVITIES
Decrease {increase} in:

Financial assets at FVOCI (159,164} -

Financial assets at Amortized Cost (1,079,445) -

HTM investments 100,175 (163,047)

Available-for-sale investments 796,601 (81,150)
Acquisition of property and equipment and intangibles (9,029) (461)
Net cash used in investing activilies {350,862) (244,658}
EFFECT OF EXCHANGE RATE CHANGES ON CASH

AND CASH EQUIVALENTS 216,338 57,797
NET DECREASE IN CASH AND CASH EQUIVALENTS (106,917) (204,691
CASH AND CASH EQUIVALENTS AT BEGINNING OF

PERIOD 2,758,529 2,856,866
CASH AND CASH EQUIVALENTS AT END OF PERIOD 22,651,612 P2,652,175

See accompanying Management Discussion and Analysis and Seflected Notes to Intertm Consolidaied Financial

Statements.



PAXYS, INC. AND SUBSIDIARIES
NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

Paxys, Inc. (“Paxys”, the “Company”, or the “Parent Company™) i1s an investment holding company
incorporated in the Philippines and listed on the Philippine Stock Exchange (stock symbol: PAX). It was
formerly known as Fil-Hispano Heldings Corporation and registered with the Philippine Securities and
Exchange Commission (SEC) on February 14, 1952. At present, the Parent Company’s operating
subsidiaries provide general transeription, data conversion, contact center and back office cutsourcing
services. Asof September 30, 2018, its major sharcholders are All Asia Customer Services Holdings Ltd.
{AACSHL), a privately-held company incorperated in Hong Kong, and Paxys NV, a wholly owned
subsidiary of the Company, with 54.93% and 30.09% interests, respectively. The registered office address
of Paxys is at 15th Floor, 6750 Ayala Office Tower, Ayala Avenue, Makat{ City, Philippines.

2. Summary of Significant Accounting Policies

Basis of Preparation

The unaudited interim condensed consolidated financial statements have been prepared in accordance
with Philippine Financial Reporting Standards (PFRS). PFRS includes statements named PERS,
Philippine Accounting Standards (PAS) and Philippine interpretations from the Intemational Financtal
Reporting Interpretations Comuuittee (IFRIC) issued by the Financial Reporting Standards Council.

The unaudited interim eondensed consolidated financial statements have been prepared on a historical
cost basis, except for financial assets al fair value though other comprehensive income (FVOCI), which
have been measured at fair value. The unaudited interim condensed consolidated financial statements are
presented in Philippine peso, which is the Parent Company’s functional and presentation currency. All
values are rounded to the nearest thousands (B000), except when otherwise indicated.

Statement of Compliance

The unaudited interim condensed consolidated financial statements for the nine-month period ended
September 30, 2018 have been prepared in accordance with PAS34, lnterim Financial Reporting
Accordingly, the unaudited interim consolidated financial statements do not include all of the information
and footnotes required by generally accepted accounting principles in the Philippines (“Philippine
GAAP”) for complete financial statements as set forth in the PERS.

Adoption of New and Revised PFRS
The Group adopted the following new and revised PFRS effective January 1, 20]18:

¢ PFRS 9, Financial Instruments — This standard will replace PAS 39, Financial Instrumenis:
Recognition and Measurement (and all the previous versions of PFRS 9). It contains requiremenis
for the classification and measurement of financial assets and financial liabilities, impairment, hedge
accounting and derecognition.

PFRS 9 requires atl recognized financial assets to be subsequently measured at amortized cost or fair
value (through profit or loss or through other comprehensive income), depending on the classificatio
by reference to the business model within whieh these are held and its coniractual cash flon
characteristics.

Far financial liabilities, the most significant effect of PFRS 9 relates to cases where the fair valu
option is taken: the amount of change in fair value of a financial liability designated as at fair valu
through profit or loss that is attributable to changes in the credit risk of that liability is recognized i
other comprehensive income (rather than in profit or loss), unless this creates an accounting
mismatch.
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For the impairment of financial assets, PFRS 9 introduces an “expected credit loss” model based on
the concept of providing for expected losses at inception of a contract; it will no longer be necessary
for there to be objective evidence of impairment before a credit loss is recognized.

For hedge accounting, PFRS 9 introduces a substantial overhaul allowing financial statements to
better reflect how risk management activities are undertaken when hedging financial and non-
financial risk exposures.

The derecognition provisions are carried over almost unchanged from PAS 39.

The Group adopted PFRS has 9 and has not restated the comparative information. The adoption of
PFRS 9 has no signilicant effect on the classification and measurement of financial assets and
financial liabilities of the Group

o Amendments to PFRS 2, Share-based Payment - Classification and Measurement of Share-based
Payment Transactions — The amendments clarify the effects of vesting and non-vesting conditions
on the measurement of cash-settled share-based payments, the accounting for
share-based payment transaclions with a net settlement feature for withholding tax obligations, and
the effect of a modification to the terms and condition of a share-based payinent that changes the
classification of the transaction from cash-seltled to equily setiled.

e PFRS 15, Revenue from Contract with Custonmers — The new standard replaces PAS 11, Construction
Contracts, PAS 18, Revenue, and related interpretations. It establishes a single comprehensive
framework for revenue recognition to apply consistently across ransactions, indusiries and capital
markets, with a core principle (based on a five-step model to be applied to all contracts with
customers), enhanced disclosures, and new or improved guidance (e.g. the point at which revenue is
recognized, accounting for variable considerations, cests of fulfilling and obtaining a contract, etc.).

s  Amendment 1o PFRS 15, Revenue from Contract with Customers - Clarification to PFRS 15 - The
amendments provide clarifications on the foilowing topics: (a) identifying performance obligations;
(b) principal versus agent considerations; and (c} licensing. The amendments also provide some
transition relief for modified contracts and completed contracts.

o  Amcndments to PAS 28, Ivestments in Associates and Joint Ventures - Measuring an Associate or
Joint Venture at Fair Value — The amendments are part of the Annual Improvements to PFRS 2014-
2016 Cycle and clarify that the election to measure at fair value through profit or loss an investment
in an associate or a joint venture that is held by an entity that 1s a venture capital organization, or
other qualifying entily, i1s available for each investment in an associate or joint venture on an
investment-by-investment basis, upon initial recognition.

o  Philippine Interpretation IFRIC 22, Foreign Currency Transaciions 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 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 o
receipt of advance consideration.

The adoption of the foregoing new and revised PERS did not have any material effect on the interim
consolidated financial statements of the Group, except for PFRS 9 particularly on the classification of
financial assets and impairment of receivables, as discussed above. Additional disclosures have bees
included in the notes to the interim consolidated financial statements, as applicable.

New and Revised PFRS Not Yet Adopted

Relevant new and amended PFRS, which are not yet effective for lhe nine months ended September 30,
2018 and have not been applied in preparing the unaudited interim condensed consolhidated financig)
statements, are summarized below.
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Effective for annual periods beginning on or after January 1, 2019:

PFRS 16, Leases — The most significant change introduced by the new standard is that almost all
leases will be brought onto lessees” statement of financial position under a single model
{except leases of less than 12 months and leases of low-value assets), eliminating the distinction
between operating and finance leases. Lessor accounting, however, remains largely unchanged and
the distinction between operating and finance lease is retained,

Philippine Interpretation IFRIC 23, Uncertainty Over Income Tax Treatments — The interpretation
provides requirements in addition to those set in PAS 12, Income Taxes, by specifying how to
determine the accounling tax position when there is uncertainty over tax treatments. It requires an
entity to (a) determine whether uncertain tax positions are assessed separately or as a group, and (b)
assess whether it is probable that a tax authority will accept an uncertain tax treatment used, or
proposed to be used, by an entity in ifs income tax filings. If the entity concludes that it is probable
that a particular tax treatment is accepted, the entity has to determine taxable profit {tax loss), tax
bases, unused tax losses, unused tax credits or tax rates consistently with the tax treatment included
in its income tax flings. Otherwise, the entity has to use the most likely amount or the expecied
value of the tax treatment when determining taxable profit (tax loss), tax bases, unused tax losses,
unused tax credits and tax rates. The decision should be based on which method provides better
predictions of the resolution of the uncertainty.

Deferred effectivity -

Amendment to PFRS 10, Consolidared Financial Statements, and PAS 28, Investments in Associates
and Joint Ventures - Sale or Contribution of Assets Between an Investor and its Associate or Joint
Venture — The amendments address a current conflict between the two standards and clarify that gain
or loss should be recognized fully when the transaction involves a business, and partially if it involves
assets that do not constitute a business. The effeciive date of the amendments, initially set for annual
periods beginning on or after January i, 2016, is now deferred indefinitely until the International
Aeeounting Standards Board has completed its broader review of the research project on equity
accounting that may result in simplification of accounting for such transactions and of other aspec!s
of accounting for assoeiales and joint ventures.

Under prevailing circumstances, the adoption of the foregoing new and revised PFRS are not expected o
have any material effect on the consolidated financial statements of the Group. Additional diselosures will
be included in the interim condensed consolidated financial statements, as applicable.

Basis of Consolidation

The interim condensed consolidated financial statements include the financial statements of the Parznt
Company and the following subsidiaries:

Place of 2018 2017
Subsidiaries Incomeration  Principal Aclivity Direct Indirect Direct  Indirect
Paxys N.V.* Curacao Investment holding 100% - 100% -
ScopeWorks Asia, Inc. (SWA) Philippines Data conversion 100% - 100% -
Paxys Realty, Inc. Philippines Real Eslate 100% - 100% -
Paxys Global Services Pte Ltd Singapore Business Process Oulsourcing 100% - 100% -
(PGSPL)
Paxys Global Services Pte Lid Philippines Shared services - 100% - 10
ROHQ (PGS ROHQ)
Paxys Lid. Hong Kong  Investinent holding 100% - 100% =

*Paxys N.V. owns 343,622,477 common shares of the Parent Company representing 30.09% of the total owtstanding capital s,

of the Parent Company

The Parent Company and its subsidiaries are collectively referred to as “the Group.”

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the Compan,
obtains control, and eontinue to be consolidated until the date that such control ceases.
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The financial statements of the subsidiaries are prepared for the same reporting years as that of the Parent
Company. The interim condensed consolidated financial stalements are prepared using uniform
accounting policies for like transactions and other events in similar circumstances. All intercompany
accounts, transactions and balances including intercompany profits, unrealized profits and losses and
dividends are eliminated in full in the consolidated financial statements.

Foreign Currencies

The Group’s interim condensed consolidated financial statements are presented in Philippine peso, which
is also the Parent Company’s functional and presentation currency. The Philippine peso is the currency
of the primary economic environment in which the Group operates. This is also the currency that mainly
influences the revenue and cost of rendering products and services. All the subsidiaries, associates and
Jjoint ventures evaluate their primary economic and operating environment and determine their functional
currency. [tems included in the financial statements of each entity are initially measured using that
functional currency.

The functional currency of the Parent Company, SWA, Simpro Philippines, PGS and PGS ROHQ is the
Philippine Peso. The functional currency of PGSPL is Singapore Dollar (SG$). The functional currency
of Paxys Ltd., Simpro Solutions Limited and Paxys N.V. is U.§. Dollar (US$).

Transactions in foreign currencies are initially recorded in the functional currency spot rates at the date of
the transaction. Monetary assets and liabilities denominated in foreign currencies are translated al the
functional closing rate of exchange at the end of the reporting period. The exchange differences arising
on settlement or translation of monetary items are recognized in profit or loss.

Foreign operations. On consolidation, the assets and liabilities of foreign operations are translated inlo
Philippine pesos at the rate of exchange prevailing at the reporting date and their income statements arc
translated at weighted average exchange rates at the end of the year. The exchange differences arising on
translation for consolidation are included in the cumulative translation adjustment, a separate component
of equity under other equity reserves. Upon disposal of a foreign operation, the cumulative translation
adjusiment relating to that particular foreign operation is recognized in profit and loss.

Current versus Noncurrent Classification
The Group presents assets and liabilities in the statement of financial position based on current/non-
current classification. An asset is current when:

= Itisexpected 1o be realized or intended to sold or consumed in normal operating cycle

» It is held primarily for the purpose of trading

= It 1s expected to be realized within twelve months after the reporting period, or

= [t iscash or cash equivalent unless restricted from being exchanged or used to settle a liability fora
least twelve months after the reporting period

All other assets are classified as noncurrent, A liability is current when:

= Jtis expected to be settled in normal operating cycle

»  Itis held primarily for the purpose of trading

» Ttis due to be settled within twelve months after the reporting period, or

*  There is no unconditional right to defer the settlement of the liability for at least twelve months afier
the reporting period

The Company classifies all other liabilities as noncurrent.

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash equivalents are short-term, highly liquid deposits that e
readily convertible to known amounts of cash with original maturities of three months or less and that ae
subject to an insignificant risk of change in value.

Financial Assets and Liabilities

Date of Recognition. Financial assets and liabilities are recognized in the statement of financial positien
when the Group becomes a party to the contractual provisions of a {inancial instrument. All regular wey
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purchases and sales of financial assets are recognized on the trade date (i.e., the date that the Group
commits to purchase the asset). Regular way purchases or sales are purchases or sales of financial assets
that require delivery of the assets within the period generally established by regulation or convention in
the market place.

Initial Recognition. Financial instruments are recognized initially at fair value of the consideration given
{in the case of an asset) or received (in the case of a liability). Transaction costs are included in the initial
measurement of all financial instruments, except for financial instruments classified as fair value through
profitor loss (FVPL). Fair value is determined by reference to the transaction price or other market prices.
If such market prices are not readily determinable, the fair value of the consideration is estimated as the
sum of all future cash payments or receipts, discounted using the prevailing market rate of interest for
similar instruments with similar maturities.

“Day 1" Difference. Where the transaction price in a non-active market is different from the fair value
from other observable current market transactions in the same instrument or based on a valualion
technique whose variables include only data observable from the market, the Group recognizes the
difference between the transaction price and fair value (a “Day 1" difference) in profit or loss unless it
qualifies for recognition as some other type of asset. For each transaction, the Group determines the
appropriate method of recognizing a “Day 17 difference amount.

Accounting Policies for the Classification and Measurement of Financial Assels Applicable from January
1,2018

Classification. Financial instruments are classified as liabilities or equity in accordance with the substance
of the contractual arrangement. Interest, dividends, gains and losses relating to a {inancial instrument or
a component that is a financial liability, are recognized in profit or loss. Distributions to holders of
financial instruments classified as equity are charged directly to equity, net of any related income tax.

The Group classifies its financial assets into the following categories: financial assets at FVPL, loans and
receivables, held-to-maturity (HTM) investments and AFS financial assets, The Group classifies its
financial liabilities as either financial liabilities at FVPL or other financial liabilities.

The classification of financial instruments depends on the purpose for which these were acquired and
whether these are quoted in an active market. The Group determines the classification of the financial
assets and liabilities at initial recognition and, where allowed and appropriate, re-evaluates such
designation at every reporting date.

The Group does not have financial instruments classified as financial assets or liabilities at FVPL as al
December 31, 2017.

HTM Investments. HTM invesiments are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for which the Group has the positive intention and abilily to
hold to maturity. When the Group sells more than an insignificant amount of HTM investments before
maturity {other than in certain specific circumstances), the entire category is tainted and should be
reelassified as AFS financial assets.

After initial recognition, HTM jnvestments are subsequently measured at amortized cost using the
effective interest method, less allowance for any impairment. Amortized cost is calculated by taking into
account any discount or premium on acquisition and fees that are an integral part of the effective interes
rate. The amortization is recognized in profit or loss.

Investmcents in bonds are classified under this category.

AFS Financial Assets. AFS financial assets are non-derivative financial assets that are either designated
in this category or not classified in any of the other categories. These are purchased and held indefinitely,
and may be sold in response to liquidity requirements or changes in market conditions. These includ
equity investments, money market papers and other debt instruments. AFS financial assets are initially
measured at fair value plus incremental direct transaction costs. The unrealized gains and losses arising
from the fair valuation of AFS financial assets, except for the foreign exchange fluctuations on AFS defy
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securities and the related effective interest, are excluded from earnings recognized in profit or loss, and
are recognized as other comprehensive income in the consolidated statement of comprehensive income
and in the equity section of the consolidated statement of financial position. These changes in [air values
are recognized in equity until the investment is sold, collected, ar ctherwise disposed of or until the
investment is determined to be impaired, at which time the cumulative gain or loss previously recognized
in equity are jncluded in profit or loss.

Where the Group holds more than one investment in the same security, these are deemed to be disposed
on a first-in, first-out basis. Interest earned or paid on the investments is recognized as interest income or
expense using the effective interest method. Dividends eamed on investments are recognized in profit or
loss when the right of payment has been established. These financial assets are classified as noncurrent
assets unless the intention is to dispose such assets within 12 months from the end of reporting year.

The Group has classified its quoted debt and equity investments as AFS financial assets.

Loans and Receivables. Loans and receivables are non-derivative financial assets with fixed or
determinable payments and malurities that are not quoted in an active market. These are not entered into
with the intention of immediate or short-term resale and are not designated as financial assets at FVPL or
AFS financial assets.

Subsequent to initial measurement, lcans and receivables are carried at amortized cost using the effeclive
imterest method, less any allowance for impairment losses in value. Any interest eamcd on loans and
receivables is recognized as part of “Interest income™ in profit or loss on an accrual basis. Amontized cost
is calculated by taking into account any discount or premium on acquisition and fees that are integral part
of the effective interest rate. The periodic amortization, included as part of “Interest income,” under
consolidated statements of comprehensive income. Gains or losses are recognized in profit or loss when
loans and receivables are derecognized or impaired, as well as through the amortization process.

Loans and receivables are included in current assets if maturity is within 12 months from the reporting
date. Otherwise, these are classified as noncurrent assets.

This category includes ¢ash on hand and in banks, cash equivalents, trade and other receivables and renial
and security deposits (included in “Other noncurrent assets™ account in the consolidated statement of
financial position),

Cash equivalents arc short-term, highly liquid placements that are readily convertible to known amounts
of cash with original maturities of three months or less and that are subject to an insignificant risk of
change in value.

Trade and other receivables include trade receivables, due from related parties, nontrade reccivables,
accrued interest, advances to officers and cmployces and other receivables.

Financial Liabilities at Amortized Cosi. Financial liabilities arc categorized as [inancial liabilities at
amortized cost when the substance of the contractual arrangement results in the Greup having an
obligation cither to deliver cash or another financial asset to the holder, or to settle the obligation other
than by the exchange of a fixed amount of cash or another financial asset for a fixed number of its own
equity instruments.

These financial liabilities are initially recognized at fair value less any dircctly attributable transactian
costs. After initial recognition, these financial liabilities are subsequently measured at amortized cosl
using the effective interest method. Amortized cost is calculated by taking into account any discount or
premium on the issue and fecs that are an integral part of the effective interest rate. Gains and losses are
recognized 10 profit or loss when the liabilities are derecognized or impaired or through the amaortizatin,
process.

Trade and other payables (excluding statutory payables) are classified under this category.
Reclassification

For a financial asset reclassified out of the financial assets at FVOCI category to financial assets g
amortized cost, any gain or loss previously recognized in OCI, and any difference betwecn the ney
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amortized cost and maturity amount, are amortized to profit or loss over the remaining life of the
investment using the effective interest method. If the financial asset is subsequently impaired, any gain
or loss that has been recognized in OCT is reclassificd from cquily to profit or loss.

In the case of a financial asset that does not have a fixed maturity, the gain or loss shall be recognized in
profit or loss when the financial asset is sold or disposed. If the financial assct is subsequently impaired,
any previous gain or loss that has been recognized in OCI is reclassified from equity to profit or loss.

Impairmeni of Financial Assets
The Group assesses at the end of each reporting period whether a [inancial asset or a group of financial

assets is impaired.

Financial Assets Carried at Amortized Cost.

The Group records an allowance for “expected credit loss”. Expected credit losses {ECL) are based on the
difference between the contractual cash flows due in accordance with the contract and all the cash flows
that the Group expects to receive. The difference is then discounted at an approximation to the assel’s
original effective interest rate.

For trade and other receivables, the Group has established a provision matrix that is based on the industry’s
historical credit Joss experience, adjusted for forward-looking factors specific fo the debtors and the
economic environment.

Financial Asset at FVOCI For debt instruments classified as financial asset at FVOCI, the impairment is
assessed based on the same criteria as financial assets carried at amortized cost. Interest income continues
to be recognized on the reduced carrying amount using the interest rate used to discount the fulure cash
flows for the purpose of measuring the impairment loss. If, in a subsequent year, the fair value of a debt
instrument increases and the increase can be objectively related to an event occurring after the impairment
loss was recognized, the impairment loss is reversed in profit or loss.

Derecognition of Financial Assets and Liabilities

A fnancial asset {or where applicable, a parl of a financial asset or part of a group of similar financial

assets) is derecognized by the Group when:

- Therights to receive cash flows from the asset has expired; or

- The Group retains the right to receive cash flows from the assel, but has assumed an obligation 1
pay them in full without material delay to a third party under a “pass-through” arrangement; or

- The Group has transferred its rights to receive cash flows from the asset and either (a) has transferred
substantially all the risks and benefits of the asset, or (b} has neither transferred nor retainel
substantially all the risks and benefits of the asset, but has transferred control over the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred
nor retained substantially all the risks and benefits 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. Continuing
involvement that takes the form of a guarantee over the transferred asset, if any, is measured at the lower
of ariginal carrying amount of the asset and the maximum amount of consideration that the Group could
be required to pay.

A financial liability is derecognized when the obligation under the liability is discharged, cancelled or has
expired. When an existing financial liability is replaced by another fram the same lendcr on substantially
different tcrms, or the terms of an existing liability are substantially modified, such an exchange o
modification is treated as a derecognition of the ariginal liability and the recognition of a new liability,
and the difference in the respective carrying amounts is recognized in profit or loss.

Offsetting of Financial Instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial positio
if, and only if, there is a currently enforceable lcgal right to offsel the recognized amounts and there is an
intention to settle on a nct basis, or to realizc the assel and settle the liability simultaneously.
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Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and any impairment in value. The
cost of property and equipment consists of its purchase price and any costs directly attributable to bringing
the asset to the location and condition necessary for it to be capable of operating in the manner intended
by management. Cost also includes the cost of replacing the part of such property and equipment and
borrowing costs for long-term construction projects when the recogmtion criteria are met,

Expenditures incurred after the property and equipment have been put into operalion, such as repairs and
maintenance, are normally recognized as expense in the period such costs are incurred. Depreciation
commences once the properly and equipment are available for use and is calculated on a straight-line basis
over the estimated useful life of the asset as follows:

Asset Type Number of Years

Computer equipment Jtos

Communication equipment Jios

Leasehold improvements 5 or lease term, whichever is shorter
Office furniture, fixtures and equipment 5

Transportation equipment 5

Other Intangible Assets

Other intangible assets with finite useful lives are composed of the Company’s website and software
packages. Intangible assets acquired separately are measured on initial recognition at cost. Following
initial recognition, intangible assets are carried at cost less any accumulated amortization and any
accumulaled impairment losses.

Intangible assets with finite lives are amortized over the useful economic life and assessed for impatrment
whenever there is an indication that the inlangible asset may be impaired. Amortization expense on
intangible assets with finite lives is recognized under “Costs of services™ and “General and administrative
expenses” accounts in the consolidated statement of income.

Invesiments in Joint Venlures

The Parent Company has interests in joint ventures, whereby the venturers have a contractual arrangement
that establishes joint control. A joint venture is a contractual arrangement whereby two or more parties
undertake an economic activity that is subject to joint control, and a jointly controlled entity is a joint
venture that involves the establishment of a separate entity in which each venture has an interest.

Interest in a joint venture is initially recognized at cost and subsequently accounted for under the equity
method of accounting. Under the equity methed of accounting, the interest in a joint venture is carried at
cost plus post-acquisition changes in the Group’s share in the net assets of the joint venture, less any
impairment in value. The share in the results of the operations of the joint venture is recognized in profit
or loss. The Group’s share of post-acquisition movements in the joint venture’s equity reserves is
recognized directly in equity. Profits or losses resulting from the transactions between the Group and the
Jjoint venture are eliminated to the extent of the interest in the joint venture and for unrealized losses o
the extent that there is no evidence of impairment of the asset transferred. Dividends received are treated
as a reduction of the carrying value of the interest. If the Group’s share of losses of a joint venture equals
or exceeds its interest in the joint venture, the Group diseontinues recognizing its share of further losses.

After the application of the eguity method, the Group determines at the end of each reporting year whether
there 15 any objective evidence that the investment is impaired. If this is the case, the amount of
impairment is calculated as the difference between the carrying amount of the investment and recoverabig
amount and recognizes the difference in profit or loss.

After the Group’s investment is reduced to zero, additional losses are provided for, and a liability i
recognized, only to the extent that the entity has incurred legal or constructive obligations or made
payments on behalf of the joint venture. If the joint venture subsequently reports profits, the Group
resumes the recognition of its share of those profits only after its share of the profits equals the share of
Josses not previously recognized.
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Equity

Capital stock is measured at par value for all shares issued. Incremental costs directly attributable to the
issuance of new shares are shown in equity as a deduction from proceeds, net of tax. Proceeds and/or fair
value of eonsideration received in exeess of par value are recognized as additional paid-in eapital (APIC).

APIC on stock options represents the cumulative compensation expense recognized from equity-settled
share-based payment plan, net of cumulative eompensation expense related to exercised and expired stock
options.

Parent Shares Held by a Subsidiary. Where any entity of the Group purchases the Parent Company’s
sharcs (trcasury stock), the consideration paid, including any directly attributable incremental costs (net
of related taxes), is deducted from cquity until the shares are eancelled, reissued or disposed of. Where
such shares are subsequently sold or reissued, any consideration reecived, net of any directly attributable
incremental transactions costs and the relatcd income tax effect, is included in equity altributable to the
Parent Company’s equity holders.

Retained earnings represent accumulated earnings net of dividends declared.

Other equity reserves comprise items of income and expense, including reclassification adjustments, that
are not reeognizcd 1n consolidated statement of income as required or permitted by other PFRS.

Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits associated with the
transaction will flow to thc Company and the amount of revenue can be reliably measured. Revenue is
measured at the fair value of the consideration received, excluding discounts, rebates and valuc-added tax
or duties. The Company assesses its revenue arrangements against specific criteria in order to determine
if 1t 15 acting as principal or agent. The Company has concluded that it is acting as principal in all of its
revenue arrangements. The following specific recognition criteria must also be mct beforc revenue is
recognized:

Service Income. Revenue is recognized as services arc rendered.,

Inierest ncome. Revenue is recognized as the interest accrues using the effective interest method, thatis
the rate that exactly discounts estimated future cash receipts through the expected life of the financial
instrument to the net carrying amount of the financial asset.

Equity in Net Earnings (Losses) of Joini Ventures. The Company recognizes its share in the net income
(loss) of joint ventures proportionate to its interest in the joint ventures in accordance with the equily
method of accounting for investments.

Other Income. Revenue is recognized when there is an incidental economic benefit, other than (he usual
business operations, that will flow to the Company through an increase in asset or reduction in liabilily
and that can be measured reliably.

Cost and Expense Recognition

Costs and expenses are decreases in cconomic benefits during the accounting period in the form of
outflows or decrease of assets or incurrence of liabilities that result in decrease in equity, other than those
relating to distributions to equity participants. Costs and cxpenses are recognized in the consolidated
statement of income in the year these are incurred.

Leases
Company as a Lessee. Operating lease payments are recognized as expense in the consolidated statemen
of income on a straight-line basis over the lease terms.

Company as a Lessor. Leases where the Company retains substantially all the risks and benefits of
ownership of the asset are classified as operating leases. Lease income is recognized as income ong
straight-line basis over the lease terms.



Employee Benefits

Short-term Employee Benefits. The Group recognizes a liability net of amounts already paid and an
expense for services rendered by employees during the year. Short-term employee benefits given by the
Group to its employees include salaries and wages, social security contributions, short-term compensated
absences, bonuses and non-monetary benefits.

Short-term employee benefit liabilities are measured on an undiscounted basis and are expensed as the
related service is provided.

Retirement Benegfiis. Retirement benefit costs are actuarially determined using the projested unit credil
method. This method reflects services rendered by employees up to the date of valuation and incorporates
assumptions concerning employees’ projected salaries. The calculation of defined benefit obligations is
performed annually by a qualified actuary.

Remeasurements of the retirement liability, which comprise actuarial gains and losses, are recognized
immediately in Other Comprehensive Income. The Group determines the net interest expense o measure
the defined benefit obligation at the beginning of the annual pericd to the then defined benefit Lability,
taking into account any changes in the defined benefit liability during the year as a result of contributions
and benefit payments.

When the benefits of a plan are changed or when a plan js curtailed, the resulting change in benefil that
rclates to past service or the gain or loss on curtailment is recognized immediately in profit or loss. The
Group recognizes gains and losses on the settlement of a defined benefit plan when the settlement occurs.

The retirement liability recognized by the Group is the present value of the defined benefit obligation.
The present value of the defined bencfit obligation is determined by discounting the estimated future cash
outflows using risk-free interest rate of government bonds that have terms to maturily approximating the
terms of the related retirement and other long-term benefits liability.

Termination Benefits. Termination benefits are payable when employment is terminated before the
normal retirement date, or when an employee accepts voluntary redundancy in exchange for these
benefits. The Group recognizes termination benefits when it is demonstrably committed to either:
terminaling the employment of current employees according to a detailed formal plan without possibiiity
of withdrawal, or providing termination benefits as a result of an offer made to cncourage voluntary
redundancy. Benefits falling due more than 12 months after end of the reporting year are discounted (o
present value.

Significant Accounting Judgments, Estimates and Assumptions

The preparation of the Group’s interim condensed consolidated financial statements in compliance with
PFRS requires management to make judgment and estimates that affect certain reporied amounts and
disclosures. The judgment and estimates used in the interim condensed consolidated financial statements
are based upon management’s evaluation of relevant facts and circumstances as of the date of the financial
statements. Accordingly, actual results could differ from those estimates, and such estimates will be
adjusted accordingly.

Judgments
In the process of applying the Company’s accounting policies, management has made the follewing

Judgment which have the most significant effcct on the amounts recognized in the interim condensed
consolidated financial statements.

Determination of Functional Currency. Based on the economic substance of the underlyisg
circumstances, the Group has determined that its functional currency is the Philippine Pesc. Tle
Philippine Peso is the currency of the primary economic environment in which the Parent Company and
cerfain subsidiaries operate. It is the curency that mainly influences the sale of services and the costsof
providing the services.

Determination of Operating Segments. Determination of operating segments is based on the informatigy
about components of the Group that management uses to make decisions about the operating matter,
Operating segments use internal repoyrts that are regularly reviewed by the Parent Company’s chigf
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operating decision maker, which is defined to be the Parent Company’s BOD, in order to allocate
resources to the segment and assess its performance. The Parent Company reports separate information
about an operating segment that meets any of the following quantitative thresholds: (a) its reported
revenue, including both sales to external customers and intersegment sales or transfers, is 10% or more of
the combined revenue, internat and external, of all operating segments; (b) the absolute amount of its
reported profit or loss is 10% or more of the greater, in absolute arnount, of (i) the combined reported
profitof all operating segments that did not report a loss and (ii) the combined reported loss of all operating
segments that reported a loss; and (c) its assets are 10% or more of the combined assets of all operating
segments.

The Group determined that its operating segments are crganized and managed separately based on the
nature of the busincss segment, with each business representing a stratcgic business segment.

Non-Recognition of Deferred Tax Liability (DTL) on Undistributed Income of @ Foreign Subsidiary. Since
Paxys N.V., a company incorporated and demiciled in Curacao, is a wholly owned subsidiary by the
Parent Company, management believes that the Parent Company can control the timing of the dividend
distribution of Paxys N.V. to the Parcnt Company. Thus, no deferred tax liability was recognized on the
undistributed incomc of Paxys N.V,

Determination of the Classification of Leases. Management exercises judgment in determining whether
substantially all the significant risks and benefits over the ownership of the assets held for lease are
retained by the Group. Lease contracts in which the Group retains substantially all the risks and benefits
incidental to ownership of the leased item are accounted for as operating leases. Otherwise, these are
considered as finance leases.

Operating Lease Commitmenis. The Company has entered into various lease agreements either as lessor
or lessee. Management has determined that the significant risks and rewards are retained by the lessor
and accounts for the lease as operating lease.

Rent expense amounted to £9.7 million and 9.3 million for the nine-month period ended September 30,
2018 and 2017, respectively. See notes 14 and 15.

Provisions and Contingencies. The Group is invelved in various labor disputes, litigations, claims and
tax assessments that are normal to its business. Based on the opinton of the Group’s legal counsels on the
progress and legal grounds of certain claims and assessments, no provision is deemed necessary in 2018
and 2¢17. The Group has no outstanding provision for probable losses as at September 30, 2018 and
December 31, 2017.

Estimates and Assumptions

The key assumptions conceming future and other key sources of estimation at the statement of financial
position date, that have a significant risk of causing a malerial adjustment to the carrying amounts of
assets and liabilities within the next financial year are discussed below.

Deiermination of Fair Value of Financial Instruments. PFRS require that certain financial assets and
liabilities be carried at fair value. When the fair values of financijal assets and financial liabilities recorded in
ithe consolidated statement of finaneial position cannot be measured based on quoted prices in active markets,
their fair value is measured using degree of judgment required in establishing fair values. Judgments include
considerations of inputs such as hquidity risk, credit risk and volatility. Changes in assumptions about thes
factors could affect the reported fair value of financial instruments.

Estimation of Usefil Lives of Property and Equipment and Other Intangible Assets with Finite Usefil
Lives. The useful life of each of the Company’s items of property and equipment and intangible assels
with finite useful lives is estimated based on the period over which the assets are expected to be availahly
for use. Such estimation is based on a collective assessment of similar business, internal technic|
evaluation and experience with similar assets. There is no change in the estimated useful lives of propery
and equipment and other intangible assets with finite useful lives in 2018 and 20] 7.

Assessing Expected Credit Losses. When the Group assessed that there is a significant change in the credj
risk, the Group estimates expected credit losses using a provision matrix. Depending on the diversity of i
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debtor’s base, the Group uses its historical credit loss experience adjusted for forward-looking factors, as
appropriate.

The Group assessed that the credit risk on financial assets has not increased significantly since initial
recognition as the financial asscts is determined to have low credit risk and the Group has firm established
relationships with its customers and other counterparties.

No expected credit loss were recognized in 2018, 2017 and 2016. The carvying amount of financial assets al
amortized cost amounted to £1,079.4 million as at September 30, 2018, (see Note 5). Financial assels al
FVOCI amounted to £159.2 million as at September 30, 2018 (see Note 5).

Estimation of Impairment Losses on Receivables. The Company maintains allowance for doubtful accounts
at a level based on the result of the individual and colleclive assessment. Under the individual assessment,
the  Company  considers  the  payment history, past  due  status  and  term,
The collective assessment would require the Company to group its receivables based on the credit risk
characteristics {customer type, lengih of the Company’s relationship with the customers, average age of
accounts and collection experience) of the customers.

Allowance for impairment losses on trade and other receivables amounted to £95.6 million and £91.8
million as at September 30, 2018 and December 31, 2017, respectively. The carrying values of trade and
other receivables amountcd to B47.3 million and £53.6 million as at September 30, 2018 and December
31, 2017, respeetively (see Nole 6).

Determination of Realizability of Input Value Added Tax (VAT). The carrying amount of input tax is
reviewed at each reporting date and reduced to the extent that it will be not be utilized. The carrying
amount of the asset 1s reduced through the use of an allowance account,

An inerease in provision for potential losses on input tax would increase the Company’s recorded
expenses and decrease current assets.

The earrying value of input VAT, net of allowance, amounted to £17.7 million and #13.8 million as at
September 30, 2018 and December 31, 2017, respectively (see Note 7). Allowance for non-recoverability
of Input VAT amounted to B49.6 million and #48.8 million as at September 30, 2017 and December 31,
2017, respeetively.

Determination of Retiremens Habilitv. The cost of defined benefit pension plans and other posi
employment medical benefits as well as the present value of the pension obligation are determined using
actuarial valuations. The actuarial valuation involves making various assumptions. These include the
determination of the discount rates, future salary increases, mortality rates and future pension increases,
Due to the complexity of the valuation, the underlying assumptions and its long-term nature, defined
benefit obligations are highly sensitive to changes in these assumptions. All assumptions are reviewed at
each reporting date.

The retirement liability amounted to P4.1 million as at September 30, 2018 and December 31, 2017,
respeetively (See Note 17).

Cash and Cash Equivalents

Sept. 30,2018 Dec 31, 2017

Cash on hand and in banks B41,225 B112372
Cash equivalents 2,610,387 2,646,157
2,651,612 £2.758,529

Cash in banks carn interest at the prevailing bank deposit rates. Cash eguivalents are made for varying
periods of up to three months depending on the immediate cash requirements of the Group and eay
interest at the respective short-term deposit rates.
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Financial Assets at FVOCT and Other Financial Assets at Amortized Cost

Other Financial Assets at Amortized Cost

As al September 30, 2018, investments which pertains to bonds purchased from secondary banks
amounting to 1,079.4 million has been reclassified as financial assets at amortized cosl. This account
was previously classified as held-to-maturity investments in 2017,

Financial Assets at Fair Value through Other Comprehensive Income

Fixed income investments managed by international banks, which are invested primarily in funds with
absolute retum investment strategies, balance of which amounted to £159.2 million as at September 30,
2018. This has been reclassified as financial assets at FVOCI, while in previous years, this account was
classified as available-for-sale financial assets.

Trade and Other Receivables

Sept. 30,2018  Dec 31, 2017

Trade B23,571 225,180
Advances to related parties 83,889 78,881
QOther receivables 35,428 41,402
142,888 145,463
Allowance for impairment losses (95,630) (91,820)
B47,258 853,643

Trade receivablcs are noninterest-bearing and generally have 30 to 60 day terms. Other receivables which
includes advances to employees, security deposits and other nontrade receivables are expected to be
settled/liquidated within the year.

Other Current Assets
This account consists of:

Sept. 30,2018  Dec 31,2017

Input VAT, net of allowance for unrecoverability B17,683 R13,814
Advance rentals and other prepayments 2,893 1,057
B20,576 214,871

Investments in Joint Venture

Percentage of Ownership

Joint venture Place of Principal Activity Sept. 30, 2018  Dec 31, 2017
Incorporation

PGS Dalian China Contact center 50% 50%

Simpro Solutions Limited Hong Kong Contacl center 50% 50%

The Company recognizes its interest in these joint ventures using equity method of accounting.

Investments in joint ventures as at September 30, 2018 and December 31, 2017 are nil. Due to share of
accumulated Josses, investment in PGS Dalian and Simpro Solulions Limited already depleted, thus
Paxys did not recognize further losses for the nine-month period ended September 30, 2018 and in 2017



-16 -

9. Property and Equipment

The movement of this account follows:

September 30, 2018

Office
Furniture,
Compuler  Communicalion Leasehold  Fixtures and Transportalion
Egnipment Equipmeni  lmproveinents Equipmen! Equipiment Total
Cost
Baiance al beginning of period £106,505 £7,624 £]155,931 £11,970 £10,712 £292,742
Additions 2,959 - 3,715 1,839 - 8,523
Disposals - - - (963) (963)
Balance al end of period 109,464 7,624 159,656 13,809 9,749 300,302
Accumulaled Depreciation
Balance al beginning ol period 106,304 7,624 155,512 11,210 10,411 291,061
Depreciation for the period 410 - 177 308 151 1,046
Disposals - - - — {(963) (963)
Balanee al end of period 106,714 7,624 155,689 11,518 9,599 291,144
Net Book Value R2,750 P— P3,967 £2,291 P150 £9,158

Property and equipment are depreciated using the economic lives as follows:

Computer equipment

Communication equipment

Leasehold improvements

Office fumniture, fixtures and equipment
Transportation equipment

3 1o 5 years
310 5 years

5 years ot lease term whichever is shorter

5 years
5 years

December 31, 2017

Oflfice
Furniture,
Computer  Communication Leasehold  Fixtures and Transportation
Equipiment Equipment  Tmprovements Equipment Equipment Total
Cost
Balance al beginning of year P109 289 R7.836 R155313 R12412 P13.649 R298.999
Additions 109 - 118 135 - 362
Retirement (2,893) (212) - (577) - (3,682)
Disposals - - - - {2,937) {2,937
Balance al end of year 106,505 7,624 155,931 11,970 10,712 292742
Accumulated Depreeiation
Balance al beginning of year 108,928 7.836 155,293 11.462 13,140 296,659
Depreciation for the year 269 - 219 325 208 1,021
Relirement (2,893) (212) - (577) - (3,682)
Disposals - - - - (2,937 (2,937)
Balance at end of year 106,304 7,624 155,512 11,210 10,411 291,06)
Nel Book Value P20] B P419 £760 P301 £1.681

As of September 30, 2018 and December 31, 2017, fully depreciated property and eguipment with aggregaie
cost amounting to 258.1 million are still being used in the operations.
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10. Intangible Assets
Movements in this account are as follows:
Sept. 30, 2018 Dec 31, 2017
Balance at beginning of peried - net of accumulated
amortization 2420 P718
Amortization (301) (441)
Additions 506 143
Balance at end of year - net of accumu/ated amortization Bo25 420
Cost B15,373 214,867
Accumulated amortization (14,748) (14.447)
B625 B420
Intangible assets include acquired website and software packages which are amortized over three to five
years.
11. Other Noncurrent Assets
Other noncurrent assets pertain to rental and security deposits pertain to cash deposits on lease
agreements, which are refundable at the end of various lease pericds. As at September 30, 2018 and
December 31, 2017, the account amounted to 11,7 million and 811.3 million, respectively.
12. Trade and Other Payables
Sept. 30, 2018 Dec 31, 2017
Trade payables R4,274 21,766
Accrued expenses 13,313 11,131
Dividends payables 6,554 6,554
Statutory payable 6,684 6,643
Other current liabilities 201 408
P31,026 £26,502
Trade payables are noninterest-bearing and are normaily settled on a 90-day term.
Accrued expenses mainly represent accruals for utilities, communications, and other employee benefits,
Statutory payables represent withholding tax payable and other liabilities to the government.
13, Stockholders® Equity

Capital Stock
On June 27, 2008, the Company’s Board of Directors authorized and approved the increase in authorized

capital stock from 21,200 million to 21,800 million by way of a stock dividend declaration.

Number of Shares
Number of Shares Issued and
Authorized Outstanding Cosl

Balance as at and beginning and end
of period 1,800,000,000 1,148,534.866 ~ P1,148,535




Parent Shares Held by a Subsidiary

In October 2014, Paxys N.V., a wholly-owned subsidiary of the Parent Company, completed the tender
offer to acquire 345,622,477 common shares of the Parent Compary representing 30.05% of its

outstanding capital stock.

Additional Paid In Capital {APIC)

Premium on issuance of shares of stocks

Premium on forfeited stock option

P348,213
103,151

P451.,364

Premium on issuance of shares of stocks represents the excess of paid capital over the par value of capital
stock. Premium on forfeited stock oplions represents increase in equity arising from equity-settled share-

based payment transactions.

. Cost of Services

Nine Months Three Months
2018 2017 2018 2017
Personnel cost P35,405 £33319 210,800 R10,359
Rent 4,464 4,251 1,488 1,417
Thilities 2,897 2,538 931 782
Security and janilorial services 1,969 2,018 724 686
Communication 1,588 1,550 533 495
Depreciation and amortization 1,134 897 494 264
Outside scrvices 959 5,459 255 1,125
Supplies 3 311 90 124
Others 894 612 319 240
R49.621 £50,955 P15,634 P15,522
15. General and Administrative Expenses
Nine Months Three Months
2018 2017 2018 2017
Professional fees B30,268 P18316 9,081 P8424
Pcrsonnel cost 22,693 12,750 6,752 2,864
Rent 5,283 5,012 1,794 1,702
Provision for doubtful accounts 2,718 5,023 2,718 5023
Utilitics 1,759 1,714 615 542
Transportation and travel 1,484 1,544 524 515
Communication 1,323 1,274 440 436
Insurance 1,285 1,456 418 414
Security and janitorial services 1,301 1,129 518 3R
Bank charges 996 1,644 338 (2]
Taxes and licenses 791 776 390 332
Provision for unrecoverable input 780 2,205 - 9508
VAT
Entertainment, amusement and 739 626 341 267
recreation
Supplies 354 315 76 124
Depreciation and amortization 213 225 79 49
Repairs and maintenance 163 515 76 136
Recruitment 96 1,254 40 10
Others 1,044 1,298 492 367
£73,290 B57,076 £24,692 P23,120




16. Interest Income, Foreign Exchange Gains and Losses, and Other Income
Interest Income
Interest income for the comparative periods was generated mainly from bank deposits, short-term
placements, and short-term bonds amounting to £61.7 million and 51.3 million as at September 30, 2018
and September 30, 2017, respectively.
Foreign Exchange
Net foreign exchange gain amounted 1o 6.4 million for the nine-month period ended September 30,2018
and 22,0 million net foreign exchange gain for the nine-month period ended September 30, 2017.
Other Income - net
Other income for the nine-month period ended September 30, 2018 and September 30, 2017 pertains to
rental and miscellaneous income.

17. Retirement Benefits

The Parent Company and SWA maintain separate unfunded, non-contributory, defined benefit plans
covering all eligible employees. An independent actuary conducts an actuarial valuation of the retirement
liability. The latest actuarial report was dated December 31, 2017,

The retirement benefits recognized in the consolidated statement of income is as follows:

December 31, 2017

Current service cost B751
Interest cost 275
1,026

The cumulative remeasurerment gain on retirement liability recognized as other comprehensive income
follows:

December 31, 2017

Balance at beginning of year B3511
Remeasurement gain 2,220
Balance at end of year B5,731

Changes in the present value of obligation are as follows:

Dccember 31, 2017
Balance at beginning of year $5,258
Current service cost 751
Interest cost 275
Remeasurement gain recognized in QCI (2,220)
Balance at end of year 4,064

The principal assumptions used in determining the cost of retirement benefits of the Group are shown
helow:

Discount rate 5.70%
Salary increase rate 2.00%



18. Segment Information

The Group’s operating businesses are organized and managed separately according to the nature of the
services provided, with each segment representing a strategic business unit that offers different services
and serves different markets.

Segment Assets and Liabilities. Segment assets include all operating assets used by a segment and consist
principally of operating cash, receivables, property and equipment and other intangible assets, net of
allowances and provision. Segment liabilities include all operating liabilities and consist principally of
accounts payable and other liabilities.

Inter-segment Transactions. Segment revenues, segment expenses and segment performance include
transfers among business segments. Such transfers are eliminated in consolidation.

Management monitors the operating results of its business units separately for the purpose of making
decisions about resource allocation and performance assessment. Segment performance is evaluated
based on operating income or loss and i1s measured consistently with operating income or loss in the
consolidated financial statements.

Business segment information is reported on the basis that is uscd intcrnally for evaluating segment
performance and deeiding how to allocate rcsources among operaling segrments.

For management purposes, the Company is organized into business units based on their products and
services and has four reportable opcrating scgments as follows:

» Data Conversion - This segment includes data transcription and scoping services, voice-to-text
message conversion and electronic data encoding and processing.

= Others - This scgment includes the operations of the Parent Company and its non-operating
subsidiaries.
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19.

Financial Assets and Financial Liabilities

The following methods and assumptions were used to estimate the fair value of each class of financial
instrement for which it is practicable to estimate such value:

Cash and Cash Equivalents, Trade and Other Receivables, Trade and Other Payable, and Dividends
Payable. Due to the short-term nature of transactions, the fair value approximates the carrying amounts
at initial recognition.

Refundable Deposits. The estimated fair values of refundable deposits are based on the discounted values
of future cash flows using as discount rate the prevailing MARTI rates that are specific to the tenor of the
instruments” cash flows as of financial reporting date.

Financial assets af FVOCI Net asset value per unit have been used to detcrmine the fair value of AFS
investments.

20.

Other Matters

Detailed schedules have been omitted for purposes of preparing these interim condensed financial
statements as allowed by SRC Rule 68.



Annex B

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITIONS AND RESULTS OF OPERATIONS

INTRODUCTION

The following discussion should be read in conjunction with the attached unaudited interim condensed
consolidated financial statements of the Group as at and for the nine-month period ended September 30, 2018
(with comparative figures as at and for the mine-month period ended September 30, 2017. All necessary
adjustments to present fairly the consolidated financial condition, results of operations, and cash flows of the
Group for the nine-month period ended September 30, 2018, and [or all the other periods presented, have been
made. Certain information and footnote disclosure normally included in the audited financial statements
prepared in accordance with generally accepied accounting principles have been omitted.

ABOUT PAXYS GROUP

Paxys is an investment holding company registered with the SEC in February 14, 1952, Through its operating
subsidiaries, Paxys has been engaged in diversified services such as business process outsourcing, data
conversion, In the past years, it has divested its investments in salary packaging, cal} center, IT consulting
and software solutions business,

Scopeworks Asia, Inc. (SWA) is a Philippine BPO company engaged in general transcription, editing,
proofreading, and data conversion services with clients in the US, Australia and UK.

Paxys Realty, Inc. (formerly Paxys Global Services, Inc.) has recently amended its Articles of Incorporation
to include real estate business among its primary purpose. These changes has been approved by Paxys Realty’s
Board of Directers on November 2017 and subsequently by the Securities and Exchange Commission on
February 2018.

Simpro Solutions Limited (SSL) is a joint venture company engaged in call center and back office outsourcing
activities thru its wholly-owned subsidiary, Simpro Solutions Philippines, Inc. (SSPI). In 2014, SSPIamended
its Articles of Incorporation shortening the term of its existence up to June 2018. Said amendment has been
approved by the Securities and Exchange Commission (SEC) on May 24, 2017. By the virtue of the Amended
Articles of Incorporation, SSPI has dissolve its corporate existence effective June 30, 2018,

Key Performance Indicators (KPI)

The Company’s management uses the following KPI:

1) Net Service Income : Service Income less discounts and allowances

2) Gross Profit Margin : Gross profit/Service Income

3) EBITDA : Eamings Before Interest, Taxes, Depreciation and Amortizalion
4) EBITDA Margin : EBITDA/Service Income

5) Income from QOperations : Gross Profit — Operating Expenses

6) Net Income Margin : Net Income/Service Income

7) Return on Equity : Net Income/(Equity end + Equity beg — Net Income)/2

8) Current Ratio : Current Assets/Current Liabilities



suoNt Suojg
ovdEIN)
saodedug
vurg)
saurcldiyiyg
x.Q-._— <
‘saurddiyg el
sucnnos
O.-QE_W uonnossip Jwoduo
%001 ,ﬁ
payung
suoyn(og OHOY - 1dSDd
oadung
% 0% H
‘™1 d
SINALIS Bl | P17 (ueieq)
_uow._E_w— U ‘BISY 1eqern ‘Aaedy SIDALIS AN SAXE]
sAxe ] syaopadoag shxeq sAxe] [eqoro sxeg
%001 %001 %001 %001 %08 00T i
"ONI ‘SAXVd Ittt L

2107 ‘0€ Iaquadag Jo se aumyonys 21e10dioo 5, dnoln 341 s1 mopdg

SSAUISNY AN JO MITAIIAQ



-3
RESULTS OF OPERATIONS AND DISCUSSION OF KPIs

Summary Profit and Loss
For the Nine-month Pericd Ended September 30, 2018 and 2017
{Amounts in Thousands)

2018 2017 % Chan
Amount | % to Sales Amount | % te Sales ’ £¢
Service Income B64,645 100% P58,769 100% 10%
Gross Profit 15,024 23% 7.814 13% 92%
Loss from Operations (58,266) (90%) (49,262) (84%) (18%)
Net Income 10,287 16% 5,169 9% 9%%
EBITDA 12,012 19% 6,291 1% 91%

FINANCIAL PERFORMANCE HIGHTIGHT

Service Income

The Group generated B64.6 million revenues [or the nine-month period ending September 30, 2018, This is
10% higher compared to £58.8 million revenues posted in the same period of prior year primarily due higher
volume of business of Scopeworks Asia, Inc. (SWA). As of reporting date, SWA remains the only operating
subsidiary of the Group.

Gross Profit (GP)
Gross Profit went up by 92% or about 7.2 miltion due to higher revenues along with savings in direct cost

due to operating efficiencies. As at September 30, 2018 and September 30, 2017, Gross Profit is £15.0 million
and B7.8 million, respectively.

Net Income

Interest Income from the group’s surplus funds and foreign exchange gain, due to favourable USD to PHP
exchange rate, is more than enough to meet the overhead expenses of the group. The resulting Net Income for
the nine-month period ending September 30, 2018 is at #10.2 million.

Summary Financial Condition
For the Periods Ended September 30, 2018 and December 31, 2017
(Amounts in Thousands)

September 30, December 31, % Change
2018 2017

Current Assets B3,958,055 83,742,200 6%
Noncurrent Assets 21,464 13,395 60%
Total Assets 3,979,519 3,755,593 6%
Current Liabilities 31,026 26,692 16%
Noncurrent Liabilities 4,064 4.064 0%
Total Equity 3,944,429 3.724,839 6%

The major movements in the interim condensed consolidated statements of financial position from December
31,2017 to September 30, 2018 are as follows:

e The assets comprised 98% cash and short-term investments which are classified as financial assets al {3
value through profit or loss and financial assets at amortized eost. The increase in the total assets pertais
mainly to the translation gain on USD funds of Paxys NV. There is about 24.09 increase in the USD to PHp
foreign exchange rate or from 49.93 in December 31, 2017 to 54.02 as at September 30, 2018.

s The Total Equity of the Group as of September 30, 2018 amounted to £3,%44.4 million, an improvement of
about #219.6 million versus December 31, 2017 mainly due to translation gain on the USD funds of Paxy
N.V. Retained Earnings has increased by £23.2 million due to realized gain on redeemced financial assels
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at FVOCT and the Net Income for peried. The Group’s Net Asset Value (NAV) per share is also up by about
27 basis points ie. 4.91 per share as at September 30, 2018,
LIQUIDITY AND CAPITAL RESOURCES

The Group's primary sourec of liquidity Js the cash generated from operations within the Group.
The following are the cash flow movements:

For the Nine-Month Period Ended September 30 2018 2017 % change |
Net Cash Provided by {Used in) Operating Activities R27.607 (217,830) (255%)
Net Cash Provided by Investing Activities (350,862) (244,658) 43%

The revenue from operations and interest income from the group’s surplus funds generated positive cash flow
from Operations as at Septcmber 30, 2018. The overall cash and cash cquivalents of the Group has increased
by B216.5 million net mainly due to translation gain of dollar funds as shown in the Group's Interim
Condensed Consolidated Statement of Financial Position.

The Group’s management believes that the current [evel of funds and cash generated from operations are

sufficient 1o meet the Company’s immediate future cash requirements. The Company does not anticipate any
liquidity problems that may arise from its operating activities in the near future.

Financial Ratios

September 30, 2018 Dec 31,2017 % change
Current Ratio 127.6 140.2 9%
Debt o Equity Ratio 0.01 0.01 -
Return on Equity 0.1% 0.05% -87%
EBITDA Margin 22% 11% 100%,
Net Profit Margin 17% 3% 585%

FINANCIAL RISK

¢ Foreign Currency risk

The Group has transactional currency exposure. Such exposure arises from US$ denominated service
income of SWA and USS funds of Paxys NV. As at September 30, 2018, cash and cash equivalents
of the Group consist of 70% US§.

In view of the above, the Group’s interim condensed consolidated financial performance and financial
position can be affected significantly by movements in the US$/Philippine Peso exchange ratcs.

The Group’s primary strategy 1o address its [orex exposures is to make use of hedging instrumenis
including derivatives (i.e., currency forward contracts) to manage the effects of foreign exchange
fluctuations on financial results. These hedging mstruments or derivatives are not used for trading
or speculative purposes. Counterparties to derivative conlracts are carefully selected from major
financial institutions which are assessed bascd on their industry standing and historical performance,
As at September 30, 2018 and December 31, 2017, the Group does not have outstanding derivative
instruments.

The Group adopted the following rates of exchange in translating foreign currency statement of
comprehensive income and statement of financial position as of September 30, 20) 8 and Decembe
31,2017



September 30, 2018 December 31, 2017

Closing  Average  Closing  Average

Philippine Peso to 1 unit of :
United States Dollar (US3$) 54.02 5251 49.93 50.40

Credit Risk

The Group trades only with recognized, creditworthy third parties. It is the Group’s policy that all
customers who wish to trade on credit terms are subject to credit verification procedures.

Since the Group trades only with recognized third parties, there is no requirement for collateral. Also
the Group has an existing contract or master agreement with its key customer to protect itself from
bad debt losses.

OTHER MATTERS

There were no known events that trigger direct or contingent financial obligalion that is material (o
the Company, including any default or acceleration of an obligation.

There were no (malerial commitments of the Company.
There were no material off-statement of financial position transactions, arrangements, obligations
(including contingent obligations), and other relationship of the Company with uaconsolidated

entities or other persons during the reporting period.

There are no unusual 1tems as to nature and amount affecting assets, liabilities, equity, net income or
cash flows.

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

There were no known trends, events or uncertainties that have had or that are reasonably expected to
have a favourable or an unfavourable impact on net sales or revenue or income from continuing

operation.

The causes for any material change from period to period are stated under Management’s discussion
and analysis section “financial condition”.

The effects of seasonality or cyclicality on the operations of the Company’s business are not material

There were no material changes in eslimates of amounts reported in interim periods of the curren
year or changes in estimates of amounts reported in prior financial years.

Key Variable and Other Quantitative and Factors

Trends, Events, Uncertainties or Contingent Financial Obligation with Material Impact on Liguidity

The Company does not anticipate liquidity problem within the next twelve (12) months since it has adequag
amount of cash to pay jts maturing obligations and to support its working capital requirements.



Apnex C

Paxys, Inc. and Subsidiaries

Consolidated Trade Receivables Aging Schedule
As of September 30, 2018

{Amounts in Thousands)

Age of Receivables
Types of customers <30 days 31-60 days 61-90 90-120  >120 days Total

days days
Local B- P- B- B- R17777  BR17,7TT
International 5,794 - - - - 3,794
5,794 - - - 17,777 23,571

Allowance for
impairment losses - - - - (14,205) (14,203)
5,794 R P- R- R3,572 9,366




