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(A Subsidiary of Banco de Oro Unibank, Inc.)

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2010, 2009 AND 2008

(Amounts in Millions of Philippine Pesos, Except Per Share Data,
Exchange Rates and As Indicated)

1. CORPORATE MATTERS

1.1 Incorporation and Operations

BDO Leasing and Finance, Inc. (BDO Leasing or the Parent Company) is a domestic corporation 
incorporated in 1981 and listed in the Philippine Stock Exchange, Inc. (PSE) on January 6, 1997. 
The Parent Company operates as a leasing and financing entity which provides direct leases, sale 
and  leaseback  arrangements  and  real  estate  leases.   Financing  products  include  amortized 
commercial and consumer loans, installment paper purchases, receivables discounting and factoring.

The  Parent  Company  is  a  subsidiary  of  Banco  de  Oro  Unibank,  Inc.  (BDO Unibank  or  the 
“Ultimate Parent Company”), an expanded commercial bank incorporated and doing business in 
the Philippines.  

BDO  Rental,  Inc.  (BDO  Rental),  a  wholly-owned  subsidiary  of  BDO  Leasing,  
is licensed by the Philippine Securities and Exchange Commission (SEC) to engage in renting and 
leasing of equipment.  It started its commercial operations on 
June 30, 2005.

The Parent Company’s  principal  office is  located at  BDO Leasing Centre,  Corinthian Gardens, 
Ortigas Avenue, Quezon City.  It has nine branches located in the cities of Makati, Cebu, Davao, 
Dagupan,  San Pablo,  Cagayan de Oro, Iloilo,  Pampanga and Cavite.   The registered address of 
BDO Unibank is located at BDO Corporate Center, 7899 Makati Avenue, Makati City.

1.2 Approval of Financial Statements

The accompanying financial statements of BDO Leasing and BDO Rental 
(the “Group”) and of the Parent Company for the year ended December 31, 2010 (including the 
comparatives for the years ended December 31, 2009 and 2008) were authorized for issue by the 
BOD on March 2, 2011.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The  significant  accounting  policies  that  have  been  used  in  the  preparation  of  these  financial 
statements  are  summarized  in  the  succeeding  sections.   These  policies  have  been  consistently 
applied to all the years presented, unless otherwise stated.



2.1 Basis of Preparation of Financial Statements

(a) Statement of Compliance with Philippine Financial Reporting Standards

The  financial  statements  of  the  Group  have  been  prepared  in  accordance  with 
Philippine Financial Reporting Standards (PFRS).  PFRS are adopted by the Financial 
Reporting  Standards  Council  (FRSC)  from  the  pronouncements  issued  by  the 
International Accounting Standards Board (IASB). 

The financial statements have been prepared using the measurement bases specified by 
PFRS for each type of assets, liabilities, income and expenses.  The measurement bases 
are more fully described in the accounting policies that follow.

(b) Presentation of Financial Statements

The  financial  statements  are  presented  in  accordance  with  Philippine  Accounting 
Standard 1 (Revised 2007),  Presentation of  Financial  Statements.  The Group presents all 
items of income and expenses in a single statement of comprehensive income.  Two 
comparative  periods  are  presented  for  the  statement  of  financial  position  when the 
Group applies an accounting policy retrospectively, makes a retrospective restatement of 
items in its financial statements, or reclassifies items in the financial statements.

In 2010, two comparative periods are presented for the statement of financial position 
due to the prior period adjustments as disclosed in Note 15.3.

(c) Functional and Presentation Currency

These financial statements are presented in Philippine pesos, the Group’s functional and 
presentation currency, and all values represent absolute amounts except when otherwise 
indicated.  

Items  included  in  the  financial  statements  of  the  Group  are  measured  using  its 
functional currency, the currency of the primary economic environment in which the 
entity operates.

2.2 Adoption of New Interpretations, Revisions and Amendments to PFRS 

(a) Effective in 2010 that are Relevant to the Group

In  2010,  the  Group  adopted  the  following  revisions,  interpretations  and  annual 
improvements to existing standards that are relevant to the Company and effective for 
financial statements for the annual period beginning on or after January 1, 2010.

PAS 27 (Revised 2008) : Consolidated and Separate Financial 
Statements
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Philippine Interpretation
International Financial 

 Reporting Interpretations 
Committee (IFRIC) 17 : Distribution of Non-cash Assets to 

Owners
Various Standards : 2009 Annual Improvements to PFRS

Discussed below are relevant information about these new and amended standards. 

(i) PAS 27 (Revised 2008), Consolidated and Separate Financial Statements (effective from July  
1, 2009).   The revised standard requires the effects of all transactions with non-
controlling interests to be recorded in equity if there is no change in control and 
these  transactions  will  no  longer  result  in  goodwill  or  gains  and  losses.   The 
standard also specifies the accounting when control is lost.  Any remaining interest 
in the equity is re-measured to fair value and a gain or loss is recognized in profit or 
loss.  The adoption of the standard did not result in any adjustment to the financial 
statements as there were no non-controlling interests in the Group.

(ii) Philippine Interpretation IFRIC 17, Distribution of Non-cash Assets to Owners (effective 
from July 1, 2009).  IFRIC 17 clarifies that dividend payable should be recognized 
when the dividend is appropriately authorized and is no longer at the discretion of 
the entity.  Also, an entity should measure the dividend payable at the fair value of 
the net assets to be distributed and the difference between the dividend paid and 
the carrying amount of the net assets distributed should be recognized in profit or 
loss.  The Group’s adoption of this interpretation did not have a material impact on 
the financial statements because retrospective application of this interpretation is 
not permitted and, therefore, did not have any effect on any previous distribution 
of non-cash assets to stockholders.  In addition, the Group did not distribute non-
cash assets to stockholders during the year.

(iii) 2009  Annual  Improvements  to  PFRS.   The  FRSC  has  adopted  the  2009 
Improvements to International Financial Reporting Standards.  Most of these amendments 
became effective for annual periods beginning on or after 
July 1, 2009, or January 1, 2010.  Among those improvements, only the following 
amendments were identified to be relevant to the Group’s financial statements but 
which did not also have any material impact on its financial statements:

• PAS 1 (Amendment),  Presentation of Financial Statements (effective from January 
1, 2010).  The amendment clarifies the current and non-current classification 
of a liability that can, at the option of the counterparty, be settled by the issue 
of the entity’s equity instruments.  

• PAS 7 (Amendment),  Statement of Cash Flows (effective from January 1, 2010). 
This  amendment  states  explicitly  that  only  an expenditure  that  results  in  a 
recognized  asset  can  be  classified  as  a  cash  flow from investing  activities. 
Under its current policies, only recognized assets are classified by the Group as 
cash flow from investing activities.  

• PAS  17  (Amendment), Leases  (effective  from  January  1,  2010).   The 
amendment  clarifies  that  when  a  lease  includes  both  land  and  building 
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elements, an entity assesses the classification of each element as finance or an 
operating  lease separately  in accordance with the general  guidance on lease 
classification set out in PAS 17.  

• .PAS  18  (Amendment),  Revenue.   The  amendment  provides  guidance  on 
determining whether an entity is acting as a principal or as an agent.  Presently, 
the Group is the principal in all of its business undertakings.

• PFRS 8 (Amendment), Operating Segments (effective from January 1, 2010).  The 
amendment requires an entity to disclose a measure of segment assets only if 
that  measure  is  regularly  reported  to  the  chief  operating  decision  maker. 
Currently, the Group’s policy on segment reporting is in compliance with the 
amendment.

(b)    Effective in 2010 but not Relevant to the Group

The following amendments and interpretations to published standards are mandatory for 
accounting periods beginning on or after January 1,  2010 but are not relevant to the 
Group’s operations:

PFRS 1 (Amendment) : Additional  Exemptions  for  First-time  
Adopters

PFRS 2 (Amendment) : Company  Cash-settled  Share-based
Payment Transactions

Philippine Interpretations
IFRIC 9 : Embedded Derivatives – Amendments 

to IFRIC 9 and PAS 39
IFRIC 16 : Hedges  of  a  Net  Investment  

in a Foreign Operation
IFRIC 18 : Transfers of Assets from Customers

(c) Effective Subsequent to 2010

There are new PFRS, revisions, amendments, annual improvements and interpretations 
to existing standards that are effective for periods subsequent to 2010.  Management has 
initially  determined the  following  pronouncements,  which  the  Company will  apply  in 
accordance with their transitional provisions, to be relevant to its financial statements.

PAS 24 (Amendment) : Related Party Disclosures
Philippine Interpretations

IFRIC 14 : Prepayments  of  a  Minimum  Funding  
Requirement – Amendment to 
IFRIC 14

IFRIC 19 : Extinguishing Financial Liabilities with 
Equity Instruments

PFRS 7 (Amendment) : Financial Instruments: Disclosures
PFRS 9 : Financial Instruments
Various Standards : 2010 Annual Improvements to PFRS
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Below is a discussion of the possible impact of these new accounting standards.

(i) PAS 24 (Revised),  Related Party Disclosures (effective from January 1, 2011). Earlier 
application of the standard, in whole or in part, is permitted but the Group opted 
not to early adopt the standard.  The revised standard clarifies and simplifies the 
definition of a related party and removes the requirement for government-related 
entities  to  disclose  details  of  all  transactions  with  the  government  and  other 
government-related entities.  The Group is currently reviewing the impact of the 
standard on its  related party disclosures  in  time for its  adoption  of  the  revised 
standard in 2011.

(ii) Philippine  Interpretation  IFRIC  14,  Prepayments  of  a  Minimum  Funding  
Requirement  –  Amendment  to  IFRIC  14  (effective  from  January  1,  2011).   This 
interpretation addresses unintended consequences that can arise from the previous 
requirements when an entity  prepays future contributions into a defined benefit 
pension plan.  It sets out guidance on when an entity recognizes an asset in relation 
to a PAS 19, Employee Benefits, surplus for defined benefit plans that are subject to a 
minimum  funding  requirement.   Management  does  not  expect  that  its  future 
adoption of the amendment will have a material effect on its financial statements 
because it does not usually make substantial advance contributions to its retirement 
fund.

(iii) Philippine  Interpretation  IFRIC  19,  Extinguishing  Financial  Liabilities  with  Equity  
Instruments (effective on or after July 1, 2010).  It addresses accounting by an entity 
when the terms of a financial liability are renegotiated and result in the entity issuing 
equity instruments to a creditor to extinguish all or part of the financial liability. 
These transactions are sometimes referred to as “debt for equity” exchanges or 
swaps.  The interpretation requires the debtor to account for a financial  liability 
which is extinguished by equity instruments as follows:

• the issue of the equity instruments to a creditor to extinguish all (or part of a 
financial liability) is consideration paid in accordance with PAS 39, Financial  
Instruments: Recognition and Measurement;

• the  entity  measures  the  equity  instrument  issued  at  fair  value,  unless  this 
cannot be reliably measured;

• if the fair value of the equity instruments cannot be reliably measured, then the 
fair  value  of  the  financial  liability  extinguished  is  used;  and,

• the  difference  between  the  carrying  amount  of  the  financial  liability 
extinguished and the consideration paid is the recognized profit or loss.

Management has determined that the adoption of the interpretation does not have 
a material effect on its 2010 financial statements as the Group does not normally 
extinguish financial liabilities through equity swap.
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(iv) PFRS 7 (Amendment), Financial Instruments: Disclosures  (effective for annual periods 
beginning on or after July 1, 2011).  The amendments will allow users of financial 
statements  to  improve  their  understanding  of  transfer  transactions  of  financial 
assets (e.g., securitizations), including understanding the possible effects of any risks 
that may remain with the entity that transferred the assets.  The amendments also 
require additional disclosures if a disproportionate amount of transfer transactions 
are undertaken at the end of a reporting period.  The Group believes that adoption 
of  the  amendments in  2012  will  not  have any significant  effect  on its  financial 
statements as they only affect disclosures and the Group usually provides adequate 
information in its financial statements in compliance with disclosure requirements.

(v) PFRS 9,  Financial  Instruments (effective  from January  1,  2013).   PAS 39  will  be 
replaced by PFRS 9 in its entirety which is being issued in phases.  The main phases 
are (with a separate project dealing with derecognition):

• Phase 1:  Classification and Measurement
• Phase 2:  Impairment Methodology
• Phase 3:  Hedge Accounting

To  date,  the  chapters  dealing  with  recognition,  classification,  measurement  and 
derecognition of financial assets and liabilities have been issued.  These chapters are 
effective for annual periods beginning January 1, 2013.  Other chapters dealing with 
impairment methodology and hedge accounting are still being developed.

Management is yet to assess the impact that this amendment is likely to have on the 
financial statements of the Company.  However, it does not expect to implement 
the amendments until all chapters of PFRS 9 have been published at which time the 
Company expects it can comprehensively assess the impact of the revised standard.

(vi) 2010  Annual  Improvements  to  PFRS.   The  FRSC  has  adopted  the  2010 
Improvements to Philippine Financial Reporting Standards (the 2010 Improvements).  Most 
of  these amendments became effective for annual periods beginning on or after 
July 1, 2010, or January 1, 2010.  The 2010 Improvements amend certain provisions 
of PFRS 3 (Revised 2008), clarify presentation of the reconciliation of each of the 
components  of  other  comprehensive  income  and  clarify  certain  disclosure 
requirements  for  financial  instruments.   The  Group’s  preliminary  assessments 
indicate that the 2010 Improvements will not have a material impact on its financial 
statements.

2.3 Separate Consolidated Financial Statements and Basis of Consolidation

These  financial  statements  are  prepared  as  the  Group’s  separate  consolidated  financial 
statements from BDO Unibank Group.  The Group presents separate consolidated financial 
statements available  for public  use that  comply  with PFRS since the Parent Company’s 
equity securities are traded in a public market.

The Group obtains  and exercises  control  through voting  rights.  The Group’s financial 
statements  comprise  the  accounts  of  the  Parent  Company  and  its  subsidiary,  after  the 
elimination  of  material  intercompany  transactions.   All  intercompany  balances  and 
transactions with its subsidiary, including income, expenses and dividends, are eliminated in 
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full.   Unrealized  profits  and  losses  from  intercompany  transactions,  if  any,  that  are 
recognized  in  assets  are  also  eliminated  in  full.   Intercompany  losses  that  indicate  an 
impairment are recognized in the consolidated financial statements.

The financial statements of the subsidiary are prepared for the same reporting period as the 
Group, using consistent accounting principles.  

 
A subsidiary  is  an entity  over  which  the  Group has the  power  to control  the  former’s 
financial and operating policies  generally accompanying a shareholding of more than one 
half  of  the  voting  rights.   The  existence  and  effect  of  potential  voting  rights  that  are 
currently  exercisable  and convertible  are  considered  when assessing  whether  the  Group 
controls  another  entity.   A subsidiary  is  consolidated  from the  date  the  Group obtains 
control until such time that such control ceases.  

The  acquisition  method  is  applied  to  account  for  acquired  subsidiaries.   This  requires 
recognizing and measuring the identifiable assets acquired, the liabilities assumed and any 
non-controlling interest in the acquiree.  The consideration transferred for the acquisition of 
a subsidiary is the fair values of the assets transferred, the liabilities incurred and the equity 
interests issued by the Group, if any.  The consideration transferred also includes the fair 
value  of  any  asset  or  liability  resulting  from  a  contingent  consideration  arrangement. 
Acquisition-related costs are expensed as incurred and subsequent change in the fair value 
of contingent consideration is recognized directly in profit or loss.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business 
combination  are  measured  initially  at  their  fair  values  at  the  acquisition  date.   On  an 
acquisition-by-acquisition basis,  the Group recognizes any non-controlling interest in the 
acquiree either at fair value or at the non-controlling interest’s proportionate share of the 
acquiree’s net assets.

The excess of the consideration transferred, the amount of any non-controlling interest in 
the acquiree and the acquisition-date fair value of any previous equity interest in the acquiree 
over the fair value of the Group’s share of the identifiable net assets acquired is recognized 
as goodwill.  If this is less than the fair value of the net assets of the subsidiary acquired in 
the case of a bargain purchase, the difference is recognized directly in profit or loss as gain.

The results of subsidiary acquired or disposed of during the year, if any, are included in 
profit or loss from the date of acquisition or up to the date of disposal, as appropriate.  
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2.4 Segment Reporting

A business segment is a group of assets and operations engaged in providing products or 
services that are subject to risks and returns that are different from those of other business 
segments.   The  Group’s  operating  businesses  are  organized  and  managed  separately 
according  to  the  nature  of  the  products  and  services  provided,  with  each  segment 
representing  a  strategic  business  unit  that  offers  different  products  and serves  different 
markets. 

Operating  segments  are  reported  in  a  manner  consistent  with  the  internal  reporting 
provided to the Group’s chief operating decision-maker.  The strategic steering committee is 
responsible for allocating resources and assessing performance of the operating segments.

In identifying its operating segments, management generally follows the Group's products 
and  services  as  disclosed  in  Note  4,  which  represent  the  main  products  and  services 
provided by the Group.

Each  of  these  operating  segments  is  managed  separately  as  each  of  these  service  lines 
require different technologies and other resources as well as marketing approaches. All inter-
segment transfers are carried out at arm's length prices.

The measurement policies the Group uses for segment reporting under PFRS 8 is the same 
as  those  used  in  its  financial  statements,  except  that  the  following  are  not  included  in 
arriving at the operating profit of the operating segments:

• post-employment benefit expenses;
• expenses relating to share-based payments;
• research costs relating to new business activities; and,
• revenue, costs and fair value gains from investment property.

In addition, corporate assets which are not directly attributable to the business activities of 
any operating segment are not allocated to a segment.

There  have  been no changes  from prior  periods  in  the  measurement  methods  used  to 
determine reported segment profit or loss.

 
2.5  Financial Assets

Financial  assets,  which  are  recognized  when  the  Company  becomes  a  party  to  the 
contractual terms of the financial instrument, include cash and cash equivalents, and other 
financial instruments.  Financial assets are classified into the following categories: financial 
assets  at  fair  value  through  profit  or  loss,  loans  and  receivables,  held-to-maturity 
investments  and  available-for-sale  financial  assets.   Financial  assets  are  assigned  to  the 
different categories by management on initial recognition, depending on the purpose for 
which the investments were acquired.  

Except for financial assets at fair value through profit or loss, the designation of financial 
assets  is  re-evaluated at  every  reporting  date at  which date  a  choice  of  classification  or 
accounting  treatment  is  available,  subject  to  compliance  with  specific  provisions  of 
applicable accounting standards.

Regular  purchases  and sales  of  financial  assets  are  recognized  on their  trade  date.   All 
financial  assets  that  are not  classified as  at  fair  value through profit  or  loss  are initially 
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recognized at fair value, plus transaction costs.  Financial assets carried at fair value through 
profit or loss are initially recognized at fair value and transaction costs are expensed in profit 
or loss.  

The foregoing categories  of  financial  instruments  relevant  to the  Group are  more  fully 
described below.

(a) Loans and Receivables

Loans  and receivables  are  non-derivative  financial  assets  with  fixed  or  determinable 
payments that are not quoted in an active market.  They arise when the Group provides 
money,  goods  or  services  directly  to  the  debtor  with  no  intention  of  trading  the 
receivables.  

Loans and receivables are subsequently measured at amortized cost using the effective 
interest  method,  less  impairment losses.   Any change in their  value is  recognized in 
profit or loss, except for changes in fair values of reclassified financial assets under PAS 
39 and PFRS 7 (Amendments).  Increases in estimates of future cash receipts from such 
financial assets shall be recognized as an adjustment to the effective interest rate from 
the date of the change in estimate rather than as an adjustment to the carrying amounts 
of the financial assets at the date of the change in estimate.  

Impairment  losses  is  the  estimated amount  of  losses  in  the  Group’s  loan  portfolio, 
based on the evaluation of  the estimated future cash flows discounted at  the loan’s 
original  effective  interest  rate.   Impairment loss  is  provided  when there  is  objective 
evidence that the Group will not be able to collect all amounts due to it in accordance 
with the original terms of the receivables.  Loans and receivables are written off against 
the allowance for impairment losses when management believes that the collectibility of 
the principal is unlikely.

The Group’s financial assets categorized as loans and receivables are presented as Cash 
and Cash Equivalents and Loans and Other Receivables in the statement of financial 
position.  Cash and cash equivalents include cash on hand, demand deposits and short-
term, highly liquid investments readily convertible to known amounts of cash.

(b) Available-for-sale Financial Assets

This category includes non-derivative financial assets that are either designated to this 
category or do not qualify for inclusion in any of the other categories of financial assets.

All  financial  assets  within  this  category  are  measured at  fair  value,  unless  otherwise 
disclosed,  with  changes  in  value recognized  in  other  comprehensive  income,  net  of 
taxes.   Gains  and  losses  arising  from  securities  classified  as  available-for-sale  are 
recognized in other comprehensive income when these are sold or when the investment 
is impaired.  
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In case of impairment, any loss previously recognized  in equity is transferred to other 
comprehensive income.  Losses recognized in other comprehensive income on  equity 
instruments are not reversed through other comprehensive income.  Losses recognized 
in prior period statement of comprehensive income resulting from the impairment of 
debt instruments are reversed through the statement of comprehensive income, when 
there is recovery in the amount of previously recognized impairment losses.

Available-for-sale Financial Assets are presented as a separate line item in the statement 
of financial position.

Impairment losses recognized on financial assets are included as part of Impairment and 
Credit  Losses under  Operating  Costs  and Expenses  in  the  statement  of  comprehensive 
income.

For  investments  that  are  actively  traded  in  organized  financial  markets,  fair  value  is 
determined by reference to stock exchange-quoted market bid prices at the close of business 
on each reporting date.  For investments where there is no quoted market price, fair value is 
determined  by  reference  to  the  current  market  value  of  another  instrument  which  is 
substantially the same or is calculated based on the expected cash flows (such as dividend 
income) of the underlying net asset base of the investment.

Non-compounding  interest,  dividend  income  and  other  cash  flows  resulting  from 
holding financial assets are recognized in profit or loss when earned, regardless of how 
the related carrying amount of financial assets is measured.  

Derecognition of financial  assets occurs when the rights  to receive cash flows from the 
financial instruments expire or are transferred and substantially all of the risks and rewards 
of ownership have been transferred. 

2.6  Property and Equipment

Property and equipment are carried at acquisition cost less accumulated depreciation and 
amortization and any impairment in value.  

The cost of an asset comprises its purchase price and directly attributable costs of bringing 
the  asset  to  working  condition  for its  intended use.   Expenditures  for additions,  major 
improvements and renewals are capitalized; expenditures for repairs and maintenance are 
charged to expense as incurred.  When assets are sold, retired or otherwise disposed of, their 
cost and related accumulated depreciation and amortization and any impairment losses are 
removed from the accounts and any resulting gain or loss is reflected in profit or loss for the 
period.

Except  for  certain  equipment  which  are  depreciated  based  on  the  rate  of  utilization, 
depreciation is computed on the straight-line method over the estimated useful lives of the 
depreciable assets as follows:

Transportation and other equipment 2-8 years
Furniture, fixtures and others 3-5 years

Leasehold improvements are amortized over the terms of the leases or the estimated useful 
lives of the improvements, whichever is shorter.
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An asset’s carrying amount is written down immediately to its recoverable amount if the 
asset’s  carrying  amount  is  greater  than  its  estimated  recoverable  amount  
(see Note 2.17).

The residual values and estimated useful lives of property and equipment are reviewed and 
adjusted if appropriate, at the end of each reporting period.

An item of property and equipment,  including the related accumulated depreciation and 
impairment  losses,  if  any,  is  derecognized  upon  disposal  or  when  no  future  economic 
benefits are expected to arise from the continued use of the asset.  Any gain or loss arising 
on derecognition of the asset (calculated as the difference between the net disposal proceeds 
and the carrying amount of the item) is included in profit or loss in the period the item is 
derecognized.

2.7 Investment Properties

Investment properties are stated at cost.  The cost of an investment property comprises its 
purchase price and directly attributable cost incurred.  This also includes properties acquired 
by the Group from defaulting borrowers not held for sale in the next twelve months.  For 
these assets, the cost is recognized initially at the fair market value.  Investment properties 
except land are depreciated on a 
straight-line basis over a period of 10 years.

Subsequent  to initial  recognition,  investment  property  is  stated at  cost  less  accumulated 
depreciation and any impairment in value.

The Group adopted the cost model in measuring its investment properties, hence, these are 
carried at cost less accumulated depreciation and any impairment in value.  Depreciation and 
impairment loss are recognized in the same manner as in Property and Equipment.

Investment property is derecognized upon disposal or when permanently withdrawn from 
use and no future economic benefit is expected from its disposal.  Any gain or loss on the 
retirement or disposal of an investment property is recognized in profit or loss in the year of 
retirement or disposal.

2.8 Financial Liabilities

Financial liabilities of the Group include bills payable, accounts payable, dividends payable 
and other liabilities  and lease deposits,  which are measured at  amortized cost  using  the 
effective interest method.

Financial  liabilities  are  recognized  when the  Group becomes a  party  to  the  contractual 
agreements of the instrument.  All interest-related charges are included as part of Interest 
and  Financing  Charges  under  Operating  Costs  and  Expenses  in  the  statement  of 
comprehensive income.

Bills payable are raised for support of long-term funding of operations.  They are recognized 
at proceeds received, net of direct issue costs.  Finance charges, including premiums payable 
on settlement or redemption and direct  issue costs,  are charged to profit  or loss  on an 
accrual basis using the effective interest method and are added to the carrying amount of the 
instrument to the extent that they are not settled in the period in which they arise.
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Accounts  payable  and  other  liabilities  are  initially  recognized  at  their  fair  value  and 
subsequently measured at amortized cost less settlement payments.

Lease deposits are initially recognized at fair value.  The excess of the principal amount of 
the deposits over its fair value is immediately recognized and is included as part of Fair 
Value  Gains  under  Service  Fees  and  Other  Income  account  in  the  statement  of 
comprehensive income (see Note 16).  Meanwhile, interest expense on the lease deposits is 
accrued using the effective interest method and is included as part of Interest and Financing 
Charges under Operating Costs and Expenses in the statement of comprehensive income.

Financial liabilities are derecognized from the statement of financial position only when the 
obligations are extinguished either through discharge, cancellation or expiration.

2.9 Provisions

Provisions  are  recognized  when  present  obligations  will  probably  lead  to  an  outflow of 
economic resources and these can be estimated reliably even if the timing or amount of the 
outflow may still be uncertain.  A present obligation arises from the presence of a legal or 
constructive commitment that has resulted from past events.

Provisions  are  measured  at  the  estimated  expenditure  required  to  settle  the  present 
obligation, based on the most reliable evidence available at the end of the reporting period, 
including the risks and uncertainties associated with the present obligation.  Where there are 
a number of similar obligations, the likelihood that an outflow will be required in settlement 
is determined by considering the class of obligations as a whole.  When time value of money 
is material, long-term provisions are discounted to their present values using a pretax rate 
that  reflects  market assessments and the risks specific  to the obligation.   Provisions  are 
reviewed  at  the  end  of  each  reporting  period  and  adjusted  to  reflect  the  current  best 
estimate.

In  those  cases  where  the  possible  outflow of  economic  resource  as  a  result  of  present 
obligations is considered improbable or remote, or the amount to be provided for cannot be 
measured reliably,  no liability is recognized in the financial statements. Similarly,  possible 
inflows of economic benefits to the Group that do not yet meet the recognition criteria of 
an  asset  are  considered  contingent  assets,  hence,  are  not  recognized  in  the  financial 
statements.  On the other hand, any reimbursement that the Group can be virtually certain 
to collect from a third party with respect to the obligation is recognized as a separate asset 
not exceeding the amount of the related provision.

2.10 Offsetting Financial Instruments

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

The residual value of leased assets, which approximates the amount of lease deposit paid by 
the lessee at the inception of the lease, is the estimated proceeds from the disposal of the 
leased asset at the end of the lease term.  At the end of the lease term, the residual value 
receivable of the leased asset is generally applied against the lease deposit of the lessee.

2.12 Equity

Common stock represents the nominal value of shares that have been issued.

Additional paid-in capital includes any premiums received on the issuance of capital stock. 
Any transaction costs associated with the issuance of shares are deducted from additional 
paid-in capital.

Treasury shares are stated at the cost of reacquiring such shares.

Unrealized fair value gain (loss) on available-for-sale financial assets pertains to cumulative 
mark-to-market valuation of available-for-sale financial assets. 

Retained earnings include all current and prior period results as disclosed in the statement of 
comprehensive income.

2.13 Revenue and Expense 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.  The following specific recognition 
criteria of income and expenses must also be met before revenue is recognized:

(a) Interest  income  on  finance  lease  receivables  –  The  interest  income  on  finance  
lease  is  allocated  over  the  lease  term  on  a  systematic  and  rational  basis.   
The recognition of interest income on finance lease is based on a pattern reflecting a 
constant periodic  rate of return on the Group’s net  investment in the finance lease. 
Lease payments relating to the period, excluding costs for services, are applied against 
the gross investment in the lease to reduce both the principal and the unearned finance 
income. 

(b) Interest –  Interest  income  and  expenses  are recognized  in  profit  or  loss  for  all 
instruments measured at amortized cost using the effective interest method.

The  effective  interest  method  is  a  method  of  calculating  the  amortized  
cost of a financial asset or a financial liability and of allocating the interest income or 
interest expense over the relevant period.  The effective interest rate is  the rate that 
exactly discounts estimated future cash payments or receipts through the expected life of 
the  financial  instrument  or,  when  appropriate,  a  shorter  period  to  the  net  carrying 
amount of the financial asset or financial liability.  When calculating the effective interest 
rate, the Group estimates cash flows considering all contractual terms of the financial 
instrument but does not consider future credit losses.  The calculation includes all fees 
paid or received between parties to the contract that are an integral part of the effective 
interest rate, transaction costs and all other premiums or discounts. 
Once a financial asset or a group of similar financial assets has been written down as a 
result of an impairment loss, interest income is recognized using the rate of interest used 
to discount the future cash flows for the purpose of measuring the impairment loss.
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(c) Rent – Revenue is recognized in profit or loss on a straight-line basis over the lease term, 
or on another systematic basis which is more representative of the time pattern in which 
the use or benefit derived from the leased asset is diminished.

(d) Service fees –  Fees related to the administration and servicing a loan are recognized as 
revenue as the services are rendered.  

Operating costs and expenses are recognized in profit or loss upon utilization of the assets 
or services or at the date they are incurred. 

2.14 Leases

The Group accounts for its leases as follows:

i. Group as Lessor

Finance  leases,  where  the  Group  transfers  substantially  all  the  risk  and  benefits 
incidental to ownership of the leased item to the lessee, are included in the statements of 
financial  position under Loans and Other Receivables account.  A lease receivable is 
recognized  at  an  amount  equal  to  the  net  investment  in  the  lease.   The  difference 
between the gross lease receivable and the net investment in the lease is recognized as 
unearned  finance  income.   

All income resulting from the receivable is included as part of Interest and Discounts in 
the statement of comprehensive income.  Leases where the Group does not transfer 
substantially  all  the  risk  and  benefits  of  ownership  of  the  assets  are  classified  as 
operating leases. 

Initial  direct  costs  incurred in  negotiating  operating  leases are added to the carrying 
amount of the leased asset and recognized over the lease term on the same basis as the 
rental income.  Contingent rents are recognized as revenue in the year in which they are 
earned.

ii. Group as Lessee 

Leases which do not transfer to the Group substantially  all the risks and benefits of 
ownership of the asset are classified as operating leases.  Operating lease payments are 
recognized  as  expense  in  profit  or  loss  on  a straight-line  basis  over  the  lease  term. 
Associated costs, such as maintenance and insurance, are expensed as incurred.

The  Group  determines  whether  an  arrangement  is,  or  contains  a  lease  based  on  the 
substance of the arrangement.  It makes an assessment of whether the fulfillment of the 
arrangement  is  dependent  on the  use  of  a  specific  asset  or assets  and the  arrangement 
conveys a right to use the asset.

14



2.15 Foreign Currency Transactions

The accounting records of the Group are maintained in Philippine pesos.  Foreign currency 
transactions during the period are translated into the functional currency at exchange rates 
which approximate those prevailing on transaction dates.  

Foreign exchange gains and losses resulting from the settlement of such transactions and 
from  the  translation  at  period-end  exchange  rates  of  monetary  assets  and  liabilities 
denominated  in  foreign  currencies  are  recognized  in  the  statement  of  comprehensive 
income as part of profit or loss from operations.

2.16  Impairment of Financial Assets

The Group assesses at the end of each reporting period whether there is objective evidence 
that a financial asset or group of financial assets is impaired.  A financial asset or a group of 
financial  assets  is  impaired  and  impairment  losses  are  incurred  if,  and  only  if,  there  is 
objective evidence of impairment as a result of one or more events that occurred after the 
initial  recognition  of  the  asset  (a  loss  event)  and that  loss  event  has  an impact  on  the 
estimated future cash flows of the financial asset or group of financial assets that can be 
reliably estimated.  

Objective evidence that a financial asset or group of assets is impaired includes observable 
data that comes to the attention of the Group about certain loss events, including, among 
others: significant financial difficulty of the issuer or debtor; a breach of contract, such as a 
default or delinquency in interest or principal payments; it is probable that the borrower will 
enter bankruptcy or other financial reorganization; the disappearance of an active market for 
that financial asset because of financial difficulties; or observable data indicating that there is 
a measurable decrease in the estimated future cash flows from a group of financial assets 
since the initial recognition of those assets, although the decrease cannot yet be identified 
with the individual financial assets in the group.

(a) Assets carried at amortized cost.  The Group first assesses whether objective evidence of 
impairment exists individually  for financial  assets that are individually  significant and 
individually or collectively for financial assets that are not individually significant.  If the 
Group determines that no objective evidence of impairment exists for an individually 
assessed financial asset, whether significant or not, the Group includes the asset in a 
group of financial assets with similar credit risk characteristics and collectively assesses 
them 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 other receivables or 
held-to-maturity investments carried at amortized cost 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 
(excluding future credit losses that have not been incurred) discounted at the financial 
asset’s  original  effective  interest  rate.   The carrying  amount  of  the  asset  is  reduced 
through the use of an allowance account and the amount of the loss is recognized in 
profit or loss.  

If a loan or held-to-maturity investment has a variable interest rate, the discount rate for 
measuring any impairment loss is the current effective interest rate determined under the 
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contract.  When practicable,  the  Group may measure impairment  on the basis  of  an 
instrument’s fair value using an observable market price.

The calculation of the present value of the estimated future cash flows of a collateralized 
financial  asset reflects the cash flows that may result from foreclosure less costs for 
obtaining and selling the collateral, whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on 
the basis of similar credit risk characteristics.  Those characteristics are relevant to the 
estimation of future cash flows for groups of such assets by being indicative of the 
debtors’ ability to pay all amounts due according to the contractual terms of the assets 
being evaluated.

Future  cash  flows  in  a  group  of  financial  assets  that  are  collectively  evaluated  for 
impairment are estimated on the basis of the contractual cash flows of the assets and 
historical loss experience for assets with credit risk characteristics similar to those in the 
group.

Historical loss experience is adjusted on the basis of current observable data to reflect 
the effects of current conditions that did not affect the period on which the historical 
loss experience is based and to remove the effects of conditions in the historical period 
that do not exist currently. 

Estimates of changes in future cash flows for groups of assets should reflect and be 
consistent  with  changes  in  related  observable  data  from  period  to  period.   The 
methodologies  and  assumptions  used  for  estimating  future  cash  flows  are  reviewed 
regularly by the Group to reduce any differences between loss estimates and actual loss 
experience.

When a loan is  uncollectible,  it  is  written off  against  the related allowance for loan 
impairment.   Such loans  are written off  after  all  the  necessary  procedures  including 
approval from the management and the BOD has been completed and the amount of 
the loss has been determined.  Subsequent recoveries of amounts previously written off 
decrease the amount of the impairment loss in profit or loss.  

If,  in  a  subsequent  period,  the  amount  of  the  impairment  loss  decrease  
and the decrease can be related objectively to an event occurring after the impairment 
was recognized (such as an improvement in the debtor’s credit rating), the previously 
recognized impairment loss is reversed by adjusting the allowance account.  The amount 
of the reversal is recognized in profit or loss.
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(b) Assets  carried at fair  value with changes charged to  other comprehensive  income.  In the case of 
investments  classified  as  available-for-sale  financial  assets,  a  significant  or  prolonged 
decline  in  the  fair  value  of  the  security  below its  cost  is  considered in  determining 
whether  the  assets  are  impaired.   If  any  such  evidence  exists  for  available-for-sale 
financial assets, the cumulative loss – measured as the difference between the acquisition 
cost and the current fair value, less any impairment loss on that financial asset previously 
recognized  in  profit  or  
loss – is removed from profit or loss and recognized in other comprehensive income. 
Impairment losses recognized in other comprehensive income on equity instruments are 
not reversed through other comprehensive income.  

If, in a subsequent period, the fair value of a debt instrument classified as available-for-
sale increases and the increase can be objectively related to an event occurring after the 
impairment  loss  was  recognized  in  profit  or  loss,  the  impairment  loss  is  reversed 
through the statement of comprehensive income.

(c) Assets carried at cost.  The Group assesses at the end of each reporting period whether 
there  is  objective  evidence that  any of  the unquoted equity securities  and derivative 
assets linked to and required to be settled in such unquoted equity instruments, which 
are carried at cost and for which objective evidence of impairment exist.  The amount of 
impairment loss is the difference between the carrying amount of the equity security and 
the present value of the estimated future cash flows discounted at the current market 
rate of return of a similar asset.  Impairment losses on assets carried at cost cannot be 
reversed.

2.17 Impairment of Non-financial Assets

The Group’s property and equipment, investment properties and other assets are subject to 
impairment testing.  

For purposes of assessing impairment, assets are grouped at the lowest levels  for which 
there are separately identifiable cash flows (cash-generating units).  As a result, some assets 
are tested individually for impairment and some are tested at 
cash-generating unit level.  

An  impairment  loss  is  recognized  for  the  amount  by  which  the  asset  or  
cash-generating  unit’s  carrying  amount  exceeds  its  recoverable  amount.   
The recoverable amount is the higher of fair value, reflecting market conditions less costs to 
sell and value in use, based on an internal discounted cash flow evaluation.  Impairment loss 
is charged pro-rata to the other assets in the cash generating unit.  

All  assets are subsequently  reassessed for indications  that an impairment loss  previously 
recognized may no longer exist  and the carrying amount of  the asset is  adjusted to the 
recoverable amount resulting in the reversal of the impairment loss.
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2.18 Employee Benefits

(a) Retirement Benefit Obligations 

Pension benefits are provided to employees through a defined benefit plan.  
A defined benefit plan is a pension plan that defines an amount of pension benefit that 
an  employee  will  receive  on  retirement,  usually  dependent  
on one or more factors such as age, years of service and salary.  The legal obligation for 
any benefits from this kind of pension plan remains with the Group, even if plan assets 
for funding the defined benefit plan have been acquired.  Plan assets may include assets 
specifically  designated  to  a  long-term  benefit  fund,  as  well  as  qualifying  insurance 
policies.   The  Group’s  defined  benefit  pension  plan  covers  all  regular  full-time 
employees.  The pension plan is tax-qualified, noncontributory and administered by a 
trustee.

The liability recognized in the statement of financial position for defined benefit pension 
plans is the present value of the defined benefit obligation (DBO) at the end of each 
reporting  period  less  the  fair  value  of  plan  assets,  together  with  adjustments  for 
unrecognized actuarial gains or losses and past-service costs.  The DBO is calculated 
annually by independent actuaries using the projected unit credit method.  The present 
value of the DBO is determined by discounting the estimated future cash outflows using 
interest rates of high quality corporate bonds that are denominated in the currency in 
which the benefits will be paid and that have terms to maturity approximating to the 
terms of the related pension liability.

Actuarial gains and losses are not recognized as an income or expense unless the total 
unrecognized gain or loss exceeds 10% of the greater of the obligation and related plan 
assets.  The amount exceeding this 10% corridor is charged or credited to profit or loss 
over the employees’ expected average remaining working lives.  

Actuarial gains and losses within the 10% corridor are disclosed separately.  
Past-service  costs  are  recognized  immediately  in  the  statement  of  comprehensive 
income,  unless  the  changes  to  the  pension  plan  are  conditional  on  the  employees 
remaining in service for a specified period of time (the vesting period).  In this case, the 
past-service costs are amortized on a straight-line basis over the vesting period.

A  defined  contribution  plan  is  a  pension  plan  under  which  the  Group  pays  fixed 
contributions  into  an  independent  entity  (such  as  the  Social  Security  System).   The 
Group  has  no  legal  or  constructive  obligations  to  pay  further  contributions  after 
payment of the fixed contribution.  The contributions recognized in respect of defined 
contribution  plans  are  expensed  as  they  fall  due.   Liabilities  and  assets  may  be 
recognized if underpayment or prepayment has occurred and are included in current 
liabilities or current assets as they are normally of a short term nature.
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(b) Termination Benefits

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

(c) Compensated Absences

Compensated absences are recognized for the  number of  paid leave days (including 
holiday  entitlement)  remaining  at  the  end  of  each  reporting  period.   

They  are  included  in  Accounts  Payable  and  Other  Liabilities  account  at  the 
undiscounted  amount  that  the  Group  expects  to  pay  as  a  result  of  the  unused 
entitlement.

2.19  Income Taxes

Tax expense recognized in profit or loss comprises the sum of deferred tax and current tax 
not recognized in other comprehensive income or directly in equity, if any.

Current  tax  assets  or  liabilities  comprise  those  claims  from,  or  obligations  to,  fiscal 
authorities relating to the current or prior reporting period, that are uncollected or unpaid at 
the end of the reporting period.  They are calculated according to the tax rates and tax laws 
applicable to the fiscal  periods to which they relate,  based on the taxable profit  for the 
period.  All changes to current tax assets or liabilities are recognized as a component of tax 
expense in the statement of comprehensive income.

Deferred tax is provided, using the liability method, on temporary differences at the end of 
each  reporting  period  between  the  tax  base  of  assets  and  liabilities  and  their  carrying 
amounts for financial reporting purposes.

Under the liability method, with certain exceptions, deferred tax liabilities are recognized for 
all taxable temporary differences and deferred tax assets are recognized for all deductible 
temporary differences and the carryforward of unused tax losses and unused tax credits to 
the extent that it is probable that taxable profit will be available against which the deferred 
tax asset can be utilized. 

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to 
the extent that it is probable that sufficient taxable profit will be available to allow all or part 
of the deferred tax asset to be utilized.  

Deferred 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 rates and tax laws 
that have been enacted or substantively enacted at the end of each reporting period.
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Most  changes  in  deferred  tax  assets  or  liabilities  are  recognized  as  a  component  
of tax expense in profit or loss.  Only changes in deferred tax assets or liabilities that relate 
to items recognized in other comprehensive income or directly in equity are recognized in 
other comprehensive income or directly in equity.

2.20 Earnings Per Share (EPS)

Basic earnings per common share is determined by dividing net income by the weighted 
average  number  of  common  shares  subscribed  and  issued  during  the  year,  adjusted 
retroactively for any stock dividend, stock split or reverse stock split declared during the 
current period.  The Group does not have dilutive common shares.

2.21 Related Party Transactions  

Related  party  transactions  are  transfer  of  resources,  services  or  obligations  between the 
Group and its related parties, regardless whether a price is charged.

Parties are considered to be related if one party has the ability to control the other party or 
exercise  significant  influence  over  the  other  party  in  making  financial  and  operating 
decisions.  This includes: (a) individuals owning, directly or indirectly through one or more 
intermediaries, control or are controlled by, or under common control with the Group; (b) 
associates; and (c) individuals owning, directly or indirectly, an interest in the voting power 
of the Group that gives them significant influence over the Group and close members of 
the family of any such individual.

In considering each possible related party relationship, attention is directed to the substance 
of the relationship and not merely on the legal form.

3. SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The Group’s financial statements prepared in accordance with PFRS require 
management to make judgments and estimates that affect amounts reported in the financial 
statements and related notes.  Judgments and estimates are continually evaluated and are 
based on historical experience and other factors, including expectations of future events that 
are believed to be reasonable under the circumstances.  Actual results may ultimately differ 
from these estimates.

3.1 Critical Management Judgments in Applying Accounting Policies

In  the  process  of  applying  the  Group’s  accounting  policies,  management  has  made the 
following judgments, apart from those involving estimation, which have the most significant 
effect on the amounts recognized in the financial statements:

(a) Operating and Finance Leases

The Group has determined that it has transferred all the significant risks and rewards of 
ownership  of  the  properties  which  are  leased  out  on  finance  lease  arrangements. 
Interest earned on finance lease arrangements amounted to P440.1, P399.0 and P455.6 
in 2010, 2009 and 2008, respectively (see Note 8).
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The subsidiary’s operations involve operating leases.  The Group has determined that it 
retains all the significant risks and rewards of ownership over the properties which are 
leased out on operating lease arrangements.  The Group’s rent income on operating 
lease arrangements amounted to P830.9, P1,125.7 and P256.4 in 2010, 2009 and 2008, 
respectively (see Note 17).

The Group has entered in various lease arrangements as a lessee.  Critical judgment was 
exercised by management to distinguish each lease arrangement as either an operating or 
finance lease by looking at the transfer or retention of significant risks and rewards of 
ownership of the properties covered by the agreements.

Rental expense charged to operations included as part of Occupancy and Equipment-
Related  Expenses  under  Operating  Costs  and  Expenses  in  the  statements  of 
comprehensive income amounted to P17.8 in 2010, P16.1 in 2009 and P13.6 in 2008 in 
the Group and Parent Company financial statements. 

(b) Distinction Between Investment Properties and Owner-managed Properties

The  Group  determines  whether  a  property  qualifies  as  investment  property.   
In making its judgment, the Group considers whether the property generates cash flows 
largely independent of the other assets held by an entity.  
Owner-occupied properties  generate cash flows that  are  attributable not  only  to the 
property but also to other assets used in the production or supply process.

Some properties comprise a portion that is held to earn rental or for capital appreciation 
and another portion that is  held for use in the production and supply of goods and 
services  or for administrative  purposes.   If  these  portion  can be sold  separately  (or 
leased  out  separately  under  finance  lease),  the  Group  accounts  for  the  portions 
separately.  If the portion cannot be sold separately, the property is accounted for as 
investment property only if an insignificant portion is held for use in the production or 
supply  of  goods or  services or for administrative  purposes.   Judgment is  applied in 
determining whether ancillary services are so significant that a property does not qualify 
as investment property.  The Group considers each property separately in making its 
judgment.

(c) Provisions and Contingencies

Judgment  is  exercised  by  management  to  distinguish  between  provisions  and 
contingencies.   Policies  on recognition and disclosure of provision and disclosure of 
contingencies are discussed in Note 2.9 and relevant disclosures are presented in Note 
22.
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3.2 Key Sources of Estimation Uncertainty

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

(a) Useful Lives of Property and Equipment

The Group estimates the useful lives of property and equipment based on the period 
over which the assets are expected to be available for use.  The estimated useful lives of 
property and equipment are reviewed periodically and are updated if expectations differ 
from  previous  estimates  due  to  physical  wear  and  tear,  technical  or  commercial 
obsolescence and legal or other limits on the use of the assets.  The carrying amounts of 
property and equipment are analyzed in Note 9.  Based on management’s assessment as 
of December 31, 2010,  there is  no change in estimated useful lives  of property and 
equipment  during  the  year.   Actual  results,  however,  may  vary  due  to  changes  in 
estimates brought about by changes in factors mentioned above.  As also disclosed in 
Note  2.6,  except  for  certain  equipment  which  are  depreciated based on the  rate  of 
utilization,  depreciation  is  computed on the  straight-line  method over  the  estimated 
useful lives of the depreciable assets as follows:

Transportation and other equipment 2-8 years
Furniture, fixtures and others 3-5 years

Leasehold improvements are amortized over the terms of the leases or the estimated 
useful lives of the improvements, whichever is shorter.  

Property and equipment, net of accumulated depreciation and amortization, amounted 
to P856.9, P1,452.5 and 1,649.7 as of December 31, 2010, 2009 and 2008, respectively, 
in the Group financial statements and P17.9, P20.3 and P15.2 as of December 31, 2010, 
2009 and 2008, respectively, in the Parent Company financial statements (see Note 9).

(b) Allowance for Impairment of Loans and Other Receivables

Allowance is made for specific  and groups of accounts, where objective evidence of 
impairment exists.  The Group evaluates these accounts based on available facts and 
circumstances, including, but not limited to, the length of the Group’s relationship with 
the customers, the customers’ current credit status based on third party credit reports 
and known market forces, average age of accounts, collection experience and historical 
loss experience.

Impairment losses on loans and other receivables amounted to P99.0 in 2010, P94.5 in 
2009 and P75.0 in 2008 in the Group and Parent Company financial statements (see 
Note 8).

(c) Realizable Amount of Deferred Tax Assets

The  Group  reviews  its  deferred  tax  assets  at  each  reporting  date  and  reduces  the 
carrying amount to the extent that it is no longer probable that sufficient taxable profit 
will be available to allow all or part of the deferred tax asset to be utilized.
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Deferred tax assets recognized gross of deferred tax liabilities, amounted to P93.9, P74.4 
(as  restated)  and  P64.3  (as  restated)  as  of  December  31,  2010,  2009  and  2008, 
respectively, in the Group financial statements and P93.9, P74.4 (as restated) and P59.6 
(as  restated)  as  of  December  31,  2010,  2009  and  2008,  respectively,  in  the  Parent 
Company  financial  statements  (see  Note  20).   The  details  of  the  prior  period 
adjustments which resulted to the restatement of deferred tax assets are disclosed in 
Note 15.3.

(d) Impairment of Non-financial Assets

Except  for  intangible  assets  with  indefinite  useful  lives,  PFRS  requires  that  an 
impairment review be performed when certain impairment indicators are present.  The 
Group’s  policy  on estimating  the  impairment  of  non-financial  assets  is  discussed in 
detail  in Note 2.17.  Though management believes that the assumptions used in the 
estimation  of  fair  values  reflected  in  the  financial  statements  are  appropriate  and 
reasonable,  significant  changes  in  these  assumptions  may  materially  affect  the 
assessment  of  recoverable  values  and  any  resulting  impairment  loss  could  have  a 
material adverse effect on the results of operations.

Allowance for impairment losses on investment properties amounted to P71.9, P55.9 
and P56.6 as of December 31, 2010, 2009 and 2008, respectively 
(see Note 10).

(e) Retirement and Other Benefits

The determination of the Group’s obligation and cost of pension and other retirement 
benefits  is  dependent  on  the  selection  of  certain  assumptions  used  by  actuaries  in 
calculating such amounts.  Those assumptions are described in 
Note 18 and include, among others, discount rates, expected return on plan assets and 
salary  increase  rate.   In  accordance  with  PFRS,  actual  results  that  differ  from  the 
assumptions are accumulated and amortized over future periods and therefore, generally 
affect the expense and obligation to be recognized in such future periods.

The retirement benefit  obligation and net unrecognized actuarial  losses amounted to 
P9.9 and P30.5, respectively as of 2010, and the retirement benefit obligation and net 
unrecognized actuarial losses amounted to P13.8 and P50.2 respectively in 2009; P14.7 
and P27.0 respectively in 2008 (see Note 18).

(f) Fair Value of Financial Assets and Liabilities

The Group adopted the  amendments  to PFRS 7,  Improving  Disclosures  about  Financial  
Instruments, effective January 1, 2009.  These amendments require the Group to present 
certain information about financial instruments measured at fair value in the statement 
of financial position.  In the first year of application, comparative information need not 
be  presented  for  the  disclosures  required  by  the  amendment.   Accordingly,  the 
disclosure for the fair  value hierarchy is  only  presented for December 31,  2010 and 
2009.
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