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management judgment is required to determine the amount of deferred tax assets that can be 

recognized, based upon the likely timing and level of future taxable profits together with 

future tax planning strategies. 

 

f. Impairment of nonfinancial assets 

The Group assesses the impairment of nonfinancial assets, particularly property and 

equipment and investment in JV, whenever events or changes in circumstances indicate that 

the carrying amount of the nonfinancial asset may not be recoverable.  The factors that the 

Group considers important which could trigger an impairment review include the following: 

 

 significant underperformance relative to expected historical or projected future operating 

results; 

 significant changes in the manner of use of the acquired assets or the strategy for overall 

business; and 

 significant negative industry or economic trends. 

 

An impairment loss is recognized whenever the carrying amount of an asset or investment 

exceeds its recoverable amount.  The recoverable amount is the higher of an asset‟s fair value 

less cost to sell and value in use.  The fair value less cost to sell is the amount obtainable from 

the sale of an asset in an arm‟s length transaction while value in use is the present value of 

estimated future cash flows expected to arise from the continuing use of an asset and from its 

disposal at the end of its useful life. 

 

Recoverable amounts are estimated for individual assets or investments or, if it is not possible, 

for the cash-generating unit to which the asset belongs. 

 

In determining the present value of estimated future cash flows expected to be generated from 

the continued use of the assets, the Group is required to make estimates and assumptions that 

can materially affect the consolidated financial statements. 

 

The carrying values of property and equipment and investment in JV are disclosed in Notes 12 

and 13, respectively. 

 

g. Estimation of pension and other employee benefit costs 

The determination of the obligation and cost of pension and other employee benefits is 

dependent on the selection of certain assumptions used in calculating such amounts.  Those 

assumptions include, among others, discount rates and salary increase rates.  Actual results 

that differ from the Group‟s assumptions are accumulated and amortized over future periods 

and therefore, generally affect the recognized expense and recorded obligation in such future 

periods. 

 

While the Group believes that the assumptions are reasonable and appropriate, significant 

differences between actual experiences and assumptions may materially affect the cost of 

employee benefits and related obligations. 

 

The Group also estimates other employee benefit obligations and expense, including the cost 

of paid leaves based on historical leave availments of employees, subject to the Group‟s 

policy.  These estimates may vary depending on the future changes in salaries and actual 

experiences during the year. 

 

The present value of the defined benefit obligation, other details for the retirement plan and 

other employee benefit cost are disclosed in Note 22. 

 

 



- 36 - 

 

h. Passenger revenue recognition 

Passenger sales are recognized as revenue when the obligation of the Group to provide 

transportation service ceases, either (a) when transportation services are already rendered or   

(b) when the Group estimates that unused tickets are already expired.  The value of unused 

tickets is included as unearned transportation revenue in the consolidated statement of 

financial position and recognized as revenue based on estimates.  These estimates are based on 

historical experience.  While actual results may vary from these estimates, the Group believes 

it is unlikely that materially different estimates for future refunds, exchanges, and forfeited 

tickets would be reported based on other reasonable assumptions or conditions suggested by 

actual historical experience and other data available at the time the estimates were made. 

 

As of March 31, 2012 and as of December 31, 2011, the balances of the Group‟s unearned 

transportation revenue amounted to P=6.3 billion and P=5.3 billion, respectively.  Ticket sales 

that are not expected to be used for transportation are recognized as revenue using estimates 

regarding the timing of recognition based on the terms and conditions of the tickets and 

historical trends. 

 

4. Financial Risk Management Objectives and Policies 
 

The Group‟s principal financial instruments, other than derivatives, comprise cash and cash 

equivalents, financial assets at FVPL, AFS investments, receivables, payables and interest-bearing 

borrowings.  The main purpose of these financial instruments is to finance the Group‟s operations 

and capital expenditures.  The Group has various other financial assets and liabilities, such as trade 

receivables and trade payables which arise directly from its operations.  The Group also enters into 

fuel derivatives to manage its exposure to fuel price fluctuations. 

 

The Group‟s BOD reviews and approves policies for managing each of these risks and they are 

summarized in the succeeding paragraphs, together with the related risk management structure. 

Risk Management Structure 

The Group‟s risk management structure is closely aligned with that of its ultimate parent.  The 

Group has its own BOD which is ultimately responsible for the oversight of the Group‟s risk 

management process which involves identifying, measuring, analyzing, monitoring and 

controlling risks. 

 

The risk management framework encompasses environmental scanning, the identification and 

assessment of business risks, development of risk management strategies, design and 

implementation of risk management capabilities and appropriate responses, monitoring risks and 

risk management performance, and identification of areas and opportunities for improvement in 

the risk management process. 

 

The Group and the ultimate parent with its other subsidiaries (JGSHI Group) created the following 

separate board-level independent committees with explicit authority and responsibility for 

managing and monitoring risks.  

 

Each BOD has created the board-level Audit Committee to spearhead the managing and 

monitoring of risks. 

 

Audit Committee 

The Group‟s Audit Committee shall assist the Group‟s BOD in its fiduciary responsibility for the 

over-all effectiveness of risk management systems, and both the internal and external audit 

functions of the Group.  Furthermore, it is also the Audit Committee‟s purpose to lead in the 

general evaluation and to provide assistance in the continuous improvements of risk management, 

control and governance processes.  
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The Audit Committee also aims to ensure that: 

a. financial reports comply with established internal policies and procedures, pertinent 

accounting and auditing standards and other regulatory requirements; 

b. risks are properly identified, evaluated and managed, specifically in the areas of managing 

credit, market, liquidity, operational, legal and other risks, and crisis management: 

c. audit activities of internal and external auditors are done based on plan, and deviations are 

explained through the performance of direct interface functions with the internal and external 

auditors; and 

d. the Group‟s BOD is properly assisted in the development of policies that would enhance the 

risk management and control systems.  

 

Enterprise Risk Management Group (ERMG) 

The fulfillment of the risk management functions of the Group‟s BOD is delegated to the ERMG.  

The ERMG is primarily responsible for the execution of the Enterprise Risk Management (ERM) 

framework.  The ERMG‟s main concerns include: 

 

 formulation of risk policies, strategies, principles, framework and limits; 

 management of the fundamental risk issues and monitoring of relevant risk decisions; 

 support to management in implementing the risk policies and strategies; and 

 development of a risk awareness program. 

 

Corporate Governance Compliance Officer 

Compliance with the principles of good corporate governance is one of the objectives of the 

Group‟s BOD.  To assist the Group‟s BOD in achieving this purpose, the Group‟s BOD has 

designated a Compliance Officer who shall be responsible for monitoring the actual compliance of 

the Group with the provisions and requirements of good corporate governance, identifying and 

monitoring control compliance risks, determining violations, and recommending penalties for such 

infringements for further review and approval of the Group‟s BOD, among others. 

Day-to-day Risk Management Functions 

At the business unit or company level, the day-to-day risk management functions are handled by 

four different groups, namely: 

 

1. Risk-taking personnel - this group includes line personnel who initiate and are directly 

accountable for all risks taken. 

2. Risk control and compliance - this group includes middle management personnel who perform 

the day-to-day compliance check to approved risk policies and risks mitigation decisions. 

3. Support - this group includes back office personnel who support the line personnel. 

4. Risk management - this group pertains to the Group‟s Management Committee which makes 

risk mitigating decisions within the enterprise-wide risk management framework. 

 

ERM Framework 

The Group‟s BOD is also responsible for establishing and maintaining a sound risk management 

framework and is accountable for risks taken by the Group.  The Group‟s BOD also shares the 

responsibility with the ERMG in promoting the risk awareness program enterprise-wide. 

 

The ERM framework revolves around the following eight interrelated risk management 

approaches: 

 

1. Internal Environmental Scanning - it involves the review of the overall prevailing risk profile 

of the business unit to determine how risks are viewed and addressed by management.  This is 

presented during the strategic planning, annual budgeting and mid-year performance reviews 

of the business unit. 
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2. Objective Setting - the Group‟s BOD mandates the Group‟s management to set the overall 

annual targets through strategic planning activities, in order to ensure that management has a 

process in place to set objectives which are aligned with the Group‟s goals. 

3. Event Identification – it identifies both internal and external events affecting the group‟s set 

targets, distinguishing between risks and opportunities. 

4. Risk Assessment - the identified risks are analyzed relative to the probability and severity of 

potential loss which serves as a basis for determining how the risks should be managed.  The 

risks are further assessed as to which risks are controllable and uncontrollable, risks that 

require management‟s attention, and risks which may materially weaken the Group‟s earnings 

and capital. 

5. Risk Response - the Group‟s BOD, through the oversight role of the ERMG, approves the 

Group‟s responses to mitigate risks, either to avoid, self-insure, reduce, transfer or share risk. 

6. Control Activities - policies and procedures are established and approved by the Group‟s BOD 

and implemented to ensure that the risk responses are effectively carried out enterprise-wide. 

7. Information and Communication - relevant risk management information are identified, 

captured and communicated in form and substance that enable all personnel to perform their 

risk management roles. 

8. Monitoring - the ERMG, Internal Audit Group, Compliance Office and Business Assessment 

Team constantly monitor the management of risks through risk limits, audit reviews, 

compliance checks, revalidation of risk strategies and performance reviews. 

 

Risk Management Support Groups 

The Group‟s BOD created the following departments within the Group to support the risk 

management activities of the Group and the other business units: 

 

1. Corporate Security and Safety Board (CSSB) - under the supervision of ERMG, the CSSB 

administers enterprise-wide policies affecting physical security of assets exposed to various 

forms of risks.  

2. Corporate Supplier Accreditation Team (CORPSAT) - under the supervision of ERMG, the 

CORPSAT administers enterprise-wide procurement policies to ensure availability of supplies 

and services of high quality and standards to all business units. 

3. Corporate Management Services (CMS) - the CMS is responsible for the formulation of 

enterprise-wide policies and procedures. 

4. Corporate Planning and Legal Affairs (CORPLAN) - the CORPLAN is responsible for the 

administration of strategic planning, budgeting and performance review processes of the 

business units. 

5. Corporate Insurance Department (CID) - the CID is responsible for the administration of the 

insurance program of business units concerning property, public liability, business 

interruption, money and fidelity, and employer compensation insurances, as well as in the 

procurement of performance bonds. 

 

Risk Management Policies 

The main risks arising from the use of financial instruments are credit risk, liquidity risk and 

market risk, namely foreign currency risk, commodity price risk and interest rate risk.  The 

Group‟s policies for managing the aforementioned risks are summarized below. 

 

Credit Risk 

Credit risk is defined as the risk of loss due to uncertainty in a third party‟s ability to meet its 

obligation to the Group.  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 being subjected to 

credit verification procedures.  In addition, receivable balances are monitored on a continuous 

basis resulting in an insignificant exposure in bad debts. 

 

With respect to credit risk arising from the other financial assets of the Group, which comprise 

cash in bank and cash equivalents and certain derivative instruments, the Group‟s exposure to 
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credit risk arises from default of the counterparty with a maximum exposure equal to the carrying 

amount of these instruments. 
 

The Group has no concentration of risk with regard to various industry sectors.  The major 

industry relevant to the Group is the transportation sector and financial intermediaries.  

 

Credit quality per class of financial assets 

 

The Group rates its financial assets based on an internal and external credit rating system.  

 

For financial assets such as designated financial assets at FVPL and AFS investments, the Group 

assesses their credit quality using external credit ratings from Standard & Poor‟s (S&P).  Financial 

assets with at least A- are identified as high grade, at least B- as standard grade and not rated (NR) 

if the credit rating is not performed by an external credit rating agency.  

 

Collateral or credit enhancements 

 

As collateral against trade receivables from sales ticket offices or agents, the Group requires cash 

bonds from major sales ticket offices or agents ranging from P=50,000 to P=2.1 million depending 

on the Group‟s assessment of sales ticket offices and agents‟ credit standing and volume of 

transactions.  As of March 31, 2012 and as of December 31, 2011, outstanding cash bonds 

(included under „Accounts payable and other accrued liabilities‟ account in the consolidated 

statement of financial position) amounted to P=180.6 million and P=161.4 million, respectively 

(Note 15).  There are no collaterals for impaired receivables. 

 

Impairment assessment 

The Group recognizes impairment losses based on the results of its specific/individual and 

collective assessment of its credit exposures.  Impairment has taken place when there is a presence 

of known difficulties in the servicing of cash flows by counterparties, infringement of the original 

terms of the contract has happened, or when there is an inability to pay principal overdue beyond a 

certain threshold.  These and the other factors, either singly or in tandem, constitute observable 

events and/or data that meet the definition of an objective evidence of impairment. 

 

The two methodologies applied by the Group in assessing and measuring impairment include:  

(1) specific/individual assessment; and (2) collective assessment. 

 

Under specific/individual assessment, the Group assesses each individually significant credit 

exposure for any objective evidence of impairment, and where such evidence exists, accordingly 

calculates the required impairment.  Among the items and factors considered by the Group when 

assessing and measuring specific impairment allowances are: (a) the timing of the expected cash 

flows; (b) the projected receipts or expected cash flows; (c) the going concern of the 

counterparty‟s business; (d) the ability of the counterparty to repay its obligations during financial 

crises; (e) the availability of other sources of financial support; and (f) the existing realizable value 

of collateral.  The impairment allowances, if any, are evaluated as the need arises, in view of 

favorable or unfavorable developments. 

 

With regard to the collective assessment of impairment, allowances are assessed collectively for 

losses on receivables that are not individually significant and for individually significant 

receivables when there is no apparent nor objective evidence of individual impairment yet.   

A particular portfolio is reviewed on a periodic basis in order to determine its corresponding  

appropriate allowances.  The collective assessment evaluates and estimates the impairment of the 

portfolio in its entirety even though there is no objective evidence of impairment yet on an  

individual assessment.  Impairment losses are estimated by taking into consideration the following 

deterministic information: (a) historical losses/write-offs; (b) losses which are likely to occur but 

have not yet occurred; and (c) the expected receipts and recoveries once impaired. 
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Liquidity Risk 

Liquidity is generally defined as the current and prospective risk to earnings or capital arising 

from the Group‟s inability to meet its obligations when they become due without recurring 

unacceptable losses or costs. 

 

The Group‟s liquidity management involves maintaining funding capacity to finance capital 

expenditures and service maturing debts, and to accommodate any fluctuations in asset and 

liability levels due to changes in the Group‟s business operations or unanticipated events created 

by customer behavior or capital market conditions.  The Group maintains a level of cash and cash  

equivalents deemed sufficient to finance operations.  As part of its liquidity risk management, the 

Group regularly evaluates its projected and actual cash flows.  It also continuously assesses 

conditions in the financial markets for opportunities to pursue fund raising activities.  Fund raising 

activities may include obtaining bank loans and availing of export credit agency facilities. 

 

Financial assets 

The analysis of financial assets held for liquidity purposes into relevant maturity grouping is based 

on the remaining period at the reporting date to the contractual maturity date or if earlier the 

expected date the assets will be realized. 

 

Financial liabilities 

The relevant maturity grouping is based on the remaining period at the reporting date to the 

contractual maturity date.  When counterparty has a choice of when the amount is paid, the 

liability is allocated to the earliest period in which the Group can be required to pay.  When an 

entity is committed to make amounts available in installments, each installment is allocated to the 

earliest period in which the entity can be required to pay. 

 

Market Risk 

Market risk is the risk of loss to future earnings, to fair values or to future cash flows that may 

result from changes in the price of a financial instrument.  The value of a financial instrument may 

change as a result of changes in foreign currency exchange rates, interest rates, commodity prices 

or other market changes. The Group‟s market risk originates from its holding of foreign exchange 

instruments, interest-bearing instruments and derivatives. 
 

Foreign currency risk  

Foreign currency risk arises on financial instruments that are denominated in a foreign currency 

other than the functional currency in which they are measured.  It is the risk that the value of a 

financial instrument will fluctuate due to changes in foreign exchange rates. 
 

The Group does not have any foreign currency hedging arrangements. 

 

The exchange rates used to restate the Group‟s foreign currency-denominated assets and liabilities 

as of March 31, 2012 and as of December 31, 2011 follow: 

 

 2012 2011 

US dollar P=42.92 to US$1.00 P=43.84  to US$1.00 

Singapore dollar P=34.15 to US$1.00 P=33.85 to SGD1.00 

Hong Kong dollar P=5.53 to US$1.00 P=5.65 to HKD1.00 

 

The following table sets forth the impact of the range of reasonably possible changes in the  

US dollar - Philippine peso exchange value on the Group‟s pre-tax income for the three months 

ended March 31, 2012 and the year ended December 31, 2011. (in thousands). 

 
 March 31, 2012 December 31, 2011 (Audited) 

Changes in foreign exchange value P=5 (P=5) P=5 (P=5) 

Change in pre-tax income (P=2,718,593) P=2,718,593 (P=2,308,680) P=2,308,680 
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Other than the potential impact on the Group‟s pre-tax income and change in equity from AFS 

investments, there is no other effect on equity. 

 

The Group does not expect the impact of the volatility on other currencies to be material. 

 

Commodity price risk 

The Group enters into commodity derivatives to manage its price risks on fuel purchases.  

Commodity hedging allows stability in prices, thus offsetting the risk of volatile market 

fluctuations.  Depending on the economic hedge cover, the price changes on the commodity 

derivative positions are offset by higher or lower purchase costs on fuel.  A change in price by 

US$10.00 per barrel of jet fuel affects the Group‟s fuel costs in pre-tax income by 

P=319.9 million and  P=1,121.0 million as of March 31, 2012 and December 31, 2011 respectively, 

in each of the covered periods, assuming no change in volume of fuel is consumed. 

 

Interest rate risk 

Interest rate risk arises on interest-bearing financial instruments recognized in the consolidated 

statement of financial position and on some financial instruments not recognized in the 

consolidated statement of financial position (i.e., some loan commitments, if any).  The Group‟s 

policy is to manage its interest cost using a mix of fixed and variable rate debt (Note 16). 

 

The following table sets forth the impact of the range of reasonably possible changes in interest 

rates on the Group‟s pre-tax income for three Months ended March 31, 2012 and for the year 

ended December 31, 2011. 

 
 March 31, 2012 (Unaudited) December 31, 2011 (Audited) 

Changes in interest rates 1.50% (1.50%) 1.50% (1.50%) 

Change in pre-tax income (P=63,611,313) P=63,611,313 (P=104,185,842) P=104,185,842 

 

Other than the potential impact on the Group‟s pre-tax income, there is no other effect on equity. 

5. Fair Value Measurement 
 

The methods and assumptions used by the Group in estimating the fair value of its financial 

instruments are: 

 

Cash and cash equivalents (excluding cash on hand), Receivables and Accounts payable and other 

accrued liabilities 

Carrying amounts approximate their fair values due to the relatively short-term maturity of these 

instruments. 

 

Investments in quoted equity securities 

Fair values are based on quoted prices published in markets. 

 

Amounts due from and due to related parties 

Carrying amounts of due from/to related parties, which are receivable/payable and due on demand, 

approximate their fair values. 

 

Non-interest bearing refundable deposits 

The fair values are determined based on the present value of estimated future cash flows using 

prevailing market rates.  The Group used discount rates of 6.93% in 2012 and 8.72% in 2011.   
 

Derivative instruments 

The fair values of fuel derivatives are based on quotes obtained from an independent counterparty.   
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Long-term debt 

The fair value of long-term debt is determined using the discounted cash flow methodology, with 

reference to the Group‟s current incremental lending rates for similar types of loans.  The discount 

curve used range from 3.67% to 4.44% as of March 31, 2012.  

 

6. Segment Information 

 

The Group has one reportable operating segment, which is the airline business (system-wide).  

This is consistent with how the Group‟s management internally monitors and analyzes the 

financial information for reporting to the CODM, who is responsible for allocating resources, 

assessing performance and making operating decisions. 

 

 The operating segment mainly derived from rendering transportation services.  All sales are made 

to external customers. 

 

Segment information for the reportable segment is shown in the following table: 

 

 2012 2011 

Revenue P=10,248,031,770 P=8,403,830,152 

Net income (loss) 962,396,391 1,200,596,401 

Depreciation and amortization 738,172,933 629,130,513 

Interest expense 224,702,642 231,409,842 

Interest income 130,800,006 152,084,639 

 

The reconciliation of total revenue reported by reportable operating segment to revenue in the 

consolidated statements of comprehensive income is presented in the following table: 

 

 2012 2011 

Total segment revenue of reportable operating 

segment 
 

P=9,340,939,033 

 

P=7,520,172,187 

Nontransport revenue and other income 907,092,737 883,657,965 

Total revenue P=10,248,031,770 P=8,403,830,152 

 

The reconciliation of total income reported by reportable operating segment to total 

comprehensive income in the consolidated statements of comprehensive income is presented in 

the following table: 

 

 2012 2011 

Total segment income of reportable segment P=469,630,142 P=740,827,629 

Add (deduct) unallocated items:   

Nontransport revenue and other income 907,092,737 883,657,965 

Nontransport expenses and other charges (224,702,642) (255,321,580) 

Benefit from (provision for) income tax (189,623,846) (168,567,613) 

Net income (loss) 962,396,391 1,200,596,401 

Other comprehensive loss – (1,171,998) 

Total comprehensive income (loss) P=962,396,391 P=1,199,424,403 

 

The Group‟s major revenue-producing asset is the fleet of aircraft owned by the Group, which is 

employed across its route network (Note 12). 

 

The Group has no significant customer which contributes 10.0% or more to the revenues of the 

Group. 

 

 

 

 
 



- 43 - 

 

7. Cash and Cash Equivalents 
 

This account consists of: 
 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Cash on hand P=17,513,154 P=16,641,225 

Cash in banks 1,056,671,051 503,830,598 

Short-term placements  12,789,872,125 8,437,312,163 

 P=13,864,056,330 P=8,957,783,986 
 

Cash in banks earns interest at the respective bank deposit rates.  Short-term placements, which 

represent money market placements, are made for varying periods of up to three months 

depending on the immediate cash requirements of the Group, and earn an average interest of  

4.08% and 4.09% for three months ended March 31, 2012 and 2011 respectively, on short-term 

placements denominated in Philippine peso.  Moreover, short-term placements in US dollar earn 

an average of  1.49% in 2012.  
 

Interest income on cash and cash equivalents, presented in the consolidated statements of 

comprehensive income, amounted to P=126.4 million and  P=101.9 million for three months ended 

March 31, 2012 and 2011 respectively. 
 

8. Investment and Trading Securities 
 

Financial Assets at FVPL 

This account consists of: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Designated at FVPL   

 Quoted debt securities:   

  Private P=– P=2,021,911,190 

  Government – 1,039,254,600 

 – 3,061,165,790 

 Quoted equity securities – 183,032,000 

 – 3,244,197,790 

Derivative financial instruments   

 not designated as accounting hedges 237,797,794 16,880,208 

 P=237,797,794 P=3,261,077,998 

 

On June 30, 2010, the Group acquired from JGSHI the financial assets designated at FVPL and 

AFS by execution of deed of assignment. 
 

On January 13, 2012, JGSHI acquired all of the Group‟s debt and equity securities classified as 

financial assets at FVPL and AFS financial assets in exchange for a settlement amounting 

 P=3,368.4 million. Market value of financial assets at FVPL and AFS financial assets at date of 

settlement amounted to P=3,258.0 million and P=110.4 million, respectively.  
 

At inception, the Group classified this group of debt and equity securities as financial assets 

designated at FVPL since their performance are managed and evaluated on a fair value basis in 

accordance with the Group‟s documented investment strategy.  The information about these 

financial instruments is reported to management on that basis. 
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In 2012, the Group recognized gain and dividend income of P=5.8 million and P=4.4 million from 

the sale of quoted debt and equity securities respectively classified as financial assets designated at 

FVPL. 
 

Commodity options 

The Group enters into fuel derivatives to manage its exposure to fuel price fluctuations.  Such fuel 

derivatives are not designated as accounting hedges.  The gains or losses on these instruments are 

accounted for directly as a charge against or credit to profit or loss.  As of March 31, 2012  

and 2011, the Group has outstanding fuel hedging transactions with notional quantity of  

US450,000 barrels and  US645,000 barrels, respectively.  The notional quantity is the amount of 

the derivatives‟ underlying asset or liability, reference rate or index and is the basis upon which 

changes in the value of derivatives are measured.  The options can be exercised at various 

calculation dates with specified quantities on each calculation date.  The options have various 

maturity dates through December 31, 2012. 

 

Fair value changes on derivatives 

The changes in fair value of all derivative financial instruments not designated as accounting 

hedges follow: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Balance at beginning of period   

 Derivative assets P=16,880,208 P=489,917,466 

 Derivative liabilities (P=60,857,586) – 

 (P=43,977,378) 489,917,466 

Net changes in fair value of derivatives 350,665,093 477,128,001 

 306,687,715 967,045,467 

Fair value of settled instruments (68,889,921) (1,011,022,845) 

Balance at end of period P=237,797,794 (P=43,977,378) 

Attributable to:   

 Derivative assets  P=237,797,794 P=16,880,208 

             Derivative liabilities P=– (P=60,857,586) 

 

AFS Investment 

This account represents investment in a quoted equity security.  As of  December 31, 2011, the 

carrying value of AFS investment amounted P=110.4 million. 

 

 
 

9. Receivables 
 

This account consists of: 
 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Trade receivables  P=643,882,254 P=546,244,400 

Interest receivable 70,492,463 146,244,351 

Due from related parties (Note 25) 27,776,293 35,174,259 

Others 278,554,486 341,707,354 

 1,020,705,496 1,069,370,364 

Less allowance for credit losses 227,853,388 232,584,140 

 P=792,852,108 P=836,786,224 
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Trade receivables are non-interest bearing and generally have 30 to 90 days terms.  

 

Others include receivable under a sublease agreement amounting to P=220.7 million with another 

airline company denominated in US dollar.  This receivable is fully provided with allowance for 

credit losses. 

  

The following tables show the aging analysis of the Group‟s receivables: 

 
 2012 

 Neither Past Past Due But Not Impaired Past     

 

Due Nor 

Impaired 31-60 days 61-90 days 91-180 days 

Over 

180 days 

Due and 

Impaired Total 

Trade receivables P=587,466,648 P=20,145,800 P=29,611,329 P= P=327,602 P=6,330,875 P=643,882,254 

Interest receivable 70,492,463 – – – – – 70,492,463 

Due from related parties 27,776,293 – – – – – 27,776,293 

Others* 36,185,215 3,930,317 1,198,184 12,763,701 2,954,556 221,522,513 278,554,486 

 P=721,920,619 P=24,076,117 P=30,809,513 P=12,763,701 P=3,282,158 P=227,853,388 P=1,020,705,496 

 *Include nontrade receivables from derivative counterparties and employees     

 
 2011 

 Neither Past Past Due But Not Impaired Past     

 

Due Nor 

Impaired 31-60 days 61-90 days 91-180 days 

Over 

180 days 

Due and 

Impaired Total 

Trade receivables P=450,744,710 P=43,594,752 P=40,712,136 P=1,591,235 P=3,270,692 P=6,330,875 P=546,244,400 

Interest receivable 146,244,351 – – – – – 146,244,351 

Due from related parties 31,977,638 – – – 3,196,621 – 35,174,259 

Others* 115,454,089 – – – – 226,253,265 341,707,354 

 P=744,420,788 P=43,594,752 P=40,712,136 P=1,591,235 P=6,467,313 P=232,584,140 P=1,069,370,364 

 *Include nontrade receivables from derivative counterparties and employees     

 

The changes in the allowance for credit losses on receivables follow: 

 
 2012 (Unaudited) 

 
Trade 

Receivables Others Total 

Balance at beginning of year P=6,330,875 P=226,253,265 P=232,584,140  

Unrealized foreign exchange (loss) gain on 

allowance for credit losses  – (4,730,752) (4,730,752) 

Provision for credit losses (Note 21) – – – 

Write-off – – – 

Balance at end of year P=6,330,875 P=221,522,513 P=227,853,388 

 

 
 2011 (Audited) 

 

Trade 

Receivables Others Total 

Balance at beginning of year P=6,330,875 P=226,253,265 P=232,584,140 

Unrealized foreign exchange gain on 

allowance for credit losses  – – – 

Provision for credit losses (Note 21) – – – 

Write-off – – – 

Balance at end of year P=6,330,875 P=226,253,265 P=232,584,140 

 

As of March 31, 2012 and December 31, 2011 the specific allowance for credit losses on trade 

receivables and other receivables amounted to P=6.3 million and P=221.5 million, and P=6.3 million 

and P=226.3 million, respectively.  
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10. Expendable Parts, Fuel, Materials and Supplies 
 

This account consists of: 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

At NRV:   

Expendable parts P=253,903,207 P=243,906,026 

At cost:   

Fuel 90,640,741 128,721,614 

Materials and supplies 31,018,960 24,899,700 

 121,659,701 153,621,314 

 P=375,562,908 P=397,527,340 

 

The cost of expendable and consumable parts, and materials and supplies recognized as expense 

(included under „Repairs and maintenance‟ account in the consolidated statement of 

comprehensive income) for three months ended March 31, 2012 and 2011 amounted to 

P=72.5 million  and  P=37.9 million, respectively.  The cost of fuel reported as expense under 

„Flying operations‟ amounted to P=4.5 billion and P=3.2 billion in 2012 and 2011, respectively (Note 

20). 

 

11. Other Current Assets 
 

This account consists of: 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Prepaid rent P=182,606,230 P=163,245,902 

Advances to suppliers 35,621,210 55,060,231 

Prepaid insurance 77,193,029 39,222,963 

Others 32,134,889 21,161,965 

 P=327,555,358 P=278,691,061 

 

Prepaid rent pertains to advance rental on aircraft under operating lease and on office spaces in 

airports (Note 26).   

 

12. Property and Equipment 
 

This account consists of: 

 March 31, 

2012 

(Unaudited) 

December 31, 

2011 

(Audited) 

Acquisition Costs   

Passenger aircraft P=42,811,472,198 P=40,981,154,504 

Pre-delivery payments 6,670,764,996 6,853,388,188 

Engines 2,272,804,914 2,191,776,807 

Rotables 1,289,660,456 1,115,405,930 

EDP equipment, mainframe and peripherals 564,458,739 543,389,385 

Ground support equipment 331,819,397 313,326,798 

Leasehold improvements 169,722,137 168,944,592 

Transportation equipment 147,768,403 146,808,581 

Furniture, fixtures and office equipment 76,379,452 74,032,990 

Construction in-progress 18,733,610 18,047,947 

Special tools 12,854,536 12,854,536 

(Forward)   
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 March 31, 

2012 

(Unaudited) 

December 31, 

2011 

(Audited) 

Communication equipment 8,828,224 8,519,385 

Maintenance and test equipment 6,416,984 6,416,984 

Other equipment 71,013,855 70,576,306 

Total 54,452,697,901 52,504,642,933 

Accumulated depreciation 12,205,272,248 11,467,099,312 

Net book value P=42,247,425,653 P=41,037,543,621 

 

Passenger Aircraft Held as Securing Assets Under Various Loans 

In 2005 and 2006, the Group entered into Export Credit Agency (ECA)-backed loan facilities 

(ECA loans) to partially finance the purchase of ten Airbus A319 aircraft.  In 2007, the Group also 

entered into a commercial loan facility to partially finance the purchase of two Airbus A320 

aircraft, one CFM 565B4/P engine, two CFM 565B5/P engines and one Quick Engine Change 

(QEC) Kit.  In 2008, the Group entered into both ECA loans and commercial loans to partially 

finance the purchase of six Avion de Transport Regional (ATR) 72-500 turboprop aircraft.  Then 

in 2009, ECA loans were availed to finance the purchase of two ATR 72-500 turboprop aircraft.  

In 2010, the Group entered into ECA loan to finance the purchase of three Airbus A320 aircraft. In 

2011, the Group entered into ECA loan to finance the purchase of three additional Airbus A320 

aircraft. 

 

Under the terms of the ECA loan and the commercial loan facilities (Note 16), upon the event of 

default, the outstanding amount of loan (including accrued interest) will be payable by CALL or 

ILL or BLL or SLL or SALL or VALL, or by the guarantors which are CPAHI and JGSHI.  

Failure to pay the obligation will allow the respective lenders to foreclose the securing assets. 

 

As of March 31, 2012 and December 31, 2011, the carrying amounts of the securing assets 

(included under the „Property and equipment‟ account) amounted to P=31.7 billion and  

P=30.4  billion, respectively. 

 

On July 18, 2010, one ATR 72-500 turboprop aircraft was damaged due to a hard landing at the 

Ninoy Aquino International Airport (NAIA). The Company initially decided to repair the aircraft, 

however, in October 2010, the Company‟s engineer concluded this as a constructive loss, wherein 

it is more beneficial to dispose the aircraft since the reparation cost is higher than the book value 

of the said aircraft. On November 30, 2010, the Group received insurance proceeds and terminated 

the related loan.  Accordingly, rights over the aircraft went to the insurers. 
 

The Group took delivery of one ATR 72-500 turboprop aircraft in March 2011. 

 

Operating Fleet 

 

As of March 31, 2012 and as of December 31, 2011, the Group‟s operating fleet follows: 

 

 2012 2011 

Owned (Note 16):   

 Airbus A319 10 10 

 Airbus A320 9 8 

 ATR 72-500 8 8 

Under operating lease (Note 26):   

 Airbus A320 13 11 

 40 37 

 

Construction in-progress represents the cost of aircraft and engine construction in progress and 

buildings and improvements and other ground property under construction.  Construction  
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in-progress is not depreciated until such time when the relevant assets are completed and available 

for use.  As of March 31, 2012 and  December 31, 2012,  the Group‟s capitalized pre-delivery 

payments as construction-in-progress amounted to P=6.7 billion and P=6.9 billion respectively.  

 

As of  March 31, 2012 and  December 31, 2011, the gross amount of fully depreciated property 

and equipment which are still in use by the Group amounted to P=588.8 million and  

P=556.2 million, respectively. 

 

13. Investment in Shares of Stock and Joint Ventures 
 

The investment in shares of stocks represents 60% investments by the Group in PAAT. PAAT was 

created to provide training for pilots, cabin crews, aviation management services and guest 

services for purposes of addressing the Group‟s training requirements and to pursue business 

opportunities for training third parties in the commercial fixed wing aviation industry, including 

local and international airline companies. As of March 31, 2012 and December 31, 2011, the 

Company has investment in PAAT amounting to P= 63.6 million and P=33.8 million respectively, 

net of subscription payable of P=101.3 million. 

 

This account represents the Group‟s 49.00% and 35.00% interest in A-plus and SIAEP, 

respectively.  These jointly controlled entities were established for the purpose of providing line, 

light and heavy maintenance services to foreign and local airlines, utilizing the facilities and 

services at airports in the country, as well as aircraft maintenance and repair organizations.  A-plus 

was incorporated on May 24, 2005 and started commercial operations on July 1, 2005 while 

SIAEP was incorporated on July 27, 2008 and started commercial operations on August 17, 2009. 

 

The movements in the carrying values of the Group‟s investments in A-plus and SIAEP 

follow: 

 
 March 31, 2012 (Unaudited) 

 A-plus SIAEP Total 

Cost P=87,012,572 P=304,763,900 P=391,776,472 

Accumulated Equity in Net Income (Loss)    

Balance at beginning of period 44,732,164 (60,780,399) (16,048,235) 

Equity in net income (loss) for the period 10,050,502 8,369,525 18,420,027 

Balance at end of period 54,782,666 (52,410,874) 2,371,792 

Net Carrying Value P=141,795,238 P=252,353,026 P=394,148,264 

 
 December 31, 2011 (Audited) 

 A-plus SIAEP Total 

Cost P=87,012,572 P=304,763,900 P=391,776,472 

Accumulated Equity in Net Income (Loss)    

Balance at beginning of period 30,116,847 (52,248,581) (22,131,734) 

Equity in net income (loss) for the period 50,850,020 (8,531,818) 42,318,202 

Dividends received (36,234,703) – (36,234,703) 

Balance at end of period 44,732,164 (60,780,399) (16,048,235) 

Net Carrying Value P=131,744,736 P=243,983,501 P=375,728,237 

 

Selected financial information of A-plus and SIAEP follows: 

 

 March 31, 2012  December 31, 2011 

 A-plus SIAEP A-plus SIAEP 

Total current assets P=454,753,290 P=322,700,194        P=396,481,683       P=267,039,671 

Total assets 507,411,620 905,115,342 449,545,110 871,670,211 

Total current liabilities 216,229,821 251,068,242 178,874,540 228,070,700 

Total liabilities 216,229,821 251,068,242 178,874,540 228,070,700 

Net income (loss) 104,629,538 2,252,346 84,118,310 (21,902,640) 
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The fiscal year-end of A-plus and SIAEP is every March 31. 

 

The undistributed earnings of A-plus included in the consolidated retained earnings amounted to  

P=54.8 million and P=44.7 million as of March 31, 2012 and December 31, 2011, respectively, 

which is not currently available for dividend distribution unless declared by A-plus.  

 

The Group has no share of any contingent liabilities or capital commitments as of  

March 31, 2012 and December 31, 2011. 

 

14. Other Noncurrent Assets 
 

This account consists of: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Refundable deposits P=68,361,622 P=166,175,680 

Creditable withholding tax  51,671,816 57,492,013 

Others 178,730,342 167,784,698 

 P=298,763,780 P=391,452,391 

 

Refundable deposits pertain to security deposits provided to lessor for aircraft under operating 

lease. 
 

Others include option and commitment fees. 
 

15. Accounts Payable and Other Accrued Liabilities 
 

This account consists of: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Accrued expenses P=3,255,790,936 P=3,312,566,151 

Trade payables (Note 26) 2,959,894,754 2,639,714,690 

Airport and other related fees payable 374,355,642 330,044,660 

Advances from agents and others 211,855,493 191,017,007 

Accrued interest payable (Note 16) 95,707,389 102,259,843 

Other payables 112,748,862 135,236,525 

 P=7,010,353,076 P=6,710,838,876 

 

Accrued Expenses 

The Group‟s accrued expenses include accruals for: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Maintenance P=703,570,354       P=861,990,342 

Advertising and promotion  445,083,150 408,910,866 

Training costs  416,382,918 359,401,193 

Compensation and benefits  412,330,721 505,238,321 

Landing and take-off fees 270,220,597 226,106,789 

Navigational charges  257,579,685 231,723,393 

(Forward)   
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March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Fuel 186,793,606 153,277,223 

Repairs and services 159,109,578 165,768,719 

Rent (Note 26)  112,704,870 91,959,267 

Ground handling charges 108,473,439 108,131,398 

Aircraft insurance  44,511,882 41,924,552 

Catering supplies 39,871,319 38,980,896 

Reservation costs   7,427,864 13,658,115 

Others 91,730,953 105,495,077 

 P=3,255,790,936 P=3,312,566,151 

 

Others represent accrual of professional fees, security, utilities and other expenses. 

 

Trade Payables 

Trade payables, which consist mostly of payables related to the purchase of inventories, are  

non interest-bearing and are normally settled on a 60-day term.  These inventories are necessary 

for the daily operations and maintenance of the aircraft, which include aviation fuel, expendables 

parts, equipment and in-flight supplies.  

 

Airport and Other Related Fees Payable 

Airport and other related fees payable are amounts payable to the Philippine Tourism Authority 

and Air Transportation Office on aviation security, terminal fees and travel taxes. 

 

Interest Payable 

Interest payable is related to long-term debt and normally settled quarterly throughout the year. 
 

Advances from Agents and Others 

Advances from agents and others represent cash bonds required from major sales and ticket 

offices or agents. 

 

Other Payables 

Other payables are non interest-bearing and have an average term of two months.  This account 

includes commissions payable, refunds payable and other tax liabilities such as withholding taxes 

and output VAT. 
 

16. Long-term Debt 
 

This account consists of: 
   2012 (Unaudited) 

 Interest Rates Maturities US Dollar 

Philippine Peso 

Equivalent 

ECA loans 2.56% to 5.83% 

 

Various 

dates 

through 

2023 

US$240,115,675 P=10,305,764,777 

 

1.02% to 2.02%  

(US Dollar LIBOR 

6 months + margin 

or 

3 months + margin) 206,933,061 8,881,566,989 

   447,048,736 19,187,331,766 

Commercial loans from 

foreign banks 

4.11% to 5.67% 

 

Various 

dates 

through 

2017 

45,636,990 1,958,739,627 

 

1.64% to 1.85%  

(US Dollar LIBOR 

6 months + margin) 4,089,316 175,513,444 

   49,726,306 2,134,253,071 

   496,775,042 21,321,584,837 

Less current portion   59,624,478 2,559,082,575 

   US$437,150,564 P=18,762,502,262 
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   2011 (Audited) 

 Interest Rates Maturities US Dollar 

Philippine Peso 

Equivalent 

ECA loans 3.37% to 5.83% 

 

Various 

dates 

through 
2022 

US$248,553,773 P=10,896,597,403 

 

0.86% to 2.54%  

(US Dollar LIBOR 
6 months + margin or 

3 months + margin)  175,556,066 7,696,377,955 

   424,109,839 18,592,975,358 

Commercial loans from 
foreign banks 

4.11% to 5.67% 
 

Various 
dates 

through 

2017 

47,428,768 2,079,277,203 

 

1.64% to 2.12%  

(US Dollar LIBOR 

6 months + margin)  4,553,852 199,640,872 

   51,982,620 2,278,918,075 

   476,092,459 20,871,893,433 

Less current portion   56,283,101 2,467,451,166 

   US$419,809,358 P=18,404,442,267 

 

ECA Loans 

In 2005 and 2006, the Group entered into ECA-backed loan facilities to partially finance the 

purchase of ten Airbus A319 aircraft.  The security trustee of the ECA loans established CALL, a 

special purpose company, which purchased the aircraft from the supplier and leases such aircraft 

to the Company pursuant to twelve-year finance lease agreements.  The quarterly rental payments 

made by the Company to CALL correspond to the principal and interest payments made by CALL 

to the ECA-backed lenders.  The quarterly lease rentals to CALL are guaranteed by CPAHI and 

JGSHI.  The Company has the option to purchase the aircraft for a nominal amount at the end of 

such leases. 

 

In 2008, the Group entered into ECA-backed loan facilities to partially finance the purchase of six 

ATR 72-500 turboprop aircraft.  The security trustee of the ECA loans established BLL, a special 

purpose company, which purchased the aircraft from the supplier and leases such aircraft to the 

Parent Company pursuant to ten-year finance lease agreements.  The semi-annual rental payments 

made by the Parent Company to BLL corresponds to the principal and interest payments made by 

BLL to the ECA-backed lenders.  The semi-annual lease rentals to BLL are guaranteed by JGSHI.  

The Parent Company has the option to purchase the aircraft for a nominal amount at the end of 

such leases.  On November 30, 2010, the Parent Company pre-terminated the lease agreement 

with BLL related to the disposal of one ATR 72-500 turboprop aircraft.  The outstanding balance 

of the related loans and accrued interests amounting P=638.1 million (US$14.5 million) and  

P=13.0 million (US$0.3 million), respectively, were also pre-terminated.  The proceeds from the 

insurance claim on the related aircraft were used to settle the loan and accrued interest.  JGSHI 

was released as guarantor on the related loans. 

 

In 2009, the Group entered into ECA-backed loan facilities to partially finance the purchase of 

two ATR 72-500 turboprop aircraft.  The security trustee of the ECA loans established SLL, a 

special purpose company, which purchased the aircraft from the supplier and leases such aircraft 

to the Parent Company pursuant to ten-year finance lease agreements.  The semi-annual rental 

payments made by the Parent Company to SLL corresponds to the principal and interest payments 

made by SLL to the ECA-backed lenders.  The semi-annual lease rentals to SLL are guaranteed by 

JGSHI.  The Parent Company has the option to purchase the aircraft for a nominal amount at the 

end of such leases. 

 

In 2010, the Group entered into ECA-backed loan facilities to partially finance the purchase of 

four Airbus A320 aircraft, delivered between 2010 to January 2011.  The security trustee of the 

ECA loans established SALL, a special purpose company, which purchased the aircraft from the 

supplier and leases such aircraft to the Parent Company pursuant to twelve-year finance lease 
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agreements.  The quarterly rental payments made by the Parent Company to SALL corresponds to 

the principal and interest payments made by SALL to the ECA-backed lenders.  The quarterly 

lease rentals to SALL are guaranteed by JGSHI.  The Parent Company has the option to purchase 

the aircraft for a nominal amount at the end of such leases. 

 

In 2011, the Group entered into ECA-backed loan facilities to fully finance the purchase of three 

Airbus A320 aircraft, delivered between 2011 to January 2012.  The security trustee of the ECA 

loans established VALL, special purpose company, which purchased the aircraft from the supplier 

and leases such aircraft to the Parent Company pursuant to twelve-year finance lease agreements.  

The quarterly rental payments made by the Parent Company to VALL corresponds to the principal 

and interest payments made by VALL to the ECA-backed lenders.  The quarterly lease rentals to 

VALL are guaranteed by JGSHI.  The Parent Company has the option to purchase the aircraft for 

a nominal amount at the end of such leases. 

 

The terms of the ECA-backed facilities, which are the same for each of the ten Airbus A319 

aircraft, seven ATR 72-500 turboprop aircraft and seven Airbus A320 aircraft, follow: 

 

 Term of 12 years starting from the delivery date of each Airbus A319 aircraft and Airbus 

A320, and ten years for each ATR 72-500 turboprop aircraft.  

 Annuity style principal repayments for the first four Airbus A319 aircraft, eight 

ATR 72-500 turboprop aircraft and four Airbus A320 aircraft, and equal principal repayments 

for the last six Airbus A319 aircraft and last three Airbus A320 aircraft.  Principal repayments 

shall be made on a semi-annual basis for ATR 72-500 turboprop aircraft.  Principal 

repayments shall be made on a quarterly basis for Airbus A319 and A320 aircraft. 

 Interest on loans from the ECA lenders related to CALL and BLL is at fixed rates, which 

range from 3.78% to 5.83%.  Interest on loans from ECA lenders related to SLL is fixed at 

3.37% for one aircraft and US dollar LIBOR 6 months plus margin for the other aircraft.  

Interest on loans from the ECA lenders related to SALL and VALL for the seven Airbus A320 

aircraft is US dollar LIBOR 3 months plus margin. 

 As provided under the ECA-backed facility, CALL, BLL, SLL, SALL and VALL cannot 

create or allow to exist any security interest, other than what is permitted by the transaction 

documents or the ECA administrative parties.  CALL, BLL, SLL, SALL and VALL must not 

allow impairment of first priority nature of the lenders‟ security interests. 

 The ECA-backed facilities also provide for the following events of default: (a) nonpayment of 

the loan principal or interest or any other amount payable on the due date, (b) breach of 

negative pledge, covenant on preservation of transaction documents, (c) misrepresentation, 

(d) commencement of insolvency proceedings against CALL or BLL or SLL or SALL or 

VALL becomes insolvent, (e) failure to discharge any attachment or sequestration order 

against CALL‟s, BLL‟s, SLL‟s, SALL‟s and VALL‟s assets, (f) entering into an undervalued 

transaction, obtaining preference or giving preference to any person, contrary to the laws of 

the Cayman Islands, (g) sale of any aircraft under ECA financing prior to discharge date, (h) 

cessation of business, (i) revocation or repudiation by CALL or BLL or SLL or SALL or 

VALL, the Group, JGSHI or CPAHI of any transaction document or security interest, and (j) 

occurrence of an event of default under the lease agreement with the Parent Company. 

 Upon default, the outstanding amount of loan will be payable, including interest accrued. 

Also, the ECA lenders will foreclose on secured assets, namely the aircraft. 

 An event of default under any ECA loan agreement will occur if an event of default as 

enumerated above occurs under any other ECA loan agreement. 

 

As of March 31, 2012 and December 31, 2011, the total outstanding balance of the ECA loans 

amounted to P=19.2 billion (US$447.0 million) and P=18.6 billion (US$424.1 million), respectively.  

Interest expense amounted to P=148.1 million and P=153.2 million for three months ended March 

31, 2012 and 2011, respectively. 
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Commercial Loans from Foreign Banks 

In 2007, the Group entered into a commercial loan facility to partially finance the purchase of  

two Airbus A320 aircraft, one CFM 565B4/P engine, two CFM 565B5/P engines and one QEC 

Kit.  The security trustee of the commercial loan facility established ILL, a special purpose 

company, which purchased the aircraft from the supplier and leases such aircraft to the Parent 

Company pursuant to (a) ten-year finance lease arrangement for the aircraft, (b) six-year finance 

lease arrangement for the engines and (c) five-year finance lease arrangement for the QEC Kit.  

The quarterly rental payments of the Parent Company correspond to the principal and interest 

payments made by ILL to the commercial lenders and are guaranteed by JGSHI.  The Parent 

Company has the option to purchase the aircraft, the engines and the QEC Kit for a nominal 

amount at the end of such leases. 

 

In 2008, the Group also entered into a commercial loan facility, in addition to ECA-backed loan 

facility, to partially finance the purchase of six ATR 72-500 turboprop aircraft.  The security 

trustee of the commercial loan facility established BLL, a special purpose company, which 

purchased the aircraft from the supplier and leases such aircraft to the Parent Company.  The 

commercial loan facility is payable in 12 equal, consecutive, semi-annual installments starting six 

months after the utilization date. 

 

The terms of the commercial loans from foreign banks follow: 

 

 Term of ten years starting from the delivery date of each Airbus A320 aircraft. 

 Terms of six and five years for the engines and QEC Kit, respectively. 

 Term of six years starting from the delivery date of each ATR 72-500 turboprop aircraft. 

 Annuity style principal repayments for the two Airbus A320 aircraft and six ATR 72-500 

turboprop aircraft, and equal principal repayments for the engines and the QEC Kit.  Principal 

repayments shall be made on a quarterly and semi-annual basis for the two Airbus A320 

aircraft, engines and the QEC Kit and six ATR 72-500 turboprop aircraft, respectively. 

 Interest on the commercial loan facility for the two Airbus A320 aircraft shall be  

US dollar LIBOR 3 months plus margin.  On February 29, 2009, the interest rates on the two 

Airbus A320 aircraft, engines and QEC Kit were fixed ranging from 4.11% to 5.67%. 

 Interest on the commercial loan facility for the six ATR 72-500 turboprop aircraft shall be  

US dollar LIBOR 6 months plus margin. 

 The commercial loan facility provides for material breach as an event of default. 

 Upon default, the outstanding amount of loan will be payable, including interest accrued.   

The lenders will foreclose on secured assets, namely the aircraft. 

 

As of March 31, 2012 and December 31, 2011, the total outstanding balance of the commercial 

loans from foreign banks amounted to P=2.1 billion (US$49.7 million) and P=2.3 billion  

(US$52.0 million), respectively.  Interest expense amounted to P=27.1 million and P=31.5 million 

for the three months ended March 31, 2012 and 2011, respectively. 

 

17. Other Noncurrent Liabilities 
 

This account consists of: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

ARO P=2,432,864,874 P=2,437,668,334 

Accrued maintenance 670,810,817 670,810,817 

Pension liability (Note 22) 258,867,551 251,594,022 

 P=3,362,543,242 P=3,360,073,173 
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ARO 

 

The Group is legally required under certain lease contracts to restore certain leased passenger 

aircraft to stipulated return conditions and to bear the costs of restoration at the end of the contract 

period.  These costs are accrued based on an internal estimate made by the work of both third 

party and the Group‟s engineers in 2007, which includes estimates of certain redelivery costs at 

the end of the operating aircraft lease (see Note 3). 

 

The rollforward analysis of the Group‟s ARO follows: 

 

 

March 31, 

2012  

(Unaudited) 

December 31, 

2011 

(Audited) 

Balance at beginning of year P=2,437,668,334 P=2,070,145,159 

Accretion expense* 49,508,269 191,472,734 

Capitalized during the year** – 279,926,767 

Payment of restorations during the year (54,311,729) (103,876,326) 

Balance at end of year P=2,432,864,874 P=2,437,668,334 

  * Included under interest expense account in the consolidated statements of comprehensive income 

  ** Related to recognized ARO liability for two additional Airbus A320 aircraft under operating lease agreements entered 

in 2011 

 

Accrued Maintenance 

This account pertains to accrual of maintenance costs of aircraft based on the number of flying 

hours but will be settled beyond one year based on management‟s assessment. 

 

18. Equity 
 

The details of the number of common shares and the movements thereon follow: 

 

 2012 2011 

Authorized – at P=1 par value 1,340,000,000 1,340,000,000 

Beginning of year 605,953,330 613,236,550 

Treasury shares – (7,283,220) 

Issuance of shares during the year – – 

Issued and outstanding 605,953,330 605,953,330 

 

Issuance of Common Shares of Stock 

On October 26, 2010, the Parent Company listed with the PSE its common stock, wherein it 

offered 212,419,700 shares to the public at P=125.00 per share.  Of the total shares sold, 30,661,800 

shares are newly issued shares with total proceeds amounting to P=3.8 billion.  The Parent 

Company incurred transaction costs incidental to the IPO amounting to P=100.4 million, which is 

charged against Capital paid in excess of par value‟ in the consolidated statement of financial 

position. 

 

Treasury Shares 

On February 28, 2011, the BOD of the Parent Company approved the creation and implementation 

of a share buyback program (SBP) up to P=2 billion worth of the Parent Company‟s common share. 

The SBP shall commence upon approval and shall end upon utilization of the said amount, or as 

may be otherwise determined by the BOD. 
 

The Parent Company has outstanding treasury shares of 7,283,220 shares amounting to P=529.3 

million as of December 31, 2011, restricting the Parent Company from declaring an equivalent 

amount from the unappropriated retained earnings as dividends.   
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Appropriation of Retained Earnings 

On December 12, 2011, the Parent Company‟s Executive Committee appropriated P=933.5 million 

from its unrestricted retained earnings as of December 31, 2011 for purposes of the Parent 

Company‟s re-fleeting program. 

 

Unappropriated Retained Earnings 

The income of the subsidiaries and JV that are recognized in the statements of comprehensive 

income are not available for dividend declaration unless these are declared by the subsidiaries and 

JV. Likewise, retained earnings are restricted for the payment of dividends to the extent of the cost 

of common shares held in treasury. 

On March 17, 2011, the BOD of the Parent Company approved the declaration of a regular cash 

dividend in the amount of P=1,222.4 million or P=2.00 per share and a special cash dividend in the 

amount of P=611.2 million or P=1.00 per share from the unrestricted retained earnings of the Parent 

Company to all stockholders of record as of April 14, 2011 and was paid on May 12, 2011.  

 

Capital Management 

The primary objective of the Group‟s capital management is to ensure that it maintains healthy 

capital ratios in order to support its business and maximize shareholder value.  The Group 

manages its capital structure, which composed of paid up capital and retained earnings, and makes 

adjustments to these ratios in light of changes in economic conditions and the risk characteristics 

of its activities.  In order to maintain or adjust the capital structure, the Group may adjust the 

amount of dividend payment to shareholders, return capital structure or issue capital securities.  

No changes have been made in the objective, policies and processes as they have been applied in 

previous years. 

 

The Group‟s debt-to-capital ratios follow: 

 

 2012 2011 

(a) Long term debt (Note 16) P=21,321,584,837 P=20,871,893,433 

(b) Capital 20,133,549,942 19,165,523,290 

(c) Debt-to-capital ratio (a/b) 1.1:1 1.1:1 
 

 

The JGSHI Group‟s policy is to keep the debt to capital ratio at the 2:1 level as of March 31, 2012 

and December 31, 2011.  Such ratio is currently being managed on a group level by the Group‟s 

ultimate parent.   

 

19. Ancillary Revenue 
 

Ancillary revenue consists of: 

 
 2012 2011 

Excess baggage fees P=794,949,348 P=218,655,705 

Rebooking, refunds and cancellation fees 134,301,979 121,588,197 

Others 668,472,598 415,148,659 

 P=1,597,723,925 P=755,392,561 

 

Others pertain to revenues from in-flight sales and services provided through reservation system 

such as advance seat selection, website administration as well as commissions. 
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20. Operating Expenses 
 

Flying Operations 

Flying operations consists of: 
 2012 2011 

Aviation fuel expense P=4,485,147,595   P=3,235,455,530 

Flight deck 513,504,635 322,728,635 

Aircraft insurance 45,518,013 43,563,805 

Others 87,684,273 26,260,870 

 P=5,131,854,516 P=3,628,008,840 

 

Aircraft and Traffic Servicing 

Aircraft and traffic servicing consists of: 
 2012 2011 

Airport charges P=495,799,787  P=427,437,191 

Ground handling 256,688,165 238,358,455 

Others 90,208,326 79,551,342 

 P=842,696,278 P=745,346,988 
 

Repairs and maintenance 

Repairs and maintenance expenses relate to the cost of maintaining, repairing and overhauling of 

all aircraft and engines, technical handling fees on pre-flight inspections and cost of aircraft spare 

parts and other related equipment. 
 

21. General and Administrative Expenses 
 

This account consists of staff-related expenses, provision for credit losses on receivables (Note 9), 

travel and transportation, rent, non-aircraft repairs and maintenance, utilities and insurance. 

 

22. Employee Benefits 
 

Employee Benefit Cost 

Total personnel expenses, consisting of salaries, expense related to defined benefit plans and other 

employee benefits, are included in flying operations, aircraft traffic and servicing, repairs and 

maintenance, reservation and sales, general and administrative, and passenger service. 

 

Defined Benefit Plan 

The Company has an unfunded, noncontributory, defined benefit plan covering substantially all of 

its regular employees.  The benefits are based on years of service and compensation on the last 

year of employment. 
 

23. Other Expenses 
 

This account consists mainly of bank charges. 

 

24. Earnings Per Share 
 

The following reflects the income and share data used in the basic/dilutive EPS computations: 
 

 2012 2011 

(a) Net income (loss) attributable to common shareholders P=962,396,391 P=1,200,596,401 

(b) Weighted average number of common 

shares for basic EPS 610,851,702 611,726,961 

(c) Basic/diluted earnings (loss) per share  P=1.6 P=2.0 

 

The Group has no dilutive potential common shares in 2012 and 2011. 
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25. Related Party Transactions 
 

The Group has entered into transactions with its ultimate parent, its JV and affiliates principally 

consisting of advances, sale of passenger tickets, reimbursement of expenses, regular banking 

transactions, maintenance and administrative service agreements.  

 

26. Commitments and Contingencies 
 

Operating Aircraft Lease Commitments 

The Group entered into operating lease agreements with certain leasing companies which cover 

the following aircraft: 

 

A320 aircraft 

The following table summarizes the specific lease agreements on nine Airbus A320 aircraft: 
 

Date of Lease 

Agreement Original Lessors New Lessors No. of Units Lease Term 

December 23, 2004 CIT Aerospace International 

(CITAI) 

Wilmington Trust SP 

Services (Dublin) 

Limited* 

2 May 2005 - May 2012 

June 2005 - June 2012 

April 23, 2007 Celestial Aviation Trading 17 

Limited (CAT 17) 

Inishcrean Leasing 

Limited (Inishcrean)** 

1 October 2007 - October 2016 

May 29, 2007 CITAI – 4 March 2008 - March 2014 

April 2008 - April 2014 

May 2008 - May 2014 

October 2008 - October 2014 

March 14, 2008  Celestial Aviation Trading 19 

Limited (CAT 19) 

GY Aviation Lease 

0905 Co. Limited*** 

2 January 2009 - January 2017 

March 14, 2008 Celestial Aviation Trading 23 

Limited (CAT 23) 

– 2 October 2011-October 2019 

July 13, 2011 RBS Aerospace Limited – 2 March 2012-February 2018 

* Effective November 21, 2008 for the first aircraft and December 9, 2008 for the second aircraft. 

** Effective June 24, 2009. 

*** Effective March 25, 2010. 

 

On March 14, 2008, the Group entered into an operating lease agreement with CAT 19 for the 

lease of two Airbus A320 aircraft, which were delivered in 2009.  On the same date, the Group 

also entered into another lease agreement with Celestial Aviation Trading 23 Limited (CAT 23) 

for the lease of two additional Airbus A320 aircraft to be received in 2012.  In November 2010, 

the Group signed an amendment to the operating lease agreements with CAT 23, advancing the 

delivery of the two Airbus A320 aircraft to 2011 from 2012. 

 

Lease agreements with CITAI, CAT 17 and CAT 19 were amended to effect the novation of lease 

rights by the original lessors to new lessors as allowed under the existing lease agreements. 

 

On July 13, 2011, the Group entered into an operating lease agreement with RBS Aerospace Ltd. 

for the lease of two Airbus A320 aircraft, which shall be delivered in March 2012. This aircrafts 

shall replace the two aircrafts under Wilmington Trust SP Services (Dublin) Ltd. which contract 

shall expire on May 2012 and June 2012.  

Lease expenses relating to aircraft leases (included in „Aircraft and engine lease‟ account in the 

consolidated statements of comprehensive income) amounted to P=508.0 million and P=405.4 

million for three months ended March 31, 2012 and 2011, respectively.  
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A330 aircraft 

On December 6, 2011, the Group entered into an aircraft operating lease Memorandum of 

Understanding (MOU) with CIT Aerospace International for the lease of four Airbus A330-330 

aircrafts, which are scheduled to be delivered from June 2013 to 2014. These aircrafts shall be 

used for the long-haul network expansion programs of the Group. 

 

Operating Non-Aircraft Lease Commitments 

The Group has entered into various lease agreements for its hangar, office spaces, ticketing 

stations and certain equipment.  These leases have remaining lease terms ranging from one to ten 

years.  Certain leases include a clause to enable upward revision of the annual rental charge 

ranging from 5.00% to 10.00%. 

 

Lease expenses relating to non-aircraft leases (allocated under different expense accounts in the 

consolidated statements of comprehensive income) amounted to P=66.9 million and P=60.3 million 

in 2012 and 2011, respectively. 

 

Aircraft and Spare Engine Purchase Commitments 

 

As of December 31, 2009, the Group has existing commitments to purchase 15 additional new 

Airbus A320 aircraft, which are scheduled for delivery between 2010 and 2014, and one spare 

engine to be delivered in 2011.  In 2010, the Group exercised its option to purchase five Airbus  

A320 aircraft and entered into a new commitment to purchase two Airbus A320 aircraft to be 

delivered between 2011 and 2014. 

On May 2011, the Group turned into firm orders its existing options for the seven Airbus A320 

aircraft which are scheduled to be delivered in 2015 to 2016. 

 

As of December 31,2011, the Group has existing commitments to purchase 26 new Airbus A320 

aircraft, three of which were delivered on January 25, September 29 and December 8, 2011, 

respectively. The remaining 23 Airbus A320 aircraft are scheduled to be delivered between 2012 

and 2016, one of which was delivered in January 2012. The spare engine was delivered as 

scheduled in 2011. 

 

Also in 2007, the Group has committed to purchase six ATR 72-500 turboprop aircraft and has 

exercised an option to purchase additional four ATR 72-500 turboprop aircraft. These turboprop 

aircraft will cater to destinations in the country‟s smaller airports. The Group has taken delivery of 

the initial six aircraft in 2008 and the remaining two were received during the first quarter of 2009. 

One ATR 72-500 turboprop aircraft was delivered in March 2011 to replace the aircraft disposed 

last November 2010. The Group terminated the purchase commitment for one ATR-72-500 

turboprop aircraft. 

 

On August 2011, the Group entered in a new commitment to purchase firm orders of thirty new 

A321 NEO Aircraft and ten additional option orders. These aircraft are scheduled to be delivered 

from 2017 to 2012. These aircraft shall be used for a longer range network expansion programs. 

The above-indicated commitments relate to the Group‟s re-fleeting and expansion programs. 

 

Contingencies 

The Group has pending suits and claims for sums of money against certain general sales agents 

which are either pending decision by the courts or being contested, the outcome of which are not 

presently determinable.  The estimate of the probable costs for the resolution of these claims has 

been developed in consultation with outside counsel handling the defense in these matters and is 

based upon an analysis of potential results. The Group currently does not believe that these 

proceedings will have a material adverse effect on the Group‟s financial position and results of 

operations.  

 

The Parent Company has a pending tax assessment, the outcome of which is not presently 

determinable.   
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27. Supplemental Disclosures to the Consolidated Statements of Cash Flows 
 

On March 30 and 31, 2011, the Group acquired a total of 2,000,000 shares of treasury stocks 

pursuant to the share buyback program (SBP) as approved by the BOD on February 28, 2011. 

The transaction was paid on April 2011 amounting to  P= 158.5 million. 

 

In 2011 and 2012,  the Group acquired one Airbus A320 aircraft respectively by assuming direct 

liabilities. This transaction is considered as a non-cash financing activity.  

 

28. Events After the Statement of Financial Position Date 

 

On April 19, 2012, the Parent Company‟s Executive Committee approved the appropriation of 

P=483.3 million from its unrestricted retained earnings as of December 31, 2011 for purposes of  

the Parent Company‟s re-fleeting program. 

 

 


