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Republic of the fﬁi&'ppti_rm
SECURITIES AND EXCHANGE COMMISSION

SEC Building, EDSA, Greenhills
" Mandaluyong City -*

SEC Memorandum Clrcular No. 2
Serles of 2008

GUIDELINES ON REPORTING AND ATTESTATION OF
PRO-FORMA FINANCIAL INFORMATION

Pro-forma financial information enables mvestors to determine the;continuing
impact of a particular transaction by showing how |t might have affected historical
financial statements had it been consummated earlier. Through such mformatlon the
investor is in a position to analyze the future*prospects of a securltles registrant
because the information presents the possible scope | 'of the change in the registrant's
historical financial position and operations on account of such transaction.

i

il Application i

This- Circular shall apply to pro-forma ﬁnancnal mformatlon that{should: be
submitted with the registration statement in the reglstranon of securities for initial
public offerings or follow-on offerings. The pro- forma financial information shall be
submitted if any of the following transactions arises after the date of the most recent
balance sheet or during the interim period: '
(a) Significant business combination/s ac_gcounted for as a purchase (for this

purpose, the term “purchase” shall include [the purchase of an interest in a

business accounted for by the equity m;ethod);

i
(b) = Consummation of a significant business combination, or which will probably
be consummated;

(c) The securities being registered by the registrant will be offered to the security
holders of a significant business to be acquired, or the proceeds from the
offered securities will be directly or |nd|rectly applied to the purchase of a
specific significant business; i

(d) A signiﬂcant portion of a business shall be disposed of either by sale,
: " abandonment or distribution to shareholders through spin- -off} split-up or
split-off, or-will probably be disposed of in the manner described "above, and

that disposition is not fully reflected in the |financial statements, filed by the

registrant;
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(&) Acquisition of one or more real estate operatlons or properties Wthh in the
aggregate are significant, or since the dalte of filing of the most recent
balance sheet the registrant has acquired jor proposes to achnre one or

more operations or properties that in the aggregate are significant;

‘ i f
1) The registrant was previously a part of another entity-and information about
that fact is necessary to reflect the operatlons and financial position of the

registrant as an autonomous entity; or * |
(@) Consummation of other events or transact ons, or which will probably be
consummated, whose disclosure would be materlal to investors,

This Circular shail not apply when, for purposes of a more rneanlngful
presentation, a transaction consummated after the balance sheet date is reflected in
the historical financial statements. !

. Preparation and Presentation Requirerﬁents‘ - l

(a)  The requirements of paragraph 9 of SRC Rule 68.1 shall be followed in
the preparatuon and presentation of the pro-forma fmancnal information; f

{b) The pro-form financial mformatzon shallI consist of condensed Balance
Sheet, Income Statement, Cash Flow Statement, Statement of Changes in Equity (if
applicable), and the related notes to financial statelf'nents. If practicable, the pro-
forma financial statements shall be presented in two-year comparative perjods;

(<) Pro-forma adjustments in historical f" nancial mformatlon shall be
applied. The adjustments should be based on managements assumptions and
should take into account all significant effects dlrectly attributable to the transaction
(or event); :
I

(d) The pro-forma financial information shou!d be labeled as such to
distinguish it from historical financial information. The presentation should describe

-the transaction (or event) reflected in the pro-forma f' nancial information, tthe source
- of the historical financial information on which it is based the significant assumptions

used in developing the pro-forma adjustments, and any significant uncertainties
about those assumptions. The presentation should also indicate that the pro-forma
financial information should be read in conjunctioniwith related historical financial
information and that the pro-forma financial information is not necessarily indicative
of the results (such as, financial position and results of operations, as applicable)
that would have been attained had the transaction (or event) taken place earller

+

iv. Attestation of the External Auditor

(a) The pro-forma financial information to be submitted with the registration
statement shall be accompanied by an examination' ior review report by an external
auditor accredited by the Commrss:on under Group A category;
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(b) An external auditor who is engaged to |ssue or issues an examlnatlon
or review report on pro-forma financial information shall comply with the relevant

~ standards established by the Philippine Auditing andlAssurance Standards Council,

e.g., Philippine Standard for Assurance Engagements (PSAE) 3000, Assurance
Engagements other than Audits or Reviews of Hrstonca! Financial Information, and
the specific performance and reporting standards set forth in this Circular; ]

(c) The external auditor may agree to report on an examlnatlon Of review
of pro-forma financial information under the following ¢onditions: 1

1. The document that contains the pro -forma financial information
includes (or incorporates by reference) complete hlstoncal audited
financial statements of the entity for|the most recent year (or for the
preceding year if financial statements for the most recent year are
not yet available) and, if the pro: lforma financial mformatnon is
presented for an interim period, the document also mcIudes (or
incorporates by reference) historicallinterim financial information for
that period {which may be presented in condensed form). In the
case of a business combination, the document should include (or
incorporates by reference) the appropnate historical financial
information about the significant constltuent parts of the combined
entity; , . i 1

2. The historical financial statements |c:f the entity (or, in the case of a
business combination, of each 5|gn|f|cant constituent part of the
combined entity) on whlch the pro-forma financial information is
based have been audited. |

(d) The external auditor’s audit or review report should be attached to the
document containing the pro-forma financial |nformat|on |

(e) Since the risk relating to the pro- forma fmanmal information is affected
by the scope of the engagement that provides the external auditor W|th assurance
about the underlying historical financial mformatlon to which the. pro-forma
adjustments are applied, the level of assurance given by the external auditor on the
pro-forma financial information, as of a particular date or for a partlcular period,

- should be limited to the level of assurance provnded for the historical financial

statements (or, in the case of a business combmatlon the lowest level of assurance
provided in the underlying historical financial statements of any| significant
constituent part of the combined entity}. For 'example if the underlying historical
financial statements of each constituent part of the combmed entity were audited at
year-end and-reviewed at an interim date, the external auditor may perform an
examination or review of the pro-forma financial mformatlon at year-end but. it shall

~be limited to performlng a review of the pro-forma fmanmal information at the interim

date. . ;

H The external auditor who is reportllng cn the pro- forma financial
information should have an appropriate level of knowledge of the accountmg and
financial reporting practices of each significant constltuent part of the combined
entity. Such knowledge should have been obtalned by auditing hlstorlcat financial
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|
statements of each entlty for the most recent annuaI! or interim pericd for which the
pro-forma financial information is presented. If another external auditor|performed
the audit, the external auditor reporting on the pro- forma financial information should
nonetheless have sufficient understanding of the entltys accounting and financial
reporting practices, and that external auditor should consider whether,' under the
particular circumstances, hefshe can acquire, suffmtent knowledge about these
matters to perform the procedures necessary to report on the pro- forma financial
(g} External Auditor’s objective ' I
|
The objective of the external auditor's examlnatlon procedures as applied to
pro-forma financial information is to provide reasonab!e assurance on whether -

!
i

. 'Managements assumptions provide a reasonable basis forpresenting
the significant effects directly attnbutable to the underlying transaction
(or event); :
. The related pro-forma adjustments giv|re appropriate effect to those
assumptions; . !

, |
. The pro-forma column reflects :the | proper application of those
adjustments to the historical financial statements. ‘

The objective of the external auditor's revuew procedures as apphed to pro-
forma financial information is to provide negative assurance on any information that
may have come to his/her attention that gives hlmlher reason to believe that --

. Management's assumptions provide a rfeasonab|e basis for;presenting
the significant effects directly attributable to the underlying transaction
{or event); _ ! !

! !
|

!

. The related pro-forma adjustments glve appropriate effect to those
assumptions; | ;

. The pro-forma column reflects the : proper applicationi of those
adjustments to the historical financial statements. |

: i

(h)  Procedures !

[

Other than the procedures applied to the historical financial statements, the
procedures that the external auditor should apply tolthe assumptions and pro-forma
adjustments for either an examination or a review eng';agement shall be the following:

. I

1. Obtain an understanding of.the underlymg transactlon (or event)
by, for example, reading the relevant contracts and minutes of meetings of the
board of directors and by making inquiries W|th the appropriate officials of the
entity, or, where applicable, from the offCIals of the entity acqwr;ad or to be

acquired; 1

. |
: |
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2. Obtain a level of knowledge about each constutuent part of the
combined entity in a business comblnatlon that will enable the external auditor
to perform the required procedures. The procedures to obtain this knowledge
may include communicating with other| external auditors who audited or
reviewed the historical financial information on which the pro-forma financial
information is based. In that interaction, matters concerning the accountlng
principles and financial reporting practlces followed transactions between the
entities, and material contingencies may also be taken up;

3. Discuss with management its assumptions regarding the effects
of the transaction (or event);

{
4, Evaluate whether pro-forma adjustments are included for all
significant effects directly attributable to the transactlon (or event) and, if they
are, obtain sufficient evidence in support of such adjustments.

The evidence required to su!pport the level of assurance given is
a matter of professional judgment. The external auditor typically would obtain
more evidence in an examination engagement than in a review engagement
Examples of evidence that the external alditor may consider obtalnmg are the
purchase documents, merger or exchange agreements appralsal reports,
debt agreements, employment agreements actlons of the board of directors,
and existing or proposed legislation or regulatory actions.
i
5. Evaluate whether management‘s assumptions that underlie the
pro-forma adjustments are. presented |n a sufficiently clear and
comprehensive manner. Also, evaluate Iiwhether the pro-forma adjustments
are consistent with each other and with the data used to develop them;

6. Determine that computati_ons of pro-forma adjustments are
mathematically correct and that the pro-forma column reflects -the proper
application of those adjustments to the historical financial statements;

. i '

7. Obtain written representations| from management regarding
. their -- ' }

. ResponS|b|I|ty for the assumptlons used in determining the pro-
forma adjustments;

» Assertion-that the-assump’tions: provide a reasonable basis for
presenting all of the significant effects directly attributable to
the transaction - (or event) that the relatedl pro-forma

- adjustments give appropnate effect to those assumptions, and
* that the pro-forma column reflects the proper application of
those adjustments to the historital financial statements;

*+ Assertion that the significant effects directly attributable to the
transaction {or event} are approprlately disclosed |in the pro-
. forma financial mformatlon }

| |
I
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9.~  Read the pro-forma financial‘information and evaluate whether -

« The underlying transaction

{or event), the {pro-forma

adjustments,  significant y assumptions  and ssignificant
uncertainties, if any, about those assumptions have been

appropriately described; 1

- - The source of the historical financial information on‘which the

pro-forma financial information i
identified.
i

& based has been appropriately

V. Report of the External Auditor on Pro-forma financial information

(a) The external auditor's report on pro- -for

ma financial information should

be dated as of the completion of the approprlate procedures The external auditor's
report on pro-forma financial information may be added to the external auditor's
report on historical financial information, or may appelar separately. If the reports are
combined and the date of completion of the procedures for the examination or review
of the pro-forma financial information is after thé date of completion of the fieldwork
for the audit or review of the historical financial Information the combined report
should be dual-dated. (For example, "February ;15, 2007 except for the paragraphs

regarding pro-forma financial information as to which

{he date is March 2012007.").

(b)  An. external auditor's examination or review report on} pro-forma

financial information should include the following:

i
r

1. A title that clearly indicates that the' report is an independent.assurance

report;

2. The name of the client-corporation aind it

5 complete address; §

3. An identification of the pro- formalfinancial information, includihg the

criteria used on the subject matter of

combination; .
'

the transaction, e.g'. business
3

4. Areference to the financial stateme"nts from which the historical financial

information is derived and a statement
were audited (The report on pro- -forma fi

to any modification in the external auditor's report on the historical -

financial information.): i

that such financial statements
nancrai information should refer

5. An identification of the respon3|ble party and a statement that the

responsible party is responsible for the p
. i

6. A statement that the external auditor's
opinion on the pro-forma fmancual

ro -forma financial mformatlon

responsibility is to express an
nformation based fon his/her

examination. In case of a review, engfagement a statement that the
review is substantially less in scope than an examination because in a

review, the auditor does not express an opinion; B

b
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10.

11.

12,

for the engagement;

e |

!
i
!

A statement that the examination or re\new of the pro-forma financial
information was conducted in accordarpce with the requurements set
forth in this Circular and with PSAE 3@00 and, accordingly, includes
such procedures as the external aud|tor considered necessary under the
circumstances; l

A statement that the external auditor [believes that the examination
provides a reasonable basis for his/her opinion;

A separate paragraph explaining the objective of the pro-formk_a financial
information and its Iimitations;

3
}

The external auditor's opinion as {o wheher management's assumptlons
provide a reascnable basis for presentlng the significant effects directly
attributable to the transaction (or event)| whether the related pro-forma
adjustments give appropriate effect to tHose assumptions, and whether
the pro-forma column reflects the |proper apphcatlonl of those
adjustments to the historical fi nanczal statements In case’ of review
engagement, the practitioner's conclusmn as to whether any mformatlon
came to his/her attention to cause hlm/her to believe that management S
assumption do not provide a reasonable basis for presentlng the
significant effects directly attributable te the transaction (or event), o
that the related pro-forma adjustments do not give appropriate effect to
those assumptions, or that the pro- forma column does not; reflect the
proper application of those adJustme'nts to the historical financial
statements; ;

‘The manual signature and printed name of the external auditor, printed

name of the firm, BOA reglstratlon number SEC accreditation number
of the firm and signing partner and PTR number and the specific
location where the practitioner mamtams an office that has responsibility

i
4

The date of the examination report:

1
See Appendices A and B for an illustration of the auditor’s report.

Effectivity

|

This Circular shall take effect on February 15,|2008.

.! .
.For the Commission: ‘

l% E's‘.'BARm"‘ 7[_
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1 ) : Afggendix A

Report on Examination of Pro-forma financial information -
independent Accountant's Report i

To the Board of Directors
Name of Company
Complete Address : !

We have examined the pro-forma adJustments reflectlng the transaction [or event]
described in Note 1 and the application of those adjustments to the historical amounts in [the
assembly of ] the accompanying pro-forma financial [condensed balance _sheet of X
Company as of December 31, 200X, and the pro-forma condensed statement of income for
the year then ended. The historical condensed ﬁnanmal statements are derwed from the
historical financial statements of X Company, which were Iaudlted by us, and of Y Company,
which were audited by other accountants, appearing elsewhere hereln [or :ncorporated by
reference]. Such pro-forma adjustments are based| on management's assumptlons
described in Note 2. X Companys management is responsible for the pro-forma financial
information. Our responsibility is to express an opinion on [the pro-forma financial information
based on our exammatlon _ i

. Qur examination was conducted in accordan..e with PSAE 3000 and SEC
Memorandum Circular No. 2, Series of 2008 and, accordmgly, included such procedures that
we considered necessary under the circumstances. We believe that our examlnatlon

provides a re_asonable basis for our opinion. :

The objective of this pro-forma financial informat:on is to show what the significant
effects on the historical financial information might have been had the transaction [or event]

occcurred at an earlier date. However, the pro-forma condensed financial statements are not-

necessarily indicative of the results of operations or, related effects on financial position that
would have been attained had the above-mentioned transaction [or event] actually occurred
earlier.

[Additional paragraph(s) may be added to emphasize certain matters relating to the attest
engagement or the subject matter.]

In our opinion, management's assumptions prowde a reasonable basis for presenting
the significant effects directly attributable to the above-menhoned transaction [or. evenf]
described in Note 1, the related pro-forma adjustments give appropriate effect to those
assumptions, and the pro-forma column reflects the’ proper application of those adjustments
to the historical financial statements amounts in the pro-forma condensed balance sheet as
of , and the pro-forma condensed statement of i mcciame for the year then ended.

Name of the firm |
Name of the signing partner;
[S;gnature]

BOA regustrahon number
SEC accredltatton number
PTR number

The specmc location where the
practitioner maintains an office that has
respons:blllty for the engagement '

|
:

[Date]
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' | Aggendix B

: |
Report on Review of Pro-forma financial information
Independent Accountant's Report

i
To the Board of Directors !
Name of Company ‘ S
Complete Address : |

: |

ey it sy

We have reviewed the pro-forma adjustments reﬂectlng the transactlon [or evenf]
described in Note 1 and the appllcatlon of those adjustments to the historical amounts in [the
assembly of ] the accompanying pro-forma financial condensed balance sheet of X
Company as of December 31, 200X, and the pro-forma condensed statement of income for
the year then ended. The historical condensed financial, statements are derived from the
historical financial statements of X Company, which were audited by us, and of Y Company,
which were audited by other accountants, appearing elsewhere herein [or mcorporated by
reference]. Such pro-forma adjustments are based ron management's assumptlons
described in Note 2. X Company's management is: responslb!e for the pro—forma financial
information. o ]

Qur review was conducted in accordance with PSAE 3000 and SEC Memorandum
Circular No. 2, Series of 2008 and, accordingly, included such procedures as we considered
necessary in the circumstances. A review is substantially less in scope than an examination,
the objective of which is the expression of an opinion on management's assumpttons the
pro-forma adjustments and the application of those adjustments to historical financial
information. Accordingly, we do not express an opinion. ! }

| i

The objective of this pro-forma financial information is to show what th(la significant
effects on the historical financial information might have been had the transaction [or event]
occurred at an earlier date. However, the pro-forma condensed financial statements are not
necessarily indicative of the results of operations or related effects on financial position that
would have been attained had the above-mentioned transactlon [or eventi] actually occurred
earlier. : i f

l .
[Additional paragraph(s) may be added to emphasize certam matters relating to the attest
engagement or the subject matter | .1 !

Based on our review, nothing came to our attentlon to cause us to believe that
management’s assumptions do not provide a reasonable bas:s for presenting the significant
effects directly attributable to the transaction (or event) descrlbed in Note 1, that the related
pro-forma adjustments do not give appropriate effect to those assumptions, or that the pro-
forma column does not reflect the proper application of those adjustments to the historical
financial statements in the pro-forma condensed balance sheet as of - and the pro-forma
condensed statement of income for the period ended L. 4

|
Name of the firm
Name of the signing partner
[S:gnature]
BOA reg|strat|on number
SEC accreditation number
PTR number ;
The spemf ¢ location where the
practltloner maintains an office that has
respon51bll|ty for the engagement

[Date]




