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MESSAGE FROM ””

THE CHA'RMAN Manila Mining Corporation

In 2011, we accelerated the activities intended to further the company’s ore reserves, pursuant to our
commitment to resume mining operations. '

Our extensive drilling program at the Placer Project completed 121 drill holes with an aggregate length of 36.8
kilometers. :

Consequently, by the end of the year in review, estimated ore reserves totaled 27.7 million MT with an average
grade of 0.49 gms/ton gold and 0.20% copper.

A significant result of our extensive drilling program is the confirmation of the existence of a deep-seated bulk
porphyry copper-gold deposit below NTina, 8 drill holes intersected significant copper-gold mineralization
also containing silver and minor amounts of molybdenum, lead and zinc. The best hole FI-22N was computed
by an independent consulting geologist as having 170 meters of 0.73% copper and 1.16 grams per ton gold or
1.31% Copper Equivalent using a 0.60% Copper Equivalent cut off.

By the end of 2011 we have mobilized equipment and were making ground preparations for the dewatering of
the Ntina pit. As a continuance of the 2011 exploration project, grid-drilling will be done in this area to further
improve confidence in the extent and quality of known reserves.

As a preparatory step towards the location, design and construction of surface facilities in Placer, t technical
consultants were hired to do preliminary studies. These studies were nearing completion by yearend.

All activities undertaken in 2011 have sirengthened our capabilities and reinforced our mindset to resume
- mining operations in Placer possibly within 24 months. Your Company has either completed, progressed in or
commenced work on all prerequisites including governmental approvals, technical studies, financial planning
and actua) ground work by the end of 2011.

In May we finalized and signed an agreement with Philex Mining Corporation ( Philex ) for the exploration
and joint development of the Kalayaan Project, an area which used to be the interest in a joint venture which
Anglo American terminated in 2008. The project is covered by Exploration Permit No. X11i-014-B in the
name of Kalayaan Copper Gold Resources, Inc. (RCGRI), a subsidiary of Manila Mining Corporation.
Pursuant to the agreement, Philex acquired from the Company an initial 125,000 shares of stock of KCGRL,
representing a 5% interest, for US$25 Million. Over a period of 3 years, Philex shall earn the option to acquire
a further 55% interest in KCGRI by sole-funding all pre-development expenses, including a bankable
feasibility study, for the development of the Kalayaan.

Accordingly, Philex has commenced an exploration program for the Kalayaan Project, consisting of (i)

resource definition drilling on the southern portion of the project which is adjacent to the north of the Bayugo

deposit of Philex's Silangan Project; and (ii) scout drilling within the other areas of the Kalayaan deposit. The

resource definition drilling program aims to bring the mineral resources of the Kalayaan deposit into Indicated
- and Measured categories which are necessary for the completion of the pre-feasibility study. The exploration



program also includes subsequent resouree estimation and other activities essential to the completion of a
feasibility study including geotechnical. hvdrogeological and metallurgical sampling programs.

We thapk our management and technical crew. service providers and suppliers fo
towards realizing our abjectives.

To vou our valued shareholders. we extend our appreciation and gratitude for your u
efforts to gef our company back n production.

r their continued support

nwavering support of our




STATEMENT OF MANAGEMENT'S RESPONSIBILITY ”"
FOR THE FINANCIAL STATEMENTS Manila Mining Corporation

The management of Manila Mining Corporation is responsible for the preparation and fair presentation of the
consolidated financial statements for the vears ended December 31, 2011, 2010 and 2009. including the
additional components attached therein, in accordance with Philippine Financial Reportmg Standards. This
respongibility includes designing and implementing internal controfs relevant to the preparation and fair
presentation of the consofidated financial statements that are free from material misstatement. whether dus to
fraud or error, selecting and applving appropriate accounting policies. and making accounting estimates that are
reasonable in the circumstances.

. The Board of Directors reviews and approves the consolidated financial statements and submits the same to the
" stockholders.

Sycip. Gorres, Velayo & Co., the independent auditors. appointed by the stocldbolders has examined the
consolidated financial statements of the company in accordance with Philippine Standards on Auditing: and in its
report to the stockholders, has expressed its opinion on the faimess of presentation upon completion of such
examination.

BRYAW U. XAP

Presidént and Senior Vice Prdsi
s Chief Operating Officer SSSH#03-2082976
S8S#06-0091101-0 S8S#33-3067339~5

SUBSCRIBED AND SWORN TO before me this 19" day of March 2012 at Malkati City.
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January 28, 2010, valid untll December 31, 2012

SEC Accrediiation No. 0012-FR-2 {Group A),
February 4, 2010, valid untll February 3, 2013

INDEPENDENT AUDITORS? REPORT

The Steckholders and the Board of Directors
Maznila Mining Corporation and Subsidiary
20th Floor, Lepento Building _

8747 Paseo de Roxas, 1226 Malati City

We have audited the accompanying consolidated financial statements of Menile Mining Corporation
and Subsidiary (the Group) which comprise the consolidated statements of financia) position as at
December 31, 2011 and 2010, and the consolidated statements of comprehensive income, consolidated
statements of changes in equity and consclidated statements of cash flows for each of the three years
in the period ended December 31, 2011, and a summary of significant accounting policies and other

explanatory information. o _ o o B
Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of thsse consolidated financial
statements in accordance with Philippine Financial Reporting Standards, and for such internal control
as management determines is necessary to enabls the preparation of consolidated financial statements
fhet ave free from material misstatement, whether due to frand or error.

Auditors’ Responsibility

Our respensibility is to express an opinion on these consolidated financial statements based on our
andits. We conducted onr andits in accordance with Philippine Standards on Auditing, Those
standards reguire that we comply with ethical requirements and plan and perform the audit to obtain -
reasonable assurance about whether the consolidated financia) statements are free of material

misstatement.

An audit involves performing procedures to obtain andit evidence about the amounts and disclosures
in the consclidated financial statements, The procedures selected depend on the anditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether dne to fraud or error, In making those risk assessments, the auditor considers internal control
_ relevant to the Group’s preparation and fair presentation of the consolidated financial statements in
order to design andit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group’s internal contrel. An audit also includes
evaluzting the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated

financial siatements.

We believe that the audit evidence we have obtained is sufficient and eppropriate to provide a basis for
our audit opinion. ‘

T

A member firm f Emel & Young Glebal Limited
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Opinion

In our opinjon, the consolidated finanecial statements present fairly, in all material respects, the

financial position of Manila Mining Corporation and Subsidiary as zt Dec
and their financiel performance and their cash flows for each of the fhree years it

ember 31, 2011 and 2010,
tlie period ended

December 31, 2011 in aseardance with Philipping Financial Renarting Standards.

SYCIP GORRES VELAYO & CO.

Jaime F. del Rosario
Partner

- CPA Certificate No, 56915

SEC Accreditation No. 0076-AR-2 (Group A),
March 18, 2010, valid until March 17, 2613

Tax Identification No. 102-096-00%

BIR Accreditation No, 08-001998-72-2008,
Tune I, 2008, Valid untfl May 31, 2012

PTR No. 3174591, January 2, 2012, Makati City _

March 15, 2012
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MANILA MINING CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

December 31
2011 2010
ASSETS
Current Assets
Cash znd eash equivalents (Note 4) $527,306,881 27,145,383
Receivables (Note 5) 5,864,957 485,687
Inventories (Note 6) 22,764,840 28,165,394
Prepayments and other current assets {Note 7) 53,078,277 34,177,213 .
Total Current Asseis ' 602,011,955 69,973,677
Noncurrent Assets
Available-for-sale (AFS) investments (Note 8) 109,598,500 7,500,000
Property and equipment (Note 9) 2,038,084,644  1,682,045342 .
Mine exploration costs (Note 10) 2,664,201 2,664,201
Other noncurrent assets (Note 11) 8,842,841 . . 6880896 .. . .
' Total Noncurrent Assets ' 2,160,090,186  1,699,099,439
TOTAL ASSETS £2,769,102,141 B1,769,073,116
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable and accrued expenses (Note 12) B165,583,713 £179,461,411
Nontrade payables (Note 13) 1,964,091 1,180,648
Income tax payahle (Note 18) 178,361 —
Total Current Liabilities 167,726,165 180,642,058
Noncurrent Liahilities
Deferred income tax liabilities - net (Note 18) 66,568,083 69,612,952
Retirement benefit obligation (Note 17) 5,549,649 7,679,701
Total Noncnrrent Liabilities 76,117,732 77,289,653
Equity Attributable to Equity Holders of the
Parent Company
Capital stock (Note 19) 2,019,832,208  2,013,425,14]
Additional paid-in capital 502,173,727 495,773,727
Effect of iransaction with non-controlling interests (Note 2) 054,621,275 —
Curnulative changes in fair values of AFS investments (Note 8) 42,056,508 -
Deficit (993,548,198) (998,071,464)
2,525,135,520 1,511,131,404
Equity Attributable to Non-Controlling Interests 122,724 -
Total Eqguity 2,525,258,244 1,511,131.404

TOTAL LIABILITIES AND EQUITY ®2,769,102,141  21,769,073,116

Sez aecomparying Notes to Consolidated Finaneial Statements.
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MANILA MINING CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME -

For the Vears Tnded December 31

2011 2010 2009
REVIENUE
Interest income (Notes 4) $12,420,870 254,274 27,880
Foreign exchange gains - net 8,942,750 — -
21,363,620 654,274 7,880
ADMINISTRATION AND OVERHEAD COSTS
(Note 14) 19,716,488 0,516,092 15,031,790
OTHER INCOME (LOSSES) (Note 15) 350 (7,867 (3,384,197)
INCOME (LOSS) BEFORE INCOME TAX 1,647,482 (8,865,685} (18,408,107)
PROVISION FOR (BENEFIT FROM) INCOME
TAXTS (Note 15)
Current 178,361 - . -
Deferred (3.051,869) (389,71.9) {1,518,266)
(2.873.508) (389,719 (1,518,266)
NET INCOME (LLOSS) 24,520,990 (B8,479,966) (P16,889,841)
Nef income (loss) attributable to:
Equity holders of the Parent Company P4.523,266  (B8,479,966) (16,889,841}
Non-controiling interests (2,276) — —
P4,520,990  (B8,479,966) (P16,889,841)
OTHER COMPREHENSIVE INCOME
Chenges in fair values of AFS investments -
net of tax (Note 8) 42,056,508 — 17.903,000
TOTAL COMPREHENSIVE INCOME (LOSS)- .
net of tax . 46,577,498  (B8.479.966)  P1,013,159
Total comjirehensive income (Joss} attributable to:
Equity holders of the Parent Company - B46,579,774  (B8.479,966) £1,013,159
Non-controlling interests ' (2,276) — —
TP46,577.498  (PB,479,966) 1,013,150
EARNINGS (LOSS) PER SHARE (Note 20)
Basic and difuted earnings (loss) per share £0.00002 {£0,00004) (£0.00009)

"See accompanying Nofes to Consolidated Finarcial Statements,
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MANILA MINING CORPORATION AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

Tor the Vears Ended December 31

2011 2010 © 2009
CASH FLOWS FROM OPERATING ACTIVITIES
Tncome (Joss) befors income tax £1,647,482 (P8,B60,685) (R18,408,107)
Adjustments for: .
Depreciation and amertization (Notes 5 and 14) 4,252,849 4,114,645 4,106,140
Movement in retirement benefit obligation (Note 17 1,869,948 1,251,435 085,203
Interest inceme (Note 4) (12,420,870) {654,274 {7.880)
Unrealized foreign exchangze gain (24,711) - -
Loss on sele of AFS investments (Note 15) — — 3,380,406
Operating loss befors working capital changes {d,675,302) . {4,157.87%) (9,540,148)
Decrease (increase) in:
Receivablas ’ {539,270) : 10,063 (188,808)
Inventories 5,400,554 {1,108,961) 6,732,761
Prepaymenis and cther current assets (20,580,129) (5,217,711) (1,435,831)
Increase {Gecrease) in eccounts payable and
ACCTUELD EXPENSES (13,852,987} {112,888,125) 8,922,453
et cash generated {used in) from operations (34,247,134) (123,362,613) 4,090,427
Interest received C s 12 420870 o - - 654,274 - - : . 7880 e e
et cask from [vsed in) cperating activities (21,826,264) ‘ £122,708,339) 4,098,307
CASH FLOWS FROM INVESTING ACTIVITIES -
Additions 1o property and equiprnent (Note % (361,192,151} (73,480,752 (14,786,371)
Acquisitions of AFS investments (Note )] (60,041,992) - -
Proceeds from disposal of AES investments - — 19,688,165
Deerease {incraase) in sther noncuirent assets (270,880 (110,048) 101,656
TNel cesn from (used) in investing activities (421,505,023) {73,590,800) 5,003,450
CASH FLOWS YROM FINANCING ACTIVITIES
Proceeds fom issnance of sheres (Note 19) 7,963,067 330,659,280 -
Receipts {payments) of nontrade payables 783,443 (128,648,170) (9,482,321}
Effect of transaction with non-controlling interests 954,746,275 S = —
WNel cash from (used in) financing activities 963,492,785 202,011,110 (,482.321)
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 520,161,498 5,711,971 (380,564}
CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR 7,145,383 1,433,412 1,813,976
CAEH AND CASH EQUIVALENTS AT
TND OF YEAR (Note 4) £527,306,881 £7,145,383 21,433,412

Sza aecompanying Noies to Consolidlated Financial Statemenis.
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MANILA MINING CORPORATION AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

L.

General Information and Status of Operations

Manila Mining Corporation )
Manila Mining Corporation (the Parent Company) was incorporated in the Philippines and regisiered

with the Securities and Exchange Commission (SEC) on May 20, 1949, primarily to carry on the
business of mining, milling, concentrating, converting, smelting, treating, preparing for market,
manvfacturing, buying, selling, exchanging and oiherwise producing and dealing in precious and
semi-precious metals, ores, minerals and their by-products. The Parent Company's shares are listed
and traded on the Philippine Stock Bxchange (PSE). On April 16, 1999, the SEC approved the
extension of the Parent Cornpany’s corporate tem for another fifty (50) years upon expiration of its
original term on May 30, 1999. Lepanto Congolidated Mining Company (LCMC), & publicly listed
Company, and its subsidiaries, has 19 .60% equity interest in the Parent Company.

 The principal office of the Parent Company is located at the 20th Floor, Lepanto Building,

8747 Paseo de Roxas, 1226 Makati City.

 Kalavaan Copper-Gold Resources, Tnc. (KCGRI)

Kalayazn Copper-Gold Resourses, Inc. ( the Subsidiary), a 95%-owned subsidiary, was
incorporated with the SEC on December 19, 2006, primarily to carry on the business of
exploration, mining, development and utilization of all mineral resources, milling, concentrating,
converting, smelting, treating, preparing for market, manufacturing, buying, selling, exchanging
and otherwise producing and dealing in all other linds of ores, metals and minerals, hydrocarbons
acids, and chemicals, and in the products and by-products of every kind and description.

The principal office of the Subsidiary is located at the 21st Floor Lepanto Building, Paseo de Roxas,
Makati City.

Status of Operations
On May 22, 1996, the Parent Company’s Board of Directors (BOD) approved the expansion of its

current mill capacity from 8,000 tonnes per day (TPD) 1o 10,000 TPD, designed to consolidate the
installation of fhe second semi-autogenous grinding mill unit with the original 48-inch pit conveyor
project. The expansion was registered with the Board of Investments (BOI) under Executive Order
(E.0.) Na. 226 on October 6, 1996,

On November 5, 1997, the BOY approved the Parent Company’s application for registration of its
copper flotation project under E.O. No. 226 on & nop-pioneer status. On June: 9, 2000, the BOIL
tikewise approved the Parent Company’s application for the modernization program of the copper
flotation project under a preferred non-pioneer status. As aregistered enterprise, the Parent
Company is entftled to certain incentives and tex benefits which include, among others, mcome tax
holiday for a period of 4 years from February 23, 1998, the actnal start of commerocial operations.

The twe (2) BOI certificates of registration are currently suspended in view of the suspension of the
Parent Company’s operations.

On November 30, 2000, the Parent Company’s gold mining and milling operations were temporarily
shutdown dus fo the Jandslide that occurred in one of its open pits.

On December 20, 2000, the Parent Company temporarily shut down its miliing cperations pending
its receipt of a permit to further raise its tajling pond.

IR
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On Janmary 29, 2001, after obtaining the necessary permit to increase the height of the tailing pond
io the 65 meter limit set by the Department of Environment and Naturaj Resources (DENR), the
Parcnt Company resumed jts milling operations.

On July 26, 2001, the Parent Company’s BOD resolved to shutdown the Parent Company’s mining
operations due to the expiration of its temporary autherity to construct and operate its tailings dam
issued by the DENR. In view of the suspension of the Parent Company’s mining operations, the
registration of the Parent Company’s copper flotation project was suspended by the BOl on

Aupust 23, 2005, :

In 2005, several companies have expressed interest in the area that lies between the Kalaya-an
district at the extreme southwest end of the Parent Company’s fenement holdings and immediately
norfh of the Philex Boyongan discovery and the historical operations. This area has been named
the “Corridor” as it covers important geology and structures that connect two significantly
mineralized areas. The Corridor also hosts several small gold deposits that are not currently
economic 1o develap and operate. However, with additional investment and operations, it is
expected that the reserves would grow significantly.

The investment and mining climate have improved since 2001 as a result of the 2004 Supreme
Court ruling upholding the validity of the Philippine Mining Act of 1995, The Parent Company
holds excellent properties and should be able to realize significant benefits over the long term.
The Parent Company’s Kalaya-an Project is among the minera] exploration projects under the Ten
Point Legacy of the President of the Philippines for the years 2004 - 2010.

Exploration drilling activities on the Kalaya-an project started in 2007. On January 22, 2007, the
Parent Company lias initiated mining activities through an exploration program adopted during the
last quarter of 2006,

On November 9, 2006, the Parent Company and Anglo American Exploration (Philippines), Inc,
(AMEXP), a wholly-owned subsidiary of Anglo American Ple, signed a Letter of Intent which,
subject to finalizing definitive agreements, confirms the participation of AMEXP in the
exploration and potential development of the Kalaya-an Project which is part of the contract area
of the Exploration Permit (EP) of the Subsidiary then pending renewal with the DENR.

The EP renewal was granted by the DENR on Janvery 29, 2007 for 2 term of two (2) years from
issuance covering an area of 2,462.92 hectares, of which one (1) parcel consisting of 286.63
hectares, would be the subject of the definttive agreements betweer the Parent Company and
Anglo American Ple. The Parent Company signed on March 26, 2007 & Farm-in Agreement with
Anglo Investments BV (Anglo), a wholly owned subsidiary of Anglo American Ple, covering said
area. However, in November 2008, KCGRI received notice from Anglo that it is exercising its

option to terminate the Farm-in Agreement.

On April 2010, the Parent Company offered to it sharsholders as of record date of March 10,
2010, the right to subscribe to one (1) share for every eight (8) shares held, af an offer price of
20,015 per share, covering 22,375,540,151 common shares consisting of 13,429,141,854

Class “A® shares and 8,946,398,197 Class “B” shares. Total capital stoclk issued and subscribed
from the stock rights offering amounsted to #330,659,280, net of fransaction costs. Proceeds from
the issuance of stock rights were used to seitle debis and fund exploration proj ects.

AT
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On Tune 8, 2010, the SEC approved the inerease in authorized capital stock to 260 billion sheres at
par value of 20,01 per share divided into 156 billion Cless “A” and 104 billion Class “B” shares

{see Note 19).

On May 11, 2011, the Parent Company, KCGRI and Philex Mining Corporation (Philex), finalized
an agreement for the exploration and joint development of the Kelaya-an Project located in Placer,
Surigao del Norte, The Kalaya-an Project, which is registered under KCGR], is covered by

EP No, XIII-014B.

The renewal of the EP was granted in April 2010, and i valid untl April 2012, renewable for
another two (2) years, Itis the same EP covered by the terminated agreement with Anglo.

Pursuant to the agreement, the Parent Company sold to Philex a total of 125,000 shares of stock of
KCGRI, representing a five percent (5%) interest in KCGRY, for a consideration of US§25 million.
Philex shall eam an additional fifty-five percent (55%) interest in KCGRI by sole~funding all pre-
development expenses inclnding a final feasibility study for the Project. The development of the
Project shall be undertaken jointly by the Parent Company and Philex.

The accompanying consolidated financial statements of Manila Mining Corporation and

Subsidiary (the-Group) as at December 31, 2011 and 2010 and for each of the three years inthe oo w0

period ended December 31, 2011, were authorized for issue by the Audit Committee on
March 15, 2012 in accordance with & resolution by the BOD,

Basis of Preparation, Staternent of Compliance and Summary of Significant Accounting
Policies

Basis of Preparation
The consolidzted financial statements have been prepared under the historieal cost basis, except

for AFS investments that have been measured at fair value. The consolidated financial statements
are presented in Philippine peso, the Parent Company’s and the Subsidiary’s functional and
presentation currency. All amounts are rounded 1o the nearest peso, except as otherwise indicated.

Statement of Compliance ‘
The consolidated financial statements of the Group have been prepared in accordance with

Philippine I inancial Reporting Standards (PFRS).

Basis of Consolidation
The consolidated financial statements include the accounts of the Parent Company and KCGRL

The financial statements of the subsidiary are prepared for the same reporting year as the Parent
Company, using wiform accounting policies for like transactions and other events in similar

pircumstances.

A subsidiary is an entity over which the Parent Company has the power 1o govern the financial
and operating policies of the entity, or generally has an interest of more than lialf of the voting

rights of the entity.

All inira~group balances, transactions, income and expenses and profit and Josses resulting from
intra-group transactions are eliminated in full,
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The subsidiary is fully consolidated from the date of acquisition, being the date on which the
Parent Company obtains control, and continues to be consolidated until the date that such control

CLASes.

Sale of non-controlling interest of KCGRI
As discussed in Note 1, the Parent Company sold to Philex a total of 125,000 shases of stock of

KOGRI, representing a- 5% interest in KCGRY, for a consideration of TUS$25 million,

The sale brought down the total number of shares owned and controlled by the Parent Company as
at December 31, 2011 to 95%. The net proceeds was accounted for as an equity transaction and
resulted to an increase in equity amounting to £954,621 275 recognized as “Effect of transaction
with non-controlling interests” in the equity section of the consalidated statement of financial

position,

Non-controlling interests
Nen-controliing interests represent the imterests in the subsidiary not held by the Parent Company

and are presented separately in the consolidated statement of comprehensive income and within
equity in the consolidated statement of financial position, separately from the equity attributable to
equity holders of the parent. Where the ownership of a subsidiary is less than 100%, and therefore
a non-controlling interests exists, any losses of that subsidiary are atiributed to the non-controlling
interests even if that results in a deficit balance.

A change in the ownership interest of & subsidiary, without loss of control, is accounted far as an
equity fransaction. If the Parent Company loses control over a subsidiary, it:

» Derecogpizes the assets (including goodwill) and liabilities of the subsidiary
Derecognizes the carrying amoust of any non-controlling interest '

L ]

» Derecognizes the cumulative translation differences, recognized in equity

e Recognizes the fair value of the consideration received

» Recognizes the fair value of any investment retained

» Recognizes any surplus or deficit in profit or loss

» Reclassifies the parent’s share of components previously recognized in other

comprehensive income to profit o Joss or retained earnings, as appropriate.

Changes in Accounting Policies :
The accounting policies adopted are consistent with those of the previous financial year except for

the following PFRSs, Philippine Accounting Standards (PAS), Philippine Interpretation
Tnternationa) Financial Reporting Interpretations Committee (IFRIC) and Amendments and
Tmprovenients to PFRSs, which were adopted as at January 1, 2011:

e PAS 24, Related Party Disclosures (Revised)
The revised standard is effective for annual periods beginning on or affer
January 1, 2011, It clarified the definition of a related party to simplify the identification
of such relationships and to eliminate inconsistencies in its application. Furthermore, the
revised standard introduces a partial exemption of disclosure requirements for
government-related entities, Barly adoption is permitted Zor either the partial exemption
for government-related entities or for the entire standard. The revised standard does not

have an impact on the financial position or performance of the Group.
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o DAS 32, Fingneial Instruments: Presentation (Amendment) - Classification of Rights
Jesues '

The amendment to PAS 32 is effective for annual perieds beginning on or after
February 1, 2010 and amended the definition of a financial liability in order to classify
rights issues (and certain options or warrants) as equity instruments in cases where such
rights are given pro rata to all of the existing owners of the same class of an entity’s non-
derivative equity instruments, or to acquire a fixed number of the entity’s own equity
instruments for a fixed amount in any currency. This amendment has no impact on the

Group after injtial application.

s Dhilippine Interpretation IFRIC 14, Prepayments of a Minimum Fuynding Requirement
(Amendment) '
The amendment to Philippine Interpretation IFRIC 14 i effective for annual periods
beginning on or after January 1, 201 1, with retrospective application, The amendment
provides guidance on assessing the recoverable amount of a net pension asset,
The amendment permits an-entity to treat the prepayment of a minimum funding
requirement as an asset. The amendment is deemed to have no impact on the financial

statements of the Group.

oy Plilippine Interpretation IFRIC 19, Extinguishing Financial Liabilities with Eguity - -~ ~ -0

Instruments
Philippine Interpretation IFRIC 19 is effective Tor annual periods beginning on or after
July 1, 2010. The interpretation clarifies that equity instruments issued to a erediior to
extinguish a financial liability qualify as consideration paid. The equity instruments
issued are measured at their fair vaiue. In case fhat this cannot be reliably measured, the
instruments are measured af the fair value of the liability extinguished, Any gain or loss is
recognized immediately in profit or loss. The adoption of this interpretation has na effect

on the financial statements of the Group.

+ Improvements to PFRS 2010
Improvements to IFRS are an ommibus of amendments to PERS. The amendments have

not been adopted as they become effective for annual periods on or after efther July 1,
2010 or Fanuary 1, 2611.

. PFRS 3, Business Combinations

- PFRS 7, Financial Instrumenis: Disclosures

. DPAS ), Presentation of Fincncial Siatements .

- PAS 27, Consolidated and Separate Financial Statements

. PAS 34, Interim Financial Statement Reporting

- Philippine Interpretation [FRIC 13, Customer Loyalty Progromunes

The new, revised, amended and improved standards and/or interpretations that have been adopted
are deemed to have no impact on the financia) position or performance of the Group.
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Future Changes in Accounting Policies
The Group will adopt the following standards and interpretations enumerated below when these

become effective. Except as otherwise indicated, the Group dees not expect the adeption of these
new and amended standards and interpretations to have a significant impact on its financial
statemernts,

e Philippine Interpretation JFRIC 15, Agreemen: for Construction of Real Estate
This interpretation covers accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors, The
interpretation requires that revenue on construction of real estate be recognized only upon
completion, except when such contract qualifies as construction contract to be accounted
for under PAS 11, Construction Contracts, or invelves rendering of services in which
case revenne is recognized based on stage of completion. Contracts involving provision
of services with the construction materials and whers the risks and reward of ownership
are transferred to the buyer on a continuous basis will also be accounted for based on
stage of completion. The SEC and the Financial Reporting Standards Council have
deferred the effectivity of this interpretation until the final Revenue standard s issued by
International Accounting Standards Board and an evaluation of the requirements and
guidance in the said standard vis-a-vis the practices and regulations in the Philippine real
estate industry is completed.

Effective in 2012:

v PERS 7, Financial Instruments: Disclosures (Amendments) - Transfers of. Financial
Assets '
The amendments to PFRS 7 are effective for annual periods beginning on or after
July 1,2011. The amendments will allow users of financial statements to improve their
vnderstanding of transfer transactions of financial assets (for example, securftizations),
including understanding the possible effects of any risks that may remain with the entity
that transferred the assets. The amendments also require additional disclosures if a
disproportionate amount of fransfer transactions are undertaken around the end of a
reparting period.

o PAS 12, Income Texes (Amendment) - Deferred Taxes: Recovery of Underlying Assets
The amendment becomes effective for annual periods beginning on or after
January 1, 2012. The amendment provides a practical solution to the problem of asgessing
whether recovery of an asset will be through use or sale. Jt introduces a presumption that
recovery of the carrying amount of an asset will, normally, be throngh sale.

Effective in 2013:

» PAS 1, Presentation of Finemcial Statements (Amendments) - Presentation of liems of
Other Comprehensive Income

The amendments are effective for annual periods beginning on or after Juiy 1, 2012, The
amendments change the grouping of items presented in other comprehensive income.
Ttems that would be reclassified (or recyeled) to profit or loss at a future point in time (for
exampls, upon derecognition or seitlement) would be presented separately from ftems that
will never be reclassified. The amendments do not change the nature of the jtems that are
currently recognized in other comprehensive income, nor do they impact the

 determination of whether items of other comprehensive income are classified through
profit or loss in the future periods. The amendments will be applied retrospectively.
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PAS 19, Enployee Benefits (Revised)

The revised standard is effective for annual periods beginning on or efter Japuary I, 2013,
The revised standard includes a number of amendments that range from fundamental
changes 1o simple clarifications and re-wording. The significant changes include
immediate recognition of actuaria] gains or losses for defined benefit plans in other
comprehensive income when they oecur, new disclosure requirements including
qualitative information of sensitivity of the defined benefit obligation, recognition of
terminetion benefits and distinction between short-term and long-term employee benefits.
The revised standard will be applied retrospectively. Adoption of this standard will
increase deficit and noncurrent liabilities of the Group.

PAS 27, Separate Financial Statements (Amendmenis)

As a consequence of the new PFRS 10, Consolidated Financial Statement and PFRS 12,
Disclosure of Interests in Other Entities, what remains of PAS 27 is limited to accounting
for subsidiaries, jointly controlled entities, and associates in separate financial statements.
The amendment becomes effective for annual periods beginning on or after

Jamary 1, 2013,

PAS 28, fvestments in Associates and Joint Ventures (Amendments)

' The amendment becomes effective for annual periods be ginning on-or after;
January 1, 2013, As a consequence of the new PERS 11, Joint Arrangements and
PFRS 12, PAS 28 has been renamed PAS 28, fnvestments in Associates and Joint
Ventures, and describes the application of the equ ity method fo investments in joint
ventures in addition o associates. -

PFRS 7, Financial Instuments: Disclosures - Qfsetting of Finaneial Assets and
Financial Liabilities
The amendments require an entity to disclose information about rights of set-off and
related arrangements (such as collateral agreements). The new disclosures are required
for al! recognized financial instruments that are set off in accordance with PAS 32. These
disciosures also apply to recognized financial instruments that are subject {0 an
enforceable master netting arrangement or ‘similar agreement’, irrespective of whether
they are set-off in accordance with PAS 32. The amendments require entities to disclose,
in 2 tabular format unless another format is more appropriate, the following minimum
quantitative information. This is presented separately for financial assets and financial
lishilities recognized at the end af the reporting peried:

a) The pross amounts of those recognized financial assets and recognized financial
liabilities; -
b) The amounts thet are set off in accordance with the eriteria in PAS 32 when
determining the net amounts presented i the statement of financial position;
¢) The net amounis presented in the statement of financial positiors
d) The amounts subject to an enforceable master neffing arvangement or similar
agreement that are not otherwise included in (b) above, including:
;. Amounts related to recognized financial instruments that do not meet some or
al] of the offsetting criteria in PAS 32; and
. Amounts related to financial collateral (including cash collateral); and
) The net amount after deducting the amounts in (d} from the amounts in (c) above,
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The amendments to PFRS 7 are to be retrospectively applied for annve} periods beginning
on or after January 1, 2013, The amendment affects disclosures only and has no impact

on the Group’s financial position or performance.

PFRS 10, Consolidated Financial Statements .

This standard is effective for annual periods beginning on or after Janvary 1, 2013,

PFRS 10 replaces the portion of PAS 27, Separate and Consolidated Financial
Statements, which addresses the accounting for consolidated finencial statements. It alsc
addresses the issues raised in Standard Interpretations Committee (SIC) 12, Consolidation
- Special Purpose Entities, resulting to SIC being withdrawn. It does not change the
consolidation procedures. Rather, it changes whether an entity is consclidated by revising
the defimition of control. It also provides a number of clarifications in applying this new
definition. The new standard will be applied refrospectively.

PFRS 11, Joint Arrongements

This standard is effective for annual periods beginning on or after Japuary 1, 2013.

PFRS 11 replaces PAS 31, Interests in Joint Vertures, and SIC 13, Jointh-controlled
Entities - Non-nionetary Contributions by Venturers. PFRS 11 introduces the definition of
“aint control”, for which the reference to “control” in “joint control” refers to the
definition of “control” in PFRS 10. It also changes the accounting for joint arrangements
by moving from three categories under PAS 31 to twe categories, either joint operation or
joint venture. Under this new classification, the structure of the joint arrangement is not
the anly factor cansidered when classifying the joint arrangement as either joimt operation
. or a joint venture, Further, parties are required to consider whether a separate velicle
exists and, if so, the legal form of the separate vehicle, the contractnal terms and
conditions, and other facts end circumstanices. In additien, PAS 28, Investinent in
Associates, was amended to include the application of the equity method to investments in
joint ventures, PFRS 11 will be applied nsing modified retrospective approaclh.

PERS 12, Disclosure of Interests in Other Entiries

This standard is effective for annual periods beginning on or after January 1, 2013,
PFRS 12 applies to an entity that has an interest in subsidiaries, joint arrangements,
associates and/ar structured entities. The objective of the new disclosure requirements is
to help the users of the financial statements to understand the effects of an entity’s
interests in other entities on its financial position, financial pesformance and cash flows
and the nature of, and the risks associated with, the entity’s interest in other entities. It
also jneludes more extensive qualitative and quantitative disclosures. PFRS 12 will be

applied retrospectively.

PFRS 13, Fair Value Measurement _
This standard is effective for annual periods beginning on or after Janvary 1, 2013,
PERS 13 does not affect when fair valne is used, but rather describes how to measure fair

value where fair value is required or permitted by PERS.

Under PFRS 13, fair vaiue is defined as “the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the
measurement date”. Fair value as used in PFRS 2, Share-hased Payments, and

PAS 17, Leases is excluded from the scope of PFRS 13. The standard also provides
clarification on & number of areas. New disclosures related to fair value measurements are
also regquired to help users inderstand the valuation techniques and inputs used 1o develop
fair value measurement and the effect of fair value measurements cn profit or loss. PFRS
13 is applied prospectively. Early application is permitted and must be disclosed.
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«  Philippine Interpretation IFRIC 20, Strigping Costs in the Production Phase of a
Swurface Mine
This interpretation becomes effective for annual periods beginning on or after '
Jamuary 1, 2013 and applies to waste removal costs that are incurred in surface mining
activity during the production phase of the mine (“production stripping costs™) and
provides guidance on the recognition of production stripping costs as an asset and
measurement of the stripping activity asset.

Effective in 2014;

»  PAS 32, Fingncial Instruments: Presentation - Offsetiing of Financial Assets and
Finoneial Liabilities ‘

The amendments to PAS 32 clarify the meaning of «currently has a legally enforceable
right to set-off” and also clarify the application of the PAS 32 offsetting criteria to
settlement systems (such as central clearing house systems) which apply gross seftlement
rmechanisms that are not simultaneous. While the amendment is expected not to have auy
impact on the net assets of the Group, any changes in offsetting is expected to impact
Jeverage ratios and regulatory capital requirements. The amendments to PAS 32 areto be
retrospectively applied for annuval periods beginning on or after January 1,2014,

Effective in 2015:

¢ PFRS 9, Financial Instruments: Classification ond Measurement
This standard is effective for annual periods begirming on or after January 1,2015. It
introduces new requirements on the classification and measurement of financial assets. It
uses a single approach to determine whether a financial asset is measured at amortized
cost or fair value, replacing the many different rules in PAS 39, Financial Instrumenis:
Recognition and Measurement. The approach in the new standard is besed on how an
entity manages its financial instrirments (its business model) and the contractual cash flow
characteristics of the financial assets. The new standard also requires a single impairment
method to be used, replacing the many different impairment methods in PAS 39,

Axside from PFRS 9, PAS 19 (Revised) and Philippine Interpretation IPRIC 20, the Group does not
expect any significant impact in the consolidated financial statements when it adopts the above
standards and interpretations. The revised, amended and additional disclosure or accounting
changes provided by the standards end interpretations will be inclnded in the consolidated

financial statements in the year of adoption, if applicable,

Summary of Sipnificant Accounting Paolicies

Financial Instroments
Initial Recognition and Measirement
Tinancial instroments arc recognized in the consolidated statement of financial position when the

Group becomes a party to the contractual provisions of the instrument.  The Group determines the
classification of its financial assets and liabilities at itial recognition. :

Purchases or sales of financial assets that require delivery of assets within the time frame
ostablished by regulation or convention in the marketplace (regular way trades) are recognized on

the settlement date.
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Financial instruments are recogtized initially at fair value of the consideration given (in the case
of an asset) or received (in the case of a liability). Except for financial assets at fajr value through
profit or loss (FVPL), the initial measurement of financial assets incindes fransaction costs.
Financial assets under PAS 39 are classified as either financial assets at FVPL, loans and
receivables, held-to-maturity (HTM) investments or AFS investments. The Group’s fingncial
assets are i fhe nature of loans and reseivables and AFS investments. Also under PAS 39,
financial liabilities are classified as either at FVPL, loans and borrewings, or as derivatives. The
Group’s financial liabilities are in the nature of loans and borrowings,

As at December 31, 2011 and 2010, the Group does not have finaneia! instruments at FYPL and
HTM investments.

Subsequent Measurement
The subsequent measurement of financial instruments depends on their classification as follows:

Loans and Recefvables
Loans and receivables ate nonderivative financial assets with fixed or determinable payments that

are not quoted in an active market. They are not entered into with the intention of immediate or
short-term resaie and are not classified as financial assets held for trading designated as AFS
investments or designated at FVPL. This accounting policy relates to the consclidated statement
of financial position captions “Cash and cash equivalents” and “Receivables”, which arise
primarily from nontrade receivables. Loans and receivables are classified as current when these
are expected to be realized within one (1) year after the end of each reporting period or within the
Group’s normal operating cycle, whichever is longer. All others are classified as non-current,

After initial measurement, receivables are subsequently measured at amortized cost using the
effective interest rate (EIR) method, less allowance for impairment losses. Amortized costs is
calenlated by taking into account any discount or premium on acquisition and fees that are an
integral part of the EIR. The amortization, if any, is included in “Interest income™ caption in the
consolidated statement of comprehensive income. The losses arising from impairment of
receivables are recognized in “Provision for impairment losses on receivables” account under the
A dministration and overhead costs” caption in the consolidated statement of comprehensive
income. The level of allowance for impairment losses is svalnated by management on the basis of
factors that affect the collectability of accounts (see accownting policy on Impairment of Financiat

Aszsets).

AFS Investments :
'ATS fmvestments are nonderivative financial assets that are either designated in this category or

not classified in any of the other categories. These are purchased and held indefinitely, and may
be sold in response to liguidity requirements or changes in marlet conditions. They are included
in noncurrent assets unless management intends to dispose of the investment within twelve (12)
months from the end of each reporting period. Included in fhis category are equity investments in
quoted instruments and private companies other than associates, which are shown as a separate
Fine item in the consolidated stafement of financial position.

After initial measurement, AFS investments ars subsequently measured at fair value,
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The fair value of investments that are actively traded in organized financial markets is determined
by reference to quoted market bid prices at the close of business on fhe reporting date. For
investments where there is no active market, fair value is determined vsing valuation techniques.
Such techniques include using recent arm’s length transactions; reference fo the curent market
value of another instrument, which is substantially the same; discounted cash flow analys is; and

option pricing models.

The unrealized gains and losses arising from the fair valnation of AFS investments are reporfed in
other comprehensive income and accurmulated as “Cumulative changes in fair values of AFS
investments” in the equity section of the consolidated statement of financial position.

When the security is disposed of, the cumulative gain or loss previously recognized in equity is
recognized in the consolidated statement of comprehensive income. Where the Group holds more
than one investment in the same security, these are deemed to be disposed of on a first-in first-out
basis. Any dividends earned on holding AFS investments are recognized in the profit or loss in
the cansolidated statement of comprehensive income when the right to receive payment bas been

esiablished.

Any losses arising from impairment of such investments are recognized in the consolidated -
staternent of comprehensive income.

The Group’s investments in quoted and tnquoted equity securities are included under this
category (see Note 8). |

Loans and Borrowings
‘Afer instial recognition, interest bearing loans and borrowings ars subseguently measured at

amortized cost using the EIR method. Gaings and losses are recognized in fhe stafement of
comprehensive income when the Jiabilities are derecognized as well as through the EIR method
amortization process. Amortized cost is calonlated by taldng into account any discount or
premium on acquisition and fees or costs that are an integral part of the EIR. The EIR
amortization shall be included in finance costs in the consolidated statements of comprehensive

income.

This accounting policy applies primarily to the Group’s accounts payable and accrued expenses
end nontrade payables that meet the above definition (other than fabilities covered by other
gecounting standards, such as income tax payable).

Financial instruments are classified as Labilities or equity in accordance with the substance of the
contractual arrangement. Interest, dividends, gains and losses relating to a financial instrument or
a componert that is a financial liability, are reported as expense or income, Distributions to
holders of financial instruments classified as equity are charged directly to equity, net of any
related income tax benefits.

Offsetting of Instruments
Tinancial asscts and liabilities are only offset and the net amount reported in the consolidated

staternent of financial position when there is a legally enforosable right to offset the recognized
amounts and the Group intends to either settle on a net basis, or to reelize the asset and seitle the
Jiability simultaneously. This is not generally the case with master netting agreemments, and the '
related assets and liabilities are presented gross in the consalidated statermnent of finaneial position.
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mpairment of Financial Assets

The Group assesses at each reporting date whether a financial asset or group of financial assets is
jmpaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if,
there is objective evidence as a result of one or more events that has occurred after the initial
recognition of the asset (an incurred “loss event™) and that loss event has an impact on the
estimated future cash flaws of the financial asset or the group of financial assets that can be
reliably estimated. Bvidence of impairment may include the indications that the debtors or a group
of debtors is experiencing significant financial dificulty, default or delinquency in interest or
financial payments, the probability that they will enter Dbankruptey or other financial

reorganization and whers observable data indicate that there is a meastzable decrease in the
estimated future cash flows, such as change in arrears or sconomic conditions that correlate with

defaulis.

Financial Assets Carvied at Amortized Cost

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

If there is objective evidence that an impairment loss on financial assets carmried at amortized cost
(e.g., receivables) has been incurred, the amount of the loss is measured as the difference between
the assets® carrying amount and the present value of estimated future cash flows discounted at the
asset’s original EIR. Time value is generally not considered when the effect of discounting is not

material.

The carrying amount of the asset is reduced through use of an allowance account. The amount of
the loss shall be recognized in the consolidated statemnent of comprehensive income. Receivables
together with the associated allowence are written-off when there is no realistic prospect of future
recovery. If a future write-off is later recovered, the recovery is recognized in the consolidated
statement of comprehensive incame. H, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment
was recognized, the previously recognized impairment Joss ic reversed. Any subsequent reversal
of an impairment loss Is recognized in the consclidated statermnent of comprehensive income, to the
extent that the carrying value of the asset does not exceed its amortized cost af the reversal date,

AFS Investmemnts Carried at Fair Value
For AFS jnvestments, the Group assesses at each reporting date whether there is objective
evidence that a financial asset or group of financial assets is impaired. In the case of equity
investments classified as AFS investments, this would include a significant or prolonged decline
in the fair value of the investments below its cost. “Significant” is to be evaluated against the
original cost of the investment and “prolonged” against the period in which the {air value has been
below its original cost. Where there is evidence of impairment, the cumulative Joss, measured as
the difference between the acquisition cost and the current fair value, less any impairment loss on
that financial asset previously recognized in the consolidated statement of comprehensive income
_is removed from “Other comprehensive income” and recognized in the consolidated statement of
income, Tmpairment losses on equity investments are not reversed through the consolidated
statement of income, Increases in fair vaiue after impairment ave recognized directly in “Other

comprehensive income”,
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Derecognition of Financjal Instruments
Financial Asset
A finencial asset (or, where applicsble 2 part of & financial assel or part of a group of financial

assets) is derecognized when:

» therights to receive cash flows from the asset have expired; :

s the Group retains the right to receive cash flows from the asset, but has assumed an
obligetion to pay them in full without material delay to a third party under a “pass-through®
arrangement; or

s {he Group has transferred its rights to receive cash flows from the asset and either (&) has
transferred substantially all the risks and rewards of the asset, or (b) has neither transferred
nor retained the risk and rewards of the asset but has transferred the control of the asset.

‘Where the Group has transferred its rights o receive cash flows from an asset or has entered into a
pass-through arrangement and 1185 nejther transferred nor retained substantially all the risks and
rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the
Group’s continuing involvement in the asset. Continving involvement tha takes the form of a
guarantee over the transferred asset is measured at the lower of the original carrying amount of the
asset and the maximum amount of consideration that the Caompany could be required to repay.

- Tn that cese, the Group also recognizes an associated liability. The transferred assetand the e

associated liability are measured on a basis that reflects the rights and obligations that the Group
has retained, )

Financial Liability _
A financial lability is derecognized when the obligation under the liability is discharged or
cancelled or expired. When an existing financial Jiability is replaced by another from the same
Jender on substantially different terms, or the terms of an existing Hability are substantially
modified, such an exchange or modification is treated as a derecognition of the original liability
and the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the consolidated statement of comprehensive income.

air Value of Financial Instruments

Fair Value of Financial Insiruments

Financial instruments recognized at fair value are determined and disclosed using the following
levels of hierarchy:

«  Level 1 - Quoted prices in active markets for identical asset or liability;

o Level 2 Those involving inputs other than quoted prices included in level 1 that are
observable for the asset or liability, either directly (as prices) or indirsetly (derived from
prices); and . _

«  Level 3 - Those with inputs for asset or liability that are not based on observable market date
{unobservable inputs).

When fair values of listed equity and debt securities as well as publicly traded derivatives at the
reporting date are based on quoted market prices or binding dealer price quotations without any
deduction for transaction costs, the instruments are included within level 1 of the hierarchy.

For all other financial instruments, fair value is determined using valuation technique. Valuation
techniques include net present value techniques, comparison tc similar instruments for which
market observeble prices exist, option pricing models and other relevent valuation model. For
these financial instruments, inputs into models are market observable end are therefore included

within level 2.
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Instruments incuded in level 3 include those for which there iz currently no active market,

Cash and Cash Equivalents
Cash includes cash on hand and with banls., Cash equivalents are short-feniz, highly liquid

investments that are readily convertible 1o known amounts of cash with original maturities of three
(3) months or less from the date of acquisition and that are subject to an nsignificant risk of change

in value.

Capital Stock
Common shares are classified as equity.

Tncremertal costs directly attributable to the issnance of new shares or options are shown in
consolidated statement of changes in equity as 2 deduction from proceeds. The excess of proceeds
from issuance of shares over par value of shares are credited to additional paid-in capital.

‘Where the Group purchases its own shares (treasury shares), the consideration paid including any
directly attributable incremental costs is deducted from equity attributable to the Parent Company’s
stockholders until the shares are cancelled, reissned or disposed of. Where such shares are
subsequently sold or reissued, any consideration received, net of any directly atiributable
incrementa] fransaction costs and the related income tax effects, is included in equity attributable to
the Parent Company’s stockholders.

Inventories
Toventaries are stated at the lower of cost or net realizable value (NRV). Cost is determined using

the moving average method. NRV is the replacement cost. F1 determining NRV, the Group
considers any adjustment necessary for obsolescence.

Property and BEquipment
Property and equipment, exoept land, are carried at cost less accumulated depletion and

depreciation and tmpairment in value, if any.

The jnitial cost of property and equipment comprises its purchase price, including import duties
and nonrefundable purchase taxes and any directly attributable costs of bringing the asset to its
working condition and location for its intended use. Such cost includes the cost of replacing part
of such property and equipment when that cost is incurred if the recognition criteria are met.
Expenditures incurred after the property and equipment have been put into operations, such as
repairs and maintenance, are normally charged to the statemerrt of comprehensive income in the
period when the costs are jncurred.

Borrowing costs that are directly attributable to the acquisition, construction or production of an
asset that necessarily takes a substantial period of time o get ready for its intended use or salo are
capitalized as part of the cost of the asset. All other borrowing costs are expensed in the period
they occur. Borrowing costs consist of interest and other costs that an entity incuts in connection

with the borrowing funds.

When a mine construction project moves into production stage, the capitalization of certain mine
construction costs ceases and costs are efther regarded as inventory or expensed, except for costs
which qualify for capitalization relating to mine site additions or improvements, mnderground
mine development or mineable reserve developmert. )
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Tn situations where it can be clearly demonstrated that the expenditures have resulted In an
increase in the fiture economic benefits expected 1o be obtained from the use of an itern of
property and equipment beyond its originally assessed standard of performance, the expenditures
are capitalized as additional costs of property and equipment. Major maintenance and major
overhaul costs that are capitalized as part of property anc equipment are Gepreciated on a straight-
line basis over the shorter of their sstimated nseful lives, typically the period until the next major
maintenance or inspection or the estimated useful life of the related property and equipment,

Land is recorded at cost Jess any impairment in value.

Depletion of mine and mining properties is computed based on ore exiraction over the estimated
volume of proved and probable ore reseives as estimated by the Group’s geclogist and certified by
an independent geologist. .

Depreciation is calculated using the straight-line method 1o allocate the cost of each asset less its
residnal value, if any, over its estimated usefbl Iife.

. Bstimated Useful
Type of Asset Life in Years
Wachinery and equipment - e e SR
Building and improvements 20
Furniture, office and other equipment : 5

The zssets’ residual values, if any, and useful lives and methods of depletion and depreciation are
reviewed and adjusted, if appropriate, at the reporting date. An asset’s carrying amount ig written
down immediately 1o its recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount.

Gains and losses en disposals are determined by comparing proceeds with carrying amount and
are included in the consolidated statement of comprehensive income.

Construction in-progress represents work under construction and is stated at cost. Construction in-
progress is not depreciated until such time that the relevant assets are completed and available for

Tse.

Mine Bxploration Costs . .
Pre-license costs ars expensed in the period in which they are incurred. Once the legal right to

explore has been acquired, exploration and evaluation expenditure is deferred as asset when firture
economic benefit is mare likely than not be realized. These costs include materials and fuels used,
surveying costs, drilling costs and payments made to contractors. The Group capitalizes any
Further evaluation costs incurred to exploration and evaluation assets up to the point when a
commercial reserve is established.

In evaluating if expenditures meet the eriteria to be capitalized, several different sources of
information are wilized, The information that is used o determine the probability of future
benefits depends on the extent of exploration and evalvation that has been performed.

Once commercial reserves are establisbed, exploration and evaluation assets are tested for
impairment and transferred to mine and mining preperties. No amortization is charged during the
exploration and evaluation phase. If the area is found to contain no commercial reserves, the

accumulated costs are expensed.
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Impairment of Nonfinancial Assets
Nonfinancial Receivables, Prepayments and Other Current Assets and Qther

Noncurrent Assets
The Company provides allowance for impairment losses on nonfinancial receivables,
prepayments and other current assets and other noncurrent assels when they can no longer be
realized. The amounts and timing of recorded expenses for any period would differ if the
Company made different judgments or utilized different estimates. An increase in allowance
for impairment losses would increase recorded expenses and decrease the nonfinancial assets.

Property and Equipment ‘

Property and Equipment are reviewed for impairment whenever eveuts or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. If any such
indication exists and where the carrying amount of an asset exceeds its recoverable amount, the
asset or cash-generating unit (CGU) is written down to its recoverable amount. The estimated
recoverable amomnt is the higher of an asset’s fair value less costs to gell and value in use. The
fair value less costs to sell is the amount obtainable from the sale of an asset in an arm’s-length
transaction less the costs of disposal 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 nsefal life, For an asset that does not generate largely independent cash inflows, the
recoverable amount is determined for the CGU to which the asset belongs. Impairment losses are
recognized in the consolidated statement of comprehensive income.

Recovery of impairment losses recognized i prior years is recorded when there is an indication
that the impairment losses recognized for the asset no longer exist or have decreased. The
recovery is recorded in the consolidated statement of comprehensive income. However, the
increased carrying amount of an asset due to arecovery of an impairment loss is recognized to the
extent that does not exceed the carrying amount that would have been determined (net of depletion

_ and depreciation) had no impairment loss been recognized for that asset in prior years.

Mine Explorarion Casts
An impairment review is performed, either individually or at the CGU level, when there are

indicators that the carrying amount of the assets may exceed their recoverable amonnts. To the
extent that this occurs, the excess is fully provided against, i the reporting period in which this is
determined. Exploration assets are reassessed on a regular basis and these costs are carried
forward provided that at least one of the following conditions is met;

e such costs are expected to be recouped in full through successful development and
exploration of the area of interest or alternatively, by its sale; or

s exploration and evaluation activities in the area of interest have not yet reached a stage which
permits areasonable assessment of the existence or otherwise of economically recoverable
reserves, and active and significant aperations in relation to the area are continuing, or
planned for the future.

Provisions

General

Provisions are recognized when (a) the Group has a-present abligation (legal and constructive) as a
result of a past event; {b) it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation; and (c) a reliable estimate can be made of the amount of
the obligation. If the effect of the time value of money is material, provisions are mads by
discounting the expected firture cash flows at a pre-tax rate that reflects current market assessment
of the time value of money and, where appropriate, the risks specific to the iiability.
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Where discounting is used, the increase in the provision due to the passage of time is recognized
as finance cost,

Where the Group expects a provision to be reimbursed, the reimbursement is recegnized as a
separate asset but only when the receipt of the reimbursement is virtually certain. The expense
relating to any provision is presented in the consolidated statement of comprehensive income, net

of any reimbursement.

Provision for Mine Rehabilitation and Deconumissioning

The Group records the present value of estimated costs of lega! and constructive obligations
required io restore operatmg locations in the period in which the obligation is inenrred, The nature
of these restoration activities includes dismantling and removing structures, rehabilitating mines
and tailing dams dismantling operating facilities, closure of plant and waste sites, and restoration,

reclamation and re-vegetation of affected areas.

The obligation generally arises when the asset is installed or the ground/environment is disturbed
at the production location. When the Jiability is initially recognized, the present value of the
estimated cost is capifalized by increasing the carrving amount of the related mining assets to the
extent that it was incurred prior to the production of the related ore. Over time, the discounted

Tiability is increased for the change-in the present value hased on the discount rates that reflect. ..o

current market assessments and the risks specific to the Tiability.

The perjodic inwinding of the discount is recognized in the consolidated statement of
comprehensive income as a finance cost. Additional disturbances or changes in rehabilitation
costs will be recognized as additions or charges to the corresponding assets and rehabilitation

liability when they ocour.

For closed sites, changes to estimated costs are recognized immediately in the conselidated
statement of comprehensive income.

Environmental funds committed for use in satisfying environmenta) obligations are jncluded
within “Other noncurrent assets” in the consclidated statement of financial position.

Revenue Recognition . .
Revenne is recognized to the extent that it is probable that the economic benefits associated with the |

{ransaction will flow to the Group and the amount of revenue can be relizbly measured. The
following specific recognition criteria must also be met before revenue is recognized:

Interest Income
Tnterest income is recognized as it accrues nsing FIR method,

Other Income
Other income 5 recognized when earned.

Costs and Fxpenses
Cost and expenses are decreases in economic benefits during the accounting period in the form of

outflows or decrease of assets or incurrence of Iiabilities that result in decreases in equity, other
{han those relating to distributions to equity participants. Administrative and overhead costs are
generally recognized when the service is used or the expense arises.
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Emplovee Benefits

Retirement Obligations

Retirement cost and obligation are computed in accordance with Republic Act (RA) No.7641,
Retirement Pay Law, which is similar to that computed under a defined benefit pension plan. A
defined benefit plan is a retirement plan that defines an amount of pension benefit that an employee
will receive on retirement, nsually dependent on certain factors such as age, years of credited service

and salary.

The liahility recognized in the consolidated statement of financial position in respect of defined
benefit retirement plan is the present vatue of the defined benafit obligation at the reporting date,
together with any adjustments for unrecognized gains or losses and past service costs. The present
value of the defined benefit obligation is determined by discounting the estimated future cash
outflows nsing the interest rates of government bonds that are denominated in the currency in
which the benefits will be paid and that have terms to maturity which approximates the terms of
the related pension liability. The defined benefit obligation is caleulated on a regular periodic
basis by an independent actuary using the projected it credit cost method., -

Cumulative actuarial gajns and losses arising from experience adjustments and changes in
actuarial assumptions in excess of 10% of the defined benefit obligation are spread to income over
the employees® expected average remaining working lives.

Past service costs are recognized immediately in income, unless the changes to the retirement plan
are conditional an the employees remaining in service for a specified period of time (the vesting
period). In this case, the past service costs ere amortized on a siraighi-line basis over the vesting

period.

Termination Benefils
Termination benefits are payable when employmert is terminated before the normal retivement dats

or when an employee accepts voluntary redumdancy in exchange for these benefits. The Group
recogmizes termination benefits when it is demonstrably committed to either: terminating the
employment of current employees according to a detailed formal plan without possibility of
withdrawal; or providing termination benefits es a result of an offer made to encourage voluntary
redundancy. Benefits falling due more than twelve ( 12) months after reporting date are discounted
to present value,

Share-based Payment Transactions .
The officers and employees of the Group receive remuneration in the form of share-based

payments, whereby employees render services as consideration for squity instruments (equity-
settled transactions). '

The cost of equity-settled transactions is recognized, to gether with a corresponding increase in
equity, over the period in which the service conditions ars fulfilled ending on the date on which
fhe relevant employees become fully entitled to the award (“the vesting date’™). The cumulative
expense recogpized for equity-settied transactions at each reporting period until the vesting date
reflects the extent to which the vesting period has expired and the Parent Company’s best estimate
of the number of equity instraments that will ultimately vest,

No expense is recognized for awards that do not ultmately vest.

Where the terms of an equity-settled transaction award are modified, the minimum expense
recognized is the expense as if the terms had not been madified, if the original terms of the award
are met. An additional expense is recognized for any modification that increases the total fair
value of the share-based payment transaction, or is ctherwise beneficial to the employee as
measured at the date of modification.
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Where an equity-settled award is cancelled, it is treated as if it vested on the date of cancellation,
and any expense not yet recognized for the award is recognized immediately. However, if a new
award is substituied for the cancelled award, and designated as a replacement award on the date
that it is granted, the cancelled and new awards are treated as if they were a modification of the

original award, as described in the previous paragraph.

The dilutive effect of outsianding stock options is reflected as additional share dilution in the
computation of diluted earnings per share in 2011. The stock options were excluded from the
computation of diluted earnings per share in 2010 and 2009 becanse the effect was antidilutive

(see Note 20).

Foreigp Currency Transactions
Transactions in foreign currencies are recorded using the exchange rate at the date of the

franzaction. Monetary assets and liabilities denominated in foreign currencies are restated using
the closing rate at the reporting date. Foreign exchange differences between rate at fransaction
date and rate at settlement date or at each reporting date are credited to or charged against current
operations. Tax charges and credits atiribuiable 1o exchange differences on those monetary items

are also recorded in equity.

Income Taxes

Current Income Tax : - : : R
Current income tax assets and liabilities for the current and prior periods are measured at the

amount expected to be recovered from or paid to the taxation authority. The tax rates and tax laws
used to compute the amount are those that have been enacted or substantively enacted asat

reporting date.

Deferred Income Tt _
Deferred income tax is provided, using the lability methed, on all temporary differences at the

reporting date between the tax bases of assets and abilities and their carrying amounts for
financial reporting purposes. .

Deferred income fax liabilities are recognized for all texable temporary differences, except:

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

»  inrespect of taxable temporary differences associated with investments in foreign
subsidieries and interests in joint ventures, where the timing of the reversal of the temporary
differences can be controlled and it is probable that the temporary differences will not reverse

in the foreseeahle foture.

Deferred income tax assets are recognized for all deductible temporary differences, carryforward
benefits of unused tax credits and unused net operating loss carryover (NOLCO) to the extent that
it is probable that taxable income will be available against which the deductible temporary
diflerences and carryforward benefits of unused tax credits and naused NOLCO can be utilized

except:

e where the deferred income tax asset relating to the deduciible temporary difference arises
from the injtial recognition of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the ascounting ineome nor

texable income or loss; and
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» in respect of deductible temporary differences associated with investments in foreign
subsidiaries and interests in joint ventures, deferred income tax assets are recognized only to
the extent thet it is probable that the temporary differences will reverse in the foreseeable
firture and sufficient taxable income will be available against which the temporary
differences can be utilized.

The carrying amount of deferred income tax assets is reviewsd at each reporting date and reduced
to the extent that it is no Jonger probable that sufficient taxable income will be available to allow
all or part of the deferred income tax asset to be ytilized. Unrecognized deferred income tax asscts
are reassessed at reporting date and are recognized to the extert that it has become probable that
future taxable income will allow the deferred income tax asset o be recoversd.

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

Deferred income tax, relating to items outside the consolidated staternent of comprehensive income,
arc recognized in correlation to the underlying transaction, either in other comprehensive income or

directly in equity.

Deferred income tax assets and deferred income tax lisbilitics are offset, if a legally enforceable right
exists to set off current tax agsets against current income tax labilities and the deferred income taxes
relate to the same taxable entity and the same taxable authority.

Earmnings (Loss) Per Share

Basic earnings (loss) per share amounts are caloulated by dividing the net income (loss)
attributable to ordinary equity holders of the Parent Company by the weighted average number of
ordinary shares outstanding, adjusted for any stock dividends declared during the year.

Diluted earnings (loss) per share amounts are calcolated by dividing the net income (loss)
attributable to ordinary equity holders of the Parent Company by the weighted average number of
ordinary shares outstanding, adjusted for any stock dividends declared during the year plus
weighted average number of ordinary shares that would be issued on the conversion of 21l the

dilutive ordinary shares into ordinary shares.

Dividend Distribution _
Dividend distribution 1o the Parent Company’s stockholders is recognized as a liability in the
consolidated financial statements i the period in which the dividends are approved or declared by

the BOD.

Continpencies
Contingent Habilities are not recognized in the consolidated financial statements, These are

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

Events After the Reporting Period

Post year-end events that provide additional information about the Group’s position at the end of
the reporting period (adjusting events) are reflected in the consolidated financial statetnents. Post
year-end events that are not adjusting events are diselosed in the notes to consolidated financial

statements when material.
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Segment Reporting .
A buginess segment js a group of assets and operations engaged in providing products or services

that are subject to risks and returns that are different from those of other business segments. A
ceographical segment is engaged in providing products or services within a particular economic
environment that s subject to risks and returns that are different from those of segments operating in
other economic environments, The Group has anly one business and gecgraphical segmnent.

Summary of Significant Accounting Judgments, LEstimates and Assumptions

"The preparation of the consolidated financial statements in accordance with PFRS requires
menagement to make judgments, estimates and assumptions that affect amounts reported in the
consolidated financial statements and related notes. The estimates and assumptions used in the
consolidated financial statements are based upon management’s evaluation of relevant facts and
circumstances £s at the date of the consolidated financial statements, Future events may occur
which will cause the assumptions used jn ariving at the estimates to change. The effects of any
change in estimates are reflected in the censolidated financial statements as they become |
reasonably determinable. Actual results could differ from such estimates.

Judgments

In the process of zpplying the Group’s accounting policies, management has made the Following ..o e

judgments, apart from those involving estimations, which bave the most significant effect on the
amonnts recagnized in the consolidated financial staternents. However, uncertainty about these
assumptions and estimates could result in ontcomes that require a material adjustment to the
carrying amount of the asset or lizbility affected in future periods.

Determining Functional Currency
Based on the economic substance of the anderlying circumstances relevant to the Group, the

functional curreney of the Parent Company and the Subsidiary has Deen determined to be the
Philippine peso. The Philippine peso is the currency of the primary economic environment in
which the Parent Company and the Subsidiary operate. Tt is the currency that mainly influences
the revennes and expenses of the Parent Company and the Subsidiary.

The functional cinreney of the Group hes been determined by the management based on the
cwrency that most faithfnlly represents the primary economic environment in which the individual
company operates and it is the currency that mainly influences the underlying transactions, evenis
and conditions relevant to the individual companies within the Group.

Classification of Finemcial Instruments

The Group classifies a financial instrument, or its component parts, on initial reco guition as a
financial asset, a financial Jliability or an equity instrument in accordance with the substance of the
contractual agreement and the definitions of a financial asset, a financial lability or an equity
instrument. The substance of the financial instrument, rather than its legal form, governs its
classification in the statements of financial position.

The Group classified its equity investments as ATS, since it were purchased not for the purpose of
selling and repurchasing in the near term. These are held indefinitely and may be sold in response 10
liquidity requirements or changes in market canditions. The Group does not intend to dispose the
investments within twelve (12) months from the reporting date.
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Estimates and Assumptions
"The key estimates and assumptions concemning the future and other key sources of estimation

uncertaindy as at the reporting date, that have the most significant risk of cansing & material
adjustment to the carrying amounts of assets within the next financial year are as follows:

Estimating Allowances for Impairment Losses on Receivables

The provision for impairment losses on receivables is based on the Group’s assessment of the
coliectibility of payments from employees and other third parties. This assessment requires
judgment regarding the outcome of disputes and the ability of each of the debtors to pay the
amounts owed to the Group. The Group assesses individually the receivabie based on factors that
affect the collectibility of the receivables, such as the length of the relationship of the Group with
the debtor, the historical payment behavior, a review of the age and status of its receivable, the
probability of insolvency of the counterparty, as well as its significant financial difficulties.

In addition to specific allowance against individually significant loans and recetvables, the Group
also makes a collective impairment allowance against exposures which, although not specifically
identified as requiring a specific allowance, have a greater risk of default than when originally

granted, This collective allowance is based on any deterjoration in the Group’s assessment of the

accounts sinee their inception.

The Group assessments take into consideration factors such as any deterioration in country 1isk,
industry, and technological obsolescence, a8 well as identified structural weaknesses or
deterioration in cash flows. Tn 2011 and 2010, the Group used specific impairment an its loans
and recejvables. The Group did not assess its Joans and receivables for collective impairment due
io the few counterparties which can be specifically identified.

Ag at December 31, 2011 and 2010, the Group has receivables of 235,864,957 and P485,687,
respectively, net of allowance for impajrment losses of 573,807 as of those dates (see Note 5).

Estimating Allowance for Inventory Obsolescence

Mill materials, hardware and other supplies, which are used in the Group’s operations, are stated at
the lower of cost or NRV. Allowance dus to obsolescence is established when there are evidences
that the equipment where the parts and supplies originally purchased is no longer in service.
Tnventories which are nonmoving or have become unysable are priced at their recoverable amount.

Tnventories, 2t lower of cost or NRV, amounted to P22,764,840 and B28,165,394 as at
December 31, 2011 and 2010, respectively, net of allowance for inventory obsolescence of
$49,111,896 and 841,643,581 as at December 31, 2011 and 2010, respectively (see Note 6).

Estimeting Impairment of AFS Investments

The Group treats AFS investments as impaired when there has been a significant or prolonged
decline in the fair value below its cost or where ather objective evidence of impairment exists.

The determination of what is “significant” or “prolonged” requires judgment. In addition, the
Group evaluates other factors, including normal voletility in share price for quoted equities and the
future cash flows and the discount factors for unquoted equities, ‘Significant’ is evalnated against
the original cost of the investment and ‘prolonged” against the period in which the fair value has

been below its original cost,
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The carrying amounts of AFS Investments amounted 1o 109,598,500 and £7,500,000 as at
December 31, 2011 and 2010, respectively (see Note 8). The change in the fair value of AFS
investments is recognized in other comprebensive income and is accumulated in the equity section
of the consolidated statements of financial position imder “Cumulative chenges in fair value of |
APS investments®, As at December 31,2011 and 2010, the cumulative changes in fair value of
AFS investments amounted to B42,056,508 and nil, respectively.

Estimating Impairment Losses onl Nonfinancial Receivables, Prepayments and Other Current and
Other Noncurrent Assels
Assets are reviewed and tested whenever there is an indication of impairment and are reassessed at
teast each reporting date. Factors such as si gnificant underperformance of an asset relative to
expected historical or projected furture operating results, signifieant changes in the manner of use
of the acquired assets, or significant negative industry or economic trends are considered by the
Group in assessing whether there is an indication that an asset’s carrying amount may exceed its
recoverable amonnt. There were no provision for impairment Josses recognized jn 2011 and 2010.
As at Decerber 31, 2011 and 2010, the carrying value of nenfinancial receivables, prepayments
and other current and other noncurrent assets amounted to R63,939,446 and £35,266,800, as at

December 31, 2011 and 2010, respectively.

Estimating Useful Lives of Property and Equipment L o
Rstimated vseful lives of the property and equipment are determined based on the assessment by the
end user and the parameters of usage indicated in the Group’s manual. The Group estimates the
usefnl lves of property and equipment based on the period over which assets are expected to be
available for uge. The estimated useful lives of property and equipment are reviewed periodically
and are updated if expectations differ from previous estimates due to physical weer and tear,
technical or commercial obsolescence and legal or other limits on the use of ths assets. In
addition, the estimation of the useful lives of property and equipment is based on coliective
agsessment of internal technical evaluation and expenence with similar assets. It is possible,
however, that futre results of operations could be materially affected by changes in estimates
brought about by changes in factors mentioned above. The amounts and timing of recorded
expenses for any period would be affected by changes in these factors and circumstances.

As at December 31, 2011 and 2010, the net book values of the property and equipiment, except land,
amounted to 82,031,713,931 and P1,674,774,629, respectively (see Nate 9).

Estimating Impairment of Property and Eguipment

The Gronp assesses impairment on property and equipment whenever events or changes in
circurnstances indicate that the carrying amount of an asset may not be recoverable. The factors
{hat the Group considers important which could trigger an impairment review include the

following:

»  Significant underperformance relative to expected historical or projected future operating
results;

e«  Significant changes in the manner of use of the acquired assets or the sirategy for overall
business; and

+  Significant negative industry or econ omic trends.
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In determining the present value of estimated future cash flows expected to be generated from the
continued nse of the assets, the Group is required to male estimates and assumptions that can
materially affect the consolidated financial staternents. These essets are reviewed for impairment
whenever cvents or changes in circumstances indicate that the carrying amount may not be
recovergble. An impairment loss would be recognized whenever evidence exists that the carrying
value is not recoverable, For purposes of'assessing impairment, assets are grouped at the lowast
Jevals for which there are separately identifiable cash flows.

An impairment loss is recognized and charged to the consolidated statement of comprebensive
income if the recoverable amount is less than the carrying amount. The estimated recoverable
amount of the asset i the higher of an asset’s fair value Jess costs to sell and value in use. Fair
value less costs (o sefl is determined as the amount that would be obtained from the sale of the
agset in an arm’s-length transaction less the costs of disposal 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,

The aggregate net book values of property and equipment amounted to 2,03 8,084,644 and
P1,682,045,342 as at December 31, 2011 and 2010, respectively, net of allowance for impairment
losses of £143,272,443 (see Note 9). No provision for impairment loss was recognized in 2011 and

2010,

Estimating Recoverability of Mine Exploration Costs

Mineral property acquisition costs are capitalized until the viability of the minera] interest is
determined. Exploration, evaluation and pre-feasibility costs are charged to operations urti] such
fime as it hras been determined that a property has economically recoverzble reserves, in which
case subsequent exploration costs and the costs imeurred to develop a property are capitalized. The
Group reviews the carrying values of its mineral property interests whenever events or changes in
circumstances indicate that their carrying values may exceed their estimated net recoverable
amounts. Mine exploration costs amounted to 82,664,201, net of allowance for impairment loss of

£02,028,090 as at December 31, 2011 anid 2010 (see Note 10).

Estimating Mineral Reserves and Resources .

Mineral reserves and resources estimates for development projects are, to a large extent, hased on
the interpretation of geological data obtained from drill holes and other sampling techniques and
feasibility studies which derive estimates of costs based npon anticipated tonnage and grades of
ores o be mined and processed, the configuration of the ore body, expected recovery rates from
the ore, estimated operating costs, estimated climatic conditions and other factors. Proven
reserves estimates are atirfbuted to future development projects only where there is 2 significant
commmitment to project funding and extraction and for which applicable governmental and
regulatery approvals have been secured or are reasonably certain to be secured. All proven
reserve estimates are subject to revision either upward or downward, based on new informetion,
such as from block grading and production activitics or from changes in economic factors
including product prices, contract terms or development plans. .

Estimatss of reserves for undeveloped or partially developed areas are subject fo greater
uncertainty over their fiuture life than estimates of reserves for arcas that are substantially
developed and depleted, As an area goes into production, the amount of proven reserves will be
gubject to firture revision once additicnal information becomes available. As those areas are
further developed, new information may lead to revisions.
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The estimated recoverable reserves are used in the calculation of depreciation, amortization and
testing for impainment, the assessment of life of mine, stripping ratios and forecasting the timing
of the payment of provision for mine rebabilitation and decommissioning.

As at December 31, 2011 and 2010, mine and mining properties included in property and
equipment eccount amounted to B1,945,564,896 and R1,634,628,138, respectively (see Note 9.

Estimating Realizability of Deferred Income Tox Assels

The Group reviews the carrying amounts of deferred income tax assets at the reporting date and
_ reduces the amounts to the extent that it is no longer probable thet sufficient tasxtable income will
be available to allow ail or part of the deferred income tax assets to be utilized.

The Group has recognized deferred income tax assets amounting to 263,304,856 and R60,245,574
as at December 31, 2011 and 2010, respectively. No deferred jncorne tax assets were recognized for
temporary differences amounting to $153,527,993 and 2152, 107,850 as at December 31, 2011 and
2010, respectively, since management ‘believes that there is no assurance that the Group will
generate sufficient taxable income to allow all or part of its deferred income tax assets fo be

wtilized (see Note 18).

Estimating Provisionfor Mine Rehabilitation and Decommissioning .. i

]

The ultimate cost of mine rehabilitation and decommissioning is uncertain and cost estimates can
yary in response to many factors including changes to the relevant legal requirements, the
emergence of new restoration technigues or experience. The expected timing of exp enditure can
also change, for example in response to changes in ore 1E3eTVES OF production rates. Asa result,
there could be significant adjustments to the provision for mine rehabilitetion and
decommissioning, which would affect firtnre financial results.

The provision for mine rehabilitation and decommissioning costs is based cn estimated future
costs using information available at the reporting date. To the extent the actual costs differ from
these estimates, adjustments will be recorded and the parent company statement of comprehensive
income may be impacted. Asat December 31, 2011 and 2010, the Parent Company is in the

process of evaluating, as such, no provision for mine rehahilitation and decommissioning was
recorded (see Note 16).

Determining Retirement Benefit Cost
The determination of the Group’s obligation and cost for retirement and ofher retirement benefits

js dependent on the selection of certain assumptions used by actuaries in caleunlating such amounts.
These assumptions are described in Note 17 10 the consolidated financial statements.

Retirement benefit obligation amounted to 29,549,645 and R7,679,701 as at December 31,2011
and 2010, respectively (see Note 17.

Estimating Fair Volues of Financial Asseis and Liabilities _

PFRS requires that certain financial assets and liabilities be carried at fair value, which requires
#e use of accounting judgment and estimates. While significant components of fair value
measurement are determined using verifiable ohjective evidence (e.g. foreign exchange rates,
interest rates, volatility rates), the timing and amount of changes in fair vatee would differ with the
valuation methodology used. Any change in the fair value of these financial assets and Tiabilities
would directly affect the consolidated statement of comprehensive income. Fair yalue of financial
assets ag at December 31, 2011 and 2010 amounted to 640,749,009 and £16,931,379,
respectively. Fair value of financial liabilities as at December 31, 2011 and 2010 amounted to
B162,629,42] and £176,074,126, respectively (sse Note 23).
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Estimating Contingencies

The Group evaluates legal and administrative proceedings to which it is involved beased on

analysis of potential results. Menagement and its Jegal counsels do not believe that any current
proceedings will have material adverse effects on its financial position and results of operations. It
iz possible, however, that future results of operations could be materially affected by changes in
the estimates or in the effectiveness of strategies relating to these proceedings (see Note 22).

Cash and Cash Equjvalents

' 2011 2010

Cash on hand and with banks - ' $249,752,972, £7,145,383
Cash squivalents 277,553,909 -
P527,306,881 £7.145,383

Cash with banks earn interest at the respective bank deposit rates. Cash equivalents are short-term
deposits, which are made for varying periods up to three (3} months or less depending on the
immediate cash requirements of the Group. The effective annua) interest rate on cash equivalents,
which have an average maturity of 29 days, ranges from 4.50% 10 4,75% in 2011,

Interest income earned from cash and cash equivalents amounted to 12,420,870, 654,274 and
£7,880 in 2011, 2010 and 2009, respectively.

Recesivables
: 2011 2010
Stocl options receivables (Note 21) £4,840,000 P
Nontrade 1,294,782 626,437
Advances to officers and employees 304,072 433,147
: 6,438,854 - 1,055,584
T ess allowance for impainuent losses 573,897 573,897
' . B5,864,057 P485,687

Stock options receivables are nonimterest bearing receivables from employess in respect of stock
options exercise under a share-based plan. These are generally collectible on demand based from

the Company’s experience (ses Note 21).

Nontrade recejvables are noninterest bearing with no fixed maturities and are generally collectible
on demand.

Advanees 1o officers and employees are noninterest bearing and are generally subject to
liguidation. :

Based on the assessment done by the management, the Group recognized an allowance for
specifically identified accounts gmounting to £573,897 as at December 31, 2011 and 2010,
Allowance for impairment losses on nontrade receivables and advences to officers and employees
amounted to 560,506 and B4,391, respectively, as at Deoember 31, 2611 and 2010,
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The following table shows the aging of receivables that are past due as at December 31, 2011 and

2010 but are not considered impaired.

Past due but not impaired

Less than 30 1o 60 61 to 20 Over 90
_ Toial 30 days days days days
2011 ‘
Nonirade R725276 R171,254 2,000  B210,000 $342,022
Advances to officers and
employees 299,681 112,437 54,338 55,859 77,047
1,024,957  P283.691 56,338 P265,859 R419,069
Past due but not impaired
' Tessihan  30tc 60  61to 90 Over 50
2010 L Total 30 days days days days
Nontrade ‘ ‘ 56,931 o P8O0 B25,000  R31,131
Advenoes to officers and '
employess 428,756 169,144 87,637 3473 168,502
' 2485687 P169,144 - PBB,437 228,473
Inventories
2011 2010
AtNRV: '
Mill materials, hardware and other supplies $3,304,379 £8,743,123
Atcost:
Machinery and awtomotive parts 19,572,548 19,340,290
Tuzl, oil and hubricants 87,912 81,581
: 19,460,461 19,422.271
222 764,840 228,165,304

Cost of mill materials, hardware and other supplies amonnted to 52,416,275 and 85 0,386,704 as at
December 31, 2011 and 2010, respectively. The allowance for inventory obselescence on mill
meterials, hardware and other supplies amounted to P49,111,866 and 41,643,581 asat '

December 31,2011 and 2010, respectively.

Movements of allowance for inventory obsolescence in 2011 and 2010 are as fo]loﬁrs:

2011 2010
Beginning balances RA41,643,581 241,600,380
Provision for impairment loss (Note 14) 7,501,885 43,201
Reversal s (123,570) —
Ending balances £40,111,896 241,643,581

(ALY
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7. Prepayments and Other Current Assets

2011 2010
Tnput value-added taxes (VAT) P47,490,832 27,811,269
Prepaid royalties 4,148,159 4,136,879
WMiscellaneous deposits 1,436.286 2,229,065

P53,075277 £34,177,213

Tnput VAT represents VAT paid on purchases of goods.and services which can be recovered as
tax credit against future tax liability of the Parent Company upen approval by the Philippine
Burean of Internal Revenne (BIR). Prepaid royalties are adyance payments to landowners while
miscelianecus deposits are advance payments made to suppliers of services.

8, AJFS Investments

2011 2010

Quoted instruments £102,098,500 B
Unguoted instrumesits 7,500,000 7,500,000
£109,598.500 £7,500,000

Quoted equity instruments, which are investments in listed shares, are carried at fair market value
as at roporting date, Unguoted equity instruments, which pertains to investments in a private
compeny, have no fixed maturity date or coupon rate and are carried at cost since fair values of
these investments cannot be reliably determined as they have no available bid price.

As at December 31, 2011, the Group has no intention to dispose its quoted and unguoted equity
ghares within the next year.

Movement of AFS investments in 2011 is as follows:

Balance at beginning of year- 27,500,000
Additions 60,041,992
Change in fair value of AFS Investments 42,056,508
Ralance at end of year ' 2109,598,500

The unrealized gain on the movement in fair value of these investments amounting to _
P42,056,508 and nil as at December 31, 2011 and 2010, respectively, are recognized in other
comprehensive income and accumulated as a separate component in the consoclidated statements of

changes in equity.

(RO AC R
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10. Mine Exploration Costs

Mine exploration costs amounted to £2,664,201, net of allowance for impairment amounting to
B92,028,090 as at December 31, 2011 amd 2010, No movement was recognized in the aceount in
2011.

11,

Other Noncurrent Asseis

2011 2010
Environmental fand ' £5,563,735 B5,113,856
Miscellaneous deposits 1,682,066 -
Advances 1o landowners 1,571,141 1,750,141
Tdle and other assets, net of accumulated
amortization of £32,413,431 and allowance
for impairment losses of 7,640,740, as at
Decsmber 31, 2011 and 2010 25,899 25,899
" P8.842,841 P6,889,806'

On November 13, 1998, the Parent Company entered into a sgparate Memorandum of Agreement
with the Office of Municipal Mayor and Sangguniang Bayan of Placer, Surigao del Norte, DENR.
and Mines and Geosciences Burean (MGB). Under the agreement, the Parent Company is
mandated to establish and maintain a Monitoring Trust Fund and a Mine Rehabilitation Fund
(MRT) amounting to #5,150,000. The funds are to be used for physical and social rehabilitation,
reforestation and restoration of areas and communities affected by mining activities, for pollution
control, slope stabilization and integrated community development. The environmental fund to be
maintained by the Group in a mutually acceptable bank is subject to annual review of the MRF
committee, The fumds earn interest based on the prevailing market rate,

Miscellaneous deposits pertain o advances made to local government agencies for pending project
agreements. Advances to landowners pertain to advances made to certain landowners for future
purchases of parcels of Jand. The same will be deducted from the total acquisition cost of parcels

of land purchased in the future.

12. Accounts Payable and Accrued Expenses

' 2011 2010
Accounts payable _ 133,801,381  B135,953,562
Due 1o related parties (see Note 13 10,395,877 21,395,325
Accrued payroll 9,693,700 6,564,142
Accmed taxes ' ‘ 3,250,460 4,042,451
Tnclaimed dividends , 573,097 573,097
Ofher lisbilities 7,779,198 10,928,834

R165,583,713 B179,461,411

Other liabilities pertain to the Group's payable to various regulatory agencies.

T e
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Terms and canditions of the aforementioned liabilities are as follows:

¢  Accounts payables and due io related parties are noninterest bearing and are normally settled
on thirty (30) days’ terms.

o Accrued payroll are normally payable in thirty (30) days.
Accrued taxes are payable within ninety (90) day’s term.
Other liabilities are noninterest bearing and have an average term of one (1) - three 3)
months,

13. Related Party Disclosures

Related parties are those with the ability to control, directly, or indirectly, through one or mare
iptermediaries, the Group or exercise significant influence over the Group in making financial and
operating decisions. Related party relationships also exist between and/or among entities, which
are under commeon contro} with the reporting enterprises and its key management personnel,
directors, or its shareholders. -

The Parent Company, in the normal course of business, enters into transactions with related
parties. - . .

The consolidated statements of financial pbsition include the following liabilities resuiting from
the above transactions with related parties:

Due to
Nontrade Related
Relationship . Year Payables Parties
LCMC Under common cwnership 2011 B1,964,091 -
2010  B1,180,648 -

Diamond Drilling Corporation
of the Philippines (DDCP) Under cornmon ownership 2011 — P1D0,395,877
. : 2010 —  P21,399,325
Total 2011 . £1,964,091  P10,395,877
Total 2010 21,180,648 $21,398,325

The above outstanding balances with related parties are mmsecured, interest-free and will be settled
in cash. Thers have been no guarantees provided or received for any related party receivables or

payables.

»  LCMC, holds a 19.60% equity interest in the Parent Company. It provided cash advances
and paid expenses on behalf of the Parent Company. In 2011 and 2010, the Parent Company
partially paid these advances to LCMC. The outstanding balance of #1,964,051 and
21,180,648 as at December 31, 2011 and 2010, respectively, is due and demandable.

»  Tnthe normel course of I:msiness, DDCP, 2 wholly-owned subsidiary of LCMC, provides
various drilling and heuling services to the Parent Company.

Total compensation of the Group’s key management pérsonne] in 2011, 2010 and 2009, which
pertains ta short-term benefits, amounted 1o B468,950, £475,950 and 2468,950, respectively.
There were no post-employments benefits for the Group®s key management personnel in 2011,

2010 and 2009.
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14. Administration and Overhead Costs

2011 2010 2009

Provision for inventory obsolescence
{see Note ) : £7,591,885 B43,201 24,430,207
Depreciation (see Note 9) 4,252,849 4,114,645 4,106,140
Retirement benefit cost (see Note 17) 2,613,940 1,251,435 989,253
Salaries, allowances and other benefits 1.411,711 969,791 604,871
Membership fees and dues - 638,000 101,000 ) —-
Outside services 589,656 856,717 965,855
Listing fees 463,524 465,321 271,200
Transportation and travel 453,702 310,516 62,446
Annual stockholders’ meeting 238,880 316,287 161,982
Medical reimbursements 208,258 119,106 53,738
Repairs and maintenance 148,895 179,511 68,478
Communication, postage and telephone 106,147 136,803 - 94,058
Representation and entertainment 103,050 75,349 17,925
Taxes and licenses 62,192 36,165 2,806,979

Provision for impajrment Josses on

receivables - - 67,596
Other charges 833,799 T 540,245 331,022

£19,716.488 B0 516,002  R15,031.750

Other charges pertain fo various expenses such as printing charges and donations to a charitable
institution.

15, Other Income (Losses)

2011 2010 2009
Dividend income ' 350 350 B
Loss on sale of AFS investrnents - - {3,380,408)
Unrealized foreign exchange losses — (8,217 {3,791)

B350 (B7,867) {B3,384,197)

16. Provision for Mine Rehabilitation and Decomimnissioning

DENR. Administrative Order (DAO) No. 2007-26, which was published in the Philippine Star on
Auvgust 9, 2007 and took effect 15 days thereafier, was released by the DENR, amending Section 2
of DAO 2005-7 and requires Contractors with approved Enviropmental Protection and
Enhancement Programs to snbmit the Final Mine Rehabilitation and Decominissioning Plan
(FMR/DP) for review by the MRE Committee and approval by the Contingent Liability and
Rehabilitation Fund Steering Committee before December 31, 2007,

As at December 31, 2011, the Group is still in the process of evaluating the timing and amount of
estimated cash flows relating to the mine rehabilitation and decommissioning costs. Once the
Group has been able to complete and submit to MGB its FMR/DP, it will provide the necessary
acernal for mine rehabilitation and decommissioning.
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17. Retirement Benefit Costs

defined retirement benefit plan covering substantially all
dent on the years of service and the respective employee’s
jgation is determined vsing the
curizilment or settlement in

- The Parent Company has an unfunded
regular employees. Benefits are depen
compensation. The defined unfunded retirement benefit plan cbl
projected unit credit method. There was no planned terminaticn,
2011, 2010 and 2009,

The amounts of retirement benefit costs recognized in the consolidated statements of
comprehensive income under administration and averhead costs are determined as Tollows:

; 2011 2010 2009
‘ Churrent service costs $872,091 P580,597 P477,224
Interest costs 1,184,742 670,838 512,069

Net actuarial loss recognized 557,107 — -

' £2.613,940 B1 251,435 $080,203

The amounis of retirement benefit obligation recognized in the consolidated statements of
financial position are determined as follows:

g T
Present value of defined benefit obligation P15,416,912 214,104,071
Actuarial losses not recognized (5,867.263) (6,424,370)
20,549,649 27,679,701
Changes in the present value of the unfunded retirement benefit obligation are determined as
foliows:
7 2011 2010
Balances at beginning of year P14,104,071 $7,136,576
Interest costs 1,184,742 670,838
Current service cost 872,091 580,597
Benefits paid (743,992) -
Actarial loss - 5,716,060
Ralances at end of year £15.416,912 214,104,071

statements of financial position are as follows:

Movements in the unfunded retirement benefit obligation recognized in the consolidated

: 2011 2010
Balances at beginning of year B7,679,701 R6,428,266
Expense recognized for the year 2,613,940 1,251,435
Benefits paid during the year {743,592) —
Balances at end of year £9,549,649 R7,679,701

The principal assumptions used in determining retirement benefit plan obligations are as follows:

. 2011 2010
Discount rate 8.40% 8.40%
Salary increase raie . 10% 10%
Expected remaining working lives of employees 0 vears 9 years
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Amounts Tor the current and previous four years aré as follows:

2011 2010 2009

2008

200

7

Defined benefit obligation ~ #15,416,912 B14,104,071 B7,136,576
Experience adjustments on

plan linbilities — 3,320,204 -

1,626,083

P6,147,283 24,522,517

18. Income Taxes

The provision for current income iax in 2011 is from the minimum corperate income tax (MCIT)

of the Parent Company amounting to £178,361. No provision for current income tax was

recognized in 2010 and 2009, since it is in a net taxable loss position.

A reconciliation of income tax applicable to income loss before income tax at the statutory income
tax rates to benefit from income tax shown in the consolidated statements of comprehensive

income follows:

2011 2010 2009.
Income tax at stattory tax rates P494,245 (22,660,906) (B5,522,432)
Additions to (reductions in)
income tax resulting from:
Tnterest income subjected to
final tax (3,726,261} (196,282) (2,364)
Change in unrecognized '
deferred income taxes 327,698 (4,258,407) 2,169,069
Nondeductible expenses 30,215 31,424 1,637,461
Dividend exempt from income
tax (105) (105) -
Expired MCIT - 6,734,557 —
(122,873,508) (8389,719) (B1,518,2606)

The components of the net deferred income tax. liability as 2t December 31 are as follows:

2011 2010
Deferred income tax assets; '
Allowances for:
Impairment losses an property and ,
equipment and idle assets P45,273,955 45,273,955
Inventory obsolescence 14,770,640 12,493,074
Impairment losses on reteivables 172,169 . 172,169
Retirement benefit obligation 3,088,002 2,303,911
__ Unrealized foreign exchanpe loss - 2,465
63,304,856 60,245,574
Deferred incame tax liabilities: '
Excess of allowable depletion over
depletion per books 129,865,526 129,865,526
Unrealized foreign exchange gain 7,413 -
129,872,939 129,865,526
Deferred income tax Habilities - net P66,568,083 P69,619,052
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Deferred income tax liability is mainly provided on taxable temporary differences arising on the
Gifference between allowed depletion under Presidential Decres 1353 and normal depletion.

The following are the movements in the Group’s NOLCO for the years ended December 31:

2011 2010
Balances at beginning of year £60,079,760 $51,059,262
Additions 1,241,782 8,120,498
Balances at end of year £61,321,542 260,079,760

As at December 31, 2011, the Group has NOLCO that can be claimed as deduction from future
taxable income as follows:

Year Incurred Year of Expiry Amount Tax Effect
2007 ' 2012 ' ‘ R1,340 R402
2008 2013 114,639 34,392
2009 2014 185,356 . 56,807
2010 2015 : 71,275 21,383
2011 2016 78,361 23,508
008 o e 203 e 45,043,052 13512916
2009 : 2012 6,610,875 1,083,263 '
2010 : 2013 8,049,223 2,414,767
2011 2014 - 1,163,421 349,026

261,321,542 P18,396,464

As 2t December 31, 2011 and 2010, the Group has an excess MCIT that can be claimed as tax credit
amounting to £178,361 and nil, respectively. The excess MCIT will expire in 2014.

In 2011, no deferred income 1ax assels ware recognized for the following temporary differences
since management expects that it is not probahle that sufficient taxable income will be available to
allow 21l or part of these deferred income tax assets 1o be utilized.

2011 2010

‘Allowance for impairment losses
on mine exploration costs £02,028,090 £02,028,090
NCLCO 61,321,542 60,075,760
MCIT - 178,361 - —
R153,527,993 B152,107.850

15.

Capital Stoek

On August 2, 2006, the Parent Company’s BOD approved the offer of 35,811,045,334 Class “A”
shares and 23,857,061,734 Class “B” shares, or one (1} share for every two (2) shares held by
charelholders as of August 30, 2006 at the offer price of B0.015 per share to support the increase in
{le anthorized capital stock from 21.2 billion to £1.8 billion, The offer/ sale of shares were

exempt from registration.
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On November 10, 2009, the Parent Company’s BOD approved the offer of 13,428,141,054 “A”
shares and 8,946,398,197 “B* shares, or 1 share for every & shares held by shareholders as of
March 10, 2010 at the offer price of 0.015 per shars to support the increase in the parent
company’s authorized capital stock from £1.8 billion to 2,6 billion. The offer was approved and
confirmed by the SEC as an exempt transaction on March 4, 2010.

The BOD approved the grant of the 8th Stock Option Awards (Awards} o selected directors,
officers and employees of the Parent Company and of its subsidiary, covering of 1.6 billion
common shares consisting of 960 million Class “A” shares and 640 million Class “B” shares. The
option is exercisable wifhin five (5) years, to the extent of 20% of the Awards every year, from the
SEC approval of the Awards. The Awards constitutes 0.8%, more or less, of the outstanding

capital stock of the Parent Comparnty (see Note 21).

On June 8, 2010, the SEC approved the increase in anthorized capital stock to 260 billion shares at
par value of £0.0] per share divided into 156 billion Class “A” shares and 104 billion Class “B”

shares.

Only Philippine nationals are qualified to acquire, own or hold Class “A” common ghares of stock af
the Parent Company. The total number of Class «B» sommon shares of stock subscribed, issued or
outstanding at any given time shall in no case exceed two-thirds (2/3) of the number of Class “A”
coramon shares of stock or 40% of the aggregate number of Class “A” and Class “B” common
shares of stock fhen subscribed, issued ar outstanding. Each comimon share entitles the holder to

one (1) vote, enjoys full dividend and pre-emptive rights.

2011 2010

No. of Shares Amount  No. of Shares Amount

Issued and cutstanding
Class "A™ 121,067,536,313 $1,210,675,363 120,828,512,851 P1,208,285,129
Class “B” 80,650,579,944 806,505,799  80A492,573,561 804,925,736
: 201,718,116,257 2,017,181,162 201,321,086,412 2,013,210,865

Subseribed

Class “A® 179,934,200 1,799,349 43,764,732 337,647
Class “B” 121,810,212 1,218,102 25,010,212 250,102
301,745,112 3,017,451 58,774,544 587,749

Total shares issued and
subscribed 202,019,861,369 2,020,198,613 201,375,861,356  2,013,798,614
Less subscriptions receivable 366,405 369,473

202,019,861,360  P2,019,832,208 201.379,861,356 $2,013,425,14]

As at December 31, 2011 and 2010, authorized capital stock of the Subsidiary includes 200
conyertible preferred shares with par value of 815,000 each. The convertible preferred shares are
non-voting, non-cumulative, and shall be convertible to common shares at the option of the
shareholder subseribing to the convertible preferred shares under terms and conditions as may be

agreed npon between the Subsidiary and the Subsidiary’s shareholders.

In April 2010, the Parent Company offered to its sharehiolders as of record date of
March 10, 2010, the right to subscribe to one (1) share for every eight (8) shares held covering
22,375,540,151 common shares consisting of 13,425,141,954 Class “A® chares and 8,046,398,197

Class “B” ghares.

The offer period was from. April 7, 2010 to April 14, 2010. As at April 14, 2010, all shares of A
stocks offered were fully subscribed and/or issued.
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As at December 31, 2011, 2010 and 2009, the Parent Company las 3,950, 4,803 and 4,803
stockholders, respectively. -

20.

Earnings (Loss) Per Share

Basic earnings per common share based on net income were computed as follows:

: 2011 2010 2009
2. Net income {loss) atiributable to equity
holders of the Parent Company 24,523,266  (R8,479,966) (216,889,841)
b. Weighted average number of common
sharss issued (in thousands) 201,699,861 193,921,348 179,004,321
Farnings (loss) per ghare (a/b) B(.00002 P0.00004) (&0.00009)

Diluted earnings per common share based on net income were compuied as follows:

2011 2010 2009

a. Net income (loss) atiributable 1o equity '
holders of the Parent Company

b. Weighted average number of commeon
shares adiusted for the effect of exercise of

* stock options (in thousands) 202,337,692 194,130,044 170,004,321

Eamings (Jcss) per share (a/b) R0.00002 {20.00004) (20.00003)

The Parent Company considered the effect of its potentially dilutive stock options outstanding as at
December 31, 2011, The assumed exercise of these stock options would have resulted in additional

960,000,000 shares in 2011 (see Note 21,

21,

Share-based Plan

Under the share-based plan, the Parent Company’s officers end employees and those of its
subsidiary may be granted options to purchase shares of stock of the Parent Company. The
aggregate number of shares to be granted under the plan should nol excesd five percent (5%) of the
total mmmber of shares of the Parent Company’s outstanding capital stock.

An individual may be granted an option to purchase not more than five percent (5%) of the total
sumber of shares set aside at the date of the grant and may exercise the option up to a maximum of
twenty percent (20%) of the total number of option shares granted per year, Options are valid for
five (5) years and ars exercisable from the date of the approval of the grant by the SEC.

On November 10, 2009, the BOD approved the grant of the 8th Stock Option Awards (Awards) 1o
selected employees, directors and officers of the Group in accordance with the board-approved
Revised Stock Option Plan (“RSOP”). The Awards cover 2 total of 1,600,000,000 common shares
consigting of 960,000,000 class A » and 640,000,000 class “B” shares from the Parent Company’s
unissued capital stock, exercisable at the price of 20,02 per share, within 5 years from the date of
SEC approva! of the same. The option price of 20,02 per share was computed based on a new
formula in the RSOP, that is, “fhe amount equivalent to 80% of the average closing price of the stock
for the ten (10) trading days immed;ately preceding the date of the approval of the Grant by the BOD

QT
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The SEC approved the Awards and the RSOP on July 9, 2010; the pertinent listing application was
approved by the PSE on October 20, 2010, '

The following table llusirates the number of and movement in stock options:

2011 ' 2010
Class A Class B Class A Class B
Outstanding at beginning of ‘ '
year 192,000,000 128,008,000 - -
Vested during ihe year 192,000,000 128,000,000 152,000,000 128,00 0,000
Exercised during the year (384,000,000) (256,000,000) — —
Culstanding at end of year - ‘ — 192,000,000 128,000,000

22,

Commitments and Confingent Liabilities

»  On May 11,2011, the Parent Company, KCGRI and Philex entered into a Farm-in agreement
(Agreement) for the exploration and joint development of the Kalaya-an Project located in
Placer, Surigao del Norte. The pre-feasibility study of the project may be completed by Philex
within the three (3) year earn-in period, .

Pursuant to the agreement, the Parent Company sold to Philex 2 total of 125,000 shares of stock
of KCGRI, representing a 5% interest in KCGRI, for 2 consideration of US$2S million. Philex
shall eam an additional 55% interest in RCGRI by sole-funding all pre-development expenses
inchuding a final feasibility study for the Project. '

o  The Parent Company is either a defendant or co-defendant in certain eivil and administrative
cases which are now pending before the courts and other governmental bodies. In the opinion
of management and the parent company’s legal counsel, any adverse decision on these cases
would not materially affect the consclidated financial position and results of operetions as at
and for the years ended December 31, 2011, 2010 and 2008.

23,

Financial Risk Management Objectives and Folicies

The Group’s principal financial instruments comprise cash and cash equivalents and accounts
payable aud accrued expenses. The main purpose of the financial instruments is te fund the
Group’s operations, The Group has other financial instruments such as receivables, miscellaneous
deposits, ARS investments and nontrade payables which arise directly from operations. The main
risks arising from the use of financial instruments are credit risk, market risk and liquidity risk.
The Group*s BOD reviews and approves the policies for managing each of these risks and they are

summarized below.

Credit Risk

Credit risk represents the Joss that the Group would incur if a counterparty friled to perform its
contractnal obligations, The Group trades only with recognized and ereditworthy third parties. It |
i5 the Group’s policy that all credit is subject to credit verification procedures. In addition,

receivable balances are monitored on an ongoing basis.
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The credit risk arising from these financial assets arises from default of the counterparty, with
maximun exposure equal to the carrying amount of these nstruments. The Group’s gross
maximum expostre to credit risk is equivalent to the carrying values since there are no collateral
agreements for these financial assets. '

The table below shows the gross maximum exposure 10 credit risk without consideration to
coltateral or other credit enhancements for the components of the consolidated statements of

financial position as at December 31, 2011 and 2010,

Note . 2011 2010

Cash with banks and cash equivalents 4 $526,406,627 27,004,851
Nontrade receivables 5 725,276 56,931
Miscellaneons deposits included under

“Prepayments and other current assets

and other noncurrent assets™ 7&11 3,118,352 2,229,065
AFS investments 8

Quoted 102,098,500 —

Unquoted 7,500,000 7,500,000
Total credit risk exposure ‘ P;39,848,755 £16,790,847

The tables below summarize the aging analysis of the Group’s financial assets as at
December 31, 2011 and 2010:

Nelther past Past due but nof impaired
due ner Less 30 to 60 61 10 20
2011 : impaired than 30 days days dnys Over 90 davs Imnaired Toial
Tash wiih banks F248,852,718 . F . .y P P243,85.,718
Cash egnivalents 277,553,509 - - — - — 277,553,909
Nontrade recr.lvah]cs — 171,254 2,000 210,000 342,022 562,505 1,294,782
Miscellaneous -
deposils 754,286 - - - 2,364,008 - 3,118,352
AFS jnvestments 105,598,500 - - - — _— 109,598,500
PRG35, 759,413 171,254 £2,000 - R210,000 #2,706,088 F560,506  P640,418,261
Neither past Past due but not impaired
due nor Legs 30te&d  6lto 8D
2010 impaired than A0 days days davs Over 90 days Impaired Tata)
Cash with banles P7.004,851 o [ - B F 27,004,851
‘Montrade receivabies - - £00 25,000 31,131 569,506 626,437
Miscellaneons deposiis - - - - 2,225,065 - 2,220,065
AFE investments 7,500,000 — — — - — 7,500,000
B14,504,851 E 2300 R25,000 B2,260,196 #560,506 RB]7,360,353

The Group has assessed the credit quality of the following financial asseis:

s (Cash with banks and cash equivalents are assessed as high grade since these are delﬁosited in
reputable banks in the country as approved by the BOD and which have a low probability of

maolvency,
»  Quoted and unquoted equity instruments are assessed as high grade since it can be traded and

are from companies with good financial capacity. The unguoted equity instruments are from

one of the reputable hotels i the country. _
«  Miscellaneous deposits are assessed as bigh grade since these relate to advances made 1o

local government agencies for pending project agreements.

AN




- 40 -

There are no significant concentrations of eredit risk within ihe Groun.

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 interest retes, foreign corrency exchanges rates, commaodity

prices, equity prices and other market changes. The Group’s market risk originates from its
holdings of equity instruments as well as foreign currency-denominated financial instruments,

Fareign Currency Risk

The Group uses the Philippine peso as its fimctiona] currency and is therefore exposed to foreign
exchange movements, primarily in US dollar currency. The Group follows a policy to manage its
currency risk by closely monitoring its cash flow position and by providing forecast on all other

exposures in non-Philippine peso currencies.

The following table sets forth the Group’s foreign currency-denominated monetary assets and
liabilities as at December 31, 2011 and 2010

2011 2010
United States Peso United States Peso
Dollar  Tquivalent Dollar Equivalent
Cash $5,433 P238,183 £3,223 2141,206
Accounts payable and
accrued expenses 280,805 12.310,491 - —
Net assets (Jiabilities) ($275,372)  (212,072,308) $3,223 B141,296

The exchange rate of the Philippine peso to the US dollar is 243.84 as at December 31, 201] and
2010,

The following table demonstrates the sensitivity to & reasoneble possible change in exchange rates,
with all other variables held constant, of the Group’s pre-tax loss due to changes in fair value of

monetary assets and liabilities.

Paso Strengthens Effect on

- (Wealkens) by pre-tax income (loss)
2011 £0.55 P151,455
(0.68) (187,253)
2010 20,82 (®2,643)
(0.95) 3,062

The reasonable possible change in exchange rates in the next twelve (12) months were determined
based on the historical movement of the US$ and Philippine peso.

There is no other impact on the Group’s equity other than those already affecting the consolidated
pre-tax income (loss). :
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Equity Price Risk

Equity price risk is the risk that the fair values of eguity securities will fluctuate because of
changes in the level of indices and the valne of individual stocks. The Group is exposed o equity
securities price risk becavse of investments held by the Group, which are classified in the
consolidated statements of financial position as AFS invegtments. The Group’s exposure 1o equity

- price risk relates primarily to its AFS investment in LCMC.

The Group’s pelicy is to maintain the risk to an acceptable level. Movement of share price is
monitored regularly to determine jts impact on the consolidated statement of financial position.

Besed on the historical movement of the stock exchange index, management’s assessment of
reasonable possible change was determined to be an increase (decrease) of 4.94% in 2011
resulting to a possible effect in the equity of increase (decrease) of 26,315,145 in 2011,

Liquidity risk arises when there is a shortage of finds and the Group, as a consequence, could not
meet its maturing obligations. The Group seeks to manage its liguid funds through cash planning
on 2 monthly basis. The Group uses historical figures and experiences and forecasts from its

eollection and disbursement.

The Group’s objecﬁiie is o maintain a balance between continuity of fimding and flexibility ~ " o

through the nse of advances from related parties. The Group considers its available funds and its
Jiquidity in managing its long-term financial requirements. For its short-term funding, the Group®s
policy is to enpure that there are sufficient capital inflows to match repayments of short-term debt.

As part of its liquidity risk management, the Group regularly evaluates its projected and actual
cash flows. T also continuously assesses conditions the financial markets for opportunities to
pursue fund raising activities, in case any requirements arise. Fund raising activities may include
banl loans and capital market issues. Accordingly, its Joan meturity profile is regularly reviewed
10 ensure availebility of funding through an adequate amount of credit facilities with financial
snstitutions. Also, the Group only places funds in money markets which are exceeding the
Group’s requirements. Placements are strictly made based on cash planning assumptions and
covers only 2 short period of time.

The tables below summarize the aging analysis of the Group’s financial assets as at
December 31, 2011 and 2010 that are used to manage the liquidity risk of the Group:

. On Less than A
2011 demand 3 monthks Total
Cash on hand with banks 249,752,972 P $249,752,972
Cash equivalents - 277,553,909 277,553,909
Nontrade receivables 725,276 - 725,276
AFS investments : 109,598,500 - 109,598,500
Total £360,076,748 $277,553,909 2637,630,657
On Less than
2010 demand 3 months Total
Cash on hand and with banks 27,145,383 - B7,145,383
Nentrade receivables 56,931 - 56,931 .
ATRS investments 7,500,000 - 7,500,000
Total £14,702,314 P £14,702,314
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The tables below summarize the maturity profile of the Group”s financial liabilities as at
December 31, 2011 and 2010 based on contraciual undiscountsd payments.

On Less than
2011 demand 3 months Total
Acecounts payable and accrued
expenses £148,133,669 #12,531,661 $160,665,330
Nontrade payables - 1,964,091 1,964,091
Total P148,133,669 $14,495,752 P162,629,421
. On Less than
2010 demand 3 months Total
Accounts payable and accrued
expenses 174,893,478 B R174,893,478
Nontrads payables — 1,180,648 1,180,648
Total R174,803.478 R1,180,648 £176,074,126

Tair Values

The following methods and assumptions were used 1o estimate the fair value of each class of
financia} instruments for which it is practicable to estimate su ch value:

Cask and Cash Eguivalents, Nontrade Receivables, Miscellaneous Deposits, Accounts Payable

and Accrued Expenses and Nontrade Payables

The carrying amounts of cash and cash equivalents, nontrade receivables, miscellansous deposits,
accounts payable and acerued expenses and nontrade payables,

trade credit terms and are short-term in nature, approximate their fair values.

AFS Investments

Fair values of investments are estimated by reference io their gnoted market price at the reporting

which are ali subject to normal

date. For unquoted shares classified as AFS, these are carried at cost, since fair value of these
AT investments cannot be reliably determined as these securities have no available bid price.

The carrying values and fair values of the G*roﬁp’s financial assets and liabilities as at

December 31,2011 and 2010 are as follows:

»

2011 2010
Carrying Cerrying
Value Eair Value Value Fair Valne
Financial Assets
Loens and receivables
Cash and cagh equivalents P527,306,881  B527,306,881 £7,145,383 £7,145,383
Nontrade receivables 725,276 725276 56,931 56,931
‘Miscellansous deposits
inchuded under
“Prepayments and other
current assets” and
“Other nencunent
. asseis” 3,118,352 3,118,352 2,225,065 2,220,065
AFS fnvestmenis 105,598,500 100,598,500 7,500,000 7,500,000
Total financial assefs P640,749,009  P640,749,000 216,931,379 - B16,931,379
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2011 2010
Carrying Carrying
Value Fair Value Valug Tair Value
Financial Liabilities
Loons and borrowings
Aceounts payable and
accried cxpenses P160,665,330 Pl 60,665,330  B174,853 AT78 £174,893 478
Nonirade payables 1,964,091 1,964,091 1,180,648 1,180,648
Total financial lishilities R162,620,421  P162,629.431 2176,074,126 £176,074,126

“Rair Value Hierarchy

The Group uses the following hierarchy for dstermining and disclosing the fair value of financial
instruments by valuation technigue: -

» Level 1: quoted {unadjusted) prices in active markets for identica] assets or Jiabilities
e Level 2: other techniques for which all inputs which have a significant effect on the recorded
fzit value are observable, either directly or indirectly

»  Level 3: techniques which use fnputs which bave significant effect or the recorded fair value

+hat are nat based on observable market data.

As at December 31, 2011 and 2010, the following table pressnts the level of hierarchy of the
Group’s AFS investiments:

2011 2010
Yevel 1 Level 2 Level 1 Tevel 3

ATS investments
Equity securities 2102.,098,500 £7,500,000 P 27,500,000

There were no iransfers between level 1 and level 2 fair value measurements, and no transfers into
and out of level 3 fair value measurements as at December 31, 2011 and 2010, respectively,

There were no purchases, sales, issues and seitlements of Level 3 AFS investments in 2011 and
2010. ‘

24.

Capital Management

The primary objective of the Group’s capital management is to ensure that the Group has
sufficient funds in order to support thejr business, pay existing obligations end maximize
shareholder value. As at December 31, 2011 and 2010, the Group®s capital is composed of
common shares amounting to £2,019,832,208 and £2,013,420,141, respectively, and additional
paid-in capital amownting to B502,173,727 and P495,773,727, respectively.

The Group manages its capital structire and makes adjustments to if, in light of changes in
economic conditions, To maintain or adjust the capital structore, the Greup may obtain additional
adyances from stockholders or issue new shares. No chanpes were made in the objectives,
pelicies or processes in 2011. The Group is not exposed to externally imposed capital

requirements.
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25. Sepment Reporting

As discussed in Note 1, the Parent Company and its ninety five percent (95%) owned subsidiary is
engaged in the business of mine operations, Accerdingly, the Greup operates mainly in ons
reportable business and geographical segment which is the Philippines. No entity-wide
disclosures pertaining to revenues are provided as the Group has nct earned revenue, Noncurrent
assets of the Group are located in the Philippines.

26. Supplemental Disclosure to Statement of Cash Flows

In 2011, the Group had a noncash financing activity pertaining to the increase of stock options
receivables and capital stock amounting to P4, 840,000,
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