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SEMIRARA MINING CORPORATION
Balance Sheets
As of June 30, 2009

(Unaudited) (Audited)
30-Jun-09 December 31,2008
ASSETS
CURRENT ASSETS
Cash 395,010,287 26,579,217
Short-term Investment 241,688,216 985,829,945
Trade Receivables - net 826,039,026 1,752,706,066
Receivable from Related Parties 17,537,307 6,607,698
Other Receivable-net 120,284,612 117,357,894
Inventories - net 879,946,804 1,383,220,166
Other Current Assets 261,624,378 241,130,039
Total Current Assets 2,742,130,630 4,513,431,025
NONCURRENT ASSETS
Property, Plant and Equipment - net 1,976,968,703 1,106,064,258
Investment and Advances 248,231,759 223,231,759
Other Noncurrent Assets - net 362,479,067 268,729,876
Total Noncurrent Assets 2,587,679,529 1,598,025,894
TOTAL ASSETS 5,329,810,159 6,111,456,919
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts and Other Payables 1,533,011,419 1,142,401,450
Current Portion of Long Term Debt 152,161,609 389,233,320
Income Taxes Payable 57,858,482 58,060,461
Dividend Payable -
Payable to related parties 53,775,824 45,761,873
Customer's Deposit 1,206,858 1,206,858
Total Current Liabilities 1,798,014,192 1,636,663,962
NONCURRENT LIABILITIES
Long Term Debt - net of current portion 138,824,655 137,065,242
Pension Liability 9,498,998 9,498,998
Asset Retirement Obligation 13,204,317 13,204,317
Deferred Tax Liability 14,125,154 14,125,154
Total Noncurrent Liabilities 175,653,124 173,893,711
TOTAL LIABILITIES 1,973,667,317 1,810,557,673
STOCKHOLDERS' EQUITY
Capital Stock - common stock 296,875,000 296,875,000
Additional Paid-In Capital 1,576,796,271 1,576,796,271
Retained Earnings 2,011,362,831 2,956,119,235
3,885,034,102 4,829,790,506
Treasury Shares, at cost (528,891,260) (528,891,260)
TOTAL STOCKHOLDERS' EQUITY 3,356,142,842 4,300,899,246
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 5,329,810,159 6,111,456,919




SEMIRARA MINING CORPORATION

Income Statement

For the period ending June 30, 2009 and 2008
For the quarter ending June 30, 2009 and 2008

(Unaudited) (Unaudited) (Unaudited) (Unaudited)
For the period For the quarter
2009 2008 2009 2008
Revenue:
Sales 6,355,744,365 | 4,748,186,813 | 3,124,302,758 2,584,902,676
Cost of Sales:
Cost of Coal Sold 4,576,499,954 | 3,428,928,189 | 2,128,523,496 1,670,619,475
Shipping, Loading and Hauling Cost 247,651,966 196,265,186 118,602,198 111,694,238
4,824,151,920 | 3,625,193,375 | 2,247,125,694 1,782,313,712
Gross Profit 1,531,592,445 | 1,122,993,438 877,177,064 802,588,963
Operating Expenses:
Government Share 633,857,097 433,263,732 376,418,185 368,643,733
General and Adm. Expenses 114,704,752 65,285,737 54,891,010 38,790,122
748,561,849 498,549,469 431,309,195 407,433,855
INCOVE FROM OPERATIONS 783,030,596 624,443,968 445,867,869 395,155,108
Other (Income)Expense
Other (Income) Charges (55,562,752) (49,646,112) (24,018,960) (52,458,646)
Interest and Financing Charges 12,452,739 54,254,728 2,626,278 28,158,763
Foreign Exchange (Gain) Lass (3,926,8) (18,085,848) (4,492,619) (20,035,687)
(47,036,907) (13,477,232) (25,885,302) (44,335,570)
NET INCOVE BEFORE TAX 830,067,503 637,921,200 471,753,170 439,490,678
PROVISION FOR INCOVE TAX 109,387,477 194,642,553 57,858,480 136,126,506
NET INCOVE AFTER TAX | 720,680,026 | 443,278,647 | 413,894,690 | 303,364,171
EARNINGS PER SHARE (EPS) | 2.596 | 1.597 | 1.491 | 1.093
Basis of EPS:
EPS = NET INCOVE(LOSS) FOR THE PERIOD/NO. OF OUTSTANDING SHARES
Wherein:
Wtd Average Outstanding Shares = 277,572,800 (as of June 30, 2008)
Wtd Average Outstanding Shares = 277,572,800 (as of June 30, 2009)




SEMIRARA MINING CORPORATION
Statement of Changes in Stockholders' Equity
For the periods ended June 30, 2009 and 2008

(UNAUDITED)
2009 2008
CAPITAL STOCK
Common stock - P1 par value
Authorized- 1,000,000,000 shares in 2009 and 2007
Issued and outstanding - 296,875,000 in 2009 and 2008
Balance at beginning of the quarter 296,875,000 296,875,000
Additional issuance of common stock - -
Balance at end of the quarter 296,875,000 296,875,000
ADDITIONAL PAID-IN CAPITAL, beginning of the quarter 1,576,796,271 1,576,796,271
Add: Premium on subscribed capital stock - -
Balance at the end of the quarter 1,576,796,271 1,576,796,271
RETAINED EARNINGS
Appropriated
Balance at beginning of the quarter 700,000,000 1,500,000,000
Appropriation during the quarter - -
Balance at end of the quarter 700,000,000 1,500,000,000
Unappropriated
Balance at beginning of the quarter, as previously stated 897,468,141 799,634,919
Appropriation during the quarter - -
Balance at beginning of the quarter as restated 897,468,141 799,634,919
Net income during the quarter 413,894,690 303,364,171
Dividends -
Appropriation for future capital expenditures - -
Balance at end of the quarter 1,311,362,831 1,102,999,090
2,011,362,831 2,602,999,090
COST OF SHARES HELD IN TREASURY (528,891,260) (528,891,260)
TOTAL STOCKHOLDERS' EQUITY 3,356,142,842 3,947,779,101




SEMIRARA MINING CORPORATION
Statement of Cashflows
For the period ended June 30, 2009 and 2008

(Unaudited) (Unaudited)
2009 2008
CASHFLOWS FROM OPERATING ACTIVITIES
Net income before tax 830,067,502 637,921,200
Prior period adjustment
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation, depletion and amortization 571,563,886 664,200,541
Interest and financing charges 12,452,739 54,254,728
Loss on disposal/retirement/write-off of assets (33,863,711) (44,713,500)
Pension liability provision (net of amortization) -
Net unrealized foreign exchange losses 146,405 (20,049,589)
Provision for income taxes (194,642,553)
Equity in net losses of associates
Pension Expense 1,501,247
Interest income 513,026 (30,309,727)

Operating income before working capital changes
Changes in operating assets and liabilities:
Decrease (increase) in:

Receivables

Inventories

Other assets - financial lease

Other current assets
Increase (decrease) in:

Accounts payable and accrued expenses

1,382,381,094
912,810,712
358,661,386
16,837,285

440,213,675

1,066,661,100

(165,237,231)
605,843,986
(699,716,715)

(36,073,681)

(627,589,882)

Financial lease liability 603,659,305
Customer's deposit - 49,602,262
Net cash generated from operations 3,110,904,152 797,149,144
Interest received (37,844,650) 22,652,611
Income tax paid (109,589,457) 85,062,868
Interest paid (63,704,097) (34,621,713)
Net cash provided by operating activities 2,899,765,949 870,242,910
CASHFLOWS FROM INVESTING ACTIVITIES
Short term investment placements -
Additions to property, plant and equipment (1,997,785,865) 245,722,770
Additions to investment (25,000,000) (144,128,793)
Proceeds from sale of assets 16,180,844 44,713,500
Decrease (Increase) Iin other non-current assets (93,749,191) (1,370,171)
Net cash provided by (used in) investing activities (2,100,354,212) 144,937,306
CASHFLOWS FROM FINANCING ACTIVITIES
Loan availment 435,396,446 311,155,756
Repurchased shares of stocks (treasury shares) -
Proceeds from sale and leaseback of equipment 717,612,378 754,304,960

Payment of dividend
Debt repayment
Increase (decrease) in payable to related parties

(1,665,436,428)
(670,708,743)
8,013,951

(1,017,856,174)
(747,828,411)

Net cash provided by (used in) financing activities

(1,175,122,396)

(700,223,8609)

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

(375,710,660)
1,012,409,162

314,956,347
1,650,806,337

CASH AND CASH EQUIVALENTS AT END OF YEAR

636,698,502

1,965,762,684




1. Summary of Significant Accounting policies

Basis of Preparation
The financial statements have been prepared using the historical cost basis. The
Company'’s functional and presentation currency is the Philippine Peso.

Statement of Compliance
The accompanying financial statements of the Company have been prepared in compliance
with Philippine Financial Reporting Standards (PFRS).

Changes in Accounting Policies

The accounting policies adopted are consistent with those of the previous financial year
except as follows:

New PFRS, Amendment to PAS and Philippine Interpretations effective in 2007

The Company has adopted the following new Philippine Financial Reporting Standards
(PFRS) and amended Philippine Accounting Standards (PAS) and Philippine Interpretations
during the year. Adoption of these revised standards and Philippine Interpretations did not
have any effect on the financial statements of the Company. These, however, give rise to
additional disclosures.

e PFRS 7 Financial Instruments: Disclosures
¢ PAS 1 Amendment - Presentation of Financial Statements

e Philippine Interpretation IFRIC 7 - Applying the Restatement Approach Under PAS 29,
Financial Reporting in Hyperinflationary Economies

e Philippine Interpretation IFRIC 8 Scope of PFRS 2

e Philippine Interpretation IFRIC 9 Reassessment of Embedded Derivatives

e Philippine Interpretation IFRIC 10 Interim Financial Reporting and Impairment

The principal effects of these changes are as follows:

PFRS 7 - Financial Instruments: Disclosures

PFRS 7 introduces new disclosures to improve the information about financial instruments.
It requires the disclosure of qualitative and quantitative information about exposure to risks
arising from financial instruments, including specified minimum disclosures about credit
risk, liquidity risk and market risk, including sensitivity analysis to market risk. It replaces
PAS 30, Disclosures in the Financial Statements of Banks and Similar Financial Institutions,
and the disclosure requirements in PAS 32, Financial Instruments: Disclosure and
Presentation. It is applicable to all entities that report under PFRS.



The Company adopted the amendment to the transition provisions of PFRS 7, as approved
by the Financial Reporting Standards Council, which gives transitory relief with respect to
the presentation of comparative information for the new risk disclosures about the nature
and extent of risks arising from financial instruments. Accordingly, the Company does not
need to present comparative information for the disclosures required by paragraphs 31-42
of PFRS 7, unless the disclosure was previously required under PAS 30 or PAS 32. Adoption
of PFRS 7 resulted in additional disclosures, which are included throughout the financial
statements. Adoption of this standard resulted in the inclusion of additional disclosures
such as market risk sensitivity analysis, contractual maturity analysis of financial liabilities
and aging analysis of financial assets that are past due but not impaired (Note 28).

PAS 1 Amendments to - Presentation of Financial Statements

The amendment to PAS 1 introduces disclosures about the level of an entity’s capital and
how it manages capital. Adoption of the Amendments resulted to the inclusion of additional
disclosures on capital management (Note 28).

Philippine Interpretation IFRIC 7 - Applying the Restatement Approach under PAS 29
Financial This Philippine Interpretation requires entities to apply PAS 29, Financial Reporting
in Hyper-inflationary Economies, in the reporting period in which an entity first identifies the
existence of hyperinflation in the economy of its functional currency as if the economy had
always been hyperinflationary. This Philippine Interpretation is not applicable to the
Company.

Philippine Interpretation IFRIC 8 - Scope of PFRS 2

This interpretation requires PFRS 2 to be applied to any arrangements in which the entity
cannot identify specifically some or all of the goods received, in particular where equity
instruments are issued for consideration which appears to be less than fair value. The
adoption of this Philippine Interpretation will not impact the financial statements as the
Company has no share-based payments.

Philippine Interpretation IFRIC 9 - Reassessment of Embedded Derivatives

Philippine Interpretation IFRIC 9 states that the date to assess the existence of an
embedded derivative is the date that an entity first becomes a party to the contract, with
reassessment only if there is a change to the contract that significantly modifies the cash
flows. As the Company has no embedded derivative requiring separation from the host
contract, the Philippine Interpretation had no impact on the financial position or
performance of the Company.

Philippine Interpretation IFRIC 10 - Interim Financial Reporting and Impairment

The Company adopted Philippine Interpretation IFRIC 10 as of January 1, 2007, which
requires that an entity must not reverse an impairment loss recognized in a previous
interim period in respect of goodwill or an investment in either an equity instrument or a
financial asset carried at cost. As the Company had no impairment losses in interim period
that was reversed, the Philippine Interpretation had no impact on the financial position or
performance of the Company.



Future Changes in Accounting Policies

The following are the Philippine Interpretations and accounting standards that have been
issued but effective for financial statements after January 1, 2007. The Company did not
early adopt this Philippine Interpretations and accounting standards.

e PAS 1, Presentation of Financial Statements (Revised) (effective for annual periods
beginning on or after January 1, 2009). The revised standard requires that the statement
of changes in stockholders’ equity includes only transactions with owners and all non-owner
changes are presented in equity as a single line with details included in a separate
statement.

In addition, the amendment to PAS 1 provides for the introduction of a new statement of
comprehensive income that combines all items of income and expense recognized in the
statement of income together with ‘other comprehensive income’. The revisions specify
what is included in other comprehensive income, such as actuarial gains and losses on
defined benefit pension plans and changes in the asset revaluation reserve. Entities can
choose to present all items in one statement, or to present two linked statements, a
separate statement of income and a statement of comprehensive income. The Company
will assess the impact of the Standard on its current manner of reporting all items of
income and expenses.

e PAS 23, Borrowing Costs (effective for annual periods beginning on or after January 1,
2009)

The Standard has been revised to require capitalization of borrowing costs when such costs
relate to a qualifying asset. A qualifying asset is an asset that necessarily takes a
substantial period of time to get ready for its intended use or sale. In accordance with the
transitional requirements of the Standard, the Company will adopt this as a prospective
change. Accordingly, borrowing costs will be capitalized on qualifying assets with a
commencement date after January 1, 2009. The adoption of this standard has no impact
on the Company’s financial statements.

o Philippine Interpretation IFRIC 11, PFRS 2 - Group and Treasury Share Transactions
(effective for annual periods beginning on or after March 1, 2007). This Philippine
Interpretation requires arrangements whereby an employee is granted rights to a
Company’s equity instruments to be accounted for as an equity-settled scheme by the
Company even if: (a) the Company chooses or is required to buy those equity instruments
(e.g. treasury shares) from another party, or (b) the shareholders of the Company provide
the equity instruments needed. It also provides guidance on how subsidiaries, in their
separate financial statements, account for such schemes when their employees receive
rights to equity instruments of the parent. The adoption of this Philippine Interpretation will
have no impact on the Company’s financial statements.
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e Philippine Interpretation IFRIC 12, Service Concession Arrangements (effective for
annual periods beginning on or after January 1, 2008). This Philippine Interpretation
outlines an approach to account for contractual arrangements arising from entities
providing public services. It provides that the operator should not account for the
infrastructure as property, plant and equipment, but recognize a financial asset and/or an
intangible asset. This Philippine Interpretation will not have an impact on the financial
statements of the Company since the Company is not involved in providing public services.

e PFRS 8, Operating Segments (effective for annual periods beginning on or after January
1, 2009). This amendment was issued as part of the convergence project with the US
Financial Accounting Standards Board. This new standard replaces PAS 14, Segment
Reporting, and adopts a management approach to segment reporting as required in the US
Standard SFAS 131 - Disclosures about Segments of an Enterprise and Related Information.
The information reported would be that which management uses internally for evaluating
the performance of operating segments and allocating resources to those segments. This
information may be different from that reported in the balance sheet and statement of
income and entities will need to provide explanations and reconciliations of the differences.
The Company will assess the impact of the adoption of this standard.

e Philippine Interpretation IFRIC 13, Customer Loyalty Programmes (effective for annual
periods beginning on or after July 1, 2008). This Interpretation requires customer loyalty
award credits to be accounted for as a separate component of the sales transaction in which
they are granted, and therefore, part of the fair value of the consideration received is
allocated to the award credits and deferred over the period that the award credits are
fulfiled. The Company expects that this Interpretation will have no impact on the
Company’s financial statements as no such schemes currently exist.

e Philippine Interpretation IFRIC 14 PAS 19, The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction (effective for annual periods
beginning on or after January 1, 2008). This Interpretation provides guidance on how to
assess the limit on the amount of surplus in a defined benefit scheme that can be
recognized as an asset under PAS 19 Employee Benefits. The Company expects that this
Interpretation will have no impact on the financial position or performance of the Company
as all defined benefit schemes are currently in deficit.

Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow
to the Company and the revenue can be reliably measured. The following specific
recognition criteria must also be met before revenue is recognized:

Sale of coal

Revenue from coal sales is recognized upon delivery when the significant risks and rewards
of ownership of the goods have passed to the buyer and the amount of revenue can be
measured reliably. Revenue from local and export coal sales are denominated in Philippine
Pesos and US Dollars, respectively.
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Rendering of services
Service fees from coal handling activities are recognized as revenue when the related
services have been rendered.

Interest income

Interest income is recognized as interest accrues (using the effective interest method that
is the rate that exactly discounts estimated future cash receipts through the expected life of
the financial instrument to the net carrying amount of the financial asset).

Cash and Cash Equivalents

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

Financial Instruments

Date of recognition

The Company recognizes a financial asset or a financial liability on the balance sheet when
it becomes a party to the contractual provisions of the instrument. Purchases or sales of
financial assets that require delivery of assets within the time frame established by
regulation or convention in the marketplace are recognized on the settlement date.

Initial recognition of financial instruments

All financial assets are initially recognized at fair value. Except for securities at fair value
through profit or loss (FVPL), the initial measurement of financial assets includes
transaction costs. The Company classifies its financial assets in the following categories:
securities at FVPL, held-to-maturity (HTM) investments, available-for-sale (AFS)
investments, and loans and receivables. The Company classifies its financial liabilities as
financial liabilities at FVPL and other liabilities. The classification depends on the purpose
for which the investments were acquired and whether these are quoted in an active market.
Management determines the classification of its investments at initial recognition and,
where allowed and appropriate, re-evaluates such designation at every reporting date.

Financial instruments are classified as liabilities or equity in accordance with the substance
of the contractual arrangement. Interest, dividends, gains and losses relating to a financial
instrument or a component 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.

Determination of fair value

The fair value for financial instruments traded in active markets at the balance sheet date is
based on its quoted market price or dealer price quotations (bid price for long positions and
ask price for short positions), without any deduction for transaction costs. When current
bid and asking prices are not available, the price of the most recent transaction provides
evidence of the current fair value as long as there has not been a significant change in
economic circumstances since the time of the transaction.
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For all other financial instruments not listed in an active market, the fair value is
determined by using appropriate valuation methodologies. Valuation methodologies include
net present value techniques, comparison to similar instruments for which market
observable prices exist, option pricing models, and other relevant valuation models.

Day 1 profit
For transactions other than those related to customers’ guaranty and other deposits, where

the transaction price in a non-active market is different to the fair value from other
observable current market transactions in the same instrument or based on a valuation
technique whose variables include only data from observable market, the Company
recognizes the difference between the transaction price and fair value (a Day 1 profit) in the
statement of income unless it qualifies for recognition as some other type of asset. In
cases where the valuation technique used is made of data which is not observable, the
difference between the transaction price and model value is only recognized in the
statement of income when the inputs become observable or when the instrument is
derecognized. For each transaction, the Company determines the appropriate method of
recognizing the ‘Day 1’ profit amount.

Loans and Receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed
maturities that are not quoted in an active market. These are not entered into with the
intention of immediate or short-term resale and are not designated as AFS or financial
assets at FVPL. These are included in current assets if maturity is within 12 months from
the balance sheet date otherwise; these are classified as noncurrent assets. This
accounting policy relates to the balance sheet caption “Short-term cash investments” and
“Receivables”.

After initial measurement, the loans and receivables are subsequently measured at
amortized cost using the effective interest rate method, less allowance for impairment.
Amortized cost is calculated by taking into account any discount or premium on acquisition
and fees that are an integral part of the effective interest rate and transaction costs. The
amortization is included in “Interest income” in the statement of income. The Company’s
loans and receivables consist mainly of receivable from customers and related parties.

Other financial liabilities

Other financial liabilities include interest bearing loans and borrowings. All loans and
borrowings are initially recognized at the fair value of the consideration received less
directly attributable transaction costs.

After initial recognition, short-term and long-term debts are subsequently measured at
amortized cost using the effective interest method.

Gains and losses are recognized under the “Other income” and “Other expense” accounts in

the statement of income when the liabilities are derecognized or impaired, as well as
through the amortization process under the “Interest expense” account.

13



Impairment of Financial Assets

The Company assesses at each balance sheet date whether there is objective evidence that
a financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is deemed to be impaired if, and only if, there is objective evidence of
impairment 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 (or events) has an impact on the estimated future cash flows of
the financial asset or the group of financial assets that can be reliably estimated.

Loans and receivables

For loans and receivables carried at amortized cost, the Company first assesses whether
objective evidence of impairment exists individually for financial assets that are individually
significant, or collectively for financial assets that are not individually significant. If the
Company determines that no objective evidence of impairment exists for individually
assessed financial asset, whether significant or not, it includes the asset in a group of
financial assets with similar credit risk characteristics and collectively assesses for
impairment. Those characteristics are relevant to the estimation of future cash flows for
groups of such assets by being indicative of the debtors’ ability to pay all amounts due
according to the contractual terms of the assets being evaluated. 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 for impairment.

In relation to trade receivables, a provision for impairment is made when there is objective
evidence (such as the probability of insolvency or significant financial difficulties of the
debtor) that the Company will not be able to collect all of the amounts due under the
original terms of the invoice.

If there is objective evidence that an impairment loss has been incurred, the amount of the
loss is measured as the difference between the asset’s carrying amount and the present
value of the estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial assets’ original effective interest rate (i.e. the effective
interest rate computed at initial recognition). The carrying amount of the asset is reduced
through use of an allowance account and the amount of loss is charged to the statement of
income during the period in which it arises. Interest income continues to be recognized
based on the original effective interest rate of the asset. Receivables, together with the
associated allowance accounts, are written off when there is no realistic prospect of future
recovery has been realized.

If, in a subsequent year, the amount of the estimated impairment loss decreases because
of an event occurring after the impairment was recognized, the previously recognized
impairment loss is reversed. Any subsequent reversal of an impairment loss is recognized
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in profit or loss, to the extent that the carrying value of the asset does not exceed its
amortized cost at the reversal date.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the
basis of such credit risk characteristics as industry, customer type, customer location, past-
due status and term. Future cash flows in a group of financial assets that are collectively
evaluated for impairment are estimated on the basis of historical loss experience for assets
with credit risk characteristics similar to those in the group. Historical loss experience is
adjusted on the basis of current observable data to reflect the effects of current conditions
that did not affect the period on which the historical loss experience is based and to remove
the effects of conditions in the historical period that do not exist currently. The
methodology and assumptions used for estimating future cash flows are reviewed regularly
by the Company to reduce any differences between loss estimates and actual loss
experience.

Derecognition of Financial Assets and Liabilities

Financial Assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar
financial assets) is derecognized when:

e the rights to receive cash flows from the asset have expired;

o the Company retains the right to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to a third party under a ‘pass through’
arrangement; or

¢ the Company has transferred its rights to receive cash flows from the asset and either:
(a) has transferred substantially all the risks and rewards of the asset, or (b) has neither
transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

Where the Company has transferred its rights to receive cash flows from an asset and has
neither transferred nor retained substantially all the risk and rewards of the asset nor
transferred control of the asset, the asset is recognized to the extent of the Company’s
continuing involvement in the asset. Continuing involvement that takes the form of a
guarantee over the transferred asset is measured at the lower of the carrying amount of
the asset and the maximum amount of consideration that the Company could be required to

repay.

Financial Liabilities
A financial liability is derecognized when the obligation under the liability is discharged or
canceled or expires.

Where an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified,
such an exchange or modification is treated as a derecognition of the original liability and
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the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the statement of income.

Offsetting
Financial assets and financial liabilities are only offset and the net amount reported in the

balance sheet when there is a legally enforceable right to set off the recognized amounts
and the Company intends to either settle on a net basis, or to realize the asset and settle
the liability simultaneously.

Inventories

Inventories are valued at the lower of cost or net realizable value (NRV). NRV is the
estimated selling price in the ordinary course of business, less estimated costs necessary to
make the sale for coal inventory or replacement cost for spare parts and supplies. Cost is
determined using the weighted average production cost method for coal inventory and the
moving average method for spare parts and supplies.

The cost of extracted coal includes all stripping costs and other mine-related costs incurred
during the period and allocated on per metric ton basis by dividing the total production cost
with total volume of coal produced. Except for shiploading cost, which is a component of
total minesite cost, all other production related costs are charged to production cost.

Property, Plant and Equipment

Property, plant and equipment are carried at cost less accumulated depreciation and
amortization and any impairment in value. Costs also include decommissioning and site
rehabilitation cost. The initial cost of property, plant and equipment comprises its purchase
price, including non-refundable import duties, taxes and any directly attributable costs of
bringing the asset to its working condition and location for its intended use. Expenditures
incurred after the fixed assets have been put into operation, such as repairs and
maintenance and overhaul costs, are normally charged to operations in the year when the
costs are incurred. In situations where it can be clearly demonstrated that the
expenditures have resulted in an increase in the future economic benefits expected to be
obtained from the use of an item of property, plant and equipment beyond its originally
assessed standard of performance, and the costs of these items can be measured reliably,
the expenditures are capitalized as an additional cost of the property, plant and equipment.

Property, plant and equipment that were previously stated at fair values are reported at
their deemed cost.

Construction in progress, included in property, plant and equipment, is stated at cost. This
includes the cost of the construction of property, plant and equipment and other direct
costs.

Depreciation and amortization of assets commences once the assets are put into
operational use.
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Depreciation and amortization of property, plant and equipment are computed on a
straight-line basis over the following estimated useful lives (EUL) of the respective assets or
the remaining contract period, whichever is shorter:

Conventional and continuous

mining properties

and equipment 2 to 13 years
Power plant and buildings 10 to 17 years
Roads and bridges 17 years

The estimated useful lives and depreciation and amortization method are reviewed
periodically to ensure that the period and method of depreciation and amortization are
consistent with the expected pattern of economic benefits from items of property, plant and
equipment.

An item of property, plant and equipment is derecognized upon disposal or when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or
loss arising on the derecognition of the asset (calculated as the difference between the net
disposal proceeds and the carrying amount of the item) is included in the statement of
income in the year the item is derecognized.

Mine Exploration and Development Costs

Cost incurred for exploration and development of mining properties are deferred as
incurred. These deferred costs are charged to expense when the results of the exploration
activities are determined to be negative or not commercially viable. When exploration
results are positive or commercially viable, these deferred costs are capitalized under
“Conventional and continuous mining properties and equipment”.

Mine development costs are derecognized upon disposal or when no future economic
benefits are expected to arise from the continued use of the assets. Any gain or loss
arising on the derecognition of the asset (calculated as the difference between the net
disposal proceeds and the carrying amount of the assets) is included in the statement of
income in the year the item is derecognized.

Decommissioning and Site Rehabilitation Costs

The Company is legally required to fulfill certain obligations as required under its
Environmental Compliance Certificate (ECC) issued by Department of Environment and
Natural Resources (DENR). The Company recognizes the present value of the liability for
these obligations and capitalizes the present value of these costs as part of the balance of
the related property, plant and equipment accounts which are depreciated on a straight-line
basis over the EUL of the related property, plant and equipment or the contract period,
whichever is shorter. The ARO was determined based on PAS 37, Provisions, Contingent
Liabilities and Contingent Assets. The Company recognizes the liability for these obligations
as “Provision for the decommissioning and site rehabilitation” in the balance sheet.
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Intangible Assets

Intangible assets acquired separately are capitalized at cost and these are shown as part of
the other noncurrent assets account in the balance sheet. The useful lives of intangible
assets with finite lives are assessed at the individual asset level. An intangible asset with
finite life is amortized over its useful life. Periods and method of amortization for intangible
assets with finite useful lives are reviewed annually or earlier where an indicator of
impairment exists. The Company considered its software cost as its intangible assets.

Software Cost

Costs incurred to acquire computer software (not an integral part of its related hardware)
and bring it to its intended use are capitalized as part of intangible assets. These costs are
amortized over their estimated useful lives ranging from 3 to 5 years. Costs directly
associated with the development of identifiable computer software that generate expected
future benefits to the Company are recognized as intangible assets. All other costs of
developing and maintaining computer software programs are recoghized as expense as
incurred.

Gains or losses arising from the derecognition of an intangible asset are measured as the
difference between the net disposal proceeds and the carrying amount of the asset and are
recognized in the statement of income when the asset is derecognized.

Impairment of Non-financial Assets

The Company assesses at each reporting date whether there is an indication that an asset
may be impaired. If any such indication exists, or when an annual impairment testing for
an asset is required, the group makes an estimate of the asset’s recoverable amount. An
asset’s recoverable amount is the higher of an asset’'s or cash generating unit’'s fair value
less cost to sell and its value in use and is determined for an individual asset, unless the
asset does not generate cash inflows that largely independent of those from other assets
or group of assets. Where the carrying amount of an asset exceeds its recoverable amount,
the asset is considered impaired and is written down to its recoverable amount. In
assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset.

A previously recognized impairment loss is reversed only if there has been a change in the
estimates used to determine the asset’s recoverable amount since the last impairment loss
was recognized. If that is the case, the carrying amount of the asset is increased to its
recoverable amount. That increased amount cannot exceed the carrying amount that would
have been determined, net of depreciation, had no impairment loss been recognized for the
asset in prior years. Such reversal is recognized in the statement of income unless the
asset is carried at revalued amount, in which case the reversal is treated as a revaluation
increase.
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Borrowing Costs

Borrowing costs are generally expensed as incurred. Interest on borrowed funds used to
finance the construction of building to the extent incurred during the period of construction
is capitalized as part of the cost of building. The capitalization of these borrowing costs as
part of the cost of building: (a) commences when the expenditures and borrowing costs are
being incurred during the construction and related activities necessary to prepare the
building for its intended use are in progress; and (b) ceases when substantially all the
activities necessary to prepare the property for its intended use are complete. If the
carrying amount of the asset exceeds its recoverable amount, an impairment loss is
recorded. Capitalized borrowing cost is based on the applicable weighted average
borrowing rate.

Interest expense on loans is recognized using the effective interest method over the term of
the loans.

Pension Expense
The Company has a noncontributory defined benefit retirement plan.

The retirement cost of the Company is determined using the projected unit credit method.
Under this method, the current service cost is the present value of retirement benefits
payable in the future with respect to services rendered in the current period. The liability
recognized in the balance sheet in respect of defined benefit pension plans is the present
value of the defined benefit obligation at the date less the fair value of plan assets, together
with adjustments for unrecognized actuarial gains or losses and past service costs.

The defined benefit obligation is calculated annually by an independent actuary using the
projected unit credit method. The present value of the defined benefit obligation is
determined by discounting the estimated future cash outflows using prevailing interest rate
on government bonds that have terms to maturity approximating the terms of the related
retirement liability. Actuarial gains and losses arising from experience adjustments and
changes in actuarial assumptions are credited to or charged against income when the net
cumulative unrecognized actuarial gains and losses at the end of the previous period
exceeded 10% of the higher of the defined benefit obligation and the fair value of plan
assets at that date. These gains or losses are recognized over the expected average
remaining working lives of the employees participating in the plan.

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

The retirement benefits of officers and employees are determined and provided for by the
Company and are charged against current operations.

The defined benefit asset or liability comprises the present value of the defined benefit

obligation less past service costs not yet recognized, if any, and less the fair value of the
plan assets out of which the obligations are to be settled directly. The value of any asset is
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restricted to the sum of any past service costs not yet recognized, if any, and the present
value of any economic benefits available in the form of refunds from the plan or reductions
in the future contributions to the plan.

Income Tax

Current Tax

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 authorities. The tax
rates and tax laws used to compute the amount are those that are enacted or substantively
enacted at the balance sheet date.

Deferred Income tax

Deferred income tax is provided, using the balance sheet liability method, on all temporary
differences at the balance sheet date between the tax bases of assets and liabilities and
their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognized for all taxable temporary differences, except:

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

e in respect of taxable temporary differences associated with investments in subsidiaries,
associates 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 foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, carry forward of
unused tax credits from excess minimum corporate income tax (MCIT) and unused net
operating loss carry over (NOLCO), to the extent that it is probable that taxable profit will
be available against which the deductible temporary differences and the carry forward of
unused tax credits and unused NOLCO can be utilized except:

o where the deferred tax asset relating to the deductible temporary differences arises from
the initial 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 accounting profit nor
taxable profit or loss; and

e in respect of deductible temporary differences associated with investments in
subsidiaries, associates and interests in joint ventures, deferred tax assets are recognized
only to the extent that it is probable that the temporary differences will reverse in the
foreseeable future and taxable profit will be available against which the temporary
differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be
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available to allow all or part of the deferred tax asset to be utilized. Unrecognized deferred
assets are reassessed at each balance sheet date and are recognized to the extent that it
has become probable that future taxable profit will allow the deferred tax asset to be
recovered.

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

Provisions

Provisions are recognized only when the Company has: (a) a present obligation (legal or
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 determined by discounting the expected future cash flows
at a pre-tax rate that reflects current market assessments of the time value of money and,
where appropriate, the risks specific to the liability. Where discounting is used, the
increase in the provision due to the passage of time is recognized as an interest expense.
Provisions are reviewed at each balance sheet date and adjusted to reflect the current best
estimate.

Leases

Leases where the lessor retains substantially all the risks and benefits of ownership of the
asset are classified as operating lease. Fixed lease payments are recognized on a straight
line basis over the lease term.

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

A reassessment is made after inception of the lease only if one of the following applies: (a)
there is a change in contractual terms, other than a renewal or extension of the
arrangement; (b) a renewal option is exercised or extension granted, unless the term of the
renewal or extension was initially included in the lease term; (c) there is a change in the
determination of whether the fulfilment is dependent on a specified asset; or (d) there is a
substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date
when the change in circumstances gave rise to the reassessment for scenarios (a), (c) or
(d) and at the date of renewal or extension period for scenario (b).

Operating lease payments are recognized as an expense in the statement of income on a
straight basis over the lease term.
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Foreign Currency Translation

The Company’s financial statements are presented in Philippine pesos, which is the
functional and presentation currency. Transactions in foreign currencies are initially
recorded at the functional currency rate ruling at the date of the transaction. However,
monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency closing rate at the balance sheet date. All differences are taken to the
statement of income during the period of retranslation.

Earnings Per Share (EPS)

Basic EPS is computed by dividing earnings applicable to common stock by the weighted
average number of common shares outstanding after giving retroactive effect for any stock
dividends, stock splits or reverse stock splits during the year. The Company has no
outstanding dilutive potential common shares.

Contingencies

Contingent liabilities are not recognized in the 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 financial statements but disclosed when an
inflow of economic benefits is probable.

Events After Balance Sheet Date

Post year-end events up to the date of the auditors’ report that provides additional
information about the Company’s position at the balance sheet date (adjusting events) are
reflected in the financial statements. Any post year-end event that is not an adjusting
event is disclosed when material to the financial statements.

2. Significant Accounting Estimates, Judgments and Assumptions

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

following judgments, apart from those involving estimations which have the most significant
effect on the amounts recognized in the financial statements:

Contingencies

The Company is currently involved in various legal proceedings. The estimate of the
probable costs for the resolution of these claims has been developed in consultation with
outside counsel handling the Company’s defense in these matters and is based upon an
analysis of potential results. The Company currently does not believe that these
proceedings will have a material adverse affect on its financial position. It is possible,
however, that future results of operations could be materially affected by changes in the
estimates or in the effectiveness of the strategies relating to these proceedings.

Revenue recognition

The Company’s revenue recognition policies require management to make use of estimates
and assumptions that may affect the reported amounts of the revenues and receivables.
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The Company’s sales arrangement with its customers includes reductions of invoice price to
take into consideration charges for penalties and bonuses. These estimates are based on
actual final coal quality analysis on delivered coal using American Standards for Testing
Materials (ASTM) standards.

There is no assurance that the use of estimates may not result in material adjustments in
future periods.

Estimates and Assumptions

The key assumptions concerning the future and other sources of estimation uncertainty at
the balance sheet date that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below.

Estimating allowance for doubtful accounts

The Company maintains an allowance for doubtful accounts at a level considered adequate
to provide for potential uncollectible receivables. The level of this allowance is evaluated by
management on the basis of factors that affect the collectibility of the accounts. These
factors include, but are not limited to debtors’ ability to pay all amounts due according to
the contractual terms of the receivables being evaluated. The Company reviews the age
and status of receivables and identifies accounts that are to be provided with allowance.
This is performed regularly.

The amount and timing of recorded doubtful accounts for any period would differ if the
Company made different judgments or utilized different estimates. An increase in the
allowance for doubtful accounts would increase the recorded operating expenses and
decrease the current assets.

Estimating stock pile inventory quantities

The Company estimates the stock pile inventory by conducting a topographic survey which
is performed by in house surveyors. The survey is conducted on a monthly basis with a
reconfirmatory survey at year end. The process of estimation involves a predefined formula
which considers an acceptable margin of error of plus or minus 3%. Thus, an increase or
decrease in the estimation threshold for any period would differ if the Company utilized
different estimates and this would either increase or decrease the profit for the year.

Estimating allowance for write down in spare parts and supplies

The Company estimates its allowance for inventory write down in spare parts and supplies
based on periodic specific identification. The Company provides 100% allowance for write
down on items that are specifically identified as obsolete.

The amount and timing of recorded inventory write down for any period would differ if the
Company made different judgments or utilized different estimates. An increase in the
allowance for inventory write down would increase the Company’s recorded operating
expenses and decrease its current assets.
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Estimating decommissioning and site rehabilitation costs

The Company is legally required to fulfill certain obligations under its DENR issued ECC
when it abandons depleted mine pits. These costs are accrued based on in-house estimate,
which incorporates estimates of the amount of obligations and interest rates, if appropriate.
The Company recognizes the present value of the liability for these obligations and
capitalizes the present value of these costs as part of the balance of the related property
and equipment accounts, which are being depreciated and amortized on a straight line basis
over the useful life of the related asset or the lease term. Assumptions used to compute
the decommissioning and site rehabilitation costs are reviewed and updated annually.

The amount and timing of the recorded obligations for any period would differ if different
judgments were made or different estimates were utilized. An increase in decommissioning
and site rehabilitation costs would increase the recorded operating expenses and increase
noncurrent liabilities.

Estimating useful lives of property, plant and equipment and intangible assets

The Company estimated the useful lives of its property, plant and equipment and intangible
assets based on the period over which the as sets are expected to be available for use. The
Company reviews annually the estimated useful lives of property, plant and equipment and
intangible assets based on factors that include asset utilization, internal technical
evaluation, technological changes, environmental and anticipated use of the assets. It is
possible that future results of operations could be materially affected by changes in these
estimates brought about by changes in the factors mentioned.

A reduction in the estimated useful lives of property, plant and equipment and intangible
assets would increase the recorded depreciation, depletion and amortization expense and
decrease noncurrent assets.

Estimating impairment for nonfinancial assets

The Company assesses impairment on assets whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The factors that the
Company considers important which could trigger an impairment review include the
following:

e significant underperformance relative to expected historical or projected future operating
results;

¢ significant changes in the manner of use of the acquired assets or the strategy for
overall business; and

e significant negative industry or economic trends.

An impairment loss is recognized whenever the carrying amount of an asset exceeds its
recoverable amount. The recoverable amount is the higher of an asset’s net selling price
and value in use. The net selling price is the amount obtainable from the sale of an asset in
an arm’s length transaction while value in use is the present value of estimated future cash
flows expected to arise from the continuing use of an asset and from its disposal at the end
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of its useful life. Recoverable amounts are estimated for individual assets or, if it is not
possible, for the cash-generating unit to which the asset belongs.

In determining the present value of estimated future cash flows expected to be generated
from the continued use of the assets, the Company is required to make estimates and
assumptions that can materially affect the financial statements. The nonfinancial assets of
the Company include property, plant and equipment and software cost.

Deferred income tax assets

The Company reviews the carrying amounts of deferred income tax assets at each balance
sheet date and reduces deferred income tax assets to the extent that it is no longer
probable that sufficient income will be available to allow all or part of the deferred income
tax assets to be utilized. However, there is no assurance that the Company will generate
sufficient taxable profit to allow all or part of its deferred income tax assets to be utilized.

Estimating pension and other employee benefits

The determination of the obligation and cost of retirement and other employee benefits is
dependent on the selection of certain assumptions used in calculating such amounts. Those
assumptions include, among others, discount rates, expected returns on plan assets and
salary increase rates and price for the retirement of pension (Note 18). Actual results that
differ from the Company’s assumptions are accumulated and amortized over future periods
and therefore, generally affect the recognized expense and recorded obligation in such
future periods. While the Company believes that the assumptions are reasonable and
appropriate, significant differences between actual experiences and assumptions may
materially affect the cost of employee benefits and related obligations.

The Company also estimates other employee benefits obligation and expense, including the
cost of paid leaves based on historical leave availments of employees, subject to the
Company’s policy. These estimates may vary depending on the future changes in salaries
and actual experiences during the year.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

2009 FIRST HALF OPERATION

Fair weather conditions during the first half of the year allowed operations to maximize the
deployment of more new mining equipment that arrived during the period, such that total
material movement reached a record high of 30,718,930 bank cubic meters (bcm). The
acquisition of new mining equipment raised annual mine capacity from 38 million bcm to
about 59 million bcm. With the aggressive pre-stripping activities, which exposed almost a
million tons of coal as at the end of the period, strip ratio during the period was high at
15.19. In order to minimize dissipation due to spontaneous combustion, it became the
practice of operations during the last few months to leave the coal in the pit and extract
only up to the contracted volume for shipment or deliveries during the period. As a result,
Run-of-Mine coal production during the period was managed at 1,902,358 metric tons
(MTs). This yielded net product coal of 1,753,953 MTs.

The coal washing plant which was transferred near the auxiliary stockpile served its
purpose in maximizing the transport of clean coal using the coal conveying system.

Meanwhile, the Oxy/Acetylene plant installed to improve cost efficiency is operational and
supplied the Company with its industrial gases requirements.

The Company also continued its exploratory and confirmatory drilling activities beyond the
ultimate limit of its current active mine, the Panian pit. Last year, the drilling program
yielded promising results, with the discovery of significant volumes of coal. The granting of
a 15-year extension of the Coal Operating Contract by the Department of Energy in 2008
motivated the Company to step up its exploration program.

Although coal ending inventory at the stockpile as at the end of the period is minimal at
10,086 MTs, more than 800,000 MTs of coal were already exposed and are ready for
extraction anytime. Given this huge inventory at the pit, management is positive that it
can ensure supply sustainability throughout the upcoming rainy season.

Demand continued to be strong during the first half of the year. As a result, coal sales once
again breached the record at 2,167,859 MTs.

With composite average FOB price at a high of P2,914/MT for coal sold at an average
heating value of 9,649 BTU/Ib, Coal Revenues for the six-month period was also a record
breaker at P6.316 billion. Another P39.569 million was generated from the coal handling
operations at the Calaca coal yard. As a result, Gross Revenues totaled to P6.356 billion for
the first half of the year.
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Cost of Sales of P4.839 billion was inclusive of Coal Handling Costs amounting to P40.977
million and Shipping, Loading and Hauling Costs of P247.652 million. The resulting Gross
Margin was recorded at P1.517 billion, posting a gross profit margin of 24%.

Meanwhile, Operating Expenses was correspondingly high at P733.777 million as high Coal
Revenues also translated to accrual of high Government share of P633.857 million for the
period ended, although final computation is on per annum basis. The balance of P99.920
million represented General and Administrative Expenses. Consequently, Operating Income
was recorded at P783.031 million or 12% of Revenues.

Other Income/(Charges) of P55.56 million was comprised of income from short-term
investments of P12.3 million, insurance claims of P10.8 million, non-recurring Income from
sale of equipment of P33.994 million, and sale of electricity to the local electric cooperative,
offset by other charges. Interest and Other Financing Charges on short and long-term
loans amounted to P12.453 million. With exchange rate of peso to dollar at P48.13:1 as at
the beginning of the year and fluctuating to P47.52 as at the end of the period, the
Company recorded Realized Forex Gain of P4.073 million while conversely recognizing
Unrealized Forex Loss of P146.4 thousand.

The resulting Net Income Before Tax amounted to P830.068 million. Total Provision for
Income Tax was P109.387 million, net of tax savings as a result of the Company’s
registration with the Board of Investments last year. Thus, Net Income After Tax amounted
to P720.680 million for the period ending first half of this year.

2009 FIRST HALF FINANCIAL CONDITION

Total Assets reflected a 13% drop from beginning balance of P6.111 billion to P5.330 billion
as at the end of the first half.

The decrease in Total Assets was mainly caused by the drop in Total Current Assets by 39%
from P4.513 billion as at the start of the year to close at P2.742 billion. The main
contributors to this reduction were the decrease in Cash and Cash Equivalents by 37% from
P1.012 billion beginning balance to P636.699 million; decrease in Trade Receivables by
53% from P1.753 billion to P826.039 million; and drop in Coal Inventory by 98% from
P896.734 million to P17.379 million as at the end of the period. Dividend declaration of
P1.665 billion and aggressive pre-stripping activities of the Company used up most of its
cash during the first half of the year. Meanwhile, the huge beginning receivables from
customers were merely due to timing difference in collection because of the long holidays at
the closing of the previous year. The National Power Corporation (NPC) accounted for 26%
of the ending Trade Receivable level. The share of Philippine National Oil Corporation
(PNOC) is at 21%, Toledo Power Corp (TPC) at 15%, Holcim Cement at 8%, Jet Power
Corporation (JPC) at 9%, Apo Cement at 3%, while the balance represented export letter of
credits that were not yet due for negotiation as of cut-off. Finally, the pre-stripped coal was
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not yet valued in the books of the Company since it was not yet counted as production.
Hence, ending coal inventory reflected a minimal value.

On the other hand, Receivable from Related Parties increased by 165% from P6.608 million
beginning balance to P17.537 million, representing operating advances to affiliate
companies. Meanwhile, advances to suppliers, which mainly comprised Other Receivables,
posted a slight 2% increase from P117.358 million to P120.285 million as at the end of the
period. Materials, Fuel and Other Supplies likewise posted an increase of 77% from
P486.486 million to P862.568 million, corresponding to the augmented activities at the
mine site in congruence to the capacity expansion program.

Total Non-Current Assets reflected a 62% growth from beginning balance of P1.598 billion
to P2.588 billion as at the end of first half. The increase mainly came from the augmented
Property, Plant and Equipment (PPE), which lodged additional mining equipment brought in
to expand capacity. Investments and Deferred Charges and Other Non-Current Assets
likewise increased by 11% and 35%, respectively, from beginning balance as at the start of
the year. Increase in Investments reflected additional cash infusion to DMCI Power, while
Deferred Charges and Other Non-Current Assets consisted of software costs, net of
amortization and guarantee deposits on leases amounting to P337.89 million

Total Liabilities on the other hand recorded a 9% growth from P1.811 billion as at the start
of the year to P1.974 billion closing first half balance.

The 10% growth in Total Current Liabilities from P1.637 billion to P1.798 billion was mainly
caused by the 34% surge in Accounts Payable and Other Payables from P1.142 billion to
P1.533 billion, which included provision for government share of P524 million, trade
payables of P844.6 million (inclusive of accrued payable materials amounting to P312
million, payables on consignments of P161 million, other trade - local and foreign - payables
of P371 million), and accrued and other payables of P164.40 million. Meanwhile, Payable to
Related Parties posted an 18% increase at P53.776 million from beginning balance of
P45.762 million, reflecting additional payables for equipment utilization, coal freight
charges, and boat charters for transport of materials, equipment, and parts.

On the other hand, Current Portion of Long-Term Debt decreased by 61% from P389.223
million to P152.162 million due to continued debt amortization.

As a result of its registration with the Board of Investments, the Company is entitled to
income tax holidays, thus enabling it to maintain its income Tax Payable to a low level of
P57.858 million as at the end of the period, posting a slight decrease from beginning
balance of P58.060 million.

Meanwhile, Customer’s Deposit, which reflected the balance of advance payments made by
a client, remained unchanged at P1.207 million.

Non-Current Liabilities showed a minimal 1% increase at P175.653 million from beginning
balance of P173.894 million. This is due to the Increase in Long-Term Debt — net of
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Current Portion as a result of account reclassification. Other Non-Current Liabilities
accounts did not reflect movements during the period.

The payment of Cash Dividends in May amounting to P1.665 billion, partially offset by Net
Income After Tax of P720.680 million for the current period, caused the decrease in Total
Stockholders’ Equity to P3.356 billion, net of Cost of Treasury Shares, as at the end of first
half.

2009 COMPARATIVE REPORT
I. PRODUCTION

Additional new mining equipment came in during the first half of the year and effectively
increased annual capacity from 38 million bcm to 59 million bcm. As a result, total material
movement during the current period was 30,718,930 bcm, posting a 60% variance over H1
2008 of 19,220,787 bcm. Of the total volume this year, 16,205,095 bcm were moved in
Q1, 75% higher than Q1 2008 material movement of 9,280,236 bcm, while 14,513,835
bcm were moved in Q2, posting a 46% growth over Q2 2008 volume of 9,940,985 bcm.

Meanwhile, ROM coal production during the first six months of the year did not correspond
to the huge increase in total material movement as coal production was managed to
minimize dissipation. Total ROM coal produced for H1 2009 is 1,902,358 MTs, showing a
minimal 1% improvement over H1 2009 volume of 1,878,232 MTs. Q1 and Q2 2009 ROM
coal produced were 834,893 MTs and 1,067,465 MTs, respectively. On the other hand,
1,065,387 MTs and 812,845 MTs were extracted in Q1 and Q2 2008, respectively.

Similarly, net product coal produced in the current period showed a slight 3% improvement
at 1,753,953 MTs, 772,537 MTs and 981,417 MTs were produced in Q1 and Q2,
respectively. In 2008, net product coal produced in Q1 and Q2 were 1,003,542 MTs and
747,401 MTs, respectively, totaling to 1,750,944 MTs for the six-month period.

With higher waste materials moved this year at 28,888,671 bcm, recording a 62% growth
over H1 2008 waste material movement of 17, 879,625 bcm, strip ratio likewise marked an
increase at 15.19 as at the end of the current period, as compared to 9.52 as at end of H1
2008.

Since coal production was managed in the current period, the resulting coal inventory on

hand was even lower by 27% at 10,086 MTs compared to the already low H1 2008 ending
inventory of 13,819 MTs.
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1. MARKETING

Strong demand for Semirara coal remained steadfast despite adverse global economic
developments. Total coal sold in Q1 and Q2 this year were recorded at 1,078,344 MTs and
1,089,515 MTs, respectively, totaling to 2,167,859 MTs for the first semester. This year’s
volume is at almost the same level with H1 2008 coal sales of 2,118,095 MTs, of which
1,120,961 MTs were sold in Q1 while 997,134 MTs were sold in Q2.

Export sales this year took up the biggest share in the pie at 44% of total sales. It also
posted a 13% increase at 954,837 MTs compared to H1 2008 export sales of 842,038 MTs.
Aside from China, India and Hong Kong markets, new buyers from Thailand, Japan, and
Taiwan started to buy Semirara coal this year with two new traders helping in marketing
our coal. Export sales in Q2 this year is 511,736 MTs, 16% more that Q1 volume of
443,100 MTs.

Meanwhile, the power units of NPC Calaca Power Plant were already restored to normal
operations this year, unlike last year wherein the plants were intermittently down due to
technical problems. NPC, which was once the single market of Semirara coal, now holds a
low market share of 28% buying 612,798 MTs in the first semester. Total volume sold to
the Calaca plants this year is 64% more than H1 2008 sales of 374,152 MTs. There are no
deliveries made to other NPC plants this year. The increase in NPC Calaca volume slightly
offset the drop in other Non-NPC Calaca power plants, which dropped by 68% at 104,109
MTs as against H1 2008 deliveries of 368,580 MTs, inclusive of 42,783 MTs delivered to
Sual and Pagbilao plants. The resulting total deliveries to power plants, which took up 33%
of the Company’s total market this year and 35% last year, recorded a 4% drop at 716,907
MTs in H1 2009 MTs compared to 742,733 MTs in H1 2008.

Sales to cement plants also recorded a 20% drop at 338,788 MTs in H1 2009 as against H1

2008 volume of 423,425 MTs. On the positive note, one of the biggest cement companies
in the country started to buy Semirara coal this year.

On the other hand, other industries marked a 43% growth at 157,327 MTs in the current
semester compared to sales last year of 109,604 MTs.

Total local sales dropped by 5% from 1,275,762 MTs in H1 2008 to 1,213,022 MTs in the
current semester.

Composite average FOB price, however, reflected an impressive growth of 31% at
P2,914/MT in H1 2009 against H1 2008 price of P2,231/MT.
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111. FINANCE

A. Sales and Profitability

Higher composite average FOB price this year augmented the increase in Coal Revenues at
P6.316 billion for H1, 34% higher than H1 2008 Coal Revenues of P4.728 billion, despite
volume sold at almost the same level. Similarly, with the Calaca plants operational, 2009
YTD Coal Handling Revenues increased by 94% at P39.569 million as against P20.396
million generated in the same period last year. The resulting Total Revenues
correspondingly demonstrated an increase of 34% at P6.356 billion compared to P4.748
billion in H1 2008.

Meanwhile, as operations intensified its stripping activities this period to maximize the
expanded capacity and to prepare for the rainy season, as demonstrated by the high strip
ratio, Cost of Sales, inclusive of shipping, loading and hauling costs, reflected a 33%
increase at P4.839 billion compared to P3.635 billion in H1 2008.

The resulting Gross Margin is still 36% better this period at P1.517 billion, as against
P1.113 billion generated last year.

As operations became more efficient and with higher Coal Sales, Provision for Government
Share increased by 46% at P633.857 million for the first semester this year compared with
the provision posted in H1 2008 at P433.264 million. Although the provision made this year
is high at 10% of Coal Sales, the percentage may still go down close to the 3% minimum
once all targeted repairs, equipment maintenance program and other mine and campsite
rehabilitation activities will be materialized in the remaining months of the year or if coal
prices will fall, thus affecting revenue generation. In addition, with the Company’s
expanded operations, General and Administrative Expenses correspondingly increased by
50% at P99.92 million in the current period, as against P55.352 million in H1 2008.

Total Other Income (charges) slightly increased. Most of the recorded other income came
from gain on sale of asset, both from retired equipment and equipment subjected to sale
and leaseback. The Company again booked Non-recurring Income of P33.994 million from
sale of equipment, 218% more than the amount book last year of P10.677 million.

Interest and Financing charges significantly dropped. This is primarily due to lower
Financing Charges this year at P12.453 million compared to P54.255 million in H1 2008 as
interest rates went down along with the decrease of loan balances. Realized and Unrealized
Forex Gain / Loss also reflected fluctuations with the movements in Foreign Exchange
Rates.

Net Income Before Tax marked a 27% growth in the current semester at P796.074 million
as against P627.244 million in H1 2008.
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Although Taxable Income is higher in the current period, Provision for Income Tax dropped
by 44% at P109.387 million, as against H1 2008 tax provision of P194.643 million. This is
due to the tax incentives that the Company availed from its registration with the Board of
Investments as an expanding producer of coal.

The resulting Net Income After Tax increased by 63% at P720.680 million this period from
P443,279 million in H1 2008.

Correspondingly, Earnings per Share grew by 63% at P2.596 this semester as against
P1.597 last year. On the other hand, EBITDA showed an 8% decrease at P1.414 billion
from P1.533 billion in H1 2008.

B. Solvency & Liquidity

Net cash used by the Company in the current semester amounted to P375.711 million. As
a result, Cash End dropped to P636.699 million from beginning level of P1.012 billion.

Net Cash Provided by Operations for the current six-month period was P2.900 billion, 233%
more than the P870.243 million generated in the same period last year. This was mainly
caused by the decrease in Receivables and Inventories for reasons discussed above.
Furthermore, Accounts Payables and Accrued Expenses increased mainly due to accrual of
Government Share.

While Operations posted a significant increase compared to the previous comparable period,
investing activities in the current year, however, were more aggressive such that the
Company spent P2.100 billion during the first half. On the other hand, the Company
generated P144.937 from investing activities last year. About P2.0 billion of this year’s
outflows were spent on new mining equipment purchased to expand capacity.

Similarly, the Company used more cash for its financing activities. Net Cash Used in
Financing Activities as at the end of H1 this year totaled to P1.175 billion as against last
year’'s P700.224 million. The increase in dividend payout per share this year to P6 from P4
in 2008 resulted to a 64% surge in absolute amount to P1.665 billion from P1.018 billion
last year. The 40% increase in loan availment on a period-to-period comparison is due to
availment of short-term loans for working capital, which were subsequently paid off in the
succeeding quarter. Debt repayment, on the other hand, slid by 10% as loan balances
continued to decrease.

The movements in the Company’s balance sheet resulted to drop in Current Ratio from
2.76x as at yearend 2008 and end of H1 2008 level of 2.08x to 1.53x as at the close of the
current semester. Meanwhile, Total Debt to Equity Ratio is still strong at 0.59:1 as at the
end of the period compared to H1 2008 ratio of 0.66:1 and 2008 yearend level of 0.42:1.
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1V. PERFORMANCE INDICATORS

1. Average Selling Price — Average FOB Composite Price during the period remained high
despite the fluctuations in the global market. A significant reason is that some deliveries
were already contracted when coal prices were still high. Another factor is that average
price of Semirara coal came from a low base due to the strategic pricing offered to new
customers to penetrate new markets.

2. Debt to Equity Ratio — This is an important indicator of the Company’s financial health.
The strength of the balance sheet has been proven in the last several years when the
Company steadily maintained a healthy D/E ratio despite huge cash dividend payouts and
intensive investments for capacity expansion.

3. Capital Expenditures — the aggressive expansion programs that the Company
launched over the past years indicates its drive to grow its business. Given its existing
capacities, it is already able to generate sizeable earnings. However, management takes
each opportunity to further improve and develop the Company to continuously enhance
shareholders’ value.

4. Expanded Market — The Company continued its efforts to enlarge its market base. A
significant development during the period is the penetration of Thailand, Japan and Taiwan
markets. The successful shipments to these three countries further increased market share
of export sales to 44%. Furthermore, another positive development is the successful
acceptance of Semirara coal by one of the country’s biggest cement companies.

5. Improved Coal Quality — A distinct testimony to the success of the Company’s effort
to improve acceptability of its coal is the successful diversification of its market base, for
both domestic and export markets. The Company was able to transcend the issue of
inherent low coal quality, as it was able to maximize the total characteristics of its product
in order to become a dependable alternative supplier of fuel.
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PART 11 OTHER INFORMATION

Other disclosures:

a. Company's operation is not cyclical in nature or seasonal. Mining activities is
continuous throughout the year;

b. There were no issuances, repurchases, and repayments of debt in equity securities
which transpired during the quarter;

c. There are no subsequent events, that came to our knowledge, which are material
enough to warrant an adjustments in the interim financial statements;

d. The company has no business segments;

e. The company has no contingent assets nor liabilities known as of interim balance sheet
date;
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PART III SIGNATURES
Pursuant to the requirement of the Revised Securities Code, the registrant has duly caused

this report to be signed on its behalf by the undersigned thereunto duly authorized.

Issuer: SEMIRARA MINING CORPORATION

Signature and Title:

Princi al Executive and Opetating Officer

Date: August 14, 2009

Vm&Z’V

[JUNA
@ff_l_cwharge CFO
For ’
NESTOR D. DADIVAS
Principal Financial Officer/Comptroller

Date: August 14, 2009

Principal Aecounting Officer

Date: August 14, 2009
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ANNEX B
SEMIRARA MINING CORPORATION
FINANCIAL RISK MANAGEMENT DISCLOSURES
As of June 30, 2009

The Company’s financial instruments as of June 30, 2009 and December 31, 2008 are of
the nature of loans and receivables and other financial liabilities and comprise of bank
loans, trade payables and purchase contracts. The main purpose of these financial
instruments is to finance the Company’s operations. The Company has various financial
assets such as trade receivables and cash and cash equivalents, which arise directly from
operations.

The main risks arising from the Company’s financial instruments are cash flow interest rate
risk, foreign currency risk, credit risk and liquidity risk. The Board of Directors reviews and
approves policies for managing each of these risks which are summarized below :

Interest Rate Risk

The Company’s exposure to the risk of changes in market interest rates relates primarily to
the Company’s long-term obligations with floating interest rates. The Company’s policy is
to manage its interest cost using a mix of fixed and variable rate debts. The Company’s
policy is to maintain a balance of peso-denominated and United States dollar-denominated
debts.

The following table shows the information about the Company’s financial instruments that
are exposed to cash flow (floating rate instrument) and fair value (fixed rate instrument)
interest rate risks and presented by maturity profile.

More than

SJune 30, 2009

writhin 1 year

1 -2 years

2 -3 years

3 -4 years

4 years

Total

Cash equivalents

Liabilities
Eixed rate bank loan=s
9%% Local bank loan
B8%% Warious local bank loans

8% - 1126 “Warious LTs
Floating rate
LU=015.14 million loan (6 months
UsSD LIBEOR plus 1.5% p.a.)
UsS0O6 .6 million loan (2 months
USD SIBEOR plus 1.95% p.a.)

Srand Total

December 31, 2008

526,698,503

636,608,503

<0,695 .75

995 565

17,422,386

75,218,671

119,044,549

37,609,260

0,695,754

995 565

126 466,936

112,822,031

134,332,366

156,653,909

290,986,295

within 1 year

1 -2 years

2 -3 vears

I -4 years

More than
4 years

Total

Cash equivalents

Liakilities
Fixed rate
9% Local bank loan
8% Warious local bank loans

28%% - 112 “Wwarious LCs
Eloating rate
UsSD15. 14 million loan (6 months
USD LIBOR plus 1.2% p.al)
USDE B4 million loan (2 months
UsSD SIBEOR plus 1.95% p.a.)

Srand Total

1.012.409,.162

Y

012,409,162

57,314,973
102 496,733

11,281,248

132,874,985

T4,265,2¥75

62,799,870

T4,265,371

57,314,973
102 496,733

11,281,248

206,674,856

148,530,745

389,233,320

137,065,241

526,296,561
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Liquidity Risk

The Company’s objective is to maintain a balance between continuity of funding and
flexibility through the use of bank loans. The Company’s policy is to maintain a level of
cash that is sufficient to fund its monthly cash requirements, at least for the next four to six
months. Capital expenditures are funded through a mix of supplier’s credit, letter of credit,
trust receipts and long term debt, while operating expenses and working capital
requirements are sufficiently funded through cash collections.

Grand Teotal
June 30, 2009 within 1 year 1-2years 2 -4 years  More than 4 years in UsSD in PHP
Trade and other payables PHF 1,533,011413 - - - - 1,833,011419
Fized rate
9% Local hank loan = - - - - T -
8% “arious local bank loans FHF 40 695 7R = = S 40 695,764
8% - 11% Various LCs PHF 085 565 - - - S 985 565
Floating rate
US015.14 million loan (6 months
UsSD LIBOR plus 1 5% pa) UsD 367,886 S0 2475 5396 2,835,382 163,576,679
USDE.B4 million loan (3 months USD
SIBOR plus 1.95% p.a.) UsD 7,562,823 USD 781,412 2,344 235 132,179,708
Grand Total UsSD 5179617 PHP 1,870,459,034
Grand Total
December 31, 2008 within 1 year 1-2 years 2 -4 years More than 4 years in USD in PHP
Trade and other payables FHP 1,188,163,322 - - - - " 1,188,163,322
Fixed rate
9% Local bank loan PHF 27,314 973 - - - - 57,314,873
8% “arious local bank loans FHF 102 496,739 = 102 496,739
8% - 11% Warious LCs PHF 11,281,248 - - - - 11,281,248
Floating rate
US015.14 million loan (B months
JSD LIBOR plus 1.5% p.a.) UsD 3028836 USD 1,322,369 4,352,305 206,674 856
LSDE6.64 million loan (3 months USD
SIBOR plus 1.95% p.a.) UsD 7,585 747 LUSD 7,563,820 3,128 961 148,530,745
Grand Total UsD 7481,266 PHP 1,714,461,883

Foreign Currency Risk

The Company’s foreign exchange risk results primarily from movements of the Philippine
Peso (PhP) against the US Dollar (USD). Majority of revenues are generated in peso,
however, substantially all of the capital expenditures are in USD. Approximately 16% and
21% of debts as of June 30, 2009 and December 31, 2008 respectively were denominated
in USD.
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Information on the Company’s foreign currency denominated monetary assets and liabilities
and their PhP equivalents follow :

June 30, 2009 December 31, 2008

uspD PHP usp PHP
Assets
Cash and cash equivalents 11071 847 532 8858 011 828 243 39 353 107
Trade receivables 2,443 738 117 517,090 154 547 7344 053
Liahilities
Trade payables 5 983 936 288 249 907 (4 285,231 (203 634 180)
Long-terrm debts 5,179 616 249 294 935 (7 475 029 (355 213,378)
Met foreign currency
denominated assets (liabilities) 24 B84 188 1,188 049 945 (10,777 4707 (512 145 388)

The average exchange rates used in June 30, 2009 and December 31, 2008 were PhP48.13
and PhP47.52 respectively.

The Company recognized PhP3.926 million foreign exchange gain and PhP1.96 million
foreign exchange loss for the 6-month period ended June 30, 2009 and 2008 respectively
and PhP82.8 million foreign exchange loss for the period ended December 31, 2008.

Credit Risk

The Company trades only with recognized and creditworthy third parties. It is the
Company’s practice that all customers who wish to trade on credit terms are subject to
credit verification procedures. In addition, receivable balances are monitored on an
ongoing basis with the result that the Company’s exposure to bad debts is not significant.

The Company generally offers 80% of coal delivered payable within 30 days upon receipt of
billing and the remaining 20% payable within 15 days after receipt of final billing based on
final analysis of coal delivered.

With respect to the credit risk arising from the other financial assets of the Company, which
comprise cash and cash equivalents, the Company’s exposure to credit risk arises from
default of the counterparty, with a maximum exposure equal to the carrying amount of
these instruments. The Company transacts only with institutions or banks that have proven
track record in financial soundness.
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Credit risk is concentrated on the following markets :

June 30, 2009 December 31, 2008

Local sales 349 B6%
Export sales 149 0%
Other receivables 20 1494
Total 100%0 100%0

The table below shows the maximum exposure to credit risk of the Company :

Gross maximum exposure June 30, 2009 December 31, 2008

Cash and cash equivalents G36,698,503 1,012,409,162
Receivables
Local trade receivables 708,421,936 1,766,074,476
Export trade receivables 117,617,090 7,344,063
Due from related parties 17,537,307 6,607,698
Others 13,521,657 25,926,943
Security deposits 337,878,503 251,086,303
Total credit risk exposure 1,836,674,995 3,069,448,645

Fair Values

The following table sets forth the carrying values and estimated fair values of the
Company’s financial assets and liabilities recognized as of June 30, 2009 and December 31,

2008 :

June 30, 2002 December 31, 2005

Carrying “alue Fair %alue Carrying “alue Fair “walue
Financial Asset
Loans and Receivables
Cash 395 010,287 395 010 287 26579217 26579217
Cash eguivalents 241 BE8 2B 241 688 216 995 829 945 985 829 945
Receivables
Trade local sales 708,421 9365 708 421 938 1,749 055 527 1,749 055 827
Trade export sales 117 517,090 117 517,090 7344 043 7344 043
Due from related parties 17 837 307 17 837 307 B BO7 593 B BO7 93
Other receivables 18,521 BSY 18,521 BSY 17 084 203 17 084 803
Security deposits 337 878,803 251,333,153 251 086,303 255 940 292

Total Financial Assets

1,836,674,995

1,850,129,646

3,043,587 .837

3.048,441.,826

Financial Liahility
Cther Lizbilities
Payables

Trade payables Sdd 543 751 S44 543 7651 895 274 B17 595 274 B17
Accrued and other payables 170 644 595 170 644 595 194 392 707 194 392 707
Fayable to DOE & local govt units 517 723,063 524,186,790 52,734 125 52,734 125
Due to related parties 53,775 824 53,775 824 45761 873 45 761 873
Long term debts 290,986 264 299282 313 526,298 561 533,900,454

Total Financial Liabilities

1.877,773,507

1,892,533.283

1,714,461.883

1,722,063,606
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The following methods and assumptions were used to estimate the fair value of each class
of financial instrument for which it is practicable to estimate such value :

Financial Assets

Due to the short term nature of the transactions, the fair value of cash and cash
equivalents, short term investments and receivables approximate the amount of
consideration at the time of initial recognition.

Financial Liabilities

Floating Rate Loans

The carrying values approximated the fair value because of recent and regular repricing
(quarterly) based on market conditions.

Fixed Rate Loans
Estimated fair value is based on the discounted value of future cash flows using the
applicable rates (3%-12%) for similar type of loans.

Accounts Payable and Accrued Expenses
The fair values of accounts payable and accrued expenses approximate the carrying
amounts due to the short-term nature of these transactions.
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