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5. Philippines 6. (SEC Use Only)
Province, Country or other jurisdiction of Industry Classification Code:
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Address of principal office Postal Code
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Philippine Stock Exchange - Common Shares
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Philippines during the preceding twelve (12) months (or for such shorter period that the registrant was
required to file such reports);

Yes (v) No( )
(b) Has been subject to such filing requirements for the past ninety (90) days.

Yes{ ) No (¥))




‘ SEMIRARA
MINING & POWER
CORPORATION
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NON-FINANCIAL DISCLOSURE REQUIREMENTS
PART I- BUSINESS AND GENERAL INFORMATION
A. DESCRIPTION OF BUSINESS
(1) Business Development

(a) Formand year of organization. - The Company was incorporated on February 26, 1980 to explore,
develop, and mine the coal resources in Semirara Island. To date, the Company has six (6) wholly-
owned (100%) subsidiaries:

(i) SEM-Calaca Power Corporation (SCPC) was incorporated on November 19, 2009 to engage
in the business of power generation;

(if) SEM-Cal Industrial Park Developers Inc. (SIPDI) was incorporated on April 27, 2011 to engage
the development of economic zone in accordance with Republic Act No. 7916, as amended,
otherwise known as the Special Economic Zone Act of 1995;

(iii) Southwest Luzon Power Generation Corporation (SLPGC) was incorporated on August 31,
2011 to engage in the business of power generation;

(iv) Semirara Claystone Inc. (SCI) was incorporated on November 29, 2012 to engage in the
business of manufacturing of clay products;

(v) Semirara Energy Utilities Inc. (SEUI) was incorporated on February 18, 2013 to perform
qualified third party functions as an alternative electric service provider authorized to serve
remote and unviable areas; and

(vi) Southeast Luzon Power Generation Corporation (SELPGC) was incorporated on September 9,
2013 to engage in the business of power generation.

(b) Any bankruptcy, receivership or similar proceedings. - None.

(c) Any material reclassification, merger, consolidation, or purchase or sale of a significant
amount of assets not in the ordinary course of business. - None.

(2) Business of Issuer
(a) Description of Registrant

(i) Principal product or services and their markets. - The Company generates its revenues
through the production and sale of sub-bituminous coal. The coal handling services at the
National Power Corporation’s Calaca Power Plants, located in Batangas was terminated after
the Company’s wholly-owned subsidiary, SCPC acquired ownership over the Calaca Power
Plants in December 2, 2009. Over the years the Company diversified its coal market. For the
year 2015, volume sold to export market accounted for 36% of the total coal sales, the power
generation sector 26%, cement and other industries at 15%. Year on year, market share varies
depending on the demand from each of the major market sector. The total power off-take in
2015 showed a net increase of 41% from last due to higher off-take by its own power generating
units at Calaca, Batangas. The Company’s wholly-owned power subsidiary, SCPC supplies
power under various bilateral contracts and its excess power generated are sold to Whole Sale
Electricity Sport Market (WESM) or the spot market. Total contracted energy in 2015 is at
491.4MW, of which 420MW is for Meralco. Sem-Calaca Industrial Park Development, Inc.
intends to develop certain areas within the premises of the Calaca Power Plant into an economic
zone to cater certain industries that will benefit due to its proximity to Calaca Power Plants but
to date, it still remains under study. To date, approval to develop the areas within the Calaca
Power Plants is pending with the Philippine Economic Zone Authority (PEZA). The new
wholly-owned subsidiary, Semirara Claystone, Inc. was created to primarily engage in, conduct,
and carry on the business of manufacturing, buying, selling, distributing, marketing at wholesale
and retail all kinds of goods from clay and other related raw materials, it is still under pre-
operating stage since it has not yet started production of commercial quantity. SLPGC is
currently developing and going to operate the 2x150 MW Coal Fired Thermal Power Plant,
using Circulating Fluidized Bed Technology, located adjacent to the Calaca Power Plants.
Project target completion is 1% half 2015. Finally, SRPGC plans to own, develop and operate a
power plant with a capacity which may range between 350MW to 400MW to be located
adjacent to SLPGC’s power plant.




(if) Percentage of sales or revenues and net income contributed by foreign sales for each of
the last three years. — For years 2016, 2015 and 2014, the coal segment, foreign sales accounted
for 59%, 36%% and 60% of gross coal sales revenues, respectively and around 41%, 41%, 33%
in net income after tax, respectively. For the power revenue, 100% is local sales.

(iii) Distribution methods of the products or services. — In general Marketing policy is to sell
directly to ultimate consumers for local sales on FOB basis. Export sales are distributed through
coal traders, also on FOB basis.

(iv) Status of any publicly-announced new product or services. - Not applicable.

(v) Competition. - Competition is insignificant in so far as domestic coal mine is concerned. The
Company remains the largest coal producer in the Philippines. Based on the 2014 production
data from Department of Energy, the Company’s production output accounted for 97% of total
production in the Philippines of 8.41M MT while the nominal balance is shared by small-scale
mines in Cebu, Batan Island, Albay, Surigao, Zamboanga and other areas. Nonetheless,
domestic coal demand is still anchored heavily on imported coal. The Company only supplies
18% of the total domestic consumption of 20.16 million MTs. The competitiveness of domestic
coal producers is challenged by the more superior quality of imported coal as well as the
government’s policy on liberalization. This is however compensated by the Department of
Energy's policy to promote indigenous energy resources and lower freight costs of local coal
vis-a-vis imports. The Company remains to be competitive while it continues to exert efforts to
improve the quality of its coal and keep production costs low. Common Effective Preferential
Tariff rates (CEPT) on coal among ASEAN member nations is 0%, outside ASEAN, the tariff
rate is at 5%.

To be competitive, local coal industry must be priced competitively against imported coals,
currently from, Indonesia, China & Australia. Pricing of domestic coal is based on import parity
inclusive of taxes and duties (at the current rate of taxes and duties). With the inherent quality
of Semirara coal, it is estimated that it can be utilized by approximately 50% of the total
Philippine market. The promptness of delivery and quality of coal is required. The power
companies are mostly located in Luzon and a few in the Visayas and Mindanao.

(vi) Sources and availability of raw materials and the name of Principal suppliers; any major
existing supply contracts. - The Company has a Coal Operating Contract (COC) with
Department of Energy (DOE) in 1977 (amended 1981) for the exploration, development, mining
and utilization of coal over Semirara Island, Antique pursuant to Presidential Decree No. 972.
On May 13, 2008, the DOE approved the term extension of the Company’s COC from July 13,
2012 to July 14, 2027. Semirara Island has an estimated coal reserve of around 170 million
MTs. On November 12, 2009, DOE and the Company amended the Coal Operating Contract.
Said amendment changed the coordinates of the contract area to include an area of 3,000 and
4,200 hectares, more or less situated in Caluya Island and Sibay Island, Antique.

In 2013, two new concessions were awarded to the Company - in Bulalacao, Oriental Mindoro
and in Maitum and Kaimba, Province of Saranggani, bringing to five the concession areas where
the Company has coal operating contracts.

Currently, the Company has an existing coal supply contracts with its own power subsidiaries,
SCPC and SLPGC, as well as other power plants and cement manufacturers.




(vii) Dependence upon a single customer. — The Company is no longer dependent upon a single

customer. It successfully diversified its market base. In 2016, export and local sales registered
at 59% and 41% in terms of volume and value respectively. While in 2015, export and local
sales registered at 37% and 63% in terms of volume and 36% and 64% in terms of value,
respectively. Power segment was at 45% in 2016 from 52% in 2015. Total sales to power plants
registered at 33% from 47% in 2015. The balance was shared among other power plants, cement
plants, other industries, and export markets.

Historically, approximately 98% of the Company’s revenue streams were from then NPC
Calaca Plants. NPC’s consumption of Semirara Coal has steadily increased since the Company
worked on improving the quality of its coal. Note that the Company started washing 25% of its
production in mid-1999. Resultantly, its market has widened, to include other power plants, the
cement industry and other small industrial plants and in 2007, Semirara coal was tested by the
export market. In 2007, NPC’s share in volume and value of the Company’s sales went down
to 38% and 45%, respectively, from 63% to 68% in 2006. In 2008, NPC share in volume and
value further dropped to 24% to 40% due to steady increase in total volume sold resulting from
increase in domestic sales to other power plants and industries and export sales as well. In 2007,
sale to domestic customers (outside NPC) accounted for 39% and 37%, respectively, in terms
of volume and value, and rose to 46% in volume and decreased by 27% in value in 2008.
Likewise, in 2007, export sales’ share in volume and value registered at 22% and 18%,
respectively, and went up to 30% and 22% in 2008. In 2009, NPC Calaca Power plants’ share
in volume remained at 24%, while in terms of value it slid to 39%. Market share of domestic
customers, other than NPC registered at 25% for both volume and value. Notably, the share of
export market went up to 51% and 37% in volume and value respectively in 2009. In December
2009, the 2x300 MW power plants of NPC at Calaca, Batangas were turned-over to the
Company after successful privatization of PSALM of said power plants.

Meanwhile, in the power segment, total contracted energy is 489 MW, bulk of which or 420
MW is contracted to Meralco.

(viii)Transactions with and/or dependence on related parties. - Please refer to Note 18 (Related

Party Transactions) of Notes to Parent Company Financial Statements and Note 19 (Related
Party Transactions) of Notes to Consolidated Financial Statements.

The company has no other transaction with other parties (outside the definition of “related
parties”) whom the company or its related parties have relationship that enables the parties to
negotiate terms of material transactions that may not be available from other, more clearly
independent parties on an arm’s length basis. Related Party Transaction does not include
financial assistance to affiliates or related entities not wholly-owned subsidiaries.

(ix) Patents, trademarks, copyrights, licenses, franchises, Concessions and royalty agreements

held. - Under its Coal Operating Contract, the Company is required to pay royalties to the
Department of Energy (DOE) — at minimum of 3% based on FOB sales or at 30% of net
proceeds (gross revenue less all expenses, excluding royalty and corporate tax) and
compensation for entry and use of private lands under the provisions of PD 972, as amended by
PD 1174, to land owners—P0.50/MT for untitled land and £1.00/MT for titled land.




(x) Need for any government approval of principal products or services. - The Company has
secured permits and licenses from the government as follows: a) Coal Operating Contract with
the DOE effective until 2012;% b) DENR Mineral Exploration Permit No. 99-001-V1 renewable
every 2 years; ¢) DENR Environmental Compliance Certificate (ECC) No. 9805-009-302; d)
DENR Environmental Compliance Certificate ECC-CO-1601-005 for its Molave Coal Project;
(e) Business Permit issued by Caluya, Antique and Makati City; f) Aerodrome Rating
Certificate No. 218 issued by CAAP-yearly renewable; g) Certificate of Registration of Port
Facilities No. 149 until December 31, 2014;* and h) DENR Special Land Use Permit No. 6-1-
SLUP-OLP002-03152017 until March 15, 2017.

(xi) Effect of existing or probable governmental regulations on the business. — SMPC continue
to operate and has not been suspended and neither has it been issued any suspension order nor
is there any ongoing mining audit or re-audit, as based on the DENR Environmental Audit on
August 25, 2016, SMPC was cleared and compliant with its Environmental Compliance
Certificate (ECC). SMPC’s operation is under the jurisdiction of the DOE and the latter has
issued in August 26, 2016 the results of its own technical audit confirming SMPC’s operations
does not discharge toxic materials to the mangroves, sulfur content of coal is below 1%, no
seaweed farm affected and dumping of overburden materials do not affect nearby communities.

The DENR order on the closure of several mines has no adverse effect whatsoever on the
Corporation’s business operations and financial condition. In February 2017, the DENR-EMB
Region VI issued a special order on the creation of composite team to conduct monitoring,
inspection and investigation on SMPC’s compliance to its ECC, ambient air and water
monitoring of Semirara Island, investigation of alleged reclamation of SMPC and livelihood
and community status in the island. It was, however, clarified that the inspection is not an audit
but only information gathering and validation of its audit results in 2016.

Based on the results of its data gathering activity in Semirara Island, DENR-EMB Region VI
declared SMPC to be very much compliant with the ECC conditionalities as shown by the
mining audit conducted in 2016 by the Multi-Partite Monitoring Report. The DENR-EMB
noted that:

1. SMPC substantially provided basic services and livelihood assistance to local

communities. Reforestation and rehabilitation program are on the top priority of

SMPC.

Sixty percent (60%) is vegetated or covered with naturally growing and planted trees.

3. On the alleged reclamation, the results showed that there is a considerable increase of
land area on the northern tip of the island and extending seaward from the mining pits
of Unong, Panian, Molave and Narra, as a result of backfilling and within the coal
operating area of SMPC.

4. SMPC has established a Research Center for giant clams and abalone near the Semirara
Marine Sanctuary to support the water quality monitoring. Giant clams that thrives in
the area is an indicator of good water quality.

N

SMPC has a pending transfer of the Mineral Production Sharing Agreement (MPSA) from
South Davao Development Co., Inc. However due to recent developments, the completion of
transfer will be evaluated by the Corporation. This, has no material adverse effect whatsoever
on the Corporation’s business operations and financial condition.

(xii) Estimate of amount spent on research and development Activities (2 fiscal years). - None.

(xiii) Costs and effects of compliance with environmental laws. - The Company has programs
being implemented to comply with the conditions of ECC, which includes the Regular
Monitoring by the Multi-partite Monitoring Team (MMT), Marine Assessment

3 Extended on May 13, 2008 for 15 years or until July 14, 2027.
4 Renewal of permit is pending with the Philippine Ports Authority.




Studies/Surveys, and Social & Environmental Development Programs such as expanded
mangrove areas, initiated and supported livelihood projects, implemented reforestation
programs on the island and cultivated marine sanctuary, i.e., giant clams and abalones. The
Company has spent P547.96 Million for these activities from 1999-2013. The Company has
established an Environmental Monitoring Fund for MMT, which has an initial amount of
P600,000.00 determined by the work and financial plan of the Monitoring Team. Also, an
Environmental Guarantee Fund was established with a cash component of 1.5 Million. This
enables the continued mining operations of the Company.

(xiv) Total number of employees. - The number of workforce of the Company is 3,662 and 3,319
for the years 2016 and 2015, respectively, inclusive of employees based at the Company’s head
office in Makati. Out of the 3,662 workforce for 2016, 787 are employed by the Company while
the rest are employed by the Company’s contractors, one of which is DMC Construction
Equipment Resources, Inc., an affiliate of Dacon Corporation. The Company does not anticipate
hiring additional employees for the ensuing year except when due to contingencies resulting in
separation, resignation, and termination of services of existing employees. The breakdown of
the Company’s employees according to type, are as follows:

Executive 13
Managers 29
Supervisors 113
Rank and File 632

Total 787

On the other hand, in 2016 total number of SCPC workforce is 659, 587 of which are indirectly
employed inclusive of the O&M contractor employees at SCPC’s Calaca Power Plant. In 2015
its workforce was 640. SLPGC’s workforce total 179, of which 144 are employees while the
Company’s other subsidiaries, namely: SIPDI, SCI, SEUI, SBPGC, and SRPGC are non-
operational, hence, no employees were hired.

The CBA was signed between the Company and Semirara Mining Corporation Labor Union
(SMCLU) last December 14, 2006, which will last five (5) years after effectivity. There was a
notice of strike which, however, did not materialize due to settlement resulting in the signing of
the new CBA. After the expiration of the CBA on August 31, 2011, no new CBA was executed
by SMCLU and the Company. Meanwhile, the terms of the CBA continues to be implemented.
There are no existing labor unions in the Company’s subsidiaries.

(xv) Major Risks. - Major business risks are operational, regulatory, and financial risks. For
Financial Risk Management Objectives and Policies, please see details in Note 28 to the Audited
Consolidated Financial Statements. The operational and regulatory risks are being mitigated by
the company’s compliance to its IMS Policy which is ISO certified. Its Integrated Management
System (IMS) covers the following: Quality Management System (1S09001:2008),
Environmental Management System (1ISO 14001:2004) and Occupational, Health and Safety
System (OHSAS 18001:2007). The Company is ISO certified since 2008. Meanwhile, its
power subsidiary mitigates its business risks by employing equipment redundancy to manage
the risk of prolonged unplanned shutdowns and by securing business interruption insurance for
its power plants.

B. DESCRIPTION OF PROPERTY

(1) Property. - The mine site located in Semirara Island, Caluya, Antique, is part of the coal mining
reservation under Proclamation No. 649 issued by then President Manuel L. Quezon on November 20,
1940. Certain areas in the mine site are leased with rental payments of PhP5.77 million for 2016. The
infrastructures and road network, office administration buildings, and power plants, are some of the
improvements made by the Company on the leased area, as well as the following:




a. Building/Offices: Units Units
Administration Building 1 Motorpool MWS 1
Analab Building 1 MS1 Building 1
Civil Works Office & Warehouse 1 MS2 Building 1
Coal Power Plant 2X7.5MW 1 MS4 Building 1
Coal Power Plant 1x15MW 1 MS5 Building 1
Coal Silo 4 MS7 Building 1
Core House 1 Oxygen/Acetylene Building 2
CRO Office 1 Molave Pit Office 1
Diesel/Bunker Power Plant 1 Molave Pitshop 1
Drilling shop 1 Narra Pit Office 1
Genset Shed at CPP 1 Product Office 1
HRD Office & Library 1 RMO Office 1
Lime Plant 1 Sandblasting and Painting 1
Magazine Building 3 Shipping Mayflower Office 1
Main Workshop 1 Shipping Shipyard Office 1
Warehouse Main & Auxiliary Building 1 MWS Tire Shop

b. Housing: Units Units
Altar Boys Quarter 1 Lebak Housing 154
Group Staff House 2 Molave Housing (Laborer's Unit) 916
Individual Staff House 3 Pinatubo Housing 51
Kalamansig Housing 82 Staff House at Tabunan 2
Laborer’s Clusters 1-7 58 Waffle Crete Building 2
Poocan Housing 100 IS Extension Housing 42
Tabunan Staff House 3

C. Others: Units Units
Commuter Terminal 1 Messhall at Waffle crete 1
Covered Tennis Court 1 Mix Commercial Building 3
Gantry at Mayflower 1 Multi-purpose Gym 3
Gantry at MWS 1 Multi-purpose Hall at Bunlao 1
Grotto 1 Evacuation/Covered Court at Bunlao 1
Hangar 4 Multi-purpose Hall at Phase 1 1
Material Recovery Facility 1 Evacuation/Covered Court Pinatubo 1
Messhall 1 1 Multi-purpose Hall at Phase 4 1
Messhall at Cluter 5 1 ONB ATM Machine Building 1
Messhall at Cluter 7 1 Oval at Pinagpala Area 1
Semirara Plaza 1 Indoor Swimming Pool at Pinagpala 1
5K Slipway 1 Pall Water Filtration Plant 1
SMC Infirmary 1 Pottery Building 1
Smart Site Tower 1 Pump house & landscaping 1
Tabunan Hatchery & Laboratory 1 Semirara Airstrip 1
Messhall at Tabunan 1 7.0 LM Wind Breaker 1

All properties with the net book values are active assets. These are all located in Semirara Island, Caluya,
Antique (mine site). All properties are free of any liens and encumbrances except some mining
equipment used as collateral for the Company’s loans. The Company also invested in mining and other
equipment worth PhP2.611 billion, PhP1.816 billion, and PhP1.090 billion, for 2016, 2015 and 2014,
respectively.

On the other hand, its power subsidiary, SCPC owns the following equipment, structures, buildings and
improvements located over parcels of land subject of a lease contract for 25 years from the Power Sector
Assets Liabilities and Management Corporation (PSALM) at Calaca, Batangas with rental payments of
PhP150.57 million to cover the entire duration of the lease:

1. 2x300 MW units of the Calaca Power Plant with its major components and accessories
2. Staff Housing Units
3. Guest House




)

Pier

Conveyor Unloading System
Coal Stockyard
Administrative Building
Motorpool

NS GA

On July 4, 2011, SCPC exercised its option to buy several parcels of land with an aggregate area of
29.3 hectares, subject of the lease from PSALM all located within the premises of the Calaca Power
Plants. SCPC assigned its option to buy over an additional 8.2 hectare lot to the Company which
option was exercised on July 4, 2011. Said 8.2 hectares was later sold by the Company to SLPGC on
August 28, 2013.

Mining and Oil Companies. - The mining claims are located in Semirara Island, Caluya, Antique
covering an area of 3,832 hectares. On March 10, 1999, the Company was granted an Exploration Permit
for a period of two years and renewable for a like period for a maximum of 6 years. The Exploration
Permit is for limestone, silica and other quarry minerals. On June 28, 2004, the Mines & Geoscience
Bureau issued a renewal of the permit. The Company during the term of the Exploration Permit
undertook geological mapping, rock sampling and analysis and beneficiation testing. The preliminary
exploration conducted by the Company indicates a considerate resource of limestone, silica and clay with
potential commercial value. As of December 31, 2016, the Company’s application to convert its
Exploration Permit to Mineral Production Sharing Agreement (MPSA) remains pending with the Mines
& Geosciences Bureau.

Meanwhile, on March 17, 2015 based on the Technical Report Economic Assessment and Coal Reserve
Estimation of Molave Coal Deposit, Semirara Island, Antique, Philippines, prepared by Engr. Rufino B.
Bomasang, a Competent Person on Coal with Registration No. EM 00587-004/10 who consented to the
filing of his report, which we quoted as follows: “Based on our mine and pit design after modelling all
the seams within the proposed pit, we estimate total mineable reserves of 71 million DMT, based on a
cut-off thickness of 0.5 meters and a cut-off heating value of 7000 BTU per pound. These mineable
reserves consist of 18 seams ranging in thickness from 0.5 to 22.8 meters. They have an average heating
value of 9560 BTU per pound.

Based on the October 2013 report of G B Baquiran and E J Crisologo, the reserves to have an average
ash content of 10.0%, average sulfur content of 0.9% and average moisture content of 12.1% on an air
dried basis.

The average stripping ratio after pre-stripping is 6.40 cubic meters of waste rock per metric ton of coal.
On the other hand, the expanded pit has an estimated stripping ratio of 7.63. With an estimated overall
mining and washing recovery of 90%, based on past experience at Panian, this translates to recoverable
coal reserves of 64 million DMT. An upside of up to around 5.74 million DMT can be further produced
at the west wall from coal lying underneath existing mine support infrastructure, which could be removed
towards the last two years of the Bobog operation.”

C. LEGAL PROCEEDINGS

The following are the existing legal cases of the Company:

1.

The HGL Case. Sometime in January 2004, the Corporation received a complaint filed by HGL
Development Corporation (“HGL”). The facts are as follows:

On August 28, 1984, HGL entered into a Forest Land Grazing Lease Agreement (FLGLA No. 184) with
the DENR covering a 367-hectare land located at the Barrios of Bobog and Pontod, Semirara, Antique.
In its Order dated December 6, 2000, DENR cancelled FLGLA No. 184 explaining that the subject area
is within the coverage of Proclamation No. 649, which set apart the island of Semirara in the Province
of Antique as coal mining reservations.

HGL filed a letter requesting a reconsideration of the Order but the request was denied in the DENR’s
letter-Order dated December 9, 2002.

-10 -




The Caloocan Case

On November 17, 2003, HGL filed a complaint (Civil Case No. C-20675) against the DENR for specific
performance and damages in Branch 121, Regional Trial Court of Caloocan City (RTC-Caloocan). HGL
prayed that DENR should perform its obligations under FLGLA No. 184 and pay HGL for moral and
exemplary damages and attorneys’ fees.

On March 2, 2004, SMPC filed a Motion for Intervention because the Order canceling FLGLA No. 184
sought to be reconsidered by HGL covers property located in the island of Semirara, Antique, which
motion was granted by RTC-Caloocan. Subsequently, SMPC filed a Motion to Dismiss for lack of cause
of action/jurisdiction and forum shopping. SMPC’s prayer for dismissal and its subsequent Motion for
Reconsideration having been both denied, SMPC filed its Petition for Review (G.R. No. 92238) with the
Court of Appeals (CA) on November 28, 2005 on the premise that RTC-Caloocan has no jurisdiction
over the case.

On January 16, 2007, the CA reversed RTC—Caloocan’s decision and finding grave abuse of discretion
on the part of the presiding judge for failing to dismiss the case for lack of jurisdiction. The CA ruled
that the DENR Order canceling HGL’s FLGLA No. 184 had long been final and executory on account
of its failure to appeal said Order to the Office of the President. Eventually, HGL’s Motion for
Reconsideration was denied and the CA accordingly dismissed the case.

Due to CA’s denial of HGL’s Motion for Reconsideration, a Petition for Certiorari (SC G.R. No. 177844,
2" Division) was filed by HGL before the Supreme Court (SC) on November 14, 2007, which was denied
for HGL’s failure to sufficiently show any reversible error on the assailed CA decision and further denies
HGL’s motion for leave and first and second motions of time to file a reply to SMPC’s comments on the
petition. HGL’s Motion for Reconsideration was denied with finality on July 2, 2008.

Meanwhile, in a case docketed as SC G.R. No. 180401, 1% Division (DENR vs. HGL), DENR’s Petition
for Certiorari was denied by the SC on February 4, 2008. DENR then filed a Motion for Reconsideration
on March 25, 2009, but again denied by the SC with finality.

Citing as basis the dismissal of the Culasi Case (SMPC vs. HGL) on the ground of forum shopping,
SMPC filed a Motion to Dismiss with RTC-Caloocan (Civil Case No. C-20675). However, RTC-
Caloocan denied the motion on December 24, 2008 and cited SC decision on G.R. No. 180401 (DENR
vs. HGL) to sustain its decision to retain jurisdiction over the case. With the denial of its Motion for
Reconsideration on June 24, 2009, the SMPC filed a Petition for Certiorari with the CA on September
14,2009 (CA-G.R. SP No. 110460). On October 3, 2013 the CA dismissed SMPC’s petition to which a
Motion for Reconsideration was filed on November 22, 2013. The case is pending to date.

The Culasi Case

HGL also filed a separate case (Civil Case No. C-146) against SMPC on November 17, 2003 in Branch
13 of the Regional Trial Court of Culasi, Antique (RTC-Culasi) for the recovery of their alleged
possession of a 367-hectare land located at the Barrios of Bobog and Pontod, Semirara, Antique. HGL
prayed for (i) the issuance of a preliminary mandatory injunction in order to secure immediate
possession of the property pending litigation, and (ii) actual, moral and exemplary damages and
attorney’s fees in the total amount of P10 million. SMPC received the summons on January 15, 2004.

On February 6, 2004, SMPC filed its Answer and prayed for the outright dismissal of the case for being
baseless and unfounded as the Order canceling FLGLA No. 184 had long been final and executory and
can no longer be disturbed. SMPC claims exemplary and moral damages and attorneys’ fees.

On September 16, 2004, the RTC-Culasi granted HGL’s prayer for preliminary mandatory injunction,
which order was affirmed by the CA-Cebu (CA-G.R. CEB-SP No. 00035). SMPC elevated the case to
the SC (SC G.R. No. 166854) by way of Certiorari with prayer for Temporary Restraining Order (TRO)
and/or Injunction to be issued against HGL, the CA-Cebu and RTC-Culasi. The SC initially granted the
TRO on March 2, 2005, but on December 06, 2006, the SC promulgated its decision, which denied
SMPC’s Petition for Certiorari and lifted the TRO. On January 18, 2007, SMPC filed its Motion for
Reconsideration and later on January 25, 2007 due to the ruling by the CA in the Caloocan case filed a
Supplemental Motion for Reconsideration. On February 14, 2007, the SC denied with finality SMPC’s
Motion for Reconsideration and its supplement to the aforesaid motion for lack of merit.

-11 -




Meanwhile, on July 16, 2007, the RTC-Culasi dismissed the main case, as the two (2) cases filed by HGL
was a deliberate violation of the rule on forum shopping. RTC-Culasi further stated in its decision that
in both cases, HGL’s cause of action rests on the validity of its FLGLA No. 184. HGL filed a Motion
for Reconsideration, but on November 20, 2007, RTC-Culasi ruled against HGL. No appeal was taken
by HGL.

Thereafter, on February 6, 2008, HGL filed before the SC a Petition for Indirect Contempt (SC G.R. No.
181353). HGL alleged, among others, that the dismissal of the Culasi case constitutes indirect contempt
as HGL was not able to implement the SC’s decision dated December 6, 2006 (affirming the earlier order
of RTC-Culasi granting HGL’s prayer for preliminary mandatory injunction) and resolution dated
February 14, 2007, as RTC-Culasi dismissed the main case or the Culasi case on the ground of forum
shopping. SMPC filed its Comments/Opposition to the Petition. Subsequently, the SC required the
parties to submit their respective Memoranda.

In its Decision dated June 6, 2016, the SC stated that “[t]he Petition for Indirect Contempt is completely
baseless” since SMPC was repetitively raising the issue of forum shopping through various motions and
petitions and at different stages of Civil Case No. C-146, was tenacious, at worst, but not contumacious
(pg.29), as Judge Penuela merely made an error of judgment when he dismissed the case based on forum
shopping. Further, HGL further breached the principle of judicial hierarchy in directly filing its Petition
for Certiorari before the SC (pg.31).

The Decision of RTC-Culasi in dismissing the case (Civil Case No. C-146) on the ground of forum
shopping was a valid decision albeit erroneous. HGL instead of filing an appeal under Rule 41 to the
Court of Appeals sought the remedy of a Petition for Indirect Contempt and in the alternative Certiorari
under Rule 65. HGL likewise filed this petition two days beyond the allowed reglementary period under
the Rules of Court.

Despite the defects of the Petition filed by HGL, the Court partly grants the same in the interest of
substantive justice and equity. Thus, in consideration of the extraordinary circumstances and the interest
of substantive justice and equity, the SC partially grants the Petition, which reinstates the case (Civil
Case No. C-146) and remands it to RTC-Antique for the specific purpose of hearing and determining the
damages to be awarded to HGL for the non-enforcement of the Writ of Preliminary Mandatory Injunction
dated October 6, 2004. The case is pending to date.

Tax Refund/Credit Case. SMPC filed Oseveral cases against the Commissioner of Internal Revenue
before the Court of Tax Appeals (CTA) for tax credit/refund due to erroneously withheld and remitted
VAT on coal sales by National Power Corporation (NPC) in the total amount of £190,500,981.23.

2.1 CTA Case No. 7717 (For P11,847,055.07). — On October 15, 2009, the CTA granted SMPC’s petition
in the amount of P11,847,055.07 for VAT withheld for the month of December 2005. The CIR
moved for reconsideration. After SMPC filed its comment on November 21, 2009, the CTA on
August 10, 2010 issued a Writ of Execution on its decision dated October 15, 2009. The Writ of
Execution was served to BIR on August 13, 2010. On September 9, 2015, BIR released the Tax
Credit Certificate (TCC) to SMPC. SMPC is now in process of converting the TCC to cash with the
BIR.

2.2. Commissioner of Internal Revenue vs. Semirara Mining Corporation, G.R. No. 202534 (CTA EB
No. 752 [For P£15,292,054.93]). — On January 4, 2011, the CTA granted SMPC’s petition in the
amount of P15,292,054.91 for VAT withheld for the month of January 2007. CIR’s Motion for
Reconsideration was denied on March 18, 2011. CIR appealed the case to CTA En Banc (CTA EB
No. 752) but the CTA En Banc dismissed the CIR’s petition for lack of merit. The CIR again moved
to reconsider the En Banc decision, but was denied on June 28, 2012. Thereafter, the CIR filed a
petition for review on certiorari with the Supreme Court (G.R. No. 202534), to which SMPC filed a
comment on January 28, 2013 while the CIR filed its reply on June 25, 2013. The petition remains
pending to date.

2.3. Commissioner of Internal Revenue vs. Semirara Mining Corporation, G.R. No. 203621 (CTA EB
No. 772 [For £86,108,626.19]). — On February 10, 2011, the CTA granted SMPC’s petitions in the
amount of 86,108,626.10 for VAT withheld for the period covering January 1, 2006 to June 30,
2006. On February 22, 2011, as CIR’s Motion for Reconsideration was denied, it elevated the case
to CTA En Banc (CTA EB No. 772), but was denied by the CTA En Banc on June 22, 2012. The
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CIR filed its Motion for Reconsideration but was again denied by CTA on September 17, 2012. The
CIR filed with the Supreme Court (SC) a Petition for Review on November 5, 2012, but was denied
in a minute resolution dated January 30, 2013. On October 10, 2013 an Entry of Judgment was
issued. The Corporation filed its Motion for Issuance of a Writ of Execution with the CTA which
was granted on January 21, 2014 and served to the BIR on April 27, 2015. BIR is now processing
the TCC.

2.4. Commissioner of Internal Revenue vs. Semirara Mining [and Power] Corporation, G.R. No. 202922
(CTA EB No. 793 [For P77,253,245.39]). - On March 28, 2011, the CTA granted SMPC’s petition
in the amount of P77,253,245.39 for the period covering July 1, 2006 to December 31, 2006. On
April 12,2011, as CIR’s Motion for Reconsideration was denied on June 3, 2011 it elevated the case
to the CTA En Banc (CTA EB No. 793), but the latter, on April 23, 2012 dismiss the petition for lack
of merit. As the CIR’s Motion for Reconsideration was likewise denied on May 29, 2012, it filed a
Petition for Review with the Supreme Court (G.R. No. 202922). SMPC filed a Comment on
December 28, 2012 to the CIR’s Petition. On October 25, 2013, the SC issued a notice granting the
CIR’s Motion to Admit Reply and a copy of the Reply. The case remains pending to date.

Specific Performance Case. — The complaint docketed as Power & Synergy, Inc. vs. SMPC, et. al, Civil
Case No. Q-10-66936, RTC-QC, Branch 97 alleges fraudulent acts against SMPC and its directors and
officers, and prayed that defendants jointly and severally perform and comply with the terms and
conditions under the Consultancy Agreement. PSI is in effect claiming a success fee of P1.3 billion (due
to increase in coal volume sold to NPC) by the end of 2010. On June 2, 2010, SMPC moved for the
dismissal of the complaint for lack of jurisdiction and improper venue in so far as other individual
defendants are concerned, and the complaint states no cause of action. The RTC required PSI to pay the
correct docket fees, but PSI moved for reconsideration, which was later denied by the Court. On August
22, 2014, SMPC moved for the dismissal of the case for failure of PSI to comply with the order of the
Court to pay the correct docket fees. On October 1, 2015, the Court issued an Order finding the motion
of SMPC to be meritorious and dismiss PSI’s complaint with prejudice. However, PSI has successfully
appealed the case to the CA (G.R. No. 106444) and has requested the CA on November 14, 2016 to refer
the case for mediation. Awaiting further orders from the CA.

Forcible Entry Case. — The complaint docketed as Gabinete, et. al. vs. SMPC, et. al., Civil Case No.
210-C, MCTC-Pandan, Antique hinges from the alleged entry of SMPC to a portion of plaintiffs’
properties located in Barangay Alegria, Caluya, Antique. The occupation of SMPC was based on the
authority of the new owner of the property. Plaintiffs’ prayed that the Court order defendants to vacate
the properties and pay damages and attorney fees. On March 11, 2014 SMPC submitted its affidavits
and position paper as required by the Court. The case is submitted for resolution/decision of the Court.

Annulment of Deeds of Sale Case. — The complaint docketed as Gabinete, et. al., vs. SMPC, et. al.,
Civil Case No. C-260, RTC-Culasi, Antique, Branch 13 seeks the annulment of the deeds of sale which
plaintiff executed with the defendant, George G. San Pedro covering parcels of land located in Brgy.
Alegria, Caluya, Antique due to alleged unsound mind of the plaintiff at the time of execution. The Court
has yet to set the case of Preliminary Conference.

Damages. — The case docketed as Bauer Foundations Philippines, Inc., Plaintiff, vs. Semirara Mining
Corporation and/or Victor A. Consunji and/or Jaime B. Garcia, Defendants, Civil Case No. R-QZN-14-
04802CV, Regional Trial Court-Quezon City, Branch 100. Plaintiff Bauer Foundations Philippines, Inc.
(Bauer) alleged that SMPC, in bad faith, prevented it from drilling and grouting the remaining 35 holes
of the agreed 122 holes in violation of the parties’ agreement. The agreement generally covered the
construction of numerous drilled shafts of 1.2-meter-diameter with a depth of 150 meters to be filled with
grout and/or concrete for the fault line areas at coal mining area of the SMPC in Semirara Island, Caluya,
Antique. In view of such alleged breached, Bauer is asking the court that the SMPC be adjudged to pay
the amount of PhP7 million for actual damages representing unpaid value of the 35 undrilled holes,
PhP500,000.00 exemplary damages, PhP100,000.00 litigation expenses, and costs of suit. Contrary,
however, to the allegations of Bauer, it is Bauer which failed to perform and deliver based on the timeline
as agreed. Answer was filed on July 14, 2014. On February 27, 2017, the Court rendered its Decision
dismissing the complaint. The case remains pending to date.

Illegal Dismissal Case. — This is an illegal dismissal case filed by Engr. Bornea docketed as Bornea, Jr.,
vs. SMPC, et. al., NLRC Case No. RAB-1X-11-00663-11 with the Arbitration Branch of Davao seeking
for his reinstatement as the Foreman Supervisor of SMPC’s mining facility in Caluya, Antique. Bornea
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alleged that there was no justifiable ground for dismissal and that due process was not observed. On
April 24, 2012, the Labor Arbiter resolved to dismiss the complaint for lack of merit. Bornea appealed
the case (MAC-06-012592-2012), but the NLRC-Cagayan de Oro City, which dismissed the appeal in
its Decision dated December 28, 2012. On February 19, 2013, Bornea moved to reconsider the NLRC
decision, but the same was denied on March 27, 2013. NLRC issued an Entry of Judgement on
September 2, 2013. Despite this, Bornea filed with the CA a Petition for Certiorari under Rule 65 (CA
G.R. SP No. 05581-MIN), and the CA took cognizance of the case. On November 20, 2015, the CA
denied Bornea’s petition. Bornea elevated the case to the SC (G.R. No. 222142) assailing the denial of
its petition for certiorari by the CA. The case remains pending to date.

lllegal Dismissal with Money Claims Case. — The complaint was docketed as Jimmy S. Juntilla vs.
SMPC and Victor A. Consunji, President, NLRC Case No. RAB-X1-04-00269-16, Regional Arbitration
Branch No. XI, Davao City. Juntilla is a Dump Truck Driver of the Corporation’s mine site in Semirara
Island, Caluya, Antique. He alleged to have been illegally dismissed and now seeking separation pay
from the Corporation. SMPC, however, argued that the dismissal was for a valid cause. On October 28,
2016, the Labor Arbiter dismissed the complaint for lack of merit. Juntilla appealed the case, which
remains pending to date.

Declaratory Relief with Injunction Case. — This is a case filed by SMPC against the BIR, Bureau of
Customs & Department of Finance under Civil Case No. 13-1171, RTC Makati Br. 146. On May 21,
2013 SMPC was granted a Certificate of Qualification for Tax Exemption under PD 972 by the DOE for
its 36,000,000 liters of diesoline. SMPC made 1% partial shipment of 6,16,367 liters. BIR assessed VAT
and excise tax on said shipment in the amount of P27 million which was paid under protest. As a result
SMPC filed a petition for Declaratory Relief with the RTC on October 3, 2013 seeking to enjoin BIR,
BOC from implementing BIR RR No. 2-2012 by imposing advance payment of VAT on SMPC
importation of diesel fuel for its own use and consumption. BIR rationalizes its issuance of RR No. 2-
2012 for the purpose of curtailing smuggling. While under said regulations payment of VAT is subject
to right of refund by SMPC (effectively 0% rated) being exempted from VAT under its COC and PD
972, SMPC contested the application of said regulation as it effectively diminishes its exemption granted
by law and impairs the rights under its COC pursuant to the non-impairment clause of the Constitution.

On October 30, 2013, SMPC secured a 20-day TRO and on November 21, 2013 the RTC issued a
preliminary injunction against the BIR, BOC and DOF in so far as the implementation of said regulation
specifically against SMPC. Defendants moved for reconsideration, but were denied by the RTC on
February 4, 2014. On February 10, 2014, the RTC resolved to grant the SMPC’s petition for declaratory
relief and declared that in view of the tax exemption provided under PD 972 and the COC, Revenue
Regulation No. 2-2012 issued by the respondents was held inapplicable to the SMPC’s direct importation
of petroleum products.

As a result, the DOF and BOC filed a petition for review on certiorari under Rule 45 of the Rules of
Court (ROC) with the SC (G.R. No. 211188) on April 8, 2014 while the BIR on May 13, 2014 filed with
the CA (CA-G.R. No. 135364) a petition for review under Rule 65 of ROC with prayer for TRO and/or
writ of preliminary injunction. To date the cases remained pending with the SC and CA, respectively.

Meanwhile, SMPC filed a petition on September 2, 2015 with the CTA (CTA Case No. 9133) in view
of the denial by the BIR of its claim for tax refund in the amount of PhP27,341,714.00 as VAT paid
under protest. The petition is pending resolution by the CTA.

Except for the foregoing cases, the Company or its subsidiaries is not a party to any pending material legal
proceedings. It is not involved in any pending legal proceedings with respect to any of its properties. Apart
from the foregoing, therefore, it is not involved in any claims or lawsuits involving damages, which may
materially affect it or its subsidiaries.

PART 11 - SECURITIES OF THE REGISTRANT

MARKET PRICE OF AND DIVIDENDS ON REGISTRANT’S COMMON EQUITY AND
RELATED STOCKHOLDER MATTERS
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(1) Market Information

(@) Principal market where the registrant’s common equity is traded. - The Company is listed in
the Philippine Stock Exchange (PSE). There has been no substantial trading since 1983 or 17 years.
However in 2004, DMCI Holdings, Inc. (DHI) increased its shareholdings from 74.36% to 94.51%.
The National Development Company (NDC) shares were decreased from 21.27% to 4.55% shares
and the others from 4.3% to 0.94% shares. None of them sold their shares hence, no substantial
trading occurred. These changes in the percentage of holdings resulted from the equity restructuring
of the Company's authorized capital stock and the subscription of DHI of 19,120,581 additional
shares in 2004,

In February 2005, new additional shares of 46,875,000 were sold to the public by the Company in
its international offer. Also in the same public offering, DHI as selling shareholder sold 58,171,000
reducing its shareholdings from 94.51% to 60%.

On April 8, 2010, the Company sold through PSE its treasury shares equivalent to 19,302,200 at
P67.00 per share. In June 2010, by way of Stock Rights Offering, the Company offered for
subscription 59,375,000 common shares to eligible existing stockholders at the ratio of 1:5 shares as
of record date, July 1, 2010.

The market capitalization of the Company as of end-2016, based on the closing price of 130.00 is
approximately P138.49 billion. As of March 10, 2017, the Company’s capitalization stood at
P157.02 billion based on the P147.40/share closing price.

(b) The Company’s security was traded at the PSE at a price of £0.40/share on December 23, 2002.
There was no trading of the Company’s securities in 2003 and 2004. The highs and lows (in Pesos)
of trading during the past three (3) years are as follows:

| | High | Low | Close |
2017
| Jan-Mar® | 154.40 | 129.70 | 147.40 |
2016
Jan-Mar 138.80 117.30 131.30
Apr-Jun 132.50 112.00 125.10
Jul-Sep 126.10 95.50 113.90
Oct-Dec 135.00 113.90 130.00
2015
Jan-Mar 168.70 140.00 167.00
Apr-Jun 169.60 136.20 142.50
Jul-Sep 147.00 110.80 136.10
Oct-Dec 143.00 128.80 136.50
2014
Jan-Mar 139.33 93.67 136.67
Apr-Jun 139.67 116.67 122.13
Jul-Sep 143.80 116.67 123.00
Oct-Dec 142.10 115.90 142.00

(2) Holders.—Asof March 10, 2017 the Company has 692 shareholders, with 1,068,750,000 common shares
issued and outstanding. On August 15, 2016 the board approved the buyback of its shares. The buyback
program was undertaken shareholder’s value and to provide stockholders an opportunity to liquidate their
investments. To date, the Corporation’s treasury shares stood at 3,463,570 and as a result, its outstanding
shares have been reduced to 1,065,286,430.

Title Of Class Name Number Of % of Total
Shares Held

Common DMCI Holdings, Inc. 601,942,599 56.51

Common PCD Nominee Corp. (Filipino) 160,284,673 15.05

5 As of March 10, 2017.
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Common Dacon Corporation 133,248,352 12,51

Common PCD Nominee Corp. (Foreign) 92,117,212 08.65

Common Others 77,693,594 07.29
Names of Top Twenty (20) Stockholders as of March 10, 2017:

No. Name of Stockholders No. of Shares Percentage®
1. DMCI Holdings, Incorporated 601,942,599 56.51
2. PCD Nominee Corp. (Filipino) 160,284,673 15.05
3. Dacon Corporation 133,248,352 12.51
4, PCD Nominee Corp. (Foreign) 92,117,212 8.65
5. Privatization Management Office 36,402,324 3.42
6. DFC Holdings, Inc. 20,591,229 1.93
7 Freda Holdings, Inc. 4,612,883 0.43
8. Guadalupe Holdings Corporation 2,681,414 0.25
9. Regina Capital Development Corp. 2,444,850 0.23
10. Fernwood Investments, Inc. 2,416,941 0.23
11. | Double Spring Investments Corporation 1,660,305 0.16
12, Berit Holdings Corporation 1,041,409 0.10
13. Dacon Corporation 823,380 0.08
14. | Augusta Holdings, Inc. 760,425 0.07
15. Fernwood Investments Inc. 753,065 0.07
16. Meru Holdings, Inc. 346,800 0.03
17. | Great Times Holdings Corporation 302,559 0.03
18. | Cobankiat, Johnny O. 278,760 0.03
19. | Vendivel, OlgaP. 240,000 0.02
20. | Windermere Holdings Inc. 190,542 0.02

(i) The table sets forth the record or beneficial owners of more than 5% of the outstanding common
shares of the Corporation, which are entitled to vote and the amount of such record or beneficial
ownership as of March 10, 2017:

Title Of Names No. Of Shares % of Total
Class
Common DMCI Holdings, Inc. 601,942,599 56.51
Common PCD Nominee Corp. (Filipino) 160,284,673 15.05
Common Dacon Corporation 133,248,352 1251
Common PCD Nominee Corp. (Foreign) 92,117,212 08.65
(i) each director and nominee

Office Names
Chairman & CEO Isidro A. Consunji
Vice-Chairman, President & COO Victor A. Consunji
Director Cesar A. Buenaventura
Director/\VVP-Operations & Resident Manager | George G. San Pedro
Director Jorge A. Consunji
Director Herbert M. Consunji

Independent Director

Victor C. Macalincag*

Independent Director

Rogelio M. Murga

Director & EVP

Maria Cristina C. Gotianun

Director

Ma. Edwina C. Laperal

Director

Josefa Consuelo C. Reyes

*passed on March 30, 2017.

(iii) all directors and officers as a group, and the registrant’s present commitments to such persons
with respect to the issuance of any class of its common equity.”

¢ Based on the Corporation’s issued and outstanding shares recorded with its Stock and Transfer Agent.

7 See also the beneficial ownership under Part IV(C)(2), pg. 46.
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Amount and nature of beneficial

Title of Name of beneficial owner ownership Citizenship %
class Direct Indirect® Total
Common Isidro A. Consunji 6,036 | 1,169,918 | 1,175,954 Filipino 0.11
Common Cesar A. Buenaventura 18,030 - 18,030 Filipino 0.00
Common Victor A. Consunji 36 | 2,964,724 | 2,964,760 Filipino 0.28
Common | Jorge A. Consunji 36 433,089 433,125 Filipino 0.04
Common Herbert M. Consunji 32,280 - 32,280 Filipino 0.00
Common | Victor C. Macalincag* 808,890 19,100 827,990 Filipino 0.08
Common Rogelio M. Murga 10,010 - 10,010 Filipino 0.00
Common Maria Cristina C. Gotianun 357 | 1,737,943 | 1,738,300 Filipino 0.16
Common Ma. Edwina C. Laperal 1,047 | 1,435,682 | 1,436,729 Filipino 0.13
Common | Josefa Consuelo C. Reyes 103,100 346,800 449,900 Filipino 0.04
Common | Jaime B. Garcia 144,108 - 144,108 Filipino 0.01
Common Nena D. Arenas 4,000 - 4,000 Filipino 0.00
Common Antonio R. Delos Santos 15,000 - 15,000 Filipino 0.00
Common Jose Anthony T. Villanueva 750 13,890 14,640 Filipino 0.00
Common Sharade E. Padilla 3,600 270 3,870 Filipino 0.00
Common Ruben P. Lozada 118,800 - 118,800 Filipino 0.01
Aggregate Ownership of all directors and 1,266,080 | 8,121,416 | 9,387,496 0.88
officers as a group

*passed on March 30, 2017.

(3) Dividends. - On April 4, 2005 the Board approved the Company’s Dividend Policy, which adopted a

minimum of 20% of Net Profit After Tax starting from the period ending December 31, 2005; provided,
however, that the Board of Directors shall have the option to declare more than 20% if there is excess
cash and less than 20% if no sufficient cash is available. Below are dividends declared for the past two

(2) years:
Year Board Nature | Dividend/Share | Total Amount of Record Payment
Approval (PHP) Dividend (PHP) Date Date
2015 | 4-22-2015 | Cash 4.00 4,275,000,000.00 | 5-7-2015 | 5-20-2015
2016 | 4-29-2016 | Cash 4.00 4,275,000,000.00 | 5-17-2016 | 5-27-2016

(4) Recent Sales of Unregistered Securities. - No unregistered securities were sold in 2016, 2015 and 2014.
PART 111l - FINANCIAL INFORMATION

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS (YEARS 2013-2016)

Full Years 2015-2016

PRODUCTION — COMPARATIVE REPORT 2015 vs 2016

Coal

On 12 February 2016, the Department of Environment and Natural Resource (DENR) approved the
Company's request to amend our Environmental Clearance Certificate (ECC) allowing us to
increase our mining capacity from 8 million tons to 12 million tons. Two months after, on 29 April
2016, DENR issued another amendment further increasing maximum capacity to 16 million tons
per annum.

With the amendment of the ECC, the Company embarked on a capacity expansion program by
investment in additional CAPEX. Weather conditions were also favorable throughout the year. As
a result, total materials moved increased by 42% YoY to 125.43 million bank cubic meters (bcm),
inclusive of the 46.97 million bcm pre-stripping at Molave mine from 22 million last year.

8 Shares are either held by members of the family sharing the same household or by a corporation of which the reporting
person is a controlling shareholder.
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Clean coal production consequently increased by 33% YoY to 11.91 million metric tons (tons) from
7.98 million tons in 2015. In addition 1.15 million tons of low-grade coal were produced in 2015
and 900 thousand tons in 2016.

The aggregate strip ratio slightly increased to 9.08 compared to 9.02:1 last year. However, the strip
ratio in Panian significantly dropped to 3.94:1 as it was already closed in September.

To prepare for anticipated increase in coal production, the Company is constructing an additional
transfer line and shiploading system.

Meanwhile, the Board of Investments (BOI) approved the registration of a new mine, Molave mine
on 24 February 2016. Like the Narra Mine, as a BOI-registered project, revenues from Molave mine
production will be entitled to full or 100% income tax holiday (ITH). Molave contains higher quality
coal which can be sold to local plants that are designed to use coal fuel higher than our average
5,300 kcal coal.

In 2016, improvement of shipyard facilities were completed, such that there are already three
shiploaders that can simultaneously operate. One of these shiploaders can accommodate 70,000
ton Panamax vessels used in our export sales. Apart from improving loading efficiency, we are
able to save around $2 barging cost of mid-stream loading in order to load up a Panamax vessel.

Coal sales volume registered a new record high this year, increasing by 52% YoY to 12.8 million
tons from 8.4 million tons last year. Clean coal ending inventory closed at 893 thousand tons, 7%
higher than same period last year's ending inventory of 829 thousand tons.

The table below shows the comparative production data for 2015 and 2016.

(in millions except strip ratio) ACTUAL ACTUAL VARIANCE
QL 1 Q2 [ Q3 | Q4| 2006 | Q1 | Q2 | Q3 [ Q4 | 2015 vs 2015
PRODUCTION
Total Materials (BCM) 30.8( 36.5| 238 34.3| 1254 26.3| 278 95 25.0 88.6 36.8( 42%
Pre-Stripping (BCM) -| 28.1| 189 47.0 22.0 22.0 250 0%
Prod'n Stripping (BCM) 30.8 8.5 49( 343 785| 26.3| 27.8 9.5 3.0 66.6 11.8| 18%
Clean Coal (MT) 3.4 2.0 2.8 3.6 11.9 2.3 2.2 11 2.4 8.0 3.9 49%
Strip Ratio (W:C) 8.3 35 1.0 8.7 59| 10.6( 12.0 8.3 0.5 7.6 (1.8)] -23%
Saleable Coal (MT) 3.4 2.0 2.8 3.6 11.9 2.3 2.1 1.0 2.6 8.0 39| 49%
Unwashed Coal (MT) 0.3 0.2 0.1 0.3 0.9 0.4 0.3 0.2 0.3 1.1 0.2)| -22%
Beg. Inventory (MT) 0.8 1.8 0.4 0.8 0.8 0.4 0.3 0.6 0.3 0.4 0.4| 115%
End Inventory (MT) 1.8 0.4 0.4 0.9 0.9 0.3 0.6 0.3 0.8 0.8 0.1 8%

SCPC

The originally scheduled 31-day maintenance shutdown for Unit 2 from November 20, 2015 to Dec
20, 2016 has extended until mid April 2016. As a result, total gross generation is down by 27%
YoY to 2,909 GWhr from 3,959 GWhr last year. Consequently, capacity factor also dropped by
27%.

Total plants' availability fell by 15% YoY to 13,047 hours from 15,314 hours.

Unit One

Unit 1 generated 1,339 GWh as of Q4 this year, 26% lower than last year's generation of 1,819
GWh. Average capacity dropped by 23% to 176 MW from 228 MW last year. Last year's capacity
was higher due to the high grade coal production in Panian last year. Capacity factor dropped YoY

to 51% from Q4 2015's 69%.

The Unit's operating hours decreased insignificantly this year to 7,616 hours compared to last year’'s
7,971 hours.

Unit Two
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Gross generation of Unit 2 dropped by 27% YoY to 1,570 GWh from 2,140 GWh last year.

The unit did not generate any power in Q1 2016 while on maintenance shutdown. The
maintenance shutdown which started on 20 November 2015 was originally scheduled for one
month. However, it lasted until 13 April 2016.

Average Capacity dropped by 1% YoY to 289MW from 291 MW last year. Notably however,
capacity stabilized to 300MW after the shutdown. Capacity factor also dropped to 60% from 81%
last year.

Unit 2's availability likewise dropped to 62% YoY in the current period from 84% last year.
Unplanned outages this year registered at 3,353 hours, 398% more than last year's 673 hours.

The table below shows the comparative production data for 2015 and 2016.

COMPARATIVE PLANT PERFORMANCE DATA
A0 Q4'15VSAO Q4'16

Q1'15 ( Q2'15| Q3'15 | Q4'15 |[AOQ4'15( Q1'16 | Q2'16 | Q3'16 | Q4'16 |[AOQ4'16| Q1'l5

Gross Generation, Gwh

Unit 1 456 495 450 419 1,819 344 359 303 334 1,339 -26%

Unit 2 558 656 549 376 2,140 - 535 470 565 1,570 -27%

Total Plant 1,014 1,151 998 795 3,959 344 894 773 899 2,909 -27%
% Availability

Unit 1 77% 91% 96% 100% 91% 84% 92% 84% 87% 87% -5%

Unit 2 91%| 100% 85% 60% 84% 0% 82% 76% 89% 62% -26%

Total Plant 84% 96% 90% 80% 87% 42% 87% 80% 88% 74% -15%

Capacity Factor

Unit1 70% 75% 68% 64% 69% 53% 54% 46% 51% 51% -27%
Unit 2 86% 99% 83% 57% 81% 0% 81% 71% 86% 60% -27%
Total Plant 78% 87% 75% 61% 75% 26% 67% 58% 69% 55% -27%

SOUTHWEST LUZON POWER GENERATION CORPORATION (SLPGC)

Unlike last year when the 2 x 150 MW plants only started generating in Q3, both power units were
generating energy more reliably starting February 2016. Official declaration of commercial
operations was on 26 August 2016 for both units, with a Provisional Authority to operate at 140 MW
per plant.

Unit Three

Unit 3 generated 711 GWh as of Q4 this year. Average capacity is 119 MW, with a capacity factor
of 54%. The unit operated for 5,974 hours this year.

Unit Four

Gross generation of Unit 4 is 672 GWh. Average Capacity is 117 MW, while capacity factor is at
51%

Unit's operating hours this year is 5,723 hours.

The table below shows the comparative production data for 2015 and 2016.
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COMPARATIVE PLANT PERFORMANCE DATA
Q4'15vs Q4 '16
Q1'is Q2'15 Q3'15 Q4'15 TotYr'15 | Q1'16 Q2'16 Q3'16 Q4'16 TotYr'16 | % Inc(Dec)

Gross Generation, GWh

Unit 3 - - - 107 52| 160 65 250 255 141 711 345%

Unit4 - - 8 43 51 152 287 111 122 672 1207%
Total Plant - - 115 % | an| 217 537 366 263 1,383 555%
%availbiy | [ |/ /e rr—/— 1T

Unit3 0% 0%| __ 46% 2% 15%|  34% 88%|  90% 61% 70% 360%

Unit4 0% 0% 7% 19% 2% 55% 97% 49% 59% 67% 2903%
Total Plant 0% 0%|  26%|  20%| 9% 4%  93%|  69%|  60% 69% _686%
Capacity Factt;r ----------

Unit3 0% 0%| 3% 16%| 1% 20% 76%|  T1%|  43% 58% _429%

Unit4 0% 0% 2% 13% 1% 46% 87% 34% 37% 56% 6641%
Total Plant 0% 0% 17% 15% 6% 33% 81% 55% 40% 57% 870%

MARKETING — COMPARATIVE REPORT 2015 vs. 2016

Coal

Coal sales volume breached the record this year, increasing by 52% YoY at 12.82 million tons from
8.43 million tons last year.

Export sales accounted for 59% of total coal sales volume this year at 7.55 million tons, increasing

by 143% from last year’s 3.11 million tons. Increase in coal production allowed the Company to
service more demand from export markets.

Meanwhile, local sales slightly dropped by 1% YoY to 5.27 million tons from 5.32 million tons last
year. This figure is inclusive of low-grade coal of 955 thousand tons and 1.95 million tons in 2015
and 2016, respectively. Deliveries to power customers increased by 8% with increased orders from
other plants not owned by the Company.

On the other hand, sales to cement plants dropped by 31% YoY to 710 thousand tons from 1.03
million tons last year because some plants opted to buy lower-priced imported coal, especially in
the first three quarters of the current year.

Sales to other industrial plants also decreased by 18% YoY to 298 thousand tons from 362
thousand tons last year.

Some cement plants and customers with small boilers are now using alternative fuel, thus
explaining the drop in off-take of cement and other industrial plants.

Composite average FOB price per ton dropped by 3% YoY to PHP1,885 from PHP1,943 in 2015.
Although global coal prices moved up starting September, prior to that, prices were depressed. In
addition, deliveries of lower price low-grade coal to own power units this year, more than doubled.
Average price of low-grade coal is PHP867/ton vs regular coal’s average price of PHP1,974/ton.

The table below shows the comparative sales volume data for 2015 and 2016.
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Customer Q1 Q2 Q3 o3 2016 % a Q2 a3 Q4 2015 % % change
Calaca 705 767 617 44 2563 20% 666 626 661 743 269 32% -5%
(GBPs 122 278 168" 39 50| 7% 202 208 16" 200 | 24%
Qthers PPs 186 147 182 218 733| 6% 1 99 139 112 462 5% 59%
Power Plants 1012 1,192 967 1,085 4,256 | 33% 980 932 96  1,055| 3,933| 4T% 8%
Cement 147 161 174 228 0| 6% 278 26 278 24| 1,027 | 12% [ -31%
Others Plants 69 76 63 %0 298 | 2% 2 114 91 65 362 | 4% -18%

Local 1228 1428 1204  1404| 5264 | 41% 1351 1292 133  1344| 5323 63% -1%

Export 1674 2246 1818 1813 7550 | 59% 1,054 534 562 956 | 3,105 | 37% 143%

Total 2902 3674 3,022 3217 12,814 100% 2404 4230 1,898 2,300| 8428| 100% 52%

POWER

SCPC

SCPC's Energy sales dropped by 12% YoY to 3,322 GWh from 3,754 GWh last year. Composite
average price per Kwh also decreased by 3% YoY at PHP3.31 from PHP3.41 last year due to lower
spot sales during the year. Moreover, Newcastle index, which is the benchmark for fuel pass-
though, was down in the first half of the year. Last year, higher composite average price was driven
by high volume of spot sales with higher price than bilateral contracts.

Average price for bilateral contracts dropped by 1% YoY to PHP3.29/KWh from PHP3.33/KWh last
year due to lower Newcastle prices which are the contracts' index.

On the other hand, spot sales' average price is 11% lower YoY at PHP4.48/KWh from
PHP5.05/KWh.

Of the total energy sold, 99% or 3,276 GWh were sold to bilateral contracts, while the remaining
1% were sold to the spot market.

MERALCO remained to be the single biggest customer, accounting for 92% of the total energy
sales of the bilateral contracts; BATELEC | and Trans-Asia comprised 5% and 1% of total sales,
respectively. Trans-Asia bilateral contracting 45MW has ended March 25, 2016

Spot Market Sales dropped by 73% YoY to 46 GWh, as against 173 GWh last year.

Of the total energy sold, 82% was sourced from own generation, while 18% was purchased from
the spot market. SCPC procured power from the spot market during hour intervals where power
units were down, or when the plants were running at a de-rated capacity, in order to be able to
supply committed capacity to some of its customers.

The table below shows the comparative marketing data for 2016 and 2015.

COMPARATIVE SALES VOLUME DATA
(in GWh)
%]
CUSTOMER Q1'15]|Q2'15| @3'15|/ @4 '15|A0Q4'15| Q1'16 | Q2'16 | @3'16 | Q4'16 |A0 Q4 '16 A[’) e"cc
Bilateral Contracts 902 | 1,031| 937 710| 3,581 422| 954 978 922 3276 -9%
Spot Sales 80| 65 20 8 173 2 12 4 29 46| -73%
GRAND TOTAL 982 1,006] 957] 719] 3,754 a24| 9e6| 982| 9s0] 3,322] -12%
Composite Ave Price 3.56] 3.37] 3.30] 3.40 341 3.90] 2.97] 3.16] 3.53 331 3%
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SLPGC

SLPGC has a total contracted capacity of 202 MW. In Q1, two contracts totaling to 102 MW are
already effective, while the remaining 100MW became effective in Q2. Most of the plants'
generated energy or 1,281 GWh served SLPGC's contracts, while 197 GWh were sold to spot.
Composite average price for the period is PHP4.42/KWh.

Bilateral contracts account for 81% or 1,186GWHTr of energy sold, while 6% or 95GWHr is sold to
SCPC as replacement power, while spot market took up 13% or 197GWHTr.

MPower accounts for 34% of the total energy sales of the bilateral contracts; VECO and GN Power
comprised 24% and 23% of total sales, respectively.

Of the total energy sold, 79% was sourced from own generation, while 21% was purchased from
the spot market. SLPGC procured power from the spot market during hour intervals where power
units were down, or when the plants were running at a de-rated capacity, in order to be able to
supply committed capacity to some of its customers.

The table below shows the comparative marketing data for 2015 and 2016.

COMPARATIVE SALES VOLUME DATA
(in GWh)

CUSTOMER Ql'l5 [Q2'15 |Q3'15 [Q4'15 [TotYr'l5 ([ Ql'16 |Q2'16 [(Q3'l6 |Q4'16 | TotYr'16 | % Inc(Dec)
Bilateral Contracts - 23 92 115 208 413 346 313 1,281 1011%
Spot Sales - 83 10 9 41 9 31 31 197 111%
GRAND TOTAL - 107 102 209 250 507 377 344 1,478 608%
Composite Ave Price 2.56 4,51 3.51 4.22 413 4.45 4,97 4.42 26%
I1l. FINANCE
A. Sales and Profitability
Revenues
Before Eliminations

2015 2016 Variance Remarks
Coal 16,373 24,157 48% |Increased sales volume by 52%
14% decrease in energy sales; 3% decrease in
SCPC 12,797 10,984 -14% | price/KWh
510% increase in energy sales; 46% increase in
SLPGC 101 5,747 5564% |price/KWh
After Eliminations (Consolidated)
2015 2016 Variance Remarks
Increase in sales volume sold to external customer
Coal 11,782 20,079 70% by 79%
12% decrease in energy sales; 3% decrease in
SCPC 12,797 10,758 -16% | price/KWh
510% increase in energy sales; 46% increase in
SLPGC 101 5,747 5564% | price/KWh
increased coal & SLPGC revenues offset drop in
Total 24,680 36,584 48%|SCPC revenues
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Before Eliminations

SEMIRARA

MINING & POWER
CORPORATION

2015 2016 Variance Remarks
Higher volume sold; Despite the the
recognition of one time provision for Panian
mine rehabilition; higher strip ratio of the
new mines in Q4; mine development costs
and slope stability costs are no longer
capitalized after commercial operations of
Narra and Molave the cost per MT still
Coal 8,633 13,018 51%|improve by 4%
PHP3.38/kwh after the plants consumed
SCPC 6,347 7,437 17%|allowable downtime.
Already in commercial operations, hence cost
SLPGC 67 2,462 3568% |is already under cost of sales
After Eliminations (Consolidated)
2015 2016 Variance Remarks
Higher volume sold; booking of additional
expense for mine development; higher strip
ration of the new mines in Q4. Additional
provision for Panian mine final rehab and
slope stability costs are no longer capitalized
after commercial operations of Narra and
Coal 6,388 11,013 72%|(Molave.
Inclusive of replacement power of
PHP3.38/kwh after the plants consumed
SCPC 4,133 5,508 33%|allowable downtime.
Already in commercial operations, hence cost
SLPGC 21 2,179 10335%|is already under cost of sales
Depreciation dropped 12% YoY to PHP1.74
Total 10,542 18,701 77%|billion from PHP1.98 billion last year
Consolidated Gross Profit
2015 2016 |Variance |Remarks
Increase due to higher volume sold despite lower
Coal 5,394 9,066 68% |coal profitability due lower average selling price
SCPC and SLPGC contributed PHP8.66 billion and
SCPC 8,664 5,475 -37%|PHP108.96 million, respectively,this year.
SLPGC 81 3,342 4048%
Total 14,138 17,883 26%|Lower cost offset decrease in revenues
Gross Profit
Margin 57% 49% -15%
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Consolidated OPEX

SEMIRARA
MINING & POWER
CORPORATION

2015 2016 Variance [Remarks
Higher revenue generation translated to
higher government royalties from Phpl1l.8Bin
Coal 2,336 3,225 38% (2015 to Php2.7 Bin 2016
Mainly comprised of management fees and
taxes and licenses; increase due to full
provision for allowance for the questioned
PEMC receivables on electricity sold on spot
last November and December 2013
SCPC 1,975 1,480 -25%|amounting to P896.14 million
SLPGC 72 294 306% |Non-capitalizable expenses
Others 5 1 -90% |OPEX of pre-operating subsidiaries
Increase is mainly driven by coal business'
Total 4,389 4,999 14%|growth in OPEX
Consolidated Finance Income
2015 2016 Variance |Remarks
Coal 23 41 82%|Higher cash levels in 2016
SCPC 17 11 -31%|Less placements, lower rates
SLPGC 18 31 69%|Interest for undisbursed loan proceeds
Interest of placed cash of pre-operating
Others 0 0 -4%|subsidiaries
Higher cash levels offset lower placement
Total 58 83 45%|interest rates
Consolidated Finance Costs
2015 2016 Variance |Remarks
Coal 130 228 76%|Interest rates are higherin 2016 vs 2015
PHP1.73 billion from PHP2.30 billion in 2015.
Also, a portion of its higher priced long-term
loan was converted to cheaper short-term
SCPC 147 90 -39% |loan.
Since SLPGC is already on commercial
operations in 2016, interest expense is no
SLPGC 1 280 21331%|longer capitalized, unlike in 2015.
Higher interest expese of coal and
recognition of interest expense of SLPGC
Total 278 599 115%|offset drop in finance cost of SCPC

Consolidated FOREX Gains / (Losses)

2015 2016 Variance [Remarks
Result of the valuation of USD denominated
loans and foreign currency denominated
Coal (328) (347) 6% |transactions.
Loss on foreign currency denominated
SCPC 30 (52) -272%|transactions.
Loss on foreign currency denominated
SLPGC (3) (4) 48% |transactions.
Total (300) (403) 34%|Weaker PHP vs USD in 2016
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Consolidated Other Income

2015 2016 Variance |Remarks
of one-time insurance recoveries and gain
from asset disposal totaling
Coal 248 169 -32%|PHP136.55million.
Unit 2 was down in Q1 2016, hence less fly ash
SCPC 125 123 -2%|is sold as cement additive.
SLPGC 67 645 861%|Power sold during plant commissioning.
Others 2 Other income of pre-operating subsidiary
Higher SLPGC other income due to better
performance of plants while on
Total 441 938 113%|commissioning in 2016 vs 2015
Consolidated NIBT
2015 2016 Variance [Remarks
Coal 2,871 5,476 91% |Higher coal sales pushed profitability up in
More downtimes resulted to less energy
SCPC 6,713 3,537 -47%|generation, thus decreased profitability in
Better plant performance in 2016 translated
SLPGC 90 3,890 4245% [to improved profits during the year.
Others (5) 2 -135%(|Net expenses of pre-operating subsidiaries
Higher coal and SLPGS profitability offset
Total 9,669 12,904 33%|drop in SCPC earnings
Consolidated Income Tax Provision
2015 2016 Variance [Remarks
Minimal coal tax provision is due to the
Income tax holiday it enjoys as a BOI-
registered company. The increase over last
year is due to recognition of deferred tax
Coal (38) 58 -254%|liabilites
Drop in SCPC's tax provision is a result of drop
SCPC 1,217 640 -47% |in profitability in 2016.
Minimal SLPGC tax provision is due to the
Income tax holiday it enjoys as a BOI-
registered company. The increase over last
year is due to income taxes paid on BCQ sales
SLPGC 4 165 4424% [from Spot Purchases
Coal and SLPGC still has ITH, while only SCPC
is in tax position. The decline is due to SCPC's
Total 1,182 863 -27%|lower provisioning in 2016.
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‘ SEMIRARA
NING & POWER
( ()Rl’()R ATION

NIAT

Before Eliminations (Core Income

2015 2016 Variance |Remarks
Growth in income is due to higher coal sales
Coal 5,255 7,495 43% |volume.

More plant downtimes translated to lower
revenues and lower profitability in 2016.
Average price/KWh is also slightly lower,
SCPC 3,282 1,418 -57%|while cost of sales/KWh is 32% higher.

Higher energy sales, further augmented by
46% better average price/KWh of power sold
SLPGC 40 3,218 7871%|boosted profitability. SLPGC also enjoys ITH

After Eliminations (Consolidated)
2015 2016 Variance |Remarks

Growth in income is due to higher coal sales
volume. Revenues from coal sold to own

Coal 2,909 5,417 86%|power units is eliminated.
More plant downtimes translated to lower
SCPC 5,497 3,347 -39%|revenues and lower profitability in 2016.

Higher energy sales, further augmented by
46% better average price/KWh of power sold

SLPGC 86 3,275 3713%|boosted profitability. SLPGC also enjoys ITH
Others (5) 2 -142%|Net expenses of pre-operating subsidiaries
Higher coal and SLPGC profitability offsets
Total 8,487 12,041 42%|drop in SCPC earnings
2016 outstanding shares is net of 3.46 million
EPS 7.94 11.28 42%|shares held in treasury.

Other Comprehensive Income/Loss is related to remeasurement gain/(losses) on pension plan, net
of income tax effect in the amount of P7.11 million gain and P17.04 million loss in 2016 and 2015,
respectively. Total Comprehensive Income resulted to P12.05 billion for 2016 from P8.69 billion in
2015.

B. Solvency and Liquidity

Internal cash generation for this year amounted to PHP16.42 billion. Consolidated loan availments
amounted to PHP10.82 billion, broken down as follows: coal's medium-term loan fund maintenance
CAPEX amounting to PHP4.62 billion, coal short-term working capital loans of PHP2.10 billion and
SCPC'’s short-term loans (working capital and partial conversion of long-term to short-term loan) of
PHP4.1 billion. SCPC recognise the release of the Sinking Fund of PHPO0.4 billion due to the full
payment of the OLSA. Combined with beginning Cash of PHP4.75 billion, total consolidated Cash
available during the period stood at PHP32.00 billion.

Of the available cash, PHP6.69 billion was used in investing activities. These include major CAPEX
of PHP5.30 billion, Exploration and Mine Development of PHP1.93 billion, Investment in Joint
Venture of PHP52.38 million net of the proceed from release of the Sinking Fund amounting to
PHP391.52 million. We paid debts amounting to PHP13.48 billion The Company also paid cash
dividends amounting to PHP4.3 billion in Q2. After presented with a good investment opportunity
when SCC stock prices fell in Q3, the board was prompted to approve a shares buyback program;
3.46 million shares worth PHP387.55 million are currently held in treasury, with an average price of
PHP111.60/share. Ending cash closed at PHP7.0 billion, 47% higher than beginning balance.

Coal, SCPC, and SLPGC recorded ending cash of PHP4.30 billion, PHP659 million, and PHP2.01
billion, respectively. Other pre-operating business closed with a total cash balance of PHP26
million.

Strong operations allowed the Company to beef up cash despite spending for CAPEX that
increased coal mining capacity from 8 to 12 million tons and providing proper maintenance to the
power plants, as well as decreasing debt levels, while maintaining a strong dividend payout.
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Consolidated Current ratio improved to 1.35x from 0.97 as at the start of the year.

C. Financial Condition

ASSETS

Cash

2015

2016

Variance

Remarks

Coal

2,640

4,298

63%

Stronger sales resulted to higher cash
generation

SCPC

881

659

-25%

Weaker profits redound to lower cash

SLPGC

1,202

2,010

67%

Power plants perform betterin 2016,
commercial operations declared on 26 August

Others

23

26

14%

Cash balances of pre-operating subsidiary

Total

4,746

6,993

47%

Good perfomance of coal and SLPGC boosted
consolidated cash position in 2016

Consolidated Re

ceivables

2015

2016

Variance

Remarks

Coal

1,345

2,451

82%

Mainly trade-related; increase due to higher
volume sold in 2016.

SCPC

1,190

1,984

67%

Higher energy sold during the month of
December 2016 compared to same month in
2015, due only one plant was operational and
the average load of the otheris lower

SLPGC

246

1,251

409%

Mainly trade-related; increase due to higher
sales in 2016.

Total

2,781

5,686

104%

receivables. Receivables is inclusive of due
from related parties amounting to Php69
million in 2015 and Php389 million in 2016,
representing shared charges, transfer of
materials and services.

Consolidated In\

/entories

2015

2016

Variance

Remarks

Coal

2,589

2,960

14%

2016 Inventory is comprised of cost of ending
coal inventory of PHP1.57 billion and
materials spare parts, fuel, and supplies
amounting to PHP1.39 billion

SCPC

1,616

1,930

19%

Spare parts inventory for corrective,
preventive and predictive maintenance
program

SLPGC

178

497

179%

Spare parts inventory for corrective,
preventive and predictive maintenance
program (Php 284 million) and other
chemicals (Php 10 million) and coal inventory
on hand at cost

Total

4,383

5,386

23%

Coal increased production, correspondingly
increasing material & parts required
inventory; SCPC preparing for life extension;
SLPGC already on commercial operations and
plants are performing at higher capacity, thus

requiring corresponding increase in inventory
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Investmentin JV

2015 2016 Variance [Remarks
The company entered in to aJV with Meralco
PowerGen Corp. in 2015. SMPC loss control on
Coal - 52 0% |May 2016
Investment in Sinking Fund
2015 2016 Variance |Remarks
The decrease is due to the release of the
SCPC 460 69 -85%|sinking fund

Consolidated Other Current Assets

2015 2016 Variance |Remarks
2016 mainly comprised of prepaid income
taxes and advances to contractors and
suppliers of spare parts and equipment
amounting to Php186.15 million and
Coal 759 625 -18%|Php434.77 million, respectively.
2016 mainly accounted for advances to
suppliers, rentals, insurance and other
SCPC 353 368 4% |expenses
Principally VAT input taxes currently
recoverable amounting to Php 1,635 million
and Advances and prepayment to suppliers
SLPGC 1,611 1,974 23%|amounting to Php339.16 million .
Total 2,723 2,968 9%
Consolidated Total Current Assets
2015 2016 Variance |Remarks
Coal 7,333 10,387 42% |please see explanation above
SCPC 4,501 5,009 11%|please see explanation above
SLPGC 3,236 5,732 77%|please see explanation above
Others 23 26 15%|please see explanation above
Total 15,093 21,154 40%
Consolidated PPE
2015 2016 Variance |Remarks
Additional CAPEX purchased to supportin
mining capacity and the capitalization of the
Coal 4,265 10,221 140% |deferred mine pre-stripping costs
Capitalized repair of power net of
SCPC 14,860 14,925 0% |depreciation
Additional percent completion of 2x150MW
SLPGC 17,446 18,207 4% |and variation orders
PPE of Joint Venture Company, Loss control
Others 172 -100% |on May 2016
Increase in PPE mainly caused by increased
Total 36,743 43,352 18%|coal PPE
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Consolidated Other Non-Current Assets

2015 2016 Variance [Remarks
Principally the VAT erroneously withheld by
Coal 190 195 2%|NPC
SCPC 214 249 16% |Unrealized input tax
Reclass of Unrealized input tax to current as it
becomes realizable when the project
SLPGC 1,217 136 -89% |achieved commercial operation in 2016
Others 149 156 5%|Claystone research and development costs
Total 1,771 735 -58%
Exploration and Evaluation Asset
2015 2016 Variance |[Remarks
Narra & Molave mines are already operational in
2016, hence exploration costs are already
Coal 3,015 - 0% | capitalized under PPE
Consolidated Deferred Tax Assets
2015 2016 Variance [Remarks
Decrease mainly due to the recovery of
Coal 110 54 -51%|uncollectible accounts and impairment losses
Represents full provisioning on spot sales in
SCPC 423 465 10%(2013 with issues on pricing
SLPGC 2 - -100% |Utilized in Q1 tax payable
Others 0 1 2%
Total 536 519 -3%
Consolidated Total Non-Current Assets
2015 2016 Variance [Remarks
Increase in PPE and Exploration and
Coal 7,581 10,469 38%|Evaluation Asset
SCPC 15,958 15,639 -2%
SLPGC 18,665 18,341 -2%
Others 321 156 -51%|Non-current assets of pre-operating
Total 42,525 44,606 5%
Consolidated Assets
2015 2016 Variance |Remarks
Robust sales increased cash and receivables;
Coal 14,913 20,862 40% |increased capacity increased inventory & PPE
SCPC 19,998 20,649 3%
Higher sales boosted cash and receivables,
while inventory significantly increased due to
SLPGC 21,902 24,073 10% |additional coal and spare parts
Others 344 177 -49%|Non-current assets of pre-operating
Operating segments' asset base further
Total 57,157 65,760 15%|strengthened in 2016
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LIABILITIES

Accounts and Other Payables

2015 2016 Variance [Remarks
Increase in royalty by P650M; increase in
expenditures due to the development and
preparation of 2 new mines (Narra and
Molave) which accelerated the expensesin
H2 to meet commercial operation target by
start of Q4; also working capital requirements
increased due to higher capacity from 8M MT
Coal 4,464 7,859 76%|in 2015 to 12M MT in 2016
Due increase in materials and parts purchased
SCPC 1,709 2,365 38%|for the Unit 1 planned outages
procurement of additional materials and
parts for redundancies outside the EPC
SLPGC 1,007 1,997 98% |contract
Joint venture accounts payable; loss control
Others 192 0 -100% |on May 2016
Inclusive of due to affiliated companies
which increased by 43% to Php2.98 billion
from PHP2.08 billion in 2015. This accounted
for supply of materials, services, construction
and management contract with affiliated
Total 7,372 12,221 66%|companies.
Short-term Loan
2015 2016 Variance |Remarks
Coal 2,993 -100% |Converted to medium term loan (3 yrs)
Due to refinancing of LTD with short-term
SCPC 1,600 0%|loans to save interest cost
Total 2,993 1,600 -47%
Current Portion of Long-term Debt
2015 2016 Variance |Remarks
Coal 1,967 -100%|No loan maturing in 12 months
SCPC 1,530 128 -92%|Debt servicing of project loan
SLPGC 1,694 1,704 1%
Total 5,191 1,832 -65%
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Total Current Liabilities

2015 2016 Variance [Remarks
Totdar CUrITent LiapTiTires posted da gecrease das
the increase in A/P and Other Payables and
conversion of short term loan to LTD and debt
Coal 9,424 7,859 -17%|servicing of LTD maturities
Due to advance procurement of
SCPC 3,239 4,093 26% |materials,parts for Unit 1 planned outage
comprise mainly additional procurement of
materials and parts for redundancies outside
SLPGC 2,700 3,700 37%|the EPC
Joint venture accounts payable; loss control
Others 192 0 -100% |on May 2016
Total 15,555 15,653 1%
Long-Term Debt - Net of Current Portion
2015 2016 Variance |Remarks
Increase due to financing of CAPEX to increase
Coal 1,249 5,618 350%|mining capacity
Reclass to current portion of Long-term loan;
SCPC 767 -100%|maturity is in 2017
Continuous amortization of project finance loan
SLPGC 9,344 7,640 -18%|brought down its balance
Increase in coal long-term debts is partly offset
by drop in SCPC and SLPGC long-term debt
Total 11,360 13,258 17%|balances
Pension Liability
2015 2016 Variance [Remarks
Coal 72 68 -6%|Due to adjustment on remeasurement losses
SCPC 15 27 81%|Due to adjustment on remeasurement losses
SLPGC 19 First year of pension liability set-up
Total 87 114 31%
Provision for Site Rehabilitation
2015 2016 Variance [Remarks
Increase due to change in mine rehabilitation
Coal 501 1,593 218%|plan relative to the 3 mine sites
SCPC 13 14 9%
Total 514 1,606 213%
Other Long-Term Liabilities
2015 2016 Variance |Remarks
Long-term trade payables already settled
Coal 1,217 -100% |during the year
Long-term retention payable related to the
SLPGC 1,522 843 -45%|construction of the 2 X 150 MW power plant
Total 2,740 843 -69%
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Total Non-Current Liabilities
2015 2016 Variance [Remarks
Coal 3,040 7,278 139% |Due to additional loan availment for the PPE
Includes ARO and Pension Liability; 2015
SCPC 795 41 -95%|higher due to balance of LTD
maturing and amortization of the long-term
SLPGC 10,865 8,502 -22%|debt and long-term retention payables
Total 14,700 15,822 8%
UITY
2015 2016 Variance |Remarks
Capital Stock 1,069 1,069 0%|No changes. Parvalue at Phpl/share
Additional Paid-in Capital 6,676 6,676 0% |No changes.
Treasury Shares - 388 0% |Purchase of 3.46 million SCC shares
Remeasurement
gain/(losses) on pension Accumulated gain/losses on pension fund net
plan (31) (23) -23%|of tax effect
Retained Earnings 19,187 26,953 -
Additional appropriation for power expansion
- Appropriated 5,300 7,800 47%|and other investment
Growth fueled by robust coal and SLPGC
- Unappropriated 13,887 19,153 earnings in 2016
Strong 2016 profitability resulted to increase
Coal 5,337 8,739 64%|in retained earnings
Weaker profits in 2016; retained earning
dropped after declaration and payment of
SCPC 8,549 7,181 -16%|cash dividends
Power units already in commercial
SLPGC 9 3,238 36547%|operations; strong 2016 earnings
Others (8) (6) -23%|Losses of pre-operating subsidiaries
Total 26,901 34,674 29%

1.

PERFORMANCE INDICATORS:

Net Income After Tax — 2016 results the strongest the Company has ever reported.
Consolidated Net Income is record high at Php12.05 billion, up by 42% from last year’s Php8.49
billion.

Dividend Payout — Strong profitability and high liquidity enables the Company to continue
paying generous dividends. Payout ratio is 63%, vis-a-vis the Company's policy of at least
20%.

Debt-to-Equity Ratio — Leverage is further brought down by decreasing debt levels. Total
interest-bearing loans dropped to PHP16.69 billion from beginning balance of PHP19.55 billion.
DE improved to 0.91x from 1.12x as at the start of the year.

Net Profit Margin — Net profit margin remains strong at 33% with high earnings from the coal
business and significant contribution by the new SLPGC 1x150MW plants.

Current Ratio — Short-term debts are managed amidst rising interest rates. Meanwhile,
healthy cash levels boosted Current Assets. Current ratio improved to 1.35 in 2016 from .97 at
the start of the year. The Company set an internal current ratio threshold of at least 1.00.

V. OTHER INFORMATION:

1.
2.

There were no known trends, events or uncertainties that have material impact on liquidity.

The Corporation (SMPC) provides interim corporate suretyship in favor of the lenders of SCPC for its
PHP9.6 billion 7-year loan availed on 26 May 2010. The security may however be suspended within the
term of the loan when the conditions set forth in the loan contract are met. SCPC started to amortize the
loan in 2011; as at end of this year outstanding balance decreased to PHP128.00 million. Also, the
corporation provides interim corporate suretyship in favor of the lenders of SLPGC for the project debt
facility amounting to P11.5 billion that financed the 2x150MW power plant expansion at Calaca,
Batangas. It started amortizing the loan in 2015; as at end on this year outstanding balance decreased to
PHP9.37 billion.
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3. There are no material off-balance sheet transactions, arrangements, obligations, and other relationships
of the Corporation with unconsolidated entities or other persons created during the reporting period.

4. The Corporation committed to purchase mining and support equipment totalling USD106.97 million for
the refleeting of old mining equipment and for the increase in capacity to 14 million MT annually. Also
it allocated USD23.00 million for Coal handling, Safety, Training and other support and equipment,
Meanwhile SCPC started its life extension program in latter part 2016. This is a 3 year program that aims
to increase the generation capacity of SCPC’s Unit 1 by 50 MW to 70 MW using local coal. The program
also extends the life of SCPC power units by around 20 years.

On April 26, 2016, SRPGC signed a Power Sales Agreement for 400 MW of its output with Manila
Electric Company (Meralco) subject to ERC approval. The Company is still waiting for ERC approval
of the PSA as at December 31, 2016. On April 27, 2016, MERALCO PowerGen Corporation (MGen),
a wholly owned subsidiary of Meralco, entered into a Joint Venture Agreement (JVA) with SMPC to
acquire 50% of the SRPGC’s capital stock. As at December 31, 2016, SRPGC is equally owned by
SMPC and MGen.

5. For 2016, we expect an increase in the demand for Semirara Coal in the domestic market with the
commissioning of new power plants and small boilers that can utilize 100% Semirara coal. This trend is
expected to continue in the succeeding years as a result of the competitiveness of Semirara Coal over
imported coal.

6. There are no significant elements of income of loss from continuing operations.

7. There were no subsequent events that came to our knowledge, which are material enough to warrant an
adjustment in the consolidated financial statements.

8. The Group’s operation is not cyclical or seasonal in nature. Mining activities is continuous throughout
the year as coal production output from period to period can be adjusted through efficient mine planning
on both short-term and long-term, mitigating negative impact of the rainy season to mine operations.
The power generation business is also operational throughout the year as maintenance shutdown is just
part of normal operation of the plant and programmed ahead of time.

9. On 12 February 2016, the Department of Environment and Natural Resources approved the Company's
application to increase maximum mineable capacity from 8 million MTs to 12 million MTs then it was
increased to 16 million MTs on 29 April 2016 anticipating the start Molave mine project.

10. On 24 February 2016, the Board of Investments (BOI) approved the Company's application for
registration for its Molave mine. As a BOI-registered enterprise, the Company is entitled to benefits like
Income Tax Holiday.

Full Years 2014-2015

PRODUCTION — COMPARATIVE REPORT 2015 vs 2014

Coal
Coal production dropped 1% YoY to 7.98 million metric tons (MTs) from 8.08 million MTs in 2014, with strip ratio registering at
10.39:1, improved by 15% from last year's 12.26:1.

The company voluntarily suspended its operation immediately following a slide in the northern edge of Panian mine on 17 July before
the receipt of the Department of Energy (DOE) suspension order later in the day. The Department of Environment and Natural Resources
(DENR), on the other hand, issued a Cease and Desist Order on 21 July. Nine of the company's personnel perished, while five dump
trucks, one excavator and one wheel dozer were damaged in the accident. The suspension orders were lifted after thorough investigation
showed that the Company has complied with the strengthened mining safety protocols recommended by the DOE and experts. DENR
lifted its suspension on 10 August, while DOE rescinded their suspension order on 18 September.

Due to the temporary halt in operations, total materials moved decreased 14% YoY to 88.62 million bank cubic meters (bcm) from
103.30 million bcm in 2014. This volume is inclusive of 6.7 million bcm of materials unloaded as additional safety measure in
compliance with the new pit slope safety parameters recommended by DOE and the safety consultants engaged by the Company after
the slide.

Safety equipment and personnel were augmented to intensify mine safety efforts. Two units of Slope Stability Radar (SSR) systems
were acquired to complement the existing Robotic Total Station for real time, 24-hour slope movement monitoring. The SSR is a state-
of- the-art technology for monitoring mine walls and general slopes and is now a generally-accepted tool for high-risk slope management.

Mine safety protocol was also revised and improved with the hiring of a full time geotechnical consultant and additional safety personnel.
Safety training hours during the year constituted 70% or 26,898 out of the 38,576 training hours.

Coal sales volume dropped by 5% YoY at 8.43 million MTs from 8.89 million MTs in 2014. Lower sales resulted to higher ending
inventory at 829 thousand MTs, 115% higher than last year's 386 thousand MTSs.

The table below shows the comparative production data for FY 2015 and 2014.
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CORPORAT
COMPARATIVE PRODUCTION DATA
(in '000, except Strip Ratio
. . . . 0 . . . . 0 %Inc
Q1'15 [ Q2'15 [ Q3'15 | Q4'15 | EY'15 | Q1'14 | Q2'14 | Q3'14 | Q4'14 | EY 14 Dec
Total Materials (bcm) 26,284 | 27,800 | 9,529 | 25,005 | 88,618 28,135 | 26,385 | 22,745 | 26,032 | 103,297 -14%
Gross Product Coal (MT) 2,325 | 2,134 | 1113| 2,408 7979| 2,353 | 2513 | 2,145 950 7,961 0%
Strip Ratio 1059:1 | 12.31:1 | 7.85:1 | 9.67:1 | 10.39:1 [ 10.69:1 | 9.20:1 | 9.09:1 | 24.60:1| 12.26:1 " -15%
Net TPC (MT) 2,302 | 2,112 | 1,182 2,384 7,980| 2,329 | 2,488 | 2,123 1,144| 8,084 -1%
Beg. Inventory (MTs) 386 317 634 748 386| 1,277 | 1279 | 1623| 1966| 1,277 -70%
End Inventory (MTs) 317 634 748 829 829| 1279 | 1623 | 1,966 386 386 115%

SCPC

Both power units were operating reliably in 2015, registering record high gross generation which increased 39% YoY at 3,959 GWh
from 2,840 GWh last year. The significantly lower generation in 2014 was due to the prolonged shut down for maintenance and
installation of the new Distribution Control System (DCS) of Unit 2 last year which lasted to around six months.

Unit One

Gross generation of Unit 1 increased 7% YoY to 1,819 GWh from 1,698 GWh generations last year. Average capacity decreased this
year to 228 MW from 230 MW in 2014. High grade coal from Semirara improved the capacity of the plant in the first half of the year,
however average capacity slightly dropped to 202 MW in second half of the year due to the slagging/fouling observed in the unit.
Capacity factor is also up at 69% as of the end of current year, as against 65% last year.

Auvailability of the plant increased 8% YoY to 91% this year from 84% in 2014. Unplanned outages significantly dropped by 68% YoY
to 429 hours from 1,335 hours last year when the plant incurred more downtimes in April and June for tube leaks repairs.

Unit Two

Gross generation of Unit 2 surged 87% YoY to 2,140 GWh from 1,141 GWh last year as availability and average capacity registered
record high. Conversely, generation in 2014 was low as the planned outage, mainly to give way for the installation of a new Distribution
Control System (DCS) was prolonged. The commissioning of the plant was delayed and it only started to synchronize to the grid on 13
June as problems on the installation and fine tuning of the DCS were encountered. The unit only stabilized in the second half of the
year, with dependable capacity reaching its rated capacity of 300 MW. Average capacity improved to 291 MW this year from 259 MW
last year. Capacity factor also improved, registering at 81% this year from only 43% in 2014.

Auvailability of the plant increased to 84% in the current period from only 50% last year. Unplanned outages this year registered at 673
hours.

The table below shows the comparative production data for 2015 and 2014.

COMPARATIVE PLANT PERFORMANCE DATA
%Inc
CUSTOMER ' ' ' ' 2 '14 ' ' : 0
| Q1'15 | Q2'15|1 0315 | Q415 | EY '15 P11 '1402 14|03 '14(0Q4 '14 | EY ‘14 Dec

Gross Generation, GwWh

Unit 1 456 495 450 419| 1,819 455 327 428 489| 1,698 7%

Unit 2 558 656 549 376| 2,140 33 77 428 603| 1,141 87%

Total Plant 1,014 1,151 998 795 3,959 489 404 855 1,092 2,840 39%
% Av ailability

Unit 1 77% 91% 96% 100% 919%| 89% 63% 85%| 100% 84% 8%

Unit 2 91% 100% 85% 60% 84% 6% 20% 76% 98% 50% 67%

Total Plant 84% 9629 9029 8029 87% 48% 41 % 81929 99| 67 30%
Capacity Factor

Unit 1 70% 75% 68% 64% 69%| 70% 49% 65% 75% 65%0 7%

Unit 2 86% 99% 83% 57% 81% 5% 12% 65% 92% 43%0| 87%

Total Plant 78% 8720 7520 6129 75% 38% 3029 6599 832 5494 39%

SLPGC

The 2 x 150 MW power plants started testing and commissioning in 2015. The first and second units were synchronized to the grid on
7 July and 16 August, respectively.

While on testing and commissioning, both units generated a total of 211 GWh. Although, the two units reached their maximum capacity
of 150MW in September and December, respectively, this was not sustained, thus both units are still on commissioning and have not
been officially declared commercial operations and achieved TOC (Turn-over Certificate) or final acceptance.

MARKETING — COMPARATIVE REPORT YTD 2015 vs. YTD 2014

Coal
Coal sales declined 5% YoY to 8.43 million MTs from 8.89 million MTs in 2014.

Sales to local customers increased 46% YoY to 5.32 million MTs from 3.64 million MTs in 2014, while export sales dropped by 41%
YoY to 3.11 million MTs from 5.25 million MTs last year.
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Power plant sales took up the biggest market share this year of 47% at 3.93 million MTs, up by 68% YoY from only 2.34 million MTs
of coal sold to power plants in 2014. Deliveries to Calaca surged by 78% YoY to 2.70 million MTs from 1.51 million MTs last year as
power Units 1 and 2 are operating with minimal downtime in the current period as compared to the previous year. Sales to other power
plants likewise increased significantly by 50% YoY to 1.24 million MTs from 825 thousand MTs last year. The growth mainly came
from additional capacities and increase in the plants' usage ratio between Semirara coal and imported coal.

Cement companies also increased their volume by 17% YoY to 1.03 million MTs from 875.04 thousand last year due to higher demand
for cement this year for infrastructure projects as well as increase in blend ratio of Semirara coal against imported coal. Cement industry's
market share rose from 10% last year to 12% of total sales this year.

On the contrary sales to other industrial plants decreased by 16% YoY to 362 thousand MTs from 432 thousand MTs last year with
lesser off-take by some customers.

Market share of export sales dropped to 37% from 59% last year. Domestic demand was significantly lower last year as Calaca Unit 2
was on protracted shutdown, hence more coal was available for export. Moreover, local deliveries were given priority over existing
inventory as export shipment were put on hold while the mining operations were suspended after the incident, in compliance with the
directive issued by DOE.

Composite average FOB price per MT decreased 9% YoY to PHP1,943 from PHP2,127 last year as global coal prices continue to drop.

The table below shows the comparative sales volume data for 2015 and 2014.

CUSTOMER 0Q1'15 (Q2'15|Q3'15|Q4'15|FY'15| % | Q1'141Q2'14(Q3'14(Q4'14|FY 14| % O/S:;CC

Power Plants

Calaca 666 626 661 743] 2,696 | 32%) 334 238 377 562| 1,510 | 17%| 78%

Other PPs 313 307 306 312| 1,237 | 15% 165 175 243 242 825 9%| 50%
TOTAL PPs 980 932 966 | 1,055 | 3,933 | 47 499 413 620 804 | 2,336 | 2694 68%
Other Industries

Cement 278 246 278 224( 1,027 | 12% 242 219 178 236 875 | 10%| 17%

Others 93 114 91 65 362 4% 106 85 114 127 432 5%| -16%

Total Others 371 360 369 289 | 1,389 | 16% 348 304 292 363 | 1,307 | 15%| 6%
TOTAL LOCAL 1,351 1,292| 1,336 1,344 5,323 63% 847 716 912| 1,167| 3,643 41%| 46%
EXPORT 1,054 534 562 956 | 3,105 | 37%| 1,462 | 1,407 846 [ 1,531 | 5,246 | 59%] -41%
GRAND TOTAL 2,404 1,826 1,898| 2,300| 8,428|1009 2,309| 2,124 1,758 2,698| 8,889|100% -5%
POWER

SCPC’s sales increased 11% YoY to 3,754 GWh from 3,383 GWh last year as both power plants are fully operational this year. The
lower energy generation last year is a result of the prolonged testing and commissioning of the DCS for Unit 2 and higher forced outage
for Unit 1.

Of the total energy sold, 95% or 3,581 GWh were sold to bilateral contracts and the remaining 5% to the spot market.

MERALCO remained to be the single biggest customer, accounting for 82% of the total energy sales of the bilateral contracts; BATELEC
I and Trans-Asia comprised 5% and 8%, respectively.

Spot Market Sales is higher by 226% YoY at 173 GWh against 53 GWh last year.
Of the total energy sold, 99.4% was sourced from own generation, while only 0.6% was purchased from the spot market. SCPC procured
power from the spot market during hour intervals where power units were down, or when the plants were running at de-rated capacities,

in order to be able to supply committed capacity to some of its customers.

Average price for bilateral contracts dropped 6% YoY to PHP3.33/KWh in the current year from PHP3.55/KWh last year. The contracts
index Newcastle prices have been declining in the current semester against last year.

The table below shows the comparative marketing data for 2015 and 2014.

COMPARATIVE PLANT PERFORMANCE DATA
(in GWh ; PHP)
V)

CUSTOMER 0Q1'1410Q2'14|03'14|1Q4'14| EY'14 | Q1'14 | Q2'14 (Q3'14| Q4'14 EY '14 (f;lencc)
Bilateral Contracts 902 | 1,031 937 710 3,581 413 886 966 1,065 3,330 8%
Spot Sales 80 65 20 8 173 11 - 15 27 53 226%

Grand Total 982 | 1,096 957 719 3,754 425 886 981 1,091 3,383 11%
Composite Ave. Price 3.56 3.37 3.30 3.40 3.41 4.40 3.73 3.50 3.40 3.64 -6%

SLPGC

While on testing and commissioning, SLPGC sold the power generated by both plants to the spot market. As the two units were expected
to be commercially available by second half of 2015, power supply contracts were already negotiated to put them in place just in time
for its commercial operation. The delay of the commissioning prompted the company to serve a replacement power contract out of the
generated power while still on commissioning, through a non-firm supply contract.

Total energy sold recorded at 209 GWh at an average composite price of PHP3.51/KWh.
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The Company already secured supply contracts during the period with three customers totaling to 222 MWs. The contract terms range
between two to five years.

EINANCE

A. Sales and Profitability

Consolidated Revenues, net of eliminating entries, dropped 14% YoY at PHP24.68 billion in 2015 from PHP28.59 billion in the previous
year. Before eliminations, Coal Revenues decreased 28% YoY at PHP16.37 billion from PHP18.91billion last year. The decrease is
due to lower sales volume by 5% and decline in composite average price to PHP1,943 from PHP2,127 last year. On the contrary, higher
energy sales pushed SCPC Revenues up by 5% YoY at PHP 12.80 billion from PHP12.31 billion despite lower average price per KWh
at PHP3.41 against PHP3.64/KWh last year. The pre-operating Southwest Luzon Power Generation Corp. (SLPGC), a wholly-owned
subsidiary of the Company incorporated to expand its power capacity with the construction of 2 x 150 MW power plants generated
Revenues of PHP110.09 million this year while on testing and commissioning.

Consolidated Cost of Sales dropped 44% YoY to PH10.54 billion from PHP18.93 billion last year. Depreciation dropped 12% YoY to
PHP1.74 billion from PHP1.98 billion last year.

Before eliminations, coal Cost of Sales decreased 29% YoY to PHP8.63 billion from PHP12.23 billion last year. This is due to lower
strip ratio, the decline in volume sold combined with lower shipping costs and drop in oil prices. Cost of coal sold per MT reduced by
29% YoY at PHP1,062 from PHP1,376 last year. Coal depreciation decreased 39% YoY to PHP702.59 million from PHP1,154.69
million last year.

SCPC's Cost of Sales before elimination decreased 32% YoY to PHP6.35 billion from PHP9.35 billion; and 52% YoY after elimination
to PHP4.13 billion from PHP8.70 billion last year. The Company was exposed to higher cost of replacement power in 2014 and incurred
net loss of PHP2.1 billion from replacement power, when the plants used up the allowable downtime provided by the terms of the power
supply contracts. Since both power units are operating reliably this year, costs are kept at their normal levels. Cost of Sales per Kwh is
38% lower YoY at PHP1.69 from PHP2.75 last year. SCPC's depreciation increased 10% YoY at PHP1.02 billion from PHP0.93 billion
last year.

The resulting consolidated Gross Profit increased 47% YoY to PHP14.14 billion, with coal, SCPC and SLPGC each contributing
PHP5.39 billion, PHP8.66 billion and PHP108.96 million, respectively. Last year's consolidated Gross Profit stood at PHP9.66 billion,
PHP5.28 billion from coal and PHP1.59 billion from SCPC. Consolidated Gross profit margin rose to 57% from 34% last year.

Consolidated Operating Expenses (OPEX) increased by 36% YoY to PHP4.39 billion from PHP3.22 hillion. Net of eliminating entries,
the coal segment’s OPEX increased 3% YoY to PHP2.32 billion from PHP2.27 billion last year. This mainly accounts for the tax
assessment for year 2010 and 2011 totaling to PHP81.70. Meanwhile, SCPC's OPEX after elimination, which is mainly comprised of
management fees and taxes and licenses, increased by 113% YoY to PHP1.98 billion from PHP926.36 million last year mainly due to
full provision for allowance for the questioned PEMC receivables on electricity sold on spot last November and December 2013
amounting to P896.14 million . SLPGC incurred PHP91.37 million in OPEX, 132% up from 2014 OPEX of PHP39.33 million,
representing non-capitalizable expenses recorded during each respective period. Other pre-operating subsidiaries incurred combined
OPEX of PHP4.56 million.

Consolidated Forex Losses stood at PHP300.06 million, almost five times higher YoY from PHP52.14 million last year due to unrealized
valuation losses. The peso is weaker this year, closing at USD1: PHP47.06, as against USD1: PHP44.72 as at end of 2014. Coal recorded
Forex losses of PHP327.98 million as against PHP61.85 million last year as a result of the valuation of its USD denominated loans and
foreign currency denominated transactions. SCPC meanwhile recorded gains this year of PHP 30.47 million versus losses of PHP14.45
million last year on its foreign currency denominated transactions. SLPGC also incurred FOREX losses of PHP2.55 million in the
current period, as against gains of PHP24.15 million last year.

Higher cash levels offset lower placement interest rates, resulting to 39% increase YoY on consolidated Finance Income to PHP57.56
million from PHP41.45 million last year. Coal, SCPC and SLPGC earned PHP22.52 million, PHP16.56 million and PHP18.18 million
Finance Income, respectively.

Consolidated Finance Costs dropped 14% YoY to PHP278.19 million from PHP323.23 million last year due to continuous repayment
of loans. The Company only started accumulating loans again in the second half of 2015.

Coal's interest-bearing loans rose 20% YoY to PHP6.21 billion from PHP5.15 billion last year, resulting to an 8% increase YoY in
Finance Cost to PHP129.65 million from PHP119.94 million last year. Meanwhile, after servicing its long-term loan and paying off its
short-term loans, SCPC's interest-bearing loans declined 62% YoY to PHP2.30 billion from PHP3.82 billion last year; its Finance Cost
decreased 26% YoY to PHP147.23 million from PHP197.73 million last. The benchmark of SCPC's long-term loan is changed to PDST-
R2 from PDST-F, while margin is increased from 100bps to 120bps. On the contrary, SLPGC's loans increased 14% YoY to PHP11.50
billion from PHP10.09 billion last year, but Finance Cost dropped 66% to PHP1.78 million from PHP5.26 million last year due to
capitalization of interest expenses.

Consolidated Other Income increased 114% YoY to PHP440.68 million from PHP205.49 million last year. The coal segment's Other
Income in the current period rose 170% to PHP248.34 million from PHP92.01 million last year; this mainly accounted for insurance
recoveries and gain on sale of miscellaneous assets. SCPC's Other Income likewise increased 10% YoY to PHP125.19 million from
PHP113.48 million last year. Both power units are operating regularly this year, unlike last year, thus producing more fly ash that is
marketed as cement additive. SLPGC also recorded other income of PHP58.33 million representing power sold during plant
commissioning.

The resulting consolidated Net Income Before Tax (NIBT) increased 53% YoY to PHP9.67 billion from PHP6.31 billion in 2014.

Consolidated Provision for Income Tax surged to PHP1.18 billion from net deferred tax of PHP552.87 million last year. Coal continues
to enjoy Income Tax Holiday (ITH) as a Board of Investments-registered company, while SCPC is now in a tax position. As a result,
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coal's tax provision remained minimal at PHP37.78 million, while SCPC recognized tax exposure of PHP1.22 billion in 2015. Notably
however, SCPC has Deferred Tax Assets as at end 2014 amounting to PHP635.64 million to partially cover the tax liability in the current
period. SLPGC recorded final income tax of PHP3.64 million.

The resulting consolidated Net Income After Tax (NIAT) increased 24% YoY to PHP8.47 billion from PHP6.85 billion last year. Net
of eliminations, coal generated net income of PHP2.91 billion, while SCPC generated PHP5.50 billion. Pre-operating SPLGC recorded
PHP85.89 million income after generating sales while on commissioning; last year it recorded non-capitalizable project expensed of
PHP29.26 million. Before eliminations, coal and SCPC recorded NIAT of PHP6.75 billion and PHP3.32 billion, respectively. With
higher outstanding shares after a 200% stock dividend declaration in Q3 last year, Earnings per Share (EPS) stood at PHP7.94, 23%
more than same period last year's adjusted EPS of PHP6.42.

B. Solvency and Liquidity

Internal cash generation in the first nine months of operations this year amounted to PHP10.68 billion. Consolidated loan availments
amounted to PHP9.88 billion, broken down as follows: coal's medium-term loan fund maintenance CAPEX amounting to PHP7.22
billion, SCPC’s short-term working capital loans of PHP1.80 billion, and SLPGC’s remaining project finance line of PHP1.01 billion.
Coal received PHP76.46 million from sale of retired assets and SCPC receipt of the adjustment of the Sinking Fund of Php61.55 million
Combined with beginning Cash of PHP3.68 billion, total consolidated Cash available during the period stood at PHP24.40 billion.

Of the available cash, PHP5.04 billion was used to fund major CAPEX and Exploration Assets, PHP2.52 billion, PHP1.0 billion, and
PHP1.52 billion for coal, SCPC, and SLPGC, respectively.

Meanwhile, PHP10.01 billion was spent for debt repayments, PHP6.34 billion by coal and PHP3.76 billion by SCPC.
The Company declared and paid cash dividends during the period amounting to PHP4.28 billion.

Net increase in consolidated Cash during the period stood at PHP1.06 billion. Consolidated Ending Cash closed at PHP4.75 billion,
posting a 29% growth from beginning balance of PHP3.68 billion. Coal, SCPC, and SLPGC recorded ending cash of PHP2.64 million,
PHP881.39 bhillion, and PHP1.20 billion, respectively. Other pre-operating business closed the period with a total cash balance of
PHP22.77 million

Consolidated Current ratio slightly dipped to 0.97x from 1.05x as at the start of the year mainly due to more payables recorded related
to the 2x150MW power project which is still under commissioning stage as of the close of the year.

C. FEinancial Condition

Consolidated Total Assets increased by 10% YoY at PHP57.16 billion, from PHP51.90 billion as at end 2014. After eliminations, Coal
and SCPC’s Total Assets closed at PHP14.91 billion and PHP19.20 billion, respectively. Pre-operating SLPGC, SBPG, SRPG, SCS,
SEU, SCRC and SCIP recorded Total Assets of PHP21.90 billion, PHP3.19 million, PHP195.54 million, PHP131.41 million, PHP3.34
million, PHP7.64 million and PHP2.67 million, respectively.

Consolidated Current Assets closed at PHP15.09 billion, increasing by 18% from PHP12.77 billion at the start of the year. Coal, SCPC,
SLPGC, and other pre-operating subsidiaries accounted for PHP7.33 billion, PHP4.50 billion, PHP3.24 billion, PHP 20.11 million
respectively.

Consolidated Cash and Cash Equivalents grew 29% YoY to PHP4.75 billion from PHP3.68 billion beginning balance. The Coal
segment's cash increased 40% YoY to PHP2.64 billion from PHP1.89 billion as at the start of the year, despite additional equity infusion
to SLPGC and dividend payout. Meanwhile, SCPC's strong income generation beefed up its cash position to more than double the
beginning level at PHP881.39 million from PHP390.38 million beginning balance. Meanwhile, SLPGC's undisbursed cash from
availment of project finance facility by the expansion project dropped to PHP1.20 billion from PHP1.38 billion as at the start of the year.

Consolidated Receivables dropped by 34% to PHP27.81 billion from PHP4.13 billion beginning balance. The coal segment's receivables
of PHP1.35 billion is mainly trade related. Power receivables decreased 54% to PHP1.19 billion from PHP2.59 billion as at the start of
the year. These mainly account for the provision for possible uncollectibilty of the questioned spot sales in Q4 2013. Due to a wide gap
in power demand and supply in the last two months of 2013, spot prices surged. While the Energy Regulatory Commission issued a
resolution invalidating market prices on November and December 2013, and instead imposed administrative pricing, a case is still
pending before the Supreme Court on the issue. The company is still waiting for further development of the case. SLPGC recorded
PHP245.99 million in Trade Receivables for sales realized during plant commissioning.

Inclusive in the receivables is Due from Affiliated Companies, which increased 3% YoY to PHP68.83 billion from PHP67.15 billion as
at end 2014.

Consolidated Net Inventories increased 57% to PHP4.38 billion from PHP2.79 billion as at the start of the year. The coal segment’s
ending inventory surged 82% to PHP2.59 billion from beginning balance of PHP1.42 billion. This is comprised of cost of ending coal
inventory of PHP1.42 billion for 829 thousand MTs clean coal and 938 thousand MTs unwashed coal from 386 thousand MT beginning
of the year and materials spare parts, fuel, and supplies amounting to PHP1.17 billion, net of valuation allowance of PHP66.15 million.
Meanwhile SCPC’s Inventory of PHP1.65 billion is mainly comprised of coal inventory and spare parts inventory for corrective,
preventive and predictive maintenance program, as well as parts needed for the scheduled shutdown in the second half. SLPGC's
inventory of PHP237.26 million is comprised mostly of tools and spare parts.

Consolidated Other Current Assets increased by 26% to PHP2.72 billion from PHP2.17 billion beginning balance. The coal segment’s
Other Current Assets of PHP759.43 billion is mainly comprised of advances to suppliers for importations and down payment for
contracted services amounting to PHP318.51 million and prepaid income taxes of PHP436.39 million. On the other hand, SCPC’s Other
Current Assets of PHP353.36 million mainly accounted for advances to suppliers and prepaid expenses. SLPGC recorded Other Current
Assets of PHP1.64 billion, accounted for advances to suppliers and VAT input taxes for Php820.20 million and Php790.48 million.
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VL.

Investment in Sinking Fund decrease to PHP460.23 million from PHP521.78 million beginning balance. The decrease accounted for the
adjustment made for the year on the sinking fund maintained by SCPC.

Consolidated Non-Current Assets increased 8% to PHP57.16 billion from PHP51.90 billion as at the start of the year. Coal, SCPC,
SLPGC, SRPGC, and SCS accounted for PHP7.58 billion, PHP15.50 billion, PHP18.67 billion, PHP192.35 million and PHP128.52
million, respectively.

Consolidated net PPE slightly increased by 7% to PHP36.74 billion from PHP34.45 billion beginning balance due to accounting of
additions, offset by depreciation. Coal, SCPC, SLPGC, and SRPGC accounted for net PPE of PHP4.39 billion, PHP14.86 billion,
PHP17.45 billion, and PHP171.74 million respectively.

Consolidated Deferred Tax Assets dropped 24% to PHP535.54 million from PHP704.20 million beginning balance after applying
Deferred Tax Assets of SCPC for losses incurred in purchase of replacement power to service bilateral power supply contracts in 2014
to income tax payable net of the additional Deferred Tax Assets for the additional provision for possible loss on receivable from PEMC.
Coal, SCPC, SLPGC, SCS and SEU closed the period with Deferred Tax Assets of PHP109.97 million PHP423.02 million, PHP2.06
million, PHP62.95 thousand, and PHP139.17 thousand respectively.

Exploration and Evaluation Asset increased 58% to PHP3.02 billion from PHP1.91 billion beginning balance. This accounted for the
exploratory drilling and pre-stripping activities in Narra mine (previously Bobog mine), which is scheduled to be in commercial operation
by the end of 2016.

Consolidated Other Non-Current Assets increased 15% to PHP1.77 billion from PHP1.54 billion last year. This is mainly comprised of
receivable input VAT and deferred input VAT on capitalized assets amounting to PHP1.22 billion. Coal, SCPC, SLPGC, SRPG, and
SCS accounted for Other Non-Current Assets of PHP190.25 million, PHP8214.49 million, PHP1.22 billion, PHP20.61 million, and
PHP128.17 million, respectively.

Consolidated Total Liabilities increased slightly by 4% to PHP30.26 billion from PHP29.20 billion beginning balance. Coal, SCPC,
SLPGC and SRPGC, accounted for PHP12.46 billion, PHP4.03 billion, PHP13.57 billion and PHP192.38 million, respectively.

Consolidated Total Current Liabilities grew by 34% to PHP16.32 billion from PHP12.14 billion as at the start of the year. This is due to
increase in short-term loans and current portion of long-term debts. Coal, SCPC, and SLPGC accounted for PHP9.42 billion, PHP3.24
billion, and PHP3.46 billion, respectively.

Trade and Other Payables dropped by 16% to PHP7.37 billion from PHP8.81 billion beginning balance. The decrease is mainly due to
payment of trade payables by parent and SLPGC. Coal, SCPC, and SLPGC respectively accounted for PHP4.46 billion, PHP1.71 billion,
and PHP1.01 billion, respectively.

Included in the Trade and Other Payables is Due to Affiliated Companies which rose by 78% to PHP1.32 billion from PHP738.81 million
beginning balance. This accounted for supply of materials, services, construction and management contract with affiliated companies.

Short-term loans, which represent working capital loans of the coal segment, increased by 146% to PHP2.99 billion from PHP1.22
billion beginning balance as coal converted some of its USD-denominated loans to peso towards the end of the year to manage its FX
risk.

Consolidated Current Portion of Long-Term Debt increased by 146% to PHP5.19 billion from PHP2.11 billion beginning balance with
more maturing loans in the next twelve months. Coal, SCPC, and SLPGC accounted for PHP1.97 billion, PHP1.53 billion, and 1.69
million, respectively.

Consolidated Total Non-Current Liabilities decreased by 4% to PHP14.70 billion, from PHP17.06 billion beginning balance due to re-
class of a portion of long term loans maturing in the next twelve months . Coal, SCPC, and SLPGC accounted for PHP3.04 billion,
PHP794.81 million and PHP10.11 billion, respectively.

Consolidated Long-Term Debt dropped by 29% to PHP11.36 billion from PHP16.09 billion beginning balance. SLPGC accounted for
the bulk of the account, recording PHP9.34 billion borrowings for the expansion project, after re-class of current portion of long-term
debt to current liabilities. Coal and SCPC have outstanding long-term portion of debts amounting to PHP1.25 billion and PHP767.28
million, respectively.

Consolidated Pension Liabilities increased 77% to PHP86.98 million from PHP49.03 million beginning balance, reflecting coal's
recording of additional liability of PHP32.47 million and PHP5.48 million additional accounting of liability by SCPC. Coal and SCPC
accounted for PHP72.04 million and PHP14.94 million, respectively.

Provision for Decommissioning and Site Rehabilitation increased 193% to PHP513.70 million due to intensified and expanded
rehabilitation plan. Coal and power accounted for PHP501.11 million, PHP12.59 million, respectively.

Other Non-Current Liabilities, which accounts for retention payments on contracts under SLPGC slightly increased by 268% to PHP2.74
million from 743.91 million beginning balance due to the additional retained fees for the on-going plant construction.

After accounting for net income generation of PHP8.49 billion and payment of cash dividends of PHP4.28 billion during the period,
consolidated Stockholders” Equity increased by 18% to PHP26.90 billion from PHP22.71 billion beginning balance.

Debt-to-Equity ratio slightly improved to 1.12:1 from 1.29:1 as at end 2014.

PERFORMANCE INDICATORS:

1. NetIncome After Tax — Despite the challenges and disappointment in 2015, the Company generated historical high NIAT, posting
a 23% increase YoY.

2. Dividend Payout — Along with growing the business with the expansion of its power capacity, the Company's dividend payout
continued to be strong. In 2015, payout ratio was 62%, more than three times the policy of 20%.
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DE Ratio — The Company manages to keep its leverage low as demonstrated by its DE Ratio. DE Ratio continues to slide down
in 2015 to 1.3x from 1.29x in 2014.

3. Net Profit Margin — Despite the drop in coal prices, which also pulls down power rates, the Company was able to increase its
profitability to 29% from 22% in 2014 by effectively managing costs.

4. Current Ratio — Current ratio slipped to 0.97 as at the end of the year as the Company took advantage of the huge differential of
short-term and long-term interest rates which is around 200 to 250 bps. Moreover, the 2x150MW power project booked additional
payables both for EPC and Non-EPC related activities while commercial operation has not yet been achieved. Management is
however closely monitoring this to manage liquidity risk.

VII. OTHER INFORMATION:

11. There were no known trends, events or uncertainties that have material impact on liquidity.

12.  The Corporation provides interim corporate suretyship in favor of the lenders of SCPC for its PHP9.6 billion 7-year loan availed
on 26 May 2010. The security may however be suspended within the term of the loan when the conditions set forth in the loan
contract are met. SCPC started to amortize the loan in 2011; as at end of the year outstanding balance decreased to PHP2.297
billion. Also, the corporation provides interim corporate suretyship in favor of the lenders of SLPGC for the project debt facility
amounting to P11.5 billion to finance the on-going construction of 2x150MW power plant expansion at Calaca, Batangas. It started
amortizing the loan during the year, and as of December 31, 2015, the total amount drawn from said debt facility is P11.075 billion.

13. There are no material off-balance sheet transactions, arrangements, obligations, and other relationships of the Corporation with
unconsolidated entities or other persons created during the reporting period.

14. The Corporation has no major purchase commitment of mining equipment, except for the on-going construction of the 1x15 MW
CFB Power Plant for its mine operation, a replacement of the old unit with estimated cost of P1.2 billion. For the meantime, this
project is financed by short-term and medium-term loans for conversion to long-term loan when deemed necessary, and the on-
going construction of 2x150MW power plant expansion at Calaca, Batangas which is financed by project debt facility with 60-40
debt-to equity ratio.

15. For 2016, we expect an increase in the demand for Semirara Coal in the domestic market with the commissioning of new power
plants and small boilers that can utilize 100% Semirara coal. This trend is expected to continue in the succeeding years as a result
of the competitiveness of Semirara Coal over imported coal.

16. There are no significant elements of income of loss from continuing operations.

17. There were no subsequent events that came to our knowledge, which are material enough to warrant an adjustment in the
consolidated financial statements.

18. The Group’s operation is not cyclical or seasonal in nature. Mining activities is continuous throughout the year as coal production
output from period to period can be adjusted through efficient mine planning on both short-term and long-term, mitigating negative
impact of the rainy season to mine operations. The power generation business is also operational throughout the year as
maintenance shutdown is just part of normal operation of the plant and programmed ahead of time.

19. 9. On 12 February 2016, the Department of Environment and Natural Resources approved the Company's application to increase
maximum mineable capacity from 8 million MTs to 12 million MTs.

20. On 24 February 2016, the Board of Investments (BOI) approved the Company's application for registration for its Molave mine.
As a BOl-registered enterprise, the Company is entitled to benefits like Income Tax Holiday.

Full Years 2013-2014

PRODUCTION — COMPARATIVE REPORT 2014 vs 2013

Coal
Coal mining operations recorded a historical high production in 2014. The Company took advantage of good weather conditions to ramp
up coal extraction, as well as waste stripping.

Total materials moved increased 26% YoY to 103.30 million bank cubic meters (bcm) from 82.15 million bem last year. Strip ratio
increased 14% at 11.47:1 from 9.73:1 last year as a result of pre-stripping at Bobog pit. However, strip ratio in Panian remained at a
normal level of 9.44:1 this year. Gross product coal production increased by 5% YoY at 7.96 million metric tons (MTs) from 7.57
million MTs, while net product coal, after accounting for survey adjustments, increased 6% YoY at 8.08 million MTs from 7.62 million
MTs last year.

Coal sales volume grew 16% YoY at 8.89 million MTs record high from 7.63 million MTs in 2013. Higher sales resulted to lower
ending inventory at 386 thousand MTs, a 70% reduction from last year's 1.28 million MTs.

The table below shows the comparative production data for FY 2014 and 2013.

COMPARATIVE PRODUCTION DATA
(in '000, except Strip Ratio)
0,

Q1'14 Q2'14 | Q3'14 Q4'14 EY '14 Q1'13* | Q2'13 | Q3'13 | Q4 '13 EY '13 %inc
(Dec)

Total Materials (bcm) 28,135 | 26,385 | 22,745 26,032 | 103,297 | 16,001 | 23,575 | 18,081 | 24,492 | 82,149 26%

Gross Product Coal (MT) 2,353 2,513 2,145 950 7,961 787 2,301 1,780 2,701 7,570 5%
Strip Ratio 10.69:1| 9.20:1 9.09:1 24.60:1 | 11.47:1 | 18.79:1| 9.10:1 9.02:1 8.09:1 9.73:1 -14%

Net TPC (MT) 2,329 2,488 2,123 1,144 8,084 900 2,278 1,762 2,674 7,615 6%

Beg. Inventory (MTs) 1,277 1,279 1,623 1,966 1,277 1,383 460 1,137 1,311 1,383 -8%
End Inventory (MTs) 1,279 1,623 1,966 386 386 460 1,137 1,311 1,277 1,277 | -70%

* Survey adjustment resulted to higher TPC vs ROM in Q1 2013

SCPC

Total gross generation dropped 22% YoY at 2,840 GWh from 3,638 GWh last year as a result of the prolonged shutdown of Unit 2 in
H1. The plant was placed on shut down at the end of December last year for planned maintenance and to install the new Distribution
Control System (DCS).

Unit One
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Average capacity slightly increased to 230 MW from 229 MW last year. Plant performance is almost the same in all aspects, but with
2014 slightly higher against 2013. The unit started slow in the first half of the year but was able to recover in the second half. Forced
outage is at the rate of 15.2% compared to 16.8% registered last year, showing a 10% improvement in Unit forced outages. Almost 69%
of the forced outages occurring in Q2 and Q3 were due to tube leaks, while slagging accounted for 19% of the total forced outage.

As a result, the unit showed 2% improvement on gross generation at 1,698GWh from 1,667Gwh last year, and capacity factor at 65%
from 63%. Availability slightly increased by 1% as against the previous year.

Unit Two

The plant was shut down on 31 December 2013 for maintenance and upgrade of the DCS. The target was to finish both activities in 90
days, however, problems on the installation and fine tuning of the DCS were encountered, such that the plant was only re-synchronized
to the grid on 13 June. Power generation only stabilized in Q3 until the end of 2014 where dependable capacity was restored to its rated
capacity.

As aresult of the prolonged shutdown, average capacity dropped 4% YoY at 259 MW from 272 MW last year; capacity factor decreased
42% YoY at 43% from 75%; while gross generation also dropped 42% YoY at 1,141 GWh from 1,971 GWh last year.

The table below shows the comparative production data for 2014 and 2013.

COMPARATIVE PLANT PERFORMANCE DATA

CUSTOMER I Q1'1a|loz21a |03 1a|0a1a|Evialor ad oz 13|03 13 |0a iz |EY as :glen:)

Gross Generation, GWh

Unit 1 455 327 428 489| 1,698 466 358 520 323| 1,667 2%
Unit 2 33 77 428 603| 1,141 351 525 512 584| 1.972 -42%0
Total Plant 489 404 855 1,092 2,840 816 884 1,032 907 3,638 -22%

2 Av ailability

Unit 1 89%6 6326 85%6 10026 84990 95%6 70%06 9826 70%% 8320 126
Unit 2 626 20% 76% 98%0 50%6] 63%0 86% 849% 97% 83% -39%
Total Plant 4826 4199 8199 9994 679 79%0 7 8% 91 9% 8499 83924 -19%

Capacity Factor

Unit 1 70%6 49%0 65%0 75%0 65906 72%0 5490 78%0 49%0 63%0 2%
Unit 2 5%6 12%0 65% 92% 43%0| 54%06 79% 77% 89% 75% -42%0
Total Plant 3820 3092¢ 659% 839« 549 63%06 67 29 789% 699% 692 -22%

MARKETING — COMPARATIVE REPORT YTD 2014 vs. YTD 2013

Coal

Export sales accounted for majority or 59% of total coal sales in 2014 at 5.25 million MTs. The 54% YoY increase in export sales from
3.40 millions MTs in 2013 is a result of lower demand from power customers as the Company's power Unit 2 experienced an extended
downtime after encountering commissioning problems of the newly installed Distribution Control System (DCS). It is worthy to note,
however, that despite the decline in global coal prices, higher BTU Semirara coal added premium on export price, which slightly
increased by 1% YoY at PHP2,164/MT from PHP2,142 last year.

Conversely, local sales dropped 14% YoY at 3.64 million MTs from 4.23 million MTs last year. This is mainly due to the decrease in
off-take by power plants and cement customers.

Sales to power plants decreased 22% YoY at 2.27 million MTs from 2.92 million MTs last year. SCPC reduced its purchases by 29%
YoY to 1.51 million MTs from 2.13 million MTs last year with only one unit operational until 13 June. Other customers also reduced
their coal liftings as they need to fulfill their existing commitment on their freight contracts for imported coal.

Sales to cement plants likewise decreased 11% YoY at 875 thousand MTs from 980 thousand MTs last year. One customer slowed
down its offtake this year as one of its plants was under maintenance.

Meanwhile, sales to other industrial plants increased 53% YoY at 501 thousand MTs from 328 thousand MTs last year. Two customers
significantly increased their off-take this year.

Composite average FOB price per MT dropped 3% YoY at PHP2,127 from 2,185 with the continuous softening of global coal prices.

The table below shows the comparative sales volume data for 2014 and 2013.

COMPARATIVE SALES VOLUME DATA
in 'O00 MTs)

CUSTOMER Q114 Q2'14 |1 Q3 '14 | Q4 '14 |FY_'14 % Q1'13|Q2'13|1Q3'13|Q4 '13|FY_'13 % voinc
(Dec)
Power Plants

Calaca 334 238 377 562 1,510 17 % 608 523 582 420 | 2,132 28%| -29%
Other PPs 115 165 243 234 757 9%o| 256 216 159 159 790 10%)] -4%
TOTAL PPs 448 403 620 796 | 2,267 6294 864 739 740 578 | 2,922 699 -22%

Other Industries
Cement 242 219 178 236 875 10%0| 361 196 261 161 980 13%] -11%
Others 157 95 114 135 501 6% 92 89 68 79 328 4%) 53%
Total Others 399 314 292 371 | 1,376 | 15% 454 285 329 240 | 1,308 17% 5%
TOTAL LOCAL 847 716 912 1,167| 3,643 419%| 1,318| 1,024( 1,070 818| 4,230| 55%] -14%
EXPORT 1,462 1,407 846 1,531 5,246 59% 461 556 497 1,887 3,401 45% )] 54%
GRAND TOTAL 2,309 2,124 1,758 2,698| 8,889|1009% 1,778| 1,581| 1,567| 2,705 7,631|1009¢ 16%

POWER

SCPC’s sales decreased 2% YoY at 3,383 GWh from 3,460 GWh last year due to lower energy generation of the power plants, resulting
from the prolonged testing and commissioning of the DCS for Unit 2 and high forced outage for Unit 1.

Of the total energy sold, 98% or 3,330 GWh were sold to bilateral contracts and the remaining 2% to the spot market.
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MERALCO remained to be the single biggest customer, accounting for 88% of the total energy sold or 90% of the total energy sales to
the bilateral contracts; BATELEC | and Trans-Asia comprised 4% and 5%, respectively.

Spot Market Sales is also lower by 64% at 53 GWh against 148 GWh last year.

Of the total energy sold, 78% was sourced from own generation and 22% was purchased from the spot market. SCPC procured power
from the spot market during hour intervals where power units were down, or when the plants were running at a de-rated capacity, in
order to be able to supply committed capacity to some of its customers. Some contracts still cover the supply of replacement power

under a “pass-thru” cost arrangement.

Average price for bilateral contracts dropped 6% YoY at PHP3.55/KWh from PHP3.79/KWh in 2013. The contracts index Newcasle
prices have been declining this year.

The table below shows the comparative marketing data for 2014 and 2013.

COMPARATIVE PLANT PERFORMANCE DATA
(in GWh ; PHP)
. B . . a . B . . . %Inc
CUSTOMER 0Q1'1410Q2'14(Q3'14 | Q414 | EY '14 ]| Q1 '13 Q2'13 ([Q3'13| ©Q4'13 EY '13 Dec
Bilateral Contracts 413 886 966 1,065| 3,330 751 838 966 757| 3,313 1%
Spot Sales 11 o 15 27 53 20 10 17 100 148 -64%
Grand Total 425 886 981 1,091 3,383 771 849 983 858 3,460 -2%
Composite Ave. Price 4.40 3.73 3.50 3.40 3.64 3.89 3.91 3.66 5.65 4.26 -15%
EINANCE

A. Sales and Profitability

Consolidated Revenues, net of eliminating entries, increased 5% YoY at PHP28.59 billion in 2014 from PHP27.33 billion in the previous
year. Before elimination, Coal Revenues increased 13% YoY at PHP18.91 billion from PHP16.68 billion last year, mainly due to higher
sales volume. On the contrary, SCPC Revenues dropped 17% YoY at PHP 12.31 billion from PHP14.76 billion, due to a slight drop in
energy sales volume and lower average price per KWh of PHP3.64/KWh this year against PHP4.26/KWh last year.

Consolidated Cost of Sales increased 35% YoY at PHP18.93 billion from PHP14.11 billion last year. Depreciation dropped 28% YoY
at PHP1.93 billion from PHP2.69 billion last year.

Despite higher volume sold, increase in Coal Cost of Sales before elimination is minimal at 4% YoY at PHP12.23 billion from PHP11.73
billion, as a result of significant drop in oil prices and implementation of cost-cutting measures ( i.e. more efficient mine planning and
equipment maintenance), to counter declining global coal prices. High production also contributed to the decline in cost of coal sold per
MT at PHP1,375 from PHP1,537 in 2013. Coal depreciation decreased 38% YoY at PHP1.00 billion from PHP1.62 billion last year.

SCPC Cost of Sales before elimination increased 44% YoY at PHP9.35 hillion from PHP6.51 billion; and 59% YoY after elimination
at PHP7.02 billion from PHP4.42 billion last year. Unit 2 was down for scheduled maintenance and for the replacement and upgrading
of the DCS since the start of the year. It remained down most of Q2, compounded by occasional forced outage during fine tuning, thus
exposing the power segment to high WESM prices for its replacement power to MERALCO and BATELEC | after all the outage
allowances for the year were consumed. Power incurred net loss of PHP 2.1 billion from its replacement power purchases from the spot
market. As a result, Cost of Sales per KWh increased 47% YoY at PHP2.76 from PHP1.88 last year. SCPC depreciation decreased
15% YoY at PHP861.79 million from PHP1,015.84 million last year.

The resulting consolidated Gross Profit decreased 27% YoY at PHP9.66 billion, with the coal and power segments each contributing
PHP6.05 billion and PHP3.61 billion, respectively. Last year's consolidated Gross Profit stood at PHP13.22 billion, PHP3.91 billion
from coal and PHP9.31 billion from SCPC. Consolidated Gross profit margin dropped to 34% from 48% last year.

Consolidated Operating Expenses (OPEX) decreased 39% YoY at PHP3.22 billion from PHP5.26 billion. Net of eliminating entries,
the coal segment’s OPEX increased 32% YoY at PHP2.25 billion from PHP1.71 billion last year since higher coal Revenues
correspondingly increased Government Share by 42% at PHP1.86 billion from PHP1.30 billion last year. Meanwhile, SCPC's General
and Administrative Expense, accounted under OPEX after elimination, decreased 74% YoY at PHP926.36 million from PHP3.51 billion
last year. The decrease was due to last year’s accelerated depreciation of the plant utility of PHP1.13 billion, prolonged maintenance
costs of PHP643.97 million, PHP447.81 write-down on plant equipment and provision for impairment losses of PHP413.91 million. The
pre-operating Southwest Luzon Power Generation Corp. (SLPGC), a wholly-owned subsidiary of the Company incorporated to expand
its power capacity with the construction of 2 x 150 MW power plants, incurred PHP39.33 million OPEX, representing non-capitalizable
expenses incurred during the period. Other pre-operating subsidiaries incurred combined OPEX of PHP2.33 million.

The USD continuously strengthened against the PHP, resulting to the booking of P52.14 million consolidated Forex Losses this period.
Last year, the company recognized consolidated forex losses of PHP481.18 million. Bulk of this year's Forex Losses is incurred by the
coal segment since most of its loans are USD-denominated, accounting for PHP61.8 million versus last year's losses of PHP373.4 million.
The unrealized forex losses recognized during the current year stood at P55.47 million, while the amount recorded last year is at P309.12
million. Meanwhile, with minimal Forex exposure, SCPC recorded losses of PHP 14.4 million as against PHP6.19 million last year on
its foreign currency denominated transactions. SLPGC, on the other hand, recorded Forex Gains of PHP24.15 million in 2014.

Higher investible funds, partially offset by lower placement interest rates, resulted to 55% increase YoY on consolidated Finance Income
at PHP41.45 million from PHP26.80 million last year. Coal and SCPC earned PHP15.46 million and PHP19.17 million Finance Income,
respectively. SLPGC also earned PHP6.62 million from placements of undisbursed funds.

Consolidated Finance Costs decreased 15% YoY at PHP323.23 million from PHP381.23 million. The coal segment’s interest-bearing
loans dropped 16% YoY at PHP5.59 billion from PHP6.63 billion last year, resulting to 11% drop YoY of coal Finance Costs at
PHP119.94 million from PHP221.61 million last year. Likewise, SCPC's ending interest-bearing loans decreased 28% YoY at PHP3.82
billion from PHP5.34 billion last year after four long-term debt amortizations totaling to PHP1.54 billion in 2014. With lower borrowing
rates applied to lower principal, SCPC Finance Cost dropped 10% YoY at PHP197.67 million from PHP221.32 million last year. SLPGC
recorded uncapitalizable Finance charges of PHP5.57 million from PHP668 thousand last year.
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Consolidated Other Income decreased 27% YoY at PHP205.49 million from PHP281.21 million last year. The coal segment's Other
Income in the current period of PHP92.01 million mainly accounts for insurance recoveries. SCPC's Other Income decreased 44% YoY
at PHP113.48 million from PHP203.18 million last year as lower fly ash is produced with only one plant running most of first half this
year.

The resulting consolidated Net Income Before Tax (NIBT) decreased 15% YoY at PHP6.31 billion from PHP7.40 billion last year.

Both operating business units enjoy Income Tax Holidays (ITH) as Board of Investments-registered companies. Moreover, SCPC
recorded Net Operating Loss Carry Over (NOLCO) for losses incurred in purchase of replacement power to service bilateral power
supply contracts amounting to PHP2.125 billion million. As a result, the Company recorded consolidated Benefit from Income Tax of
PHP552.87 million as against last year's deferred tax benefit of PHP117.84 million. Coal and SLPGC recorded minimal Income Taxes
of PHP81.51 million and PHP1.32 million, respectively.

The resulting consolidated Net Income After Tax (NIAT) dropped by 9% YoY at PHP6.86 billion from PHP7.52 billion last year. This
is before Other Comprehensive Income/(Loss) of (P7.59) million and P12.59 million, respectively. Net of eliminations, coal generated
net income of PHP3.64 billion, while SCPC generated PHP3.24 billion. Pre-operating SPLGC incurred non-capitalizable project
expenses, thus recording losses amounting to PHP15.44 million. Before eliminations, coal and power recorded NIAT of PHP7.77 billion
and PHP2.59 billion, respectively. With higher outstanding shares after stock dividend declaration, Earnings per Share (EPS) stood at
PHP6.42, 9% lower than same period last year's adjusted EPS of PHP7.05.

B. Solvency and Liquidity

Internal cash generation in 2014 amounted to PHP11.93 billion. Consolidated loan availments amounted to PHP10.36 billion,
representing additional availments of SLPGC from its project financing facility amounting to PHP4.77 billion, short-term borrowings
of SCPC amounting to PHP4.15 billion, and PHP1.44 billion medium-term loan of coal to fund maintenance CAPEX. The coal segment
recorded proceeds from sale of equipment amounting to PHP336.75 thousand. Moreover, the movement in other non-current assets and
liabilities amounting PHP72.07 million. SLPGC's decrease in Non-Current Liabilities of PHP20.57 million accounts for the net effect
between long term debt availment during the year and the amount reclassified to current liabilities equivalent to current portion of long
term debt amounting to P378.65 million. SLPGC recorded PHP2.00 billion as proceeds from additional investments from the parent
Company. The coal segment recorded proceeds from sale of equipment amounting to PHP336.75 thousand. Combined with beginning
Cash of PHP4.82 billion, total consolidated Cash available during the period stood at PHP27.17 billion.

Of the available cash, PHP9.42 billion was used to fund major CAPEX, largely for the power expansion amounting to PHP6.84 billion;
while coal and SCPC accounted for PHP1.46 billion and PHP1.11 billion, respectively.

SCPC invested PHP4.18 million to augment its Sinking Fund, while coal booked PHP1.32 hillion for exploration and mine development.
In addition, Coal spent PHP3.32 million for computer softwares.

The parent company invested PHP2.07 billion in its subsidiaries, mostly to SLPGC for its power expansion project. Coal and SLPGC
recorded decrease in Other Non-Current Assets amounting to PHP3.56 million and PHP101.47 million, respectively, while SCPC
recorded an increase in the account amounting to PHP4.51 million. The resulting net decrease in Non-Current Assets amounted to
PHP100.52 million is due to mainly to reclassification of deferred Input VAT to current assets.

Meanwhile, PHP8.47 billion was spent for debt repayments, PHP5.69 billion for the amortization of long-term debt and short-term debt
repayments of SCPC, while the balance of PHP2.78 billion was spent for the coal segment’s loan settlements.

The Company declared and paid cash dividends during the period amounting to PHP4.28 billion to its shareholders, while SCPC declared
and paid cash dividends of PHP3.50 billion to the parent company.

Net decrease in consolidated Cash during the period amounted to PHP1.14 billion. With a beginning balance of PHP4.82 billion.
Consolidated Ending Cash closed at PHP3.68 billion, or a decrease of 24%.

Current ratio dropped to 1.03x from 1.48x as at the start of the year.

C. Financial Condition

Consolidated Total Assets increased by 16% YoY at PHP51.90 billion, from PHP44.73 billion as at end 2013. After eliminations, coal
and SCPC’s Total Assets closed at PHP11.44 billion and PHP20.80 billion, respectively. Pre-operating SLPGC, SBPG, SRPG, SCS,
SEU, SCRC and SCIP recorded Total Assets of PHP19.54 billion, PHP3.14 million, PHP3.15 million, PHP101.31 million, PHP3.15
million, PHP7.77 million and PHP2.64 million, respectively.

Consolidated Current Assets closed at PHP12.77 billion, decreasing by 15% YoY from PHP14.80 billion last year. Coal, SCPC, SLPGC,
SBPG, SRPG, SCS, SEU, SCRC and SCIP accounted for PHP5.72 billion, PHP4.68 billion, PHP2.16 billion, PHP 3.14 million, PHP
3.15 million, PHP2.82 million, PHP 3.15 million, PHP 7.77 million, and PHP2.64 million, respectively.

Consolidated Cash and Cash Equivalents decreased 24% YoY at PHP3.68 billion from PHP4.82 billion as at end 2013. Cash dividends
of PHP4.28 billion used up most of the coal segment's cash, but higher coal sales resulted to ending balance of PHP1.89 billion. SCPC
spent PHP5.01 billion mostly for replacement power and debt service totaling to PHP5.86 billion, and recorded a decreased ending cash
balance of PHP390.38. SLPGC had undisbursed cash amounting to PHP1.38 billion as at the end of the period after spending PHP6.42
billion for CAPEX during the year.

Consolidated net Receivables slightly increased by 2% YoY at PHP4.13 billion from PHP4.03 billion 2013 ending balance. The coal
segment's receivables of PHP1.54 billion, net of elimination, are mainly trade related. Power receivables dropped 11% to PHP2.60
billion from PHP2.94 billion as at the start of the year. These mainly account for the uncollected spot sales in Q4 2013. Due to a wide
gap in power demand and supply in the last two months of 2013, spot prices surged. While the Energy Regulatory Commission issued
a resolution invalidating market prices on November and December 2013, and instead imposed administrative pricing, a case is still
pending before the Supreme Court on the issue.
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Included in the Receivables is Due from affiliated companies amounting to PHP 67.12 million, most of which is due to the coal segment
amounting to PHP66.86 million, while the remaining amount pertains to SCPC and SLPGC. These account for transfer of materials
and shared services with affiliated companies.

Consolidated Net Inventories decreased 40% YoY at PHP2.79 billion from PHP4.63 billion last year. The coal segment’s ending
inventory dropped 61% to PHP1.42 billion from beginning balance of PHP3.60 billion due to higher coal sold as against production.
This is comprised of cost of ending coal inventory of PHP505.18 million and materials spare parts, fuel, and supplies amounting to
PH917.47 million. Meanwhile the SCPC’s Inventory of PHP1.38 billion is mainly comprised of coal inventory and spare parts inventory
for corrective, preventive and predictive maintenance program.

Consolidated Other Current Assets increased 64% YoY at PHP2.17 billion from PHP1.32 billion in 2013. The coal segment’s Other
Current Assets of PHP873.52 million is mainly comprised of prepaid income taxes and advances to contractors and suppliers amounting
to PHP421.80 million and PHP434.18million, respectively. On the other hand, the SCPC’s Other Current Assets of PHP328.00 million
mainly accounted for advances to Suppliers and prepaid income taxes, PHP211.38 million and PHP92.76 million respectively. SLPGC
accounted for PHP967.92 million of VAT input taxes claimable next year.

Consolidated Non-Current Assets increased 31% YoY at PHP39.13 hillion from PHP29.93 billion as at end 2013. Coal, SCPC, SLPGC,
and SCS accounted for PHP5.71 billion, PHP16.13 billion, PHP17.38 billion, and PHP98.49 million, respectively.

Consolidated net PPE increased 26% YoY to PHP34.45 billion from PHP27.29 billion in 2013. While coal and SCPC recorded CAPEX
during the period, the increase is largely due to additional PPE recorded by SLPGC. Coal, SCPC, and SLPGC accounted for net PPE of
PHP3.56 billion, PHP14.87 billion, and PHP16.02 billion, respectively.

Consolidated Investment in Sinking Fund remained at almost the same level at PHP521.78 million from PHP517.60 million beginning
balance. This accounts for the sinking fund maintained by the power segment.

Consolidated Deferred Tax Assets increased 403% YoY at PHP704.07 million from PHP139.96 million in 2013. The increase is due to
the recording of NOLCO for losses incurred in purchase of replacement power to service bilateral power supply contracts. Coal and
SCPC accounted for PHP61.33 million and PHP642.74 million, respectively.

Exploration and Evaluation Asset increased 450% YoY at PHP1.91 billion from PHP348.15 million last year. This accounts for the
exploratory drilling and pre-stripping activities in Bobog mine, which is expected to be in commercial operation by the end of 2016.

Consolidated Other Non-Current Assets increased 2% YoY to PHP1.73 billion from PHP1.64 billion last year. This is mainly comprised
of deferred input VAT on capitalized assets amounting to PHP1.36 billion. Coal, SCPC, SLPGC, and SCS accounted for Other Non-
Current Assets of PHP179.02 million, PHP85.39 million, PHP1.36 billion, and PHP98.49 million, respectively.

Consolidated Total Liabilities increased 19% YoY at PHP29.20 billion from PHP24.60 billion in 2013. Coal, SCPC and SLPGC
accounted for PHP11.74 billion, PHP5.14 billion, and PHP12.31 billion, respectively.

Consolidated Total Current Liabilities increased 21% YoY at PHP12.14 billion from PHP9.99 billion as at end 2013. This is due to the
increase in Trade and Other Payables. Coal, SCPC, and SLPGC accounted for PHP7.82 billion, PHP2.82 billion, and PHP1.50 billion,
respectively.

Consolidated Trade and Other Payables increased 42% at PHP8.81 billion from PHP6.19 billion. Coal, SCPC, and SLPGC respectively
accounted for PHP6.39 billion, PHP1.30 billion, and PHP1.12 billion, respectively.

Accounts and Other Payable includes Due to Affiliated Companies which dropped 16% YoY at PHP1.79 billion from PHP878.82 million
last year. This accounts for supply of materials, services, construction and management contract with affiliated companies.

Short-term loans decreased by 26% at PHP1.22 billion from PHP1.65 billion beginning balance. This accounts for working capital loans
of the coal segment during the year.

Consolidated Current Portion of Long-Term Debt decreased 2% YoY at PHP2.11 billion from PHP2.15 billion in 2013 with slightly
lesser maturing loans in the next twelve months. Coal, SCPC, and SLPGC accounted for PHP210.18 million, PHP1.53 billion, and
378.65 million, respectively.

Consolidated Total Non-Current Liabilities increased 17% YoY at PHP17.06 billion, from PHP14.61 billion beginning balance due to
additional loan availments during the period. Coal, power, and SLPGC accounted for PHP3.93 billion, PHP2.32 billion and PHP10.81
billion, respectively.

Consolidated Long-Term Debt increased 18% YoY at PHP16.09 billion from PHP13.66 billion. SLPGC availed of additional long-term
debt from its project finance facility for the power expansion project. Coal had additional Capex financed during the period after
servicing maturing loans, while SCPC paid down existing debts. Long-term debt - net of current portion closed at PHP3.72 billion,
PHP2.30 billion, and PHP10.07 billion for coal, SCPC and SLPGC, respectively.

Consolidated Pension Liabilities increased 55% YoY at PHP49.03 million from PHP31.65 million. Coal and power accounted for
PHP39.57 million and PHP9.46 million, respectively.

Provision for Decommissioning and Site Rehabilitation dropped 11% YoY to PHP175.29 million from PHP196.50 million last year
primarily due to the advancement in on-going mine rehabilitation. Coal and power accounted for PHP163.73 million, PHP11.56 million,
respectively.

Other Non-Current Liabilities, which accounts for retention payments on contracts under SLPGC decreased 3% YoY at PHP743.91
million from 723.35 million beginning balance.
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V.

B.

After accounting for net income generation of PHP6.85 billion and payment of cash dividends of PHP4.28 billion, as well as 200% stock
dividends which increased Capital Stock to PHP1.07 billion in 2014, consolidated Stockholders’ Equity increased by 13% at PHP22.71
billion from PHP20.13 billion beginning balance.

Debt-to-Equity ratio slightly increased to 1.28:1 from 1.22:1 as at end 2013.

PERFORMANCE INDICATORS:

1.  Earnings per Share — The 9% drop in EPS corresponded to the decrease in NIAT in 2014 as compared to the previous year.
While coal segment remained strong despite weaker coal prices, SCPC's performance is mediocre this year due to the delay
in commissioning of power unit 2 after its scheduled shut down in H1.

2.  Debt-to-Equity Ratio — Operating businesses continue to pay down debts to allow additional availments for the expansion
project. Hence, the Company maintains a low DE, and thus enjoys preferential borrowing rates.

Business Expansion — The first phase of power expansion is nearing its completion. The 2 x 150 MW power plants are
expected to operate in 2015 and to start contributing to the Company's cash flows and earnings. The Company likewise goes
back to the drawing board to plan for the next phase of expansion.

Expanded Market — Moving forward, the Company expects to increase its local coal sales with the construction of more
coal-fired power plants that are designed to use the specifications of Semirara coal. These include its own the expansion
projects. In 2014 however, coal sales in the domestic market dropped as SCPC's power unit 2 was down almost half of the
year.

Meanwhile, the reduced energy generation mostly went to contracted sales. Minimal volume was sold to spot.

5. Coal Reserves — Additional coal reserves with high calorific value enabled the coal segment to deliver better quality coal. This
gave additional premium to Semirara coal, and significantly contributed in maintaining the composite average coal selling
price at almost last year's level despite the drop in global coal prices. Moreover, the use of this high grade coal by Unit 1 of
the company’s power plant at Calaca, Batangas in the last quarter resulted to increased capacity.

OTHER INFORMATION:

1.  There were no known trends, events or uncertainties that have material impact on liquidity.

2. The Corporation provides interim corporate suretyship in favor of the lenders of SCPC for its PHP9.6 billion 7-year loan
availed on 26 May 2010. The security may however be suspended within the term of the loan when the conditions set forth
in the loan contract are met. SCPC started to amortize the loan in 2011; as at end of the year outstanding balance decreased
to PHP3.84 billion. Also, the corporation provides interim corporate suretyship in favor of the lenders of SLPGC for the
project debt facility amounting to P11.5 billion to finance the on-going construction of 2x150MW power plant expansion at
Calaca, Batangas. As of December 31, 2013, the total amount drawn from said debt facility is P10.49 billion.

3. There are no material off-balance sheet transactions, arrangements, obligations, and other relationships of the Corporation
with unconsolidated entities or other persons created during the reporting period.

4.  The Corporation has no major purchase commitment of mining equipment, except for the on-going construction of the 1x15
MW CFB Power Plant for its mine operation, a replacement of the old unit with estimated cost of P1.2 billion. For the
meantime, this project is financed by short-term and medium-term loans for conversion to long-term loan when deemed
necessary, and the on-going construction of 2x150MW power plant expansion at Calaca, Batangas which is financed by
project debt facility with 60-40 debt-to equity ratio.

5. For 2015, we expect an increase in the demand for Semirara Coal in the domestic market with the commissioning of new
power plants and small boilers that can utilize 100% Semirara coal. This trend is expected to continue in the succeeding years
as a result of the competitiveness of Semirara Coal over imported coal.

6.  There are no significant elements of income of loss from continuing operations.

7. There were no subsequent events that came to our knowledge, which are material enough to warrant an adjustment in the
consolidated financial statements.

8. The Group’s operation is not cyclical or seasonal in nature. Mining activities is continuous throughout the year as coal
production output from period to period can be adjusted through efficient mine planning on both short-term and long-term,
mitigating negative impact of the rainy season to mine operations. The power generation business is also operational
throughout the year as maintenance shutdown is just part of normal operation of the plant and programmed ahead of time.

INFORMATION ON INDEPENDENT ACCOUNTANT AND OTHER RELATED MATTERS

The principal accountants and external auditors of the Company and its Subsidiaries® is the accounting firm
SyCip Gorres Velayo & Co. (SGV). Pursuant to the General Requirements of SRC Rule 68, paragraph 3
(Qualifications and Reports of Independent Auditors), the Company and its Subsidiaries has engaged the
services of SGV as external auditor of the Company, and Ms. Cyril Jasmin B. Valencia is the Partner-In-
Charge starting 2012 or less than five years following the regulatory policy of audit partner rotation every
five years.

On February 23, 2017, the Board of Directors of the Corporation, upon recommendation of its Audit
Committee, approved and recommended the re-appointment of SGV, subject to the stockholders’ approval,
as the Corporation’s Independent External Auditor for the fiscal year 2017.

1) External Audit Fees and Services

(a) Audit & Audit Related Fees. - The Company and its Subsidiaries paid its external auditors the
following fees in the past two (2) years:

9 SCPC and SLPGC were incorporated in November 2009 and August 2011, respectively.
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In Millions Pesos with VAT
2016 6.0%0
2015 5.41
Total 11.4%2

(b) Tax Fees. - There are no fees billed in each of the last fiscal years for professional services rendered
by the SGV for tax accounting, compliance, advice, planning and any other form of tax services.

(c) All Other Fees. — In 2016, non-audit fees paid to SGV amounted to PhP89,600.00 for engagement
in performing as an independent party to count and/or validate the votes at the Annual Stockholders’
Meeting. There are no significant fees paid in 2016 for products and services provided by SGV
other than services reported under item (a) above.

(2) There have been no changes in or disagreement with the Company and its Subsidiaries’ accountant on
accounting and financial disclosures.

(3) The Company’s Audit Committee oversees the external audit function on behalf of the Board of Directors
(Board). It recommends the appointment, reappointment or replacement of external auditor to the Board.
It is charge with the evaluation of the audit work engagements, its scope, fees and terms for approval of
the Board. The Audit Committee also reviews non-audit services and taxation advice, if any, by the
external auditor. At the conclusion of the annual audit, it discusses with Management and the external
auditor significant reporting issues. Lastly, the Audit Committee reviews external audit findings in
respect of any significant deficiencies or weaknesses in controls and ensure that Management responds
appropriately with timely corrective actions, including audit adjusting entries noted or proposed but
passed as immaterial or otherwise. Victor C. Macalincag (passed on March 30, 2017) is the Chairman
of the Audit Committee while Victor A. Consunji and Rogelio M. Murga are the members.

PART IV - MANAGEMENT AND CERTAIN SECURITY HOLDERS
A. DIRECTORS AND EXECUTIVE OFFICERS OF THE ISSUER

(1) The following are the names, citizenship, educational attainment, positions, offices and
business experiences of all incumbent Directors and Executive Officers of the Company:

Reqular Directors:

1. Isidro A. Consunji, 68, Filipino, is a Director since May 2001 and became the Chairman of the
Board in November 2014. Currently, he serves as the Chief Executive Officer; and Member of
the Nomination & Election Committee and Risk Committee, respectively. He is a graduate of
B.S. Civil Engineering at the University of the Philippines. He holds a Master’s Degree in
Business Economics from the Center for Research & Communication, and Business
Management from the Asian Institute of Management. He also took an Advanced Management
from IESE School in Barcelona, Spain. He is also the Chairman & CEO of SEM-Calaca Power
Corporation, Semirara Claystone Inc., Semirara Energy Utilities Inc., SEM-Balayan Power
Generation Corporation, Southwest Luzon Power Generation Corporation, SEM-Cal Industrial
Park Developers Inc., and DMCI Mining Corporation. He is also the Chairman of St. Raphael
Power Generation Corporation, and ENK Plc (U.K.); Vice-Chairman of DMCI Masbate Power
Corporation; Director of Dacon Corporation, M&S Company Inc., DMCI Projects Developers,
Inc., Crown Equities, Inc. (listed company), Toledo Mining Corporation Plc (U.K.) Semirara
Cement Corporation, Atlas Consolidated Mining and Development Corporation (listed
company), Maynilad Water Services, Private Infra Dev Corp., and SEM-Calaca Res
Corporation; and President of DMCI Holdings, Inc. (listed company). He was the former
President of the Philippine Constructors Association and Philippine Chamber of Coal Mines,
Inc. He is a Civil Engineer by profession.

2. Victor A. Consunji, 66, Filipino, is a Director since May 2001 and became the Vice-Chairman
of the Board in November 2014. Currently, he serves as the President, Chief Operating Officer;

10 Includes Subsidiaries audit fee of P3.4 Million.
1 Includes Subsidiaries audit fee of P2.4 Million.
12 Audit and audit-related fees only; no fees for other assurance and related services were paid.
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and Member of the Audit Committee and Risk Committee, respectively. He is a graduate of
A.B. Political Science at the Ateneo de Davao. He is also the President and COO of SEM-Calaca
Power Corporation, Semirara Claystone Inc., Semirara Energy Utilities Inc., SEM-Balayan
Power Generation Corporation, Southwest Luzon Power Generation Corporation, and SEM-Cal
Industrial Park Developers Inc.; Chairman, President & CEO of Semirara Training Center, Inc.;
Chairman and CEO of DMCI Power Corporation; Chairman & President of Sirawai Plywood
& Lumber Corp., and SEM-Calaca Res Corporation; Chairman of Divine Word School of
Semirara Island, Inc.; Director of DMCI Holdings, Inc. (listed company), D.M. Consunji, Inc.,
M&S Company, Inc., Dacon Corporation, Sodaco Agricultural Corporation, DMC Urban
Property Developers, Inc., Ecoland Properties, Inc., DMCI Masbate Power Corporation, St.
Raphael Power Generation Corporation, Checklink Holdings, Inc., and DMCI Mining
Corporation; and President of Sirawai Plywood & Lumber Corp.; and Vice-President of Dacon
Corporation. He was the Chairman of the Board of One Network Bank.

Jorge A. Consunji, 65, Filipino, is a Director since May 2001. He is a graduate of B.S.
Industrial Management Engineering at the De La Salle University. He is also the Chairman of
DMCI Masbate Power Corporation; and Director of DMCI Holdings, Inc. (listed company),
Dacon Corporation, DMCI Project Developers, Inc., SEM-Calaca Power Corporation,
Southwest Luzon Power Generation Corporation, Semirara Claystone Inc., Semirara Energy
Utilities Inc., St. Raphael Power Generation Corporation, SEM-Balayan Power Generation
Corporation, SEM-Cal Industrial Park Developers Inc., SEM-Calaca Res Corporation, Cotabato
Timberland Co., Inc., M&S Company, Inc., Sodaco Agricultural Corporation, DMCI Mining
Corporation, DMCI Power Corporation, Eco-Process & Equipment Phils. Inc., and Maynilad
Water Services, Inc.; President & COO of D.M. Consunji, Inc., and Royal Star Aviation, Inc.;
and Vice-President of Divine Word School of Semirara Island, Inc. He was the former Chairman
of the Board of Contech Panel Mfg., Inc., and of Wire Rope Corp. of the Philippines. He was
the former President of ACEL and Former First Vice-President of Phil. Constructors
Association.

Cesar A. Buenaventura, 87, Filipino, is a Director since May 2001. He graduated from the
University of the Philippines with a degree of Bachelor of Science in Civil Engineering. He
received his M.S. Civil Engineering as Fulbright Scholar at the Lehigh University, Bethlehem,
Pennsylvania. In 1991, Mr. Buenaventura was made Honorary Officer of the Order of the British
Empire (OBE) by Her Majesty Queen Elizabeth II. He is currently the Chairman of Maibarara
Geothermal, Inc., and Vice-Chairman of Atlantic Gulf & Pacific Company of Manila (AG&P),
DMCI Holdings, Inc. (listed company), and Montecito Properties, Inc. He is a director of DMCI
Holdings, Inc., iPeople, Inc. (listed company), PetroEnergy Resources Corp. (listed company),
AG&P Company of Manila, Maibarara Geothermal, Inc., Montecito Properties, Inc., Pilipinas
Shell Petroleum Corporation, Philippine American Life Insurance Company, and Manila
International Airport Authority. He is the founding Chairman of Pilipinas Shell Foundation,
Inc., and founding member of the Board of Trustees of the Makati Business Club.

His past affiliations includes, among others, President of the Benigno S. Aquino Foundation;
Member of the Board of Trustees of Asian Institute of Management; Chief Executive Officer of
Shell Group of Companies; Member of the Monetary Board of the Central Bank of the
Philippines; Member of the Board of Directors of the Philippine International Convention
Center; Member of the Board of Regents of the University of the Philippines. He was also a
former director of Ayala Corporation, First Philippine Holdings Corporation, Philippine
Airlines, Philippine National Bank, Benguet Corporation, Asian Bank, Ma. Cristina Chemical
Industries, and Paysetter International Inc.

Herbert M. Consunji, 64, Filipino, is a Director since May 2001. He earned his degree of
Bachelor of Science in Commerce Major in Accounting at De La Salle University and took his
Top Management Program at the Asian Institute of Management. Currently, he is a Director of
DMCI Holdings, Inc. (listed company), DMCI Power Corporation, DMCI Mining Corporation,
SEM-Calaca Power Corp., Southwest Luzon Power Generation Corporation, Subic Water &
Sewerage Corp., SEM-Cal Industrial Park Developers Inc.; Vice-President & CFO, DMCI
Holdings, Inc.; and Treasurer of SEM-Calaca Res Corporation. He is a Certified Public
Accountat.
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6. Maria Cristina C. Gotianun, 62, Filipino, is a Director since May 2006 and currently serves
as the Executive Vice-President; and member of the Remuneration & Compensation
Committee, Risk Committee, and Compliance Committee, respectively. She is a graduate of
B.S. Business Economics at the University of the Philippines and majored in Spanish at the
Instituto de Cultura Hispanica in Madrid, Spain. She is also a Director and Corporate Secretary
of Dacon Corporation; Vice-President for Finance & Administration/CFO of D.M. Consunji,
Inc.; Finance Director of DMC-Project Developers, Inc.; Director and Treasurer of SEM-Calaca
Power Corporation, Southwest Luzon Power Generation Corporation, Semirara Claystone Inc.,
Semirara Energy Ultilities Inc., St. Raphael Power Generation Corporation, SEM-Balayan
Power Generation Corporation, DMCI Power Corporation, DMCI Masbate Power Corporation,
and SEM-Cal Industrial Park Developers Inc.; Director of Daveprime Holdings, Inc.; Assistant
Treasurer of DMCI Holdings, Inc. (listed company); and a Trustee, CFO and Corporate
Secretary of Divine Word School of Semirara Island, Inc.

7. Ma. Edwina C. Laperal, 55, Filipino, is a Director since May 2007. She is a graduate of B.S.
Architecture at the University of the Philippines, obtained her Master’s Degree in Business
Administration at the same University, and earned her Executive Certificate for Strategic
Business Economics Program at the University of Asia & The Pacific. She is currently a
Director and Treasurer of Dacon Corporation, DMCI Holdings, Inc. (listed company), D.M.
Consunji, Inc., DFC Holdings, Inc., and DMCI Project Developers, Inc.; Director and Vice-
President of Artregard Holdings, Inc.; and Director of SEM-Calaca Power Corporation, and
DMC Urban Property Developers, Inc. She is a License Architect.

8. Luz Consuelo A. Consunji, 63, Filipino is a nominee for a regular director. She is a graduate
of Assumption College with a Bachelor’s Degree in Commerce Major in Management. She
also took her Master’s Degree in Business Economics at the University of Asia and the Pacific.
She is currently a Director DMCI Holdings, Inc. (listed company), South Davao Development
Co., Zanorte Palm-Rubber Corp., and Dacon Corporation; and Treasurer of Missionaries of
Mary Mother of the Poor. She was a Director of One Network Bank, and was also the Treasurer
of Mary Mother of the Poor Foundation.

Independent Director:

9. Rogelio M. Murga, 82, Filipino, is an Independent Director since November 2014, and also
serves as the Chairman of the Nomination & Election Committee, and Member of the Audit
Committee, Compensation & Remuneration Committee, and Risk Committee, respectively. He
graduated from the University of the Philippines with a Bachelor of Science degree in
Mechanical Engineering in 1958. In 1980, he also completed his Senior Management Program
at Harvard Business School in Vevey, Switzerland, and was conferred in 2004 an Honorary
Degree of Doctor of Science — Honoris Causa by Feati University.

Currently, he is the Chairman & CEO of Private Infra Dev Corp. and an Independent Director
of SEM-Calaca Power Corporation and Meralco Industrial Engineering Services Corp. His
previous employment affiliation includes: President and Chief Executive Officer of the National
Power Corporation; Director, President, Chief Operating Officer and eventually Vice-Chairman
of EEI Corporation; President of Philippine Constructors Association; President of the
International Federation of Asian and Western Pacific Contractors Association; Member of the
Management Association of the Philippines; and finally as Chairman of the Committee on
Engineering and Construction of the Philippine Chamber of Commerce and Industry. He was
also a Consultant of DCCD Engineering Corporation and taught as Engineering Professor at the
National University.

Executive Officers

Isidro A. Consunji* - Chief Executive Officer

Victor A. Consunji* - President & Chief Operating Officer

Maria Cristina C. Gotianun* - Executive Vice-President

Junalina S. Tabor - Chief Finance Officer

Jaime B. Garcia - VP-Procurement & Logistics

Nena D. Arenas - VP, Chief Governance Officer & Compliance Officer
John R. Sadullo - VP-Legal & Corporate Secretary

Antonio R. Delos Santos - VP-Treasury
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Jose Anthony T. Villanueva - VP-Marketing

Sharade E. Padilla - AVP-Investor and Banking Relations

Ruben P. Lozada - Resident Manager

*Member of the Board

Jaime B. Garcia, 61, Filipino, is the Vice-President for Procurement and Logistics since May
2006. He has over 25 years of experience in senior management level with D.M. Consunji
Group of Companies inclusive of overseas experience in strategic sourcing and supply chain
management, procurement, materials management and logistics in coal mining industry, energy
(coal fired power plant), construction, shipping, agro-forest timber and wood processing,
aviation and maritime industry. He graduated with a degree of B.S. Management and Industrial
Engineering at Mapua Institute of Technology and obtained his Master’s degree in Business
Administration at De La Salle University in 1994 and in Business Economics at the University
of Asia & the Pacific in 1998. He is currently holding the position of Secretary and Treasurer of
Royal Star Aviation, Inc., Director of Semirara Cement Corporation, Executive Vice-President
of DMC Construction Equipment Resources, Inc., Director & Vice-President of M&S
Company, Inc., Vice-President of Zanorte Palm-Rubber Plantation Inc., and South Davao
Development Co., Inc.

Junalina S. Tabor, 53, Filipino, is the Vice President and Chief Finance Officer since May
2010, and is Member of the Risk Committee. She graduated Magna Cum Laude with a degree
of Bachelor of Science in Commerce, Major in Accounting in 1984 at Saint Joseph College and
is a Certified Public Accountant. She obtained her Master’s degree in Public Administration at
the University of the Philippines in 1995 under the Local Scholarship Program (LSP) of the
Civil Service Commission. She earned her Certificate in Business Economics from the School
of Economics, University of Asia and the Pacific in June 2012 under its Strategic Business
Economics Program (SBEP) and also completed the modular course in Computer Literacy
Program at Systems Technology Institute as half scholar in 1988. Prior to joining the
Corporation in 1997, she held various positions with the Commission on Audit from State
Auditor Examiner to State Auditor in 1984-1997. She was Team Leader in special audit
engagements in certain government owned and controlled corporations from 1994-1996. She
is also concurrently the Chief Finance Officer of SEM-Calaca Power Corporation.

John R. Sadullo, 46, Filipino, is the Vice-President for Legal since November 2013, Corporate
Secretary, Counsel and Corporate Information Officer since May 2005; and a Member of the
Compliance Committee. He graduated with a degree of A.B. Major in Political Science at the
University of Santo Tomas. He obtained his Bachelor of Laws degree at San Beda College of
Law in 1996 and was admitted to the BAR in 1997. He currently holds the position of Corporate
Secretary of SEM-Calaca Power Corporation, Southwest Luzon Power Generation Corporation,
Semirara Energy Ultilities Inc., SEM-Balayan Power Generation Corporation, Semirara
Claystone Inc., SEM-Cal Industrial Park Developers Inc., and SEM-Calaca Res Corporation.
He is also the Asst. Corporate Secretary of St. Raphael Power Generation Corporation, and
Semirara Training Center, Inc.; and previously the Corporate Secretary of DMCI Mining
Corporation and DMCI Masbate Power Corporation.

Nena D. Arenas, 56, Filipino, is the Vice President, Chief Governance Officer and Compliance
Officer since August 2013; and a Member of the Compliance Committee. Before her
appointment, she was Good Governance Officer of SMPC since July 2005. Prior to joining
SMPC, she was a Director, Chief Finance Officer and Vice-President of MCA Universal Inc.;
Director of MCA Music Inc. and Reach Youth Ministries, a non-stock, non-profit
organization. She has more than 15 years extensive experience in finance, accounting, budget
& forecasting, information technology, warehousing, legal & business affairs, human resources
and administration management. She also has seven years of experience in external audit at
SGV & Co. She is currently a Fellow of the Institute of Corporate Directors. She is a Certified
Public Accountant and graduated Cum Laude with a degree in Bachelor of Science major in
Accounting at the University of St. La Salle.

Antonio R. delos Santos, 64, Filipino, is the Vice-President for Treasury since November 2013.
He graduated with a degree of Bachelor of Science in Business Administration at De La Salle
University. He was the Treasury Head of SMPC prior his appointment. Before joining SMPC,
he was the Finance Officer of DMCI Holdings, Inc.
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Jose Anthony T. Villanueva, 52, Filipino, is the Vice-President for Marketing since November
2013. He received his Bachelor of Science degree in Mechanical Engineering and obtained his
Master’s degree in Business Administration both at De La Salle University. He also earned his
Master’s degree in Public Management at the University of the Philippines. He has undergone
intensive training in financial modeling in Singapore and completed the Petroleum Energy
Policy and Management Program in Norway as full scholar of the Norwegian Petroleum
Directorate. Prior to his appointment, he was the Marketing Manager of SMPC since 2011. For
more than 20 years he has been the forefront of the energy industry and held various positions
as Department Manager for Finance and Planning, Business Development and Information
Technology, Corporate Planning and as General Manager for Coal Division of state-owned
company engaged in the exploration, development and production of geothermal, oil and gas
and coal in the Philippines.

Sharade E. Padilla, 38, Filipino, is the Asst. Vice-President for Investor and Banking Relations
since November 2013. She graduated Magna Cum Laude with a degree of Bachelor in Business
Administration, Major in Management and obtained her Master’s degree in Business
Administration both at Siliman University. Before her appointment, she held the following
positions in SMPC: Investment Relations and Business Development Officer (2007-2013), and
Senior Financial Analyst (2003-2007). Her previous affiliations include Jr. Financial Analyst,
Dacon Corporation; and Information Officer/Executive Assistant of the City Administrator of
Tacloban City. She has nine years of experience in investor relations and more than eleven
years of experience in financial analysis and in treasury and banking relations, among others.

Ruben P. Lozada, 61, Filipino, is the Resident Manager since August 24, 2016, and a Member
of the Compliance Committee. He graduated with a degree of Bachelor of Science in Civil
Engineering at Mindanao State University in 1978. He was the Assistant Resident Manager of
the Corporation for 14 years, more or less, prior to his promotion. He is a Civil Engineer by
profession.

The nominees for election or re-election of the directors have been indicated in the Company’s
Definitive Information Statement (SEC Form 20-1S) sent to stockholders of record. The officers of
the company will be known in the organizational meeting of the Board of Directors which will follow
immediately after the annual stockholders’ meeting. Neither of the Company’s directors nor senior
management employed or became a partner of the current external auditor of the Company in the
past two (2) years.

Board Meeting and Attendance. — At the beginning of the year, the Board is advised of the
schedule of meetings for the calendar year without prejudice to call a special board meeting when
required by the Company’s operation and other exigency. In the conduct of meeting, the quorum
requirement under the law is simple majority of the members of the Board while approval of
corporate acts and resolutions requires majority of the Board present.

The record of attendance of Directors to board meetings for the year 2016 is as follows:

Board Name Date of Number of Meetings %
Election Meeting Held Attended
during the Year

Chairman Isidro A. Consunji May 2, 2016 15 15 100
Member Victor A. Consunji May 2, 2016 15 14 93
Member Jorge A. Consunji May 2, 2016 15 15 100
Member Herbert M. Consunji May 2, 2016 15 15 100
Member Cesar A. Buenaventura May 2, 2016 15 15 100
Member Maria Cristina C. Gotianun May 2, 2016 15 14 93
Member Ma. Edwina C. Laperal May 2, 2016 15 14 93
Member Josefa Consuelo C. Reyes May 2, 2016 15 15 100
Member George G. San Pedro(1)*® May 2, 2016 15 8 -
Independent | Victor C. Macalincag* May 2, 2016 15 15 100
Independent | Rogelio M. Murga May 2, 2016 15 15 100

*passed on last March 30, 2017.

13 Mr. San Pedro was only able to attend 8 meetings of the board prior to his demise on July 7, 2016.
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None of the directors has absented himself for more than 50% from all meetings of the Board during
the 12-month period of his incumbency.

Term of Office. - The term of office of the Directors and Executive Officers is one (1) year from
their election. All Directors will have served for a period of approximately twelve (12) months by
May 2, 2017.

Independent Directors. - Under its Revised Code of Corporate Governance, as amended, submitted
to the SEC on March 8, 2011, the Corporation is required to have at least two (2) Independent
Directors or such number of Independent Directors as shall constitute at least twenty percent (20%)
of the members of the Board of Directors of the Corporation, whichever is lesser. The two (2)
nominees for Independent Directors will be selected by the Nomelec in accordance with the
guidelines in the Revised Code of Corporate Governance (SEC Memorandum Circular No. 6, Series
of 2009) and the Guidelines on the Nomination and Election of Independent Directors (SRC Rule
38).

On December 8, 2008, the SEC approved the amendment to the Corporation’s By-Laws to include
Art. 111 thereof on the adoption of SRC Rule 38. The Corporation abides to SRC Rule 38, its By-
Laws, and the relevant or subsequent circulars, memoranda or notices of SEC regarding the
qualifications, nomination and election, the submission of Certificate of Qualification, and the
required number of independent directors. DMCI Holdings, Inc. (DHI) is the majority stockholder
of the Corporation and the nominated independent directors are neither stockholders nor directors
of DHI.

In 2017, Rogelio M. Murga and Honorio O. Reyes-Lao were nominated by a non-controlling
stockholder. Mr. Murga was elected by the stockholders as independent directors of the Company
at its meeting held on May 2, 2016 while Mr. Reyes-Lao is a new nominee to the board for its
stockholders’ meeting on May 2, 2017. To date, Mr. Murga is an independent director for almost
two (2) years. The Company has not encountered any restraint from the stockholders in retaining
its independent directors. It has been a consensus of the stockholders to elect them during the
meeting. Notwithstanding the recent SEC Memorandum Circular No. 9, Series of 2011, which took
effect on January 2, 2012, the independent directors herein are compliant with the term limit
requirement, which states that the tenure of an independent director is set to a cumulative term of
nine (9) years reckoning of the cumulative nine-year term is from 2012, in connection with SEC
Memorandum Circular No. 9, Series of 2011.

Other Directorship Held in Reporting Companies:

Cesar A. Buenaventura = Vice-Chairman, DMCI Holdings, Inc.

=  PetroEnergy Resources Corporation

= jPeople, Inc.

Isidro A. Consunji = Chairman, President & CEO, DMCI Holdings, Inc.

= Director, Crown Equities, Inc.

= Director, Atlas Consolidated Mining and Development

Corp.
Jorge A. Consunji = Director, DMCI Holdings, Inc.
Victor A. Consunji = Director, DMCI Holdings, Inc.
Herbert M. Consunji = Director, DMCI Holdings, Inc.
Ma. Edwina C. Laperal = Director, DMCI Holdings, Inc.

Victor C. Macalincag* Independent Director, Crown Equities, Inc.
Independent Director, Republic Glass Holdings, Inc.
Independent Director, ISM Communications Corp.
= Independent Director, Atok-Big Wedge Co., Inc.

*passed on March 30, 2017.
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)

3)

(4)

The following are the Significant Employees/Executive Officers of the Issuer:

Names Citizenship Position Age
Isidro A. Consunji Filipino CEO 68
Victor A. Consunji Filipino President & COO 66
Maria Cristina C. Gotianun Filipino Executive Vice President 63
Junalina S. Tabor Filipino VP & Chief Finance Officer 53
Jaime B. Garcia Filipino VP-Procurement & Logistics 61
Nena D. Arenas Filipino VP, Chief Governance Officer & Compliance Officer | 56
John R. Sadullo Filipino VP-Legal & Corporate Secretary 46
Antonio R. Delos Santos Filipino VP-Treasury 64
Jose Anthony T. Villanueva Filipino VP-Marketing 52
Sharade E. Padilla Filipino AVP-Investor and Banking Relations 38
Ruben P. Lozada Filipino Resident Manager 61

Family Relationship. - The family relationship up to the fourth civil degree either by consanguinity
or affinity among directors or executive officers is as stated below.

Messrs. Isidro A. Consunji, Victor A. Consunji, Jorge A. Consunji, Maria Cristina C. Gotianun,
Josefa Consuelo C. Reyes and Ma. Edwina C. Laperal are siblings and Mr. Herbert M. Consunji is
their cousin.

Involvement in Certain Legal Proceedings. - None of the directors, executive officers, and
nominee for regular or independent director was involved in the past five (5) years in any bankruptcy
proceeding. Except for the criminal cases below, neither have they been convicted by final judgment
in any criminal proceeding, nor been subject to any order, judgment or decree, not subsequently
reversed, suspended or vacated, of any court competent jurisdiction, domestic or foreign,
permanently or temporarily enjoining, barring, suspending, or otherwise limiting their involvement
in any type of business, securities, commodities or banking activities, nor found being found by a
domestic or foreign court of competent jurisdiction (in a civil action), the Commission or comparable
foreign body, or a domestic or foreign Exchange or other organized trading market or self-regulatory
organization, to have violated a securities or commodities law or regulation and the judgment has
not been reversed, suspended, or vacated.

Below are the pending criminal cases filed against the directors of SMPC, Messrs. Isidro A.
Consunji, Cesar A. Buenaventura and Ma. Edwina C. Laperal:

(@ Pp. vs. Consunji, et. al., Criminal Case No. Q-02-114052, RTC-QC, Branch 78. - A
complaint for violation of Article 315(2)(a) of the Revised Penal Code, as qualified by
Presidential Decree No. 1689 was filed in RTC-QC Branch 78 as Criminal Case No. Q-02-
114052 pursuant to a resolution of the Quezon City Prosecutor dated December 3, 2002 in I.S.
No. 02-7259 finding probable cause against the directors and officers of Universal Leisure Club
(ULC) and its parent Company, Universal Rightfield Property Holdings, Inc., including Isidro
A. Consunji as former Chairman, Cesar A. Buenaventura and Ma. Edwina C. Laperal as former
directors of ULC. Complainants claim to have been induced to buy ULC shares of stock on the
representation that ULC shall develop a project known as “a network of 5 world clubs.”

The case was re-raffled to RTC-QC Branch 85 (the “Court”). On January 10, 2003 respondents
filed their Motion for Reconsideration on the resolution dated December 3, 2002 recommending
the filing of the complaint in court, which was granted on August 18, 2003. Accordingly, a
Motion to Withdraw Information was filed in Court. On September 11, 2003, complainants’
sought reconsideration of the resolution withdrawing the information, but was denied by the
City Prosecutor. By reason of the denial, Complainants’ filed a Petition for Review with the
Department of Justice (DOJ) on August 26, 2005.

Meanwhile, the Court granted the withdrawal of information on June 6, 2005. Complainants
filed a Motion for Reconsideration and Urgent Mation for Inhibition, but were both denied by
the Court in its Omnibus Order dated November 29, 2005. Thereafter, a Notice of Appeal was
filed by the complainants, but was ordered stricken out of records by the Court for being
unauthorized and declaring the Omnibus Order final and executory in its Order dated February
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22,2007. The Petition for Review, however, filed by the Complainants with the DOJ on August
26, 2005 is pending to date.

(b) Rodolfo V. Cruz, et. al. vs. Isidro A. Consuniji, et. al., 1.S. Nos. 03-57411-1, 03-57412-1, 03-
57413-1, 03-57414-1, 03-57415-1, 03-57446-1 and 03-57447-1, Department of Justice,
National Prosecution Service. - These consolidated cases arose out of the same events in the
above-mentioned case, which is likewise pending before the DOJ.

In its 1% Indorsement dated December 9, 2003, the City Prosecutor for Mandaluyong City,
acting on a motion for inhibition filed by complainants recommended that further proceedings
be conducted by the DQOJ. In an order dated February 3, 2004, the DOJ designated State
Prosecutor Geronimo Sy to conduct the preliminary investigation of this case. The last pleading
filed is a notice of change of address dated June 27, 2008 filed by complainants’ counsel.

B. EXECUTIVE COMPENSATION

All executive officers of the Company are elected or appointed by the Board of Directors and serve for
one year and until their successors are duly elected and qualified. Set forth below are the names of the
CEO and four (4) most highly compensated officers of the Company:

Other Annual
Name and Principal Position Years Salary Bonus Compensation

Isidro A. Consuniji

Chairman & CEO

Victor A. Consunji

Vice-Chairman, President and

COO

George G. San Pedro

VP & Resident Manager

Jaime B. Garcia

VP Procurement & Logistics

Junalina S. Tabor

VP & CFO
2015 17,247,410.17 70,152,941.19 4,996,330.50
2016 17,764,658.23 72,635,882.37 4,757,729.01
2017* 17,764,658.23 72,635.882.37 4,757,729.01
Total P52,776,726.63 P215,424,705.93 P9,754,059.51

All other Directors and Officers 2015 12,188,106.46 43,007,353.29 11,827,752.62

as a group 2016 12,842,073.14 43,233,823.29 16,752,616.55
2017* 12,842,073.14 43,233,823.29 16,752,616.55
Total P37,872,252.74 $129,474,999.87 $45,332,985.72

*Approximate amounts

The amount reflected as compensation of the named executive officers represents salary approved by the
Company’s Board of Directors. The amounts indicated in relation thereto are restated to conform to the
new accounting standards.

Executive directors of the Corporation receive an annual retainer fee of £240,000.00 as approved in the
May 2009 Annual Stockholders’ Meeting. In May 2015 however, the stockholders approved the increase
in retainer fees of non-executive and independent directors to £150,000.00 or £1,800,000.00 per annum
effective June 1, 2015. Fixed per diem of £20,000.00 for every meeting held and attended for each of
the directors who serves as Chairman and members of the Corporation’s Board Committees. Aside
from executive Directors with employment compensation, there are no other directors with arrangements
such as consulting contracts.

There is no contract covering their employment with the Corporation and they hold office by virtue of
their election and/or appointment to office. The Corporation has no agreements with its named executive
officers regarding any bonus, profit sharing, except for benefits for which they may be entitled under the
Corporation’s retirement plan. On the other hand, members of the Board of Directors may be granted
bonuses in accordance with the Corporation’s By-laws which prescribe a limit on the aggregate amount
of Director bonuses which shall not exceed two percent (2%) of the Company’s profit before tax during
the previous year, while limit to total yearly compensation package, including bonuses granted, of
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Directors as such directors shall not exceed ten percent (10%) of the Company’s net income before tax
during the previous year.

In 2016, aggregate amount of cash bonus variable pay related to the preceding year’s financial
performance received by executive and non-executive Directors, including Independent Directors and
the CEOQ, did not exceed above-mentioned limits set by the Company’s Amended By-laws.

There are no outstanding warrants, options, or right to repurchase any securities held by the directors or
executive officers of the Corporation.

C. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

(1) Security Ownership of Certain Record and Beneficial Owners. - The following table sets forth
as of March 10, 2017, the record or beneficial owners of more than 5% of the outstanding common
shares of the Company and the amount of such record or beneficial ownership.

Title of Name, Address of Name of Beneficial Citizen- Amount/ 9% of
Class record owner and | Owner and Relationship ship Nature of Class
relationship with with Record Owner?* Record/
Issuer Beneficial
Ownership
Common DMCI Holdings, 1. Dacon Corporation, | Filipino 601,942,599 56.51
Inc., stockholder of (R)
3/F DACON 6,838,807,440 shares
Building, 2281 or 51.51%
Pasong Tamo Ext., 2. DFC Holdings, Inc.,
Makati City, stockholder of
Stockholder of 2,379,799,910 or
record 17.92%
3. PCD Nominee Corp.
(Foreign), stockholder
of 1,901,327,634
shares or 14.32%
4. PCD Nominee
Corporation (Filipino),
stockholder of
1,708,445,701 shares
or 12.87%
Common PCD Nominee No stockholder owning Filipino 160,284,673 15.05
Corp., stockholder 5% or more under PCD
of record Nominee Corp. (Filipino)
Common Dacon Corporation, | Inglebrook Holdings, Inc. Filipino 134,071,732 12.58
2/F DMCI Plaza, holds 4,085,945 shares or
2281 Don Chino 12.45%?°
Roces, Makati City,
stockholder of
record
Common PCD Nominee No stockholder owning Foreign 92,117,212 08.65
Corp., stockholder 5% or more under PCD
of record Nominee Corp. (Foreign)

14 As of March 10, 2016.

15 Other beneficial owners of Dacon Corporation with the same number of shares are Eastheights Holdings, Inc.,
Gulfshore Inc., Valemount Corporation, Chrismon Investment Inc., Jagjit Holdings, Inc., La Lumiere Holdings, Inc., Rice
Creek Holdings, Inc. while Double Spring Investments Corporation only holds 114,427 shares or .34% of Dacon’s issued

and outstanding shares.
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(2) Security Ownership Management. - The table sets forth as of March 10, 2017 the beneficial stock
ownership of each Director of the Company and all Officers and Directors as a group.

Amount and nature of beneficial

Title of Name of beneficial owner ownership Citizenshi %
class Direct Indirect® Total p
Common Isidro A. Consunji 6,036 | 1,169,918 1,175,954 Filipino 0.11
Common Cesar A. Buenaventura 18,030 - 18,030 Filipino 0.00
Common | Victor A. Consunji 36 | 2,964,724 2,964,760 Filipino 0.28
Common | Jorge A. Consunji 36 433,089 433,125 Filipino 0.04
Common Herbert M. Consunji 32,280 - 32,280 Filipino 0.01
Common | Victor C. Macalincag* 804,890 19,100 827,990 Filipino 0.08
Common | Rogelio M. Murga 10,010 - 10,010 Filipino 0.00
Common Maria Cristina C. Gotianun 357 | 1,737,943 1,738,300 Filipino 0.16
Common Ma. Edwina C. Laperal 1,047 | 1,435,682 1436,682 Filipino 0.13
Common Josefa Consuelo C. Reyes 103,100 346,800 449,900 Filipino 0.04
Common | Jaime B. Garcia 144,108 - 144,108 Filipino 0.01
Common Nena D. Arenas 4,000 - 4,000 Filipino 0.00
Common | Antonio R. Delos Santos 15,000 - 15,000 Filipino 0.00
Common | Jose Anthony T. Villanueva 750 13,890 14,640 Filipino 0.00
Common Sharade E. Padilla 3,600 270 3,870 Filipino 0.00
Common Ruben P. Lozada 118,800 - 118,800 Filipino 0.01
Aggregate Ownership of all directors and 1,266,080 | 8,121,416 9,387,496 0.88
officers as a group

*passed on last March 30, 2017.

The percentages of ownership of the above officers and directors are very minimal. There are no
arrangements, which may result in a change in control of the registrant.

D. CERTAIN RELATIONSHIP AND RELATED TRANSACTIONS

There has been no transaction or proposal, for the last two (2) years, to which the Company was or is
party, in which any of the directors, executive officers or nominees for director has direct or indirect
material interest, outside the recurring regular business transactions incurred by the Company to support
the business. Related parties’ services were sought to take advantage of affiliated companies’ expertise
and for cost efficiency, among others. These related party transactions were trade related and transacted
at arms-length basis and at terms generally available to an unaffiliated third party or more clearly
independent parties, under the same or similar circumstances. There were no transactions in the form of
direct financial assistance to affiliates or related entities which are not wholly owned subsidiaries. Note
18 of Notes to Parent Company Financial Statements and Note 19 of Notes to Consolidated Financial
Statements for the period ended December 31, 2016 indicate the Company’s significant transactions with
related parties.

PART V - EXHIBITS AND SCHEDULES

A. Exhibits and reports on SEC Form 17-C
(1) Exhibits. - See accompanying Index to Exhibits as well as the Company’s Audited Financial
Statements for the recently completed fiscal year. These financial statements are reports from the
Company’s Independent Public Accountant, SGV& Co.

(2) Reports on SEC Form 17-C. - There are SEC Forms 17-C filed during the last six-month period
covered by this report, to wit:

No. Subject Date Reported

1. | Demise of independent director, Mr. Victor C. Macalincag and March 30, 2017
nomination of Mr. Honorio O. Reyes-Lao as new nominee for
independent director for the May 2, 2017 annual stockholders’
meeting.

16 Shares are either held by members of the family sharing the same household or by a corporation of which the reporting
person is a controlling shareholder.
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Declaration of cash dividends at PhP5.00/share with record
date on April 11, 2017 and payable on April 25, 2017

March 27, 2017

Dismissal of the complaint filed against the Company in the
case “Bauer Foundations Philippines, Inc., Plaintiff, vs.
Semirara Mining Corporation and/or Victor A. Consunji
and/or Jaime B. Garcia, Defendants, Civil Case No. R-QZN-
14-04802-CV, RTC QC, Branch 700.”

March 20, 2017

Press release on “SMPC royalty hits P2.65B in 2016.”

March 17, 2017

Approval of the final list of nominees to the board of directors
for the May 2, 2017 annual stockholders’ meeting.

March 10, 2017

Attendance in corporate governance training program for year
2017.

March 6, 2017

Board approval of the annual audited consolidated financial
statements for the year ended December 31, 2016, amendment
to Art. VII of the Company’s Articles of Incorporation
increasing the authorized capital stock from P3 billion to P10
billion, declaration of 300% stock dividends, and setting the
date, time and venue for the annual stockholders’ meeting on
May 2, 2017.

February 23, 2017

Analyst briefing on the 2016 full year results.

February 22, 2017

Approval on the deadline of submission of nominees to the
board, the date when final list of nominees shall be determined
by the NOMELEC and the procedures on the nomination and
election of directors.

February 15, 2017

10.

Clarification on the news article “DENR cancels 75 mining
contracts” posted in Manila Bulletin (internet edition) on
February 14, 2017.

February 15, 2017

11.

Clarification of news article “Semirara to hike output 10% this
year” posted on PhilSTAR.com on February 23, 2017.

February 13, 2017

12.

Disclosure on the creation of DENR Region 6 composite team
to conduct data gathering at the mine site in Semirara Island,
Antique.

February 9, 2017

13.

Reply to PSE’s request on the effects of the statement of DENR
Sec. Lopez regarding the suspension and closure of operations
of several mines for violations of safety standards.

February 2, 2017

14.

Press release on “SMPC plans bigger CSR spending.”

January 30, 2017

15.

Disclosure that no suspension order was issued against the
operations of the Company. The Company is compliant with
its ECC. DOE audit results issued on August 26, 2016
confirmed that the Company’s operation does not discharge
toxic materials to the mangroves, sulfur content of coal is below
1%, no seaweed farm affected and dumping of overburden
materials do not affect nearby communities.

January 27, 2017

16.

Notice of appeal was filed by complainant Juntilla in view of
the dismissal of his complaint in the case “Jimmy S. Juntilla,
complainant, vs. Semirara Mining and Power Corporation and
Victor A. Consunji, president, respondents, NLRC Case No.
RAB-XI-04-00269-16, NLRC, Regional Arbitration Branch No.
XI, Davao City.”

December 28, 2016

17.

Dismissal of the complaint filed against the Company in the
case of “Jimmy S. Juntilla, complainant, vs. Semirara Mining
and Power Corporation and Victor A. Consunji, president,
respondents, NLRC Case No. RAB-XI-04-00269-16, NLRC,
Regional Arbitration Branch No. XI, Davao City.”

December 13, 2016

18.

Press release on “SMPC opens 900 jobs.”

November 23, 2016

19.

Press release on “SMPC starts Panian pit final rehab.”

November 21, 2016

20.

Press release on “SMPC supports Marine Protected Area Set
Up.’9

November 15, 2016

21.

Board approval of the Q3 financial reports as of September 30,
2016.

November 8, 2016

22.

Analyst briefing on the Q3 2016 results.

November 7, 2016
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23.

Board approval on the extension of buyback program of the
Company.

October 14, 2016

24.

Acquisition of Company shares through buyback program
covering the period October 10, 2016.

October 12, 2016

25.

Disclosure on exhaustion of mineable coal reserve of Panian pit
and attendance in corporate governance training program for
2016.

October 11, 2016

26.

Acquisition of Company shares through buyback program
covering the period October 3-6, 2016.

October 6, 2016

217.

Acquisition of Company shares through buyback program
covering the period September 28-30, 2016.

September 28, 2016

28.

Disclosure on DOE audit results issued on August 26, 2016
confirmed that the Company’s operation does not discharge
toxic materials to the mangroves, sulfur content of coal is below
1%, no seaweed farm affected and dumping of overburden
materials do not affect nearby communities.

September 22, 2016

29.

Acquisition of Company shares through buyback program
covering the period September 16-19, 2016.

September 20, 2016

30.

Disclosure on DENR Region 6 audit results on the Company’s
Molave expansion project, which found to be technically sound
and full compliance to environmental laws based on the matrix
presented.

September 19, 2016

31.

Acquisition of Company shares through buyback program
covering the period September 13-15, 2016.

September 15, 2016

32.

Disclosure on the amended certification on qualification of
Victor C. Macalincag, independent director of the Company.

September 14, 2016

33.

Acquisition of Company shares through buyback program
covering the period September 7-9, 2016.

September 13, 2016

34.

Acquisition of Company shares through buyback program
covering the period September 2-6, 2016.

September 6, 2016

35.

Acquisition of Company shares through buyback program
covering the period August 30-September 1, 2016.

September 1, 2016

36.

Disclosure on the commercial operation at 140MW of the
Company’s wholly-owned subsidiary, Southwest Luzon Power
Generation Corporation.

August 30, 2016

37.

Acquisition of Company shares through buyback program
covering the period August 26, 2016.

August 26, 2016

38.

Acquisition of Company shares through buyback program
covering the period August 25, 2016.

August 25, 2016

39.

Board approval on the promotion of Ruben P. Lozada as
Resident Manager of the Company.

August 25, 2016

40.

Acquisition of Company shares through buyback program
covering the period August 24, 2016.

August 24, 2016

41.

Acquisition of Company shares through buyback program
covering the period August 23, 2016.

August 23, 2016

42,

Receipt of DENR notice of adverse findings on August 15,
2016 directing the Company to explain and/or comply within 7
days from receipt thereof why its ECC should not be cancelled.

August 22, 2016

43.

Acquisition of Company shares through buyback program
covering the period August 22, 2016.

August 22, 2016

44,

Acquisition of Company shares through buyback program
covering the period August 18-19, 20186.

August 22, 2016
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45.

Reply to DOE’s directive to clarify in writing within 48 hours
the collateral issues raised against the Company relative to
toxic materials to the mangroves, sulfur content of coal
produced, adverse effect to seaweed farmers affected and
dumping of overburden materials that affect nearby
communities, among others.

August 16, 2016

46.

Board approval on the buyback of the Company’s shares, and
DENR show cause directing the Company to explain and/or
comply within 7 days from receipt thereof why its ECC should
not be cancelled.

August 15, 2016

47,

Disclosure on DOE’s directive to clarify in writing within 48
hours the collateral issues raised against the Company relative
to toxic materials to the mangroves, sulfur content of coal
produced, adverse effect to seaweed farmers affected and
dumping of overburden materials that affect nearby
communities, among others.

August 12, 2016

48.

Official statement of the Company in view of the Press Briefing
of DENR Secretary Lopez.

August 11, 2016

49.

Press release on “Semirara breeds 150k giant clams.”

August 11, 2016

50.

Board approval of the Q2 financial reports as of June 30, 2016.

August 9, 2016

51.

Disclosure on the results of Audit Committee Self-Assessment
for year 2016.

August 9, 2016

52.

Analyst briefing on First Half 2016 Results.

August 9, 2016

53.

Supreme Court decision dated June 6, 2016 in the case “HGL
Development Corporation, represented by its President, Henry
G. Lim, Petitioner vs. Hon. Rafael L. Penuela, in his capacity
as Presiding Judge of RTC-Culasi, Antique, Branch 13, and
Semirara Coal Corporation (now Semirara Mining and Power
Corporation), Respondents, SC G.R. No. 181353,” which
partially grants HGL’s petition, i.e., reinstating the Civil Case
No. C-146 and remands it to the RTC-Culasi, Antique, Branch
13 for the purpose of hearing and determining the damages to
be awarded to HGL for the non-enforcement of the Writ of
Preliminary Mandatory Injunction dated October 6, 2004.

July 14, 2016

54.

Disclosure on the demise of the Company’s regular director,
George G. San Pedro.

July 7, 2016
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SIGNATURES

Pursuant to the requirements of Section 17 of the Code and Section 141 of the
Corporation Code, this report is signed on behalf of the Issuer by the undersigned, thereunto duly
authorized, in the City of Makati on this 11" day of April 2017,

By:

/" VICTOR A. CONSUN
< President & COO —
(Principal Operating Officer)

Chief Finance Officer
(Principal Financial Officer) (Principal Accounting Officer)
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Victor A, Consunji EB5899814 July 10, 2017/DFA, Manila
Junalina S. Tabor EB9486755 October 30, 2018/DFA, NCR Central
John R. Sadullo DL — NO01-02-005690 July 22, 2017/LTO, Q.C.
Leandro D. Costales 558-33-5912087-4 _ N.AJSSS, Quezon City
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STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR CONSOLIDATED FINANCIAL STATEMENTS

~ " The management of SEMIRARA MINING AND POWER CORPORATION is
responsible for the preparation and fair presentation of the consolidated financial statements
including the schedules attached therein, for the years ended December 31, 2016 and 2015, in
accordance with prescribed financial reporting framework indicated therein, and for such internal
control as management determines is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable matters related to
going concern and using the going concern basis of accounting unless management either intents
to liquidate the Company or to cease operations, or has no realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Company’s financial reporting
process.

The Board of Directors reviews and approves the financial statements including the
schedules attached therein, and submits the same to the stockholders.

SyCip Gorres Velayo & Co., the independent auditors, appointed by the stockholders has
audited 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
fairness of presentation upon completion of such audit.

Signed thi# 23" day of February 2017.

Chairman of the'\Board & Chief Finance O ider
Chief Executive Officer

SUBSCRIBED AND SWORN, to before me on this __ dayof AR 20 20135047,

at Makati City, Metro Manila, affiants exhibited to me:

Isidro A. Consunji " EC497790 August 10, 2020/DFA, Manila

Junalina S. Tabor’ EB9486755 October 30, 2018/DFA NCR Central
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INDEPENDENT AUDITOR’S REPORT

The Board of Directors and Stockholders
Semirara Mining and Power Corporation
2/F DMCI Plaza

2281 Don Chino Roces Avenue

Makati City

Opinion -

We have audited the consolidated financial statements of Semirara Mining and Power Corporation and its
subsidiaries (the Group), which comprise the consolidated statements of financial position as at
December 31, 2016 and 2015, and the consolidated statements of comprehensive income, consolidated
statements of changes in equity and consolidated statements of cash flows for each of the three years in X
the period ended December 31, 2016, and notes to the consolidated financial statements, including a

summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,

the consolidated financial position of the Group as at December 31, 2016 and 2015, and its consolidated

financial performance and its consolidated cash flows for each of the three years in the period ended

December 31, 2016 in accordance with Philippine Financial Reporting Standards (PFRSs). -

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Consolidated Financial Statements section of our report. We are independent of the Group in
accordance with the Code of Ethics for Professional Accountants in the Philippines (Code of Ethics)
together with the ethical requirements that are relevant to our audit of the consolidated financial
statements in the Philippines, and we have fulfilled our other ethical responsibilities in accordance with
these requirements and the Code of Ethics. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters. For each matter below, our
description of how our audit addressed the matter is provided in that context,

.m BTN
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We have fulfilled the responsibilities described in the duditor’s Responsibilities for the Audit of the
Consolidated Financial Statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our assessment of
the risks of material misstatement of the consolidated financial statements. The results of our audit
procedures, including the procedures performed to address the matters below, provide the basis for our
audit opinion on the accompanying consolidated financial statements.

Estimation of Decommissioning and Site Rehabilitation Costs

As disclosed in Notes 3 and 16 to the consolidated financial statements, the Group has recognized
provision for decommissioning and site rehabilitation for its open pit mines totaling 21,606 million as of
December 31, 2016. This matter is important to our audit because the amount involved is material and
the estimation of the provision requires the exercise of significant management judgment and estimation,
including the use of assumptions, such as the costs of backfilling, reforestation, rehabilitation activities on
marine and rainwater conservation and maintenance of the rehabilitated area, inflation rate, and discount
rate,

Audit response

We obtained an understanding of management’s processes and controls in the estimation of future
decommissioning and site rehabilitation costs, which involved the Group’s engineers. We performed
tests of controls on the management processes and controls, We evaluated the competence, capabilities
and objectivity of the engineers and reviewed the comprehensive mine rehabilitation plans prepared by
the Group’s Reforestation Department. We obtained an understanding from the engineers about their
bases for identifying and estimating the costs for various mine rehabilitation and closure activities, such
as backfilling, reforestation and maintenance of the rehabilitated area. We compared the cost estimates to
billings, invoices and official receipts. We also evaluated the discount and inflation rates used by
comparing these to external data.

Estimation of Mineable Ore Reserves

As discussed in Notes 3 and 9 to the consolidated financial statements, the Group’s mining properties and
stripping activity asset totaling 5,183 million as of December 31, 2016 are amortized using the units of
production method. Under this method, management is required to estimate the volume of mineable ore
reserves for the remaining life of the mine which is a key input to the amortization of mining properties.
This matter is significant to our audit because the estimation of the mineable ore reserves for the Group’s
Narra and Molave mines for the remaining life of the mines requires significant estimation from
management’s specialist.

Audit response

We obtained an understanding of management’s processes and controls in the estimation of mineable ore
reserves. We performed tests of controls on the management processes and controls. We evaluated the
competence, capabilities and objectivity of the external specialist engaged by the Group to perform an
independent assessment of the ore reserves. We reviewed the specialist’s report and obtained an
understanding of the nature, scope and obJthLVﬁq of theipwork azfi ‘basis of estimates including any
changes in the reserves during the year. {We, aJso ‘te;sted the apypl) of the estimated ore reserves in the
amortization of mining properties and Sti [\:;5'1 g dctivity asset. /" "
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Other Information

Management is responsible for the other information. The other information comprises the information
included in the SEC Form 20 IS (Definitive Information Statement), SEC Form 17 A and Annual Report
for the year ended December 31, 2016, but does not include the consolidated financial statements and our
auditor’s report thereon. The SEC Form 20 IS (Definitive Information Statement), SEC Form 17 A and
Annual Report for the year ended December 31, 2016 are expected to be made available to us after the
date of this auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we will not
express any form of assurance conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the
other information identified above when it becomes available and, in doing so, consider whether the other
information is materially inconsistent with the consolidated financial statements or our knowledge
obtained in the audits, or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with PFRSs, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the Group or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with PSAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these consolidated financial statements.

AT A
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As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

¢ Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the -
effectiveness of the Group’s internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

» Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Group’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Group to cease —
to continue as a going concern.

¢ Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

» Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the audit. We remain solely
responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.
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From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Cyril Jasmin B.

Valencia.

SYCIP GORRES VELAYO & CO.

g A Dpprize . VAT leR
ril Jagthin B. Valencia
Partner
CPA Certificate No. 90787
SEC Accreditation No, 1229-AR-1 (Group A),
May 12, 2015, valid until May 11, 2018
Tax Identification No. 162-410-623
BIR Accreditation No., 08-001998-74-2015,
February 27, 2015, valid until February 26, 2018
PTR No. 5908770, January 3, 2017, Makati City

February 23, 2017

A member finm of £rnst & Young Global Limited
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SEMIRARA MINING AND POWER CORPORATION AND. SUBSIDIA

{(Formerly Semirara Mining Corporation and Subsidiaries)

rﬁr\:\) foracdiies in
R

CONSOLIDATED STATEMENTS OF FINANCIAL P S;TIQN““—M——w e

ASSETS

Current Assets

Cash and cash equivalents (Notes 4, 31 and 32) £6,993,039.850 P4,745,608,379
Receivables (Notes 5, 19, 30 and 31) 5,685,581,598 2,780,770,361
Inventories (Notes 6 and 9} 5,386,460,570 4,382,606,923
Investment in joint venture (Note 7) 52,385,054 -
Investment in sinking fund (Notes 10, 14, 30 and 31) 68,716,379 460,234,017
Other current assets (Notes § and 29) 2,968,146,401 2,723,488,856
Total Current Assets 21,154,329,852 15,092,708,536
Noncurrent Assets
Property, plant and equipment (Note 9) 43,352,166,628 36,742,656,343
Exploration and evaluation asset (Note 11) - 3,015,464,959
Deferred tax assets - net (Note 26) 518,516,979 535,544,818
Other noncurrent assets (Notes 12, 29, 30 and 31) 735,463,043 1,770,662,5389
Total Noncurrent Assets 44,606,146,650 42,064,328,709
' P65,760,476,502  B57,157,037,245
LIABILITIES AND EQUITY
Current Liabilities
Trade and other payables (Notes 15, 19, 30 and 31) P12,220,953,070 £7,371,993,321
Short-term loans (Notes 13, 30 and 31) 1,600,000,000 2,993,000,994
Current portion of long-term debt (Notes 14, 30 and 31) 1,831,583,887 5,190,727, 400
Total Current Liabilities 15,652,536,957 15,555,721,715
Noncurrent Liabilities
Long-term debt - net of current portion (Notes 14, 30 and 31) 13,258,162,966 11,359,881,203
Provision for decommissioning and site rehabilitation (Note 16) 1,606,287,759 513,701,432
Pension liabilities (Note 20) 114,034,778 86,982,778
Other noncurrent liabilities (Notes 12 and 19) 843,142,793 2,739,667,958
Total Noncurrent Liabilities 15,821,628,296 14,700,233,371
Totat Liabilities 31,474,165,253 30,255,955,086
Equity :
Capital stock (Notes 17 and 30) 1,068,750,000 1,068,750,000
Additional paid-in capital (Notes 17 and 30) 6,675,527,411 6,675,527,411
Retained earnings (Nofes 18 and 30):
Unappropriated 19,152,984,511 13,887,314,523
Appropriated 7,800,000,000 5,300,000,000
Remeasurement losses on pension plan (Notes 20 and 30) (23,403,645) (30,509,775)
Treasury shares (Notes 17 and30) . (387,547,028) -
Total Equity Fo 34,286,311,249 26,901,082,159
P65,760,476,502  B57,157,037,245
U
See accompanying N ot Y ) f

AR 122

EXC Euf*'\;n.*"'- RSN
: E—

AUV ER




SEMIRARA MINING AND POWER CORPORATION AND SUBSIDIARIES

(Formerly Semirara Mining Corporation and Subsidiaries)

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31
2016 2015 2014
REVENUE (Note 33)
Coal $£20,079,462,056 B11,781,825,168 R16,276,929,798
Power 16,504,913,084 12,898,346,411  12,308,411,291

36,584,375,140  24,680,171,579  28,5835,341,089

COST OF SALES (Notes 21 and 33)

Coal 11,013,499,805 6,387,819.465 10,228,011,439
Power 7,687,521,521 4,154,272,504 8,699,475,102
18,701,021,326  10,542,092,369  18,927,486,541
GROSS PROFIT 17,883,353,814 14,138,079,210  5,657,854,548
OPERATING EXPENSES (Notes 22 and 33) (4,998,366,240)  (4,389,084,485)  (3,220,999,377)
INCOME FROM OPERATIONS 12,884,487,574  9,748,994,725  6,436,855,171
OTHER INCOME (CHARGES) - Net
Finance income (Notes 24 and 33) 83,238,696 57,563,749 41,452,768
Finance costs (Notes 23 and 33) (598,992,706) (278,187,914) (323,228,324)
Foreign exchange losses - net {(Note 33) (403,425,989)  (300,056,178) (52,140,999)
Other income - net (Notes 25 and 33) 938,441,998 440,678,630 205,488,733
19,261,999 {80,001,713) (128,427,822}
INCOME BEFORE INCOME TAX 12,903,749,573  9,668,993,012  6,308,427,349
PROVISION FOR (BENEFIT FROM)
INCOME TAX (Notes 26 and 33) 863,079,585 1,182,083,931 (552,867,130)
NET INCOME 12,040,669.988  8,486,909,08]1  6,861,294,479

OTHER COMPREHENSIVE INCOME (LOSS)

Items not to be reclassified to profit or loss in
subsequent periods

Remeasurement gains (losses) on pension plan

(Note 20) 10,151,614 (24,340,625) (10,849,524)
Income tax effect (3,045,484) 7,302,187 3,254,857
7,106,130 {(17,038,438) (7,594,667)

TOTAL COMPREHENSIVE INCOME P12,047,776,118 18,469,870,643 £6,853,699,812
Basic/Diluted Earnings per Share (Note 27) £11.28 B7.94 P6.42

See accompanying Notes fo Consolidated Financial Statements.
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SEMIRARA MINING AND POWER CORPORATION AND SUBSIDIARIES

(Formerly Semirara Mining Corporation and Subsidiaries)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax $12,903,749.573  £9,668,993,012 P6,308,427,349
Adjustments for:
Depreciation and amortization (Notes 9, 12, 21 and 22) 3,680,181,127 1,742,035,951 1,984,125,281
Finance costs (Note 23) 598,992,706 278,187,914 323,228,324
Provision for doubtful accounts
(Notes 5 and 22) 149,533,034 925,151,744 -
Pension expense (Note 20) 45,927,827 19,392,265 17,284,869
Provision for (reversal of) allowance for inventory
obsolescence (Note 6) 1,239,090 20,902,458 (12,154,784)
Loss {gain) on sale of equipment (Notes 9 and 25) 174,667 (76,461,975) (336,750)
Loss on disposal and write-down of property, plant and
equipment (Notes 9 and 22) - 16,087,500 110,976
Reversal of impairment losses (Notes 12 and 22) - (10,683,653) -
Net unrealized foreign exchange losses (gain) (47,305,303) 331,743,560 57,873,085
Finance income (Note 24) (83,238,696) (57,563,749) (41,452,768)
Operating income before changes in operating assets and

liabilities 17,249,254,025  12,857,785,027  8,637,105,582
Changes in operating assets and liabilities:

Decrease (increase) in:
Receivables (3,054,344,271) 421,890,473 92,816,713
Inventories (847,783,647 (1,499,056,144)  1,853,389,992
Other current assets (258,648,262) {427,040,042) (862,837,500)
Increase in trade and other payables 4,744,643,151 186,149,582 2,481,608,982
Cash gcnerated from operations 17,833,120,996 11,739,728,896  12,202,083,769
Coniributions to the fund (Note 20) (8,724,213) (5,780,005) (10,749,863)
Interest received 83,238,690 57,472,448 41,822,817
Interest paid (696,337,575)  (264,564,378)  (299,397,199)
Income taxes paid (790,821,132)  (842,987,927) (8,116,083)
Net cash provided by operating activities 16,420,476,772 10,633,869,034  11,925,643,441
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to:

Property, plant and equipment (including borrowing cost)

(Notes 9 and 32) (5,302,606,832) (4,467,465,139) (9.418,691,745)
Exploration and evaluation asset (Notes 9 and 11) (1,932,281,360) (566,470,643) (1,317,485,410)
Investment in joint venture (Note 7) (52,385,054) - -
Computer software (Note 12) (7,220,424) (2,803,293) (3.318,631)

Proceeds from sale of equipment (Note 9) 3,000,000 76,461,975 336,750
Decrease (increase) in: - -
Investment in sinking fund (Note 10) 391,517,638 61,546,856 (4,177,649)
Other noncurrent assets (Note 12) 1,039,651,801 (223,135,347 32,997,722
Increase {decrease) in other noncurrent liabilities (Note 12) (829,158,729) 6,237,623 39,075,247

Net cash used in investing activities

(6,689,482,960) (5,115,627,968) (10,671,263,716)

(Forward)
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Years Ended December 31

2016 2013 2014

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from availment of loans (Notes 13 and 14) P10,823,782,102 £9.884,196,533 P10,357,708,086
Acquisition of treasury shares (387,547,028) - -
Payments of:

Loans (Notes 13 and 14) (13,478,092,863) (10,076,979,391) (8,470,867,131)

Dividends (Note 18) (4,275,000,000)  (4,275,000,000)  {4,275,000,000)
Net cash used in financing activities (7,316,857,78%) (4.467,782,858) (2,388,159,045)
EFFECT OF EXCHANGE RATE CHANGES ON CASH

AND CASH EQUIVALENTS (166,704,552) (37,975,373} (2,402,401
NET INCREASE (DECREASE) IN CASH AND

CASH EQUIVALENTS 2,247,431,471 1,062,482,835  (1,136,181,721)
CASH AND CASH EQUIVALENTS AT BEGINNING

OF YEAR 4,745,608,379  3,683,125,544 _ 4,819,307,265
CASH AND CASH EQUIVALENTS AT END

OF YEAR (Note 4) $6,993,039,850 P4,745,608,379 B3,683,125,544

See accompanying Notes to Consolidated Financial Statements.
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SEMIRARA MINING AND POWER CORPORATION AND SUBSIDIARIES

(Formerly Semirara Mining Corporation and Subsidiaries)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

Semirara Mining and Power Corporation (the Parent Company) is a corporation incorporated in
the Philippines on February 26, 1980. The Parent Company’s registered and principal office
address is at 2/F DMCI Plaza, 2281 Don Chino Roces Avenue, Makati City. The Parent
Company’s shares of stock are listed and currently traded at the Philippine Stock Exchange (PSE).
The Parent Company is 56.51% owned subsidiary of DMCI Holdings, Inc. (DMCI-HI), a publicly
listed entity in the Philippines and its ultimate Parent Company.

The Parent Company and its subsidiaries will be collectively referred herein as “the Group”.

The Group’s primary purpose is to search for, prospect, explore, dig and drill, mine, exploit,
extract, produce, mill, purchase or otherwise acquire, store, hold transport, use experiment with,
market, distribute, exchange, sell and otherwise dispose of, import, export and handle, trade, and
generally deal in, ship coal, coke, and other coal products of all grades, kinds, forms, descriptions
and combinations and in general the products and by-products which may be derived, produced,
prepared, developed, compounded, made or manufactured there; to acquire, own, maintain and
exercise the rights and privileges under the coal operating contract within the purview of
Presidential Decree No. 972, “The Coal Development Act of 1976, and any amendments thereto
and to acquire, expand, rehabilitate and maintain power generating plants, develop fuel for
generation of electricity and sell electricity to any person or entity through electricity markets
among others.

On August 18, 2014, the Securities and Exchange Commission (SEC) approved the change in the
corporate name of Semirara Mining Corporation to “Semirara Mining and Power Corporation”.
This change was sought to reflect the forward integration of the Parent Company’s business as a
coal supplier or producer to power generation through its wholly owned subsidiaries.

The consolidated financial statements as of December 31, 2016 and 2015 and for each of the three
years in the period ended December 31, 2016 were authorized for issue by the Executive
Committee of the Board of Directors (BOD) on February 23, 2017,

2. Summary of Significant Accounting Policies

Basis of Preparation

The consolidated financial statements have been prepared using the historical cost basis. The
consolidated financial statements are prepared in Philippine Peso (B), which is also the Parent
Company’s functional currency. All amounts are rounded off the nearest peso, except when
otherwise indicated,

Statement of Compliance fsii __;;:-'.';; R
The accompanying consolidated financial statenl"-l@ft;i_t§ of the Group have been prepared in
compliance with Philippine Financial Reporting S‘ft!\ 1dards (PFRS).
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Basis of Consolidation
The consolidated financial statements comprise the financial statements of the Group as of

December 31, 2016 and 2015, and for each of the three years in the period ended
December 31, 2016.

The consolidated financial statements are prepared using uniform accounting policies for like
transactions and other events in similar circumstances. All intra-group assets and liabilities,
equity, income, expenses, dividends and cash flows relating to transactions between members of
the Group are eliminated in full on consolidation.

Control is achieved when the Group is exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to affect those returns through its power over the
investee. Specifically, the Group controls an investee if and only if the Group has:

» Power over the investee (i.e., existing rights that give it the current ability to direct the relevant
activities of the investee)

s Exposure, or rights, to variable returns from its involvement with the investee, and

o The ability to use its power over the investee to affect its returns

When the Group has less than a majority of the voting or similar rights of an investee, the Group
considers all relevant facts and circumstances in assessing whether it has power over an investee,
including;

o The contractual arrangement with the other vote holders of the investee
¢ Rights arising from other contractual arrangements
e The Group’s voting rights and potential voting rights

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate
that there are changes to one or more of the three elements of control. Consolidation of a
subsidiary begins when the Group obtains control over the subsidiary and ceases when the Group
loses control of the subsidiary. Assets, liabilities, income and expenses of a subsidiary acquired or
disposed of during the year are included in the consolidated statement of comprehensive income
from the date the Group gains control until the date the Group ceases to control the subsidiary.

Non-controlling interests (NCT) pertain to the equity in a subsidiary not attributable, directly or
indirectly to the Parent Company. NCI represent the portion of profit or loss and net assets in
subsidiaries not owned by the Group and are presented separately in consolidated statement of
comprehensive income, consolidated statement of changes in equity and within equity in the
consolidated statement of financial position, separately from equity holders’ of the Parent
Company.

Any equity instruments issued by a subsidiary that are not owned by the Parent Company are non-
controlling interests including preferred shares and options under share-based transactions.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the
equity holders of the parent of the Group and to the non-controlling interests, even if this results in
the non-controlling interests having a deficit balance. W hen,necessary, adJ ustments are made to
the financial statements of subsidiaries to bring theiF s Cie

accounting policies. N
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A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an
equity transaction. If the Group loses control over a subsidiary, it:

» Derecognizes the assets (including goodwill) and liabilities of the subsidiary

o Derecognizes the carrying amount of any non-controlling interests

Derecognizes the cumulative translation differences recorded in equity

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 Company’s share of components previously recognized in OCl to
profit or loss or retained earnings, as appropriate, as would be required if the Group had
directly disposed of the related assets or liabilities

The consolidated financial statements include the financial statements of the Parent Company and
the following wholly owned subsidiaries (which are all incorporated in the Philippines):

Effective Percentages of Ownership

2016 2015 2014
Subsidiaries
Sem-Calaca Power Corporation (SCPC) 10000 %  100.00%  100.00%
Sem-Calaca RES Corporation (SCRC)* 100.00 106.00 1006.00
Southwest Luzon Power Generation Corporation
(SLPGC) 100.00 100.00 100.00
SEM-Cal Industrial Park Developers, Inc. (SIPDI) 100,00 100.00 100.00
Semirara Claystone, Inc. (SCI) 100.00 100.00 100.00
Semirara Energy Ultilities, Inc. (SEUI) 100.00 160.00 100.00
Southeast Luzon Power Generation Corporation
(SELPGC) 100.00 100.00 100.00
St. Raphael Power Generation Corporation (SRPGC) - 100.00 100.00

*Wholly owned subsidiary of SCPC

Except for SCPC and SLPGC, the Parent Company’s subsidiaries have not yet started commercial
operations as of December 31, 2016.

Southeast Luzon Power Generation Corporation (SELPGC) was formerly named as SEM-Balayan
Power Generation Corporation (SBPGC).

In 2016, SRPGC become a joint venture when Meralco PowerGen Corporation (MGen)
subscribed to the remaining unissued capital stock of SRPGC (see Note 7).

Business Combination and Goodwill

Business combinations are accounted for using the acquisition method. This involves recognizing
identifiable assets (including previously unrecognized intangible assets) and liabilities (including
contingent liabilities and excluding future restructuring) of the acquired business at fair value.

The cost of an acquisition is measured as the aggregate of the consideration transferred, measured
at acquisition date fair value and the amount of any noncontrolling interest in the acquiree For
each business combination, the acquirer meas res th% nencontmlhng interest in the acquiree either
at fair value or at the proportionate share of the; a5 quxree s identifiable net assets. Transaction
costs incurred are expensed in the consohdate(i ﬁaﬁement of comprehensive income.

[
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When the Group acquires a business, it assesses the financial assets and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, economic
circumstances and pertinent conditions as at the acquisition date. This includes the separation of
embedded derivatives in host contracts by the acquiree. If the business combination is achieved in
stages, the acquisition date fair value of the acquirer’s previously held equity interest in the
acquiree is remeasured to fair value at the acquisition date through profit or loss.

Any contingent consideration to be transferred by the acquirer will be recognized at fair value at
the acquisition date. Subsequent changes to the fair value of the contingent consideration, which
is deemed to be an asset or liability, will be recognized in accordance with Philippine Accounting
Standards (PAS) 39, Financial Instrument - Recognition and Measurement, either in profit or loss
or as a change to OCL If the contingent consideration is classified as equity, it should not be
remeasured until it is finally settled within equity.

Goodwill acquired in a business combination is initially measured at cost being the excess of the
cost of the business combination over the Group’s interest in the net fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities. Following initial recognition, goodwill is _
measured at cost less any accumulated impairment losses. For the purpose of impairment testing, l
goodwill acquired in a business combination is, from the acquisition date, allocated to each of the I
Group’s cash generating units or groups of cash generating units, that are expected to benefit from
the synergies of the combination, irrespective of whether other assets or liabilities of the Group are
assigned to those units or group of units.

Each unit or group of units to which the goodwill is allocated:

¢ represents the lowest level within the Group at which the goodwill is monitored for internal

management purposes; and -
e is not larger than a segment based on either the Group’s primary or the Group’s secondary

reporting format determined in accordance with PFRS 8, Operating Segment.

Where goodwill forms part of a cash generating unit (group of cash generating units) and part of
the operation within that unit is disposed of, the goodwill associated with the operation disposed
of is included in the carrying amount of the operation when determining the gain or loss on
disposal of the operation. Goodwill disposed of in this circumstance is measured based on the
relative values of the operation disposed of and the portion of the cash generating unit retained,

When subsidiaries are sold, the difference between the selling price and the net assets plus
cumulative translation differences and goodwill is recognized in the consolidated statement of
comprehensive income.

Acquisitions of non-controlling interests are accounted for as transactions with owners in their
capacity as owners and therefore no goodwill or profit or loss is recognized as a result.

Adjustments to non-controlling interests arising from transactions that do not involve the loss of
control are based on a proportionate amount of the net assets of the subsidiary.
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Changes in Accounting Policies and Disclosures

The accounting policies adopted are consistent with those of the previous financial year, except for
the adoption of the following amended standards and improvements to PFRS which the Group has
adopted starting January 1, 2016. Unless otherwise indicated, the adoption did not have any
significant impact to the consolidated financial statements of the Group.

Amendments to PFRS 10, PFRS 12 and PAS 28, Investment Entities: Applying the
Consolidation Exception

Amendments to PFRS 11, Accounting for Acquisitions of Interests in Joint Operations
PFRS 14, Regulatory Deferral Accounts

Amendments to PAS 1, Disclosure Initiative

Amendments to PAS 16 and PAS 38, Clarification of Acceptable Methods of Depreciation
and Amortization

Amendments to PAS 16 and PAS 41, Agriculture: Bearer Planis

Amendments to PAS 27, Equity Method in Separate Financial Statements

Annual Improvements to PFRSs 2012 - 2014 Cycle

*  Amendment to PYRS 5, Changes in Methods of Disposal

* Amendment to PFRS 7, Servicing Contracts

¢ Amendment to PFRS 7, Applicability of the Amendments to PFRS 7 to Condensed Interim
Financial Statements

e  Amendment to PAS 19, Discount Rate: Regional Market Issue

¢ Amendment to PAS 34, Disclosure of Information ‘Elsewhere in the Interim Financial
Report’

Standards Issued But Not Yet Effective

The Group has not applied the following PFRS, PAS and Philippine Interpretations which are not
yet effective as of December 31, 2016. The Group intends to adopt those standards when they

become effective. Unless otherwise indicated, adoption of these standards and interpretations are
not expected to have any significant impact on the consolidated financial statements of the Group.

Effective beginning on or after January 1, 2017

Amendment to PFRS 12, Clarification of the Scope of the Standard (Part of Annual
Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that the disclosure requirements in PFRS 12, other than those relating
to summarized financial information, apply to an entity’s interest in a subsidiary, a joint
venture or an associate (or a portion of its interest in a joint venture or an associate) that is
classified (or included in a disposal group that is classified) as held for sale.

Amendments to PAS 7, Statement of Cash Flows, Disclosure Initiative

The amendments to PAS 7 require an entity to provide disclosures that enable users of
financial statements to evaluate changes in liabilities arising from financing activities,
including both changes arising from cash flows and non-cash changes (such as foreign
exchange gains or losses). On initial application of the amendments, entities are not required
to provide comparative information for preceding periods. Early apphcatlon of the
amendments is permitted.

RO O
Application of amendments will result 11\aid@ﬁtlona1 discldsures’in the 2017 consolidated
financial statements of the Group. | } j "
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Amendments to PAS 12, Income Taxes, Recognition of Deferred Tax Assets for Unrealized
Losses

The amendments clarify that an entity needs to consider whether tax law restricts the sources
of taxable profits against which it may make deductions on the reversal of that deductible
temporary difference. Furthermore, the amendments provide guidance on how an entity
should determine future taxable profits and explain the circumstances in which taxable profit
may include the recovery of some assets for more than their carrying amount.

Entities are required to apply the amendments retrospectively. However, on initial application
of the amendments, the change in the opening equity of the earliest comparative period may
be recognized in opening retained earnings (or in another component of equity, as
appropriate), without allocating the change between opening retained earnings and other
components of equity. Entities applying this relief must disclose that fact. Early application
of the amendments is permitted. The Group is currently assessing the impact of these
amendments on its financial statements. '

Effective beginning on ov after January 1, 2018

Amendments to PFRS 2, Share-based Payment, Classification and Measurement of Share-
based Payment Transactions

The amendments to PFRS 2 address three main areas; the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaction; the classification of a share-
based payment transaction with net settlement features for withholding tax obligations; and
the accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash settled to equity settled.

On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three amendments and if other criteria
are met. Early application of the amendments is permitted.

This is not applicable to the Group because it does not have share-based payment
arrangements.

Amendments to PFRS 4, Insurance Contracts, Applying PFRS 9, Financial Instruments, with
PFRS 4 .

The amendments address concerns arising from implementing PFRS 9, the new financial
instruments standard before implementing the forthcoming insurance contracts standard. They
allow entities to choose between the overlay approach and the deferral approach to deal with
the transitional challenges. The overlay approach gives all entities that issue insurance
contracts the option to recognize in other comprehensive income, rather than profit or loss, the
volatility that could arise when PFRS 9 is applied before the new insurance contracts standard
is issued. On the other hand, the deferral approach gives entities whose activities are
predominantly connected with insurance an optional temporary exemption from applying
PFRS 9 until the earlier of application of the forthcoming insurance contracts standard or

January 1, 2021. - ¥

The overlay approach and the deferral approac rml,} only be ‘avallable to an entxty if it has not
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previously applied PFRS 9.

The amendments are not applicable to the Group!
have activities that are predominantly connecte
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PFRS 13, Revenue from Contracts with Customers

PFRS 15 establishes a new five-step model that will apply to revenue arising from contracts
with customers. Under PFRS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or
services to a customer. The principles in PFRS 15 provide a more structured approach to
measuring and recognizing revenue.

The new revenue standard is applicable to all entities and will supersede all current revenue
recognition requirements under PFRSs. Either a full or modified retrospective application is
required for annual periods beginning on or after January 1, 2018. The Group is currently
assessing the impact of these amendments on its financial statements.

PFRS 9, Financial Instruments

PFRS 9 reflects all phases of the financial instruments project and replaces PAS 39, Financial
Instruments: Recognition and Measurement, and all previous versions of

PFRS 9. The standard introduces new requirements for classification and measurement,
impairment, and hedge accounting. PFRS 9 is effective for annual periods beginning on or
after January 1, 2018, with early application permitted. Retrospective application is required,
but providing comparative information is not compulsory. For hedge accounting, the
requirements are generally applied prospectively, with some limited exceptions.

The adoption of PFRS 9 will have an effect on the classification and measurement of the
Group’s financial assets and impairment methodology for financial assets, but will have no
impact on the classification and measurement of the Group’s financial Labilities. The
adoption will also have an effect on the Group’s application of hedge accounting and on the
amount of its credit losses. The Group is currently assessing the impact of adopting this
standard.

Amendments to PAS 28, Measuring an Associate or Joint Venture at Fair Value (Part of
Annual Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that an entity that is a venture capital organization, or other qualifying
entity, may elect, at initial recognition on an investment-by-investment basis, to measure its
investments in associates and joint ventures at fair value through profit or loss. They also
clarify that if an entity that is not itself an investment entity has an interest in an associate or
joint venture that is an investment entity, the entity may, when applying the equity method,
elect to retain the fair value measurement applied by that investment entity associate or joint
venture to the investment entity associate’s or joint venture’s interests in subsidiaries. This
election is made separately for each investment entity associate or joint venture, at the later of
the date on which (a) the investment entity associate or joint venture is initially recognized; (b)
the associate or joint venture becomes an investment entity; and (c) the investment entity
associate or joint venture first becomes a parent. The amendments should be applied
retrospectively, with earlier application permitted. The Group is currently assessing the
impact of adopting this standard.

Amendments to PAS 40, Investment Property, Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management’s
intentions for the use of a property does not provide evidence of a change in use. The
amendments should be applied prospectively to changes in use that occur on or after the

AR
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beginning of the annual reporting period in which the entity first applies the amendments.

- Retrospective application is only permitted if this is possible without the use of hindsight.

Philippine Interpretation IFRIC 22, Foreign Currency Transactions and Advance
Consideration

The interpretation clarifies that in determining the spot exchange rate to use on initial
recognition of the related asset, expense or income (or part of it) on the derecognition of a
non-monetary asset or non-monetary liability relating to advance consideration, the date of the
transaction is the date on which an entity initially recognizes the nonmonetary asset or non-
monetary liability arising from the advance consideration. If there are multiple payments or
receipts in advance, then the entity must determine a date of the transactions for each payment
or receipt of advance consideration. The interpretation may be applied on a fully retrospective
basis. Entities may apply the interpretation prospectively to all assets, expenses and income in
its scope that are initially recognized on or after the beginning of the reporting period in which
the entity first applies the interpretation or the beginning of a prior reporting period presented
as comparative information in the financial statements of the reporting period in which the
entity first applies the interpretation.

PFRS 16, Leases

Under the new standard, lessees will no longer classify their leases as either operating or
finance leases in accordance with PAS 17, Leases. Rather, lessees will apply the single-asset
model. Under this model, lessees will recognize the assets and related liabilities for most
leases on their balance sheets, and subsequently, will depreciate the lease assets and recognize
interest on the lease liabilities in their profit or loss. Leases with a term of 12 months or less
or for which the underlying asset is of low value are exempted from these requirements.

The accounting by lessors is substantially unchanged as the new standard carries forward the
principles of lessor accounting under PAS 17. Lessors, however, will be required to disclose
more information in their financial statements, particularly on the risk exposure to residual
value.

Entities may early adopt PFRS 16 but only if they have also adopted PFRS 15. When
adopting PFRS 16, an entity is permitted to use either a full retrospective or a modified
retrospective approach, with options to use certain transition reliefs.

The Group is currently assessing the impact of adopting PFRS 16.

Deferred effectivity

Amendments to PFRS 10 and PAS 28, Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture

The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The
amendments clarify that a full gain or loss is recognized when a transfer to an associate or
joint venture involves a business as defined in PFRS 3, Business Combinations. Any gain or
loss resuiting from the sale or contribution of assets that does not constitute a business,
however, is recognized only to the extent of unrelated investors’ interests in the associate or
joint venture.

T
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On January 13, 2016, the Financia! Reporting Standards Council postponed the original
effective date of January 1, 2016 of the said amendments until the International Accounting
Standards Board has completed its broader review of the research project on equity accounting
that may result in the simplification of accounting for such transactions and of other aspects of
accounting for associates and joint ventures.

Significant Accounting Policies and Disclosures

Cash and Cash Equivalents

Cash and cash equivalents in the consolidated statement of financial position comprise cash in
banks and on hand and short-term deposits with an original maturity of three months or less, but
excludes any restricted cash that is not available for use by the Group and therefore is not
considered highly liquid.

For the purpose of the consolidated statement of cash flows, cash and cash equivalents consist of
cash and cash equivalents as defined above, net of outstanding bank overdrafts,

Financial Assets and Financial Liabilities

Date of recognition

The Group recognizes a financial asset or a financial liability on the consolidated statement of
financial position 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

Financial assets and financial liabilities are recognized initially at fair value. Transaction costs are
included in the initial measurement of all financial assets and financial liabilities, except for
financial instruments measured at fair vaiue through profit or loss (FVPL). Financial assets in the
scope of PAS 39 are classified as either financial assets at FVPL, loans and receivables, held-to-
maturity (HTM) financial assets, or available-for-sale (AFS) financial assets, as appropriate.

Financial liabilities are classified as either financial liabilities at FVPL or other financial liabilities.

As of December 31, 2016 and 2015, the Group’s financial assets and financial liabilities are of the
nature of loans and receivables and other financial liabilities.

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.

‘Day 1’ difference

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 Group recognizes the difference between the
transaction price and fair value (a ‘Day 1 difference) in the consolidated statement of
comprehensive 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 consolidated statement of
comprehensive income when the inputs become observable or when the instrument is
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derecognized. For each transaction, the Group determines the appropriate method of recognizing
the ‘Day 1’ difference 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 financial assets or financial assets at
FVPL. These are included in current assets if maturity is within 12 months from reporting date
otherwise, these are classified as noncurrent assets. This accounting policy relates to the
consolidated statement of financial position accounts ‘Cash and cash equivalents’, ‘Receivables’,
‘Investment in sinking fund’ and ‘Environmental guarantee fund’ under other noncurrent assets.

After initial measurement, the loans and receivables are subsequently measured at amortized cost
using the effective interest rate (EIR) 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 EIR and transaction costs. The amortization is included in ‘Finance income’ in
the consolidated statement of comprehensive income.

Gains and losses are recognized in the consolidated statement of comprehensive income when the
loans and receivables are derecognized or impaired as well as through amortization process.

Other financial liabilities

Other financial liabilities pertain to issued financial instruments that are not classified or
designated as financial liabilities at FVPL and contain contractual obligations to deliver cash or
other financial assets to the holder or to settle the obligation other than the exchange of a fixed
amount of cash or another financial asset for a fixed number of own equity shares.

Other financial liabilities include trade and other payables, short-term loans and long-term debt.
All loans and borrowings are initially recognized at the fair value of the consideration received
less directly attributable transaction costs.

After initia) recognition, short-term loans, trade and other payables and long-term debts are
subsequently measured at amortized cost using the EIR method. Gains or losses are recognized in
consolidated statement of comprehensive income when liabilities are derecognized, as well as
through the amortization process. Any effects of restatement of foreign currency-denominated
liabilities are recognized under the ‘Foreign exchange (gains) losses - net’ in consolidated
statement of comprehensive income.

Deferred Financing Costs

Deferred financing costs represent debt issue costs arising from the fees incurred to obtain project
financing. This is included in the initial measurement of the related debt. The deferred financing
costs are treated as a discount on the related debt and are amortized using the EIR method over the
term of the related debt.

AR RS A



<11~

Fair Value Measurement

The Group discloses the fair value of financial instruments measured at amortized cost such as
loans and receivables and other financial liabilities at each reporting date. Fair value is the
estimated 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. The fair value measurement is

based on the presumption that the transaction to sell the asset or transfer the liability takes place
either:

¢ In the principal market for the asset or liability, or
e In the absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to by the Group.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their
economic best interest.

A fair value measurement of a nonfinancial asset takes into account a market participant's ability
to generate economic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximizing the use of relevant observable
inputs and minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements
are categorized within the fair value hierarchy, described as follows, based on the lowest level
input that is significant to the fair value measurement as a whole:

¢ Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities
e Level 2 - Valuation techniques for which the lowest level input that is significant to the fair
" value measurement is directly or indirectly observable
e Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservable

For assets and liabilities that are recognized in the financial statements on a recurring basis, the
Group determines whether transfers have occurred between Levels in the hierarchy by reassessing
categorization (based on the lowest level input that is significant to the fair value measurement as
a whole) at the end of each reporting date.

Impairment of Financial Assets

The Group assesses at each reporting 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.

Evidence of impairment may include indications that the borrower or a group of borrowers is

experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptcy or other financial reorganization and
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where obscrvable data indicate that there is measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that correlate with defauits.

Loans and receivables

For loans and receivables carried at amortized cost, the Group 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 Group 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 assessed 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.

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 Group to reduce any differences
between loss estimates and actual loss experience.

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 Group 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 EIR (i.e., the EIR computed at initial recognition). If a loan has a
variable interest rate, the discount rate for measuring any impairment loss is the current EIR.

The carrying amount of the asset is reduced through use of an allowance account and the amount
of loss is charged to the consolidated statement of comprehensive income during the period in
which it arises. Interest income continues to be recognized based on the original EIR 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 and all collateral has been realized or has
been transferred to the Group.

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 in consolidated statement
of comprehensive income, to the extent that the c?gj"yi&gm@.lue;of the asset does not exceed its
amortized cost at the reversal date. o ALY
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Derecognition of Financial Instruments

Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is primarily derecognised (i.e., removed from the Group’s consolidated statement
of financial position) when:

e The rights to receive cash flows from the asset have expired, or
The Group has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a
‘pass-through’ arrangement; and either (a) the Group has transferred substantially all the risks
and rewards of the asset, or (b) the Group has neither transferred nor retained substantially all
the risks and rewards of the asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset or has entered into a
pass-through arrangement, it evaluates if and to what extent it has retained the risks and rewards of
ownership. When it has neither transferred nor retained substantially all of the risks and rewards
of the asset, nor transferred control of the asset, the Group continues to recognize the transferred
asset to the extent of the Group’s continuing involvement. In that case, the Group also recognizes
an associated liability. The transferred asset and the associated liability are measured on a basis
that reflects the rights and obligations that the Group has retained.

Financial liabilities
A financial liability is derecognized when the obligation under the liability is discharged or
cancelled or has expired.

When 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 Hability and the recognition of a new
liability, and the difference in the respective carrying amounts is recognized in the consolidated
statement of comprehensive income.,

Offsetting of Financial Instruments
Financial assets and financial liabilities are offset and the net amount is reported in the

consolidated statement of financial position if there is a currently enforceable legal right to set off
the recognized amounts and there is intention to settle on a net basis, or to realize the asset and
settle the liability simultaneously. The Group assesses that it has a currently enforceable right to
offset if the right is not contingent on a future event, and is legally enforceable in the normal
course of business, event of default, and event of insolvency or bankruptcy of the Group and all of
the counterparties.

Inventories

Inventories are valued at the lower of cost and net realizable value (NRV). NRYV 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 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 period cost, all other production related
costs are charged to production cost.
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Spare parts and supplies are usually carried as inventories and are recognized in the consolidated
statement of comprehensive income when consumed. Inventories transferred to property, plant
and equipment are used as a component of self-constructed property, plant and equipment and are
recognized as expense during useful life of that asset. Transfers of inventories to property, plant
and equipment do not change the carrying amount of the inventories.

Exploration and Evaluation Asset
Exploration and evaluation activity involves the search for mineral resources, the determination of
technical feasibility and the assessment of commercial viability of an identified resource.

Exploration and evaluation activity includes:

Researching and analyzing historical exploration data

Gathering exploration data through geophysical studies
Exploratory drilling and sampling

Determining and examining the volume and grade of the resource
Surveying transportation and infrastructure requnrements
Conducting market and finance studies

License costs paid in connection with a right to explore in an existing exploration area are
capitalized and amortized over the term of the permit. Once the legal right to explore has been
acquired, exploration and evaluation expenditure is charged to consolidated statement of
comprehensive income as incurred, unless the Group’s management concludes that a future
economic benefit is more likely than not to be realized. These costs include materials and fuel
used, surveying costs, drilling costs and payments made to contractors. '

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

Expenditure is transferred from ‘Exploration and evaluation asset’ to ‘Mine properties, mining
tools and other equipment’ which is included under ‘Property, plant and equipment’ once the work
completed to date supports the future development of the property and such development receives
appropriate approvals,

After transfer of the exploration and evaluation asset, all subsequent expenditure on the
construction, installation or completion of infrastructure facilities is capitalized in ‘Mine
properties, mining tools and other equipment’.

Stripping Costs

As part of its mining operations, the Group incurs stripping (waste removal) costs both during the
development phase and production phase of its operations. Stripping costs incurred in the
development phase of a mine, before the production phase commences (development stripping},
are capitalized as part of the cost of mine properties and subsequently amortized over its useful life
using the units of production method over the mine life. The capitalization of development
stripping costs ceases when the mme/component is comm1ssmned and ready for use as intended
by management.

After the commencement of production further development of the mine may require a phase of

unusually high stripping that is similar in nature to development phase stripping. The costs of
such stripping are accounted for in the same way as development stripping (as discussed above).

I
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Stripping costs incurred during the production phase are generally considered to create two
benefits, being either the production of inventory or improved access to the coal body to be mined
in the future. Where the benefits are realized in the form of inventory produced in the period, the
production stripping costs are accounted for as part of the cost of producing those inventories.
Where the benefits are realized in the form of improved access to ore to be mined in the future, the
costs are recognized as a noncurrent asset, referred to as a stripping activity asset, if the following
criteria are met:

s Future economic benefits (being improved access to the coal body) are probable;

e The component of the coal body for which access will be improved can be accurately
identified; and

¢ The costs associated with the improved access can be reliably measured.

If all of the criteria are not met, the production stripping costs are charged to the consolidated
statement of comprehensive income as operating costs as they are incurred.

In identifying components of the coal body, the Group works closely with the mining operations
department for each mining operation to analyze each of the mine plans. Generally, a component
will be a subset of the total coal body, and a mine may have several components. The mine plans,
and therefore the identification of components, can vary between mines for a number of reasons.
These include, but are not limited to: the type of commodity, the geological characteristics of the
coal body, the geographical location, and/or financial considerations.

The stripping activity asset is initially measured at cost, which is the accumulation of costs
directly incurred to perform the stripping activity that improves access to the identified component
of coal body, plus an allocation of directly attributable overhead costs. If incidental operations are
occurring at the same time as the production stripping activity, but are not necessary for the
production stripping activity to continue as planned, these costs are not included in the cost of the
stripping activity asset. If the costs of the inventory produced and the stripping activity asset are
not separately identifiable, a relevant production measure is used to allocate the production
stripping costs between the inventory produced and the stripping activity asset. This production
measure is calculated for the identified component of the coal body and is used as a benchmark to
identify the extent to which the additional activity of creating a future benefit has taken place.

The stripping activity asset is accounted for as an addition to, or an enhancement of, an existing
asset, being the mine asset, and is included as part of ‘Mine properties, mining tools and mining
equipment’ under ‘Property, plant and equipment’ in the consolidated statement of financial
position. This forms part of the total investment in the relevant cash generating unit, which is
reviewed for impairment if events or changes of circumstances indicate that the carrying value
may not be recoverable.

The stripping activity asset is subsequently depreciated using the units of production method over
the life of the identified component of the coal body that became more accessible as a result of the
stripping activity. Economically recoverable reserves, which comprise proven and probable
reserves, are used to determine the expected useful life of the identified component of the coal
body. The stripping activity asset is then carried at cost less depreciation and any impairment
losses.
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Mineable Ore Reserves

Mineable ore reserves are estimates of the amount of coal that can be economically and legally
extracted from the Group’s mining properties. The Group estimates its mineable ore reserves
based on information compiled by appropriately qualified persons relating to the geological data
on the size, depth and shape of the coal body, and require complex geological judgments to
interpret the data. The estimation of recoverable reserves is based upon factors such as estimates
of foreign exchange rates, commodity prices, future capital requirements, and production costs
along with geological assumptions and judgments made in estimating the size and grade of the
coal body. Changes in the reserve or resource estimates may impact the amortization of mine
properties included as part of ‘“Mine properties, mining tools and other equipment’ under
‘Property, plant and equipment’.

Property, Plant and Equipment

Upon completion of mine construction, the assets are transferred into property, plant and
equipment. Items of property, plant and equipment except land are carried at cost less
accumulated depreciation and any impairment in value.

The initial cost of property, plant and equipment also comprises its purchase price or construction :
cost, including non-refundable import duties, taxes, borrowing costs and any directly aitributable
costs of bringing the asset to its working condition and location for its infended 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. The present value of the expected cost for the decommissioning of the asset
after its use is included in the cost of the respective asset if the recognition criteria for a provision
are met.

Equipment in transit and construction in progress, included in property, plant and equipment, are
stated at cost. Construction in progress includes the cost of the construction of property, plant and
equipment and, for qualifying assets, borrowing cost. Equipment in transit includes the '
acquisition cost of mining equipment and other direct costs.

Mine properties consists of stripping activity asset and expenditures transferred from ‘Exploration
and evaluation asset’ once the work completed supports the future development of the property.
Mine properties are depreciated or amortized on a units of production basis over the economically
mineable reserves of the mine concerned. Mine properties are included as part of ‘Mine
properties, mining tools and other equipment’ under ‘Property, plant and equipment’ in the
consolidated statement of financial position.

Each part of an item of property, plant and equipment with a cost that is significant in relation to
the total cost of the item is depreciated separately.

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

Years
Mining tools and other equipment 2t0 13
Power plant and buildings 10 to 25
Roads and bridges 17

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

Land is stated at historical cost less any accumulated impairment losses. Historical cost includes
the purchase price and directly attributable costs.

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. When assets are

retired, or otherwise disposed of, the cost and the related accumulated depreciation are removed |

from the accounts. 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 consolidated statement of comprehensive income in the year the item is derecognized. l
|

Intangible Assets
Intangible assets acquired separately are measured on initial recognition at cost. The cost of

intangible assets acquired in a business combination is their fair value at the date of acquisition.

Following initial recognition, intangible assets are carried at cost less any accumulated
amortization and accumulated impairment losses. Internally generated intangibles, excluding
capitalized development costs, are not capitalized and the related expenditure is reflected in the
consolidated statement of comprehensive income in the period in which the expenditure is
incurred.

The useful lives of intangible assets are assessed as either finite or indefinite. Intangible assets
with finite lives are amortized over the useful economic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired. The amortization period
and the amortization method for an intangible asset with a finite usefui life are reviewed at least at
the end of each reporting date. Changes in the expected useful life or the expected pattern of
consumption of future economic benefits embodied in the asset are considered to modify the
amortization period or method, as appropriate, and are treated as changes in accounting estimates.
The amortization expense on intangible assets with finite lives is recognized in the consolidated
statement of comprehensive income as the expense category that is consistent with the function of
the intangible assets.

Intangible assets with indefinite useful lives are not amortized, but are tested for impairment
annually, either individually or at the cash-generating unit level. The assessment of indefinite life
is reviewed annually to determine whether the indefinite life continues to be supportable.

If not, the change in useful life from indefinite to finite is made on a prospective basis.

Gains or losses arising from 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
consolidated statement of comprehensive income when the asset is derecognized.

(AR



-18-

Research and development costs

Research costs are expensed as incurred. Development expenditures on an individual project are
recognized as an intangible asset when the Group can demonstrate:

» The technical feasibility of completing the intangible asset so that the asset will be available
for use or sale :

Its intention to complete and its ability to use or sell the asset

How the asset will generate future economic benefits

The availability of resources to complete the asset

The ability to measure reliably the expenditure during development
The ability to use the intangible asset generated

Following initial recognition of the development expenditure as an asset, the asset is carried at
cost less any accumulated amortization and accumulated impairment losses. Amortization of the
asset begins when development is complete and the asset is available for use. It is amortized over
the period of expected future benefit. Amortization is recorded in cost of sales of the consolidated
statement of comprehensive income. During the period of development, the asset is tested for
impairment annually.

The Group has assessed the useful life of the development costs based on the expected usage of
the asset. The useful life of capitalized development costs is twenty (20) years.

Input Value-Added Taxes (VAT)

Input tax represents the VAT due or paid on purchases of goods and services subjected to VAT
that the Group can claim against any future liability to the Bureau of Internal Revenue (BIR) for
output VAT on sale of goods and services subjected to VAT, The input tax can also be recovered
as tax credit under certain circumstances against future income tax liability of the Group upon
approval of the BIR and/or Bureau of Customs. Input tax is stated at its estimated net realizable
values. A valuation allowance is provided for any portion of the input tax that cannot be claimed
against output tax or recovered as tax credit against future income tax liability. Input tax is
recorded under current and noncurrent assets in the consolidated statement of financial position.

Investment in Joint Venture

A joint venture is a type of joint arrangement whereby the parties that have joint control of the
arrangement have rights to the net assets of the joint venture. Joint control is the contractually
agreed sharing of control of an arrangement, which exists only when decisions about the relevant
activities require unanimous consent of the parties sharing control.

The considerations made in determining joint control are similar to those necessary to determine
control over subsidiaries. The Group’s investment joint venture is accounted for using the equity
method.

Under the equity method, the investment in joint venture is initially recognized at cost. The
carrying amount of the investment is adjusted to recognize changes in the Group’s share of net
assets of joint venture since the acquisition date. Goodwill relating to the joint venture is included
in the carrying amount of the investment and is neither amortized and is not tested for impairment
individually.

Other Assets

Other assets pertain to resources controlled by the Group as a result of past events and from which
future economic benefits are expected to flow to the Group.
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Impairment of Nonfinancial Assets

The Group assesses at each reporting date whether there is an indication that its nonfinancial
assets (inventories, investment in joint venture, intangible asset, input VAT, exploration and
evaluation asset and property, plant and equipment) 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.

Inventories

NRY tests are performed at least annually and represent the estimated sales price based on
prevailing price at reporting date, less estimated cost necessary to make the sale for coal inventory
or replacement costs for spare parts and supplies. If there is any objective evidence that the
inventories are impaired, impairment losses are recognized in the consolidated statement of
comprehensive income, in those expense categories consistent with the function of the assets, as
being the difference between the cost and NRV of inventories.

Investment in joint venture

The Group determines at each reporting date whether there is any objective evidence that the
investments in joint venture is impaired. If this is the case, the Group calculates the amount of
impairment as being the difference between the fair value and the carrying value of the investee
company and recognizes the difference in the consolidated statement of comprehensive income.

Exploration and evaluation assets

Exploration and evaluation assets should be assessed for impairment when facts and circumstances
suggest that the carrying amount of an exploration and evaluation asset may exceed its recoverable
amount. Under PFRS 6, one or more of the following facts and circumstances could indicate that
an impairment test is required. The list is not intended to be exhaustive: (a) the period for which
the entity has the right to explore in the specific area has expired during the period or will expire
in the near future, and is not expected to be renewed; (b) substantive expenditure on further
exploration for and evaluation of mineral resources in the specific area is neither budgeted nor
planned; (c) exploration for and evaluation of mineral resources in the specific area have not led to
the discovery of commercially viable quantities of mineral resources and the entity has decided to
discontinue such activities in the specific area; and (d) sufficient data exist to indicate that,
although a development in the specific area is likely to proceed, the carrying amount of the
exploration and evaluation asset is unlikely to be recovered in full from successful development or
by sale.

Property, plant and equipment

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, uniess 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.

- In determining fair value less costs to sell, an appropriate valuation model is used. These
calculations are corroborated by valuation multiples or other available fair value indicators.

Impairment losses are recognized in the consolidated statement of comprehensive income in those
expense categories consistent with the function of the impaired asset.
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An assessment is made at each reporting date as to whether there is any indication that previously
recognized impairment losses may no longer exist or may have decreased. If any such indication
exists, the recoverable amount is estimated. 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 such 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 or amortization, had no impairment loss
been recognized for the asset in prior years.

For property, plant and equipment, reversal is recognized in the consolidated statement of
comprehensive income unless the asset is carried at revalued amount, in which case, the reversal is
treated as a revaluation increase. After such reversal, the depreciation charge is adjusted in future
periods to allocate the asset’s revised carrying amount, less any residual value, on a systematic
basis over its remaining useful life.

Current and Noncurrent Classification
The Group presents assets and liabilities in consolidated statement of financial position based on
current/noncurrent classification. An asset is current when;

Expected to be realized or intended to be sold or consumed in normal operating cycle; r
Held primarily for the purpose of trading; |
Expected to be realized within 12 months after reporting date; or |
Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for
at least 12 months after reporting date.

All other assets are classified as noncurrent.
A liability is current when:

It is expected to be settled in the normal operating cycle;

It is held primarily for the purpose of trading;

It is due to be settled within 12 months after reporting date; or

There is no unconditional right to defer the settlement of the liability for at least 12 months
after reporting date.

The Group classifies all other liabilities as noncurrent.

Deferred tax assets and liabilities are classified as noncurrent assets and liabilities.

Revenue Recognition
Revenue is recognized to the extent that it is probable that the economic benefits will flow to the

Group and the revenue can be reliably measured. Revenue is measured at the fair value of the
consideration received or receivable, taking into account contractually defined terms of payment
and excluding taxes or duty. The Group assesses its revenue arrangements against specific criteria
in order to determine if it is acting as principal or agent.
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The following specific recognition criteria must also be met before revenue is recognized:

Sale of coal

Revenue from coal sales is recognized upon acceptance of the goods delivered 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 Peso and US Dollar, respectively.

Contract energy sales
Revenue from contract energy sales are derived from providing and selling electricity fo customers
of the generated and purchased electricity. Revenue is recognized based on the actual energy

received or actual energy nominated by the customer, net of adjustments, as agreed upon between
parties.

Spot electricity sales

Revenue from spot electricity sales are derived from the sale to the spot market of excess
generated electricity over the contracted energy using price determined by the spot market, also
known as Wholesale Electricity Spot Market (WESM), the market where electricity is traded, as
mandated by Republic Act (RA) No. 9136 of the Department of Energy (DOE). Revenue is
recognized based on the actual excess generation delivered to the WESM.

Finance income

Finance income is recognized as it accrues (using the EIR 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 assets).

Cost of Sales

Cost of coal

Cost of coal includes directly related production costs such as materials and supplies, fuel and
lubricants, outside services, depreciation and amortization, provision for decommissioning and site
rehabilitation, direct labor and other related production overhead. These costs are recognized
when incurred.

Cost of power

Cost of power includes costs directly related to the production and sale of electricity such as cost
of coal, coal handling expenses, bunker, lube, diesel, depreciation and other related production
overhead costs. Cost of power are recognized at the time the related coal, bunker, lube and diesel
inventories are consumed for the production of electricity. Cost of power also includes electricity
purchased from the spot market and its related market fees. These costs are recognized when the
Group receives the electricity and simultaneously sells to its customers.

Operating Expenses

Operating expenses are expenses that arise in the course of the ordinary operations of the Group.
These usually take the form of an outflow or decrease of assets or incurrence of liabilities that
result in decrease in equity, other than those relating to distribution to equity participants.
Expenses are recognized in the consolidated statement of comprehensive income as incurred.

Borrowing Costs

Borrowing costs directly relating to the acquisition, construction or production of a qualifying
capital project under construction are capitalized and added to the project cost during construction
until such time the assets are considered substantially ready for their intended use i.e., when they
are capable of commercial production. Where funds are borrowed specifically to finance a
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project, the amount capitalized represents the actual borrowing costs incurred. Where surplus
funds are available for a short term, out of money borrowed specifically to finance a project, the
income generated from the temporary investment of such amounts is also capitalized and deducted
from the total capitalized borrowing cost. Where the funds used to finance a project form part of
general borrowings, the amount capitalized is calculated using a weighted average of rates
applicable to relevant general borrowings of the Group during the period.

All other borrowing costs are recognized in the consclidated statement of comprehensive income
in the period in which they are incurred.

Pension Cost

The Group has a noncontributory defined benefit plan. The net defined benefit liability or asset is
the aggregate of the present value of the defined benefit liability at the end of reporting date
reduced by the fair value of plan assets (if any), adjusted for any effect of limiting a net defined
benefit asset to the asset ceiling. The asset ceiling is the present value of any economic benefits
available in the form of refunds from the plan or reductions in future contributions to the plan,

The cost of providing benefits under the defined benefit plan is actuarially determined using the
projected unit credit method.

Defined benefit costs comprise the following;

o Service costs

e Net interest on the net defined benefit liability or asset
¢ Remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses on non-
routine settlements are recognized as expense in consolidated statement of comprehensive income.
Past service costs are recognized when plan amendment or curtailment occurs. These amounts are
calculated periodically by an independent qualified actuary.

Net interest on the net defined benefit liability or asset is the change during the period in the net
defined benefit liability or asset that arises from the passage of time which is determined by
applying the discount rate based on government bonds to the net defined benefit liability or asset.
Net interest on the net defined benefit liability or asset is recognized as expense or income in the
consolidated statement of comprehensive income,

Remeasurements comprising actuarial gains and losses, return on plan assets and any’ change in
the effect of the asset ceiling (excluding net interest on defined benefit llablhty) arexecogmzed
immediately in OCI in the period in which they arise. Remeasuremenfs ar ot‘reblasslﬁed to
consolidated statement of comprehensive income in subse uent i ‘e - ’ A

Plan assets are assets that are held by a long-term employgé. efit ‘fund\& q‘u‘ 11fy1n _‘msurance
policies. Plan assets are not available to the creditors of tpé (\}rouphér can they\bé pa(d directly
to the Group. Fair value of plan assets is based on markef&pr@e‘mfonnauon Wheﬂ‘hwmarket
price is available, the fair value of plan assets is estimated dlS ouhtmgiexpecte‘i'i future cash
flows using a discount rate that reflects both the risk associa edfwa Lhe plan assets and the
maturity or expected disposal date of those assets (or, if they ‘iave'no maturity, the expected period
until the settlement of the related liabilities). If the fair value of the plan assets is higher than the
present value of the defined benefit hablhty, the measurement of the resulting defined benefit asset
is limited to the present value of economic benefits available in the form of refunds from the plan
or reductions in future contributions to the plan.
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The Group’s right to be reimbursed of some or all of the expenditure required to settle a defined
benefit liability is recognized as a separate asset at fair value when and only when reimbursement
is virtually certain,

Termination benefit

Termination benefits are employee benefits provided in exchange for the termination of an
employee’s employment as a result of either an entity’s decision to terminate an employee’s
employment before the normal retirement date or an employee’s decision to accept an offer of
benefits in exchange for the termination of employment.

A liability and expense for a termination benefit is recognized at the earlier of when the entity can
no fonger withdraw the offer of those benefits and when the entity recognizes related restructuring
costs. Initial recognition and subsequent changes to termination benefits are measured in
accordance with the nature of the employee benefit, as either post-employment benefits, short-
term employee benefits, or other long-term employee benefits.

Employee leave entitlement

Employee entitlements to annual leave are recognized as a liability when they are accrued to the
employees. The undiscounted liability for leave expected to be settled wholly within twelve
months after the end of the annual reporting period is recognized for services rendered by
employees up to the end of reporting date.

Income Tax

Current income fax .

Current income tax assets and liabilities 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 reporting date in the countries where the
Group operates and generates taxable income,

Current income tax relating to items recognized directly in equity is recognized in equity and not
in the statement of profit or loss. Management periodically evaluates positions taken in the tax
returns with respect to situations in which applicable tax regulations are subject fo interpretation
and establishes provisions where appropriate.

Deferred income tax

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

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

¢ When the deferred tax liability arises from the initial recognition of goodwill or 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

¢ In respect of taxable temporary differences associated with investments in subsidiaries,
associates and interests in joint arrangements, when 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.
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Deferred tax assets are recognized for all deductible temporary differences, carryforward benefit
of unused tax credits from excess minimum corporate income tax (MCIT) over the regular
corporate income tax (RCIT) and net operating loss carryover (NOLCO), to the extent that it is
probable that taxable income will be available against which the deductible temporary differences
and carryforward benefits of unused tax credits from MCIT and NOLCO can be utilized. Deferred
tax assets are recognized 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 tax losses can be utilized, except:

o When the deferred tax asset relating to the deductible temporary difference 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.

¢ Inrespect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint arrangements, 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 reporting date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part
of the deferred tax asset to be utilized. Unrecognized deferred tax assets are re-assessed at each
reporting date and are recognized to the extent that it has become probable that future taxable
profits will allow the deferred tax asset to be recovered.

Deferred tax assets and Habilities are measured at the tax rates that are expected to apply in the
year when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the reporting date.

Deferred tax relating to items recognised outside profit or loss is recognised outside profit or loss.
Deferred tax items are recognised in correlation to the underlying transaction either in OCI or
directly in equity.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set
off current tax assets against current tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority.

Tax benefits acquired as part of a business combination, but not satisfying the: crlter;\a for separate
recognition at that date, are recognised subsequently if f new. 1nform about facts and
circumstances change. The adjustment is either treafed : rpductlon n gobdwﬂl (as long as it
does not exceed goodwill) if it was incurred during the p\lg?a\}surement pglrzggl ?r recognlsed in profit

1 g § i [AT Y
or loss. \ < Eﬁ"ﬁﬁ‘ .
Provisions are recognized only when the Group has: (a % tia l{ga;lgn (1égai or constructlve)

as a result of a past event; (b) it is probable that an outfl gf TesoliTees 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 fiows 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 reporting date and adjusted to
reflect the current best estimate.
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Provision for decommissioning and site rehabilitation

The Group records the present value of estimated costs of legal and constructive obligations
required to restore operating locations in the period in which the obligation is incurred. The nature
of these restoration activities includes closure of plants, dismantling and removing of structures,
backfilling, reforestation, rehabilitation activities on marine and rainwater conservation and
maintenance of rehabilitated area.

The obligation generally arises when the asset is installed or the ground environment is disturbed
at the production location. When the liability is initially recognized, the present value of the
estimated cost is capitalized by increasing the carrying amount of the related mining assets and
restoration of power plant sites. Over time, the discounted liability is increased for the change in
present value based on the discount rates that reflect current market assessments and the risks
specific to the liability. The periodic unwinding of the discount is recognized in the consolidated
statements 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 occur. For closed sites, changes to estimated costs are
recognized immediately in the consolidated statement of comprehensive income.

\
Leases i
The determination of whether an arrangement is, or contains, a lease is based on the substance of i
the arrangement at inception date. It requires consideration as to whether the fulfillment of the E
arrangement is dependent on the use of a specific asset or assets or the arrangement conveys a l
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;
A renewal option is exercised or extension granted, unless the term of the renewal or
extension was initially included in the lease term;

b. There is a change in the determination of whether fulfillment is dependent on a specified asset;
or

c. There is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease fromihe date when the
change in circumstances gave rise to the reassessment for scenarios (a), (c iér‘?( )l?éind\gt the date of
the renewal or extension period for scenario (b). R

) o DA

s £,
3 ' . . L5 X . )"u.‘ Fat _‘,x"'h
Foreign Currency - denominated Transactions and Translation ™\ N

The consolidated financial statements are presented in Philippine pe: 3 -@lﬁch is also the Parent
Company’s functional currency. For each entity, the Group determine§-the functional currency
and items included in the financial statements of each entity are measured using that functional
currency. Transactions in foreign currencies are initially recorded at the functional currency rate
prevailing at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies are translated at the functional currency closing rate at reporting date. All differences
are taken to the consolidated statement of comprehensive income.
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Equity

"The Group records common stocks at par value and amount of contribution in excess of par value
is accounted for as an additional paid-in capital. Incremental costs incurred directly attributable to
the issuance of new shares are deducted from proceeds.

Retained eamings represent accumulated earnings of the Group less dividends declared, if any.
Dividends on common stocks are recognized as a liability and deducted from equity when they are
declared. Dividends for the year that are approved after reporting date are dealt with as an event
after reporting date. Retained earnings may also include effect of changes in accounting policy as
may be required by the standard’s transitional provisions.

Earnings per Share (EPS)

Basic EPS is computed by dividing the net income for the year attributable to common
shareholders (net income less dividends on convertible redeemable preferred shares) by the
weighted average number of common shares issued and outstanding during the year and adjusted
to give retroactive effect to any stock dividends declared during the period.

Diluted EPS is computed by dividing the net income for the year attributable to common !
shareholders by the weighted average number of common shares outstanding during the year b
adjusted for the effects of dilutive convertible redeemable preferred shares. Diluted EPS assumes =
the conversion of the outstanding preferred shares. When the effect of the conversion of such
preferred shares is anti-dilutive, no diluted EPS is presented.

Treasury Shares

Treasury shares are recognized at cost and deducted from equity. No gain or loss is recognized in
profit or loss on the purchase, sale, issue or cancellation of the Group’s own equity instruments,
Any difference between the carrying amount and the consideration, if reissued, is recognized in
additional paid-in capital. Voting rights related to treasury shares are nullified for the Group and
no dividends are allocated to them. When the shares are retired, the capital stock account is
reduced by its par value and the excess of cost over par value upon retirement is debited to
additional paid-in capital when the shares were issued, and to retained earnings for the remaining
balance.

Operating Segments
The Group’s operating businesses are organized and managed separately according to the nature

of the products and services provided, with each segment representing a strategic business unit
that offers different products and serves different markets. The Group generally accounts for
intersegment revenues and expenses at agreed transfer prices. Income and expenses from
discontinued operations are reported separate from normal income and expenses down to the leve!
of income after taxes. Financial information on operating segments is presented in Note 33 to the
consolidated financial statements.

Contingencies
Contingent liabilities 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.
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Events after Reporting Date

Post year-end events up to the date of the auditors® report that provides additional information

about the Group’s position at reporting date {(adjusting events) are reflected in the consolidated
financial statements. Any post year-end event that is not an adjusting event is disciosed when

material to the consolidated financial statements. |

Significant Accounting Judgments, Estimates and Assumptions

The preparation of the accompanying consolidated financial statements in conformity with PFRS
requires management to make judgments, estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. The judgments, estimates and
assumptions used in the accompanying consolidated financial statements are based upon
management’s evaluation of relevant facts and circumstances as of the date of the consolidated
financial statements. Actual results could differ from such estimates.

Judgment
In the process of applying the Group’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 consolidated financial statements:

a. Exploration and evaluation expenditure
The application of the Group’s accounting policy for exploration and evaluation expenditure
requires judgment to determine whether future economic benefits are likely, from either future
exploitation or sale, or whether activities have not reached a stage that permits a reasonable
assessment of the existence of reserves,

In 2016, the Group has assessed that it has completed all the activities necessary to commence
commercial operations, including the appropriate regulatory approvals, for the Narra and
Molave minesites and has reclassified all the exploration and evaluation expenditure to
‘Property, plant and equipment’ (see Note 11).

b. Determination of components of ore bodies and allocation measures for stnppmg cost
allocation e

nature of the coal seam orientation and mine plan.

Judgment is also required to identify a suitable productl@n ea ure to be u%,edftb allocate
production stripping costs between inventory and any st % gctl set(s) fqr ea,ch\. ,
component. The Group considers that the ratio of the expg\;gl‘ed volu e of_wa’ste to'be stfipped
for an expected volume of ore to be mined for a specific co anent; of'th doalb@dy (l €.,
stripping ratio) is the most suitable production measure. Thé&rqu“p r(ec;igmzés stripping
activity asset by comparing the actual stripping ratio during th yehr ‘for'each component and
the component’s mine life stripping ratio. hve

c. Contingencies
The Group 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 Group’s defense in these matters and is based upon an analysis of
potential results. The Group currently believes that these proceedings will not have a material
adverse effect on its current financial position and results of operations. It is possible,
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however, that future results of operations and financial position could be materially affected
by changes in the estimates or in the effectiveness of the strategies relating to these
proceedings (see Note 29),

Management’s Use of Estimates and Assumptions

The key assumptions concerning the future and other sources of estimation uncertainty at
reporting 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.

a.

b.

c.

Estimating mineable ore reserves

The Group estimates its mineable ore reserves by using estimates provided by third party, and
professionally qualified mining engineers and geologist. These estimates on the mineable ore
resource and reserves are determined based on the information obtained from activities such as
drilling, core logging or geophysical logging, coal sampling, sample database encoding, coal
seam correlation and geological modelling.

Revenue recognition
The Group’s revenue recognition policies require management to make use of estimates and
assumptions that may affect the reporied amounts of the revenues and receivables.

The Group’s coal sales arrangement with its customers includes reductions of invoice price to
take into consideration charges for penalties and upward adjustments due to quality of coal.
These price adjustments may arise from the actual quantity and quality of delivered coal,
There is no assurance that the use of estimates may not result in material adjustments in future
periods.

Estimating allowance for doubtful accounts

The Group 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
coniractual terms of the receivables being evaluated, historical experience and any regulatory
actions. The Group regularly performs a review of the age and status of receivables and
identifies accounts that are to be provided with allowance.

The amount and timing of recorded impairment loss for any period would differ if the Group
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,

The above assessment resulted to an additional allowance of B140,42 million and
P925.15 million in 2016 and 2015, respectively.

The allowance for doubtful accounts for receivables is disclosed in Note 3.

Estimating stock pile inveniory quantities

The Group estimates the coal stock pile inventory by conducting a topographic survey which
is performed by in-house surveyors and third-party surveyors. The survey is conducted on a
monthly basis. The process of estimation involves a predefined formula which considers an
acceptable margin of error of plus or minus 5%. Thus, an increase or decrease in the
estimation threshold for any period would differ if the Group utilized different estimates and
this would either increase or decrease the cost of sales for the year.
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The amount of coal pile inventory is disclosed in Note 6.

Estimating allowance for obsolescence in spare parts and supplies
The Group provides 100% allowance for obsolescence on items that are specifically identified
as obsolete.

The amount of recorded inventory obsolescence for any period would differ if the Group made
different judgments or utilized different estimates. An increase in the allowance for inventory
obsolescence would increase the Group’s recorded operating expenses and decrease its current
assets.

The carrying amount of spare parts and supplies is disclosed in Note 6.

Estimating recoverability of capitalized development costs

Initial capitalization of costs is based on management’s judgment that technological and
economic feasibility is confirmed. In determining the amounts to be capitalized, management
makes assumptions regarding the expected future cash generation of the project, discount rates
to be applied and the expected period of benefits.

Capitalized development costs are disclosed in Note 12.

Estimating decommissioning and site rehabilitation costs

The Group is legally required to fulfill certain obligations under its Department of
Environment and Natural Resources (DENR) issued Environmental Compliance Certificate
when its activities end in the depleted mine pits. The Group also provides for
decommissioning cost for the future clean-up of its power plant under Section 8 of the Land
Lease Agreement upon its termination or cancellation. Significant estimates and assumptions
are made in determining the provision for decommissioning and site rehabilitation as there are
numerous factors that will affect the ultimate liability. These factors include estimates of the
extent and costs of rehabilitation activities given the approved decommissioning and site
rehabilitation plan, technological changes, regulatory changes, cost increases, and changes in
discount rates. Those uncertainties may result in future actual expenditure differing from the
amounts currently provided, An increase in decommissioning and site rehabilitation costs
would increase the carrying amount of the related assets and increase noncurrent liabilities.
The provision at repotting date represents management’s best estimate of the present value of
the future rehabilitation costs required. Assumptions used to compute the decommissioning
and site rehabilitation costs are reviewed and updated annually.

The estimated provision for decommissioning and site rehabilitation is disclosed in Note 16.

Estimating useful lives of property, plant and equipment (except land)

The Group estimated the useful lives of its property, plant and equipment based on the period
over which the assets are expected to be available for use. The Group reviews annually the
estimated useful lives of property, plant and equipment based on factors that include asset
utilization, internal technical evaluation, and 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.

The carrying values of the property, plant and equipment are disclosed in Note 9.
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i. Deferred tax assets
The Group reviews the carrying amounts of deferred tax assets at each reporting date.
Deferred tax assets, including those arising from unutilized tax losses require management to
assess the likelihood that the Group will generate taxable earnings in future periods and in
reference to its income tax holiday status in order to utilize recognized deferred fax assets.
Estimates of future taxable income are based on forecast cash flows from operations and the
application of existing tax laws. To the extent that future cash flows and taxable income differ
significantly from estimates, the ability of the Group to realize the net deferred tax assets
recorded at reporting date could be impacted.

In 2016 and 2015, the Group has various deductible temporary differences and NOLCO for
which deferred tax assets are not recognized (see Note 26).

J. Estimating pension and other employee benefits
The cost of defined benefit pension plan and the present value of the pension liabilities are
determined using actuarial valuations. The actuarial valuation involves making various
assumptions. These assumptions are described in Note 20 and include among others, the
determination of the discount rates and future salary increases. Due to the complexity of the
valuation, the underlying assumptions and its long-term nature, defined benefit liabilities are
highly sensitive to changes in these assumptions. All assumptions are reviewed at each
reporting date.

In determining the appropriate discount rate, management considers the interest rates of
government bonds that are denominated in the currency in which the benefits will be paid,
with extrapolated maturities corresponding to the expected duration of the defined benefit
liability.

The mortality rate is based on publicly available mortality tables for the specific country and is
modified accordingly with estimates of mortality improvements. Future salary increases and
pension increases are based on expected future inflation rates.

4, Cash and Cash Equivalents

This account consists of

2016 2015
Cash on hand and in banks B2,586,289,267 P1,845,316,200
Cash equivalents 4,406,750,583  2,900,292,179

£6,993,039,850 £4,745,608,379

Cash in banks earns interest at the respective bank deposit rates. Cash equivalents include
short-term placements made for varying periods of up to three months depending on the
immediate cash requirements of the Group and earn interest at the respective prevailing short-term
placement rates ranging from 0.25% to 2.50% and 0.75% to 2.50% in 2016 and 2015,
respectively.

In 2016, 2015 and 2014, total interest income earned from cash and cash equivalents amounted to
P78.49 million, P47.89 million and 34.33 million, respectively (see Note 24).
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5. Receivables

This account consists oft

2016 2015
Trade receivables - outside parties £7,021,032,378 £4,056,410,128
Trade receivables - related parties (Note 19) 76,578,145 68,830,272
Others 132,742,665 83,670,947

Less allowance for doubtful accounts

7,230,353,188  4,208,911,347
1,544,771,590  1,428,140,986

P5,685,581,598 $2,780,770,361

Trade receivables - outside parties

These are receivables from electricity sales and coal sales.

Receivables from electricity sales are claims from power distribution utilities, spot market
operator and other customers for the sale of contracted energy and spot sales transactions. This
also includes advances to Philippine Electricity Market Corporation (PEMC) for the adjustment of
bills amounting to P674.00 million and £533.72 million as of December 31, 2016 and 2015,
respectively. These are generally on a 30-day credit term and are carried at original invoice

amounts less discounts and rebates.

Receivables from coal sales are noninterest-bearing and generally have 30 to 45 days credit terms.
These receivables arise from export sales for coal sold to international market which are priced in
US Dollar and local sales for coal sold to domestic market which are priced in Philippine Peso.

Trade receivables - related parties

Receivables from related parties are noninterest-bearing and collectible over a period of one year.

These are generally settled in cash.

Others

Others include advances to officers, employees and receivables from sale of fly ashes. These are
generally non-interest bearing. Advances to officers and employees are recovered through salary
deduction and receivables from sale of fly ash is generally settled in 30 to 45 days credit terms.

Movements in the allowance for doubtful accounts are as follows:

2016
Trade receivables
- outside parties Others Total
At January 1 P1,422,325,627 B5,815,359 £1,428,140,986
Provision (Note 22) 140,417,501 - 140,417,501
Reversal (23,786.897) - (23.786,897)
At December 31 P1,538,956,231 £1,544,771,590

P5,815,359
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2015
Trade receivables
- outside parties Qthers Total
At January 1 P497,173,882 P5,815,359 P502,989,241
Provision (Note 22) 925,151,745 - 925,151,745
At December 31 P1,422,325,627 B5,815,359 P1,428,140,986

In 2016, the Group has directly written off trade receivables amounting to £32.90 million which
Is also included in ‘Provision for doubtful accounts’ (see Note 22).

6. Inventories

This account consists of:

2016 2015
Spare parts and supplies - at NRV B3,564,480,064 $2,734,982,148
Coal pile inventory - at cost 1,821,980,506 1,647,624,775

$5,386,460,570 P4,382,606,923

Coal pile inventory are stated at cost, which is lower than NRV. The cost of coal inventories
recognized as ‘Cost of coal sales’ in the consolidated statements of comprehensive income
amounted to 10,564.12 million, B6,184.99 million and £9,788.40 million in 2016, 2015 and
2014, respectively (see Note 21).

Coal pile inventory at cost included capitalized depreciation of #157.31 million, 112.12 million
and B39,11 million in 2016, 2015 and 2014, respectively (see Note 9).

The rollforward analysis for inventory obsolescence follows:

2016 2015
Beginning balance P66,154,796 P45,252,338
Provision for the year (Note 22) 1,239,090 20,902,458
Ending balance B67,393,886 66,154,796

7. Investment in Joint Venture

On September 10, 2013, SRPGC was incorporated to acquire, construct, erect, assemble,
rehabilitate, expand, commission, operate and maintain power-generating plants and related
facilities for the generation of electricity, including facilities to purchase, manufacture, develop or
process fuel for the generation of such electricity, to sell electricity to any person or entity through
electricity markets, by trading, or by contract, to administer, conserve and manage | the electrmty
generated by power-generating plants, owned by SRPGC or by a third | avty“ ’ mvest m or a;:qm
corporations or entities engaged in any of the foregoing activities, | X v

iy

AL
i it
SRPGC has authorized capital stock of 250.00 million and is dividedint 510 Oﬁﬁlglﬁo% %ares H
with a par value of 1,00 per share, to which the Parent Company has\:% @111]?e\d 12.50 milljop'of
{‘ 4

the authorized capital and paid £3.13 million of said capital stock. :
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On April 27, 2016, Meralco PowerGen Corporation (MGen), 2 wholly owned subsidiary of
Meralco, entered into a Joint Venture Agreement (JVA) with the Parent Company. MGen
obtained 50% ownership interest on SRPGC through subscription of the remaining unissued
capital stock of SRPGC. This resulted to the Parent Company’s loss of control on SRPGC. The
management assessed that SRPGC is jointly controlled by the Parent Company and MGen and
accounted SRPGC as a joint venture.

On April 28, 2016, the Parent Company paid the remaining £9.38 million of the previously
subscribed 12.50 million shares of stock with a par value of 21.00 per share.

On May 27, 2016, the Parent Company paid a total of B46.00 million where £12.50 million as
additional investment and £33.50 million as deposit for future subscription.

As. of December 31, 2016, SRPGC has not yet started commercial operations.

Other Current Assets

This account consists of:

2016 2015
Input VAT P1,635,147,559 B790,488,345
Advances to suppliers (Note 19) 819,358,241  1,452,584,075
Creditable withholding tax 434,767,144 441,037,255
Prepaid insurance 37,414,993 11,327,741
Prepaid rent (Notes 12 and 29) 7,553,004 4,553,004
Others 33,905,460 23,498,436

P2,968,146,401 P2,723,488,856

Input VAT

Input VAT represents VAT imposed on the Group by its suppliers and contractors for the
acquisition of goods and services required under Philippine taxation laws and regulations.
Input VAT is applied against output VAT, The balance is recoverable in future periods.
Non-current portion of input VAT is included in ‘Other noncurrent assets’ (see Note 12).

Advances to suppliers

Advances to suppliers account represent payments made in advance for the construction in
progress and acquisition of materials and supplies. These advances are applied against supplier
monthly billings and portion are applied within one year from the date the advances have been
made.

Creditable withholding tax

Creditable withholding tax pertains to the amount withheld by the Group’s customers from their
income payment. This will be claimed as tax credit and will be used against future income tax
payable.

Others
Others include prepayments on real property taxes and other charges.
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Property, Plant and Equipment

The rollforward of this account follows:

2016
Mine Properties, Equipment in
Mining Tools Transit and
and Other Power Plant Reads  Construction
Land Equipment  and Buildings and Bridges In Progress Total

Cost

At January 1 P376,811,469 P18,277,631,300 B22,343,024,066  $827,359,725 £19,302,295,902 £61,127,122,462
Additions (Note 16) - 3,048,827,993 263,418,735 - 2,854,023,863  6,166,270,591
Reclassifications (Note i 1) —~  5,009,565,376 20,176,641,568 — (20,238,460,625) 4,947,746,319
Disposals (Netes 22 and 25) - (13,675,439)  (382,220,660) - - (395,596,099}
Adjustment {Note 16) - {8,770,171) - - (171,742,214)  {180,512,385)

At December 31 376,811,469 26,313,579,039 42,400,863,70% 827,359,725  1,746,116,926 71,664,730,888
Accumulated Depreciation - )
At January 1 — 15,968,478,768  8,006,621,961 409,365,390 - 24,384,466,119
Diepreciation and amortization

(Notes 21 and 22) - 1,960,073,095  2,305,916,765 54,829,714 - 4,320,819,574
Disposals (Notes 22 and 25} -~ (10,500,773) (382,220,660} - - (392,721,433)
At December 31 = 17,918,051,090 9,930_!313,066 464,195,104 — 28,312,564,260

Net Book Value

376,811,469 F8,395,527,969 132,470,545,643

P363,164,621 ¥1,746,116,926 P43,352,166,628

2015
Equipment in
Mine Properties, Transit and
Mining Toels and Power Plant Roads Construction
Land Other Equipment _ and Buildings and Bridges in Progress Total

Caost

At January 1 176,811,469 R16,926,630,972 B21,490,788,294  BB27,359,725 B17,625,557,933 B57,247,148,393
Additions (Note 16) - 2,091,545,869 594,705,103 - 2,010,840,433  4,697,091,405
Reclassifications (Note 11) - 15652414 257,530,669 - {273,183,083) -
Disposals (Notes 22 and 25) - (813,190,874) ~ - - {813,190,874)
Adjustment {Note 16) - 56,992,919 - - (60,919,381 (3,926,462)

At December 31 376,811,469 18277,631,300 22,343,024,066 827,359,725 19302295902 61,127,122.462
Accumulated Depreciation
At January 1 - 15,509,188220 6,931,383,761 354,535,676 - 22,795,107,657
Depreciation and amertization

(Notes 21 and 22) - 1,256,393,922  1,075,238200 54,829,714 - 2336,461,836
Disposals (Notes 22 and 23) - (797,103,374) - - - (797,103,374)
At December 31 - 15,968,478,768  B,006,621961 409,365,390 - 24,384.,466,119

Net Book Value

376,811,469 £2309,152,532 B14,336,402,103

417,994,335 £19,302,295,902 R36,742,656,343

‘Mine properties, mining tools and other equipment’ include the expected cost of
decommissioning and site rehabilitation of minesites and future clean-up of its power plants. The
impact of annual re-estimation is shown in the rollforward as an adjustment (see Note 16).

‘Mine properties, mining tools and other equipment’ also includes the stripping activity asset. In
2016, the amount of P4,947.75 million was reclassified from exploration and evaluation assets due
to completion of development phase of Narra and Molave mines. As of December 31, 2016 and
2015, mine properties included in ‘Mine properties, mining tools and other equipment’ amounted
to P5,183.44 million and P389.26 million, respectively.

There is also a reclassification from construction in progress to power plant and building in the

amount of 20,176.64 million for the completion of construction of 2x150M
power plant of SLPGC which started commercial operati ns: }nj?rpr
plant of the Parent Company which started commercial o qrat ons I ANEY
rehabilitation of Unit 2 power plant of SCPC from Novem| ﬂ- 3(}15 to Apnl 201 6

oal-ﬁred thermal
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Equipment in transit and construction in progress accounts mostly pertain to purchased mining
equipment that are in transit and various buildings and structures that are undet construction as of
December 31, 2016 and 2015,

The capitalized borrowing cost included in the construction in progress account amounted to
P112.94 million and £451.31 million in 2016 and 2015, respectively. The average capitalization
rate is 4.00% and 4.08% in 2016 and 2015 (see Note 14). In 2016, 2015 and 2014, the Group sold
various equipment at a gain (loss) amounting to (B0.17) million, 76.46 million and £0.34 million,
respectively (see Note 25). The Group incurred a loss from property, plant and equipment
write-down due to the replacement of generation units and retirement of mining equipment
amounted

P16.09 million and 20.11 million in 2015 and 2014, respectively (see Note 22).

The cost of fully depreciated assets that are still in use amounted to £12,906.73 million and
P11,585.92 million as of December 31, 2016 and 2015, respectively.

As security for timely payment, discharge, observance and performance of the loan provisions,
SCPC creates, establishes, and constitutes in favor of the Security Trustee, for the benefit of all
secured parties, a first ranking real estate and chattel mortgage on present and future real assets
and chattels owned by SCPC. The carrying values of these mortgaged assets amounted to
P14,925.15 million and B14,859.94 million as of December 31, 2016 and 2015, respectively

On August 24, 2016 and February 24, 2017, Bank of Philippine Islands (BPI) and Banco de Oro
Unibank, Inc. (BDO), respectively, approved the SCPC release of all security arrangements.
However, Philippine National Bank (PNB) has not given its approval.

As security for timely payment, discharge, observance and performance of the loan provisions,
SLPGC creates, establishes, and constitutes in favor of the Secﬁm’ﬁy Jrusiee, To¥ thebenefii of all
secured parties, a first ranking real estate and chattel mortgagt:igén\ ssent and fufurereal agssets ;

and chattels owned by SLPGC. The carrying values of these nj l'ltgaged assets amotinted to

£18,206.51 million and 17,446.05 million as of December 31 2016 aqﬁdmw Ze@ﬁg‘twely .
Depreciation and amortization follow: ' '
2016 2015 e 2014
Included under:
Inventories (Note 6) R157,309,090 P112,122,124 £39,109,356
Mine properties, mining tools and other
equipment 463,416,913 382,953,462 64,703,005
Stripping activity asset 22,680,612 - -
Cost of coal sales (Note 21):
Depreciation and amortization 1,157,006,529 519,842,448 822,278,521
Hauling and shiploading costs 26,830,788 32,253,172 70,017,097
Cost of power sales (Note 21):
Cost of coal ‘
Depreciation and amortization 268,925,354 291,951,404 262,866,200
Depreciation 2,170,627,728 1,006,345,938 926,330,083
Operating expenses (Note 22) 56,790,728 43,246,105 51,655,398

P4,323,587,742  P2.388,714,653  $2,236,959,660

Depreciation and amortization of:
Property, plant and equipment P4,320,819,574  P2,386,461,836  £2,234,185,98]
Computer software (Note 12) 2,768,168 2,252,917 2,773,679
P4,323.587,742  P2388,714,753  P2,236,959,660

LR
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Depreciation and amortization included in the ‘Mine properties, mining tools and other
equipment’ pertains to the depreciation and amortization capitalized during the development stage
of Narra and Molave minesites which were eventually reclassified to ‘Property, plant and
equipment’ after completion of development stage and start of commercial operations.

10.

Investment in Sinking Fund

In a special meeting of the BOD of SCPC held on March 9, 2010, the BOD authorized the SCPC
to establish, maintain, and operate trust and investment management accounts with BDO Unibank,
Inc. - Trust and Investment Group. The Omnibus Agreement (see Note 14) provided that the
Security Trustee shall invest and reinvest the monies on deposit in Collateral Accounts. All
investments made shall be in the name of the Security Trustee and for the benefit of the Collateral
Accounts. BDO Unibank, Inc. - Trust and Invesiment Group made an investment in Sinking Fund
amounting P68.72 million and B460.23 million as of December 31, 2016 and 2015, respectively.

Interest from sinking fund amounted to £4.31 million, 8.99 million and £6.67 million in 2016,
2015 and 2014, respectively (see Note 24).

1.

Exploration and Evaluation Asset

2016 2013
At January 1 P3,015,464,959 21,914,437,638
Addition 1,932,281,360  1,101,027,321
Transfer to property, plant and equipment (Note ) (4,947,746,319) -
At December 31 P- 23,015,464,959

These costs are related to exploratory drilling and activities in Narra and Molave minesites which
have started the development phase in 2013 and 2016, respectively. Both minesites have started
commercial operation on the last quarter of the year after the full depletion of Panian minesite in
September 2016. The end of the development phase of the Narra and Molave minesite resulted to

12,

Other Noncurrent Assets and Other Noncurrent Liabilities

Other Noncurrent Assets

2016 2015

Input VAT B306,323,998 B1,371,371,326
Claims for refunds and tax credits - net 175,208,925 175,208,925
Capitalized development costs for clay business 156,068,623 128,170,838
Prepaid rent (Note 29) 80,869,301 85,422,305
Computer software - net 9,228,509 4,776,257
Environmental guarantee fund (Notes 30 and 31) 3,520,000 1,500,000
Others 8,765,942 8,765,942
739,985,298  1,775,215,593

Less current portion of prepaid rent (Note 8) 4,522,255 4,553,004

£735,463,043 £1,770,662,589

I VAR
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Input VAT

Input VAT represents VAT imposed on the Group by its suppliers and contractors for the
acquisition of goods and services required under Philippine taxation laws and regulations.

Input VAT is applied against output VAT. The noncurrent portion of input VAT includes
deferred input VAT, which is the unamortized portion of input VAT on purchase of capital goods
spread evenly between the life of the capital goods or five years, whichever is lower. The balance
is recoverable in future periods.

Claims for refunds and tax credits

This amount pertain to claims for refund and issuance of tax credit certificates from BIR on
etroneously withheld VAT on VAT-exempt coal sales which were ruled by the Supreme Court in
favor of the Group. The balance as of December 31, 2016 and 2015 is presented net of allowance
for impairment losses amounting to 15.29 million.

Capitalized development costs for clay business

Development costs for potter earthenware, stoneware, bricks, tiles, roofs and other merchandise
produce from clay are recognized as an intangible asset. Development activities are on-going in
preparation for commercial operations. I

Prepaid rent

Prepaid rent under other noncurrent assets pertain to the long-term portion of rent of SCPC to
Power Sector Assets and Liabilities Management (PSALM) starting December 2, 2009 for the 25
years lease of land. Long-term portion of the prepaid rent amounted to 76.35 million and
P80.87 million in 2016 and 2015, respectively (see Note 29).

Computer software
Movements in computer software account follow:

2016 2015
At Cost
At January 1 P35,906,383 33,103,090
Additions 7,220,420 2,803,293
At December 31 43,126,803 35,906,383
Accumulated Amortization
At January 1 31,130,126 28,877,209
Amortization (Note 9) 2,768,168 2,252,917
At December 31 33,898,294 31,130,126
Net Book Value $9,228,509 P4,776,257

Environmental guarantee fund
Environmental guarantee fund represents the funds designated to cover all costs attendant to the
operation of the Multi-partite Monitoring Team of the Group’s environmental unit.

Others
Others include various types of deposits and prepaid taxes which are recoverable over more than
one year.

Ve
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Other Noncurrent Liabilitieg

Other noncurrent liabilities pertain to the non-current portion of retention contract payment that is
being withheld from the contractors as guaranty for any claims against them. As of

December 31, 2016 and 2015, retention payable amounted to £843.14 million and

$2,739.67 million, respectively (see Note 19).

13.

Short-term Loans

Short-term loans represent various unsecured promissory notes from local banks with interest rates
ranging from 2.40% to 2.50% and 1.20% to 2.50% in 2016 and 2015, respectively, and are
payable within one year.

The carrying amount of these short-term loans as of December 31, 2016 and 2015 amounted to
£1,600.00 million and 2,993.00 million, respectively.

The interest expense on these short-term loans recognized under ‘Finance cost’ amounted to
P77.92 million, B57.99 million and P63.34 million in 2016, 2015 and 2014, respectively
(see Note 23).

14,

Long-term Debt

This account consists of long-term debt availed by the Group as follows:

2016 2015
Mortgage payable £9,471,439,192 P13,334,874,205
Bank loans 5618,307,661  3,215,734,398

15,089,746,853  16,550,608,603

Less current portion of:
Mortgage payable 1,831,583,887  3,224,034,097
Bank loans -~ 1,966,693,303
1,831,583,887  5,190,727,400
P13,258,162,966 B11,359,881,203

Mortgage Payable z;

oy
SLPGC l \\ ] 907
On February 4, 2012, SLPGC entered into an 211,500.00 mlglh n Omﬁ‘lbas ‘tgarr Service
Agreement with BDO Unibank, BPI and China Banking Co oratlon (CBC) as Lenders. As
security for the Omnibus Agreement, the 67% of issued and } tst\éndmg shares of SLPGC owned
by the Parent Company were pledged on this loan. The proce&ds: 4t the loan are used for the
engineering, procurement and construction of 2x150 MW coal-fired thermal power plant.

Breakdown of the original principal of project loan is as follows:

BDO £6,000,000,000
BPI 3,000,000,000
CBC 2,500,000,000

P11,500,000,000

RN A
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As of December 31, 2015, the entire credit facility was fully drawn.

Details of the loan follow:

a. Interest: Atapplicable interest rate (PDST-F + Spread or BSP Overnight Rate, whichever is
higher). Such interest shall accrue from and including the first day of each interest period up
to the last day of such interest period. The Facility Agent shall notify all the Lenders of any
adjustment in an interest payment date at least three banking days prior to the adjusted interest
payment date. ‘

b. Repayment: The principal amount shall be paid in twenty-seven equal consecutive quarterly
installments commencing on the fourteenth quarter from the initial borrowing date, Final
repayment date is ten (10) years after initial borrowing.

As of December 31, 2016 and 2015, outstanding loan payable is 9,344.56 million and
P11,037.11 million, respectively.

Rollforward of the deferred financing cost follows:

2016 2015 £
At January 1 £36,959,208  P42,558,302 I
Additions - 5,056,860 v
Amortization (10,147,847) (10,655,954)
At December. 31 - B26,811,361 P36,959,208

Amortization of financing cost during the commissioning of the plant on the first quarter of 2016

amounting to 2.67 million was charged to ‘Construction in progress’. The remaining -
R7.48 million was charged to finance costs (see Note 23) as construction activities were completed

in the first quarter of 2016 ceasing capitalization of borrowing cost.

In addition to the pledging of SLPGC shares, the mortgage payable by SLPGC provides, certain
restrictions and requirements with respect to, among others, maintain and preserve its corporate
existence, comply with all of its material obligations under the project agreements, maintain at
each testing date a Debt-to-Equity ratio not exceeding two times, grant loans or make advances
and disposal of major property. These restrictions and requirements were complied with by
SLPGC as of December 31, 2016 and 2015,

Provision in the loan indicates that the borrower shall pay to the lenders, a commitment. feg
equwalent to one-half (1/2)% per annum of any portion of a s hq(#q”led dﬁa” wn’amount that
remains undrawn after the lapse of the relevant scheduled dra Q 11 o013, SLPGC pald
commitment fee amounting to 21.31 million and this was reco zbd Under th{ ?F inange costs’
account in the 2015 consolidated statement of comprehensive 1

e lco{ne APR

.._na';’"

oy

On May 20, 2010, SCPC entered into a £9,600.00 million Omn}busrL .....

(“Agreement”) with BDO, BPI and PNB as Lenders, the Parent bompany as Pledgor, BDO
Capital and Investment Corporation as Lead Arranger and Sole Bookrunner, BPI Capital
Corporation and PNB Capital and Investment Corp, as Arrangers, and BDO Unibank, Inc., Trust
and Investments Group as Security Trustee, Facility Agent and Paying Agent. The loan was fully
drawn by SCPC on the same date.

SCPC
ecunty Agreement

(NG NAAAe
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Mortgage payable by SCPC was collateralized by all monies in the Collateral accounts, supply
receivables, proceeds of any asset and business continuity insurance, project agreements and
first-ranking mortgage on present and future real assets. Further, 67% of issued and outstanding
shares in SCPC owned by the Parent Company were also pledged on this loan.

Breakdown of the original principal of syndicated loan is as follows:

BDO Unibank £6,000,000,000
BPI 2,000,000,000
PNB 1,600,000,000

£5,600,000,000

The Agreement was entered into to finance the payments made to PSALM pursuant to the Asset
Purchase Agreement (APA) and Land Leased Agreement (LLA), and ongoing plant rehabilitation
and capital expenditures.

Details of the loan follow:

a. Interest: At a floating rate per annum equivalent to the three (3) months Philippine Dealing
System Treasury-Fixing (PDST-F)} benchmark yield for treasury securities as published on the
PDEXx page of Bloomberg (or such successor electronic service provider) at approximately
11:30a.m. (Manila Time) on the banking day immediately preceding the date of initial
borrowing or start of each interest period, as applicable, plus a spread of 175 basis points.
Starting August 2015 amortization, interest is at floating rate per annum equivalent to three (3)
months Philippine Dealing System Treasury Reference Rate PM (PDST-R2), plus a spread of
195 basis points.

b. Repayment: The principal amount shall be payable in twenty-five (25) equal consecutive
quarterly installments commencing on the twelfth month from the initial borrowing date.
Final repayment date is seven (7) years afier initial borrowing. The loan may be prepaid
voluntarily provided the conditions in the Omnibus Agreement are satisfied.

Rollforward of the deferred financing cost follows:

2016 2015
At January 1 B6,240,661  B17,191,598
Amortization (Note 23) (6,120,844) (10,950,937
At December 31 P119,817 $6,240,661

Amortization of debt finance cost recognized under ‘Finance cost’ account in the consolidated
statements of comprehensive income amounted to £6.12 million, £10.95 million and
P16.36 million for the years 2016, 2015 and 2014, respectively (see Note 23).

In 2016, 2015 and 2014, the SCPC incurred interest expense on long-term debt amounting to
£22.15 million, B124.49 million and £143.20 million, respectively (see Note 23}.

On February 29, 2016, SCPC prepaid the £1,600.88 million of the longuterm portion of the:debt,

ang -
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As of December 31, 2016 and 2015, outstanding loan payable is ® 9;‘7 ‘8‘$ milﬁaﬁ
P2,297.76 million, respectively.
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As of December 31, 2016, there is no more available borrowing facility that can be drawn.

Bank Loans - Parent Company

Date af Qufstanding Balance

Loan Type Availment 2016 2015  Maturity  Inierest Rate Payment Terms Covenants

Peso loan | 2016 £2,100,000,000 B- 2021  Floating rate to be Interest payable every Current Ratio not less
repriced every 3 3 months, principal to be  than 1:1 and Debt-
months based on 3~ paid on maturity date Equity Ratio not to
months "PDST-R2" exceed 2:1
plus a spread of one
percent (1%)

Dollar lcan 1 2016 1,345,286,774 - 2019  Floating rate to be [nterest payeble every Current Ratio not less
repriced every 3 3 months, principal to be  than 1:1 and Debt-
months based on 3- paid on maturity date Equity Ratio not to
months LIBOR plus a exeeed 2:1
spread of 0.86%

Dollar loan 2 2015 1,319,641,378 1,383,979,053 2018  Floating rate to be [nterest payable every None
repriced every 3 3 months, principal to be
months based on the paid cn matusity date
prevailing lending rates
of Commercial
Banking Group of The
Hoengkong and
Shanghai Banking
Comoration Limited
{HSBC)

Dollar loan 3 2016 853,379,509 - 2019  Floating rate to be Interest payable every Deht Service Coverage
repriced every 3 3 months, principal to be  Ratio not fess than 1:1
months based on 3- paid on maturity date and Debt-Equity Ratio
months LIBOR plus a not to exceed 2:1
spread of 0.86%

Dollar loan 4 2014 - 1,317,680,000 2016  Floating rate to be Interest payable every Current Ratio not less
repriced every 3 3 months, principal to than 1:1 and Debt-
months LIBOR plus & be paid on maturity date  Equity Ratio not to
spread of 1.2% exceed 2:1

Dollar loan 5 Various - 438,116,431 2016  Floeting rate to be Ineerest payable every Current Ratio not less

availments in repriced every 3 3 months, prineipal to than 1:1 and Debt-
2013 and 2014 monthg based on 3- be paid on maturity date  Equity Ratio not to
months LIBOR plus a exceed 2:1
spread of 0.86%

Doltar loan 6 2014 - 75,958,914 2016 Floating rate to be Interest payable every Cuwrrent Ratio not less
repriced every 3 3 months, principal to thar 1:1 and Debt-
months based on 3- be paid on maturity date  Equity Ratio not to
months LIBOR plus a exceed 2:1
spread of 0.86%

B5,618,307,661  $3,215,734,398

All bank loans are clean and are compliant with loan covenants.

Interest expense on long-term debt recognized under ‘Finance cost’ amounted to #128.85 million,
B44.09 million and B53.57 million in 2016, 2015 and 2014, respectively (see Note 23).

The remaining borrowing facility that can be drawn as of December 31, 2016 and 2015 amounts
to B5,625.00 million and 24,700.00 million, respectively.

RN
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The maturities of long-term debt as of December 31, 2016 and 2015 follow:

2016 2015
Due in:

2016 B—  B35,190,727,400
2017 1,831,583,887  2,462,370,728
2018 3,014,411,119  2,945,721,719
2019 3,895,084,530 1,698,330,989
2020 3,798,128,281 1,700,042,952
2021 1,699,902,153 1,701,818,824
2022 850,636,883 851,595,991

P15,089,746,853 P16,550,608,603

15. Trade and Other Payables -

This account consists of:

2016 2015
Trade:
Payable to suppliers and contractors $6,218,171,878 £4,000,643,528
Related parties (Note 19) 2,983,409,739  1,383,876,235
Payable to DOE and local government units (LGU)
(Note 28) 1,647,719,455 1,121,541,027
Output VAT Payabie 789,399,098 528,518,567
Accrued expenses and other payables (Note 19) 582,252,900 337,413,964

£12,220,953,070  £7,371,993,321

Trade payable to suppliers and contractors

Trade payable to suppliers and contractors arises from progress billings of completed work as of
cut-off period. The amount include liabilities amounting to £739.57 million (US$14.87 million)
and R585.44 million (US$12.44 million) as of December 31, 2016 and 2015, respectively, to
various foreign suppliers for open account purchases of equipment and equipment parts and
supplies. '

Trade payables are noninterest-bearing and are normally settled on 30- to 60-day credit terms.

Payable to DOE and LGU

Payable to DOE and LGU represent the share of DOE and LGU in the gross revenue of the Parent
Company’s coal production computed in accordance with the Coal Operating Contract (COC)
between the Parent Company, DOE and LGU dated July 11, 1977 and as amended on

January 16, 1981 (see Note 28).

Output VAT payable et
Output VAT pertains to the VAT due on the sale of e]ectricity@gﬁfﬁ '\
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Accrued expenses and other payables
Details of the accrued expenses and other payables account follow:

2016 2015
Taxes, permits and licenses £343,909,575 186,894,959
Salaries and wages 33,410,317 12,488,933
Interest 32,812,917 58,860,871
Financial benefit payable 17,387,946 8,832,874
Rental (Note 19) 7,187,400 7,187,400
Professional fees 1,782,019 2,172,907
Dredging services - 17,764,371
Others 145,762,726 43,211,649

582,252,900 337,413,964

Accrued expenses and other payables are noninterest-bearing and are normally settled on a
30-to 60-day terms.

Others

Others include accruals on contracted services, utilities, supplies and other administrative t
expenses.

16.

Provision for Decommissioning and Site Rehabilitation

2016 2015
At January 1 P513,701,432 £175,295,942
Additions (Note 9) 1,089,423,459 285,013,181 -
Effect of change in estimates (Notes 9 and 21) (8,770,171) 56,992,919 '
Usage (13,286,852) (10,996,190)
Accretion of interest (Note 23) 25,219,891 7,395,580
At December 31 P1,606,287,759 P513,701,432

Discount rates used by the Group to compute for the present value of liability for
decommissioning and site rehabilitation cost range from 3.86% to 8.77% and 4.81% to 5.24% in
2016 and 2015, respectively.

The Group is expecting to rehabilitate 1,030 hectares, 836 hectares and 943 hectares of Panian,
Narra and Molave minesites. Panian has completed and closed its operations in September 2016,

The addition of £1,089.42 million in 2016 pertains to a significant change in rehabilitation plan of
Panian mine pit. The previous plan include partial backfilling of open areas while portion will be
converted into a lake. In 2016, the rehabilitation plan of Panian minepit was changed, such that
the entire open pit will be covered with overburden from Narra and Molave mine pits. The
additional costs represent the incremental cost of moving the overburden from Narra and Molave
pits which is included in the ‘Cost of coal sales’ in 2016 given that Panian has closed operations
(see Note 21). '
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17. Capital Stock

The details of the Parent Company’s capital stock as of December 31, 2016 and 2015 are as
follows:

2016
Shares Amount
Capital stock - B1 par value
Authorized : 3,000,000,000 P3,000,000,000
Issued and outstanding : ' ‘
Balance at beginning 1,068,750,000 $1,068,750,000 -
Treasury shares acquired {3,463,57%) (387,547,028)
Balance at end of vear 1,065,286,430 26581,202,972
2015 1
Shares Amount -
Capital stock - P1 par value 3
Authorized : 3,000,000,000 £3,000,000,000 ¥
Issued and outstanding : L
Balance at beginning and end of year 1,068,750,000 £1,068,750,000 :

On November 28, 1983, the SEC approved the issuance and public offering of 55,000.00 million
common shares of the Parent Company at an offer price of B0.01 per share. Additional public
offering was also approved by SEC on February 4, 2005 for 46.87 million common shares at an
offer price of 836.00 per share.

On August 18, 2014, SEC approved the increase in authorized capital stock of the Parent
Company from £1,000.00 million to £3,000.00 million divided into 3,000.00 million common
shares with a par value of Bl per share,

On August 15, 2016, the BOD approved the share buy-back program wherein the Parent Company
will buy-back shares at prevailing market price not exceeding 20 million shares for a perled gt 60

days beginning August 18, 2016. As of December 31, 2016, the Parentﬂompa;ﬁy s i ught-b%bk
a total of 3,463,570 shares for a total consideration of P387 55 milli ﬁ’“‘ 18- 1Sfprese,‘nifedhas
treasury shares in the consolidated financial statements. N

The Parent Company’s track record of capital stock is as follows:

g - A _“llmber of
Number of \ oyl Qoo hglders
shares registered  Issue/offer price Lapproval ag of yearend
At January 1, 2001 1,630,570,000 El/share
Add (deduct):
Additional issuance 19,657,388 Bl/share July 2, 2004
Conversion of preferred shares to common
shares 225,532 P1/share July 2, 2004
Decrease in issued and outstanding
common share from capital
restructuring (1,625,852,920)
Share dividends 225,000,000 Bl/share July 2, 2004
Public offering additional issuance 46,875,000 B36/share Februyary 4, 2005
December 31, 2010 296,875,000 632
Add: Share rights offering 59,375,000 P74/share June 10,2010 7

(Forward)
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Number of

Number of Date of holders

shares registered 1ssue/offer price aporoval as of yearend

December 31,2011 356,250,000 63%
Add: Movement - 24
December 31, 2012 356,250,000 663
Add: Movement - -
December 31, 2013 356,250,000 663
Add: Stock dividends 712,500,000 August 22, 2014 5
December 31, 2014 1,068,750,000 668
Add: Movement - 9
December 31, 2015 1,068,750,000 677
Add: Movement (3.463,570) 16
December 31, 2016 1,065,286,430 693

18. Retained Earnings

In 2016 and 2015, retained earnings amounted to B26,952.98 million and £19,187.31 million, _
respectively. The amounts include the accumulated equity in undistributed net earnings of =
subsidiaries which are not available for dividends until declared by the BOD of the respective
subsidiaries.

In accordance with SEC Memorandum Circular No. 11 issued in December 2008, the Parent
Company’s retained earnings available for dividend declaration as of December 31, 2016
amounted to 10,573.08 million.

Cash Dividends

On April 29, 2016, the Parent Company’s BOD authorized the Parent Company to declare and

distribute cash dividends of B4.00 per share or P4,275.00 million to stockholders of record as of

May 17, 2016. The said cash dividends were paid on May 27, 2016. N

On April 22, 2015, the Parent Company’s BOD authorized the Parent Company to declare and
distribute cash dividends of 4.00 per share or £4,275.00 million to stockholders of record as of
May 7, 2015. The said cash dividends were paid on May 20, 2015.

On April 29, 2014, the Parent Company’s BOD authorized the Parent Company to declare and
distribute cash dividends of B12.00 per share or 4,275.00 million to stockholders of record as of
May 15, 2014. The said cash dividends were paid on May 28, 2014.

Stock Dividends

On May 5, 2014, the stockholders of the Parent Company approved the 200% stock dividends
amounting to B712.50 million, divided into 712.50 million shares at the par value of 1.00 per
share, or two (2) common shares for every one common share held, from the unrestricted retained
earnings of the Parent Company as of December 31, 2013, and to be issued from the increase in
the authorized capital stock of the Parent Company. On August 22, 2014, SEC approved and
fixed the record date on September 8, 2014,

Appropriations

On November 8, 2016, the BOD approved the appropriation of £2,500,00 million from the
unappropriated retained earnings as of December 31, 2015 as additional capital expenditure for the
Phase 2 Power Plant expansion project of SRPGC which is expected to be completed in 2021.
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On November 11, 2015, the BOD approved the appropriation of £3,000.00 million from the
unappropriated retained earnings as of December 31, 2015 to be used for the Phase 2 power plant

expansion project of its wholly-owned subsidiary, SLPGC. The said power plant was completed
last April 2016.

19. Related Party Transactions

The Group in its regular conduct of business has entered into transactions with related parties. ?
Parties are considered to be related if, among others, one party has the ability, directly or :
indirectly, to control the other party or exercise significant influence over the other party in

making the financial and operating decisions, the parties are subject to common control or the

party is an associate or a joint venture. The Group has affiliates under common control of

DMCI-HI and Dacon Corporation.

Except as indicated otherwise, the outstanding accounts with related parties shall be settled in
cash. The transactions are made at terms and prices agreed upon by the parties.

The significant transactions with related parties follow: I:

2016
Reference Amount/Volume Receivable (Payable) Terms Conditions
Trade receivables (Note §
Entities under comman control
Trans.fe;)ofmater;alsf, sherwges and @ Non-interest bearing, Unsecured,
relmbursement of siared expenses P32,118,987 76,578,145 due and demandable ___no impairment
Advanc uppliers - current 8
Entitizs under common control
Non-interest bearing, _
: (c) recoupment through monthly Unsecured,
Canstruction and outside services PR165,442,477 P234,206, 485 and final billings no impairment
Trade payables (Note 15) ; .
Entities under commaon control |
30 days,
Reimbursement of shared expenses (a) | (R44,705) nen-interest bearing Unsecured
30 days,
Operation and maintenance fees (d) 362,640,742 {21,704,777) non-interest bearing
30 days,
Coal handling services (e) 596,877,187 (109,561,084} non-interest bearing Unsecured
30 days,
Mine exploration and hauling services [63] 1,437,260,355 (751,942,643) non-interest bearing Unsecured

3t days for monthly billings and
portion after expiration of,

Construction and other outside retention period,
services (g 971,238,050 (1,640,659,137) non-interest bearing Unsecured
Purchases of office supplies and 30 days,
refreshments (h) - (1,500) non-interest bearing Unsecured
Office, parking and warehouse rental 30 days,
expenses (i) 8,485,610 (1,902,754) non-interest hearing Unsecured
30 days,
Aviation services 0] - {12,725,108) non-interest bearing Unsecured

Trade payables (Note 15
Entities under common cortrol

s

; : "30“"‘153/5‘:":."1.i:’.\-'.‘..‘ n

Arrastre and Cargo Services (k) 1,905,527 (1,666,049) % == 77~ nofsinterest bearing . Uisecured
| 30 days, ' :

Retention payable 0) 15,780,000 asszonsen || ‘a\% | nondnterest Geadiiil Unseeured
#3,394,187,471 #2,983400739 Y1V T By =

(Forward)
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2016
Reference  Amount/Volume Receivable (Payable) Terms Conditions
Dther noncurrent liabilities (Mote 12)
Entities under common control
Retenfion payable 0 R152,468,242 (B423,813,611) Non-interest bearing Unsecured
2015
Reference  Amount/Volume  Receivable (Payable) Terms Canditions
Trade receivables (Note 5
Entities under cammon control
Tral;gfegofsmater:alr; s;frv;ges and (@) Non-interest bearing, Unsecured,
Telmbursement ol shared expenses £40,923,381 R68,830.272 due and demandable no impairment
Advances to suppliers - current (Note 8
Entities under common control
Non-intervest bearing, Unsecured,
Deposit for services (b) P42,267,857 P42,267,857 due and demandable no impairment
Non-inferest bearing,
recoupment through monthly Unsecured,
Construction and outside services {c) 650,749,677 756,442,697 and final billings no impairment
' R702,017,534 H798,710,554
Trade payable; te 15
Entities under commaon control
: 30 days,
Reimbursement of shared expenses (2) P702,141 (®702,141) non-interest bearing Unsecured
30 days,
Operation and maintenance fees (d) 324,000,000 (39,271,558) non-interest bearing Unsecured
30 days,
Coal handling services (e} 370,324,932 (101,749,918) non-interest bearing Unsecured
30 days,
Mine exploration and hauling services D 216,403,369 (1,340,292 noti-interest bearing Unsecured
34 days for monthly billings and
portion after expiration of
Construction and other outside retention period ,
services () 1,783,916,987 (1,220,909,110) non-interest bearing Unsecured
Purchases of office supplies and 30 days,
refreshments () 6,645,198 (700,418) non-interest bearing Unsecured
Office, parking and warchouse rental 30 days,
expenses { 7,990,559 (2,104,480} non-interest bearing Unsecured
30 days,
Aviation services W 246,589 {12,725,108) non-interest bearing Unseeured
30 days,
Arrastre and Cargo Services k) 773,840 {773,840) non-interesi bearing Unsecured
30 days,
Retention payable )] 720,647 {3,608,370) non-interest bearing Unsecured
P3,411,724.262 (P1,383,876,235)
Cthern ent liabilities e 12
Entities under common control
Retention payable {0 ¥73,332,374 (P1,498,829,715) Norn-interest bearing Unsecured

a. This pertains to the services rendered, deliveries of goods and reimbursement of expenses

advanced by the Group to its affiliates. This includes contracted services, share in rental

expenses, office materials and supplies and maintenance and renewal expenses of information

systems.

All outstanding balances from affiliates are included in receivables under ‘Trade receivable -
related parties’ in the consolidated statements of financial position.

b. The Group made advances to DMCI Consunji, Inc. (DMCI) for the ongoing construction
project for which the balance is included in ‘Advances to suppliers’ account (see Note 8).

ARG A




-48 -

DMCI was engaged by SLPGC in the construction of the 2x150MW coal-fired power plant.
Billings of DMCI was charged to ‘Construction in progress’ account. As of

December 31, 2016 and 2015, advances to contractors amounting to £234.21 million and
B756.44 million is classified under ¢ Advances to suppliers and others® in the consolidated
statements of financial position (see Note 8). These advances are recouped through monthly
and final billings as the work progresses.

SCPC engaged DMCI Power Corporation (DMCI Power), an entity under common control of
DMCI-HI, for the management, operation and maintenance of the power plant. The
outstanding balances due to DMCI Power are included in the ‘Trade payable - related parties’
account in the consolidated statements of financial position (see Note 15).

SCPC and SLPGC entered into a voyage charter agreement with DMC Construction
Equipment and Resources, Inc. (DMC CERI). The outstanding balances due to DMC CERI
are included in the ‘Trade payable - related parties’ account in the consolidated statements of
financial position (see Note 15).

SLPGC and SCPC hired St. John Bulk Handlers, Inc. (SJBHI) for its coal handling services.
Cost of coal handling services provided by SJBHI to SLPGC are offset against commissioning
revenue during the commissioning stage and included in the ‘Cost of power sales’ after start of
commercial operations. While for SCPC, these are included in the ‘Cost of power sales’. The
outstanding balances are included in the ‘Trade payable - related parties’ account in the
consolidated statements of financial position (see Note 15).

DMC-CERI had transactions with the Parent Company for services rendered relating to the
Parent Company’s coal operations. These include services for the confirmatory drilling for
coal reserve and evaluation of identified potential areas, exploratory drilling of other minerals
within Semirara Island, dewatering well drilling along cut-off wall of Panian mine and fresh
water well drilling for industrial and domestic supply under an agreement. Expenses incurred
for said services are included in cost of sales under ‘Outside services’ in the consolidated
statements of comprehensive incoime (see Note 21).

DMC-CERI operate, maintain and manage Parent Company’s marine vesse! for use in
shiploading and delivery of coal to its various costumer. The coal freight billing is on a per
metric ton basis plus demurrage charges for delays in loading and unloading of coal cargoes.
Expenses incurred for these services are included in cost of sales under ‘Hauling and
shiploading costs’ in the consolidated statements of comprehensive income (see Note 21).

Furthermore, DMC-CERI provides the Parent Company labor services relating to coal
operations including those services rendered by consultants. Expenses incurred for said
services are included in cost of sales under ‘Direct labor’ in the consolidated statements of
comprechensive income (see Note 21).

Labor costs related to manpower services rendered by DMC-CERI represent actual salaries
and wages covered by the period when the services were rendered to Parent Company in its
coal operations. Under existing arrangements, payments of sald.salanes_and wages are given
directly to personnel concerned. 1 o
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All outstanding balances to DMC-CERI are included in trade and other payables under ‘Trade
payable - related parties’ in the consolidated statements of financial position (see Note 15).

The Group contracted DMCI for the construction of its 1 x 15 MW Power Plant located at
Semirara Island and the construction of SLPGC’s 2 x 150 MW coal-fired power plants in
Batangas. Other services include on-going rehabilitation of existing power plant, and other
coustructions in compliance with its Corporate Social Responsibility (CSR) such as
construction of covered tennis courts, track and field, perimeter fence and others. All
outstanding balances to DMCI are lodged in trade and other payables under ‘Trade payable -
related parties’ in the consolidated statements of financial position (see Note 15).

The Group engaged Prominent Fruits, Inc, and Sirawi Plywood & Lumber Corp. to supply
various raw materials, office supplies and refreshments. The outstanding balance to
Prominent Fruits, Inc. and Sirawai Plywood & Lumber Corp. is lodged in trade and other
payables under ‘Trade payable - related parties’ in the consolidated statements of financial
position (sece Note 15).

In 2016 and 2015, DMC Urban Property Developers, Inc. (DMC-UPDI) had transactions with
the Group representing long-term lease on office space and other transactions rendered to the
Parent Company necessary for the coal operations. Office rental expenses are included in cost
of sales under ‘Outside services’ in the consolidated statements of comprehensive income (see
Note 21). The outstanding balance to DMC-UPDI is lodged in trade and other payables under
‘Trade payable - related parties’ in the consolidated statements of financial position

(see Note 15).

Royal Star Aviation Inc. provide maintenance services and hangarage for the Parent
Company’s aircraft use to transport supplies, employees and visitors in and out the minesite.
The related expenses are included in cost of sales under ‘Production overhead’ in the
consolidated statements of comprehensive income (see Note 21).

The outstanding balance to Royal Star Aviation, Inc. is lodged in trade and other payables
under ‘Trade payable - related parties’ in the consolidated statements of financial position
(see Note 15).

In 2016, Vincent Arrastre and Cargo Services, Inc. had transactions with the Parent Company
for shipsiding services. The outstanding balance to Vincent Arrastre and Cargo Services, Inc.
is lodged in trade and other payables under ‘Trade payables - related parties’ in the
consolidated statements of financial position (see Note 15).

In 2016, SLPGC have retention payable to DMCI which represents amounts withheld from
payments to contractors as guaranty for any claims against them. These are noninterest-
bearing and will be remitted to contractors at the end of the contracted work. Outstanding
balances are lodged under ‘Other noncurrent liabilities’ in the consolidated statements of
financial position (see Note 15).

Terms and conditions of transactions with related parties

There have been no guarantees and collaterals provided or received for any related party
receivables or payables. These accounts are noninterest-bearing and are generally unsecured.
Impairment assessment is undertaken each financial year through a review of the financial position
of the related party and the market in which the related party operates. As of December 31, 2016
and 2015, there were no impairment losses recognized on related party balances.
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Compensation of key management personnel of the Group amounted to P167.98 million and
P159.42 million in 2016 and 2015, respectively.

There are no other agreements between the Group and any of its directors and key officers
providing for benefits upon termination of employment, except for such benefits to which they
may be entitled under the Group’s pension plan.

20. Pension Plan

The Group has a funded, noncontributory defined benefit plan covering substantially all of its
regular employees. The date of the latest actuarial valuation is as of December 31, 2016,

The Group accrues retirement costs (included in ‘Pension liabilities” in the consolidated
statements of financial position) based on an actuarially determined amount using the projected
unit credit method.

[

The funds are administered by a trustee bank under the supervision of the BOD of the plan. The
BOD is responsible for the investment of the assets. It defines the investment strategy as often as ¥
necessary, at least annually, especially in the case of the significant market developments or
changes to the structure of the plan participants. When defining the investment strategy, it takes
account of the plan’s objectives, benefit obligation and risk capacity. The investment strategy is
defined in the form of a long-term target structure (investment policy). The BOD delegates the
implementation of the investment policy in accordance with the investment strategy as well as
various principles and objectives to an Investment Committee, which also consists of members of
the BOD, Vice-President for Treasury and Chief Finance Officer. The Vice-President for
Treasury and Chief Finance Officer oversee the entire investment process.

Under the existing regulatory framework, Republic Act 7641 requires a provision for retirement
pay to qualified private sector employees in the absence of any retirement plan in the entity,
provided however that the employee’s retirement benefits under any collective bargaining and
other agreements shall not be less than those provided under the law. The law does not require
minimum funding of the plan.

Provisions for pension liabilities are established for benefits payable in the form of retirement
pensions. Benefits are dependent on years of service and the respective employee’s final
compensation. The Group updates the actuarial valuation every year by hiring the services of a
third party professionally qualified actuary.

There are no plan amendments, curtailments or settlements in 2016, 2015 and 2014.

The cost of defined benefit pension plans and the present value of the pension liabilities are
determined using actuarial valuations.

The actuarial valuation involves making various assumptions. The principal assumptions used in
determining pension liabilities for the defined benefit plan are shown below:

2016 2015 2014
Discount rate 528%-5.87% 527%-636% 4.82%-5.67%
Salary increase rate 3.00% 3.00% 3.00%
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The following table summarizes the components of pension expense in the consolidated
statements of comprehensive income:

2016 2015 2014
Current service cost £39,628,111 16,657,360 P15,635,036
Interest expense related to the
defined benefit liability 10,684,019 6,611,027 5,197,340
Interest income related to plan
assets : (4,384,303) (3,876,122) (3,547,507)
P45,927,827 £19,392,265 P17,284,86%

The above pension expense is included in ‘Personnel costs’ under ‘Operating expenses’ and
‘Direct labor’ under ‘Cost of sales’ in the consolidated statements of comprehensive income
(see Notes 21 and 22).

The following tables provide analyses of the movement in the defined benefit liability, fair value
of plan assets and pension liabilities recognized on consolidated statements of financial position:

2016 2015

Defined benefit liability at beginning of year B155,918,352 P118,014,431
Current service cost 39,628,111 16,657,360
Interest expense 10,684,019 6,611,027
Remeasurement of defined benefit liability:

Arising from changes in financial assumptions 3,991,299 (3,705,892)

Experience gains (losses) (15,888,555) 25,366,613
Benefits directly paid by the Group (8,724,213) (5,780,005)
Benefits paid from plan asset - (1,245,182)
Defined benefit liability at end of year £185,609,013 B155,918,352
Fair value of plan assets at beginning of year P68,935,574 P68,984,538
Return on plan assets (excluding amounts included

in interest income) (1,745,642) (2,679,904)
Interest income 4,384,303 3,876,122
Benefits paid - (1,245,182)
Fair value of plan assets at end of year P71,574,235 P68,935,574
Net pension liability at beginning of year P86,982,778 £49,029,893
Net periodic pension cost 45,927,827 19,392,265
Amounts recognized in other comprehensive income (10,151,614) 24,340,625
Benefit payments - paid by the Group (8,724,213) (5,780,005)
Net pension liability at end of year P114,034,778 86,982,778

The Group does not expect any contribution into the pension fund in 2017.
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The composition and fair value of plan assets as at the end of reporting date are as follows:

2016 2015
Cash and cash equivalents B368,703 P3,384,528
Equity instruments
Financial institutions 7,209,020 5,490,000
Real Estate 5,430,000 -
DeDbt instruments
Government securities 45,301,117 47,059,505
Unquoted debt securities 12,118,696 11,983,783
Receivables 1,146,699 1,017,758
Fair value of plan assets P71,574,235 P68,935,574

Trust fee in 2016 and 2015 amounted to 35,486 and £34,013, respectively.
The composition of the fair value of the plan assets includes:

Cash and cash equivalents - include savings and time deposit with banks and special deposit
account with Bangko Sentral ng Pilipinas

Investment in equity securities - includes investment in common and preferred shares of financial
institutions traded in the Philippine Stock Exchange

Investment in debt securities - government securities - include investment in Philippine Retail
Treasury Bonds and Fixed Rate Treasury Notes

Investments in debt securities - unquoted - include investment in long-term debt notes and retail
bonds

Receivables - pertain to interest and dividends receivable on the investments in the fund

The management performs a study of how to match its existing assets versus the pension liabilities
to be settled. The overall investment policy and strategy of the Group’s defined benefit plan is
guided by the objective of achieving an investment return which, together with contributions,
ensures that there will be sufficient assets to pay pension benefits as they fall due while also
mitigating the various risks of the plan, The Group’s current guiding strategic investment strategy
consists of 80% of debt instruments, 18% of equity instruments and 2% of others.

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the defined benefit liability as of the end of reporting date, assuming if
all other assumptions were held constant: '

2016 2015
Effect on
Increase  Defined Benefit Increase Effect on Defined
{Decrease) Liability {Decrease)  Benefit Liability
Discount rates +0.5% fo 1% (B15,082.880) +0.5%t0 1% (#5,358,754)
-0.5% to 1% 18,155,286 -0.5%to 1% 5,977,391
Future salary increases +1% 16,931,804 +1% 5,150,821

1% (14,463,121) -1% (4,723,272)
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Shown below is the maturity analysis of the undiscounted benefit payment up to ten years:

2016 2015
Less than 1 year £59,302,155 43,117,743
More than 1 year to 5 years 47,215,986 24,366,519
More than 5 years to 10 years 90,918,414 66,153,865
£197,436,555 P133,638,127
The Group has no other transactions with the fund.
21. Cost of Sales
Cost of coal sales consists of:
2016 2015 2014
Materials and supplies (Note 19) P4.371,052,573 13,024,001,3%4 P3,897.257,081
Fuel and lubricants 1,489,016,376 1,163,408.917 2,991,475,911
Qutside services (Note 19) 1,549,788,146 695,999,390 1,075,701,964
Depreciation and amortization (Notes 9
and 12) 1,157,006,529 519,842,448 822,278,521
Provision for decommissioning and site
rehabilitation (Note 16) 1,089,423,459 - -
Direct labor (Note 19) 700,275,846 446,316,250 577,879,037
Production overhead (Note 19) 207,552,739 335,423,295 423,809,451
Cost of coal (Note 6} 10,564,115,668 6,184,991,734 9,788,401,965
Hauling and shiploading costs (Note 19) 449,384,137 202,827,731 439,609,474
P£11,013,499,805 $£6,387,819,465 £10,228,011,435
Cost of power sales consists of:
2016 2015 2014
Coal P2,559,889.904  $2,679,503,585 P2,499,389,790
Energy spot purchases 2,495,357,262 107,406,243 4,778,979,591
Depreciation and amortization (Note 9) 2,170,627,728 1,006,345.938 926,330,084
Bunker 137,044,067 93,581,560 255,037,688
Coal handling expense (Note 19) 127,518,172 110,269,630 73,718,525
Lube 42,912,606 40,993,979 27,747,305
Diesel 43,426,757 38,503,060 97,291,733
Market fees 28,091,496 59,041,865 39,485,318
Others 82,653,529 18,627,044 1,495,068
B7,687,521,521 B4,154,272,904 P8,699,475,102
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2016 2015 2014
Materials and supplies (Note 19) B1,015,972,538 £1,268,480,210 R0952,361,524
Fuel and lubricants 346,095,070 488,016,040 731,018,380
Depreciation and amortization
{Notes 9 and 12) 268,925,354 291,951,404 262,866,200
Qutside services (Note 19) 360,220,375 218,058,715 200,937,841
Direct labor (Note 19) 162,766,523 187,216,640 141,214,641
Hauling and shiploading costs (Note 19) 104,451,259 85,080,306 107,426,105
Production overhead (Note 19) 301,458,785 140,700,270 103,565,099
P2,559,889,904 $£2,679,503,585 P2,499,389,790
22. Operating Expenses
2016 2015 2014
Government share (Note 28) £2,649,979,160 P1,796,046,847 P1,858,189,613
Taxes and licenses 549,068,101 283,992,995 198,611,913
Operation and maintenance (Note 19) 411,460,368 324,559,835 328,296,434
Personnel costs (Notes 19 and 20) 362,922,245 295,467,153 275,249,168
Repairs and maintenance 330,609,401 121,330,131 104,316,433
Provision for doubtful accounts - net (Note 5} 149,533,034 925,151,745 -
Office expenses (Note 19) 146,989,002 133,046,584 126,335,538
Insurance and bonds 116,303,915 92,418,625 71,826,559
Professional fees 68,321,444 70,634,134 50,152,727
Depreciation (Note 9) 56,790,728 43,246,105 51,655,398
Entertainment, amusement and recreation 32,347,816 56,042,490 43,298,078
Trangportation and travel 17,892,216 31,207,300 28,687,926
Marketing 1,990,558 6,315,763 13,918,905
Provision for inventory obsolescence (Note 6) 1,239,090 20,902,458 -
Loss on disposal and write-down of
property, plant and equipment (Note 9) - 16,087,500 110,976
Others 103,418,662 172,634,820 70,349,709
£4,998,866,240 £4,389,084,485 £3,220,999,377
Others pertain to various expenses such as advertising and utilities.
23. Finance Costs
2016 2015 2014
Interest on:
Long-term debt (Note 14) B423,378,970 P168,578,574 P196,770,666
Amortization of debt issuance cost
{Note 14) 13,596,689 10,950,937 16,360,856
Short-term loans (Note 13) 77,918,662 57,987,231 63,337,130
Accretion of cost of decommissioning
and site rehabilitation (Note 16) 25,219,891 7,395,580 7,689,928
Bank charges 58,878,494 33,275,592 39,069,744
P598,992,706 P278,187.914 £323,228,324
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24, Finance Income
2016 2015 2014
Interest on:
Cash in banks (Note 4) P36,767,808 $22,091,022 P5,178,605
Cash equivalents (Note 4) 41,720,476 25,796,786 29,146,795
[nvestment in sinking fund (Note 10) 4,313,045 8,992,559 6,671,014
Others 437,367 683,382 456,354
P83,238,696 57,563,749 B41,452,768
25. Other Income
2016 2015 2014
Commissioning income PB595,343,004 P58,327,356 p-
Recoveries from insurance claims 218,030,806 161,195,903 82,552,158
Sale of fly ash 123,188,392 133,118,624 113,478,322
Gain {loss) on sale of equipment (Note 9) (174,667) 76,461,975 336,750
Reversal of allowance for impairment losses - 10,683,653 -
Miscellaneous 2,054,463 891,119 9,121,503
£938,441,998 £440,678,630 P205,488,733

Commissioning income

Commissioning income pertains to net revenue earned by the Group from the testing phase of the
2X150 MW CFB coa!-fired thermal power plant during the first quarter of 2016 and for the whole

year 2015,

Recoveries from insurance claims

Recoveries from insurance claims pertain to the amount reimbursed by the insurer on insured

equipment which were damaged.

26.

Income Tax

The provision for (benefit from) income tax consists of:

2016 2015 2014

Current £837,219,939 p995,397,884 B-

Final 13,884,010 10,713,827 8,116,083
Deferred 11,975,636 175,972,220 (560,983,213)
P863,079,585 B1,182,083,931  (B552,867,130)
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The reconciliation of the effective statutory income tax rate to the effective income tax rate shown
in the consolidated statements of comprehensive income follows:

2016 2015 2014

Statutory income tax rate
Adjustments for:

30.00%  30.00% 30.00%

Nondeductible expense 0.51 0.08 -
Nondeductible interest expense 0.05 0.05 0.03
Unrecognized deferred tax assets 4,36 7.62 15.02

Interest income already subject to final tax at a

lower rate
Tax-exempt income

0.08)  (0.04)  (0.04)
(28.15)  (25.48) (53.77)

Effective income tax rate

6.69% 12.23% (8.76%)

The compenents of net deferred tax assets as of December 31, 2016 and 2015 follow:

2016 2015

Deferred tax assets (liabilities) on:
Allowance for impairment losses
Unrealized foreign exchange loss
Unrealized foreign exchange gain
Accrual of pension obligation

Allowance for inventory obsolescence

Allowance for doubtful accounts

Various accruals

Provision for decommissioning and site

rehabilitation
NOLCO
MCIT

P455,486,299 P413,361,049
(14,734,836) 43,267,396

543,246
28,239,618 27,183,716
20,218,166 19,846,439
22,403,520 19,668,363
2,909,884 6,990,107
3,113,659 2,675,078
337,422 509,811

- 2,042,359

B518,516,978 P535,544,818

The Parent Company have not recognized deferred tax assets on NOLCO from the following

periods:
Parent Company
Year Incurred Amount Expiry Year
2016 P1,809,066,463 2019
2015 2,455,567,304 2018
2014 4,878,525,474 2017

£9,143,159,241
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The following entities within the Group recognized deferred tax assets on NOLCO from the
following periods:

SEUT
Year Incurred Amount Expiry Year
2016 P258,301 2019
2015 139,173 2018 -
2014 131,010 2017
B528,484
SCI
Year Incurred Amount Expiry Year
2016 43,128 2019 -
2015 351,212 2018
2014 201,915 2017 3
596,255
Rollforward analysis of the Group’s NOLCO follows:

2016 2015
Balance at beginning of year 210,775,473,365 B11,462,948,714
Addition 1,809,367,892  2,456,057,689
Expired (3,440,557,277) (3,143,533,038)
Balance at the end of year P9,144,283,980 £10,775,473,365

Rollforward analysis of the Group’s MCIT follows:

2016 2015
Balance at beginning of year B2,042,359 B~
Addition - 2,042,359
Used (2,042,359) -
Balance at the end of year P- P2,042,359

Board of Investments (BOI) Incentives

Parent Company

In relation to the Parent Company’s operation in Panian minesite, on September 26, 2008, the BOI
issued in favor of the Parent Company a Certificate of Registration as an Expanding Producer of
Coal in accordance with the provisions of the Omnibus Investments Code of 1987. Pursuant
thereto, the Parent Company shall be entitled to the following incentives, among others:

a. Income tax holiday (ITH) for six (6) years from September 2008 or actual start of commercial
operations, whichever is earlier, but in no case earlier than the date of registration. For
purposes of availment of ITH, a base figure 0f 2,710,091 MT representing the Parent
Company’s average sales volume for the past three (3) years prior to the expansion shall be
used.
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The Parent Company shall initially be granted a four (4) year ITH. The additional two (2)
year ITH shall be granted upon submission of completed or on-going projects in compliance
with its CSR, which shall be submitted before the lapse of its initial four (4) year ITH. The
Parent Company’s ITH of 6 years lapsed in September 2014,

On May 1, 2014, BOI approved the Parent Company’s additional year of ITH entitlement
from September 2014 to September 2015 which was extended by the BOI to September 2016.

b. Employment of foreign nationals. This may be allowed in supervisory, technical or advisory
positions for five (5) years from the date of registration. The president, general manager and
treasurer of foreign-owned registered companies or their equivalent shall not be subject to the
foregoing limitations.

Date of filing: Application shall be filed with the BOI Incentives Department before
assumption to duty of newly hired foreign nationals and at least one (1) month before
expiration of existing employment for renewal of visa.

c. Simplification of Customs procedures for the importation of equipment, spare patts, raw
materials and supplies.

On August 19, 2009, the BOI granted the Parent Company’s request for a reduced base figure
from 2,710,091 MT to 1,900,000 MT representing the average sales volume for the past eight (8)
years (2000 to 2007) prior to registration with BOL

The Parent Company’s Certificate of Registration for Panian Minesite has expired on
September 26, 2016 simultaneous to the full depletion of the mineable coal reserve.

On August 31, 2012 and February 24, 2016, BOI has granted the Parent Company Certificates of
Registration as New Producer of Coal in accordance with the provisions of the Omnibus
Investments Code of 1987 in relation to the operation in Narra Minesite (formerly Bobog)
(Certificate of Registration No. 2012-183) and Molave Minesite (Certificate of Registration

No. 2016-042). Pursuant thereto, the Parent Company shall be entitled to the following incentives
for the two Certificate of Registrations, among others:

a. ITH for four (4) years from January 2015 and January 2017 for Narra Minesite and Molave
Minesite, respectively, or actual start of commercial operations, whichever is earlier, but in no
case earlier than the date of registration.

b. Income qualified for ITH availment shall not exceed by more than 10% of the projected
income represented by the Parent Company in its application provided the project’s actual
investments and employment match the Parent Company’s representation in the application.

The Parent Company availed of tax incentive in the form of ITH on its income under registered
activities amounting to 2,747.09 million, £2,339.37 million and £2,686.91 million in 2016, 2015
and 2014, respectively.

SCPC

On April 19, 2010, SCPC was registered with the BOI as New Operator of the 600-MW Calaca
Coal-Fired Power Plant on a Non-Pioneer Status in accordance with the provistons of the
Omnibus Investments Code of 1987. In accordance with its registration, SCPC shall be entitled
to, among others, an ITH for four (4) years from April 2011 or actual start of commercial ‘
operations, whichever is earlier, but in no case earlier than the date of registration. The ITH
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incentives shall be limited to the revenue generated from the sales of electricity of the 600 MW
Batangas Coal-Fired Thermal Power Plant.

On January 7, 2011, BOI approved SCPC’s request for an earlier application of the ITH to be
effective January 1, 2010.

On December 17, 2013, BOI approved SCPC’s request for the extension for one (1) year of the
ITH for the period January 1 to December 31, 2014. Starting January 1, 2015, the Company is in
tax position applying regular corporate income tax.

SLPGC

On June 21, 2012, the application for registration of SLPGC as new operator of 300 MW
(Phase 1) Batangas Coal Fired Power Plant on a Non-Pioneer Status under the Omnibus
Investments Code of 1987 (Executive Order No. 226) was approved. Pursuant thereto, SLPGC
shall be entitled to the following incentives, among others:

a. ITH for four (4) years from January 2015 or actual start of commercial operations, whichever
is earlier, but in no case earlier than the date of registration.

b. For the first five (5) years from date of registration, the enterprise shall be allowed an
additional deduction from taxable income of fifty percent (50%) of the wages cotresponding
to the increment in number of direct labor for skilled and unskilled workers in the year of
availments as against the previous year if the project meets the prescribed ratio of capital
equipment to the number of workers set by the Board and provided that this incentive shall not
be availed of simultaneously with the ITH.

¢. Importation of consigned equipment for a period of ten (10) years from date of registration,
subject to posting of re-export bond.

d. Employment of foreign nationals. This may be allowed in supervisory, technical or advisory
positions for five (5) years from date of registration.

e. Simplification of customs procedures for the importation of equipment, spare parts, raw
materials and supplies.

On June 19, 2015, SLPGC wrote the BOI informing the latter of the delay in the start of
commercial operations of Units | & 2 of the 2x150 MW CFB Fired Power Plant Project citing as
reason the delay in the substation interconnection of the plant due to legal and commercial issues
between and among the National Power Corporation, National Transmission Corporation, First
Gas Power Corporation, MERALCO, PSALM and National Grid Corporation.

On July 2, 2015, the BOI replied that the BOI may grant a request for deferment of start of
commercial operations with justifiable cause for a maximum of one (1) year. The BOI may also
grant a second request for deferment for six (6) months provided that the reason for the second
request is different from the first. However, failure to start commercial operations as committed in
a second request shall be a ground for automatic cancellation of registration without prejudice to
filing a new application for registration.

On February 16, 2016, SLPGC informed the BOI that testing and commission commenced shortly
after the interconnection issue was resolved on July 16, 2015, In said letter SLPGC formally
requested the BOI for extension of the reckoning period of ITH for the six (6) months or up to
June 2016.
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On June 29, 2016, the BOI granted the request for the movement of the reckoning period for the
ITH incentive from January 1, 2015 to January 1, 2016 due to the delay arising from
interconnection issue which is considered as an operational force majeure. During 2016, the
SLPGC availed of tax incentive in the form of ITH on its income under registered activities
amounting to 842.59 million.

27. Basic/Diluted Earnings Per Share

The following table presents information necessary to calculate earnings per share:

2016 2015 2014
Net income P12,040,669,988 P8,486,909,081 $6,861,294,479 .
Divided by the weighted average number of
commaon shares outstanding 1,067,673,504 1,068,750,000 1,068,750,000
Basic/diluted earnings per share P11.28 R7.94 P6.42

There have been no other transactions involving common shares or potential common shares i
between the reporting date and the date of authorization of these consolidated financial statements, 5

28.

Coal Operating Contract with DOE

On July 11, 1977, the Government, through its former Energy Development Board, awarded a
35-year COC to a consortium led by Vulcan Industrial & Mineral Exploration Corporation and
Sulu Sea Oil Development Corporation that subsequently assigned said COC to then Semirara
Coal Corporation, now the Parent Company on April 7, 1980. On July 27, 1977, Presidential
Decree (PD) 972 was amended by PD 1174: (a) increasing coal operators’ maximum cost recovery
from an amount not exceeding 70% to 90% of the gross proceeds from production, and

(b) increasing the amount of a special allowance for Philippine corporations from an amount not
exceeding 20% to 30% of the balance of the gross income, after deducting all operating expenses.
As a result, the Parent Company's COC was subsequently amended on January 16, 1981 reflecting
said changes.

another 15-year or until July 14, 2027,

On November 12, 2009, the COC was amended further, expan 1'nig/1ts onbpch a@eﬂ;ﬁ}{nclude
Caluya and Sibay Islands, Antique, covering an additional arealo i,OOO hectares and A
4,200 hectares, respectively. x\ ¥ l:fj -\;; Y
SOULATORY Wi
On April 29, 2013, the DOE issued a new COC to the Parent C mpany’granfmg the Parent
Company the exclusive right to conduct exploration, development and coal mining operations in
the municipality of Bulalacao, province of Oriental Mindoro, up to a maximum of 36 years from
its effective date. The COC covers two coal-bearing parcels of land covering areas of 2,000 and
5,000 hectares, respectively.

On June 7, 2013, the DOE issued a new COC to the Parent Company granting the Parent
Company the exclusive right to conduct exploration, development and coal mining operations in
the municipalities of Maitum and Kiamba, province of Sarangani, up to a maximum of 36 years
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from its effective date. The COC covers a coal-bearing parcel of land covering area of 5,000
hectares.

In return for the mining rights granted to the Parent Company, the Government is entitled to
receive annual royalty payments consisting of the balance of the gross income after deducting
operating expenses, operator’s fee and special allowance. The Parent Company’s provision for
DOE’s share under this contract and to the different LGU in the province of Antique, under the
provisions of the Local Government Code of 1991, amounted to P2,649.98 million,

P1,796.05 million and £1,858.19 million in 2016, 2015 and 2014, respectively, included under
‘Operating expenses’ in the consolidated statements of comprehensive income (see Note 22).
Payable to DOE and LGU, amounting to £1,647,72 million and 21,121.54 million as of
December 31, 2016 and 2015 are included under the ‘Trade and other payables’ account in the
consolidated statements of financial position (see Note 15).

The DOE, through the Energy Resources Development Burean, approved the exclusion of coal
produced and used solely by the Parent Company to feed its power plant in determining the
amount due to DOE,

29. Contingencies and Commitments

SCPC
a. Provision for billing disputes

On October 20, 2010, SCPC filed a Petition for dispute reselution (“Petition™) before the
Energy Regulatory Commission (ERC) against NPC and PSALM involving over-nominations
made by NPC during the billing periods January to June 2010 beyond the 169,000 kW Manila
Electric Company (MERALCO) allocation of SCPC, as provided under the Schedule W of the
APA.

In its Petition, SCPC sought to recover the cost of energy (a) sourced by SCPC from WESM
in order to meet NPC’s nominations beyond the 169,000 kW MERALCO contracted demand,
or (b) procured by NPC from the WESM representing energy nominated by NPC in excess of
the 169,000 kW limit set in Schedule W, cost of which was charged by PSALM against
SCPC. In relation to this, NPC withheld the payments of MERALCOQO and remitted to SCPC
the collections, net of the cost of the outsourced energy.

SCPC has likewise sought to recover interest on the withheld MERALCQ payments collected
by PSALM that is unpaid to SCPC as of due date, to be charged at the rate of 6% computed
from the date of SCPC’s extrajudicial demand until full payment by PSALM.

During the preliminary conference scheduled on November 25, 2010, the ERC’s hearing
officer directed the parties to explore the possibility of settling the dispute amicably. As the
parties failed to arrive at a compromise during the prescribed period, hearings resumed with
the conduct of preliminary conference on February 23, 2011, without prejudice to the result of
any further discussions between the parties for amicable settlement. The ERC set the next
hearing for the presentation of witnesses on March 22 and 23, 201 1., . -
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In 2010, SCPC made a provision for the total amount withheld by NPC, which amounted to
£383.29 million. Though a provision has already been made, SCPC has not waived its right to
collect the said amount in case the outcome of the dispute resolution would be a favorable
settlement for SCPC. The provision will be reversed and an income would be recognized in
the ‘Other income’ account upon collection of the said receivable.

On July 6, 2011, the ERC rendered its Decision in favor of SCPC and directed the parties,
among others to submit the reconciled computation of the over-nominations and other
MERALCO payments withheld by PSALM during the periods January 2010 to June 2010,
and for PSALM to return to SCPC the amount computed and reconciled, including the
interests thereon a rate of 6% per annum. PSALM filed a Motion for Reconsideration on the
Decision which was denied by ERC in an order dated February 13, 2012 for lack of merit.

On April 24, 2012, SCPC and PSALM each filed their Compliance submitting the reconciled
computations of the over-nominations and other MERALCO payments withheld by PSALM,
as agreed upon by the parties, in the principal amount of #476.00 million.

On December 4, 2013, SCPC filed a Motion for Issuance of Writ of Execution praying to
direct PSALM to remit the Principal Amount, including interest of 6% per annum computed
from August 4, 2010 until the date of actual payment, as well as the value added tax collected
by PSALM from MERALCO, pursuant to the ERC’s Decision dated July 6, 2011 and Order
dated February 13, 2012.

On June 23, 2014, the ERC issued an Order granting the Writ of Execution in favor of SCPC
and called a clarificatory conference on September 3, 2014 for the parties to discuss the details
of the execution. PSALM filed a Motion for Reconsideration of the ERC’s Order dated

June 23, 2014,

On September 3, 2014 clarificatory conference, the ERC directed the parties to discuss how
they could mutually carry out the execution granted by the ERC in favor of SCPC and
likewise (1) granted SCPC ten days to file its Comment/Opposition to PSALM’s motion for
reconsideration; and (2) ordered PSALM to file its Compliance and submit a copy of the 3rd
Indorsement dated May 29, 2014 issued by the General Counsel of the Commission on Audit
to PSALM.

On September 11, 2014, PSALM filed its Compliance and duly submitted the 3" Indorsement.
On September 15, 2014, SCPC filed its Opposition to PSALM’s Motion for Reconsideration.

As of December 31, 2016, the ERC has not resolved PSALM’s Motion for Reconsideration.

PSALM’s Petition for Review before the Court of Appeals and Supreme Court of the
Philippines

Meanwhile, PSALM filed a Petition for Review with Prayer for T@mporary Restrau;lm‘g Order
and/or Preliminary Injunction with the Court of Appeals on Aarch SQ, 2012 qu t1<5nmg the
ERC’s decision dated July 6, 2011 and Order dated February 1 2\2 2. g\é%ptember 4, e
2012, the Court of Appeals rendered a Decision, denying PSALM\‘CS betltlon Qnd st ¢

related Decision and Order previously issued. %‘:\}\,ﬁ o e
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PSALM subsequently filed a Motion for Reconsideration dated September 26, 2012 and
seeking the reconsideration of the Decision dated September 4, 2012, SCPC filed its
Opposition to PSALM’s Motion for Reconsideration on November 5, 2012. Subsequently,
the Court of Appeals issued a Resolution denying the Motion for Reconsideration filed by
PSALM on November 27, 2012,

On December 27, 2012, PSALM filed a Petition for Review on Certiorari with Prayer for
Issuance of Temporary Restraining Order and/or Preliminary Injunction with the Supreme
Court.

Subsequently the Supreme Court issued a Resolution dated January 21, 2013 requiring SCPC
to file a Comment to PSALM’s Petition. Thus, on March 25, 2013, SCPC filed its Comment.

PSALM filed a Motion for Extension to file reply on July 25, 2013, requesting for an
additional period of ten (10) days from July 25, 2013, or until August 4, 2013, within which to
file its Reply. PSALM subsequently filed its Reply on August 2, 2013,

In a Resolution dated September 30, 2013, the Supreme Court granted PSALM’s Motion for
Extension to File Reply and noted the filing of PSALM’s Reply.

On December 16, 2016, the Supreme Court issued a Notice of Decision and Decision dated
December 5, 2016. In said Decision, the Supreme Court denied PSALM’s Petition for
Review on Certiorari with Prayer for issuance of Temporary Restraining Order and/or
Preliminary injunction and affirmed the ruling of the Court of Appeals.

PSALM filed its Motion for Reconsideration dated January 19, 2017. On February 13, 2017,
the Supreme Court rendered Decision denying with finality PSALM’s Motion for
Reconsideration.

On February 22, 2017, due to the denial with finality of PSALM’s Motion for Reconsideration
by the Supreme Court, the Company filed with the ERC an Urgent Motion for Resolution of
PSALM’s Motion for Reconsideration pending with the ERC. SCPC prayed that the MR be
denied and a writ of execution be issued in favor of SCPC.

Operating Lease Commitment - as a Lessee

As discussed in Notes 8 and 12, SCPC entered into a LLA with PSALM for the lease of land
where the Power Plant is situated, for the period of 25 years, renewable for another

25 years upon mutual agreement. In 2009, SCPC paid US$3.19 million or its peso equivalent
£150.57 million as advance rental for the 25-year land lease.

Provisions of the LLA include that SCPC has the option to buy the Option Assets upon
issuance of an Option Existence Notice (OEN) by the lessor. Option assets are parcels of land
that form part of the leased premises which the lessor offers for sale to the lessee.

SCPC was also required to deliver and submit to the lessor a performance security amounting
to B34.83 million in the form of Stand-by Letter of Credits. The Performance Security shall
be maintained by SCPC in full force and effect continuously without any interruption until the
Performance Security expiration date. The Performance Security initially must be effective
for the period of one year from the date of issue, to be replaced prior to expiration every year
thereafter and shall at all times remain valid.
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In the event that the lessor issues an OEN and SCPC buy the option assets, the land purchase
price should be equivalent to the highest of the following and/or amounts: (i) assessment of
the Provincial Assessors of Batangas Province; (ii) the assessment of the Municipal or City
Assessor having jurisdiction over the particular portion of the leased premises; (iii) the zonal
valuation of Bureau of Internal Revenue or, (iv) 21.00 per square meter (dollar). Valuation
basis for (i) to (iii) shall be based on the receipt of PSALM of the option to exercise notice.

The exchange rate to be used should be the Philippine Dealing Exchange rate at the date of
receipt of PSALM of the option to exercise notice. -

On July- 12, 2010, PSALM issued an OEN and granted SCPC the “Option” to purchase parcels
of land (Optioned Assets) that form part of the leased premises. SCPC availed of the “Option”
and paid the Option Price amounting to US$0.32 million (®14.72 million} exercisable within
one year from the issuance of the Option Existence Notice.

On April 28, 2011, SCPC sent a letter to PSALM requesting for the assignment of the option

to purchase a lot with an area of 82,740 sqm in favor of its Parent Company. On i
May 5, 2011, PSALM approved the assignment. On June 1, 2011, SCPC exercised the land o
lease option at a purchase price of B292.62 million and is included as part of *Property, plant 1
and equipment’ (see Note 9).

On October 12, 2011, SCPC reiterated its proposal to purchase the remainder of the Leased
Premises not identified as Optioned Assets. One of the salient features of the proposal
included the execution of Contract to Sell (CTS) between SCPC and PSALM. This included
the proposal of SCPC to assign its option to purchase and sub-lease in favor of SLPGC.

On February 13, 2012, PSALM held off the approval of the proposal to purchase the portion
of Calaca Leased Premises not identified as Optioned Assets, subject to further studies. On
the same date, PSALM Board has approved SCPC’s request to sub-lease a portion of the
Calaca Leased Premises to SLPGC for the purpose of constructing and operating a power
plant.

On February 14, 2014, SCPC reiterated its proposal to purchase the Calaca Leased, Premlseé
not identified as Optioned Assets. e -

N e ['p- 3
On February 1, 2017, SCPC again reiterated to PSALM its }groposal?t
Leased Premises, ARy

SLPGC
a. Construction contract

SLPGC entered into a construction contract with DMCI for the eorigtruction of its power
plant. SLPGC is entitled to liquidating damages at the daily rate of 1/10 of 1% of the Contract
Price which in no event shall exceed 10% of the Contract Price. To date, the discussion with
DMCTI for the time extensions and estimated time of compietion is still on going and has not
been finalized, thus no asset from liquidated damages had been recorded to date.
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SMPC
a. Commitments

The Parent Company leases land at the minesite and building as office space.
Future minimum rental payables under operating leases follow:

2016 2015

Within one year B16,128,213 P2,590,382
After one year but not more than five years 10,935,837 2,063,587
£27,064,050 24,653,969

The Group is contingently liable with respect to certain taxation matters, lawsuits and other claims
which are being contested by management, the outcome of which are not presently determinable.
Management believes that the final resolution of these claims will not have a material effect on the
consolidated financial statements, The information usually required by PAS 37 is not disclosed as
it will prejudice the outcome of the lawsuits and claims.

30. Financial Risk Management Objectives and Policies

The Group has various financial assets such as cash and cash equivalents, receivables, investment
in sinking fund and environmental guarantee fund, which arise directly from operations.

The Group’s financial liabilities comprise trade and other payables, short-term loans, long-term
debt and other noncurrent liabilities. The main purpose of these financial liabilities is to raise
finance for the Group’s operations. The main risks arising from the Group’s financial instruments
are price risk, interest rate risk, liquidity risk, foreign currency risk and credit risk, The BOD
reviews and approves policies for managing each of these risks which are summarized below.

The sensitivity analyses have been prepared on the following basfgs e

e Price risk - movement in one-year historical coal prices E } i
o Interest rate risk - market interest rate on loans E r\
e Foreign currency risk - yearly movement in the foreign exchan

g futgs, _
. . . .y EXCISE LT, AT
The assumption used in calculating the sensitivity analyses of the-relevant-income.statement item

is the effect of the assumed changes in respective market risks. This is based on the financial
assets and financial liabilities held at December 31, 2016 and 2015.

Price risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices (other than those arising from interest rate risk or currency
risk), whether those changes are caused by factors specific to the individual financial instrument or
its issuer, or factors affecting all similar financial instruments traded in the market.

The price that the Group can charge for its coal is directly and indirectly related to the price of
coal in the world coal market. In addition, as the Group is not subject to domestic competition in
the Philippines, the pricing of all of its coal sales is linked to the price of imported coal. World
thermal coal prices are affected by numerous factors outside the Group’s control, including the
demand from customers which is influenced by their overall performance and demand for
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electricity. Prices are also affected by changes in the world supply of coal and may be affected by
the price of alternative fuel supplies, availability of shipping vessels as well as shipping costs.

As the coal price is reset on a periodic basis under coal supply agreements, this may increase its
exposure to short-term coal price volatility.

There can be no assurance that world coal prices will be sustained or that domestic and
international competitors will not seek to replace the Group in its relationship with its key
customers by offering higher quality, better prices or larger guaranteed supply volumes, any of
which would have a materially adverse effect on the Group’s profits.

To mitigate this risk, the Group continues to improve the quality of its coal and diversify its
market from power industry, cement industry, other local industries and export market. This will
allow flexibility in the distribution of coal to its target customers in such manner that minimum
target average price of its coal sales across all its customers will still be achieved (i.e., domestic
versus export). Also, in order to mitigate any negative impact resulting from price changes, it is
the Group’s policy to set minimum contracted volume for customers with long-term supply
contracts for each given period (within the duration of the contract) and pricing is negotiated on a
monthly basis to even out the impact of any fluctuation in coal prices, thus, protecting its target
margin.

The excess volumes are allocated to spot sales which may command different price than those
contracted already since the latter shall follow pricing formula per contract.

Nevertheless, on certain cases temporary adjustments on coal prices with reference to customers
following a certain pricing formula are requested in order to recover at least the cost of coal if the
resulting price is abnormally low vis-a-vis cost of production (i.e., abnormal rise in cost of fuel,
foreign exchange).

Below are the details of the Group’s coal sales to the domestic market and to the export market
(as a percentage of total coal sales volume):

2016 2015
Domestic market 41.08% ;-,'-'"315'32%
Export market 58924 7, S48

The following table shows the effect on income before mcofhe‘ ‘x&_should the ch ge1m the prices
of coal occur based on the inventory of the Group as of Decetﬁberﬁl ZO%a 1"’5 with all
other variables held constant. The change in coal prices used \ip %he mm@i‘ 10N aSSUMES”..
fluctuation from the lowest and highest price based on one-yeat hl\\oncal price. movements in
2016 and 2015.

S ,
Effect orhmcﬁme before income tax

Change in coal price 2016 2015

Based on ending coal inventory

Increase by 35% in 2016 and 15% in 2015 P555,060,791 P£416,498,009

Decrease by 35% in 2016 and 15% in 2015 (555,060,791)  (416,498,009)

Based on coal sales volume
Increase by 35% in 2016 and 15% in 2015 4,416,543,681 2,452,398,481
Decrease by 35% in 2016 and 15% in 2015 (4,416,543,681) (2,452,398,481)

(R
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Interest vate visk

The Group’s exposure to the risk of changes in market interest rates relates primarily to the
Group’s long-term debts with floating interest rates. The Group’s policy is to manage its interest
cost using a mix of fixed and variable rate debts. The Group’s policy is to maintain a balance of
Peso-denominated and United States Dollar (US$)-denominated debits.

M ERAMAM A
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The following table demonstrates the sensitivity of the Group’s income before tax to a reasonably
possible change in interest rates on December 31, 2016 and 2015, with ail variables held constant,
through the impact on floating rate borrowings.

Effect on Income Before Tax

Basis points (in thousands) 2016 2015
+100 (R166,897) (P195,436)
-100 166,897 195,436

The assumed movement in basis points for interest rate sensitivity analysis is based on the Group’s
historical changes in market interest rates on bank loans.

There was no effect on the equity other than those affecting the income before tax.

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated
with financial liabilities. The Group’s objective is to maintain a balance between continuity of
funding and flexibility through the use of bank loans. The Group’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 suppliers’ credit, letters of credit, trust
receipts and long-term debt, while operating expenses and working capital requirements are
funded through cash collections. A significant part of the Group’s financial assets that are held to
meet the cash outflows include cash equivalents and trade receivables. Although trade receivables
are contractually collectible on a short-term basis, the Group expects continuous cash inflows
through continuous production and sale of coal and power generation. In addition, although the
Group’s short-term deposits are collectible at a short notice, the deposit base is stable over the
long term as deposit rollovers and new deposits can offset cash outflows.

Moreover, the Group considers the following as mitigating factors for liquidity risk:

¢ [t has available lines of credit that it can access to answer anticipated shortfall in sales and
collection of receivables resulting from timing differences in programmed inflows and
outflows.

o [t has very diverse funding sources.
It has internal control processes and contingency plans for managing liquidity risk. Cash flow
reports and forecasts are reviewed on a weekly basis in order to quickly address liquidity
concerns. Outstanding trade receivables are closely monitored.

As part of its liquidity risk management, the Group regularly evaluates its projected and actual

cash flows. It also continuously assesses conditions in the financial markets for opportunities to
pursue fund raising activities, Fund raising activities may include obtaining bank loans.

WA
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Foreign currency risk
Majerity of the Group’s revenue are generated in Philippine peso, however, substantially all of
capital expenditures are in USS.

The Group manages this risk by matching receipts and payments in the same currency and
monitoring. Approximately, 56.92% and 54.18% of the Group’s sales in 2016 and 2015,
respectively, were denominated in US$ whereas approximately 21.08% and 16.45% of debts as of
December 31, 2016 and 2015, respectively, were denominated in USS$.

Information on the Group’s foreign currency-denominated monetary assets and liabilities and their
Philippine peso equivalents follow:

December 31, 2016 December 31, 2015
U.S. Dollar  Peso Equivalent U.S. Dollar Peso Equivalent
Assets
Cash and cash equivalents $63,213,830  P3,142,991,628 $3.376,117 P158,880,066
Trade receivables 17,693,667 879,729,123 8,298,296 390,517,809
Liabilities i
Trade payables (14,874,729) (739,571,526) (12,440,275) (585,439,342) =
Short-term loans - - (18,817,148) (885,534,976) i
Long-term debt (including current ‘
portion} (70,762,423)  (3,518,307,672) (68,332,648)  (3,215,734,398) I
Net exposure ($4,729,655)  (B235,158,447) ($87,915,658) (B4,137,310,841) |

The exchange rates used were P49.72 10 §1 and P47.06 to §1 in 2016 and 20135, respectively.

The following table demonstrates the sensitivity to a reasonably possible change in foreign
exchange rates, with all variables held constant, of the Group’s income before tax (due to changes
in the fair value of monetary assets and liabilities) as of December 31, 2016 and 2015.

Increase (decrease) in

Reasonably possible change in the Philippine income before tax

peso-US dollar exchange rate 2016 2015
B2 (29,459,310) (P175,831,316)
2) 9,439,310 175,831,316

There is no impact on the Group’s equity other than those already affecting profit or loss. The
movement in sensitivity analysis is derived from current observations on movement in dollar
average exchange rates.

The Group recognized net foreign exchange losses (realized and unrealized) amounting to
£403.43 million, P3OO 06 mllllon and £52.14 million i in 2016, 2015 and 2014 respectlvely, arlsr;ngm 3
b !

short-term loans and long-term debt.

L".
Credit risk k’
Credit risk is the risk that counterparty will not meet its obligations un
customer contract, leading to a financial loss.
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The Group manages and controls credit risk by doing business with rec ﬁ,irzgd fcrEditworthy th1rd

parties, thus, there is no requirement for collateral. It is the Group’s policy that ali customers who
wish to trade on credit terms are subject to credit verification procedures. The Group evaluates the
financial condition of the local customers before deliveries are made to them.
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On the other hand, export sales are covered by sight letters of credit issued by foreign banks
subject for the Group’s approval, hence, mitigating the risk on collection. In addition, receivable
balances are monitored on an ongoing basis with the result that the Group’s exposure to doubtful
accounts is not significant. The Group generally bills 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. The Group’s exposure to credit risk from trade
receivables arise from the default of the counterparty with a maximum exposure equal to their

carrying amounts.

With respect to the credit risk arising from the other financial assets of the Group, which comprise
cash and cash equivalents, other receivables, environmental guarantee fund and investment in
sinking fund, the exposure to credit risk arises from default of the counterparty with a maximum
exposure to credit risk equal to the carrying amount of the financial assets as of reporting date.
The Group does not hold any collateral or other credit enhancement that will mitigate credit risk
exposure. The Group transacts only with institutions or banks and third parties that have proven
track record in financial soundness. The management does not expect any of these institutions to
fail in meeting their obligations.

The credit risk is concentrated to the following markets:

2016 2015

Trade receivables - outside parties 97.10% 96.38%
Trade receivables - related parties 1.06 1.64
Others 1.84 1.98

100.00% 100.00%

As of December 31, 2016 and 2015, the credit quality per class of financial assets is as follows:

2016
Past due and/or
Neither Past Due nor Impaired Substandard Individually .
Grade A Grade B Grade Impaired Total
Cash in banks and cash equivalents £6,988,169,008 P- P P-  P6,9588,169,008
Receivables:
Trade receivables - outside parties 4,382,455,693 - - 2,638,576,685 7,021,032,378
Trade receivables - related parties 57,826,478 - - 18,751,667 76,578,145
Others* 76,930,262 - - 5,815,359 82,745,621
Environmental guarantee fund 3,520,000 - - - 3,520,000
Investment in sinking fund 68,716,379 = — = 68,716,379
Total P11,577,617,820 P- B-  P2,663,143,711 ¥14,240,761,531
*excludes advances lo contractors
2015
Past due and/or
Neither Past Due nor Impaired Substandard Individually
GradefA "7 Grade By oo e GradR - o Impaired Total
Cash in banks and cash equivalents £4,740,745,359-. ey B Sope T P-  B4,740,745,399
Receivables: RS IR R Ve
Trade receivables - outside parties 1,695,118,2091/ ; : - -7 2,361,291,829 4,056,410,128
Trade receivables - related parties 68,830,27; ;'{" : A‘:\f‘g"i Y e - - 68,830,272
Others* 62,399,2027 % g Fe- d MH? - 5,815,359 68,214,561
Environmenta! guarantee fund 1,500, Cﬁg r‘-, L. ¢ . - - 1,500,000
Investment in sinking fund asoaders Y s = T - - 460,234,017
Total ' £7,028,827 9 rise Tl e .. P—  B2367107,188  $9,395,934,377

*axcludes advances fo contractors
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Cash in banks and cash equivalents are short-term placements and working cash fund placed,
invested or deposited in foreign and local banks belonging to top ten (10) banks in the Philippines
in terms of resources and profitability. These financial assets are classified as Grade A due to the
counterparties” low probability of insolvency. Trade receivables - related parties are apportioned
between Grade A and Past due and/or individually impaired. Environmental guarantee fund is
assessed as Grade A since this is deposited in a reputable bank, which has a low probability of
insolvency.

Grade A are accounts considered to be of high credit rating and are covered with coal supply and
power supply contracts. The counterparties have a very remote likelihood of default and have
consistently exhibited good paying habits.

Grade B accounts are active accounts with minimal instances of payment default, due to collection
issues, These accounts are typically not impaired as the counterparties generally respond to credit
actions and update their payments accordingly. The Group determines financial assets as impaired
when probability of recoverability is remote evidenced by the counterparty’s financial difficulty.

Substandard grade accounts are accounts which have probability of impairment based on historical
trend, Accounts under this group show possible future loss to the Group as a result of default in
payment of the counterparty despite of the regular follow-up actions and extended payment terms.

In the Group’s assessment, there are no financial assets that will fall under the category
substandard grade due to the following reasons:

» Receivables from electricity and local coal sales - transactions are entered into with reputable
and creditworthy companies.

s Receivables from export coal sales - covered by irrevocable letter of credit at sight from a
reputable bank acceptable to the Group.

As of December 31, 2016 and 2015, the aging analyses of the Group’s past due and/individually
impaired receivables presented per class are as follows:

2016
Past Due but not Impaired Impaired
More than 45 Financial
45 Days and Less Days Assets Total

Receivables
Trade receivables - outside parties £563,758,478  £335,861,976 ¥1,538,956,231  $2,638,576,685

Trade receivables - related parties - 18,751,667 18,751,667
Others - - 5,815,359 5,815,359
Total P563,758,478  P554,613,643 P1,544,771,590  $2,663,143,711
2015
Past Due but not Impaired Impaired
More than 45 Financial
45 Days and Less Days Assets Total

Receivables

Trade receivables - outside parties P484,664,904  B454,301,298 P1,4227325637 £2,361,291,839
Others - - 5,815,359 5,815,359
Total P484,664,904  B454,301,298 £1,428,140,596  $2,367,107,198

AT AN DA




-75-

Capital management

The primary objective of the Group’s capital management strategy is to ensure that it maintains a
strong credit rating and healthy capital ratios in order to support its business and maximize
shareholder value. The Group manages its capital structure and makes adjustments to it, in light
of changes in economic conditions. To maintain or adjust the capital structure, the Group may
adjust the dividend payment to shareholders or issue new shares.

No changes were made in the objectives, policies and processes from the previous years.
The Group manages its capital using Debt-to-equity ratio, which is interest-bearing loans divided

by equity, and EPS. The following table shows the Group’s capital ratios as of
December 31, 2016 and 2015.

2016 2015
Interest-bearing loans P16,689,746,853 P19,543,609,597
Total equity 34,286,311,249  26,901,082,159
Debt-to-equity ratio 48.68% 72.65%
EPS (Note 26) P11.28 P7.94

The Debt-to-equity ratio is carefully matched with the strength of the Group’s financial position,
such that when a good opportunity presents itself, the Group can afford further leverage.

The Group considers short-term loans and long-term debt as ‘interest-bearing loans’ in
determining debt-equity ratio.

The following table shows the components of the Group’s capital as of December 31, 2016 and
2015:

2016 2015
Total paid-up capital P7,744,277411  B7,744,2717,411
Acquisition of treasury shares (387,547,028) -
Remeasurement [osses on pension plan (23,403,645) (30,509,775)
Retained earnings - unappropriated 19,152,984,511  13,887,314,523
Retained earnings - appropriated 7,800,000,000 5,300,000,000

P£34,286,311,249 P26,901,082,159

31.

Fair Values

Fair Value Information

Cash and cash equivalents, receivables, environmental guarantee fund, investment in sinking fund,
trade payables, accrued expenses and other payables, and short-term loans carrying amounts
approximate fair value. Most of these financial instruments are relatively short-term in nature.

Long-term debt I
The carrying values approximated the fair value becauvse o@y@gg@tﬁ,{” ‘e
rates (e.g. monthly, quarterly, semi-annual or annual basis)%éise%

Se "&g‘f‘i:‘éﬁl"‘feiif fatrket conditions.
As of December 31, 2016 and 2015, interest rate ranges frof ‘{3% ‘% to 3.37"/(2aqqf‘1}.44% to
1.66%, respectively. L pPR Vi= e
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Fair Value Hierarchy

The Group uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 11 quoted (unadjusted) prices in active markets for identical assets or liabilities

Level 2:  other techniques for which all inputs which have a significant effect on the recorded
fair value are observable, either directly or indirectly

Level 3:  techniques which use inputs which have a significant effect on the recorded fair value

that are not based on observable market data

As of December 31, 2016 and 2015, the Group does not have financial instruments measured at
fair value.

32.

Notes to Consolidated Statements of Cash Flow

Supplemental disclosure of noncash investing activities follows:

2016 2015 2014 |
Depreciation capitalized as Mine properties, ‘{
mining tools and other equipment
(Note 9) P463,416,913  P382,953,462 P64,703,005
Depreciation capitalized as coal inventory
. (Note 9) 157,309,090 112,122,124 39,109,356
Transfer from Exploration and evaluation
asset to Property, plant and equipment 4,947,746,319 - -

33.

Operating Segments

Segment Information
For management purposes, the Group is organized into business units based on their products and
activities. Segment revenues, cost and operating expenses, profit or loss, segment assets and
segment liabilities assume measurement under PFRS. Reportable operating segments are as
follows:

Mining - engaged in surface open cut mining of thermal coal;

Power - involved in generation of energy available for sale thru bilateral contracts, wholesale

electricity market and trading; and
Others - other investing activities.

No operating segments have been aggregated to form the above reportable operating segments.
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The chief operating decision maker (CODM) monitors the operating results of the Group for the
purpose of making decisions about resource allocation and performance assessment. Segment
performance is evaluated based on revenue, operating profit and pretax income which are
measured similarly in the consolidated financial statements. Transactions between operating
segments are made at terms and prices agreed upon by the parties.

2016 (In thousands)

Adjustments
and
Mining Power Others  Eliminations  Consolidated
Revenue
Sales to external customers P20,079,462 P16,504,913 f B- £36,584,375
Inter-segment sales 4,077,158 — - 4,077,155) —
24,156,617 16,504,913 - 4,077,155) 36,584,375
Cost of sales* (11,565,489) (7,728,598). - 4,216,456 (15,077,631)
Depreciation and amortization (1,452,763) (2,170,628) - - (3,623,391)
Graoss profit 11,138,365 6,605,687 - 139,301 17,883,353
Operating expenses* (3,204,037) (1,737,740) 299) - {4,942,076)
Depreciation (20,932) (35,858) - - (56,790)
Operating profit 7,913,396 4,832,089 (299) 139,301 12,884,487
Other income 2,675,074 761,313 2,054 (2,500,000) 938,441
Finance income 40,910 42,284 46 - 83,240
Foreign exchange loss (347,305) (56,121) - - (403,426)
Finance costs (228,372} (370,621) - - (598,993)
Provision for (benefit from)
income tax 58,214 804,396 (30) - 863,080
Net income 29,995,489 £4,404,048 P1,831 (R2,360,699)  P12,040,669
Segment assets . P41,131,197 B44,531,793 P163,763  (B20,584,793)  B65,241,960
Deferred tax assets 53,816 464,308 393 - - 518,517
£41,185,013 PR44.996,101 P164,156 {B20,584,793)  P65,760,477
Segment liabilities P9,518,662 £10,439,220 P157,951 (B3,731,415)  P16,384,418
Long-term debt 5,618,308 9,471,439 - - 15,089,747
£15,136,970 19,910,660 2157951 (B3,731,415)  P31,474,165
Cash flows arising from:
Operating activities £9,585,160 6,811,400 £30,031 (B6,115)  P16,420,476
Investing activities (2,722,806) (1,949,394) (27,898) (1,989,385) (6,689,483)
Financing activities {(5,037,154) {4,275,204) - 1,993,500 (7,316,858)
Other disclosures
Capital expenditures 3,134,107 $£3,032,163 B B- 6,166,270
Provision for inventory
obsolescence 1,239 - - - 1,239

*Excluding depreciation and/or amortization
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2015 (In thousands)

Adjustments
and
Mining Power Others Eliminations _ Consolidated
Revenue
Sales to external customets B11,781,825 P12,898,346 B- B- P24,680,171
Inter-segment sales 4,591,200 - - (4,591,200) -
16,373,025 12,898,346 - {4,591,200) 24,680,171
Cost of sales* (1,789,341) (5,408,565) - 4,506,207 (8,691,699)
Depreciation and amortization (844,047 (1,006,346} - - (1,850,393) -
Gross profit 7,739,637 6,483,433 - (84,993) 14,138,079
Operating expenses* (2,300,077) (2,028,726) (949) - (4,329,752)
Loss on property, plant and
equipment writedown (16,088) - - - (16,088)
Depreciation (19,964) (23,282) — - (43,246)
Operating profit 5,403,508 4,431,427 (949) (84,993) 9,748,993
Other income 1,748,341 192,255 83 (1,500,000) 440,679
Finance income 22,519 35,011 35 - 37,565
Foreign exchange loss (327,979) 27,923 - - (300,056} _
Finance costs (129,647} (148,341) - - (278,188)
Provision for (benefit from) L.
income tax (37,781) 1,220,137 (272) - 1,182,084 F
Net income 86,754,523 23,317,938 ®559)  (B1,584,993) £8,486,909 } _
Segment assets $£33,060,935 841,828 804 B133,732  (R18,401,978)  B36,621,493 b
Deferred tax assets 109,969 425,225 351 - 535,545
£33,170,904 P42,254,029 P134,083  (P18,401,978) P57,157,038
Segment liabilities 9,248,213 B6,469,462 P129,755 (B2,142,083)  P13,705,347
Long-term debt 3,215,734 13,334,874 - - 16,550,608
£12,463,947 £19,804,336 P129,755 {B2,142,083)  $£30,255,955
Cash flows arising from:
Operating activities 6,544,367 £4,623,663 P29,785 (B513,946)  P10,683,869
Investing activities (2,243,856) (2,696,035) (29,684) (146,033) (5,115,628)
Financing activities {3,512,173) (1,615,610) - 660,000 (4,467,783)
Other disclosures
Capital expenditures $£3,367,945 £2,430,231 - P5,798,176
Provision for inventory
obsolescence 20,902 - - - 20,902

*Excluding depreciation and/or amortization
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2014 (In thousands)
Adjustments
and
Mining Power Others Eliminations __ Consolidated
Revenue
Sales to external customers B16,276,930 212,308,411 B- B- P28,585,341
Inter-segment sales 2,629,502 - - (2,629,502} -
18,906,432 12,308,411 - (2,629,502) 28,585,341
Cost of sales* (11,076,242) (8,424,654) - 2,654,902 (16,845,994)
Depreciation and amortization (1,155,162) (926,330} - - (2,081,492) -
Gross profit 6,675,028 2,957,427 - 25,400 9,657,855
Operating expenses* (2,228,618) (940,403) (21 - (3,169,232)
Loss on property, plant and
equipment writedown - (111) - - (111 )
Depreciation {24,363) (27,293} - - (51,656)
Operating profit 4,422,047 1,989,620 211 25,400 6,436,856
Other income 3,592,010 113,478 - {3,500,000) 205,488
Finance income 15,458 25,946 48 - 41,452
Foreign exchange loss (61,847) 9,706 - - (52,141)
Finance costs (119,938) (203,290) - - (323,228)
Provision for (benefit from)
income tax 81,511 (634,326) (52) = (552,867)
Net income P7,766,219 £2,569,786 #111) (B3,474,600) B6,861,294
Segment assets $29,956,474 39,771,050 P103,946  (B18,634289)  B51,197,181 e
Deferred tax assets 61,327 642,805 63 ) - 704,195 i
£30,017,801 P40,413,855 R104,009 (P18,634,289) P51,901,376
Segment liabilities 7,840,237 6,352,534 99,121 (3,299,337} 10,992,555
Long-term debt 3,933,732 14,268,877 - = 18,202,609
11,773,969 20,621,411 59,121 (3,299,337) 29,195,164
Cash flows arising from:
Operating activities B10,641,051 P4,723,833 60,719 (R3,500,000)  B11,925,643
Investing activities (4,836.221) (7,846,199} (60,525) 2,071,680 {10,671,265)
Financing activities (5,622,727) 1,806,248 - " 1,428,320 (2,388,159)
Other disclosures
Capital expenditures $3,031,944 £7,956,352 o P 110,988,296
Reversal of inventory
obsolescence (12,154) - - {12,154)

*Excluding depreciation and/or amortization

1. Intersegment revenues, other income, cost and expenses are eliminated in the cons?
Segment assets exclude deferred tax assets amounting to £518.52 million, B535.5

2014, respectively.

3.  Significant noncash items charged to comprehensive income include loss on prope!
depreciation and amortization,

Geographic Information

Revenues from external customers
The financial information about the operation of the Group as of December 31, 2016, 2015 and
2014 reviewed by the management follows:

e
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 IpYant and eauipmentywritedown and -
lon ey Pt Y
4,  Capital expenditures consist of additions of property, plant and equipment, excludi g}rﬁaqsiﬁcation of exploration and

evaluation asset reclassified to ‘Property, plant and equipment” in 2016.

Ud
5. All noncurrent assets other than financial instruments are located in the Philippines. I

B
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2016 2015 2014

Revenue:
Local coal sales P£5,742,358,094 P5,862,246,658 P4,925,268,912
Export coal sales 14,337,103,962 5,919,578,510 11,351,660,886
£20,079,462,056 B11,781,825,168 $£16,276,929,798
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Substantially all revenues from external customer are from open cut mining and sales of thermal
coal. Local and export classification above is based on the geographic location of the customer.
Customers on the export sales are significantly from China.

All revenues from power are derived from the Philippine market.

34. Other Matters

a.

Electric Power Industry Reform Act (EPIRA)

In June 2001, the Congress of the Philippines approved and passed into law R.A. No. 9136,
otherwise known as the EPIRA, providing the mandate and the framework to introduce
competition in the electricity market. EPTRA also provides for the privatization of the assets
of NPC, including its generation and transmission assets, as well as its contract with
Independent Power Producers (IPPs). EPIRA provides that competition in the retail supply of
electricity and open access to the transmission and distribution systems would occur within
three years from EPIRA’s effective date. Prior to Junie 2002, concerned government agencies
were to establish WESM, ensure the unbundling of transmission and distribution wheeling
rates and remove existing cross subsidies provided by industrial and commercial users to
residential customers. The WESM was officially launched on June 23, 2006 and began
commercial operations for Luzon. The ERC has already implemented a cross subsidy removal
scheme, The inter-regional grid cross subsidy was fully phased-out in June 2002. ERC has
already approved unbundled rates for Transmission Company (TRANSCO) and majority of
the distribution utilities.

Under EPIRA, NPC’s generation assets are to be sold through transparent, competitive public
bidding, while all transmission assets are to be transferred to TRANSCO, initially a
government-owned entity that was eventually being privatized. The privatization of these
NPC assets has been delayed and is considerably behind the schedule set by the DOE. EPIRA
also created PSALM, which is to accept transfers of all assets and assume all outstanding
obligations of NPC, including its obligations to IPPs. One of PSALM's responsibilities is to
manage these contracts with IPPs after NPC’s privatization. PSALM is also responsible for
privatizing at least 70% of the transferred generating assets and IPP contracts within three
years from the effective date of EPIRA.

In August 2005, the ERC issued a resolution reiterating the statutory mandate under the
EPIRA law for the generation and distribution companies, which are not publicly listed, to
make an initial public offering (IPO) of at least 15% of their common shares. Provided,
however, that generation companies, distribution utilities or their respective holding
companies that are already listed in the Philippine Stock Exchange (PSE) are deemed in
compliance, SCPC was already compliant with this requirement given that the Parent
Company is a publicly listed company.

WESM

With the objective of providing competitive price of electricity, the EPIRA authorized DOE to
constitute an independent entity to be represented equitably by electric power industry
participants and to administer and operate WESM. WESM will provide a mechanism for
identifying and setting the price of actual variations from the quantities transacted under
contracts between sellers and purchasers of electricity.
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In addition, the DOE was tasked to formulate the detailed rules for WESM which include the
determination of electricity price in the market. The price determination methodology will
consider accepted economic principles and should provide a level playing field to all electric

power industry participants. The price determination methodology was subject to the approval
of the ERC.

In this regard, the DOE created Philippine Electricity Market Corporation (PEMC) to act as

the market operator governing the operation of WESM. On June 26, 2006, WESM became

operational in the Luzon grid and adopts the model of a “gross pool, net settlement” electricity B
market.

Power Supply Agreement with MERALCO

On December 20, 2011, SCPC entered into a new power supply agreement with MERALCO,
a distributor of electric power, which took effect on December 26, 2011 and shall have a term
of seven (7) years extendable upon mutual agreement by the parties for another three (3) years.

SCPC will be providing MERALCO with an initial contracted capacity of 210 MW and will ’
be increased to 420 MW upon the commercial operation of the plant’s Unit 1. ;

On March 12, 2012, MERALCO filed an application for the Approval of the Power Supply .
Agreement (PSA) between MERALCO and SCPC, with a Prayer for Provisional Authority,
docketed as ERC Case No. 2011-037 RC.

In the said application, MERALCO aileged and presented on the following: a.) the salient
provisions of the PSA; b.) payment structure under the PSA; ¢.) the impact of the approval of
the proposed generation rates on MERALCO’s customers; and d.) the relevance and urgent
need for the implementation of the PSA.

On December 17, 2012, the Commission (ERC) issued a Decision approving the application
with modification. On January 7, 2013, applicant MERALCO filed a Motion for Partial
Reconsideration of the ERC Decision dated December 17, 2012 to introduce additional
material evidence not available at the time of the filing of the application, in support of the
reconsideration of the approved Fixed O&M Fee of 4,785.12/Kw/Year.

Dispute Resolution Proceedings with MERALCO (Line Loss Rental)

On August 29, 2013, MERALCO filed a Petition for Disputé; Resolution before the Energy
Regulatory Commission against SCPC and other generating ’b@;ﬁpaniééi’ﬁﬁa§irfg fortefund of _
the amount of line loss allegedly collected by the said generafingcompanies \cgngescpqndi'gg_:ﬁé
2.98% of the NPC-Time of Use (TOU) amounts paid to the xie‘réiﬁ?ﬁikﬁ:cb’mp%ﬁhi;é&ésr assigness
2 o R l 7

of the portions of the contracted energy volume under the N EWNIE wlﬁéiﬁl’;lfmmt@w&upp \

Contract pursuant to the Orders dated March 4, 2013 and July 175013 issued by the ERC in
ERC Case No. 2008-083MC. The total amount claimed by MERALCO against SCPC

P265.54 million representing line loss amounts allegedly received by SCPC beginning 2009.

The ERC issued an Order dated September 10, 2013 for the generating companies to file
comments on MERALCOQ’s Petition and set the hearing on October 17, 2013.
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On September 20, 2013, the generating companies filed a Joint Motion to Dismiss arguing that
MERALCO’s Petition failed to state a cause of action and the ERC has no jurisdiction over
the subject matter of the case.

On September 25, 2013, the ERC directed MERALCO to file its comments on the Joint
Motion to Dismiss. The ERC likewise set the hearing on the Joint Motion to Dismiss on
October 14, 2013.

On October 14, 2013, during the hearing on the Joint Motion to Dismiss, ERC directed
MERALCO to furnish the generating companies of its Comment and Pre-Trial Brief; granted
MERALCO a period of three (3) days from receipt of the generating companies Reply within
which to file a Rejoinder; granted the generating companies a period of five (5) days from
receipt of MERALCO’s Rejoinder to file a Sur-Rejoinder. The ERC denied the generating
companies prayer to hold in abeyance the conduct of the initial hearing on October 17, 2013
and shall proceed on said date only insofar as the jurisdictional hearing is concerned without
prejudice to the ERC’s resolution of the Joint Motion to Dismiss.

The generating companies’ Joint Motion to Dismiss has been submitted for resolution. As of =

December 31, 2016, the Joint Motion to Dismiss has yet to be resolved.

Clean Air Act

On November 25, 2000, the Implementing Rules and Regulations (IRR) of the Philippine ?
Clean Air Act (PCAA) took effect. The IRR contains provisions that have an impact on the
industry as a whole and on SCPC in particular, that need to be complied within 44 months (or
until July 2004) from the effectivity date, subject to the approval by DENR. The power plant
of SCPC uses thermal coal and uses & facility to test and monitor gas emissions to conform
with Ambient and Source Emissions Standards and other provisions of the Clean Air Act and
its IRR. Based on SCPC’s initial assessment of its power plant’s existing facilities, SCPC
believes that it is in full compliance with the applicable provisions of the IRR of the PCAA.

Contract for the Fly Ash of the Power Plant

On October 20, 1987, NPC and Pozzolanic Australia Pty, Ltd. (“Pozzolanic™) executed the
Contract for the Purchase of Fly Ash of the Power Plant (the “Pozzolanic Contract”). Under
the Pozzolanic Contract, Pozzolanic was given the right to sell, store, process, remove or
otherwise dispose of all fly ash produced at the first unit of the Power Plant. It was also
granted the first option to purchase fly ash, under similar terms and conditions, from the
second unit of the Power Plant that NPC may construct. It may also exercise the exclusive
right of first refusal to purchase fly ash from any new coal-fired power plants which will be
put up by NPC,

The Pozzolanic Contract is effective for a period of five consecutive five-year terms from its

signing, or a period of 25 years from October 20, 1987 or untii 2012, subjectto'¢ancellation
by NPC upon default or any breach of contract by Pozzolanic. Attheiei \Qf "‘afﬁ:}}efyear
term, the parties will agree to assess and evaluate the Poz_zgl‘;fﬁ ,C:,briff“aét} ahd ifnuledés‘shry,
revise, alter, modify the same upon their mutual consent. ; a Tt AN
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The Philippine Government has determined the provision of the Pozzolanic Contract which
grants Pozzolanic the exclusive right of first refusal to purchase fly ash from the second unit
of the Power Plant and from any coal-fired power plant put up by NPC after the execution of
the Pozzolanic Contract as invalid. This is the subject of a case filed by Pozzolanic and
pending before the regional trial court of Quezon City as of December 31, 2011,

On April 30, 2012, the SCPC as new owner of the Power Plant and Pozzolanic sealed a new
contract valid and effective for a period of fifteen (15) years beginning February 1, 2012.
Pozzolanic, as agreed, shall purchase One Hundred (100 %) percent of fly ashes produced or
generated by the Power Plant.

Temporary Restraining Order on MERALCO

On December 23, 2013, the Supreme Court (SC) issued a temporary restraining order (TRO)
to MERALCO enjoining it from increasing the generation rates it charges to its consumers
arising from the increased generation costs from its suppliers for the supply month of
November 2013. The said TRO also enjoined the Energy Regulatory Commission {ERC)
from implementing its December 9, 2013 Order authorizing MERALCO to stagger the
collection of its increased generation costs for the supply month of November 2013. The TRO
was for a period of 60 days from December 23, 2013 to February 21, 2014,

On January 10, 2014, the SC impleaded MERALCO"s suppliers of generation costs, including
PEMC, the operator of the wholesale electricity supply market (WESM), as parties-
respondents in the cases.

On February 18, 2014, the SC extended the TRO for another 60 days up to April 22, 2014.

On April 24, 2014, the SC issued a resolution and corresponding TRO, extending indefinitely
the TRO issued on December 23, 2013 and February 18, 2014.

As a result of the TRQ, MERALCO has not been able to fully bill its consumers for the
generation costs for the supply month of November 2013, and in turn, it has not been ab}e to
fully pay its suppliers of generation costs, including PEMC. »

On March 11, 2014, the ERC released its ERC Order (Case No 201 0 dated
March 3, 2014) voiding the Luzon WESM prices during the Novembér é}ad Decemb %O‘EB,Q
supply months and declaring the imposition of regulated prices in heﬁki\ net)f ‘?& was
hereby directed within 7 days from receipt of the Order to calculate th f‘e lated prlces and
implement the same in the revised WESM bills of the concerned dlStl‘léi |

for the November and December 2013 supply months for their immediale: sgtt;len’le A
for MERALCO whose November 2013 WESM bill shall be maintained rﬂ gmmphance thh
the TRO issued by the SC.

Several generation companies and distribution companies filed their respective Motions for
Reconsideration of the March 3, 2014 ERC Order. The SCPC filed its Motion for
Reconsideration with Motion for Deferment of implementation of the Order dated

March 3, 2014 on March 31, 2014. The said Motions were set for hearing on April 28, 2014.
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In the meantime, PEMC issued the adjusted WESM bills to the market participants, including
the SCPC. In an Order dated March 27, 2014, the ERC directed PEMC to provide the market
participants an additional period of 45 days from receipt of the Order within which to comply
with the settlement of the adjusted WESM bills in view of the pendency of the various
submissions before the ERC.

During the hearing held on April 28, 2014, the ERC directed the parties to submit their
respective memoranda by May 2, 2014, In compliance with the directive, SCPC filed a
Manifestation on May 2, 2014 that it is adopting its Motion for Reconsideration in lieu of
filing 2 Memorandum. In an Order dated October 15, 2014, the ERC denied SCPC’s Motion
for Reconsideration.

On December 11, 2014, SCPC filed a Petition for Review with Prayer for Issuance of
Temporary Restraining Order and/or Writ of Injunction with the Court of Appeals seeking
reversal of the ERC Orders dated March 3, 2014 and October 15, 2014. In a resolution dated
April 30, 2015, the SCPC’s Petition was consolidated with other related cases filed by other
generation companies before the Court of Appeals. PEMC and ERC filed their respective
Consolidated Comments on the consolidated Petitions to which the SCPC filed its Reply.

MERALCO filed its Consolidated Motion for Leave to Intervene with Opposition to Prayers
for issuance of Temporary Restraining Order and/or Writ of Injunction, SCPC filed its
Comment to MERALCO’s Consolidated Motion on November 2, 2015.

The Court of Appeals is yet to resolve MERALCO’s Consolidated Motion and the
consolidated Petitions.

Pending the finality of the ERC Order dated March 3, 2014 on recalculation of the WESM
prices for the November and December 2013 supply months and its effect on each generation
company that trade in the WESM, the SCPC estimated its exposure to the said ERC order. In
relation to the ERC Order, SCPC entered into a special payment arrangement with PEMC for
the payment of the customer’s reimbursement, through PEMC, in excess of the regulated price
for the purchases through spot market in November and December 2013. The payments are
over 24 month from June 2014 to May 2016. Total payments amounted to £674.00 million.
Please see judgments and estimates in Note 3 and the related disclosures on allowance for
doubtful accounts in Note 5.

Special Order (SO) No. 2017-042, Series of 2017, Creation of DENR Regional Team to
Conduct Investigation on the Semirara Mining and Power Corporation

On February 9, 2017, the Parent Company received a Special Order (SO) No. 2017-042,
Series of 2017 from Department of Environment and Natural Resources - Environment
Management Bureau (DENR - EMB) Region VI. The DENR Team that was created through
the SO conducted monitoring, inspection and investigation ofithe following in relation to the
Parent Company’s activities in Semirara Island: e T

+  Compliance to their ECC;

» Ambient Air and Water Monitoring of Semirara Island;

« Investigation of alleged reclamation of the Parent Compan
+ Livelihood and Community Status in Semirara Island,

—
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In accordance with the SO, the DENR Team proceeded with the investigation, monitoring and
inspection on February 9 and 10,2017, As of audit report date, the Parent Company has not
vet received the results of the investigation, monitoring and inspection from the DENR
Region VI, Management believes that the Group is fully compliant with the rules and
regulations in relation to the above activities.

(RIS
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The Board of Directors and Stockholders
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We have audited in accordance with Philippine Standards on Auditing, the consolidated financial
statements of Semirara Mining and Power Corporation and its subsidiaries (the Group) as at and for
the years ended December 31, 2016 and 2015 and for each of the three years in the period ended
December 31, 2016, included in this Form 17-A, and have issued our report thereon dated

February 23, 2017. Our audit was made for the purpose of forming an opinion on the consolidated
financial statements taken as a whole. The schedules listed in the Index to the Consolidated Financial
Statements and Supplementary Schedules are the responsibility of the Group’s management. These
schedules are presented for purposes of complying with the Securities Regulation Code Rule No. 68,
As Amended (201 1) and are not part of the consolidated financial statements. These schedules have
been subjected to the auditing procedures applied in the audit of the consolidated financial statements
and, in our opinion, fairly state, in all material respects, the information required to be set forth therein
in relation to the consolidated financial statements taken as a whole,
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SEMIRARA MINING AND POWER CORPORATION

SCHEDULE OF RETAINED EARNINGS AVAILABLE FOR

DIVIDEND DECLARATION
FOR THE YEAR ENDED DECEMBER 31, 2016

Unappropriated Retained Earnings, beginning £7,694,972,089
Adjustments:
Deferred tax asset that reduced the amount of income tax
expense of prior periods 41,614,013
Unappropriated retained earnings, as adjusted to available for
- dividend distribution, as at December 31, 2015 7,736,586,102

Net income actually earned/realized during the period:
Net income during the period closed to retained earnings $9,995,489,336
Less: Non actual/unrealized income net of tax
Equity in net income of associate/joint venture -
Unrealized actuarial gain -
Fair value adjustment (M2M gains)
Fair value adjustment of Investment Property resulting
to gain
Adjustment due to deviation from PFRS/GAAP-gain !
Other unrealized gains or adjustments to the retained ‘]
earnings as a result of certain transactions accounted [f i\
for under the PFRS b
Deferred tax asset that reduced the amount of income Lo
tax expense _ 52,662,771
Add: Non-actual losses
Depreciation on revaluation increment (after tax) -
Adjustment due to deviation from PFRS/GAAP-loss -
Loss on fair value adjustment of investment property

(after tax) -
Unrealized foreign exchange loss - net (except those
attributable to cash and cash equivalents) (49,116,121)
Net income actually earned during the period 9,999,035,986
Add (Less):
Dividend declarations during the period (4,275,000,000)

Appropriations of retained earnings during the period (2,500,000,000)

Reversals of appropriations -

Effects of prior period adjustments -

Treasury shares (387,547,028) 2,836,488,958

TOTAL RETAINED EARNINGS, END
AVAILABLE FOR DIVIDEND DECLARATION R10,573,075,060




SEMIRARA MINING AND POWER CORPORATION AND SUBSIDIARIES

SCHEDULE OF FINANCIAL SOUNDNESS INDICATORS

FOR THE YEARS ENDED DECEMBER 31, 2016 and 2015

Financial Soundness Indicators

Below are the financial ratios that are relevant to the Group for the years ended December 31, 2016

and 2015:
Financial ratios 2016 2015
Current ratio Current assets 1.35:1 0.97:1
Current liabilities :
Current assets less
Quick ratio inventories 1.01:1 0.69:1
Current liabilities
Net income plus
Solvency ratio depreciation 0.50:1 0.34:1
Total liabilities
Debt to equity ratio Interest-bearing loans 0.49:1 0.73:1
. Total equity
Asset-to-equity ratio Total assets 1.92:1 2.12:1
Total equity
Inventory turnover Cost of sales 3.83:1 2.94:1
Average inventory
Accounts receivable
turnover ratio Net credit sales 8.64:1 7.14:1
Average accounts
receivable
Earnings before interest
Interest rate coverage and taxes 22.54:1 35.76:1
Interest expense
Return on assets ~ Net income 0.20:1 0.16:1
Average total assets
Return on equity Net income 0.39:1 0.34:1
Average total equity
Gross Margin ratio Gross profit 0.49:1 0.57:1
Sales
Net profit margin ratio Net income 0.33:1 0.34:1

Sales




ATIVOITddV LON

PRNIIOE PUE PIAIIIAL IWoU]

139Ys

JduE[Eq Y} UY HAOYS JUROWY

$3)0U pue Spuoq
Jo yunowe pedpuixd
0 SOIBYS JO IIQUINN

INSSI
1]9¥3 JO UOIJEII0SSE PHE AJNUd SUINSSI JO dMEN

9107 1€ AIWHADTA
SLASSV TVIONVNIA 'V A'TAAHHDS

SAMVIAISANS ANV NOLLVIOLI0D YAMO0d ANV DONININ VIVIINAS




'SSAUISNG JO 9S40 LiDUIPAO S, dNOAD) 2Y] WOLf SUISIID SUONIDSUD.A]
LPYIO PUD SIRUDAPD 35UddXs pUp [2AD4) “SULLD] [oNSTL 0F 102[gns sasoyomd Liup.o o1 upriad seadojdus puv s1201jo w04 saqpA124 S, dNOLD Y] ‘a1quonpddp 10N

porxad
powad yo JULIND JON WILIN)D) J30 topLIA P[0 SHORIppv Jo Suram3aq 101q9p
pu? ye ueeyg S)IUNOWY sjunomy e e om:ﬂ.am JO uoneusdisy(q pue dureN

9107 ‘I€ YAGWIDAUA

(STLLAVA AALVTIE NVHL YIHLO) ¥AdTOIIDO0LS
TVAIDNTId ANV STLLAVd TALVITY ‘STAAOQ TN ‘SHYADIAA0 ‘STYOLDTIAIA WOHA ATAVAIADTA SINAONY 4 ATATHAHDS

SANVIAISANS ANV NOLLVIOJHOD ¥IMOd ANV ONINIA VEVIIINAS




SR IO G

[0S PE6°1L9°CE | -4 [0S V€6 1L9'CH — (8€0°7T9°6£5°7d) 298° 1070117 [L9°PST L60°TE

981°CL1 — e8b°CL1 - - 26181 067°L21 "oty ‘s1adofasaqg
3}red [emsnpuy [e) - WAS

10¥°SLT - 10¥°SLT — - PO Ty LE6TET uoneiodio) uoneIsuan)
Jamod :ON:A Hmmoﬁﬁom

7ST08Y - TST08Y - - YA, AR 4 “ouy
] ‘sanIny ) A31ouy RIRIIWSS

205°95L° LY - Z05°9SL°LP1L - (818°€95°186) VLS E10TYS 9vL°90£°L8T noneiodio) UORIAUAL)
IDMOJZ U0ZN'T ISoMTIN0g
896°50L°LST - 895°COL LS - — 920°951°8C 8¥ 615 671 “oU] “3UO0ISAR]D BIRIIWSY

067 175°69¢°cd | - 06T 1+S°59¢°Ed -4 (07785055 1) S1¥°860°0V7 ¢ T60°10S°6L9'Td uonesodio)
I2m0d BoR[eD-WISS

poriad
poyad yo JOALIND JON jusan)) Jjo uapLIM PO SHUROLNY suonippv Jo m.:.:ﬁwon SILIBIPISO NG JO AUABN]
pu3 jE aeeyg sjunomy e 1% uu.nﬁ—.ﬁm o

9107 ‘1€ YHIWADAA

SINHWALV.LS TVIONVNIA 40 NOILLVAI'TOSNOD #H.L
ONTINA AALYNINITI 9V HOTHM SHLLIVd dALVITY OL/NOYA ST TEVAVI/STTIVAIZOTA SINOQOWY I A INAAHOIS

SAMAVIAISANS ANV NOILLVIOJHOD YAMOd ANV DONINIIA VIVAIINES




LI L6T'59Td - —d (go1°80L Cd) S0T'811°cEd SO0 LPeTETE
605°82T°6 - ~ (891°89L7) 0T 0TT'L LSTOLLY 1500 aIemyog
£79°890°9514 — —d —d CRLLA8 LA 2£8°0,1°8C1d 51500 yuawdojaaap pazijelde)
JduerEq Uipu sadueqd 12 SyunosIE sastadxo £02 J¢ SuonI RuEEq worpdLiaso
feq SUIpu 1 WMo J9T)0 0] PISIBYD pue 53802 0] pAZIey)) 15033 mpev Sumusag net a
910T ‘I€ YAIINADAUA

SLASSY A TAIONVINI ‘d A'10AAHOS

SHRIVIAISAAS ANV NOLLVIOJd 0D YIMOd ANV ONININ VIVITIAES




996°791°36TE 14 L83°¢8CTER &
605°6LE°ECR - alep Ajlitgeid 610T Tequiana( 9498°0J0 | (CIS[1) UeO| UON[TW 9T°LIS sueo] jueg
uo pred aq o1 [edund ‘sypuous ¢ peaxds e snjd OLI'T SYIuow-¢ U0 paseq
A1aa2 a1qesed 1sa1au] stuow ¢ A19A2 paonadar aq 0} 2jel SUeo]]
BLEIFY6IE - a1ep Anmew vo pred o¢ o3 fedioupd | g1z f2qma03g (oasn) panwr vonelodion | (G$N) UBo] VOTIT #¢°9TS sueof jueqg
‘syuoui¢ AIaA3 aqednd 15a101U] Suryueq reysuweyg pue Juoysuoy
oy, jo dnoun Supjieq [EISWW0))
Jo sare1 Suipus| Suireaatd syl wo paseq
sguow ¢ K124 pasuidal aq o) syl SUNBOLY
PLLORTSHET - 2jep Auniewl wo pred aq 0} ediound | 6107 1RqUIIAQ 2498030 | {QSn) weol UKW 08T sueo] quUed
‘sipuoutg A1oas o[qeded 15a153u] peards e snjd JOAIT SYIUOU-§ YO PIseq
sypuow ¢ K122 pastider aq 0} o1 Sureol ]
000°000°001°C - awp Aunew 1202 Rquizaa {%1) 1uao1ad duo Jo peaids uolIi 00'001°2d sueof jJueg
uo pred agq 01 fediowiid ‘squow ¢ e smd , 7d-1Sdd,, SPUOW-¢ U0 paseq
Aioaa s[qeied 1sataquy s[uow € L1943 paonidaz aq 01 2wl Suneoly
— £81°088°LTI 1107 KeJAl U0 SUDUsUIHod L10T ARA 94G /L [ + SaNLINDas AINSEAI) U 09" 6 a[qeied 28e3uoN
spusuyreisuy Aj1euenb aannoasued uow-¢ 10J Pt yrewyousq 4-1SAd
[enba (67) oAl-A1usm] Ul S[qeAR ]
SO£°SS8'6E9" L POL'EOL'COL 3 ST0T ¥T JOqUISAON UO ButoUstuod | 7Z0T AE %00°1 + SRHN0s Amsesn uorii 0 11d | d1geAed s¥udnopy
STUSTU[RISUI AI31IEND SANNDSU0DY quow-¢ 103 piaLk yrewyousq J-LSAd
fenbo (2.7} say-Ayuams ul s[qedeg
Je0ys
3934 dUE[B] ascug[eq pajElal ml
PAR[EL U ,1q9P W) || ,}qAP WIo)-3u0] Jo armuapul uogeSiqe yo ad£y
-Suory,, _:._E.Mo JLIpun :u_uwcm SLETT L Ig W SJUIW{EISTL ApoLiad JO squInN 3pep ALIMEN §oyeL 3SR £q pozLioyine JunowWYy pue anss1 Jo
UAOYS JUnOWY uonded Japun
aMOYS JUNOWY

9107 ‘1€ HAINIADAA
LA WAAL ONOT -4 A'TTAHIS

SAMAVIAISANS ANV NOLLVIOLI0D YAMOd ANV ONINIIA VHVIIINES




sanpwd pajofas 0F SSUPIIGIPUT U 441D 10U OF SuD1ad Sty

119°¢18°CTrd S1L'678°86Y° 14 <paretodioony Ilunsuo)y ‘(I
poliad Jo pua je 20neeg porLiad Jo Suruuisaq e dueey Ayred paepa Jo sweN
9707 ‘1€ YAGWADAA

SHILIVd GALVTIY OL SSINGXLIAANI -4 A'TNATHOS

SAMAVIAISANS ANV NOILLVIOJHOD YFMOd ANV ININIIN VIVIINES




ATAVOFIddY LON

s9yuerEns JO JAMEBN

PO ST JUSWIANE)S YOIYm
10§ nosaad £q pauso Jo yunowry

Suipue)sino pue
padjuerens junoute [€10],

PI3IURIENS SANLINIIS JO
SSE[ Y28 JO onssl JO IPLL

PA[I] ST SPUWAE)S
s1q) oy Joy Aueduwiod
I} £q padjuBIBNG SANLINIIS
JO KJipua SUISS Jo dmeN

9707 ‘1€ YAIINIOAA

SWANSSI YTHLO 0 SALLINDES A0 STLINVIVQAD D ATNAIHIS

SATAVIAISANS ANV NOLLVIOJH0D 43M0d ANV ONININ VIVIIINES




808°0€1°€TE 96¥7°L3E'6 9T1°89LTEL 0€£F°987°690°1 000°000°000°¢ anjeaA red 14 - 901S UOWWIOD
saakordurd S)YSLI 210 pUE uonded 1397s duUL[RY S—
S1910 pue sI1291jo sonp.red pajepoyy UOISIIATIO) ‘SJUB.LIBAM Pa1E[2L I3PUN UMOYS P mmﬁaﬁm SRSST 10 SN
5103241(] ‘suonydo 10] PaAIISAL 1e SuIpuRISINC pue 10 ..2._”.__:2 130 ML
ha— P12y SaJeys Jo IqUan N saaeys Jo Joquinpy ponssl saJers Jo Jaquunpy

9107 ‘1€ YAIWIDIA

MDO0LS TVIIAVO ‘H A 1dAHOS

SATAVIAISANS ANV NOLLVIOJHO0D ¥AAM0d ANV ININIIN VIVIINIS




uonedodion
say eoeeo-wag [V
(uoijelodio) :
UQI3eLIUI9 JoMod
ueAejeg-Was Aouwizo)) uoneiodio) :
uonjelodiod uoljelauan *au| ‘auojsAer) Uo1BRIaUSD JaMOd H
J3MOd U0ZNT }SEaYIN0S eIRI WIS uozZnT }S9MY3IN0S %00T
z T T .
: : ou : "
: . s1adojanaq . uojeiodio)
*auj "seIMIIN : . jied [erzsnpu| H lamogd
AbJaug eieliwasg . . 1e3-W3s : BIRjE)-WIS
Y : : A : 7Y
%00T %00T %00T %001 %00T %00T
sapielpIsans : : : : : :
SEEEEFEEEEaRUEES II.IIIIIIIlIIIIIIIII>IIIIIIIIIII.IIIIIIIIIIIIIII'-I ENANEEANEEN
3 :
uoije10dio) Jomod
Auedwon jusied pue bulul|y eJRIIWRS
Y A
%1G'95
Auedwo)
Jualed ajewiyn *ou| ‘sbuipjoH 1DNQA
9107 ‘1€ YAAIWADAA

dN0OUO THL NIHLIM SAINVJANOD THL A0 SATHSNOILVTIY FHL 40 dVI

SATAVIAISANS ANV NOILVIOJI0D ¥IMOd ANV ONININ VIVIINIS




SEMIRARA MINING AND POWER CORPORATION

SCHEDULE OF ALL EFFECTIVE STANDARDS AND INTERPRETATIONS

UNDER PHILIPPINE FINANCIAL REPORTING STANDARDS

Philippine Securities and Exchange Commission (SEC) issued the amended Securities Regulation
Code Rule SRC Rule 68 and 68.1 which consolidates the two separate rules and labeled in the

amendment as “Part I’ and “Part II”, respectively. It also prescribed the additional information and
schedule requirements for issuers of securities to the public.

Below is the list of all effective Philippine Financial Reporting Standards (PFRS), Philippine
Accounting Standards (PAS) and Philippine Interpretations of International Financial Reporting
Interpretations Committee (IFRIC) as of December 31, 2016:

Framework for the Preparation and Presentation of v
Financial Statements

Conceptual Framework Phase A: Objectives and qualitative
characteristics

PFRSs Practice Statement Management Commentary 4

Philippine Financial Reporting Standards

Share-based Payment Transactions

e

PFRS 1 First-time Adoption of Philippine Financial v
(Revised) |Reporting Standards
Amendments to PFRS 1 and PAS 27: Cost of an v
Investment in a Subsidiary, Jointly Controlled
Entity or Associate
Amendments to PFRS 1: Additional Exemptions v
for First-time Adopters
Amendment to PFRS 1: Limited Exemption from v
Comparative PFRS 7 Disclosures for First-time
Adopters
Amendments to PFRS 1: Severe Hyperinflation v
and Removal of Fixed Date for First-time
Adopters
Amendments to PFRS 1: Government Loans o v
PFRS 2 Share-based Payment el : AN v
Amendments to PFRS 2: Vesting Conditi =‘;ka\s'r;md \[E q v
Cancellations & nn‘ 11 iy
Amendments to PFRS 2: Group Cash-settl JA v

Amendments to PFRS 2: Share-based Paymégx/c\‘?
Classification and Measurement of Share-bas
Payment Transactions




Acquisitions of Interests in Joint Operations

(Revised)
PFRS 4 Insurance Contracts v
Amendments to PAS 39 and PFRS 4. Financial v
Guarantee Contracts
Amendments to PFRS 4: Insurance Contracts,
Applying PFRS 9, Financial Instruments, with
PFRS 4
PERS 5 Non-current Assets Held for Sale and v
Discontinued Operations
PFRS 6 Exploration for and Evaluation of Mineral v
Resources
PERS 7 Financial Instruments:; Disclosures v
Amendments to PAS 39 and PFRS 7: v
Reclassification of Financial Assets
Amendments to PAS 39 and PFRS 7: v
Reclassification of Financial Assets - Effective
Date and Transition
Amendments to PFRS 7: Improving Disclosures v
about Financial Instruments
Amendments to PFRS 7: Disclosures - Transfers v
of Financial Assets
Amendments to PFRS 7: Disclosures - Offsetting v
Financial Assets and Financial Liabilities
Amendments to PFRS 7: Mandatory Effective
Date of PFRS 9 and Transition Disclosures
Amendments to PFRS 9, PFRS 7 and PAS 39
(2013 version): Hedge Accounting
PFRS 8 Operating Segments v
PFRS 9 Financial Instruments
PFRS 10 |Consolidated Financial Statements v
Amendments to PFRS 10, PFRS 12 and PAS 27: v
Investment Entities
Amendments to PFRS 10 and PAS 28: Investment v
Entities: Applying consolidation exceptions
PFRS 11  |Joint Arrangements v
Amendments to PFRS 11: Accounting for v




PFRS 12

Dssclosme of Interests in Other Entities

Amendments to PFRS 10, PFRS 12 and PAS 27:
Investment Entities

Amendment to PFRS 12: Clarification of the
Scope of the Standard (Part of Annual
Improvements to PFRSs 2014 - 2016 Cycle)

PFRS 13

Fair Value Measurement

PFRS 14

Regulatory Deferral Accounts

PFRS 15

Revenue from Contracts with Customers

~

PFRS 16

Leases

<

Philippine Accounting Standards

PAS1
(Revised)

Presentation of Financial Statements

<~

Amendment to PAS 1: Capital Disclosures

o

Amendments to PAS 32 and PAS 1: Puttable
Financial Instruments and Obligations Arising on
Liquidation

Amendments to PAS 1; Presentation of Items of
Other Comprehensive Income

Amendments to PAS 1: Presentation of financial
statements disclosure initiative

PAS 2

Inventories

~

PAS 7

Statement of Cash Flows

f\

Amendments to PAS 7: Statement of Cash Flows,
Disclosure Initiative

PAS 8

Accounting Policies, Changes in Accounting
Estimates and Errors

PAS 10

Events after the Reporting Period

PAS 11

Construction Contracts

PAS 12

Income Taxes

Amendment to PAS 12 - Deferred Tax: Recovery
of Underlying Assets (BURE

-----------

Recognition of Deferred Tax Assets for U
Losses

Amendments to PAS 12: Income Taxes, ’
1zed

\) )\\{#V‘f:_‘_'::__‘ AR
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Property, Plant and Equipment 4
Amendments to PAS 16 and PAS 38: Clarification v
of Acceptable Methods of Depreciation and
Amortization
Amendments to PAS 16 and PAS 41: Bearer Plants
PAS 17 Leases v
PAS 18 Revenue v
PAS 19 Employee Benefits v
Lameided) Amendments to PAS 19: Defined Benefit Plans:
Employee Contributions
PAS 20 Accounting for Government Grants and
Disclosure of Government Assistance
PAS 21 The Effects of Changes in Foreign Exchange v
Rates
Amendments to PAS 21: Net Investment in a
Foreign Operation
PAS 23 Borrowing Costs v
(Revised)
PAS 24 Related Party Disclosures v
(Revised)
PAS 26 Accounting and Reporting by Retirement Benefit
Plans
PAS 27 Separate Financial Statements v
Amendments to PFRS 10, PFRS 12 and PAS 27:
Investment Entities
Amendments to PAS 27: Equity Method in
Separate Financial Statements
PAS 28 Investments in Associates and Joint Ventures v
(Amender) Amendments to PFRS 10 and PAS 28: Investment
Entities: Applying consolidation exceptions
Amendments to PAS 28, Measuring an Associate v
or Joint Venture at Fair Value (Part of Annual
Improvements to PFRSs 2014 - 2016 Cycle)
PAS 29 Financial Reporting in Hyperinflationary BUHEAUOF INTHRmAL 1
Economies TANSTL /AN S AT Y

K | APR12 201
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Financial Instruments: Disclosure and Presentation

Amendments to PAS 32 and PAS 1: Puttable
Financial Instruments and Obligations Arising on
Liquidation

Amendment to PAS 32: Classification of Rights
Issues

Amendments to PAS 32: Offsetting Financial
Assets and Financial Liabilities

PAS 33

Earnings per Share

PAS 34

Interim Financial Reporting

PAS 36

Impairment of Assets

Amendments to PAS 36: Recoverable Amount
Disclosures for Non - Financial Assets

PAS 37

Provisions, Contingent Liabilities and Contingent
Assets

PAS 38

Intangible Assets

Amendments to PAS 16 and PAS 38: Clarification
of Acceptable Methods of Depreciation and
Amortization

PAS 39

Financial Instruments: Recognition and
Measurement

Amendments to PAS 39: Transition and Initial
Recognition of Financial Assets and Financial
Liabilities

Amendments to PAS 39: Cash Flow Hedge
Accounting of Forecast Intragroup Transactions

Amendments to PAS 39: The Fair Value Option

Amendments to PAS 39 and PFRS 4: Financial
Guarantee Contracts

Amendments to PAS 39 and PFRS 7:
Reclassification of Financial Assets

Amendments to PAS 39 and PFRS 7: [pureny OF
Reclassification of Financial Assets - Effggtive!
Date and Transition m

AT

NS

<

Amendments to Philippine Interpretati ) RIC@ T%
and PAS 39: Embedded Derivatives

Amendment to PAS 39: Novation of Derivatives

OIS L
Amendment to PAS 39: Eligible HedgefeItéiis L' 1 G fas ey

\

<



and Continuation of Hedge Accounting

Amendments to PFRS 9, PFRS 7 and PAS 39
(2013 version): Hedge Accounting

PAS 40 Investment Property v
Amendments to PAS 40: Investment Property,
Transfers of Investment Property
PAS 41 Agriculture v
Amendments to PAS 16 and PAS 41: Bearer Plants v
Philippine Interpretations
IFRIC 1 Changes in Existing Decommissioning, v
Restoration and Similar Liabilities
IFRIC 2 Members' Share in Co-operative Entities and v
Similar Instruments
IFRIC 4  |Determining Whether an Arrangement Contains a v
Lease
IFRIC 5 Rights to Interests arising from Decommissioning, v
Restoration and Environmental Rehabilitation
Funds
IFRIC 6 Liabilities arising from Participating in a Specific v
Market - Waste Electrical and Electronic
Equipment
IFRIC 7 Applying the Restatement Approach under PAS 29 v
Financial Reporting in Hyperinflationary
Economies
IFRIC 8  |Scope of PFRS 2 v
IFRIC 9 Reassessment of Embedded Derivatives v
Amendments to Philippine Interpretation IFRIC 9 v
and PAS 39: Embedded Derivatives
IFRIC 10 |Interim Financial Reporting and Impairment v
IFRIC 11  |PFRS 2- Group and Treasury Share Transactions || AARE v
IFRIC 12 |Service Concession Arrangements \\“, <ol ¥ v
IFRIC 13 |Customer Loyalty Programmes \\\\\ r'\_ .[&‘?R \ 1 i’-““t v
IFRIC 14 |The Limit on a Defined Benefit Asset, Minintd\ | [+ \ v
Funding Requirements and their Interaction N aaion
Amendments to Philippine Interpretations IFR 7€: \oF - v

-

14, Prepayments of a Minimum Funding
Requirement

"




IFRIC 15 Agreements for the Construction of Real Estate v

IFRIC 16 |Hedges of a Net Investment in a Foreign v
Operation

IFRIC 17 |Distributions of Non-cash Assets to Owners v

IFRIC 18 |Transfers of Assets from Customers v

IFRIC 19 |Extinguishing Financial Liabilities with Equity v
Instruments

IFRIC 20 |Stripping Costs in the Production Phase of a v
Surface Mine

IFRIC 21 |Levies v

IFRIC 22 |Philippine Interpretation IFRIC-22: Foreign v
Currency Transactions and Advance Consideration

SIC-7 Introduction of the Euro v

SIC-10 Government Assistance - No Specific Relation to v
Operating Activities

SIC-12 Consolidation - Special Purpose Entities v
Amendment to SIC - 12: Scope of SIC 12 v

SIC-13 Jointly Controlled Entities - Non-Monetary v
Contributions by Venturers

SIC-15 Operating Leases - Incentives v

SIC-21 Income Taxes - Recovery of Revalued Non- v
Depreciable Assets

SIC-23 Income Taxes - Changes in the Tax Status of an v
Entity or its Shareholders

SIC-27 Evaluating the Substance of Transactions v
Involving the Legal Form of a Lease

SIC-29 Service Concession Arrangements: Disclosures. v

SIC-31 Revenue - Barter Transactions Involving v
Advertising Services

SIC-32 Intangible Assets - Web Site Costs v

Standards tagged as “Not applicable” have been adopted by the Group but have no significant covered
transactions for the year ended December 31, 2016.

Standards tagged as “Not adopted” are standards 1si ue ibut]no"f yét effectlve as of December 31, 2016.
The Group will adopt the Standards and Interpretat 0 ihen thes hfcomp, effective.
‘: AP% e‘ LUt
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INDEPENDENT AUDITOR’S REPORT

The Board of Directors and Stockholders
Semirara Mining and Power Corporation
2/F DMCI Plaza

2281 Don Chino Roces Avenue

Makati City

Report on the Audit of the Parent Company Financial Statements
Opinion

We have audited the parent company financial statements of Semirara Mining and Power Corporation
(the Company), which comprise the parent company statements of financial position as at

December 31, 2016 and 2015, and the parent company statements of comprehensive income, parent
company statements of changes in equity and parent company statements of cash flows for the years then
ended, and notes to the parent company financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying parent company financial statements present fairly, in all material
respects, the financial position of the Company as at December 31, 2016 and 2015, and its financial
performance and its cash flows for the years then ended in accordance with Philippine Financial
Reporting Standards (PFRSs). ' ‘

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the duditor's Responsibilities for the Audit
of the Parent Company Financial Statemenis section of our report. We are independent of the Company
in accordance with the Code of Ethics for Professional Accountants in the Philippines (Code of Ethics)
together with the ethical requirements that are relevant to our audit of the parent company financial
statements in the Philippines, and we have fulfilled our other ethical responsibilities in accordance with
these requirements and the Code of Ethics. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Parent Company
Financial Statements

Management is responsible for the preparation and fair presentation of the parent company financial
statements in accordance with PFRSs, and for such internal control as management determines is
necessary to enable the preparation of parent company financial statements that are free from material
misstatement, whether due to fraud or error.

NG
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In preparing the parent company financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to liquidate
the Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Parent Company Financial Statements

Our objectives are to obtain reasonable assurance about whether the parent company financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with PSAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these parent company financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

» Identify and assess the risks of material misstatement of the parent company financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control.

¢  Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

» Evaluate the appropriaieness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

* Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the parent company financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may cause the Company to
cease to continue as a going concern.

* Evaluate the overall presentation, structure and content of the parent company financial statements,

including the disclosures, and whether the parent company financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.
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We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

Repbrt on the Supplementary Information Required Under Revenue Regulations 15-2010

The supplementary information required under Revenue Regulations 15-2010 for purposes of filing with
the Bureau of Internal Revenue is presented by the management of Semirara Mining and Power
Corporation in a separate schedule. Revenue Regulations 15-2010 requires the information to be
presented in the notes to the parent company financial statements, Such information is not a required part
of the basic financial statements. The information is also not required by Securities Regulation Code
Rule 68, as Amended (2011). Our opinion on the basic financial statements is not affected by the
presentation of the information in a separate schedule.

The engagement partner on the audit resulting in this independent auditor’s report is Cyril Jasmin B,
Valencia.

SYCIP GORRES VELAYO & CO.

ril J&min B. Valencia

Partner

CPA Certificate No. 90787

SEC Accreditation No. 1229-AR-1 (Group A),
May 12, 2015, valid until May 11, 2018

Tax Identification No. 162-410-623

BIR Accreditation No. 08-001998-74-2015,
February 27, 2015, valid until February 26, 2018

PTR No. 5908770, January 3, 2017, Makati City

February 23, 2017
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'SEMIRARA MINING AND POWER CORPORATION

(Formerly Semirara Mining Corporation)
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~ 2006~ 2015
ASSETS
Current Assets
Cash and cash equivalents (Notes 4, 28 and 29) $4,298,079,571 P2,639,584,254
Receivables (Notes 5, 28 and 29) 6,122,512,499 3,448,150,590
Inventories (Note 6) 2,960,194,743 2,588,744,414
Other current assets (Note 7) 625,449,551 759,432,917
Total Current Assets 14,006,236,364 9,435,912,175
Noncurrent Assets
Investments in subsidiaries and joint venture (Note 8) 16,709,750,000  16,154,375,000
Property, plant and equipment (Note 9) 10,220,506,866 4,264,931,801
Exploration and evaluation asset (Note 10) - 3,015,464,959
‘Deferred tax assets (Note 25) 53,815,696 109,968,826
Other noncurrent assets - net (Note 11) 194,703,377 190,251,121
Total Noncurrent Assets 27,178,775,93%  23,734,991,707

P41,185,012,303

P33,170,903,882

LIABILITIES AND EQUITY

Current Liabilities

Trade and other payables (Notes 12, 28 and 29) P7,858,579,705  P4,464,681,426
Short-term loans (Notes 13, 28 and 29) - 2,993,000,994
Current portion of long-term debt (Notes 14, 28 and 29) - 1,966,693,303
Total Current Liabilities 7,858,579,705 9,424,375,723
Noncurrent Liabilities
Long-term debt-net of current portion (Notes 14, 28 and 29) 5,618,307,661 1,249,041,095
Pension liabilities (Note 19) 67,507,823 72,044,567
Provision for decommissioning and site rehabilitation (Note 15) 1,592,574,265 501,110,425
Other noncurrent liabilities (Notes 12, 28 and 29) - 1,217,375,694
Total Noncurrent Liabilities 7,278,389,749 3,039,571,781
Total Liabilities 15,136,969,454 12,463 ,947,504
Equity
Capital stock (Notes 16 and 28) 1,068,750,000 1,068,750,000
Additional paid-in capital (Notes 16 and 28) 6,675,527,411 6,675,527,411
Retained earnings (Notes 17 and 28) ,
Unappropriated 10,915,461,425 7,694,972,089
Appropriated 7,800,000,000 5,300,000,000
Remeasurement losses on pension plan (Note 19) (24,148,959) (32,293,122)
Treasury shares (Note 16) (387,547,028) —
Total Equity 26,048,042,849  20,706,956,378
B41,185,012,303 $33,170,903,882

See accompanying Notes to Parent Company Financial Statements.
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SEMIRARA MINING AND POWER CORPORATION

(Formerly Semirara Mining Corporation)

PARENT COMPANY STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2016 2015

SALES (Notes 18 and 30)

COST OF SALES (Note 20)

P24,156,616,594 £16,373,024,850

(13,018,251,381) (8,633,388,644)

GROSS PROFIT

OPERATING EXPENSES (Note 21)

11,138,365,213  7,739,636,206

(3,224,969,112)  (2,336,127,997)

INCOME FROM OPERATIONS 7,913,396,101  5,403,508,209
OTHER INCOME (CHARGES) - Net
Dividend income (Note 8) 2,500,000,000 1,500,000,000
Finance income (Notes 4 and 23) 40,909,556 22,519,025
Finance costs (Note 22) (228,372,004)  (129,647,344)
Foreign exchange losses - net (347,304,899) (327,979,416)
Other income - net (Note 24) 175,074,355 248,341,529
2,140,307,008 1,313,233,794
INCOME BEFORE INCOME TAX 10,053,703,109  6,716,742,003
PROVISION FOR (BENEFIT FROM)

INCOME TAX (Note 25) 58,213,773 (37,780,915)
NET INCOME 9,995,489,336  6,754,522,918
OTHER COMPREHENSIVE INCOME (LOSS)

Items not to be reclassified to profit or loss in

subsequent periods
Remeasurement gain (losses) on pension plan (Note 19) 11,634,519 (23,426,001)
Income tax effect (3,490,356) 7,027,800

8,144,163 (16,398,201)

TOTAL COMPREHENSIVE INCOME P£10,003,633,499 P6,738,124,717

See accompanying Notes to Parent Company Finarncial Statements.
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SEMIRARA MINING AND POWER CORPORATION

(Formerly Semirara Mining Corporation)

PARENT COMPANY STATEMENTS OF CASH FLOWS

Years Ended December 31
2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax P10,053,703,109  PB6,716,742,003
Adjustments for:
Depreciation and amortization charged to cost and expenses
(Notes 9, 11, 20 and 21) 1,415,375,855 754,804,619
Finance costs (Note 22) 228,372,004 129,647,344
Pension expense (Note 19) 15,821,988 13,893,845
Provision (reversal) for allowance for doubtful accounts - net
(Notes 5 and 21) 9,115,533 30,004,256
Provision for allowance for inventory obsolescence
(Notes 6 and 21) 1,239,090 20,902,458
Loss (gain) on sale of equipment (Notes 9 and 24) 174,667 (76,461,975)
Loss on disposal and write-down of property, plant
and equipment (Notes 8 and 21) - 16,087,500
Reversal of impairment losses (Notes 11 and 24) - (10,683,653)
Finance income (Note 4 and 23) (40,909,556) (22,519,025}
Net unrealized foreign exchange losses (gain) (49,116,121) 331,397,753
Dividend income (Note 8) (2,500,000,000)  (1,500,000,000)
Operating income before changes in operating assets and liabilities 9.133,776,569 6,403,815,125
Changes in operating assets and liabilities:
Decrease (increase) in;
Receivables (2,683,477,442) 1,327,282,937
Inventories (215,380,329)  (1,074,373,218)
Other current assets 133,983,366 114,082,429
Increase (decrease) in trade and other payables 3,395,562,934 (1,953,125,801)
Net cash generated from operations 9,764,465,098 4,817,681,472
Benefits paid (Note 19} (8,724,213) (4,847,377)
Interest received 40,909,556 22,519,025
Interest paid (205,939,256) {123,651,185)
Income taxes paid (5,551,002) (3,833,098)
Net cash flows provided by operating activities 9,585,160,183 4,707,868,837
CASH FLOWS FROM INVESTING ACTIVITIES
-Additions to:
Property, plant and equipment (Note 9) (2,580,920,192) (1,738,529,637)
Exploration and evaluation asset (Notes 9 and 10) {1,932,281,360) (608,867,372)
Investments in subsidiaries and joint venture (Note 8) (555,375,000) {840,000,000)
Computer software (Note 11) {7,220,420) (2,803,293)
Proceeds from:
Dividend (Note 8) 2,500,000,000 1,500,000,000
Sale of equipment (Notes 9 and 24) 3,000,000 76,461,975
Decrease in other noncurrent assets - 825
Increase (decrease) in other noncurrent liabilities {159,009,257) 1,206,379,504
Net cash flows used in investing activities (2,722,806,229) (407,357,998)

(Forward)
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Years Ended December 31

2016 2015

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from availment of loans (Notes 13 and 14)
Acquisition of treasury shares
Payments of:

Loans (Notes 13 and 14)

Dividends (Note 17)

7,491,063,201 7,077,880,704
(387,547,028) -

(7,865,670,259)  (6,315,053,465)
(4,275,000,000)  (4,275,000,000)

Net cash flows used in financing activities

(5,037,154,086)  (3,512,172,761)

EFFECT OF EXCHANGE RATE CHANGES ON
CASH AND CASH EQUIVALENTS

(166,704,551) (37,975,373)

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING
OF YEAR

1,658,495,317 750,362,705

2,639,584,254  1,889,221,549

CASH AND CASH EQUIVALENTS AT END
OF YEAR (Note 4)

£4,298,079,571  £2,639,584,254

See accompanying Notes to Parent Company Financial Statements.
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SEMIRARA MINING AND POWER CORPORATION

(Formerly Semirara Mining Corporation)

NOTES TO PARENT COMPANY FINANCIAL STATEMENTS

1. Corporate Information

Semirara Mining and Power Corporation (the Parent Company) is a corporation incorporated in
the Philippines on February 26, 1980. The Parent Company’s registered and principal office
address is at 2/ DMCI Plaza, 2281 Don Chino Roces Avenue, Makati City. The Parent
Company’s shares of stock are listed and currently traded at the Philippine Stock Exchange (PSE).
The Parent Company is 56.51% owned subsidiary of DMCI Holdings, Inc. (DMCI-HI), a publicly
listed entity in the Philippines and its ultimate Parent Company.

The Parent Company’s primary purpose is to search for, prospect, explore, dig and drill, mine,
exploit, extract, produce, mill, purchase or otherwise acquire, store, hold transport, use,
experiment with, market, distribute, exchange, sell and otherwise dispose of, import, export and
handle, trade, and generally deal in, ship coal, coke, and other coal products of all grades, kinds,
forms, descriptions and combinations and in general the products and by-products which may be
derived, produced, prepared, developed, compounded, made or manufactured therefrom; to
acquire, own, maintain and exercise the rights and privileges under the coal operating contract/s
within the purview of Presidential Decree No. 972, “The Coal Development Act of 1976", and
any amendments thereto; to mine, quarry and excavate for clay, rock and other earthen minerals,
and to manufacture the same into cement of all kinds, lime, limestone, plaster and natural and
artificial stone; to render all aspect of technical and management services to the government of the
Republic of the Philippines, or any of its agencies or instrumentalities, or to any individual,
partnership, association or corporation organized with similar purpose, in and outside of the
Philippines and to acquire by purchase, lease or exchange, and to hold in fee simple or upon
royalty of rental or otherwise, in any other manner allowed by law, in the Philippines, mining
claims, grounds or Jodes, mining and mineral rights, mineral concessions or grants, or any interest
in the same and to sell, exchange, lease or in any other manner to dispose of the whole or any part
or any interest in the same when desirable.

The Parent Company has six (6) wholly owned subsidiaries namely Sem-Calaca Power
L: ) Corporation (SCPC), Southwest Luzon Power Generation Corporation (SLPGC), SEM-Cal
Industrial Park Developers, Inc. (SIPDI), Semirara Claystone Inc. (SCI), Semirara Energy
Utilities Inc. (SEUI) and Southeast Luzon Power Generation Corporation (SeLPGC) (formerly
Sem-Balayan Power Generation Company (SBPGC)). The nature and status of operations are
discussed in Note 8.

On August 18, 2014, the Securities and Exchange Commission (SEC) approved the change in the
corporate name of Semirara Mining Corporation to “Semirara Mining and Power Corporation™,
This change was sought to reflect the forward integration of the Parent Company’s business as a
coal supplier or producer to power generation through its wholly owned subsidiaries.

The parent company financial statements as of December 31, 2016 and 2015 and for the years then
ended were authorized for issue by the Executive Committee of the Board of Directors (BOD) on
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Summary of Significant Accounting Policies

Basis of Preparation
The parent company financial statements have been prepared using the historical cost basis. The

financial statements are prepared in Philippine Peso (B), which is the Parent Company’s functional
currency. All amounts are rounded off to the nearest peso, except where otherwise indicated.

Statement of Compliance

The accompanying parent company financial statements have been prepared in accordance with
Philippine Financial Reporting Standards (PFRS). The Parent Company also prepares and issues
consolidated financial statements presented in compliance with PFRS which are available at the
Parent Company’s registered and principal office address.

Changes in Accounting Policies and Disclosures
The accounting policies adopted are consistent with those of the previous financial year, except

that the Parent Company has adopted the following new accounting pronouncements starting
January 1, 2016. Adoption of these pronouncements did not have any significant impact on the
Parent Company’s financial position or performance unless otherwise indicated.

o Amendments to PFRS 10, PFRS 12 and PAS 28, Investment Entities: Applying the
Consolidation Exception
Amendments to PFRS 11, Accounting for Acquisitions of Interests in Joint Operations
PFRS 14, Regulatory Deferral Accounts
Amendments to PAS 1, Disclosure Initiative
Amendments to PAS 16 and PAS 38, Clarification of Acceptable Methods of Depreciation
and Amortization
Amendments to PAS 16 and PAS 41, Agriculture: Bearer Plants
Amendments to PAS 27, Equity Method in Separate Financial Statements
¢ Annual Improvements to PFRSs 2012 - 2014 Cycle
¢ Amendment to PFRS 5, Changes in Methods of Disposal
¢ Amendment to PFRS 7, Servicing Contracts
o  Amendment to PFRS 7, Applicability of the Amendments to PFRS 7 to Condensed Interim
Financial Statements
s  Amendment to PAS 19, Discount Rate: Regional Market Issue
Amendment to PAS 34, Disclosure of Information ‘Elsewhere in the Interim Financial
‘Report’

Standards Issued But Not Yet Effective

The Parent Company has not applied the following PFRS, PAS and Philippine Interpretations
which are not yet effective as of December 31, 2016. This list consists of standards and
interpretations issued, which the Parent Compary reasonably expects to be applicable at a future
date. The Parent Company intends to adopt those standards when they become effective. Unless
otherwise indicated, adoption of these standards and interpretations are not expected to have any
significant impact on the financial statements of the Parent Company.

IR A
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Effective beginning on or after January 1, 2017

Amendment to PFRS 12, Clarification of the Scope of the Standard (Part of Annual
Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that the disclosure requirements in PFRS 12, other than those relating
to summarized financial information, apply to an entity’s interest in a subsidiary, a joint
venture or an associate (or a portion of its interest in a joint venture or an associate) that is
classified (or included in a disposal group that is classified) as held for sale.

Amendments to PAS 7, Statement of Cash Flows, Disclosure Initiative

The amendments to PAS 7 require an entity to provide disclosures that enable users of
financial statements to evaluate changes in liabilities arising from financing activities,
including both changes arising from cash flows and non-cash changes (such as foreign
exchange gains or losses). On initial application of the amendments, entities are not required
to provide comparative information for preceding periods. Early application of the
amendments is permitted.

Amendments to PAS 12, Income Taxes, Recognition of Deferred Tax Assets for Unrealized
Losses

The amendments clarify that an entity needs to consider whether tax law restricts the sources
of taxable profits against which it may make deductions on the reversal of that deductible
temporary difference. Furthermore, the amendments provide guidance on how an entity
should determine future taxable profits and explain the circumstances in which taxable profit
may include the recovery of some assets for more than their carrying amount.

Entities are required to apply the amendments retrospectively. However, on initial application
of the amendments, the change in the opening equity of the earliest comparative period may
be recognized in opening retained earnings (or in another component of equity, as
appropriate), without allocating the change between opening retained earnings and other
components of equity. Entities applying this relief must disclose that fact. Early application
of the amendments is permitted. The Parent Company is currently assessing the impact of
these amendments on its financial statements,

. Effective beginning on or after January 1, 2018

Amendments to PFRS 2, Share-based Payment, Classification and Measurement of Share-
based Payment Transactions

The amendments to PFRS 2 address three main areas: the effects of vesting conditions on the
measurement of a cash-settled share-based payment transaction; the classification of a share-
based payment transaction with net settlement features for withholding tax obligations; and
the accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash settled to equity seftled.

On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three amendments and if other criteria
are met. Early application of the amendments is permitted.

The Parent Company is assessing the potential effect of the amendments on its consolidated
financial statements. '
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Amendments to PFRS 4, fnsurance Contracts, Applying PFRS 9, Financial Instruments, with
PFRS 4

The amendments address concerns arising from implementing PERS 9, the new financial
instruments standard before implementing the forthcoming insurance contracts standard.
They allow entities to choose between the overlay approach and the deferral approach to deal
with the transitional challenges. The overlay approach gives all entities that issue insurance
contracts the option to recognize in other comprehensive income, rather than profit or loss, the
volatility that could arise when PFRS 9 is applied before the new insurance contracts standard
is issued. On the other hand, the deferral approach gives entities whose activities are
predominantly connected with insurance an optional temporary exemption from applying
PFRS 9 until the earlier of application of the forthcoming insurance contracts standard or
January 1, 2021.

The overlay approach and the deferral approach will only be available to an entity if it has not
previously applied PFRS 9.

PFRS 15, Revenue from Contracts with Customers

PFRS 15 establishes a new five-step model that will apply to revenue arising from contracts
with customers. Under PFRS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or
services to a customer. The principles in PFRS 15 provide a more structured approach to
measuring and recognizing revenue.

The new revenue standard is applicable to all entities and will supersede all current revenue
recognition requirements under PFRSs. Either a full or modified retrospective application is
required for annual periods beginning on or after January 1, 2018. The Parent Company is
currently assessing the impact of these amendments on its financial statements.

PFRS 9, Financial Instruments

PFRS 9 reflects all phases of the financial instruments project and replaces PAS 39, Financial
Instruments: Recognition and Measurement, and all previous versions of

PFRS 9. The standard introduces new requirements for classification and measurement,
impairment, and hedge accounting. PFRS 9 is effective for annual periods beginning on or
after January 1, 2018, with early application permitted. Retrospective application is required,
but providing comparative information is not compulsory. For hedge accounting, the
requirements are generally applied prospectively, with some limited exceptions.

The adoption of PFRS 9 will have an effect on the classification and measurement of the
Parent Company’s financial assets and impairment methodology for financial assets, but will
have no impact on the classification and measurement of the Parent Company’s financial
liabilities. The adoption will also have an effect on the Parent Company’s application of
hedge accounting and on the amount of its credit losses. The Parent Company is currently
assessing the impact of adopting this standard.

Amendments to PAS 28, Measuring an Associate or Joint Venture at Fair Value (Part of
Annual Improvements to PFRSs 2014 - 2016 Cycle)

The amendments clarify that an entity that is a venture capital organization, or other
qualifying entity, may elect, at initial recognition on an investment-by-investment basis, to
measure its investments in associates and joint ventures at fair value through profit or loss.
They also clarify that if an entity that is not itself an investment entity has an interest in an
associate or joint venture that is an investment entity, the entity may, when applying the equity

ARGV
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method, elect to retain the fair value measurement applied by that investment entity associate
or joint venture to the investment entity associate’s or joint venture’s interests in subsidiaries.
This election is made separately for each investment entity associate or joint venture, at the
later of the date on which (a) the investment entity associate or joint venture is initially
recognized; (b) the associate or joint venture becomes an investment entity; and (c) the
investment entity associate or joint venture first becomes a parent. The amendments should
be applied retrospectively, with earlier application permitted. The Parent Company is
currently assessing the impact of adopting this standard.

Amendments to PAS 40, Investment Property, Transfers of Investment Property

The amendments clarify when an entity should transfer property, including property under
construction or development into, or out of investment property. The amendments state that a
change in use occurs when the property meets, or ceases to meet, the definition of investment
property and there is evidence of the change in use. A mere change in management’s
intentions for the use of a property does not provide evidence of a change in use. The
amendments should be applied prospectively to changes in use that occur on or after the
beginning of the annual reporting period in which the entity first applies the amendments.
Retrospective application is only permitted if this is possible without the use of hindsight.

Philippine Interpretation IFRIC-22, Foreign Currency Transactions and Advance
Consideration

The interpretation clarifies that in determining the spot exchange rate to use on initial
recognition of the related asset, expense or income (or part of it) on the derecognition of a
non-monetary asset or non-monetary liability relating to advance consideration, the date of the
transaction is the date on which an entity initially recognizes the nonmonetary asset or non-
monetary liability arising from the advance consideration. If there are multiple payments or
receipts in advance, then the entity must determine a date of the transactions for each payment
or receipt of advance consideration. The interpretation may be applied on a fully retrospective
basis. Entities may apply the interpretation prospectively to all assets, expenses and income in
its scope that are initially recognized on or after the beginning of the reporting period in which
the entity first applies the interpretation or the beginning of a prior reporting period presented
as comparative information in the financial statements of the reporting period in which the
entity first applies the interpretation.

Effective beginning on or after January 1, 2019

PFRS 16, Leases

Under the new standard, lessees will no longer classify their leases as either operating or
finance leases in accordance with PAS 17, Leases. Rather, lessees will apply the single-asset
model. Under this model, lessees will recognize the assets and related liabilities for most
leases on their balance sheets, and subsequently, will depreciate the lease assets and recognize
interest on the lease liabilities in their profit or loss. Leases with a term of 12 months or less
or for which the underlying asset is of low value are exempted from these requirements.

The accounting by lessors is substantially unchanged as the new standard carries forward the
principles of lessor accounting under PAS 17, Lessors, however, will be required to disclose
more information in their financial statements, particularly on the risk exposure to residual
value.
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Entities may early adopt PFRS 16 but only if they have also adopted PFRS 15. When
adopting PFRS 16, an entity is permitted to use either a full retrospective or a modified
retrospective approach, with options to use certain transition reliefs.

The Parent Company is currently assessing the impact of adopting PFRS 16,
Deferrved effectivity

¢ Amendments to PFRS 10 and PAS 28, Sale or Contribution of Assets between an Investor and
its Associate or Joint Venture ‘
The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The
amendments clarify that a full gain or loss is recognized when a transfer to an associate or
joint venture involves a business as defined in PFRS 3, Business Combinations. Any gain or
foss resulting from the sale or contribution of assets that does not constitute a business,
however, is recognized only to the extent of unrelated investors’ interests in the associate or
Jjoint venture.

On January 13, 2016, the Financial Reporting Standards Council postponed the original
effective date of January 1, 2016 of the said amendments until the International Accounting
Standards Board has completed its broader review of the research project on equity accounting
that may result in the simplification of accounting for such transactions and of other aspects of
accounting for associates and joint ventures.

Significant Accounting Policies and Disclosures

Cash and Cash Equivalents

Cash and cash equivalents in the parent company statement of financial position comprise cash in
banks and on hand, and short-term deposits with an original maturity of three months or less, but
excludes any restricted cash that is not available for use by the Parent Company and therefore is
not considered highly liquid. Short-term deposits are subject to an insignificant risk of changes in
value.

Financial Assets and Financial Liabilities

Date of recognition

The Parent Company recognizes a financial asset or a financial liability in the parent company
statement of financial position 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 and measurement of financial instruments

Financial assets and financial liabilities are recognized initially at fair value. Transaction costs are
included in the initial measurement of all financial assets and financial liabilities, except for
financial instruments measured at fair value through profit or loss (FVPL). Financial assets in the
scope of PAS 39 are classified as either financial assets at FVPL, loans and receivables,
held-to-maturity (HTM) financial assets, or available-for-sale (AFS) financial assets, as
appropriate. Financial liabilities are classified as either financial liabilities at FVPL or other
financial liabilities.

As of December 31, 2016 and 2015, the Parent Company’s financial instruments are in the nature
of loans and receivables and other financial liabilities,
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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.

‘Day 1’ difference

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 Parent Company recognizes the difference between
the transaction price and fair value (a ‘Day 1’ difference) in the parent company statement of
comprehensive 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 parent company statement
of comprehensive income when the inputs become observable or when the instrument is
derecognized. For each transaction, the Parent Company determines the appropriate method of
recognizing the ‘Day 1’ difference 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 twelve (12) months from the reporting date
otherwise; these are classified as noncurrent assets. This accounting policy relates to the

‘Cash and cash equivalents’, ‘Receivables’ and certain other noncurrent assets.

After initial measurement, the loans and receivables are subsequently measured at amortized cost
using the effective interest rate (EIR) method, less allowance for impairment. Amortized cost is
calculated by taking into account any discount or premium on acquisition and costs that are an
integral part of the EIR. The amortization is included in ‘Finance income’ in the parent company
statement of comprehensive income. Gains and losses are recognized in the statement of
comprehensive income when the loans and receivables are derecognized or impaired as well as
through the amortization process.

Other financial liabilities

Other financial liabilities pertain to issued financial instrument that are not classified or designated
as financial liabilities at FVPL and contain contractual obligations to deliver cash or other
financial assets to the holder or to settle the obligation other than the exchange of fixed amount of
cash or another financial asset for a fixed number of own equity shares.

Other financial liabilities include trade and other payables, short-term loans and long-term debt.
All long-term debt 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 EIR method. Gains or losses are recognized in parent company statement of
comprehensive income when liabilities are derecognized, as well as through the amortization
process. Any effects of restatement of foreign currency-denominated liabilities are recognized
under the ‘Foreign exchange losses - net’ in parent company statement of comprehensive income.
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Fair Value Measurement

The Parent Company discloses the fair value of financial instruments measured at amortized cost,
such as loans and receivables and other financial liabilities, at each reporting date. Fair value is
the estimated 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. The fair value
measurement is based on the presumption that the transaction to sell the asset or transfer the

liability takes place either:

» In the principal market for the asset or liability, or
s In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible to by the Parent Company.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their
economic best interest.

A fair value measurement of a non-financial asset takes into account a market participant's ability
to generate economic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

The Parent Company uses valuation techniques that are appropriate in the circumstances and for
which sufficient data are available to measure fair value, maximizing the use of relevant
observable inputs and minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the parent company
financial statements are categorized within the fair value hierarchy, described as follows, based on
the lowest level input that is significant to the fair value measurement as a whole:

¢ Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

¢ Level 2 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is directly or indirectly observable

¢ Level 3 - Valuation techniques for which the lowest level input that is significant to the fair
value measurement is unobservable

For assets and liabilities that are recognized in the parent company financial statements on a
recurring basis, the Parent Company determines whether transfers have occurred between levels in
the hierarchy by reassessing categorization (based on the lowest level input that is significant to
the fair value measurement as a whole) at the end of each reporting date.

Impairment of Financial Assets

The Parent Company assesses at each reporting 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.

Evidence of impairment may include indications that the borrower or a group of borrowers is
experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptcy or other financial reorganization and
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where observable data indicate that there is measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that correlate with defauits,

Loans and receivables

For loans and receivables carried at amortized cost, the Parent 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 Parent
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 group 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,

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 Parent Company to reduce any
differences between loss estimates and actual loss experience.

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 Parent 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 EIR (i.e., the EIR computed at initial recognition). If a loan has a
variable interest rate, the discount rate for measuring any impairment loss is the current EIR.

The carrying amount of the asset is reduced through use of an allowance account and the amount
of loss is charged under ‘Operating expenses’ in the parent company statement of comprehensive
income during the period in which it arises. Interest income continues to be recognized based on
the original EIR 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 or has been
transferred to the Parent Company.

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 in the parent company
statement of comprehensive income, to the extent that the carrying value of the asset does not
exceed its amortized cost at the reversal date.
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Derecognition of Financial Instruments
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:

the rights to receive cash flows from the asset have expired,

¢ The Parent Company has transferred its rights to receive cash flows from the asset or has
assumed an obligation to pay the received cash flows in full without material delay to a third
party under a ‘pass-through’ arrangement; and either (a) the Parent Company has transferred
substantially all the risks and rewards of the asset, or (b) the Parent Company has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asset.

When the Parent Company has transferred its rights to receive cash flows from an asset or has
entered into a pass-through arrangement, it evaluates if and to what extent it has retained the risks
and rewards of ownership. When it has neither transferred nor retained substantially all of the
risks and rewards of the asset, nor transferred control of the asset, the Parent Company continues
to recognize the transferred asset to the extent of the Parent Company’s continuing involvement,
In that case, the Parent Company also recognizes an associated liability. The transferred asset and
the associated liability are measured on a basis that reflects the rights and obligations that the
Parent Company has retained.

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

When 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 the recognition of a new
liability, and the difference in the respective carrying amounts is recognized in the parent company
statement of comprehensive income.

Offsetting of Financial Instruments
Financial assets and financial liabilities are offset and the net amount is reported in the parent

company statement of financial position if there is a currently enforceable legal right to set off the
recognized amounts and there is intention to settle on a net basis, or to realize the asset and settle
the liability simultaneously. The Parent Company assesses that it has a currently enforceable right
to offset if the right is not contingent on a future event, and is legally enforceable in the normal
course of business, event of default, and event of insolvency or bankruptcy of the Parent Company
and all of the counterparties.

Inventories

Inventories are valued at the lower of cost and 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 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.
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Spare parts and supplies are usually carried as inventories and are recognized in the parent
company statement of comprehensive income when consumed. Inventories transferred to
property, plant and equipment are used as a component of self-constructed property, plant and
equipment and are recognized as expense during useful life of that asset. Transfers of inventories
to property, plant and equipment do not change the carrying amount of the inventories.

Exploration and Evaluation Asset
Exploration and evaluation activity involves the search for mineral resources, the determination of

technical feasibility and the assessment of commercial viability of an identified resource.

Exploration and evaluation activity includes:

Researching and analyzing historical exploration data

Gathering exploration data through geophysical studies
Exploratory drilling and sampling

Determining and examining the volume and grade of the resource
Surveying transportation and infrastructure requirements
Conducting market and finance studies

License costs paid in connection with a right to explore in an existing exploration area are
capitalized and amortized over the term of the permit. Once the legal right to explore has been
acquired, exploration and evaluation expenditure is charged to comprehensive income as incurred,
unless the Parent Company concludes that a future economic benefit is more likely than not to be
realized, These costs include directly aftributable employee remuneration, materials and fuel used,
surveying costs, drilling costs and payments made to contractors.

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

Expenditure is transferred from ‘Exploration and evaluation asset’ to *Mining properties and
mining equipment’, which is included in the ‘Property, plant and equipment’ once the work
completed supports the future development of the property.

After transfer of the exploration and evaluation asset, all subsequent expenditure on the
construction, installation or completion of infrastructure facilities is capitalized in ‘Mining
properties and mining equipment’.

Stripping Costs
As part of its mining operations, the Parent Company incurs stripping (waste removal) costs both

during the development phase and production phase of its operations. Stripping costs incurred in
the development phase of a mine, before the production phase commences (development
stripping), are capitalized as part of the cost of mine properties and subsequently amortized over
its useful life using the units of production method over the mine life. The capitalization of
development stripping costs ceases when the mine/component is commissioned and ready for use
as intended by management.

Afier the commencement of production further development of the mine may require a phase of
unusually high stripping that is similar in nature to development phase stripping. The costs of
such stripping are accounted for in the same way as development stripping (as discussed above).
Stripping costs incurred during the production phase are generally considered to create two
benefits, being either the production of inventory or improved access to the coal body to be mined
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in the future. Where the benefits are realized in the form of inventory produced in the period, the
production stripping costs are accounted for as part of the cost of producing those inventories.
Where the benefits are realized in the form of improved access to ore to be mined in the future, the
costs are recognized as a noncurrent asset, referred to as a stripping activity asset, if the following
criteria are met:

Future economic benefits (being improved access to the coal body) are probable;

¢ The component of the coal body for which access will be improved can be accurately
identified; and

* The costs associated with the improved access can be reliably measured.

If all of the criteria are not met, the production stripping costs are charged to the parent company
statement of comprehensive income as operating costs as they are incurred.

In identifying components of the coal body, the Parent Company works closely with the mining
operations personnel for each mining operation to analyze each of the mine plans. Generally, a
component will be a subset of the total coal body, and a mine may have several components. The
mine plans, and therefore the identification of components, can vary between mines for a number
of reasons. These include, but are not limited to: the type of commodity, the geological
characteristics of the coal body, the geographical location, and/or financial considerations.

The stripping activity asset is initially measured at cost, which is the accumulation of costs
directly incurred to perform the stripping activity that improves access to the identified component
of coal body, plus an allocation of directly attributable overhead costs. If incidental operations are
occurring at the same time as the production stripping activity, but are not necessary for the
production stripping activity to continue as planned, these costs are not included in the cost of the
stripping activity asset. If the costs of the inventory produced and the stripping activity asset are
not separately identifiable, a relevant production measure is used to allocate the production
stripping costs between the inventory produced and the stripping activity asset. This production
measure is calculated for the identified component of the coal body and is used as a benchmark to
identify the extent to which the additional activity of creating a future benefit has taken place.

The stripping activity asset is accounted for as an addition to, or an enhancement of, an existing

asset, being the mine asset, and is included as part of ‘Mining properties and mining equipment’

under ‘Property, plant and equipment’ in the parent company statement of financial position. This

forms part of the total investment in the relevant cash generating unit, which is reviewed for

impairment if events or changes of circumstances indicate that the carrying value may not be

recoverable, =

The stripping activity asset is subsequently depreciated using the units of production method over
the life of the identified component of the coal body that became more accessible as a result of the
stripping activity. Economically recoverable reserves, which comprise proven and probable
reserves, are used to determine the expected useful life of the identified component of the coal
body. The stripping activity asset is then carried at cost less depreciation and any impairment
losses.
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Mineable Ore Reserves

Mineable ore reserves are estimates of the amount of coal that can be economically and legally
extracted from the Parent Company’s mining properties. The Parent Company estimates its
mineable ore reserves based on information compiled by appropriately qualified persons relating
to the geological data on the size, depth and shape of the coal body, and requires complex
geological judgments to interpret the data. The estimation of recoverable reserves is based upon
factors such as estimates of foreign exchange rates, commodity prices, future capital requirements,
and production costs along with geological assumptions and judgments made in estimating the
size and grade of the coal body. Changes in the reserve or resource estimates may impact the
amortization of mine properties included as part of ‘Mining properties and mining equipment’
under ‘Property, plant and equipment’.

Property, Plant and Equipment

Upon completion of mine construction, the assets are transferred into property, plant and
equipment. Property, plant and equipment are carried at cost less accumulated depreciation and
any impairment in value.

The initial cost of property, plant and equipment also comprises its purchase price or construction
cost, including non-refundable import duties, taxes, borrowing costs and any directly attributable i
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. The present value of the expected cost for the decommissioning of the asset
after its use is included in the cost of the respective asset if the recognition criteria for a provision
are met.

Equipment in transit and construction in progress, included in property, plant and equipment, are
stated at cost. Construction in progress includes the cost of the construction of property, plant and
equipment and other direct costs. Equipment in transit includes the acquisition cost of equipment
and other direct costs.

Mine properties consists of stripping activity asset and expenditures transferred from ‘Exploration
and evaluation asset’ once the work completed supports the future development of the property.
Mine properties are depreciated or amortized on a units of production basis over the economically
recoverable reserves of the mine concerned. Mine properties are included as part of ‘Mining
properties and mining equipment’ under ‘Property, plant and equipment’ in the parent company
statement of financtal position.

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

Years
Mining equipment 2t0 13
Power plant and buildings 10 to 21
Roads and bridges 17

Each part of an item of property, plant and equipment with a cost that is significant in relation to
the total cost of the item is depreciated separately.

The EUL and depreciation 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 derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the item) is included in the parent company statement of
comprehensive income in the year the item is derecognized.

Input Value-Added Taxes (VAT)

Input tax represents the VAT due or paid on purchases of goods and services subjected to VAT the
Parent Company can claim against any future liability to the Bureau of Internal Revenue (BIR) for
output VAT on sale of goods and services subjected to VAT. The input VAT can also be
recovered as tax credit under certain circurnstances against future income tax liability of the Parent
Company upon approval of the BIR and/or Bureau of Customs. Input VAT is stated at its
estimated net realizable values. A valuation allowance is provided for any portion of the input
VAT that cannot be claimed against output tax or recovered as tax credit against future income tax
liability. Input VAT is recorded under noncurrent assets in the parent company statement of
financial position.

Investments in Subsidiaries and Joint Venture
This account includes investments and stock subscriptions in its subsidiaries and joint venture.

The Parent Company’s investments in its subsidiaries and joint venture are accounted for using the
cost method of accounting. The investments are carried in the parent company statement of
financial position at cost less any impairment in value. On acquisition of the investment, the
excess of the cost of investment over the investor’s share in the net fair value of the investee’s
identifiable assets, liabilities and contingent liabilities is included in the carrying amount of the
investment and not amortized.

A subsidiary is an entity controlled by the Parent Company. Control is achieved when the Parent
Company is exposed, or has rights, to variable returns from its involvement with the investee and
has the ability to affect those returns through its power over the investee.

Specifically, the Parent Company controls an investee if and only if the Parent Company has:

e Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee);
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o Exposure, or rights, to variable returns from its involvement with the investee; and
e The ability to use its power over the investee to affect its returns.

The subsidiaries are fully consolidated from the date of incorporation, being the date on which the
Parent Company obtains control and continues to be consolidated until the date that such control
ceases. The Parent Company recognizes income from the investment when its right to receive
dividends is established.

The Parent Company’s investments in joint venture are accounted for using the cost method of
accounting. The investments are carried in the parent company statement of financial position at
cost less any impairment in value. On acquisition of the investment, the excess of the cost of
investment over the investor’s share in the net fair value of the investee’s identifiable assets,
liabilities and contingent liabilities is included in the carrying amount of the investment and not
amortized.

A jointly controlled entity is an entity, not being a subsidiary or an associate, in which the Parent
Company exercises joint control together with one or more other partners. Joint control is the
contractually agreed sharing of control of an arrangement, which exists only when decisions about
the relevant activities require unanimous consent of the parties sharing control.

Other Assets

. Other assets pertain to resources controlled by the Parent Company as a result of past events and

from which future economic benefits are expected to flow to the Parent Company.

Impairment of Nonfinancial Assets

The Parent Company assesses at each reporting date whether there is an indication that its
nonfinancial assets (e.g., inventories, property, plant and equipment, investments in subsidiaries
and joint venture and exploration and evaluation asset) may be impaired. If any such indication
exists, or when an annual impairment testing for an asset is required, the Parent Company makes
an estimate of the asset’s recoverable amount.

Inventories

NRYV tests are performed at least annuvally and represent the estimated sales price based on
prevailing price at the reporting date, less estimated cost necessary to make the sale for coal
inventory or replacement costs for spare parts and supplies. If there is any objective evidence that
the inventories are impaired, impairment losses are recognized in the parent company statement of
comprehensive income, in those expense categories consistent with the function of the assets, as
being the difference between the cost and NRV of inventories,

Investments in subsidiaries and joint venture

The Parent Company determines at each reporting date whether there is any objective evidence
that the investments in subsidiaries are impaired. If this is the case, the Parent Company
calculates the amount of impairment as being the difference between the fair value and the
carrying value of the investee company and recognizes the difference in the parent company
statement of comprehensive income.

Exploration and evaluation assets

Exploration and evaluation assets should be assessed for impairment when facts and
circumstances suggest that the carrying amount of an exploration and evaluation asset may exceed
its recoverable amount, Under PFRS 6 one or more of the following facts and circumstances
could indicate that an impairment test is required. The list is not intended to be exhaustive: (a) the
petiod for which the entity has the right to explore in the specific area has expired during the
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period or will expire in the near future, and is not expected to be renewed; (b) substantive
expenditure on further exploration for and evaluation of mineral resources in the specific area is
neither budgeted nor planned; (c) exploration for and evaluation of mineral resources in the
specific area have not led to the discovery of commercially viable quantities of mineral resources
and the entity has decided to discontinue such activities in the specific area; and (d) sufficient data
exist to indicate that, although a development in the specific area is likely to proceed, the carrying
amount of the exploration and evaluation asset is unlikely to be recovered in full from successful
development or by sale.

Property, plant and equipment

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
futvre 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,

In determining fair value less costs to sell, an appropriate valuation model is used. These
calculations are corroborated by valuation multiples or other available fair value indicators.

Impairment losses are recognized in the parent company statement of comprehensive income in
those expense categories consistent with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is any indication that previously
recognized impairment losses may no longer exist or may have decreased. If any such indication
exists, the recoverable amount is estimated. 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 such 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 or amortization, had no impairment loss
been recognized for the asset in prior years.
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Current and Noncurrent Classification
The Parent Company presents assets and liabilities in parent company statement of financial
position based on current or noncurrent classification. An asset is current when it is either:

Expected to be realized or intended to be sold or consumed in normal operating cycle;

Held primarily for the purpose of trading;

Expected to be realized within 12 months after reporting date; or

Cash or cash equivalent unless restricted from being exchanged or used to settle a liability for
at least 12 months after reporting date.

All other assets are classified as noncurrent.
A liability is current when either:
» It is expected to be settled in the normal operating cycle;

¢ Itis held primarily for the purpose of trading;
s It is due to be settled within 12 months after reporting date; or
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e There is no unconditional right to defer the settlement of the liability for at least 12 months
after reporting date.

The Parent Company classifies all other liabilities as noncurrent.
Deferred tax assets and liabilities are classified as noncurrent assets and liabilities,

Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the
Parent Company and the revenue can be reliably measured. Revenue is measured at the fair value
of the consideration received or receivable, taking inte account contractually defined terms of
payment and excluding taxes or duty. The Parent Company assesses its revenue arrangements
against specific criteria in order to determine if it is acting as principal or agent. The Parent
Company has concluded that it is acting as principal in all of its revenue arrangements since it is
the primary obligor in all the revenue arrangements,

The following specific recognition criteria must also be met before revenue is recognized:

Sale of coal

Revenue from coal sales is recognized upon acceptance of the goods delivered 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 Peso and US Dollar, respectively.

Dividend income
Revenue is recognized when the Parent Company’s right to receive the payment is established,
which is generally when shareholders approve the dividend.

Finance income

Finance income is recognized as it accrues (using the EIR 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 assets).

Cost of Sales

Cost of coal

Cost of coal includes directly related production costs such as materials and supplies, fuel and
lubricants, outside services, depreciation and amortization, provision for decommissioning and site
rehabilitation, direct labor and other related production overhead. These costs are recognized
when incurred.

Operating Expenses

Operating expenses are expenses that arise in the course of the ordinary operations of the Parent
Company. These usually take the form of an outflow or decrease of assets or incurrence of
liabilities that result in decrease in equity, other than those relating to distribution to equity
participants. Expenses are recognized in the parent company statement of comprehensive income
as incurred.
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Pension Cost

The Parent Company has a noncontributory defined benefit plan. The net defined benefit liability
or asset is the aggregate of the present value of the defined benefit liability at the end of reporting
date reduced by the fair value of plan assets (if any), adjusted for any effect of limiting a net
defined benefit asset to the asset ceiling. The asset ceiling is the present value of any economic
benefits available in the form of refunds from the plan or reductions in future contributions to the
plan,

The cost of providing benefits under the defined benefit plan is actuarially determined using the
projected unit credit method.

Defined benefit costs comprise the following:

e Service costs
e Net interest on the net defined benefit liability or asset
» Remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses on
non-routine settlements are recognized as expense in comprehensive income. Past service costs
are recognized when plan amendment or curtailment occurs. These amounts are calculated
periodically by independent qualified actuary.

Net interest on the net defined benefit liability or asset is the change during the period in the net
defined benefit liability or asset that arises from the passage of time which is determined by
applying the discount rate based on government bonds to the net defined benefit liability or asset.
Net interest on the net defined benefit liability or asset is recognized as expense or income in the
comprehensive income.

Remeasurements comprising actuarial gains and losses, return on plan assets and any change in
the effect of the asset ceiling (excluding net interest on defined benefit liability) are recognized
immediately in other comprehensive income (OCI) in the period in which they arise.
Remeasurements are not reclassified to profit or loss in subsequent periods.

Plan assets are assets that are held by a long-term employee benefit fund or qualifying insurance
policies. Plan assets are not available to the creditors of the Parent Company, nor can they be paid
directly to the Parent Company. Fair value of plan assets is based on market price information.
When no market price is available, the fair value of plan assets is estimated by discounting
expected future cash flows using a discount rate that reflects both the risk associated with the plan
assets and the maturity or expected disposal date of those assets (or, if they have no maturity, the
expected period until the settlement of the related liabilities). If the fair value of the plan assets is
higher than the present value of the defined benefit liability, the measurement of the resulting
defined benefit asset is limited to the present value of economic benefits available in the form of
refunds from the plan or reductions in future contributions to the plan,

The Parent Company’s right to be reimbursed of some or all of the expenditure required to settle a

defined benefit liability is recognized as a separate asset at fair value when and only when
reimbursement is virtually certain.
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Termination benefit

Termination benefits are employee benefits provided in exchange for the termination of an
employee’s employment as a result of either an entity’s decision to terminate an employee’s
employment before the normal retirement date or an employee’s decision to accept an offer of
benefits in exchange for the termination of employment.

A liability and expense for a termination benefit is recognized at the earlier of when the entity can
no longer withdraw the offer of those benefits and when the entity recognizes related restructuring
costs. Initial recognition and subsequent changes to termination benefits are measured in
accordance with the nature of the employee benefit, as either post-employment benefits,
short-term employee benefits, or other long-term employee benefits,

Employee leave entitlement

Employee entitlements to annual leave are recognized as a liability when they are accrued to the
employees. The undiscounted liability for leave expected to be settled wholly within twelve
months after the end of the annual reporting date is recognized for services rendered by employees
up to the end of reporting date.

Income Tax

Current Income Tax

Current 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 reporting date.

Current income tax relating to items recognized in equity is recognized in equity and not in the
statement of comprehensive income.

Deferred Income tax

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

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

¢  When the deferred tax liability arises from the initial recognition of goodwill or 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

s Inrespect of taxable temporary differences associated with investments in subsidiaries,
associates and interests in joint arrangements, when 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.
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Deferred tax assets are recognized for all deductible temporary differences, carryforward benefit
of unused tax credits from excess minimum corporate income tax (MCIT) over the regular
corporate income tax (RCIT) and net operating loss carryover (NOLCO), to the extent that it is
probable that taxable income will be available against which the deductible temporary differences
and carryforward benefits of unused tax credits from MCIT and NOLCO can be utilized. Deferred
tax assets are recognized 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 tax losses can be utilized, except:

*  When the deferred tax asset relating to the deductible temporary difference 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.

» Inrespect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint arrangements, 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 reporting date and reduced to the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part
of the deferred tax asset to be utilized. Unrecognized deferred tax assets are re-assessed at each
reporting date and are recognized to the extent that it has become probable that future taxable
profits will allow the deferred tax asset to be recovered.

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

Deferred tax relating to items recognised outside profit or loss is recognised outside profit or loss.
Deferred tax items are recognised in correlation to the undertying transaction either in OCI or
directly in equity.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceabie right exists to set
off current tax assets against current tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority.

Tax benefits acquired as part of a business combination, but not satisfying the criteria for separate
recognition at that date, are recognised subsequently if new information about facts and
circumstances change. The adjustment is either treated as a reduction in goodwill (as Jong as it
does not exceed goodwill) if it was incurred during the measurement period or recognised in profit
or loss.

Provisions

Provisions are recognized only when the Parent 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 reporting date and adjusted to
reflect the current best estimate. '
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Provision for decommissioning and site rehabilitation

The Parent Company records the present value of estimated costs of legal and constructive
obligations required to restore operating locations in the period in which the obligation is incurred.
The nature of these restoration activities includes dismantling and removing of structures,
backfilling, reforestation, rehabilitation activities on marine and rainwater conservation and
maintenance of rehabilitated area,

The obligation generally arises when the asset is installed or the ground environment is disturbed
at the production location. When the liability is initially recognized, the present value of the
estimated cost is capitalized by increasing the carrying amount of the related mining assets. Over
time, the discounted liability is increased for the change in present value based on the discount
rates that reflect current market assessments and the risks specific to the liability. The periodic
unwinding of the discount is recognized in the parent company statement of comprehensive
income as a finance cost. Additional adjustments or changes in rehabilitation costs will be
recognized as additions or charges to the corresponding assets and rehabilitation liability when
they occur. For closed sites, changes to estimated costs are recognized immediately in the parent
company statement of comprehensive income.

Leases

The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement at inception date. It requires consideration as to 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
foltowing applies:

a. there is a change in contractual terms, other than a renewal or extension of the arrangement;

b. arenewal 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 fulfillment 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).

Parent Company as a lessee

A lease is classified as an operating lease if it does not transfer substantially all of the risks and
rewards incidental to ownership. Operating lease payments are recognized as an expense in the
parent company statement of comprehensive income on a straight line basis over the lease term.

Operating lease payments are recognized in ‘Outside services’ under ‘Cost of coal sales’ in the
parent company statement of comprehensive income on a straight line basis over the lease term.

Foreign Currency - denominated Transactions and Translations
The parent company financial statements are presented in Philippine peso, which is also the

functional currency. Transactions in foreign currencies are initially recorded at the functional
currency rate ruling at the date of the transaction. Monetary assets and liabilities denominated in
foreign currencies are retranslated at the functional currency closing rate at reporting date. All
differences are taken to the parent company statement of comprehensive income.
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Equity

The Parent Company records common stocks at par value and amount of the contribution in
excess of par value is accounted for as an additional paid-in capital. Incremental costs incurred
directly attributable to the issnance of new shares are deducted from proceeds.

Retained earnings represent accumulated earnings (losses) of the Parent Company less dividends
declared, if any. Dividends on common stocks are recognized as a liability and deducted from
equity when declared. Dividends for the year that are approved after reporting date are dealt
with as an event after reporting date. Retained earnings may also include effect of changes in
accounting policy as may be required by the standard’s transitional provisions.

Treasury Shares

Treasury shares are recognized at cost and deducted from equity. No gain or loss is recognized in
the profit or loss on the purchase, sale, issue or cancellation of the Parent Company’s own equity
instruments. Any difference between the carrying amount and the consideration, if reissued, is
recognized in additional paid-in capital. Voting rights related to treasury shares are nullified for
the Parent Company and no dividends are allocated to them. When the shares are retired, the
capital stock account is reduced by its par value and the excess of cost over par value upon
retirement is debited to additional paid-in capital when the shares were issued and to retained
earnings for the remaining balance,

Operating Segments

The Parent Company’s operating businesses are organized and managed separately according to
the nature of the products and services provided, with each segment representing a strategic
business unit that offers different products and serves different markets. Financial information on
business segments is presented in Note 30.

Contingencies
Contingent liabilities are not recognized in the parent company financial statements. These are

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

Events after Reporting Date

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

Significant Accounting Judgments, Estimates and Assumptions

The preparation of the parent company financial statements in compliance with PFRS requires the
Parent Company to make judgments and estimates that affect the reported amounts of assets,
liabilities, income and expenses and disclosure of contingent assets and contingent liabilities. The
judgments, estimates and assumptions used in the accompanying parent company financial
statements are based upon management’s evaluation of relevant facts and circumstances as of the
date of the parent company financial statements. Future events may occur which will cause the
assumptions used in arriving at the estimates to change. The effects of any ¢hange in estimates are
reflected in the parent company financial statements as they become reasonably determinable.
Actual results could differ from such estimates.
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Judgments

In the process of applying the Parent 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 parent company financial statements:

a.

Exploration and evaluation expenditure

The application of the Parent Company’s accounting policy for exploration and evaluation
expenditure requires judgment to determine whether future economic benefits are likely, from
either future exploitation or sale, or whether activities have not reached a stage that permits a
reasonable assessment of the existence of reserves.

In 2016, the Parent Company has assessed that it has completed all the activities necessarily to
commence commercial operations including the appropriate regulatory approvals for the Narra
and Molave minesites and has reclassified all the capitalized development cost to ‘Property,
plant and equipment’ (see Note 9).

Determination of components of ore bodies and allocation measures for stripping cost
allocation

The Parent Company has identified that each of its two active mine pits, Narra and Molave, is
a whole separate ore component and cannot be further subdivided into smaller components
due to the nature of the coal seam orientation and mine plan.

Judgment is also required to identify a suitable production measure to be used to allocate
production stripping costs between inventory and any stripping activity asset(s) for each
component. The Parent Company considers that the ratio of the expected volume of waste to
be stripped for an expected volume of ore to be mined for a specific component of the coal
body (i.¢., stripping ratio) is the most suitable production measure. The Parent Company
recognizes stripping activity asset by comparing the actual stripping ratio during the year for
each component and the component’s mine life stripping ratio.

Contingencies

The Parent Company is currently involved in various legal proceedings and taxation matters.
The estimate of the probable costs for the resolution of these claims has been developed in
consultation with external legal counsel handling the Parent Company’s defense in these
matters and is based upon an analysis of potential results. The Parent Company currently
believes that these proceedings will not have a material adverse effect on its current financial
position and results of operations. It is possible, however, that future results of operations and
financial position could be materially affected by changes in the estimates or in the
effectiveness of the strategies relating to these proceedings (see Note 27).

Management’s Use of Estimates and Assumptions

The key assumptions concerning the future and other sources of estimation uncertainty at the
reporting 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,

a.

Estimating mineable ore reserves

The Parent Company estimates its mineable ore reserves by using estimates provided by third
party, and professicnally qualified mining engineers and geologist, These estimates on the
mineable ore resource and reserves are determined based on the information obtained from
activities such as drilling, core logging or geophysical logging, coal sampling, sample
database encoding, coal seam correlation and geological modelling,
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Revenue recognition

The Parent 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.

The Parent Company’s sales arrangement with its customers includes reductions of invoice
price to take into consideration charges for penalties and upward adjustments due to quality of
coal. These price adjustments may arise from the actual quantity and quality of delivered
coal. There is no assurance that the use of estimates may not result in material adjustments in
future periods.

Estimating allowance for doubtful accounts

The Parent Company maintains an allowance for doubtfuI 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 Parent Company regularly
performs a review of the age and status of receivables and identifies accounts that are to be
provided with allowance.

The amount and timing of recorded impairment loss for any period would differ if the Parent
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.

The allowance for doubtful accounts for receivables is disclosed in Note 5.

Estimating stock pile inventory quantities

The Parent Company estimates the coal stock pile inventory by conducting a topographic
survey which is performed by in-house surveyors and third-party surveyors. The survey is
conducted on a monthly basis. 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 Parent Company utilized different
estimates and this would either increase or decrease the cost of sales for the year.

The amount of coal inventory is disclosed in Note 6.

Estimating allowance for obsolescence in spare parts and supplies

The Parent Company provides 100% allowance for obsolescence on items that are specifically
identified as obsolete.

The amount of recorded inventory obsolescence for any period would differ if the Parent
Company made different judgments or utilized different estimates. An increase in the
allowance for inventory obsolescence would increase the Parent Company’s recorded

operating expenses and decrease its current assets,

The carrying amount of spare parts and supplies is disclosed in Note 6.
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Estimating decommissioning and site rehabilitation costs

The Parent Company is legally required to fulfill certain obligations under its Department of
Environment and Natural Resources issued Environmental Compliance Certificate when its
activities has ended in the depleted mine pits. Significant estimates and assumptions are made
in determining the provision for mine rehabilitation as there are numerous factors that will
affect the ultimate liability payable. These factors include estimates of the extent and costs of
rehabilitation activities given the approved decommissioning and site rehabilitation plan,
technological changes, regulatory changes, cost increases, and changes in discount rates.
Those uncertainties may result in future actual expenditure differing from the amounts
currently provided. The movement in decommissioning and site rehabilitation costs would
impact the carrying amount of the related mining assets and noncurrent liabilities. The
increase, however, goes directly to profit or loss if the mine to which it relate to has
completed/closed operation. The provision at reporting date represents management’s best
estimate of the present value of the future rehabilitation costs required. Assumptions used to
compute the decommissioning and site rehabilitation costs are reviewed and updated annually.

The estimated provision for decommissioning and site rehabilitation is disclosed in Note 15.

Estimating useful lives of property, plant and equipment

The Parent Company estimated the useful lives of its property, plant and equipment based on
the period over which the assets are expected to be available for use. The Parent Company
reviews annually the EUL of property, plant and equipment 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.

The carrying values of the property, plant and equipment are disclosed in Note 9.

Deferred tax assets

The Parent Company reviews the carrying amounts of deferred tax assets at each reporting
date. Deferred tax assets, including those arising from unutilized tax losses require
management to assess the likelihood that the Parent Company will generate taxable earnings
in future periods, in order to utilize recognized deferred tax assets. Estimates of future taxable
income are based on forecast cash flows from operations and the application of existing tax
laws in each jurisdiction. To the extent that future cash flows and taxable income differ
significantly from estimates, the ability of the Parent Company to realize the net deferred tax
assets recorded at the reporting date could be impacted.

In 2016 and 2015, the Parent Company did not recognize deferred tax assets from NOLCO as
these are not expected to reverse within the period of income tax holiday (see Note 25).

Estimating pension and other employee benefits

The cost of defined benefit pension plans and the present value of the pension liabilities are
determined using actuarial valuations. The actuarial valuation involves making various
assumptions. These assumptions are described in Note 19 and include among others, the
determination of the discount rates and furture salary increases. Due to the complexity of the
valuation, the underlying assumptions and its long-term nature, defined benefit liabilities are
highly sensitive to changes in these assumptions. All assumptions are reviewed at each
reporting date.
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In determining the appropriate discount rate, management considers the interest rates of
government bonds that are denominated in the currency in which the benefits will be paid,
with extrapolated maturities corresponding to the expected duration of the defined benefit
liability.

The mortality rate is based on publicly available mortality tables for the specific country and
is modified accordingly with estimates of mortality improvements. Future salary increases
and pension increases are based on expected future inflation rates.

Cash and Cash Equivalents

This account consists of:

2016 2015
Cash in banks and on hand £800,766,388 B451,559,763
Cash equivalents 3,497,313,183 2,188,024,491

P4,298,079,571 P2,639,584,254

Cash in banks earns interest at the respective bank deposit rates. Cash equivalents include
short-term placements made for varying periods of up to three months depending on the
immediate cash requirements of the Parent Company, and earn interest ranging from 1.30% to
2.25% and 1.60 to 2.50% in 2016 and 2015, respectively.

In 2016 and 2015, total interest income earned on cash and cash equivalents amounted to
P44 .20 million and B22.52 million, respectively (see Note 23).

Receivables
2016 2015
Trade receivables - outside parties P2,357,217,433 B1,318,349,470
Trade receivables - related parties (Note 18) 3,747,194,891 2,171,470,252
Others 59,876,156 23,893,746
6,164,288,480  3,513,713,468
Less allowance for doubtful accounts 41,775,981 65,562,878

B6,122,512,499 P3,448,150,590

Trade receivables - outside parties

Receivables from coal sales are noninterest-bearing and generally have 30 to 45 days credit terms.
These receivables arise from export sales for coal sold to international market which are priced in
US Dollar and local sales for coal sold to domestic market which are priced in Philippine Peso.

Trade receivables - velated parties
Recetvables from related parties are noninterest-bearing and collectible over a period of one year.

Others

Others include advances to officers and employees. These are generally noninterest-bearing,
Advances to officers and employees are recovered through salary deduction.
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Movements in the allowance for doubtful accounts of receivables were as follows:

2016
Trade
Receivables -
outside parties Others Total
At January 1 B59,747,519 P5,815,359 £65,562,878
Reversal (Note 21) {23,786,897) - (23,786,897)
At December 31 B35,960,622 P5,815,359 £41,775,981
2015
Trade
Receivables -
outside parties Others Total
At January 1 B29,743,263 5,815,359 PR35,558,622
Provision (Note 21) 30,004,256 - 30,004,256
At December 31 £59,747,519 B5.815,359 P65,562,878

In 2016, the Parent Company has directly written off trade receivables amounting to 232.90
million which is also included in ‘Provision for doubtful accounts’ (see Note 21).

Inventories

2016 2015
£1,569,345.164 P1,419,677.412
1,390,849,579  1,169,067,002
P2,960,194,743 P2,588,744.414

Coal inventory - at cost
Spare parts and supplies - at NRV

Coal inventory are stated at cost, which is Jower than net realizable value (NRV). The cost of coal
inventories recognized as cost of sales in the parent company statements of comprehensive income
amounted to B12,487.07 million and P8,359.26 million in 2016 and 2015, respectively

{see Note 20).

Coal inventory at cost included capitalized depreciation of 157.31 million and B112.12 million in
2016 and 2015, respectively (see Note 9).

The rollforward analysis for inventory obsolescence follows:

2016 2015
At Januvary 1 66,154,796 P45,252,338
Provision for the year (Note 21) 1,239,090 20,902,458
At December 31 £67,393,886 P66,154,796
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Other Current Assets
2016 2015
Creditable withholding tax P434,767,144 £436,392,109
Advances to suppliers 186,151,148 318,509,549
Others 4,531,259 4,531,259

£625,449,551 759,432,917

Creditable withholding tax
Creditable withholding tax is attributable to taxes withheld by coal customers arising from the coal
sales and that will be applied to future taxes payable.

Advances to suppliers

Advances to suppliers account represent payments made in advance mainly for the importation of
materials and supplies. These advances are applied against purchase which normally occurs
within one year from the date the advances have been made.

Others
Others include prepayments on insurance and rental charges.

Investments in Subsidiaries and Joint Venture

Ownership 2016 2015
Subsidiaries

SLPGC 100%  $8,640,000,000 B&,140,000,000
SCPC 100% 8,000,000,000 8,000,000,000
SEUI 100% 3.125,000 3,125,000
SeLPGC 100% 3,125,000 3,125,000
SIPDI 100% 2,500,000 2,500,000
SCI 100% 2,500,000 2,500,000

Joint Venture
St. Raphael Power Generation
Corporation (SRPGC) 50%* 58,500,000 3,125,000
B16,709,750,000 R16,154,375,000

*100% owned in 2015

Subsidiaries

SLPGC

On June 21, 2011, the BOD authorized to invest in a 2 X 150 MW Coal-Fired Power Plant in
Calaca, Batangas, through the incorporation of a wholly owned subsidiary. On August 31, 2011,
the Parent Company incorporated said wholly owned subsidiary under the name of “Southwest
Luzon Power Generation Corporation”.

SLPGC is incorporated to acquire, design, develop, construct, expand, invest in, and operate
electric power plants, and engage in business of a Generation Company in accordance with
Republic Act No. 9136, otherwise known as Electric Power Industry Reform Act of 2001 (the
EPIRA), to invest in, operate and engage in missionary electrification as a Qualified Third Party
under EPIRA and its implementing rules and regulations, and to design, develop, assemble and
operate other power related facilities, appliances and devices.
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SLPGC has an authorized capital stock of 210,000.00 million divided into 10,000.00 million
shares with a par value of 21.00 per share.

As of December 31, 2014, the Parent Company has total investments of 7,300.00 million in
SLPGC.

In 2015, the Parent Company additionally subscribed 1,500.00 million shares of stocks with a par
value of 1.00 per share and paid 840.00 million of the subscribed capital.

In 2016, the Parent Company additionally subscribed 500.00 million shares of stock with a par
value of B1.00 per share and paid 2500.00 million of the subscribed capital,

As of December 31, 2016, P9,300.00 million divided into 9,300.00 million shares of the
authorized capital stock has been subscribed and £8,640.00 million has been paid for by the Parent
Company. '

SCPC

On July 8, 2009, Power Sector Assets and Liabilities Management Corporation (PSALM) selected
DMCI-HI as the winning bidder for the sale of the 2 X 300 megawatt (MW) Batangas Coal-Fired
Power Plant (the Power Plant) located in San Rafael, Calaca, Batangas. '

On December 1, 2009, the Parent Company was authorized by the BOD to advance an amount of
£7,158.70 million for the purchase of the Power Plant of PSALM through its wholly owned
subsidiary in order to meet SCPC’s financial obligation under Asset Purchase Agreement (APA)
and Land Lease Agreement. '

On December 2, 2009, SCPC started commercial operations and was engaged to acquire, expand,
rehabilitate and maintain power generating plants, develop fuel for generation of electricity and
sell electricity to any person or entity through electricity markets among others.

In 2G10, additional advances made by the Parent Company amounted to 840.05 million. On

March 7, 2011, the said advances were converted by the Parent Company into SCPC’s common

shares of 7,998.75 million. -

Pursuant to the provision of the APA, PSALM agreed to sell and transfer to DMCI-HI the Power
Plant on an “as is where is” basis on December 31, 2009. The agreed purchase price amounted to
$368.87 million,

On March 15, 2013, DMCI Holdings, Inc.has offered to convey by way of assignment its shares of
stocks in Sem-Calaca RES Corp. (SCRC) to SCPC, which is equivalent to 8.00 million shares, in
exchange for 1.25 million and 1.25 million shares, making SCRC as a wholly-owned subsidiary
of the SCPC.

SCPC has authorized capital stock of £10,000.00 million and is divided into 10,000.00 million
shares with a par value of 21.00 per share, to which advances made by the Parent Company were
converted by the Parent Company into SCPC’s common shares of 7,998.75 million. After
considering the assignment of 1.25 million shares made by DMCI Holdings, a total of
8,000.00 million shares has been subscribed.

On May 10, 2016 and April 30, 2015, SCPC declared cash dividend of 0.31 and 20.19 per share,

respectively, to stockholders of record as of these dates to which the Parent Company received
dividend income of £2,500.00 million and 1,500 million in 2016 and 2015, respectively.
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SEUI

On February 18, 2013, SEUI was incorporated to perform Qualified Third Party (QTP) functions
pursuant to Section 59 of Republic Act 9136, otherwise known as the “Electric Power Industry
Reform Act of 2001 (“EPIRA™) and its Implementing Rules & Regulations”, DOE-Circular

No. 2004-06-006 of the Department of Energy defines QTP as an alternative service provider
authorized to serve remote and unviable areas pursuant to Section 59 of the EPIRA Law. The new
company intends to act as the QTP over Barangays of Semirara, Tinogboc and Alegria, all located
at Semirara Island, Caluya, Antique.

SEUTI has authorized capital stock of £50.00 million and is divided into 50.00 million shares
with a par value of B1.00 per share, to which the Parent Company has subscribed 12.50 million of
the authorized capital stock and paid #3.13 million of said capital stock

SeLPGC

On September 9, 2013, Sel.PGC was incorporated to acquire, construct, erect, assemble,
rehabilitate, expand, commission, operate and maintain power-generating plants and related
facilities for the generation of electricity, including facilities to purchase, manufacture, develop or
process fuel for the generation of such electricity, to sell electricity to any person or entity through
electricity markets, by trading, or by contract, to administer, conserve and manage the electricity
generated by power-generating plants, owned by Sel.PGC or by a third party, to invest in or
acquire corporations or entities engaged in any of the foregoing activities.

SeLPGC has authorized capital stock of B50.00 million and is divided into 50.00 million shares
with.a par value of 21.00 per share, to which the Parent Company has subscribed 12.50 mjllion of
the authorized capital stock and paid B3.13 million of said capital stock. SeLPGC changed its
name from the previous SBPGC effective July 12, 2016, as approved by SEC."

SIPDI
On March 7, 2011, the BOD approves the recommendation to engage in or be duly authorized to
operate, maintain and develop a special economic zone in Balayan and Calaca, Batangas.

On April 24, 2011, the Parent Company incorporated a new wholly owned subsidiary under the
name of “Sem-Cal Industrial Park Developers, Inc”. The primary purpose of which is to acquire,
develop, construct, invest in, operate and maintain an economic zone capable of providing
infrastructures and other support facilities for export manufacturing enterprises, information
technology enterprises, tourism economic zone enterprises, medical tourism economic zone
enterprises, retirement economic zone enterprises and/or agro-industrial enterprises, inclusive of
the required facilities and utilities, such as light and power system, water supply and distribution
system, sewerage and drainage system, pollution control devices, communication facilities, paved
road network, and administration building as well as amenities required by professionals and
workers involved in such enterprises, in accordance with Republic Act (R.A.) No. 7916, as
amended by R.A. No. 8748, otherwise known as the Special Economic Zone Act of 1995.

SIPDI has authorized capital stock of 10.00 million and is divided into 10.00 million shares with
a par value of 1.00 per share, to which the Parent Company has subscribed and paid
P2 .50 million of said capital stock.

SCI.
On November 29, 2012, SCI was incorporated to engage in, conduct, and carry on the business of
manufacturmg, buymg, sellmg, dlstrlbutmg, marketmg at wholesale and retail insofar as may be

| APR 12 2017
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produce from clay; to enter into all contracts for export, import, purchase requisition, sale at
wholesale or retail and other disposition for its own account as principal or in representative
capacity as manufacturer’s representative, merchandise broker, indentor, commission merchant,
factors or agents, upon consignment of all goods, wares, merchandise or products natural or
artificial.

SCI has authorized capital stock of P10.00 million and is divided into 10.00 million shares with a
par value of 21.00 per share, to which the Parent Company has subscribed and paid 2.50 million
of said capital stock. '

Except for SCPC and SLPGC, the Parent Company’s subsidiaries have not yet started commercial
operations as of December 31, 2016,

Joint Venture

SRPGC

On September 10, 2013, SRPGC was incorporated to acquire, construct, erect, assemble,
rehabilitate, expand, commission, operate and maintain power-generating plants and related
facilities for the generation of electricity, including facilities to purchase, manufacture, develop or
process fuel for the generation of such electricity, to sell electricity to any person or entity through
electricity markets, by trading, or by contract, to administer, conserve and manage the electricity
generated by power-generating plants, owned by SRPGC or by a third party, to invest in or acquire
corporations or entities engaged in any of the foregoing activities.

SRPGC has authorized capital stock of 50,00 million and is divided into 50.00 million shares
with a par value of R1.00 per share, to which the Parent Company has subscribed 12.50 million of
the authorized capital stock and paid P3.13 million of said capital stock.

On April 27, 2016, Meralco PowerGen Corporation (MGen), a wholly owned subsidiary of
Meralco, eritered into a Joint Venture Agreement (JVA) with the Parent Company. MGen
obtained 50% ownership interest on SRPGC through subscription of the remaining unissued
capital stock of SRPGC. This resulted to the Parent Company’s loss of control on SRPGC. The
management assessed SRPGC was jointly controlled by the Parent Company and MGen and
accounted SRPGC as a joint venture.

On April 28, 2016, the Parent Company paid the remaining £9.38 million of the previously
subscribed 9.38 million shares of stock with a par value of 1.00 per share.

On May 27, 2016, the Parent Company paid a total of 246.00 million where B12.50 million as
additional investment and £33.50 million as deposit for future subscription.

As of December 31, 2016, of the 50.00 million authorized capital stock, 25.00 million capital
stock has been subscribed and 25.00 million has been paid for by the Parent Company. Total
investment amounted to B58.50 million including the depasit for future subscription.

As of December 31, 2016, SRPGC has not yet started commercial operations.
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Property, Plant and Equipment

2016
Mining Eqguipment in
Properties and Transit and
Mining Power Plant Roads Construction
Equipment  and Buildings and Bridges in Progress Total
At Cost )
At Janvary | P18,129,043,959 P1,749,891,911 P8§27,359,725 P1,394,662,674 B22,100,958,269
Additions 3,037,935,4%4 6,640,200 - 89,531,407  3,134,107,101
Reclassifications (Note 10) 4,967,881,875 1,394,622,338 - (1,414,757,894)  4,947,746,319
Disposals (13,675,439) - - - (13,675,439
Adjustment {Note 18) (8,770,171) - = - (8,770,171)
At December 31 26,112,415,718  3,151,154,449 827,359,725 69,436,187  30,160,366,079
Accumulated Depreciation ’ ‘ o
At January 1 15,862,431,514 1,564,229,564 409,365,390 - 17,836,026,468
Depreciation and amortization
{(Nofes 20 and 21) 1,932,554,299 126,949,505 54,829,714 - 2,114,333,518
Disposals (10,500,773} - = = (10,500,773)
At December 31 17,784.485,040 1,691,179,069 464,193,104 - 19,939,859,213
Net Beok Value P8,327,930,678 P1,459,975,380 B363,164,621 P69,436,187 P10,220,506,366
2015
Mining Equipment in
Properties and Transit and
Mining Power Plant Roads Constroction
Equipment and Buildings and Bridges in Progress Total
At Cost
At Janvary 1 P16,784,384,107  P1,744,423,002 P827359,725  PB1,476,703,378 P20,832,870,212
Additions 2,084,462,201 - - - 2,084,462,201
Reclassifications 15,652,414 5,468,909 - (21,121,323) -
Disposals (812,447,682) - - (812,447,682
Adjustment (Note 15) 56,992,919 - - {6{,919,381) (3,926,462)
At December 31 18,129,043,959 1,749,891,911 827,359,725 [,364,662,674  22,100,958,269
Accumulated Depreciation ’
At January 1 15,423,146,678 1,467,870,521 354,535,676 - 17,275,552,875
Depreciation and amortization
(Notes 20 and 21} 1,235,645,018 66,359,043 54,820,714 - 1,356,833,775
Disposals (796,360,182) - - - (796,360,182)
At December 31 15,862,431,514 1,564,229,564 409,365,390 - 17,836,026,468
Net Book Value P2.266,612,445 P[85,662,347 P417,994,335 P1304,662.674 P4,264,931,801

Mine properties included under ‘Mining properties and mining equipment’ include
decommissioning and site rehabilitation costs of minesites and dismantling of mining machineries
and conveyor belts at the end of its life. The impact of annual re-estimation is shown in the
rollforward as an adjustment (see Note 15). ‘Mining properties and mining equipment’ also
includes the stripping activity assets. In 2016, the amount of P4,947.75 million was reclassified
from exploration and evaluation assets due to completion of development phase of Narra and
Molave mines, As of December 31, 2016 and 2015, mine properties included in ‘Mining
properties and mining equipment’ amounted to £5,183.44 million and £389.26 million,

respectively

There is also a reclassification from construction in progress to power plant and building in the
amount of B1,394.62 million for the completion of 1x15MW power plant of the Parent Company
which started commercial operations in August 2016.

Equipment in transit and construction in progress accounts mostly pertain to purchased mining
equipment that are in transit and various bulldmgs and structures that are under construction as of

December 31, 2016 and 20185.
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In 2016 and 2015, the Parent Company sold various equipment at a gain (loss) amounting to
(R0.17) million and £76.46 million, respectively (see Note 24).

The cost of fully depreciated assets that are still in use amounted to B12,479.21 million and
P11,223.42 million as of December 31, 2016 and 2015, respectively.

Depreciation and amortization included in the parent company statements of comprehensive
income and capitalized as cost of inventories, and exploration and evaluation asset follow:

2016 2015
Included under:
Inventories £157,309,090 R112,122,124
Mining properties and mining
equipment (Note 10) 521,736,129 492,159,949
Stripping activity asset 22,680,612 -
Cost of sales (Note 20):
Depreciation and amortization 1,367,612,668 702,587,465
Hauling and shiploading costs 26,830,787 32,253,172
Operating expenses (Note 21) 20,932,400 19,963,082

P2,117,101,686 £1,359,086,692

Depreciation and amortization of:
Property, plant and equipment P2,114,333,518 £1,356,833,775
Software costs (Note 11) 2,768,168 2,252.917
P2,117,101,686 $1,359,086,692

Depreciation and amortization included in the ‘Mining properties and mining equipment’
pertains to the depreciation and amortization capitalized during the development stage of
Narra and Molave minesites which were eventually reclassified to ‘Property, plant and
equipment’ after completion of development stage and start of commercial operations.

10. Exploration and Evaluation Asset

2016 2015
At January | P3,015,464,959 $1,914,437,638
Addition 1,932,281,360  1,101,027,321
Transfer to property plant and equipment (Note 9) (4,947,746,319) -
At December 31 P- P3.015,464,959

These costs are related to exploratory drilling and activities in Narra and Molave minesites which
have started the development phase on 2013 and 20[6, respectively. Both minesites have started
commercial operation on the last quarter of the year. The end of the development phase of the
Narra and Molave minesite resulted to the reclassification of the account to ‘Mining properties and
mining equipment’ which is included in the ‘Property, plant and equipment” (Note 9).
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11. Other Noncurrent Assets

2016 2015
Claims for refunds and tax credits - net - P175,208,925 B175,208,925
Computer software - net 9,228,509 4,776,257
Environmental guarantee fund 1,500,000 1,500,000
Others 8,765,943 8,765,939

2194,703,377 B190,251,121

Claims for refunds and tax credits

This amount pertain to claims for refund and issuance of tax credit certificates from BIR on
erroneously withheld Value-added Taxes (VAT) on VAT exempt coal sales which were ruled by
the Supreme Court in favor of the Parent Company. The balance as of December 31, 2016 and
2015 is presented net of allowance for impairment losses amounting to B15.29 million.

Computer software
Movements in the computer software account follow:

2016 2015
At Cost
At January | P35,906,383 $£33,103,090
Additions 7,220,420 2,803,293
At December 31 43,126,803 35,906,383
Accumulated Amortization
At January 1 31,130,126 28,877,209
Amortization (Note 9) 2,768,168 2,252,917
At December 31 33,898,294 31,130,126
Net Book Value £9,228,509 R4.776,257

Envivonmental guarantee fund
Environmental guarantee fund represents the funds designated to cover all costs attendant to the
operation of the Multi-partite Monitoring Team of the Parent Company’s environmental unit.

Others
Others include various types of deposits which are recoverable over more than one year,

12, Trade and Other Payables

. 2016 2015
Trade:
Payable to suppliers and contractors P4,403,773,293 £3,519,422,406
Related parties (Note 18) 1,723,406,639 980,787,441
Payable to Department of Energy (DOE) and
focal government units (LGU) (Note 26) 1,647,719,455 1,121,510,228
Accrued expenses and other payables 83,680,318 60,337,045
7,858,579,765  5,682,057,120
Less noncurrent portion of trade and other payables - 1,217,375,694

£7,858,579,705  P4,464,681,426
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Trade payables to suppliers and contractors

Trade payable to suppliers and contractors arises from progress billing of completed work as of
cut-off period. The amount include liabilities amounting to 2330.43 million (US$6.65 million)
and B585.44 million (US$12.44 million) as of December 31, 2016 and 2015, respectively, to
various foreign suppliers for open account purchases of equipment and equipment patts and
supplies.

Trade payables are non-interest bearing and are normally sefttled on 30- to 60-day credit terms,

Payable to DOE and LGU

Payable to DOE and LGU represent the share of DOE and L.GU in the gross revenue of the Parent
Company’s coal production computed in accordance with the Coal Operating Contract (COC)
between the Parent Company, DOE and LGU dated July 11, 1977 and as amended on

January 16, 1981 (see Note 26).

Accrued expenses and other payables

. Details of the accrued expenses and other payables account follow:

2016 2015
Taxes, permits and lHcenses . P37,433,497 P14,193,516
Salaries and wages 33,410,317 12,488,933
Rental (Note 18) 7,187,400 7,187,400
Interest 3,215,120 4,879,775
Professional fees 586,979 1,746,407
Dredging services - 17,764,370
Others 1,847,005 2,076,644

83,680,318 P60,337,045

Accrued expenses and other payables are non-interest bearing and are normally settled on a 30- to
60-day terms.

(thers
Others include accruals on contracted services, utilities, supplies and other administrative
expenses.

Noncurrent portion of trade and other payables
Noncurrent portion of trade and other payables represent payables to contractors and equipment
supplier that are not due within the next twelve months from the reporting date.

13.

Short-term Loans

Short-term loans represent various unsecured promissory notes from local banks with interest rates
ranging from 1.28% to 2.50 % and 1.20% to 2.50% in 2016 and 2015, respectively, and are
payable within one year."

The interest expense on these short-term foans recognized under ‘Finance cost’ amounted to
£17.13 million and P47.24 million in 2016 and 2015, respectively (see Note 22).
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14, Long-term Debt

2016 2015
Bank loans PS5,618,307,661 P3,215,734,398
Less current portion of bank loans - 1,966,693,303
P5,618,307,661  P1,249,041,095
Local bank loans
Details of the bank loans follow (see Note 28):
‘ Date of Qutstanding Balance

Loan Type Availment 2016 2015  Maturity Interest Rate Payment Terms Covenants

Peso loan | © 2016 B2,100,000,000 = 2021  Floating rate to be Interest payable every Current Ratio not less
repriced every 3 3 months, principal tobe  than 1;1 and Debs-
months based on 3- paid on maturity date Equity Ratic not o
months "PDST-R2" exceed 2;1
plus a spread of one
percent (1%)

Dollar loan | 2016 1,345,286,774 2019  Floating rate tc be Interest payable every Currens Ratio not less
repriced every 3 3 months, principal te be  than 1;1 and Debt-
months based on 3- paid on maturity date Exguity Ratio not to
months LIBOR plus a exceed 2:1
spread of 0.86%

Doliar toan 2 2015 1,319,641,378 1,383,979,053 2018  Floating rate to he Interest payable every None
repriced every 3 3 menths, principal to be
months based on the paid on maturity date
prevailing lending -
rates of Commercial
Banking Gioup of The
Hongkong and
Shanghai Banking
Corporation Limited
{HSBC)

Daliar loan 3 2016 853,379,509 2019  Floating rate to be Interest paynble every Debt Service Coverage
repriced every 3 3 months, principalto ba  Ratic not less than 1:1
months based on 3- paid on maturity date and Debt-Equity Ratio
maonths LIBOR plus 2 not to exceed 2:1
spread of 0.86%

Doliar loan 4 2014 - 1,317.680,000 2016  Floating rate to be Interest payable every Current Ratic not less
repriced every 3 3 months, principal to than 1:1 and Debt-
months based on 3- be paid on maturity date  Equity Ratio not to
months LIBOR plus & exceed 2:1
spread of 1.20%

Dollar loan 5 Various - 438,116,431 2016 Floating rate to be Interest payable every Current Ratio not less

availments in repriced every 3 3 months, principal to than 1:1 and Debt-
2013 and 2014 months based on 3- be paid on maturity date  Equity Ratio net to
maonths LIBOR plus a exeeed 2:1
spread of 0.86%

Dollar loan 6 2014 - 75,958,914 2016  Floating rate to be Interest payable every Current Ratio not less
repriced every 3 3 months, principal to than 1:1 and Debt-
manths based on 3- be paid on meturity date  Equity Ratio not to
menths LIBOR plus a exceed 2;1
spread of 0,86%

P5,618,307,661  B3,215,734,398

All bank loans are clean and are compliant with loan covenants.

Interest expenses on long-term debt recognized under ‘Finance cost’ amounted to
P128.85 million and R44.09 million in 2016 and 2015, respectively (see Note 22).
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The remaining borrowing facility that can be drawn as of December 31, 2016 and 2015 amounts to
P5,625.00 million and P4,7OQ.00 million, respectively.

The maturities of long-term debt as of December 31, 2016 and 2015 follow:

2016 2015

Due in:
2016 P- P1,831,755,345
2018 1,319,641,378 1,383,979,053
2019 2,198,666,283 -

2021 2,100,000,000 -
. 25,618,307,661 $3,215,734,398

15. Provision for Decommissioning and Site Rehabilitation

2016 2015
At January 1 $501,110,425 P163,732,958
Additions (Note 9) ‘ 1,089,423,459 285,013,181
Effect of changes in estimates (Notes 9 and 20) (8,770,171) 56,992,919
Actual rehabilitation (13,286,851) (10,996,190)
Accretion of interest (Note 22) 24,097,403 6,367,557
At December 31 P1,592,574,265 B501,110,425

Discount rates used by the Parent Company to compute for the present value of liability for
decommissioning and site rehabilitation cost range from 4.63% to 5.30% and 3.86% to 4.81% in
2016 and 2015, respectively.

The Parent Company is expecting to rehabilitate 1,030 hectares, 836 hectares and 943 hectares of
Panian, Narra and Molave mine sites, Panian has completed and closed its opérations in
September 2016,

The addition of P1,089.42 million in 2016 pertains to a significant change in rehabilitation plan of
Panian mine pit. The previous plan include partial backfilling of open areas while portion will be
converted into a lake. In 20186, the rehabilitation plan of Panian minepit was changed, such that
the entire open pit will be covered with overburden from Narra and Molave mine pits. The
additional costs represent the incremental cost of moving the overburden from Narra and Molave
pits which is included in the ‘Cost of sales” in 2016 given that Panian has closed operations (see
Note 20).
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16. Capital Stock

The details of the Parent Company’s capital stock as of December 31, 2016 and 2015 are as
follow:

2016
Shares Amount
Capital stock - 1 par value
Authorized: 3,000,000,000 B3,000,000,000
[$sued and outstanding:
Balances at beginning of year 1,068,750,000 2£1,068,750,000
Treasury shares acquired (3,463,370) (387,547,028)
Balance at end of year 1,065,286,430 £681,202,972
2015
Shares Amount
Capital stock - 21 par value :
Authorized: 3,000,000,000  £3,000,000,000
Issued and outstanding;
Balances at beginning and end of year 1,068,750,000 ®1,068,750,000

On November 28, 1983, the Philippine Securities and Exchange Commission (SEC) approved the
issuance and public offering of 55,000.00 million common shares of the Parent Company at an
offer price of £0.01 per share. Additional public offering was also approved by SEC on
February 4, 2005 for 46.87 million common shares at an offer price of P36.00 per share.

On August 18, 2014, the SEC approved the increase of authorized capital stock from 21,000.00
million to £3,000.00 million divided into 3,000.00 million common shares with a par value of
£1.00 per share.

On August 15, 2016, the BOD approved the share buy-back program wherein the Parent Company
will buy-back shares at prevailing market price not exceeding 20 million shares for a period of 60
days beginning August 18, 2016. As of December 31, 2016, the Parent Company has bought-back
a total of 3,463,570 shares for a total consideration of £387.55 million. This is presented as
treasury shares in the parent company financial statements.
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Capital Stock
The Parent Company’s track record of capital stock is as follows:
Number of
Number of Date of holders
shares registered Issue/offer price approval as of yearend
At January 1, 2001 1,630,970,000 Bl/share
Add (deduet): )
Additional issuance [2,657,388 £[/share July 2, 2004
Cenversion of preferred shares to
common shares 225,532 Pl/share July 2, 2004
Decrease in issued and outstanding
common share from capital restructuring {1,625,852.920)
Share dividends 225,000,000 Pl/share Juty 2, 2004
Public offering additional issuance 46,875,000 B3 6/share February 4, 2005
December 31, 2010 296,875,000 632
Add: Share rights offering 59,375,000 B74/share Juyne 10,2010 7
Decemiber 31, 2011 356,250,000 639
Add: Movement - 24
December 31, 2012 356,250,000 663
Add: Movement - -
December 31, 2013 356,250,000 663
Add: Stock dividends (Note 17) 712,500,000 August 22,2014 5
December 31, 2014 1,068,750,000 668
Add: Movement = 9
December 31, 2015 1,068,750,000 677
Add {Deduct); Treasury shares (3,463,570) 16
Degember 31, 2016 [,065,286,430 693

17,

Retained Earnings

In accordance with SEC Memorandum Circular No. 11 issued in December 2008, the Parent
Company’s retained earnings available for dividend declaration as of December 31, 2016

amounted to £10,573.08 million.

Cash Dividends

On April 29, 2016, the BOD authorized the Parent Company to declare and distribute cash
dividends of 4.00 per share or £4,275.00 million to stockholders of record as of May 17, 2016.
The said cash dividends were paid on May 27, 2016.

On April 22, 2015, the BOD authorized the Parent Company to declare and distribute cash
dividends of 4.00 per share or 24,275.00 million to stockholders of record as of May 7, 2015.
The said cash dividends were paid on May 20, 2015.

Appropriations

On November 8, 2016, the BOD approved the appropriation of £2,500.00 million from the
unappropriated retained earnings as of December 31, 2015 as additional capital expenditure for the

Phase 2 Power Plant expansion project of SRPGC which is expected to be completed in 2021,

On November 11, 2015, the BOD approved the appropriation of £3,000.00 million from the
unappropriated retained earnings as of December 31, 2014 to be used for the Phase 2 Power Plant
expansion project of its wholly-owned subsidiary, SLPGC. The said power plant was completed

last April 2016.
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18. Related Party Transactions

The Parent Company in its regular conduct of business has entered into transactions with related
parties. Related parties are considered to be related if, among others, one party has the ability,
directly or indirectly, to control the other party or exercise significant influence over the other
party in making the financial and operating decisions, the parties are subject to common control or
the party is an associate or a joint venture, The Parent Company has affiliates under common

control of DMCI-HI and Dacon Corporation.

Except as indicated otherwise, the outstanding accounts with related parties shall be settled in
cash. The transactions are made at terms and prices agreed upon by the parties.
The significant transactions with related parties follow:

2016
Receivable
Reference  Amount/ Volume (Payable) Terms Condifions
Trade receivables - related parties (Note 5)
Subsicfiaries
Coal sales {(a) £4,077,154,538 £2,566,413,621 30 days, non-interest bearing Unsecured,
’ ne impairment
Transfer of materials and (b} 107,338,047 1,114,785,207 non-interest bearing, Unsecured,
reimbursgment of shared and pre- due and demandable no impairment
operating expenses
Entities under common control
Transfer of materials and {©) 18,486,716 65,996,063 non-interest bearing, Unsecured,
reimbursement of shared and pre- due and demandable no impairment
operating expenses
P4,202,979,301 P3,747,194,891
Trade payables - related parties (Note 12)
Entities under common control
Construction and other outside services (d) ®307,074,125 (B935,168,585) 30 days for monthly billings Unsecured
and portion after expiration
of retention period, non-
interest bearing
Mine exploration, rental and marine (e} 1,437,260,355 (751,942,643) 30 days non-interest hearing Unsecured
vessel operation and management
Purchases of office supplies, raw f - {1,500) 30 days, non-interest bearing Unsecured
materials and refreshments
Office, parking and warehouse rental (4] 8,485,610 (1,902,754) 30 days, non-interest bearing Unsecured
expenges
Aviation services {h) - {12,725,108) 30 days, non-interest bearing Unsecured
Arrastre and Cargo Services i) 1,905,527 (1,666,049 30 days, non-interest bearing Unsecured
P1,754,725,617  (P1,723,406,639)
2015
Receivable
Reference  Amount/ Volume (Payable) Terms Conditions

Trade receivables - related parties (Note 5

Subsidiaries .
Coal sales {a) P4,591,199,688 P1,024,881,121 30 days, non-interest bearing  Unsecured, no
impairment
Transfer of materials and [65)] 115,587,742 1,078,323,235 non-interest bearing,  Unsecured, no
reimbursement of shared and pre- . due and demandable impairment
operating expenses
Entities under common control
Transfer of materials and (c} 38,594 586 68,2635 896 non-interest bearing,  Unsecured, no
reimbursement of shared and pre- due and demandable impairment
operating expenses
P4,745,382,016 £2,171,470,252
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2015
Receivable
Reference  Amount/ Volume {Payable) Terms Canditions
Trade payables - related parties (Note 12
Entities under common control
Construction and other outside services (d) P486,419,990 (R063,143,302) 30 days for monthly billings and Unsecured
portion after expiration of
retention period, non-interest
bearing
Mire exploration, rental and marine (e) 916,403,369 (1,340,292) 30 days non-intersst bearing Unsecured
vesse! operation and management
Purchases of office supplies and ) 6,645,198 (700,418) 30 days, non-interest bearing Unsecured
refreshments
Office, parking and warehouse rental (B) 7,950,559 (2,104,481) 30 days, non-interest bearing Unsecured
exXpenses
Aviation services (h) 246,589 (12,725,108) 30 days, non-interest bearing Unsecured
Atrrastre and Cargo Services (i} 773,840 {173,840) 30 days, non-interest bearing Unsecured

R1,418,479,545 (R930,787,441)

The Parent Company has entered into purchase commitment with SCPC for the supply of
coal. The contract agreement provides that the Parent Company shall supply to SCPC and
SCPC shall purchase from the Parent Company minimum volume of 1,100,000 metric tons
+/- 10% up to the maximum quantity of 2,400,000 MT of coal. The contract ended on

June 30, 2011. On December 22, 2011, the Parent Company renewed the said agreement that
shall take effect from July 1, 2011 until December 31, 2021. Further, both parties agreed on
the amendment of Semirara Coal Specification, Pricing, and Price Adjustments.

The Parent Company has entered into purchase commitment with SLPGC for the supply of
coal. The agreement will be effective up to ten (10) years from March 1, 2015. The Parent
Company shall supply to SCPC and SLPGC shall purchase from Parent Company minimum
voluome of 525,000 MT +/- 10% up to maximum quantity of 1,050,000 MT of coal. Further,
both parties agreed on the amendment of Semirara Coal Specification, Pricing, and Price
Adjustments.

The coal sales and other related party expenses incurred and receivable from SCPC and
SLPGC are both included in receivables under ‘“Trade receivables - related parties’ in the
parent company statements of financial position {(see Note 5).

Services rendered, deliveries of goods and reimbursement of pre-operating expenses advanced
by the Company to its subsidiaries. This includes contracted services, licenses, permit fees,
notarial fees, documentary stamp taxes, transfer of materials and other operating expenses.

All outstanding balances from subsidiary are included in receivables under
“Trade receivable - related parties’ in the parent company statements of financial position
(see Note 5).

Deliveries of goods and materials, services rendered, and reimbursement of shared expenses
advanced by the Company to its affiliates. This includes security services, contracted
services, insurance claims, rental expenses, materials and other office supplies:

All outstanding balances from affiliates are included in receivables under
‘“Trade receivable - related parties’ in the parent company statements of financial position
(see Note 5).

D.M. Consunji, Inc. (DMCI) had transactions with the Parent Company representing rentals of
office, building and equipments and other transactions such as transfer of equipment, hauling
and retrofitting services. The related expenses are included in ‘Outside services’ under

‘Cost of sales’ in the parent company statements of comprehensive income (see Note 20).

R AEA




-42.

The Parent Company engaged the services of DMCI for the construction of its 1 x 15 MW
Power Plant located at Semirara Island to which the related cost are capitalized as part of
property, plant and equipment in the parent company statements of financial position. The
Parent Company also engaged the service of DMCI for the construction of various projects in
compliance with its Corporate Social Responsibility (CSR) such as the mine rehabilitation,
construction of covered tennis courts, track and field, perimeter fence and others to which
related expenses are included in ‘Outside services’ under ‘Cost of sales’ in the parent
company statements of comprehensive income (see Note 20). All outstanding balances to
DMCIT are lodged in trade and other payables under ‘Trade payables - related parties’ in the
parent company statements of financial position (see Note 12).

DMC-Construction Equipment Resources, Inc. (DMC-CERI) had transactions with the Parent
Company for services rendered relating to the Parent Company’s coal operations. These
include services for the confirmatory drilling for coal reserve and evaluation of identified
potential areas, exploratory drilling of other minerals within Semirara Island, dewatering well
drilling along cut-off wall of Panian mine and fresh water well drilling for industrial and
domestic supply under an agreement. Expenses incurred for said services are included in
‘Outside services’ under ‘Cost of sales’ in the parent company statements of comprehensive
income (see Note 20).

DMC-CERI also provides service requirements needed by the Parent Company to operate and
maintain barges, vessels and tugboats for the purpose of transporting coal. This is inclusive of
full and complete supervision of all employees and personnel assigned to perform such
services. It also covers hauling and transportation of spare parts, materials, sand and gravel
and other cargoes for its use at its coal operation. Expenses incurred for these services are
included in ‘Hauling and shiploading costs’ under ‘Cost of sales’ in the parent company
statements of comprehensive income (see Note 20).

Furthermore, DMC-CERI provides to the Parent Company labor services relating to coal
operations including those services rendered by consultants. Expenses incurred for said

services are included in ‘Direct labor’ under ‘Cost of sales’ in the parent company statements

of comprehensive income (see Note 20).

Labor costs related to manpower services rendered by DMC-CERI represent actual salaries
and wages covered by the period when the services were rendered to Parent Company in its
coal operations. Under existing arrangements, payments of said salaries and wages are given
directly to personnel concerned.

All outstanding balances to DMC-CERI are included in trade and other payables under
‘“Trade payables - related parties’ in the parent company statements of financial position
(see Note 12).

In 2015 Prominent Fruits, Inc., supplies various refreshments to the Parent Company, The
outstanding balances to Prominent Fruits, Inc, are lodged in trade and other payables under
‘Trade payables - related parties’ in the parent company statements of financial position
(see Note 12).

Sirawai Plywood & Lumber Corp. supplies raw materials to the Parent Company. The
outstanding balances to Sirawai Plywood & Lumber Corp. are fodged in trade and other
payables under ‘Trade payables - related parties’ in the parent company statements of
financial position (see Note 12).
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g. In2016 and 2015, DMC Urban Property Developers, Inc, (DMC-UPDI) had transactions with
the Parent Company representing long-term lease on office space and other transactions
rendered to the Parent Company necessary for the coal operations, Office rental expenses are
included in ‘Outside services’ under ‘Cost of sales’ in the parent company statements of
comprehensive income (see Note 20). The outstanding balance to DMC-UPDI is lodged in
trade and other payables under “Trade payables - related parties” in the parent company
statements of financial position (see Note 12).

h. Royal Star Aviation Inc. provide maintenance services and hangarage for the Parent
Company’s aircraft use to transport supplies, employees and visitors in and out the minesite.
The related expenses are included in cost of sales under “Production overhead” in the parent
company statements of comprehensive income (see Note 20). The outstanding balance to
Royal Star Aviation, Inc. is lodged in trade and other payables under “Trade payablés - related
parties” in the parent company statements of financial position (see Note 12), '

i. In2016, Vincent Arrastre and Cargo Services, Inc. had transactions with the Parent Company
for shipsiding services. The outstanding balance to Vincent Arrastre and Cargo Services, Inc.
is lodged in trade and other payables under ‘Trade payables - related parties’ in the parent
company statements of financial position (see Note 12).

Others

On February 4, 2012, SLPGC entered into a £11,500,00 million Omnibus Agreement with BDO,
BPI and China Banking Carporation as Lenders. As security for the timely payment of the loan
and prompt observance of all the provision of the Omnibus Agreement, the 67% of issued and
outstanding shares of SLPGC owned by the Parent Company were pledged on this loan.

Terms and conditions of transactions with related parties

There have been no guarantees or collaterals provided or received for any related party receivables
or payables. These accounts are non-interest bearing and are generally unsecured. Impairment
assessment is undertaken each financial year through a review of the financial position of the
related party and the market in which the related party operates. As of December 31, 2016 and
2015, there were no impairment losses recognized on related party balances.

Compensation of key management personnel of the Parent Company amounted to 2167.98 million
and £159.42 million in 2016 and 2015, respectively.

There are no agreements between the Parent Company and any of its directors and key officers
providing for benefits upon termination of employment, except for such benefits to which they
may be entitled under the Parent Company’s pension plan, '

19.

Pension Plan

The Parent Company has a funded, noncontributory defined benefit plan covering substantially ail
of its regular emplioyees. The date of the latest actuarial valuation is as of December 31, 2016.
Provisions for pension liabilities are established for benefits payable in the form of retirement
pensions. Benefits are dependent on years of service and the respective employee’s final
compensation, The Parent Company updates the actuarial valuation every year by hiring the
services of a third party professionally qualified actuary,
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The Parent Company accrues retirement costs (included in ‘Pension liabilities’ in the parent
company statements of financial position) based on an actuarially determined amount using the
projected unit credit method.

The funds are administered by a trustee bank under the supervision of the BOD of the plan. The
BOD is responsible for the investment of the assets. It defines the investment strategy as often as
necessary, at least annually, especially in the case of the significant market developments or
changgs to the structure of the plan participants. When defining the investment strategy, it takes
account of the plan’s objectives, benefit liability and risk capacity. The invéstment strategy is
defined in the form of a long-term target structure (investment policy). The BOD delegates the
implementation of the investment policy in accordance with the investment strategy as well as
various principles and objectives to an Investment Committee, which also consists of members of
the BOD, Vice-President for Treasury and Chief Finance Officer. The Vice-President for
Treasury and Chief Finance Officer oversee the entire investment process.

Under the existing regulatory framework, Republic Act 7641 requires a provision for retirement
pay to qualified private sector employees in the absence of any retirement plan in the entity,
provided however that the employee’s retirement benefits under any collective bargaining and
other agreements shall not be less than those provided under the law. The law does not require
minimum funding of the plan.

The actuarial valuation involves making various assumptions. The principal assumptions used in
determining pension liabilities for the defined benefit plan are shown below:

2016 20135
Discount rate 5.68% 6.36%
Salary increase rate 3.00% 3.00%

The following table summarizes the components of pension expense in the parent company
statements of comprehenswe mncome: .

2016 2015
Current service cost P11,239,954 11,614,806
Interest expense related to defined benefit liability 8,966,337 6,155,161
Interest income related to plan assets (4,384,303) (3,876,122)

P15,821,988 P13,893,845

The above pension expense is included in ‘Direct labor’ under ‘Cost of sales’ in the parent
company statements of comprehensive income (see Note 21),
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The following tables provide analyses of the movement in the net asset (liability) recognized on

parent company statements of financial position:

2016

2015

Defined benefit liability at beginning of year 140,980,141 B108,556,636
Current service cost 11,239,954 11,614,806
Interest expense 8,966,337 6,155,161
Remeasurement of defined benefit liability:

Arising from changes in financial assumptions 6,323,288 (3,085,713)

Experience gains (losses) ' (19,703,449) 23,831,810
Benefits paid from bock reserve (8,724,213) (4,847,377)
Benefits paid from plan assets - (1,245,182)
Defined benefit liability at end of year £139,082,058 £140,980,141
Fair value of plan assets at beginning of year P68,935,574 P68,984,538
Return on plan assets (excluding amounts included

in interest income) (1,745,642) (2,679,904)
Interest income 4,384,303 3,876,122
Benefit payments - (1,245,182)
Fair value of plan assets at end of year P71,574,235 P68,935,574
Net defined liability at beginning of year 272,044,567 B39,572,098
Net periodic pension cost 15,821,988 13,893,845
Amounts recognized in other comprehensive income (11,634,519) 23,426,001
Employer contributions - -
Benefit payments (8,724,213) (4,847,377)
Net defined liability at end of year P67,507,823 272,044,567

The Parent Company does not expect any contribution into the pension fund in 2017.

The composition and fair value of plan assets as at the end of reporting date are as follow:

2016 2015
Cash and cash equivalents P368,703 3,384,528
Equity instruments
Financial institutions 7,209,020 5,490,000
Real estate 5,430,000 -
Debt instruments
Government securities 45,301,117 47,059,505
Unquoted debt securities 12,118,696 11,983,783
Receivables - 1,146,699 1,017,758
Fair value of plan assets P71,574,235 268,935,574

Trust fee in 2016 and 2015 amounted to B35,486 and 234,013, respectively.

The composition of the fair value of the Fund includes:

Investment in debt securities - government securities - include investment in Philippine Retail

Treasury Bonds and Fixed Rate Treasury Notes

Invesiments in debt securities - unquoted - include investment in long-term debt notes and retail

bonds
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Cash and cash equivalents - include savings and time deposit with affiliated bank and special
deposit account with Bangko Sentral ng Pilipinas

Investment in equity securities - includes investment in common and preferred shares of financial
institute traded in the Philippine Stock Exchange

Receivables - pertain to interest and other receivables on the investments in the fund

The management performs a study of how to match its existing assets versus the pension liabilities
to be settled. The overall investment policy and strategy of the Parent Company’s defined benefit
plan is guided by the objective of achieving an investment return which, together with
contributions, ensures that there will be sufficient assets to pay pensjon benefits as they fall due
while also mitigating the various risks of the plan, The Parent Company’s current guiding
strategic investment strategy consists of §0% of debt instruments, 18% cash and 2% of others.

The sensitivity analysis below has been determined based on reasonably possible changes of each
significant assumption on the defined benefit liability as of the end of reporting date, assuming if
all other assumptions were held constant:

2016 2015
Increase  Net defined Increase  Net defined
(decrease) benefit liability  (decrease) benefit ligbility
Discount rates +1% (#9,091,618) +1% (84,113,089)
-1% 10,539,254 -1% 4,543,555
Future salary increases +1% 10,125,860 +1% 3,928,643
-1%  (8,918,319) -1%  (3,628,498)

Shown below is the maturity analysis of the undiscounted benefit payments up to ten years:

2016 2015
Less than 1 year P£51,434,258 B43,117,743
More than 1 year to § years 33,360,633 24,366,519
More than 5 years to 10 years 65,887,922 66,153,865

P150,682,813 P133,638,127
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20. Cost of Sales

Cost of coal sales consists of:

2016 2015
Materials and supplies (Note 6) P5,166,701,066 P4,087.056,537
Outside services (Note 18) 1,831,391,045 940,670,484
Fuel and lubricants 1,760,057,188 1,572,392,799
Depreciation and amortization (Notes 9 and 11) 1,367,612,668 702,587,465
Provision for decommissioning and site
rehabilitation (Note 15) 1,089,423,459 -
Direct labor (Note 18) 827,744,783 603,213,978
Production overhead (Note 18) 443,637,101 453,337,744
Cost of coal 12,487,067,310  8,359,259,007
Hauling and shiploading costs (Note 18) 531,184,071 274,129,637
P13,018,251,381 R8,633,388,644
21. Operating Expenses
2016 2015
Government share (Note 26) P2,649,979,160 £1,796,046,847
Personnel costs (Note 19) 174,456,178 199,737,319
Office expenses 87,224,662 93,163,946
Professional fees 45,923,642 43,965,487
Depreciation (Note 9) 20,932,400 19,963,982
Entertainment, amusement and recreation 18,175,861 12,651,207
Transportation and travel 12,708,440 12,983,765
Provision and write off of doubtful
accounts - net (Note 5) 9,115,533 30,004,256
Taxes and licenses 6,520,335 8,924,167
Provision for inventory obsolescence (Note 6) 1,239,090 20,902,458
Loss on writedown of property, plant and equipment - 16,087,500
Others 198,693,811 81,697,063
A 83,224,969,112 $£2336,127,997
22. Finance Costs
2016 2015
Interest on:
Long-term debt (Note 14) P128,847,535 P44,085,452
Accretion of cost of decommissioning and
site rehabilitation (Note 15) 24,097,403 6,367,557
Short-term loans (Note 13) 17,130,384 47,237,231
Bank charges 58,296,182 31,957,104
£228,372,004 $£129,647,344
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23. Finance Income

2016 2015
Interest on (Note 4):
Cash in banks £5,056,796 B2,048,140
Cash equivalents 39,141,396 20,470,885
244,198,192 P22,519,025
24. Other Income

2016 2015
Recoveries from insurance claims P175,307,575 2161,195,901
Gain (loss) on sale of equipment (Note 9) (174,667) 76,461,975

Reversal of allowance for impairment losses
(Note 11) - 10,683,653
Miscellaneous (58,553) ' -
P175,074,355 P248,341,529

Recoveries from insurance claims

Recoveries from insurance claims pertain to receipt of the amount from the insurer on insured

equipment which were damaged,

25, Income Tax

The provision for (benefit from) income tax consists of:

2016 2015

Final 5,551,002 P3,833,008
Deferred 52,662,771 (41,614,013)
P38,213,773 (B37,780,915)

The reconciliation of the statutory income tax rate to the effective income tax rate shown in the
parent company statements of comprehensive income follows:

2016 2015
Statutory income tax rate 30,00 % 30.00 %
Adjustments for:

- Unrecognized deferred taxes 5.40 10.97
Nondeductible expense 0.42 0.03
Tax-exempt income (35.21) (41.53)
Interest income subjected to final tax at a lower '
rate - net of nondeductible interest expense (0.03) (0.03)

Effective income tax rate 0.58 % (0.56)%
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The Parent Company has the following net deferred tax assets as of December 31, 2016 and 2015:

2016 2015
Allowance for doubtful accounts P22,403,520 19,668,863
Pension expense 21,341,230 22,702,253
Allowance for inventory obsolescence 20,218,166 19,846,439
Allowance for impairment losses 4,587,616 4,587,617
Unrealized foreign exchange loss (14,734,836) 43,163,654

£53,815,696  P109,968,826

The movements in net deferred tax asset for the years ended December 31, 2016 and 2015 are as
follows:

2016 2015
January 1 £109,968,826 B61,327,013
Charged to profit or loss (52,662,774) 41,614,013
Charged to other comprehensive income (3,490,356) 7,027,800

P53,815,696 109,968,826

The Parent Company has not recognized deferred tax assets on net operating loss carry over
(NOLCO) from the following periods:

Year Incurred Amount  Expiry Year

2016 P1,809,066,463 . 2019
2015 2,455,567,304 2018

2014 4,878,525,474 2017
: £9,143,159,241

Board of Investments (BOI) Incentives

In relation to the Parent Company’s operation in Panian Mingsite, on September 26, 2008, the BOI
issued in favor of the Parent Company a Certificate of Registration (2008-271) as an Expanding
Producer of Coal in accordance with the provisions of the Omnibus Investments Code of 1987.
Pursuant thereto, the Parent Company shall be entitled to the following incentives, among others:

a. ITH for six (6} years from September 2008 or actual start of commercial operations,
whichever is earlier, but in no case earlier than the date of registration. For purposes of
availment of ITH, a base figure 0f 2,710,091 MT representing the Parent Company’s average
sales volume for the past three (3) years prior to the expansion shall be used.

The Parent Company shall initially be granted a four (4) year ITH. The additional two (2)
year ITH shall be granted upon submission of completed or on-going projects in compliance
with its CSR, which shall be submitted before the lapse of its initial four (4) year ITH. The
Parent Company’s ITH of 6 years lapsed in September 2014.

On May 1, 2014, BOI approved the Parent Company’s additional year of ITH entitlement
from September 2014 to September 2015 which was extended by the BOI to September 2016.

b. Employment of foreign nationals. This may be allowed in supervisory, technical or advisory
positions for five (5) years from the date of registration. The president, general manager and
treasurer of foreign-owned registemm_ gt cafiivalet|shall not be subject to the
foregoing limitations. DL AB A ALA \|T
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Date of filing: Application shall be filed with the BOI Incentives Department before
assumption to duty of newly hired foreign nationals and at least one (1) month before
expiration of existing employment for renewal of visa.

¢. Simplification of Customs procedures for the importation of equipment, spare parts, raw
materials and supplies.

On August 19, 2009, the BOI granted the Parent Company’s request for a reduced base figure
from 2,710,091 MT to 1,900,000 MT representing the average sales volume for the past eight (8)
years (2000 to 2007) prior to registration with BOL

The Parent Company’s Certificate of Registration for Panian Minesite has expired on
September 26, 2016 simultaneous to the full depletion of the mineable coal reserve.

On August 31, 2012 and February 24, 2016, BOI has granted the Parent Company Certificates of
Registration as New Producer of Coal in accordance with the provisions of the Omnibus
Investments Code of 1987 in relation to the operation in Narra Minesite (formerly Bobog)
(Certificate of Registration No. 2012-183) and Molave Minesite (Certificate of Registration No.
2016-042). Pursuant thereto, the Parent Company shall be entitled to the following incentives for
the two Certificate of Registrations, among others:

a. ITH for four (4) years from January 2015 and January 2017 for Narra Minesite and Molave
Minesite or actual start of commercial operations, whichever is earlier, but in no case earlier
than the date of registration.

b. Income qualified for ITH availment shall not exceed by more than 10% the projected income
represented by the Parent Company in its application provided the project’s actual investments
and employment match the Parent Company’s representation in the application.

The Parent Company availed of tax incentive in the form of ITH on its income under registered
activities amounting to £2.747.09 million and P2,339.37 million in 2016 and 2015, respectively.

26.

Coal Operating Contract with DOE

On July 11, 1977, the Government, through its former Energy Development Board, awarded a
35-year COC to a consortium led by Vulcan Industrial & Mineral Exploration Corporation and
Sulu Sea Oil Development Corporation that subsequently assigned said COC to the Parent
Company on April 7, 1980, On July 27, 1977, Presidential Decree (PD) 972 was amended by
PD 1174 thereby: (a) increasing coal operators' maximum cost recovery from an amount not
exceeding 70% to 90% of the gross proceeds from production; and (b) increasing the amount of a
special allowance for Philippine corporations from an amount not exceeding 20% to 30% of the
balance of the gross income, after deducting all operating expenses. As a result, the Parent
Company’s COC was subsequently amended on January 16, 1981 reflecting said changes.

On May 13, 2008, the DOE granted the Parent Company’s request for an extension of its COC for
another 15-year or until July 14, 2027,

On November 12, 2009, the COC was amended further, expanding its contract area to include

portions of Caluya and Sibay islands, Antique, covering an additional area of 3,000 hectares and
4,200 hectares, respectively.
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On April 29, 2013, the DOE issued a new COC to the Parent Company, which grants the Parent
Company the exclusive right to conduct exploration, development and coal mining operations in
the municipality of Bulalacao, province of Oriental Mindoro, up to a maximum of 36 years from
its effective date. The COC covers two coal-bearing parcels of land covering areas of 2,000 and
5,000 hectares, respectively.

On June 7, 2013, the DOE issued a new COC to the Parent Company, which grants the Parent
Company the exclusive right to conduct exploration, development and coal mining operations in
the municipalities of Maitum and Kiamba, province of Sarangani, up to a maximum of 36 years
from its effective date. The COC covers a coal-bearing parcel of land covering area of 5,000
hectares.

In return for the mining rights granted to the Parent Company, the Government is entitled to
receive annual royalty payments consisting of the balance of the gross income after deducting
operating expenses, operator’s fee and special allowance. The Parent Company’s provision for
DOE’s share under this contract and to the different LGU in the Province of Antique, under the
provisions of the Local Government Code of 1991, amounted to £2,649.98 million and
P1,796.95 million for the years ended December 31, 2016 and 2015, respectively, included under
‘Operating expenses’ in the parent company statements of comprehensive income (see Note 21).
The liabilities, amounting to B1,647.72 million and £1,121.54 million as of December 31, 2016
and 2015 are included under the “Trade and other payables’ account in the parent company
statements of financial position {see Note 12).

The DOE, through the Energy Resources Development Burean, approved the exclusion of coal
produced and used solely by the Parent Company to feed its power plant in determining the
amount due to DOE.

27. Contingencies and Commitments

a. Special Order (SO) No, 2017-042, Series of 2017, Creation of DENR Regional Team fo
Conduct Investigation on the Semirara Mining and Power Corporation
On February 9, 2017, the Parent Company received a Special Order (SO) No. 2017-042,
Series of 2017 (Creation of DENR Regional Team to Conduct Investigation on the Semirara
Mining and Power Corporation) from Department of Environment and Natural Resources —
Environment Management Bureau (DENR — EMB) Region V1. The DENR Team that was
created through the SO conducted monitoring, inspection and investigation of the following in
relation to the Parent Company’s activities in Semirara Isalnd;

o Compliance to their ECC;

» Ambient Air and Water Monitoring of Semirara Island,;

* Investigation of alleged reclamation of the Parent Company; and
¢ Livelihood and Community Status in Semirara Island.

In accordance with the SO, the DENR Team proceeded with the investigation, monitoring and
inspection on February 9 and 10, 2017. As of audit report date, the Parent Company has not
yet received the results of the investigation, monitoring and inspection from the DENR Region
VL
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b. Commitments
The Parent Company leases land at the minesite and building as office space. Future
minimum rental payables under operating leases follow:

2016 2015

Within one year 16,128,213 £2,590,382
After one year but not more than five years 10,935,837 2,063,587
- D o ' P27,064,050 P4,653,969

c. Contingencies
The Parent Company is contingently liable with respect to certain taxation matters, lawsuits
and other claims which are being ¢ontested by management, the outcome of which are not
presently determinable. Management believes that the final resolution of these claims will not
have a material effect on the consolidated financial statements, The information usually
required by PAS 37 is not disclosed as it will prejudice the outcome of the lawsuits and
claims,

28. Financial Risk Management Objectives and Policies

The Parent Company has various financial assets such as cash and cash equivalents, receivables
and environmental guarantee fund, which arise directly from operations.

The Parent Company’s financial liabilities comprise trade and other payables, short-term loans,
and long-term debt. The main purpose of these financial liabilities is to raise finance for the
Parent Company’s operations.

The main risks arising from the Parent Company’s financial instruments are price risk, interest rate

risk, liquidity risk, foreign currency risk and credit risk. The BOD reviews and approves policies
for managing each of these risks which are summarized below.

The sensitivity analyses have been prepared on the following basis:

e Price risk - movement in one-year historical coal prices

o Interest rate risk - market interest rate on loans

* Foreign currency risk - yearly movement in the foreign exchange rates

The assumption used in calculating the sensitivity analyses of the relevant parent company
statements of comprehensive income item is the effect of the assumed changes in respective
market risks. This is based on the financial assets and financial liabilities held as of
December 31, 2016 and 2015.

Price risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market prices (other than those arising from interest rate risk or currency
risk), whether those changes are caused by factors specific to the individual financial instrument or
its issuer, or factors affecting all similar financial instruments traded in the market.

The price that the Parent Company can charge for its coal is directly and indirectly related to the
price of coal in the world coal market. In addition, as the Parent Company is not subject to
domestic competition in the Philippines, the pricing of all of its coal sales is linked to the price of
imported coal. World thermal coal prices are affected by numerous factors outside the Parent
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Company’s control, including the demand from customers which is influenced by their overall
performance and demand for electricity, Prices are also affected by changes in the world supply
of coal and may be affected by the price of alternative fuel supplies, availability of shipping
vessels as well as shipping costs. As the coal price is reset on a periodic basis under coal supply
agreements, this may increase its exposure to short-term coal price volatility.

There can be no assurance that world coal prices will be sustained or that domestic and
international competitors will not seek to replace the Parent Company in its relationship with its
key customers by offering higher quality, better prices or larger guaranteed supply volumes, any of
which would have a materially adverse effect on the Parent Company’s profits,

To mitigate this risk, the Parent Company continues to improve the quality of its coal and
diversify its market from power industry, cement industry, other local industries and export
market, This will allow flexibility in the distribution of coal to its target customers in such manner
that minimum target average price of its coal sales across all its customers will still be achieved
(i.e. domestic vs export). Also, in order to mitigate any negative impact resulting from price
changes, it is the Parent Company’s policy to set minimum contracted volume for customers with
long term supply contracts for each given period (within the duration of the contract) and pricing
is negotiated on a monthly basis to even out the impact of any fluctvation in coal prices, thus,
protecting its target margin. The excess volumes are allocated to spot sales which may command
different price than those contracted already since the latter shall follow pr1cmg formula per
contract. Nevertheless, on certain cases temporary adjustments on coal prices with reference to
customers following a certain pricing formula are requested in order to recover at least the cost of
coal if the resulting price is abnormally low vis-a-vis cost of production (i.e. abnormal rise in cost
of fuel, foreign exchange rates).

Below are the details of the Parent Company’s coal sales to the domestic market and to the export
market (as a percentage of total coal sales volume):

2016 2015
Domestic market : 40.65% 63.84%
Export market 59.35% 36.16%

The following table shows the effect on income before income tax should the change in the prices
of coal occur based on the inventory of the Parent Company as of December 31, 2015 and 2014
with all other variables held constant. The change in coal prices used in the simulation assumes
fluctuation from the lowest and highest price based on one-year historical price movements in
2016 and 2015.

Effect on income before income tax

Change in coal price 2016 2015
Based on ending coal inventory

Increase by 35% in 2016 and 22% in 2015 555,060,791 £416,498,009
Decrease by 35% in 2016 and 22% in 2015 (555,060,791)  (416,498,009)

Based on coal sales volume
Increase by 35% in 2016 and 22% in 2015 4,416,543,681 2,452,398,481
Decrease by 35% in 2016 22% in 2015 (4,416,543,681) (2,452,398,481)

ARG
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Interest rate risk

The Parent Company’s exposure to the risk of changes in market interest rates relates primarily to
the Parent Company’s long-term debts with floating interest rates. The Parent Company’s policy
is to manage its interest cost using a mix of fixed and variable rate debts. The Parent Company’s

policy is to maintain a balance of Peso-denominated and United States Dollar (US$)-denominated
debts.

R0



P AE TR

PLEGIT 101 b - — —f S0 TH06FT T4 LT RTTTEY T 199p FeIoL
86EPEL'SIT'E - - - S60° 0 6FT £0E°E69°506°1 3G2p UL)-3U0| [EI0L
F16'856°CL - - - - PLE8SESL SAEp () A19A2 paciidal ag 0) (SMN) ueoj uoiIU 19°T§
“sIealre U1 pue Spauenb oiqeied s Suneol
1EF°9T1°8EY - - - - IEF9TL'3EY stpuow ¢ A19A2 pasudar aq 0] 29el Suneol] (s ueof uoyu 1£'6$
000°089°L1E°T - - - - 000089°LTET squow ¢ A13a2 paoridal ag 0] ajex Suneoly (S o UL (00°8TE
ES0°6L6'ERET - - - S60° PO 6FTT 8S6'LEGFET stuow ¢ 1242 pasudal aq 0] ages Buleoly (asn) weop unpwW 1467
QeI SupEo) e 199p uuRl-Suo] uSiauog
9L6VES C88d —-= - — — 96 FES SR 3%el BUHEOL] (asry) sweof worjjiw $7'L2$
o1B1 SunjRo[ 18 1G9p ULI-110yS uiaI10.]
IS TLICES T — = —~= —d 19S°TL1°SE9°Td %SLT 01%3E' 1 SIR[EANDS Ysed pie ysey
aneA SIEAA SIROA § Sieak ¢ Smak TeaA T U 182I3)U}
Burfire)) UBE) 20N 01 STeaA £ UBYJ QJOJ O] SIBOA 7 UBLE SIOW T 0] B2k | UELf QIO
. S10€
199°L0T8IS € —d —~d £87°999°86T°Td SLETHSCIET. —d 392P [E10L
605°6LEES8 - - 60S'GLEESE - - SR ¢ A1243 P31 3q 0} el FURTOIY (asn) usej soiim 91°L1§
BLEIPS G1E°] - - - SLETFSGIET - syguow £ £1343 paoitdas 3q 0] e Surreo)y (@sn) urop vornw $5°97§-
PLL'GST'SPET - - VLLOBT'SPE'T - - sipuom ¢ 143 pad1adal aq o} Aed Fupeo)] (QSy) ueot vonpm 99°L7S
Jyes Suneoy v 1qap mazy-Suo} udaiog
BLETSI'COT v —d —& - —d 6LETSYE6T %STT 03 %%0L°) spuageamba ysed pue yse)
ELTTTN SIBI | SIBA § SIEA € SIeIA T JEA T UIUMAL JEEYETT|
duk1rg) R} 40T 0] SAEIA ¢ UBY) I0JAT0) 1K T UEY] A0 0] ABIA | HEY) IO

910z

IWMI

:9qyoad Arimyew Aq pajuasald pue SHSLI ORI JSAISJUT (JUSINISUL JTe
Paxiy) oneA I} pue (JUSWMISW 9jel FulRo]y) MO[J YSeO 0] pasodxa aIe Jey] SJUSWNISUT feroueulj s Aueduio)) Juaed 21) Jn0qe UOIIRTLIOIUT ) SMOYS 3]qe) SUIMO[O) 3y |




O

-56-

The following table demonstrates the sensitivity of the Parent Company’s income before tax to a
reasonably possible change in interest rates on December 31, 2016 and 2015, with all variables
held constant, through the impact on floating rate borrowings.

Effect on Income Before Tax

Basis points (in thousands) 2016 2015
+100 ' (®56,183) @32,157)
-100 56,183 32,157

The assumed movement in basis points for interest rate sensitivity analysis is based on the Parent
Company’s historical changes in market interest rates on bank loans.

There was no other effect on the equity other than those affecting the income before tax.

Liguidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated
with financial liabilities. The Parent Company’s objective is to maintain a balance between
continuity of funding and flexibility through the use of bank loans. The Parent 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 suppliers’ credit,
letters of credit, trust receipts and long-term debt, while operating expenses and working capital
requirements are sufficiently funded through cash collections. A significant part of the Parent
Company’s fihancial assets that are held to meet the cash outflows include cash and cash
equivalents and receivables, Although receivables are contractually collectible on a short-term
basis, the Parent Company expects continuous cash inflows through continuous production and
sale of coal, In addition, although the Parent Company’s short-term investments are collectible at
a short notice, the deposit base is stable over the long term as deposit rollovers and new deposits
can offset cash outflows, '

Moreover, the Parent Company considers the following as mitigating factors for liquidity risk:

o It has available lines of credit that it can access to answer anticipated shortfall in sales and
collection of receivables resulting from timing differences in programmed inflows and
outflows. '

¢ [f has very diverse funding sources.

e It has internal control processes and contingency plans for managing liquidity risk. Cash flow
reports and forecasts are reviewed on a weekly basis in order to quickly address liquidity
concerns. Qutstanding trade receivables are closely monitored.

As part of its liquidity risk management, the Parent Company regularly evaluates its projected and
actual cash flows. It also continuously assesses conditions in the financial markets for
opportunities to pursue fund raising activities. Fund raising activities may include obtaining bank
loans.
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Foreign Currency Risk
Majority of revenues generated in 2016 are in USD while majority of revenues generated in 2015
are in Peso. Substantially all of capital expenditures in 2016 and 2015 are in USS.

The Parent Company manages this risk by matching receipts and payments in the same currency

and monitoring. Approximately, 59.35% and 36.16% of the Parent Company’s sales in 2016 and
2015, respectively, were denominated in US$ whereas approximately 62.62% and 37.60% of the

debts as of December 31, 2016 and 2015, respectively, were denominated in USS$.

Information on the Parent Company’s foreign currency-denominated monetary assets and
liabilities and their Philippine peso equivalents follow:

December 31, 2016 Degcember 31, 2015
Peso Peso
U.S. Dollar Equivalent U.S. Dollar Equivalent
Assets:
Cash and cash equivalents $62,670,884 B3,115,996,353 $3,287,113  P154,691,549
Trade receivables 17,693,667 879,729,131 8,298,296 390,517,809
Liabilities:
Trade payables (6,645,740)  (330,426,186) (12,440,275)  (585,439,342)
Short-term loans - - (18,817,148)  (883,534,976)
Long-term debt (including
current portion) (70,762,423) (3,518,307,661)  (68,332,648) (3,215,734,398)
Net foreign currency denominated '
ligbilities $2,956,388 P146,991,637  (538,004,662) (P4,141,499,358)

The spot exchange rates used were £49.72 10 §1.00 in 2016 and £47.06 to §1.00 in 2015, respectively.
The following table demonstrates the sensitivity to a reasonably possible change in foreign
exchange rates, with all variables held constant, of the Parent Company’s income before tax (due

to changes in the fair value of monetary assets and liabilities) on December 31, 2016 and 2015.

Increase (decrease) in

Reasonably possible change in foreign exchange income before tax
rate for every two units of Philippine Peso 2016 2015
P2 B5,912,777  (R176,009,324)
(2) (5,912,777) 176,009,324

There is no impact on the Parent Company’s equity other than those already affecting profit or
foss. The movement in sensitivity analysis is derived from current observations on fluctuations in
dollar average exchange rates.

The Parent Company recognized P347.30 million and R327.98 million net foreign exchange loss
(realized and unrealized) for the years ended December 31, 2016 and 2015, respectively, arising
from the translation of the Parent Company’s cash and cash equivalents, trade receivables, trade
payables, short-term loans and long-term debt.
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Credit risk

Credit risk is the risk that a counterparty will not meet its obligations under 2 financial instrument
or customer contract, leading to a financial loss. The Parent Company manages and controls
credit risk by doing business with recognized, creditworthy third parties, thus, there is no
requirement for collateral. It is the Parent Company’s policy that all customers who wish to trade
on credit terms are subject to credit verification procedures. The Parent Company evaluates the
financial condition of the local customers before deliveries are made to them.

On the other hand, export sales are covered by sight letters of credit issued by foreign banks
subject to the Parent Company’s approval, hence, mitigating the risk on collection. In addition,
receivable balances are monitored on an ongoing basis with the result that the Parent Company’s
exposure to bad debts is not significant. The Parent Company generally bills 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. The Parent Company’s
exposure to credit risk from trade receivables arise from the default of the counterparty with a
maximum exposure equal to their carrying amounts.

With respect to the credit risk arising from the other financial assets of the Parent Company, which
comprise cash and cash equivalents, receivables and environmental guarantee fund, the exposure
to credit risk arises from default of the counterparty with a maximum exposure to credit risk equal
to the carrying amount of the financial assets as of reporting date. The Parent Company does not
hold any collateral or other credit enhancement that will mitigate credit risk exposure. The Parent
Company transacts only with institutions or banks and third parties that have proven track record
in financial soundness. The management cloes not expect any of these institutions to fail in
meeting their obligations.

The credit risk is concentrated to the following markets:

2016 2015
Trade receivables - outside parties 37.92 % 43.30%
Trade receivables - related parties 61.20 55.69
Others 0.88 1.01
Total 100.00 %o 100.00%

As of Decernber 31, 2016 and 2015, the credit quality per class of financial assets is as follows:

2016

Past due and/or

Neither Past Due nor Impaired Substandard Individually
Grade A Grade B Grade Impaired Total
Cash and cash equivalents £4,298,079,571 P P- - P4,298,079,571

Receivables:

Trade receivables - outside parties  1,731,946,423
Trade receivables - related parties  1,544,421,954

625,271,010  2,357,217,433
2,202,772,937  3,747,194,801

11 11

| I R |

Others 54,060,797 5,815,359 59,876,156
Environmental guarantee fund 1,500,000 - 1,500,000
Total P7,630,008,745 P- P—  P2,833,859,306 P10,463,868,051
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2015

Past due and/or

Neither Past Due nor Impaired Substandard Individuaily
Girade A Grade B (Grade Impaired Total
Cash and cash equivalents P2,639,584,254 P— P- B~ $2,639,584,254

Receivables:

Trade receivables - outside parties 672,601,929 - - 645,747,541 1,318,349,470
Trade receivables - related parties  1,247,088,385 - - 924,381,867  2,171,470,252
Others 18,078,387 - - 5,815,359 23,803,746
Environmental guarantee fund 1,500,000 ~ - - 1,500,000
Total £4,578,852,955 P P-  P1,575,944,707 $6,154,797.,722

Cash and cash equivalents are short-term placements and working cash fund placed, invested or
deposited in foreign and local banks belonging to top ten (10) banks in the Philippines in terms of
resources and profitability. These financial assets are classified as Grade A due to the
counterpartics’ low probability of insolvency. Trade receivables - related parties are apportioned
between Grade A and Past due and/or individually impaired. Environmental guarantee fund is
assessed as Grade A since this is deposited in a reputable bank, which has a low probability of
insolvency.

Grade A accounts are considered to be of high credit rating value and are secured with coal supply
agreements. The counterparties have a very remote likelihood of default and have consistently
exhibited good paying habits.

Grade B accounts are active accounts with minimal instances of payment default, due to collection
issues. These accounts are typically not impaired as the counterparties generally respond to the
Parent Company’s collection efforts and update their payments accordingly., The Parent Company
determines financial assets as impaired when probablhty of recoverablllty is remote evidenced by
the counterparty s financial difficulty.

Substandard grade are accounts which have probability of impairment based on historical trend or
customer’s current unfavorable operating conditions. Accounts under this group show possible
future loss to the Parent Company as a result of default in payment of the counterparty despite of
the regular follow-up actions and extended payment terms.

In the Parent Company’s assessment, there are no financial assets that will fall under this category
due to the following reasons:

¢ Local sales - transactions were entered with reputable and creditworthy companies,
» Export sales - covered by irrevocable letter of credit at sight from a reputable bank acceptable
to the Parent Company

As of December 31, 2016 and 2015, the aging analyses of the Parent Company’s past due and/or
impaired receivables are as follows;

2016
Impaired
Past Due but not Impaired Financial
More than
45 Days and Less 45 Days Assets Total
Receivables:

Trade receivables - outside parties 560,843,757 P28,466,631 P35,960,622 625,271,010
Trade receivables - related parties 785,038,874 1,417,734,063 - 2,202,772,937
Others - - 5,815,359 5,815,359

Total P1,345,882,631  P1,446,200,694 P41,775,981  P2,833,859,306
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2015
Impaired
Past Due but not Impaired Financial
More than
45 Days and Less 45 Days Assets Total
Receivables: ' '
Trade receivables - cutside parties 2484,664,904 P101,335,119 B59,747,518 P645,747,541
Trade receivables - related parties 726,601,181 197,780,686 - 924,381,867
Others - - 5,815,359 5,815,359
Total P1,211,266,085 $299,115,805 P65,562,877 B1,575,944,767
Capital Management

The primary objective of the Parent Company’s capital management strategy is to ensure that it
maintains a strong credit rating and healthy capital ratios in order to support its business and
maximize shareholder value, The Parent Company manages its capital structure and makes
adjustments to it, in light of changes in economic conditions. To maintain or adjust the capital
structure, the Parent Company may adjust the dividend payment to shareholders or issue new
shares,

No changes were made in the objectives, policies and processes from the previous years.
The Parent Company manages its capital using Debt-to-Equity ratio, which is interest-bearing

loans divided by equity. The following table shows the Parent Company’s capital ratios as of
December 31, 2016 and 2015:

2016 2015
Interest-bearing loans B5,618,307,601 26,208,735,392
Total equity 26,048,042,849  20,706,956,378
Debt-to-Equity ratio 21.57% 29.98%

The aggressive expansion and investment sirategies of the Parent Company resulted to higher
Debt-to-Equity ratios in 2016 and 2015. The Debt-to-Equity ratio is carefully matched with the
strength of the parent company financial position, such that when a good opportunity presents
itself, the Parent Company can afford further leverage.

The following table shows the component of the Parent Company’s capital as of
December 31, 2016 and 2015,

2016 2015
Total paid-up capital $7,744,277,411 $£7,744,277,411
Remeasurement losses on pension plan (24,148,959) (32,293,122)
Treasury Shares (387,547,028) -
Retained earnings - unappropriated 10,915,461,425 7,694,972,089
Retained earnings - appropriated 7,800,000,000  5,300,000,000

P26,048,042,849 P20,706,956,378
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29,

Fair Values

Fair Value Information

Cash and cash equivalents, receivables, environmental guarantee fund, investment in sinking fund,
trade payables, accrued expenses and other payables, and short-term loans carrying amounts
approximate fair value. Most of these financial instruments are relatively short-term in nature.

Long-term debt

The carrying values approximated the fair value because of recent and regular repricing of interest
rates (¢.g. monthly, quarterly, semi-annual or annual basis) based on current market conditions.
As of December 31, 2016 and 2015, interest rate ranges from 1.20% to 3.37% and from 1.20% to
2.50%, respectively. :

Fair Value Hierarchy
The Parent Company uses the following hierarchy for determining and disclosing the fair value of

financial instruments by valuation technique;
Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities

Level 2: other techniques for which all inputs which have a significant effect on the recorded
fair value are observable, either directly or indirectly

Level 3: techniques which use inputs which have a significant effect on the recorded fair
value that are not based on observable market data

As of December 31, 2016 and 2015, the Parent Company does not have financial instruments
measured at fair value,

30.

Segment Information

The Parent Company is engaged in surface open cut mining of thermal coal and is managed by the
Chief Operating Decision Maker (CODM) as a single business unit. The CODM monitors the
operating results of the Parént Company for the purpose of making decisions about resource
allocation and performance assessment. The Parent Company performance is evaluated based on
revenue and net income before tax which are measured similarly as in the parent company
financial statements.

Geographic Information
The financial information about the operations of the Parent Company as of December 31, 2016
and 2015 reviewed by the management follows:

2016 2015
Export coal sales P14,337,103,962 B5,919,578,510
Local coal sales 9,819,512,632 10,453,446,340
Revenue B24,156,616,594 P16,373,024,850
Income before income tax B10,056,991,745 £6,716,742,003

Substantially all revenues from external customers are from open cut mining and sales of thermal
coal. Local and export ¢lassification above is based on the location of the customer.
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Customers on the export sales are significantly to China while customers on the local sales are

significantly to SCPC,

The following information presents the operating assets and liabilities of the Parent Company as

of December 31, 2016 and 2015:

2016
Power
Mining Generation Other Total
Segment assets P24,421,446,607 P~ P P24,421,446,607
Investments in subsidiaries - 16,704,750,000 5,000,000 16,709,750,000
' P24,421,446,607 £16,704,750,000 P5,000,000 P41,131,196,607
Segment liabilities P7,858,579,705 f - PR7,858,579,705
Long-term debt 7,278,389,749 — - 7,278,389,749
P15,136,969,454 P P~ R15,136,969,454
Cash flows arising from (used in): ,
Operating activities P9,585,160,183 B~ B- P9,585,160,183
Investing activities (2,167,431,229) (555,375,000} - {2,722,806,229)
Financing activities (5,037,154,086) — —  (5,037,154,086)
Other disclosures '
Capital expenditures £3,134,107,101 B B- P3,134,107,101
Provision for inventory
obsolescence 1,239,090 - - 1,239,090
2015
Power
Mining Generation Other Total
Segment assets P16,906,560,061 p— " P R16,906,560,061
Investments in subsidiaries - - 16,149,375,000 5,000,000 16,154,375,000
: £16,906,560,061 £16,149,375,000 B5,000,000 R33,060,935,061
Segment liabilities B0 248,213,106 - B— B9,248,213,106
Long-term debt 3,215,734,398 — - 3,215,734,398
P12,463,947,504 P— B P12,463,947,504
Cash flows arising from {used in):
Operating activities P4,707,868,837 P B— B4,707,868,837
Investing activities 432,642,002 (840,000,000) - (407,357,998)
Financing activities (3,512,172,761) - - (3,512,172,761)
Other disclosures '
Capital expenditures P1,868,236,854 P~ BP- P1,868,236,854
Provision for inventory
obsolescence 20,902,458 - - 20,802,458

1. Segment assets exclude deferred tax assets amounting to £53.82 million and £109.97 million
in 2016 and 2015, respectively.
2. Capital expenditures consist of additions of property, plant and equipment.

(VS ]

4, Other pertains to SCI and SIPDI.

All noncurrent assets other than financial instruments are located in the Philippines.

VAR
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INDEPENDENT AUDITOR’S REPORT
ON THE SUPPLEMENTARY INFORMATION REQUIRED
UNDER REVENUE REGULATIONS 15-2010

The Board of Directors and Stockholders
Semirara Mining and Power Corporation
2/F DMCI Plaza

2281 Don Chino Roces Avenue

Makati City

We have audited in accordance with Philippine Standards on Auditing, the parent company financial
statements of Semirara Mining and Power Corporation (the Parent Company) as at and for the years
ended December 31, 2016 and 2015, and have issued our report thereon dated February 23, 2017 which
contained an unqualified opinion on those financial statements. Our audits were conducted for the
purpose of forming an opinion on the basic financial statements taken as a whole. The supplementary
information required under Revenue Regulations 15-2010 for the year ended

December 31, 2016 is presented for purposes of filing with the Bureau of Internal Revenue and is not a
required part of the basic financial statements, The information is also not required by Securities
Regulation Code Rule 68, as Amended (2011). Revenue Regulations 15-2010 requires the information to
be presented in the notes to financial statements. Such information is the responsibility of the
management of the Parent Company. The information has been subjected to the auditing procedures
applied in our audit of the basic financial statements. In our opinion, the information is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole.

SYCIP GORRES VELAYOQO & CO.

. . o -
N N Y
il J in B. Valencia

Partner

CPA Certificate No. 90787

SEC Accreditation No. 1229-AR-1 (Group A),
May 12, 2015, valid until May 11, 2018

Tax ldentification No. 162-410-623

BIR Accreditation No. 08-001998-74-2015,
February 27, 20135, valid until February 26, 2018

PTR No. 5908770, January 3, 2017, Makati City

February 23, 2017

MRS

A member firn of Emnst & Young Global Limited



SEMIRARA MINING AND POWER CORPORATION

SUPPLEMENTARY TAX INFORMATION

UNDER REVENUE REGULATIONS 15-2010
FOR THE YEAR ENDED DECEMBER 31, 2016

In compliance with the requirements set forth by Revenue Regulations 15-2010 hereunder are the
information on taxes, duties and licenses fees paid or accrued during the taxable year,

Value added tax (VAT)

The Company is operating under Presidential Decree 972 as amended or otherwise known as Coal
Development Act of 1976. By virtue of the said Act and its Coal Operating Contract with the
Government, the Parent Company, as Coal Operator, was granted the following rights, among others,
under Section 5.2 thereof’

a} Exemption from all taxes (national and local) except Income Tax;
b) Exemption from all payment of tariff duties and compensating taxes on importation of machinery
and equipment, spare parts and materials required for the coal operations;

In view of thereof, its revenue amounting to £24,156.62 million was not subjected to sales taxes, such
as output VAT.

Taxes, licenses and other fees
Taxes, licenses and other fees paid to the Government and its instrumentalities, local and national,

include real estate taxes, licenses, permit fees and payment of share to the national wealth for 2016:

Included in Cost of coal sales:

Real property taxes P2 960,984

Licenses and permit fees 20,703,880
P23,664,864

Included in Operating expenses:

Government royalty fee ' B2,649,979,160

Documentary stamp taxes 18,532,405

Registration, licenses and permit fees 3,315,547

P2,671,827,112

Withholding taxes
Withholding taxes in 2016 consist of:
Amount Payable
Final P137,598,349 £2.470,992
Expanded 52,627,597 4,080,775
Compensation 92,268,899 31,779,582
Total P282,494,845 238,331,349

Tox assessment and cases

The Parent Company received Letters of Authority (LOA) dated May 7, 2014, November 24, 2014
and June 16, 2015 from Bureau of Internal Revenue (BIR) for all internal revenue taxes including
documentary stamp tax (DST) and other taxes for taxable years 2012, 2013 and 2014, respectively.
The BIR issued Preliminary Assessment Notices (PAN) to the Parent Company on February 29, 2016,
January 22, 2016 and May 17, 2016 for the taxable years 2012, 2013 and 2014. On
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February 29, 2016, January 28,2016 and May 16, 2016, the Parent Company paid to the BIR
P58.01 million, B50.99 million and 283.16 million as settlements of its 2012, 2013 and 2014 tax
assessments, respectively.

As of December 31, 2016, the Parent Company did not receive any assessment notice for the taxable
year 2015,

N






