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

Mine Exploration Costs

An impairment review is performed, either individually or at the CGU level, when there are
indicators that the carrying amount of the assets may exceed their recoverable amounts. To the
extent that this occurs, the excess is fully provided against, in the reporting period in which this is
determined. Exploration assets are reassessed on a regular basis and these costs are carried
forward provided that at ieast one of the following conditions is met:

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

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

Provisions

General :

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

Where discounting is used, the increase in the provision due to the passage of time is recognized
as finance cost.

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

Liability for Mine Rehabilitation Cost

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 dismantling and removing structures, rehabilitating mines
and tailings dams, dismantling operating facilities, closure of waste sites, and restoration,
reclamation and re-vegetation of affected areas, The obligation generally arises when the asset is
installed or the ground/environment is disturbed at the production location. When the 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 {s recognized in the
consolidaied statement of comprehensive income under “Finance charges”. Additional
disturbances or changes in rehabilitation costs will be recognized as additions or charges to the
corresponding assets and liability for mine rehabilitation cost, respectively, when they occur.

U ER AR

=



-2 -

The liability is reviewed on an annual basis for changes to obligations or legislation or discount
rates that affect change in cost estimates or life of operations. The cost of the related asset is
adjusted for changes in the liability resulting from changes in the estimated cash flows or discount
rate, and the adjusted cost of the asset is depleted prospectively.

When rehabilitation is conducted progressively over the life of the operation, rather than at the
time of closure, liability is made for the estimated outstanding continuous rehabilitation worlk at
each end of the reporting period and the cost is charged to the consolidated statement of
comprehensive income.

The ultimate cost of mine rehabilitation is uncertain and cost estimates can vary in response {o
many factors including changes to the relevant legal requirements, the emergence of new
restoration techniques or experience. The expected timing of expenditure can also change, for
example in response to changes in ore reserves or production rates. As a result, there could be
significant adjustments to the liability for mine rehabilitation cost, which would affect future
financial results.

Rehabilitation trust funds committed for use in satisfying environmental obligations are included
within “Other noncurrent assets™ in the consolidated statements of financial position. The
rehabilitation fund was deposited on trust accounts with banks and earns interest at the respective
bank rates. This was established to comply with the requirements of the Philippine Mining Act of
1995 and shall be used for physical and social rehabilitation of areas and communities affected by
mining activities and for research on the social, technical and preventive aspects of rehabilitation,

Revenue Recognition

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

Interest Income
Interest income is recognized as it accrues using EIR method,

Other Income
Other income is recognized when earned.

Costs and Expenses

Cost and expenses are decreases in economic benefits during the accounting period in the form of
outflows or decrease of assets or incurrence of liabilities that result in decreases in equity, other
than those relating to distributions to equity participants. Administrative and overhead costs are
generally recognized when the service is used or the expense arises.

Retirement Benefit Obligations

The net defined retirement benefits liability or asset is the aggregate of the present value of the
defined benefit obligation at the end of the reporting period reduced by the fair value of plan asssts
(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 futere contributions to the plan.

The cost of providing benefits under the defined benefit plans is actuarially determined using the
projected unit credit method.
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Defined benefit costs comprise the following:
+ Service cost
+ Net interest on the net defined retirement benefits liability or asset
» Re-measurements of net defined retirement benefits 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 profit or loss. Past service costs are recognized
when plan amendment or curtailment occurs. These amounts are calculated periodically by
independent qualified actuaries.

Net interest on the net defined retirement benefits liability or asset is the change during the period
in the net defined retirement benefits 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 retirement
benefits liability or asset. Net interest on the net defined retirement benefits liability or asset is
recognized as expense or income in profit or loss.

Re-measurements comprising actuarial gains and losses, return on plan assets and any change in
the effect of the asset ceiling (excluding net interest on defined retirement benefits liability) are
recognized immediately in OCI in the period in which they arise. Re-measurements are not
reclassified to profit or loss in subsequent periods. Re-measurements recognized in OCI after the
initial adoption of Revised PAS 19 are not closed to any other equity account.

Plan asscts 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 Group, nor can they be paid directly
to the Group. Fair vatue 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
fiows 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 obligations). If the fair value of the plan assets is higher
than the present value of the defined retirement benefits 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 firture contributions to the plan.

The Group’s right to be reimbursed of some or all of the expenditure required to settle a defined
retirement benefits 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 etitity 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.

IRARRI I




A

ik -

1

-26 -

Share-based Payment Transactions

The officers and employees of the Group receive remuneration in the form of share-based
payments, whereby employees render services as consideration for equity instruments (equity-
settled transactions).

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

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

Where the terms of an equity-settled transaction award are modified, the minimum expense
recognized is the expense as if the terms had not been modified, if the original terms of the award
are met. An additional expense is recognized for any modification that increases the total fair
value of the share-based payment transaction, or is otherwise beneficial to the employee as
measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it vested on the date of cancellation,
and any expense not yet recognized for the award is recognized immediately. However, if a new
award is substituted for the cancelled award, and designated as a replacement award on the date
that it is granted, the cancelled and new awards are treated as if they were a modification of the
original award, as described in the previous paragraph.

Foreign Currency Transactions

Transactions in foreign currencies are recorded using the exchange rate at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are restated using
the closing rate at the reporting date. Foreign exchange differences between rate at transaction
date and rate at settlement date or at each reporting date are credited to or charged against current
operations.

Income Taxes
Current Income Tax

. Current income tax assets and liabilities for the current and prior periods are measured at the

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

Deferred Income Tax

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

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

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

s inrespect of taxable temporary differences associated with investments in foreign subsidiaries
and interests in joint ventures, where the timing of the reversal of the temporary differences

INRLEIEERMERIE R



-27-

can be controlled and it is probable that the temporary differences will not reverse in the
foreseeable future.

Deferred income tax assets are recognized for all deductible temporary differences, carryforward
benefits of unused tax credits and unused net operating loss carryover (NOLCQ) 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 and unused NOLCO can be utilized
except:

*  where the deferred income 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 income nor
taxable income or loss; and

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

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

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

Deferred income tax, relating to items outside the consolidated statement of comprehensive income,
are recognized in correlation to the underlying transaction, either in other comprehensive income or
directly in equity.

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

Segment Reporting

A business segment is a group of assets and operations engaged in providing products or services -
that are subject to risks and returns that are different from those of other business segments. A
geographical segment is engaged in providing products or services within a particular economic
environment that is subject to risks and returns that are different from those of segments operating in
other economic environments. The Group has only one business and geographical segment.

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 the End of the Reporting Period

Events after the end of the reporting period that provide additional information about the Group’s
position at the end of the reporting period (adjusting events) are reflected in the consolidated
financial statements. Events after the end of the reporting period that are not adjusting events are
disclosed in the notes to consolidated financial statements when material.

(V3]

Summary of Significant Accounting Judgments, Estimates and Assumptions

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

Judgments

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. However, uncertainty about these
assumptions and estimates could result in outcomes that require a material adjustment to the
carrying amount of the asset or liability affected in future periods.

Determining Functional Currency

Based on the economic substance of the underlying circumstances relevant to the Group, the
functional currency of the Parent Company and the Subsidiary has been determined to be the
Philippine peso. The Philippine peso is the currency of the primary economic environment in
which the Parent Company and the Subsidiary operate. It is the currency that mainly influences
the revenues and expenses of the Parent Company and the Subsidiary.

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

Classification of Financial Instruments

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

The Group classified its equity investments as AFS, since it were purchased not for the purpose of
selling and repurchasing in the near term. These are held indefinitely and may be sold in response to
liquidity requirements or changes in market conditions. The Group does not intend to dispose the
investiments within twelve (12) months from the reporting date.
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Estimates and Assumptions

The key estimates and assumptions concerning the future and other key sources of estimation
uncertainty as at the reporting date, that have the most significant risk of causing a material
adjustment to the carrying amounts of assets within the next financial year are as follows:

Estimating Allowances for Impairment Losses on Receivables

The provision for impairment losses on receivables is based on the Group’s assessment of the

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

In addition to specific allowance against individually significant loans and receivables, the Group
also makes a collective impairment allowance against exposures whick, although not specifically
identified as requiring a specific allowance, have a greater risk of default than when originally
granted. This collective allowance {s based on any deterioration in the Group’s assessment of the
accounts since their inception.

The Group assessments take into consideration factors such as any deterioration in country risk,
industry, and technological obsclescence, as well as identified structural weaknesses or
deterioration in cash flows. In 2013 and 2012, the Group used specific impairment on its loans
and receivables. The Group did not assess its loans and receivables for collective impairment due
to the few counterparties which can be specifically identified.

As at December 31, 2013 and 2012, the Group has receivables of £12,783,507 and £1,507,699,
respectively, net of allowance for impairment losses of 573,897 as at December 31, 2013 and
2012, respectively. (see Note 5).

Estimating Allowance for Inventory Obsolescence

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

Inventories, at lower of costl or NRYV, amounted to 26,834,212 and 25,741,306 as at
December 31, 2013 and 2012, respectively, net of allowance for inventory obsolescence of
P£48,829,958 and B48,856,467 as at December 31, 2013 and 2012, respectively (see Note 6).

Estimating Impairment of AFS Financial Assets

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

The determination of what is “significant” or “prolonged” requires judgment. In addition, the
Group evaluates other factors, including normal volatility in share price for quoted equities and the
future cash flows and the discount factors for unquoted equities. ‘Significant’ is evaluated against
the original cost of the investment and ‘prolonged’ against the period in which the fair value has
been below its original cost.
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The carrying amounts of AFS financial assets amounted to 27,919,700 and 273,370,000 as at
December 31, 2015 and 2012, respectively (see Note 8). The change in the fair value of AFS
financial assets is recognized in other comprehensive income and is accumulated in the equity
section of the consolidated statements of financial position under “Cumulative changes in fair
values of AFS financial assets”. As at December 31, 2013 and 2012, the cumulative changes in
fair values of AFS financial assets amounted to 239,622,292 and £5,828,008, respectively.

Estimating Impairment Losses on Nonfinancial Receivables, Prepayments and Qther Current and
Other Noncurrent Assels
Assets are reviewed and tested whenever there 15 an indication of impairment and are reassessed at
least each reporting date. Factors such as significant underperformance of an asset relative to
expected historical or projected firture operating results, significant changes in the manner of use
of the acquired assets, or significant negative industry or economic trends are considered by the
Group in assessing whether there is an indication that an asset’s carrying amount may exceed its
recoverable amount. There were no provision for impairment losses recognized in 2013 and 2012,
As at December 31, 2013 and 2012, the Group has nonfinancial receivables, prepayments and
other current assets and other noncurent assets amounting to 119,445 093 and £98,529,839, net
of allowance of 4,391 as of those dates.

Estimating Useful Lives of Property and Equipment

Estimated useful lives of the property and equipment are determined based on the assessment by the
end user and the parameters of usage indicated in the Group®s manual. The Group estimates the
useful lives of property and equipment based on the period over which assets are expecied to be
available for use. The estimated useful lives of property and equipment are reviewed periodically
and are updated if expectations differ from previous estimates due to physical wear and tear,
technical or commercial obsolescence and legal or other limits on the use of the assets. In
addition, the estimation of the useful lives of property and equipment is based on collective
assessment of internal technical evaluation and experience with similar assets. It is possible,
however, that future results of operations could be materially affected by changes in estimates
brought about by changes in factors mentioned above. The amounts and timing of recorded
expenses for any period would be affected by changes in these factors and circumstances.

As at December 31, 2013 and 2012, the net book values of the property and equipment, except Jand
and construction in progress, amounted to P2,608,829,433 and B2,327,856,650, respectively
{see Note 9).

Estimating Impairment of Property ond Equipment

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

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

s Significant changes in the manner of use of the acquired assets or the strategy for overall
business; and

e Significant negative industry or economic trends.
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In determining the present value of estimated future cash flows expected to be generated from the
continued use of the assets, the Group is required to make estimates and assumptions that can
materially affect the consolidated financial statements. These assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss would be recognized whenever evidence exists that the carrying
value is not recoverable. For purposes of assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash fiows.

An impairment foss is recognized and charged to the consoldated statement of comprehensive
income if the recoverable amount is less than the carrying amount. The estimated recoverable
amount of the asset is the higher of an asset’s fair value less costs to sell and value in use. Fair
value less costs to sell is determined as the amount that would be obtained from the sale of the
asset in an arm’s-length transaction less the costs of disposal while value in use is the present
value of estimated future cash flows expected to arise from the continuing use of an asset and from
its disposal at the end of its useful life.

The aggregate net book values of property and equipment amounted to £2,721,146,833 and
P2.450,640,251 as at December 31, 2013 and 2012, respectively, net of allowance for impairment
losses of B143,272,443 (see Note 9). WNo provision for impairment loss was recognized in 2013
2012, and 2011.

Estimating Recoverability of Mine Exploration Costs

Mineral property acquisition costs are capitalized until the viability of the mineral interest is
determined. Exploration, evaluation and pre-feasibility costs are charged to operations until such
time as it has been determined that a property has economically recoverable reserves, in which
case subsequent exploration costs and the costs incurred to develop a property are capitalized.
The Group reviews the catrying values of its mineral property interests whenever events or
changes in circumstances indicate that their carrying values may exceed their estimated net
recoverable amounts. Mine exploration costs amounted to B2,664,201, net of allowance for
impairment loss of 292,028,090 as at December 31, 2013 and 2012 (see Note 10).

Estimating Mineral Reserves and Resources

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

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

As at December 31, 2013 and 2012, mine and mining properties included in property and
equipment account amounted to B2,545,093,465 and B2,277,049,572, respectively (see Note 9).

Lstimating Realizahbility of Deferred Income Tax Assets

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

The Group has recognized deferred income tax assets amounting to 260,042,644 and 64,783,237
{as restated) as at December 31, 2015 and 2012, respectively. No deferred income tax assets were
recognized for temporary differences amounting to 114,734,614 and B111,643,401 as at
December 31, 2013 and 2012, respectively, since management believes that there is no assurance
that the Group will generate sufficient taxable income to allow all or part of its deferred income
tax assets to be utilized (see Note 17).

Estimating Provision for Mine Rehabilitation and Decommissioning

The ultimate cost of mine rehabilitation and decommissioning is uncertain and cost estimates can
vary in response to many factors including changes to the relevant legal requirements, the
emergence of new restoration techniques or experience. The expected timing of expenditure can
also change, for example in response to changes in ore reserves or production rates. As a result,
there could be significant adjustments to the provision for mine rehabilitation and
decommissioning, which would affect future financial results.

The provision for mine rehabilitation and decommissioning costs is based on estimated future
costs using information available at the reporting date. To the extent the actual costs differ from
these estimates, adjustments will be recorded and the parent company statement of comprehensive
income may be impacted. As at December 31, 2013 and 2012, the Parent Company is in the
process of evaluating, as such, no provision for mine rehabilitation and decommissioning was
recorded (see Note 15).

Determining Retirement Benefit Obligation

The determination of the Group’s obligation and cost for retirement and other retirement benefits
is dependent on the selection of certain assumptions used by actuaries in calculating such amounts.
These assumptions are described in Note 16 to the consolidated financial statements.

Retirement benefit obligation amounted to 13,131,936 and B15,600,573 (as restated) as at
December 31, 2013 and 2012. respectively (see Noie 16).

Lstimating Foir Values of Financial Assets and Liabilities

PFRS requires that certain financial assets and liabilities be carried at fair value, which requires
the use of accounting judgment and estimates. While significant components of fair value
measurement are determined using verifiable objective evidence (e.g. foreign exchange rates,
interest rates, volatility rates), the timing and amount of changes in fair value would differ with the
valuation methodology used. Any change in the fair vaiue of these financial assets and liabilities
would directly affect the consolidated statement of comprehensive income.
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Estimating Contingencies

The Group evaluates legal and administrative proceedings to which it is involved based on
analysis of potential results. Management and its legal counsels do not believe that any current
proceedings will have material adverse effects on its financial position and results of operations.
It is possible, however, that future results of operations could be materially affected by changes in
the estimates or in the effectiveness of strategies relating to these proceedings (see Note 21).

Cash and Cash Equivalents

2013 2012

Cash on hand £110,000 £110,000
Cash with banks 6,461,015 12,440,422
Short-term deposits - 134,506,214

P6,571,015 P147,056.636

Cash with banks earn interest at the respective bank deposit rates. Short-term deposits, are made
for varying periods up to three (3) months or less depending on the immediate cash requirements
of the Group.

Interest income amounted to B713,863, P3,995,144 and 12,420,870 in 2013, 2012 and 2011,
respectively.

The Parent has US dollar (US$)-denominated cash with banks amounting to US$3,815 and
US$4,550 as at December 31, 2013 and 2012, respectively.

Receivables
. 2013 2012
Stock options receivable (Note 20) £9,940,000 B568,000
Nontrade 3,298,080 1,143,374
Advances to officers and employees 119,324 370,222
13,357,404 2,081,596
Less allowance for impairment losses 573,897 573,897
$12,783,507 P1,507.699

Stock options receivables are noninterest bearing receivables from employees in respect of stock
options exercise under a share-based plan (see Note 20).

Nontrade receivables comprise mainly of receivables from contractors and suppliers while
advances to officers pertain to cash advances made by employees for the operations of the Group.

Nontrade and stock options receivables are noninterest bearing and are generally collectible on
demand. Advances to officers and employees are generally subject to liquidation.

Based on the assessment done by the management, the Group recognized an aliowance for
specifically identified accounts amounting to B573,897 as at December 31, 2013 and 2012.
Receivables which were not individually significant and individually significant receivables for
which no specific impairment were recognized were assessed and subjected to collective assessment.
Based on assessment done, the Group has not recognized any provision for receivables which were
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assessed collectively. Allowance for impairment losses on nontrade receivables and advances to
officers and employees amounted to 569,506 and P4,391, respectively, for both years.

The following table shows the aging of receivables that are past due as at December 31, 2013 and
2012 but are not considered impaired:

Past due but not impaired
L.ess than 30 to 60 61 to %0 Over 90

2013 Total 30 days days days days
Nontrade $2,728,574 P970,756¢ £1,749,318 P 8,500

Advances to officers and
employees 114,933 114,933 - - -
$2,843,507 P1,085,689 P1,749,318 P £8,500

Past due but not impaired
Less than 3010 60 61 to 90 Over 90

2012 Total 30 days days days days
Nontrade P573,868 R192,609 P— P381.259 B-

Advances to officers and
employees 365.831 219,153 101.313 4.400 40,963
R939.699 B411.764 £101.313 P385.659 B40.963

Inventories

2013 2012
At NRV:

Mill materials, hardware and other supplies P7,228,936 P6,174,950

At cost:
Machinery and automotive parts 19,375,804 15,408,423
Fuel. oil and lubricants 229,472 157,933
19,605,276 19,566,356

P26,834,212 PB25,741.306

Cost of mill materials, hardware and other supplies amounted to 52,181,243 and B55,031,417 as at
December 31, 2013 and 2012, respectively.

Movements in allowance for inventory obsolescence in 2013 and 2012 are as foliows:

2013 2012
Balances at beginning of year P48,856,467 P49,111,896
Reversal - (26,509) (255,429)
Balances at end of year P48,829,958 P48.856.467

There were no inventories charged to expenses as at December 31, 2013 and 2012.

LR T



7. Prepayments and Other Current Assets

2013 2012
Prepaid rovalties £4,461,899 P4,376,619 :
Input VAT 92,269,583 74,083,148 '
Miscellaneous deposits 361,565 283,860

297,093,047 78,743,627

Prepaid royalties are advance payments to landowners while miscellaneous deposits are advance
payments made to suppliers of services. Input VAT represents VAT paid on purchases of goods
and services which can be recovered as tax credit against future tax liability of the Parent
Company upon approval by the Philippine Bureau of Internal Revenue (BIR).

In June 2012, the Company applied for tax refund on input VAT amounting to #55,171,276 which
covered input taxes incurred in 2011 and 2010.

8. AFS Financial Assets

2013 2012
Quoted instruments £20,419,700 65,870,000
Unquoted instruments 7,500,000 7,500,000 .

£27,919,700 B73.,370,000

Quoted AFS financial assets pertain to investment on common shares of various local public
companies. The fair value on the quoted instrument is based on the exit market price as at
December 31, 2013 and 2012, respectively.

Unquoted AFS financial assets pertains to investment in private company, have no fixed maturity
date or coupon rate and are carried at cost since fair values of these investments cannot be reliably

determined as they have no available bid price.

As at December 31, 2013, the Group has no intention to dispose its quoted and unquoted equity
shares within next year.

Movement of AFS financial assets are as follows:

2013 2012
Balance at beginning of year £73,370,000 £109,598,500
Change in fair value of AFS financial assets (45,450,300) (36,228,3500)
Balance at end of year $27,919,700 £73,370,000
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9. Property and Equipment
2013
Furniture,
Mine and Machinery Building Office
Mining and and and Qther Construction
Propertics Equipment Improvements Equipment Land In-progress Total
Cost:
Balances at beginning of year £3,342,373,394 P796,397,856 PI108,582,418 P06,740,782 7,270,713 P115,512,888 P4,466,878,551
Additions 268,043,893 1,373,643 — 8,959,372 - 11,194,940 289,571,848
Transfers — 19,399,963 1,937,984 323,194 — (21,661,141} - —
Balances atend of year 3,610,417,787 817,171,462 110,520,402 106,023,348 7,270,713 105,046,687 4,756,450,399
Accumulated depreciation, and amortization:
Balances at beginning of year 1,065,324,322 651,834,375 77,776,513 78,030,147 - - 1,872,965,857
Depreciation (sec Note 14 - 9,227,173 3,010,653 6,827,440 - - 19,065,266
Balances at end of year 1,065,324,322 661,062,048 80,787,166 84,857,587 - — 1,892,031,123
Allowance {or impairment losses - 125,501,962 17,706,056 64,425 — — 143,272,443
Net book values £2,545,093,465 B30,607,452 £12,027,180 B21,101,336 P7,270,713 £105,046,687 P2,721,146,833
2012
Furniture,
Mine and Machinery Building Office
Mining and and and Other Construction
Properties Equipment Improvementis Equipment Land In-progress Total
Cost:
Balances at beginning of vear R3.010,889,213 B794,331,631 £104.494,501 P85.648,531 $£7,270,713 P18,0648,571 P4,041,283,165
Additions 331,484,676 2,066,225 4,087,917 11,092,251 - 76,864,317 425,595,386
Balances at end of year 3.342,373.8%4 796,397,856 108,582,418 96,740,732 7,270,713 115,512,888 4,466,878.551
Accumulated depreciation, and amortization:
Balances at beginning of year 1,065.324,322 645,504,591 74.585.715 73.611.450 - - 1,855,026,078
Depreciation — 6,330,284 3,190,798 4418697 - — 13,939,779
Balances af end of year 1,065,324 322 651,834,875 77,776,513 78,030,147 —~ - 1,872,965,857
Allgwance for impairment losses - 125,501,962 17,706,056 64,425 — - 143,272,443
Net book values £2,277,049,572 £19,061,019 13,099,849 P18,646,210 P7,270,713 115,512,888 £2.450,640,251

Total depreciation of property and equipment and certain idle assets charged to operations amounted to £4,244,955, P4,219,646 and 4,252,849 in 2013,
2012 and 2011, respectively (see Note 14). Depreciation amounting to 14,820,311, 9,720,133 and P6,794,949 were capitalized in 2013, 2012 and

2011, respectively, as part of mine and mining properties.
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10. Mine Exploration Cost

Mine exploration costs amounted to 22,664,201, net of allowance for impairment losses
amounting to £92,028,090 as at December 31, 2013 and 2012. No movement was recognized in
the account in 2013 and 2012.

11,

Other Noncurrent Assets

2013 2012
Mine rehabilitation funds £5,374,195 25,530,900
Miscellaneous deposits : . 1,682,066 1,682,066
Advances to landowners 1,508,341 1,568,141
Idle and other assets, net of accumulated
amortization of 832,413,431 and allowance
for impairment losses of 7,640,740, as at
December 31, 2013 and 2012 326,117 326,117
£3,890,719 £9,107.224

On November 13, 1998, the Parent Company entered into a separate Memorandum of Agreement
with the Office of Municipal Mayor and Sangguniang Bayan of Placer, Surigao del Norte, DENR
and Mines and Geosciences Bureau (MGB). Under the agreement, the Parent Company is
mandated to establish and maintain a Monitoring Trust Fund and MRF amounting to B5,150,000.
The funds are to be used for physical and social rehabilitation, reforestation and restoration of
areas and communities affected by mining activities, for poliution control, slope stabilization and
integrated community development. The environmental fund to be maintained by the Group in a
mutually acceptable bank is subject to annual review of the MRF committee. The funds earn
interest based on the prevailing market rate.

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

12. Accounts Payable and Accrued Expenses

2013 2012
Accounts payable £329,337,094 P168,482,508
Due to related parties (see Note 13) 35,585,717 33,933,710
Accrued expenses 19,285,628 19,369,034
Unclaimed dividends - 573,007 ‘ 573,097
Other liabilities : 2,467,385 7,672,015

P387,248,921 £230,030,364

Terms and conditions of the aforementioned liabilities are as follows:

s  Accounts payable includes local purchases of equipment, inventories and various parts.
Normally settled on thirty (30) days’ terms.
* Due to related parties, consist of short-term borrowings from related parties. Normally settled
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s Accrued payroll are normally payable within five (3) - ten (10) days.

s Other liabilities are noninterest bearing and have an average term of one (1) - three (3)
months.

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

. Related Party Disclosures

Related party relationships exist when one party has the ability to control, directly or indirectly
through one or more intermediaries, the other party or exercise significant influence over the other
party in making financial and operating decisions. Such relationships also exist between and/or
among entities which are under common control with the reporting enterprise, or between and/or
among the reporting enterprise and their key management personnel, directors, or its stockholders.

Intercompany transactions are eliminated in the consolidated financial statements. The Group’s
related party transactiens, which are under terms that are no less favorable than those arranged
with third parties, are as follows:

2013
Amount/ Cutstanding
Volume Balance Terms Conditions
Payables
On demand; non-interest  Unsecured, no
KCGRY; Subsidiary P82.883 P875,887 bearing impairment
2012
Amount/ Outstanding
Volume Balance Terms Conditions
Pavables
(On demand; non-interest Unsecured, no
KCGRI: Subsidiary P66.409 P703.004 bearing impairment

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

The consolidated statements of financial position include the foliowing liabilities resulting from
the above transactions with related parties:

2013

Amount/ Outstanding
Yolume Balance Terms Conditions

Amounnts owed 1o related parties

On demand; non-interest  Unsecured, no
LCMC; Under common control $£1,160.479 1,730,577 bearing guarantee
On demand; non-interest  Unsecured, no
DDCY; Under common control 533,178,203 35,585,717 bearing guarantee

£37.316,294
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2012

Amount/ Outstanding
Volume Balanes Terms Conditions

Amounts awed to related pariies

On demand; non Unsecured, no
LCMC; Parent Company (#1,393,993) B570,098 interest-bearing impairment
On demand; non Unsecured, no
DDCP; Uneler common controf 23,537,833 33,933,710 interest-bearing impairment

B34,503,808

» [.CMC, holds a 19.60% equity interest in the Parent Company. It provided cash advances
and paid expenses on behalf of the Parent Company.

Total compensation of the Group’s key management personnel in 2013, 2012 and 2011, which
pertains to short-term benefits, amounted to 2,446,950, B2,432,450 and P468,950, respectively.
There were no post-employments benefits for the Group’s key management personnel in 2013,

2012 and 2011.

14. Administration and Overhead Costs

2012 2011
2013 (As restated) (As restated)
Depreciation (see Note 9) P4,244,955 £4,219.646 R4.252 849
Salaries, allowances and
other benefits 2,043,944 1,903,911 1,411,711
Retirement benefits cost
{see Note 16) 1,389,675 1,049,011 872,091
Listing fees 1,228,158 1,202,576 463,524
Outside services 747,566 270,383 589,656
Representation and entertainment 467,958 572,759 103,050
Membership fees and dues 454,000 542,000 638,000
Transportation and travel 441,402 386,904 453,702
‘Maintenance supplies 326,143 163,366 148,895
Communication, postage :
and telephone 203,668 299,258 106,147
Insurance 78,486 69,666 -
Supplies 68,635 250,372 -
Annual stockholders’ expenses 52,760 400,486 238,880
Medical reimbursements 47,262 194,791 208,258
Taxes and licenses 46,304 31,654 62,192
Provision for inventory
obsolescence - - 7,591,885
Other charges 982,196 604,165 833,799
P12,823,112 £11,961,148 P17,974,639
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15.

Provision for Mine Rehabilitation and Decommissioning

Department of Environment and Natural Resources (DENR) Administrative Order (DAQ) No.
2007-26, which was published in the Philippine Star on August 9, 2007 and took effect 15 days
thereafter, was released by the DENR, amending Section 2 of DAO 2005-7 and requires
Contractors with approved Environmental Protection and Enhancement Programs to submit the
Final Mine Rehabilitation and Decommissioning Plan (FMR/DP) for review by the MRF
Committee and approval by the Contingent Liability and Rehabilitation Fund Steering Committee
before December 31, 2007.

As at December 31, 2013, the Group is still in the process of evaluating the timing and amount of
estimated cash flows relating to the mine rehabilitation and decommissioning costs. Once the
Group has been able to complete and submit to MGB its FMR/DP, it will provide the necessary
accrual for mine rehabilitation and decommissioning.

16.

Retirement Benefit Obligation

The Parent Company has an unfunded defined retirement benefit plan covering substantially all
regular employees. Benefits are dependent on the years of service and the respective employee’s
compensation. The defined unfunded retirement benefit plan obligation is determined using the
projected unit credit method. There was no planned termination, curtailment or settlement in
2013, 2012 and 2011.

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

2013 2012 2011

Current service costs (see Note 14) £1,389,675 P1,049.011 »g72,001
Interest costs 873,632 986.682 1,184,742
$2,263,307 P2.035.693 P2,056.833

Changes in the present value of the unfunded retirement benefit obligation are determined as
follows:

2013 2012 2011
Balances at beginning of year P15,600,573 R15416,912 P14,104,071
Interest costs 873,632 986,682 1,184,742
Current service cost 1,389,675 1,649,011 872,091
Benefits paid - - (743.,992)
Re-measurement of actuarial loss
(gains) (4.731.944) (1,852,032) -

Balances al end of year

B13,131,936

P15,600.573

B15.416,912
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The principal assumptions used in determining retirement benefit plan obligations are as follows:

2013 2012 2011
Discount rate 4.70% 5.60% 6.40%
Salary increase rate - 5.00% 10.00% 10.00%
Expected remaining working lives :
of employees 0 years 8 years 9 years

The sensitivity analysis below has been determined based on reasonably possible changes of each.
significant assumption on the defined retirement benefits liability as at the end of the reporting
period, assuming all other assumptions were held constant

Inerease
{decrease) 2013
Discount rates +0.50% (R416,040)
-0.50% © 441,165
Salary increase rate +0.50% P386,187
-0.50% (368,382)

Retirement costs for 2012 and 2011 are restated under Revised PAS 19 and do not correspend to
the figures in 2012 and 2011 consolidated financial statements,

Shown below is the maturity analysis of the undiscounted beneﬁt paymetts as at
December 31, 2013:

Less than one (1) year P3.319,516
More than one (1) year to five (5) years 4,631,513
More than five (5) years to ten (10) years 12,155,570

17. Income Taxes

A reconciliation of income tax applicable to income loss before income tax at the statutory income

tax rates to (benefit from) or provision for income tax shown in the consolidated statements of
comprehensive income follows:

2012 2011
2013 (As restated) (As restated)
Income tax at statutory tax rates (B3,894,804) (P2,685,8060) P661,377
Additions to (reductions in) ‘
income tax resulting from: o
Expired NOLCO . 2,449,159 1,983,664 -
Change in unrecognized
deferred income taxes 980,872 1,170,736 330,698
Interest income subjected to
final tax (214,159) (1,198,543) (3,726,261)
Nondeductible expenses - -111,828 30,915
Dividend exempt from income tax - ' - (105)
Others — 336,897 -
(£678,992) (B281,224) [(P2,703,376)
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The components of the net deferred tax liability as at December 31 are as follows:

2012
2013 (As restated)

Deferred tax assets:
Allowance for:
Impairment losses on property and

equipment and idle assets P45,273,955 B45,275,955
Inventory obsolescence 14,656,940 14,656,940
Impairment losses on receivables 172,169 172,169
Retirement benefit obligation 3,939,581 4,680,173
64,042,645 64,783,237
Deferred tax liability:

Excess of allowable depletion over
depletion per books 129,865,526 129,865,526
Deferred liability - net P65,822.880 P65,082,289

Deferred tax liability is mainly provided on taxable temporary differences arising on the difference

between allowed depletion under Presidential Decree 1353 and normal depletion.

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

2013 2012
Balances at beginning of year P19.436,950 P15,534,498
Additions 11,433,436 10,514.667
Expirations (8,163,862) (6,612,215)
Balances at end of year £22,706,524 R19,436.950

As at December 31, 2013, the Group has NOLCO that can be claimed as deduction from future
taxable income as follows:

Year Incurred Year of Expiry Amount Tax Effect
2009 2014 P189,356 B36.807
2010 2015 71.275 21,383
2011 2016 78.361 23,508
2012 2017 ‘ 73,775 22,133
2013 2018 85.681 25.704
2011 2014 419.429 125,829
2012 2015 10.440.892 T 3.132.268
2013 2016 11.347.755 3.512.5321

£22.706.524 P6.919.953

As at December 31, 2013 and 2012, the Group has an excess MCIT that can be claimed as tax credit
amounting to P178,361. The excess MCIT will expire in 2014.
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No deferred income tax assets were recognized for the following temporary differences since
management expects that it is not probable that sufficient taxable income will be available to allow
all or part of these deferred income tax assets to be utilized.

2013 2012

Allowance for impairment losses on mine
exploration costs $92,028,090 B52,028,090
NOLCO 22,706,524 19,436,950
MCIT 178,361 178,361

P114,912,975 B111,643,401

18. Capital Stock

On August 2, 2006, the Parent Company’s BOD approved the offer 0f 35,811,045,334 Class “A”
shares and 23,857,061,734 Class “B” shares, or one (1) share for every two (2) shares held by
shareholders as of August 30, 2006 at the offer price of B0.015 per share to support the increase in
the authorized capital stock from B1.2 billion to 1.8 billion.

On November 10, 2009, the Parent Company’s BOD approved the offer of 13,429,141,954 “A”
shares and 8,946,398,197 “B” shares, or 1 share for every 8 shares held by shareholders as of
March 10, 2010 at the offer price of B0.015 per share to support the increase in the parent
company’s authorized capital stock from £1.8 billion to 2.6 billion. The offer was approved and
confirmed by the SEC as an exempt transaction on March 4, 2010.

The offer period was from April 7, 2010 to April 14, 2010. Asat April 14, 2010, all shares of
stock offered were fully subscribed and/or issued.

The BOD approved the grant of the 8th Stock Option Awards (Awards) to selecied directors,
officers and employees of the Parent Company and of its subsidiary, covering 1.6 billion common
shares consisting of 960 million Class “A” shares and 640 million Class “B” shares. The option is
exercisable within five (5) years, to the extent of 20% of the Awards every year, from the SEC
approval of the Awards. The SEC approved the awards on July 9, 2010. The Awards constitutes
0.8%, more or less, of the outstanding capital stock of the Parent Company (see Note 20).

On June 8, 2010, the SEC approved the increase in authorized capital stock to 260 billion shares at
par value of 0.01 per share divided info 156 billion Class “A” shares and 104 billion Class “B”
shares.
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Cnly Philippine nationals are qualified to acquire, own or hold Class “A” common shares of stock of
the Parent Company. The total number of Class “B™ comumon shares of stock subscribed, issued or
outstanding at any given time shall in no case exceed two-thirds (2/3} of the number of Class “A”
common shares of stock or forty percent (40%) of the ageregate number of Class “A™ and Class “B”

common shares of stock then subscribed, issued or outstanding. Each common share entitles the
kolder to one (1) vote, enjoys full dividend and pre-emptive rights.

2013 2012
No. of shares Amount No. of shares Amount
Issued and cutstanding
Class “A*> 121,309,336,313 P1,213,093,363  121.203,736,313 B1,212,037.363
Class “B™ 80,811,779,944 808,117,799 80,741.,379,944 807.413.799
202,121,116,257 2,021,211,162  201.945.116,257 2,019.451.162
Subscribed
Class “A” 320,941,644 3,209,417 44,269,466 442,695
Class “B” 217,803,455 2,178,035 29,512,978 295.130
538,745,099 5,387,452 73,782,444 737.825
Total shares issued and
subscribed 202,659,861,356 2,026,598,614 202,018,898.701 2.020,188.987
Less subseriptions
receivable 366,405 366,405

202,659,861,356  $£2,026,232,209  202.018.898.701 R2.019.822.582

As at December 31, 2013 and 2012, authorized capital stock of the Subsidiary includes 200
convertible preferred shares with par value of 15,000 each. The convertible preferred shares are
non-voting, non-cumulative, and shall be convertible to common shares at the option of the
shareholder subscribing to the convertible preferred shares under terms and conditions as may be
agreed upon between the Subsidiary and the Subsidiary’s shareholders.

In April 2010, the Parent Company offered to its shareholders as of record date of

March 10, 2010, the right to subscribe to one (1) share for every eight (8) shares held covering
22,375,540,151 common shares consisting of 13,429,141,954 Class “A” shares and 8,946,398,197
Class “B” shares.

The offer period was from April 7, 2010 to April 14, 2010. As at April 14, 2010, all shares of
stocks offered were fully subscribed and/or issued.

As at December 31, 2013, 2012 and 2011, the Parent Company has 3.800, 3,950 and 3.950
stockholders, respectively.

19,

Earnings (Loss) Per Share

Basic earnings per common share based on net income were computed as follows: Basic earnings
per share is calculated by dividing the profit attributable to equity holders of the parent company by
the weighted average number of common shares in issue during the peried, excluding any ordinary
shares purchased by the parent company and held as treasury shares.
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In computing for the diluted earnings per share, the parent company considered the effect of its |
potentially dilutive stock options outstanding as at December 31, 2013 and 2012. There were no L
outstanding stock options as of December 31, 2013 and 2012.

2012 2012
2013 (As restated) {As restated)

Net income (loss) attributable to

equity holders of the parent

company (B12,299,604) . (B8,667,783) B4,913,241
Weighted average number of

common shares for basic

earnings {loss) per share 201,121,116,257 201,982,489 201,699,861
Adjusted weighted average number

of common shares for diluted

garnings per share (11,599,013) (8,667,783) 4,913,241
Basic earnings (loss) per share (R0.00006) _(R0.00004) (®0.00002)
Diluted earnings (loss) per share (R0.00006) (R0.0004) (20.00002)

The Parent Company considered the effect of its potentially dilutive stock options outstanding as at
December 31, 2011. The assumed exercise of these stock options would have resulted in additional
960,000,000 shares in 2011 (see Note 20).

20.

Share-based Plan

Under the share-based plan, the Parent Company’s officers and employees and those of its
subsidiary may be granted options to purchase shares of stock of the Parent Company. The
aggregate number of shares to be granted under the plan should not exceed five percent (5%) of the
total number of shares of the Parent Company’s outstanding capital stock.

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

On November 10, 2009, the BOD approved the grant of the §th Stock Option Awards (Awards) to
selected employees, directors and officers of the Group in accordance with the board-approved
Revised Stock Option Plan (“RSOP”). The Awards cover a total of 1,600,000,000 common shares
consisting of 960,000,000 class “A” and 640,000,000 class “B” shares from the Parent Company’s
unissued capital stock, exercisable at the price of 20.02 per share, within 5 years from the date of
SEC approval of the same. The option price of B0.02 per share was computed based on a new -
formuta in the RSOP, that is, “the amount equivalent to 80% of the average closing price of the stock
for the ten (10) trading days immediately preceding the date of the approval of the Grant by the BOD .
as determined from quotations in the PSE.

The SEC approved the Awards and the RSOP on July 9, 2010; the pertinent listing application was b
approved by the PSE on October 20, 2010.
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The following tabie illustrates the number of and movement in stock options:

2013 2012
Class A Class B Class A Class B
Qutstanding at beginning of year 501,000,000 334,000,000 576,000,000 384,000,000
Exercised during the vear (309,000,000) (206,000,000 (75.000.000) (50.000.000)
Qutstanding at end of year 192,000,000 128,000,000 501.000.000 334,000,000

21.

Commitments and Contingent Liabilities

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

Pursuant to the agreement, the Parent Company sold to Philex a total of 125,000 shares of stock
of KCGRI, representing a 5% interest in KCGRI, for a consideration of US$25 million. Philex
shalil earn an additional 55% interest in KCGRI by sole-funding all pre-development expenses
including a final feasibility study for the Project.

s  The Parent Company is either a defendant or co-defendant in certain civil and administrative
cases which are now pending before the courts and other governmental bodies. In the opinion of
management and the parent company’s legal counsel, any adverse decision on these cases would
not materially affect the consolidated financial position and results of operations as at and for the
years ended December 31, 2013, 2012 and 2011,

22.

Financial Risk Management Objectives and Policies

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

Credit Risk

Credit risk represents the Joss that the Group would incur if a counterparty failed to perform its
contractual obligations. The Group trades only with recognized and creditworthy third parties. It
is the Group’s policy that all credit is subject to credit verification procedures. In addition,
receivable balances are monitored on an ongoing basis.

The credit risk arising from these financial assets arises from default of the counterparty, with
maximum exposure equal to the carrying amount of these instruments. The Group’s gross
maximuim exposure to credit risk is equivalent to the carrying values since there are no collateral
agreements for these financial assets.
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The table below shows the gross maximum exposure to credit risk without consideration to
collateral or other credit enhancements for the components of the consolidated statements of

financial position as at December 31, 2013 and 2012.

2013 2012

Cash with banks and cash equivalents P6,461,015 P145,901,666

Nontrade receivables 2,724,184 573,868
AFS financial assets

Quoted 20,419,700 65,870,000

Unguoted 7,500,000 7,500,000

Total credit risk exposure £37,104,899 £219,845,534

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

2013 and 2012;

Neither past

Past due but not impaired

due nor Less 30 to 60 61 to 90
2013 impaired  than 30 days days days Over 90 days Total
Cash with banks B6,461,015 p E= P f= 26,461,015
Cash equivalents - - - - -
Nontrade reccivables 2,724,184 - - - 2,724,184
Miscellaneous deposits 361,565 - - - 1,682,066 2,043,631
AFS financial assets 27,919,700 — - — = 27,915,700
P37,466:464 B F P P1,682,066 $39,148,530
Neither past Past due but aot impaired
due nor Less 3010 60 61 to 90
2012 impaired than 30 days days days Over 90 days Total
Cash with banks P11,395452 B B- B- B P11,395,452
{ash equivalents 134,506,214 - - - - 134,506,214
Nonirade receivables - 191,135 - 378,342 ’ 369,477
Miscellaneous deposits 283,861 - - - 1,682,066 1,965,927
AFS financial assets 73,570,000 - - - - 73.370.000
B210,555,527 BID1,135 P B378,342 P1.682.066 B221,807,070

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

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

insolvency.

e Quoted and unquoted equity instfuments are assessed as high grade since it can be traded and
are from companies with good financial capacity. The unquoted equity instruments are from

one of the reputable hotels in the country.

There are no significant concentrations of credit risk within the Group.

Market Risk

Market risk is the risk of loss to future earnings, to fair values or to future cash flows that may
result from changes in the price of a financial instrument. The value of a financial instrument may
change as a result of changes in interest rates, foreign currency exchanges rates, commodity
prices, equity prices and other market changes. The Group’s market risk originates from its
holdings of equity instruments as well as foreign currency-denominated financial instruments.
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Foreign Currency Risk

Foreign exchange risk is the risk to earnings or capital arising from changes in foreign exchange
rates. The Group takes on exposure to effects of fluctuations in the prevailing foreign currency
exchange rates on its consolidated financial statements and consolidated statements of cash flows.
The Group follows a policy to manage its currency risk by closely monitoring its cash flow
position and by providing forecast on all other exposures in non-Philippine peso currencies.

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

The following table sets forth the Group’s foreign currency-denominated monetary assets as at
December 31, 2013 and 2012:

2013 2012
United States Peso United States Peso
Dollar Equivalent Dollar Equivalent
Cash $5,570 $273,341 $4.550 B186,778

The exchange rate of the Philippine peso to the US dollar is B44.40 and $41.05 as at
December 31, 2013 and 2012,

Based on the historical movement of the US Dollar and the Philippine peso, management believes
that the estimated reasonably possible change in the next twelve (12) months would be a
strengthening of £0.66 and B0.72 and weakening of 20,70 and 20.42 for 2013 and 2012 against
the USS$. Sensitivity of the Company’s 2013 and 2012, respectively, pre-tax income to foreign
currency risks are as follows:

* An increase of R3.899 in the pre-tax income if peso weakens by P0.70. A decrease of
B3.676 in the pre-tax income if the peso strengthens by P0.66 against the USS.

+ Anincrease of 1,911 in the pre-tax income if peso weakens by B0.42, A decrease of
P3,276 in the pre-tax income if the peso strengthens by R0.72 against the USS.

There is no other impact on the Company’s equity other than those already affecting the profit or
loss.

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

There is no other impact on the Group’s equity other than those already affecting the consolidated
profit or loss.

Eguity Price Risk

Equity price risk is the risk that the fair values of equity securities will fluctuate because of
changes in the level of indices and the value of individual stocks. The Group is exposed to equity
securities price risk because of investments held by the Group, which are classified in the
consolidated statements of financial position as AFS investments. The Group’s exposure to eguity
price risk relates primarily to its AFS investment in LCMC.

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

Based on the historical movement of the stock exchange index, management’s assessment of
reasonable possible change was determined to be an increase (decrease) of 4.61% and 2.56% in
2013 and 2012 resulting to a possible effect in the equity of increase (decrease) of 21,287,098 and
2,215,174 in 2013 and 2012, respectively.

Liquidity Risk

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

The Group’s objective is to maintain a balance between continuity of funding and flexibility
through the use of advances from related parties. The Group considers its available funds and its
liquidity in managing its long-term financial requirements. For its short-term funding, the Group’s
policy is to ensure that there are sufficient capital inflows to match repayments of short-term debt.

As part of its liquidity risk management, the Group regularly evaluates its projected and actual
cash flows. It also continuously assesses conditions in the financial markets for opportunities to
pursue fund raising activities, in case any requirements arise. Fund raising activities may include
bank loans and capital market issues. Accordingly, its loan maturity profile is regularly reviewed
to ensure availability of funding through an adequate amount of credit facilities with financial
institutions. Also, the Group only places funds in money markets which are exceeding the
Group’s requirements. Placements are strictly made based on cash planning assumptions and
covers only a short period of time. '

The tables below summarize the aging analysis of the Group’s financial assets as at
December 31, 2013 and 2012 that are used to manage the liquidity risk of the Group:

On Less than
2013 demand 3 months Total
Cash on hand and with banks P6,571,015 P 26,571,015
Short-term deposits - - -
Nontrade receivables 2,724,184 - 3,298,081
AFS financial asset 27,919,700 — 27,919,700
Total P37,214,89% B $37,214,899

‘ On Less than
2012 demand 3 months Total
Cash on hand and with banks P12,440,422 B12,440,422
Cash equivalents - 134,506,214 134,506,214
Nontrade receivables 573,868 - 573,868
AFS financial asset 73,370,000 — 73,370,000
Total P86,384,290 P134,506,214 £220,890,504

IR ETHARTRIA




~1

S

-50-

The tables below summarize the maturity profile of the Group’s financial liabilities as at
December 31, 2013 and 2012 based on contractual undiscounted payments.

On Less than
2013 demand 3 months Total
Accounts payable and accrued
expenses+ P384,2086,438 P £384,208,438
Nontrade payvables 573,096 - 573,096
Total P384,781,534 P £384,781,534
*Excluding governmen! pavables
On Less than
2012 demand 3 months Total
Accounts payable and acerued
expenses* PB205,750,149 22,576,040 R228,326.189
Nontrade payables ~ 570,098 570,098
Total R205,750,149 #23.146,138 P228.896,287

*Exeluding governmem pavables
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Fair Values
The following methods and assumptions were used to estimate the fair value of each class of
financial instruments for which it is practicable toc estimate such value:

Cash and Cash Eguivalents, Nontrade Receivables, Accounts Payable and Accrued Expenses and
Nontrade Payables

The carrying amounts of cash and cash equivalents, nontrade receivables, accounts payable and

accrued expenses and nontrade payables, which are all subject to normal trade credit terms and are

short-term in nature, approximate their fair values.

AFS Financial Assets

Fair values of investments are estimated by reference to their quoted market price at the reporting
date. For unquoted shares classified as AFS, these are carried at cost, since fair value of these
AFS investments cannot be reliably determined as these securities have no available bid price.

As at December 31, 2013 and 2012, the following table presents the level of hierarchy of the
Group’s AFS financial assets:

2013 2012 -
Level | Level 3 Level 1 Level 3

AFS financial assets

Equity securities £20,419,700 7,500,000 P65.870.000 £27.500.000

There were no transfers between level 1 and level 2 fair value measurements, and no transfers into
and out of level 3 fair value measurements as at December 31, 2013 and 2012, respectively.

There were no purchases, sales, issues and settlements of Level 3 AFS investments in 2013 and
2012,
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23.

Capital Management

The primary objective of the Group’s capital management is to ensure that the Group has
sufficient funds in order to support their business, pay existing obligations and maximize
shareholder value.

The Group manages its capital structute and makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust the capital structure, the Group may obtain additional
advances from stoclkholders or issue new shares. No changes were made in the objectives,
policies or processes in 2013. The Group is not exposed to externally imposed capital
requirements. As at December 31, 2013 and 2012, the Group’s capital is composed of common
shares amounting to £2,026,232,209 and £2,019,822,582 and additional paid-in capital amounting
to B508,636,853 and $£502,183,353, respectively.

24,

Supplemental Disclosure to Statement of Cash Flows

In 2013 and 2012 non-cash investing activities pertain to additions to mine and mining properties
from adjustment for capitalized depreciation and amortization.

2013 2012

Inerease in mine and mining properties P14,830,312 £0,720,133
Adjustment for depreciation and amortization (14,830,312) (9,720,133)

25.

Segment Reporting

As discussed in Note 1, the Parent Company and its ninety five percent (95%) owned subsidiary is
engaged in the business of mine operations. Accordingly, the Group operates mainly in one
reportable business and geographical segment which is the Philippines. No entity-wide
disclosures pertaining to revenues are provided as the Group has not earned revenue. Noncurrent
assets of the Group are located in the Philippines.
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