
















































 

 

COVER SHEET 

                  1 4 1 0 2        

                     S.E.C. Registration Number 
                              

A N G L O   P H I L I P P I N E   H O L D I N G S      
                              

C O R P O R A T I O N                    
                              

                              

(Company's Full Name) 

6 t h   F l o o r ,   Q u a d   A l p h a   C e n t r u m  
                              

B u i l d i n g ,   1 2 5   P i o n e e r   S t r e e t   
                              

M a n d a l u y o n g   C i t y               
                              

                              

(Business Address : No. Street Company / Town / Province) 

                              

Lumen P. Rodriguez       +63(2)6356130 

Contact Person        Company Telephone Number 
                              

1 2  3 1         A A F S              

Month  Day         FORM TYPE        Month  Day 

                         Annual Meeting 

                              

Secondary License Type, If Applicable 
                              

                              

Dept. Requiring this Doc.             Amended Articles Number/Section 
                              

               Total Amount of Borrowings 

                              

Total No. of Stockholders        Domestic  Foreign 
                              

                              

To be accomplished by SEC Personnel concerned 
                              

                              

File Number  LCU         
                              

                              

Document I.D.  Cashier         
                              

S T A M P S                          

                              

                              

                              

                              

                              

Remarks = pls. use black ink for scanning purposes.               

 













 

 

ANGLO PHILIPPINE HOLDINGS CORPORATION 

BALANCE SHEETS 

                   December 31 

 Note 2008 2007 

ASSETS    

Current Assets    
Cash and cash equivalents  4, 23 P19,919,358 P22,143,393 
Held-for-trading investments 5, 23 13,676,126 512,686,583 
Receivables  6, 23 315,392,727 966,012,431 
Prepaid expenses and other current assets   2,166,579 1,854,465 

Total Current Assets  351,154,790 1,502,696,872 

Noncurrent Assets    
Available-for-sale investments  7, 23 19,608,736 503,804,225 
Investments in associates 5, 6, 7, 8, 23 2,780,298,254 1,186,773,539 
Property and equipment - net  9 20,696,518 21,992,854 
Deferred exploration costs  10 155,807,873 155,423,679 
Deferred tax assets - net 21 14,216,152 -     

Total Noncurrent Assets  2,990,627,533 1,867,994,297 

   P3,341,782,323 P3,370,691,169 

    

LIABILITIES AND EQUITY    

Current Liabilities    
Short-term loans payable 11, 23 P200,000,000 P970,350,763 
Accounts payable and accrued expenses  13, 23 88,146,082 49,886,539 
Income taxes payable 21 19,904,456 5,556,790 

Total Current Liabilities  308,050,538 1,025,794,092 

Noncurrent Liabilities    
Long-term debt  12, 23 1,589,787,696 846,105,746 
Pension liability 20 9,698,580 23,198,614 
Deferred tax liabilities - net 21 -     10,513,868 

Total Noncurrent Liabilities  1,599,486,276 879,818,228 

Total Liabilities  1,907,536,814 1,905,612,320 

Equity    
Capital stock 15 1,176,632,312 1,070,632,312 
Additional paid-in capital  4,658,460 4,658,460 
Retained earnings  15 280,520,812 412,845,442 
Treasury stock 15 (27,566,075) (23,057,365) 

Total Equity  1,434,245,509 1,465,078,849 

  P3,341,782,323 P3,370,691,169 

    

See Notes to the Financial Statements.   
 
 



 

 

ANGLO PHILIPPINE HOLDINGS CORPORATION 

STATEMENTS OF INCOME 

 Years Ended December 31 

 Note 2008 2007 2006 

REVENUES     
Interest income 16 P68,140,181 P136,190,783 P170,174,174 
Equity in net earnings of 

associates 8 20,508,894 26,124,812 18,431,906   
Foreign exchange gains - net   -     76,474,502 75,986,607 
Gain on fair value changes of 

held-for-trading investments   -     140,347,228 142,020,328 
Gain on sale of investment  -     184,625,249 -     
Other revenues 17, 24 98,648,261 66,758,623 96,218,674 

  187,297,336 630,521,197 502,831,689 

COSTS AND EXPENSES     
Interest and other finance 

charges  11, 12, 14, 19 49,752,674 32,640,453 15,029,037 
Impairment losses on receivables 

and deferred exploration costs  6, 10 31,045,307 40,049,058 20,967,405 
General and administrative 

expenses  18 25,663,851 31,005,901 20,601,766 
Loss on fair value changes of 

available-for-sale investments 7 22,078,134 -     -     
Foreign exchange losses - net  11,862,805 -     -     
Loss on fair value changes of held-

for-trading investments  10,809,635 -     -     
Loss on sale of investment  1,018,987 -     -     

  152,231,393 103,695,412 56,598,208 

INCOME BEFORE INCOME 

TAX  35,065,943 526,825,785 446,233,481 

INCOME TAX EXPENSE 21 8,353,073 32,276,302 46,910,379 

NET INCOME  P26,712,870 P494,549,483 P399,323,102 

Basic & Diluted Earnings Per 

Share  22 P0.03 P0.47 P0.37 

      

See Notes to the Financial Statements.  
 
 
 
 
 
 
 
 
 
 
 



 

 

ANGLO PHILIPPINE HOLDINGS CORPORATION 

STATEMENTS OF CHANGES IN EQUITY 

 Years Ended December 31 

 Note 2008 2007 2006 

CAPITAL STOCK  12, 15    

Issued shares:     
Balance at beginning of year  P1,064,611,970 P1,046,430,374 P1,046,430,374 
Stock dividends  106,000,000 -     -     
Issued during the year  -     18,181,596 -     

Balance at end of year  1,170,611,970 1,064,611,970 1,046,430,374 

Subscribed   7,388,030 7,388,030 25,569,626 

Subscriptions receivable:     
Balance at beginning of year  (1,367,688) (9,687,574) (9,687,574) 
Collections during the year  -     8,319,886 -     

Balance at end of year  (1,367,688) (1,367,688) (9,687,574) 

  6,020,342 6,020,342 15,882,052 

  1,176,632,312 1,070,632,312 1,062,312,426 

ADDITIONAL PAID-IN 

CAPITAL  4,658,460 4,658,460 4,658,460 

RETAINED EARNINGS      
Balance at beginning of year  412,845,442 78,725,959 (320,597,143) 
Net income for the year  26,712,870 494,549,483 399,323,102 
Stocks dividends declared during 

the year 15 (106,000,000) -     -     
Cash dividends declared during 

the year 15 (53,037,500) (160,430,000) -     

Balance at end of year  280,520,812 412,845,442 78,725,959 

TREASURY STOCK 15   -     
Balance at beginning of year  23,057,365 -     -     
Redeemed during the year  4,508,710 23,057,365 -     

Balance at end of year  27,566,075 23,057,365 -     

  P1,434,245,509 P1,465,078,849 P1,145,696,845 

     

See Notes to the Financial Statements.    
 
 
 
 
 
 
 
 
 
 



 

 

ANGLO PHILIPPINE HOLDINGS CORPORATION 

STATEMENTS OF CASH FLOWS 

 Years Ended December 31 

 Note 2008 2007 2006 

CASH FLOWS FROM 

OPERATING ACTIVITIES     
Income before income tax   P35,065,943 P526,825,785 P446,233,481 
Adjustments for:     

Interest income 16 (68,140,181) (136,190,783) (170,174,174) 
Interest expense 19 40,244,112 24,610,572 14,283,789 
Impairment losses on 

receivables and deferred 
exploration costs 6, 10 31,045,307 40,049,058 20,967,405 

Loss on fair value changes of 
available-for-sale investments 7 22,078,134 -     -     

Equity in net earnings of 
associates 8 (20,508,894) (26,124,812) (18,341,906) 

Unrealized foreign exchange 
gains (losses)   835,849 (76,474,502) (75,986,607) 

Loss (gain) on fair value 
changes of  held-for-trading 
investments  5 10,809,635 (140,347,228) (142,020,328) 

Pension expense 20 2,273,300 4,132,666 4,043,353 
Depreciation 9 1,476,694 1,523,481 395,000 
Loss (gain) on sale of 

investment  1,018,987 (184,625,249) -     

Operating income before working 
capital changes  56,198,886 33,378,988 79,400,013 

Decrease (increase) in:     
Held-for-trading investments  17,518,150 342,873 (116,512,222) 
Receivables  (49,974,337) (54,879,403) (245,697,079) 
Prepaid expenses and other 

current assets  (312,114) (720,111) (1,857,084) 
Increase in accounts payable and 

accrued expenses  13,833,057 10,723,485 (2,864,428) 

Cash generated from (absorbed 
by) operations  37,263,642 (11,154,168) (287,530,800) 

Income taxes paid  (18,735,427) (55,694,716) (8,123,447) 
Interest received  68,140,181 136,190,783 170,174,174 
Interest paid  (17,564,762) (14,165,192) -     
Retirement fund contribution 20 (15,773,334) (13,663,404) (1,488,039) 

Net cash provided by (used in) 
operating activities  53,330,300 41,513,303 (126,968,112) 

Forward     

 
 
 
 
 
 



 

 

 Years Ended December 31 

 Note 2008 2007 2006 

CASH FLOWS FROM 

INVESTING ACTIVITIES     
Decrease (increase) in:      

Deferred exploration costs  (P384,194) P268,965 (P37,981,256) 
Available-for-sale investments   27,023,638 (157,864,798) 665,322,133 
Investments in associates   (3,035,946) (853,368,080) (430,192,906) 

Additions to property and 
equipment 9 (180,358) (3,144,577) (20,356,700) 

Proceeds from sale of investment  4,326,261 307,537,508 -     

Net cash provided by (used in) 
investing activities  27,749,401 (706,570,982) 176,791,271 

CASH FLOWS FROM 

FINANCING ACTIVITIES     

Cost of treasury stock acquired 15 (4,508,710) (23,057,365) -     
Proceeds from borrowings  308,762,500 1,197,608,746 209,000,000 
Payments of borrowings  (336,267,162) (393,174,213) (323,499,108) 
Collections of subscriptions 

receivable  -     8,319,886 -     
Cash dividends   (51,290,364) (159,125,082) -     

Net cash provided by (used in) 
financing activities  (83,303,736) 630,571,972 (114,499,108) 

NET DECREASE IN CASH 

AND CASH EQUIVALENTS  (2,224,035) (34,485,707) (64,675,949) 

CASH AND CASH 

EQUIVALENTS AT 

BEGINNING OF YEAR 4 22,143,393 56,629,100 121,305,049 

CASH AND CASH 

EQUIVALENTS AT         

END OF YEAR 4 P19,919,358 P22,143,393 P56,629,100 

     

See Notes to the Financial Statements.    
 



 

 

ANGLO PHILIPPINE HOLDINGS CORPORATION 

NOTES TO THE FINANCIAL STATEMENTS 
 

 

 

1. Reporting Entity 
 
Anglo Philippine Holdings Corporation (the “Company”), was incorporated on June 25, 
1958 originally as an oil and mineral exploration company with the corporate name of 
“Anglo Philippine Oil Corp.” In 1996, the Company changed its primary purpose to that 
of an investments holding firm focused on natural resources-based companies, 
infrastructure and property development. The Company is a public company under 
Section 17.2 of the Securities Regulation Code and its shares are listed on the Philippine 
Stock Exchange (PSE). 
 
The address of the Company’s registered office is at 6th Floor, Quad Alpha Centrum, 125 
Pioneer Street, Mandaluyong City.   
 
 

2. Basis of Preparation 

 

Statement of Compliance 
The financial statements have been prepared in accordance with Philippine Financial 
Reporting Standards (PFRS).  
 
The financial statements as at and for the year ended December 31, 2008 were authorized 
for issue by the Board of Directors (BOD) on May 7, 2009. 
 
Basis of Measurement  
The financial statements have been prepared on the historical cost basis except for held-
for-trading investments which are measured at fair value. 
 
Functional and Presentation Currency 
These financial statements are presented in Philippine peso, which is the Company’s 
functional currency.   
 
Use of Estimates and Judgments 
The preparation of the financial statements in conformity with PFRS requires 
management to make judgments, estimates and assumptions that affect the application of 
policies and reported amounts of assets and liabilities, income and expenses.  The 
estimates and associated assumptions are based on historical experience and various 
other factors that are believed to be reasonable under the circumstances, the results of 
which form the basis of making the judgments about carrying values of assets and 
liabilities that are not readily apparent from other sources.  Actual results may differ from 
these estimates. 
 
The estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions 
to accounting estimates are recognized in the period in which the estimate is revised if 
the revision affects only that period or in the period of the revision and future periods if 
the revision affects both current and future periods. 
 
Judgments are made by management on the development, selection and disclosure of the 
Company’s critical accounting policies and estimates and the application of these policies 
and estimates. 



 

- 2 - 

The following presents the summary of these judgments and estimates, which have the 
most significant effect on the amounts recognized in the financial statements: 
 
Operating Leases  

The Company has entered into a lease agreement as lessee.  The Company has 
determined that the lessor retains all significant risks and rewards of ownership of these 
properties which are leased out under an operating lease arrangement.  
 
Rent expense recognized in the statements of operations amounted to P2,044,640, 
P2,053,747 and P1,739,541 in 2008, 2007 and 2006, respectively (Note 18). 
 
Fair Value of Financial Assets other than Receivables 

The Company carries its financial assets at fair values, which require extensive use of 
accounting judgments. Fair value estimation for financial assets are based generally on 
listed or quoted market prices. If prices are not readily determinable or if liquidating the 
positions is reasonably expected to affect market prices, fair value is based on either 
internal valuation models or management’s estimate of amount that could be realized 
under current market conditions, assuming an orderly liquidation over a reasonable 
period of time. 
 

Estimated Allowance for Impairment Losses on Receivables 
The Company maintains an allowance for impairment losses, if necessary, at a level 
considered adequate to provide for uncollectible receivables.  The level of this allowance 
is evaluated by the Company on the basis of factors that affect the collectibility of the 
accounts.  These factors include, but are not limited to, the length of the Company’s 
relationship with debtors and, their payment behavior and known market factors.  The 
Company reviews the age and status of receivables, and identifies accounts that are to be 
provided with allowance on a regular basis.  The amount and timing of recorded 
expenses for any period would differ if the Company made different judgments or 
utilized different estimates.  An increase in the Company’s allowance for impairment 
losses would increase the Company’s recorded operating expenses and decrease current 
assets. 
 
As of December 31, 2008 and 2007, no allowance for impairment loss on receivables was 
recognized by the Company. In 2008, the Company has written-off a total of 
P22,078,134 receivables (Note 6). 
 
Significant Influence over Investees 

The Company renders judgment whether it exercises significant influence over certain 
investees in spite holding less than 20% of their outstanding common shares Under 
PAS 28 “Investment in Associates”, equity securities are classified as investment in 
associates if the investor has significant influence but not control over the financial and 
operating policies of the investees. While there is a rebuttable presumption that an 
investor would have significant influence over certain investee where it holds between 
20% and 50% of the investee’s common shares of stock, this should not preclude the 
Company from determining whether it has significant influence over those where it holds 
less than 20%.  
 
As allowed under the Amendments, on July 1, 2008, the Company reclassified certain 
equity securities from the held-for-trading investments to the AFS investments at the 
prevailing fair value as of transfer date. The transfer was made on a prospective basis. 
Accordingly, the fair value of the equity securities as of transfer date became the new 
cost basis as of transfer date (Note 5). 
 
 



 

- 3 - 

Estimated Useful Lives of Property and Equipment 
The Company estimates the useful lives of its property and equipment based on the 
period over which the assets are expected to be available for use.  The Company reviews 
annually the estimated useful lives of property and equipment based on factors that 
include asset utilization, internal technical evaluation, technological changes, 
environmental and anticipated use of the assets tempered by related industry benchmark 
information.  It is possible that the future results of operations could be materially 
affected by changes in these estimates brought about by changes in factors mentioned. 
 
As of December 31, 2008 and 2007, property and equipment, net of accumulated 
depreciation amounted to P20,696,518 and P21,992,854, respectively (Note 9). 
 
Impairment of Nonfinancial Assets 

The carrying amounts of the Company’s nonfinancial assets are reviewed at each balance 
sheet date to determine whether there is any indication of impairment. For purposes of 
assessing impairment, assets are grouped at the lowest levels for which there are 
separately identifiable cash flows. The factors that the Company considers important 
which could trigger an impairment review include the following: 
 

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

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

� significant negative industry or economic trends. 
 
If any such indication exists, the asset’s recoverable amount is estimated. In assessing the 
recoverable amount, the greater of the fair value less costs to sell and value in use has 
been used.  
 
As of December 31, 2008 and 2007, the Company assessed that there are no impairment 
indicators relating to the Company’s property and equipment, and investments in 
associates (Notes 8 and 9).  As of December 31, 2008 and 2007, no allowance for 
impairment losses on deferred exploration costs was recognized by the Company. In 
2007, the Company has written-off P37,227,337 deferred exploration costs (Note 10). 
 
Pension Benefits 
Pension expense and pension liabilities are determined using certain actuarial estimates 
and assumptions used by actuaries in valuing the Company’s defined benefit obligation 
and future experiences such as the rate of return on plan assets, future salary increases, 
retirement date or age, mortality and turnover rate of covered employees.  These 
estimates and assumptions directly influence the amount of the pension expense and 
pension liabilities recognized in the financial statements. 
 
Pension liability amounted to P9,698,580 and P23,198,614 as of December 31, 2008 and 
2007, respectively (Note 20). 
 
Income Taxes 
There are certain transactions and computations for which the ultimate tax determination 
is uncertain during the course of business.  The Company recognizes deferred tax assets 
and liabilities based on estimates of whether additional income taxes will be due in the 
future.  Where the final outcome of these matters is different from the amount that was 
initially recognized, such differences will impact the income tax and deferred tax 
provisions in the period in which such determination is made. 
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The Company has recognized net deferred tax assets of P14,216,152 as of December 31, 
2008 and net deferred tax liabilities of  P10,513,868 as of December 31, 2007 (Note 21). 
 

Provisions and Contingencies 
The estimate of the probable costs for the resolution of possible claims has been 
developed in consultation with outside counsel handling the Company’s defense in these 
matters and is based on an analysis of potential results. However, the Company’s 
management and legal counsel believe that the probable costs under these lawsuits or 
claims will not have a material effect on the Company’s financial statements.  
Accordingly, no provision for probable losses arising from legal contingencies was 
recognized in the Company’s financial statements as at December 31, 2008 and 2007. 
 
 

3. Summary of Significant Accounting Policies 

 
Adoption of New Standards, Amendments to Standards and Interpretations  
The Financial Reporting Standards Council approved the adoption of new standards, 
amendments to standards, and interpretations as part of PFRS. 
 

Amendments to Standards and Interpretations Adopted in 2008 

The Company adopted the following amendments to standards and Philippine 
Interpretation from International Financial Reporting Interpretation Committee (IFRIC):  
 

� Philippine Interpretation IFRIC 14, PAS 19 - The Limit on a Defined Benefit Asset, 
Minimum Funding Requirements and their Interaction:  This interpretation provides 
general guidance on how to assess the limit in PAS 19, Employee Benefits, on the 
amount of the surplus that can be recognized as an asset. It also explains how the 
pension asset may be affected when there is a statutory or contractual minimum 
funding requirement. The interpretation is effective for annual periods beginning on 
or after January 1, 2008. The adoptation of the foregoing interpretation did not have a 
material effect on the financial statements. 

 

� Amendments to PAS 39, Financial Instruments:  Recognition and Measurement, and 
PFRS 7, Financial Instruments:  Disclosures: These amendments permit an entity to 
reclassify non-derivative financial assets, other than those designated at fair value 
through profit or loss upon initial recognition, out of the trading category in certain 
circumstances. The amendments also permit an entity to transfer from the available-
for-sale category to the loans and receivables category a financial asset that otherwise 
would have met the definition of loans and receivables, if the entity has the intention 
and ability to hold that financial asset for the foreseeable future. These amendments 
are effective from July 1, 2008. The adoption of the foregoing amendments resulted in 
the reclassification of certain investments as discussed in Notes 5 and 7. 
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Revised Standards, Amendments to Standards and Interpretations Not Yet Adopted 

The following are the revised standards, amendments to standards and interpretations 
which are not yet effective for the year ended December 31, 2008, and have not been 
applied in preparing the financial statements: 
 
� Revised PAS 1, Presentation of Financial Statements, becomes effective for 

financial years beginning on or after January 1, 2009. The standard has been revised 
to introduce the term total comprehensive income, which represents changes in 
equity during a period other than those changes resulting from transactions with 
owners in their capacity as owners. Total comprehensive income may be presented in 
either a single statement of comprehensive income (effectively combining both the 
income statement and all non-owner changes in equity in a single statement), or in an 
income statement and a separate statement of comprehensive income.   The Company 
is currently assessing the impact of the revised standard on the financial statements 
when it adopts the standard on January 1, 2009. 

 

� Amended PFRS 1 and PAS 27, Cost of an Investment in a Subsidiary, Jointly 
Controlled Entity or Associate, becomes effective for financial years beginning on or 
after January 1, 2009. The amendments to PFRS 1 allow a first-time adopter, at its 
date of transition to PFRS in its separate financial statements, to use deemed cost to 
account for an investment in a subsidiary, jointly controlled entity or associate. The 
amendments to PAS 27 remove the definition of “cost method” currently set out in 
PAS 27, and instead require all dividend from a subsidiary, jointly controlled entity 
or associate to be recognized as income in the separate financial statements of the 
investor when the right to receive the dividend is established. The Company will 
assess the impact of this revised standard on the financial statements when it adopts 
the standard on January 1, 2009. 

 

� Improvements to PFRS 2008, discusses 35 amendments and is divided into two parts: 
a) Part I includes 24 amendments that result in accounting changes for presentation, 
recognition or measurement purposes; and b) Part II includes 11 terminology or 
editorial amendments that the International Accounting Standards Board expects to 
have either no or only minimal effects on accounting. These amendments are 
generally effective for annual periods beginning on or after January 1, 2009. The 
adoption of the amendments in 2009 is not expected to have any material effect on 
the financial statements. 

 

� Revised PFRS 3, Business Combinations, incorporates the following changes that are 
likely to be relevant to the Company’s operations: 
 

� The definition of a business has been broadened, which is likely to result in more 
acquisitions being treated as business combinations. 

 

� Contingent consideration will be measured at fair value, with subsequent changes 
therein recognized in profit or loss. 

 

� Transaction costs, other than share and debt issue costs, will be expensed as 
incurred. 

 

� Any pre-existing interest in the acquiree will be measured at fair value with the 
gain or loss recognized in profit or loss. 

 
� Any non-controlling (minority) interest will be measured at either fair value, or 

at its proportionate interest in the identifiable assets and liabilities of the 
acquiree, on a transaction-by-transaction basis. 
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Revised PFRS 3 will be applied prospectively and therefore will have no impact on 
prior periods in the financial statements. 
 

� Philippine Interpretation IFRIC 17, Distributions of Non-cash Assets to Owners, 
becomes effective for financial years beginning on or after July 1, 2009. This 
interpretation provides guidance on the accounting for non-reciprocal distributions of 
non-cash assets to owners acting in their capacity as owners.  It also applies to 
distributions in which the owners may elect to receive either the non-cash asset or a 
cash alternative. The liability for the dividend payable is measured at the fair value of 
the assets to be distributed. The Company will assess the impact of this interpretation 
on the financial statements when it adopts the standard on July 1, 2009. 

 

The principal accounting policies set out below have been consistently applied to all the 
years presented in these financial statements. 
 

Cash and Cash Equivalents 
Cash includes cash on hand and in banks and is stated at its face value.  Cash equivalents 
are short-term, highly liquid investments that are readily convertible to known amounts 
of cash with original maturities of three months or less and are subject to an insignificant 
risk of change in value. 
 
Financial Instruments 
Financial instruments comprise of cash and cash equivalents, held-for-trading 
investments, receivables, available-for-sale investments, accounts payables and accrued 
expenses, short-term loans payable and long-term debt. 
 
Date of Recognition. The Company recognizes a financial asset or a financial liability 
when it becomes a party to the contractual provisions of the instrument.  In the case of a 
regular way purchase or sale of financial assets, recognition and derecognition, as 
applicable, is done using settlement date accounting. 
 

Initial Recognition of Financial Instruments. Financial instruments are recognized 
initially at fair value, which is the fair value of the consideration given (in case of an 
asset) or received (in case of a liability). The fair value of the consideration given or 
received is determined by reference to the transaction price or other market prices. If 
such market prices are not reliably determinable, the fair value of the consideration is 
estimated as the sum of all future cash payments or receipts, discounted using the 
prevailing market rate of interest for similar instruments with similar maturities. The 
initial measurement of financial instruments, except for those designated at fair value 
through profit or loss (FVPL), includes transaction cost. 
 
Subsequent to initial recognition, the Company classifies its financial assets in the 
following categories: held-to-maturity (HTM) investments, available-for-sale (AFS) 
investments, FVPL financial assets, and loans and receivables. The classification depends 
on the purpose for which the financial assets are acquired and whether they are quoted in 
an active market. Management determines the classification of the Company’s financial 
assets at initial recognition and, where allowed and appropriate, reevaluates such 
designation at every reporting date.  
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Fair Value Measurement 

The determination of fair values of financial assets and financial liabilities is based on 
quoted market prices or dealer price quotations for financial instruments traded in active 
markets.  For all other financial instruments, fair value is determined by using valuation 
techniques.  Valuation techniques include net present value techniques, the discounted 
cash flow method, comparison to similar instruments for which market observable prices 
exist, and valuation models. 
 

Financial Assets at FVPL 

This category consists of financial assets that are held for trading or designated as such 
by management on initial recognition. 
 
Financial assets at FVPL are initially recognized and subsequently measured at fair value 
in the balance sheets with transaction costs taken directly to the statements of income. 
Changes in fair value is recognized in the statements of income and dividend income is 
recorded when the right of the payment has been established. 
 
Financial assets or financial liabilities classified in this category are designated by 
management on initial recognition when the following criteria are met: 
 
� the designation eliminates or significantly reduces the inconsistent treatment that 

would otherwise arise from measuring the assets or liabilities or recognizing gains or 
losses on them on a different basis; or 

 
� the assets and liabilities are part of a group of financial assets, financial liabilities or 

both which are managed and their performance evaluated on a fair value basis, in 
accordance with a documented risk management or investment strategy, or 

� the financial instrument contains an embedded derivative, unless the embedded 
derivative does not significantly modify the cash flows or it is clear, with little or no 
analysis, that it would not be separately recorded. 

 
The Company’s held-for-trading investments are included under this category. 
 

Loans and Receivables  

Loans and receivables are non-derivative financial assets with fixed or determinable 
payments that are not quoted in an active market.  They are not entered into with the 
intention of immediate or short-term resale and are not designated as AFS or financial 
asset at FVPL.  Loans and receivables are carried at cost or amortized cost, less 
impairment in value.  Amortization is determined using the effective interest method.  
 
The Company’s receivables are included in this category. 
 

HTM Investments 

HTM investments are quoted non-derivative financial assets with fixed or determinable 
payments and fixed maturities for which management has the positive intention and 
ability to hold to maturity. Where the Company sells other than an insignificant amount 
of HTM investments, the entire category would be tainted and reclassified as AFS 
investments.  After initial measurement, these investments are subsequently measured at 
amortized cost using the effective interest method, less impairment in value.  Amortized 
cost is calculated by taking into account any discount or premium on acquisition and fees 
that are an integral part of the effective interest rate. Gains and losses are recognized as 
income when the HTM investments are derecognized and impaired, as well as through 
the amortization process.  
 
The Company has no investments accounted for under this category. 
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AFS Investments 

AFS investments are non-derivative financial assets that are designated in this category 
or are not classified in any of the other categories. Subsequent to initial recognition, AFS 
investments are carried at fair value in the balance sheets. Investments in equity 
instruments that do not have a quoted market price in an active market and whose fair 
value cannot be reliably measured shall be measured at cost. Changes in the fair value of 
such assets are reported in the equity section of the balance sheets until the investment is 
derecognized or the investment is determined to be impaired.  On derecognition or 
impairment, the cumulative gain or loss previously reported in equity is transferred to the 
statements of income. Interest earned on holding AFS investments is recognized in the 
statements of income using effective interest rate.  
 
The Company’s available-for-sale investments are included in this category. 
 

Other Financial Liabilities 

This category pertains to financial liabilities that are not designated as at fair value 
through profit or loss upon the inception of the liability. These include liabilities arising 
from operations or borrowings. 
 
The financial liabilities are recognized initially at fair value and are subsequently carried 
at amortized cost, taking into account the impact of applying the effective interest method 
of amortization (or accretion) for any related premium, discount and any directly 
attributable transaction costs.  
 
The Company’s accounts payable and accrued expenses, short-term loans payable and 
long-term debt are included in this category. 
 

Derecognition of 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 Company retains the right to receive cash flows from the asset, but has 

assumed an obligation to pay them in full without material delay to a third party 
under a ‘pass through’ arrangement; or 

 
� the Company has transferred its right to receive cash flows from the asset and 

either (a) has transferred substantially all the risk and rewards of the asset, or 
(b) has neither transferred nor retained substantially all the risks and rewards of 
the assets, but has transferred control of the asset. 

 
Where the Company has transferred its right to receive cash flows from an asset and has 
neither transferred nor retained substantially all the risks and rewards of the asset nor 
transferred control of the asset, the asset is recognized to the extent of the Company’s 
continuing involvement in the asset. 
 
Classification of Financial Instruments Between Debt and Equity 
A financial instrument is classified as debt if it provides for a contractual obligation to: 
 

� deliver cash or another financial assets to another entity; or 
 
� exchange financial assets or financial liabilities with another entity under 

conditions that are potentially unfavorable to the Company; or 
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� satisfy the obligation other than by the exchange of a fixed amount of cash or 
another financial asset for a fixed number of own equity shares. 

 
If the Company does not have an unconditional right to avoid delivering cash or another 
financial asset to settle its contractual obligation, the obligation meets the definition of a 
financial liability. 
 
Investments in Associates 
Investments in associates are those entities in which the Company has significant 
influence but not control over the financial and operating policies. Significant influence 
is presumed to exist when the percentage of ownership is between 20% and 50% of the 
voting power of another entity. Investees are accounted for using equity method and are 
recognized initially at cost.  Under the equity method, the cost of investment is increased 
or decreased by the Company’s equity in the net earnings or losses of the investees, after 
adjustments to align the accounting policies with those of the Company from the date 
that significant influence commences until the date that it ceases. When the Company’s 
losses exceeds its interest in an equity accounted investee, the carrying amount of that 
interest (including any long-term investments) is reduced to nil and the recognition of 
further losses is discontinued except to the extent that the Company has no obligation or 
has made payments on behalf of the investee. Dividends received are treated as a 
reduction in the carrying value of the investments. 
 
Property and Equipment 
Property and equipment are stated at cost less accumulated depreciation, amortization 
and any impairment in value.   
 
The initial cost of property and equipment comprises its purchase price and any directly 
attributable costs of bringing the asset to its working condition and location for its 
intended use.  Subsequent expenditures are added to the carrying amount of the asset 
when it is probable that future economic benefits will flow to the Company.  All other 
subsequent expenditures are recognized as expenses in the period in which they are 
incurred. 
 
Depreciation is computed using the straight-line method over the following estimated 
useful lives of the assets:   
 

 Number of Years 

Condominium units and improvements 20 
Office equipment 5 
Furniture and fixtures 5 

 
The remaining useful lives and depreciation method are reviewed periodically to ensure 
that they are consistent with the expected pattern of economic benefits from those assets. 
 
When an asset is disposed of, or is permanently withdrawn from use and no future 
economic benefits are expected from its disposal, the cost and accumulated depreciation 
and impairment losses, if any, are removed from the accounts and any resulting gain or 
loss arising from the retirement or disposal is recognized in the statements of income. 
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Deferred Exploration Costs  
Deferred exploration costs include costs incurred after the Company has obtained legal 
rights to explore in a specific area, including the determination of the technical feasibility 
and commercial viability of extracting mineral resources. Deferred exploration costs 
include, among others, acquisition of rights to explore, topographical and geophysical 
studies, exploratory drilling, trenching, sampling and activities in relation to evaluating 
the technical feasibility and commercial viability of extracting mineral resources. All 
exploration costs and related expenses are carried as deferred exploration costs, net of 
impairment losses, if any. 
 
The costs and expenses for exploration activities which do not result in the discovery of 
petroleum or mineral deposits that are commercially productive are recognized in the 
statements of income after the project is abandoned and when management expects no 
further recovery. When the results of exploration costs are determined to be negative, the 
accumulated costs are written off. 
 
Impairment of Assets 
Financial Assets 

A financial asset is considered to be impaired if objective evidence indicates that one or 
more events have a negative effect on the estimated future cash flows of that asset. 
 
An impairment loss in respect of a financial asset measured at amortized cost is 
calculated as the difference between its carrying amount, and the present value of the 
estimated future cash flows discounted at the original effective interest rate. 
 
Significant financial assets are tested for impairment on an individual basis.  The 
remaining financial assets are assessed collectively in groups that share similar credit risk 
characteristics. All impairment losses are recognized in the statements of income. 
 
If, in a subsequent period, the amount of the impairment loss decreases and the decrease 
can be related objectively to an event occurring after the impairment was recognized, the 
previously recognized impairment loss is reversed. Any subsequent reversal of an 
impairment loss is recognized in the statements of income, to the extent that the asset’s 
carrying amount does not exceed the carrying amount that would have been determined, 
net of depreciation. 
 

Non-financial Assets 
Non-financial assets are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recoverable.  If 
any such indication exists and where the carrying amount of an asset exceeds its 
recoverable amount, the asset or cash-generating unit is written down to its recoverable 
amount.  The estimated recoverable amount is the higher of an asset’s fair value less 
costs to sell and value in use.  The fair value less costs to sell is the amount obtainable 
from the sale of an asset in an arm’s length transaction less the cost 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.  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 time value of money and 
the risks specific to the asset.  For an asset that does not generate largely independent 
cash inflows, the recoverable amount is determined for the cash-generating unit to which 
the asset belongs.  Impairment losses are recognized in the statements of income. 
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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 recognized in the statements of income.  However, the 
increase in carrying amount of an asset due to a recovery of an impairment loss is 
recognized to the extent that it does not exceed the carrying amount that would have been 
determined (net of depreciation) had no impairment loss been recognized for that asset in 
prior years. 
 
Income Taxes 
Income tax expense is composed of current and deferred tax. Income tax is recognized in 
the statements of income except to the extent that it relates to items recognized directly in 
equity, in which case it is recognized in equity.  Current tax is the expected tax payable 
on the taxable income for the year, using tax rates enacted or substantively enacted at the 
balance sheet date, and any adjustment to tax payable in respect of previous years.  
 
Deferred tax assets are recognized for the future tax consequences attributable to 
temporary differences between the carrying amount of assets and liabilities for financial 
reporting purposes and the amounts used for taxation purposes. The amount of deferred 
tax provided is based on the expected manner of realization or settlement of the carrying 
amount of assets and liabilities, using tax rates enacted or substantively enacted at the 
balance sheet date.  A deferred tax asset is recognized only to the extent that it is 
probable that future taxable profits will be available against which the asset can be 
utilized.  The carrying amount of the deferred tax asset is reviewed at each balance sheet 
date and reduced, if appropriate. 
 
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply 
to the period when the asset is realized or the liability is settled, based on tax laws that 
have been enacted or substantively enacted at the balance sheet date. 
 
Foreign Currency Transactions 
Foreign currency transactions are recorded in Philippine peso based on the exchange 
rates prevailing at the transaction dates.  Foreign currency denominated assets and 
liabilities are translated into Philippine peso at the exchange rates prevailing at the 
balance sheet date.  The resulting foreign exchange gains and losses are recognized in the 
statements of income. 
 
Pension Plan Benefits 
The Company has a funded, noncontributory defined benefit pension plan covering all of 
its regular employees.  
 
The Company’s net obligation in respect of its pension plan is calculated by estimating 
the amount of future benefit that employees have earned in return for their service in the 
current and prior periods; that benefit is discounted to determine its present value, and the 
fair value of any plan assets is deducted.  The discount rate is yield at the balance sheet 
date of long-term government bonds that have maturity dates approximating the terms of 
the related pension liability.  The calculation is performed by a qualified actuary using 
the projected unit credit method. 
 
When the benefits of the plan are improved, the portion of the increased benefit relating 
to past service by employees is recognized as an expense in the statements of income on 
a straight-line basis over the average period until the benefits become vested.  To the 
extent that the benefits vest immediately, the expense is recognized immediately in the 
statements of income. 
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Actuarial gains and losses are not recognized as an expense unless the total unrecognized 
gain or loss exceeds 10% of the greater of the present value of the obligation and the fair 
value of the plan assets.  The amount exceeding this 10% corridor is charged or credited 
to profit or loss over the employees’ expected average remaining working lives.  
Actuarial gains and losses within 10% corridor are disclosed separately.  Past service 
costs are recognized immediately in the statements of income, unless the changes to the 
pension plan are conditional on the employees remaining in service for a specified period 
of time (the vesting period).  In this case, the past service costs are amortized on a 
straight-line basis over the vesting period. 
 
Pension expense consisted of actuarially determined current service cost and interest cost, 
experience adjustments and the effect of changes in the actuarial assumptions over the 
expected average remaining working lives for the covered employees. 
 
Management Fee 
Management fee is recognized when general administrative and risk management 
services are rendered by the Company. Management fee is measured based on the 
contractual agreement between parties and recognized in the statements of income under 
“Other revenues”. 
 
Interest and Other Income 
Interest income on bank deposits and temporary investments is recognized when earned 
and presented net of applicable final tax.  Other income is recognized in the statements of 
income when earned. 
 
Costs, Expenses and Borrowing Costs 
Costs and expenses, not directly attributable to capitalizable projects, are recognized in 
the statements of income. Borrowing costs are expensed when incurred. 
 
Operating Leases 
Leases in which a significant portion of the risks and rewards of ownership are retained 
by the lessor are classified as operating leases.  Payments made under operating leases 
are recognized in the statements of income on a straight-line basis over the term of the 
lease. 
 
Related Parties 
Parties are considered to be related if one party has the ability to control the other party 
or exercise significant influence over the other party in making financial and operating 
decisions.  It includes companies in which one or more of the directors and/or controlling 
shareholders of the Company either have a beneficial controlling interest or are in a 
position to exercise significant influence therein. 
 
Earnings per Share (EPS) 
Basic and diluted earnings per common share are computed by dividing the net income 
attributable to the common shareholders by the weighted average number of common 
shares outstanding after giving retroactive effect to stock dividend declarations, if any, 
and changes in capital structure. 
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Provisions and Contingencies 
Provisions are recognized when the Company has a present legal or constructive 
obligation as a result of a past event, it is probable that an outflow of resources 
embodying economic benefits will be required to settle the obligation and 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. 
 

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

Segment Reporting 
The Company determines that it operates as only one segment (both in terms of business 
and geography), therefore no segment reporting is necessary. 
 

Events After the Balance Sheet Date 
Any event after the balance sheet date that provides additional information about the 
Company’s position at balance sheet date (adjusting event) is reflected in the financial 
statements. Any event after the balance sheet date that is not an adjusting event is 
disclosed in the notes to the financial statements when material. 
 
 

4. Cash and Cash Equivalents 
 

Cash and cash equivalents consist of: 
 

 2008 2007 

Cash in banks and on hand P4,919,358 P15,987,341 
Cash equivalents 15,000,000 6,156,052 

 P19,919,358 P22,143,393 

 

Cash in banks earns interest at the respective bank deposit rates.  Cash equivalents are 
made for varying periods of up to three months, depending on the immediate cash 
requirements of the Company, and earn interest at the respective short-term investment 
rates. 
 
 

5. Held-for-Trading Investments 
 

Held-for-trading investments as of December 31 consist of investments in the following:   
 

  2008 2007 

Philippine Seven Corporation  P9,700,387 P18,633,538 
Manila Water Company  3,975,000 8,325,000 
Oriental Petroleum  739 2,223 
Shang Properties, Inc. (SPI)   -     475,403,547 
Philodrill Corporation (Philodrill)  -     3,522,275 
SM Investment Corporation  -     6,800,000 

  P13,676,126 P512,686,583 
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Effective July 1, 2008, the following investments previously shown under “held-for-
trading investments” account were reclassified to “Investments in associates” account 
(Note 8). 
 
    

SPI    P475,403,547 
Philodrill   3,522,275 

   P478,925,822 

 
As allowed under the Amendments to PAS 39, on July 1, 2008, the Company reclassified 
equity securities issued by SPI and Philodrill representing 214,145,742 and 108,396,360 
common shares, respectively, from the held-for-trading investment to the AFS 
investments at the prevailing fair value as of transfer date. The transfer was treated on a 
prospective basis. Thus, any unrealized gains or losses previously recognized from the 
marking to market of the equity securities when these were still classified under held-for-
trading investment were no longer reversed. Instead, the carrying value of the equity 
securities as of transfer date which represented their fair value was used as the new cost 
basis.  
 
The equity securities were reclassified based on rare circumstances which included a 
change in the Company’s intention in holding these securities. The Company no longer 
intends to sell these equity securities in the near term for short-term profit taking. These 
equity securities are now being held for investment purposes. 
 
 

6. Receivables 

 
Receivables consist of: 
 
 Note 2008 2007 

Due from related parties  8, 14 P315,382,274 P966,012,431 
Others  10,453 -     

  P315,392,727 P966,012,431 

 
In 2008, the Company has directly written off P30,836,588 receivable from Europhil, an 
entity under common control. 
 
On August 1, 2008, the Company’s receivable from United Paragon Mining Corporation 
(UPMC) amounting to P669,548,734 was converted to the latter’s common shares at 
P0.01 par value per share representing 25.62% of UPMC’s issued and outstanding shares 
as of such date (Notes 8 and 14).  
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7. Available-for-Sale Investments 

 
This account includes investments related to the Company’s participation in certain 
projects: 
 
 Note 2008 2007 

Bohol-Cebu Water Supply Project  b P11,523,162 P11,523,162 
Metro Rail Transit Development 

Corporation (MRTDC)  5,218,574 5,218,573 
Batangas Assets Corporation (BAC) a 2,200,000 2,200,000 
PLDT  4,500 4,500 
Filipinas Energy Corporation (Fil-

Energy) d 612,500 612,500 
North Triangle Depot Commercial 

Corporation (NTDCC) 8d -     462,117,356 
Bulacan Central Bulk Water Supply 

Project b -     22,078,134 
Other projects  50,000 50,000 

  P19,608,736 P503,804,225 

 
As discussed in Note 5 to the financial statements, the Company reclassified its 
investments in common shares of SPI and Philodrill, from the held-for-trading 
investment to the AFS investments. These common shares represent 4.50% and 0.07% of 
the outstanding shares of SPI and  Philodrill. On July 2, 2008, the Company evaluated its 
role as an investor in SPI and Philodrill and has determined that it exercises significant 
influence over these two entities. The Company has sufficient representatives in the BOD 
of both entities to significantly influence their operating and financial policy decisions. 
 
Under PAS 28 “Investment in Associates”, equity securities are classified as investment 
in associates if the investor has significant influence but not control over the financial and 
operating policies of the investees. Accordingly, on July 2, 2008, the Company 
reclassified its holdings of the common shares of SPI and Philodrill with a combined 
carrying value of P478,925,822 from the AFS investments to investment in associates.  
Subsequent to transfer date, the Company no longer carries these common shares at fair 
value but through the equity method.  
 
Details of these investments are as follows: 
 

a. Batangas Assets Corporation (BAC) 
 

BAC is a holding company that was formed in 1996 for the purpose of investing in 
the fast-growing and rapidly industrializing Calabarzon area. The Company has a 2% 
interest in this venture. 
 

b. Bohol-Cebu Water Supply Project and Bulacan Central Bulk Water Supply Project   
 

The Company is negotiating with Aquatlas, Inc. a subsidiary of Atlas Consolidated 
Mining and Development Corporation (ACMDC), for the transfer of participating 
interests and/or transfer of all data and other properties relating to the Bohol-Cebu 
Water Supply Project and Bulacan Central Bulk Water Supply Project. The proposed 
transfer will include ownership rights over water well sites and test wells, as well as 
intellectual property rights over hydrological studies, financial modeling data, 
construction design and layout of bulk supply lines, storage and pumping stations. 
 



 

- 16 - 

In 2008, the Company wrote-off its investment to Bulacan Central Bulk Water 
Supply Project after it was determined that the project is no longer realizable. 
 

c. MRTDC 
 
The Company has a 15.79% interest in MRTDC which owns the right to solicit 
concessionaire rentals and advertising in the Metro Rail Transit 3 stations. 
 

d. Fil-Energy 
 
Investments in Fil-Energy represent the Company’s paid subscription of its shares 
during incorporation. Fil-Energy has not undertaken any business operation since its 
incorporation, and the contract for the exchange of Company’s oil exploration assets 
for shares of stock of Fil-Energy is still in process. The investment in Fil-Energy is 
not material to the Company; accordingly, the Company did not consolidate its 
accounts. 
 
 

8. Investments in Associates 

 
Investments in associates are carried at equity and consist of: 
 

 Note 2008 2007 

Acquisition cost:    
Balance at beginning of year  P1,142,306,821 P441,851,000 
Additions 5, 6, 7 1,579,011,902 700,455,821 

  2,721,318,723 1,142,306,821 

Accumulated equity in net earnings:    
Balance at beginning of year 44,466,718 18,341,906 
Equity in net earnings during the year  20,508,894 26,124,812 
Dividends received  (5,996,081) -     

Balance at end of year  58,979,531 44,466,718 

  P2,780,298,254 P1,186,773,539 

 
The carrying values of investments in associates are as follows:  
 

   2008 2007 

 Note 

Percentage of  

Ownership Amount Amount 

ACMDC  11.67 P1,186,678,850 P1,186,773,539 
UPMC 6 25.62 660,990,391 -     
SPI  5 4.50 490,656,015 -     
NTDCC 7 15.79 438,437,060 -     
Philodrill 5 0.07 3,535,938 -     

   P2,780,298,254 P1,186,773,539 

 
Investment in NTDCC includes P424,498,276 investment in voting and redeemable 
preferred shares.  
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The following is the summarized financial information of the associates as of and for the 
year ended December 31 (in millions):  
 

2008 

Total 

Assets 

Total 

Liabilities Revenues 

Net income  

(Loss) 

ACMDC P13,356 P9,870 P771 (P0.81) 

UPMC 1,111 480 -     (36) 

SPI 32,218 12,554 3,781 880 

NTDCC 7,803 5,007 1,478 51 

Philodrill  1,499 160 133 15 

2007     

ACDMC P8,779 P2,876 P1,344 P289 

 
The Company has pledged all its SPI shares as collateral for the short-term loan with 
Land Bank of the Philippines as discussed in Note 11 to the financial statements.  
 
Although the Company holds less than 20% of the voting power of certain of the above 
associates, the Company exercises significant influence as further discussed below: 
 
a. ACMDC  

 
ACMDC is engaged in mineral and metallic mining and exploration that primarily 
produces copper concentrates and gold with silver and pyrites as major by-products. 
The ACMDC’s copper mining operations, which started commercial operations in 
1955, are centered in Toledo City, Cebu where two open pit mines, two underground 
mines and milling complexes are located. At its peak, the combined ACMDC 
operations at Toledo were rated as the third largest copper producers in the world. 
 
The Toledo copper mine which ceased operations in 1994 following a catastrophic 
typhoon at the end of 1993 will now be operated by an ACMDC subsidiary., Carmen 
Copper Corporation (CCC) pursuant to the May 2006 ACMDC-CCC Operating 
Agreement which has been approved by the Mines and Geosciences Bureau. The 
mine and the mining complex are currently undergoing rehabilitation through 
funding provided by Crescent Asian Special Opportunities Portfolio and Deutsche 
Bank. 
 
The President and the Chairman of the Company can exercise significant influence 
over the operating and financial policies of ACMDC as Chairman of the BOD of the 
said investee. 
 

b. UPMC 
 
UPMC’s main business is the exploration, development, exploitation, recovery and 
sale of gold. UPMC became an associate on August 1, 2008 with the conversion of 
the Company’s receivable from UPMC to the latter’s common shares (Note 6). 
 

c. SPI 
 
SPI owns the property where the Shangri-la Mall and the Edsa Shangri-la Hotel are 
situated. SPI also maintains holdings in major commercial and residential property 
developments. 
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The Company’s investment in SPI was classified as “Held-for-trading investments” 
when it was acquired in 2006. In July 2008, the Company reclassified this investment 
to the “Investments in associates” account as the Company’s Chairman of the BOD 
and its Treasurer were reappointed as members of the BOD and were given 
participation in the policy-making of SPI. 
 

d. NTDCC 
 
NTDCC owns and operates the TriNoma (Triangle in Northern Metro Manila) 
commercial center which is built adjacent to the MRT Depot. The development rights 
over the 8.3-hectare portion of the MRT Depot was acquired from Metro Rail Transit 
Development Corporation in 2002. The TriNoma commercial center commenced 
operations in May 2007 (Note 7). 
 
Effective April 1, 2008, the Company reclassified its investments in NTDCC to 
investments in associates after the appointment of some of the members of the 
Company’s BOD as members of the BOD of NTDCC giving them the required 
representation and consequently, participation in policy-making processes (Note 7). 
 

e. Philodrill 
 
Philodrill was incorporated in 1969 with the primary purpose of engaging in oil, gas 
and mineral exploration and development. In 1989, it changed its primary purpose to 
that of a diversified holding company, while retaining petroleum and mineral 
exploration and development as one of its secondary purposes. 
 
This investment was previously recorded as “Held-for-trading investments”, but was 
reclassified in July 2008 to “Investments in associates’ account as most of the 
Company’s directors are represented on the BOD of Philodrill and currently there is 
interchange of key officers between the Company and Philodrill. 
 
 

9. Property and Equipment 

 
The movements in this account are as follows: 

 

 

Condominium 

Units and 

Improvements 

Office 

Equipment 

Furniture and 

Fixtures Total 

Gross carrying amount:     
January 1, 2007 P19,887,550 P1,045,467 P   -     P20,933,017 
Additions 2,204,066 465,282 475,229 3,144,577 

December 31, 2007 22,091,616 1,510,749 475,229 24,077,594 
Additions -     180,358 -     180,358 

December 31, 2008 22,091,616 1,691,107 475,229 24,257,952 

Accumulated depreciation:     
January 1, 2007 207,500 353,759 -     561,259 
Depreciation for the year 1,111,761 316,674 95,046 1,523,481 

December 31, 2007 1,319,261 670,433 95,046 2,084,740 
Depreciation for the year 1,105,211 276,437 95,046 1,476,694 

December 31, 2008 2,424,472 946,870 190,092 3,561,434 

Net carrying amount:     

December 31, 2007 P20,772,355 P840,316 P380,183 P21,992,854 

December 31, 2008 P19,667,144 P744,237 P285,137 P20,696,518 
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10. Deferred Exploration Costs 

 
The Company is a participant in certain Service Contracts (SC) and Geophysical Survey 
and Exploration Contracts (GSEC) with the Philippine Government, through the 
Department of Energy (DOE), for the exploration, development and exploitation of the 
contract areas situated mostly in offshore Palawan.     
 
The aforementioned SC and GSEC, which provide for minimum work expenditure 
obligations and the drilling of a specified number of wells, are covered by operating 
agreements which set forth the participating interests, rights and obligations of the 
participants to the contracts.  The Company’s share in the jointly controlled assets of the 
aforementioned SCs and GSECs is included under “Deferred Exploration Costs” account 
in the balance sheets. 
 
The percentage of participation and the balance of the deferred exploration costs as of 
December 31 are as follows: 
 

 
Percentage of 
participation 2008 2007 

Offshore Northwest Palawan (Service 
Contract (SC) No. 6: 11.11   
Block A - Octon  P54,226,709 P53,842,514 
Saddle Rock Prospect  7,325,361 7,325,361 
Esperanza Prospect  823,118 823,118 

Sulu Sea SC No. 41 1.68 47,376,414 47,376,414 
Northwest Palawan, SWAN Block: 33.58   

Busuanga/Calauit, SC No. 39  15,891,445 15,891,445 
Northwest Malampaya, GSEC 

No. 86  10,345,190 10,345,190 
North Calamian Project, GSEC 

No. 83  533,923 533,923 
Onshore Mindoro, SC No. 53 5.70 15,090,930 15,090,930 
Northwest Palawan, Tara block, SC 

No. 14 2.50 4,194,783 4,194,784 

  P155,807,873 P155,423,679 

 

In 2007, the Company directly wrote-off of P37,227,337 in deferred exploration costs 
after it was determined that the Company’s participation is no longer realizable since the 
exploration projects are no longer active as of December 31, 2007.  
 
The following describes the nature of these projects and some significant developments: 
 
a. In September 2007, the DOE approved the Farm-in Agreement with Vitol GPC 

Investments (Vitol) for the exploration and development of the Octon block.  Vitol 
continues to evaluate the Octon service contract area with particular focus on a 
possible link-up with other exploration developments. The final 15-year term 
extension of Octon has been endorsed to the DOE Secretary for approval.  

 
b. In the Sulu Sea area, the re-processing and inversion of the 752 sq. km. marine 3D 

seismic data are in progress and expected to be completed by the end of April 2009. 
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c. The SWAN block consortium has submitted a proposal to the Philippine National Oil 
Corporation-Exploration Company (PNOC-EC) for the exchange in participating 
interests in different service contracts. As of December 31, 2008, no reply was 
received on the submitted proposal. 

 
d. The onshore Mindoro contract is the subject of a farm-out agreement to Pitkin 

Petroleum.  Pitkin has set a work commitment of US$3 million, and awaits approval 
by the DOE prior to starting its exploration activities. 

 
e. The Tara prospects consortium approved the extension of Blade’s and Venturoil’s 

exclusivity period up to September 2009 to enable them to undertake a more in-depth 
review using 3D seismic data over these blocks. 

 
 

11. Short-term Loans Payable 

 

This account represents short-term loans from Euronote Profits Limited (EPL), Landbank 
of the Philippines (LBP) and Eastwest Banking Corporation (EWBC), with annual 
interest ranging from 1% -10%, subject to monthly repricing.  
 
a. On June 30, 2008, the Company converted its short-term US$9.2 million loan with 

EPL to a peso-denominated loan amounting to P413,527,152. On the same date, the 
Company restructured all its short term loans from EPL to long-term debts with 
interest at 1.5% per annum (Note 12).  

 
b. On April 1, 2008, the Company increased its short-term loan with LBP to 

P200,000,000, with some of the investments in SPI and ACMDC as collateral 
(Note 8). 

 
c. The Company obtained short-term loans from EWBC in the amount of P75,000,000 

in February 2007. The loan balance was paid in full in 2008. 
 
Related interest expense amounted to P23,068,584, P23,200,396 and P14,283,789 for the 
years ended December 31, 2008, 2007 and 2006, respectively (Note 19). 
 
 

12. Long-term Debt 

 
The loan from EPL was obtained in 2007 and matures in October 2012 in the amount of 
P846,105,746 with annual interest rate at 1% payable quarterly.  On December 14, 2007, 
the BOD approved the increase in the Company’s capital stock from P2 billion to P6 
billion through the creation of a new class of shares consisting of 40 million nonvoting, 
preferred, redeemable and convertible shares with a par value of P100 per share, for the 
purpose of converting the Company’s long-term liability with EPL into quasi-equity. The 
creation of the new shares and the increase in capital stock will be submitted for approval 
by the stockholders. 

 

On June 30, 2008, the Company restructured its short-term loan to long-term debt. The 
outstanding balances as of December 31, 2008 of the restructured loan amounts to 
P267,654,798 and P476,027,152 payable in June 2010 and 2011, respectively (Note 11).   

 

Loans from EPL can be converted into common shares of stocks at the option of EPL if 
the Company fails to settle outstanding loan balance at maturity. 
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Related interest expense amounts to P17,175,528 and P1,410,176 for the years ended 
December 31, 2008 and 2007, respectively (Note 19). 
 
 

13. Accounts Payable and Accrued Expenses 

 
Accounts payable and accrued expenses consist of the following: 
 

 Note 2008 2007 

Accounts payable - MRTDC  P5,684,400 P5,684,400 
Accrued interest 11, 12 47,408,519 24,729,169 
Accrued expenses, taxes and others   17,594,028 12,549,441 
Accrued guarantee fee 11, 14 14,407,081 5,618,611 
Dividend payable  3,052,054 1,304,918 

  P88,146,082 P49,886,539 

 
The accounts payable to MRTDC represent advances made to the Company intended for 
payment of future stock dividends. 

 

 

14. Related Party Transactions 

 
Significant transactions with related parties are as follows: 
 
a. The Company grants interest-bearing and noninterest-bearing advances to its related 

parties with less than one year credit terms. The amounts due from related parties 
consist of receivables from the following related parties, and are shown under 
“Receivables” in the balance sheets (Note 6): 
 

 Note 2008 2007 

Entities under common control:   
Europhil P277,529,288 P244,405,483 
Alakor Corporation 18,814,365 -     
Filipinas Energy 16,908,435 16,908,435 
Vulcan Industrial Mining Corporation 2,130,186 2,130,186 
National Book Store -     25,348,376 
Ocean Composite Yacht -     208,720 

Associates:   
Philodrill -     7,462,497 
UPMC 6, 8 -     669,548,734 

 P315,382,274 P966,012,431 

 
Advances to Europhil and Alakor Corporation have various terms of not more than 
one year. If affiliate is not able to settle at maturity date, the outstanding balance is 
subjected to 12% and 24% per annum, respectively.  
 
In August 2008, the Company’s receivable from UPMC amounting to P669,548,734 
was converted to the latter’s common shares at P0.01 par value (Notes 6 and 8). 
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b. On January 1, 2002, the Company entered into a Guarantee Agreement with Alakor 
Corporation to have the latter’s Chairman of the BOD as a guarantor of the 
Company’s loans. The guarantee fee is equivalent to 4% and 5% per annum of the 
amount guaranteed without collateral and amount guaranteed with real state or other 
types of collateral, respectively.  
 
Accrued guarantee fee payable recognized as of December 31, 2008 and 2007 
amounted to P14,407,081 and P5,618,611, respectively (Note 13). Guarantee fee 
recognized under “Interest and other finance charges” amounted to P8,788,470 and 
P7,486,528 accrued in December 31, 2008 and 2007, respectively. 
 

The key management personnel compensation shown under “General and administrative 
expenses” account in the statements of income consist of the following (Note 18): 
 

 2008 2007 2006 

Short-term employee benefits P2,990,718 P2,755,000 P2,665,000 
Post employment benefits 3,786,527 3,513,711 327,018 

 P6,777,245 P6,268,711 P2,992,018 

 
 

15. Equity 

 
The movements of the Company’s authorized and issued and outstanding capital stock 
are as follows:  
 

 2008 2007 2006 

Capital stocks - P1 par value    

Authorized 2,000,000,000 2,000,000,000 2,000,000,000 

Issued and outstanding:    
Balance at beginning of the  

year 1,064,611,970 1,046,430,374 1,046,430,374 
Stock dividend 106,000,000 -     -     
Issued during the year -     18,181,596 -     

Balance at end of the year 1,170,611,970 1,064,611,970 1,046,430,374 

Subscribed:    
Balance at beginning of the 

year 7,388,030 25,569,626 25,569,626 
Issued during the year -     18,181,596 -     

Balance at end of the year 7,388,030 7,388,030 25,569,626 

Subscription receivable:    
Balance at beginning of the  

year (1,367,688) (9,687,574) (9,687,574) 
Collections during the year -     8,319,886 -     

Balance at the end of the year (1,367,688) (1,367,688) (9,687,574) 

 6,020,342 6,020,342 15,882,052 

 1,176,632,312 1,070,632,312 1,062,312,426 
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The movements of the Company’s treasury stock are as follows:  
 

 2008 2007 

Balance at beginning of the  year 10,000,000 -     
Reacquired during the year 3,000,000 10,000,000 

Balance at end of the year 13,000,000 10,000,000 

 
a. On September 19, 2008, the stockholders approved the declaration of a 10% stock 

dividend to stockholders of record as of October 31, 2008.  The stock dividends were 
issued in November 2008. 

 
b. On April 25, 2008, the BOD approved the declaration of a cash dividend of P0.05 per 

share to stockholders of record as of May 30, 2008.  The cash dividends were paid in 
June 2008.  In 2007, the BOD approved the declaration of cash dividends in April 
and July amounting to P107.2 and P53.2 million, respectively.  

 
c. Treasury shares, totaling 13 million and 10 million common shares in 2008 and 

2007, respectively, are stated at acquisition cost.  In 2007, the BOD approved to 
reacquire P50 million worth of treasury shares until June 2009.  The retained 
earnings is restricted in the amount of  P27.6 million and P23.1 million as of 
December 31, 2008 and 2007, respectively, representing the cost of shares held in 
treasury. 

 
 

16.  Interest Income 
 
This account consists of interest earned from bank placements and receivables with 
interest rates ranging from 4% to 24%. 
 

 

17. Other Revenues 

 
Other revenues consist of : 
 

 Note 2008 2007 2006 

Management fees 24 P89,523,503 P53,992,180 P88,196,782 
Dividend income  9,124,758 12,766,443 8,021,892 

  P98,648,261 P66,758,623 P96,218,674 
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18. General and Administrative Expenses 

 
General and administrative expenses consist of: 
 
 Note 2008 2007 2006 

Taxes and licenses  P7,105,694 P12,618,409 P4,439,611 
Salaries, wages and 

employee benefits  5,373,991 4,975,233 5,560,805 
Pension  20 2,273,300 4,132,666 4,043,353 
Rent   2,044,640 2,053,747 1,739,541 
Depreciation  9 1,476,694 1,523,481 395,000 
Communication, light 

and water  1,307,820 1,312,706 678,916 
Insurance  1,134,715 824,331 145,850 
Outside services  869,983 318,600 837,494 
Representation and 

entertainment  840,073 1,065,421 953,875 
Office supplies  656,678 459,015 205,586 
Transportation and 

travel  577,235 373,446 348,539 
Repairs and maintenance  462,491 122,058 395,410 
Miscellaneous  1,540,537 1,226,788 857,786 

  P25,663,851 P31,005,901 P20,601,766 

 
 

19. Interest and Other Finance Charges  

 
Interest and other finance charges consist of: 
 
 Note 2008 2007 2006 

Interest expense 11, 12 P40,244,112 P24,610,572 P14,283,789 
Guarantee fee 11, 12, 13 8,788,470 7,486,528 -     
Bank charges and others  720,092 543,353 745,248 

  P49,752,674 P32,640,453 P15,029,037 

 
 

20. Pension Benefit Costs  

 
The Company has a funded, noncontributory defined pension plan covering all its regular 
employees.  
 
The reconciliation of the present value of defined benefit obligation and the fair value of 
the plan assets to the pension liability recognized in the balance sheets is shown below: 
 
  2008 2007 

Present value of defined benefit obligation  P31,471,674 P38,350,057 
Fair value of plan assets  33,292,254 15,151,443 

Unfunded (overfunded) obligations  (1,820,580) 23,198,614 
Unrecognized actuarial gains  11,519,161 -     

Pension liability  P9,698,580 P23,198,614 
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The movements in the present value of defined benefit obligation are shown below: 
 
 2008 2007 

Balance at beginning of year P38,350,057 P30,183,323 
Current service cost  1,581,691 1,267,094 
Interest cost 2,765,039 2,865,572 
Actuarial losses (gains) (11,225,113) 4,034,068 

Balance at end of year P31,471,674 P38,350,057 

 
The movements in the fair value of the plan assets are as follows: 
 
  2008 2007 

Balance at beginning of year P15,151,443 P1,488,039 
Contribution by employer 15,773,334 13,663,404 
Expected return on plan assets 2,073,430 -     
Actuarial losses 294,048 -     

Balance at end of year P33,292,254 P15,151,443 

 
The pension expense recognized as part of employee benefits in the statements of income 
consists of: 
 
 2008 2007 2006 

Current service cost P1,581,691 P1,267,094 P1,267,094 
Interest cost 2,765,039 2,865,572 2,865,572 
Expected return on plan assets (2,073,430) -     -     

Net periodic pension expense 2,273,300 4,132,666 4,132,666 
Actuarial gain -     -     (89,313) 

Total pension expense  P2,273,300 P4,132,666 P4,043,353 

 
The actual return on plan assets in 2008 amounts to P2,367,478 while in 2007 there was 
no actual return on plan assets. Plan assets expressed in percentages consists 97% 
investment in government securities and 3% bank deposits as of and for the years ended 
December 31, 2008 and 2007. 
 
The principal actuarial assumptions used to determine pension benefits are as follows: 
 
                 In Percentages 

 2008 2007 

Discount rate 10.33 11.00 
Expected rate of return on plan assets 5.00 8.00 
Salary increases 5.00 8.00 

 
The Company expects to pay P7.4 million in contributions to the pension benefit plan in 
2009. 
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The historical information for the current and previous three annual periods is as follows: 
 
 2008 2007 2006 2005 

Present value of the defined 
benefit obligation P31,471,674 P38,350,057 P30,183,323 P26,050,657 

Fair value of plan assets 33,292,254 15,151,443 1,488,039 -     

Unfunded (overfunded) 
obligation (P1,820,580) P23,198,614 P28,695,284 P26,050,657 

 
 

21. Income Taxes 

 
The components of the Company’s income tax expense are shown below: 
 
 2008 2007 2006 

Current tax expense P33,083,093 P48,357,746 P33,501,900 
Deferred  tax expense (benefit) 

on origination and reversal of 
temporary differences (24,730,020) (16,081,444) 13,408,479 

 P8,353,073 P32,276,302 P46,910,379 

 
The reconciliation between the income tax expense computed at the statutory income tax 
rate and the income tax expense shown in the statements of income is as follows: 
 
 2008 2007 2006 

Income before income tax P35,065,943 P526,825,785 P446,233,481 

Income tax at statutory rate  P12,273,080 P184,389,025 P156,181,718 
Tax effects of:    

Income subjected to final tax (3,314,939) (5,048,418) (7,163,522) 
Change in tax rate 2,369,359 -     -     
Nondeductible interest expense  63,669 304,585 3,760,849 
Unrecognized deferred income 

taxes and others (3,038,096) (147,368,890) (105,868,666) 

Income tax P8,353,073 P32,276,302 P46,910,379 

 
Deferred tax assets (liabilities) - net consist of the following: 
 
 2008 2007 

Pension liability P2,909,574 P8,119,515 
Accrued expenses 4,937,209 4,227,855 
Unamortized past service costs 6,620,123 3,904,838 
Unrecognized foreign exchange gain (250,754) (26,766,076) 

 P14,216,152 (P10,513,868) 
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On May 24, 2005, Republic Act No. 9337 entitled “An Act Amending the National 
Internal Revenue Code, as Amended, with Salient Features” (Act), was passed into a law 
effective November 1, 2005.  Among others, the Act includes the following significant 
revisions to the rules of taxation: 
 
a. Change in the corporate income tax rates from 32% to 35% starting November 1, 

2005 and 30% starting January 1, 2009 and onwards; and 
 
b. Change in interest expense allowed as deductible expense by an amount equivalent to 

a certain percentage of the interest income subjected to final tax as follows: 42% 
starting November 1, 2005 and 33% starting January 1, 2009 and onwards. 

 

 

22. Basic and Diluted Earnings Per Share (EPS) 

 
Basic and diluted EPS is computed as follows: 
 
 2008 2007 2006 

Net income for the year P26,712,870 P494,549,483 P399,323,102 
Divided by weighted average 

number of common shares 1,042,841,667 1,062,000,000 1,072,000,000 

Basic and diluted EPS P0.03 P0.47 P0.37 

 
The resulting per share amounts are the same for both basic and diluted EPS in 2008, 
2007 and 2006 since the Company does not have any debt or equity securities that will 
potentially cause an EPS dilution.  The convertible preferred shares mentioned in Note 12 
to the financial statements are potentially dilutive but the creation of these new shares is 
still pending approval by the SEC. 
 
 

23. Financial Risk and Capital Management 

 
The Company has exposure to the following risks from its use of financial instruments: 
 

� Credit risk 
� Liquidity risk 
� Market risk 

 
This note presents information about the Company’s exposure to each of the above risks, 
the Company’s objectives, policies and processes for measuring and managing risk, and 
the Company’s management of capital.  Further quantitative disclosures are included 
throughout these financial statements. 
 
The main purpose of the Company’s dealings in financial instruments is to fund its 
operations and capital expenditures.   
 
The BOD has overall responsibility for the establishment and oversight of the 
Company’s risk management framework. 
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The Company’s risk management policies are established to identify and analyze the 
risks faced by the Company, to set appropriate risk limits and controls, and to monitor 
risks and adherence to limits.  Risk management policies and systems are reviewed 
regularly to reflect changes in market conditions and the Company’s activities.  All risks 
faced by the Company are incorporated in the annual operating budget. Mitigating 
strategies and procedures are also devised to address the risks that inevitably occur so as 
not to affect the Company’s operations and detriment forecasted results. The Company, 
through its training and management standards and procedures, aims to develop a 
disciplined and constructive control environment in which all employees understand their 
roles and obligations. 
 
Credit Risk 
Credit risk represents the loss that the Company would incur if counterparty failed to 
perform under its contractual obligations.  The Company has established controls and 
procedures in its credit policy to determine and monitor the credit worthiness of 
counterparties.   
 

The carrying amount of financial assets represents the maximum credit exposure. The 
maximum exposure to credit risk pertains to receivables and advances amounting to P315 
million and P966 million as of December 31, 2008 and 2007, respectively. 
 

The aging of trade receivables as of December 31, 2008 and 2007 are as follows: 
 

 2008 2007 

 Gross Amount Impairment Gross Amount Impairment 

Current  P18,824,818 P   -     P9,003,473 P   -     
Past due 1-30 days  17,454,672 -     8,186,920 -     
Past due 31-60 days 46,505,719 -     7,587,629 -     
More than 60 days 232,607,518 -     941,234,409 -     

 P315,392,727 P   -     P966,012,431 P   -     

 
Liquidity Risk 
The Company manages liquidity risk by maintaining a balance between continuity of 
funding and flexibility in operations.  Treasury controls and procedures are in place to 
ensure that sufficient cash is maintained to cover daily operational and working capital 
requirements.  Management closely monitors the Company’s future and contingent 
obligations and sets up required cash reserves as necessary in accordance with internal 
policies. 
 
The Company’s current liabilities as of December 31, 2008 and 2007 amounted to 
P308,050,538 and P1,025,794,092, respectively, which is less than its current assets of 
P351,154,790 and P1,502,696,872, respectively.  Thus, the Company has sufficient funds 
to pay for its current liabilities and has minimal liquidity risk. 
 
The following are the contractual maturities of financial liabilities, including estimated 
interest payments and excluding the impact of netting agreements: 
 

2008 

Carrying 

Amount 

Contractual 

Cash Flow 

6 months  

or less 6-12 months 1-2 years 

Non-derivative financial 
liabilities      

Short-term loans payable P200,000,000 P207,345,056 P207,345,056 P   -     P   -     
Accounts payable and 

accrued expenses 88,146,082 88,146,082 21,542,075 8,396,897 58,207,110 
Long-term debt 1,589,787,696 1,611,131,545 756,626,949 8,398,850 846,105,746 

 P1,877,933,778 P1,906,622,683 P985,514,080 P16,795,747 P904,312,856 
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2007 
Carrying 
Amount 

Contractual Cash 
Flow 

6 months  
or less 6-12 months 1-2 years 

Non-derivative financial 
liabilities      

Short-term loans payable P970,350,763 P970,350,763 P190,567,642 P50,000,000 P750,350,763 
Accounts payable and 

accrued expenses 49,886,539 49,886,539 13,854,359 10,445,380 25,586,800 
Long-term debt 846,105,746 850,267,273 -     -     846,105,746 

 P1,866,343,048 P1,870,504,575 P204,422,001 P60,445,380 P1,622,043,309 

 
Market Risk 
Market risk is the risk that changes in market prices, such as foreign exchange rates, 
interest rates and other market prices will affect the Company’s income or the value of its 
holdings of financial instruments.  The objective of market risk management is to manage 
and control market risk exposures within acceptable parameters, while optimizing the 
return. 
 

Interest Rate Risk 

The Company’s exposure to the risk for changes in market interest rate relates primarily 
to its shot-term loans payable and long-term debt obligations with fixed interest rates.  
Most of the Company’s existing debt obligations are based on fixed interest rates with 
relatively small component of the debts that are subject to interest rate fluctuation. 
 

Foreign Exchange Risk 

The Company’s exposure to foreign exchange risk results from its business transactions 
denominated in foreign currencies.  It is the Company’s policy to ensure that capabilities 
exist for active and prudent management of its foreign exchange. 
 
The Company’s foreign currency denominated assets and liabilities as of December 31 
are as follows: 
 

2008 

Currency 

Current 

assets 

Current 

Liabilities 

Net foreign 

currency assets 

(liabilities) 

Exchange 

Rate 

Peso 

Equivalent 

Dollar $30,226 $   - $30,226 P47.52 P1,436,340 

 
2007 

Currency 
Current 
Assets 

Current 
Liabilities 

Net foreign 
currency assets 

(liabilities) 
Exchange 

Rate 
Peso 

Equivalent 

Dollar $289,108 ($10,500,779) ($10,211,671) P41.41 (P422,875,508) 

 
Net foreign exchange losses - net charged to income amounted to P11,862,805 in 2008 
while net foreign exchange gains - net charged to income amounted to P76,474,502 in 
2007. 
 
Average exchange rate for December 31, 2008 and 2007 is P48.0942 and P41.6680, 
respectively. The exchange rate applicable for USD1 as of December 31, 2008 and 2007 
is P47.42 and P41.4110, respectively. 
 

Sensitivity Analysis 
A 10% strengthening of the Philippine peso against USD as of December 31, 2008 would 
have decreased equity and net income by P143,634 in 2008. 
 
A 10% weakening of the Philippine peso against the above currencies as of 
December 31, 2008 would have had the equal but opposite effect, on the basis that all 
other variables remain constant. 
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A 10% strengthening of the Philippine peso against USD as of December 31, 2007 would 
have increased equity and net income by P42,287,551 in 2007. 
 
A 10% weakening of the Philippine peso against the above currencies as of 
December 31, 2007 would have had the equal but opposite effect, on the basis that all 
other variables remain constant. 
 
Fair Values 
The fair values together with the carrying amounts of the financial assets and liabilities 
shown in the balance sheet are as follows: 

 

        2008        2007 

 
Carrying 

Amount Fair Value 

Carrying 
Amount Fair Value 

Cash and cash equivalents P19,919,358 P19,919,358 P22,143,393 P22,143,393 
Held-for-trading investments 13,676,126 13,676,126 512,686,583 512,686,583 
Receivables 315,392,727 315,392,727 966,012,431 966,012,431 
Available-for-sale 

investments 19,608,736 19,608,736 503,804,225 503,804,225 
Accounts payable and 

accrued expenses 88,146,082 88,146,082 49,886,539 49,886,539 
Short-term loans payable 200,000,000 200,000,000 970,350,763 970,350,763 
Long-term debt 1,589,787,696 1,270,112,634 846,105,746 846,105,746 

 

Estimation of Fair Values 

The following summarizes the major methods and assumptions used in estimating the 
fair values of financial instruments reflected in the table: 
 
Cash and Cash Equivalents 
The carrying amount approximates the fair value primarily due to the relatively short-
term maturity of these financial instruments. 
 
Held-for-Trading Investment and Available-for-Sale Investments.  The fair values of 
publicly traded instruments and similar investments are estimated based on the quoted 
market prices.  For all other instruments with no quoted market prices, a reasonable 
estimate of fair value has been calculated based on the expected cash flows or the 
underlying net asset base for each investment. 
 

Receivables, Accounts Payable and Accrued Expenses, Short-term Loans Payable and 

Long-term Debt 

Receivables are reported at their net realizable values, at total amounts less allowance for 
impairment loss. Current liabilities are stated at amounts reasonably expected to be paid 
within the next twelve months or within the Company’s operating cycle.   
 
Capital Management 
The Company’s objectives when managing capital is to maintain a capital structure that 
provides a balance between the risk associated with higher level of borrowings and the 
advantages and security of a sound capital position. 
 
The BOD has overall responsibility in monitoring of capital in proportion to risk.  
Profiles for capital ratios are set in the light of changes in the Company’s external 
environment and the risks underlying the Company’s business operations and industry. 
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The Company monitors capital on the basis of the debt-equity ratio which is calculated as 
total debt divided by total equity.  Total debt is equivalent to accounts payable and 
accrued expenses, income tax payable, short-term loans payable, long-term debt, pension 
liability and deferred tax liability.  Total equity comprises all components of equity 
including capital stocks, additional paid-in capital and retained earnings, reduced by 
treasury shares. 
 
There were no changes in the Company’s approach to capital management during the 
year.  The Company is also not subject to any externally-imposed capital requirements. 
 
The debt-to-equity ratio as of December 31, 2008 and 2007 are as follows: 
 
  2008 2007 

Total liabilities  P1,907,536,814 P1,905,612,320 
Total equity  1,434,245,509 1,465,078,849 

Debt-to-equity ratio  1.33 1.30 

 

 

24. Other Matter 

 

The Company signed an agreement with Euronote whereby it provides general 
administration and risk management services to the latter for the efficient management 
and supervision of Euronote’s operations.  In consideration for such services, the 
Company is paid a monthly management fee which is shown under Other Revenues in 
the statements of income.  Total management fees earned on this agreement amounted to 
P89,523,503 and P46,851,750 for the  years ended December 31, 2008 and 2007 
respectively. 
 
The agreement is for a period of 3-1/2 years from July 2007 to December 2010, subject 
to renewal thereafter as may be mutually agreed upon by the parties. 
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