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EXECUTIVE SUMMARY

INTRODUCTION

The Philippine Mining Development Corporation (PMDC), formerly Natural Resources
Mining Development Corporation (NRMDC), is a 100 per cent wholly owned corporation
of the National Government. Its original principal stockholders were the Natural
Resources Development Corporation (NRDC), the corporate arm of the Department of
Environment and Natural Resources (DENR), which held 55 per cent of the total capital
stock, and the Philippine National Oil Company-Energy Development Corporation
(PNOC-EDC), for the remaining 45 per cent. The PMDC was incorporated as an
attached agency of DENR and registered with the Securities and Exchange Commission
(SEC) on July 4, 2003 with Registration No. CS200314923 based on the authorization of
the President of the Republic of the Philippines as contained in a Memorandum dated
April 9, 2003. Upon the recommendation of the Secretary of DENR, the PMDC was
authorized by the President of the Philippines, in a Memorandum dated June 9, 2005, to
increase its capital stock from P100 million to P125 million. This resulted in a revised
equity structure for PMDC where DENR-NRDC holds 44 per cent, PNOC-EDC 36 per
cent and National Development Company (NDC) 20 per cent. Also, this authorized
PMDC to increase the number of its Board of Directors from 9 to 11.

The PNOC-EDC holdings of 36 per cent (P45 million) was subsequently turned over to
the PNOC, the parent firm of PNOC-EDC, sometime in calendar year (CY) 2006 due to
PNOC-EDC’s Initial Public Offering (IPO). The entry of NDC, the corporate arm of the
Department of Trade and Industry, facilitated the funding of the Corporation’s exploration
drilling program with cash infusion of P50 million in the early part of CY 2005, P25 million
of which as equity and the balance of P25 million in the form of loan. Additional loan of
P25 million was released in CY 2006 by NDC.

Pursuant to DENR Administrative Order (DAO) No. 2003-038 and by virtue of a
Memorandum of Agreement executed among DENR, PMDC (then NRMDC) and NRDC,
PMDC was designated/appointed as the new implementing arm of DENR in undertaking
the mining and mineral processing operations in the 8,100 hectares Diwalwal Mineral
Reservation area located in the Municipality of Monkayo, Compostela Valley Province.
Based on the Agreement, the Diwalwal Direct State Development Project was turned
over from NRDC to then NRMDC, and as such, collection of the 15 per cent government
share from the ores extracted by the small-scale miners was later managed by the latter.
In partial compliance, NRDC initially transferred P4.289 million to PMDC, with
subsequent turn-over of fund balance from the Project and the documents related
thereto. This collection function, however, was returned to NRDC in February 2005 by
the Office of the President. Such decision was based on the need for PMDC to focus on
exploration and mining rather than the regulatory function of collection of the 15 per cent
share from the small-scale miners.

Primarily, PMDC was created to conduct and carry on the business of exploring,
developing, mining, concentrating, converting, smelting, treating and otherwise
developing, producing and dealing in gold, silver, copper, iron and any and all kinds of
minerals, mineral deposits, substances and mineral resources.
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Accomplishments for CY 2016

Hereunder are PMDC’s major corporate accomplishments, grouped accordingly, during
the year:

I. Project monitoring and operations

a. The Corporation had been monitoring all the awarded projects by assigned
Project Managers (PMs), including the provision of technical and support
assistance to partners/operators. Of the 28 awarded projects, two are under
operational stage: the Dinagat Nickel-Chromite Project, Parcel 1 (Loreto) and
Parcel 2B (Libjo, Basilisa area). Of the balance, 24 projects are in active
exploration status while 2 projects are having technical issues and under litigation.

b. From the Dinagat Nickel-Chromite Project, particularly in Parcel 1 (Loreto), a
total volume of 610,697.56 metric tons (MTs) of lateritic nickel ore were extracted
and shipped in CY 2016. There were no shipments made for Parcel 2B (Libjo,
Basilisa area) as AAM-Phil Natural Resources Exploration and Development
Corporation (AAM-PHIL), operator of the said Project (the assignment from United
Philippines and China Mining Corporation to AAM-PHIL was approved in CY
2006), declared the project under Care and Maintenance Program (CMP) due to
non-marketable of ores extracted from the project area. The said total tonnage of
610,697.56 MTs was duly billed for the corresponding royalties due to PMDC for
the year.

II. Community-support

PMDC continued to implement its Corporate Social Responsibility (CSR) agenda
focusing on health, education, environment, rural infrastructure and opportunities to earn
with the participation of the private sector, volunteers, Local Government Units (LGUs)
and the Department of Health (DOH).

For CY 2016, PMDC organized a Medical Mission Activity, provided medicines and food
assistance to the communities, distributed school supplies to pupils and teachers in
Diwalwal, supported the “Brigada Eskuwela” of schools in Diwalwal and the nutrition
month celebration of Mt. Diwata High School, and monitored the PMDC school building
project in Mt. Diwata which was turned over to the Department of Education’s
Compostela Valley Division. PMDC also constructed one-unit two-classroom school
building at Dinagat and officially turned over to LGU of Barangay Sombrado, Dinagat
and Sombrado Elementary School on July 29, 2016.

The Agro-Reforestation Program is a continuing initiative of PMDC with dual component
of both “Environment” and “Opportunities to Earn” in relation to the integrated greening
(environmental) and livelihood project for the concerned community in Compostela
Valley National Greening Program within the Lake Leonard Watershed, Maco,
Compostela Valley. To further enhance the skills of the beneficiaries, PMDC organized
a Seminar on “Plantation Establishment and on Care, Maintenance, and Protection”
which was facilitated by the Municipal Agriculture of Monkayo and the Community
Environment and Natural Resources Office (CENRO). Moreover, PMDC supported the
Basic Jewelry-Making Seminar, a livelihood skills-enhancement activity for the out-of-
school youths and unemployed women of the Municipality of Monkayo.
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The project of PMDC, Rehabilitation and Expansion of Potable Water System (Level III)
worth P3.6 million which was completed in November 2015 was officially turned over to
Barangay Villa Ecleo, Basilisa, Dinagat Islands and now the project is in its full-blown
use.

FINANCIAL HIGHLIGHTS (In Million Pesos)

The Corporation mainly derived its revenues from commitment fees from the awarded
tenements, royalty fees, sale of ores from incidental mining and sale of other minerals,
while its Corporate Operating Budget for CY 2016 amounted to P61.953 million.

2016 2015
Increase

(Decrease)
Assets 446.063 470.547 (24.484)
Liabilities 150.721 157.552 (6.831)
Equity 295.342 312.995 (17.653)
Revenues 53.142 112.364 (59.222)
Expenditures 49.616 59.168 (9.552)
Net revenue before tax 3.526 53.196 (49.670)
Provision for income tax 1.039 15.748 (14.709)
Unrealized foreign exchange gain 0.008 2.847 (2.839)
Net revenue after tax 2.495 40.295 (37.800)

SCOPE OF AUDIT

Our audit covered the operations of PMDC for CY 2016. It aimed to ascertain the
adequacy of books of accounts and subsidiary records, and the completeness and
fairness of the presentation of the financial statements. Our audit was also conducted to
determine the Corporation’s compliance with applicable laws, rules and regulations.

AUDITOR’S OPINION

We rendered a qualified opinion on the fairness of presentation of the financial
statements, since the Corporation only billed and recorded as royalty fee income in
CY 2016 its 26 per cent share/royalties or P9.300 million on the CY 2015 gross sales of
P35.768 million of AAM-PHIL, while it was unable to accrue its 20 per cent
share/royalties estimated at P17.098 million from the five unsubmitted Sales Invoices
(SIs) issued by AAM-PHIL in CY 2016 with estimated gross sales of P85.488 million,
contrary to Section 30.b of International Accounting Standards (IAS) 18. Consequently,
the retained earnings beginning balance for CY 2016 was understated by P9.300 million
while the accounts receivable and royalty fee income for the year were understated by
estimated amount of P17.098 million and P7.798 million, respectively.
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SIGNIFICANT AUDIT OBSERVATIONS AND RECOMMENDATIONS

For the above-mentioned audit observation which caused the issuance of a qualified
opinion, we recommended that Management:

1. Require AAM-PHIL to submit the complete SIs on time as basis in the preparation
of the billing statement and recording of the royalty fee income in the books of
accounts, including the unsubmitted five SI Nos. 0033, 0034, 0035, 0036 and 0037 for
CY 2016 sales; and

2. Request the Finance and Accounting Department (FAD) to:

a. Validate on a regular basis the reported sales of AAM-PHIL from the latter’s
records and books of accounts to ensure accuracy and completeness of royalty
fee income to be recognized in the PMDC books; and

b. Accrue at the end of the year the royalty fee income earned supported by
the billing statements issued by the PMDC and sales invoices submitted by AAM-
PHIL in accordance with the revenue recognition principle and in compliance with
the Joint Operating Agreements (JOAs).

3. Require the AAM-PHIL to submit financial and marketing reports and records for
CYs 2014-2016 in compliance with the JOAs, for validation by the PMDC/FAD.

Other significant audit observation and recommendation follows:

4. The AAM-PHIL, the mining operator which provides the main source of income to
PMDC in the form of royalty fee, established only in CY 2016 or 10 years from the time
it started operating the Dinagat Nickel-Chromite Project, the required Mining
Rehabilitation Fund (MRF) to ensure availability of funds for the satisfactory compliance
with the commitments/strategies and performance of the activities stipulated in the
Environment Protection and Enhancement Program (EPEP)/Annual EPEP during
specified project phase, contrary to the provisions in the JOAs and Section 181 of
Department of Environment and Natural Resources (DENR) Administrative Order
(DAO) No. 2005-07 dated April 14, 2005

4.1 We recommended that Management:

a. Henceforth, require its mining operators to establish the MRF upon the start
of operation of the mining project pursuant to Section 181 of DAO No. 2005-07
dated April 14, 2005, to ensure availability of funds for the satisfactory compliance
with the commitments and performance of the activities stipulated in the
EPEP/Annual EPEP during specified project phase; and

b. Review, evaluate and validate the technical reports submitted by AAM-PHIL
to ensure compliance of the contractor/operator on the pertinent provisions of the
JOAs and DAO No. 2005-07.
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SUMMARY OF AUDIT DISALLOWANCES, CHARGES AND SUSPENSIONS

As of December 31, 2016, unsettled audit disallowances amounted to P1.474 million.
There were no Notice of Suspension, Notice of Charge and Notice of Finality of Decision
issued during the year.

STATUS OF IMPLEMENTATION OF PRIOR YEARS’ AUDIT RECOMMENDATIONS

Of the 19 audit recommendations embodied in the prior years’ Annual Audit Reports
(AARs), 8 were fully implemented, 11 were partially implemented. Details are presented
in Part III of this Report.
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PART I – AUDITED FINANCIAL STATEMENTS





INDEPENDENT AUDITOR’S REPORT

THE BOARD OF DIRECTORS
Philippine Mining Development Corporation
Unit 3001-B West Tower
Philippine Stock Exchange Centre
Exchange Road, Ortigas Center, Pasig City

We have audited the accompanying financial statements of the Philippine Mining
Development Corporation (PMDC) which comprise the statement of financial position
as of December 31, 2016, and the statement of profit or loss and other comprehensive
income, statement of changes in equity and statement of cash flows for the year then
ended and a summary of significant accounting policies and other explanatory
information.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free
from material misstatement.

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

Republic of the Philippines
COMMISSION ON AUDIT

Commonwealth Avenue, Quezon City



We believe that the audit evidence we have obtained is sufficient and appropriate to

provide a basis for our qualified audit opinion.

Basis for Qualified Opinion

The royalty fee income of P9.300 million pertaining to calendar year (CY) 2015 was

recognized as income in CY 2016. On the other hand, royalty fee income for CY 2016

estimated at P17.098 million was not accrued. These resulted in the understatement of
CY 2016 retained earnings beginning balance by P9.300 million and accounts
receivable and royalty fee income for CY 2016 by P17.098 million and P7.798 million,

respectively.

Opinion

In our opinion, except for the effects of the matter described in the Basis for Qualified
Opinion paragraph, the financial statements present fairly, in all material respects, the
financial position of PMDC as at December 31 , 2016, and of its financial performance

and its cash flows for the year then ended in accordance with State accounting
principles.

COMMISSION ON AUDIT

ARSEN{O S. RAYOS, JR.
Supp{vising Auditor
Audit Group E
Cluster S-Natural Resources and Technology Group
Corporate Government Sector

May 15, 2017





Note 2016 2015

ASSETS

Current assets

Cash and cash equivalents 4 129,295,887 160,935,510

Receivables, net 5 24,691,704 16,313,756

Inventories 6 4,604,241 4,636,383

Other current assets 7 3,347,790 2,842,518

161,939,622 184,728,167

Non-current assets

Property, plant and equipment, net 8 282,162,151 283,625,452

Other non-current assets 9 1,961,706 2,193,013

284,123,857 285,818,465

TOTAL ASSETS 446,063,479 470,546,632

LIABILITIES AND EQUITY

Current liabilities

Payables 10 628,140 1,754,541

Loans payable-domestic 11 8,186,504 7,265,107

Inter-agency payables 12 755,956 961,630

Trust liabilities 13 5,688,869 5,718,869

Deferred credits 14 3,607,094 1,810,507

18,866,563 17,510,654

Non-current liabilities

Loans payable-domestic 15 122,532,574 130,719,078

Other deferred credits 16 9,322,550 9,322,550

131,855,124 140,041,628

Total liabilities 150,721,687 157,552,282

Equity 295,341,792 312,994,350

TOTAL LIABILITIES AND EQUITY 446,063,479 470,546,632

The Notes on pages 8 to 33 form part of these financial statements.

PHILIPPINE MINING DEVELOPMENT CORPORATION

(FORMERLY NATURAL RESOURCES MINING DEVELOPMENT CORPORATION)

STATEMENT OF FINANCIAL POSITION

December 31, 2016

(All amounts in Philippine peso)
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Note 2016 2015

REVENUES 19

Commitment and royalty fees 50,472,089 111,202,866

Interest income, net 1,198,453 768,812

Other income 26,245 134,246

Realized foreign exchange gain 1,445,204 258,192

53,141,991 112,364,116

Expenditures 20 49,616,352 59,168,305

PROFIT BEFORE TAX 3,525,639 53,195,811

Income tax expense 21 1,038,871 15,748,272

PROFIT FOR THE YEAR 2,486,768 37,447,539

OTHER COMPREHENSIVE INCOME

Unrealized foreign exchange gain 4, 19 8,207 2,847,528

TOTAL COMPREHENSIVE INCOME FOR THE YEAR 2,494,975 40,295,067

BASIC EARNINGS PER SHARE (EPS) (in currency units) 20 322

The Notes on pages 8 to 33 form part of these financial statements.

PHILIPPINE MINING DEVELOPMENT CORPORATION

(FORMERLY NATURAL RESOURCES MINING DEVELOPMENT CORPORATION)

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

For the Year Ended December 31, 2016

(All amounts in Philippine peso)

5



Note 2016 2015

SHARE CAPITAL 17

Authorized, issued and subscribed

(125,000 shares @ P1,000 par value )

per share 125,000,000 125,000,000

REVALUATION SURPLUS 18

Appraisal increment of exploration and

evaluation assets 144,415,500 144,415,500

RETAINED EARNINGS

43,578,850 6,567,566

Total comprehensive income for the year 2,494,975 40,295,067

(20,147,533) (3,283,783)

25,926,292 43,578,850

TOTAL EQUITY 295,341,792 312,994,350

The Notes on pages 8 to 33 form part of these financial statements.

PHILIPPINE MINING DEVELOPMENT CORPORATION

(FORMERLY NATURAL RESOURCES MINING DEVELOPMENT CORPORATION)

STATEMENT OF CHANGES IN EQUITY

For the Year Ended December 31, 2016

(All amounts in Philippine peso)

Balance at beginning of year

Dividends

Balance at end of year

6



Note 2016 2015

CASH FLOWS FROM OPERATING ACTIVITIES

Collection of accounts receivable 47,135,491 163,249,700

Commitment/management fees - mining tenements - 1,585,120

Bid documents/security and performance bond - 66,626

- 15,072,000
Interest income from bank deposits - net of final tax 1,198,453 768,812
Others - net - 35,089

- (13,564,800)

Cash paid to suppliers and employees (34,290,819) (44,470,635)

Settlement of prior year's payables and tax liabilities, net (7,054,800) (49,296,371)

Refund of unused cash advances and security deposit (30,000) (54,200)

Net cash provided by operating activities 6,958,325 73,391,341

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sale of unserviceable property 9,600 467,578

Acquisition of property and equipment (1,635,981) (578,285)

Cost of incomplete construction - (206,250)

Net cash used in investing activities (1,626,381) (316,957)

CASH FLOWS FROM FINANCING ACTIVITIES

Payment of cash dividends to the BTr and stockholders (20,147,533) (3,283,783)

Payment of loan to National Development Company (16,832,241) (16,832,242)

Net cash used in financing activities (36,979,774) (20,116,025)

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (31,647,830) 52,958,359

Unrealized foreign exchange gain 19 8,207 2,847,528

Cash and cash equivalents, beginning of year 160,935,510 105,129,623

CASH AND CASH EQUIVALENTS, END OF YEAR 4 129,295,887 160,935,510

Receipt in trust for Bureau of the Treasury (BTr)
of added commitment fees

Remittance to BTr of commitment fees held in trust

The Notes on pages 8 to 33 form part of these financial statements.

PHILIPPINE MINING DEVELOPMENT CORPORATION

(FORMERLY NATURAL RESOURCES MINING DEVELOPMENT CORPORATION)

STATEMENT OF CASH FLOWS

For the Year Ended December 31, 2016

(All amounts in Philippine Peso)

7
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PHILIPPINE MINING DEVELOPMENT CORPORATION
(FORMERLY NATURAL RESOURCES MINING DEVELOPMENT CORPORATION)

NOTES TO FINANCIAL STATEMENTS

1. GENERAL/CORPORATE INFORMATION

The Philippine Mining Development Corporation (PMDC), formerly Natural Resources
Mining Development Corporation (NRMDC), is a 100 per cent wholly owned corporation
of the National Government. Its original principal stockholders were the Natural
Resources Development Corporation (NRDC), the corporate arm of the Department of
Environment and Natural Resources (DENR), which held 55 per cent of the total capital
stock, and the Philippine National Oil Company-Energy Development Corporation
(PNOC-EDC), for the remaining 45 per cent. The PMDC was incorporated as an
attached agency of DENR and registered with the Securities and Exchange Commission
(SEC) on July 4, 2003 with Registration No. CS200314923 based on the authorization of
the President of the Republic of the Philippines as contained in a Memorandum dated
April 9, 2003. Upon the recommendation of the Secretary of DENR, the PMDC was
authorized by the President of the Philippines, in a Memorandum dated June 9, 2005, to
increase its capital stock from P100 million to P125 million. This resulted in a revised
equity structure for PMDC where DENR-NRDC holds 44 per cent, PNOC-EDC 36 per
cent and National Development Company (NDC) 20 per cent. The PNOC-EDC holdings
of 36 per cent (P45 million) was subsequently turned over to the PNOC, the parent firm
of PNOC-EDC sometime in Calendar Year (CY) 2006 due to PNOC-EDC’s Initial Public
Offering (IPO). Also, this authorized PMDC to increase the number of its Board of
Directors (BOD) from 9 to 11.

Pursuant to DENR Administrative Order No. 2003-038 and by virtue of a Memorandum
of Agreement executed among DENR, PMDC (then NRMDC) and NRDC, PMDC was
designated/appointed as the new implementing arm of DENR in undertaking the mining
and mineral processing operations in the 8,100 hectares Diwalwal Mineral Reservation
area located in the Municipality of Monkayo, Compostela Valley Province. Based on the
Agreement, the Diwalwal Direct State Development Project was turned over from NRDC
to then NRMDC, now PMDC, and as such, collection of the 15 per cent government
share from the ores extracted by the small-scale miners was later managed by the latter.
In partial compliance, NRDC initially transferred P4.289 million to PMDC, with
subsequent turn-over of fund balance from the project and the documents related
thereto. This collection function, however, was returned to NRDC in February 2005 by
the Office of the President. Such decision was based on the need for PMDC to focus on
exploration and mining rather than the regulatory function of collection of the 15 per cent
share from the small-scale miners.

Primarily, PMDC was created to conduct and carry on the business of exploring,
developing, mining, concentrating, converting, smelting, treating and otherwise
developing, producing and dealing in gold, silver, copper, iron and any and all kinds of
minerals, mineral deposits, substances and mineral resources.

Mining Property

On May 28, 2007, the DENR transferred to PMDC through Department Memorandum
Order (DMO) No. 2007-05 all the non-performing mining tenements already cancelled
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pursuant to DMO Nos. 2005-13 and 2005-03. The said DMOs contained the ninety-three
cancelled tenements wherein sixty-five of these were cancelled as final and executory.
PMDC shall dispose, develop or operate the subject tenements by itself or in partnership
or in joint venture with qualified party or contractor.

The mining properties are then evaluated by PMDC to know their potential and feasibility
through review and evaluation of the technical data, due diligence in the area and
coordination with other government agencies. PMDC may undertake the direct
development of the mining assets; however, due to financial constraints, it opted to offer
the said mining properties to interested entities through competitive public bidding which
is governed by the provisions of the Government Procurement Act. The highest
responsive bid shall be selected for award, which will be approved by the PMDC
Management and its BOD.

The National Government considered PMDC as a vehicle for re-starting and re-opening
of mining projects presently with the Department of Finance – Privatization and
Management Office (DOF-PMO). Of the six projects initially listed, only the North Davao
and Batong Buhay mining projects are identified for commercial development and
consequently transferred to PMDC.

The mining assets of the North Davao Mining Corporation have been transferred to
PMDC to facilitate their promotion as investment target. These assets are the subject of
a preliminary evaluation and assessment by the Mines and Geosciences Bureau (MGB)
for copper/gold potentials which was covered by a Memorandum of Agreement (MOA).

The mining asset of the Batong Buhay Mining Corporation is located at the Municipality
of Pasil, Kalinga, Apayao Province. The transfer price of the mineral claim from the
Development Bank of the Philippines (DBP)/Philippine National Bank (PNB) was P4.9
billion after shutdown in CY 1985.

2. STATUS OF OPERATIONS

The Change in Corporate Business Model

Shortfalls in equity requirements due to inability of PMDC shareholders to increase
current equity level required by DBP before a loan can be drawn necessitated the
creation of a supplementary business model - the royalty business scheme.

The royalty business model enables PMDC to earn from marketing of mining areas even
as it is still in assessment of whether it should pursue the traditional miner and gold
refiner option. Currently, PMDC is compensated by commitment fees, i.e., upfront fees
based on performance milestones as agreed prior to bidding process. The fees
represent the payment for privilege to explore/study potentials of the mineral area.
Upon commercial operation, PMDC is compensated over the life of the mine by agreed
percentage of gross revenues of the partner from their sales of minerals or end-products
of the minerals/ores extracted/processed.

Subsequently, PMDC monitors and supervises the conduct of the evaluation and later
development and operations of the partners by way of required submissions of technical
and financial reports, augmented from time to time by periodic visits by PMDC project
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officers and staff. The monitoring activity is a continuing effort by the PMDC technical
staff on the activities of the partner operators, as required per contract as well as
International Standards Organization (ISO) quality procedures.

Thus, from CY 2010 onwards, PMDC’s corporate efforts were on the continuation of the
offering and awards of the mineral tenements earlier transferred to it by the DENR-MGB,
the refinement of its business model in accordance with the on-going revisit, and
refinement by the Aquino Administration of the Philippine Minerals Policy guiding the
nation’s exploitation of its mineral resources.

Strategic Plans and Initiatives

PMDC has laid out plans and initiatives that will move forward and complement its
mandate, sustainably supporting lucrative growth, spearheading responsible mining and
enhancing mining communities.

Accomplishments for CY 2016

Hereunder are PMDC’s major corporate accomplishments, grouped accordingly, during
the year.

I. Project monitoring and operations, including disclosures on exports of ores

a. The Corporation had been monitoring all the awarded projects by assigned
Project Managers (PMs), including the provision of technical and support
assistance to partners/operators.

Of the 28 awarded projects, 2 are under operational stage: the Dinagat Nickel
Chromite Parcel 1 (Loreto) and Parcel 2B (Libjo, Basilisa area). Of the balance, 24
projects are in active exploration status while 2 projects are having technical issues
and under litigation.

b. From the Dinagat Nickel-Chromite Projects, particularly in Parcel 1 (Loreto
area), a total volume of 610,697.56 metric tons (MTs) of lateritic nickel ore were
extracted and shipped in CY 2016. The said total tonnage of 610,697.56 MTs was
duly billed for the corresponding royalties due to PMDC for the year. The operator
of the said Project is the AAM-Phil Natural Resources Exploration and
Development Corporation (AAM-PHIL), assignment from United Philippines and
China Mining Corporation to AAM-PHIL was approved in CY 2006.

In terms of actual boatloads, the Parcel 1 tonnage is comprised of 610,697.56 MTs
or approximately 12 shipments at the loading level of 50,000 MTs per vessel.
These exports of raw nickel ores were valued at a price of US$7-10/wet MT, in
accordance with the April 18, 2016 agreed reference price for nickel ore exports
between AAM-PHIL and the PMDC. As in previous years, the buyer of the ores is,
Crown Group Universal Limited, a Hong-Kong based entity. It will be noted that
AAM-PHIL’s exports of raw ores are likewise subject to the weather window of May
to November, as the ocean’s conditions only during this time permit actual loading
of barges and the export vessel to Lianyungan Port in China (distance of 1,755
nautical miles from the Dinagat, Surigao Port of the Philippines). For the period of
January to April and December, weather conditions in the area are not conducive
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to raw ores vessel loading and docking operations. This aspect is one of the major
constraints in exports of mineral resources from the Surigao area.

It will be noted that the raw exports of ores by the partner are covered by various
documents, which are listed as follows:

i. From the regional MGB office, the Ore Transport Permit (OTP) and
Mineral Ore Export Permit (MOEP) which the MGB issues to document the
tonnage, source parcel and allows the movement of the ores from the
stockpile to the port (for OTP), and from the port to the vessel. These
documents are also used by the AAM-PHIL in paying related excise taxes to
the Bureau of Internal Revenue (BIR);

ii. From the vessel/shipping company, the draft survey reports and
shipment documents are used for comparison purposes of the tonnage as
loaded in the vessel and unloaded at the port;

iii. From the laboratory doing the assay/chemical testing of the ores as to
the quality, grade and type of the ores shipped which are compared to the
specifications in the MGB documents; and

iv. Finally, in further support of the export shipments, AAM-PHIL has also
submitted corresponding commercial invoices (on per shipment basis)
showing the tonnage exported, the price in US$/MT applied (as per the sales
agreement mentioned above) and corresponding revenues of the partner
(upon which the PMDC royalty rates will be imposed). These individual
commercial invoices are duly tied up with PMDC billings.

These documents are all collated/secured at different points by the partner prior to
it being able to bill the buyer of the ores, and are then submitted to PMDC for its
own review and validation for subsequent preparation of the PMDC billing
statement for royalty purposes.

c. As earlier disclosed, the North Davao Mining area was publicly bidded out on
October 19, 2009 but the winning bidder, Asia Alliance, Inc., was unable to pay the
offered commitment fees to PMDC in the subsequent periods. The said award is
presently stalled as a court case is currently pending. Still, Management is
confident that the resolution of the issues that cloud the Project would be resolved
accordingly. As disclosed in the CY 2014 Notes to Financial Statements,
Management informed the PMDC BOD of current updates to the Project. The
PMDC BOD in its December 2014 meeting decided to seek the concurrence or
advice of the DOF-PMO for the handling of the said Project. To date, the DOF-
PMO has not yet formally replied to PMDC’s inquiries.

II. Community-support

PMDC continued to implement its Corporate Social Responsibility (CSR) agenda
focusing on health, education, environment, rural infrastructure and opportunities to earn
with the participation of the private sector, volunteers, Local Government Units (LGUs)
and the Department of Health (DOH).
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For CY 2016, PMDC organized a Medical Mission Activity, provided medicines and food
assistance to the communities, distributed school supplies to pupils and teachers in
Diwalwal, supported the “Brigada Eskuwela” of schools in Diwalwal and the nutrition
month celebration of Mt. Diwata High School, and monitored the PMDC school building
project in Mt. Diwata which was turned over to the Department of Education’s
Compostela Valley Division. PMDC also constructed one unit two-classroom school
building at Dinagat and officially turned over to the Barangay LGU of Sombrado, Dinagat
and Sombrado Elementary School on July 29, 2016.

The Agro-Reforestation Program is a continuing initiative of PMDC with dual component
of both “Environment” and “Opportunities to Earn” in relation to the integrated greening
(environmental) and livelihood project for the concerned community in Compostela
Valley National Greening Program within the Lake Leonard Watershed, Maco,
Compostela Valley. To further enhance the skills of the beneficiaries, PMDC organized
a Seminar on “Plantation Establishment” and on “Care, Maintenance, and Protection”
which was facilitated by the Municipal Agriculture of Monkayo and the Community
Environment and Natural Resources Office (CENRO). Moreover, PMDC supported the
Basic Jewelry-Making Seminar, a livelihood skills-enhancement activity for the out-of-
school youths and unemployed women of the Municipality of Monkayo.

The project of PMDC, Rehabilitation and Expansion of Potable Water System (Level III)
worth P3.6 million which was completed in November 2015 was officially turned over to
Barangay Villa Ecleo, Basilisa, Dinagat Islands and now the project is in its full-blown
use.

III. Corporate systems development and ISO certification

The PMDC continues to meet the ISO 9001:2008 Quality Management System (QMS)
Standard after passing its second Surveillance Audit conducted on March 20, 2017 at
the PMDC Head Office in Ortigas Center, Pasig City. There were no non-conformities
found during the said audit.

The audit covered the project management activities and delivery of support services,
which include, among others, procurement, hiring, training, etc. PMDC’s compliance
with the ISO 9001:2008 standards, as well as management system effectiveness were
verified on site through random sampling. The audit team was composed of
representatives from the TÜV Rheinland Philippines.

The PMDC’s Internal Quality Audit (IQA) Team conducted three internal audits in
CY 2016, one each in May, July and December. The results of the IQA Team’s audit
analysis were presented to the PMDC Management via a Management Review on
March 15, 2017. Management actions for further improvement of the company’s QMS
have been formulated for implementation in CY 2017. Preparations are also underway
for the Company’s application for re-certification in CY 2018 under the new ISO
9001:2015 standards.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

3.1 Basis of Financial Statements Preparation

The Company’s financial statements have been prepared using the historical cost
convention method, except for the Victory Tunnel under Exploration and Evaluation
Assets which is carried at replacement cost. The Company’s presentation and functional
currency is Philippine Peso. All amounts are rounded off to the nearest peso, unless
otherwise indicated. Further, the differences of each specific account line items between
prior year’s audited financial statements and the current year were due to conversion to
the Revised Chart of Accounts prescribed under Commission on Audit (COA) Circular
No. 2015-010 dated December 1, 2015. Unless stated otherwise, these differences do
not affect the balances of the major classifications or items in the financial statements.

3.2 Statement of Compliance

The Company’s financial statements have been prepared in conformity with state
accounting principles generally accepted in the Philippines. These are the Company’s
first financial statements prepared in accordance with Philippine Financial Reporting
Standards (PFRS), where PFRS 1, First-time Adoption of Philippine Financial Reporting
Standards, is applied. The Statement of Financial Position, Statement of Profit or Loss
and Other Comprehensive Income, Statement of Changes in Equity and Statement of
Cash Flows are presented with comparative figures for two periods (CY 2016 and CY
2015). PFRS is based on International Financial Reporting Standards (IFRS) issued by
the International Accounting Standards Board (IASB). PFRS consists of IFRS, Philippine
Accounting Standards (PAS) and Philippine Interpretations issued by the Financial
Reporting Standards Council (FRSC).

3.3 Adoption of New and Amended Standards and Interpretation

The accounting policies adopted in the preparation of the Company’s financial
statements are consistent with those of the previous financial years. Except as indicated
otherwise, the adoption of the new and amended standards did not have any significant
impact on the Company’s financial statements. Accordingly, effective January 1, 2016
and pursuant to COA Resolution No. 2015-040 dated December 1, 2015, the Company
adopted the following PFRS and PAS which are relevant to its operations:

 PFRS 1- First-time Adoption of Philippine Financial Reporting Standards

The standard requires an entity adopting PFRS for the first time (a first time
adopter) to comply with each PFRS that has come into effect at the reporting date
for its first PFRS financial statements. It also requires a first-time adopter to
prepare an opening PFRS Statement of Financial Position at the date of transition
to PFRS, the beginning of the earliest adoption to which it presents the full
comparative information under PFRS. PFRS 1 grants limited exemptions from
these requirements in specified areas where the cost of complying with them
would likely to exceed the benefits to users of financial statements. It prohibits
retrospective application of PFRS in some areas, particularly where retrospective
application would require judgments by management about past conditions after
the outcome of a particular transaction is already known. Further, it requires
disclosure that explains how the transition from previous generally accepted



14

accounting principles (GAAP) to PFRS affected the entity’s reported financial
position, financial performance and cash flows.

 PAS 1- Presentation of Financial Statements

The standard sets out the overall requirements for financial statements, including
how they should be structured, the minimum requirements for their content and
overriding concepts such as going concern, the accrual basis of accounting and
the current/non-current distinction. The standard requires a complete set of
financial statements to comprise a Statement of Financial Position, a Statement of
Profit or Loss and Other Comprehensive Income, a Statement of Changes in
Equity and a Statement of Cash Flows (PAS 7).

Amendment to PAS 1- Disclosure Initiative. The amendment encourages entities
to apply professional judgment in presenting and disclosing information in the
financial statements. It clarifies that materiality applies to the whole financial
statements and an entity shall not reduce the understandability of the financial
statements by obscuring material financial information with immaterial information
or by aggregating material items that have different natures or functions. The
amendment further clarifies that an entity’s share of other comprehensive income
of associates and joint ventures accounted for using the equity method should be
presented based on whether or not such other comprehensive income item will
subsequently be classified to profit or loss. It also emphasizes that in determining
the order of presenting the notes and disclosures, an entity shall consider the
understandability and comparability of the financial statements.

 PAS 2- Inventories

The standard contains the requirements on how to account for most types of
inventory. The standard requires inventories to be measured at the lower of cost
and net realizable value (NRV) and outlines acceptable methods of determining
cost, including specific identification (in some cases), first-in first-out (FIFO) and
weighted average cost.

 PFRS 6- Exploration for and Evaluation of Mineral Assets

The standard allows entities adopting the standard for the first time to use
accounting policies for exploration and evaluation assets that were applied before
adopting PFRSs. It also modifies impairment testing of exploration and evaluation
assets by introducing different impairment indicators and allowing the carrying
amount to be tested at an aggregate level (not greater than a segment).

 PAS 7- Statement of Cash Flows

The standard requires an entity to present a statement of cash flows as an integral
part of its primary financial statements. Cash flows are classified and presented
into operating activities (either using the 'direct' or 'indirect' method), investing
activities or financing activities, with the latter two categories generally presented
on a gross basis.
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 PAS 8- Accounting Policies, Changes in Accounting Estimates and Errors

The standard is applied in selecting and applying accounting policies, accounting
for changes in estimates and reflecting corrections of prior period errors. It further
requires compliance with any specific PFRS applying to a transaction, event or
condition, and provides guidance on developing accounting policies for other items
that result in relevant and reliable information. Changes in accounting policies and
corrections of errors are generally retrospectively accounted for, whereas changes
in accounting estimates are generally accounted for on a prospective basis.

 PAS 10- Events after the Reporting Period

The standard sets out the requirements for when events after the end of the
reporting period should be adjusted in the financial statements. Adjusting events
are those providing evidence of conditions existing at the end of the reporting
period, whereas non-adjusting events are indicative of conditions arising after the
reporting period (the latter being disclosed where material).

 PAS 12- Income Taxes

The standard recognizes both the current tax consequences of transactions and
events and the future tax consequences of the future recovery or settlement of the
carrying amount of an entity's assets and liabilities. Differences between the
carrying amount and tax base of assets and liabilities, and carried forward tax
losses and credits, are recognized.

 PAS 16- Property, Plant and Equipment

The standard outlines the accounting treatment for most types of property, plant
and equipment. Property, plant and equipment is initially measured at its cost
subsequently measured either using a cost or revaluation model. It is then
depreciated so that its depreciable amount is allocated on a systematic basis over
its useful life.

 PAS 17- Leases

The standard prescribes the accounting policies and disclosures applicable to
leases, both for lessees and lessors. Leases are required to be classified as either
finance leases which are capitalized in the inception of the lease at the fair value of
the leased property or if lower, at the present value of minimum lease payments;
and operating leases which are recognized as expense in the income statement on
a straight-line basis over the lease term.

 PAS 18- Revenue

The standard outlines the accounting requirements when to recognize revenue
from the sale of goods, rendering of services, and for interest, royalties and
dividends. Revenue is measured at the fair value of the consideration received or
receivable and recognized when prescribed conditions are met, which depend on
the nature of the revenue.
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 PAS 20- Government Grants

The standard outlines how to account for government grants and other assistance.
Government grants are recognized in profit or loss on a systematic basis over the
periods in which the entity recognizes expenses for the related costs for which the
grants are intended to compensate, which in the case of grants related to assets
requires setting up the grant as deferred income or deducting it from the carrying
amount of the asset.

 PAS 21- The Effects of Changes in Foreign Exchange Rates

The standard outlines how to account for foreign currency transactions and
operations in financial statements, and also how to translate financial statements
into a presentation currency. An entity is required to determine a functional
currency (for each of its operations if necessary) based on the primary economic
environment in which it operates and generally records foreign currency
transactions using the spot conversion rate to that functional currency on the date
of the transaction.

 PAS 23- Borrowing Costs

The standard requires that borrowing costs directly attributable to the acquisition,
construction or production of a 'qualifying asset' (one that necessarily takes a
substantial period of time to get ready for its intended use or sale) are included in
the cost of the asset. Other borrowing costs are recognized as an expense.

 PAS 24- Related Party Disclosures

The standard requires disclosures about transactions and outstanding balances
with an entity's related parties. The standard defines various classes of entities and
people as related parties and sets out the disclosures required in respect of those
parties, including the compensation of key management personnel.

 PAS 32- Financial Instruments: Presentation

The standard outlines the accounting requirements for the presentation of financial
instruments, particularly as to the classification of such instruments into financial
assets, financial liabilities and equity instruments. The standard also provides
guidance on the classification of related interest, dividends and gains/losses, and
when financial assets and financial liabilities can be offset.

 PAS 39- Financial Instruments: Recognition and Measurement

The standard outlines the requirements for the recognition and measurement of
financial assets, financial liabilities, and some contracts to buy or sell non-financial
items. Financial instruments are initially recognized when an entity becomes a
party to the contractual provisions of the instrument, and are classified into various
categories depending upon the type of instrument, which then determines the
subsequent measurement of the instrument (typically amortized cost or fair value).
Special rules apply to embedded derivatives and hedging instruments. The
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standard was reissued in December 2003, applies to annual periods beginning on
or after 1 January 2005, and will be largely replaced by PFRS 9 Financial
Instruments for annual periods beginning on or after 1 January 2018.

 PFRS 7- Financial Instruments: Disclosures

The standard requires disclosure of information about the significance of financial
instruments to an entity, and the nature and extent of risks arising from those
financial instruments, both in qualitative and quantitative terms. Specific
disclosures are required in relation to transferred financial assets and a number of
other matters.

 PAS 33- Earnings per Share

The standard sets out how to calculate both basic earnings per share (EPS) and
diluted EPS. The calculation of Basic EPS is based on the weighted average
number of ordinary shares outstanding during the period, whereas diluted EPS
also includes dilutive potential ordinary shares (such as options and convertible
instruments) if they meet certain criteria.

 PAS 36- Impairment of Assets

The standard emphasizes that an entity's assets are not carried at more than their
recoverable amount (i.e. the higher of fair value less costs of disposal and value in
use). With the exception of goodwill and certain intangible assets for which an
annual impairment test is required, entities are required to conduct impairment
tests where there is an indication of impairment of an asset, and the test may be
conducted for a 'cash-generating unit' where an asset does not generate cash
inflows that are largely independent of those from other assets.

 PAS 37- Provisions, Contingent Assets and Contingent Liabilities

The standard outlines the accounting for provisions (liabilities of uncertain timing or
amount), together with contingent assets (possible assets) and contingent liabilities
(possible obligations and present obligations that are not probable or not reliably
measurable). Provisions are measured at the best estimate (including risks and
uncertainties) of the expenditure required to settle the present obligation, and
reflects the present value of expenditures required to settle the obligation where
the time value of money is material.

 PFRS 13- Fair Value Measurements

The standard applies to PFRSs that require or permit fair value measurements or
disclosures and provides a single PFRS framework for measuring fair value and
requires disclosures about fair value measurement. The standard defines fair value
on the basis of an 'exit price' notion and uses a 'fair value hierarchy', which results
in a market-based, rather than entity-specific, measurement.
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 PAS 34- Interim Financial Reporting

The standard applies when an entity prepares an interim financial report, without
mandating when an entity should prepare such a report. Permitting less information
to be reported than in annual financial statements (on the basis of providing an
update to those financial statements), the standard outlines the recognition,
measurement and disclosure requirements for interim reports.

3.4 Financial Assets

The Company recognizes a financial asset in the Statement of Financial Position
when it becomes a party to the contractual provisions of the instrument. For purposes
of classifying financial assets, an instrument is considered as an equity instrument if it is
non-derivative and meets the definition of equity for the issuer in accordance with the
criteria of PAS 32, Financial Instruments: Presentation. All other non-derivative financial
instruments are treated as debt instruments.

3.5 Classification and Measurement of Financial Assets

Financial assets other than those designated and effective as hedging instruments are
classified into loans and receivables and held-to-maturity (HTM) investments. Financial
assets are assigned to the different categories by the management on initial recognition,
depending on the purpose for which the investments were acquired.

Regular purchases and sales of financial assets are recognized on their trade date. All
financial assets that are not classified as at fair value through profit or loss (FVTPL) are
initially recorded at fair value and the related transaction costs are recognized in profit
or loss. The detailed descriptions of the categories of financial assets are as follows:

a) 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 arise when
the Company provides money, goods or services directly to a debtor with no
intention of trading the receivables. They are included in the current assets, except
for those with maturities greater than 12 months after the end of each reporting
period, which are classified as non-current assets.

The Company’s financial assets are presented as Cash and Cash Equivalents and
Trade and Other Receivables in the Statement of Financial Position. Cash and
cash equivalents include cash on hand and in banks, demand deposits and short-
term, highly liquid investments with maturities of three months or less, readily
convertible to known amounts of cash and which are subject to insignificant risk of
changes in value.

Loans and receivables are subsequently measured at amortized cost using the
effective interest method, diminished by impairment loss, if any.
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b) Impairment of Financial Assets

The Company assesses at the end of each reporting period whether there is
objective evidence that a financial asset or a group of financial assets is impaired.
It recognizes impairment if there is objective evidence that an impairment loss on
loans and receivables has been incurred.

Evidence of impairment may include indications that the borrower or a group of
borrowers is experiencing significant financial difficulty, default or delinquency in
interest or principal payments, the probability that they will enter bankruptcy or
other financial reorganization and where observable data indicate that there is
measurable decrease in the estimated future cash flows, such as changes in
arrears or economic conditions that correlate with defaults.

The carrying amount of the asset shall be reduced either directly or through the
use of an allowance account.

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 (such as improvement in debtor’s credit rating), the previously
recognized impairment loss is reversed by adjusting the allowance account. The
reversal shall not result in a carrying amount of the financial asset that exceeds
what the amortized cost would have been had the impairment not been recognized
at the date the impairment is reversed. The amount of the reversal is recognized in
profit or loss.

c) Items of Income and Expenses Related to Financial Assets

All income and expenses, including impairment loss relating to financial assets that
are recognized in profit or loss are presented as part of finance income (costs)-net
account in the Statement of Profit or Loss and Other Comprehensive Income.

Non-compounding interest, dividend income and other cash flows resulting from
holding financial assets are recognized in profit or loss when earned, regardless of
how the related carrying amount of financial assets is measured.

d) De-recognition of Financial Assets

The financial assets (or where applicable, a part of a financial asset or part of a
group of financial assets) are derecognized when the contractual rights to receive
cash flows from the financial instruments expire, or when the financial assets and
all substantial risks and rewards of ownership have been transferred to another
party. If the Company neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred assets, the
Company recognizes its retained interest in the asset and an associated liability for
amount it may have to pay. If the Company retains substantially all the risks and
rewards of ownership of a transferred financial asset, the Company continues to
recognize the financial asset and also recognizes a collateralized borrowing for the
proceeds received.
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3.6 Inventories

Inventories are electrical supplies and other materials valued at the lower of cost and net
realizable value.

3.7 Prepayments and Other Current Assets

Prepayments and other current assets pertain to other resources controlled by the
Company as a result of past events. They are recognized in the financial statements
when it is probable that the future economic benefits will flow to the Company and the
asset has a cost or value that can be measured reliably.

Other recognized assets of similar nature, where future economic benefits are expected
to flow to the Company beyond one year after the end of the reporting period or in the
normal operating cycle of the business, if longer, are classified as non-current assets.

3.8 Property, Plant and Equipment

Property, plant and equipment (PPE) are measured at cost less any subsequent
accumulated depreciation, amortization and any impairment in value. The initial cost of
PPE consists of its purchase price and other directly attributable costs of bringing the
asset to its working condition and location for its intended use.

Subsequent expenditures relating to an item of PPE that have already been recognized
are added to the carrying amount of the asset when it is probable that future economic
benefits in excess of the originally assessed standard of performance of the existing
asset will flow to the Company.

All other expenses relating to an item of PPE that is described as repairs and
maintenance are charged to the Statement of Profit or Loss and Other Comprehensive
Income during the year in which they are incurred.

Depreciation and amortization are computed on the straight-line method based on the
following estimated useful life of the property, net of 10 per cent salvage value:

Buildings and other structures 10 years
Machinery and equipment 2-10 years
Transportation equipment 5 years
Leased assets improvement 2- 5 years

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

If there is an indication that there has been a significant change in depreciation rate,
useful lives or residual value of an asset, the depreciation of that asset is revised
prospectively to reflect new expectations.

An item of PPE, including the related accumulated depreciation and impairment losses,
is derecognized upon disposal or when no future economic benefits are expected
to arise from the continued use of the asset. Any gain or loss arising from the
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de-recognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the item) is included in the profit or loss in the year
the item is derecognized.

Incomplete construction is stated at cost and is depreciated only when the assets are
already completed and/or put into operational use.

3.9 Exploration and evaluation assets

These are initially carried at acquisition cost subject to revaluation after conducting an
assessment for impairment of the assets, which is dependent on the result of exploratory
drilling indicating sufficient data from which technical feasibility and commercial viability
can be determined.

The assets are consequently carried at replacement cost retrospective as at November
15, 2007 after appraisal made by a reputable independent appraiser using the
replacement cost as basis of valuation.

Lease-to-purchase mining equipment is carried at “exercise price” or future value at the
end of the rental period, or two years, net of interest at the rate of 11 per cent, which is
charged to operations.

PMDC also has a Jumbo Drill, tunnel-boring equipment, included in its exploration and
evaluation assets. Said idle and intended for sale equipment has been depreciated in
accordance with PFRS 6 and PAS 36. Please refer also to Note 8.

3.10 Financial Liabilities

Financial liabilities, which include trade and other payables (excluding tax-related
liabilities) and loans payable, are recognized when the Company becomes a party to the
contractual terms of the instrument. These payables are stated at nominal values. All
interest-related charges incurred on financial liability are recognized as expense in profit
or loss under finance income (costs)-net in the Statement of Profit or Loss and Other
Comprehensive Income.

Financial liabilities are classified as current liabilities if payment is due to be settled
within one year or less after the end of the reporting period (or in the normal operating
cycle of the business, if longer) or the Company does not have an unconditional right to
defer settlement of the liability for at least twelve months after the end of the reporting
period. Otherwise, these are presented as non-current liabilities.

Financial liabilities are derecognized from the statement of financial position only when
the obligations are extinguished either through discharge, cancellation or expiration. The
difference between the carrying amount of the financial liability derecognized and the
consideration paid or payable is recognized in profit or loss.

3.11 Related Party Transactions and Relationships

A related party relationship exists 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
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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 its
key management personnel, directors, or its stockholders. In considering each possible
related party relationship, attention is directed to the substance of the relationship, and
not merely on the legal form.

3.12 Equity

Share capital represents the nominal value of shares that have been issued.

Revaluation surplus represents appraisal increment of exploration and evaluation
assets.

Retained earnings represent all current and prior period results of operations as reported
in the profit or loss section of the Statement of Profit or Loss and Other Comprehensive
Income less any dividends declared.

3.13 Earnings per Share

Basic earnings per share (EPS) is computed by dividing the net profit attributable to
equity holders of the Company.

3.14 Revenue Recognition

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

 Management fees are recognized when services are rendered based on the
contractual agreement between the parties.

 Interest income is recorded on a time proportion basis, by reference to the
principal outstanding and at the effective interest rate applicable.

3.15 Costs and Expenses Recognition

Costs and expenses are decreases in economic benefits during the accounting period in
the form of outflows or depletion of assets or incurrences of liabilities that result in
decreases in equity, other than those relating to distributions to equity participants.
General and administrative expenses are generally recognized when the services are
used or the expenses arise while interest and other finance charges are accrued in the
appropriate period.

3.16 Short-term Employee Benefits

Short-term employee benefits are expensed as the related service is provided. A liability
is recognized for the amount expected to be paid if the Company has a present legal or
constructive obligation to pay this amount as a result of past service provided by the
employee and the obligation can be estimated reliably.
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3.17 Operating Leases

Leases where the lessor retains substantially all the risks and rewards of ownership of
the assets are classified as operating leases. Operating lease payments are recognized
as an expense in profit or loss on a straight-line basis over the lease term.

3.18 Foreign Currency Transactions

The Company converts into local currency its foreign currency-denominated transactions
using actual foreign exchange rate prevailing during the month and date of transaction,
respectively. Monetary assets and liabilities that are denominated in foreign currencies
are restated using the closing exchange rate at reporting date. Foreign exchange gains
and losses arising from foreign currency fluctuations are recognized in profit or loss for
the period.

3.19 Income Taxes

The Income tax expense represents the amount of tax currently payable.

The tax currently payable is based on the taxable profit for the year. Taxable income
differs from Profit for the Year as reported in the Statement of Profit or Loss and Other
Comprehensive Income because of items of income or expense that are taxable or
deductible in other years and items that are neither taxable or deductible. The
Company’s liability for current tax is calculated using the tax rates and tax laws
applicable to the periods to which it relates.

3.20 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.

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.

3.21 Events After the End of the Reporting Period

Any post-year-end event that provides additional information about the Company’s
financial position at the end of the reporting period (adjusting event) is reflected in the
financial statements. Post-year-end events that are not adjusting events, if any, are
disclosed when material.
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4. CASH AND CASH EQUIVALENTS

This account is composed of the following:

2016 2015
Petty cash fund

Head Office 50,000 50,000
Diwalwal/Davao Field Office 45,000 220,490
North Davao 9,500 9,500
Dinagat 11,000 11,000

Cash in bank-local currency
Land Bank of the Philippines (LBP) DepEd 13,112,414 13,311,988
LBP North Avenue Branch (Peso) 1,291,664 762,578
LBP Bajada Branch 101,210 101,586
Development Bank of the Philippines (DBP) Camp Aguinaldo 5,430,866 4,308,030

Cash in bank-foreign currency
LBP North Avenue Branch (Dollar) 18,244,233 51,160,338

Cash equivalents
DBP Camp Aguinaldo 91,000,000 91,000,000

129,295,887 160,935,510

Cash included in the Statement of Cash Flows comprises the following balance sheet
amounts:

2016 2015
Cash on hand and in banks 129,287,680 158,087,982
Unrealized foreign exchange gain 8,207 2,847,528

129,295,887 160,935,510

The dollar deposits amounting to US$366,939.52 were translated in Philippine Peso
based on the Philippine Dealing System (PDS) closing rate of P49.72 to US$1 prevailing
at the end of the year.

5. RECEIVABLES

This account consists of:

2016 2015
Accounts receivable 24,559,701 16,143,687
Due from officers and employees 204,412 10,097
Due from government corporations 46,400 72,933
Other receivables 71,846 87,039

24,882,359 16,313,756
Less: Allowance for impairment 190,655 -

24,691,704 16,313,756

Accounts receivable represents royalty earned from AAM-PHIL’s completed shipments.

Due from officers and employees consist mainly of receivables from retired/resigned
employees of PMDC since CY 2006.

Due from government corporations represent receivables from Social Security System
(SSS) for the maternity benefit paid by PMDC to its employees.
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Based on Management’s assessment of the collectability of the accounts, the Company
recognized allowance for impairment losses on the receivables amounting to P190,655
in CY 2016.

6. INVENTORIES

Items in this account consist mainly of consumable materials and supplies kept at the
PMDC's Depot Office in Davao City. These were subjected to physical count last
December 9, 2016 by the PMDC Field Office personnel. From the results of the physical
count, ocular inspection and reconciliation, a total of P32,142 worth of spare parts were
issued and expensed in CY 2016.

7. OTHER CURRENT ASSETS

This account consists of:

2016 2015
Withholding tax at source 2,311,371 754,378
Advances to officers and employees 103,847 115,643
Input tax 81,467 467,599
Other prepayments 851,105 1,504,898

3,347,790 2,842,518

8. PROPERTY, PLANT AND EQUIPMENT

This account consists of:

Building
and other
structures

Machinery
and
equipment

Transpor-
tation
equipment

Leased
assets
improve-
ment

Mabatas
Interim
dam
facility

Construc-
tion in
progress

Exploration
and
evaluation
assets Total

At Cost:

1/1/2016 4,456,428 14,665,314 9,929,113 - 8,658,872 4,910,433 276,411,853 319,032,013

Additions - 29,018 - - - 28,854 1,578,109 1,635,981

Reclassification - (929,969) - 3,813,335 - (3,813,335) - (929,969)

Adjustments - 571 - - - - - 571

12/31/2016 4,456,428 13,764,934 9,929,113 3,813,335 8,658,872 1,125,952 277,989,962 319,738,596
Accumulated

depreciation:

1/1/2016 1,861,196 10,444,849 7,479,666 - - - 15,620,850 35,406,561
Depreciation for

the year
(Note 20) 353,567 990,383 506,983 326,857 - - 822,150 2,999,940

Reclassification - (830,056) - - - - - (830,056)

12/31/2016 2,214,763 10,605,176 7,986,649 326,857 - - 16,443,000 37,576,445
Net book value
12/31/2016 2,241,665 3,159,758 1,942,464 3,486,478 8,658,872 1,125,952 261,546,962 282,162,151

Net book value
12/31/2015 2,595,232 4,220,465 2,449,447 - 8,658,872 4,910,433 260,791,003 283,625,452
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The construction of the Mabatas Interim Dam Facility was started in CY 2003 in
consonance with the thrust of DENR to ensure environmental protection and non-
recurrence of high mercury levels.

For CY 2016, the Corporation has construction in progress with a total value of
P1,125,952. This consists of the installation of Computerized Accounting System of
P883,929 and the North Davao sub-office renovation work of P242,023. The fit-out
renovation costs for the 30th floor Philippine Stock Exchange office of the Corporation
was already completed last November 3, 2016. The amount of P3,813,335 was
transferred from Incomplete construction account to Leased assets improvement
account during the year.

The exploration and evaluation assets include the following:

2016 2015
Victory tunnel and mining equipment 225,193,750 225,193,750
Quasar jumbo drill 18,270,000 18,270,000
Diamond core drilling 19,174,042 19,174,042
Metallurgical feasibility study - Diwata Gold Project 1,867,474 1,867,474
Underground rehabilitation of Victory tunnel 385,286 385,286
Cost incurred – exploration and development of mineral

resource at North Davao Project 13,099,410 11,521,301
277,989,962 276,411,853

Less Accumulated depreciation 16,443,000 15,620,850
261,546,962 260,791,003

The acquisition of the Victory tunnel and mining equipment for use in conducting
and expediting core drilling at the 600-meter-level of the Diwalwal Mineral Reservation
area was covered by a MOA executed on December 23, 2003 by and between
PMDC (then NRMDC) and JB Management Mining Corporation (JBMMC).

The Quasar jumbo drill is a tunnel boring equipment designed to facilitate industrial level
drilling of holes and enlarging physical openings in support of tunnel construction and
accessing underground minerals. The equipment is intended to be sold by Management,
following public bidding requirements, due to lack of plans to utilize such in the near-
term.

The metallurgical feasibility study pertains to the study undertaken to determine the
economic viability of separating and recovering gold values from the Diwata Gold
Project. The study provides essential information regarding the most viable technical
methods to separate and/or extract gold values from the bulk ore.

The capitalized costs for the Victory tunnel and related mining equipment, diamond core
drilling, metallurgical feasibility study and previous underground rehabilitation of the
Victory tunnel are intended to be recovered from the potential commitment fees that
could be realized should the 729 hectares gold rich be allowed by the National
Government for bidding by qualified third parties. The diamond core drilling results
document the potential gold recoveries (in terms of grams/MT) at the test depths in the
area; and the metallurgical feasibility study formed part of the data inputs in the pre-
feasibility study developed and submitted to the Board of Investments (BOI) by the
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PMDC Management in line with its application for registration as a bulk gold miner on
May 30, 2008 as per Certificate of Registration (COR) No. 2008-111.

9. OTHER NON-CURRENT ASSETS

This account consists of:

2016 2015
Advances to contractors 565,738 818,293
Other deposits 153,875 153,875
Other assets 1,242,093 1,220,845

1,961,706 2,193,013

Other assets consists of items for disposal representing unserviceable spare parts,
including some fixed assets. Retired physical assets which were transferred from PPE
account to Other assets account amounted to P99,913 and P34,335 in CYs 2016 and
2015, respectively, representing carrying amount thereof. The reclassification to this
account is intended to ensure that all PPE reported in the statement of financial position
are useful for operations.

10. PAYABLES

This consists of:

2016 2015
Accounts payable 614,123 1,718,810
Due to officers and employees 14,017 35,731

628,140 1,754,541

11. LOANS PAYABLE – DOMESTIC – CURRENT PORTION

On May 28, 2013, the PMDC and NDC Management agreed on the revision of the two
P25,000,000 loan agreements granted in August 2005 and November 2006 with
consideration on the following terms:

a. Consolidation of the principal (P50,000,000) and interest (P47,768,000 -
composed of interest as of December 31, 2012 and total interest for the period
January - December 2013) components in a total of P97,768,000 which will be the
basis of the settlement;

b. Agreement on a 10-year period settlement where the revised fixed monthly
payments of P1,402,687 with 12 per cent annual interest rate, the payments
commencing in July 2013 up to June 2023.

c. Subsequent to the settlement of the revised loan of P97,768,000 is the
settlement of the accrued penalties on the original loans worth P54,611,477 for a
period of 39 months. Payments will be made monthly in the amount of P1,400,000
commencing in July 2023 up to June 2026.
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The Company separated the current and non-current portion of the loan. Amount due
within one year from the date of the statement of financial position is P8,186,504 and
P7,265,107 in CYs 2016 and 2015, respectively.

12. INTER AGENCY PAYABLES

This includes mandatory obligation to a National Government Agency (NGA) and various
Government-Owned and Controlled Corporations (GOCCs), itemized as follows:

2016 2015
Due to Bureau of Internal Revenue (BIR)

Employee income tax payable 467,358 427,049
Withholding tax payable - e-VAT/creditable income tax 207,544 230,811
Expanded withholding tax payable 70,339 86,218

Due to Social Security System (SSS)
Premium contributions payable - employee's share (2,566) 16,489
Loans payable 66 20,683

Due to Pag-IBIG
Contributions payable 591 5,792
Loans payable 195 16,384
Calamity loans payable - 346

Due to PhilHealth
Contributions payable-employees’ share 12,429 22,454

Income tax payable - 135,404
755,956 961,630

13. TRUST LIABILITIES

This account represents performance bonds for awarded contracts, bid security from
qualified bidders, sale of bid documents and others to fund Bids and Award Committee
(BAC) honoraria and royalty allocation for any claimants.

In the case of the royalty allocation, this consists of allocation of one per cent to any
claimants who may later establish their vested rights out of the 15 per cent government
share and service fee of service contractors in connection with the Diwalwal Direct State
Development Project including any incidental production from the Victory tunnel.

14. DEFERRED CREDITS

This account refers to the Output Value Added Tax (VAT) recorded for the 113,857.47
MT Parcel 1 nickel ore shipments amounting to P852,735 and deferred Output VAT
accrued for the 274,419.22 MT unbilled Parcel 1 nickel ores shipments of AAM-PHIL
amounting to P2,754,359 for CY 2016. VAT Payable amounting to P1,810,507 was
accrued in CY 2015 for the 129,947.54 MT parcel 1 unbilled shipments.
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15. LOANS PAYABLE – DOMESTIC – NON-CURRENT PORTION

This consists of:

2016 2015
JBMMC Victory tunnel 55,000,000 55,000,000
National Development Company (NDC) 67,532,574 75,719,078

122,532,574 130,719,078

The nature and details of each loan and current status are as follows:

a. The balance of P55,000,000 represents the remaining amount payable to
JBMMC for the Victory tunnel and mining equipment as contained in the MOA
dated December 23, 2003. It is payable in 30 equal semi-annual payments for a
period of 15 years, but shall commence only upon communication in writing by
PMDC to JBMMC of its intention to undertake full mining operations by utilizing the
Victory tunnel after PMDC’s drilling and exploration. On January 11, 2008, the
reformation of the MOA was filed by JBMMC to address the issue on the supposed
correct quantity of mining and other equipment actually sold to PMDC. To date,
the case is still pending in court.

b. The balance of the NDC loan represents the non-current portion of the
revised loan agreement between PMDC and NDC Management (see note 11).

16. OTHER DEFERRED CREDITS

For CYs 2016 and 2015, the account included a balance of P4,322,550, representing
P3,000,000 advances from the Pacific Nickel Corporation (Parcel 2A Dinagat Nickel-
Chromite Project) and the amount of P1,322,550 from the proceeds of the sale/disposal
of unserviceable mining equipment covered by a MOA between PMDC and JBMMC.
Pending final decision by the court on the reformation of instrument, which may give
PMDC authority to sell in part or whole the equipment contained as part of the Victory
tunnel, income to PMDC from such sale is deferred.

The balance of P5,000,000 emanated from the advance royalties paid in CY 2013 by the
Cagayan based developer’s intent on dredging of a part of the Cagayan coastline. The
proposed project’s contractual arrangements are currently being worked out by the
concerned parties.

17. SHARE CAPITAL

The initial 100,000 shares of stock (par value of P1,000 per share) were fully subscribed
by PNOC-EDC and DENR-NRDC. As at December 31, 2003, PNOC-EDC had fully paid
its 45,000 shares worth P45,000,000, while DENR-NRDC had fully paid P55,000,000
worth of subscribed stocks on April 20, 2007 under Cash Receipt No. 1912. The PNOC-
EDC shares were turned over to PNOC, the parent firm of PNOC-EDC, in CY 2006.

In CY 2005, the Corporation’s shares of stock were increased to 125,000 with NDC
acquiring the additional 25,000 shares equivalent to P25,000,000 duly subscribed and
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paid for. NDC’s subscription, which was approved by its BOD under Resolution Nos. 02-
05-19 and 02-05-23, was covered by a Subscription Agreement dated March 22, 2005,
while its advance of P25,000,000 against future subscription in the then NRMDC, now
PMDC, was supported by an Agreement dated August 12, 2005.

18. REVALUATION SURPLUS

This account represents the projected appraisal increment in the value of the Victory
tunnel and mining equipment in the amount of P144,415,500, between the acquisition
cost of P80,000,000 and the replacement cost of P224,415,500, retrospective as at
November 15, 2007.

19. REVENUES

The Corporation mainly derived its revenues from commitment fees from the awarded
mining tenements, royalties from the Dinagat Nickel-Chromite project, and other items,
as follows:

2016 2015

Commitment and royalty fees:
Royalty - Dinagat Nickel and Chromite Project 50,472,089 109,914,866
Commitment fees – mining tenements - 1,288,000

50,472,089 111,202,866
Interest income (net of final tax) 1,198,453 768,812
Other income 26,245 134,246
Realized foreign exchange gain 1,445,204 258,192
Unrealized foreign exchange gain 8,207 2,847,528

53,150,198 115,211,644

20. EXPENDITURES

This consists of:

2016 2015

PERSONAL SERVICES
Salaries and wages 16,258,460 17,555,219
Other compensation 5,965,485 3,295,610
Personnel benefit contributions 860,315 843,742
Other personnel benefits 1,725,747 2,045,498

24,810,007 23,740,069
MAINTENANCE AND OTHER OPERATING EXPENSES
Professional services 1,613,930 1,998,043
Taxes, insurance premiums and other fees 1,220,722 2,124,567
Utility expenses 992,594 963,703
Traveling expenses 828,815 1,032,715
Supplies and materials expenses 733,501 888,241
Communication expenses 620,640 668,927
General services 371,844 334,064
Training and scholarship expenses 357,796 768,654
Confidential, intelligence and extraordinary expenses 287,466 -
Repairs and maintenance 251,555 259,771
Other maintenance and operating expenses 4,688,102 12,123,425

11,966,965 21,162,110
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2016 2015

FINANCIAL EXPENSES
Interest expense 9,567,134 10,384,827
Bank charges and others 4,846 7,078

9,571,980 10,391,905
NON-CASH EXPENSES
Depreciation 2,999,940 3,874,221
Impairment loss 226,390 -
Losses 41,070 -

3,267,400 3,874,221
49,616,352 59,168,305

21. INCOME TAX EXPENSE AND INCOME TAX PAYABLE

For CY 2016, Income tax expense of P1,038,871 was set up in the Statement of Profit or
Loss and Other Comprehensive Income.

The computation for the Income tax expense is shown below:

Amount
Pre-tax income 3,533,846
Add (Less):

Interest income already subjected to final tax (1,198,453)
Unrealized foreign exchange gain (8,207)

Taxable income, BIR basis 2,327,186

Regular Corporate Income Tax (RCIT) using BIR rate of 30 per cent 698,156

Gross Income, BIR basis 51,943,538
Minimum Corporate Income Tax (MCIT) using BIR rate of 2 per cent 1,038,871

Tax due (higher between RCIT and MCIT) 1,038,871
Less: creditable withholding tax (1,038,871)
Income tax payable -

Excess MCIT of P340,715 will be carried forward and credited against the RCIT for the three
immediately succeeding taxable years.

22. OTHER DISCLOSURES [as required under BIR Revenue Regulation (RR) No.
15-2010]

In compliance with the requirements set forth by BIR RR No.15-2010, hereunder are the
information on taxes, duties, and license fees paid or accrued during the taxable years of
2016 and 2015. The Corporation has also included further disclosures on tax related
matters arising from the COA’s Audit Observation Memorandum provided in the course
of their review of the PMDC’s financial statements. These are included in the appropriate
sections.

a. The Corporation is VAT-registered with VAT output tax declarations of
P15,669,998 and P5,287,252 based on the amounts reflected in the revenues of
the Corporation of P130,583,317 and P44,060,433 for CYs 2015 and 2016,
respectively. These were reported to BIR per the Quarterly VAT forms submitted
on various dates in CYs 2015 and 2016.
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PMDC has no zero-rated/exempt revenues for the taxable year.

b. The amount of VAT Input taxes claimed are broken down as follows:

2016 2015
Current year’s purchases:
On purchases of capital goods:

Not exceeding P1 million 5,774 39,857
Domestic purchases of goods other than capital goods 87,564 94,189
Domestic purchases of services 1,827,184 2,670,451

1,920,522 2,804,497

c. There were no importations made by the Corporation during the taxable year.

d. The Corporation had no excise tax due on sales of minerals for both years as
it is not engaged in sales of such minerals. The Corporation, as stated in Note 2 is
engaged in promotion and marketing of the government’s idled mining claims to
the private sector for their technical diligence, investment and eventual operations.

e. There were no documentary stamp taxes (DST) paid/accrued by the
Corporation during the taxable year as PMDC has neither secured any
indebtedness nor issued any shares of stock for funding needs.

f. PMDC incurred a total of P3,202,966 and P4,512,208 on rentals, insurance,
taxes, fees and licenses for CYs 2016 and 2015, respectively. Separately, the
insurance expense for CY 2016 amounted to P335,134, while for CY 2015 it
amounted to P1,155,630.

Details are summarized below:

2016 2015
Rentals, PSE Tektite Office; fees/dues/other charges for parking

space; insurance costs and rentals of motor vehicle and
microcomputers and office equipment 2,317,379 3,543,271

Fidelity bond and premiums 347,372 400,285
2,664,751 3,943,556

Taxes, fees and licenses:
Motor vehicle registration 26,864 24,427
Notarial and legal fees 12,886 14,569
SEC listing and registration/BIR fees 1,000 1,000
Business taxes, business permits and barangay

clearance and other fees 428,900 460,091
Real property taxes 68,565 68,565

538,215 568,652
3,202,966 4,512,208

The amount of withholding taxes paid/accrued for the year amounted to:

2016 2015

Income taxes withheld on compensation 3,596,082 3,430,532
Creditable income taxes withheld (expanded)
Withholding VAT

422,713
800,260

583,827
1,168,704

4,819,055 5,183,063
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g. Certificates of Approval for the Company’s application for abatement/
cancellation of penalties were received for the following taxable years (TY):

Date of Approval Taxable Period Tax Type Amount Cancelled
June 2, 2016 TY 2007 VAT/WC/WE/WG/EX/

DST 641,116
March 1, 2016 TY 2010 VAT 6,477,706
March 1, 2016 TY 2011 VAT 951,328

8,070,150

For CY 2006 deficiency income tax assessment of P8,177,213, the BIR issued a
Notice of Denial dated January 28, 2016 for the amount of P6,594,527 (net of the
previous payment of P1,582,686). Management noting that the Bureau in the
exchange of communications from the time of the assessment did not consider that
PMDC had not realized any revenue from the procurement of the goods and
services, which the Bureau incorrectly deduced as intended for sales, will contest
the BIR’s position with the help of the Office of the Government Corporate Counsel
(OGCC). PMDC filed an appeal with the Court of Tax Appeals (CTA), CTA Case
No. 9292, docket forwarded to Litigation Division by BIR Large Taxpayer last
March 31, 2016.
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