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recognized initially at fair value and to be remeasured at the higher of the amount determined 

in accordance with PAS 37, Provisions, Contingent Liabilities and Contingent Assets and the 

amount initially recognized less, when appropriate, cumulative amortization recognized in 

accordance with  

 

PAS 18, Revenue.  The effect of the adoption of the amendment was not significant to the 

consolidated financial statements. 

 

Amendment for hedges of forecast intragroup transactions - amended PAS 39 to permit the 

foreign currency risk of a highly probable intragroup forecast transaction to qualify as the 

hedged item in a cash flow hedge, provided that the transaction is denominated in a currency 

other than the functional currency of the entity entering into that transaction and that the 

foreign currency risk will affect the consolidated statement of income.  As the Group has no 

such transactions, the amendment did not have any effect on the consolidated financial 

statements. 

 

Amendment for the fair value option - amended PAS 39 to restrict the use of the option to 

designate any financial asset or any financial liability to be measured at fair value through the 

consolidated statement of income.  The Group had not previously used this option; hence, the 

amendment will not have any effect on the consolidated financial statements. 

 

As allowed under PFRS 1, PAS 32 and PAS 39 were adopted from January 1, 2005.  The 

effect of adopting these standards, were charged against retained earnings as of January 1, 

2005. 

 

The adoption of the fair value measurement of AFS investments and the adoption of the 

provision of PAS 39 on the classification and related measurement of financial assets and 

liabilities on the consolidated financial statements resulted in the recognition of unrealized 

gain on AFS investments shown as a separate equity item amounting to P=2.40 million as of 

January 1, 2005.  In addition, installment receivable was discounted in compliance with PAS 

39 and resulted to P=41.46 million decrease in retained earnings. 

 

PFRS 6, Exploration for and Evaluation of Mineral Resources 

This standard requires a company to develop its own accounting policy for the recognition 

and measurement of exploration and evaluation of assets without specifically considering the 

requirements of paragraphs 11 and 12 of PAS 8, Accounting Policies, Changes in Accounting 

Estimates and Errors.  Thus, a company adopting PFRS 6 may continue to use the accounting 

policies applied immediately before adopting the PFRS.  This includes continuing to use 

recognition and measurement practices that are part of those accounting policies.  The 

standard also specifies the circumstances in which the companies recognized exploration and 

evaluation assets should test such assets for impairment in accordance with PAS 36, 

Impairment of Assets.  The standard also requires companies engaged in the exploration for 

and evaluation of mineral resources to disclose information about exploration and evaluation 

assets, the level at which such assets are assessed for impairment and any impairment losses 

recognized.  The adoption of this standard did not have a material impact on the Group’s 

consolidated financial statements as the Group is not presently engaged in any exploration for 

and evaluation of mineral resources.  The adoption, however, resulted to the reclassification 

of the costs of acquisition of the mining rights from “Property, plant and equipment” to 

“Mining rights acquisition cost” account shown under the “Other noncurrent assets” account 

in the consolidated balance sheet. 
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PIC Q&A 2006-1, PAS 18, Appendix, paragraph 9-Revenue Recognition for Sales of 

Property Units under Pre-completion Contracts, which states that the law in different 

countries may determine the point in time at which the entity transfers the significant risks 

and rewards of ownership and that the examples in the Appendix need to be read in the 

context of the laws relating to the sale of goods in the country in which the transaction takes 

place.  In the Philippines, equitable interest may vest in the buyer before a condominium 

building is complete and before legal title passes since the concept of equitable interest is 

recognized in  Presidential Decree 957, known as the Condominium and Subdivision Buyers’ 

Protective Decree.  Although the sale of property units under pre-completion contracts is not 

within the scope of PAS 11, Construction Contracts, the method of determining the stage of 

completion and revenue recognition as provided in that Standard may be referred to for 

guidance in determining revenue as the acts are performed.  

 

The effect of the adoption of the interpretation was not significant to the consolidated 

financial statements. 

 

Philippine Interpretation IFRIC 4 - Determining Whether an Arrangement Contains a Lease 

The Group adopted IFRIC 4 as of January 1, 2006, which provides guidance in determining 

whether a lease contained an arrangement to which lease accounting must be applied.  This 

change in accounting policy did not impact the consolidated financial statements. 

 

The following Philippine Interpretations and accounting standards have been issued but 

effective for financial statements after January 1, 2006.  The Group did not early adopt these 

Philippine Interpretations and accounting standards. 

 

• Philippine Interpretation IFRIC 8, Scope of PFRS 2 (effective for financial years 

beginning on or after June 1, 2006). This IFRIC Interpretation clarifies that PFRS 2, 

Share-based Payment, will apply to any arrangement when equity instruments are 

granted or liabilities (based on a value of the Group’s equity instruments) are incurred by 

the Group, when the identifiable consideration appears to be less than the fair value of 

the instruments given.  The adoption of this Philippine Interpretation will not impact the 

consolidated financial statements as the Group has no share-based payments. 

 

• Philippine Interpretation IFRIC 9, Reassessment of Embedded Derivatives (effective for 

financial years beginning on or after June 1, 2006).   This Philippine Interpretation 

requires an entity to assess whether a contract contains an embedded derivative at the 

date an entity first become a party to the contract and prohibits reassessment unless there 

is change to the contract that significantly modifies the cash flows.  The Group will 

reassess to determine whether or not embedded derivatives were assessed at the date of 

transition to PFRS rather than at the date of entering into the contract.  This Philippine 

Interpretation requires the Group to revisit and revise accounting for embedded 

derivatives. 

 

• Philippine Interpretation IFRIC 10, Interim financial Reporting and Impairment 

(effective for annual periods beginning on or after November 1, 2006).  This Philippine 

Interpretation addresses an inconsistency between PAS 34, Interim Financial Reporting 

and the impairment requirements relating to goodwill in PAS 36, Impairment of Assets 

and equity instruments classified as available for sale in PAS 39, Financial Instruments: 

Recognition and Measurement. The interpretation states that the specific requirements of 

PAS 36 and PAS 39 take precedence over the general requirements of PAS 34 and, 

therefore, any impairment loss recognized for these assets in an interim period may not 
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be reversed in subsequent interim periods.  The Group will assess the impact of this 

Philippine Interpretation. 

 

• PFRS 7, Financial Instruments - Disclosures (effective for annual periods beginning on 

or after January 1, 2007).  PFRS 7 includes all of the disclosure requirements relating to 

financial instruments and will replace the disclosure section of PAS 32, Financial 

Instruments: Disclosure and Presentation and all of PAS 30, Disclosures in the 

Financial Statements of Banks and Similar Financial Institutions. PAS 32 will then 

contain only presentation requirements for financial instruments.  The most significant 

additional disclosure requirements of PFRS 7 (compared to PAS 32 and PAS 30) are as 

follows: 

(a) qualitative risk disclosures are to include information on the processes that an entity 

uses to manage and measure its risks, (b) quantitative data about the exposure to each 

type of risk (including credit risk, liquidity risk and market risk) arising from financial 

instruments,  

(c) information about the credit quality of financial assets that are neither past due nor 

impaired, (d) an analysis of financial assets that are past due or impaired, including a 

description of collateral held as security and its fair value, (e) a market risk sensitivity 

analysis which includes the effect of a reasonably possible change in the risk variables, 

along with the methods and assumptions used in preparing the analysis.  The Group will 

assess whether the processes and systems in place are capable of collecting these 

information and making any necessary changes.  The Group will reassess to determine 

whether documented policies are comprehensive and complete.  The amendment requires 

presentation of comparative information in the consolidated financial statements. 

 

• Amendments to PAS 1, Presentation of Financial Statements - Capital Disclosure. This 

amendment, which is effective for annual periods beginning on or after January 1, 2007, 

requires entities to disclose information that enables readers to evaluate the entity’s 

objectives, policies and processes for managing capital. The disclosures are based on 

information provided internally to key management personnel, and will include: (a) the 

objectives, procedures and policies used to manage capital, (b) a description of what the 

entity manages as capital, the nature of any externally imposed capital requirements (if 

any) and how it meets objectives for managing capital, (c) quantitative information about 

what the entity manages as capital and any changes from the prior period, (d) whether the 

entity complied with externally imposed capital requirements and the consequences of 

any non-compliance, (if applicable).  The Group will consider what information is 

currently used internally and how this is to be incorporated into the disclosures. 

 

• Philippine Interpretation IFRIC 7, Applying the Restatement Approach under PAS 29, 

Financial Reporting in Hyperinflationary Economies (effective for annual periods 

beginning on or after January 1, 2007).  This Philippine Interpretation requires entities to 

apply PAS 29, Financial Reporting in Hyper-inflationary Economies, in the reporting 

period in which an entity first identifies the existence of hyperinflation in the economy of 

its functional currency as if the economy had always been hyperinflationary.  This 

Philippine Interpretation is not applicable to the Group. 
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• Philippine Interpretation IFRIC 11, PFRS2 - Group and Treasury Share Transactions 

(effective for annual periods beginning on or after March 1, 2007).  This Philippine 

Interpretation requires arrangements whereby an employee is granted rights to equity 

instruments to be accounted for as an equity-settled scheme by the Group even if: (a) the 

Group chooses or is required to buy those equity instruments (e.g. treasury shares) from 

another party, or (b) the shareholders of the Group provide the equity instruments 

needed.  The adoption of this Philippine Interpretation will not impact the consolidated 

financial statements.  

 

• Philippine Interpretation IFRIC 12, Service Concession Arrangements (effective for 

annual periods beginning on or after January 1, 2008).   This Philippine Interpretation 

outlines an approach to account for contractual arrangements arising from entities 

providing public services.  It provides that the operator should not account for the 

infrastructure as property, plant and equipment, but recognize a financial asset and/or an 

intangible asset.  The Group will assess the impact of this Philippine Interpretation since 

the Group will now be involved in providing public services with the acquisition of water 

and power distribution facilities. 

 

• PFRS 8, Operating Segments (effective for annual periods beginning on or after January 

1, 2009).  This amendment was issued as part of the convergence project with the US 

Financial Accounting Standards Board. This new standard replaces PAS 14, Segment 

Reporting and adopts a management approach to segment reporting as required in the US 

Standard SFAS 131, Disclosures about Segments of an Enterprise and Related 

Information. The information reported would be that which management uses internally 

for evaluating the performance of operating segments and allocating resources to those 

segments. This information may be different from that reported in the consolidated 

balance sheet and consolidated statement of income and entities will need to provide 

explanations and reconciliations of the differences.  As the information required to be 

disclosed will likely be readily available as it is already used internally, the Group will 

reassess to determine whether additional processes should be put into place to reconcile 

information to the consolidated balance sheet and consolidated statement of income. 

 

 

3. Summary of Significant Accounting Policies 
 

Revenue Recognition 

Revenue is recognized to the extent that it is probable that the economic benefits will flow to 

the Group and the revenue can be reliably measured.  The following specific recognition 

criteria must also be met before revenue is recognized: 

 

Construction Contracts 

Revenue from construction contracts is recognized under the percentage-of-completion 

method of accounting and is measured principally on the basis of the estimated completion of 

a physical proportion of the contract work.  Contracts to manage, supervise, or coordinate the 

construction activity of others and those contracts wherein the materials and services are 

supplied by contract owners are recognized only to the extent of the contracted fee revenue.  

Revenue from cost plus contracts is recognized by reference to the recoverable costs incurred 

during the period plus the fee earned, measured by the proportion that costs incurred to date 

bear to the estimated total costs of the contract. 
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Contract costs include all direct materials and labor costs and those indirect costs related to 

contract performance.  Expected losses on contracts are recognized immediately when it is 

probable that the total contract costs will exceed total contract revenue.  The amount of such 

loss is determined irrespective of whether or not work has commenced on the contract; the 

stage of completion of contract activity; or the amount of profits expected to arise on other 

contracts, which are not treated as a single construction contract.  Changes in contract 

performance, contract conditions and estimated profitability, including those arising from 

contract penalty provisions and final contract settlements that may result in revisions to 

estimated costs and gross margins are recognized in the year in which the changes are 

determined.  Profit incentives are recognized as revenue when their realization is reasonably 

assured. 

 

The asset, “Costs and estimated earnings in excess of billings on uncompleted contracts,” 

represents total costs incurred and estimated earnings recognized in excess of amounts billed.  

The liability, “Billings in excess of costs and estimated earnings on uncompleted contracts,” 

represents billings in excess of total costs incurred and estimated earnings recognized.  

Contract retentions are presented as part of “Construction receivable” under the 

“Receivables” account in the consolidated balance sheet. 

 

Real Estate 

Real estate sales are generally accounted for under the full accrual method.  Under this 

method, the gain on sale is recognized when:  (a) the collectibility of the sales price is 

reasonably assured; (b) the earnings process is virtually complete; and (c) the seller does not 

have a substantial continuing involvement with the subject properties.  The collectibility of 

the sales price is considered reasonably assured when:  (a) the buyers have actually confirmed 

their acceptance of the related loan applications after the same have been delivered to and 

approved by either the banks or other financing institutions for externally-financed accounts; 

or (b) the full down payment comprising a substantial portion of the contract price is received 

and the capacity to pay and credit worthiness of buyers have been reasonably established for 

sales under the deferred cash payment arrangement. 

 

 Real estate sales are accounted for under the percentage-of-completion method when:   

(a) equitable interest and/or legal title to the subject property is transferred to the buyer; (b) 

the seller is obliged to perform significant acts after the subject properties are sold; (c) the 

amount of revenue can be measured reliably; (d) the costs incurred or to be incurred can be 

measured reliably; and (e) it is probable that the economic benefits will flow to the entity.  

Under this method, the revenue and cost of sale is recognized as the acts are performed. 

 

 If any of the criteria under the full accrual method or the percentage-of-completion method is 

not met, the deposit method is applied until all the conditions for recording a sale are met.  

Pending recognition of sale, cash received from buyers are presented under the “Customers’ 

deposits” account which is shown as part of the “Accounts and Other Payables” account in 

the liabilities section of the consolidated balance sheet. 

 

Interest income 

Revenue is recognized as interest accrues (using the effective interest method that is the rate 

that exactly discounts estimated future cash receipts through the expected life of the financial 

instrument to the net carrying amount of the financial asset). 
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Coal sales 

 Revenue from coal sales is recognized upon delivery when the significant risks and rewards 

of ownership of the goods have passed to the buyer and the amount of revenue can be 

measured reliably. 

 

 Merchandise sales 

 Revenue from merchandise sales is recognized upon delivery of the goods to and acceptance 

by the buyer and when the risks and rewards are passed on to the buyers. 

 

Dividend income 

Revenue is recognized when the Group’s right to receive payment is established. 

 

Rental Income 

Rental income arising from operating leases on investment properties is accounted for on a 

straight-line basis over the lease terms. 

 

 Cash and Cash Equivalents 

 Cash includes cash on hand and in banks.  Cash equivalents are short-term, highly liquid 

investments that are readily convertible to known amounts of cash with original maturities of 

three months or less and that are subject to an insignificant risk of changes in value. 

 

Financial Instruments  

Financial assets within the scope of PAS 39 are classified as either financial assets at fair 

value through profit and loss (FVPL), loans and receivables, held-to-maturity (HTM) 

investments and AFS financial assets, as appropriate.  Financial liabilities are classified into 

financial liabilities at FVPL and other financial liabilities carried at cost.  When financial 

assets are recognized initially, these are measured at fair value, plus, in the case of 

investments measured not at FVPL, directly attributable costs.  The Group considers whether 

a contract contains an embedded derivative when the entity first becomes a party to it.  The 

embedded derivatives are separated from the host contract which is not measured at FVPL 

when analysis shows that the economic characteristics and risks of embedded derivatives are 

not closely related to those of the host contract.   

 

The Group determines the classification of its financial assets after initial recognition and, 

where allowed and appropriate, re-evaluates this designation at each financial year end. 

 

All regular way purchases and sales of financial assets are recognized on the trade date, 

which is the date that the Group commits to purchase the asset.  Regular way purchases or 

sales - are purchases or sales of financial assets that require delivery of assets within the 

period generally established by regulation or convention in the market place. 

 

Financial assets and financial liabilities at fair value through profit and loss (FVPL) 

Financial assets and financial liabilities at FVPL include financial assets and liabilities held 

for trading, financial assets and financial liabilities designated upon initial recognition as at 

FVPL, and derivative instruments. 

 

Financial assets and liabilities are classified as held for trading if they are acquired for the 

purpose of selling and repurchasing in the near term.  Included in this classification are debt 

and equity securities which have been acquired principally during trading purposes. 
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Financial assets and liabilities may be designated at initial recognition as FVPL if the 

following criteria are met: (a) the designation eliminates or significantly reduces the 

inconsistent treatment that would otherwise arise from measuring the assets or recognizing 

gains or losses on them on a different basis; or (b) the assets are  part of a group of financial 

assets which are managed and their performance evaluated on a fair value basis, in 

accordance with a documented risk management strategy; or (c) the financial asset contains 

an embedded derivative that would  need to be separately recorded.  As of December 31, 

2006 and 2005, no financial assets have been designated as at FVPL. 

 

HTM investments 

HTM investments are quoted non-derivative financial assets which carry fixed or 

determinable payments and fixed maturities which the Group has the positive intention and 

ability to hold to maturity.  After initial measurement, HTM investments are measured at 

amortized cost.  This cost is computed as the amount initially recognized minus principal 

repayments, plus or minus the cumulative amortization using the effective interest method of 

any difference between the initially recognized amount and the maturity amount, less 

allowance for impairment.  This calculation includes all fees and points paid or received 

between parties to the contract that are an integral part of the effective interest rate, 

transaction costs and all other premiums and discounts.  Gains and losses are recognized in 

the consolidated statement of income when the investments are derecognized or impaired, as 

well as through the amortization process.  As of December 31, 2006 and 2005, no financial 

assets have been designated as at HTM investments.  

 

Loans and Receivables 

Loans and receivables are non-derivative financial assets with fixed or determinable 

payments that are not quoted in an active market.  After initial measurement, loans and 

receivables are subsequently carried at amortized cost using the effective interest method less 

any allowance for impairment.  Amortized cost is calculated taking into account any discount 

or premium on acquisition and includes fees that an integral part of the effective interest rate 

and transaction costs.  Gains and losses are recognized in the consolidated statement of 

income when the loans and receivables are derecognized or impaired, as well through the 

amortization process.  The Group’s loans and receivables consist mainly of receivable from 

customers and related parties. 

 

AFS Investments 

AFS investments are those non derivative financial assets that are designated as AFS or are 

not classified in any of the three preceding categories.  After initial measurement, AFS are 

measured at fair value with unrealized gains or losses being recognized directly in equity in 

the unrealized gain on AFS investments.  When the investment is disposed of, the cumulative 

gain or loss previously recorded in equity is recognized in the consolidated statement of 

income.  Interest earned or paid on the investments is reported as interest income or expense 

using the effective interest rate.  Dividends earned on investments are recognized in the 

consolidated statement of income when the right to receive has been established.  The Group 

considers its quoted and unquoted securities, mutual funds, private bonds and government 

securities as its AFS  

investments (Note 7). 
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Fair Value 

The fair value of investments that are actively traded in organized financial markets is 

determined be reference to quoted market bid prices at the close of business on the balance 

sheet date.  For investments where there is no active market, fair value is determined using 

valuation techniques.  Such techniques include using arm’s length market transactions; 

references to the current market value of another instrument, which is substantially the same; 

discounted cash flow analysis or other valuation models. 

 

Interest Bearing Loans and Borrowings 

All loans and borrowings are initially recognized at the fair value of the consideration 

received less directly attributable transaction costs. 

 

After initial recognition, interest bearing loans and borrowings are subsequently measured at 

amortized costs using the effective interest method. 

 

Gains and losses are recognized in the consolidated statement of income when the liabilities 

are derecognized as well as through the amortization process. 

 

Derecognition of Financial Assets and Liabilities 

 Financial Assets  

A financial asset (or, where applicable a part of a financial asset or part of a group of similar 

financial assets) is derecognized when: 

 

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

 

• the Group 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 Group has transferred its rights to receive cash flows from the asset and either: (a) has 

transferred substantially all the risks and rewards of the asset, or (b) has neither 

transferred nor retained substantially all the risks and rewards of the asset, but has 

transferred control of the asset. 

 

Where the Group has transferred its rights to receive cash flows from an asset and has neither 

transferred nor retained substantially all the risk and rewards of the asset nor transferred 

control of the asset, the asset is recognized to the extent of the Group’s continuing 

involvement in the asset.  Continuing involvement that takes the form of a guarantee over the 

transferred asset is measured at the lower of the carrying a mount of the asset and the 

maximum amount of consideration that the Group could be required to repay. 

 

Financial Liabilities 

A financial liability is derecognized when the obligation under the liability is discharged or 

cancelled or expires. 
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Where an existing financial liability is replaced by another from the same lender on 

substantially different terms, or the terms of an existing liability are substantially modified, 

such an exchange or modification is treated as a derecognition of the original liability and the 

recognition of a new liability, and the difference in the respective carrying amounts is 

recognized in the consolidated statement of income. 

 

Offsetting 

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

consolidated balance sheet when there is a legally enforceable right to set off the recognized 

amounts and the Group intends to either settle on a net basis, or to realize the asset and settle 

the liability simultaneously. 

 

 Impairment of Financial Assets 

The Group assesses at each balance sheet date whether a financial asset or group of financial 

assets is impaired. 

 

Assets carried at amortized cost 

If there is objective evidence that an impairment loss on loans and receivables carried at 

amortized cost has been incurred, the amount of the loss is measured as the difference 

between the asset’s carrying amount and the present value of estimated future cash flows 

(excluding future expected credit losses that have not been incurred) discounted at the 

financial assets’ original effective interest rate (i.e., the effective interest rate computed at 

initial recognition).  The carrying amount of the asset is reduced through use of an allowance 

account.  The amount of the loss shall be recognized in the consolidated statement of income 

during the period in which it arises.   

 

The Group first assesses whether objective evidence of impairment exists individually for 

financial assets that are individually significant, and individually or collectively for financial 

assets that are not individually significant.  If it is determined that no objective evidence of 

impairment exists for an individually assessed financial asset, whether significant or not, the 

asset is included in a group of financial assets with similar credit risk characteristics and that 

group if financial assets is collectively assessed for impairment.  Assets that are individually 

assessed for impairment and for which an impairment loss is or continues to be recognized 

are not included in a collective assessment of impairment. 

 

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 consolidated statement of income, to the extent that the 

carrying value of the asset does not exceed its amortized cost at the reversal date. 

 

In relation to trade receivables, a provision for impairment is made when there is objective 

evidence (such as the probability of insolvency or significant financial difficulties of the 

debtor) that the Group will not be able to collect all of the amounts due under the original 

terms of the invoice.  The carrying amount of the receivable is reduced through the use of an 

allowance account.  Impaired debts are derecognized when they are assessed as uncollectible. 
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AFS financial investments 

If an AFS asset is impaired, an amount comprising the difference between its cost (net of any 

principal payment and amortization) and its current fair value, less any impairment loss 

previously recognized in the consolidated statement of income, is transferred from equity to 

the consolidated statement of income.  Reversals in respect of equity instruments classified as 

AFS are not recognized in the consolidated statement of income.  Reversals of impairment 

losses on the debt instruments are reversed through the consolidated statement of income; if 

the increase in fair value of the instrument can be objectively related to an event occurring 

after the impairment loss was recognized in the consolidated statement of income. 

  

 Inventories 

 Inventories are valued at the lower of cost or net realizable value (NRV).  NRV is the 

estimated replacement cost or the selling price in the ordinary course of business, less 

estimated costs of completion and the estimated costs necessary to make the sale.  Costs 

incurred in bringing each product to its present location and conditions are accounted for as 

follows: 

 

Coal inventory 

The cost of coal inventory is determined using the weighted average production cost method.  

The cost of extracted coal includes all stripping costs and other mine related costs incurred 

during the period and allocated on per metric ton basis by dividing the total production cost 

with the total volume of coal produced.  Except for shiploading cost, which is a component of 

total minesite cost, all other costs are charged to production cost. 

 

Materials in-transit 

Cost is determined using the specific identification basis. 

 

Spare parts and other supplies 

The cost of equipment parts, materials and supplies is determined principally by the average 

cost method (either by moving average or weighted average production cost). 

 

 Real estate inventories 

 Real estate inventories, consists of housing and condominium units for sale and development 

and land for sale and development, are carried at the lower of cost or NRV.  Real estate costs 

include those costs that relate to the acquisition, development, improvement and construction 

of the real estate projects.  Borrowing costs in 2004 are capitalized while the development 

and construction of the real estate projects are in progress, and to the extent that these are 

expected to be recovered in the future.  NRV is the selling price in the ordinary course of 

business, less estimated costs of completion and the estimated costs necessary to make the 

sale such as commissions. 

 

 Investments in Associates, Jointly Controlled Entities and Others 

 Investments in associates and jointly controlled entities (investee companies) are accounted 

for under the equity method of accounting.  An associate is an entity in which the Group has 

significant influence and which is neither a subsidiary nor a joint venture.  A joint venture is a 

contractual arrangement whereby two or more parties undertake an economic activity that is 

subject to joint control, and a jointly controlled entity is a joint venture that involves the 

establishment of a separate entity in which each venturer has an interest. 



 13 

 

Under the equity method, the investments in the investee companies are carried in the 

consolidated balance sheet at cost plus post-acquisition changes in the Group’s share in the 

net assets of the investee companies.  Goodwill relating to an associate is included in the 

carrying amount of the investment and is not amortized.  The consolidated statement of 

income reflect the share of the results of the operations of the investee companies.  Profit and 

losses resulting from transactions between the Group and the investee companies are 

eliminated to the extent of the interest in the investee companies.   

 

 The Group discontinues applying the equity method when their investments in investee 

companies are reduced to zero.  Accordingly, additional losses are not recognized unless the 

Group has guaranteed certain obligations of the investee companies.  When the investee 

companies subsequently report net income, the Group will resume applying the equity 

method but only after its share of that net income equals the share of net losses not 

recognized during the period the equity method was suspended. 

 

 The reporting dates of the investee companies and the Group are identical and the investee 

companies’ accounting policies conform to those used by the Group for like transactions and 

events in similar circumstances. 

 

 Investment Properties 

Investment properties are measured initially at cost, including transaction costs.  Subsequent 

to initial recognition investment properties, except land, are stated at cost less accumulated 

depreciation and any impairment in value.  Land is stated at cost less any impairment in 

value.  The carrying amount includes the cost of replacing part of an existing investment 

property at the time that cost is incurred if the recognition criteria are met and excludes the 

cost of day to day servicing of an investment property. 

 

Investment properties are derecognized when they have either been disposed of or when the 

investment property is permanently withdrawn from use and no future benefit is expected 

from its disposal.  Any gain or loss on the retirement or disposal of an investment property is 

recognized in the consolidated statement of income in the year in the year in which it arises. 

 

Expenditures incurred after the investment properties have been put into operations, such as 

repairs and maintenance costs, are normally charged to income in the period in which the 

costs are incurred. 

 

Transfers are made to investment property when, and only when, there is a change in use, 

evidenced by the end of owner occupation, commencement of an operating lease to another 

party or completion of construction or development.  Transfers are made from investment 

property when, and only when, there is a change in use, as evidenced by commencement or 

owner occupation or commencement of development with a view to sale. 

 

For a transfer from investment property to owner occupied property, the deemed cost of 

property for subsequent accounting is its fair value at the date of change in use.  If the 

property occupied by the Group as an owner occupied property becomes an investment 

property, the Group accounts for such property in accordance with the policy stated under 

property, plant and equipment up to the date of change in use.  When the Group completes 

the construction or development of a self constructed investment property, any difference 

between the fair value of the property at that date and its previous carrying amount is 

recognized in the consolidated statement of income. 
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Depreciation is calculated on a straight-line basis using the following estimated useful lives 

from the time of acquisition of the investment properties.  The estimated useful lives of the 

property, plant and equipment follow: 

 

 Years 

Condominium units 5 

Buildings and improvement 5-25 

 

 Property, Plant and Equipment 

 Property, plant and equipment, except land, are stated at cost less accumulated depreciation, 

depletion and amortization and any impairment in value.  Land is stated at cost, less any 

impairment in value. 

 

 The initial cost of property, plant and equipment comprises its purchase price, including 

import duties, taxes and any directly attributable costs of bringing the asset to its working 

condition and location for its intended use.  Expenditures incurred after the property, plant 

and equipment have been put into operation, such as repairs and maintenance and overhaul 

costs, are normally charged to operations in the period in which the costs are incurred.  In 

situations where it can be clearly demonstrated that the expenditures have resulted in an 

increase in the future economic benefits expected to be obtained from the use of an item of 

property, plant and equipment beyond its originally assessed standard of performance, the 

expenditures are capitalized as additional cost of property, plant and equipment. 

 

 Depreciation, depletion and amortization of assets commences once the assets are put into 

operational use. 

 

 Depreciation and amortization of property, plant and equipment, except for mining rights, are 

calculated on the straight-line basis over the following estimated useful lives of the respective 

assets: 

 

 Years 

Land improvements 5-17 

Buildings and building improvements 5-25 

Construction equipment, machinery and tools 5-10 

Office furniture, fixtures and equipment 3-5 

Transportation equipment 4-5 

Conventional and continuous mining equipment 2-13 

Leasehold improvements 5-7 or remaining lease term, 

whichever is shorter 

 

 Depletion of mining rights is calculated based on the units-of-production method. 

 

 The estimated useful lives and depreciation, depletion and amortization methods are reviewed 

periodically to ensure that the period and methods of depreciation, depletion and amortization 

are consistent with the expected pattern of economic benefits from items of property, plant 

and equipment. 
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 Construction in progress included in property, plant and equipment is stated at cost.  This 

includes the cost of the construction of property, plant and equipment and other direct costs.  

Construction in progress is not depreciated until such time the relevant assets are completed 

and put into operational use. 

 

 An item of property, plant and equipment is derecognized upon disposal or when no future 

economic benefits are expected to arise from the continued use of the asset.  Any gain or loss 

arising on derecognition of the asset (calculated as the difference between the net disposal 

proceeds and the carrying amount of the item) is included in the consolidated statement of 

income in the year the item is derecognized. 

 

 Asset Retirement Obligation (ARO) 

 The Group is legally required to fulfill certain obligations as required under its Environmental 

Compliance Certificate (ECC) issued by Department of Environment and Natural Resources 

(DENR).  When appropriate, the Group recognizes the liability for these obligations and this 

is included as part of the cost of property, plant and equipment. 

 

 Mine Exploration and Development Costs 

 Expenditures for mine exploration and development activities on mining properties are 

deferred as incurred.  These deferred costs are charged to expense when the results of the 

exploration activities are determined to be negative or not commercially viable.  When 

exploration results are positive or commercially viable, the exploration expenses and 

subsequent development expenses are capitalized and presented under the “Other noncurrent 

assets” account in the consolidated balance sheet.  Upon the start of commercial production, 

such capitalized costs are accordingly transferred to the “Property, plant and equipment” 

account in the consolidated balance sheet and amortized using the unit-of-production method. 

 

Intangible Assets 

Intangible assets acquired separately are capitalized at cost and these are shown as part of the 

other noncurrent assets account in the consolidated balance sheet.  Following initial 

recognition, intangible assets are measured at cost less accumulated amortization and 

provisions for impairment losses, if any.  The useful lives of intangible assets with finite life 

are assessed at the individual asset level.  Intangible assets with finite life are amortized over 

their useful life.  Periods and method of amortization for intangible assets with finite useful 

lives are reviewed annually or earlier where an indicator of impairment exists. 

 

Costs incurred to acquire and bring the computer software (not an integral part of its related 

hardware) to its intended use are capitalized as part of intangible assets.  These costs are 

amortized over their estimated useful lives ranging from 3 to 5 years.  Costs directly 

associated with the development of identifiable computer software that generate expected 

future benefits to the Group are recognized as intangible assets.  All other costs of developing 

and maintaining computer software programs are recognized as expense when incurred. 

 

 Gains or losses arising from the derecognition of an intangible asset are measured as the 

difference between the net disposal proceeds and the carrying amount of the asset and are 

recognized in the consolidated statement of income when the asset is derecognized. 
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Impairment of nonfinancial assets 

The Group assesses at each reporting date whether there is an indication that an asset may be 

impaired.  If any such indication exists, or when an annual impairment testing for an asset is 

required, the group makes an estimate of the asset’s recoverable amount.  An asset’s 

recoverable amount is the higher of an asset’s or cash generating unit’s fair value less cost to 

sell and its value in use and is determined for an individual asset, unless the asset does not 

generate cash inflows that largely independent of those from other assets or group of assets.  

Where the carrying a mount of an asset exceeds its recoverable amount, the asset is 

considered impaired and is written down to its recoverable amount.  In assessing value in use, 

the estimated future cash flows are discounted to their present value using a pre-tax discount 

rate that reflects current market assessments of the time value of money and the risks specific 

to the asset.  

 

An assessment is made at each reporting date as to whether there is any indication that 

previously recognized impairment losses may no longer exist or may have decreased.  If such 

indication exists, the Group makes an estimate of recoverable amount.  A previously 

recognized impairment loss is reversed only if there has been a change in the estimates used 

to determine the asset’s recoverable amount since the last impairment loss was recognized.  If 

that is the case, the carrying amount of the asset is increased to its recoverable amount.  That 

increased amount cannot exceed the carrying amount that would have been determined, net of 

depreciation, had no impairment loss been recognized for the asset in prior years.  

 

Such reversal is recognized in the consolidated statement of income unless the asset is carried 

at revalued amount, in which case the reversal is treated as a revaluation increase.  

 

Intangible assets with indefinite useful lives are tested for impairment annually as of 

December 31 either individually or at the cash generating unit level, as appropriate. 

 

Borrowing Costs 

Borrowing costs are generally expensed as incurred.  Interest on borrowed funds used to 

finance the construction of a qualifying asset to the extent incurred during the period of 

construction is capitalized as part of the cost of the qualifying asset.  The capitalization of 

these borrowing costs as part of the cost of the qualifying asset: (a) commences when the 

expenditures and borrowing costs are being incurred during the construction and related 

activities necessary to prepare the qualifying asset for its intended use are in progress; and (b) 

ceases when substantially all the activities necessary to prepare the qualifying asset for its 

intended use are complete.  The capitalized borrowing costs of are amortized using the 

straight-line method over the estimated useful life of the qualifying asset. 

 

Treasury Shares 

Treasury shares are recorded at cost and are presented as a deduction from equity.  When the 

shares are retired, the capital stock account is reduced by its par value.  The excess of cost 

over par value upon retirement is debited to the following accounts in the order given: (a) 

additional paid-in capital to the extent the specific or average additional paid-in capital when 

the shares were issued, and (b) retained earnings. 
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Income Tax 

Current Tax 

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

amount expected to be recovered from or paid to the taxation authorities.  The tax rates and 

tax laws used to compute the amount are those that are enacted or substantively enacted at the 

balance sheet date. 

 

Deferred Income Tax 

Deferred income tax is provided, using the balance sheet liability method, on all temporary 

differences at the balance sheet date between the tax bases of assets and liabilities and their 

carrying amounts for financial reporting purposes. 

 

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

 

• where the deferred tax liability arises from the initial recognition of goodwill or of an 

asset or liability in a transaction  that is not a business combination and, at the time of the 

transaction, affects neither the accounting profit nor taxable profit or loss; and 

 

• in respect of taxable temporary differences associated with investments in subsidiaries, 

associates and interests in joint ventures, where the timing of the reversal of the 

temporary differences can be controlled and it is probable that the temporary differences 

will not reverse in the foreseeable future. 

 

Deferred tax assets are recognized for all deductible temporary differences, carry forward of 

unused tax credits from excess minimum corporate income tax (MCIT) and unused net 

operating loss carry over (NOLCO), to the extent that it is probable that taxable profit will be 

available against which the deductible temporary differences and the carry forward of unused 

tax credits and unused NOLCO can be utilized except: 

 

• where the deferred tax asset relating to the deductible temporary differences arises from 

the initial recognition of an asset or liability in a transaction that is not a business 

combination and, at the time of the transaction, affects neither the accounting profit nor 

taxable profit or loss; and 

 

• in respect of deductible temporary differences associated with investments in subsidiaries, 

associates and interests in joint ventures, deferred tax assets are recognized only to the 

extent that it is probable that the temporary differences will reverse in the foreseeable 

future and taxable profit will be available against which the temporary differences can be 

utilized. 

 

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced 

to the extent that it is no longer probable that sufficient taxable profit will be available to 

allow all or part of the deferred tax asset to be utilized.  Unrecognized deferred tax assets are 

reassessed at each balance sheet date and are recognized to the extent that it has become 

probable that future taxable profit will allow the deferred tax asset to be recovered. 
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Deferred tax assets and liabilities are measured at the tax rate that are expected to apply to the 

period when the asset is realized or the liability is settled, based on tax rate (and tax laws) that 

have been enacted or substantively enacted at the balance sheet date. 

 

Income tax relating to items recognized directly in equity is recognized in equity and not in 

the consolidated statement of income. 

 

 Under the provisions of Republic Act No. 7227, DMCII, being a Subic Bay Free Port Zone 

enterprise, is subject to a tax of 5% on gross income in lieu of all other taxes. 

 

Foreign Currency Transactions 

The Group’s financial statements are presented in Philippine pesos, which is the functional 

and presentation currency.  Each entity in the Group determines its own functional currency 

and items included in the consolidated financial statements of each entity are measured using 

that functional currency.  Transactions in foreign currencies are initially recorded at the 

functional currency rate ruling at the date of the transaction.  Monetary assets and liabilities 

denominated in foreign currencies are retranslated at the functional currency rate of exchange 

ruling at the balance sheet date.  All differences are taken to consolidated statement of 

income during the period of retranslation. 
 

 Retirement Cost 

 The Group’s pension costs are actuarially determined using the projected unit credit method.  

This method reflects services rendered by employees up to the date of valuation and 

incorporates assumptions concerning employees’ projected salaries.  Actuarial valuations are 

conducted with sufficient regularity, with option to accelerate when significant changes to 

underlying assumptions occur.  Pension cost includes current service cost, interest cost, 

expected return on any plan assets, actuarial gains and losses and the effect of any 

curtailments or settlements. 

 

The net pension liability recognized by the Group in respect of the defined benefit pension 

plan is the lower of:  (a) the present value of the defined benefit obligation at the balance 

sheet date less the fair value of the plan assets, together with adjustments for unrecognized 

actuarial gains or losses and past service costs that shall be recognized in later periods; or (b) 

the total of any cumulative unrecognized net actuarial losses and past service cost and the 

present value of any economic benefits available in the form of refunds from the plan or 

reductions in future contributions to the plan.  The defined benefit obligation is calculated 

annually by independent actuaries using the projected unit credit method.  The present value 

of the defined benefit obligation is determined by discounting the estimated future cash 

outflows using risk-free interest rates of government bonds that have terms to maturity 

approximating the terms of the related pension liability. 

 

Leases 

The determination of whether an arrangement is, or contains a lease is based on the substance 

of the arrangement and requires an assessment of whether the fulfillment of the arrangement 

is dependent on the use of a specific asset or assets and the arrangement conveys a right to 

use the asset. 
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Group as a Lessee 

Operating lease payments are recognized as an expense in the consolidated statement of 

income on a straight basis over the lease term. 

 

Group as a Lessor 

Leases where the Group retains substantially all the risks and benefits of ownership of the 

asset are classified as operating leases.  Initial direct costs incurred in negotiating an 

operating lease are added to the carrying amount of the leased asset and recognized over the 

lease term on the same bases as rental income. 

 

 Earnings Per Share 

 Basic earnings per share (EPS) is computed by dividing the net income for the year 

attributable to common shareholders (net income for the period less dividends on convertible 

redeemable preferred shares) by the weighted average number of common shares issued and 

outstanding during the year and adjusted to give retroactive effect to any stock dividends 

declared during the period. 

 

 Diluted EPS is computed by dividing the net income for the year attributable to common 

shareholders by the weighted average number of common shares outstanding during the year 

adjusted for the effects of dilutive convertible redeemable preferred shares.  Diluted earnings 

per share assumes the conversion of the outstanding preferred shares.  When the effect of the 

conversion of such preferred shares is anti-dilutive, no diluted earnings per share is presented. 

 

Segment Reporting 

 The Group’s operating businesses are organized and managed separately according to the 

nature of the products and services provided, with each segment representing a strategic 

business unit that offers different products.  Financial information on business segments is 

presented in Note 33 to the consolidated financial statements. 

 

Provisions 

A provision is recognized only when the Group has: (a) a present obligation (legal or 

constructive) as a result of a past event; (b) it is probable (i.e., more likely than not) that an 

outflow of resources embodying economic benefits will be required to settle the obligation; 

and (c) a reliable estimate can be made of the amount of the obligation.  If the effect of the 

time value of money is material, provisions are determined by discounting the expected 

future cash flows at a pre-tax rate that reflects current market assessment of the time value of 

money and, where appropriate, the risks specific to the liability.  Where discounting is used, 

the increase in the provision due to the passage of time is recognized as an interest expense.  

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best 

estimate.   

 

 Contingencies 

 Contingent liabilities are not recognized in the consolidated financial statements.  These are 

disclosed unless the possibility of an outflow of resources embodying economic benefits is 

remote.  Contingent assets are not recognized but are disclosed in the consolidated financial 

statements when an inflow of economic benefits is probable. 
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 Subsequent Events 

 Post year-end events up to the date of the auditors’ report that provide additional information 

about the Group’s position at balance sheet date (adjusting events) are reflected in the 

consolidated financial statements.  Any post year-end events that are not adjusting events are 

disclosed in the notes to consolidated financial statements when material. 
 

 

4. Preferred and Common Stock 
 

 The changes in the number of shares follow: 

 

 2007 2006 

Preferred stock - P=1 par value cumulative  

and convertible to common stock 
  

Authorized number of shares 100,000,000 100,000,000 

Issued and outstanding   

 Balance at beginning of year 5,480 144,480 

 Cancellation/retirement of issued preferred 

 shares (1,000) (139,000) 

 Balance at end of year 4,480 5,480 

   

Common stock - P=1 par value    

Authorized number of shares 5,900,000,000 5,900,000,000 

Issued and outstanding 2,423,494,000 2,255,494,000 

Additional subscription 168,000,000  

Preferred shares held in treasury   

 Balance at beginning of year (1,000) (136,950) 

 Redemption of preferred shares - (3,050) 

 Cancellation/retirement of issued preferred 

 shares 1,000 139,000 

 Balance at end of year 0 (1,000) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



DMCI HOLDINGS, INC.
AGING OF ACCOUNTS RECEIVABLE
AS OF JUNE 30, 2007

7 MONTHS TO 5 YEARS - Past Due Accts &
TYPE OF ACCOUNTS RECEIVABLE T  O  T  A  L 1 MONTH 2 -3 MONTHS 4 - 6 MONTHS 1 YEAR 1 - 2 YEARS 3 - 5 YEARS ABOVE Items for Litigation

A. TRADE RECEIVABLE - CONTRACT
D.M. Consunji, Inc. 959,814,910.79          866,866,403.02          33,178,363.61      9,806,534.74        29,496,108.33      17,279,539.91      3,187,961.18        -                       -                         
DMCI International, Inc. 24,686,393.00            24,686,393.00      
OHKI-DMCI Corporation 2,966,841.00              2,966,841.00              - -                       -                       
Oriken Dynamix Company, Inc. 21,106,147.70            21,106,147.70            
Beta Electric Corporation 31,832,030.60            13,295,413.64            5,222,805.23        1,446,223.79        - -                       11,867,587.94      
Raco Haven Automation 8,367,095.50              2,077,863.97              438,880.74           72,281.12             5,778,069.67        
              Sub-total 1,048,773,418.59       906,312,669.33          38,840,049.58      11,325,039.65      35,274,178.00      17,279,539.91      39,741,942.12      -                       -                         

DMCI Project Developers, Inc. 886,206,770.31          43,985,951.39            47,887,450.35      78,565,410.66      - 248,219,991.02    243,475,217.68    224,082,749.21    -
Semirara Mining Corporation 961,265,886.00          586,823,338.73          302,878,034.30    50,231,714.75      15,030,747.54      3,708,286.23        2,593,764.45        -
Wire Rope Corporation of the Philippines 51,865,899.00            29,026,675.00            10,369,405.66      3,058,172.81        2,368,858.43        4,240,478.10        1,907,676.00        894,633.00             
               Sub-total 1,899,338,555.31       659,835,965.12          361,134,890.31    131,855,298.22    17,399,605.97      256,168,755.35    247,976,658.13    224,082,749.21    894,633.00             

RETENTION RECEIVABLE - TRADE
D.M. Consunji, Inc. 201,572,503.68          201,572,503.68          -                         
Beta Electric Corporation 29,781,792.91            29,781,792.91            
Raco Haven Automation 7,450,865.17              7,450,865.17              
               Sub-total 238,805,161.76          238,805,161.76          -                       -                       -                       -                       -                       -                       -                         

 
Total Contract/Retention Receivable - Trade 3,186,917,135.66       1,804,953,796.21     399,974,939.89  143,180,337.87  52,673,783.97    273,448,295.26    287,718,600.25  224,082,749.21  894,633.00           

Less:  Allowance for Doubtful Accounts 83,741,262.28            

Net Trade Receivable 3,103,175,873.38       

B.  NON-TRADE RECEIVABLES  

ADVANCES -  
D.M. Consunji, Inc. 93,310,749.01            
Oriken Dynamix Company, Inc. 219,174.69                 
Beta Electric Corporation 7,502,160.83              
Raco Haven Automation 360,580.41                 
 101,392,664.94          

 
DMCI Holdings, Inc. 186,043.78                 
DMCI Project Developers, Inc. 115,327,621.66          

115,513,665.44          

          Sub-total 216,906,330.38          

AFFILIATES -
D.M. Consunji, Inc. 1,083,310,660.68       
DMCI-Laing Construction, Inc. 26,867,614.59            
Beta Electric Corporation 5,839,918.96              

1,116,018,194.23       
 

DMCI Holdings, Inc. 23,195,124.95            
DMCI Project Developers, Inc. 173,134,754.84          
Semirara Mining Corporation 52,963,259.00            

249,293,138.79          



          Sub-total 1,365,311,333.02       

OTHER RECEIVABLES -
D.M. Consunji, Inc. 608,548.44                 
Oriken Dynamix Company, Inc. 3,126,987.69              
Beta Electric Corporation 24,877,482.92            
Raco Haven Automation 321,827.87                 

28,934,846.92            

DMCI Holdings, Inc. 6,039,932.21              
Semirara Mining Corporation 8,900,710.00              

14,940,642.21            

          Sub-total 43,875,489.13            

Total Non-trade Receivables 1,626,093,152.53       

Less:  Allowance for Doubtful Accounts -

Net Non-trade Receivables 1,626,093,152.53       

TOTAL RECEIVABLES 4,729,269,025.91       

 



DMCI HOLDINGS, INC.
ACCOUNTS RECEIVABLE DESCRIPTION
June 30, 2007

Type of Receivable Nature/Description Collection Period

1)  Contracts/Retention Receivable Construction contract billings, sale of Goods and services Contract Receivable - 20 to 30 days upon submission of 
pertaining to construction and related businesses of subsidiaries;           progress billing
real estate sales like sale of condominium units; development, Retention Receivable (10%) - depends on the agreement: 
improvements and construction of real estate projects; and      1)  usually, 60 days after completion and acceptance
coal mining sales           of the project

     2)  if 50% completed, can bill 50% of retained amount as
          specified in the contract agreement
Coal Mine Receivable - 
     1)  Average standard term
          80% of sales     -     30 days upon presentation of 
                                        invoice
          20% of sales     -     35 to 45 days term upon receipt
                                        of test results
     2)  Actual term - 45 to 60 days after billing 
Real Estate Receivable terms: 
     Upon sale -
      1)  Reservation Fee - P 20,000.00
      2)  Balance paid through in-house or bank financing

2)  Advances Includes Advances to Suppliers, sub-contractors,  and 
advances to employees/subject for liquidation

3)  Affiliates Includes Advances to Subsidiaries and Affiliates

4)  Other Receivables Includes refundable deposits, claims from some government
agency like SSS, BIR and other receivables from miscellaneous 
billings

Normal Operating Cycle
     
1.)  Construction and Real Estate  -  positive net working capital
2)   Mining  - positive net working capital
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