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SECURITIES AND EXCHANGE COMMISSION

SEC FORM 17-Q

QUARTERLY REPORT PURSUANT TO SECTION 17 OF THE SECURITIES
REGULATION CODE AND SRC RULE 17(2)(b) THEREUNDER

1. For the quarter ended March 31, 2005

2. SEC Identification No. AS095-002283 3. BIR Tax ldentification No. 004-703-376

DMCI Holdings, Inc.
4. Exact name of issuer as specified in its charter

5. Philippines 6. ] (sec useonly)
Province, Country or other jurisdiction of Industry Classification Code:
incorporation or organization

7. 3@ Floor, Dacon Building, 2281 Pasong Tamo Ext., Makati city 1231
Address of principal office Postal Code

8. Tel. (632) 888-3000 Fax (632) 816-7362

Issuer's telephone number, including area code

9. Not applicable
Former name, former address, and former fiscal year, if changed since last report.

10. Securities registered pursuant to Sections 8 and 12 of the SRC, or Sec. 4 and 8 of the RSA

Title of Each Class Number of Shares of Common Stock
Outstanding and Amount of Debt Outstanding

Common Shares, Php 1.00 Par 1,127,747,000
Preferred Shares, Php 1.00 Par 19,790
Common Shares, Php 1.00 Par 150,000,000

(1,127,747,000 Common shares are exempt under Section 6 (a) (4) of the RSA, and 74,719,200
underlying Common shares exempt under Section 6 (a)-7 of the RSA.)

11. Are any or all of these securities listed on a Stock Exchange.
Yes [X] No [ ]
If yes, state the name of such stock exchange and the classes of securities listed therein:

Philippine Stock Exchange Class “A” Shares
Preferred Shares




12. Indicate by check mark whether the registrant:

(a) has filed all reports required to be filed by Section 17 of the Code and SRC Rule 17
thereunder or Sections 11 of the RSA and RSA Rule 11(a)-1 thereunder, and Sections 26
and 141 of the Corporation Code of the Philippines, during the preceding twelve (12) months
(or for such shorter period the registrant was required to file such reports)

Yes [X] No [ ]

(b) has been subject to such filing requirements for the past ninety (90) days.

Yes [X] No [ ]



MANAGEMENT DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION FOR THE PERIOD ENDED MARCH 31, 2005

I. RESULTS OF OPERATIONS

DMCI Holdings, Inc. (the “Company”) reported a consolidated income of P2.2 billion for
the 1% quarter of 2005 compared to the net income of P57 million for the same period in 2004.
The sustained performance in the coal mining business and real estate segment boosted the
consolidated operations but the overstated swell in net income was mainly due to the gain on
sale on the re-release of its coal mining business to the public equivalent to Php 2 billion.

COAL MINING

The Company’s coal mining business, operated by 60%-owned Semirara Mining Corp
(SMC), experienced improvements in operations as net income for the first quarter grew by
514% from P55 million last year to P339 million this year.

Coal revenues were up by 54% due to the P1,067/ton differential in price on a quarter to
guarter basis. On the other hand, coal deliveries for the period declined by 19% from the same
period last year. National Power Corp.’s Calaca 2 Power Plant (Calaca 2), the single biggest
user of Semirara coal, is undergoing an extended maintenance shutdown dragging down total
deliveries for the period. Moreover, Phil. National Oil Corp. (PNOC), SMC'’s buyer/distributor to
cement plants, reduced their take up due to high inventories of coal maintained by the cement
plants. On a more positive note, sustained operational efficiency caused a reduction in coal
costs per ton. The new equipment and a better mining location provided minimum breakdown
and maintenance costs adding to essential savings for SMC. With the enhanced coal prices
and diminished costs per ton, gross margin from coal sales eventually went up by 14% but
could be better if not for under par sales volume vis-a-vis Calaca 2 shutdown. Operating
expenses for the quarter doubled from last year due to increased government royalties that are
based on revenues.

Even though a major customer was down for the period, the Company believes that the
coal mining business will continue to be a sustained source of recurring income and can be a
source of opportunities and synergies that can facilitate the Company’s consolidated operations.

CONSTRUCTION

D.M. Consunji, Inc. (DMCI), the Company’'s wholly owned flagship construction
company, reported marginal operations for the quarter. Revenues declined as “milestone”
projects required specific work percentage to be attained prior to billing acceptance. Gross
margins remained at acceptable levels with retail projects and competitive bidding paving way
for lower margins than the lucrative percentages enjoyed in the past. DMCI operating expenses
decreased due to the continuing streamlining activities being adopted by the Company for its
construction business. Real estate activities that are currently included in DMCI also provided
positive contributions to the construction bottom line (see Real Estate discussion below). All in
all, DMCI net income for the quarter decreased from P15 million last year to P9 million this year.

The Company sees that the stiff competition and the retail feature prevalent in the
Philippine Construction industry today may not be the most favorable environment where DMCI
will be able to provide its reputable services as engineers and contractors. Thus, the Company
is on the look out for superior opportunities that will provide recurring construction income for



DMCI. In that regard, DMCI has and continues to provide manpower services to a joint-venture
project with the principals San Juan Construction and John Laing International located at a US
Naval base in Diego Garcia Island of the British Indian Ocean Territory. It is also expected that
in June of this year, we will be able to send engineers to the United Kingdom for a railway
project.

As the construction business proves to be a challenge nowadays, the Company is still
committed to impart its expertise and heritage as proud Filipino contractors to the country and
the global community.

REAL ESTATE

The Company’s real estate business reported improved operations for the 1st quarter of
this year with respect to the previous year. The Company continued to experience exceptional
results from its housing projects. Encouraging market response for the Company’s real estate
projects drove the 24% increase in real estate sales from P188 million in 2004 to 235 million in
2005.

Wholly owned real estate and infrastructure development subsidiary, DMCI Project
Developers, Inc., (PDI) heads the housing segment of the Company accounting for 47% and
74% of total real estate sales for 1% quarter of 2005 and 2004 respectively. PDI housing
projects include East Ortigas Mansions (EOM), Morning Sun Homes (MSH), Spring Lanes
(SPL) and Hampstead Gardens Condominiums (HGC). EOM, which is emerging to be the
Company’s number one housing project, had sales for the quarter of P89 million which
accounted for 38% of all real estate sales and was also higher by 15% from the same period
last year. SPL provided marginal sales for the quarter and also posted a 26% increase from the
same period last year. In contrast, fully completed projects, HGC and MSH, registered a drop in
sales as these projects were almost fully sold.

DMCI projects which related to 53% and 26% of total real estate sales include Lakeview
Manors Condominiums (LVM), Vista De Lago (VDL), Villa Alegre (VA), and Mayfied Park
Residences (MPR). 1% quarter real estate sales from these projects increased by 160% from
last year as sales from VDL shot up with the segment completion of the Taguig-Pasig Diversion
road providing better access. MPR, a new project which opened in 2004, provided increased 1%
guarter real estate sales for the Company.

With the hopeful outcome in the Company’'s housing development, the Company
remains committed to propel its Real Estate business to new heights and to continue providing
quality affordable houses to Filipinos. With the competency as reputable builders, the
Company’s is eyeing itself as a major player in the Real Estate sector.

II. FINANCIAL CONDITION

The Company'’s financial condition for the period improved as total assets increased by
26%. The Company re-released its publicly listed coal mining subsidiary, SMC, to the public
early in the year providing cash proceeds worth P3 billion. The Company’s sell down of its
shares in SMC diluted its ownership from 94% to 60%. The current slowdown in coal sales
allowed for an inventory build up explaining the increase in the Company’s consolidated
inventory. Continuing development in the Real Estate Industry also prompted an increase in
real estate inventory to cater to the now growing real estate market. Property plant & equipment
increased due to equipment purchases made by SMC to enhance coal mining operations.



Notes Payable and current portion of Long-term debt decreased due to payments made
by the Company and its subsidiaries, most significantly with prepayment of loans obtained for
the redemption of the Company’s preferred shares. Related party payables were also reduced
due to payments made by the Company and its subsidiaries to related parties. However,
additional long-term obligations were incurred on the coal mining business with orders of new
equipment arriving in the period that were purchased through supplier’s credit. Minority Interest
went up due to the dilution of the Company’s share in its coal mining subsidiary vis-a-vis the
SMC offer to the public.

The Company’s offer to the public of SMC paid off allocating significant cash proceeds
from the sale and issuance of SMC shares. This in turn helped sharpen the Company’s liquidity
with its current ratio going up from 1.55 to 2.24, clearly noting the Company’s improved financial
position in servicing its obligations. Debt to equity ratio slightly decreased from 1.34 to 1.09
indicating a better position for the Company’s stockholders vs. its creditors. The debt to equity
ratio was well below industry averages (2002 debt to equity ratio for the Construction Industry is
2.7 and Mining/Quarrying Industry is 1.7 based on Phil Business Profiles & Perspectives Inc.
Top 7000 Corporations for 2003-2004).

TOP FIVE (5) KEY INDICATORS

The Company and its Subsidiaries (the “Group”) has the following as its top five (5) key
performance indicators:

a) Change in Construction Revenue
b) Change in Coal Sales
C) Change in Net Income

d) Change in Current Ratio
e) Change in Debt to Equity Ratio

CHANGE IN CONSTRUCTION REVENUE

The Company, for the past years of its existence, has always been known as the listed vessel
for its construction business. In this regard, it is prudent that the Company note operational
performance in its construction business. The initial performance indicator of the Company’s
construction business is any increment in its Construction Revenues. Any change will indicate
an improvement or deterioration in the Company’s construction business for the period (see
Part I. Results of Operations-Construction for a detailed discussion).

CHANGE IN COAL SALES

With the emergence of coal mining as a significant business of the Company, it is imperative
that the Company discuss thoroughly its coal business through its 60% owned coal mining
subsidiary, SMC. A clear indicator of performance in the coal mining business is any change in
Coal Sales. This will show how this period’s coal mining business fared with respect to the
same period in the previous year/s (see Part I. Results of Operations-Coal Mining for a detailed
discussion).



CHANGE IN NET INCOME

The results of consolidated operations of the Company can be seen with the increment in net
income for the period compared to the same period of the previous year/s. Bottom line analysis
takes into consideration all business that the Company is engaged in. The Company calculates
any decrease and increase in net income and studies the results of its operational business
segments and provides discussions as a general on the main reasons why the change in net
income (see Part |. Results of Operations-1* paragraph for a detailed discussion).

CURRENT RATIO

Liquidity is an essential character of any organization, and the Company, including the Group as
a whole, should indicate acceptable levels of liquidity. The initial test of liquidity is the current
ratio, which will display a company’s ability to satisfy current obligations with current resources.
The Company uses this test and compares it with industry balances to determine its ability to
satisfy current obligations with respect to its competitors (see Part Il. Financial Condition for a
detailed discussion).

DEBT TO EQUITY RATIO

As a stockholder/investor, financial position and stability would be an important aspect. The
Company tests its financial position through the debt to equity ratio. This test indicates the
Company’s ownership of creditors vs. owners/investors. In addition, debt to equity ratio
maintenance is a requirement set by creditors as a standard for extending credit (see Part II.
Financial Condition for a detailed discussion).



PART II--OTHER INFORMATION

This interim financial report is in compliance with generally accepted accounting principles;
The same accounting policies and methods of computation are followed in the interim
financial statements as compared with the most recent annual financial statements;

The company’s operation is a continuous process. It is hot dependent on any cycle or
season;

There were no dividends declared and paid of whatever nature;

There were no subsequent events that have not been reflected in the financial statements
for the period that the company have knowledge of;

There are no contingent accounts in the balance sheet of the corporation;

Except for interest payments on loans, which the Company can fully service, the only
commitment that would have a material impact on liquidity are construction guarantees.
These are usually required from contractors in case of any damage / destruction to a
completed project.

Any known trends or any known demands, commitments, events or uncertainties that will
result in or that will have a material impact on the registrant’s liquidity. - NONE

The Company recognizes that the continuing slump in the property sector would keep both
real estate sales and construction revenues moderate. Nonetheless, the Group’s venture
into middle-income housing development is expected to significantly contribute to
revenues and income.
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DMCI HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

For the period ended March 31, 2005 and December 31, 2004
(Amounts in Thousands of Philippine Pesos,

Except Par Value and Number of Shares)

AUDITED
| 2005 2004

ASSETS
Current Assets
Cash and cash equivalents 2,183,063 217,125
Receivables - net 2,604,836 2,556,172
Costs and estimated earnings in excess of billings on uncompleted contrac 0 112,260
Inventories - net 929,115 630,834
Real Estate Held for Sale and Development 3,837,980 3,568,147
Prepaid expenses and other current assets 339,593 129,644

Total Current Assets 9,894,586 7,214,182
Noncurrent Assets
Noncurrent receivables - net 1,043,486 1,095,275
Investments in associates, jointly controlled entities and others - net 662,221 414,255
Investment properties - net 1,008,902 984,309
Property, Plant and Equipment - net 2,913,602 2,563,481
Deferred Charges and Other Assets 469,657 457,262

Total Noncurrent Assets 6,097,869 5,514,582

15,992,455 12,728,764

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities

Notes Payable 189,814 403,885
Accounts and other payables 3,764,554 3,029,622
Current portion of long-term debt 303,201 1,048,212
Estimated liability for property development 0 38,005
Billings in Excess of Costs on Uncompleted Contracts 146,758 144,501
Total Current Liabilities 4,404,327 4,664,225
Noncurrent Liabilities
Long-Term Debt - net of current portion 1,828,840 1,272,665
Payables to related parties 355,668 851,923
Other Noncurrent Liabilities 330,302 319,599
Total Noncurrent Liabilities 2,514,810 2,444,187
Total Liabilities 6,919,137 7,108,412
Minority Interest in Consolidated Subsidiaries 1,418,937 173,088

Stockholders’ Equity
Redeemable Preferred stock - P1 par value

Authorized -100,000,000 shares 286 342
Common stock - P1 par value

Authorized -5,900,000,000 shares

Issued - 2,255,494,000 shares 2,255,494 2,255,494
Additional paid-in capital: 2,771,808 2,827,839
Retained earnings 2,803,819 602,685
Treasury stocks (177,026) (239,096)

Total Stockholders' Equity 7,654,381 5,447,264

15,992,455 12,728,764




DMCI HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS
For the period ended March 31, 2005 and 2004 and for the quarter ended

March 31, 2005 and 2004
(Amounts in Thousands of Philippine Pesos)

For the period

For the quarter

2005 2004 2005 2004

SALES & SERVICES
Construction Contracts 415,534 605,363 415,534 605,363
Coal Sales 1,001,397 648,733 1,001,397 648,733
Real Estate Sales 234,618 188,304 234,618 188,304
Merchandise sales 14,635 9,711 14,635 9,711

1,666,184 1,452,111 1,666,184 1,452,111
COSTS OF SALES & SERVICES
Construction costs and expenses 383,236 529,443 383,236 529,443
Cost of Coal Sales 604,056 508,594 604,056 508,594
Cost of Real Estate Sold 164,268 146,145 164,268 146,145
Cost of merchandise sales 10,154 7,461 10,154 7,461

1,161,714 1,191,643 1,161,714 1,191,643
GROSS PROFIT 504,470 260,468 504,470 260,468
OTHER INCOME AND COSTS
Equity in net earnings of unconsolidated affiliates (2,246) (1,350) (2,246) (1,350)
General and administrative (163,138) (106,153) (163,138) (106,153)
Gain on Sale of Investment 2,006,383 2,006,383
Interest and others - net 3,306 (69,463) 3,306 (69,463)

1,844,305 (176,966) 1,844,305 (176,966)
INCOME/(LOSS) BEFORE INCOME TAX 2,348,775 83,502 2,348,775 83,502
PROVISION FOR INCOME TAX 14,581 9,748 14,581 9,748
INCOME BEFORE MINORITY INTEREST 2,334,194 73,754 2,334,194 73,754
MINORITY INTEREST 133,061 16,201 133,061 16,201
NET INCOME (LOSS) 2,201,133 57,553 2,201,133 57,553
RETAINED EARNINGS/(DEFICIT), BEG. 602,685 (723,586) 602,685 (723,586)
DIVIDENDS 0 0 0 0
RETAINED EARNINGS/(DEFICIT), END 2,803,818 (666,033) 2,803,818 (666,033)
Earnings per Common share
Basic* 0.98 0.03 0.98 0.03
Diluted 0.00 - - -

*Net Income less dividends divided by the total outstanding shares of 2,255,494,000




DMCI HOLDINGS, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE PERIOD ENDED MARCH 31, 2005 AND 2004

CAPITAL STOCK

Cumulative and convertible
Preferred stock - P1 par value
Authorized - 100,000,000 shares
Issued - 2,400,000 shares
Retirement of preferred shares

MARCH MARCH
2005 2004
2,400,000 2,400,000
(2,113,760) (1,948,310)
286,240 451,690

Common stock - P1 par value
Authorized - 5,900,000,000 shares
Issued - 2,255,494,000 shares

2,255,494,000

2,255,494,000

2,255,780,240

2,255,945,690

ADDITIONAL PAID-IN CAPITAL
Balance at the beginning
Retirement of Preferred Shares

2,827,839,006
(56,030,600)

2,929,845,102
(516,530)

2,771,808,406

2,929,328,572

RETAINED EARNINGS (DEFICIT)
Balance at beginning of the period
Net income(loss) for the period
Accrued dividends declared

602,685,131
2,201,133,856

(723,585,843)
57,552,067

Balance at end of the period

2,803,818,987

(666,033,776)

PREFERRED SHARES HELD IN TREASURY
Balance at beginning of the period
Acquisitions for the period
Redemption/Retirement of preferred shares

(239,096,300)

62,069,800

(237,287,967)

(17,327,619)

Balance at end of the period

(177,026,500)

(254,615,586)

TOTAL STOCKHOLDERS' EQUITY |

7,654,381,133 |

4,264,624,900




DMCI HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
For the period ended March 31, 2005 and 2004
(Amounts in Thousands of Philippine Pesos)

| 2005 | 2004 |
CASH FLOWS FROM OPERATING ACTIVITIES
Net (Loss)/ Income 2,201,133 57,553
Adjustments to reconcile net income (loss) to net cash:
Equity in net losses (earnings) of affiliates 2,246 1,350
Depreciation, depletion and amortization 130,816 14,851
Income (Loss) applicable to Minority Interest (133,061) (16,201)
Changes in assets and liabilities:
Decrease / (Increase) in :
Receivables- net 3,125 (583,394)
Inventories - net (298,281) (109,232)
Prepaid expenses and other current assets (209,949) (8,692)
Increase/ (Decrease) in :
Accounts payable and accrued expenses 696,927 742,137
Current portion of long-term debt (745,011) (38,380)
Non current liabilities 70,623 (287,686)
Billings in excess of cost of uncompleted contracts 114,517 115,326
Net cash provided by operating activities 1,833,085 (112,368)
CASH FLOWS FROM INVESTING ACTIVITIES
Decrease (increase) in:
Investments - net (272,559) 856,675
Real estate held for sale and development (269,833) (708,210)
Property, plant and equipment - net (350,121) 49,170
Deferred charges and other assets - net (12,395) (46,999)
Net cash provided by investing activities (904,908) 150,636
CASH FLOWS FROM FINANCING ACTIVITIES
Net availments (payments) of:
Notes payable (214,071) (88,874)
Redemption of preferred shares
Capital Stock at P1.00 par value (56) 0
Additional paid-in capital (56,031) (516)
Acquisition of preferred shares to treasury 0 0
Redemption of preferred shares from treasury 62,070 (17,328)
Accrual of Dividends paid:
Preferred Shares 0 0
Net increase (decrease) in minority interest 1,245,849 (15,073)
Net cash provided by financing activities 1,037,761 (121,791)
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 1,965,938 (83,523)
CASH AND CASH EQUIVALENTS, BEGINNING 217,125 247,591
CASH AND CASH EQUIVALENTS, ENDING 2,183,063 164,068




DMCI HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of Significant Accounting Policies

Basis of Financial Statement Preparation

The accompanying consolidated financial statements have been prepared in conformity with
accounting principles generally accepted in the Philippines (Philippine GAAP) using the historical
cost basis except for certain property, plant and equipment, which are carried at adjusted cost (see
Note 12).

Use of Estimates

The preparation of consolidated financial statements in conformity with Philippine GAAP requires
the Company to make estimates and assumptions that affect the reported amounts in the consolidated
financial statements and accompanying notes. The estimates and assumptions used in the
accompanying consolidated financial statements are based upon management’s evaluation of relevant
facts and circumstances as of date of the consolidated financial statements. Future events may occur
which will cause the assumptions used in arriving at the estimates to change. The effect of any
change in estimates will be recorded in the consolidated financial statements as they become
reasonably determinable.

Adoption of New Accounting Standards
On January 1, 2004, the Group adopted the following Statements of Financial Accounting Standards
(SFAS)/International Accounting Standards (1AS):

e SFAS 12/IAS 12, Income Taxes, prescribes the accounting treatment for current and deferred
income taxes. The standard requires the use of the balance sheet liability method in accounting
for deferred income taxes. As a result of the adoption of SFAS 12/IAS 12, the deferred tax assets
on temporary deductible differences previously covered with valuation allowance are no longer
recognized as deferred tax assets (see Note 24). Also, a certain subsidiary derecognized deferred
tax assets not covered with valuation allowance in prior years to conform to the standard. This
resulted in a retroactive upward adjustment to beginning balance of deficit as of December 31,
2003, 2002 and 2001 amounting to
B27 million, B30 million and B31 million, respectively. Net income increased by B2 million and
B1 million in 2003 and 2002, respectively. Additional disclosures required by the new standard
were included in the consolidated financial statements.

e SFAS 17/1AS 17, Leases, which prescribes the accounting policies and disclosures
applicable to finance and operating leases. The new standard also requires the recognition of
lease payments under operating leases on a straight-line basis unless another systematic
basis is more representative of the time pattern of the user’s benefit. The adoption of
SFAS 17/1AS 17 did not have a material impact on the consolidated financial statements.

Basis of Consolidation
Subsidiaries are consolidated from the date on which control is transferred to the Group and cease to
be consolidated from the date on which control is transferred out of the Group.




The consolidated financial statements include the financial statements of the Company and the
following subsidiaries (which were all incorporated in the Philippines) as of December 31.:

Effective Percentages
of Ownership

2004 2003

General Construction:

D.M. Consunji, Inc. (DMCI) 100.00 100.00

DMCI International, Inc. (DMCII) 100.00 100.00

OHKI-DMCI Corporation (OHKI) 100.00 60.00

DMCI-Laing Construction, Inc. (DMCI-Laing) 60.00 60.00

Beta Electric Corporation (Beta Electric) 56.57 50.10
Infrastructure and Real Estate Development:

DMCI Project Developers, Inc. (PDI) 100.00 100.00

Contech Products Corporation (Contech) 100.00 100.00

Constress Philippines, Inc. (Constress) 100.00 50.71

Hampstead Gardens Corporation (Hampstead) 60.00 60.00

Riviera Land Corporation (Riviera) 51.00 51.00
Coal Mining:

Semirara Mining Corporation (Semirara) 94.53 74.40
Manufacturing:

Semirara Cement Corporation (SemCem)* 100.00 100.00

Wire Rope Corporation of the Philippines (Wire Rope) 61.70 61.70

Contech Products South Corporation (Contech South) 52.00 52.00

* Organized on January 29, 1998 and has not yet started commercial operations.

DMCI’s subsidiaries include DMCII, DMCI-Laing, OHKI, Beta Electric, Constress and Contech
South.

PDI’s subsidiaries include Contech and Hampstead.

Except as stated otherwise, consolidated financial statements are prepared using uniform accounting
policies for like transactions and other events in similar circumstances. All significant intercompany
balances and transactions, including intercompany profits and unrealized profits and losses are
eliminated in consolidation.

Minority interest represents the interest in a subsidiary, which is not owned, directly or indirectly
through subsidiaries, by the Company. The losses applicable to the minority in a consolidated
subsidiary may exceed the minority interest’s equity in the subsidiary. The excess and any further
losses applicable to the minority are charged against the majority interest except to the extent that the
minority has a binding obligation to, and is able to, make good the losses. If the subsidiary
subsequently reports profits, the majority interest is allocated all such profit until the minority’s share of
losses previously absorbed by the majority has been recovered.

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.

Receivables
Receivables are recognized and carried at the original contract price or invoice amount, less
allowance for any uncollectible amount. An estimate for doubtful accounts is made when collection



of the full amount is no longer probable or when the amounts anticipated to be received in settlement
of such receivables are less than the amounts due. The allowance for doubtful accounts is maintained
at a level considered adequate to provide for potential losses on receivables and is determined after a
study of the estimated collectibility of receivable balances and evaluation of such factors as aging of
the accounts, collection experience in relation to the particular receivables, past and expected loss
experiences and specifically identified doubtful accounts.

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. The cost of coal inventory is
determined by the weighted average production cost method. The cost of equipment parts, materials
and supplies is determined substantially by the average cost methods (either by moving average or
weighted average production cost). The cost of equipment parts, materials and supplies determined
by the first-in, first-out method accounts for about 7% of total inventories.

Real Estate for Sale and Development

Real estate 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 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.

Investments in Associates, Jointly Controlled Entities and Others

Investments in associates and jointly controlled entities are accounted for under the equity method.
Under this method, such investments are carried in the consolidated balance sheets at cost plus post-
acquisition changes in the Group’s share in the net assets of the investees, less any impairment in
value. The consolidated statements of income reflect the Group’s share of the results of operations of
these investees. Unrealized gains arising from intercompany transactions are eliminated to the extent
of the Group’s interest thereon. Unrealized losses are eliminated similarly but only to the extent that
there is no evidence of impairment of the asset transferred. Dividends received are treated as a
reduction in the carrying value of the investment.

If the Group’s share in the losses of an investee equals or exceeds the carrying amount of its
investment, the Group ordinarily discontinues recognizing its share of further losses and the
investment is reported at nil value. Additional losses are provided for to the extent that the Group has
incurred obligations or made payments on behalf of the investee to satisfy obligations of the investee
that the Group has guaranteed or otherwise committed. If the investee subsequently reports profits,
the Group resumes recognizing its share of those profits only after its share of the profits equals the
share of net losses not recognized.



Investments in shares of stock of companies in which the Group does not exercise significant
influence are carried at cost. An allowance is set up for any substantial and presumably permanent
decline in the carrying value of these investments.

Investment Properties

Investment properties consist of land, condominium units, and buildings and improvements in excess
of the Group’s requirements and that are leased to others and for investment purposes. These are
carried at cost less any accumulated depreciation and any impairment in value, except for land which
are carried at cost less any impairment in value.

Depreciation is calculated on a straight-line basis over the estimated useful life of the condominium
units and buildings and improvements ranging from 5 to 10 years.

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.

Certain land and land improvements, buildings and building improvements and conventional and
continuous mining equipment of Semirara acquired up to April 30, 1997 are stated at adjusted cost (as
a result of Semirara’s quasi-reorganization as of December 31, 1997) (see Note 12) as determined by
an independent firm of appraisers as of that date less accumulated depreciation and amortization and
any impairment in value. Subsequent additions are 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 and amortization of property, plant and equipment, except for mining properties, mine
exploration and development costs, are calculated on the straight-line basis over the following
estimated useful lives of the respective assets:

Land improvements 5to 17 years

Buildings and building improvements 5 to 25 years

Construction equipment, machinery and tools 5to 10 years

Office furniture, fixtures and equipment 3to 5 years

Transportation equipment 4 to 5 years

Conventional and continuous mining equipment 2 to 13 years

Leasehold improvements 5 to 7 years or remaining lease

term, whichever is shorter



Depletion of mining properties, mine exploration and development costs are 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.

Construction in progress included in property, plant and equipment is stated at cost. This includes
cost of construction of property, plant and equipment and other direct costs. Construction in progress
is not depreciated until such time as the relevant assets are completed and put into operational use.

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 sheets. Upon
the start of commercial production, such capitalized costs are accordingly transferred to the “Property,
plant and equipment” account in the consolidated balance sheets and amortized using the units-of-
production method.

Stripping Costs
Stripping costs are deferred based on the difference between the actual stripping ratio (ratio of waste

moved to coal mined) and the estimated stripping ratio established in accordance with the survey
conducted on the mine. These costs, included under the “Other noncurrent assets” account in the
consolidated balance sheets, are amortized using the units-of-production method.

Impairment of Assets

An assessment is made at balance sheet date to determine whether there is any indication of
impairment of any long-lived assets, or whether there is any indication that an impairment loss
previously recognized for an asset in prior years may no longer exist or may have decreased. If any
such indication exists, the asset’s recoverable amount is estimated. An asset’s recoverable amount is
calculated as the higher of the asset’s value in use or its net selling price.

An impairment loss is recognized only if the carrying amount of an asset exceeds its recoverable
amount. An impairment loss is charged to operations in the period in which it arises.

A previously recognized impairment loss is reversed only if there has been a change in the estimates
used to determine the recoverable amount of an asset, however, not to an amount higher than the
carrying amount that would have been determined (net of any accumulated depreciation and
amortization) had no impairment loss been recognized for the asset in prior years. A reversal of an
impairment loss is credited to current operations.



Borrowing Costs

Borrowing costs that are directly attributable to the acquisition, development, improvement and
construction of housing and condominium units are capitalized as part of the “Real estate for sale and
development” account in the consolidated balance sheets. Other borrowing costs are recognized as
expense in the year in which these costs are incurred.

The capitalization of borrowing costs as part of the cost of housing and condominium units:

(a) commences when the expenditures and borrowing costs for the housing and condominium units
are being incurred and activities that are necessary to prepare the housing and condominium units for
its intended use or sale are in progress; (b) is suspended during extended periods in which active
development, improvement and construction of the housing and condominium units are interrupted;
and (c) ceases when substantially all the activities necessary to prepare the housing and condominium
units for its intended use or sale are complete. If the carrying amount of the assets exceeds its
recoverable amount, an impairment loss is recorded.

Revenue and Cost 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.

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
which may result in revisions to estimated costs and gross margin

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 included as
part of “Trade receivables - construction” under the “Receivables” account in the consolidated
balance sheets.



Real Estate Sales

Revenue from real estate sales, which consists primarily of the sale of housing and condominium
units, with material obligations under the sales contracts to provide improvements after the property is
sold, is accounted for under the percentage of completion method. Under this method, the revenue is
deferred and presented as “Deferred revenue on real estate sales” under the “Other noncurrent
liabilities” account in the consolidated balance sheets and realized as the related obligations are
fulfilled. If any of the criteria under the percentage of completion method is not met, the deposit
method is applied until such criterion is met. Under the deposit method, revenue recognition is
deferred until the conditions for recording a sale are met. Pending recognition of sale, cash received
from buyers are presented as “Customers’ deposits,” included in the “Accounts and other payables”
account in the liabilities section of the consolidated balance sheets. Cancellations of prior year sales
and related deferred gross profit are deducted from current year revenue and costs.

The costs of related housing and condominium units sold before completion of the projects are
determined based on the actual costs incurred and project cost estimates as determined by the
contractors and technical staff of the Group. The estimated future expenditures for the completion of
sold residential and condominium units are presented as “Estimated liability for property
development” account in the consolidated balance sheets.

Coal Sales
Revenue from coal sales is recognized 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.

Rental Income
Rental income from investment properties is accounted for on a straight-line basis over the lease term.

Interest Income
Interest income is recognized as it accrues.

Leases
Operating lease payments are recognized as an expense in the consolidated statements of income on a
straight-line basis over the lease term.

Retirement Costs

Most of the Group’s retirement costs are actuarially determined using either the projected unit credit
method or the attained age cost method. The projected unit credit method reflects the services
rendered by employees to the date of valuation and incorporates assumptions concerning employees’
projected salaries. Retirement costs include current service costs plus amortization of past service
costs, experience adjustments and changes in actuarial assumptions over the expected remaining
working lives of the covered employees. Certain subsidiaries determined their retirement costs using
the attained age cost method. Under the attained age cost method, past




service costs, experience adjustments and the effects of changes in actuarial assumptions are
amortized over the expected remaining working lives of the covered employees. Of the consolidated
retirement costs, 53% was determined using the projected unit credit method and 43% using the
attained age cost method.

Income Taxes
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 and deferred tax assets are
recognized for all deductible temporary differences, and the carryforward benefits of the excess of
minimum corporate income tax (MCIT) over regular corporate income tax, and net operating loss
carryover (NOLCO) to the extent that it is probable that taxable income will be available against
which the deferred tax asset can be used or when there are sufficient taxable temporary differences
which are expected to reverse in the same period as the expected reversal of the deductible temporary
differences.

Deferred tax liabilities are not provided on non-taxable temporary differences associated with
investments in domestic subsidiaries, associates and interests in joint ventures. With respect to
investments in other subsidiaries, associates and interests in joint ventures, deferred tax liabilities are
recognized except where the timing of the reversal of the temporary difference can be controlled and
it is probable that the temporary difference will not reverse in the foreseeable future.

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 income will be available to allow all or part
of the deferred tax asset to be utilized.

Deferred tax assets and liabilities are measured at the rates that are expected to apply in the year when
the asset is realized or the liability is settled based on the tax rates (and tax laws) that have been
substantially enacted at the balance sheet date.

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

Transactions denominated in foreign currency are recorded using the exchange rate prevailing as of
the date of the transactions. Outstanding foreign currency-denominated assets and liabilities at year-
end are translated to Philippine Pesos at prevailing Philippine Dealing System rates at balance sheet
dates. Exchange gains or losses resulting from rate fluctuations upon actual settlement and from
restatement at year-end are credited to or charged against current operations.




Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) 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.
Where the Group expects a provision to be reimbursed, the reimbursement is recognized as a separate
asset but only when the reimbursement is virtually certain. 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.

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.

Earnings (Loss) Per Share

Basic earnings (loss) per share is calculated by dividing the net income (loss) for the year attributable
to common shareholders [net income (loss) 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 earnings per share is calculated by dividing the net income (loss) 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. The net income (loss)
attributable to common shareholders is increased by the dividends on convertible redeemable
preferred shares. The weighted average number of common shares is increased by the weighted
average number of additional common shares which would be issued assuming the conversion of all
dilutive potential common shares.

Diluted earnings (loss) 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.

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

the products and services provided, with each segment representing a strategic business unit that
offers different products. Financial information on business segments is presented in Note 26 to the
consolidated financial statements.



New and Revised Accounting Standards Effective in 2005

New and revised accounting standards based on revised IAS and new International Financial
Reporting Standards (IFRS) referred to as Philippine Accounting Standards (PAS) and Philippine
Financial Reporting Standards (PFRSS), respectively, will become effective in 2005.

Beginning January 1, 2005, the Company will adopt the following relevant new accounting standards:

PAS 19, Employee Benefits, prescribes the accounting and disclosures by employers for employee
benefits, including short-term employee benefits, post-employment benefits, other long-term
employee benefits and termination benefits. For post-employment benefits classified as defined
benefit retirement plans, the standard will require the use of the projected unit credit method in
measuring the retirement benefit expense and will result in change in the manner of computing
benefit expense relating to past service cost and actuarial gains and losses. The Company’s
subsidiaries using an actuarial valuation method other than the projected unit credit method are in
the process of having their actuarial valuation made using the projected unit credit method to
determine the net impact of adopting PAS 19. The Group will engage a qualified actuary to
perform an actuarial valuation of the retirement benefit obligations in accordance with PAS 19,
and to determine the amount of transitional liability or asset that will be adjusted against January
1, 2005 retained earnings.

PAS 21, The Effects of Changes in Foreign Exchange Rates, eliminates the capitalization of
foreign exchange losses. The standard also requires a company to determine its functional
currency and measure its results and financial position in that currency. The adoption of
PAS 21 will not have an impact on the consolidated financial statements.

PAS 32, Financial Instruments: Disclosure and Presentation, covers the disclosure and
presentation of all financial instruments. This standard requires more comprehensive disclosures
about a company’s financial instruments, whether recognized or unrecognized in the financial
statements. New disclosure requirements include terms and conditions of financial instruments
used by the company, types of risks associated with both recognized and unrecognized financial
instruments (market risk, price risk, credit risk, liquidity risk, and cash flow risk), fair value
information of both recognized and unrecognized financial assets and financial liabilities, and the
company’s financial risk management policies and objectives. The standard also requires
financial instruments to be classified as either liabilities or equity in accordance with its substance
and not its legal form. Disclosures required by PAS 32 will be included upon adoption in 2005.

PAS 39, Financial Instruments: Recognition and Measurement, establishes the accounting and
reporting standards for recognizing and measuring a company’s financial assets and financial
liabilities. The standard requires a financial asset or financial liability to be recognized initially at
fair value. Subsequent to initial recognition, a company should continue to measure financial
assets at their fair values, except for loans and receivables and
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held-to-maturity investments, which are to be measured at cost or amortized cost using the
effective interest rate method. Financial liabilities are subsequently measured at cost or
amortized cost, except for liabilities classified as “at fair value through profit and loss” and
derivatives, which are subsequently to be measured at fair value.

PAS 39 also covers the accounting for derivative instruments. This standard has expanded the
definition of a derivative instrument to include derivatives (and derivative-like provisions)
embedded in non-derivative contracts. Under the standard, every derivative instrument is
recorded in the balance sheet as either an asset or liability measured at its fair value. Derivatives
that do not qualify as hedges are adjusted to fair value through income. If a derivative is
designated and qualifies as a hedge, depending on the nature of the hedging relationship, changes
in the fair value of the derivative are either offset against the changes in fair value of the hedged
assets, liabilities, and firm commitments through earnings, or recognized in stockholders’ equity
until the hedged item is recognized in earnings. The Company must formally document,
designate and assess the hedge effectiveness of derivative transactions that receive hedge
accounting treatment.

Given the complexities of PAS 39, the Group will undertake certain detailed procedures to
quantify the potential financial statements impact of this standard in 2005.

PAS 40, Investment Property, prescribes the accounting treatment for investment property and
related disclosure requirements. This standard permits the company to use either the fair value
model or cost model in accounting for investment property. The fair value model requires an
investment property to be measured at fair value with fair value changes recognized directly in the
statements of income. The cost model requires that an investment property should be measured at
depreciated cost less any accumulated impairment losses. Upon effectivity of PAS 40, the Group
will adopt the cost model and will continue to carry their investment properties at depreciated cost
less any accumulated impairment losses. Additional disclosures required by the standard will be
included in the 2005 consolidated financial statements.

PFRS 3, Business Combination, which will result in the cessation of the amortization of goodwill
and a requirement for an annual test for goodwill impairment. Any resulting negative goodwill
after performing a reassessment will be credited to income. Moreover, pooling of interests in
accounting for business combination will no longer be permitted. The Group does not expect that
the effect of adopting PFRS 3 will be material.

PFRS 5, Noncurrent Assets Held for Sale and Discontinued Operations, specifies the accounting
for assets held for sale and the presentation and disclosure of discontinued operations. It requires
assets that meet the criteria to be classified as held for sale to be measured at the lower of carrying
amount and fair value less costs to sell, and the depreciation on such assets to cease.

Furthermore, assets that meet the criteria to be classified as held for sale should be presented
separately on the face of the balance sheet and the results of discontinued operations to be
presented separately in the statements of income. The adoption_of PFRS 5 will not have a
material impact on the consolidated financial statements.
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The group will also adopt in 2005 the following relevant revised accounting standards:

e PAS 1, Presentation of Financial Statements, provides a framework within which an entity
assesses how to present fairly the effects of transactions and other events; provides the base
criteria for classifying liabilities as current or noncurrent; prohibits the presentation of income
from operating activities and extraordinary items as separate line items in statement of income;
and specifies the disclosures about key sources of estimation, uncertainty and
judgments that management has made in the process of applying the entity’s accounting policies.
It also requires changes in the presentation of minority interest in the consolidated balance sheets
and consolidated statements of income.

e PAS 2, Inventories, reduces the alternatives for measurement of inventories by disallowing the
use of the last in, first out (LIFO) formula. Moreover, the revised standard does not permit
foreign exchange differences arising directly on the recent acquisition of inventories invoiced in a
foreign currency to be included in the cost of purchase of inventories.

o PAS 8, Accounting Policies, Changes in Accounting Estimates and Errors, removes the concept
of fundamental error and the allowed alternative to retrospective application of voluntary changes
in accounting policies and retrospective restatement to correct prior period errors. It defines
material omission or misstatements, and describes how to apply the concept of materiality when
applying accounting policies and correcting errors.

o PAS 10, Events After the Balance Sheet Date, provides a limited clarification of the accounting
for dividends declared after the balance sheet date.

e PAS 16, Property, Plant and Equipment, provides additional guidance and clarification on
recognition and measurement of items of property, plant and equipment. It also provides that
each part of an item of property, plant and equipment with a cost that is significant in relation to
the total cost of the item shall be depreciated separately.

e PAS 17, Leases, provides a limited revision to clarify the classification of a lease of land and
buildings and prohibits expensing of initial direct costs in the financial statements of the lessors.

o PAS 24, Related Party Disclosures, provides additional guidance and clarity in the scope of the
standard, the definitions and disclosures for related parties. It also requires disclosure of the total
compensation of key management personnel and by benefit types.

e PAS 27, Consolidated and Separate Financial Statements, reduces alternatives in accounting for
subsidiaries in the separate financial statements of a parent, venturer or investor. Investments in
subsidiaries will be accounted for either at cost or in accordance with PAS 39 in the separate
financial statements. Equity method of accounting will no longer be allowed in the separate
financial statements. This standard also requires strict compliance with adoption of uniform
accounting policies and requires the parent to make appropriate adjustments to the subsidiary’s
financial statements to conform them to the parent’s accounting policies for reporting like
transactions and other events in similar circumstances.
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PAS 28, Investments in Associates, reduces alternatives in accounting for associates in the
separate financial statements of an investor. Investments in associates will be accounted for
either at cost or in accordance with PAS 39 in the separate financial statements. Equity method
of accounting will no longer be allowed in the separate financial statements. This

standard also requires strict compliance with adoption of uniform accounting policies and
requires the investor to make appropriate adjustments to the associate’s financial statements to
conform them to the investor’s accounting policies for reporting like transactions and other events
in similar circumstances.

PAS 31, Interests in Joint Ventures, reduces the alternatives in accounting for interests in joint
ventures in the separate financial statements of a venturer. Interests in joint ventures will be
accounted for either at cost or in accordance with PAS 39 in the separate financial statements.
Equity method of accounting will no longer be allowed in the separate financial statements.

PAS 33, Earnings Per Share, prescribes principles for the determination and presentation of
earnings per share for entities with publicly traded shares, entities in the process of issuing
ordinary shares to the public, and any entities that calculate and disclose earnings per share. The
standard also provides additional guidance in computing earnings per share including the effects
of mandatorily convertible instruments and contingently issuable shares, among others.

PAS 36, Impairment of Assets, establishes frequency of impairment testing for certain intangibles
and provides additional guidance on the measurement of an asset’s value in use.

PAS 38, Intangible Assets, provides additional clarification on the definition and recognition of
certain intangibles. Moreover, this revised standard requires that an intangible asset with an
indefinite useful life should not be amortized but will be tested for impairment by comparing its
recoverable amount with its carrying amount annually and whenever there is an indication that
the intangible asset may be impaired.

The adoption of the above revised accounting standards is not expected to have a material impact on
the consolidated financial statements. Additional disclosures and presentation changes required by
the revised accounting standards will be included in the 2005 consolidated financial statements.

Capital Stock

The changes in the number of shares follow:

Audited as of
As of March 31, December 31,

2005 2004

Preferred stock - B1 par value cumulative

and convertible to common stock
Authorized 100,000,000 100,000,000
Issued

Balance at beginning of the period 342,240 451,690

Retirement of preferred shares (56,000) (109,450)

Balance at end of the period 286,240 342,240
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Common stock - B1 par value

Authorized 5,900,000,000  5,900,000,000
Issued 2,255,494,000  2,255,494,000
Preferred shares held in treasury
Balance at beginning of year (185,500) (183,700)
Redemption of preferred shares (111,250)
Retirement of preferred shares 56,000 109,450
Balance at end of year (129,500) (185,500)

The preferred shareholders’ right of converting the preferred shares to common shares expired in
March 2002.

On April 1, 2002, the Company’s BOD approved the Exchange Offer involving the redemption of all
of the Company’s outstanding preferred shares totaling 1,670,584 shares as of December 31, 2001,
which were due for redemption on April 7, 2002 (Final Redemption Date). Such Exchange Offer,
which was formally presented to the preferred shareholders on April 5, 2002, consisted of any one or
more of the following Options:

Option A - Secured 5-Year Term Loan

Redemption of preferred shares through the issuance of PNs by the Company, DMCI or PDI at a
valuation of 81,000 per share, equivalent to the original issue price of the preferred shares. The
PNs, which are value dated April 7, 2002, shall be subject to a floating interest rate based on
prevailing 91-day T-bill rate plus a 2% spread; and shall be secured by a mortgage on certain real
estate properties owned by the Group and related parties.

As of December 31, 2004 and March 31, 2005, the Group issued PNs amounting to 2139 million
and B0 respectively for the redemption of 310,700 preferred shares, respectively, under Option A

Option B - Secured 7-Year Term Loan

Redemption of preferred shares through the issuance of PNs by the Company, DMCI or PDI at a
valuation of 81,367 per share, equivalent to the original issue price of the preferred shares plus
accumulated and nonconversion premium. The PNs, which are also value dated April 7, 2002,
shall be subject to either of the following interest rates at the option of the preferred shareholders:
(a) floating interest rate based on prevailing 91-day T-bill rate plus a 3% spread; (b) fixed interest
at 13% for the first 5 years of the loan and floating for the remaining 2 years at a rate equivalent
to that contemplated in letter (a); and (c) fixed interest at 13% for the entire 7-year term; and shall
be secured by a participation in a mortgage trust indenture covering various accounts receivables,
inventory and equipment owned by the Company and/or its subsidiaries and related parties;
and/or a mortgage on certain provincial real estate properties.

As of December 31, 2004 and March 31, 2005, the Group issued PNs or incurred loans
amounting to 2 106 million and RO for the redemption of 369,915 preferred shares under Option
B.

Option C - Asset for Share Exchange

Redemption of preferred shares in exchange for residential and office units, equipment and/or
accounts receivable at a valuation of 1,112 per share (purchase price), equivalent to the
original issue price of the preferred shares plus accumulated and current dividends. The
exchange shall be carried out with the subject assets valued at their selling price or fair market
value. In the event that the total value of the assets elected by the preferred shareholders exceeds
the total purchase price of the preferred shares, the resulting residual amount shall be paid by
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such shareholders to the Company in cash. Conversely, should the total purchase price exceeds
the asset value, the residual amount shall be paid by the Company to the shareholders through
either of Options A, B or D.

As of December 31, 2004 and March 31, 2005, the Group redeemed 603,879 preferred shares
under Option C in exchange for Asian Hospital, Inc. (AHI) shares, certain construction equipment
amounting to 250 million and other assets amounting to B586 million in favor of Dacon
Corporation (Dacon), a major stockholder.

Option D - Cash Payment

Redemption of preferred shares for cash at a price of B775 per share, equivalent to the closing
market price of such preferred shares on April 1, 2002 up to a maximum of P72 million (cap).
Should the total amount of all the preferred shares of the holders electing this option exceed the
cap, the B72 million shall be allocated among all accepting shareholders on a pari passu basis;
with the remaining preferred shares to be purchased under any of Options A, B or C.

As of December 31, 2004 and March 31, 2005, the Group redeemed 341,510 and 403,281
preferred shares, respectively, under Option D.

As of December 31, 2003, 2002 and September 30, 2004, dividends in arrears for preferred shares
amounted to B33 million.

3. Business Segments
The following tables present sales and services, cost of sales and services, and gross profit
information regarding business segments for the period and quarter ended September 30, 2004 and
2003 (amounts in thousand):

Sales & Services

For the period Forthe Quarter
2005 | 2004 2005 | 2004
General Construction 415,534 605,363 415,534 605,363
Coal Mining 1,001,397 648,733 1,001,397 648,733
Infrastructure and Real
Estate Development 234,618 188,304 234,618 188,304
Manufacturing and Parent
Company 14,635 9,711 14,635 9,711
1,666,184 1,452,111 1,666,184 1,452,111
Cost of Sales & Services
For the period For the Quarter
2005 | 2004 2005 | 2003
General Construction 383,236 529,443 383,236 529,443
Coal Mining 604,056 508,594 604,056 508,594
Infrastructure and Real
Estate Development 164,268 146,145 164,268 146,145
Manufacturing and Parent
Company 10,154 7,461 10,154 7,461
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1,161,714 1,191,643 1,161,714 1,191,643

Gross Profit

For the period Forthe Quarter
2005 | 2004 2005 | 2004
General Construction 32,298 75,920 32,298 75,920
Coal Mining 397,341 140,139 397,341 140,139
Infrastructure and Real
Estate Development 70,350 42,159 70,350 42,159
Manufacturing and Parent
Company 4,481 2,250 4,481 2,250
504,470 260,468 504,470 260,468

4. Related Party Transactions

In the regular course of business, the Group’s significant transactions with related parties consisted
primarily of the following:

(@) Comprehensive surety, corporate and letters of guarantee issued by the Company and DMCI for
various credit facilities granted to and for full performance of certain obligations by certain
related parties.

(b) Certain assets of the Group, associates and other related parties were placed under
accommaodation mortgages to secure the indebtedness of the Group, its associates and other relatd
parties

(c) Interest and noninterest-bearing cash and operating advances made by the Group to and from
various associates and other related parties.
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DMCI HOLDINGS, INC.
AGING OF ACCOUNTS RECEIVABLE
AS OF MARCH 31, 2005

TYPE OF ACCOUNTS RECEIVABLE

A. TRADE RECEIVABLE - CONTRACT
D.M. Consuniji, Inc.
DMCI International, Inc.
OHKI-DMCI Corporation
Contech Products South Corporation
Beta Electric Corporation

Sub-total

DMCI Project Developers, Inc.

Semirara Mining Corporation

Wire Rope Corporation of the Philippines
Sub-total

RETENTION RECEIVABLE - TRADE
D.M. Consuniji, Inc.
Beta Electric Corporation

Sub-total

Total Contract/Retention Receivable - Trade

Less: Allowance for Doubtful Accounts

Net Trade Receivable

B. NON-TRADE RECEIVABLES

ADVANCES -
D.M. Consuniji, Inc.
Beta Electric Corporation

DMCI Holdings, Inc.
DMCI Project Developers, Inc.
Semirara Mining Corporation

Sub-total
AFFILIATES -
D.M. Consuniji, Inc.

DMCI-Laing Construction, Inc.
Beta Electric Corporation

DMCI Project Developers, Inc.

Sub-total

TOTAL

297,568,207.85
27,263,162.00
2,966,841.00
3,023,144.39
43,364,972.90

1 MONTH

100,295,422.80

2,966,841.00

10,593,121.77

2 -3 MONTHS

15,228,319.78

2,529,066.96

4 -6 MONTHS

23,997,092.24

3,075,445.05

7MONTHS TO
1YEAR

50,263,362.24

1-2YEARS

30,414,228.99

3,023,144.39

3-5YEARS

77,369,781.80
27,263,162.00

27,167,339.12

5 YEARS -
ABOVE

Past Due Accts &
Items for Litigation

374,186,328.14

113,855,385.57

17,757,386.74

27,072,537.29

50,263,362.24

33,437,373.38

131,800,282.92

416,349,619.29
727,516,525.51
22,102,146.00

5,847,535.50
336,316,274.33
4,916,305.00

9,587,435.00
216,368,808.75
5,044,020.00

11,058,534.07
34,113,701.05
2,909,950.00

2,582,370.00
3,837,183.40
2,045,629.00

133,004,671.85
15,454,858.53
4,383,933.00

93,568,926.87
19,464,739.46
1,907,676.00

160,700,146.00
101,960,959.99

894,633.00

1,165,968,290.80

347,080,114.83

231,000,263.75

48,082,185.12

8,465,182.40

152,843,463.38

114,941,342.33

262,661,105.99

894,633.00

303,990,799.36
20,475,354.99

303,990,799.36
20,475,354.99

324,466,154.35

324,466,154.35

| 1,864,620,773.29 |

785,401,654.75

248,757,650.49

75,154,722.41

58,728,544.64

186,280,836.76

246,741,625.25

262,661,105.99

894,633.00

(196,324,997.05)

1,668,295,776.24

308,331,742.67
4,265,930.44
312,597,673.11

930,005.59
42,367,468.97
75,928,499.95

119,225,974.51

431,823,647.62

949,283,653.40
44,411,436.00
4,149,733.33

997,844,822.73

45,641,411.87




OTHER RECEIVABLES -
D.M. Consuniji, Inc.

DMCI International, Inc.
Constress Philippines, Inc.
DMCI-Laing Construction, Inc.
Beta Electric Corporation

DMCI Holdings, Inc.

DMCI Project Developers, Inc.

Semirara Mining Corporation

Riviera

Wire Rope Corporation of the Philippines
Sub-total

Total Non-trade Receivables

Less: Allowance for Doubtful Accounts

Net Non-trade Receivables

TOTAL RECEIVABLES

137,654,022.31
4,087,388.00
3,311,616.00
258,153.18
14,900,365.66
160,211,545.15

2,585,590.11
250,700,744.97
75,447,710.66
96,538,730.00
935,205.00

586,419,525.89
2,061,729,408.11

(81,702,968.98)

1,980,026,439.13
3,648,322,215.37



DMCI HOLDINGS, INC.
ACCOUNTS RECEIVABLE DESCRIPTION
March 31, 2005

Type of Receivable Nature/Description

1) Contracts/Retention Receivable Construction contract billings, sale of Goods and services
pertaining to construction and related businesses of subsidiaries;
real estate sales like sale of condominium units; development,
improvements and construction of real estate projects; and
coal mining sales

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

Collection Period

Contract Receivable - 20 to 30 days upon submission of
progress billing
Retention Receivable (10%) - depends on the agreement:
1) usually, 60 days after completion and acceptance
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
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