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Use of Estimates

The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting period, that have a significant risk-of causing a material adjustment to the carrying
amount of assets and Habilities within the next financial year, are discussed as follows.

Estimating allowance for impairment losses on receivables :

The Company maintains an allowance for credit losses based on the result of the individual and
collective assessment under PAS 39. Under the individual assessment, the Company is required to
obtain the present value of estimated cash flows using the receivable’s original effective interest
7ate. Impairment loss is determined as the difference between the receivable’s, carrying balance
and the computed present value. Factors considered in individual assessment are payment history,
past due status and term. The collective assessment would require the Company to classify its
receivables based on the credit risk characteristics {payment history, past-due status and term) of
the customers. Impairment loss is then determined based on historical loss experience of the
receivables grouped per credit risk profile. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions that did not affect the period on
which the historical loss experience is based, and to remove the effects of conditions in the
historical period that do not exist currently. The methodology and assumptions used for the
individual and collective assessments are based on management’s judgments and estimates.
Therefore, the amount and timing of recorded expense for any period would differ depending on
the judgments and estimates made for the year.

As of December 31, 2011 and 2010, receivables amounting to 1,066,172 have been fully
provided with allowance for impairment losses.

Impairment of AFS financial assets .

The Company treats AFS equity securities as impaired when there has been a significant or
proionged decline in the fair value below cost or where other objective evidence of impairment
exists. The determination of what is ‘significant’ or ‘prolonged’ requires judgment. The
Company treats “significant’ generally as 20% or more or “prolonged” as greater than 6 months for

quoted equity securities. In addition, the Company evaluates other factors, including normal
volatility in share price for quoted equities,

As of December 31, 2011 and 2010, AFS financial assets amounted to nil and 154,324,
respectively (see Note 5).

Recognition of deferred 1ax assets

As of December 31, 2011 and 201 0, deferred tax assets have not been recognized in respect of
NOLCO and allowance for impairment losses that are available for offset against future taxable
income or tax payable, which shall be available for the three succeeding years, because
management believes that it is more likely than not that the tax benefits of these will not be
realized in the future (see Note 9). As of December 31, 2011 and 2010, unrecognized deferred tax
assets amounted to £2,092,938 and £1,992,411, respectively.
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4, Cash on hand and in bank

This account consists of:

2011 2010

Cash on hand B4,959 B5.000
Cash in bank 3,544,304 4,964,760
B3,545,263 74,569,760

Cash in bank eams interest at the prevailing bank deposit rates. Interest earned on cash in bank
amounted to 13,031, 818,241 and 318 in 201 1, 2010 and 2009, respectively.

AFS Financial Assets

This account represents 350,737 shares in Suntrust Home Development, Inc. (Suntrust) as of
December 31, 2010. The entire balance of AFS financial assets was sold in 2011. The cost of
these investments as of December 31, 2011 and 2010 amounted to nil and B91,191, respectively.

The movements of AFS financial assets follow:

2011 2010
Balance at beginning of year P154,324 408,354
Additions - 1,542,662
Disposal 154,324 (1,822,662)
Fair value gains - 25970
Balance at end of year P B154,324

In 2011, 2010 and 2009, the Company sold AFS financial assets amounting to P154,324,
P1,822,662 and R2,140,865, respectively. The sale resulted to the recognition of realized gain in

the Company’s statements of income amounting to P85,762, 112,727 and £280,000 in 2011,
2010 and 2009, respectively.

The movements of reserve for fluctuation on AFS financial assets follow:

2011 2010
Balance at beginning of year £63,133 ®37,163
Fair value changes 22,629 138,697
Realized gains {85,762) (112,727
Balance at end of year : P- B63,133
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6. Other Current Assets - tet

This account consists of:

2011 2010
Prepaid taxes £1,976,300 B1,976,300
Creditabie withholding tax 1,137,430 1,137,429
Input VAT 852,977 774,419
Prepaid expenses 20,000 14,488
3,986,707 3,902,636
Less allowance for impairment losses 3,966,707 1,976,300
£20,000 B1,926,336
Movement for allowance for impairment iosses follow:
2011 2010
Balance at beginning of year £1,976,300 1,976,300
Additior, 1,990,407 -
Reversa. - -
Balance at end of year P3,966,707 P1,976,300
7. Accrued Expenses and Other Payables
This account consists of:
2011 2010
Accrued expenses $110,00¢ P110,000
Taxes payable 9,412 7,374
P119,412 B117,374

Accrued expenses and other payables are non-interest-bearing and are generally within 30- to 60-
day terms.

8. Equity
Capital Stock

The authoriz:d capital stock of the Company follows:

2011 2010

Commor stock, B1 par value
240,000,00 shares P240,000,000  B240,000,000

IR R aa
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The movements in the number of shares issued and outstanding follow:

2011 2010
At the beginning of year 190,000,000 180,000,000
Issuance 10,000,000

At the end of year 190,000,000 194,000,000

Subscribed and outstanding shares of the Company follow:

2011 2010 2009
Subscribed and paid P B 85,045,000
Subscriptions receivable - — 4,955,000
At the end of year P B P10,000,000

In its quarterly report to the Philippine Stock Exchange for the period ended March 31, 2008, the
Company disclosed that certain stockholders have agreed to convert 81,100,000 of their advances

tnto share capital subject to the approval of the BOD on the pricing and other terms of the
conversion,

On November 5, 2009, the BOD approved a resolution authorizing the cancellation of the

conversion of advances from shareholders to deposits for future stock subscriptions amounting to
£1,100,000.

On December 29, 2009, the BOD approved a resolution autherizing the Comipany to issue a total
of 10,000,000 common shares out of the existing authorized capital stock at a subscription price of
21 per share, or a total price value of B} 0,000,000, Cut of the 10,000,000 capital stock
subscribed, an amount equal to £5,045,000 was paid by the stockholders on the same date.

On January 29, 2010 and February 1, 2010, the Company’s stockholders paid for the outstanding
subscriptions receivable amounting to 83,655,000 and R1 ,300,000, respectively.

Income Tax

The provision for income tax consists of final tax on inierest income.

Deferred tax assets on the following deductible temporary differences have not been recognized in
the financial statements:

2011 2010
NOLCO 3,926,987 P3,598,899
Allowance for impairment losses 3,042,472 3,042,472
6,969,459 6,641,371

Tax rate 30% 30%
Deferred tax asset P2.,0%0,838 21,992,411

Deferred tax assets are recognized only to the extent that taxable income will be available against
which deferred tax assets can be used. The Company will recognize a previously unrecognized

deferred tax asset to the extent that it becomes probable that future taxable income will allow the
deferred tax asset to be recovered.

IRERERENRE
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The Company’s NOLCO as of December 3 1, 2011 consists of:

Year Incurred Amount Expiry Date
2009 BI1,067,631 2012
2010 1,418,512 2013
2011 1,440,844 2014
B1.926,987
The movements in NOLCO follow:

2011 2010
Balance at beginning of year P3,598,899 R3,322914
Addition 1,440,844 1,418,512
Expiration (1,112,756) (1,142 527)
Balance at end of year P3,926,987 B3,598,899

The reconciliation between the statutory income tax and the effective income tax follows:

2011 2010 2000
Statutory income tax {B429,315) (R399,107) R249,910)
Add (deduct) tax effects of:
Change in unrecognized ‘
deferred tax assets 432,253 425,554 320,289
Non taxable reafized
gain on available-for-
sale financial assets (25,729) (33,818) (24,000)
Interest income subjected to
tower tax rate {1,303) _ (1,824) (1)
Nondeductible entertainment,
amusement and recreation .
expense 26,700 12,843 13,716
Effective income tax 2,606 F3,648 P64

10. Related Party Transaction

The Company entered into an agreement with GNCA Holdings, Inc. (GNCA), an entity controlled
by the Company’s president, for the sharing of common costs incurred on the leased office space.
The agreemet provides that the Corapany shall pay fixed monthly utility charges of 215,000 and

B]0,000 in 2011 and 2010, respectively, in lien of its proportionate share in monthly rentals on the
leased premisas.

Total utility charges amounted to 0.18 million and £0.12 million in 2011 and 2010, respectively
as presented in the statement of comprehensive income.

AR AR AR
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11. Basic/Diluted Loss per Share

Basic/diluted foss per share was computed as follows:

2011 2010 2009
Net foss (a) £3,424,062 21,334,004 £833,006
Weighted average number of
ouistanding common shares
(b) 194,000,000 189,166,667 180,000,000
Bagic/diluted loss per share {a/b) £0.0180 £0.0071 £0.0046

The basic EPS is equal to the diluted EPS since the Company has no potential shares that will
have a dilutive effect on EPS.

12. Financial Instruments

Fair value information

Due to the short term nature of the Company’s financial instruments, their fair values approximate
their carrying amounts as of December 31, 2011 and 2010,

Fair Value Hierarchy

The Company considers its AFS equity securities amounting to 154,324 as of December 31,
2010 under ). evel 1 classification (see Note 5 ). During the reporting periods ended December 31,
2011 and 203 0, there were no transfers between Level 1 and Level 2 fair value measurements, and
no transfers into and out of Level 3 fair value measurement,

Financial Risk Management Objectives and Policies '
The Company’s principal financial instruments comprise of cash on hand and in bank, AFS

financial assets and accrued expenses and other payables. The main purpose of the Company’s l
financial instruments is to fund it’s operational and capital expenditures,

Exposure to credit, liquidity and market price risks arise in the normal course of the Company’s
business activities. T

he main objectives of the Company’s financial risk management are as
follows: '
* toidentify and monitor such risks on an ongoing basis;
¢ to minimize and mitigate such risks; and
* to provide a degres of certainty about costs.

Interest rate risk

Interest rate risk is the risk that the vatue of a financial instrument will fluctuate because of
changes in market interest rate. The Company’s exposure to the risk of changes in market interest
rates relates primarily to the Company’s cash in bank with fixed interest rates.

Credit risk

The investment of the Company’s cash resources is managed so as to minimize risk while seeking
to enhance y~eld. The Company’s holding of cash exposes the Company to credit risk of the
counterparty: if the counterparty is unwilling or unable to fulfill its obligations, and the Company
consequently suffers financial loss. Credit risk management involves entering into financial
mstruments ninly with counterparties with acceptable credit standing.
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The maximum exposure to credit risk of the statements of financial position pertains only to cash

on hand and in bank amounting to B3,545,263 and 24,969,760 as of December 31,2011 and 2010,
respectively (see Note 4).

The Company’s cash on hand and in bank has high grade credit quality.

The credit quality of the financial assets was determined based on the nature of the countesparty
and the Company’s historical experience with them.

As of December 31, 2011 and 2010, the Company’s receivable amounting to 1,066,172 is fully
impaired, _

Liquidiry risfﬁ

Liquidity ortfunding risk is the risk associated with the difficulty of selling financiat assets in a
timely manrier at their values to meet obli gations.

The Company seeks to manage its liquidity profile to be able to finance capital expenditures and
working capital requirements.

The Company’s accrued expenses and other payables are all due within one year.

Price risk

The Company’s price risk exposure as of December 3 1, 2010 relates to the Company’s AFS
financial assets where values will fluctuate as a result of changes in market prices.

Such investment securities are subject to price risk due to changes in market values arising from

factors specific to individual instruments or their issuers or factors affecting all instruments traded
in the market,

Price risk is the risk that future cash flows will fluctuate because of changes in market prices of
individual stocks and the changes in the level of Philippine Stock Exchange index (PSEi).

The sensitivity of net asset value is the effect of the assumed changes in the market index on AFS
financial asests for the effects of the assumed changes in market index.

The following table demonstrates the sensitivity fo a reasonably possible change in the market
prices, with .all variables held constant, of the Company’s equity as of December 31, 2010.

Change in variables Impact on net asset value
14% : 212,815
(14%) @®12,815)

In 2011, the Company sold its entire AFS financial assets, thus, no impact assessment on net asset
value as at December 31, 2011 was made to determine price risk exposure. _

= E e, 0
The impact on net asset value is arived at using the reasonably possibié :ck_:a_ii_g'"gh_'pf?sﬁj:gnd the
specific adjusted beta of each stock the Company holds. The pqssil’)le_;gﬁ‘affge of P%‘hﬁrwis’"
determined based on daily movement of PSE index for the past 3 years.. Ad}ustcdibg«mis%g& \
forecasted measure of the volatility of a security or a portfolio in 't:ompés,"i:fs"‘e:n' taithie tharket el
whole. :
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Capital Maragement

The primary objective of the Company’s capital management is to ensure that it maintains a strong
credit rating and healthy capital ratios in order to support its business and maximize shareholder

vatue. The Company manages its capital structure and makes adjustments to it, in light of changes
in economic conditions.

As of December 31, 2011, 2010 and 2009, the Company has a deficit of 1 86,554,149,
P183,130,087 and R181,796,083, respectively. The Company’s policy to address the current
deficit is to borrow capital from its shareholders in the form of advances. Also, in 2010, in order
to strengthen capital position and address the deficit incurred due to non-operation, the Company
has issued additional shares amounting to 810 million.

"The Company is not subject to any externally imposed capital requirement.

13.

Operating Segments

As of December 31, 2011 and 2010, the Company has no operating segment since it is not
engaged in any investing and operating activity. The Management continues fo assess investment

opportunities and various options regarding operations that the Company may undertake in the
future. ‘

The Company has no revenue outside the Philippines and no revenue from a single customer,
hence, the Cmpany did not present geographical information required by PFRS 8.

14.

Supplementary Information Required Under Revenue Regulations 19-2011

The Company is subject to the regular rate of 30%.

o

The Company has no sales/receipts/fees in 201 1.
b. The Company has no cost of sales in 201 1.
c. The Company has no non-operating and taxable other income in 2011.

d. The itemized deductions of the Company in 2011 are as follows:

Regular rate
Professional fees P428.641
Salaries and wages 408,488
Stock exchange listing fee 255,050
Rent and utilities o 180,000
Office supplies and printing costs - 72,785
Transportation

Taxes and licenses

Entertainment, amusement and recreation
Miscellaneous

Total itemized deductions

.

e. The taxes and licenses paid by the Company and claimed'ﬁt’s’i {a‘; ?1 : A
2011 pertains to ficense and permit fees amounting to B9, 5415 &7,
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15.

Supplementary Information Required Under Revenue Regulations 15-2010

In compliance with the requirements set forth by Revenue Regulations 15-2010, hereunder are the
information on taxes and license fees paid or acerued in 2011,
Value added tax (VAT)

The Company’s sales are subject to output VAT while its importations and purchases from other
VAT-registered individuals or corporations are subject to input VAT. The VAT rate is 12%.

a. The Company did not have any transaction subjected 1o output VAT in 2011,

b. Input VAT for 2011

Balance at January 1, 2011 B774,419

Current year’s domestic purchases/payments for:
Goods other than for resale or manufacture 10,071
Services lodged under other accounts 68,487
852,977

Claims for tax credit -
Balance at December 31, 2011 £852,077

Information gn the Company’s Impartations for 2011
The Company did not have any importation transaction in 2011,

Documentary Stamp Tax
The Company did not have any transaction subject to documentary stamp tax in 2011,

Other Taxes and Licenses

This includes all other taxes, local and natjonal, including licenses and permit fees lodged under
the caption “Taxes and Licenses” in the Company’s statement of income.

Local
Mayor’s permit 6,119
Business clearance 1,100
Notarial faes 200
Others 1,622
9,041
National
BIR Annual regisiration ' 500
B 541
Withholding Taxes

The withholding taxes paid in 2011 follow:

Tax on compensation and benefits

Expanded withholding taxes "‘{ﬂﬁf
T SO
SR o)

Tax Assesstent and Cases ‘;,?—,
The Company has no Final Assessment Notice and/or Formal letier ofln
Internal Revenue (BIR) for alleged deficiency income tax, VAT and

<

RS
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Minerales Industrias Corporation as at December 31, 2011 and 2010 and for each of the three vears in
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MINERALES INDUSTRIAS CORPORATION

LIST OF PHILIPPINE FINANCIAL REPORTING STANDARDS EFFECTIVE

AS OF DECEMBER 31, 2011
|
B - ADOPTED /NOT |
PFRS ADOPTED / NOT
APPLICABLE

PERS 1, First-time Adoption of Philippine Financial Reporting Standards ADOPTED
PERS 2, Share-based Payment NOT APPLICABLE
PERS 3, Business Combinations NOT APPLICABLE
PERS 4, Insurance Contracts NOT APPLICABLE
PERS 5, Non-current dssets Held for Sale and Discontinged Operations NOT APPLICABLE

| PFRS 6, Exploration for and Evaluation of Mineral Resources NOT APPLICABLE
PYRS 7, Financial Instruments: Disclosures ADOPTED
PERS 8, Operating Segments ADOPTED
PAS 1, Presentation of Financial Statements ADOPTED

[ PAS 2, Inventories NOT APPLICABLE

"PAS 7, Statement of Cash Flows -~ ADOPTED
PAS 8, dccounting Policies, Changes in Accounting Estimates and Errors ADOPTED
PAS 10, Events after the Reporting Period ADOPTED
PAS 11, Construction Consracts NOT APPLICABLE

| PAS 12 Income Tuxes ADOPTED
PAS 16, Property, Plani and Equipment NOT APPLICABLE
PAS 17, Leases NOT APPLICABLE
PAS 18, Revenue ADOPTED

| PAS 19, Employee Benefits NOT APPLICABLE
PAS 20, Account.ing Jor Government Grants and Disclosure of NOT APPLICABLE
Government Assistance
PAS 21, The Effects of Changes in Foreign Exchange Rates NOT APPLICABLE
PAS 23, Borrowing Costs NOT APPLICABLE
PAS 24, Related Party Disclosures ADOPTED
PAS 26, Accounting and Reporting by Retirement Benefit Plans NOT APPLICABLE
PAS 27, Consolidated and Separate Financial Statements NOT APPLICABLE

| PAS 28, Investments in dssociates NOT APPLICABLE
PAS 29, Financial Reporting in Hyperinflationary Fconomies NOT APPLICABLE
PAS 31, Imterests in Joint Ventures NOT APPLICABLE
PAS 32, Financial Instruments: Presentation ADOPTED
PAS 33, Earnings per Share ADOPTED
PAS 34, Interim Financial Reporting ADOPTED
PAS 36, Impairment of Assets ADOPTED
PAS 37, Provisions, Contingent Liabilities and Contingent Assets ADOPTED

{ PAS 38, Intangible Assets NOT APPLICABLE
PAS 39, Financial Instruments: Recognition and Measurement ADOPTED

| PAS 40, Investment Property NOT APPLICABLE
PAS 41, Apriculture NOT APPLICABLE
Philippine Interpretation IFRIC-1, Changes in Existing Decommissioning, NOT APPLICABLE

Restoration and Similar Liabilities

i



ADOPTED / NOT

PFRS ADOPTED / NOT
APPLICABLE
Philippine Interpretation IFRIC-2, Members’ Shares in Co-operative :
Entities and Similar lnstruments i NOT APPLICABLE
Phili Ppinp Interpretation IFRIC-4, Determining whether an Arrangement NOT APPLICABLE
containg a Lease
Philippine Intespretation IFRIC-5, Rights fo Interests arising from
Decommissioning, Restoration and Eivironmemal ReMbiiit£an Funds NOT APFLICABLE
Philippine Interpretation IFR1C-6, Liabifities arising from Participating
in a Specific Market - Waste Electrical and Elec!rom{Equmem NOT APPLICABLE
Philippine Interpretation 1FRIC-7, Applying the Restatement Approach
under PAS 29 Financial Reporting in Hyperinflationary Economies NOT APPLICABLE
Philippine Interpretation IFRIC-9, Reassessment of Embedded NOT APPLICABLE
Derivatives '
Philippine Interpretation IFRIC-10, Interim Financial Reporting and ADOPTED
Impairment
Philippine Interpretation IFRIC-12, Service Concession Arrangements NOT APPLICABLE
Philippine Intetpretation \WRIC-13, Customer Loyalty Programmes NOT APPLICABLE
Philippine Interpretation IFRIC-14, PAS 19 - The Limit on a Defined
Benefit Asset, Minimum Funding Requirements and their Interaction NOT APPLICABLE
Philippine Inter}?r‘etation IFRIC- 16, Hedges of a Net Investment in a NOT APPLICABLE
Foreign Operation .
Ei‘]j}ippine Interpretation IFRIC-17, Distributions of Non-cash Assets to NOT APPLICABLE
ners

Philippine Interpretation IFRIC-18, Transfers of Assets from Customers NOT APPLICABLE
Philippine Interpretation IFRIC-19, Extinguishing Financial Liabilities NOT APPLICABLE
with Eguity Instruments
Philippine Interpreiation SIC-7, fntroduction of the Euro NOT APPLICABLE
Philippine Interpretation SIC-10, Government Assisiance - No Specific NOT APPLICABLE
Relation to Operating Activities -
Philippine Interpretation SYC-12, Consolidation - Special Purpose Entities NOT APPLICABLE
Philippine Interpreation SIC-13, Jointly Controlled Entities - Non- NOT APPLICABLE
Monetary Comtributions by Venturers
Philippine Interpretation S1C-15, Operating Leases — Incentives NOT APPLICABLE
Philippine Interpretation 8IC-21, Income Taxes - Recovery of Revalued NOT APPLICABLE
Non-Depreciable Assets
Philippine Interpretation SIC-25, Income Taxes - Changes in the Tax NOT APPLICABLE
Status of an Entity or its Shareholders
Philippine Interpretation SIC-27, Evaluating the Substance of NOT APPLICABLE
Transactions Involving the Legal Form of a Lease
Philippine Interpretation SIC-29, Service Concession Arrangements: NOT APPLICABLE
Disclasures '
Philippine Interpretation SIC-31, Revenue - Barter Transactions Involving NOT APPLICABLE
Advertising Services ‘
Philippine Interpretation S1C-32, Intangible Assets - Web Site Cosis NOT APPLICABLE




MINERALES INDUSTRIAS CORPORATION

AS OF DECEMBER 31, 2011

Financial Soundness Indicators

Since the company is not in commercial operations, its financial soundness indicators in two comparative

periods are as follows:

FSI Calculation December 31,2011 | December 31, 2010

Current Ratio Current Assets/Current Liabilities 29.86x 58.75x

Quick Ratio Cash /Current Liabilities 29.69x 42.34x

Debt to Equity Ratio Liabilities/ Stockholders” Equity 0.03x 0.02x

Asset to Equity Ratio Assets/Stockholders’ Equity 1.03x 99x
Earnings Before Interest &

Interest Coverage Ratio | Taxes/Interest Expense N/A N/A

Gross Profit Margin Gross ProfitNet Sales N/A N/A
Total Assets —Total Liabilities/

Book Value per share Qutstanding Shares 0.018 0.04
Net Loss/Weighted Average

Loss per Share Number of Shares Qutstanding_ (0.018) 007

December 31, 2011 December 31, 2010

Current Ratio 3,565,263/119,412 6,896,096/117,374

Quick Ratio 3,545,263/119,412 4,969,760/117,374

Debt to Equity 119,412/3,445,851 117,374/6,933,046

Asset to Equity Ratio 3,565,263/3,445,851 6,896,096/6,933,046

Book Value/Share 3,445,851/190,000,000 6,933,046/190,000,000

Loss per Share 3,424,062/190,000,000 1,334,004/190,000,000

The current ratio is a general and quick measure of a company’s liquidity. It represents the ratio of all current
assets to all current liabilities. 1t is also known as the “Working Capital Ratio” because working capital is the
excess of current assets over current liabilities.

The quick ratio is another measure of a company’s liquidity. It is used to measure a company’s ability to pay
its liabilities using assets that are cash or very liquid.

The debt to equity ratio is a measure of leverage, or the relative amount of funds provided by lenders and
owners. This measures the amount of debt being used by the Company.

Asset to equity ratio is used as measure of the company’s leverage and long-term solvency. It compares total
assets to total stockholder equity.



The interest coverage ratio is calculated by dividing a company's earnings before interest and taxes (EBIT) of
one period by the company's interest expenses of the same period. This is a ratio used to determine how easily
a company can pay interest on outstanding debt.

Gross profit margin represents the margin of sales revenue over the cost of goods sold, and is a measure of
profitability before considering selling, general and administrative expenses as well as finance costs.

Book value per share is a measure of stockholders’ equity. It represents the difference between total assets and
total liabilities then divide that total by the number of common shares outstanding.

Loss per share is computed by dividing the net loss by the weighted average number of common shares
outstanding.



MINERALES INDUSTRIAS CORPORATION

STATEMENTS OF FINANCIAL POSITION
(Unaudited)

30-Sep-12 31-Dec-11

Unauvdited Audited

ASSETS

Current Assets

Cash and cash equivalents P 2,112,257 P 3,545,263
Other current assets - net (Note 5) 150,440 20,000
Total Current Assets 2,262,698 3,565,263
TOTAL ASSETS P 2,262,698 P 3,565,263
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
Accrued expenses and other payables p 4818 P 119,411
Total Current Liabilities 4,318 119,411
Stockholders’ Equity
Capital stock - P1 par value

Authorized - 240,000,000 shares

Issued - 190,000,000 shares 190,000,000 190,000,000
Deficit {187,742,120) {186,554,148)

Total Stockholders' Equity 2,257,880 3,445,852
P

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY
e e e e e et

2,262,698 B 3565263




MINERALES INDUSTRIAS CORPORATION
INTERIM STATEMENTS OF INCOME

{(Unaudited)
Quarter Ended September 30
2012 2011
INCOME
Interest 16,102 2,473
Gain on sale of marketable securities
P 20,102 P 2,473
EXPENSES
Salaries and other employees banefits 107,000 91,829
Listing Maintenance Fee 62,500 62,500
Professional fees 58.907 142,294
Utilities 45,000 45,000
Representation 21,292 35,424
Transportation 9,084 9,170
Ofifice supplies and printing costs 8,206 20,187
Miscellaneous 4,820 17,713
316,809 424,118
INCOME (LOSS) BEFORE INCOME TAX (296,707) (421,645)
Provision for income tax 4,020 495
NET INCOME (LOSS) AFTER INCOME TAX P (300,728) P (422,139)

INCOME (LOSS) PER SHARE (Note 7) (0.0016) (0.0022)




MINERALES INDUSTRIAS CORPORATION
INTERIM STATEMENTS OF INCOME

{Unaudited)
Nine Months Ended September 30
2012 2011
INCOME
Interest 72,685 10,874
(Gain on sale of marketable securities - -
P 72,685 P 10,874
EXPENSES
Professional fees 336,019 261,255
Salaries and other employees benefits 301,000 263,488
Listing maintenance fee 192,550 192,550
Utilities 135,000 135,000
Representation 92,239 68,381
Directars' per diem 80,000 -
Office supplies and printing costs 47,073 51,799
Transportation 26,189 25,834
Taxes and licenses 3,219 0,541
Telephone & Postage 8,949 9,556
Seminar Fee - 14,393
Miscellaneous 18,881 14,117
1,246,119 1,046,515
INCOME (LOSS) BEFORE INCOME TAX P O(1173,435) B (1,035,641)
Provision for income tax 14,537 2,175
NET INCOME (LOSS) AFTER INCOME TAX P !1,187,972! B { 1,037,816!

NET INCOME sLOSS! PER SHARE ggote 7! P !0.0063! P 50.00552



MINERALES INDUSTRIAS CORPORATION
INTERIM STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Quarter Ended September 30
2012 2011
NET INCOME/ { LOSS) (300,728) (422,139)

OTHER COMPREHENSIVE INCOMEXLOSS)
Net unrealized gain (loss) on available-for sale
financial assets - (21,044)

TOTAL COMPREHENSIVE INCOME / !QSS! P !300,723! P !443,183 )




MINERALES INDUSTRIAS CORPORATION
INTERIM STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Nine Months Ended September 30
2012 2011
NET INCOME XLOSS) (1,187,972) (1,037 816)
OTHER COMPREHENSIVE INCOME/(LOSS)
Net vnrealized gain (loss) on available-for sale
financial assefs - 21,044

TOTAL COMPREHENSIVE INCOME/ (LOSS) 2 (1,187,972) B (1,016,772)




MINERALES INDUSTRIAS CORPORATION
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

(Unaudited)

OQuarter Ended September 30
2012 2011

CAPITAL STOCK - P 1 par value

Authorized - 240,000,000 shares

Issued - 190,000,000 shares P 190,000,000 B 190,000,000

DEFICIT;

Ralance at beginning of period (187,441,392)  (183,745,764)
Net loss for the quarter {300,728) (422,139)
Balance at end of period (187,742,120) (184,167 903)

Reserve for fluctuation in value of available-for-sale
equity securities - 87,685

TOTAL STOCKHOLDERS' EQUITY 2 2,257,880 P 5,919,782




MINERALES INDUSTRIAS CORPORATION

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(Unaudited)

Nine Months Ended September 30

2012 2011
CAPITAL STOCK - P 1 par value
Authorized - 240,000,000 shares
Issued - 190,000,000 shares P 190,000,000 B 190,000,000
DEFICIT:
Balance at beginning of period (186,534,148) (183,130,087)
Net loss for the 9 months period {1,187,972) (1,037,816)
Balance at end of period {187,742,120) (184.167,903)
Reserve for fluctuation in value of available-for-sale
equity securities - 87,685
TOTAL STOCKHOLDERS' EQUITY P 2,257,880 P 5,919,782
SRR = e e S DS R




MINERALES INDUSTRIAS CORPORATION

STATEMENTS OF CASH FLOWS
{Unaudited)

Quarter Ended September 30

2012 2011

CASH FLOW FROM OPERATING ACTIVITIES
Net Income (Loss) before income tax P (296,707) P (421,645)
Adjusiments to reconcile net loss to net cash

used in operating activities:

Interest income (20,102) (2,473)
Operating income {loss) before working capital changes (316,809) (424,118)

Decrease (Increase) in prepaid and other current assets 63,117 49,200

Increase (Decrease) in accrued and other payables (1,000)
Cash generated from {used in} operations (254,692) {374,918)
Interest rececived 20,102 2473
Income taxes paid {4,020) (493)
Net cash provided by (used in) operating activities (238,611) (372,940}
CASH FLOW FROM FINANCING ACTIVITY
Increase in advances from shareholders - -
NET INCREASE (DECREASE} IN CASH (238,611) {372,940)
CASH AT BEGINNING OF PERIOD 2,350,868 4,069,861

CASH AND EQUIVALENTS AT END OF PERIOD

P 2112257 P

3,696,921




MINERALES INDUSTRIAS CORPORATION

STATEMENTS OF CASH FLOWS
(Unaudited)

Nine Months Ended September 30

2012 2011

CASH FLOW FROM OPERATING ACTIVITIES
Net Income (Loss) before income tax p {1,173 435) B (1,035,641)
Adjustments to reconcile net loss to net cash

used in operating activities:

Interest income 72,685 10,874
Operating income (loss) before working capital changes (1,100,750) (1,024,768)

Decrease (Increase) in prepaid and other current assets (130,440) (120,810)

Increase (Decrease) in accrued and other payables (114,5%4) {114,213)
Cash generated from (used in) operations (1,345,784) (1,259,791)
Interest received (72,685) (10,874)
Income taxes paid (14,537) (2,175)
Net cash provided by (used in) operating activities (1,433,006) {1,272,839)
CASH FLOW FROM FINANCING ACTIVITY
Increase (Decrease) in advances from shareholders - -
Net cash provided by (used in) financial activities - -
NET INCREASE (DECREASE) IN CASH (1,433,006) (1,272,839)
CASH AT BEGINNING OF PERIOD 3,545,263 4,969,760
CASH AND EQUIVALENTS AT END OF PERIOD P 2,112,257 P 3,696,921



MINERALES INDUSTRIAS CORPORATION

NOTES TO FINANCIAL STATEMENTS {Quarterly report for period ended September 30, 2012)

L.

Corporate Information and Status of Operations

Minerales Industrias Corporation (the Company) was incorporated and organized in the Republic of
the Philippines on August 31, 1995. Its present primary purpose is to engage in the business of
exploration, exploitation and development of the country’s various mineral resources. The registered
office address of the Company is Room 322, 3rd Floor, LRI Design Plaza, 210 Nicanor Garcia Street,
Barangay Sta. Cruz, Makati City.

On July 26, 2007 and Auvgust 31, 2007, the Board of Directors (BOD) and stockholders of the

Company, respectively, approved the following amendments to the Company’s Articles of
Incorporation:

a) Change in company name from Multitech Investments Corp. to Minerales Industrias
Corporation;

b) Change in primary purpose from holding to mining; and

c) Change in registered address from 22nd Floor, Unit E-2005 A East, Philippine Stock Exchange
Center, Exchange Road, Ortigas Center, Pasig City to Room 322, 3rd Floor, LRI Design Plaza,
210 Nicanor Garcia Street, Barangay Sta. Cruz, Makati City.

The Securities and Exchange Commission (SEC) approved the change in company name and primary
purpose on September 24, 2007 and the change in registered address on January 14, 2008.

The Company’s management continues to assess investment opportunities and various options
regarding operations that the Company may undertake in the future.

Summary of Significant Accounting Policies

Basis of Preparation

The accompanying interim financial statements have been prepared on a historical basis, except for
available-for-sale (AFS) financial assets that have been measured at fair value. These financial
Statements are presented in Philippine Peso (B), the Company’s functional currency. All amounts are
rounded to the nearest peso unit unless otherwise indicated.

Statement of Compliance

The interim financial statements have been prepared in accordance with Philippine Financial
Reporting Standards (PFRS). The Company has followed the same accounting policies and methods
of computation used in the preparation of the most recent annual financial statements. No new
accounting policy has been adopted for this intertm report

Changes in Accounting Policies

The accounting policies adopted are consistent with those of the previous financial year except for the
adoption of the following new and amended PFRS, Philippine Interpretations of International
Financial Reporting Interpretations Committee (IFRIC) interpretations and amendments to existing
standards which became effective on January 1, 2011. The adoption of these new and amended
Standards and Philippine Interpretations did not have any significant impact on the Company’s
financial statements,



¢ Amendment to PAS 24, Related Party Disclosures

* Amendment to PAS 32, Financial Instruments: Presentation - Classification of Rights Issues

* Amendment to Philippine Interpretation IFRIC 14, Prepayments of a Minimum Funding
Requirement

¢ Philippine Interpretation IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments

Improvements to PFRSs

The omnibus amendments to PFRSs issued in May 2010 were issued primarily with a view to
removing inconsistencies and clarifying wordings. There are separate transitional provisions for
cach standard which became effective on January 1, 2011. The adoption of these new standards did
not have a significant impact on the Company’s financial statements.

PFRS 3 (Revised), Business Combinations

PERS 7, Financial Instruments: Disclosures

PAS 1, Presentation of Financial Statements

PAS 27, Consolidated and Separate Financial Statements

PAS 34, Interim Financial Reporting

Philippine Interpretation IFRIC 13, Customer Loyalty Progranmes

Future Changes in Accounting Policies
The Company adopted the following new and amended standards and interpretations when these
became effective. Except as otherwise indicated, the Company does not expect the adoption of these

new and amended PFRS and Philippine interpretations to have significant impact on its financial
statements.

Effective 2012
e PAS 12, Income Taxes - Recovery of Underlying Assets
The amendment becomes effective for annual periods beginning on or after January 1, 2012, The
amendment clarified the determination of deferred tax on investment property measured at fair
value. The amendment introduces a rebuttable presumption that deferred tax on investment
property measured using the fair value model in PAS 40, nvestment Property, should be
determined on the basis that its carrying amount will be recovered through sale. Furthermore, it
introduces the requirement that deferred tax on non-depreciable assets that are measured using the

revaluation model in PAS 16, Property, Plant and Equipment, always be measured on a sale basis
of the asset.

* Amendments to PFRS 7, Financial Instruments: Disclosures - Enhanced Derecognition

Disclosure Requirements

The amendment became effective for annual periods beginning on or after July 1, 2011. The
amendment requires additional disclosure about financial assets that have been transferred but not
derecognized to enable the user of the financial statements to understand the relationship with
those assets that have not been derecognized and their associated liabilities. In addition, the
amendment requires disclosures about continuing involvement in derecognized assets to enable
the user to evaluate the nature of, and risks associated with, the entity’s continuing involvement
in those derecognized assets. The amendment affects disclosures only and has no impact on the
Company’s financial position or performance.



Effective 2013

» Amendments to PAS 1, Financial Statement Preseniation, Presenlation of Items of Other
Comprehensive Income
The amendments are effective for annual periods beginning on or after July 1, 2012. The
amendments to PAS 1 change the grouping of items presented in other comprehensive income.
Items that could be reclassified (or “recycled”™) to profit or loss at a future point in time (for
example, upon derecogaition or settlement) would be presented separately from items that will
never be reclassified. The amendment affects presentation only and has there no impact on the
Company’s financial position or performance.

¢ Amendment to PAS 19, Employee Benefits
This amendment is effective for annual periods beginning on or after January 1, 2013
Amendments to PAS 19 range from fundamental changes such as removing the corridor
mechamism and the concept of expected returns on plan assets to simple clarifications and re-
wording.

» PAS 27 (Revised), Separate Financial Statements
This amendment becomes effective for annual periods beginning on or after
Jannary 1, 2013. As a consequence of the new PFRS 10, Consolidated Financial Statements and
PE¥RS 12, Disclosure of Interests in Other Entities what remains of PAS 27 is limited to the
accounting for subsidiaries, jointly controlled entities, and associates in the separate financial
statements.

* PAS 28 (Revised), Investments in Associates and Joint Ventures
This amendment becomes effective for annual periods beginning on or after
January 1, 2013. As a consequence of the new PFRS 11, Joint Arrangements and PFRS 12, PAS
28 has been renamed PAS, 28 [nvestments in Associates and Joint Ventures, and describes the
application of the equity method to investments in joint ventures in addition to associates.

e Amendments to PFRS 7, Financial Instruments: Disclosures - Offsetting Financial Assets and
Financial Liabilities
The amendments to PFRS 7 are to be retrospectively applied for annual periods beginning on or
after January 1, 2013. These amendments require an entity to disclose information about rights of
set-off and related arrangements (such as collateral agreements). The new disclosures are
required for all recognized financial instruments that are offset in accordance with PAS 32.
These disclosures also apply to recognized financial instruments that are subject to an enforceable
master netting arrangement or ‘similar agreement’, irrespective of whether they are offset in
accordance with PAS 32, The amendments require entities to disclose, in a tabular format unless
another format is more appropriate, the following minimum quantitative information. This is
presented separately for financial assets and financial liabilities recognized at the end of the
reporting period:

a) The gross amounts of those recognized financial assets and recognized financial
liabilities;
b) The amounts that are set off in accordance with the criteria in PAS 32 when determining
the net amounts presented in the statement of financial position;
¢} The net amounts presented in the statement of financial position;
d) The amounts subject to an enforceable master netting arrangement or similar agreement
that are not otherwise included in (b) above, including;
1. Amounts related to recognized financial instruments that do not meet some or all
of the offsetting criteria in PAS 32; and
il.  Amounts related to financial collateral (including cash collateral); and



e) The net amount after deducting the amounts in (d) from the amounts in (c) above.

The amendment affects disclosures only and has no impact on the Company’s financial position
or performance.

PFRS 10, Consolidated Financial Statements

This standard becomes effective for annual periods beginning on or after January 1, 2013. PFRS
10 replaces the portion of PAS 27, Consolidated and Separate Financial Statements that
addresses the accounting for consolidated financial statements. It also includes the issues raised in
SIC-12, Consolidation - Special Purpose Entities. PFRS 10 establishes a single control model
that applies to all entities including special purpose entities. The changes introduced by PFRS 10
will require management to exercise significant judgment to determine which entities are
controlled, and therefore, are required to be consolidated by a parent, compared with the
requirements in PAS 27.

PFRS 11, Joint Arrangements

This standard becomes effective for annual periods beginning on or after January 1, 2013. It
replaces PAS 31, Interests in Joint Ventures and SIC-13, Jointly-controlled Entities - Non-
monetary Contributions by Venturers. It also removes the option to account for jointly controlled
entities (JCEs) using proportionate consolidation. Instead, JCEs that meet the definition of a joint
venture must be accounted for using the equity method.

PFRS 12, Disclosure of Involvement with Other Entities

This standard becomes effective for annual periods beginning on or afer January 1, 2013.

It includes all of the disclosures that were previously in PAS 27 related to consolidated financial
statements, as well as all of the disclosures that were previously included in PAS 31 and PAS 28.
These disclosures relate to an entity’s interests in subsidiaries, joint arrangements, associates and
structured entities. A number of new disclosures are also required.

PERS 13, Fair Value Measurement

This standard becomes effective for annual periods beginning on or after January 1, 2013

PFRS 13 establishes a single source of guidance under PFRS for all fair value measurements.
PFRS 13 does not change when an entity is required to use fair value, but rather provides
guidance on how to measure fair value under PFRS when fair value is required or permitted. The

Company is currently assessing the impact that this standard will have on the financial position
and performance,

Effective in 2014

PAS 32, Financial Instruments: Presentation - Offsetting Financial Assets and Financial
Liabilities

The amendments to PAS 32 are to be retrospectively applied for annual periods beginning on or
after January 1, 2014. These amendments to PAS 32 clarify the meaning of “currently has a
legally enforceable right to offset” and also clarify the application of the PAS 32 offsetting
criteria to settlement systems (such as central clearing house systems) which apply gross
settlement mechanisms that are not simultaneous. The Company is currently assessing impact of
the amendments to PAS 32.



Effective in 2015

e PFRS 9, Financial Instruments: Classification and Measurement
The standard is effective for annual periods beginning on or after January 1, 2015.
PFRS 9 as issued reflects the first phase on the replacement of PAS 39 and applies to
classification and measurement of financial assets and financial liabilities as defined in PAS 39.
In subsequent phases, hedge accounting and impairment of financial assets will be addressed with
the completion of this project expected on the first half of 2012, The adoption of the first phase
of PFRS 9 will have an effect on the classification and measurement of the

Company’s financial assets, but will potentially have no impact on classification and
measurements of financial liabilities.

Afier consideration of the result of its impact evaluation, the Company has decided not to early
adopt cither PFRS 9 (2009) or PFRS 9 (2010) for its 2011 annual financial reporting. It shail
conduct in early 2012 another impact evaluation using the outstanding balances of the financial
statements as of December 31, 2011. The Company will disclose in the March 31, 2012 interim
{inancial statements whether to adopt the PFRS 9 (2009) or PFRS 9 (2010) on its 2012 financial
reporting. If the decision of the Company is to adopt PFRS 9 on its 2012 financial reporting, the
interim report by June 30, 2012 will reflect the application of the requirements under the said
standard and will contain a qualitative and quantitative discussion of the result of the Company’s
impact evaluation.

*  Philippine Interpretation IFRIC 15, Agreements for the Construction of Real Fstate

This interpretation covers accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors which should be
applied retroactively and prospectively. The interpretation requires that revenue on construction
of real estate be recognized only upon completion, except when such contract qualifies as
construction contract to be accounted for under PAS 11, Construction Contracis, or involves
rendering of services in which case revenue is recognized based on stage of completion.
Contracts involving provision of services with the construction materials and where the risks and
reward of ownership are transferred to the buyer on a continuous basis will also be accounted for
based on stage of completion.

Cash on hand and in bank
Cash includes cash on hand and deposits held on demand with banks.

Financial Instruments

Date of recognition ‘

The Company recognizes a financial asset or a financial liability on the statement of financial position
when it becomes a party to the contractual provisions of the instrument. Purchases or sales of
financial assets that require delivery of assets within the time frame established by regulation or
convention in the marketplace are recognized on the trade date.

Initial recognition

All financial assets are initially recognized at fair value. Except for financial assets at fair value
through profit or loss (FVPL), the initial measurement of financial assets includes transaction costs.
The Company classifies its financial assets in the following categories: financial assets at FVPL, held-
to-maturity (HTM) investments, AFS financial assets, and loans and receivables. Financial liabilities
are classified as either financial liabilities at FVPL or other financial liabilities.

The classification depends on the purpose for which the investments were acquired and whether these
are quoted in an active market. Management determines the classification of its investments at initial
recognition and, where allowed and appropriate, re-evaluates such designation at every reporting date.



Financial instruments are classified as liability or equity in accordance with the substance of the
coniractual arrangement. Interest, dividends, gains and losses relating to a financial instrument or a
component that is a financial liability, are reported as expense or income. Distributions to holders of

financial instruments classified as equity are charged directly to equity, net of any related income tax
benefits.

As of September 30, 2012 and December 31, 2011, the Company has no financial assets and

habilities at FVPL and HTM investments. In 2011, the Company disposed all of its AFS financial
assets.

Determination of fair value

The fair values for financial instruments traded in active markets at the financial reporting date are
based on their quoted market prices or dealer price quotations (bid price for long positions and ask
price for short positions), without any deduction for transaction costs. When current bid and ask
prices are not available, the price of the most recent transaction provides evidence of the current fair
value as long as there has not been a significant change in economic circumstances since the time of
the transaction.

For all other financial instruments not listed in an active market, the fair vatue is determined by using
appropriate valuation techniques. Valuation techniques include net present value techniques,
comparison to similar instruments for which market observable prices exist, option pricing models,
and other relevant valuation models.

Fair value hierarchy

The Company uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities.

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair
value are observable in the market, either directly or indirectly.

Level 3: techniques which use inputs which have a significant effect on the recorded fair value that
are not based on observable market data.

Day I profit

Where the transaction price in a non-active market is different from the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Company recognizes the difference
between the transaction price and fair value (‘Day 1’ profit) in profit or loss unless it qualifies for
recognition as some type of asset or liability. In cases where use is made of data which is not
observable, the difference between the transaction price and model value is only recognized in profit
or loss when the inputs become observable or when the instrument is derecognized. For each
transaction, the Company determines the appropriate method of recognizing the ‘Day 17 profit
amount.

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed maturities
that are not quoted in an active market. They are not entered into with the intention of immediate or
short-term resale and are not classified as other financial assets held for trading, designated as AFS or
financial assets designated at FVPL. This accounting policy relates to the statement of financial
position caption “Cash on hand and in bank”.

After initial measurement, the loans and receivables are subsequently measured at amortized cost
using the effective interest rate method, less any allowance for impairment. Amortized cost is



calculated by taking into account any discount or premium on acquisition and fees that are an integral
part of the effective interest rate. The amortization is included in the interest income in the statement
of income. The losses arising from impairment of such loans and receivables are recognized in
provision for impairment losses in the statement of income.

AFS financial assets

AFS financial assets are those which are designated as such or do not qualify to be classified as
designated as at FYPL, HTM investments or loans and receivables.

Financial assets may be designated at initial recognition as AFS if they are purchased and held
indefinitely, and may be sold in response to liquidity requirements or changes in market conditions.
AFS financial assets include equity securities.

After initial measurement, AFS financial assets are measured at fair value. The unrealized gains and
losses arising from the fair valuation of AFS financial assets are excluded from reported earnings and

are reported as “Reserve for fluctuation on available-for-sale financial assets” in the statement of
financial position.

When the security is disposed of, the cumulative gain or loss previously recognized in other
comprehensive income is recognized in profit or loss. Where the Company holds more than one
investment in the same security, these are deemed to be disposed of on a first-in, first-out basis.
Interest earned on holding AFS financial assets are reported as interest income using the effective
interest rate. Dividends earned on holding AFS financial assets are recognized in the statement of
income when the right of payment has been established. The losses arising from impairment of such
investments are recognized in the statement of income.

Other financial liabilities

Other financial liabilities pertain to issaed financial instruments that are not classified or designated
as at FVPL and contains contractual obligations to deliver cash or another financial asset to the holder
or to settle the obligation other than the exchange of a fixed amount of cash. Afier initial
measurernent, other financial liabilities are subsequently measured at amortized cost using the
effective interest rate. Amortized cost is calculated by taking into account any discount or premium
on the issue and fees that are an integral part of the effective interest rate.

This accounting policy applies primarily to the Company’s accrued expenses and other payables and
other obligations that meet the above definition (other than liabilities covered by other accounting
standards, such as income tax payable).

Derecognition of Financial Assets and Liabilities

Financial asset

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

is derecognized when:

a. the right to receive cash flows from the asset has expired;

b. the Company retains the right to receive cash flows from the asset, but has assumed as obligation
to pay them in full without material delay to a third party under a “pass-through” arrangement; or

c. the Company has transferred its right to receive cash flows from the asset and either (i) has
transfetred substantially all the risks and rewards of the asset, or (i) has neither transferred nor
retained the risks and rewards of the asset but has transferred the control of the asset.

Where the Company has transferred its right to receive cash flows from an asset or has entered into a
“pass-through” arrangement, and has neither transferred nor retained substantially all the risks and
rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the
Company’s continuing involvement in the asset. Continuing involvement that takes the form of a
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guarantee over the transferred asset is measured at the lower of original carrying amount of the asset
and the maximum amount of consideration that the Company could be required to repay.

Financial liability

A financial liability is derecognized when the obligation under the liability is discharged, cancelled,
or has expired. 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 statement of
Imncoime.

Impairment of Financial Assets

The Company assesses at each financial reporting date whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or a group of financial assets
1s deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one
or more events that has occurred after the initial recognition of the asset (an incurred ‘loss event’) and
that toss event (or events) has an impact on the estimated future cash flows of the financial asset or
the group of financial assets that can be reliably estimated.

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

Loans and receivables

For loans and receivables carried at amortized cost, the Company first assesses whether objective
evidence of impairment exists individually for financial asscts that are individually significant, or
collectively for financial assets that are not individually significant. If the Company determines that
no objective evidence of impairment exists for individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses for impairment. Those characteristics are relevant to the
estimation of future cash flows for groups of such assets by being indicative of the debtors’ ability to
pay all amounts due according to the contractual terms of the assets being evaluated. 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 for impairment.

If there 1s objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of the estimated
future cash flows (excluding future credit losses that have not been incurred). The carrying amount of
the asset is reduced through use of an allowance account and the amount of loss is charged against the
statement of income. Interest income continues to be recognized based on the original effective
interest rate of the asset. Loans, together with the associated allowance accounts, are written-off
when there is no realistic prospect of future recovery and all collateral has been realized. If, in a
subsequent year, the amount of the estimated impairment loss decreases because of an event
occurring after the impairment was recognized, the previously recognized impairment loss is reduced
by adjusting the allowance account. If a future write-off is later recovered, any amounts formerly
charged are credited to the current operations. The present value of the estimated future cash flows is
discounted at the financial asset’s original effective interest rate. If a loan has a variable interest rate,
the discount rate for measuring any impairment loss is the current effective interest rate, adjusted for
the onginal credit nsk premium. The calculation of the present value of the estimated future cash
flows of a collateralized financial asset reflects the cash flows that may result from foreclosure less
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costs for obtaining and selling the collateral, whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of
such credit risk characteristics as past-due status and term.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of historical loss experience for assets with credit risk characteristics similar to
those in the Company. Historical loss experience is adjusted on the basis of current observable data
to reflect the effects of current conditions that did not affect the period on which the historical loss
experience is based and to remove the effects of conditions in the historical period that do not exist
currently. Estimates of changes in future cash flows reflect, and are directionally consistent with the
changes in related observable data from period to period (such as changes in unemployment rates,
property prices, commodity prices, payment status, or other factors that are indicative of incurred
losses in the Company and their magnitude). The methodology and assumptions used for estimating
future cash flows are reviewed regularly by the Company to reduce any difference between loss
estimate and actual loss experience.

AES financial assets

In case of equity securities classified as AFS financial assets, impairment would include a significant
or prolonged decline in the fair value of the investments below its cost. When there is evidence of
impairment loss, the cumulative loss - measured as the difference between the acquisition cost and the
cwrrent fair value, less any impairment loss on that financial asset previously recognized in the
statement of income - is removed from other comprehensive income and recognized in profit or loss.
Impairment losses on equity securities are not reversed through the statement of financial
performance. Increases in fair value after impairment are recognized in other comprehensive income.

Offsetting

Financial assets and financial liabilities are offset and the net amount reported in the statement of
financial position if, and only if; there is a currently enforceable legal right to offset the recognized
amounts and there is an intention to settle on a net basis, or to realize the asset and settle the liability
simultaneously.

Equity
Capital stock
Capstal stock is measured at par value for all shares issued,

Deficit
Deficit represents the cumulative amount of net losses of the Company.

Revenue Recognition
Revenue is recognized to the extent that it is probabile that the economic benefits will flow to the
Company and the revenue can be reliably measured.

Tnterest income _
Interest income is recognized as the interest accrues, taking into account the effective yield on the
asset.

Expenses

Expenses are decreases in economic bernefits during the accounting period in the form of outflows or
decreases of assets or incurrence of liabilities that result in decreases in equity, other than those
relating to distributions to equity participants. Expenses are recognized in profit or loss in the period
these are incurred.



Income tax

Current fax

Current tax assets and liabilities for the current and prior periods are measured at the amount expecied
to be recovered from or paid 1o the taxation authorities. The tax rates and tax laws used to compute
the amount are those that have been enacted or substantially enacted as of the reporting date.

Deferred tax
Deferred income tax is provided, using the liability method, on al! temporary differences at the

reporting date between the tax bases of assets and liabilities and their camrying amounts for financial
reporting purposes.

Deferred tax liabilities are recognized for all taxable temporary differences with certain exceptions.
Deferred income tax assets are recognized for all deductible temporary differences and net opetating
loss carry over (NOLCO) to the extent that it is probable that taxable income will be available against
which the deductible temporary differences and NOLCO can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting period 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 income tax asset to be utilized. Unrecognized deferred tax assets are reassessed as of
the reporting period and are recognized to the extent that it has become probable that future taxable
income will ailow all or part of the deferred tax assets to be recovered.

Deferred tax assets and liabilities are measured at the tax rate that is applicable to the period when the
asset is realized or the lability is settled, based on tax rates (and tax }laws) that have been enacted or
substantively enacted as at the reporting period.

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

Value-added tax (VAT) _
Revenue, expenses and assets are recognized net of the amount of sales tax except:

¢ where the tax incurred on a purchase of assets or services is not recoverable from the tax
authority, in which case the tax is recognized as part of the cost of acquisition of the asset or as
part of the expense item as applicable; and,

¢ receivables and payables that are stated with the amount of tax included.

The net amount of tax recoverable from the tax authority is included as part of “Other current assets”
in the statement of financial position.

Basic/Diluted Earnings Per Share

Basic/diluted eamings per share (EPS) is computed based on the weighted average number of
common shares outstanding afier giving retroactive effect to stock dividends declared and stock rights
exercised during the year.

Provisions

Provisions are recognized when the Company has 3 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 Company expects some or all of a provision to be reimbursed, the reimbursement is
recognized as a separate asset but only when the reimbursement is virtually certain. The expense
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relating to any provision is presented in the statement of income, net of any reimbursement.

Contingencies

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

Events After the Reporting Date

Post year-end events that provide additional information about the Company’s position at the
reporting date (adjusting events) are reflected in the financial statements. Post year-end events that
are not adjusting events are disclosed in the notes to the financial statements when material.

Significant Accounting Judgments and Estimates

The preparation of the accompanying financial statements in conformity with PFRS requires
management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. The estimates and assumptions used in the accompanying
financial statements are based upon management’s evaluation of relevant facts and circumstances as
of the date of the financial statements. Actual resuits could differ from such estimates.

Judgments and estimates are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the
circumstances.

Use of Estimates
The key assumptions concerning the future and other key sources of estimation uncertainty at the

reporting period, that have a significant risk of causing a material adjustment to the carrying amount
of assets and liabilities within the next financial year, are discussed as follows.

Lstimating allowance for impairment losses on receivables

The Company maintains an allowance for credit losses based on the result of the individual and
collective assessment under PAS 39. Under the individual assessment, the Company is required to
obtain the present value of estimated cash flows using the receivable’s original effective interest rate.
Impairment loss is determined as the difference between the receivable’s, carrying balance and the
computed present value. Factors considered in individual assessment are payment history, past due
status and term. The collective assessment would require the Company to classify its receivables
based on the credit risk characteristics (payment history, past-due status and term) of the customers.
Impairment loss is then determined based on historical loss experience of the receivables grouped per
credit risk profile. Historical loss experience is adjusted on the basis of current observable data to
reflect the effects of current conditions that did not affect the period on which the historical loss
expenience is based, and to remove the effects of conditions in the historical period that do not exist
currently. The methodology and assumptions used for the individual and collective assessments are
based on management’s judgments and estimates. Therefore, the amount and timing of recorded
expense for any period would differ depending on the judgments and estimates made for the year.

As of September 30, 2012, receivables amounting to 1,066,172 have been fully provided with
allowance for impairment losses.
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Impairment of AES financial assets

The Company treats AFS equity securities as impaired when there has been a significant or prolonged
decline in the fair value below cost or where other objective evidence of impairment exists. The
determination of what is ‘significant’ or ‘prolonged’ requires judgment. The Company treats
‘significant’ generally as 20% or more or ‘prolonged’ as greater than 6 months for quoted equity
securities. In addition, the Company evaluates other factors, including normal volatility in share price

for quoted equities.

Recagnition of deferred tax assets

Deferred tax assets have not been recognized in respect of NOLCO and allowance for impairment
losses that are available for offset against future taxable income or tax payable, which shall be
available for the three succeeding years, because management believes that it is more likely than not

that the tax benefits of these will not be realized in the future.

Cash on hand and in bank

This accounit consists of:

September 30,  December 31,

2012 2011

Cash on hand 85,000 B4 959
Cash in bank 2,167,257 3,540,304
P2,112,257 P3,545,263

Cash in bank earns interest at the prevailing bank deposit rates. Interest eaned on cash in bank

amounted to #72,685 and 13,030 in September 30, 2012 and December 31, 2011, respectively.

Other Current Assets - net

This account consists of®

September 30, December 31,

2012 2011
Prepaid taxes 21,976,300 PB1,976,300
Creditable withholding tax 1,137,430 1,137,430
Input VAT 935,917 852,977
Prepaid expenses 5,000 20,000
Maintenance Fee 62,500 -
4,117,147 3,986,707
Less allowance for impairment losses 3,966,707 3,966,707
P150,440 £20,000

Accrued Expenses and Other Payables

This account ¢onsists of;
September 30, December 31,

2012 2011
Accrued expenses - 110,060
Taxes payable 4,818 9,412
4,818 £119,412
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Accrued expenses and other payables are non-interest-bearing and are generally within 30- to 60- day
terms.

Equity
Capital Stock

On December 29, 2009, the BOD approved a resolution authorizing the Company to issue a total of
10,000,000 common shares out of the existing authorized capital stock at a subscription price of B
per share, or a total price value of B10,000,000. Out of the 210,000,000 capital stock subscribed, an
amount equal to 85,045,000 was paid by the stockholders on the same date.

On January 29, 2010 and February 1, 2010, the Company’s stockholders paid for the outstanding
subscriptions receivable amounting to P3,655,000 and 1,300,000, respectively.

Related Party Transaction

The Company entered into an agreement with GNCA Holdings, Inc. (GNCA), an affiliate, for the
sharing of common costs incurred on the leased office space. The agreement provides that the
Company shall pay fixed monthly utility charges of B15.000 in lien of its proportionate share in
monthiy rentals on the [eased premises.

Basic/Diluted Loss per Share

Basic/diluted loss per share was computed as follows:
Nine Months Ended September 30,

2012 2011
Net foss (a) B1,187,972 B1 037,816
Weighted average number of outstanding common
shares (b) 150,000,600 190,000,000
Basic/diluted loss per share (a/b) P0.0063 B(.0055
Quarter Ended September 30,
2012 2011
Net Toss (a) P300,728 P422
Weighted average number of outstanding common
shares {b) 190,004,000 190,000,000
Basic/diluted loss per share (a/h) RO.0MG 80.0022

10,

Financial Instruments

Fair value information
Due to the short term nature of the Company’s financial instruments, their fair values approximate
their carrying amounts as of September 30, 2012 and December 31, 2011.

Fair Value Hierarchy
The Company uses the following hierarchy for determining and disclosing the fair value of financial
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instruments by valuation technique:

Level 1: Quoted (unadjusted) prices in active markets for identical assets or Liabilities.

Level 2: Other techniques for which all inputs which have a significant effect on the recorded fair
value are observable in the market, either directly or indirectly.

Level 3: Techniques which use inputs which have a significant effect on the recorded fair value that
are not based on observable market data.

Financial Risk Management Objectives and Policies

The Company’s principal financial instruments comprise of cash on hand and in bank, AFS financial
assets and accrued expenses and other payables. The main purpose of the Company’s financial
instruments is to fund it’s operational and capital expenditures.

Exposure to credit, liquidity and market price risks arise in the normal course of the Company’s
business activities. The main objectives of the Company’s financial risk management are as follows:
* toidentify and monitor such risks on an ongoing basis;

¢ to mimmize and mitigate such risks; and

¢ to provide a degree of certainty about costs.

Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will fluctuate because of changes in
market interest rate. The Company’s exposure to the risk of changes in market interest rates relates
primarily to the Company’s cash in bank with fixed interest rates,

Credit risk

The mvestment of the Company’s cash resources is managed so as to minimize risk while seeking to
enhance yield. The Company’s holding of cash exposes the Company to credit risk of the
counterparty if the counterparty is unwilling or unable to fulfill its obligations, and the Company
consequently suffers financial loss. Credit risk management involves entering into financial
instruments only with counterparties with acceptable credit standing,

The maximum exposure to credit risk of the statements of financial position pertains only to cash on
hand and in bank amounting to 82,112,257 and 3,545,263 as of September 30, 2012 and December
31, 2011, respectively (see Note 4).

The Company’s cash on hand and in bank has high grade credit quality.

The credit quality of the financial assets was determined based on the nature of the counterparty and
the Company’s historical experience with them.

Liguidity risk
Liquidity or funding risk is the risk associated with the difficuity of selling financial assets in a timely
manner at their values to meet obligations.

The Company seeks to manage its liquidity profile to be able to finance capital expenditures and
working capital requirements.

The Company’s accrued expenses and other payables are all due within one year.
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Price risk

The Company’s price risk exposure relates to its AFS financial assets where values will fluctuate as a
result of changes in market prices.

Such investment securities are subject to price risk due to changes in market values arising from

factors specific to individual instruments or their issuers or factors affecting ali instruments traded in
the market.

Price risk is the risk that future cash flows will fluctuate because of changes in market prices of
individual stocks and the changes in the level of Philippine Stock Exchange index (PSEi).

The sensitivity of net asset value is the effect of the assumed changes in the market index on AFS
financial assets for the effects of the assumed changes in market index.

In 2011, the Company sold its entire AFS financial assets, thus, no impact assessment on net asset
value as at December 31, 2011 was made to determine price risk exposure,

The impact on net asset value is arrived at using the reasonably possible change of PSFi and the
specific adjusted beta of each stock the Company holds, The possible change of PSEi was
determined based on daily movement of PSE index for the past 3 years. Adjusted beta is the

forecasted measure of the volatility of a security or a portfolio in comparison to the market as a
whole.

Capital Management
The primary objective of the Company’s capital management is to ensure that it maintains a strong
credit rating and healthy capital ratios in order to support its business and maximize sharcholder

value. The Company manages its capital structure and makes adjustments to it, in light of changes in
economic conditions.

As of September 30, 2012 and December 31, 2011, the Company has a deficit of B187,742,120 and #
186,554,148, respectively. The Company’s policy to address the current deficit is to borrow capitat
from its shareholders in the form of advances. Also, in 2010, in order to strengthen capital position

and address the deficit incurred due to non-operation, the Company has issued additional shares
amounting to B10 miflion.

The Company is not subject to any externally imposed capital requirement,

L.

Operating Segments
As of September 30, 2012 and December 31, 2011, the Company has no operating segment since it is
not engaged in any investing and operating activity. The Management continues to assess investment
opporturities and various options regarding operations that the Company may undertake in the future,

The Company has no revenue outside the Philippines and no revenue from a single customer, hence,
the Company did not present geographical information required by PFRS 8.
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MINERALES INDUSTRIAS CORPORATION
AS OF SEPTEMBER 30, 2012

Financial Soundness Indicators

Since the company is not in commercial operations, its financial soundness indicators are as follows:

FSI Caleulation September 30, 2012 | December 31, 2011

Current Assets/Current

Current Ratio Liabilities 469.63x 29.86x

Quick Ratio Cash /Current Liabilities 438.41x 29.69x

Debt to Equity Ratio Liabilities/ Stockholders’ Equity 002x 035x

Asset to Equity Ratio Assets/Stockholders’® Equity 1.00x 1.03x
Earnings Before Interest &

Interest Coverage Ratio | Taxes/Interest Expense N/A N/A

Gross Profit Margin Gross Profit/Net Sales N/A N/A
Total Assets-Total Liabilities/

Book Value per share Number of Shares Qutstanding 0119 018
Net Loss/Weighted Average

Loss per Share Number of Shares Qutstanding {.0063) (.018)

September 30, 2012 December 31, 2011

Current Ratio 2,262,698/4,818 3,565,263/119,412

Quick Ratio 2,112,257/14,818 3,545,263/119,412

Debt to Equity 4,818/2,257,880 119,412/3,445,851

Asset to Equity Ratio 2,262,698/2,257,880 3,565,263/3,445 851

Book Value/Share 2,257,880/190,000,000 3,445,852/190,000,000

Loss per Share 1,187,972/190,000,000 3,424,062/190,000,000

The current ratio is a general and quick measure of a company’s liquidity. it represents the ratio of all current
assets to all current liabilities. It is also known as the “Working Capital Ratio” because working capital is the
excess of current assets over current liabilities.

The quick ratio is another measure of a company’s liquidity. It is used to measure a company’s ability to pay
its liabilities using assets that are cash or very liquid.

The debt to equity ratio is a measure of leverage, or the relative amount of funds provided by lenders and
owners. This measures the amount of debt being used by the Company.

Asset to equity ratio is used as measure of the company’s leverage and long-term solvency. It compares total
assets to total stockholder equity.



The interest coverage ratio is calculated by dividing a company's earnings before interest and taxes (EBIT) of
one period by the company's interest expenses of the same period. This is a ratio used to determine how easily
a company can pay interest on outstanding debt.

Gross profit margin represents the margin of sales revenue over the cost of goods sold, and is a measure of
profitability before considering selling, general and administrative expenses as well as finance costs.

Book value per share is a measure of stockholders’ equity. It represents the difference between total assets and
total liabilities then divide that total by the number of common shares outstanding.

Loss per share is computed by dividing the net loss by the weighted average number of common shares
outstanding.



BASIC ENVIRONMENTAL SYSTEMS AND TECHNOLOGIES, INC.
MANAGEMENT REPORT
Pursuant to SRC Rule 20 (4)

L. INCORPORATED HEREIN ARE THE AUDITED FINANCIAL STATEMENTS OF
BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC. FOR THE YEAR
ENDED DECEMBER 31, 2011 WITH THE CORRESPONDING STATEMENT OF

MANAGEMENT RESPONSIBILITY AND THE INTERIM FINANCIAL STATEMENTS
AS OF SEPTEMBER 30, 2012.

IL CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

There were no changes in and disagreements with accountants on accounting and financial disclosure.

II.  MANAGEMENT’S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION
PLAN OF OPERATIONS

After having raised its capitalization to PhP820M in 2012 from PhP20M in 2011 and with the anticipated
infusion of approximately P50 million into the company, BEST will embark on new projects to expand
its operations in the next 12 months, Among these will be the acquisition of equipment for a Refuse

Derived Fuel (RDF) project amounting to approximately PhP150M. Other projects lined up include the
expansion of its waste collection services business. ‘

MANAGEMENT'S DISCUSSION AND ANALYSIS

Nine Months Ended September 30, 2012 versus twelve months ended December 31,2011

2012

Revenue

Revenue for the nine-month period ended September 2012 amounted to Phpl142.23 million, derived
mainly from contracting and consulting business for waste management and waste disposal services. This
is 143% increase over the Php58.44 million income in 2011.

Expense

Operating expenses for the period amounted to Php14.071 million. This is a decrease of 1.5 % from the
Php14.29 million reported in 201 1.

Net Income/ (Loss)




The nine-month operation of the Company ended with a net income of Php38.96 million compared to the

net income of Php4.55 million in 2011. This was mainly due to increase in contract services rendered
during the year.

Financial Condition

Statements of firancial position data September 30, 2012 | December 31,2011 | % Inc/ (Dec)
Total Current Assets 196,696,146 69,302,215 183.82%
Total Assets 691,801,719 331,228,961 108.86%
Total Current Liabilities 144,594,673 78,306,019 84.65%
Total Stockholders® Equity 74,766,535 17,053,219 338.43%

The material changes in the statements of financial position are as follows:

* Total assets increased from Php331.23 million in 2011 to Php691.80 million as of September 30,
2012 largely due to the increase in receivables resulting from the increase in contract services the

company entered into during the year. There was also an increase in prepaid expenses for 2011
and acquisition of fixed assets.

* Cash accounts went down by 52.51% from Php7.85 million in 2011 to Php3.73 million as of
September 30, 2012.

* Current ratio increased from 0.89x in 2011 to 1.36x in 2012; net working capital totaled Php52.10
million as of September 30, 2012 as compared to negative Php9.0 million in 2011.

» Total stockholders’ equity went up by 338% from Php17.05 million in 2011 to Php74.77 million
in 2012, due to the increase in capital and the net income reported for the period.

Liquidity and Capital Resource

For the period ended September 30, 2012, net cash used in operations amounted to Php82.51 million as
compared to cash provided by operations of Php71.00 million in 2011. The 2012 total includes the net
income of Php38.96 million reported for the period.

Audited Financial Statements as of December 31, 2011

2011

Revenue

Revenue for the year amounted to Php58.44 million, derived mainly from contracting and consulting

business for waste management and waste disposal services. This is 153% higher than the Php23.02
million income in 2010.

Expense

Operating expenses for the year amounted to Php14.29 million. This is an increase of 600.5% over the
Php2.04 million reported in 2010.

Net Income/ {Loss)




The twelve-month operation of the Company ended with a net income of Php4.55 million compared to

the net income of Php0.58 million in 2010. This was mainly due to increase in contract services rendered
during the year.

Financial Condition

Statements of financial position data December 31,2011 | December 31,2010 | % Inc/ (Dec)
Total Current Assets 69,302,215 14,835,432 367.14%
Total Assets 331,228,961 114,084,093 190.34%
Total Current Liabilities 78,306,019 1,292,138 5960.19%
Total Stockholders’ Equity 17,053,219 12,508,021 36.34%

The material changes in the statements of financial position are as follows:

* Total assets increased from Php114.08 million in 2010 to Php331.23 million in 2011 largely due
to the increase in receivables resulting from the increase in contract services the company entered
into during the year. There was also an increase in prepaid expenses for 2011.

*  Cash accounts went up by 299% from Php1.97 million in 2010 to Php7.85 million in 2011.

* Current ratio decreased from 11.48x in 2010 to 0.89x in 2011; net working capital was at
negative Php 9.0 mitlion in 2011 as compared to Php13.54 million in 2010.

* Total stockholders’ equity went up by 36.3% from Php12.51 million in 2010 to Php17.05 million
in 2011, due to the net income reported for the year.

Liquidity and Capital Resource

For the year ended December 31, 2011, net cash provided by operations amounted to Php71.00 million
which includes the net income of Php4.55 million for the year. Trade and other receivables increased by
Php40.09 million while other current assets also increased by Php8.49 million. On the other hand, trade
and other payables also increased by Php77.0 million. Property and equipment of Php200.7 million was
acquired during the year resulting in the increase in long term liabilities by Php135 million.

2010

Revenue

Revenue for the year amounted to Php23.02 million, derived mainly from contracting and consulting

business for waste management and waste disposal services. This is Php22.61million lower than the
Php45.63 million income posted in 2009.

Expense

Operating expenses for the year increased by 18.45% from Php1.72 million in 2009 to Php2.04 million in
2010.



Net Income/ (Loss)

The twelve-month operation of the Company ended with a net income of Php0.58 million compared to a
net income of Php2.68 million in 2009.

Financial Condition

Statements of financial position data | December 31,2010 | December 31,2009 | % Inc/ (Dec)
Total Current Assets 14,835,432 19,120,026 (22.41%)
Total Assets 114,084,093 126,430,837 (9.77%)
Total Current Liabilities 1,292,138 11,257,338 (88.52%)
Total Stockholders’ Equity 12,508,021 11,927,873 4.86%

The material changes in the statements of financial position are as follows:

¢ Total assets went down by 9.77% from Php126.43 million in 2009 to Php114.08 million in 2010
due to the collection of outstanding receivables and the decrease in prepaid expenses

* Cash accounts increased by 760% from Php0.23 million in 2009 to Php1.97 million in 2010; total
liabilities declined by 91.39% from Php114.50 million to Php101.58 million due to the settlement
of outstanding liabilities, including shareholders advances.

s Current ratio increased from 1.70x in 2009 to 11.48x in 2010; net working capital totaled
Php13.54 million in 2010 as compared to Php7.86 million in 2009.

* Total stockholders’ equity went up by 4.86% from Php11.93 million in 2009 to Php12.51 million
in 2010 due to the net income reported in 2010.

Liquidity and Capital Resource

For the year ended December 31, 2010, net cash provided by operations amounted to Php4.70 million
including the reported net income of Php0.58 million.  Trade and other receivables decreased by
Php3.22 million together with the other current assets which also decreased by Php2.8 million. Trade and
other payables likewise decreased by Php9.97 million.

No disclosures nor discussions were made for the Jollowing since these did not affect the past and present
operations nor the foreseeable future operations of the Company: (a) default or breach of any note, loan,
lease or other indebtedness or financing arrangement requiring it to make payments; (b) any significant
amount of the Company’s trade payables which has not been paid within the stated terms; (c) any
significant purchase commitment for capital expenditures; (d) any seasonal aspects that have material

effect on the financial condition or results of operations; (e) any known trends, events or uncertainties
that have had or will have an impact on net sales or revenues.

V. BRIEF DESCRIPTION OF GENERAL NATURE AND SCOPE OF BUSINESS



OVERVIEW

Basic Environmenta! Systems and Technologies, Inc. (BEST) was incorporated in the Philippines on the
15 September 1999. The primary purpose of the Company is to engage in the contracting and consulting
business for waste management, public cleansing and general hygiene to provide comprehensive waste
disposal services, including but not limited to providing technology and operation of transfer stations,
landfills, and other facilities, cleaning conservancy and desalting services; and to collect remove,
transport, store and dispose and dispense of any scrap, refuse, waste or sewage, whether industrial or
domestic, including chemical residues, organic or inorganic, toxic or non-toxic; and to recover, re-
manufacture, and market or to account sell deal in/or otherwise dispose of chemical and other substances
that may be dealt in connection with the business of waste disposal services.

BEST is at the forefront of rendering services for environmental and waste management to private
companies, local government units, national and international agencies, and the general public. In its
continuing bid to maintain a strong and competitive edge over its competitors, BEST continues to seek
even bigger challenges in its core capabilities while further improving on internal business processes to
assure the delivery of a package of total service excellence to its clients.

BEST intends to provide integrated solid waste management  that incorporates all the technologies
necessary to manage the waste streams while recovering materials and energy from waste.

The Company started commercial operations in the year 2003 with an initial capitalization of Php 1.25
million. On March 31, 2012, the Company’s Board of Directors authorized the additional issuance of

shares of stock amounting to Php18.75 million from the unissued portion of the Company’s authorized
capital stock at a par value of Php 1.25 per share,

On July 30, 2012, the Board of Directors and stockholders, respectively approved the amendment of the Articles
of Incorporation in order to change the principal office of the company from 105 G/F Parc Royale Condominium,

Dona Julia Vargas Street, San Antonio, Pasig City, to 103 G/F Prestige Tower Condominium, F. Ortigas Road,
Ortigas Center, San Antonio, Pasig City.

Also on July 30, 2012, the Company’s stockholders and board of directors approved the increase in its authorized
capital stock from 16 million shares to 820 million shares, all with par value of Php 1.00.

BUSINESS DESCRIPTION

BEST owns approximately 16% of the Metro Clark Waste Management Corporation (MCWM),
which owns and operates the Clark integrated Solid Waste Management Facility inside the sub-
zone of the Clark Economic Zone (CEZ) in Capas, Tarlac. Incorporated on August 6, 2003, in joint
venture with the Pampanga Sugar Development Corp. and a consortium of other Filipino and
German investors, MCWM has a 25-year concession with the CEZ, renewable for another 25 years.
The facility services all locators of the CEZ as well as the solid waste disposai needs of Tarlac City,
Angeles City, Baguio City and severa! other cities and municipalities in Region III. It is also an

accredited Municipal Solid Waste (MSW) disposal facility of the Metro Manila Development
Authority (MMDA).

BEST built in 2008 and now operates its own Engineered Sanitary Landfill Facility in Morong, Rizal.
It caters to Rizal municipalities and private waste generators. It also integrates a Mate::ials
Recovery and Composting Facility that makes a significant impact in reducing waste that goes into
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its landfill. During the Ondoy onslaught in 2009, it hosted MSW from neighboring LGUs to help the
MMDA dispose of the large volume of garbage.

BEST is at the forefront of rendering for environmental and waste management services for private
companies, local government units, national and international agencies, and the general public. In
its continuing bid to maintain a strong and competitive edge over its rivals, BEST continues to seek
even bigger challenges in its core capabilities while further improving on internal business
processes to assure the delivery of a package of total service excellence to its clients.

INDUSTRY TRENDS/COMPETITION

BEST is part of IPM group of the companies whose activities complement its major services through
the use of the diverse expertise of the various companies belonging in the group especially in the

field of construction, waste management, technology-based innovations and marketing of its
services.

With its track record of completed projects showcasing the quality of its services, BEST is well

positioned to move ahead of competition especially with its entry into the processing of Refuse
Derived Fuel.

SOURCES OF RAW MATERIALS AND NAMES OF PRINCIPAL SUPPLIERS

Suppliers vary depending on the type of services needed by its customer.

DEPENDENCE ON SINGLE CUSTOMER

Not Applicable.

TRANSACTION WITH AND/OR DEPENDENCE ON RELATED PARTIES

BEST performs certain services for its affiliates for which it derives significant revenue. These affiliates

are IPM Construction Development Corporation and IPM Environmental Services, Inc.

PATENTS, TRADEMARKS, ETC.

All licenses and agreements are renewed yearly or as may be required by law or agreements.

GOVERNMENT APPROVALS AND REGULATION

The Company has secured all necessary business permits and licenses granted by the government and its
appropriate agencies, which include the Certificate of Registration from the BIR, registration and licenses
from the SEC, Social Security System, etc. At present, the Company does not know any specific
government regulation imposed on its business that may have material effect on the Company which they
have not complied with.

RESEARCH AND DEVELOPMENT



BEST is continually sourcing out technology from foreign technology providers and adapting them in the
Philippine settings. Furthermore, BEST intends to provide integrated solid waste management that

incorporates all the technologies necessary to manage the waste streams while recovering materials and
energy from waste,

BEST is involved in co-processing of Refuse Derived Fuel (RDF). It is the product of processing
municipal’s solid wastes, separating and preparing the combustible portion for use as alternative fuel.

Moreover, the RDF technology will prolong the life of sanitary landfill, hence becoming a part of waste
management sclution in the country.

ENVIRONMENTAL LAWS

Being dependent on governmental regulations on environmental laws, BEST anticipates any change
in the policy and plans ahead of time to adapt to any future regulations and allocates resources for
these contingencies to ensure continuous service to its customers.

HUMAN RESQURCES

BEST currently has office-based and project-based employees.

V. MARKET PRICE OF AND DIVIDENDS ON THE COMPANY’S COMMON EQUITY
0 MARKET INFORMATION

The shares of the Company are not listed and traded in the Philippine Stock Exchange.

2) HOLDERS

Based on the General Information Sheet submitted to Securities and Exchange Commission on August
23, 2012, the Company has only common stock, with P1.25 par value. As of September 30, 2012, the
number of common shares issued and outstanding was 1.25 million shares, held by a total of 8
stockholders. The list of stockholders of the Company as of September 30, 2012 is as follows:

Name No. of Shares Percentage to Total

1 Isabelita P. Mercado 10,400,000 65.00%

2 Francis Neil P. Mercado 800,000 5.00%

3 JFPJ Metroluxury, Inc. 800,000 5.00%

4 Patrick Louie P. Mercado 800,000 5.00%

5 Jan-Vincent P. Mercado 800,000 5.00%

6 Joann Catherine P. Mercado 800,000 5.00%

7 Celerino 8. Paredes 800,000 5.00%

8 Ma. Theresa C. Paredes 800,000 5.00%
TOTAL 16,000,000 100.00%

(3) RECENT SALES OF UNREGISTERED SECURITIES



Not applicable.

VL. DISCUSSION ON COMPLIANCE WITH LEADING PRACTICE ON CORPORATE

GOVERNANCE

Basic Environmental Systems & Technologies, Inc. is fully committed in maintaining a high standard
of corporate governance to protect the interest of its shareholders. It has complied throughout the period
under review with the applicable principles and provisions set out in the Revised Code of Corporate

Governance (SEC Memorandum Circular No. 6, series of 2009)

Board of Directors

The Board of Directors consists of 6 directors, 4 of whom are executive officers and 2 are non-executive

directors. The Board’s membership reflects a blend of different financial and commercial

experiences.
Executive Non-executive | Independent
Directors Officers Officers Director
Isabelita P. Mercado v
Francis Neil P. Mercado v
Patrick Louie P. Mercado W
Jan-Vincent P. Mercado V
Celerino S. Paredes Y
Ma. Theresa C. Paredes v

VI, EXTERNAL AUDIT FEES

1. Audit and Audit-Related Fees

BEST paid its auditors the following fees for the last two (2) years for professional services rendered:

Year Audit Fees Tax Fees All Other Fees
2011 Php 30,000.00 - -
2010 30,000.00 - -

2. Other assurance and related services by the external auditor that are reasonable related to the

performance of the audit review of the Company’s financial statements —- NONE

3. Tax Fees— NONE

4. All other fees — NONE




5. The Management has checked all financial reports against their compliance with both the internal
financial management handbook and pertinent accounting standards, including regulatory
requirements. They reviewed all audit plans, scope, resources and budget necessary to implement it.
The financial statement was then presented to and approved by the Management and Board of

Directors. Payments and fees related to the services by the external auditor were discussed and
approved by the Management.
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STATEMENT OF MANAGEMENT RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The manageient of BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGILES, INC. i3 responsible for the
prepasalion and Fair presentation ol the Gnanciul stalements for the vear(s) ended December 31, 2011 and 20H), w
accurdance with the Philippae Financal Reporting Stondards for SMEs (PFRS tor SMEs). Fius respansibility ncludes
designing wud inplementing internad controls relevant o the preparalion and [air presesation of financial statements
Uit sre free tram maleriad misstatement, whelher due to fiaud or eror, selecting and applying appropniate accounting
policies, and making accounting estimates that are reasonable 1 the chronmstances

The Poard of Divectors reviews and approves the tinancial stalements ond subauil the saie 1o the slockholders.

. Arfpbay, au mdependent anditor appointed by the slocknalders, hagBxangined the Hnancial stalements
ny in yccordance with Plalippine Sandards on Audiling, and in hir yeporl {o he stackhoiders or members,
has expresged fer oo o the furess of presentation upot complenon ol suih examinaion.

FRANCIS NEIL/MERCADO
Chief Fipanee Oflicer
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STATEMENT OF MANAGEMENTS RESPONSIBILITY
FGR ANNUAL INCOME TAX RETURN

The wwnagemen: of BASIWC ENVIRONNMENTAL SYSTEMS AND TECHNOLOGIES, INC. is responsibie for all
mformation aud representations contwmed 10 e Annual lacome Tax Return for the year ended December 31, 2011
Managenient is bhewise responsible fur all wlonvation sand representations contained i e lnancial stalements accompanying
the Arpud lnceane Tax Reuwn covering the same reporting periad.  Furthermare, the Managemnent 1s responsible for all
mlurmation and representations conlained in all e other tax retums tled for the reporting peried, inchuling, bul nol linited, to
the valie added oy and/or percentage tax relwus, withholding tax refumns, doclunentary stawp fax returus, and auy sud all other
Lax rehms,

W this regard, e Manogement ailinus that the aftached audited fwancial statements for the year ended December 31, 2011 und
Wi acconpanying Aunual Income Tax Retum we 10 accordance with the books and records of BASIC ENVIRONMENTAL
SYSTEMS AND TECHNOLOGIES, INC. complete and correct in all matenal aspects, Management likewise atfirms that:

() Uie At eome Tas Return has been prepased in accordanee with the provisions of the Natwowal ntersil Reveuue Cole,
s amnended and pertinent tax tegulations and other issuances of the Department of Finance and the Bureau of Internal Revenue,

(b1 any disparily of ligires i ihe submitted seports arising from the preparution of Fiancial stalements pursuant o fnaneial
acvaunting stundards wuwl e preparation of the ingome lax refum pursuant to tax accounbny tules has been repoarted as
reconciling tems dnd maintaived in the company’s hooks and records in accordance with {he requiceiients of Revenue
Regulations Noo 8-2007 and other relevint issuances;

(0.1 BASIC ERVIRONMENTAL SYSTEMS AND TECHNOLOGIES, INC. las filed all applicable lax retuns, repolts acd
statements required to be fled wider Philippine tax laws for the reporting period, and all taxes and otler impositions shown
ihereon to be due and pavable have been paid for the reporting period, except those cop d in gowd faith.

& CEO

/fé_&? .
FRANCIS NEAT, MERCADO '

Ofheer

Clual I'nane
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JULIUS L. ARIBBAY

G-A Bon Avenug,
Mandaluyonz City
0917-325-3662
S334-00-373 Telelax
julesaribbayidyahae.cam

STATEMENT OF REPRESENTATION

“To the Securities and Exchange Commission”™

in connection with my examination of the financial stalements of BASIC ENVIRONMUENTAL
SYSTEMS TECHNOLOGIES, INC. that are to be submitted to the Commission, 1 hereby represent the

following:

I That T am o the active practice ol the accaunling profession and duly registered with
the Board ol Accountancy (BOAY;

2

That said financial statements are presented in conformity with Philippine Financial
Reporting Standards For Small and Medium LEntities (PFRS for SMEs) in all cases
where 1 shall express an ungualilied opinion; Except that in case of any departure
froni such principles; | shall indicate the nature of the departure, the effects thereot,
and the reasons why compliance with the principles would result in a misteading
stalerent; 1 such 15 a lact;

j

That | shali fully meet the requirements of independence as provided under the Cade
of Professional Cthics for CPAs;

40 That in the conduct of the audit, t shall comply with the Philippine Standards on
Auditing; v case of any departure and the extent of the limitation, the reasons
therelore and the eflects thereol on the expression ol my opinion or which miy
necessilale the negation of the expression of an apinion;

5. That { shall comply with the applicable vale and regulations of the Securities and
Lxchange Conunisston m the preparation and submission of financial statements;,
il

6. That relative 1o the expression of my opinion on the said financial statements, | shall
not comnul any ucls discrediable to the prolession as provided under Code of

Professional Ethics for CPAs,

Asa CPA engaged in public practice, | make these representations in my individual capacity.
sf .

CPA License o, 1030062

PRC Reg. No. BOA; 5053 ,
Valid up to December 31,2014

Tax Tdentification No. 215-629-422

BLR Accreditution No. 07-000423-1-2012 o
Valid up 1o March 28,2015 R B

TR Noo 1311457, Janaary 10, 2012, Mandatuyong City

[

Mpiou o

July 23,2012



JULIUS L. ARIBBAY

O4del-A Bani Avenue,
Mandaluyeng City
917-325-4062
334-00-33 Telelax
Julesavibbayiifyaheo.com

Report of Independent Auditor

The Board of Directors and Stockhaolders

BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGLES, INC.
105 G/ Pare Rayale Condominium, Dona Julia Varaas St.,

San Antonio, Pasig Cliry

I have audited the accompanying lnancial statements of BASIC ENVIRONMENTAL SYSTEMS &
TECHNOLOGIES, INC. which comprise the statement of financial position as at December 31, 2011,
and the stuterient of comprehensive income, statement of changes in equity and statement of cash How,
for the yewr then ended, aud a summary of significant accounting policies and other explanatory
information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and lair presenlation of these financial statements in
accordance with Philippine Financial Reporting Standards (PFRS for ), and for such internal control as
manigement determimes is necessary to enable the preparation of financial statements that are fiee from
naterial msstatements, whether due to fraud or error,

Awditor’s Responsibility

My responsibility is o express an opinion on these lnancial statemients based on my audit. | conducted
my audit in accordance with Philippine Standards on Auditing. Those standards require that 1 comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
Financial statements ave free From material misstatements.

An audit invotves performing procedures to obtain audit evidence about the amounts and disclosures in
the fmancial statements.  The procedures selected depend on the auditor’s judgment, including the
assessment ol the risks of matertal misstatement ol the financial statements, whether due to Iraud or error,
ln-making those risk assessnients, the auditor considers internal control relevant Lo the entity’s preparation
and the fair presentation of the Financial stalements in order to design aodit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal conteol. An audit also includes evaluating the appropriateness ot accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the
averall presentation of the financial statements.

Fbelieve that the audit evidence | have obtained is sufficient and apprapriate to provide a basis for my
audit opinion except as noted in the Tollowing paragraph.




Opinion

v my opinion, the financial statements present fairly, in all material respects, the financial position of
BASIC ENVIRONMENTAE SYSTEMS & TECHNOLOGIES, INC. as of December 31, 2011, and
ollits financial performance and its cash Nows lor the year ended in accordance with Phitippine Financial
Reporting Standards (PFRS),

Other Matter

The Manciad stalements lor the yvear ended December 31, 2010 which are presented for comparative
purposes were audited by other auditor whose report thiereon dated June 17, 2011 expressed an
ungualiticd opinion on those {inancial statements.

Report on the Supplementary Information Required Under Revenue Regulations 15-2010 and RR
19-2011

My audit was conduocted for the purpose of tarming an opinian on the basic financial statements takes as a
whole, The supplemenrary inlormation on taxes, duties and license fees in Note 23 to the financial
stilements is presented tor purpose of filing with the Bureau of bnternal Revenue and 15 not a required
part of the basic {inancial statements. Such information is the responsibility of the management. The
imformation has been subjected 1o the auditing procedures applied in my audit of the basic financial
statements. loomy opinion, the information is fairly stated in all material respects in relation to the basic
Financial statements taken as a whole.

Report on Recounciliation of Retained Earnings Available for Dividend Declacation

The sopplementary information on the reconciliation of retained eamnings available for dividend
declaration is presented by management ol Basic Environmental Systems & Technologies, Inc. i a
separate schedule. Such wlormation 1 not required (o be part of the basic linancial statements and can he
presenfed in o separale schedule in accordance with SEC Bulletin na. 001 dated February 16, 2012, Such
intormation is the responsibility of the management. My apinion on the basic fmancial statements is nol
affected by the presentation of the infarmation in a separate schedule.

PA License o, 103062
{PRC Reg. No. BOA 5033
Valid up to December 31, 2014
Tax ldentification No. 215-629-422
BIR Accreditalion No. 07-000423-1-2012
Valid up to March 28, 2015
PUERNoo 13101457, Janoary 10, 2012, Mandaluyong City

July 23, 2012 R T




JULIUS L. ARIBBAY

O04-b-A Boni Avenue.
Mandaluyoung City

DY) 7-3253662
S3e-10)-33 TelelN
Juesanbbayeyalion.com

Reportol Endependent Auditor

Ou Supplementary Schedule Required
Utider Seeurities and Exchange Commission
Bulletin No. Q01 serics ol 20172

The Board of Directors and Stockholders

Basic Environmental Systems & Technologies, Ine.
195 G/F Pare Royale Condominiun, Dona lulia Vargas St
San Antonio, Pasig City

I nave audited in accordance with Philippine Standards on Auditing, the financial statemenrs of Basic
Lovironmental Systems & Technologies, Ine. {or the year ended December 31, 2011 and have issued my
report thereon duted July 23, 2012, My audit was made for the purpose of forming an opinion on the
basic financial stalements taken as a whole. The accompanying schedule of retained earnings available
lor dividend declaration as of December 31, 2011 is the cesponsibility of the company’™s management.
This schedule s presented for the purpose of complying with Securitics and Exchange Comiission
Memorandum Circular No. 11, Series of 2008 and Bulletin No. 001 dated February 16, 2012 and is not
part of the basic financial slatements. This schedule has been subjected to the auditing procedures
applied i the audit of the basic financial statements and in my opinion, fairly states in all material
respects the inancial data requived to be set forth therein in relation to the basic financial statements

takes us a whole.

cifountant
05062

Valid up to December 31, 2014
Tax Identification No. 215-620-4272 et
BIR Acereditation No. 07-000423-1-2012 7o s o
Valid up to March 28,2015 S e
PUTRCNo 1311457, Januaey 10, 2012, [\/iandah,lyonu City

Jaly 23,2012 o




BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.
105 G/F Parc Royale Condominium, Dona Julia Vargas St., San Antonio, Pasig City

TIN: 222-200-304-600

STATEMENT OF FINANCIAL POSITION

As of December 31, 2011

(With comparative figures of December 31, 2010)

. Notes 2011 2010
ASSETS
CURRENT ASSETS
Cash 2520 P 7.854,448.03 P 1,968,560.68
Trade Receiwables 2,620 49,710,787.66 9,623,518.81
Qther Current Assets 2.7 11,736,979.33 3,243,352 44
Total Current Assels P £89,302,215.02 P 14,835,431.93
NONCURRENT ASSETS
Investments 2.9 P 33,738,722568 P 33,738,722 .56
Property and equipment, net 2.8 228 188,023.57 65,509,938.89
Tatal NonCurrent Assets P 261,926,746 13 P 99,248,661 .45
TOTAL ASSETS P 331,228,961.15 P 114,084,093.38
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Trade and ather payables 21020 P 7402582955 P 1,031,091 .31
Other Current Liabilities 2,11,20 4 280,189.12 261,046.74
Total Current Liahbilities P 78,306,01867 P 1,292,138.05
NONCURRENT LIASBILITIES
Long Term Liabilities 21220 P 235,869,72345 P 100,283,934 06
Total Nondurrent Liabiiities P 235,869,723 45 P 100,283,934 .06
EQUITY
Share Capital 213a P 1,250.000.00 P 1,250,000 00
Retained Farnings-Appropriated 2,13b 14 803,219.03 10,500,000.00
Retained Earmings-Unappropriated 2 1,000,000 .00 758,021.27
Total Equity P 17,053,219.03 P 12,508,021.27
TOTAL LIABILITIES AND EQUITY P 331,228,961.15 P 114,084,093.38

See accompanying notes to financial statements

H AUG 2012



BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.
105 G/F Parc Royale Condominium, Dona Julia Vargas St., San Antonio, Pasig City

TiN: 222-200-304-000

STATEMENT OF COMPREHENSIVE INCOME
For the year ended December 31, 2011
{(With comparative figures of December 31, 2010)

Notes 2011 2010
Revenue 2,14 58,436,041.05 P 23,021,754.31
Cost of Revenue 2,15 37.678,317.43 20,157 ,298.25
Gross Profit 20,757,723.62 P 2,864 ,456.06
Other Income 2 20,597.46 -
Operating Expenses 2,16 14,294 008.91; 2,035672.91
Operating Income before tax 2 6,484 31217 P §28,783.15
- Provision for income Tax 2,17 1,939,114.41 248,634.95
Net Income after Tax 454519776 P 580,148.20
Ad(;: Other Comprehensive incame,
net of tax 2 - -
Profit for the year 2 4,545 197.76 P 580,148.20
See accompanying notes to financial statements
BERN
| iy




BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.
105 GIF Parc Royale Condominium, Dona Julia Vargas St., San Antonio, Pasig City
TIN: 222-200-304-000

STATEMENT OF CHANGES iN EQUITY
For the year ended December 31, 2011
(With comparative figures of December 31, 2010)

Share Retained Other Total
Notes Capital Earnings Reserve
Balance at Decembear 31, 2009 1,250,000.00 B77,873.06 10,000,000.00 11,927,873.06
Profit for 2010 2 580,148.20 580,148.20
Appropriation of Fund 2,13a {500,000.00) 500,000.00 -
Baiance at December 31, 2010 213 P 1,250,600.00 P 758,021.26 10,500,000.00 P 12,508,021.26
Profit for 2011 2 4 545197.76 4,545,197 .76
Approprialion of Fund 2.13a {4 303,215.03) 4.303,219.03 -
Balance at December 31, 2011 - P 1,250,000.00 P 1,000,000.00 14,803,219.03 P 17,053,219.02

Seg accompanying noles to financial statements



BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.

105 G/F Parc Royale Condominium, Dona Julia Vargas 5t., San Antonio, Pasig City

TIN: 222-200-304-000

STATEMENT OF CASH FLOWS
For the year ended December 31, 2010
(With comparative figures of Becember 31, 2010)

Notes 2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES
Profit for the year 2 4,545197.76 P 580,148.20
Adjustment for’

Depreciation Expense 2.8 38,022,614 .67 8,062,149.25
Operating income before working capital changes 42 567 81243 P 8,642,297 46
(Increase} Decrease in Current Assets

Trade and other recevables 26,20 (40,087,268 85). 3,223,64163
Other Current Assets 2.7 {8,493,626.89) -, 2,800,810.01
Increase {Decrease) in Current Liabilities ‘
Trade and other payables 2.10,11,20 77.013,88063 <« (9,865,199.93)
Net Cash provided by operating activities 71,000,797.32 P 4,701,549.17
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of Property and Equipment 2.8 {200,700 ,699.36) -
Net cash used in investing activities {200,700,699.36} P -
CASH FLOWS FROM FINANCING ACTIVITIES . s ]
Long term liabililies 2.12.20 135,585,789.39 7 (2,961,691 75)
Net cash provided by (used in} investing activities 135,585,789.39 P (2,961,691.75)
NET INCREASE (DECREASE) IN CASH 5,885,887 .34 1,739,857 .42
Cash, beginning 2,5,20 1,968,560.68 22870327
CASH, END 2,5,20 7,864,44803 P 1,968,560.68

See accompanying noles 1o financial statements



NOTES TO FINANCIAL STATEMENTS
Basic Environmental Systems & Technologies, Inc.
December 31, 2011 and 2010

1. Corporate Information

Basic Environmental Systems & Technologies, Inc. (BESTI or the comgany) is incorporated in the
Philippines on the 15" day of September 1999 The company's registered office address is 105 G/F
Parc Royale Condominium, Dona Julia Vargas Street, San Antonio, Pasig City. 't is registered with
the Securities and Exchange Commission under SEC No A199913003.

The primary purpose of the company is to engage in the contracting and consuling business for
wasle management, public cleansing and general hygiene to provide comprehensive wasle
disposal services, including bul not limited to providing technotagy and operation of transfer
stations, land fills and other facilities, cleaning conservancy and desalting services, and to collect,
remove, transport, slore, and dispose dispense of any scrap, refuse, waste or sewage, whether
industrial or domestic, including chemical residugs, organic or inarganic, toxic or non-taxic and to
recover, remanufacture, and market or turn to account sell deal infor atnerwise dispose of chemical
and other substances that may be dealt in connection with the business of waste disposal services.

The principal officers of the company are Ms. isabelita P. Mercado, Chairman of the Boeard /¢
President; and Mr. Francis Neil Mercado, Treasurer.

The accompanying financial statements were authorized far issue by the Board of Directors on July
23,2012,

2. Summary of Significant Accounting Policies

The following summary explains the significant accounting policies which have been adopted in the
preparation of the financial statements:

Basis of Preparation

The accompanying separate financial statements of the Basic Environmental _Syste_ms_ &
Technologies, Inc. have been prepared on a histarical cost basis. They are presented in Philippine
Peso, the functional currency of the company.

Basis of Compliance

The accompanying separate financial statements of the Basic Environmental Systems &
Technologies, Inc. are presented in conformity with financal repotting framework in the Philippines
as set forth in Philippine Financial Reporting Standards (FFRS), on historical cost and fair value
bases. PFRS includes all applicable PFRS, Philippine Accounting Standards (PAS), and
interprefations 1ssued by the International Financial Reporting Interpretations Commitiee {IFRIC) as
approved by the Financial Reporting Standards Council (FRSC) and adopted by Securilies and
Exchange Commission {SEC).

The accounting policies have been consistently applied to all the pericds presented.
Accounting assumptions and estimates are used in preparing the financial statements: Although
Ihese estimates are based on management's best knowledge of current events and actions, actual

resulls may ultimately differ from those estimates.

The financial statements are presented in Philippine pesas, the Company’s functional currency, and
ail values represent absolute amounts, except whean ctherwise modified.



(e

Transilion to the PFRS

The company's financial slatements for the year endeg December 31, 2011 are the company's first
financial statements prepared in accardance with Philippine Financial Reporting Standards). The
company's transition date to the PFRS is January 1, 2011.

The financial statements of Basic Environmantal Systems & Technologies, Inc. for the period ended
December 31, 2010 were prepared using the PFRS far SMEs.

Effect of the Transition from PFRS for SMEs to Full PFRS

The Company’s transition from its previous financial reporting framework to PFRS for SMEs did not
result in substantial changes to the Company's accounting policies on the item classified in the
company's financial position, financial performance and cash flows of the current and prior years.
Adoption of PFRS far SMEs did not result in any adjustments to retained earnings or in company's
equity and statement of comprehensive income.

Below is the reconciliation for the transition from PFRS for SMEs to Fuli PFRS
At December 31, 2010

fend of last peried presented under PFRS for SMEs

Effects 0;
PFRS for Transition to FULL
SME_ PFRSforSME  PFRS
Aedete e e e e e ...
CURRENT AS3ETS
Cash and Cash Equivalent P 1966566068 P - P 1,968,560.68
Trade and other receivables 9,621,518.81 - 9,623.518.81
___ Olher Current Assels 3.243,352 44 - 3.243,352.44
__Jolal Currant Assets P 1483543193 P - P 14,835,431.93
NONCURRENT ASSETS
Investmenls P 33,73872256 P - P 33,738.¥22.56
Praperly and equipmeanl, net 65,509 935.89 - 65,509,938.89
Total Non Current Assels P 9924866745 P - P 99,248,661.45
TOTAL ASSETS P 114,084,093.38 P - P 114,084,093.28
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Payable Trade & Others P 1,031.001.31 P - P 1.011.091.31
2 Bither Current Liabijilies . 261.046.74 — - 261,046 74
... Towl Current Liabiities P 129213805 P P 1.292,138.05
NONCURRENT LIABILITIES
r 100,283,93406 P - P 100,283,934 06
p 10028393406 P - P 100,283934.06
EQUITY POk Pt o Rl S A .
Share Capilal P 1,250,00000 P - P 1,250,000.00
Retained Earmings-Appropiialed 10,5¢0.000.00 - 10,500,000.00
__._Retained Earnings-Unappropriated L Tse 02127 - 758,021.27
o TetalEquiy P 1250802027 P - P 1250802127
TOTAL LIABILITIES AND EQUITY P 114,084,08338 P - P 114,084,093.38

Changes and Improvements in Accounting Policies and PFRS for the year 2011 applied by
the company

The accounting policies adopted are consistent with those of the previous financial years, except for
the policies and improvements related to the foliowing new and amended Philippine Financial
Reporting Standards (PFRS), Philippine Interpretations of International Financial Repoiting
interpretations Committee (IFRIC) and Philippine Accounting Standard (PAS) which became

effective on 2011, Adoption of these new and amended standards did not have any significant
effect on the company’s financiai statements.



The omnibus mprovements to PFRSs were issued primarily with a view in removing
inconsistencies and clarifying wordings. The improvements to PFRS consist of those that involve
accounting changes for presentation, recognition or measurement purposes and those invalving
terrninology or editarial changes with minimat effect on accounting.

The adeption of the new amended standards and improvements of amended standards did not
have any impact or effect in the financiat statements of the company specifically the statement of
financial position and statement of comprehensive intome. These, however, required additiona!l
disclosures on the financial statements.

PFRS 1, (May 2010) “First Time adoption of PFRS.” which bacame effective far annual periods
beginning on or after January 1, 2011, These are amendments resulting from May 2010 Anoual
improverments to PFRSs. It applies to accounting policy changes in the year of adogption,

revaluation basis as deemed cost and the use of deemed cost for operations subject ta rate
regutation.

(December 2010) which became effective on annual peneds beginring on or after July 1, 2011 that
replacement of "fixed dates” for certain exceptions with the date of transition to PFRSs' The
amendment replaces references to a fixed date of '1 January 2004' with ‘the date of transition 1o
IFRSs’, thus eliminating the need for companies adopting IFRSs for the first time to restate
derecognition transactions that occurred before the date of transition to tFRSs.

{December 2010) which became effective on annual periods beginning on or after July 1, 2011 that
additional exemption for entities ceasing to suffer from severe hyperinflaon.  The amendment
provides guidance on how an entity should resume presenting financial statements in accordance

with IFR3s after a period when the entity was unable to comply with IFRSs because its functional
currency was subject o severe hyperinfiation.

The Company does not have any significant impact upon adoption of this revised standard.

PFRS 7 (May 2010) “Financial Instruments: Disclosures” which became effective on anaual
periods beginming on or after January 1, 2011. These are amendments resulting from May 2010
Annual Improvemants to PFRSs which is dlarifying disclosures.

{Revised Octaber 2010) | i} became effective on July 1, 2011, Amendments are enhancing
disclosures about transter of financial assets. H allows users of the financial statements to improve
their understanding the possible effects of any risk thai may remain within the entity. it also
requires additional disclosures if a disproportionate amount of transfer fransactions are undertaken

around the end of a reporting period. It invalves a comprehensive review of off statement of
financial position activities.

The Company does not have any significant impact upon adoption of this revised standard.

PAS 1 {May 2010) “Presentation of Financial Statements” which bacame affective on annual
periods beginning on or after January 1, 2011. These are amendments resulting fram May 2010
Annual Impravements to PFRSs. it amends the clarification of statement of changes in equity.

The Company does net have any significant impact upan adoption of this revised standard.

PAS 24 ({November 2009) “Related Party Disclosures” which became effective on annual
penods beginning on or after January 1, 2011, These are revised definition of related parties. it
simpiifies the requirements for government related entities and clarifies the definition of related

party. Related pasties are two parties related to each other if one party controls or significantly
influenices the other party.

The revised Standard simplifies the identification of relationships and 10 efiminate inconsistencies in

its application It introduces a parlial exemption of disclosure reguirements for government-ielated
entities.



The Company does not have any significant impact upon adoption of this revised standard.

PAS 32 (Revised 2009) “Fipancial Instrumenis: Presentation-Classification of Rights
lssues.” The amendment to PAS 32 is effective for annual periods beginning on or after February
12010, it amended the definition of a financial liability in order to classify rights issues such as
certain options or warrants as equity instruments in cases where such rights are given pro-rata to all
of the existing owners of the same class of an entity's nan-derivative equity instruments, or lo
acquire a fixed number of the own equity instruments for a fixed amount in any currency.

The Company does not have any significant impact upon adoption of this revised standard.

PAS 34 {(May 2010) “interim Financial Reporting” which became effective on annual periods
beginning on or after January 1, 2011. These are amendments resulting from May 2010 annual
improvements to PFRSs. The amendments are on significant events and transactions.

The Company does not have any significant impact upon adoption of this revised standard.

Philippine Interpretation IFRIC 13 (Revised May 2010}, “Customer Loyalty Programmes.” |t
became effective January 1, 2011 which amendments on fair value of awards credits. It clarifies
that when the fair value of awards is measured based an the value of the awards for which they
cowld be redeemed, the amount of discounts or incentives otherwise granted to customers not
participating in the award credit scheme, is 10 be taken into account,

The Company does not have any significant impact upon adoption of this interpretation.

Philippine Interpretation IFRIC 14, “Prepayments of a Minimum Funding Requirement.” which
became effective January 1, 2011, The amendments apply in limited circumstances when 2
company is subject to minimum funding requirements and makes an early payment of contributions

1o cover those reqairermnents, It permits a compdany Lo treat the benefit of such early payment as an
assel.

The Company does not have any significant impact upon adoption of this interpretation.

Philippine Interpretation IFRIC 19, “Extinguishing Financial Liabilities with Equity
struments.” which became effective July 1, 2010. The slandard stated a debtor and creditor
might renegotiate the terms of a Bnancial Habitity with the resull that the debtor extinguishes the
liability fully or partiaily by issuing equity instruments to creditors. It is referred to as "debt for equity
swaps™  The equity instruments issued are measured at their fair value. In the case that this
cannat be reliably measures, the instruments are measured at the fair value of the liability
extinguished. Any gain or loss is recognized immediately in profit o loss.

The Company does not have any significant impact upon adoption of this interpretation,

Improvements to PFRS and to be applied by the company in the next accounting period 2012

The omnibus amendments to issued Standards have nol been adopted as they became effective
for the annual periods on January 1, 2012 or July 1, 2012, The company anticipates that these
changes will have no material effects on the financial statements.

PAS 1 (June 2011), “Presentation of Financial Statements.” which will be effective on annual
periods beginning on or after July 1, 2012, These are amendmenis o revise the way olher
comprehensive income is presented for users of the financial statements to assess the impact of

ofher comprehensive income items on the overall performance of Lhe company and mmprove
comparability of PFRS and US GAAP,

PAS 12 {Decemher 201 0), “Income Taxes" which will be effective on annual periods beginning
on or after January 1, 2012, These are limited scope amendments on recovery of underlying. It
requires an entity to measure the deferred tax refating to an asset depending on whether the entity
expecls 1o recover the through use or sale. It can be difficult and subjective ta assess whether
fecavery wili be thiough use or sate when the asset is measured using the fair value modet in PAS



40 Investment Property.  The amendment provides a practical solulion to the problem by
introducing a presumption that recovery of the carrying amount will, normalty thraugh sale.

As a result of the amendments SIC 21 Income Taxes, Recovery of Revalued Non-Depreciable
assets would no longer apply to investment properties carried at fair value. The amendmenis also

Incorporated into PAS 12 the remaining guidance previously contained in SIiC 21 which is
accordingly withdrawn.

Standards/interpretations issued But Not vet Effective in the Company’s Accounting Policies

The company will adopt the following standards and amendments stated below when it has became
effective on the vear stated below. Except as otherwise indicated, the company does nat expect

the adoption of the new and amended standards and interpretations to have significant impact on
the company’s financial statements,

Effective 2013

PFRS 7 {December 2011), “Financial Instruments: Disclosures.” will be effective on annual
periods beginning on or after January 1, 2613 and interim periods within those periads. _T_hese are
amendments enhancing disclosures about offsetting of financial assets and financial liabilities.

PFRS 10 (Original issue May 2011), *Consolidated Financial Statements.” will be effective on
annuat periods beginning on or after January 1, 2013. It is to establish principles for the
presentation and preparation of consolidated financial statements when the campany controls one
of mofe other entities.

PFRS 11 {Original issue May 2011), “Joint Arrangements.” will be effective on an_nual peripds
beginning on os after January 1, 2013 It determines the type of joint arrangement in which it is

mvolved by assessing its nghts, obligations and accounts for those rights and obligations in
accordance with joint operation or joint venture.

PFRS 12 (Original issue May 2011), “Disclosure of Interests in Other Entities."” will be
effective on annual periods beginning on or after January 1, 2013 #t requires disclosures Fo be
applied by an entity that has an interest in subsidiary, subsidiaries, joint arrangements, assaciates,
and to unconsclidated structured entities to the enable users to evaluate the nature of, risk

associated with, its interest in other entities and the effects of those interests in its financial
statements.

PFRS 13 (Qriginal issue May 2011), “Fair Value Measurement” wili be effective on annual
periods beginning on or after January 1, 2013, It defines fair value and seeks to increas_e
censistency and comparability in fair value measurements and retated disclosures through a “fair
vatue hierarchy”. The hierarchy calegories the inputs used in valuation technigues into three (3)
fevels. It gives the highest priority 1o quoted prices in active markets for identical assets or liabilities
and the lowest pricrity to unobservable inputs.

PAS 19 {Amended June 2011), “Employee Benefits." wil be effective on annual periods
beginning on or afler January 1, 2013. These are amended standard resulting from the post-
employment benefits and termination henefits projects. it require recognition of changes in the net
defined benefit liabiity (asset) including immed:ate recognition of defined benefit cost,
disaggregation of defined benefit cost into components, recognition of remeasurements in other
comprehensive income, plan amendments, curtailments and settlements: introduce enhanced
disClosures about defined benefit plans ; modify accounting for termination benefits, including
distinguishing benefits pravided in exchange for service and benefits pravided in exchange for the
lermination of employment and affect the recognition and measurement of termination benefits and
clarification of miscellaneous issues, including the classification of employee benefits, current

eslimates of mortality rates, tax and administration costs and risk-sharing and conditional indexation
features.

PAS 27 (May 2011}, “Consolidated and Separate Financial Statements.” will be effective on
annual periods beginning on cr after January 1, 2013. These are reissued as IAS 27 Separate
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Financial Statements as amended in 2011. |is objective is to set standards to be applied In
accounting for investments in subsidiaries, jointly ventures, and associates when an entity elects, or
15 requuired by local regulations, to present separate (non-consotidated) financial statements.

PAS 28 (May 2011), “Investments in Associates.” will be effective on annuai periods beginning
on or after January 1, 2013, These are reissued as 1AS 28 Investmant in Associates and Joint
Ventures as amended in 2011, It prescribes the accounting for investments in associates and Lo

set out the requirements for the application of the equity method when accounting for investments
in associates and joint ventures.

Philippine Interpretation IFRIC 20 (October 19, 2011) “Stripping Costs in the Production
Pihase of a Surface Mine.” will be effective on annual periods beginning on or after January 1,
2013, 1t applies to production stripping costs incurred on or after the beginning of the earliest
perod presented. Any "predecessor stripping asset” at the date is required to be reclassified as a
part of the existing asset to which the stnpping activity is related {to the extent there remains an
identifiable component of ike ore body to which it can be associated), or othérwise recognized in
opening Retained Earnings at the beginning of the eartiest period presented.

Effective 2014

PAS 32 (December 2011), “Financial instrumenis: Presentation.” will be effective on annual
periods beginning on or after January 1, 2014. These are amendments to application guidance on
the offsetting of financial assets and financial liabilities, It establishes the principles for presenting
financial instruments as labilities or equity and for offsetting financial assels and liabilities by
clarifying the classification of a financial instrument issued by an entity as a liability or as equity,
prescribing the accounting for treasury shares (an entity's own repurchased shares) and prescribing
stricl conditions under which assets and liabilities may be offset in the statement of financial
posdicn,

Effective 2015

PFRS 7 {December 2011}, “Financial Instruments: Disclosures” will be effective on annual
periods beginning on or afler January 1, 2015 or otherwise when PFRS 9 is first applied. These are
amendments requiring disclosures about the intial application of PFRS 9. Mandatory application
date effective January 2013 was amended an December 2011 to ke effective on January 1, 2015

PFRS 9 (Original issue October 2010), “Financial Instruments Accounting for Financial
Liaktilities and Derecognition” will be effective anaual periods begirning on or after January 1,
2015 Mandatory application date effective January 2013 was amended on December 2011 to be
effective on January 1, 2015. it is incorporating new requirements on accounting for financial
liabilities and carrying over PAS 39 the requirements for derecognition of financial assets and
ftabilities

Deferred

Philippine Interpretation IFRIC 15, “Agreements for the Construction of Real Estate.” which
was deferred and final revenue standard is issued by IASB and an evaluation of the requirements
of the final revenue standard against the practices of the Philippine real estate ndustry 1s
completed. This standard provides guidance on how to determine whether an agreement for the
construction of real estate is within the scope of 1AS 11 (Construction Contracts) or IAS 18
(Revenue) and when revenue from construction should be recognized. The main expected change
in practice is a shift far some entities from recognising revenue using the percentage of completion
method (i.e. as construction progresses by reference to the stage of completion of development) o
recognising revenue at a single tme (i.e. at completion upon or after delivery}.

The Company will be affected by Philippine interpretation IFRIC 15 since the primary purpose of the
company is in real estate.



Financial Instruments

Date of Recognition

The Company recognizes a financial asset or a financial liability in the statement of financial
position when the Company becomes a party to the contractual provisions of the instrument.
Purchase or sales of financial assets that require delivery of assets within the time frame
established by regulation or cenvention in the marketplace are recognized on the trade date.

Initial Recognition of the Financial Instruments

All financial assets and financial Habilities, including trading and investment securities and loans
and receivables, are initially recognized at fair vatue. Except for financial assets at fawr value
thraugh profit and lass (FVPL), the initial measurement of financial assets includes transachion
costs. The company classifies its financial assets in the following categories: financial assets at
FVPL, held-to-maturity (HTM) investments, available for sale (AFV) financial assels and loans and
receivables. The company classifies its financial liabilities into financial liabitties at FVPL and other
financial habilities. The classification depends on the purpose for which the investment were
acquired and whether they are quoted in an active market, Management determines the
classification of its investments at initial recognition and, where aflowed and appropriate, re-
evaluates such designation at every reporting date.

As of Decembear 31, 2011 and December 31, 2010, the Company has financial assets and liabilitres
in the form of cash, and receivables, payables and non-current liahilities.

Determination of Fair Value

The fair value for the financial instruments traded in active markets at the reporting period is based
on the quoted market price or dealer price quotations {bid price for long positions and ask price_ for
shart positions), without any deduction for transaction costs. When current bid and asking piices
are not available, the price of the most recent transaction provides evidence of the current fair value

as long as there has not been a significant change in economic circumstances since the time of the
fransaction.

Faor all other financial instruments not listed in an active market, the fair valueg is determined by
using appropriate valuation methodologies. Valuation methodologies include net present va!ue
techriques, comparison to similar instruments for which market observable prices exist, option
pricing madels and ather relevant valuation models.

Fair Value Hierarchy

The Company uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 1 quoted (unadjusted) prices in the active markets far identical assets or labilities.
Level 2. other technigues far which all inputs which have a significant effect on the
recorded fair value is observable in the market, either directly or indirectly.
{evel 3: techniques which use inputs which have a significant effect on the recorded
fair value that are not based on observable market data,

Day 1 Profit

When the transaction price in a non-active market is different fram the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose varniables include only data from observable market, the company recognizes the difference
between the transaction price and fair value (a “Day 1" profit) in the statement of comprehensive
income unless it qualifies for recognition as some other type of asset. In cases where inputs used
is made of data which is not observable, the difference between the transaction price and model
value is only recagnized in the statement of comprehensive income when the inputs become



observable or when the instrument is derecognized. For each transaction, the company determings
the appropriate method of recagnizing the "Day 1" profit amount.

Loans and Receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed maturities
that are not quoted in an active market. They are not entered into with the intention of immediate or
short-term resale and are not classified as other financial assets held for trading, designaied as
AFS or financial assets designated at FYPL. This accounting policy relates to the current portion of
the statement of financial posibion caption “cash”.

ARler initial measurement, the loans and receivables are subsequently measured at amortized cost
using the effective interest rate method, less any allowance for impairment. Amortized cost is
caleulated by taking into account any discount or premium on acquisition and fees that are an
integral part of the effective interest rate. The amortization is included in the interest income in the
statement of financial perfonmance. The losses ansing from impairment of such loans and
receivables are recognized in provision for market decline in the statement of financial performance.

As of December 31, 2011 and December 31, 2010, the Company has financial asset and liability in
the form of cash, receivables and payable.

Available-for-Sale Financial Assets

Available-for-sale financial assets are those which are designated as such or do not qualify to be
classified as designated as at FVPL, HTM financial assets, or loans and receivables.

Financial assets may be designated at initiai recognition as AFS if they are purchased and held
indefinitely, and may be sold in response to liquidity requirements or changes in market conditions.
AFS financial assets are included in equity securities.

After imtial measurement, AFS financial assels are measurad at fair value. The unrealized gains
and losses arising from the fair valuation of AFS financial assets are excluded fram reported

earnings and are reported as “Net unrealized gain {loss} on AFS financial assets” in other
comprehensive income.

Whep the secuity is disposed of, the cumulative gain or loss previously recognized in other
comprehensive income is recognized in profit o loss. Where the Company halds more than one
investment in the same security, these are deemed to be disposed of on a first-n first-out basis.
Interest earned on holding AFS financial assets are reported as interest income using the effective
interest rate. Dividends earned on holding AFS financial assets are recognized in the statement of
financtal performance when the right of payment has been established. The Josses arising from
impairment of such investments are recognized in the siatement of financial performance.

As of December 31, 2011 and December 31, 2010, the company has no available for sale financial
assels reported in iis Statement of Financial Position.

Other Financial Liabilities

Other financial liabilities pertains to issue financial instruments that are not clagsified or designated
as at FVPL and contains contractual obligations to deliver cash or another financial assets to the
holder or to settle the obligation other than the exchange of a fixed amount of cash.  After initial
measurement, other financial liabilities are subsequently measured at amortized cost using the
effective Interest rate method. Amortized cost is calculated by taking into account any discount or
premsum on the issue and fees that are an integral part of the effecbve interest rate.

This accounting policy applies primarily to the Company's accrued expenses and other payabies

and other obligations that meet the above definiion {other than habiliies covered by other
accounling Standards, such as income tax payable).
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Derecognition of Financial Assets and Liabilities

Financial Asset

A financial asset (or, where applicable a part of a financial asset or part of a group of financial
assets) is derecognized when:

a.  the right to receive cash flows from the asset has expired;

b, the Company retains the right to receive cash flows from the assets, but has assumed as
obligation to pay them in full without material delay to a third party under a “pass-through”
arrangement; or

c. the Company has transferred its rights to receive cash flows from the asset and either {i.)
has transferred substantially all the risk and rewards of the asset, or {ii.) has neither
transferred nor retained the risk and rewards of the asset but has transferred the control of
the assat.

Where the Company has transferred its rights to receive cash flows from an asset of has entered
into a “pass-lthough” arrangement, and has neither transfer nor retained substantially all the risk and
rewards of the asset nor transferced controt of the asset, the asset is recognized to the extent of the
company's continuing involvement in the asset. Continuing involvement that takes the form of
guarantee over the transferred asset is measured at the fower of original carrying amount of the
asset and the maximum amount of consideration that the company could be required to repay.

Financial Liability

A financial liability is derecognized when the obligation under the lability is discharged ur cancelled
or expired. When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liabilities are substantially modified, such an
exchange or modificaticn is treated as a derecognition of the onginal liability and the recognition of
a new liabitity, and the difference in the respective carrying amounts is recognized in the statement
of financial performance.

Impairment of Financial Assets

The Company assesses at each financial reporting date whether there is objective evidence that a
financial asset of group of financial assets is impaired. A financial asset or a group of financial
assets is deemed to be impaired if, and only if, there is objective evidence of impairment as a result
of one or more events that has occurred after the initial recognition of the asset (an incurred “oss
event”) and that loss event/s has an impact on the estimated future cash flows of the financial asset
or the group of financial assets that can be reliably estmated.

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

Loans and Receivables

For loans and receivables carried at amortized cost, the foundation first assesses whether objective
avidence of impairment exists individually for financial assets that are individually significant, ar
collectively for financial assets that are nol individually significant. (f the Company determines that
no objective evidence of impairment exists for individually assessed financial asset, whether
significant or not, 1t includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses for impairment. Those characteristics are relevant to the
estimation of future cash flows for groups of such assets by being indicative of the debtors’ ability to
pay all amounts due according to the contractual terms of the assets being evaluated. Asgsets 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 for impafrment.
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If there is objective evidence that an impairment lass has been ncurred, the amount of the loss is
measured as the difference between the asset's carrying amocunt and the present value of the
estimated future cash flows (excfuding future credit losses that have not been incurred). The
carrying amount of the asset js reduced through use of an allowance account and the amount of
loss is charged against the statement of financial performance. Interest income is continued to be
recognized based on the original effective interest rate of the asset Loans, together with the
associated allowance accaunts, are written-off when there is no realistic prospect of future recovesy
and all collateral has been realizeqd. If, in a subsequent year, the amount of the estimated
impairment loss decreasas because of an event accurring after the impairmant was recognized, the
previously recognized impairment l0ss s reduced by adjusting the allowance account. If a future
write-off is later recovered, any amounts formerly charged are credit to the current operations. The
present value of the estimated future cash flows is discounted at the financial asset's original
effeclive interest rate. If a loan has @ variable interest rate, the discount rate for measuring any
impairmeant loss is the current effective interest rate, adjusted for the original credit risk premium.
The calcuiation of the present value of the estimated future cash flows of a collateralized financial
asset reflects the cash flows that may result from foreclosure tess costs for obtaining and selling the
collateral, whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assels are grauped on the basis
of such credit risk characteristics as industry, collateral type, past-due status and term,

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of historical loss experience for assels with credit risk characteristics similar
to these in the company. Historical loss experience is adjusted on the basis of current observable
data to reflect the effects of current canditions that did not affect the period on which the historical
lass experience is based and to remove the effects of conditions in the historical period that do not
exist currently. Estimates of changed in future cash flows reflect, and are directionally consistent
with the changes in the related observable data from periad lo periad (such as changes in
unemployrment rates, property prices, commedity prices, payment status, or other factors that are
indicative of incurred loesses in the company and their magnitude}. The methodology and
assumptions ysed for estimating future cash flows are reviewed regularly by the company to reduce
any differences between logs estimates and actual loss experience.

Available-For-Sale Financial Assets

In case of equity securities classified as available-for-sale financial assets, impairment wauld
include a significant or prolanged decline in the fair value of the tnvestments below its cost. When
there is evidence of impairment loss, the cumulative loss-measured as the difference between the
acqursition cost and the current fair value, less any impairment loss an that financial asset
previously recognized in the statement of financial performance- is removed from the statement of
change in equity and recognized in the profit or loss. Impairment lasses on equity securities are not
reversed through the statement of financial performance. Increases in fair value after impairment
are recognized directly in other comprehensive income.

Offsetting Financial Instruments

Financial assets and finangial liabilities are offset and the net amount reported in the statement of
financial position if, and only if, there is a currently enforceable legal right to offset the recognized

amounts and there is the intention to setile on a net basis, or to realize the asset and setfle ihe
liability simultanecusiy. o

Cash

Considered as cash are cast; on hand, cash in banks, cash in warking funds and petty cash fund.

Cash Equivalents

Considered as cash equivalents are short-term highly tiquid investments that are readily convednple
1o known amounts of cash with original maturities of three manths or less from dates of acquisition
and that are subject lo an insignificant risk of change in value.



Raceivables
Receivables are stated at face value less allowance for uncollectible amaunts, if any.
Bad debts are written off during the year if any.

Allowance for Doubtful Accounts

The Company provides allowance for doubtful accounts at a level considered adequate to prov?de
for potentially uncollectible receivables. The level of allowance is based on past collection
experience and other factors that may affect colleciability

The allowance is established by charges to support and revenue in the form of provisions for
doubtful accounts. Accounts are written off against the allowance for doubtful accounts when
management believes that the collectability of the account is untikely.

As of the period, the management believes il can collect its receivable and is able to collect its
receivables.

Value-Added Tax

Revenues, expenses and assets are recognized net of the amount of value-added tax except
where the value-added tax incurred on a purchase of assets ar services is not recoverable from the
taxation authority, in which case the value-added tax is recognized as part of the casts of
acquisilion of the asset or as part of the expense item as applicable.

The net amount of value-added tax recoverabie from (also known as input tax}, or payable to (alsc
known as output tax), the {axation authority is included as part of other current assets or payables
in the statement of financial pasition.

Creditable Withholding Tax

Creditable withholding taxes are taxes deducted by required withholding agents who i'gmit to the
Bureau of Internal Revenue and these can be claimed by the company against the income tax
fiability of the company for the taxable year.

Property and Eguipment

Property and equipment are stated at cost less accumulated depreciation and any impairment in
value. The initial cost comprises its purchase price and directly attributabte costs of bringing the
assel to working condition far its intended use.

Subsequent expenditures relating to an item of property and equipment that have already been
recognized are added to the carrying amount of the asset when it is probable that future economic
benefits, in excess of the originatly assessed standard of parformance of the existing asset wift flow

to the company. All other subsequent expenditures are recognized as expense in the period in
which those incurred.

Major spare parts and stand by equipment qualify as property and equipment when the company
expects [o use them for more than one period, Similarly, if the spare parts and servicing equipment

can he used only in connection with an #em of properly and equipment, they are accounted for as
property and equipment.

The carrying value is whiten down immediately to its recoverable amount. The estimated useful life
is reviewed and adjusted when appropriate.
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Depreciation is calculated on a straight-line basis over the estimated useful lives of the property,
plant and equipment as follows:

Leaseheld improvements Approx 5 years
Transportation Equipment Approx. 5to 10 years
Office Equipment Approx. 2to 5 years
Land iImprovements Approx. 10 to 15 years

The useful life of each of the company's item of property and equipment is estimated based on the
period aver which the asset is expected to be available for use. Such estimation is based on a
collective assessment of similar businesses, internal technical evaluation and experience with
similar assets. The estimated useful life of each asset is reviewed periodically and updated if
expectations differ from previous estimates due to physical wear and tear, technical or commercial
obsolescence and legal or other limits on the use of the asset. it is possible, however, that future
results of operations could be matenally affected by changes in the amounts and timing of recorded
expense brought by changes in the factors mentioned above. A reduction in the estimated useful
fife aof any item of property, plant and equipment would increase the recorded depreciation
expenses and decrease the carrying value of the property, plant and equipment.

When assets are sold, refired or disposed of, the cost and related accumulated depreciation are

removed from the accounts and any resulting gan or loss is credited or charged to current
operations.

Land is not subject to depreciation.

Investment Property

Investment property are land, buildings and improvements held to generate income or for capital
appreciation or both, and are measured initially at cost, including transaction costs. The carrying
amount includes the cost of replacement when incurred if the recognition criteria are met, and
excludes regular servicing cost,

Depreciation 1s computed using the straight-ine method over the estimated useful lives of the
assets.

Transter to or from, investment property shall be made when and onty when, there is a change in
use.

Investment property is derecognized when either it has been disposed of or when permanently
withdrawn from use and no future economic benefit is expected from its disposal. Any gain or loss
on the retirement or disposal is recognized in the statements of income in the year such oceurred.

Held- to-maturity Investment

Held to maturity investmentis are non-derivative financiai assets with fixed or determinable
payments that the company intends and is able to hold to maturity and that do not meet thg
definition of loans and receivables and are not designated on initial recognition as asset at fair

value through profit or loss or as available for sale. Held-to-maturity investments are measured at
amortzed cost.

Asset Impairment

Impairment of Financial Assets

The carrying value of ali financial assets is reviewed far impairment whether events or
circumstances indicate that the carrying amounts may nat be recoverable. The identification of
impairment and the determination of recoverable amounts is an inherently uncertain process
involving various assumptions and factors including the financial condition of the counterparty,
expected future cash flows, observable market prices and expected net selling prices. in order to
determine whether negalive revaluations on investment securities correctly represent impairment,
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all investment securilies for which the market value has been significant below cost prices fcnf a
cansiderable period of time, are individually reviewed. A distinction is made between negative
revaluation due to general market fluctvations and due to issuer specific developments. The
inpairment review focuses on issuer specific developments regarding financial condition and future
prospects, taking into account the intent and ability to hold the securities under the company's long
term investment strategy.

Far AFS financial assets, a significant pralonged decline in the fair value indicates impairment. The
impaicment loss is the difference between its current fair value and its original cost. Impairment loss
- is transferred from equity to the statement of income. Reversals of impairment losses are reversed
through the statement of income, to the extent that the initial impairment loss was transferred’from
equity to the statement of income. The reversal must be objectively supported by an increase in the
fair value of the instrument after the impairment loss was recognized.

Impairment of Non-Monetary Assets

The carrying values of asseis are reviewed for impairment when changes in crcumstances indicate
the carrying values may not be recoverable. If any such indication exists and wherfe the carrying
vaiues exceed the estimated recoverable amount, the assets or cash-generating units are written
gown to their recoverable amount and impairment losses are recegnized and charged to current
cperations.

Payables and Other Payables

Trade payables are liabilities to pay for goods or services that have been received or supplied and

have been invoiced or formally agreed with the suppliers. Trade payables are not interest bearing
and are stated at their nominal value.

Accruals are habilities to pay for goods and services that have been received or supplied but have
not been paid, invoiced or formally agreed with the supplier, including amounts due o employees.
It is necessary to estimate the amount or timing of accruals, however the uncertainty is generally
much less than for provisions.

Share Cagpital

Ordinary shares are classified as squity. Incremental costs directly attnibutable to the issue of new
shares or options are shown in equity as a deduction from the proceeds, net of tax. The costs of
acquiring company's own shares are shown as a deduction from eguity attributable 10 ihe
company's eguity halders until the shares are cancelled or reissued. When such shares are
subsequently sold or teissued, any consideration received, net of directly atributable incremantal

transaction costs and the related income tax effects, is included in equity attributable to the
company's equity holders.

Retained Earmings

Retained earnings are accumulated earnings of the current and prior years which were not
distributed to stockholders as cash or stock dividends.

Appropriated Retained Earnings for expansion project fund in the amount of P7,500,000.00 for the
year 2008, additonal P2 500,000.00 for the year 2009 an additional P500,000.00 for the year 2010
and P4,303,219.03 for the year 2011.

Revenue

Revenue is recognized to the extent that it is probabte that the economic benefits wil{ flow to the
Company and the revenue can be reliably measured. The following specific recognition critena
must also be met before revenue is recognized:

o Revenue is recognized when services are rendered and when payments are received from
customers. Revenue is recorded when billings are sent ta the customers.



o Olher income is recognized when the performance of mutually agreed tasks has been
performed.

o Interest income is recognized as the interest accrues, taking into account the effective yield on
the asset.

Revenue is measured by reference 1o the fair value of the consideration received o receivable by
the Company for services provided, exciuding value added tax (VAT} and discounts.

Cosls

Costs and expenses are recognized upon ulilization of the service or at the date they are incurred.

Retirement Benefits Cost

The Company has not established a formal retirement benefit plan; hence it does not make any
contributions to any such pian.

The Company also contributes to a retirement benefit ptan maintained by the Social Security
System, which is considered as a defined contribution plan.  The contributions recognized with
respect to defined contribution plans are expensed as they fall due. '

Short-term Benefits

The Company recognizes a liability net of amounts already paid and an expense for services
rendered by employees during the accounting period. Shart-term benefits given by the Company to
its employees include compensation, social security confributions, short-term compensated
absences, bonuses and other non-monetary benefits.

Income Taxes

Current tax assets or liabilities comprise those claims from, or obligations to, fiscal authorities
relating to the current or prior reporting peried, that are uncoilected or unpaid at the balance sheet
date. They are calculated according to the tax rates and tax laws applicable to the fiscal periods to
which they relate, based on the taxable profit for the year. All changes to current tax assets or
liabiliies are recagnized as a compenent of tax expense in the income statement.

Deferred income tax is provided for using the balance sheet liability method which focuses on the
tamporary differences between the tax base of an asset or liability and its carrying amount 0 the
balance sheet. This is measured at the tax rate expected to apply to the period when the asset is
realized or the liability is settled, based on tax laws that have been enacted or substantively
enacted at the balance sheet dale.

Under the halance sheet liability method, with certain exceptions, deferred tax habilities are
recognized for all taxable temporary differences and deferred tax assets are recognized for _aII
deductible temparary differences and the cary forward of unused tax losses and unused tax credits

to the extent that it is probable that taxable profit will be available against which the deferred tax
assets can be utilized.

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

the extent that it is probable that sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be utilized.

Deferred tax assels and liabilities are measured at the tax rates that are expected to apply to the
period when the asset is realized ar the liability is seitled, based on tax rates and tax laws that have
been enacted or substantively enacted at the balance sheet date.

Deferred tax assets are nol recogrized as the balance sheet date, when it is prabable that
realization or settlement of such deferred tax assets will be remote. Unrecognized deferred tax



- 15 -

assets are re-assessed at each balance sheet date to determine whether recognition 1s deemed
appropriate.

Leases

Leases in which a significant portion of the risk and rewards of ownership are retained by the le_ssor
are classified as operating lease, Payments under the aperating lease agreements are recognized
as expense on a straight-iine basis over the term of the lease.

Provisions

Provisions is recognized only when the following conditions are present (a.) the Company has a
present obligation {legal constructive) as a resull of past event; (b) it is probable that an outflow of
rescurces empbodying economic benefits will be required to settle the abligation; and (c) a reliable
estimate can be made on the amount of the obligations. If the effect of the time value of money is
material, provisions are determined by discounting that expected future cash flows at a pre-tax rate
that reflects current assessment of the time of money and where appropriate, the risks specific to

the liability. VWhere discounting is used, the increase in the provisions due to the passage of time is
recognized as interest expense.

Related Parties

Parties are considered related « one party has the ability to control the other party or exercise
significant influence over the other party in making financial and operating decistons. Individuals,
associates or companies that directly or indirectly control or are controlled by ar under common
control are consklered related parties.

Transactions between related parties are accounted for at arm's length prices or on terms similar ta
those offered to non-related entities in an economically comparable market

Contingencies

Contingent liabilities are not recognized in the company’s financial statements but are disclosed
unless the possibility of an outflow of saurces embodying economic benefit is remote.

Contingent asset is not recognized in the company's financial statements but disclosed when an
inflow of economic benefit is probable.

Earnings (Loss) Per Common Share or E (L} PS

Basic E (L) PS is calculated by dividing the net income or loss for the period atiributable to common
shareholders by the weighted average number of common shares outstanding during the period,
after giving retroactive effect to any stock dividend declarations during the period, «f any.

Subsequent Events

Post year-ended events that provide additional information about the company's paosition at balance
sheel date, if any, are reflected in the company's financial statements. However, post-year end

events thal are not adjusting events are disclosed in the notes to financial statements when
materiat. ‘

Dividend Distribution

Dwidends distributions to the stockholders are recognized in the financial statements as a fiability in
the period in which the dividends are approved by the company's board of directors, if applicable.

The company has not declared cash or stock dividends as of December 31, 2011 and 2010.
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Comprehensive Income

The componenls of other comprehensive income include the following (1) Changes in revaluation
surplus (IAS 16 and IAS 3B} (2) Actuarial gains and losses on defined plans recognized 0
accordance with I1AS 19 (3) gains and losses arising from translaling the financial statements of a
foreign operation (I1AS21) {4) Gains and losses on re-measuring available for sale financial assets

(IAS39) (5) The effective portion of gains and losses on hedging instruments in a cash flow hedga
(IAS 39).

3.  Significant Accounting Judgments and Estimates

The preparation of the financial statements in accordance with PFRS for SMEs requires the
company to make estimates and assumptions that affect the reported ameunt of assets, liabilities,
income and expenses and disclosure of the contingent assets and contingent liabiliies. Future
events may accur which will cause the assumptions used in arriving at the estimates to change.

The effects of any change.in estimates are reflected in the financial staiements as they become
reasonably determinable.

Estimates and judgments are continually evaluated and are based on historical experience and

ather factors, including expectations of future events that are believed to be reasonable under the
circumstances,

A Judgments

In the process of applying the company's accounbing policies, management has _made the following
judgments, apart from those involving estimation, which have the most significant effect on the
amotnt recogiized in the financial statements:

{a.) Funchional Currency

The company has determined that its functional currency ts the Fhilippine peso which is the
currency of the primary environment in which the company operates.

(k) Distinction between Investment Properties and Owner-managed Properties

The company determines whether a property qualifies as investment property. In making its
judgment, the company considers whether the property generated cash flows largely independently
of the other assets held by an entity or for capital appreciation.

{c.) Operating Lease
The company has entered into a lease agreement as lessee. Critical judgement was exercise by
the management to distinguish lease agreement as eitner an operating or fnancing lease by

looking al the transfer or retention of significant risk and rewards of ownership of the properties
covered by the agreement.

(d} Provisions and Contingencies

Judgment is exercised by the management to distinguish between provisions and contingencies.

Policies on recognition and disclosure of provision and disclosure of contingencies are discussed in
Nate 2.

B. Estimates

The estimates and assumptions used in the financial statements are based upon managenent's
evaluation of the relevant facts and circumstances of the company’s financial statements. Actual
results could differ from those estimates. The following are ihe relevant estimates performed by the
management on its December 31, 2011 and 2010 financial statements:

(&) Allowance far Doubltful Account

Allowance for doubtful accounts is maintained at a level considered adequate to provide for
potentially uncollectibte receivables. The level of allowancs is based on past collection experience
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and other factors that may affect collectibles. An evaluation of the receivables, designed o Wdenlify
potentiai charges to the allowance, is performed on a continuous basis throughout the year. The

amount and liming of recorded expenses for any period would therefore differ based on the
astimates made.

(b.} Useful Lives of Property, Plant and Equipment and Investment Property

The company estimates the useiful lives of property, plant and equipment and investment property
based on the period over which the assets are expected to be available for use. The estimated
useful lives of properiy, plant and equipment and investment property are reviewed periodically and
are updated if expectations differ from previous estimates due to wear and tear, technical or
commercial obsolescence and legal or other limits on the use of the assets. In addition, estimation
of the useful lives of property, plant and equipment is based on collective assessment of industry
practice, internat technical evaluation and experience with similar assets. It is possible, however,
that tuture results of operations could be materiaily affected by changes in estimates hrought about
by changes n factors mentioned above. The amounts and timing of recorded expenses for the any
period would be affected by changes in these factors and circumstances. A reduction in the
estimated useful lives of property, plant and equipment and investment property would increase
recorded operating expenses and decrease non-current assets.

{c.) Assets Retirement Obligation

Investment estimated cost of dismantling and restoration of building and leasehold improvements
for which the company is liable. The estimated cost was initially based on a recent cost to dismantle
faciities. This was adjusted to consider estimated incremental annual cost up Lo the end of the
lease termy. The estimated dismanlling cost was recorded as cost was incutred.

{d.) Realizable Amount of Deferred Tax Assets _
The company reviews its deferred tax assets at each balance sheet date and reduces the carrying

armount to the extent that it is no longer probable that sufficient taxable proiit will be available to
allow all or part of the deferred tax assets to be utilized.

(2.} Impairment of Non-financiat Assets

The company performs an impairment review when certain impairment indicators are present,
except for intangible assets with indefinite useful lives. Though management believes that the
assumplions used in the estimation of fair values refiected in financial statements are appropriate
and reasonable, significant changes in these assumptions may materially affect the assessment of

recoverable values and any resulting impairment loss could have a material adverse effect an the
results of operations.

(f.) Financial Assets and Liabilities

PFRS requires certain financial assels and liabililies to be carried at fair value, which requires use
of extensive accounting estimates and judgments. VWhile significant components of fair vaiue
measurement were determined using verifiable objective evidence (ex. Foreign exchange rates,
interest rates and volatility rates), the amount of changes in fair value would differ if we ulilized
different valuation methodology Any changes in fair value of these financial assets and liabilities

would affect directly the statement of income and expenses and the statement in the change of
equity. o

4. Financial Risk Management

Risk Management Objectives and Policies

The company’s principal financial instruments, other than derivatives, comprise o cash and short-
term deposits. The main purpose of these financial instruments is to raise funds for the company's

operation. The company has a various other financial assets and iiabilities such as trade
receivables and trade payables which arise directly from its operations.
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The Company’s activities expose lo a variety of financial risk. The main risk arising from the
company's financial instruments are market risk, interest risk, liguidity risk and credit risk. Risk
management is carried out by the Chief Financial Officer and is coordinated under the direction of
the company's Board of Directars. The company's overall risk management program seeks to
minimize potentiai adverse effects on the financial performance of the company. The policies for
managing specific risk are summarized hetow:

Governance framework

The Company has established a risk management function with clear terms of reference and with the

responsibility for developing policies on market, credit, liquidity and operational risk. 1t also supporis
lhe effeclive implementation of policies.

The policies define the Company's identification of risk and its interpretation, limit structure to ensure

the appropriate quality and diversification of assets to the corporate goals and specify reporting
requirements.

Capital Management Framework

The Company's risk management function has developed and implemented ceriain minimum stress
and scenario tests for identifying the risks to which the Caompany are exposed, quantifying their impact
on the volatility of economic capital. The results of these tests, particularfy, the anticipated impact on
the realistic statement of financial position and revenue account, are reported to the Company's risk
management function.  The risk management function then considers the aggregate impact of the

overall capital requirement revealed by the stress testing to assess how much capial is needed to
mitigate the risk of insolvency to a selected remote level,

Financia| Risk

The Campany is also expased o financial risk through its financial assets_anq financial liahilities.
The most important components of these financial risks are credit risk, liguidity risk and market nsk.

a. Markes risk
1. Price risk

The company's exposure to price risk arises from the fluctuations in the cost of revenue and
operating expenses.

b. Interest risk

The company's exposure to the risk far changes in market interest rates relates primary 0 the
company’s long term obligation. Since for the year the company's long term-debt is due on the next
period and is less than 90 days. It is classified as current liabilities. The other financial instruments
are noninterest-bearing and are therefore nat subject to interest rate risk.

c. Liguidity risk

The company is subject to liquidity risk. The company itself has a possibility to encounter difficulty in
meeling cammitments associated with financial liabilities. Arises because of the possibility which
depends on its subsidiaries, that Basic Environmental Services Technologies, Inc. could be
required to pay its liabilities earlier than expectad or later than the demandable date due.

Basic Environmental Services Technologies, Inc. has significant concentrations of liquidity risk in its
investment properties,

Prudent liguidity risk management implies sufficient cash, the availabilily of fundin_g through an
adequate amount of committed credit facilities and the ability to close out market positions. Due to
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dynamic nature of the underlying business, the company aims to maintain flexibility in funding by
keeping committed credit lines available.

The company also ensures that there are sufficient, availabie and approved working capital lines
that it can draw from anytime. It maintains an adequate cash and cash equivalents in the event of
unforeseen interruption of its cash collections. The company also maintains accounts with several
refationship banks to avoid significant concentration of cash with one institution.

The table below summarnizes the maturity profile of the company's financial liabilities at December
31, 2011 with comparative figures of December 31, 2010:

Beyond § _Na Definite
2015 Ln Uemang years FPeriad Tolal
Accounls Payable p 4,286,36836 P 74.025 82055 P - P 7B,312,167.91
Ohey Long term
Liabililies e e e mer 235,069 723.45 236,869, 723.45
Tolal P 4.286,36836 P 74,025.82955 P 235869,72345 P 314,181,921.36
Beyond 5 _No Defiile
2010 _On Demand years Penog lalal
Accounts Payable P 129213805 P .p ' .P 4,292.138.05
Cther Long lenn
Liabilitizs o _ 100,283,934 06 100.283.934.06
Tolal P 129213805 P 000 P 100,283.934.06 P 101 576,072.14

d. Credi risk

The company trades with only recognized, creditworthy third parties. Customers who wish to trade
on credit terms are subject to credit verification procedures, In addition, receivable balances are

monitored on an ongoing basis with the result that the company's exposure to bad debts is not
significant.

Since the Company trades only with recognized third parties, there is no requirement of collateral.
The tabie below shows the maximum exposure to credit risk for the components of the year 2011
and 2010 statement of financial position activities.

Gross Maximun; Exposure

2011 2010
Cash P 7,854, 448.03 P 1,968,560 68
Receivable 49,710,787.66 9,623,518.81

Total P - 57,565,235.69 P 11,592,079.49
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The aging analysis of financial assets as of December 31, 2011 and 2010 shows no impairment of
receivable as of the period

MNeiher Pass Due Pas| Due bul nol Impaired Tatal
2011 ngs linpaired 31 lo 60 Days 61-90_Days
Cash P 7.854,448.03 - P 7,894 ,444.03
Receivable _....39,986,00524 . 47973215 o...3244,060.27 _..A9.710,787 66
Total [ 188,737,054.93 P 54,047.848.77 F 32,428,709.26 P 57.564,235.60
Neither Pass Due Past Due bul not Impaired Total
2010 nor_impaired 31 lo 60 Days 61-890 Days
Cash P 1,968,550.68 P - P - [ 1,964 360 .58
Receivabie - 6543,092.79 _..1824.703.76 oo Msageaag o 962351881
Talal P 21808403289 P 6294559834 P 37,767,359 0r P 11.592,079.49
5. Cash
2011 ] L 2010
Cash P 7,854,448.03 P 1,968,560.68
6. Trade and other receivables
2011 2010
Trade and other receivablas (o 49 710787668 P 9,823 518.81

Receivabie trade was made in the ordinary course of business operations while receivable others
are to third parlies who are not in the ordinary course of business.

No provision for doubtful accounts was made on the receivable as they were all within the current
period and management believes that all the accounts can be collected within a reasonable time.

7. Other Current Assets

This account consists of the following:

2011 2010
Inpuit tax P 355,761.88 P 419,542.80
Prepaid expenses o 11,381,217.45 2,823,809.64
Tatal P 11,736,87933 P 3,243,352 .44

These are recorded at historical costs. Input taxes are prepayments made to the Bureau of Internal
Revenue which can be claimed in the next accounting period.. Input tax can be used ta offset
against the output tax in the next accounting period. Prepaid expenses are advance payments far
future expenses which can be claimed as taxable deductions in the next accaunting periad.
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Property and Equipment-net

The mavement of property and equipment are as follows:

Leasehuold Transportaiion Office Cevelopmenl Land/Dev.
o _Improvements __Equipment equpment Cosl Payalas Cost-Morong Talal
Begnmy P 107252273 P 14,874.315.77 P FRINET P P 63,813.650.00 F 76,833 215.77
Add MNew Acquisiion 30,704.,000.00 46 807 41 86,350,854 70 83,603,233.2% 200,700 699306
Less. Disposal - - R R
Less Imparment . e - - - B
Total =4 10252273 P 42,574,315.77 P 11933468 P 86,350,858.70 P 147 41686325 P 277533491513
Less: Accumulated
Depreciaton . 107252273 1,738.360.22 96,311.20 17,270,171.74 18,170,525 66 49,345,891 55
Met Book Value 2017 P - P 29.837,95555 P 2302348 P 69080686 95 P 129,246,357.59 P 228,188,023 5/
Schediule ol
Accumulated
Deprecialion
Foi lhe year 2011
Leusehold Transportation Oilica Developmenl Land/Dev
- Equipment equipment Cost Payatas Cost-parcng Tolal
Seguning Balance P 107252273 P 10,179,026 89 P 727212 P - P - P 1132327684
Add: Depiecauon N
Expense N - 2,558,333.33 23.583.94 17,270,171 74 18,170,525 66 38,022 644 67
Accumulaled .
Deprecialion P 107252273 P 1273636022 P 95,311.20 P 17,270,171.74 P 1B,170.52568 P 49,345 B%1.58
With Comparative Figures for the year 2010

Scheduke of Fropey and

Equipmeanl

For e year 2000

Leasehold Transporialion Qffice
. __lmprovemenls Equipment aquipment Land Total

Begmning P 1,072,522.13 P 11.874,31577 P 7272727 P 6381365000 P 76.833,214.77

Add: New Acquisilion - R R - .

lass; isposat R . - B R

Less. limpairmenl . - - - - S

Tolal [ 107252273 P 1187421577 P 7272727 P B3.B13650.00 P T6.833.215.77

Less' Accunulaled Depreciaion 107252273 10,178,026 69 e Rt SRS, P - -24: 3R

Net Book Value 2010 P - P 1696238888 P - P B3B1365000 P 65,509,938.89

Schedule of Accumulaled

Depreciation

For lhe year 2010

Leasehold Transporlation Office
oo dmpovements Equipment - equpment_ . TJa&

Beginning Balance P 854,01819 F 2,344 92763 P 58, 1A1.81 4 31261,127.6G3

Add. Depreciauon Expense L _..214,504 54 _7,833.089.26 14,545,486 8.062,1449.25

Accumulaled Deprecialion P 107252273 P 10,176.026.89 P 7272727 P 11,323,276.88

Land is not subject to depreciation since it is not a depreciable asset.

These are properties of the company without restrictions and without pledge as secunty for its

liabilities.



9,  Investments

2011 2010
Investment in stocks P 31,999,800.00 P 31,695,900.00
Investment in Long tenm time deposi{ 1,738,822.56 1,738,822 .56
Tatal P 33,738,72256 P 33,738,722.56

The investment in stocks is the investment of the company with Metro Clark Waste Management
Corporation. The investment in stocks consists of 319,599 common stocks with par value of P100
per share. This investment represents 15.99% on the total paid up capitat of Metro Clark Wasle
Management Corporation. lnvestment in fong term deposits are long term bonds acquired from
G3Is.

10. Trade and Other Payables

2011 2010
74,025,829.556 ¥ 1,031,091.31

Trade and other payables P

Trade and others payables are actually compose of cash deposits ar advances made by the
contracting parties, payable to suppliers acquired materials of the company These contracling
parties are customers of BESTi to whom BEST! is committed to render its services and to whom
they are committed to pay BESTI upon completion of the Project. It is also compose of payable
others such as employees' benefits remittances, accruals of expenses and tax remittance ta the
Bureau of Internal Reavenue.

11. Other Current Liabilities

2011 2010
income tax payabie P 193911441 P 24B8,634.95
Accrued expenses 1,418,658.64 6,624.00
Output VAT 853,828.50 -
Accounts payable-ES| 37,665.07 -
55§ centributions payable 16,153 20 1,933.20
Pag-ibig payable 3,900.00 500.00
PHIC payable 3,637.50 712.50
S55 loans payable 2,750.02 892.70
Withholding tax-at source 2,357.16 £89.29
Withholding tax-wages 1,424 62 268.87
Pag-ibig loan payable 70000 _ ~ B850.23

Total P

4280.189.12 P 26104674

These payables were used as working fund in the operation of the business. These are non-interest

bearing, no collateral and has no fix term of repayment. Payabl

e comprises of payable in the

ordinary course of business operation. They are for a period of one year. Accounts payable are

from suppliers and stated at their invoice value. Other paya

bles are accruals payable to S88, PRHIC,

HDMF and BIR. The management considers the carrying amounts of trade and other payabies
recognized in the statement of financial position to be a reasonable approximation of their fair
values due to their snort term duration. Trade and other payables are non-interest bearing and are
settled within a short period of time.
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12. Long-term Liabilities

L20mn 2010

Long Term Liabilities P 23586072345 P 100,283,934 06

These long term liabilities are non-interest bearing, no collateral and no fix term of repayment.
These were advances from stockholders used in the business operations.

13. Equity
a. Share Capital

The original authorized capital stock of Basic Environmental Systems & Technologies, Inc. is
P20.000,000.00 divided into 16,000,000 shares of stock with a par value of P1.25 per share. The
subscribed capitai stock is P5,000,000.00 and the paid up capital is P1,250,000.00.

The primary objective of the company's capital management is o ensure that it maintains a strang
credit rating and healthy capital ratios in order ta support its business and maximize sharehalder
value.

The company manages its capitai structure and makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust the capital structure, the company may adjust the
dividend payment to shareholders, return capital to sharehaolders or issug new share. No changes
were made in the objectives, policies, and process during the years ended December 31, 2011 and
2010.

b, Retained Earnings

Appropriated Retained Earnings for expansion project fund in the amount of P7.500,000.00 far the
year 2008, additionai P2,500,000.00 for the year 2009, additional P500,000.00 far the year 2010
and P4,303,219.03 for the year 2011,

14. Revenue

The revenues are at net of discount and output tax in the regular operating cycle.

2011 - 2010
Revenue P 58,436,041.05 P 23,021,754 31
15. Cost of Revenue
2011 L 2010
Cost of Revenue P 27 678,317.43 P 20,157,298.25

This is composed of cost of labor, materials, utilities, equipment rentals, licenses and permits and
other expenses incuired in the completion of the projects.

16. Qperating expenses

2011 - & 2010
Qperating Expenses P 14,294,00891 P 2,035672.91

This is consists of administrative expenses incurred in its operation.



17. Income Tax Expense

Current tax assets or liabilities comprise those claims from, or abligations to, fiscal aulharities
relating ta the current or prior reporting period, that are uncollected or unpaid at the balance sheet
date. They are calculated according to the tax rates and tax laws applicable to the fiscal periods to
which they relate, based on the taxable profit for the year. All changes to current tax assets or
labilities are recagnized as a component of lax expense in the income statement.

Deferred tax is provided, using the balance sheet lability method on temporary di_fferences at the
balance sheel cate between the tax base of assets and liabilities and their carrying amounts for
financial reporting purposes.

Under the balance sheet liability method, with certain exceptions, deferred tax tia_biiities are
recognized for all taxable temporary differences and deferred tax assets are recognized for ;u
deductible temparary differences and the carry-forward of unused tax losses and unused tax credits

to the extent that it is probable that taxable profit will be available against which the deferred
incame tax asset 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 probable that sufficient taxable profit will be available to altow ali or part of the
deferred tax asset to be utilized.

(leferred tax assets and liabiiities are measured at the tax rates that are expected to apply 1o lhe
period when the assel is realized or the liability is settled, based on tax rates and tax laws that have
been enacted or substantively enacted at the balance sheet date.

Most changes in deferred tax assets or liabilities are recognized as a component of tax expense in
lhe incame statement. Only changes in deferred tax assets or liabilities that relate to a change in

value of assets ar liabilities that is charged directly to equity are charged or csedited directly to
equity.

Change in Applicable Rate

On May 24, 2005, Republic Act (RA) No. 9337 was enacied inte law amending the certain
provisions of the Natienal Internal Revenue Code, and became effective on November 1, 2005.
Among the changes provided for are as follows:

» Increase in corporate income tax rate from 32% to 35% untid January 1, 2009, and 30%
thereafter.

v Grant of aulharity to the President of the Philippines to increase the value-added tax (VAT) rate
from 10% to 12% subject to compliance with certain econamic conditions. [The VAT rate was
increased 10 12% effective February 1, 2006 ]

o Expanded scope of transactions subject to VAT,

Optional Standard Deduction

Effective Juty 2008, Republic Act 9504 was approved giving corporale taxpayers an option 1o claim
itemized deduction or optional standard deduction (OSD) equivalent to 40% of gross income. Once

the option ta use OSD is made, it shall be irrevocable for the taxable year for which the option was
made.

in 2011 and 2010, the Company opted to continue claiming itemized deduction.

The company is subject to the comparison of the minimum corporate income tax (MCIT} which is
2% of the gross profit.

The company is subject to the comparison of the minimum corporate income tax (MCIT) which is
2% of the gross profit and compared with the regular tax rate of 30% far the year 2011 and 2010.
As per Bureau of Internal Revenue, the higher value between the two shall be the tax due. Since
the schedule of camparative figures of MCIT and regular tax rate below shows that the regular tax



is higher than the MCIT. The income tax due isP1,839,114.41 and P248,634.95 for the years 2011
and 2010 respectively.

2011 2019
Financial income P 6,484 31217 P 828,783.15
Less: Interest thcome 20 597.46 -
Taxable tncome 6,463 714.71 828,783.15
Tax Rate 30% 30%
Tax Due- Normal Income Tax P 1,939,114.41 P 248, 634.95
Gross Income P 2075772362 P 2,864,456.06
Tax Rate 2% 2%
Tax Due- MCIT P 415 154.47 P 57,289.12

18. Related Party Transaction

The company is wholly owned hy the stockholders which exercises significant influence in the
business operations of the company.

In the ordinary course of business, the company has transactions with its stockholders. These
unsecured loans were used by the company for operation activities. These |oang are non-interest
and have no fix term of repayment. These include advances from stockholders as follows:

2011 L 2010
Advances fram Stockholders P 235,869,72345 P 100,283,934.06

19. Earpings per Share

The company issues only one class of stock, common stock; therefore there are no items that will
dilute the earnings per share of the company:

2011 2010
Profit for the year ' F 454519776 P 580,148.20
Civided by average number of
capital stock issued during the period N 1,000,000 o 1,000,000
Earnings Per Share P 455 P 0.58

20. The carrying value and estimated fair vatue of the Company's financiai assets and liabilities as
of the yaar ended December 31, 2011 and 2010 are presented below:

2011 2010 B

Carnrying value Fair Value Carrying value Fair Value
Financial
Assets:
Cash P 7,854,448.03 P 7.864 44803 P 1,968,560.68 P 1,968,560.68
Recewables 49,710,787.66 49,710,787 66 _ 9623,518.81 9,623,518.81
Total P 5756523569 ¥ 5756523565 P 11,692 07949 P 11,592,079.49
Financial
Liabilities:
FPayabie P 78,306018.67 P  78,306,01867 P 1,292,13805 P 1,292,138.05
fong term
Liabilties 235,869,723.45 235,8589,723.45 100,283,934.06 100,283,834.06
Total P 314,175,742.12 P 31417574212 P 10157607211 P 101,576,072.11




21. Uncertain Tax Position

The company has no uncertain tax position as of December 31, 2011 under the tax laws of the
Philippines.

22. Contingencies and Commitments

Tha company has lease agreements with its lessor and is renewable upon mutual agreement of
both parties

The future minimum income far the aperating lease will be as follows:

S i} } . |20
Present Value of
. _Period Future Payment Future Payment
Nolaterthantyear P 78000000 P ____ 74285640
Total P 78000000 P 742 856.40

23. Supplementary Tax information under BIR- RR 15-2010 and RR 19-2011

The BIR Ruling RR 15-2010 and RR 19-2011 require that in addition to the disclosures mandated
by the Philippine Financial Reporting Standards, specific information regarding various taxes are
included in this nates to financial statements that will accompany the income tax returns that will be
submitted to the Bureau of Internal Revenue. Please refer below for the supplementary schedule of
taxes.

The schedule of sales, costs and operating expenses are disclosed in Notes 14,1516 and 17,

The company is a VAT-registered company with VAT autput tax declaration as follows:

1) Value-Added Tax (VAT) 2011 L BOO
T T T T T T T T Rl Culput Nel Sales Annua) Output
a) QUTRUT TAX Net Sales Amount Tax Amourit Tax
12% VATable Sales 5G,000.00 6,720.00 - -
Govermment Sates 58,380,041.05 7,005,604.93 23,021,754.31 2,762,610.52

Zero Raled Sales
VAT Exempl Sales _ - . I —

Tatal Sales _ 58.436,041.05 7.012.324.93 23,021,754 31 276261052

The details of input taxes are as follows:

B) INPUT TAXES

Annual lnput Tax Anpual Input Tax

Begioning of lhe year (Excess from Last Year) 419 542 80 1,820,439 40
Add: Current year's Domestic
Purchases Purchase Amt Purchase Amt

Goods Oiher Than for

Resale 8901,537.95 1,068,184.55 938,284 .00 112,594 08

Purchase of Services 5934358 633 712,123.04 620.000.00 74 ,400.00

Inpul tax on sale to

governmenl 049331600 1.139,107.20 9,789,332.00 1,174,719.64
Less: Cidims againsl outpud tax (2.953,285.71) {2,762.610.52)
Balance al lhe end of the Year 35576188 . M9.543 80

The company has no importation transactions during the year.
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Details of taxes paid are as follows:

e 00
Mayor's Permit (Tota! for the year) P 11460136 P 50,442 98
Annual BIR Registration 500.00 500.00
Real Property Taxes on Land 293,270.40 496,794.54
Cedula 10,500.00 10,500.00
LLOA Discharge permit 14,600 00 — T
Total P 433,861.76 P 558,237.50
Total withholding taxes during the year as foliows:
2011 o _..._2010
Tax on Compensation & Benefits P —A’A12‘",660‘.'18 P 3.049.95
Expanded/Creditable Withholding Taxes 11,785.80 15,544.13
Final Withholding Taxes e -
Total P 172438593 P 18.594.08

The Company has no final assessment notices and or form

| letter of demand from the Bureay of

Internal Revenue of any alleged tax deficiencies, VAT and \!\fthholding taxes.

The Company has no pending tax case or any litigation, or lawsuit of any kind outside the

administration of the BIR as of December 31, 2011,

The company settted the following LOA pertaining to taxable|year 2010:

_Basic

o ____itesst  Compromise _____ Towal __
incame tax P 618750 P 134269 P 1,500.00 P 9.030.19
Vat 205,203.18 54,789 25 16,000.00 275,992.43
Wilthholding -Expanded 25,340.45 6,7%5,90 3,000.00 35,106.35
Miscellaneous taxes o 30.000.00 30,000.00
Total p 23673113 P 62897.84 P 50,500.60 P 350,128.97

[

|




BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.

105 G/F Parc Royale Condominium, Dona Julia Vargas St., San Antonio, Pasig City

TIN: 222-200-304-000

Staterment of Retained Earnings Available for Dividend Distribution
Unappropria‘ted Retained Earnings, beginning
Add: Net Income actully earned/realized during the period

Net income during the period tlosed to Retained earnings P
Less: Nan-actualunrealized income net of tax
Equity in net income of associatefioint venture P
Unrealized foreign exchange gain
Fair value adjustmeng
Adjstment due to deviation from PFRS

4,545,197 .76

4,545,197 76

Subtotal p

Add: Non-actual losses
Realized income categorized as unrealized in previous year
Depreciation on revalution increment (after tax)
Gain on revaluation of investment property (after tax)

Sulbtotat p

MNet income actually earned during the period

Less: Appropriations during the period

Retainec; earnings available for dividend declaration
Add: Revertions of appropriations

TOTAL RETAINED EARNINGS, END AVAILABLE FOR DIVIDERD DISTRIBUTION

P

758,021.26

4,545,197 76

4,303,219.02

1,000,000.00

1,000,000.00




Basic Environmental Systems & Technolegies, Inc.
105 GIF Parc Royale Condominium, Dona Julia Vargas St., San Antonig, Pasig City

Summary of Philippine Financial Reporting Standards (PFRS}

For the year ended December 31, 2011

PFRS No. Status Description

PFRS 1  |adopted Trirst-time Adoption of Philippine Financial Reporting Standards

PFRS 2 not applicable Share-based Payment

PFRS 3 not applicable Business Combinations

PIRS 4 adopled Insurance Contracts

PFRS S not applicable Non-current Assets Held for Sale and Discontinued Operations

PERS 6 not applicable Exploration for and Evaluation of Mineral Assets

PFRS 7 adapted Financial Instruments: Disclosures

PFRS 8 not applicable Operating Segments

PFRS 9 adopted Financial Instruments

PFRS 10 |January 1, 2013 adoption Consolidated Financial Statements

PFRS 11 |January 1, 2013 adoption Joint Arrangements |

PFRS 12 [January 1, 2013 adophion Disclosure of Interest in Other Entities .

PFRS 13 |January 1, 2013 adoplion Fair value Measurement ]
PAS No. Status Description

PAS 1 Tadopted Presentation of Financial Statements ]

PAS 2 adopted Inventories

pAS 7 adopted Statement of Cash Flows ]

PAS B adopted Accounting Poficies, Changes in Accounting Estimates and Errors ]

r_PﬂS 10 . |adopted Events after the Reparting Periad —]

PAS 16 adopted Property, Plant and Equipment ]

PAS 17 adopted Leases

PAS 19 not adopted Employee Benefits B

PAS 20 not applicable Government Grants and Disclosure of Government Assistance

PAS 21 not applicable The Effects of Changes in Foreign Exchange Rates

PAS 23 adopted Borrowing Cost

@S 24 adopted Related Party Disclosures

PAS 27 not applicable Consolidated and Separate Financial Statements

PAS 28 not applicable Investments in Associates

PAS 29 not applicable Financial Reporting in Hyperinfiationary Economies

PAS 31 not appiicable interest in Joint Ventures

PAS 32 adopted Financial Instruments: Presentation

PAS 33 adaopted Farnpings Per Share

PAS 34 not applicable interim Financial Reporting

PAS 36 adopted impairment of Assets

PAS 38 not applicable Intangible Assets

PAS 39 adopted Financial instruments: Recognition and Measurement

PAS 40 adopted Investments Property

PAS 41 not applicable Agriculture




JULIUS L. ARIBBAY

Odd-A Boni Avenue,
Mandaiuyong City
QU17-323-3662
334-00-33 Telelax
Julesaribbayiilyabao.can

Report of Independent Auditor

The Bouard of Directors and Stockholders

BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.
105 G/F Pare Royale Condominium, Dona Julia Vargas St.,

San Antono, Pasig City

I bhave audited the financtal statements of BASIC ENVIRONMENTAL SYSTEMS &
TECHNOLOGIES, INC. for the year ended December 31, 2011, on which | haye rendered the
attached report dated July 23, 2012,

In compliance with SRC Ruyle 68, | am stating that the above Company has five (5)
stockholders vwning one hundred (100) or more shares.

LLicens —3002
£ PRC Reg. No. BOA: 5053
Valid up o December 31, 2014
Tax ldentification No. 215-629-422
BIR Accreditation No. 07-000423-1-2012
Valid up to March 28, 2015
P.TR. Noo 15311437, January 10, 2012, Mandaluyong City

July 23,2012



JULIUS L. ARIBBAY

Babd-A Bant Avenug,
Mandaluyang Uity
17-323-1662
33:-00-33 Telelax
Jubesaribbaygyahoo coim

Report of Independent Auditor

The Bouard of Directors and Stockholders

BASLIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.
105 G/F Pare Royale Condominium, Dona Julia Vargas St.,

San Auntonio, Pasig Cily

I have audited the hmancial statements of BASIC ENVIRONMENTAL SYSTEMS &
TECHNOLOGIES, INC. {or the year ended December 31, 2011, on which 1 have rendered the
attached report dated July 23, 2012,

In compliance with Revenue RegulationV-20, 1 am slating that 1 am not related by
consanguinity or aftusity to the president, manager or principal stockholders of the
company.

countant
/ C.Pg ; 3062
© PRE-Rep. No TBOA: 5053

Valid up to December 31, 2014
Tax ldentification No. 215-629-422
BIR Accreditation No. 07-000423-1-2012
Valid up to March 28, 2015
PT.R. Noo [311457, Tanuary 10, 2012, Mandaluyong City

July 23,2012



BASIC ENVIRONMENTAL SYSTEMS & TECHN! OLOGIES, INC.
UNAUDITED STATEMENT OF FINANCIAL POSITION

As of September 30, 2012
{With comparative figures of December 31, 2011)

Notes 2012 2011
ASSETS
CURRENT ASSETS
Cash 25 p 3,730,184.45 7,854,448.03
Trade and other receivables 2,6 175,497,175.20 49,710,787.66
Other Current Assets 2,7 17,468,786.01 11,736,979.33
Total Current Assets P 196,696,145.66 69,302,215.02
NONCURRENT ASSETS
Investments 29 P 33,744,391 11 33,738,722.56
___ Property and equipment, net 2,8 461,361,182.10 228,188,023.57
Total Noncustent Assets P 495,105,573.21 261,926,746.13
TOTAL ASSETS P 691,801,718.87 331,228,961.15
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Trade and other payables 2,10 P 10,283,306.20 74,025,829,55
Other Current Liabilities 2,11 134,311,366.99 4,280,189.12
Total Current Liabilities P 144,594,673.19 78,306,018.67
NONCURRENT LIABILITIES
Long Term Liabilities 2,12 p 472,440,510.27 235,869,723.45
Total Noncusrent Liabilities P 472,440,510.27 235,869,723.45
EQUITY
Share Capital 2132 P 20,000,000.00 1,250,000.00
Retained Earnings- Appropriated 2,13b 14,803,219.03 14,803,219.03
Retained Eamings-Unappropriated 2 39,963,316.38 1,000,000.00
Total Equity P 74,766,535.41 17.053,219.03
TOTAL LIABILITIES AND EQUITY P 691,801,718.87 331,228.961.15

See accompanying notes to financial statementy



BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.
UNAUDITED STATEMENT OF COMPREHENSIVE INCOME

For the period Ended September 30, 2012
(With comparative figures of December 31, 2011)

Notes 2012 2011
Revenue 2,14 142233,779.47 P 58,436,041.05
Cost of Revenue 2,15 §9,205,160.78 37,678,317.43
Gross Profit 53,028,618.69 P 20,757,723.62
Other Income 2 - 20,597.46
_Operating Expenses 2,16 14,065,302.31 14,254 (08.91
Operating Income before tax 2 38,963,316.38 P 6,484,312.17
Provision for Income Tax AL - 1,939,114.41
Net Income after Tax 38,963,316.38 P 4,545,197.76
Add: Other Comprehensive Income,
net of tax 2 - -
Profit for the year 2 38,963,316.38 P 4,545,197.76

See accompanying notes to financial Satemerds
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BASIC ENVIRONMENTAL SYSTEMS & TECHNOLOGIES, INC.

UNAUDITED STATEMENT OF CASH FLOWS
For the period ended September 30, 2012
(With comparative figures of December 31, 2011)

_ Notes 2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Profit for the year 2.0 38,963,316.38 /P 4,545,197.76
Adjustment for:
Depreciation Expense 2,8 20.937,395.80 38,022,614.67
____Operating income before working capital changes 59,900,712.18 42.567,812.43
(Increase) Decrease in Current Assets
Trade and other receivables 2,6 (125,786,387.54) (40,087,268 85)
Other Current Assets 2,7 (5,731,806.68) (8,493,626.89)
Increase (Decrease) in Current Liabilities
Trade and other payables 2,10,11 66,288,654.53 77,013,880.63
Net Cash provided by operating activities (5,328,827.51) /P 71,000,797.32
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of Invesiments 29 - -
Acgquisition of Property and Equipment 2.8 (254,110,554.32) (200,700,699.36)
Net cash used in investing activities (254,110,554.32) (200,700,699.36)
CASH FLOWS FROM FINANCING ACTIVITIES
Increase in capital 18,750,000.00
Long term liabilities 2,12 236,564,785.38 135,585,789.39
Net cash provided by financing activities 255,314,785.38 135,585,789.39
NET INCREASE (DECREASE) IN CASH (4,124,263.58) 5,885,887.34
Cash, beginning 2.5 7,854,448.03 1,968,560.68
CASH, END 25 3,730,184.45 7,854,448.03

See accompanying notes to financial statements



NOTES TQ FINANCIAL STATEMENTS
Basic Environmental Systems & Technologies, Inc.
September 30, 2012 and December 31, 2011

1.  Corporate Information

Basic Environmental Systems & Technologies, Inc. (BEST! or the company) is incorporated in the
Philippines on the 15" day of September 1999. The company’s registered office address is 105 G/F Parc
Royale Condominium, Dona Julia Vargas Street, San Antonio, Pasig City. It is registered with the Securities
and Exchange Commission under SEC No. A199913003.

The primary purpose of the company is to engage in the contracting and consulting business for wasle
management, public cleansing and general hygiene to provide comprehensive waste disposal Services,
including but not limited to providing technology and operation of transfer stations, land fills and other
facilities, cleaning conservancy and desalting services, and to collect, remove, transport, stoee, and dispose
dispense of any scrap, refuse, waste or sewage, whether industrial or domestic, inciuding chemical residues,
organic or inorganic, toxic or non-toxic and to recover, remanufacture, and market or tumn to account sell deal
infor otherwise dispose of chemical and other substances that may be dealt in connection with the business of
waste disposal services.

The principal officers of the company are Ms. Isabelita P. Mercado, Chairman of the Board / President; and
Mr. Francis Neil Mercado, Treasurer.

2. Summary of Significant Accounting Policies

The following summary explains the significant accounting policies which have been adopted in the
preparation of the financial statements:

Basis of Preparation

The accompanying separate financial statements of the Basic Environmental Systems & Technologies, Inc.

have been prepared on a historical cost basis. They are presented in Philippine Peso, the functional currency
of the company.

Basis of Compliance

The accompanying separate financial statements of the Basic Environmental Systems & Technologies, Inc.
are presented in conformity with financial reporting framework in the Philippines as set forth in Philippine
Financial Reporting Standards (PFRS), on historical cost and fair value bases. PFRS includes all applicable
PFRS, Philippine Accounting Standards (PAS), and interpretations issued by the International Financial
Reporting Interpretations Committee (IFRIC) as approved by the Financial Reporting Standards Council
(FRSC) and adopted by Securities and Exchange Commission (SEC).

The accounting policies have been consistently applied to all the periods presented.
Accounting assumplions and estimates are used in preparing the ‘financial statements. Although these
estimates are based on management’s best knowledge of current events and actions, actual results may

ultimately differ from those estimates.

The financial statements are presented in Philippine pesos, the Company’s functional currency, and all values
represent absolute amounts, except when otherwise modified.

Changes and Improvements jn Accounting Policies and PFRS for the vear 2011 applied by the
company

The accounting policies adopted: are consistent with those of the previous financial years, except for Fhe
policies and improvements related to the following new and amended Philippine Financial Reporting
Standards (PFRS), Philippine Interpretations of International Financial Reporting Interpretations Commuttee
(IFRIC) and Philippine Accounting Standard (PAS) which became effective on 2011. Adoption of these new
and amended standards did not have any significant effect on the company’s financial statements.
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The omnibus improvements to PFRSs were issued primarily with a view in removing inconsistencies and
clarifying wordings. The improvements to PFRS consist of those that involve accounting changes for

presenlation, recognition or measurement purposes and those involving terminology or editorial changes with
minimal effect on accounting.

The adoption of the new amended standards and improvements of amended standards did not have any
impact or effect in the financial statements of the company specifically the statement of financial position and

statement of comprehensive income. These, however, required additional disclosures on the financial
statements.

PFRS I, (May 2010) “First Time adoption of PFRS.” which became effective for annual periods beginning
on or after Janvary 1, 2011. These are amendments resulting from May 2010 Annual Improvements to

PFRSs. I applies to accounting policy changes in the year of adoption, revaluation basis as deemed cost and
the use of deemed cost for operations subject to rate regulation.

(December 2010) which became effective on annual periods beginning on or after July 1, 2011 that
replacement of “fixed dates” for certain exceptions with the date of transition to PFRSs’ The amendment
replaces references to a fixed date of 1 January 2004 with ‘the date of transition to IFRSs’®, thus eliminating
the need for companies adopting IFRSs for the first time to restate derecognition transactions that occurred
before the date of transition to [FRSs.

(December 2010) which became effective on annual periods beginning on or after July 1, 2011 that
additional exemption for entities ceasing to suffer from severe hyperinflation. The amendment provides
guidance on how an entity should resume presenting financial statements in accordance with IFRSs after a
period when the entity was unable to comply with IFRSs because its functional currency was subject to severe

hyperinflation.

The Company does not have any significant impact upon adoption of this revised standard.

PFRS 7 (May 2010) “Financial Instruments: Disclosures” which became effective on annual penods
beginning on or after January 1, 2011. These are amendments resulting from May 2010 Annual

" Improvements to PFRSs which is clarifying disclosures.

(Revised October 2010), It became effective on July 1, 2011. Amendments are enhancing disclosures about
transfer of financial assets. It allows users of the financial statements to improve their understanding the
possible efects of any risk that may remain within the entity. It also requires additional disclosures if a
disproportionate amount of transfer transactions are undertaken around the end of a reporting period. It
involves a comprehensive review of off statement of financial position activities.

The Company does not have any significant impact upon adoption of this revised standard.

PAS 1 (May 2010) “Presentation of Financial Statements” which became effective on annual periods
beginning on or after January 1, 2011. These are amendments resulting from May 2010 Annual
Improvements to PFRSs. It amends the clarification of statement of changes in equity.

The Company does not have any significant impact upon adoption of this revised standacd.

PAS 24 (November 2009) “Related Party Disclosures” which became effective on annual_peﬁods
beginning on or afier January 1, 2011. These are revised definition of related parties. It simphﬁ_&s the
requirements for government related entities and clarifies the definition of related party. Related parties are
two parties related to each other if one party controls or significantly influences the other party.

The revised Standard simplifies the identification of relationships and to eliminate inconsistencies in its
appitcation. It introduces 3 partial exempiion of disclosure requirements for govemment-retated entities.

"The Company does not have any significant impact upon adoption of this revised standard.
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PAS 32 (Revised 2009) “Financial Instruments: Presentation-Classification of Rights Issues.” The
amendment to PAS 32 is effective for annual periods beginning on or after February 1, 2010. 1t amended the
definition of a financial liability in order to classify rights issues such as certain options or warrants as equity
instruments in cases where such rights are given pro-rata to all of the existing owners of the same class of an
entity’s non-derivative equily instruments, or to acquire a fixed number of the own equity instruments for a
{ixed amount in any currency.

The Company does not have any significant impact upon adoption of this revised standard.

PAS 34 (May 2010) “Interim Financial Reporting” which became effective on annual periods beginning
on or after January 1, 2011. These are amendments resulting from May 2010 annual improvements to PFRSs.
The amendments are on significant events and transactions.

The Company does not have any significant impact upon adoption of this revised standard.

Philippine Interpretation IFRIC 13 (Revised May 2010), “Customer Loyalty Programmes.” It became
effective January 1, 2011 which amendments on fair value of awards credits. It clarifies that when the fair
vatue of awards is measured based on the value of the awards for which they could be redeemed, the amount

of discounts or incentives otherwise granted to customers not pariicipating in the award credit schenie, is to
be taken into account.

The Company does not have any significant impact upon adoption of this interpretation.

Philippine Interpretation IFRIC 14, “Prepayments of a Minimum Funding Requirement.” which
became effective January 1, 2011. The amendments apply in limited circumstances when a company is
subject to mmimum funding requirements and makes an early payment of contributions to cover those
requitements. It permits a company to treat the benefit of such early payment as an asset.

The Company does not have any significant impact upon adoption of this interpretation.

Philippine Interpretation IFRIC 19, “Extinguishing Financial Liabilities with Equity Instruments.”
" which became effective July |, 2010. The standard stated a debtor and creditor might renegotiate the terms of
a financial liability with the result that the debtor extinguishes the liability fully or partially by issuing equity
instruments to creditors. It is referred to as “debt for equity swaps”. The equity instruments issued are
measured at their fair value. In the case that this cannot be reliably measures, the instruments are measured at
the fair value of the liability extinguished. Any gain or loss is recognized immediately in profit or loss.

The Company does not have any significant impact upon adoption of this interpretation.

Improvements to PFRS and to be applied by the company in the next accounting period 2012

The omnibus amendments to issued Standards have not been adopted as they became effective for the annual
periods on January t, 2012 or July 1, 2012, The company anticipates that these changes will have no material
effects on the financial statements.

PAS 1 (June 2011), “Presentation of Financial Statements.” which will be effective on annual periods
beginning on or after July 1, 2012, These arc amendments to revise the way other comprehensive income is
presented for users of the financial staiements to assess the impact of other comprehensive income items on
the overall performance of the company and improve comparability of PFRS and US GAAP.

PAS 12 (December 2010), “Income Taxes” which will be effective on annual periods beginning on or
after January 1, 2012, These are limited scope amendments on recovery of undertying. It requires an entity
to measure the deferred tax relating to an asset depending on whether the entity expects to recover the through
use or sale. It can be difficult and subjective to assess whether recovery will be through use or sale when the
asset is measured using the fair value model in PAS 40 Investment Property. The amendment provides a
practical solution to the problem by introducing a presumption thai recovery of the carrying amount will,
normally through sale.



e

As a result of the amendments SIC 21 Income Taxes, Recovery of Revalued Non-Depreciable assets would
no longer app_ly to investment properties carried at fair value. The amendments also incorporated into PAS
12 the remaining guidance previously contained in SIC 21 which is accordingly withdrawn.

Standards/Interpretations Issued But Nat yet Effective in the Company’s Accounting Policies

The company will adopt the following standards and amendments stated below when it has become effective
on the year stated below. Except as otherwise indicated, the company does not expect the adoption of the

new and amended standards and interpretations to have significant impact on the company’s financial
statements.

Effective 2013

PFRS 7 (December 2011), “Financial Instruments: Disclosures.” will be effective on annual periods
beginning on or after January I, 2013 and interim periods within those periods, These are amendments
enhancing disclosures about offsetting of financial assets and financial liabilities.

PFRS 10 (Original issue May 2011), “Consolidated Financial Statements.” will be effective on annual
peniods beginning on or after January 1, 2013. It is to establish principles for the presentation and
preparation of consolidated financial statements when the company controls one or more other entities.

PFRS 11 (Original issue May 2011), “Joint Arrangements.” will be effective on annual periogs beginning
on or after January 1, 2013. 1t determines the type of joint arrangement in which it is involved by assessing
its rights, obligations and accounts for those rights and obligations in accordance with joint operation or joint
venture.

PFRS 12 (Original issue May 2011), “Disclosure of Interests in Other Entities.” will be effective on
annual periods beginning on or after January 1, 2013. It requires disclosures to be applied by an entity that
has an interest in subsidiary, subsidiaries, joint arrangements, associates, and to unconsolidated structured
entities 1o the enable users to evaluate the nature of, risk associated with, its interest in other entities and the
effects of those interests in its financial statements.

PFRS 13 (Original issue May 2011), “Fair Value Measurement.” will be effective on annual periods
beginning on or after January 1, 2013. It defines fair value and seeks to increase consistency and
comparability in fair value measurements and related disclosures through a “fair value hierarchy”. The
hierarchy categories the inputs used in valuation techniques into three (3) levels. 1t gives the highest priority
to quoted prices in active markets for identical assets or liabilities and the lowest priority to unobservable
inputs.

PAS 19 (Amended June 2011), “Employee Benefits.,” will be effective on annual periods beginning on or
after January 1, 2013. These are amended standard resulting from the post-employment benefits and
termination benefits projects. It require recognition of changes in the net defined benefit liability (asset)
including immediate recognition of defined benefit cost, disaggregation of defined benefit cost into
components, recognition of remeasurements in other comprehensive income, plan amendments, curtailments
and settlements; introduce enmhanced disclosures about defined benefil plans ; modify accounting for
termination benefits, including distinguishing benefits provided in exchange for service and benefits provided
in exchange for the termination of employment and affect the recognition and measuwrement of termination
benefits and clarification of miscellaneous issues, including the classification of employee benefits, current
estimates of mortality rates, tax and administration costs and risk-gharing and conditional indexation features.

PAS 27 (May 2011), “Consolidated and Separate Financial Statements.” will be effective on annual
periods beginning on or after January 1, 2013, These are reissued as TAS 27 Separate Financial Statements
as amended in 2011. Its objective is to set standards to be applied in accounting for investments in
subsidiaries, jointly ventures, and associates when an entity elects, or is required by local regulations, to
present separate (non-consolidated) financial statements.

PAS 28 (May 2011), “Investinents in Associates.” will be effective on annual periods beginning on or after
January 1,2013. These are reissued as IAS 28 Investment in Associates and Joint Ventures as amended in
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2011, It prescribes the accounting for investments in associates and to set out the requirements for the
application of the equity method when accounting for investments in associates and joint ventures.

Philippine Interpretation IFRIC 20 (October 19, 2011) “Stripping Costs in the Production Phase of a
Surface Mine.” will be effective on annual periods beginning on or after January 1, 2013. It applies to
production stripping costs incurred on or after the begiming of the earliest period presented. Any
“predecessor stripping asset” at the date is required to be reclassified as a part of the existing asset to which
the stripping activity is related (1o the extent there remains an identifiable component of the ore body to which

it can be associated), or otherwise recognized in opening Retained Earnings at the beginning of the earliest
period presented.

Effeciive 2014

PAS 32 (December 2011), “Financial Instruments: Presentation.” will be effective on annual periods
beginning on or afler January 1, 2014. These are amendmenis to application guidance on the offsetting of
financial assets and financial liabilities. It establishes the principles for presenting financial instruments as
liabilities or equity and for offsetting financial assets and liabilities by clarifying the classification of a
financial instrument issued by an entity as a liability or as equity; prescribing the accounting for ireasury
shares (an entity's own repurchased shares) and prescribing strict conditions under which assets and liabilities
may be offset in the statement of financial position.

Effective 2015

PFRS 7 (December 2011), “Financial Instruments: Disclosures” will be effective on annual periods
beginning on or after January 1, 2015 or otherwise when PFRS 9 is first applied. These are amendments
requinng disclosures about the initial application of PFRS 9. Mandatory application date effective January
2013 was amended on December 2011 to be effective on January 1, 2015,

PFRS 9 (Original issue October 2010), “Financial Instruments Accounting for Financial Liabilities and
Derecognition” will be effective annual periods beginning on or after January 1, 2015. Mandatory
- application date effective January 2013 was amended on December 2011 to be effective on January 1, 2015.
It 1s incorporating new requirements on accounting for financial liabilities and carrying over PAS 39 the
requirements for derecognition of financial assets and liabilities.

Deferred

Philippine Interpretation IFRIC 15, “Agreements for the Construction of Real Estate.” which was
deferred and final revenue standard is issued by LIASB and an evaluation of the requiremnents of the final
revenue standard against the practices of the Philippine real estate industry is completed. This standard
provides guidance on how to determine whether an agreement for the construction of real estate is within the
scope of TAS 11 (Construction Coniracts) or IAS 18 (Revenue) and when revenue from construction should
be recognized. The main expected change in practice is a shift for some entities from recogmnising revenue
using the percentage of completion method (i.e. as construction progresses by reference to the stage of
completion of development) to recognising revenue at a single time (i.e. at completion upon or after delivery).

The Company will not be affected by Philippine Interpretation IFRIC 15 since the primary purpose of the
company is not in real estate.

Financial Instruments

Date of Recognition

The Company recognizes a financial asset or a financial liability in the statement of financial position when
the Company becomes a party to the contractual provisions of the instrument. Purchase or sales of financial
assets that require delivery of assets within the time frame established by regulation or convention in the
marketplace are recognized on the trade date.
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Initial Recegnition of the Financial Instruments

All financial assets and financial liabilities, including trading and investment securities and loans and
receivables, are initially recognized at fair value. Except for financial assets at fair value through profii and
loss (FVPL), the initial measurement of financial assets includes transaction costs. The company classifies its
financial assets in the following categories: financial assets at FVPL, held-to-maturity (HTM) investments,
available for sale (AFV) financial assets and loans and receivables. The company classifies its financial
liabilnties inio financial Liabilities at FVPL and other financial liabilities. The classification depends on the
purpose for which the investment were acquired and whether they are quoted in an active market.
Management determines the classification of its investments at initial recognition and, where allowed and
appropriate, re-evaluates such designation at every reporting date.

As of September 30, 2012 and December 31, 2011, the Company has financial asseis and liabilities in the
form of cash, and receivables, payables and non-current liabilities.

Determination of Fair Value

The fair value for the financial instruments traded in active markets at the reporting period is based on the
quoted market price or dealer price quotations (bid price for long positions and ask price for short positions),
without any deduction for transaction costs. When current bid and asking prices are not available, the price of
the most recent transaction provides evidence of the current fair value as long as there has not been a
significant change in economic circumstances since the time of the transaction,

For all other financial instruments not listed in an active market, the fair value is determined by using
appropriate valuation methodologies. Valuation methodologies include net present value techniques,
comparison to similar instruments for which market observable prices exist, option pricing models and other
relevant valuation models.

Fair Value Hierarchy

The Company uses the following hierarchy for determining and disclosing the fair value of financial
insiruments by valuation technique:

Level 1. quoted (unadjusted) prices in the active markets for identical assets or liabilities.
Level 2: other techniques for which all inputs which have 2 significant effect on the
recorded fair vatue is observable in the market, either directly or indirectly.
Level 3¢ techniques which use inputs which have a significant effect on the recorded
fair value that are not based on observable market data.

Day 1 Profit

When the transaction price in a non-active market is different from the fair value from other ohservable
current market transactions in the same instrument or based on a valuation technigue whose variables include
onty data from observabie market, the company recognizes the difference between the transaction price and
fair value (a “Day 1” profit) in the statement of comprehensive income unless it qualifies for recognition as
some other type of asset. In casss where inputs used is made of data which is not observable, the difference
between the transaction price and model value is only recognized in the statement of comprehensive income
when the inpuls become observable or when the instrument is derecognized. For each tramsaction, the
company determines the appropriate method of recognizing the “Day 17 profit amount.

Loans and Receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed maturities that are
not quoted in an active market. They are not entered into with the intention of immediate or short-term resale
and are not classified as other financtal assets held for trading, designated as AFS or financial assets
designated at FVPL. This accounting policy relates to the current portion of the statement of financial
position-caption “cash”.
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After initial measurement, the loans and receivables are subsequently measured at amortized cost using the
effective interest rate method, less any allowance for impairment. Amortized cost is calculated by taking into
account any discount or premium on acquisition and fees that are an integral part of the effective interest rate.
The amortization is included in the interest income in the statement of financial performance. The losses

arising from impairment of such loans and receivables are recognized in provision for market decline in the
statement of financial performance.

As of September 30, 2012 and December 31, 2011, the Company has financial asset and Lability in the form
of cash, receivables and payable.

Available-for-Sale Financial Assets

Avatlable-for-sale financial assets are those which are designated as such or do not qualify to be classified as
designated as at FVPL, HTM financial assets, or loans and receivables.

Financial assets may be designated at initial recognition as AFS if they are purchased and held indefinitely,
and may be sold in response to liquidity requirements or changes in market conditions. AFS financial assets
are included in equity securities.

Afier initial measurement, AFS financial assets are measured at fair value. The unrealized gains and losses
arisimg from the fair valuation of AFS financial assets are excluded from reported earnings and are reported as
“Net unrealized gain (loss) on AFS$ financial assets” in other comprehensive income.

When the security is disposed of, the cumulative gain or loss previously recognized in other comprehensive
mcome 15 recognized in profit or loss Where the Company holds more than one investment in the same
securily, these are deemed to be disposed of on a first-in first-out basis. Interest earned on holding AFS
financial assets are reported as interest income using the effective interest rate. Dividends eamed on holding
AFS financial assets are recognized in the statement of financial performance when the right of payment has
been established. The losses arising from impairment of such investments are recognized in the statement of
financial performance.

"As of September 30, 2012 and December 31, 2011, the company has no available for sale financial assets

reported in its Statement of Financial Position.
Other Financial Liabilities

Other financial liabilities pertains to issue financial instruments that are not classified or designated as at
FVPL and contains contractual obligations to deliver cash or another financial assets to the holder or to settle
the obligation other than the exchange of a fixed amount of cash.  Afier initial measurement, other financizal
liabilities are subsequently measured at amortized cost using the effective interest rate method. Ameortized
cost 15 calculated by taking into account any discount or premium on the issue and fees that are an integral
part of the effective interest rate.

This accounting policy applies primarily to the Company’s accrued expenses and other payables and other
obligations that meet the above definition (other than habilities covered by other accounting Standards, such
as income tax pavable).

Derecognition of Financial Assets and Liabilities

Financial Asset

A financial asset (or, where applicable a part of a financial asset or part of a group of financial assets) is
derecognized when:

a.  the right to receive cash flows from the asset has expired; o
b.  the Company retains the right to receive cash flows from the assets, but has assumed as obligation to
pay them in full without material delay to a third party under a “pass-through” arrangement; or
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c. the Company has transferred its righis to receive cash flows from the asset and either (i) has
transferred substantially all the risk and rewards of the asset, or (ii.) has neither transferred nor
retained the nisk and rewards of the asset bui has transferred the conirol of the asset.

Where the Company has transferred its rights to receive cash flows from an asset or has entered into a “pass-
though” arrangement, and has neither fransfer nor reiained substantially all the risk and rewards of the asset
nor tansferred control of the asset, the asset is recognized to the exient of the company’s continuing
involvement in the asset. Continuing involvement that takes the form of guarantee over the transferred asset
is measured at the lower of original carrying amount of the asset and the maximum amount of consideration
that the company could be required to repay.

Financial Liability

A financial lhability is derecognized when the obligation under the liability is discharged or cancelled or
expired. When an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing lizbilities 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 statement of financial performance.

Impairment of Financial Assets

The Company assesses at each financial reporting date whether there is objective evidence that a financial
asset or group of financial assets is jmpaired. A financial asset or a group of financial assets is deemed to be
impaired if, and only if, there is objective evidence of impairment as a resuli of one or more events that has
occurred after the initial recognition of the asset (an incurred “loss event™) and that loss event/s has an impact

on the estimated future cash flows of the financial asset or the group of financial assets that can be reliably
estimated.

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

Loans and Receivables

For loans and receivables carried at amortized cost, the foundation first assesses whether objective evidence
of impairment exists individually for financial assets that are individually significant, or collectively for
financial assets that are not individually significant. If the Company determines that no objective evidence of
impairment exists for individually assessed financial asset, whether significant or not, it includes the asset in a
group of financial assets with similar credit risk characteristics and coliectively assesses for impairment.
Those characteristics are relevant to the estimation of future cash flows for groups of such assets by being
indicative of the debtors’ ability to pay all amountis due according to the contractual terms of the assets being
evaluated. Assets that are individually assessed for impairment and for which an impairment loss 15, of
continues to be recognized are not included in a collective assessment for impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as
the difference between the asset’s carrying amount and the present value of the estimated future cash flows
(excluding future credit losses that have not been incurred). The carrying amount of the asset is reduced
through use of an allowance account and the amount of loss is charged against the siatement of financial
performance. Interest income is continued to be recognized based on the original effective interest rate of the
asset. Loans, together with the associated allowance accounts, are written-off when there Is no realistic
progpect of future recovesy and all collateral has been realized. If, in a2 subsequent year, the amount of the
estimated impairment loss decreases because of an event occurring after the impairment was recognized, the
previously recognized impairment loss is reduced by adjusting the allowance account. If a future write-off is
later recovered, any amounis formerly charged are credit to the current operations. The present value of the
estimated future cash flows is discounted at the financial asset’s original effective interest rate. If aloan has a
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variable interest rate, the discount rate for measuring any impairment loss is the current effective interest rate,
adjusted for the original credit nsk premium. The calculation of the present value of the estimated future cash
flows of a collateralized financial asset reflects the cash flows that may result from foreclosure less costs for
obtaining and selling the coltateral, whether or not foreclosure is probable,

For the purpose of a collective evaluation of impairment, {inancial assets are grouped on the basis of such
credit risk characteristics as industry, collateral type, past-due status and term.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are estimated on
the basis of historical loss experience for assets with credit risk characteristics similar to those in the
company. Historical loss experience is adjusted on the basis of current observable data to reflect the effects
of current conditions that did not affect the period on which the historical loss experience is based and to
remove the effects of conditions in the historical period that do not exist currently, Estimates of changed in
future cash flows reflect, and are directionally consistent with the changes in the related observable data from
period to period (such as changes in unemployment rates, property prices, commodity prices, payment status,
or other factors that are indicative of incurred losses in the company and their magnitude). The methodology
and assumptions used for estimating future cash flows are reviewed regularly by the company to reduce any
differences between loss estimates and actual Joss experience.

Available-For-Sale Financial Assets

In case of equity securities classified as available-for-sale financial assets, impairment would include a
significant or prolonged decline in the fair value of the investments below its cost. When there is evidence of
impairment loss, the cumulative loss-measured as the difference between the acquisition cost and the curreni
fair value, less any impairment loss on that financial asset previously recognized in the statement of financial
performance- is removed from the statement of change in equity and recognized in the profit or loss.

Impairment losses on equity securities are not reversed through the statement of financial performance.
Increases in fair value after impairment are recognized directly in other comprehensive income.

Offsetting Financial Instruments

" Financial assets and financial liabilittes are offset and the net amount reported in the statement of financial

position if, and only if, there is a currently enforceable legal right to offset the recognized amounts and there
is the intention to settle on a net basis, or o realize the asset and settle the liability simultaneously.

Cash

Considered as cash are cash on hand, cash in banks, cash in working funds and petty cash fund.

Cash Equivalents

Considered as 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 from dates of acquisition and that are subject
1o an insignificant risk of change in value.

Receivables

Receivables are stated at face value less allowance for uncollectible amounts, if any.

Bad debts are written off during the year if any.

Allowance for Boubtful Accounts

The Company provides atlowance for doubtful accounts at a level considered adequate to provide for
potentially uncollectible receivables, The level of allowance is based on past collection experience and other
factors that may affect collectability
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The allowance is established by charges to support and revenue in the form of provisions for doubtful

accounts.  Accounts are written off against the allowance for doubtful accounts when management believes
that the collectability of the account is unlikely.

As of the period, the management believes it can collect its receivable and is able w collect its receivables.

Value-Added Tax

Revenues, expenses and assets are recognized net of the amount of value-added tax except where the value-
added tax incurred on a purchase of assets or services is not recoverahle from the taxation authority, in which

case the value-added tax is recognized as part of the costs of acquisition of the asset or as part of the expense
item as applicable.

The net amount of value-added tax recoverable from (also known as input tax), or payable to (also known as

output tax), the taxation authority is included as part of other current assets or payables in the statement of
financial position.

Creditable Withholding Tax

Creditable withholding taxes are taxes deducted by required withholding agents who remit to the Bureau of
Internal Revenue and these can be claimed by the company against the income tax Hability of the company
for the taxable year.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and any impairment in value. The
initial cost comprises 1ts purchase price and directly attributable costs of bringing the assel to working
condition for its intended use.

Subsequent expenditures relating to an item of property and equipment that have already been recognized are
added to the carrying amount of the asset when it is probable that future economic benefits, in excess of the
" originally assessed standard of performance of the existing asset will flow to the company. AH other
subsequent expenditures are recognized as expense in the period in which those incurred.

Major spare parts and stand by equipment qualify as property and equipment when the company expects to
use them for more than one period. Similarly, if the spare parts and servicing equipment can be used only in
connection with an item of properly and equipment, they are accounted for as property and equipment.

The carrying value is written down immediately to its recoverable amount. The estimated useful life is
reviewed and adjusted when appropriate.

Depreciation is calculated on a straighi-line basis over the estimated useful lives of the property, plant and
equipment as follows:

Leasehold Improvements Approx 5 years
Transportation Equipment ) Approx. 5 to 10 years
Office Equipment Approx. 2to 5 years
Lard Improvements Approx. 5 to 15 years

The useful life of each of the company’s item of property and equipment is estimated based on the period
over which the asset is expected to be available for use. Such estimation is based on 3 collective assessment
of similar businesses, internal technical evaluation and experience with simifar assets. The estimated useful
life of each asset is reviewed periodically and updated if expectations differ from previous estimates due to
physical wear and tear, technical or commercial obsolescence and legal or other limits on the use of the asset.
It is possible, however, that future results of operations could be materially affected by changes in the
amounts and timing of recorded expense brought by changes in the factors mentioned above. A reduction in
the estimated useful life of any item of property, plant and equipment would increase the recorded
depreciation expenses and decrease the carrying value of the property, plant and equipment.
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When assets are sold, retired or disposed of, the cost and related accumulated depreciation are removed from
the accounts and any resulting gain or loss is credited or charged 1o current operations.

Land is not subject to depreciation.

Investment Property

Invesiment property are land, buildings and improvements held to generate income or for capital appreciation
or both, and are measured initially at cost, including transaction costs. The carrying amount includes the cost
of replacement when incurred if the recognition criteria are met, and excludes regular servicing cost.

Depreciation is computed using the straight-line method over the estimated useful lives of the assels.
Transfer to or from, investinent property shall be made when and only when, there is a change in use.

Investment property is derecogrized when either it has been disposed of or when permanently withdrawn
from use and no fiture economic benefit is expected from its disposal. Any gain or loss on the retirement or
disposal is recognized in the statements of income in the year such occurred.

Held- to-rnaturity Investment

Held to matunily investments are non-derivative financial assets with fixed or determinable payments that the
company intends and is able to hold to maturity and that do not meet the definition of loans and receivabies
and are not designated on initial recognition as asset at fair value through profit or loss or as available for sale.
Held-to-maturity investments are measured at amortized cost.

Asset Impairment

Impairment of Financial Assets

The carrying value of all financial assets is reviewed for impairment whether events or circumstances indicate
" that the carrying amounts may not be recoverable. The identification of impairment and the determination of
recoverable amounts is an inherently uncertain process involving various assumptions and factors including
the financial condition of the counterparty, expected future cash flows, observable market prices and expecied
net selling prices. In order to determine whether negative revaluations on investment securities correctly
represent impairment, all investment securities for which the market value has been significant below cost
prices for a considerable period of time, are individually reviewed. A distinction is made between negative
revaluation due to general market fluctuations and due to issuer specific developments. The impairment
review focuses on issuer specific developments regarding financial condition and future prospects, taking into
account the infent and ability to hold the securities under the company’s long term investment strategy.

For AFS financial assets, a significant prolonged decline in the fair value indicates impairment. The
impatrment loss is the difference between its current fair value and its original cost. Impairment loss is
transferred from equity to the statement of income. Reversals of impairment losses are reversed through the
statement of income, to the extent that the initial impairment loss was transferred from equity to the statement
of income. The reversal must be objectively supported by an increase in the fair value of the instrument after
the impairment loss was recognized.

Impairment of Non-Monetary Assets

The carrying values of assets are reviewed for impairment when changes in circumstances indicate the
carrying values may not be recoverable. If any such indication exisis and where the carrying values exceed
the estimated recoverable amount, the assets or cash-generating units are written down to their recoverable
amount and tmpairment losses are recognized and charged to current operations.
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Pavables and Other Payables
Trade payables are liabilities to pay for goods or services that have been received or supplied and have been

invoiced or formally agreed with the suppliers. Trade payables are not interest bearing and are staied at their
nominal value.

Accruals are liabilities to pay for goods and services that have been received or supplied but have not been
paid, invoiced or formally agreed with the supplier, including amounts due to employees. It is necessary to
estimate the amount or timing of accruals, however the uncertainty is generally much less than for provisions.

Share Capital

Ordimary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or
options are shown in equity as a deduction from the proceeds, net of tax. The costs of acquiring company’s
own shares are shown as a deduction from equity attributable to the company’s equity holders until the shares
are cancelled or reissued. When such shares are subsequently sold or reissued, any consideration received,

net of directly attributable incremental transaction costs and the related income tex effects, is included in
equity attributable to the company’s equity holders.

Retained Earnings

Refained earnings are accumulated eamings of the current and prior years which were not distributed to
stockholders as cash or stock dividends. '

Appropriated Retained Eamings for expansion project fund in the amount of P7,500,000,00 for the year 2008,
additional P2,50:0,000.00 for the year 2009 an additional P500,000.00 for the year 2010 and P4,303,219.03
for the year 2011.

Revenue

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

“and the revenue can be reliably measured. The following specific recognition eriteria must alse be met before
revenue is recognized:

o Revenue is recognized when services are rendered and when payments are received from customers,
Revenue is recorded when billings are sent 10 the cusiomers.

o Other income s recognized when the performance of mutually agreed tasks has been performed.
o Interest income is recognized as the interest accrues, taking into account the effective yield on the asset.

Revenue is measured by reference to the fair value of the consideration received o teceivable by the Company
for services provided, excluding value added tax (VAT) and discounts.

Costs
Costs and expenses are recognized upon utilization of the service or at the date they are incurred.

Retirement Benefits Cost

The Company has not established a formal retirement benefit plan; hence it does not make any contributions
to any such plan.

The Company also contributes o a rettrement benefit plan maintained by the Social Security System, whicl? is
considered as 4 defined contribution plan.  The contributions recognized with respect to defined contribution
plans are expensed s they fall due,
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Short-term Benefits

The Company recognizes a liability net of amounts already paid and an expense for services rendered by
employees during the accounting period. Short-term benefits given by the Company {o its employees include
compensation, social security contributions, short-term compensated absences, bonuses and other non-
monetary benefits.

Income Faxes

Current tax assets or liabilities comprise those claims from, or obligations to, fiscal authorities relating to the
current or prior reporting period, that are uncollected or unpaid at the balance sheet date. They are calculated
according to the 1ax rates and tax laws applicable to the fiscal periods to which they relate, based on the
taxable profit for the year. All changes to current tax assets or liabilities are recognized as a component of tax
expense in the income statement. ‘

Deferred income tax is provided for using the balance sheet liabitity method which focuses on the temporary
differences between the tax base of an asset or liability and its carrying amount in the balance sheet. This is
measured at the tax rate expected to apply to the period when the asset is realized or the liability is settled,
based on tax laws that have been enacted or substantively enacted at the balance sheet date.

Under the balance sheet liability method, with certain exceptions, deferred tax liabilities are recognized for atl
taxable temporary differences and deferred tax assets are recognized for all deductible temporary differences
and the carry forward of unused tax losses and unused tax credits to the extent that it is probable that taxable
profit will be available against which the deferred tax assets can be utilized.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it 1s probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to
be utilized.

Deferred 1ax assets and liabilities are measured af the tax rates that are expected to apply to the period when
‘the asset is realized or the liability is settled, based on tax rates and fax laws that have been enacted or
substantively enacted at the balance sheet date.

Deferred tax assels are not recognized as the balance sheet date, when it is probable that realization or
settlement of such deferred tax assets will be remote. Unrecognized deferred tax assets are re-assessed at each
balance sheet date to determine whether recognition is deemed appropriate.

Leases

Leases mn which a significant portion of the risk and rewards of ownership are retained by the lessor are
classified as operating lease. Payments under the operating lease agreements are recognized as expense on a
straight-line basis over the term of the lease.

Provisions

Provisions is recognized only when the following conditions are present (a.) the Company has a present
obligation (legal constructive) as a result of past event; (b) it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation; and (c) a reliable estimate can be made
on the amount of the obligations. If the effect of the time value of money is material, provisions are
determined by discounting that expected future cash flows at a pre-tax rate that reflects current assessment off
the time of money and where appropriate, the risks specific to the liability. Where discounting is used, the
ncrease in the provisions due to the passage of time is recognized as interest expense.

Related Parties

Parties are considered related if one party has the ability to control the other party or exercise significant
infiuence over the other party in making financial and operating decisions. Individuais, associates or
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companies that directly or indirectly control or are controlled by or under common control are considered
related parties.

Transactions between related parties are accounted for at arm’s length prices or on terms similar to those
offered 10 non-related entities in an economically comparable market

Contingencies

Cont_in_gent liabilities are not recognized in the company’s financial staternents but are disclosed unless the
possibility of an outflow of sources embodying economic benefit is remote.

Contingent asset is not recognized in the company’s financial statements but disclosed when an inflow of
economic benefit is probable.

Earnings (Loss) Per Common Share or E (L) PS

Basic E (L) PS is calculated by dividing the net income or loss for the period attribujable to common
shareholders by the weighted average number of common shares outstanding during the period, after giving
retroactive effect to any stock dividend declarations during the period, if any.

Subsequent Events

Post year-ended events that provide additional information about the company’s position at balance sheet
date, if any, are reflected in the company’s financial statements. However, post-year end events that are not
adjusiing events are disclosed in the notes 1o financial statements when material.

Dividend Distribution

Dividends distnibutions to the stockholders are recognized in the financial statements as a liability in the
peniod in which the dividends are approved by the company’s board of directors, if applicable.

" The company has not declared cash or stock dividends as of September 30, 2012 and December 31, 2011,
Comprehensive lncome

The components of other comprehensive income include the following (1) Changes in revaluation surplus
(IAS 16 and IAS 38) (2) Actuarial gains and losses on defined plans recognized in accordance with IAS 19
(3) gains and losses arising from translating the financial statements of a foreign operation (IAS21) (4) Gains
and losses on re-measuring available for sale financial assets (IA$39) (5) The effective portion of gains and
iosses on hedging instruments in a cash flow hedge (1AS 39).

3.  Significant Accounting Judgments and Estimates

The preparation of the financial statements in accordance with PFRS for SMEs requires the company to make
estimates and assumptions that affect the reported amount of assets, liabilities, income and expenses and
disclosure of the contingent assets and contingent liabilities. Future evenis may occur which will cause the
assumptions used in arriving at the estimates to chanpe, The effects of any change in estimates are reflected
in the financial statements as they become reasonably determinable.

Estimates and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

A. Judgments

In the process of applying the company’s accounting policies, management has made the following
Judgments, apart from those involving estimation, which have the most significant effect on the amount
recognized in the financial statements:
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(a.) Functional Currency

The company has determined that its functional currency is the Philippine peso which is the currency of the
primary environment in which the company operates.

(b.) Distinction between Investment Properties and Owner-managed Properties

The company determines whether a property qualifies as investment property. In making its judgment, the
company considers whether the property generated cash flows largely independently of the other assets held
by an entity or for capital appreciation.

{c.} Operating Lease

The company has entered into a lease agreement as lessee. Critical judgement was exercise by the
management 1o distinguish lease agreement as either an operating or financing lease by looking at the transfer
or retention of significant risk and rewards of ownership of the properties covered by the agreement,

(d.) Provisions and Contingencies
Judgment is exercised by the management to distinguish between provisions and contingencies. Policies on
recoghition and disclosure of provision and disclosure of contingencies are discussed in Note 2.

B. Estimates

The estimates and assumnptions used in the {inancial statements are based upon management’s evaluation of
the relevant facts and circumstances of the company’s financial statements, Actual results could differ from

those estimates. The following are the relevant estimates performed by the management on its September 30,
2012 and December 31, 2011.

(a.) Allowance for Doubtful Account

Allowance for doubtful accounts is maintained at a level considered adequate to provide for potentially
uncollectible receivables. The level of allowance is based on past collection experience and other factors that
may affect collectibles. An evaluation of the receivables, designed to identify potential charges to the
allowance, 15 performed on a continuous basis throughout the year. The amount and timing of recorded
" expenses for any period would therefore differ based on the estimates made.

{b.) Useful Lives of Property, Plant and Equipment and Investment Property

The company estimates the useful lives of property, plant and equipment and investment property based on
the penod over which the assets are expected to be available for use. The estimated useful lives of property,
plant and equipment and investment property are reviewed periodically and are updated if expectations differ
from previous estimates due to wear and tear, technical or commercial obsolescence and legal or other limits
on the use of the assets. In addition, estimation of the useful lives of property, plant and equipment is based
on collective assessment of industry practice, internal technical evaluation and experience with similar assets.
It 1s possible, however, that future results of operations could be materially affected by changes in estimaies
brought about by changes in factors mentioned above. The amounts and timing of recorded expenses for the
any period would be affected by changes in these factors and circumstances. A reduction in the estimated
useful lives of property, plant and equipment and investment property wowld increase recorded operating
expenses and decrease non-current assets,

(c.) Assets Retirement Obligation

Investment estimated cost of dismantling and restoration of building and leasehold improvements for which
the company is liable. The estimated cost was initially based on a recent cost to dismantle facilities. This was
adjusted to consider estimated incremental annual cost up to the end of the lease term. The estimatod
dismantling cost was recorded as cost was incurred.
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(d) Realizable Amount of Deferred Tax Assets
The company reviews its deferred tax assets at each balancs sheet date and reduces the carrying amount to the

extent that it is no longer probable that sufficient taxable profit will be available to aliow all or part of the
deferred tax assets to be utilized.

(&) lmpairment of Non-financial Assets

The company performs an impairment review when certain impairment indicators are present, except for
intangible assets with indefinite useful lives, Though management believes that the assumptions used in the
estimation of fair values reflected in financial statements are appropriate and reasonable, significant changes
in these assumptions may materially affect the assessment of recoverable values and any resulting impairment
loss could have a material adverse effect on the results of operations.

(f) Financial Assets and Liabilities

PFRS requires certain financial assets and liabilities to be carried at fair value, which requires use of
exlensive accounting estimates and judgments. While significant components of fair value measurement
were determined using verifiable objective evidence (ex. Foreign exchange rates, interest rates and volatility
rates), the amount of changes in fair value would differ if we utilized different valuation methodology. Any
changes in fair value of these financial assets and liabilities would affect directly the statement of income and
expenses and the statement in the change of equity.

4.  Financiaf Risk Management
Risk Management Objectives and Policies

The company’s principal financial instruments, other than derivatives, comprise ¢ cash and shori-term
deposits. The main purpose of these financial instruments is to raise funds for the company’s operation. The
company has a various other financial assets and liabilities such as trade receivables and trade payables which
arise dwecily from its operations.

The Company’s activities expose to a variety of financial risk. The main risk arising from the company’s
financial instruments are market risk, interest risk, ligutdity risk and credit risk. Risk management is carried
out by the Chief Financial Officer and is coordinated under the direction of the company’s Board of
Directors. The company’s overall risk management program seeks 1o minimize potential adverse effects on
the financial performance of the company. The policies for managing specific risk are summarized below:

Governance framework

The Company has established a risk management function with clear terms of reference and with the
responstbility for developing policies on market, credit, liquidity and operational risk. It also supports the
effective implementation of policies.

The policies define the Company’s identification of risk and its interpretation, limit structure to ensure the
appropriate quality and diversification of assets to the corporate poals and specify reporting requirements,

Capital Management Framework

The Company’s risk management function has developed and implemented certain minimum stress and scenario
tests for identifying the risks to which the Company are exposed, quantifying their impact on the volatility of
econonic capital. The results of these tests, particularly, the anticipated impact on the realistic statement of
financial position and revenue account, are reported to the Company's risk management finction. The rigk
management function then considers the aggregate impact of the overall capital requirement revealed by the
stress testing to assess how much capital is needed to mitigate the risk of insolvency to a selecled remote level.

Financial Risk e
The Company is also exposed to financtal risk through its financial assets and financial Habilities. The most
important components of these financial risks are credit risk, liquidity risk and market risk.
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a. Market nsk

1. Prcerisk

The company’s exposure to price risk arises from the fluctuations in the cost of revenue and operating
expenses.

b. Interest nsk

The company’s exposure to the risk for changes in market interest rates relates primary to the company’s long
term obligation. Since for the year the company’s long term debt is due on the next period and is less than 90
days. W is classified as current liabilities. The other financial instruments are noninterest-bearing and are
therefore not subject to interest rate risk.

c. Liquidiry risk

The company is subject to liquidity risk. The corapany itself has a possibility 10 encounter difficulty n
meeting commitments associated with financial habilities arises because of the possibility that Basic

Environmental Services Technologies, Inc. could be required to pay us liabilities easlier than expected or later
than the demandable date due.

Basic Environmental Services Technologies, Inc. has significant concentrarions of liquidity risk in ifs
investment properties. '

Prudent liquidity risk manapement implies sufficient cash, the availability of funding through an adequate
amount of committed credit facilities and the ability to close out market positions. Due 1o dynamic nature of
the underlying business, the company sims 10 maintain flexibility in funding by keeping committed credit
lines available.

The company also ensures that there are sufficient, available and approved working capital lines that it can
draw from anytime. It maintains an adequate cash and cash equivalenis in the event of unforeseen
interruption of its cash collections. The company alse maintains accounts with several relationship banks to
avoid sigmificant concentration of cash with one institution.

The table below summarizes the maturity profile of the company’s financial liabilities at September 30, 2012
with comparative figures of December 31, 2011:

Be 3 Mo Definite
2012 On Demang Years Pegod Jatal
Accounts Payable P 10,28330620 P - P - P 78,312,1979
Other Long term
Liabilities ) 472,440,510.27 472,440,510.27
Tatal P O1028330620 P - P 472,440,510.27 P 550,752,708.18
Beyond 5 Ho Defipite
2011 On Demand vears Peniod Total
Accounts Payable P 7402582055 P - P - P 74,025,829.55
Other Long term
Liabilities 235,869,723.45 235,869,723.45

Tatal P 7402582955 P 0.00 P 235,869,723.45 P 309,895,353.00
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The company Frades with only recognized, creditworthy third parties. Customers who wish to trade on credit
terms are subject to credit verification procedures. In addition, receivable balances are monitored on an

ongoing basis with the result that the company’s exposure to bad debts is not significant.

Since the Company trades only with recognized third parties, there is no requirement of collateral.
The table below shows the maximum exposure to eredit risk for the components of the year 2011 and 2010

statement of financial position activities.

Cash
Receivable
Total

P

0ss Maximum Ex i1
2012 2011
3,730,184 .45 P 7.854,448.03
175,497,175.20 49,710,787.66
179,227 359.65 P 57,565,235.69

The aging analysis of financial assets as of September 30, 2012 and December 31, 2011 shows no impairment
of receivable as of the period.

2012

Cash

Reegivable

Total

201}

Casgh

Receivable

Total

5. Cash

Cash

6. Trade and other receivables

Neither Pass Due Past Due but ired Total
nor Jmpaired 31 to 60 Days 61-90 Days
3,730,184.45 - P - 3,730,184 45
141,165,471.16 1,693 629.11 32,638,074.92 175.497,175.20
188,737.054.93 54,047 84877 P 32,428,709.26 179,227,359.65
Neither Pass Due Past Due but ot Impaired Total
nor Jmpaired 31 to 80 Days 61-80 Days
7,834,448.03 - P - 7,854,448.03
39,986,095.24 479,732.15 9,244,960.27 49,710,787 66
219.084,032.59 6294559834 P 37,767,359.01 57,565,235.6%
2012 2011
P 3,730,18445 P 7,854,448.03
The cash in bank accounts eams interest at the prevailing bank interest rates.
2012 2011
P 175,497,175.20 P 45,710,787 66

Trade and other receivables

Receivable trade was made in the ordinary course of business operations while receivabie others are to third
parties who are not in the ordinary course of business.
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No provision for doubtful accounts was made on the receivable as they were all within the current period and
management befieves that all the accounts can be collected within a reasonable time.

7. Other Current Assets

This account consists of the following:

2012 2011
Input tax P 463,624.69 P 355,761.88
Prepaid expenses 17,005,161.32 11,381,217.45
Total P 17,468,786.01 P 11,736,979.33

These are recorded at historical costs. Input taxes are prepayments made to the Bureay of Internal Revenue
which can be claimed in the next accounting period. Input tax can be used to offset against the output tax in
the next accounting period. Prepaid expenses are advance payments for future expenses which can be claimed
as taxable deductions in the next accounting period.

8. Property and Equipment-net

The movement of property and equipment are as follows

Land is not subject to depreciation since it is not a depreciable asset.

These are properties of the company without restrictions and without pledge as security for its Habilities.

Total

Beginning P 277,533,915.13
* Add: New Acquisition 254,110,554.32

Less: Disposal -
Less: Impairment -
Total p 531,644,469.45
Less: Accumulated Depreciation 70,283,287.35
Net Book Value 2012 P 461,361,182.09
Schedule of Accumulated
Depreciation
As of September 30, 2012

Total
Beginning Balance P . 49,345,891 .55
Add: Depreciation Expense 20,937,395.80

Accumulated Depreciation P 70,283,287.35
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With comparative figures of December 31, 2011

Total
Beginning P 76,833,215.77
Add: New Acquisition 200,700,699.36
Less: Disposal -
Less: Impairment -
Total P 277,533,915.13
Less: Accumlated Depreciation 49,345,891.55
Net Book Value 2011 P 228,188.,023.57
Accurmudated
Depreciation
For the year 2011
Total
Beginning Balance P 11,323,276,88
Add: Depreciation Expense 38,022,614.67
Accumulated Depreciation p 49,345,891.55
9. Investments
This account consists of the following
2012 2011
- Investment in stocks P 31,999.900.00 P 31,995,900.00
investment in Long term time deposit 1,744,491.11 1,738,822.56
Total P 33,744,391.11 P 33,738,722.56

The investment in siocks is the investment of the company with Metro Clark Wasie Management
Corporation. The investment in stocks consists of 319,999 common stocks with par value of P100 per share.
This investment represents 15.99% on the total paid up capital of Metro Clark Waste Management
Corporation. Investment in fong term deposits are long term bonds acquired from GSIS.

10. Trade and Qther Payables

2012 201
Trade and other payables P 10,283.306.20 P 74,025,829.55

Trade and others payables are actually compose of cash deposits or advances made by the contracting parties,
payable to suppliers acquired materials of the company. These conlracting parties are customers of BESTI wo
whom BEST! is committed to render its services and to whom they are commiited to pay BESTI upen
completion of the Project, It is also compose of payable others such as employees’ benefiis remittances,
accruals of expenses and tax remittance to the Bureau of Internal Revenue.

11. Other Current Liabilities

2012 2011
Other Current Liabilities P 134,311,366.9¢ P 4,280,189.12
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These payables were used as working fund in the operation of the business. These are non-interest bearing, no
collateral and has no fix term of repayment. Payable comprises of payable in the ordinary course of business
operation. They are for a period of one year. Accoumts payable are from suppliers and stated at their invoice
value. Other payables are accruals payable to S§S, PHIC, HDMF and BIR. The management considers the
carrying amounts of trade and other payables tecognized in the statement of financial position to be a
reasonable approximation of their fair values due to their short term duration. Trade and other payables are
non-interest bearing and are seitled within a short period of time.

12. Long-term Liabilities

2012 2011
Long Term Liabilities P 472,440,51027 P 235,869,723.45

These long term liabilities are non-interest bearing, no collateral and no fix term of repayment. These were
advances from stockholders used in the business operations.

13. Equity

a  Share Capijtal
The orginal authorized capital stock of Basic Environmental Systems & Technologies, Inc. is
P20,000,000.00 divided into 16,000,000 shares of stock with a par value of P1.25 per share. As of September
30, 2012, the subscribed and paid up capital is P20,000,000.00

The primary objective of the company’s capital management is to ensure that it maintains a strong credit
tating and healthy capital ratios in order to support its business and maxitmize shareholder value.

The company manages its capital structure and makes adjustments 1o it, in light of changes in economic
conditions. To maintain or adjust the ¢ 2011 capital structure, the company may adjust the dividend payment
.to shareholders, retum capital to shareholdess or issue new share. No changes were made in the objectives,
policies, and process during the periods ended September 30, 2012 and December 31, 2011.
b. Retained Earnings

Appropriated Retained Earnings for expansion project fund in the amount of P7,500,000.00 for the year 2008,
additional P2,500,000.00 for the year 2009, additional P500,000.00 for the year 2010 and P4,303,219.03 for
the year 2011.

14, Revenue

The revenues are at net of discount and output tax in the regular operating cycle.

2012 2011
Revenue P 14223371947 P 58,436,041.05
18, Cost of Revenue
2012 2011
Cost of Revenue p 89,205,160.78 P 37,678,317.43

This is composed of cost of labor, materials, utilities, equipment rentals, licenses and permits and other
expenses incurred in the completion of the projects.
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16. Operating expenses

2012 2011

Operating Expenses P 14,065,302.31 P 14,294,008.91

This is consists of administrative expenses incurred in its operation,
17. Income Tax Expense

Current tax assets or liabilities comprise those claims from, or obligations to, fiscal authorities relating to the
current or prior reporting period, that are uncollected or unpaid at the balance sheet date, They are calculated
according to the tax rates and tax laws applicable to the fiscal periods to which they relate, based on the
taxable profit for the year. All changes to current tax assets or liabilities are recognized as a component of tax
expense in the income statement.

Deferred tax is provided, using the balance sheet liability method on temporary differences at the balance
sheet date between the tax base of assets and liabilities and their carrying amounts for financial reporting
purposes.

Under the balance sheet liability method, with certain exceptions, deferred tax liabilities are recognized for all
taxable temporary differences and deferred tax assets are recognized for all deductible temporary differences
and the carry-forward of unused tax losses and unused tax credits to the extent that it is probable that taxable
profit will be available against which the deferred income tax asset can be utilized.

‘The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced 1o the extent
that it is probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset o
be utilized.

Deferred tax assets and liabilities are measured at the fax rates that are expected to apply to the period when
the asset is realized or the liability is settled, based on tax rates and tax laws that have been enacted or

“substantively enacted at the balance sheet date.

Most changes in deferred 1ax assets or ltabilities are recognized as a component of tax expense in the income
statement. Only changes in deferred tax assets or liabilities that reiate to a change in value of assets or
liabilities that is charged directly to equity are charged or credited directly to equity.

Chanye in Applicable Rate

On May 24, 2003, Republic Act (RA) No. 9337 was enacted into law amending the certain provisions of the
National Internal Revenue Code, and became effective on November 1, 2005. Among the changes provided
for are as follows:

o Increase in corporate income tax rate from 32% to 35% until January 1, 2009, and 30% thereafter.

o Grant of authority to the President of the Philippines to increase the value-added tax (VAT) rate from
10% t0 12% subject to compliance with certain economic conditions. [The VAT rate was increased to
12% effective February 1, 2006.] ,

o Expanded scope of transactions subject to VAT,

Optional Standard Deduction

Effective July 2008, Republic Act 9304 was approved giving corporate taxpayers an option to claim itemized
deduction or optional standard deduction (OSD) equivalent to 40% of gross income. Once the option 10 use
OSD is made, it shall ba immevocable for the taxable year for which the option was made.

In 2011 and 2010, the Company opted to continue claiming itemized deduction,

The company is subject to the comparison of the minimum corporate income tax (MCIT) which is 2% of the
gross profit.
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18. Related Party Transaction

The company is wholly owned by the stockholders which exercises significant influence in the business
operations of the company.

in the ordinary course of business, the company has transactions with its stockbolders. These ursecured loans
were used by the company for operation activities. These loans are non-interest and have no fix term of
repayment. These include advances from stockholders as follows:

2012 2011
Advances from Stockholders P 47244051027 P 235,869,723 .45

19. Earnings per Share

The company issues only one class of stock, common stock; therefore there are no items that will dilute the
carnings per share of the company:

2012 2011
Profit for the year/period P 38,963,31638 P 4,545,197.76
Divided by average number of
capital stock issued during the period 16,000,000 1,000,000
Earnings Per Share P 244 P 4.55

20. The carrying value and estimated fair value of the Company’s financial assets and liabilities as of the
pertod ended September 30, 2012 and December 31, 2011 are presented below:

2012 _ 2011

Carrying value Fair Value Carrying value Fair Value
Financial Assets:
Cash P 3,730,184.45 P 3,730,18445 P 7,854,44803 P 7,854,448.03
Receivables 175,497.175.20 175,497.175.20 49710,787.66 49.710,787.66
Total B 17922735965 P 17922735965 P 5756523569 P 5756523569
Financial
Liabilities:
Payable P 144,594,673.19 P 14459467319 P  78,306,01867 P  78306,018.67
Long term
Liabilities 472,440,510.27 472,440,510.27 235.869,723.45 235,869,723 45
Total P 617,035,183.46 P 61703518346 P 314,175742.12 P 314,175,742.12

21. Uncertain Tax Position

The company has no uncertain tax positidn as of September 30, 2012 and December 31, 2011 under the tax
laws of the Philippines.



