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PART I--FINANCIAL INFORMATION 

Item 1. Financial Statements. 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations. 
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PART II-OTHER INFORMATION 
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The registrant may, at its option, report under this item any information not previously reported in a report 
on SEC Form 17-C. If disclosure of such information is made under this Part 11, it need not be repeated in a report 
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ATTACHMENT eA" 
FINANCIAL INFORMATION 

For the Quarter Ended June 30,2011 

1. The following unaudited fmancial statements are contained in this report: 

1.1 Statements of Income and Retained Earnings for the Period Ended June 201 1 and June 30, 
2010; 

1.2 Balance Sheets as of June 30,201 1 and December 3 1,2010; 
1.3 Statements of Cash Flows for the Period Ended June 30,201 1 and June 30,2010; 
1.4 Statements of Changes in Stockholders' Equity for the Period Ended June 30, 201 1 and June 

30,2010. 

2. Discussion on Financial Condition for the Period December 3 1,2010 to June 30,201 1. 

A. Key Performance Indicators 

Management considers the following as key performance indicators of the company: Return on 
Investment (ROI), Profit Margin, Performance of Committed Work bograms, Current Ratio and 
Asset Turnover. 

The following table shows the Top 5 performance indicators for the past interim periods: 

KEY PERFORMANCE INDICATORS 2nd Qtr. 201 1 2nd Qtr. 2010 2nd Qtr. 2009 

Return on Investments (ROI) 
(Net Income/Ave.Stockholders' Equity) 1 1.700% -2.617% -1.838% 

Profit Margin 
(Net IncomeNet Revenue) 

Investment in Projecb(Non-Petrolsum) 30.11% 
as a % of Total Assets 

Investment in Wells & Other Facilities 
as a % of Total Assets 

Current Ratio 
(Current AssetsICurrent Liabilities) 

Asset Turnover 
(Net Revenue/Ave.Total Assets) 



ROI (Net IncornelAverage Stockholders' Equity) measures the profitability of stockholders' investment. 
Profit Margin (Net IncomehJet Revenue) measures the net income produced by each peso of revenue. 
Investment in Projects as a % of Assets, measures how much the company invested in its committed work 
programs. Current Ratio (Current AssetsICurrent Liabilities) measures the short-term debt-paying ability of 
the company. Asset Turnover (Net RevenueIAverage Total Assets) measures how efficiently assets are 
used to produce profit. 

ROI of 11.70% and Profit Margin of 69.39% for the second quarter of 201 1 both show positive rates 
because of the net income for the quarter. Net income for the second quarter of 201 1 amounted to 
PhP57.650 million, compared to the net loss of the same quarter in 2010 of PhP17.765 million. This was 
mainly due to the income from cost recoveries booked for the second quarter of 201 1 amounting to 
PhP80.635 million resulting fiom the previous sale of a subsidiary. 

Investment in Non-Petroleum Projects as a % of Total Assets slightly decreased to 30.1 1% during the 
second quarter of 201 lfrom 39.87% of the same quarter in 2010 because the investment balance decreased 
due to provisions for impairment while the total assets base increased during the second quarter of 201 1 
compared to the same quarter of 2010. 

Investment in Wells & Other Facilities as a % of Total Assets of 6.57% slightly decreased during the 
second quarter of 20 1 1 compared to 8.2 1% of the same quarter in 20 10 mainly due to decreased 
investments for the quarter due to provisions for impairment and a higher total assets base as of the second 
quarter of 20 1 1. 

Current Ratio of 109.7: 1 for the second quarter of 201 1 significantly increased by 85.45 compared to the 
same quarter of 2010 of 24.25:l mainly due to a significant increase in current assets mostly in cash and 
cash equivalents and a decrease in current liabilities in 201 1 compared to 2010. 

Asset Turnover increased to 16.356% during the second quarter of 201 1 compared to 0.89% during the 
same quarter of 2010 due to the increase both in revenue and total assets during the second quarter of 201 1 
compared to the same quarter of 2010. 

B. Discussion and Analysis of Financial Condition as of June 30,201 1 

As of the quarter ending June 30,201 1, the Company generated a Net Income on a consolidated basis of 
PhP 92.478 million fiom Total Revenues of PhP 129.496 million and Total Cost and Expenses of 
PhP37.030 million with minority interest recorded at PhP 1 1.588 thousand. 

Revenues as of the second quarter of 2011 amounting to PhP 129.496 million were mainly in cost 
recoveries and gross proceeds fkom SC 14-C recorded at PhP 124.720 million, resulting from the previous 
sale of a subsidiary. Other sources of revenue were fiom interest fiom cash and placements amounting to 
PhP3.224 million and from sale of cassava granules amounting to PhP 1.552 million. 

Total Assets as of June 30,201 1 increased to PhP 553.946 million compared to PhP 461.960 million as of 
December 31, 2010 primarily due to the increase in Cash and Cash Equivalents of PhP 98.061 million. 
The increase was mainly due to the receipts from cost recoveries and gross proceeds fiom SC 14-C as 
earlier mentioned which also accounted for the decrease in receivables of PhP 6.186 million 

Biological Assets decreased by PhP 5.252 million recorded at PhP 1.856 million as of June 30, 2011 
compared to PhP 7.108 million as of December 3 1, 2010. The decrease represents the harvested cassava 
tubers which were classified to Agricultural Produce and which eventually formed part of Cost of Sales. 

Deferred Charges increased to PhP 36.403 million as of June 30,201 1 from PhP 3 1.268 million as of 
December 31,2010 due to additional costs for feasibility studies for our geothermal project. 

Accounts Payable and Accrued Expenses decreased by PhP 1.153 million as of the second quarter of 20 1 1 
and closed at PhP2.705 million compared to PhP3.858 million as of December 31,2010 due to payments of 
certain payables and accrued expenses. 



The interim financial report is in compliance with generally accepted accounting principles. The same 
accounting policies and methods of computation were followed in the interim financial statements, as 
compared with the most recent audited financial statements, which are as of December 3 1,2010. 

The interim operations are not characterized by any seasonality or cyclicality. The nature and amount of 
items affecting assets, liabilities, equity, net income and cash flows are explained in Attachment "A" on 
Financial Information for the Quarter ending June 30,201 1. 

There are no changes in estimates of amounts reported in prior interim periods of the current financial year 
or those reported in prior financial years. 

There are no other issuances, repurchases and repayments of debt and equity securities other than the 
additional listing of 3 1,8 18,182 common shares of Basic Energy Corporation which was approved by the 
PSE on October 6,2010. 

There were no dividends paid (aggregate or per share) separately for ordinary shares and other shares. 

Currently, the company has a single business and geographical segment and therefore, segment disclosures 
have not been included. 

There are no material events subsequent to the end of the interim period that have not been reflected in the 
financial statements for the interim period. 

There are no changes in the composition of the company during the interim period, including business 
conditions, acquisition or disposal of subsidiaries and long-term investments, restructurings, and 
discontinuing of operations. 

Since December 31, 2010, there are no other changes in contingent liabilities or assets and no new material 
contingencies, events or transactions that have occurred during the current interim period. There are no 
trends, demands, commitments, events or uncertainties, known to management that will have a material 
impact on the company's liquidity. 

There are no material commitments for capital expenditures and no seasonal aspects that have a material 
effect on the financial conditions or results of operations. 

There are no known trends, events or uncertainties that have had or that are reasonably expected to have a 
material favorable or unfavorable impact on net sales/revenues/income k m  continuing operations. 

There are no events that will trigger direct or contingent financial obligations that are material to the 
company, including any default or acceleration of an obligation. 

There are no material off-balance sheet transactions, arrangements, obligations, (including contingent 
obligations), and other relationships of the company with unconsolidated entities or other persons created 
during the reporting period. 

The causes for any material changes (5% of the relevant accounts or such lower amount, which the 
company deems material on the basis of other factors) fiom period to period which include vertical and 
horizontal analysis of any material item, have been presented in this report. 

There were no sales of unregistered or exempt securities, nor were there any issuances of securities 
constituting an exempt transaction. 

Finally, there are no other material information for disclosure during the current interim period, whether 
under this report or under SEC Form 17-C. 
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BASIC ENERGY CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 
As of June 30,2011 and December 31,2010 

UNAUDITED AUDITED 
June 30,2011 December 31,2010 

ASSETS 

Current Assets 
Cash and cash equivalents P 
Receivables-net 
Agricultural Produce 
Biological Assets 
Other current assets 
Total Current Assets 

Non Current Assets 
Investments and Advances - net 

BILITIES AND STOCKHOLDERS' EQUITY 

Non Current Liabilities 

Capital stock[held by 7,035 & 7,064 equity holders 
as of 2011 & 2010 respectively 

Additional Paid-In Capital 
Revaluation increment in office condominium 

289,271,544 
4,004,979 

309,074 
1,855,910 
1,275,956 

296,7 17,462 

P 191,210,566 
10,191,303 

125,839 
7,108,252 

683,785 
209,3 19,745 



Fonnula: Earnings (LoJs) Per Share 

BASIC ENERGY CORPORATION, INC. AND SUBSIDIARIES -2- 
CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 
For l i~e period ended Jum 30,201 1 and June 30,2010 

A8 of For the quarter As of For the quarkr 
June 30,2011 April-Jum 2011 June30.2010 ApniJune 2010 

- N e l h  /No. of shrrresj~ rk qumrcr ended Jwn 30, 2011 
2,442.493.5 12 

= Nel Los / N a  ojdmesj&v kr dvqumrr emiedJum 30,ZOIO 
2,410,675,330 

REVENUES 
P 

Income t?om previous sale of BPMI 
Interest, Dividends and Othm 
Sales 
RcaliEcd Gain on sale of AFS 
Other Income 

P 
124,720,038 

3,223,607 
1,552,520 

129,496,165 

COSTS AND EXPENSES 

80,635.6 17 
1,721,405 

73 1,675 

83,088,697 

2,040,673 
3,360,985 

22,336,609 

27,738,267 

Production Costs 
General and administrative expenses 
Costs of Sales 
Faiv Vaule Adjushnmts 
Foreign Exchange Loss 
Others 

LOSS BEFORE INCOME TAX 
PROVISION FOR INCOME TAX 
Current 
Deferred 

1,056,221 
3,157,580 

4,213,801 

NET INCOME (LOSS) 

RETAINED EARNINGS AT BEGINNING OF YEAR I 

Earning8 (LOSS) Per Share P 1 0.03'19 1 0.023604727 1P 1 0.0016 1 (0.004878032) 

14,101,379 
14,618,826 
6,660,427 

227,494 
1,421.826 

37,029.952 
92,466,213 

0 

0 

14,101,379 
8,000,366 
3,471,144 

(1 34.41 1) 

25,438.478 
57,650,219 

0 

0 

13,671,333 
10,290,632 

93,729 
(710,532) 

23,345,162 
4,393,105 

447,490 

447,490 

7,628,982 
10,119.499 

(187,048) 
(I ,582,754) 

15,978,679 
(11,764,8781 

0 

0 



BASIC ENERGY CORPORATION AND SUBSIDIARIES -3- 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
For the Period Ended June 30,2011 and June 30,2010 

AI ofJune 30, For me quarter As of June - For tbc quarter 
2011 Apr. - Juae 2011 30.2010 Apr-June 2010 

CASH FLOWS FROM OPERATING ACXWTIES 
Net IIWOIIW (losr) P 92,466,213 P 57,650,220 F 92,446,213 P (7,932,202) 
Adjtutmmtto ~ ~ ( ~ n c i k  net income to net c a b  provided 

by o p c n n q  acnvitisl 
Interest income (3,223,607) (1,721.405) (2.040.673) (l,l(H.949) 
Dcprcciation.dcplation and amortization 2,382,194 1,188,673 3,608,153 1.575.311 
Loss (gain) on sale of property aad cquipmnts and inveghnents 248535 
Fair Value Adjushnau on h c i a l  ~ s s g  at FVPL and Iqmhmeot 

l o s w  on AFS (33 15,761) 
Unrealized Foreign Exohangc Oain 227,494 (134.41 1) (710.532) a.6U 
Dividend Incorn 

O p e d u g  mcom floss) befors woring capital changes 91,852,294 56,983.077 93,323,161 (10,669,624) 
Changes ia .urn and a a ~ u t i a  

Decrease (Increase) in d s  
Financial assets at fair value through profit or loss 2,105,027 
Rmoivablss 6,186,325 37.01 0,380 (1,033,3n) 293.337 
Repaywnts and o h  currmt asscts 4,476,937 2,186,490 636,401 (z1,ae) 

Incrsase (Decrease) in liabilities 
Accounb payable & ecaucd expeones (1,153,054) (1,289,616) 1,n7,1oz 498.518 
Accrued Retiremoll1 Fund 750,OOO 375,000 (86.942) 
0 t h ~  Liabilities (5,l47,5M) 

C a b  graelrted hPm (ued is) oopcratiolu 102,112J02 %J65J31 91.610,SlS (9,986449) 
Interest received 3,223,607 1,721,405 2,040,673 1,105,949 
Tarcs paid 

Net  cad^ flows h m  (used) in operating activities P 105,336,109 P 96,986,736 P 93,651,488 P (8,880,500) 

CASH FLOWS FROM MVESTING ACTIVITLES 
Sale of AFS & FVPL lnvestmots 40,153.798 
Additions (Deductions) to: 
AFS lnveshncat 62,478 76,497 
Project Development Costs (2.550,000) (2238,699) 
U~ealizcd Oak of Fair Value Adjustments (77.003) (79,018) (12,221,740) 6.040335 
Deferred c h q e s  (5,135,893) (2,288,490) (1,818,795) 
Property & Equipment (1,897,220) (1,868,000) (2,879.587) (1,600609) 
Dividends received 
Net urh provided b htvudbg actMtia P (7,047,638) P (4,159.01 1) P ZO.Sa3.676 P 2,200,927 

CASH FLOWS FROM FINANCING ACTIVITIES 
Rocebds kom iswanffi of capital stock 

P P P 
Net c u b  provided by l laaacEg acthitics - P - P - P 

Effect of Foreign Exchange rate is Cyb (9 C u b  Eqaiv.knt (227,494) 134,411 710,532 (60.644) 
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT 98,060,978 P 92,962,135 P ll5.045.693 P (6,740219) 
CASH AND CASH EQUIVALENT AT BEGINNING OF Y-UARTER 191,210,566 133,810,891 191.210,S€6 , 133,810,1191 
CASH AND CASH EQUIVALENT AT END P 289,271,544 P 226,773,026 P 306.256~61 P 127,070,672 
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BASIC ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

For the Period Ended June 3D,2011 and June 3D,2010

Jan to June Jan to JW1e Ouarters Ended JW1e 30
2011 2010 2011 2010

CAPITAL STOCK - P 0.25 par value
Authorized - 10,000,000,000 shares
Issued and Subscribed 2,442,493,512 2,410,675,330 2,442,493,512 2,410,675,330
Held by a Subsidiary
Paid-up Capital Stock at beginning of year 610,623,378 602,668,833 610,623,378 602,668,833
Issuance of capital stock

Paid-un Canital Stock at end of period/Quarter 610,623,378 602668,833 610,623378 602668833

ADDITIONAL PAID-IN CAPITAL
Balance at beginning of year 32,699,360 27,067,569 32,699,360 27,067,569
Equity restructuring
Issuance of Canital Stock
Balance at end of period 32699,360 27,067,569 32,699 360 27067569

Deposits for Future Stock Subscription - 24,386,336 0 24,386,336
Revaluation increment in office condominium 11,596,669 12,756,333 11,596,669 12,756,333
Fair value adjustments on financial assets 667,028 317,069 667,028 317,069

RETAINED EARNINGS (Deficit)
Balance at beginning of the year (209,142,168) (225,655,609) (174,318,760) (209,938,320)

Net loss for the period 92,477,800 3,957,937 57,654,392 ( 11,759,352)
IEQuity Restructuring
Balance at end of period () 16 664 368 1221697,672 () 16,664 368 (221 697672
TOTAL STOCKHOLDERS' EOUITY 538,922067 445498,468 538,922,067 445,498468

9



BASIC ENERGY CORPORATION AND SUBSIDIARIES 
SCHEDULE OF ACCOUNTS RECEIVABLES 

As of June 30,2011 

Forum Energy PIC 2,182,464 
Receivable from Stockholden 1,718,887 
Advances to Officers & Emplo:iees 404,436 
Others 1,843,765 
Less: Allovcance for uncollect~Me accounts (2,144,572) 

P 4,004,979 

Biuic Energy Corporslim. & Subsidieriea 
Agtng of Accowts RksivaMc 
As of June 30,201 I 

T y p  of Aceomts Rsdvable 
a) Trsds Rsccivabla 

1) 
2) 
3) 
Subtoul 
Lw: N o w .  For 

Type of W M b k  

11 
2 )  
3 )  

Doubtful k t .  

Nst Trde rscsivable 
b) Non-Trade R d v a b l a  

2) M v m s ,  to offieerdmployca 

L e s  Allow. For 
Doubtful Acct. 

Nst Non-mde roceivabls 

N a  Rkcivabla (a + b) 

Now: If the Conpany's collection period dom not match wilb Ihe above schedule md roisim is nemwy to nuke tb schedule m( misleading the pmpaed collktim mod 
in this scbcdul~ my bs ehmged to vpmpriusly m n a  me c o m b  awl m1-m pi&. 

Tobl 

Nature I Dwcriptiw 

l Mona 

Colkction period 

2-3Mw. 4 4 M x  
7 MPJ. TO 

1 YMI 1-2 Ysan 3-5 Yean 
SYean- 

above 

Par dw 
s c e o m t s & l ~  

inLitigbtim 



BASIC ENERGY CORPORATION AND SUBSIDIARIES 
SCHEDULE OF ACCOUNTS PAYABLE AND ACCRUED EXPENSES 

As of June 30,2011 

Accrued Expense Payables 
SSS/Philhealth/HDMF/BIR Payables 
Others 
Total 



ADDITIONAL DISCLOSURES 

Part I - Financial Information 

Item 1. Financial Instruments Recognition and Measurements & Disclosure (PAS 39 and PFRS 7) 

Classifcation of Financial Instruments 

The Company classifies a financial instrument, or its component, on initial recognition as a financial 
asset, liability, or equity instrument in accordance with the substance of the contractual arrangement 
and the definitions of a financial asset, liability or equity instrument. The substance of a financial 
instrument, rather than its legal form, governs its classification in the consolidated balance sheet. 

Financial assets are classified as financial assets at FVPL, HTM fmancial assets, loans and receivables 
and AFS financial assets. Financial liabilities, on the other hand, are classified as financial liabilities at 
FVPL and other financial liabilities. 

The Company determines the classification at initial recognition and re-evaluates the classification at 
every reporting date. 

As of June 30, 201 1, the Company has not reclassified any of its existing financial assets into and 
from the above mentioned categories. The financial assets are maintained on their initial classification. 

Item 2. Management's Discussion and Analysis (MDA) of Financial Condition and Results of 
Operations 

(1) Plan of Operations for 201 1 

Oil and Gas Ooerations 

For 201 1, the Company will continue with its business in oil and gas exploration, being a party, 
together with other oil exploration companies, to service contracts for the exploration, 
development and exploitation of certain contract areas situated in offshore Mindoro (Service 
Contract 53) and onshore Mindoro (Service Contract 47). 

In Service Contract 47, the processing and interpretation works on the newly acquired seismic data 
have resulted in the identification of some leads and prospects, and more detailed studies will be 
undertaken by the consortium h2011. In Service Contract 53, further studies and evaluation will 
be undertaken in 20 1 1 on the 2D seismic data acquired in 20 10, which was designed to delineate 
and assess the hydrocarbon potential of the Progresso-IX in San Jose, Mindoro Occidental and the 
Sablayan, Mindoro Occidental. The company is carried fiee in the 2D seismic program. 

The Company's cash requirements for the operations of its oil and gas business for the whole year 
of 201 1 is budgeted at about Php.O.5 Million, which will be adequately h d e d  by its cash and 
short-term investments. There is no need for the Company to raise additional funds for its existing 
oil and gas projects, and there is no plan to increase its present manpower staff nor acquire any 
significant equipment for these projects. 

Geothermal Enerev Operations 

The Company will continue discussions with other companies interested in the exploration and 
development of geothermal resources for the formation of a consortium to jointly undertake 
exploration and development activities at the Mabini, Batangas Geothermal area. In the meantime, 
the necessary exploratory works are being evaluated as a commitment under the service contract 
approved by the Department of Energy. Once successll exploration and the steam resource is 
determined, the Company, together with possible investors, will consider setting up a geothermal 
power plant in the Mabini, Batangas area. Initial assessment of the steam resource in the area is 



about 20 megawatts. Power from the plant would be sold to the local cooperatives and the 
Wholesale Electricity Stock Market (NTSM). 

The Company has allocated a budget of PhP 10 million for 201 1, for feasibility studies that will 
cover technical studies for the project's pre-development and development phases, environment 
and social studies, financial and economic aspects, project schedule and implementation and risk 
assessments. The budget will be funded from and cash and short-term investments of the 
Company. Subject to positive results of the pre-feasibility study, the Company plans to raise 
funds within the next twelve (12) months fiom strategic or financial investors, or otherwise, 
pursue its search for farm-in partners in the project. It is expected that at most two (2) additional 
technical staff will be required if this project proceeds to its next phase of development as 
committed to the Department of Energy. There is no plan to acquire any significant equipment 
this year for this project. 

Cassava Opmtions 

For 2011, the Company will continue its focus on the development of its capability to produce 
sufficient cassava feedstock to supply its planned ethanol plant through its wholly owned 
subsidiary, Basic Ecomarket Farms, tnc. (BEF). 

BEF's operations will now be focused in the Zamboanga del Norte, and a new pilot farm of 34 
hectares. The new farms were grown using better agronomic practices to increase yields. 
Expansion of the cassava farmlands will resume only after yields from the new farms improve and 
overall operations show favorable resu3s. 

The cassava produced from the new h will still be dried, granulated and sold mainly to San 
Miguel Foods, Inc. (SMFI) and any excess production to other feeds manufacturers. The 
Company, through BEF, will also study other applications of the wet tubers to explore higher- 
margin markets. 

The Company's cash requirements to support the cassava operations of BEF for 201 1 is initially 
budgeted at PhP 1.5 million, which; will be adequately h d e d  by its cash and short-term 
investments. BEF operations will mainly be supported by its revenue from the sale of cassava 
granules to S W I .  The Company has no plans of raising funds for this cassava development 
project within the year, but is open to discussions with strategic and/or financial investors for the 
expansion of this cassava development project and development of a feedstock program for a 
cassava-based ethanol plant. With such expansion, the increase in manpower requirements will 
happen at BEF, the Company's subsi$ary responsible for this project, the number of which will 
depend on the extent of expansion a d  degree of acceleration required for this project by the 
investors. 

The Company has twenty (20) oficen and employees, of which eight (8) are executive officers, 
eight (8) are assigned as accounting, dminlstrative and support staff and four (4) are assigned for 
utility and service staff. The Company expects to hire additional personnel in 201 1 as technical 
staff for its various projects. When the Company will pursue additional alternative fuels and 
renewable energy projects, with the eotry of strategic and financial funders or investors, project 
managers, and engineering, technicat and other support personnel may be required for the project. 



Item 3. Financial Risk Disclosure 

a. Risk Management 

In the Oil and Gas and Geothermal Operations, the Company is faced with the following risks, in 
order of importance: 

(a) Probability of hkploration and Development Success. Oil and gas exploration and geothermal 
projects are inherently high-risk undertakings. There can be no assurance that the Company's 
activities will be successful in discovering commercially viable oil and gas reservoirs andlor a 
viable geothermal resource. Even if an apparently feasible resource is determined, there is no 
guarantee that it can be economically exploited. Despite the Company's reliance on advanced 
technology such as 3-D seismic data to improve the probability of success of discovery, oil and 
gas exploration and geothermal is still a speculative business. Advanced technology, even with 
the correct interpretation, only assist geologists in identifying subsurface structures and does not 
ensure the certainty of the presence of hydrocarbons if drilled. Moreover, 3-D seismic data and 
other advanced technology require higher investments that may result in higher losses, should the 
drilling prove unsuccessful. 

Risk of heavy financial losses if prospects would prove unsuccessful could be mitigated through: 

Farm-Out of Interest. A Farm-Out Agreement is a contract whereby a third party agrees to 
acquire &om a licensee an interest in a production license and the corresponding operating 
agreement for a consideration normally comprising of an undertaking to perform a specified work 
obligation in the drilling of one or more wells. Farming out is usually undertaken by the seller of 
interest as a source for funding or as part of the rationalization of a licensee's interests. The seller 
may want to dispose of areas or interests which are peripheral to its main operations or in which it 
has small equity holdings but would take up as much management time as a larger holding. 

Spreading Exploration Risks through Joint Ventures in Several Exploration Blocks. Forming 
alliances and jointly bidding for the development of a range of opportunities in oil and gas 
exploration and geothermal projects, mitigates exploration risks of a corporation as there is risk- 
sharing - the cost and responsibilities of drilling and production are spread over a number of 
entities. Joint ventures also enable companies to flee up funds otherwise tied up in a single 
drilling project and enable these companies to build a portfolio of prospects. 

Exploring in Geological Proven Petroleum Areas. The Company has been making investments 
and will continue to invest in geologically proven petroleum provinces only. 

@) Operating Hazarh of Exploratory Drilling Activities and Environmental Risks. Drilling 
operations may be delayed, curtailed or subjected to operating and technical difficulties. 
Unexpected drilling conditions, adverse weather conditions, unanticipated pressure or formations, 
equipment breakdowns, industrial and environmental accidents and other such events may occur 
which may have adverse effects on the Company's operations and correspondingly on its financial 
performance and condition. Oil and gas and geothermal exploration and drilling activities will be 
subject to Philippine environmental laws and regulations. Normal exploration and drilling 
operations involve certain operating hazards such as explosions, craterings, well blowouts, 
uncontrollable flows of oil, natural gas or well fluids, releases of toxic gas, accidental leakages, 
formations with abnormal pressures, fires, pollution and other environmental perils and risks, any 
of which may subject the Company to extensive liability or loss of assets. 



Operating risks in the exploration and development drilling and production phases are generally 
directly driven by standards in design, procurement and installation, operating procedures and 
contingency planning. The Company, in its investment evaluation process, considers the presence 
and implementation of the following measures and strategies to mitigate risk exposures: (i) hiring 
of technically competent staff that are adept in utilizing state-of-the-art technology and could 
conduct effective evaluation work; and (ii) ensuring adherence to the various environmental laws 
and regulations, taking into account not only local but international expectations as well. 

(c) Volatility of Oil and Gas Prices and Exchange Rate Risks. Revenues derived from successful 
exploration and drilling activities depend on the world price of oil. The price of oil is sensitive to 
minor changes in the global supply and demand conditions, quality of oil. forward selling 
activities, domestic and foreign government regulations, environmental trends, overall global 
economic condition and other macroeconomic and political factors that are beyond the Company's 
control. Furthermore, revenues from drilling activities are pegged to the US dollar, hence, the 
Company is exposed to exchange rate risks given the volatility of the rate of exchange between the 
US dollar and Philippine peso. 

(4 Government Regulations and Approvals. Government action such as changes in regulations 
may affect the Company's business and eventual operating and financial performance. 
Government may limit access to prospective development areas, implement stricter environmental 
laws to protect human health and the environment, impose higher taxes and royaities, all of which 
may adversely affect the Company's financial performance. 

For the risks mentioned in items (c) and (d) above, these risks could be mitigated through early 
identification systems of risk exposures to external threats such as changes in government 
regulations and changes in the geo-political environment of operating locations. The Company 
will continue to negotiate oil price agreements with inputs from experts. The Company, as a 
member of a consortium, adheres to its policy of involving competent technical prafessionals in the 
preparation and negotiations of oil price agreements. The Company will also continue to involve 
competent technical professionals in the preparation and negotiations of power purchase 
agreements for its geothermal projects. 

Since the Ethanol Plant is still pending on the success of the Cassava Project Operations, the 
Company is faced with the following risks. in order of importance: 

(a) Since the lands identified for the growing of cassava to be used as feedstock for the ethanol 
plant have not been planted with these crops on a large scale basis, productivity in terms of 
amount of crops that can be produced per hectare could be uncertain. To determine the 
maximum yield per unit area, the Company must establish actual agrunomic data on crop 
yields using a variety of available technologies and farming methodologies. Initial harvests 
have yielded less than expected results. Further testing and adjustments in agronomic 
practices employed and technologies used would require additional investment in land 
development and preparation, which may affect the Company's development timetable and 
ultimately, the project's viability. 

The Company manages this risk by limiting the investment requirement for the extended 
testing period. The new pilot farm was scaled down to 34 hectares to better focus the efforts 
on pinning down the agronomic factors and operating processes that would be most suitable 
for a target yield, efficiency and budget. 

(b) The farm and plant sites may have unknown environmental and topographical, social, security 
and political problems that may be costly and time consuming to remedy or may be beyond 
the Company's control to correct. 



To manage this risk, the Company through its subsidiary, REF has been diligently 
documenting environmental and topographical, social and security-related patterns, 
happenings and incidents. The Company bas likewise implemented policies, measures and 
processes to address these factors so that their unfavorable effects will be diminished. 

(c) The Company has no direct experience in ethanol production, which may result in mis- 
judgments and operating errors, materially affecting projected profitability. 

(f) The Company may fail to finalize critical agreements such as off-take agreements or supply 
contracts or the final contracts may be unfavorable compared to what the Company envisions 
these to be. Supply contracts with prospective customers are material basis for projecting 
revenues and the definitive versions of such agreements may contain terms or conditions that 
may be significantly different fiom what were assumed in the project's financial model. 

For the risks mentioned in items (c) to (d) above, the Company set as policy to seek out a 
strategic and financial partner that has a proven track record worldwide in the construction 
and operation of the ethanol plant. The prospective strategic partner shall co-invest with the 
Company in the ethanol project, to miniiizie the Company's risk exposure. The applications 
for the necessary government permits and clearances have been put an hold but will resume as 
soon as the feedstock development phase is successfilly hurdled. Agreements in preparation 
for the off-take arrangements with the major oil companies have already been signed and 
executed, specifically for the undertaking of the necessary studies for the terms of the 
definitive off-take arrangements. Seeing through the completion of these studies in time for 
the operation of the ethanol plant will be undertaken in due time. 

b. Finaneial Instruments 

Date of Recognition 
The Company recognizes a fmancial asset or a financial liability in the balance sheets when it 
becomes a party to the contractual provisions of the instrument. In the case of a regular way 
purchase or sale of financial assets, recognition and derecognition, as applicable, is done using 
trade date accounting. 

Initial Recognition of Financial Instrument 
Financial instruments are recognized initially at 5iir value. The initial measurement of financial 
instruments, except for those classified at FVPL, includes transaction cost 

Financial instruments are classified as liabilities or equity in accordance with the substance of the 
contractual arrangement. Interest, dividends, gains and losses relating to a financial instrument or 
a component that is a fmancial 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. 

Financial Assets or Liabilitiar at FVPL 
Financial assets and financial liabilities at FVPL includes financial assets or financial liabilities 
held for trading, derivative fmancial instruments and those designated upon initial recognition as 
at FVPL. 

Financial assets and liabilities are classified as helid for trading if they are acquired for the purpose 
of selling in the near term. Derivatives, including separated embedded derivatives, are classified 
as at FVPL unless they are designated as effective hedging instruments or a financial guarantee 



contract. Dividends, interests, and gains or losses on financial instruments held for trading are 
recognized in profit or loss. 

Financial instruments may be designated at initial recognition as at FVPL when any of the 
following criteria are met: (i) the designation eliminates or significantly reduces the inconsistent 
treatment that would otherwise arise from measuring the assets or recognizing the gains or losses 
on them on a different basis; or (ii) the assets are part of a group of financial assets which are 
managed and their performance evaluated on fair value basis, in accordance with a documented 
risk management strategy; or (iii) the financial instrument contains an embedded derivative that 
would need to be separately recorded. 

Financial assets or financial liabilities at FVPL, are recorded in the balance sheet at fair value. 
Changes in fair value are recognized in consolidated statement of operations. Interest and 
dividend income or expense are recognized in the consolidated statement of operations, according 
to the terms of the contract, or when the right to the payment has been established. 

The Company classifies its held-for-trading investments as financial assets at FVPL. 

Loans and Receivables 
Loans and receivables are non-derivative financial assets with fixed or determinable payments that 
are not quoted in an active market. After initial measurement, loans and receivables are 
subsequently carried at amortized cost using the effective interest rate method less any allowance 
for impairment. Amortized cost is calculated taking into account any discount or premium on 
acquisition and includes transaction costs and fees that are an integral part of the effective interest 
rate and transaction costs. Gains and losses are recognized in the profit or loss when the loans and 
receivables are derecognized or impaired, as well as through the amortization process. These 
financial assets are included in current assets if maturity is within twelve months from the balance 
sheet date. Otherwise, these are classified as noncurrent assets. 

As of June 30. 2011, included under loans and receivables are the Company's receivables 
consisting of cash in banks and cash equivalents, receivables from Forum Energy Plc (FEP), 
interest receivable and other receivables. 

AFS Financial Assets 
AFS financial assets are those non-derivative financial assets that are designated as AFS or are not 
classified in any of the three other categories. The Company designates financial instruments as 
AFS if they are purchased and held indefinitely and may be sold in response to liquidity 
requirements or changes in market conditions. After initial recognition, AFS financial assets are 
measured at fair value with unrealized gains or losses being recognized directly in other 
comprehensive income, net of the related deferred income. The effective yield component of AFS 
debt securities, as well as the impact of restatement on foreign currency-denominated AFS debt 
securities, is reported in profit or loss. 

When the investment is disposed of, the cumulative gains or losses previously recognized in other 
comprehensive income is recognized in profit or Ioss. Interest earned on the investments is 
reported as interest income using the effective interest rate method. Dividends earned on 
investments are recognized in the profit or loss as "Dividend income" when the right of payment 
has been established. The Group considers several factors in making a decision on the eventual 
disposal of the investment. The major factor of this decision is whether or not the Group will 
experience inevitable linther losses on the investment. These financial assets are classified as 
noncurrent assets unless the intention is to dispose such assets within 12 months from the 
reporting date. 

As of June 30. 2011, included under A ~ s  financial assets are the Company's investments in 
shares of stocks. 



Other Financial Liabilities 

Issued financial instruments or their components, which are not designated as at FVPL are 
classified as other financial liabilities, where the substance of the contractual arrangement results 
in the Group having an obligation either to deliver cash or another financial asset to the holder, or 
to satisfy the obligation other than by the exchange of a fixed amount of cash or another financial 
asset for a fixed number of own equity shares. 

The components of issued financial instruments that contain both liability and equity elements are 
accounted for separately, with the equity component being assigned the residual amount after 
deducting from the instrument as a whole, the amount separately determined as the fair value of 
the liability component on the date of issue. 

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 premium on the issue and fees that are an integral part of the effective interest rate. 
Other financial liabilities are classified as current liabilities when it is expected to be settled within 
12 months from the end of the reporting period or the Group does not have an unconditional right 
to defer settlement of the liabilities for at least 12 months fiom the end of the reporting period. 

As of June 30, 201 1, included in other financial liabilities are the Company's accounts payable 
and accrued expenses. 

Offsetting Financial Instruments 
Financial assets and financial liabilities are offset and the net amount reported in the consolidated 
balance sheet 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. This is not generally the case with master netting agreements, and the 
related assets and liabilities are presented gross in the cons~lidated balance sheet. 

Derecoeslition of Financial Assets and Liabilities 

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

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

the Company retains the right to receive cash flows from the asset, but 
has assumed an obligation to pay them in full without material delay to third party 
under a 'pass-through' arrangement; or 
the Group has transferred its rights to receive cash flows from the asset and either (a) 
has transferred substantially all the risks and rewards of the asset, or (b) has neither 
transferred nor retained substantially all risks and rewards of the asset, but has 
transferred control of the asset. 

Where the Company has transferred its rights to receive cash flows fiom 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 assel, the asset is recognized to the extent of 
the Company's continuing involvement in the asset. Continuing involvement that takes the form 
of a guarantee over the transferred asset is measured at the lower of the original canying amount 
of the asset and the maximum amount of consideration that the Company could be required to 
repay. 



Financial Liabilities 
A fmancial liability is derecognized when the obligation under the liability was discharged, 
cancelled or has expired. 

Where an existing financial liability is replaced by another fiom 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 canying amounts is recognized in the consolidated 
statement of operations. 

Imvairment of Financial Assets 
The Company assesses at each reporting date whether a financial asset or group of financial assets 
is impaired 

Loans and receivables 
The Group fust assesses whether objective evidence of impairment exists individually for 
financial assets that are individually signiiicant, or collectively for financial assets that are not 
individually significant. If the Group determines that no objective evidence of impairment exists 
for individually assessed financial assets, 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 lass is, or continues to be, recognized are not included in 
a collective assessment for impairment. 

If there is objective evidence that an impairment loss on assets carried at amortized cost has been 
incurred, the amount of the loss is measured as the difference betwcen the asset's carrying amount 
and the present value of estimated future cash flows (excluding future expected credit losses that 
have not been incurred) discounted at the financial asset's original effective interest rate (i.e., the 
effective interest rate computed at initial recognition). The canying amount of the asset is reduced 
through the use of an allowance account. The amount of impairment loss shall be recognized in 
profit or loss. 

If in a subsequent period, the amount of the impairment loss decreases and the decrease can be 
related objectively to an event occurring after the impairment was recognized, the previously 
recognized impairment loss is reversed, to the extent that the canying value of the asset does not 
exceed its amortized cost at the reversal date. Any subsequent reversal of an impairment loss is 
recognized in profit or loss. 

In relation to receivables, a provision for impairment is made when there is objective evidence 
(such as the probability of insolvency or significant financial difficulties of the debtor) that the 
Group will not be able to collect all of the amounts due under the original terms of the invoice. 
The carrying amount of the receivable is reduced through the use of an allowance account. 
Impaired receivables are derecognized when they are assessed as uncollectible. 

Assets Carried at Amortized Cost 
If there is objective evidence that an impairment loss on f m c i a l  assets camed at amortized cost 
has been incurred, the amount of loss is measured as a difference between the asset's carrying 
amount and the present value of estimated future cash flows (excluding future credit losses that 
have not been incurred) discounted at the financial asset's original effective interest rate (i.e. the 
effective interest rate computed at initial recognition). The carrying amount of the asset shall be 
reduced through the use of an allowance account. The amount of loss is recognized in the 
consolidated statement of operations. 



The Company first assesses whether objective evidence of impairment exists individually for 
financial assets that are individually significant, and collectively ?or financial assets that are not 
individually significant. If it is determined that no objective evidence of impairment exists for ac 
individually assessed financial asset, whetha significant or not, the asset is included in the group 
of financial assets with similar credit risk and characteristics and that group of financial assets k 
collectively assessed for impairment. Assets that are individually assessed for impairment and for 
which an impairment loss is or continue to be recognized are not included in a collective 
assessment of impairment. For the purpose of a collective evaluation of impairment, financial 
assets are grouped on the basis of such credit risk characteristics such as payment history and past- 
due status and term. 

Loans and receivables, together with the dated allowance, are written off when there is na 
realistic prospect of future recovery. If, in a subsequent period, the amount of the impairment loss 
decreases and the decrease can be related objectively to an event occurring after the impairmenl 
was recognized, the p~eviously recognized impairment loss is reversed. Any subsequent reversal 
of an impairment loss is recognized in the consolidated statement of operations, to the extent that 
the carrying valuc of the asset does not exceed its amortized cost at the reversal date. 

Assets Carried ar Cost 
If there is objective evidence that an impairment loss on an unquoted equity instrument that is no1 
carried at fair value because its fair value cannot be reliably measured, or on a derivative asset that 
is l i e d  to and must be settled by delivery of such an unquoted equity instrument has been 
incurred, the amount of the loss is measured as the difference between the asset's carrying amount 
and the present value of estimated future cash flows discounted at the current market rate of return 
for a similar financial asset. 

AFS Financial Assets 
For AFS financial assets, the Group assesses at each reporting date whether there is objective 
evidence that a financial asset or group of financial assets is impaired. 

In case of equity investments classified as AFS financial assets, this would include a significant or 
prolonged decline in the fair value of the investments below its cost. The determination of what is 
"significant" or c'prolonged" requires judgment The Group treats "significant" generally as 30% 
or more and c'prolong&" as greater than 12 months for quoted equity securities. Where there is 
evidence of impairment, the cumulativz loss measured as the difference between the acquisition 
cost and the current fair value, less any impairment loss on that financial asset previously 
recognized in profit or loss is removed fiom other comprehensive income (loss) and recognized in 
profit or loss. 

Impairment losses on equity investments are not reversed through profit or loss. Increases in fairr 
value after impairment are recognized directly in equity. 

In the case of debt instruments classified as M S  financial assets, impairment is assessed based on 
the same criteria as financial assets carried at amortized cost. Interest continues to be accrued at 
the original effective interest rate on the reduced carrying amount of the asset and is recorded as a 
component of "Other income - net" account in the consolidated statement of comprehensive 
income. If subsequently, the fair value of a debt instrument increases and the increase can be 
objectively related to an event occurring after the impairment loss was recognized in profit or loss, 
the impairment lass is reversed through profit or loss. 

Biological Assets - Standing C~ODS 
Biological assets (cassava crops), for which fair values cannot be measured reliably, are measured 
at cost less accumulated impairment losses. Expenditure on standing crops includes land 
preparation expenses and other direct expenses incurred the cultivation period are 
capitalized. 



Cost incurred in maintaining or enhancing the standing crops are recognized as expenses as 
incurred. 

Arrricultural Produce 
Agricultural produce represent harvested cassava tubers which are initially measured at fair value 
less costs to sell at the point of harvest. Any difference between the cost of harvested cassava 
tubers and fair value less costs to sell is recognized under "Fair value adjustments on agricultural 
produce" account in the consolidated statement of comprehensive income. Cost of harvested 
cassava tubers consists of accumulated cost fiom the land preparation expenses until the point of 
harvest. Fair value less costs to sell is determined with reference to the market value of cassava 
tubers in the local market less delivery costs. 

Subsequently, agricultural produce are valued at the lower of cost and net realizable value (NRV). 
Cost incurred in the bringing of each cassava tubers to its present location and condition is 
accounted for using the fmt-in, first out basis. NRV is the selling price in the ordinary course of 
business, less costs of sell. 

2. Investments in Foreign Securities 

Quoted shares consist of equity investments in FEC Resources, Inc., an independent company 
listed on the NASD OTC Bulletin Board and the Frankfurt and Munich Stock Exchanges, and 
Forum Energy Plc, a company listed on London AIM market. The fair values of these listed 
shares are based on their bid market price as of balance sheet date. Unquoted equity securities 
include unlisted shares of stock in which the Group will continue to carry as part of its 
investments. These are carried at cost less impairment, if any. 

As of June 30,201 1, investments in FEC Resources Inc. and Forum Energy Plc shares of stocks 
amounted to PhP 679,070 and PhP 335,474, respectively. 

3. Significant Accounting Judgments, Estimates and Assumptions 

Management is required to make judgments, estimates and assumptions that affect the amounts 
reported in the financial statements and accompanying notes. The judgments, estimates and 
assumptions used in the financial statements are based upon management's evaluation of relevant 
facts and circumstances as of the date of the financial statements. Future events may occur which 
can cause the assumptions used in arriving at those judgments and estimates to change. The 
effects of any changes will be reflected in the financial statements as they became reasonably 
determinable. 

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

Judgments 
In the process of applying the Company's accounting policies, management has made the 
following judgments, apart fiom those involving estimations, which have the most significant 
effect on amounts recognized in the financial statements: 

Determination ofthe Company's Functional Currency 
Based on the economic substance of the underlying circumstances relevant to the Company, the 
fbnctional currency has been determined to be the Peso. It is the currency that mainly influences 
the operations of the Company. 



Classifcation offinancial instruments 
The Company classifies a financial instrument, or its component, on initial recognition as a 
financial asset, liability or equity instrument in accordance with the substance of the contractual 
arrangement and the definitions of a financial asset, liability or equity instrument. The substance 
of a frnancial instrument, rather than its legal fonn, governs its classification in the consolidated 
balance sheet. 

Financial assets are classified as financial assets at FIiPL, loans and r~ceivables, HTM financial 
assets and AFS financial assets. Financial liabilities, on the other hand, are classified as financial 
liabilities at FVPL and other financial liabilities. 

The Company determines the classification at initial recognition and rezvaluates the classification 
at every reporting date. 

Impairment ofproperty and equipment 
The Company assesses impairment on propery and equipment recorded at cost whenever events 
or changes in circumstances indicate that the carrying amount of these assets may not be 
recoverable. The factors that the Company considers important which could trigger an 
impairment review include the following: 

Significant underperformance relative to expected historical or projected future operating 
results; 
Significant changes in the manner of use of the acquired assets or the strategy for overall 
business; and 
Significant negative industry or economic trends. 

Impairment and write-oflof deferred charges 
The Company assesses impairment on deferred charges when facts and circumstances suggest that 
the carrying amount of the asset may exceed its recoverable amount. Until the Company has 
sufficient data to determine technical feasibility d commercial viability, deferred charges need 
not be assessed for impairment. 

Facts and circumstances that would require an impairment assessment as set forth in PFRS 6, 
Exploration for and Evaluation of Mineral Resources, are as follows: 

The period for which the Company has the right to explore in the specific area has expired or 
will expire in the near future and is not expected to be renewec; 
Substantive expenditure on further exploration for and evaluation of mineral resources in the 
specific area is neither budgeted nor planned; 
Exploration for and evaluation of mineral resources in the specific area have not led to the 
discovery of commercially viable quantities of mineral resources and the entity has decided 
to discontinue such activities in the specific area; and 
Sufficient data exist to indicate that, although a dzvelopment in the specific area is likely to 
proceed, the carrying amount of the exploration and evaluatioa asset is unlikely to be 
recovered in full fiom successful development or by sale. 

For deferred charges, impairment is recognized when a SCtGSEC where the Company has 
participating interest is permanently abandoned. Future events could cause the Company to 
conclude that these assets are impaired. 



Valuation of biological assets 
The Company carries biological assets at cost less any accumulated impairment losses since prices 
of cassava tubers are not readily available and any alternative estimates of fair value is believed to 
be unreliable. 

The Company assesses whether its assets are impaired when there are impairment indicators. The 
Company's impairment test for biological assets is based on value-in-use calculations using the 
discounted cash flow model. The projected cash flows were based on the estimated cassava 
granules that can be produced at the current plantation capacity of the Company and other 
assumptions that management believes are reasonable, like estimated price increases and cost 
inflation. These do not include restructuring activities that the Company is not yet committed to 
or significant future investments that will enhance the asset base. 

Realizability of deferred income tax assets 
Deferred income tax assets are recognized for all temporary deductible differences to the extent 
that it is probable that sufficient future taxable profits will be available to allow all or part of the 
deferred income tax assets to be utilized. Management has determined based on business forecast 
of succeeding years that there is no sufficient future taxable profits against which the deferred 
income tax assets will be utilized except for the deferred income tax assets related to the provision 
for impairment loss, unrealized foreign exchange losses and fair value adjustments on AFS 
financial assets and some portion of NOLCO. 

Estimates 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to 
accounting estimates are recognized in the period in which the estimates are revised if the 
revisions affect only that period, or in the period of the revision and future periods if the revision 
affects both current and future periods. 

The key assumptions concerning the future and other key sources of estimation uncertainty at the 
reporting date that have a significant risk of causing a material adjustment to the carrying amounts 
of asset and liabilities within the next financial year are discussed below 

Impairment of AFS financial assets 
The Company treats AFS financial assets as impaired when there has been a significant or 
prolonged decline in the fair value below its 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 30% of cost or more of the cost and "prolonged" as 
greater than 12 months for quoted equity securities. 

Estimation of allowance for impairment of loans and receivables 
The Company reviews its receivables at each reporting date to assess the adequacy of the 
allowance for doubtful accounts. In particular, judgment by management is required in the 
estimation of the amount and timing of future cash flows when determining the level of allowance 
required. Such estimates are based on factors such as, but not limited to, the length of the 
Company's relationship with the customer, customer's payment behavior and other known market 
factors. 

Estimation of useful lives ofproperty and equipment 
The Company estimates the useful lives of their property and equipmeat based on the period over 
which the assets are expected to be available for use. The Conzpany annually reviews the 
estimated useful lives of property and equipment based on factors that include asset utilization, 
internal technical evaluation, technological changes, environmental and anticipated use of the 
assets. It is possible that future results of operation could be mateeally affected by changes in 
these estimates brought about by changes in factors mentioned. A reduction in the estimated 
useful lives of property and equipment would increase depreciation expense and decrease 
noncurrent assets. 



Estimation of fair value of unquoted equity securities classified as A ~ m u n c i a l  assets 
Management believes that while the range of reasonable fair value estimates is significant, the 
probabilities of the various estimates cannot be reasonably assessed given the unquoted nature of 
these equity investments. As a result, the Company carries these f w c i a l  assets at cost, less any 
impairment in value. 

Estimation of retirement benefits 
The determination of the obligation and retirement benefits is dependent on management's 
assumptions used by actuaries in calculating such amount, expected rate of return on plan assets 
and salary projection rate. Actual results that differ from the Company's assumptions are 
accumulated and amortized over future periods. 

While it is believed that the Company's assumptions are reasonable and appropriate, significant 
differences in actual experience or significant changes in assumptions may materially affect the 
Company's retirement obligations. 

Determination of fair value of investment properties 
The best evidence of fair value is current prices in an active market for similar lease and other 
contracts. In the absence of such information, the Company determines the amount within a 
range of reasonable fair value estimates. In making its judgment, the Company considers 
information from variety of sources including: 

a) current prices in an active market for properties of different nature, condition or location (or 
subject to different lease or other contracts), adjusted to reflect those differences; 

b) recent prices of similar properties in less active markets, with adjustments to reflect any 
changes in economic conditions since the date of the transactions that occurred at those 
prices; and 

c) discounted cash flow projections based on reliable estimates of future cash flows, derived 
from the terms of any existing lease and other contracts and (where possible) from external 
evidence such as current market rents for similar properties in the same location and condition 
and using discount rates that reflect current market assessments of the uncertainty in the 
amount and timing of the cash flows. 

4. Financial Risks 

The Company's financial instruments consist of cash and cash equivalents, financial assets at 
FWL, receivables, AFS financial assets and accounts payables and dividends payable. Cash and 
cash equivalents, financial assets at FWL and AFS financial assets are being used for investment 
purposes, while receivables and accounts payable and dividends payable arise from operations. 

The Company's activities expose it to a variety of financial risks: foreign exchange risk, equity 
price risk, interest rate risk and credit risk. The Company's overall risk management program 
focuses on minimizing the potential adverse effects on the Company's financial performance due 
to unpredictability of financial markets. 

The Company's exposures to these risks are managed through close monitoring by the 
Company's key management and BOD through the Finance and Investments Committee. 



Foreign Exchange Risk 
Foreign exchange is the risk to earnings or capital arising from changes in foreign exchange rates. 
The Company takes on exposure to effects of fluctuations in the prevailing foreign currency 
exchange rates on its financial instruments. Fluctuations in exchange rates can have significant 
effects on the Company's reported results. The Company is exposed to foreign exchange risk 
arising from its foreign currencydenominated cash, receivable and AFS financial assets accounts. 
The Company's policy is to minimize economic and material transactional exposures arising from 
currency movements against the peso. 

Equity Price risk 
Equity price risk is the risk that the value of a financial instrument will fluctuate because of 
changes in market prices. The Company is exposed to equity securities price risk because of 
investments held by the Company, which are classified on the balance sheets as FVPL and AFS 
financial assets. 

Interest Rate Risk 
interest rate risk arises from the possibility that changes in interest rates will affect future cash 
flows or the fair values of financial instruments. The Company's exposure to market risk for 
changes in interest rates is related primarily to the Company's AFS financial assets. Management 
closely monitors the behavior of interest rates to ensure that interest rate risk is kept within 
management's tolerable level. 

Credit Risk 
Credit risk is the risk that the Company will incur a loss because its counterparties failed to 
discharge their contractual obligations. The Company manages and controls credit risk by doing 
business only with recognized, creditworthy third parties. Receivable balances are monitored on 
an ongoing basis with the result that the Company's exposure to bad debts is not significant. 

It is the Company's policy to maintain the receivables at low level except for one-time non-trade 
transaction which the Company classifies under the collectible/not impaired because these parties 
have no history of default especially on transactions as agreed on the contract. 

The credit quality of the financial assets was determined as follows: 

Financial instruments classified as "satisfactory" are those cash and cash equivalents transacted 
with reputable local and multi-national banks and receivables with some history of default on the 
agreed terms of the contract. Concentration of financial assets at FVPL and AFS financial assets 
are considered "satisfactory" since these are invested in blue chip shares of stocks. "Past due and 
impaired" are those that are long outstanding and has been fully provided with an allowance for 
doubtful accounts. There are no past due but not impaired receivables. 

Concentrations of credit risk arise from financial instruments that have similar characteristics and 
are affected similarly by changes in economic or other conditions. There are no significant 
concentrations of credit risk within the Company arising from financial assets since these are not 
directly affected by changes in economic or other external conditions. 

Liquidity Risk 
Liquidity risk is defined as the risk that the Company could not be able to settle or meet its 
obligations on time or at a reasonable price. Management is responsible for liquidity, funding as 
well as settlement management. Management also ensures that the Company will maximize its 
gain on trading of marketable securities to fmance future capital intensive projects. The Company 
manages its liquidity risk on a consolidated basis based on business needs, tax, capital or 
regulatory considerations, if applicable, through numerous sources of finance in order to maintain 
flexibility. 



Risk Related to Agricultural Activities 
As a producer of cassava and dried cassava granules, the Company's earnings are subjected to 
certain factors related to the business and economic conditions, as well as changes in business 
strategy, weather conditions, crop yields, raw material costs, availability and competition. 

The Company is exposed to financial risks arising fiom changes in production costs, volume of 
harvests which is influenced by natural phenomenon such as weather patterns and volume of 
rainfall. The level of harvest is affected by field performance and market changes. For instance, 
the cost of growing crops is exposed to changes in demand and supply. 

The ability to maintain the physical condition of its root crops such as exposure to plant disease 
could adversely impact production and consumer confidence. 

Operational risks are minimized through the following: 

Floor price maintained through annual purchase order volume commitments 
Mechanical drying facilities which negate exposure of cassava granules to rain while drying 
Long term relationships with suppliers of farm inputs to ensure supply and bulk pricing 
Community based dissemination of agronomy practices for expansion of cassava areas 
within areas of operation 
Internal control measures 
Security measures 
Performance monitoring 

Capital Management 
The objective of the Company's capital management is to ensure that it maintains a healthy 
capital ratio in order to support its business and maximize shareholder value. 

The Company manages its capital structure and makes adjustments to it, in light of changes in 
economic conditions. To maintain or adjust the capital structure, the Company may issue new 
shares. 

Management of working capital focuses on short-term decisions to cash and cash equivalents and 
other current assets and liabilities. The goal of working capital management is to ensure that the 
Company is able to continue its business operations and that it has sufficient funds to satisfy 
maturing current liabilities and operating expenses. 



5. Comparison of Fair Values as of June 30,2011 & March 31,2011 

-1 - 
BASIC ENERGY CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 
As of June 30,2011 and March 31,2011 

UNAUDITED UNAUDITED 
June 30,2011 March 31,2011 

ASSETS 

Current Assets 
Cash and cash equivalents P 
Receivables-net 
Agricultural Produce 
Biological Assets 
Other current assets 
Total Current Assets 

LIABILITIES AND STOCKHOLDERS' EQUTY 

as of 2010 & 2009 respectively 

P 289,271,544 
4,004,979 

309,074 
1,855,910 
1,275,956 

296,7 17,462 

196,309,412 
41,015,358 

0 
4,180,593 
1,446,836 

242,952,199 



Formula: Earnings (Loss) Per Share 

BASIC ENERGY CORPORATION, INC. AND SUBSIDIARIES -2- 
CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 
For the period ended June 30,2011 and March 31,2011 

As of As of Increase 
June 30,201 1 March 31,201 1 (Decrease) 

=Net Loss /No. ofshares for the quarter ended June 30, 2011 
2,442,493,s 12 

- Net Loss / No. of shores for the quarter ended March 31.2011 
2,442,493,s 12 

REVENUES 
P 

Income £tom previous sale of BPMI 
Interest, Dividends and Others 
Sales 
Realized on Gain on sale of AFS 
Other Income 

44,084,42 1 
1,502,202 

820,845 

46,407,468 

124,720,038 
3,223,607 
1,552,520 

129,496,165 

80,635,617 
1,721,405 

731,675 

83,088,697 

COSTS AND EXPENSES 

P 

Production Costs 
General and administrative expenses 
Cost of Sales 
Fair Value Adjustments 
Foreign Exchange Loss 
Others 

LOSS BEFORE INCOME TAX 
PROVISION FOR INCOME TAX 
Current 
Deferred 

NET INCOME (LOSS) 

14,101,379 
14,618,826 
6,660,427 

227,494 
1,421,826 

37,029,952 
92,466,213 

0 

0 

6,618,460 
3,189,283 

361,905 
1,421,826 

1 1,591,474 
34,815,992 

0 

0 

14,101,379 
8,000,366 
3,471,144 

(1 34,411) 

25,438,478 
57,650,219 

0 

0 



6. Criteria used to determine whether the market for a financial instrument is active or 
inactive 

Determination of Fair Value 
The fair value of financial instruments that are actively traded in organized financial markets is 
determined by reference to quoted market bid prices at the close of business on the reporting date. For 
investments and all other fmancial instruments where there is no active market, fair value is 
determined using valuation techniques. Such techniques include using arm's length market 
transactions; reference to the current market value of another instrument, which is substantially the 
same; discounted cash flow analysis and other valuation models. 

"Day 1 " Profit 
Where the transaction price in a non-active market is different from the fair value of other observable 
current market transactions in the same instrument or based on a valuation technique whose variables 
include only data fiom observable market, the Company recognizes the difference between the 
transaction price and fair value (a "Day 1" profit) in the consolidated statement of operations unless it 
qualifies for recognition as some other type of asset. 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 the 
consolidated statement of operations when the inputs become observable or when the instrument is 
derecognized. For each transaction, the Company determines the appropriate method of recognizing 
the "Day 1 " profit amount. 

7. Disclosures per SEC Memorandum Circular No. 3, Series of 2011 

In compliance with SEC Memorandum Circular No. 3, Series of 201 1: Guidelines on the 
Implementation of PFRS 9, we disclose that: 

(i) Our company has not yet decided whether or not to early adopt PFRS 9 (2009) or PFRS 9 
(2010) for its 2011 financial reporting and therefore, the interim fmancial statements do 
not reflect the impact of the said standard. 

(ii) We are still currently evaluating the impact of the possible early adoption of either PFRS 
9 (2009) or PFRS 9 (2010) in our fmancial statements. 

(iii) Our company has the following financial instruments: 

a. Cash and Cash Equivalents 
b. Receivables 
c. Available for Sale (AFS) Financial Assets 
d. Accounts Payable and Accrued Expenses 




