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e Those with inputs for the asset or liability that are not based on observable market data
(unobservable inputs) (Level 3).

December 31,

2009 Level 1 Level 2 Level 3 At Cost
Financial assets at FVPL-
derivative assets £9,611,022 P- £9,611,022 P- P-
AFS investments:
Debt investments 734,811,000 734,811,000 - - -
Equity investments 15,388,428 15,295,010 - - 93,418
December 31,
2008 Level | Level 2 Level 3 At Cost
Financial asset and liability at
FVPL :
Derivative asset P648,988,818 P P648,988,818 P P-
Derivative liability 54,250,018 - 54,250,018 - -
AFS investments:
Debt investments 674,494,128 674,494,128 - = -
Equity investments 13,597,238 13,522,688 - - 74,550

During the period 2009 and 2008, there were no transfers between Level 1 and Level 2 fair value
measurements and no transfers into and out of Level 3 fair value measurements.

Financial Assets and Financial Liabilities

Set out below is a comparison of carrying amounts and fair values of the Company’s financial
instruments as of December 31, 2009 and 2008.

2009 2008
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial Assets
Loans and receivables:
Cash and cash equivalents £11,220,897,157 2 11,220,897,157 £957,088,260 £957,088,260
Trade receivables - net 5,306,417,083 5,306,417,083 4,763,042,643 4,763,042,643
Non-trade receivables 77,268,776 77,268,776 237,513,288 237,513,288
Loans and notes receivables 67,573,603 67,573,603 60,350,973 60,350,973
Employee receivables 14,998,506 14,998,506 31,358,060 31,358,060
Advances to employees 20,826,816 20,826,816 26,724,217 26,724,217
Long-term receivables - - 819,861,389 838,203,873
Concession receivable - - 34,695,434,198 30,995,036,175
Cash collateral on PCIR Bonds - - 3,519,226 3,519,226
Royalty fee chargeable to NPC - - 122,018,657 122,018,657
AFS investments:
Debt investments 734,811,000 734,811,000 674,494,128 674,494,128
Equity investments 15,388,428 15,388,428 13,597,238 13,597,238
Financial assets at FVPL:
Derivative assets 9,611,022 9,611,022 648,988,818 648,988,818
P17,467,792,391 £17,467,792,391 $£43,053,991,095 $£39,371,935,556
Financial Liabilities
Financial liabilities at amortized cost:
Accounts payable - trade P2,202,140,914 $2,202,140,914  £1,645,574,303  £1,645,574,303
Accrued interest and guarantee fees 923,147,531 923,147,531 390,839,708 390,839,708
Accrued premium on range bonus
forwards - - 175,116,194 175,116,194

(Forward)
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2009 2008
Carrying Carrying

Amount Fair Value Amount Fair Value

Miscellaneous current liabilities £10,507,987 £10,507,987 P§,649,387 P§,649,387

Loan payable - - 2,000,000,000 2,000,000,000

Due to related parties 537,020,209 537,020,209 110,920,747 110,920,747

Royalty fee payable 811,004,709 836,317,273 1,688,282,467 1,688,282,467
Obligations to a power plant

contractor - - 112,187,446 111,720,404

Long-term debt 47,464,498,391 52,538,678,773 32,229,455,285 34,255,439,515

Financial liabilities at FVPL:
Derivative liabilities - - 54,250,018 54,250,018

P51,948,319,741 P57,047,812,687 P38,415,275,555 $£40,440,792,743

The methods and assumptions used by the Company in estimating the fair value of financial
instruments are:

Cash and Cash Equivalents
Carrying amounts approximate fair values due to its short-term nature.

Trade and Other Receivables, Cash Collateral on PCIR Bonds, Royalty Fee Chargeable to NPC,
Due to Related Parties, Trade and Other Payables and Loan Payable. These are instruments with
relatively short maturity ranging 1 to 3 months. Carrying amounts approximate fair values.

Long-term Receivables
The fair value of long-term receivables was computed by discounting the expected cash flow using
the applicable rates of 6.08% to 6.59% in 2008 (nil in 2009).

Concession Receivable
The fair value of concession receivables is computed by discounting the expected free cash flows
using the applicable rates as of reporting date of 5.26% to 15.03% in 2008 (nil in 2009).

AF'S Investments

Fair values of debt securities are based on quoted market prices. For equity investments that are
not quoted, the investments are carried at cost less allowance for impairment losses due to the
unpredictable nature of future cash flows and the lack of suitable methods of arriving at a reliable
fair value.

Derivative Assets and Liabilities

The fair values of range bonus forwards and currency forwards were determined by reference to
market values provided by counterparty banks. The currency options were valued using Garman-
Kohlhagen option pricing model that takes into account such factors as the risk-free US Dollar and
Euro interest rates and historical volatility.

Long-term Debt and Royalty Fee Payable. The fair values for the Parent Company’s long-term
debt are estimated using the discounted cash flow methodology with the applicable rates ranging
from 0.19% to 5.93% in 2009 and 0.49% to 1.61% in 2008, while for FG Hydro, the fair value of
deferred payment facility with PSALM was computed by discounting the facility’s expected
future cash flows using the prevailing credit adjusted Philippine Government Zero Coupon Yield
interest rates ranging from 4.19% to 6.17% in 2009 and from 5.82% to 6.71% in 2008.

Fair values of royalty fee payable are determined using discount rates ranging from 4.54% to
5.64 % in 2009 while fair value approximates the carrying value as of December 31, 2008.
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The fair value of obligation to power plant contractor represents the present value of the expected
future cash flows of the liability using the applicable rates at the reporting dates ranging from nil
in 2009 and 0.86% to 1.65% in 2008.

The Company classifies its financial instruments in the following categories.

2009
Financial Liabilities at Financial
Loans and Assets at  Amortized Liabilities at
Receivables AFS FVPL Cost FVPL Total
(In Thousands)
Financial Assets
Cash and cash equivalents £11,220,897 P- P- P- P- P11,220,897
Trade receivables 5,306,417 - - - - 5,306,417
Non-trade receivables 77,269 - - - - 77,269
Loans and notes receivables 67,574 - - - - 67,574
Employee receivables 14,999 - - - - 14,999
Advances to employees 20,827 - - - - 20,827
AFS - debt investments - 734,811 - - - 734,811
AFS - equity investments - 15,388 - - - 15,388
Derivative Assets - - 9,611 - - 9,611
Financial Liabilities
Accounts payable - trade - - - 2,202,141 - 2,202,141
Accrued interest and guarantee fees - - - 923,148 - 923,148
Miscellaneous current liabilities - - - 10,508 - 10,508
Due to related parties - - - 537,020 - 537,020
Royalty fee payable - - - 811,005 - 811,005
Obligations to a power plant contractor - - - - -
Long-term debt — - — 47,464,498 - 47,464,498
Total £16,707,983 £750,199 £9,611 $51,948,320 B- P69,416,113
2008
Financial Liabilities at Financial
Loans and Assets at Amortized Liabilities at
Receivables AFS FVPL Cost FVPL Total
(In Thousands)
Financial Assets
Cash and cash equivalents £957,088 P P P P £957,088
Trade receivables 4,763,043 - - - - 4,763,043
Non-trade receivables 237,513 - - - 237,513
Loans and notes receivables 60,351 - - - - 60,351
Employee receivables 31,358 - - - - 31,358
Advances to employees 26,724 - - - - 26,724
Long-term receivables 819,861 - - - - 819,861
Concession receivable 34,695,434 - - - - 34,695,434
Cash collateral on PCIR Bonds 3,519 - - - - 3,519
Royalty fee chargeable to NPC 122,019 - - - - 122,019
AFS - debt investments - 674,494 - - - 674,494
AFS - equity investments - 13,597 - - - 13,597
Range bonus forwards - - 614,082 - - 614,082
Currency options - - 34,907 - - 34,907
Financial Liabilities
Accounts payable - trade - - - 1,645,574 - 1,645,574
Accrued interest and guarantee fees - - - 390,840 - 390,840
Accrued premium on range bonus
forwards - - - 175,116 - 175,116
Other current liabilities - - - 8,649 - 8,649
Loan payable - - - 2,000,000 - 2,000,000
Due to related parties - - - 110,921 - 110,921
Royalty fee payable - - - 1,688,282 - 1,688,282
Obligations to a power plant contractor - - - 112,187 - 112,187
Long-term debt - - - 32,229,455 - 32,229,455
Derivative liabilities - - - 54,250 54,250
Total 241,716,910 P£688,091 P648,989 P38,361,024 P54,250 $81,469,264
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The table below demonstrates the income, expense, gains or losses of the Company’s financial
instruments for the years ended December 31, 2009 and 2008.

2009 2008 2007
Effect in Effect Effect in Effect Effect in Effect
Profit or Loss in Equity Profit or Loss in Equity  Profit or Loss in Equity
Increase Increase Increase Increase Increase Increase
(Decrease) (Decrease) (Decrease) (Decrease) (Decrease) (Decrease)

Loans and receivables:
Interest income on cash in bank  £1,742,901 P 21,917,865 P 21,006,736 P
Interest income on cash
equivalents 322,651,978 — 219,049,172 - 304,112,318 -
Interest income on trade
receivables 75,669,519
Interest income on due from
related parties - - 261,069 - - -
Interest income on concession
receivables 1,650,208,827 - 2,107,841,224 - - -
Interest income on employees
receivable 1,104,060 - 381,892 - 673,975 -
“Day 1” loss on NPC receivable - — (189,790,628) - - -
Interest income on other
receivables 723,941 - 1,995,342 - 2,236,906,585 -
AFS investments:
Equity investments:
Net gain (loss) recognized
in equity - 1,791,090 - (2,813,418) - 4,263,827
Impairment loss on AFS (3,328,633) - - -
Provision for impairment
loss removed from equity - 3,328,633 - - - -
Debt investments: - -
Gain on sale of AFS
investments — - 46,323,392 - 7,937,724 -
Net gain removed from
equity - - - (46,323,392) - (7,937,724)
Net gain (loss) recognized
in equity - 77,231,146 —  (288,586,089) — 240,760,339
Interest income on
ROP Bonds 1,057,831 - 842,697 - - -
Derivative Financial Instruments at
FVPL:
Fair value changes and
premium on forward
contracts (175,648,625) — 384,715,411 - 56,011,571 -
Unrealized gain (loss) on fair
value on changes on

108,113,195 - - -

currency options (23,161,134) — 35,304,332 - - -
Financial liabilities at amortized

cost:
Interest expense on long-term

loans (2,431,195,352) (1,771,562,904) - (1,170,417,420) -
Interest expense on royalty

payable (69,904,267) (225,590,774) - (211,445,798) -
Interest expense on short-term

loans (164,255,636) (34,535,508) - (51,799) -
Amortizations of transactions

costs on loans (109,852,266) (120,834,470) - (218,138,637) -
“Day 1” gain on royalty fee 168,284,986 — — 39,769,241 —

(B755,901,870) £82,350,869 564,431,307 (P337,722,899) P1,046,364,496 P237,086,442

Capital Management

The primary objective of the Company’s capital management is to ensure that it maintains a
healthy capital ratio in order to comply with its financial loan covenants and support its business
operations.
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The Company manages and makes adjustment to its capital structure as it deems necessary. To
maintain or adjust its capital structure, the Company may increase the levels of capital
contributions from its creditors and owners/shareholders through debt and new shares issuance,
respectively.

The Company monitors capital using the debt ratio, which is long-term liabilities divided by long-
term liabilities plus equity. The Company’s policy is to keep the debt ratio not more than 70:30.
The Company’s long-term liabilities include both the current and long-term portions of obligations
to power plant contractors and long-term debt. Equity includes capital stock attributable to
common and preferred shares, unrealized gains reserve and retained earnings.

Table below shows the Company’s debt ratio as at December 31, 2009 and 2008.

2009 2008
Long-term liabilities P47,464,498,391 £32,341,642,731
Equity 30,331,861,805 28,735,318,699
Debt ratio 61.0% 53.0%

Derivative Financial Instruments

The Company’s derivative financial instruments are accounted for as financial instruments at
FVPL. The table below shows the fair value of derivative financial instruments reported as assets
or liabilities as of December 31, 2009 and 2008.

December 31, 2009 December 31, 2008
Derivative Derivative Derivative
Assets Assets Liabilities
Embedded derivatives -
Currency options P9,611,022 £34,907,195 P
Free standing derivatives
Range bonus forwards - 614,081,623 -
Currency forwards - - 54,250,018
Total derivatives P9,611,022 P648,988,818 P54,250,018
Presented as:
Current P £614,081,623 £54,250,018
Noncurrent 9,611,022 34,907,195 -
Total derivatives P9,611,022 P648,988,818 £54,250,018

Freestanding Derivatives. The Company enters into derivative transactions to hedge the foreign
currency exposure arising from its foreign currency denominated loan contracts, particularly the
maturing Miyazawa 1 loan. The Company had positions in the following types of freestanding
derivatives to protect itself against foreign currency risk arising from the changes on the exchange
rate of the peso in relation to the foreign currency. As of December 31, 2009, the Company has no
outstanding derivatives due to the termination of its derivative contracts with counterparty banks
on May 28, 2009.

Foreign Currency Forward Contract. Foreign currency forward contracts are contractual

agreements to buy or sell a foreign currency at an agreed rate on a future date. These are contracts
that are customized and transacted with a bank or financial institution.
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The Company had a total of 14 foreign currency forward contracts with various counterparty
banks, five of these were only instituted during the same year 2009 and all of these had already
matured last May 28, 2009. The Company’s deliverable buy Dollar and sell Peso and buy yen and
sell dollar forward exchange contracts had an aggregate notional amount of $118 million and
¥4,000 million, respectively. The weighted average forward rates of these forward exchange
contracts were P48.59 and ¥ 98.6 to US$1. The net mark to market loss recognized in 2009
relative to the forward contracts was £10.6 million.

Range Bonus Forward Contract. A Range Bonus forward contract is an agreement that provides
protection against unfavorable exchange rate movement by setting an agreed rate at which an
entity can exchange one currency for another. At the same time, it provides that for each day
during the fixing period that the spot rate is outside the predetermined range, the Company will
accrue a premium based on a specified formula, which is payable at maturity.

The following table shows the relevant data with the corresponding realized gain pertaining to the
two range bonus forward contracts entered into by the Company for the Miyazawa 1 loan due on
June 1, 2009:

Notional Amount JPY 5 Billion JPY 3 Billion
Trade date April 30, 2008 May 2, 2008
Expiry date May 26, 2009 May 26, 2009
Delivery date May 28, 2009 May 28, 2009
Agreed rate 110 110
Premium formula
(where n = number of days when USD47,846,890 USD28,571,428.57
the spot rate is outside the x 13.40% x /N x 13.06% x n/N

predetermined range during the fixing
period and N = fixing period)

Predetermined range JPY96-JPY 106 JPY97-JPY 107
Fixing period (in days) 260 258
Net Realized mark to market loss and £102,325,462 £62,757,894

premium (from January 1, 2009 to
May 28, 2009)

The premium paid by the Company on May 28, 2009 for the JPY5 billion and JPY3 billion range
bonus forward amounted to £168.5 million and £93.4 million, respectively. As of December 31,
2008, the accrued premium for the JPY5.0 billion and JPY3.0 billion range bonus forward which
were represented under the “Trade and other payables” account in the consolidated statements of
financial position were 116.01 million and £59.11 million, respectively, based on the total
number of days, of 99 and 86 days, that the sport rate is outside the predetermined ranges.

Embedded Derivatives. The Company has financial and non-financial contracts with derivatives
embedded in them. These embedded derivatives have the effect that some of the cash flows of the
financial and non-financial contracts vary in a similar way to a freestanding derivative.

Currency Options. The Company has embedded currency options in its PRUP with VA TECH
HYDRO GmbH, now known as Andritz Hydro GmbH. Under the PRUP Contract, the Company
has the option to pay the Contractor in European Euro (Euro) or in U.S. Dollar at a strike rate of
€1.4691 to $1.00 for the original contract and €1.5549 to $1.00 for the contract options availed
during the year. As of December 31, 2009 and 2008 the embedded currency options have a
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notional amount of €7.8 million and €22.0 million, respectively. The fair value of the outstanding
embedded currency options as of December 31, 2009 and 2008 amounted to $0.21 million (9.6
million) and $0.73 million (B34.9 million). The outstanding embedded currency options will
mature on various dates until December 2010 or upon full payment and completion of the related
host contract.

Fair Value Changes of Derivatives
The tables below summarize the net movement in fair values of the Company’s derivatives as of
December 31, 2009and 2008.

Freestanding Derivatives

December 31, 2009 December 31, 2008
Derivative Derivative
Asset  Derivative Liability Asset  Derivative Liability
Range Bonus Forward
Balance at beginning of year £614,081,623 P- P- P
Net changes in fair value (78,318,622) - 614,081,623 -
Settlement (535,763,001) - — -
Balance at end of year P- P- 614,081,623 B
Currency Forwards
Balance at beginning of year P- (#54,250,018) P B
Net changes in fair value 68,344,713 (78,909,982) - (54,250,018)
Settlement (68,344,713) 133,160,000 - -
Balance at end of year B P- P (P54,250,018)
Total P P- £614,081,623 (P54,250,018)
Embedded Derivatives
December 31, December 31,

Derivative Assets 2009 2008

Balance at beginning of year £34,907,195 P

Net changes in fair value of derivatives (23,161,134) 35,304,331

Fair value of settled derivatives (1,800,163) (5,547,240)

Foreign exchange difference (334,876) 5,150,104

Balance at end of year 29,611,022 £34,907,195

The net changes in fair value of the Company’s derivative instruments during the year were taken
into “Derivative gain (loss)” account in the consolidated statements of income, net of accrual of
premium on range bonus forwards amounting to £86.76 million and £175.12 million in 2009 and
2008, respectively.

38.

Wind Energy Service Contract

On September 14, 2009, the Parent Company entered into Wind Energy Service Contract (WESC)
2009-09-004 with the DOE granting the Parent Company the right to explore and develop the
Burgos Wind Project for a period of 25 years from the effective date. The pre-development stage
under the WESC shall be two years extendible for another year if the Parent Company has not
been in default in its exploration or work commitments and has provided a work program for the
extension period upon confirmation by the DOE. Within the pre-development stage, the Parent
Company shall undertake exploration, assessment and other studies of wind resources in the
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contract area. Upon declaration of commerciality, as confirmed by the DOE, the WESC shall
remain in force for the balance of the 25-year period for the development/commercial stage. The
DOE shall approve the extension of the WESC for another 25 years under the same terms and
conditions provided the Company is not in default of any material obligations under the contract
and has submitted a written notice to the DOE for the extension of the contract not later than one
(1) year prior to the expiration of the original 25-year period. Further, the WESC provide that all
materials, equipment, plant and other installations erected or placed on the contract area by the
Parent Company shall remain the property of the Parent Company throughout the term of the
contract and after its termination.

39.

Description of the Service Concession and Related Arrangements

All geothermal resources in public and/or private lands in the Philippines, whether found in, on or
under the surface of dry lands, creeks, rivers, lakes, or other submerged lands within the waters of
the Philippines, belong to the State, inalienable and imprescriptible, and their exploration,
development and exploitation are governed under P.D. 1442. Under P.D. 1442, the Government
may enter into service contracts for the exploration, development and exploitation of geothermal
resources.

Pursuant to P.D. 1442, the Parent Company had entered into the following service contracts with
the Government of the Republic of the Philippines (Government, represented by the DOE) for the
exploration, development and production of geothermal fluid for commercial utilization:

Tongonan, Leyte, dated May 14, 1981

Southern Negros, dated October 16, 1981

Bacman, Sorsogon, dated October 16, 1981

Mt. Apo, Kidapawan, Cotabato, dated March 24, 1992

Mt. Labo, Camarines Norte and Sur, dated March 19, 1994
Northern Negros, dated March 24, 1994

Mt. Cabalian, Southern Leyte, dated January 13, 1997

Qe e oe

The exploration period under the service contracts shall be five years from the effective date,
renewable for another two years if the Parent Company has not been in default in its exploration,
financial and other work commitments and obligations and has provided a work program for the
extension period acceptable to the Government. Where geothermal resource in commercial
quantity is discovered during the exploration period, the service contracts shall remain in force for
the remainder of the exploration period or any extension thereof and for an additional period of
25 years thereafter, provided that, if the Parent Company has not been in default in its obligations
under the contracts, the Government may grant an additional extension of 15 to 20 years.

The Parent Company shall acquire for the geothermal operations materials, equipment, plants and
other installations as are required and necessary to carry out the geothermal operations. All
materials, equipment, plants and other installations erected or placed on the contract areas of a
movable nature by the Company shall remain the property of the Parent Company unless not
removed therefrom within one (1) year after the expiration and/or termination of the related
service contract in which case, ownership shall be vested in the Government.

The service contracts provide that, among other privileges, the Parent Company shall have the

right to enter into agreements for the disposition of the geothermal resources produced from the
contract areas with any party, subject to the approval of the Government.
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Pursuant to such right, the Parent Company has entered into agreements for the sale of the
geothermal resources produced from the service contract areas principally with the NPC, a
government-owned and controlled corporation. These agreements are for 25 years and may be
opened for renegotiation by either party after five years from the date of commercial operations or
earlier upon the mutual agreement of both parties.

Also, pursuant to such right, the Parent Company has also entered into agreements with NPC for
the development, construction and operation of a geothermal power plant by the Parent Company
in its geothermal service contract areas and the sale to NPC of the electrical energy generated from
such geothermal power plants. These agreements are for 25 years of commercial operations and
may be extended upon the request of the Parent Company by notice of not less than 12 months
prior to the end of the contract period, the terms and conditions of any such extension to be agreed
upon by the parties.

The Parent Company’s agreements with NPC for the sale of the geothermal resources and the sale
of the electrical energy contain certain provisions related to (i) pricing control in the form of a cap
in the Parent Company’s internal rate of return for specific contracts; and (ii) payment by NPC of
minimum guaranteed monthly remuneration and nominated capacity.

For the Northern Negros service contract area, however, the Parent Company does not have
agreements with NPC for the sale of the geothermal resources and electrical energy produced from
the service contract area. The Parent Company instead enters into contracts with distribution
utilities, electric cooperatives and other third party buyers of electricity for the sale of the electrical
energy generated from the service contract area.

Revenue and profits recognized in 2009, 2008 and 2007 on exchanging construction services for a
financial or an intangible asset amounted to £541.49 million, £932.25 million and £108.81 million,
respectively; and 74.20 million, £128.59 million and £7.68 million, respectively.

The disclosures have been provided in aggregate since management believes that the service
concession arrangements are similar in nature.

On October 23, 2009, the GSCs for the following contract areas were replaced by GRESCs
pursuant to R.A. 9513 as discussed in Note 40: Leyte, Southern Negros, Bacman, Mindanao, and
Northern Negros. Aside from the tax incentives arising from the conversion to GRESCs as
discussed in Notes 40 and 49 to the consolidated financial statements, the significant terms of the
service concessions under the GRESCs are similar to the GSCs except for the Company has
control over any significant residual interest over the steam field, power plants and related
facilities throughout the concession period and even after the concession period. As a result of
these changes in the service concession arrangements, the Company has made a judgment that its
service concession contracts are no longer within the scope of IFRIC 12 starting October 23, 2009
(see Note 3).

The DOE conducted bidding on the geothermal energy resources located in Labo, Camarines
Norte and the contract area was won by the Parent Company. The certificate of registration as RE
Developer for this contract area was granted by the DOE on February 19, 2010.

The remaining service contract of the Parent Company covered by P.D. 1442 as of December 31,
2009 is the Mt. Cabalian in Southern Leyte with a term of 25 years from the effective date of the

contract, January 31, 1997 and for an additional period of 25 years if the Parent Company has not
been in default in its obligations under the GSC.
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40. Geothermal Service Contracts/Renewable Energy Service Contracts

As discussed in Note 39, by virtue of P.D. 1442, the Parent Company entered into seven service
contracts with the DOE granting the Company the right to explore, develop, and utilize the
country’s geothermal resource subject to sharing of net proceeds with the Government. The net
proceeds is what remains after deducting from the gross proceeds the allowable recoverable costs,
which include development, production and operating costs.

The allowable recoverable costs shall not exceed 90% of the gross proceeds. The Parent Company
pays 60% of the net proceeds as Government share and retains the remaining 40%.

The 60% government share is comprised of royalty fees and income taxes. The royalty fees are
shared by the Government through DOE (60%) and the LGU (40%).

On July 8, 2009, the Parent Company negotiated with the DOE for the payment of deferred
royalty due to DOE as of December 31, 2008 amounting to 1.4 billion for a period of four years
with a quarterly amortization of 87.5 million or an annual payment of £350.0 million. Royalty
fees beginning 2009 shall be paid as they become due.

R.A. 9513 mandates the conversion of existing service contracts under P.D. 1442 into RE Service
Contracts to avail of the incentives under the RE Law. The Parent Company submitted its letter of
intent to register with the DOE as an RE Developer on May 20, 2000 and the conversion contracts
negotiation with the DOE started in August 2009.

On September 10, 2009, the Parent Company was granted the Provisional Certificate of
Registration as an RE Developer for the following existing projects: (1) GSC No. 01 — Tongonan,
Leyte, (2) GSC No. 02 — Palinpinon, Negros Oriental, (3) GSC No. 03 — Bacon-Manito,
Sorsogon/Albay, (4) GSC No. 04 — Mt. Apo, North Cotabato, and (5) GSC No. 06 — Northern
Negros.

With the receipt of the certificates of provisional registration as geothermal RE Developer, the
fiscal incentives of the RE Law was implemented by the Parent Company retroactive from the
effective date of the Law. Thus, the incentives provided by P.D. 1442 is effective until January
2009. The GSCs were fully converted to GRESCs upon signing of the parties on

October 23, 2009; thereby the Parent Company is now the holder of five (5) GRESCs and the
corresponding DOE Certificate of Registration for the following geothermal production fields: (1)
GRESC 2009-10-001 for Tongonan, Leyte; (2) GRESC 2009-10-002 for Palinpinon, Negros
Oriental; (3) GRESC 2009-10-003 for Bacon-Manito, Sorsogon/Albay; (4) GRESC 2009-10-004
for Kidapawan, North Cotabato; and (5) GRESC 2009-10-005 for Northern Negros.

Under the GRESCs, the Parent Company pays the Government an amount equivalent to 1.5% of
the gross income from the sale of geothermal steam produced and such other income incidental to
and arising from generation, transmission, and sale of electric power generated from geothermal
energy within the contract areas. Under the GRESCs, gross income derived from business is an
amount equal to gross sales less sales returns, discounts and allowances, and cost of goods sold.
Cost of goods sold includes all business expenses directly incurred to produce the steam used to
generate power under a GRESC.

The Government is entitled to receive 60.0% of the 1.5% government share in the gross income of

EDC, and the remaining 40.0% is allocated to the local government within the applicable contract
area.
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Total outstanding royalty fees due to DOE and to LGUs are shown in Note 19 of the consolidated
financial statements.

41.

Steam Sales Agreement and Geothermal Resources Sales Contract

The geothermal energy currently produced by the Company’s geothermal projects is supplied to
the power plants owned and operated by NPC and GCGI pursuant to the following terms of the
SSA/GRSC:

Tongonan-|
Under the SSA entered in June 1984 for Tongonan I, NPC agrees to pay the Company a base price

per kilowatt-hour of net generation, subject to inflation adjustments and based on a guaranteed
take-or-pay rate at 75% plant factor for a period of 25 years starting December 25, 1983. NPC
opted to extend this agreement until the sale and turnover of the power plant to GCGI on October
23, 2009, at which time Tongonan-I GRSC became effective. Under the GRSC which will
terminate in 2031, GCGI agrees to pay EDC remuneration for actual net electricity generation of
the plant with steam prices in U.S. dollars per kilowatt hour tied to coal indices.

Palinpinon-I

The SSA for Palinpinon I provides, among others, that NPC shall pay the Company a base price
per kilowatt-hour of gross generation, subject to inflation adjustments and based on a guaranteed
take-or-pay rate at 75% plant factor. The SSA is for a period of 25 years, which commenced on
December 25, 1988. Similar to Tongonan I, NPC opted to extend this agreement until the sale and
turnover of the power plant to GCGI on October 23, 2009, at which time the Palinpinon I and II
GRSC became effective. Under the GRSC which will terminate in 2031, GCGI agrees to pay
EDC remuneration for actual net electricity generation of the plant with steam prices in U.S.
dollars per kilowatt hour tied to coal indices.

Palinpinon-I1

In June 1996, the Company and NPC signed a SSA for Palinpinon II’s four modular plants -
Nasuji, Okoy, Sogongon I and Sogongon II. Under the terms and conditions, NPC agrees to pay
the Company a base price per kilowatt-hour of gross generation, subject to inflation adjustments
and based on a guaranteed take-or-pay rate commencing from the established commercial
operation period, using the following plant factors: 50% for the first year, 65% for the second year
and 75% for the third and subsequent years. The SSA is for a period of 25 years for each module,
which commenced on December 13, 1993 for Nasuji; November 28, 1994 for Okoy; January 28,
1995 for Sogongon I and March 23, 1995 for Sogongon II. Such agreement remained effective
until the turnover of the power plants to GCGI on October 23, 2009, at which time the Palinpinon
I and IT GRSC became effective. Under the GRSC which will terminate in 2031, GCGI agrees to
pay EDC remuneration for actual net electricity generation of the plant with steam prices in U.S.
dollars per kilowatt hour tied to coal indices.

Bacon-Manito-I

The SSA for the Bacon-Manito (Bacman) geothermal resources entered in November 1988
provides, among others, that NPC shall pay the Company a base price per kilowatt-hour of gross
generation, subject to inflation adjustments and based on a guaranteed take-or-pay rate at 75%
plant factor. The SSA is for a period of 25 years, which commenced in May 1993.
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Bacon-Manito-1I

Bacman II’s SSA with NPC was signed in June 1996 for its two 20-MW capacity modular plants -
Cawayan and Botong. The terms and conditions under the contract contain, among others, NPC’s
commitment to pay the Company a base price per kilowatt-hour of gross generation, subject to
inflation adjustments and based on a guaranteed take-or-pay rate, commencing from the
established commercial operation period, using the following plant factors: 50% for the first year,
65% for the second year and 75% for the third and subsequent years. The SSA is for a period of
25 years, which commenced in March 1994 for Cawayan and December 1997 for Botong.

42.

Power Purchase Agreements
The electricity produced by the Company is sold to NPC pursuant to the following PPAs:

Leyte-Cebu, Leyte-Luzon

The PPA provides, among others, that NPC shall pay the Parent Company a base price per
kilowatt-hour of electricity delivered subject to inflation adjustments. The PPA stipulates a
contracted annual energy of 1,370 GWH for Leyte-Cebu and 3,000 GWH for Leyte-Luzon
throughout the cooperation period. It also stipulates a nominated energy of not lower than 90% of
the contracted annual energy.

On November 12, 1999, NPC agreed to accept from the Parent Company a combined average
annual nominated energy of 4,455 GWH for the period July 25, 1999 to July 25, 2000 for both
Leyte-Cebu and Leyte-Luzon PPA. The annual nominated energy starting July 25, 2000 and
onwards was contested by NPC, which was one of the issues of the arbitration with NPC

(see Notes 16 and 31). The contracts are for a period of 25 years commencing in July 1996 for
Leyte-Cebu and July 1997 for Leyte-Luzon.

47 MW Mindanao [

The PPA provides, among others, that NPC shall pay the Parent Company a base price per
kilowatt-hour of electricity delivered subject to inflation adjustments. The PPA stipulates a
minimum offtake energy of 330 GWH for the first year and 390 GWH per year for the succeeding
years. The contract is for a period of 25 years, which commenced in March 1997.

48.25 MW Mindanao 11

The PPA provides, among others, that NPC shall pay the Parent Company a base price per
kilowatt-hour of electricity delivered subject to inflation adjustments. The PPA stipulates a
minimum offtake energy of 398 GWH per year. The contract is for a period of 25 years, which
commenced in June 1999.

43.

Electricity Sales Agreement

In October 2006, the Parent Company entered into an ESA with ILECO. Under the agreement,
which has a five-year term, the Parent Company agreed to sell specified amount of electric energy,
or contract energy, to ILECO each year from its Northern Negros Geothermal Power Plant. As the
purchaser of electric energy, ILECO agreed to pay for the energy supplied by the Parent Company.
ILECO is required to pay the Parent Company, calculated on a monthly basis, either the contract
energy per month or the actual energy metered and delivered to ILECO, whichever is higher,
multiplied by the electricity price.
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44. Power Supply Contracts

With GCGI’s takeover of Palinpinon and Tongonan power plants effective October 23, 2009,
Schedule X of the Asset Purchase Agreement (APA) provides for the extension to GCGI of Power
Supply Contracts of NPC with the following assigned customers:

Customers Contract Expiration
Palinpinon
V.M.C. Rural Electric Service Cooperative, Inc. (VRESCO) December 25, 2010
Central Negros Electric Cooperative, Inc. (CENECO) December 25, 2010
Dynasty Management Development Corp. (DMDC) March 15, 2016
Aklan Electric Cooperative, Inc. (AKELCO) December 25, 2009 *
Guimaras Electric Cooperative, Inc. (GUIMELCO) December 25, 2012
Iloilo I Electric Cooperative, Inc. (ILECO ) December 25, 2009 b
Philippine Foremost Milling Corp. (PFMC) March 25, 2016
Iloilo Provincial Government (IPG) December 25, 2011
Tongonan
Don Orestes Romualdez Electric Cooperative, Inc. (DORELCO)  September 25, 2010
Leyte II Electric Cooperative, Inc. (LEYECO 1II) December 25, 2009 ¢
Philippine Phosphate Fertilizer Corp. (PHILPHOS) December 25, 2011
Philippine Associated Smelting and Refining Corp. (PASAR) September 25, 2009 d

“GCGI won in the public bidding conducted by AKELCO and is now in the process of negotiating for the power supply
agreement for the period March 26, 2010 to December 25, 2020. Until the agreement is finalized and submitted to the
Energy Regulatory Commission (ERC), AKELCO on December 7, 2009 has requested from the ERC the approval of the
extension of the Contract for the Supply of Electric Energy (CSEE) assigned by NPC to GCGI from December 26, 2009
to March 25, 2010.

bGCGI has continued to supply electricity to ILECO I in accordance with the contracted energy provisions of the CSEE
subject to adjustment retroactive to December 26, 2009 upon approval by the ERC of the new Power Supply Agreement.

“GCGI has continued to supply electricity to LEYECO Il in accordance with the contracted energy provisions of the
CSEE subject to adjustment retroactive to December 26, 2009 upon approval by the ERC of the new Power Supply
Agreement.

dA new contract was signed between GCGI and PASAR on November 24, 2009 for the supply of electric energy until
December 25, 2012.

GCQGl is currently working towards tapping new customers in Panay, Negros and Leyte grids for
the supply of electrical energy generated by Palinpinon and Tongonan power plants and towards
renewal of contracts with existing customers for optimal power plant operation.

45.

Supplementary Disclosures of Geothermal Reserves

The Parent Company has relied on volumetric reserve estimation and numerical simulation in
determining the geothermal energy reserves of its steamfields. However, it was shown that while
numerical simulation is more sophisticated than the volumetric reserve estimation, the latter can be
readily conducted in a probabilistic way that would account for uncertainties in the parameters
used in the calculations, while the former cannot.

The Parent Company engaged GeothermEX, Inc. (GeothermEX) in 2008 to provide a third-party
review of the reserve estimations of its five (5) operating steamfields. GeothermEX, in their
report released in October 2008, used the same volumetric reserve estimation method employed by
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the Company patterned after the US Geological Survey but differ only in heat recovery factor.
GeothermEX concluded that the Company’s estimation is conservative but prudent due to the low
heat recovery factor values. GeothermEX reserve estimates are about 60% higher than those of
the Company.

GeothermEX 2008 findings as well as those of the Parent Company’s still remain valid for the
current year as the reserve estimates apply for a 25-year period. There are no significant changes
in the geothermal resources of the Company’s steamfields that would warrant recalculations of the
geothermal energy reserves.

The following table shows a comparison of estimated geothermal energy reserves from the
Company and GeothermEX.

Estimated Geothermal Energy Reserves

Mean Reserves  Mean Reserves
Company GeothermEX

Estimates Estimates
Field (MWe) (MWe)
Greater Tongonan (Leyte) 686 772
Mindanao 154 456
Bacon-Manito (Luzon) 270 415
Palinpinon (Negros Oriental) 217 411
Northern Negros 47 103
Total 1,374 2,157

Source: GeothermEX Report, October 2008

46.

Commitments and Contingencies

Stored Energy
On various dates, the Company entered into Addendum Agreements to the PPAs for the Unified

Leyte and GRSC for BacMan 2 projects, where any excess generation above the nominated energy
or take-or-pay volume will be credited against payments made by NPC for the periods it was not
able to take electricity or steam, where applicable. As of December 31, 2009, the commitments
for stored energy in gigawatt-hours are as follows:

Stored Energy
Plant (in gigawatt-hours)
Unified Leyte 4,326.6
BacMan 2 - Cawayan 583.2

Lease Commitments

Company as a Lessee. Future minimum lease payments under the operating leases are as follows:

Amount
Within one year $£90,804,680
After one year but not more than five years 47,230,090
After five years 1,029,484

Total P£139,064,254
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The Parent Company’s lease commitments pertain to the drilling rig and various office space and
warehouse rentals.

Under the terms and conditions governing the Rig Lease Agreement with PNOC Exploration
Corporation, the Parent Company shall use the Kremco 750T drilling rig for the Lihir Island
Drilling Project with an operating rental rate of USD 2,352/day, inclusive of 12% VAT. The
agreement took effect last March 1, 2008 and was amended to the extension for the period January
1, 2010 to December 31, 2010 under the same rates and terms.

The Contract of Lease for the use of the office buildings at Fort Bonifacio was entered into
between the Parent Company and PNOC with the rental rate of 4.18 million per month, inclusive
of VAT. The Contract of Lease covers the use of office space of Building 2, Building 3, Building
4A, Building 4B, Computer Center, Laboratory, Wellness Center/PEGEA Office, and
Motorpool/Storage, with a total area of 11,824.24 sq.m. This contract commenced on June 1,
2009 and will expire on November 30, 2011, subject to pre-termination as provided in Section 17
or renewal at option of the Lessor as provided in Section 3 of the Contract of Lease.

Other lease contracts pertain to various office space and warehouse being rented by
steam/electricity projects in Leyte, Northern Negros and Mindanao with the aggregate future lease
payments of £3.3 million.

Purchase Commitments
Total purchase commitments for capital items as of December 31, 2009 and 2008 year amounted
to £82.7 million and £904.3 million, respectively.

Legal Claims
The Company is contingently liable for lawsuits or claims filed by third parties, including labor

related cases, which are pending decision by the courts, the outcomes of which are not presently
determinable. In the opinion of management and its legal counsel, the eventual total liability from
these lawsuits or claims, if any, will not have a material effect on the consolidated financial
statements (see Note 3).

47.

Events After the End of Reporting Period

On February 19, 2010, the DOE granted to the Company the Certificates of Registration as RE
Developer for the following:

Resources Contract Number Location
a. Geothermal GRESC 2010-02-020 Labo, Camarines Norte

b. Wind WESC 2010-02-040 Pagudpud, Ilocos Norte
WESC 2010-02-041 Mahinog, Camiguin
WESC 2010-02-042 Taytay, Palawan
WESC 2010-02-043  San Jose, Dinagat Island, Surigao del Norte
WESC 2010-02-044 Siargao Island, Surigao del Norte
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48. Electricity Power Industry Reform Act (EPIRA)

Republic Act No. 9136, otherwise known as the EPIRA, and the covering Implementing Rules and
Regulations (IRR) provide for significant changes in the power sector, which include among
others: the functional unbundling of the generation, transmission, distribution and supply sectors;
the privatization of the generating plants and other disposable assets of NPC, including its
contracts with Independent Power Producers (IPP); the unbundling of electricity rates; the creation
of a WESM; and the implementation of open and nondiscriminatory access to transmission and
distribution systems.

The law also requires public listing of not less than 15% of common shares of distribution
companies within five years from the effectivity date of the EPIRA. It provides cross ownership
restrictions between transmission and generation companies and between transmission and
distribution companies and a cap of 50% of its demand that a distribution utility (DU) is allowed
to source from an associated company engaged in generation, except for contracts entered into
prior to the effectivity of the EPIRA.

There are also certain sections of the EPIRA, specifically relating to generation companies, which
provide for a cap on the concentration of ownership to only 30% of the installed capacity of a grid
and/or 25% of the national installed generating capacity.

The implementation of reforms in the power industry mandated by the EPIRA continued to attain
significant momentum.

The requirement to privatize at least 70% of the total capacity of generating assets of NPC Luzon
and Visayas has been achieved with the successful sale of the 600 MW Calaca Coal fired power
plant in July 2009. The only remaining precondition for Retail Competition and Open Access to
be satisfied is the transfer of the management and control of at least 70% of the total energy output
of power plants under contract with NPC to IPP Administrators.

With the successful bidding of the 192.5 MW Palinpinon and 112.5 MW Tongonan Geothermal
Power Plants, NPC has privatized approximately 88% of its total installed generating capacity in
Luzon and Visayas. With regards to the privatization of NPC IPP contracts, PSALM has
commenced bidding out agreements for IPP administration in 2009. After its completion of the
second round of bidding on 1,000 MW Sual and 700 MW Pagbilao coal-fired power plants,
PSALM has privatized around 35% of the NPC IPP contracts.

Once Retail Competition and Open Access are implemented, as mandated by the EPIRA, end-
users with electricity demand falling above the thresholds set by the ERC will be allowed to
source electricity from the electricity suppliers of their choice. The EPIRA also contemplates that
certain end-users will source power directly through WESM or by entering into contracts with
generation companies. This will encourage competition at the retail level.

On December 5, 2008, ERC approved the Power Supply Option Program (PSOP), or the Interim
Open Access (IOA). The program allows qualified generation companies, and registered
electricity suppliers to contract the supply of electricity directly with eligible end-users. The
PSOP or IOA will cease to be operational upon commencement of Retail Competition and Open
Access. As of December 31, 2009, the first condition to the implementation of the PSOP or IOA,
the transfer of the operation of Calaca power plant to DMCI Holdings Inc., the new holder of the
plant, has not yet been met.



-91 -

In terms of market share limitations, no generation company is allowed to own more than 30.0%
of the installed generating capacity of the Luzon, Visayas or Mindanao grids, and/or 25.0% of the
total nationwide installed generating capacity. As of December 31, 2009, NPC, along with
PSALM, is the only power generation company that has breached the mandated ceiling. Also, no
generation company associated with a DU may supply more than 50.0% of the DU’s total demand,
under bilateral contracts, without prejudice to the bilateral contracts entered into prior to the
enactment of EPIRA.

Pursuant to the EPIRA, NPC transferred its transmission and sub-transmission assets to TransCo,
which was created to operate the transmission systems throughout the Philippines. TransCo is
also mandated to provide Open Access to all industry participants. The EPIRA granted TransCo a
monopoly over the high-voltage transmission network and subjected it to performance-based
regulations.

The EPIRA also required the privatization of TransCo through an outright sale or concession
contract to be carried out by PSALM. In December 2007, Monte Oro Grid Resources Corp.
(Monte Oro) won the concession contract for TransCo with a bid of $3.95 billion. On January 14,
2009, PSALM formally turned over the 25-year concession of TransCo to National Grid
Corporation of the Philippines (NGCP), the company formed by Monte Oro. The successful grant
to the NGCP of the concession to manage, operate and maintain the transmission and
subtransmission assets of TransCo is expected to lead to better efficiency and improved grid
interconnectivity.

The EPIRA mandates the establishment of a wholesale market that provides the mechanism for
identifying and setting the price of actual variations from the quantities transacted under contracts
between sellers and purchasers of electricity. This market, the WESM, became operational in the
Luzon Grid on June 26, 2006. The Philippine Electricity Market Corporation (PEMC) acts as the
market operator that governs the WESM and is currently undergoing the trial operations program
in the Visayas Grid. In accordance with the EPIRA, the present structure of PEMC will undergo
changes upon implementation of an independent market operator set up.

The WESM for the Visayas continues to operate under trial operations due to supply constraints of
the grid. In the meantime, the DOE has directed PEMC to establish and operate the Visayas
Supply Augmentation Auction Program (VSAAP), as an interim measure to address deficit in
power supply particularly in the Cebu, Negros and Panay sub-grids. It has been announced that
the VSAAP shall be an introduction to the commercial operations of the Visayas WESM,
commencement of which shall be contingent upon the approval of the DOE. The WESM is
envisioned to initially develop two main markets, the (1) Energy Market, and the (2) Reserve
Market. With the energy market in Luzon being continuously developed, PEMC has set
commercial operations of its reserve market to start at the beginning of 2010.

Pursuant to the provisions of Section 36 of the EPIRA, all Electric Power Industry Participants
shall prepare and submit for approval of the ERC their respective Business Separation and
Unbundling Plan (BSUP) which requires all industry participants to maintain separate accounts for,
or otherwise “structurally and functionally unbundled” their business activities.

Since the Company is engaged solely in the business of power generation, to the exclusion of the
other business segments of transmission, distribution, supply and other related business activities,
compliance with the BSUP requirement on maintaining separate accounts is not reasonably

practicable.

Based on the Company’s assessment, it is in the process of complying with the provisions of the

EPIRA and its IRR.
R AR
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49. Renewable Energy Law of 2008

As early as May 20, 2009, the Parent Company submitted its letter of intent to register with the
DOE as an RE Developer. The DOE Circular No. 2009-07-0011 which took effect on August 10,
2009, provided the guidelines for the registration process of RE Developers. In compliance with
the DOE Circular, the Parent Company submitted the requirements for the issuance of provisional
registration and on August 28, 2009, paid the necessary processing fee. On September 10, 2009,
the Parent Company was granted the Provisional Certificate of Registration as an RE Developer
for the following existing projects: (1) GSC No. 01 — Tongonan, Leyte, (2) GSC No. 02 —
Palinpinon, Negros Oriental, (3) GSC No. 03 — Bacon-Manito, Sorsogon/Albay, (4) GSC No. 04 —
Mt. Apo, North Cotabato, and (5) GSC No. 06 — Northern Negros.

With the receipt of the provisional certificates of registration as geothermal energy RE Developer,
the Parent Company wrote down £2,959.2 million worth of deferred tax assets in view of the
change in the applicable corporate tax rate from 30% to 10%, which is one of the fiscal incentives
of the RE Law.

Moreover, the decrease in provision for income tax - current and income tax payable was also due
to the 10% corporate tax rate implemented by the Parent Company retroactive from the effective
date of the RE Law.

The GSCs were fully converted to GRESCs upon signing of the parties on October 23, 2009;
thereby the Parent Company is now the holder of five (5) GRESCs and the corresponding DOE
Certificate of Registration for the following geothermal production fields: (1) GRESC 2009-10-
001 for Tongonan, Leyte; (2) GRESC 2009-10-002 for Palinpinon, Negros Oriental; (3) GRESC
2009-10-003 for Bacon-Manito, Sorsogon/Albay; (4) GRESC 2009-10-004 for Kidapawan, North
Cotabato; and (5) GRESC 2009-10-005 for Northern Negros.

50.

FG Hydro’s Contracts and Agreements

Transition Power Supply Contracts

Eight TPSCs were attached to the APA and these were awarded to FG Hydro as the winning
bidder of the PAHEP/MAHEP. FG Hydro is bound to service these customers for the remainder
of the stipulated terms, the range of which falls between June 2007 and 2010. The contracts may
be renewed upon renegotiation with the customers and due process as stipulated by the ERC. As
of December 31, 2009, there are five remaining power supply contracts being serviced by the
Company.

Related Contracts Expiry Date Other Developments

Nueva Ecija II Electric June 25, 2008 The Company and NEECO II - Area 2 have
Cooperative, Inc., Area 2 executed a new power supply agreement that is
(NEECO II-Area 2) now pending consideration by the ERC. Until

the issuance of a provisional authority for said
agreement or final resolution of the application
for the approval thereof, the ERC approved the
extension of the TPSC on a month-to-month or
on a per billing period basis.

(Forward)
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Related Contracts Expiry Date Other Developments

Pantabangan Municipal Electric =~ December 25, There is no new agreement executed between

System (PAMES) 2008 the Company and PAMES yet. In the
meantime, the Company has continued to
supply electricity to PAMES on a month-to-
month basis.

Nueva Ecija I Electric December 25, A new agreement was signed by the Company

Cooperative, Inc. (NEECO I) 2007 and NEECO 1 in December 2007 for the
supply of power in the succeeding five years.
The ERC has provisionally approved this
agreement pending final resolution of the
application for the approval thereof.

Edong Cold Storage and Ice December 25,
Plant 2010
NIA-UPRIIS December 25,

2010

Operation and Maintenance Agreement (O&M Agreement)

FG Hydro entered into an O&M Agreement with the NIA, with the conformity of the NPC. Under
the O&M Agreement, NIA will manage, operate, maintain and rehabilitate the Non-Power
Components of the PAHEP/MAHEP in consideration for a service fee based on actual cubic meter
of water used by FG Hydro for power generation.

In addition, FG Hydro will provide for a Trust Fund amounting to £100.0 million within the first
two years of the O&M Agreement. The amortization for the Trust Fund is payable in 24 monthly
payments starting November 2006 and is billed by NIA in addition to the monthly service fee. The
Trust Fund has been fully funded as of October 2008.

The O&M Agreement is effective for a period of 25 years commencing on November 18, 2006
and renewable for another 25 years under the terms and conditions as may be mutually agreed
upon by both parties.

Total service fees incurred, including the Trust Fund amortization in 2008, amounted to
£82.5 million and £113.3 million in 2009 and 2008, respectively, and are included under
“Operations and maintenance expenses” account in the consolidated statements of income,
specifically Repairs and maintenance.

Memorandum of Agreement (MOA)

PSALM entered into a MOA with the Protected Area Management Board (PAMB). Under the
MOA, PAMB granted FG Hydro the right to use the Masiway land, where the MAHEP power
plant is situated in consideration for an annual user’s fee. The MOA will be effective for 25 years
and renewable for a similar period subject to terms and conditions as may be mutually agreed
upon by both parties.

FG Hydro incurred annual user’s fee amounting to £0.1 million in 2009 and 2008. The user’s fee
is included under “General and administrative expenses” account in the consolidated statements of
income, specifically Rental, insurance and taxes.

PRUP Contract
On January 24, 2008, FG Hydro signed the Letter of Acceptance (LOA) for the PRUP with VA
TECH HYDRO GmbH, now known as Andritz Hydro GmbH (Contractor), an Austrian company.
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The contract provides that the Contractor will undertake the engineering, procurement, installation,
testing and commissioning of the PRUP. The technical scope of the PRUP agreed upon by FG
Hydro and the Contractor includes the following:

i. Refurbishment and upgrade of Pantabangan main and auxiliary plant which includes:

- Turbine and wicket gate replacement; headcover modification
- Draft tube repair and modification

- Generator rewind and refurbishment

- Replacement of key auxiliary systems

ii. Power increase from 50 MW to 59.4 MW per unit

The total updated contract price of the PRUP amounts to €30.3 million ($44.7 million),
including the Contract Options (CO) that will be exercised by FG Hydro. The contract
provides that payments to the Contractor are made in accordance with the Milestone Schedule
as provided in the Contract.

FG Hydro has the option to make any payments to the Contractor in U.S. Dollar, at an
exchange rate fixed by reference to the European Central Bank fixing rate for converting Euro
to U.S. Dollar as at the date of the LA, plus a premium of $0.0028 per Euro. Similarly, with
respect to the CO’s, FG Hydro also has the option to make any payments to the Contractor in
U.S. Dollar, at an exchange rate fixed by reference to the European Central Bank fixing rate
for converting Euro to U.S. Dollar as at the date of the relevant option notice, plus a premium
of $0.0028 per Euro.

Commissioning of the first unit commenced in December 2009 and was successfully completed in
early 2010. Consequently, the final taking over of the refurbished and upgraded plant and
equipment was achieved on January 29, 2010. The power generation capacity of the upgraded and
refurbished unit was increased by 10 MW,

For the second unit, takeover of the refurbished and upgraded plant machinery and equipment is
scheduled to take place in December 2010.
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A. Marketable Securities — (Current Marketable Equity Securities
and Other Short-Term Cash Investments

B. Amounts Receivable from Directors, Officers, Employees,
and Principal Stockholders (Other than Related Parties)

C. Non-Current Marketable Equity Securities,
Other Long-Term Investment in Stocks and Other Investments *

D. Indebtedness of Unconsolidated Subsidiaries and Related Parties
E. Intangible Assets
F. Long-Term Debt

G. Indebtedness to Related Parties (Long-Term Loan from Related Companies) *

H. Guarantees of Securities of Other Issuers *
I. Capital Stock
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ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE A - MARKETABLE SECURITIES
(Current Marketable Securities and Other Short-Term Cash Investments)

As of December 31, 2009

Name of Principal Amount in Amount per Balance Interest Received &
Issuing Entity Original Currency Sheet Accrued Income

LBP-BU PHP 4,188,450,000.00 4,188,450,000.00 13,109,813.33
RCBC PHP 2,160,150,000.00 2,160,150,000.00 9,264,915.52
SECTRE PHP 1,150,000,000.00 1,150,000,000.00 3,765,850.00
BDOPB PHP 700,000,000.00 700,000,000.00 2,362,500.00
BDO PHP 571,140,000.00 571,140,000.00 2,973,935.00
LBPPAS PHP 300,000,000.00 300,000,000.00 1,003,333.33
LBP-TR PHP 131,605,000.00 131,605,000.00 188,650.10
BDO-TR PHP 55,166,336.88 55,166,336.88 14,650.89
UCPB PHP 30,236,625.74 30,236,625.74 52,604.87
JPMORG PHP 16,396,558.56 16,396,558.56 2,641.67
UNION usD 35,141,834.77 1,623,552,766.37 849,964.89
PNB-HO uSsD 700,000.00 32,340,000.00 21,560.00
SECTRE usD 21,000.00 970,200.00 181.91
PNBMAK uUSD 19,808.00 915,129.60 400.37

10,960,922,617.15 33,611,001.88




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE B - AMOUNTS RECEIVABLE FROM DIRECTORS, OFFICERS, EMPLOYEES,

AND PRINCIPAL STOCKHOLDERS (OTHER THAN RELATED PARTIES)

As of December 31, 2009

Name and Balance at Accounts
Designation of | Beginning of Amounts Written-

Debtor Period Additions Collected off Current Not Current Balance at End of Period
Employees 35,826,207 26,912,211 19,640,828 - 43,097,590
Directors 1,898,603 - 626,302 - 1,272,301

TOTAL 37,724,810 26,912,211 20,267,130 - - 44,369,891

Note: The Company keeps the information on the name & designation of employees and other details confidential. As per written agreement
with the concerned employees, any outstanding balance at the time of retirement shall be deducted from the retirement benefit proceeds.




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE C - NON-CURRENT MARKETABLE EQUITY SECURITIES,
OTHER LONG-TERM INVESTMENTS IN STOCK AND OTHER INVESTMENTS

As of December 31, 2009

Name of Issuing Entity
& Description of
Investment

Number of shares or
principal amount of
bonds

Amount
in Pesos

Equity in earnings
(losses) of investees
for the period

Other

Number of shares or
principal amounts of
bonds

Amounts
in Pesos

Dividends received from
investments not
accounted for by the
equity method

NOT APPLICABLE




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE D - INDEBTEDNESS OF UNCONSOLIDATED SUBSIDIARIES AND RELATED PARTIES
As of December 31, 2009

Name of Related Parties Balance at beginning of period Balance at end of period

First Gen Hydro ! 95,475,958.81 764,126,864.31
First Luzon ° - 265,499.52
Greencore * - 5,432,865,643.47
Drillco * - 3,025.00
Grand Total 95,475,958.81 6,197,261,032.30

! Cash support for working capital requirements
2 Advance to FL for its investment to Green Core

% Advances of Greencore pertaining to the purchase of
Palinpinon and Tongonan Power Plants

* Incorporation Charges



ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE E - INTANGIBLE ASSETS - OTHER ASSETS
As of December 31, 2009

. Beginning Additions at | Charged to cost Transfer t_o PPE due Charged to other Other .changes .
Description Balance cost and expenses to conversion of GSC accounts additions Ending Balance
P to GRESC (deductions)
Intangible Assets

arising from Service 9,389,193,091 | 541,458,209 234,914,969 9,695,736,331 - -

Concessions
Water rights 2,200,372,710 - 96,191,157 2,104,181,553
Goodwill 293,316,082 293,316,082
TOTAL 11,882,881,883 | 541,458,209 331,106,126 9,695,736,331 - - 2,397,497,635
Note:

Additions to intangible assets arising from service concessions during 2009 amounting to P541.5 million pertain to the construction of the
Tanawon Geothermal Project and the steam field development of Northern Negros Geothermal Project’s (NNGP) buffer zone.

The amounts charged to cost and expenses represent regular amortization and were credited through an accumulated

amortization account.

In view of the scoping out of IFRIC 12, the balance of the intangible assets arising from service concessions
as of October 31, 2009 were reclassified to property, plant and equipment in 2009.




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE F - LONG-TERM DEBT

As of December 31, 2009

Title of Issue and

Amount Authorized by Indenture

Balance at December 31, 2009

Current Portion of Long-Term Debt

Long-Term Debt (Net of Current

Dati

Amount and Number of Periodic Payments

L igi Interest Rate iodi Maturity Date
Type of Obligation (::Tj?rrelr?é;;‘l (In PhP) (In original currency) (In PhP) (In original currency) (In PhP) (In original currency) (InPhP) (In original currency) (Approx in PhP) PF;(;/::Je(:tZ
Foreign Loans:
IBRD 3164 $ 99,932,225 3,061,845,380 | $ 7,352,832 339,700,831 | $ 7,352,832 339,700,831 | ¢ - - [1/20f 1% over | (ave) $ 3,331,074 158,292,645 | 30 semi-annual | April 15, 2010
cost of payments
qualified
borrowings
IBRD 3702 $ 53,031,933 1,149,447,563 | $ 21,907,826 1,012,141,577 | $ 21,907,826 1,012,141,577 | ¢ - - [1/20f 1% over | (ave) $ 1,767,731 84,002,581 | 30 semi-annual|November 15, 2013
cost of payments
qualified
borrowings
IBRD 3747-$ | $ 55,158,206 1,600,281,535 | $ 25,736,722 1,189,036,548 | $ 25,736,722 1,189,036,548 | ¢ - - [1/2 of 1% over | (ave) $ 1,838,607 87,370,598 | 30 semi-annual {March 15, 2014
cost of payments
qualified
borrowings
IBRD 3747 -¥ [ ¥ 6,157,654,410 1,640,911,351 | ¥  1,840,429,224 927,908,710 | ¥  1,840,429,224 927,908,710 | y - - | 35%/3.85% | (ave) ¥ 205,255,147 107,251,956 | 30 semi-annual |March 15, 2014
payments
OECF8thYen ¥ 6,561,412,998 1,292,240,000 | ¥ 322,435,511 162,565,729 | ¥ 214,459,899 108,126,521 | 107,975,612 54,439,209 3%/3.2% ¥ 142,476,699 74,448,338 | 41 semi-annual |June 20, 2010
payments
- ¥ 35,991,600 18,806,688 | 20 semi-annual |January 31, 2012
payments
OECF9th Yen | ¥ 8,516,352,319 2,104,600,000 | ¥ 623,145,000 314,177,620 | ¥ 415,430,000 209,451,747 | N 207,715,000 104,725,873 3% ¥ 207,715,000 108,537,302 | 41 semi-annual |June 20, 2011
payments
OECF 15th Yen | ¥ 3,181,768,195 721,408,047 | ¥  1,474,459,983 743,394,119 | ¥  1,474,459,983 743,394,119 | N - - 5.7% ¥ 77,603,157 40,549,971 | 41 semi-annual [May 20, 2019
payments
OECF 18th Yen | ¥ 77,377,486 18,883,164 | ¥ 50,955,212 25,690,629 | ¥ 3,774,460 1,903,010 | 3 47,180,752 23,787,620 3%+2.5% ¥ 1,887,230 986,134 | 41 semi-annual |January 20, 2023
payments
OECF 19th Yen | ¥ 320,145,638 74,640,000 | ¥ 234,210,000 118,084,138 | ¥ 15,614,000 7,872,276 | N 218,596,000 110,211,862 4.9% ¥ 7,807,000 4,079,391 | 41 semi-annual [December 20, 2024
payments
OECF 21st Yen | ¥ 10,425,977,324 4,299,364,022 | ¥  8,900,115,000 4,487,265,321 | ¥ 508,578,000 256,415,161 | 5 8,391,537,000 4,230,850,160 | 2.7%/2.3% ¥ 254,292,130 132,875,246 | 41 semi-annual |March 20, 2027
payments
Miyazawa Il ¥ 22,000,000,000 9,007,934,562 | ¥ 21,837,114,566 11,009,849,524 11,009,849,524 11,009,849,524 [y 10,827,265,042 0) 2.371% ¥ 22,000,000,000 | 11,495,658,240 | bullet payment [June 26, 2010
Domestic Loan:
Deferred $ 77,400,000 3,868,916,400 | $ 51,709,400 2,388,974,276 497,226,872 497,226,872 (445,517,472) 1,891,747,404 12% (ave) $ 5,528,571 262,717,714 | 14 semi-annual |November 17, 2013
payment facility payments
with PSALM
FRCN P 4,856,000,000 4,856,000,000 | B 4,792,814,858 4,792,814,858 229,550,631 229,550,631 | £ 4,563,264,227 4,563,264,227 9.40% (ave) P 499,368,581 499,368,581 | 14 semi-annual |July 2, 2016
payments
FRCN P 2,644,000,000 2,644,000,000 | P 2,611,270,809 2,611,270,809 254,221,227 254,221,227 | #  2,357,049,582 2,357,049,582 8.37% (ave) PR 339,575,350 339,575,350 | 10 semi-annual [July 3, 2014
payments
FRCN P 1,500,000,000 1,500,000,000 | #  1,480,136,401 1,480,136,401 143,977,886 143,977,886 | £ 1,336,158,515 1,336,158,515 8.43% (ave) P 190,850,011 190,850,011 | 10 semi-annual|July 31, 2014
payments
PESO PUBLIC | R 8,500,000,000 8,500,000,000 | P 8,382,949,034 8,382,949,034 - -|F  8,382,949,034 8,382,949,034 8.64% P 12,540,041,500 | 12,540,041,500 | bullet payment |June 4, 2015
PESO PUBLIC f{ 2 3,500,000,000 3,500,000,000 | R 3,451,657,688 3,451,657,688 - -| £ 3,451,657,688 3,451,657,688 9.33% P 5,786,511,500 | 5,786,511,500 | bullet payment |December 4, 2016
IFC P 4,100,000,000 3,500,000,000 4,026,880,578 4,026,880,578 - -|F  4,026,880,578 4,026,880,578 7.40% (ave) PR 229,203,667 229,203,667 | 30 semi-annual |October 15, 2023
pavments
TOTAL 31,344,331,554 47,464,498,392 16,930,776,639 30,533,721,753




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES

SCHEDULE G - INDEBTEDNESS TO RELATED PARTIES

(Long-Term Loans from Related Companies)

As of December 31, 2009

Name of related party

Balance at beginning period

Balance at end of period

NOT APPLICABLE




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE H - GUARANTEES OF SECURITIES OF OTHER ISSUERS

As of December 31, 2009

securities guaranteed by
the company for which this
statement is filed

Name of issuing entity of Title of issue of each

class of securities
guaranteed

Total amount
guaranteed and
outstanding

Amount owned by
person for which
statement is filed

Nature of
guarantee

NOT APPLICABLE




ENERGY DEVELOPMENT (EDC) CORPORATION AND SUBSIDIARIES
SCHEDULE | - CAPITAL STOCK
As of December 31, 2009

Number of

Number of shares

Number of shares

Number of shares

Title of Issue shares _ Number of shares_ reserved for optlo_ns, held by related held by Dlrectgrs Others
- issued and outstanding| warrants, conversion . and key executive
authorized . parties .
and other rights officers

Common 18,750,000,000 18,750,000,000 0 7,500,000,000 18,202,887
Stock (40%) (0.097%)
Preferred 9,375,000,000 9,375,000,000 - 7,500,000,000 -
Stock (100%)




ENERGY DEVELOPMENT (EDC) CORPORATION - PARENT
SCHEDULE J - RECONCILIATION OF RETAINED EARNINGS FOR DIVIDEND DECLARATION
As of December 31, 2009

Unappropriated Retained Earnings, January 1, 2009 P 9,881,361,988

Add: Net income actually earned/realized during the period
Net income during the period closed to Retained Earnings 3,194,726,744
Less: Non-actual/unrealized income (net of tax)

Unrealized foreign exchange gain 655,971,471

Day 1 gain on royalty payable 88,542,647

Provision for deferred tax asset 507,869,086
Net income actually earned during the period 1,942,343,540
Add(Less):

Cash Dividend declaration during the

period (1,869,375,000)

Stock Dividend declaration during the

period (3,750,000,000)

(5,619,375,000)

TOTAL RETAINED EARNINGS, DECEMBER 31, 2009
AVAILABLE FOR DIVIDEND P 6,204,330,528
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Exhibit 3

2009 Audit and Governance Committee Repprf

The Board of Directors '
Energy Development Corpogation

x

The Audif and Governance Commmittee (AGC) assists the Board in fulfilling its oversight
responsibility as regards the Company’s: a) integrity of Fnancial reporting process;
b) effectiveness and soundmess of internal control environment; ¢) adequacy of audit
functions, both external and internal audits; and d) compliance with rules, policies, laws,
regulations, coftricts and the code of conduct. : .

Tn fulfilling our responsibilities as stated in the AGC Charter, we conftrm for 2009 that:

Finunciol Repuiting 7
e We have reviewed with management and the external auditor (SGV & Co.) the anmual
. audited financial statements and endotsed these to the Boaid for approval and release to
rogulatory bodies and stockholders. We have discussed with the external. auditor the key
accountinig issnes and the results of their cminaﬁqns. 7 _
e We have reviewed with management thie quarterly unandited financial statements and
 endorsed these to the Board for approval and release to appropriate regulatory bodies.

Internal Control Envz'rbnment

e  We have monilored the effectivencss of the internal control enviromment through

vatious nieasures such as: the review of the results of the external #uditor: exeréising
functional responsibifity over Intemal Audit and Compliarice Officé and receiving

- reports on work done in assessing key control components; discussion with management
on major control issues and recommendations to fmprove palicies and processes; and
promoting a culture of integrity and ethical values in the company.

External and Internal Audit : :

e We have reviewed the overall scope.and audit plan of the extemal anditor. We have
also reviewed and affirmed the management evaluation on the performance of the
external anditor for the 2008 audit and endorsed the engagernent of SGV & Co. for up to
the 2009 andit (final year of the contract petiod).

¢«  We have approved the Internal Audit anmual plan and ensured that independence is
maintained, the scope of work is sufficient and resources are adequate.

Compliance

e . 'We have monitored the Company’s compliance te taws, regulations and policies.

»  'We have approved the annual plans and programs of the Compliance Office.

s  We have tiken steps to stiengthen the governanc frariewotk such as: endorsement of
chimges to the Corporate Governance Manuat to align it with regutatory requirements,
corporate policies and best practices; providing oversight in the completion' of the
Corporate Governance Project with the Asian Institute of Management; ensuring that all
directors comply with the corporate governance training requirements; - endorsing the
conduct of the annual evaluation of the Board’s performance; and, approval of




recommendations 1o enhance the compary’s participation in the Corporate Govertance

Scorecard project.
Committee Meetings
+  We condcted five meetings in 2009. Almost all the Committee members were able to
attend at least a majority of the meelings. . ~.
Jannary 20, 2019

W /
Vincent 8. Perezm
_ Member )
(September 2009 to present) (Chairman — January to

' August 2009)

- Franﬁs Giles B. Pune
Member~

. (Fuly 2009 to present)






