






































            ANNEX “H” 
 
 
 

LEPANTO CONSOLIDATED MINING COMPANY  
Impact of Current Global Financial Condition 
 
 
 
Credit Risk 
 
Credit risk refers to the potential loss arising from any failure by counterparties to fulfill 
their obligations, as and when they fall due.  It is inherent to the business as potential 
losses may arise due to the failure of its customers and counterparties to fulfill their 
obligations on maturity dates or due to adverse market conditions. 

 
All gold exports when priced are practically settled on cash basis.  Parent Company’s 
existing contracts with gold refineries allow for advances of 98% of payable metals 
paid in two (2) working days from pricing.  Full settlement is normally received within 
three (3) working days.  For copper concentrates, Parent Company’s existing 
contracts with smelters allow for advances of 90% of payable metals paid within two 
(2) to five (5) working days from pricing.  Full settlement, however, takes three (3) to 
six (6) months.  

 
The Parent Company enters into marketing contracts only with refineries and smelters 
of established international repute.  Since the Parent Company became a primary 
gold and copper concentrates producer, it has entered into exclusive marketing 
contracts with Heraeus for gold and Trafigura Beheer BV, Shanghang County Jinshan 
Trading Co., Ltd. and Louis Dreyfus Company Metals Suisse SA for copper 
concentrates. 
The Group has a significant concentration of credit risk in relation to its trade 
receivables from Heraeus.  Such risk is managed by securing the specific approval of 
the BOD before entering into contracts with refineries and by assessing the 
creditworthiness of such refineries. 

 
The credit risk arising from these financial assets arises from default of the 
counterparty, with maximum exposure equal to the carrying amount of these 
instruments.  The Group’s gross maximum exposure to credit risk is equivalent to the 
carrying values since there are no collateral agreements for these financial assets. 
 
There is no significant exposure to credit risk. 
 
Market Risk 
 
Market risk is the risk of loss to future earnings, to fair values or to future cash flows 
that may result from changes in the price of a financial instrument.  The value of a 
financial instrument may change as a result of changes in foreign currency exchanges 
rates, interest rates, equity prices and other market changes.   
 
Foreign Exchange Risk 
 
Foreign exchange risk is the risk to earnings or capital arising from changes in foreign 
exchange rates.  The Group takes on exposure to effects of fluctuations in the 
prevailing foreign currency exchange rates on its consolidated financial statements 
and consolidated statements of cash flows.   



The Group follows a policy to manage its currency risk by closely monitoring its cash 
flow position and by providing forecast on all other exposures in non-Philippine Peso 
currencies.   
 
The Group sells its product to the interstates national market.  All metal sales are 
denominated in US$.  Dollar conversion of metal sales to Philippine Peso is based on 
the prevailing exchange rate at the time of sale.  The Group also has purchase 
transactions denominated in AU$. 
 
Foreign currency-denominated liabilities of Parent Company totaled US$1.6 million at 
the end of third quarter this year. US$1 million was revalued at the start of the year 
based on an exchange rate of P49.72/US$.  No revaluation of said liabilities during 
the current year.  Foreign exchange gain or losses due to the movement of the 
Philippine peso vis a vis the US$ are recognized at year-end on outstanding US$ 
denominated assets and liabilities.  The gain/(loss) on Philippine peso 
appreciation/(depreciation) against the dollar as a result of settlement of liabilities is 
reflected as foreign exchange gain/(loss) in the financial statements. 
 
As of the end of the quarter, Far Southeast Gold Resources, Inc., a 60%-owned 
subsidiary, had total foreign currency-denominated liabilities of US$144.8 million.  
Said foreign currency liabilities are converted to Philippine peso at the time of their 
incurrence.  No revaluation of said liabilities is done on account of the 
appreciation/depreciation of the Philippine peso; hence, no foreign exchange 
gain/loss is recognized for the quarter ended.  Settlement of these obligations will be 
at their recorded value based on the agreement with the creditor/investor. 
 
Interest Rate Risk 
 
The Group’s exposure to the risk for changes in market interest rate relates primarily 
to its long-term borrowings with floating interest rates.  The Group regularly monitors 
its exposure to interest rates movements.  Management believes that cash generated 
from operations is sufficient to pay for its obligations under the loan agreements as 
they fall due. 
 
Liquidity Risk 
 
Liquidity risk arises from the possibility that the Group may encounter difficulties in 
raising funds to meet maturing obligations from financial instruments or that a market 
for derivatives may not exist in some circumstances. 
 
The Group’s objective is to maintain a balance between continuity of funding and 
flexibility through the use of advances from related parties.  The Group considers its 
available funds and its liquidity in managing its long-term financial requirements.  For 
its short-term funding, the Group’s policy is to ensure that there are sufficient capital 
inflows to match repayments of short-term debt. 
As part of its liquidity risk management, the Group regularly evaluates its projected 
and actual cash flows.  It also continuously assesses conditions in the financial 
markets for opportunities to pursue fund raising activities, in case any requirements 
arise.  Fund raising activities may include bank loans and capital market issues.  
Accordingly, its loan maturity profile is regularly reviewed to ensure availability of 
funding through an adequate amount of credit facilities with financial institutions. 
 
Fair Values 
 
PFRS defines fair value as the price that would be received to sell an asset or paid to 
transfer a liability in an orderly transaction between market participants at the 
measurement date.  Fair values are obtained from quoted market prices, discounted 
cash flow models and option pricing models, as appropriate. 



 
Cash, Receivables, Trade Payables and Accrued Expenses 
The carrying amounts of cash and cash equivalents, receivables and trade and other 
payables, which are all subject to normal trade credit terms and are short-term in 
nature, approximate their fair values. 
 
AFS Investments 
Fair values of investments are estimated by reference to their quoted market price at 
the end of the reporting period.  Unquoted equity securities are carried at cost, net of 
impairment in value, since fair value of these AFS securities cannot be reliably 
determined as these securities are not listed and have no available bid price. 
 
Loans Payable and Borrowings 
Carrying value of the loans payable and borrowings as at end of the quarter 
approximate their fair values.  Borrowings from local banks are all clean loans with 
interest rates ranging from 5.0% to 7.0%. 
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