PHILEX MINING CORPORATION
MANAGEMENT REPORT
l. Consolidated Audited Financial Statements

The consolidated financial statements of the Company and its subsidiaries for the period ended
December 31, 2022 in compliance with SRC Rule 68, as amended are attached to the
Information Statement and are incorporated by reference.

Il. Information on Independent Accountants and Other Related Matters

The financial statements of the Company were audited by SyCip Gorres Velayo & Co., the
independent auditor, for the period ended December 31, 2022, 2021 and 2020 (“Independent
Auditor”). The Independent Auditor has neither shareholdings in the Company nor any right,
whether legally enforceable or not, to nominate persons or to subscribe for securities in the
Company. The Independent Auditor will not receive any direct or indirect interest in the
Company or in any securities thereof (including options, warrants or rights thereto) pursuant to
or in connection with the Offer.

The engagement of the Independent Auditor and the handling partner is approved by the Board
of Directors of the Company in consultation with its Audit Committee and by the shareholders
of the Company. The Company has complied with Rule 68, paragraph 3(b)(iv) of the Securities
Regulation Code and the Company's Manual on Corporate Governance requiring the rotation
of Independent Auditors or handling partner after five years of engagement.

There are no disagreements with the Independent Auditor on matters relating to accounting
principles or practices, financial statements or auditing scope or procedures.

External Audit Fees and Services

Audit and Audit-Related Fees

For the past three fiscal years, the Company’s Independent Auditor was engaged primarily to
express an opinion on the financial statements of the Company and its subsidiaries. The audit,
however, included the auditors providing assistance to the Company in the review of its income
tax return in as far as ensuring the agreement of the reported income and costs and expenses
in the return with the recorded amounts in the books. The procedures conducted for this
engagement included those that are necessary under auditing standards generally accepted in
the Philippines but did not include detailed verification of the accuracy and completeness of the
reported income and costs and expenses. The audit fees for these services for the entire Philex
Group (excluding PXP Energy group) Php4.90 million in 2022, Php4.73 million in 2021, Php4.73
million in 2020 and Php4.30 million for 2019.

Tax Fees

The Company has not engaged the Independent Auditor for any tax-related services for 2022
as well as in the three prior years.

All Other Fees

The Independent Auditor was engaged by the Company to review and report on the Interim
Financial Statements as at September 30, 2021 and issue a Comfort Letter in relation to the
Company’'s Stock Right Offering in 2022. Total fees for these engagements amounted to
PhpS&.5 million.

The Independent Auditor was also engaged by Silangan Mindanao Mining Company Inc.
(SMMCI), a subsidiary of PMC, to re-confirm or re-evaluate in 2020 the previously issued
opinion on the outstanding value-added tax receivable of SMMCI based on the existing
registration of the SMMCI with the Board of Investments. The engagement fee amounted to



Php400 thousand. Other than such engagement, the Company has not engaged to do other
engagements in 2022 and in the three prior years.

All audit and non-audit engagements were approved by the Company’s Audit Committee.
Audit Committee’s Approval of Policies and Procedures

Prior to the commencement of this year-end audit work, the Independent Auditor presented
their program and schedule to the Company’'s Audit Committee, which included discussion of
issues and concerns regarding the audit work to be done. At the completion of this audit works,
the Company’'s audited financial statements for the year were likewise presented by the
external auditors to the Audit Committee for committee approval and endorsement to the full
Board for final approval.

Changes in and Disagreements with Independent Auditor on Accounting and Financial
Disclosures

There was no change in the Company’s independent auditors during the two most recent
calendar years or in any subsequent interim period. Since 2018 audit, the Company’s audit
engagement partner was Mr. Alexis C. Zaragoza, previously was Mr. Jose Pepito E. Zabat IlI.

There has been no disagreement with the Independent Auditor on accounting and financial
disclosure.

lll. Management Discussion and Analysis of Financial Position and Results of
Operations

For the Years Ended December 31, 2022, 2021, 2020 and 2019
Information on the Company’s results of operations and financial condition presented in the
2022 Audited Consolidated Financial Statements and accompanying Notes to the Consolidated

Financial Statements are incorporated herein by reference.

Operations Overview

2022vs | 2021 vs | 2020 vs
2922 e 2020 2019 | 2021 (%) | 2020 (%) | 2019 (%)
Tonnes Milled 7,431,651 7,945879 | 7,837,536 | 8,112,791 (6) 1 (3)
Copper
L S 57,421 58,679 58,101 55,962 (2) 1 4
Gold:
Ounces 48,567 55,149 56,000 53,064 (12) (2) 6
Head Grade (g/t) 0.269 0.285 0.283 0.264 (6) 0.4 7
Recovery 75% 76% 78% 77% (0.3) (3) 1
Copper:
Pounds 25,085,952 | 26,200,259 | 26,378,914 | 25,737,207 (4) (1) 2
Head Grade (%) 0.190 0.186 0.188 0.177 3 (1) 6
Recovery 80% 81% 81% 81% (0.1) (1) -

As in the past recent years, the Company strategically overcome every recurring and
intermittent factors that continue to post challenges to the operation, hampering a sustainable
performance of the Padcal Mine. Delivery of targeted tonnage in 2022 was restricted by
unscheduled breakdowns of ageing mill equipment and supply chain disruptions as the world
traversed the period of the Covid19 pandemic to normal setting. The continued focus of the
Management in the prevention of recurring equipment breakdown as well as investing in new
LHDs and improvement in the execution of the mining plan, mitigated the negative impact to
metal output of these problems. The Company milled a total of 7,431,651 tonnes in 2022, 6%
lower than the 7,945,879 tonnes in 2021 while 2021 tonnage was slightly higher than the
7,837,536 tonnes in 2020. Tonnage in 2020 was lower by 3% than that of 2019 at 8,112,791
tonnes.



As a continuing strategy, the Company focuses on the continued calibration and refinement of
measures to mitigate the effect of delayed arrival of critical parts, materials and supplies
experienced globally. Overall, the Padcal Mine was able to overcome internal and external
factors that may have significantly compromised the achievement of the targeted production

outputs.

Review of Financial Results

(in Php Millions 2022 2021 2020
except for metrics, VS VS VS
units, prices and 2022 2021 2020 2019 2021 | 2020 | 2019
forex) (%) (%) (%)
Gold:
Revenues 4,625 4,885 4,794 3,740 (5) 2 28
Ounces 56,000 53,064
- 48,567 55,149 (12) (2) 6
Realized Price $1,790 $1,785 $1,757 $1,388 0.3 2 27
Copper:
Revenues 5,383 5,516 3,579 3,592 (2) 54 (0.4)
Pounds
Produced 25,085,952 | 26,200,259 26,378,914 | 25,737,207 (4) (1) 2
Realized Price $3.96 $4.24 $2.87 $2.72 (7) 48 6
Silver Revenues 80 87 77 67 (8) 13 15
Foreign Exchange Php34.91 Php49.87 Php49.12 Php51.49 10 2 (5)
Rate
Gross Revenues 10,088 10,488 8,450 7,399 (4) 24 14
Net Revenues 0,262 9,797 7,834 6,790 (5) 25 15

Gross Revenues generated in 2022 amounted to Php10.088 billion, 4% lower than revenues
in 2021 of Php10.488 billion, which was 24% higher than the revenues of Php8.450 billion in
2020. The 2020 revenues were similarly higher by 14% than the revenues of Php7.399 billion
in 2019. The decline in revenues in 2022 was brought about by the decrease in metal output
for gold and copper as well as lower average copper price. Copper revenues comprised 53%
of total revenues, a slight decrease from its 2021 level, while gold revenues remained at 46%
level with the remaining 1% attributable to silver.

Gold revenues amounting to Php4.625 billion decreased by 5% from Php4.885 billion in 2021
which increased by 2% from the Php4.794 billion in 2020 (2021 was significantly higher by 28%
than revenues of Php3.740 billion in 2019). The decrease in gold revenues was mainly
attributable to the 12% decrease in gold output with partial offset from favorable gold prices that
averaged at US$1,790 per ounce compared with US$1,785, US$1,757 and US$1,388 for years
2021, 2020 and 2019, respectively. Gold production decreased to 48,567 ounces in 2022 from
55,149 ounces in 2021 and 56,000 ounces in 2020, mainly from lower tonnage and gold grades.

Average gold prices, on the other hand, increased to US%$1,790 per ounce in 2022 from
US$1,785 per ounce in 2021, US$1,757 in 2020 and US$1,388 in 2019.

Copper revenues amounted to Php5.383 billion in 2022, 2% lower than Php5.516 billion in
2021, which were 54% higher than Php3.579 billion in 2020 (2020 was slightly lower than the
Php3.592 billion in 2019). Both lower copper output and lower average copper price contributed
to the lower copper revenues in 2022. Copper production was at 25,085,952 pounds in 2022,
4% lower than the 26,200,259 pounds in 2021, was also lower than the 26,378,914 pounds in
2020 (2020 was higher than the 25,737,207 pounds copper production in 2019). Similarly,
average copper price was also lower in 2022 at US$3.96 per pound compared with US$4.24
per pound in 2021, which increased significantly by 48% from US$2.87 per pound in 2020 (2020
was also higher than the US$2.72 per pound in 2019).



Silver, accounting 1% of total revenues, contributed Php80 million in 2022, slightly lower
compared with Php87 million in 2021, which was higher compared to Php77 million in 2020
(2020 was also higher than Php67 million in 2019).

The favorable foreign exchange rate (Forex) in 2022 that averaged Php54.91, 10% higher than
the average Forex in 2021 of Php49.87 partially offset the impact of lower metal output and
average copper price in the 2022 revenues. The 2021 Forex was slightly higher compared to
2020 Forex of Php49.12 that was lower versus Php51.49 in 2019.

In 2022, Revenues, net of smelting charges, decreased by 5% to Php9.262 billion from
Php9.797 billion in 2021, which was 25% higher than Php7.834 billion in 2020 (2020 was also

higher by 15% compared with Php6.790 billion in 2019).

As part of the risk management strategy, the Company regularly monitors the prices of gold
and copper in the world market as a basis of assessing the need to enter into hedging contracts
to mitigate the risk of the potential impact of fluctuations of the metal prices to the Company’s
revenues. Based on the Company’'s outlook of the movement of gold and copper prices, the
Company entered into various collar hedging contracts in 2022 as follows:

2022 Gold Collar Hedge
Quantity Gold Prices (US$ Per Ounce) Period Settlement Realized
Deal Date | (Ounces) Put Call Settlement Covered Date Gain (Loss)
(in Php
Millions)
10/01/21 1,900 1,700 1,800 1,817 Jan. 2022 02/02/22 (2)
10/01/21 1,900 1,700 1,800 1,857 Feb. 2022 03/02/22 (6)
10/01/21 1,900 1,700 1,800 1,948 Mar. 2022 04/02/22 (15)
01/14/22 1,900 1,725 1,922 1,934 Apr. 2022 05/09/22 (1)
01/14/22 1,900 1,725 1,922 1,850 May 2022 06/09/22 -
01/14/22 1,900 1,725 1,922 1,835 June 2022 07/08/22 -
01/14/22 1,900 1,725 1,922 1,738 July 2022 08/05/22 -
01/14/22 1,900 1,725 1,922 1,766 Aug. 2022 09/08/22 -
01/14/22 1,900 1,725 1,922 1,684 Sept. 2022 10/07/22 -
01/14/22 1,900 1,725 1,922 1,665 Oct. 2022 11/08/22 5
01/14/22 1,900 1,725 1,922 1,726 Nov. 2022 12/07/22 7
01/14/22 1,900 1,725 1,922 1,795 Dec. 2022 01/09/23
Total (12)
2022 Copper Collar Hedge
Realized
— Quantity Copper Prices (US$ Per Pound) Cii:?g g Setg:;r;ent Ge;:;: g_:;s)
(Pounds) Millions)
Put Call Settlement
10/04/21 992,081 3.90 4.51 4.43 Jan. 2022 02/02/22 -
10/04/21 992,081 3.90 4.51 4.51 Feb. 2022 03/03/22 -
10/04/21 992,081 3.90 4.51 4.64 Mar. 2022 04/02/22 (7)
11/24/21 992,081 3.1D 4.95 4.62 Apr. 2022 05/09/22 -
11/24/21 992,081 3.75 4.95 4.25 May 2022 06/09/22 -
11/24/21 992,081 3.75 4.95 4.10 June 2022 07/08/22 -
11/24/21 992,081 3.75 4.95 3.42 July 2022 08/05/22 18
11/24/21 992,081 3.75 4.95 3.61 Aug. 2022 09/08/22 8
11/24/21 992,081 3.75 4.95 3.51 Sept. 2022 10/07/22 14
11/24/21 992,081 3.75 4.95 3.46 Oct. 2022 11/08/22 17
11/24/21 992,081 3.75 4.95 3.64 Nov. 2022 12/07/22 6
11/24/21 992,081 3.75 4.95 3.80 Dec. 2022 01/09/23 -
Total 56

For 2022, the Company recognized net hedging losses of Php12 million for gold and net

hedging gain of Php56 million for copper.




As of December 31, 2022, the following hedging contracts remain outstanding:

Monthly Metal Prices Period Covered
Deal Date Quantity Put Call
Gold 12/09/22 1,850 ozs US$1,750/o0z US$1,903/0z Jan-June 2022

The unrealized MTM loss for the outstanding contracts as of December 31, 2022 amounted to

Php7 million.

In December 9, 2022, the Company entered into a gold collar contracts covering the period
January to June 2023 at 1,850 ounces per month with strike price of US$1,750 per ounce for

the put option and US$1,903 per ounce for the call option.

In January 2023, the Company further entered into copper put option contracts covering the
period January to June 2023 at 992,081 pounds per month with strike price of US$3.75 per
pound. Total amount of premium to secure the put option contracts amounted to Php18 million.

For 2021, hedging contracts entered into by the Company are as provided in the tables below:

2021 Gold Collar Hedge
Quantity Gold Prices (US$ Per Ounce) Period Settlement Realized
Deal Date | (Ounces) Covered Date Gain (Loss)
(in Php
Millions)
Put Call Settlement
01/04/21 1,900 1,830 2,050 1,868 Jan. 2021 02/02/21 -
01/04/21 1,900 1,830 2,050 1,811 Feb. 2021 03/02/21 2
01/04/21 1,900 1,830 2,050 1,720 Mar. 2021 04/06/21 10
03/10/21 1,900 1,680 1,733 1,760 Apr. 2021 05/05/21 (3)
03/10/21 1,900 1,680 1,733 1,850 May 2021 06/02/21 (11)
03/10/21 1,900 1,680 1,733 1,835 June 2021 07/02/21 (9)
03/10/21 1,900 1,680 1,733 1,806 July 2021 08/03/21 (7)
03/10/21 1,900 1,680 1,733 1,784 Aug. 2021 09/02/21 (5)
03/10/21 1,900 1,680 183 1,779 Sept. 2021 10/04/21 (4)
10/01/21 1,900 1,700 1,800 1,776 Oct. 2021 11/02/21 -
10/01/21 1,900 1,700 1,800 1,820 Nov. 2021 12/02/21 (2)
10/01/21 1,900 1,700 1,800 1,788 Dec. 2021 01/05/22 -
Total (29)
2021 Copper Collar Hedge
, Copper Prices (US$ Per Pound) | Realized
Deal Date Quantity Period Settlement Gal.n (Loss)
(Pounds) Put Call Settlement Covered Date (in Php
Millions)
01/04/21 740,752 3:25 3.95 3.62 Jan. 2021 02/02/21 -
01/04/21 740,752 3.25 3.95 3.84 Feb. 2021 03/02/21 -
01/04/21 740,752 3.25 3.95 4.08 Mar. 2021 04/06/21 (5)
03/10/21 992,081 3.80 4.27 4.23 Apr. 2021 05/05/21 -
03/10/21 992,081 3.80 4.27 4.62 May 2021 06/02/21 (17)
03/10/21 992,081 3.80 4.27 4.36 June 2021 07/02/21 (4)
03/10/21 992,081 3.80 4.27 4.28 July 2021 08/03/21 (0.5)
03/10/21 992,081 3.80 4.27 4.24 Aug. 2021 09/02/21 -
03/10/21 992,081 3.80 4.27 4.23 Sept. 2021 10/04/21 -
10/04/21 992,081 3.90 4.51 4.44 Oct. 2021 11/02/21 -
10/04/21 992,081 3.90 4.51 4.43 Nov. 2021 12/02/21 -
10/04/21 992,081 3.90 4.51 4.33 Dec. 2021 01/05/22 -
Total (26)




For 2021, net hedging losses of Php29 million for gold and Php26 million for copper were

realized.

As of December 31, 2021, the following hedging contracts remain outstanding:

Monthly Metal Prices Period Covered
Deal Date Quantity
Put Call
Gold 10/01/21 1,900 ozs US$1,700/0z US$1,800/0z Jan-Mar 2022
Copper 10/04/21 992,081 Ibs US$3.90/Ib US$4.51/Ib Jan-Mar 2022
11/24/21 992,081 Ibs US$3.75/Ib US$4.95/1b Apr-Dec 2022

The unrealized MTM gain for the outstanding contracts as of December 31, 2021 amounted to
Php11 million for gold and Php13 million for copper.

In January 2022, the Company further entered into additional gold collar contracts covering the
period April to December 2022 at 1,900 ounces per month with strike price of US$1,725 per
ounce for the put option and US$1,922 per ounce for the call option.

For 2020, the Company entered into gold and copper hedges are as provided in the tables

below:
2020 Gold Put Options
Quantity Gold Prices (US$ Per Period Settlement Realized
Deal Date (Ounces) Ounce) Covered Date Gain (in
Put Settlement Php

Millions)
01/13/20 1,500 1,450 1,561 Jan. 2020 02/04/20 -
01/13/20 1,500 1,450 1,598 Feb. 2020 03/03/20 -
01/13/20 1,500 1,450 1,593 Mar. 2020 04/02/20 -
01/13/20 1,500 1,450 1,681 Apr. 2020 05/04/20 -
01/13/20 1,500 1,450 1,716 May 2020 06/02/20 -
01/13/20 1,500 1,450 1,733 June 2020 07/02/20 -
Total -

The Company paid US$4.20 per ounce or a total of US$37,800 as put option premium for the
gold hedging contracts covering period beginning January 2020 through June 2020. The
premium is amortized over the term of the contract. The Company did not exercise any of the
gold put options contracts as settlement prices were favourably higher than the strike price of
US$1,450 per ounce.

In May 2020, the Company made an assessment of the trend of the metal prices for the period
July to December 2020. As a result, the Company entered into additional gold and copper
hedge contracts as follows:

2020 Gold Collar Hedge

Gold Prices (US$ Per Ounce) Realized
Quantity Period Settlement Loss
O] i (Ounces) Covered Date (in Php
Put Call Settlement Millions)
05/15/20 1,900 1,650 1,855 1,842 July 2020 08/04/20 -
05/15/20 1,900 1,650 1,855 1,970 Aug. 2020 09/02/20 (11)
05/15/20 1,900 1,650 1,855 1,923 Sept. 2020 10/02/20 (6)
05/15/20 1,900 1,650 1,855 1,901 Oct. 2020 11/03/20 (4)
05/15/20 1,900 1,650 1,855 1,867 Nov. 2020 12/02/20 (1)




05/15/20 1,900 1,650 1,855 1,829 Dec. 2020 01/05/21 (0.04)
Total (22)
2020 Copper Collar Hedge
Copper Prices (US$ Per Pound) Realized
Quantity Period Settlement Loss

a8l Date (Pounds) Covered Date (in Php

Put Call Settlement Millions)
05/18/20 992,000 2.10 2.60 2.88 July 2020 08/04/20 (14)
05/18/20 992,000 2.10 2.60 2.95 Aug. 2020 09/02/20 (17)
05/18/20 992,000 2.10 2.60 3.04 Sept. 2020 10/02/20 (21)
Total (52)

In 2020, the Company recorded realized hedging losses of Php22 million for gold and Php52
million for copper. No unrealized MTM gain (loss) in 2020 as all hedging contracts matured as
of December 31, 2020.

For 2019, the Company recognized a net hedging loss of Php53 million on its gold hedge as

provided in the table below:

2019 Gold Collar Hedge
Realized
Quantity . Period Settlement | Gain (Loss)
Date (Ounces) Gold Prices (US$ Per Ounce) Covered Date (in Php
Millions)
Put Call Settlement
02/08/19 2,000 1,300 | 1,327 1,320 Feb. 2019 03/02/19 -
02/08/19 2,000 1,300 | 1,327 1,302 Mar. 2019 04/02/19 -
02/08/19 2,000 1,300 | 1,327 1,287 Apr. 2019 05/02/19 1
06/18/19 2,000 1,330 | 1,390 1,414 July 2019 08/02/19 (3)
06/18/19 2,000 1,330 | 1,390 1,498 Aug. 2019 09/03/19 (11)
06/18/19 2,000 1,330 | 1,390 1,511 Sept. 2019 10/02/19 (13)
06/18/19 2,000 1,330 | 1,390 1,495 Oct. 2019 11/04/19 (11)
06/18/19 2,000 1,330 | 1,390 1,471 Nov. 2019 12/02/19 (8)
06/18/19 2,000 1,330 | 1,390 1,478 Dec. 2019 01/03/20 (9)
(53)

No contracts covering 2019 production remained outstanding as of December 31, 2019, thus
nil unrealized MTM gain or loss.

Operating Costs and Expenses

Operating cost and expenses (“Opex”), which included Production Costs, Excise Tax and
Royalties, and Depletion, Depreciation and Amortization, and General and Administrative
Expenses (G&A), were at Php7.120 billion in 2022, higher by 8% than the Php6.598 billion in
2021, which was 5% higher than the Php6.298 billion in 2020 (2020 was, however, significantly
lower than the Php6.917 billion in 2019). The 8% increase in Opex was mainly due to higher
Production Costs on account of the significant increase in the cost of materials and supplies
and logistics expenses influenced by inflationary pressures and depreciation of the Peso
currency against US dollar, as well as the effect of the higher coal prices that directly impacted
power generating cost starting the latter part of the third quarter in 2022. Similarly, Depletion,
Depreciation and Amortization (DDA) also increased in 2022 as an effect of the reversal of
provisions on impairment of mining assets in 2021. The Opex for 2021 increased by 5%
compared to 2020 due to higher Production Cost, and Excise Tax and Royalties on account of
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the 25% increase in net revenue in 2021 with partial offsetting from the decrease in DDA, as
well as G&A. For the 2020 Opex, the decrease against 2019 was brought about by the lower
Production Costs, and Depletion, Depreciation and Amortization. This was partially offset by
higher Excise Taxes and Royalties on account of significantly higher revenues, the basis in
computing taxes and royalties.

Production Costs increased by 8% in 2022 at Php4.865 billion compared with Php4.488 billion
in 2021 due to higher power costs attributable to the higher coal prices, the significant increase
in commodity prices of materials and supplies such as diesel fuel and lubricants, and higher
maintenance costs of mill equipment. For 2021, Production Costs also increased Php4.488
billion compared to Php4.216 billion in 2020 due mainly to higher power costs on account of
higher power rate under the new power contract, materials and supplies following higher
consumption for equipment parts in addition to the slightly elevated purchase costs of materials
and suppliers, increasing lubes and fuel prices, and labor costs based on the recently
concluded renewal of the Collective Bargaining Agreements at the Padcal Mine. For 2020, the
production costs decreased from Php4.388 billion in 2019, attributed to the continued
implementation of efficient operating practices and prudent cost management reducing
consumption of materials and supplies in 2020 in addition to the benefit from lower contracted
power rates.

Depletion, Depreciation and Amortization (DDA) increased by 16% at Php1.413 billion in 2022
from Php1.218 billion in 2021. The increase was mainly from the impact of further reversal of
previously recorded provision on impairment of mining assets following the extension of
Padcal’s life of mine in 2021. For 2021, DDA slightly decreased to Php1.218 billion in 2021
against 2020 despite the impact of the reversal of the 2019 impairment provision and additional
depreciation for new acquisitions and amortization for additional costs related to the tailings
storage facility. While for 2020, DDA has significantly gone down to Php1.252 billion from
Php1.814 billion in 2019 as a result mainly of the recognition of the impairment provision against
mine and mining assets in 2019 that reduced the rate per tonne for the depletion and block
amortization expenses, net of additional depreciation, and amortization on account new
acquisitions and TSF costs, respectively, in 2020.

G&A slightly decreased to Php250 million in 2022 from Php253 million in 2021 which was 12%
lower than the Php287 million in 2020 (2020 was maintained at Php287 million level vs 2019
after a continuous reduction for the past three years as a result of the conscientious spending
for Head Office administrative activities). The significant decrease in 2021 was due to lower
salaries and wages on account of lower manpower.

Excise Taxes and Royalties also decreased by 7% In 2022 at Php592 million versus Php639
million in 2021. The decrease was due to the 5% decrease in net revenues, the basis in
computing excise taxes and royalties. On the other hand, Excise Taxes and Royalties in 2021
significantly increased to Php639 million from Php543 million in 2020 on account of the 25%
increase in net revenues. Similarly in 2020, these costs increased by 27% compared to Php427
million in 2019 mainly for the reason of higher net revenues.

Smelting Charges significantly increased by 19% at Php826 million from Php691 million in 2021
due to higher freight charges that more than doubled in 2022, higher value of unit deductions
for gold and higher Treatment and Refining Charges (TCRC). For 2021, Smelting Charges also
increased by 12% compared with 2020 due to higher value of unit deductions as a result of the
high level of metal prices, and higher freight charges despite slightly lower TCRC on
concentrate shipments in 2021. This is following a slight increase in 2020 to Php616 million
from Php610 million in 2019 primarily from higher metal production in 2020.

Break-even Production and Operating Cost per Unit

2022 2021 2020
. rpe VS VS "4
gzifgé)sgjlhons except for 2022 2021 2020 2019 2021 2020 | 2019
%) | (%) | (%)
Production Cost 4,865 4 488 4216 4,388 8 6 (4)




Depletion, Amortization

and Depreciation* 1,413 1,218 1,252 1,814 16 (3) (31)

Total Production Cost 6,278 5,706 5,468 6,202 10 4 (12)

Excise Tax and Royalties 592 639 543 427 (7) 18 27

Smelting Charges 826 691 616 610 19 12 1

Total Operating Cost 7,696 7,036 6,627 7,239 9 6 (8)

Breakeven Costs:

Ton':::duc"m Cost.Fer Php845 |  Php718 | Php698 | Php724 18 3| (@)

- operaiing Coster Php1,036 | Php886 | Php84s | Php852 17 5| (1)
Operating Cost Per US$1,36 | US$1,29

Giinis 6F Geld US$1,347 | US$1,202 5 5 12 (12) 5
Operating Cost Per

Pitind of Coppee US$2.98 US$2.85 | US$2.22 | US$2.54 4 28 (13)

*Included depreciation of assets written-off in 2019 amounting to Php329 million that was not
included in the breakeven costs computation

Production Cost per Tonne, consisting of cash and non-cash (representing Depletion,
Depreciation and Amortization), increased 18% further to Php845 in 2022 from its level of
Php718 in 2021, primarily from higher power costs as well as maintenance costs. For 2021,
Production Cost per Tonne slightly increased compared with Php698 in 2020 due mainly to
higher costs on power, materials and supplies and labor. For 2020, the production cost per
tonne decreased from Php724 in 2019 on account of lower materials and supplies and power
costs.

With higher production cost per tonne coupled with the increase in Smelting Charges, the
Operating Cost per Tonne significantly increased by 17% to Php1,036 from Php886 in 2021
which was also 5% higher than the Php846 in 2020 (2020 was slightly lower than the Php852
in 2019).

Break-even Operating Cost (using co-production method) per ounce of gold and per pound of
copper were higher at US$1,347 per ounce gold and US$2.98 per pound copper compared
with US$1,202 per ounce gold and US$2.85 per pound copper in 2021. There was no
significant change in the cost allocation which was based on the revenue contribution of gold
and copper thus no significant impact on the higher breakeven costs. The increase was
primarily on higher operating costs caused by the increase in power rates and higher costs of
materials and supplies as well as the reverse impact of lower metal output that increased cost
per unit. For 2021, Break-even Operating Cost for gold decreased while that for copper
increased compared with US$1,362 per ounce and US$2.22 per pound in 2020, respectively,
in 2020. Costs allocation to gold and copper was based on their revenue contribution. Gold
revenue in 2021 was lower compared at 46% of total revenues compared to 57% in 2020 thus
a lower allocation in operating costs, while copper contributed 53% in total revenues in 2021
as against 42% only in 2020. This resulted in the lower cost per ounce gold and higher cost per
pound copper. On the other hand for 2020, on the basis of gold's and copper’'s contributions to
revenue, cost per ounce gold was higher while cost per pound copper was lower compared
with US$1,296 per ounce gold and US$2.54 per pound copper in 2019, respectively.

Net Other Income (Charges)

(in Php Millions) 2022 2021 2020 2019
Reversal of (provisions for) Impairment Losses — 126 272 (2) (849)
net of other provisions and reversals

Foreign Exchange Gain (Losses) — Net 83 (46) 99 93
Share in Net Losses of Associates (27) (529) (47) (118)
Interest Income 25 2 1 2
Others — Net (20) (98) (56) (4)
Total 187 (399) (5) (877)

The Company recorded Php187 million net other income in 2022 from a net other charges of
Php399 million in 2021 and Php5 million in 2020. The net other income in 2022 is the combined
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effect Reversal of (Provisions for) Impairment Losses — Net of Other Provisions and Reversals
of the Php126 million, Foreign Exchange (Forex) Gain of Php83 million, Interest Income of

Php25 million, and the Share in Net Losses of Associates of Php27 million and other charges
of Php20 million.

With the modification of the terms extending the maturity date of the convertible notes issued
by Silangan Mindanao Exploration Co., Inc., a subsidiary of Philex, the Company recorded a
gain amounting to Php500 million. The gain was offset by the provisions on possible impairment
of Php290 million on its mining assets and Php84 million on possible inventory obsolescence,
resulting to a net amount of Php126 million. Further to the specific assessment and
identification of mining assets for possible impairment, the Company regularly assesses the
viability of its continued operation of the Padcal Mine, recoverability of costs on existing mine
exploration projects and other investments on a regular basis using an acceptable financial
model. As a result of this exercise, the Company determined in 2022 that the recorded
impairment reserve to-date was sufficient after the several reversals made in 2021 and in 2020
coming from the impact of higher metal prices on the life-of-mine financial projections of the
Company as well as the extension of the Padcal mine life in 2021 for another two years to end
2024 then for another three years extension up to 2027 as determined in December 2022. The
2021 and 2020 reversals were, however, offset by various provisions which include additional
provisions on inventory items at the Padcal Mine that were assessed to be obsolete due either
to change in technology or phasing out of the main equipment.

For 2022, the Company recorded a net Forex gain of Php83 million mainly from the benefit of
higher forex on dollar denominated money placements, net of the unrealized forex loss
recognized on the restatement of dollar denominated short-term loans at cut-off date. In 2021,
the Company recorded a net forex loss on short-term loans of Php46 million, compared with a
forex gain of Php99 million in 2020 following the depreciation of Philippine Peso against US
Dollar in 2021. In 2020, forex appreciated thus the gain of Php99 million compared to a gain
also in 2019 of Php93 million.

In 2022, the Company recorded a Share in Net Losses of Associates of Php27 million, much
lower than the Php529 million in 2021 which included PXP Energy’s impairment provision of
the carrying value of its oil and gas assets related to Peru Block Z-38. The 2021 Share in Net
Losses of Associates of Php47 million was lower compared with Php118 million in 2019.

The overall Net Other Income amounted to Php187 million compared to Net Other Charges of
Php399 million in 2021, Php5 million in 2020 and Php877 million in 2019.

Core Net Income, EBITDA and Consolidated Net Income

The Company's Core Net Income in 2022 amounting to Php1.733 billion was 32% lower than
the Php2.533 billion in 2021. The significant drop in Core Net Income was brought about by the
5% decrease in revenues and 8% increase in operating costs. Sustained higher level of gold
prices and favorable exchange rate partially mitigated the negative impact of lower metal output
and lower copper prices that greatly affected the level of revenues in 2022. For 2021, favorable
and sustained higher level of gold and copper prices allowed the Company to post a core net
income of Php2.533 billion, 118% above the Php1.162 billion in 2020, which excludes extra-
ordinary and non-recurring transactions and reflects the Company’s operational performance.
This was the result of the 25% increase in revenues, coupled with the steady management of
operating costs. The 2020 core net income was also substantially higher than the core net
income of Php156 million in 2019. The 2020 results benefited from higher gold and copper
production from sustained better ore grades and from favorable realized gold and copper prices
as copper started to soar in the third quarter of 2020.

Following lower Core Net Income, EBITDA decreased by 18% to Php3.525 billion in 2022 from
Php4.317 billing in 2021. EBITDA for 2021, on the other hand, significantly increased by 60%
to Php4.317 billion from Php2.703 billion in 2020. The healthy cash generation of the Company
as a result of favorable metal prices provided sufficient funds to finance additional capital
expenditures for continued operation of the Padcal Mine. For 2020, EBITDA also increased
from Php1.664 billion in 2019. The Company’s core net income and EBITDA exclude non-
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recurring transactions to clearly reflect and provide results based on the normal operating
parameters of the business. Non-core items consisted mainly of Forex gain (losses) and net
provisions for impairment of assets.

The operating challenges of meeting production targets, unfavorable copper prices and
uncontrollable increase in global prices of materials and supplies also affecting local power
rates resulted to a lower Consolidated Net Income (the same as the Net Income Attributable to
the Equity Holders as income attributable to non-controlling interest was nil) of Php1.796 billion
in 2022 versus to the Consolidated Net Income of Php2.431 billion in 2021, due to excellent
operating performance. For 2021, the Company posted a Consolidated Net Income of
Php2.431 billion from Php1.228 billion in 2020, which was a turnaround from a loss of Php648

million in 2019 after recording the non-cash net impairment provisions of Php849 million.

Reconciliation of Core Net Income to Consolidated Net Income

(in Php Millions) 2022 2021 2020 2019
Core Net Income 1,733 2,533 1,162 156
Non-Recurring Gains (Losses):
Net Provisions for Impairment of Assets 126 272 (2) (849)
Foreign Exchange Gain (Losses) 83 (46) 99 93
Write-off of Fixed Assets - - - (329)
Effect of CREATE Law - 335 - -
Share in Provision for Impairment in PXP assets - (674) (2) (80)
Net Tax Effect of Aforementioned Adjustments (146) 11 (29) 361
Net Income (Loss) Attributable to Equity Holders 1,796 2,431 1,228 (648)
Net Income Attributable to Non-Controlling Interest - - - -
Consolidated Net Income 1,796 2,431 1,228 (648)

Other Comprehensive Income

The Company’'s Other Comprehensive Income (OCI) included unrealized gains or losses
related to derivatives, pension plans and other financial assets. In 2021, the income tax effect
of other financial transactions as a result of the effectivity of CREATE law reducing the income
tax rate from 30% to 25% was also included under OCI. The OCI amounted to Php15 million
in 2022 compared with Php332 million in 2021, Php78 million in 2020, and a loss of Php82
million in 2019). For 2022, the Company recorded Loss on Fair Value of Derivatives of Php6
million (versus Php24 million in 2021 and, nil in 2020 and 2019), Remeasurement Gains on
Pension Obligation Plans of Php2 million (versus Php72 million in 2021, Php120 million in 2020
and a loss of Php121 million in 2019) and Unrealized Gain on Financial Assets of Php20 million
(versus Php10 million in 2021 and Php2 million in 2019, and a loss of Php6 million in 2020).
The corresponding income tax effect on Remeasurement Gains on Pension Obligation Plans
were Php2 million in 2021 and Php36 million in 2020 and Php36 million in 2019. The Company
also recorded Php278 million income tax effect on net revaluation surplus in 2021.

Total Other Comprehensive Income for 2022 amounted to Php15 million compared with
Php332 million for 2021, Php78 million for 2020 and a loss of Php82 million for 2019. This
resulted to a Total Comprehensive Income of Php1.811 billion for 2022, lower than the
Php2.764 billion for 2021 as a result of lower Consolidated Net Income in 2022. The 2021 Total
Comprehensive Income was, however, significantly higher than the Php1.307 billion for 2020,
due to the Consolidated Net Income of Php2.431 billion that was twice the net income of
Php1.228 billion for 2020. For 2020, the total comprehensive income was a turn-around from
the loss of Php730 million in 2019.

FINANCIAL CONDITION REVIEW

Financial Condition Summary

(in Php Millions except ratios) 2022 2021 2020 2019
Cash and Cash Equivalents 3,925 2,891 1,191 796
Non-Current Assets 36,836 36,134 35,495 34,977
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Total Assets 43,259 41,856 38,939 37,899
Loans and Bonds Payable 1,617 10,131 1,777 2,532
Non-Current Liabilities 7,631 1,834 10,492 10,001
Equity Attributable to Equity Holders of 30,870
Parent Company 26,699 24,227 22,969
Non-Controlling Interests (0.3) (0.3) (0.3) (0.3)
Total Equity 30,869 26,698 24,226 22,969
Liquidity Ratios:

Current Ratio 1.35 0.43 0.82 0.59

Quick Ratio 0.95 0.25 0.37 0.25
Solvency and Debt to Equity Ratios:

Debt-to-Equity Ratio 0.40 0.57 0.61 0.65

Solvency Ratio 0.26 0.24 0.17 0.08
Financial Leverage Ratios:

Asset-to-Equity Ratio 1.40 1.57 1.61 1.65
Profitability Ratios:

Return on Assets 4.22% 6.02% 3.20% (1.65%)

Return on Equity 6.24% 9.55% 5.21% (2.78%)

Net Profit Margin 19.39% 24.82% 15.68% (9.54%)

Current Assets

As of December 31, 2022, Current Assets amounted to Php6.423 billion, 12% higher than the
Php5.722 billion in 2021 on account of higher cash and cash equivalents, other current assets
and accounts receivable — net. For 2021, Current Assets were 66% higher than the Php3.445
billion in 2020 mainly from of higher cash and cash equivalents, accounts receivable and
inventories. Similarly, in 2020, the current assets were higher than the Php2.921 billion in 2019.

Cash and Cash Equivalents

The Cash and Cash Equivalents amounted to Php3.925 billion as of December 31, 2022, 36%
higher than the Php2.891 billion as of December 31, 2021 which was 143% above the Php1.191
billion as of December 31, 2020 (versus Php796 million in 2019). The net proceeds of the
Company’s Stock Rights Offering that was invested in Silangan Mindanao Exploration Co., Inc.
(SMECI) in October 2022 which amount was subsequently invested by SMECI into Silangan
Mindanao Mining Co., Inc. (SMMCI) remained in the Cash and Cash Equivalents of SMMCI as
only an insignificant was utilized for initial development activities of the Silangan Project. On a
regular basis, the monthly main source of cash is dependent on the timing of shipments of the
copper concentrates to the Company’'s customers overseas. Cash generated from operations
was primarily used for the day to day operating expenses and capital expenditures for the mine
development and mill operations as well as advances to Silangan to partially finance its pre-
development expenditures. Previous years’ use of cash included short-term repayment under
the Company’s loan reduction program.

Accounts Receivable

The Company’'s Accounts Receivables are largely composed of Trade Receivables from sales
of the Company's copper concentrates or gold bullion and Other Receivables that include
advances to employees for conduct of transactions in the ordinary course of business. As of
December 31, 2022, Accounts Receivables amounted to Php581 million, consisting of Trade
Receivables of 443 million, Loans receivable of Php31 million and Other Receivables of Php107
million. The 2022 balance increased from PhpPhp467 million in 2021, consisting of Trade
Receivables of Php384 million and Other Receivables of Php83 million, compared with Php370
million in 2020 (comprising of Trade Receivables of Php284 million and Other Receivables of
Php86 million), and Php416 million in 2019 (comprising of Trade Receivables of Php338 million
and Other Receivables of Php78 million).

Under the existing sales agreement with the two major Company’s Customers (“Offtakers”), the
Company receives 90% of the total US$ value of the copp<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>