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PART I - BUSINESS AND GENERAL INFORMATION

ITEM 1. Business

The Company was incorporated and registered with the SEC on September 25, 1992 primarily to
undertake oil and gas exploration, development and production. In the light of the effects of the Asian
Crisis, South China opted to refocus its core business objectives, diversifying into investments in
banking and telecommunication.

The Securities and Exchange Commission on October 30, 2003 approved the amendment of the
Company’s Articles of Incorporation so as to change the primary purpose thereof to that of a holding
company and to include its then existing primary purpose of oil exploration as among the secondary
purposes of the Company, the latter has continued to maintain its oil exploration assets and activities
until the Company is able to spin-off the same to a wholly owned subsidiary to be established by the
Company.

Since its incorporation, the Company has been actively involved in the review and exploration of the
different sedimentary basins in the Philippines. The participating interests in the exploration areas of
the Company are as follows:

Area Interest Expiry/Expected Expiry
1. SC-41 Sulu Sea - 4.967% May 10, 2006
2. GSEC-99 NE Palawan - 50% March 15, 2005
3. Cuyo Platform (former GSEC-96) - 100% Not Applicable
4. SWAN Block (NW Palawan,
former GSEC-83) -5% Not Applicable

South China continues to be a significant player in oil exploration in the country. The Company
operates prudently by reducing upfront costs in frontier exploration. South China has proven that the
exploration strategy and the technical concepts using data driven models are effective in opening up
frontier areas like Northeast Palawan. Geophysical Survey and Exploration Contract No. 99 (GSEC-
99) was extended by the DOE (Department of Energy) to March 15, 2005. On March 9, 2005, the
South China-SPEX (Shell Philippines Exploration B. V.) consortium together with KUFPEC (Kuwait
Foreign Petroleum Co. ksc) applied for conversion of the GSEC into a Service Contract (SC).
KUFPEC is a wholly owned subsidiary of the national company Kuwait Petroleum Company (KPC)
and its entry into eastern offshore Palawan is a significant development in proving this new playing
ground for oil exploration in the country. Negotiations for the SC were ongoing till yearend.

The DOE extended SC-41 for another year after the all- Filipino consortium decided to proceed
forward with the exploration of the block by conducting a geological and geophysical review of the
area and formulating a new geological concept to firm up the petroleum potential of the block. The
group will also seek new farminees. South China’s participating interest in the block is 4.967% as of
year end.

Even as its exploration activities are currently centered within the two above-mentioned blocks, South
China continues to pursue its interest in other areas like the Offshore Cuyo Platform, East Palawan
and NW Palawan Block in line with the DOE’s energy program.

The DOE declared a moratorium on applications for new exploration contract areas prior to its
launching of PECR-2 (Philippine Energy Contracting Round No. 2) in August 31, 2005. Four areas
were put up for bid and the blocks offered covered only the deepwater areas of northwestern and
southwestern Palawan as well as offshore east and southeastern Palawan. The bid round ended last
November 29, 2005. No new applications for exploration contracts have been accepted by the DOE
outside PCR-2. To date, the DOE has yet to announce the winning bids and lift the application
moratorium.



Oil exploration is a high risk, high reward endeavor which the company is actively involved in. The
Company primarily explores in frontier areas where data constraints and costs are relatively lower as
against areas that have had substantial exploration consideration. The Company is considered one of
the most active players in local oil exploration and is involved in several exploration areas. (See
above).

The Company is, at present, still engaged only in oil exploration and has not realized any production
or sale of any crude oil or gas yet. Exploration is done through a Service Contract (SC), which are
contracted from government through the Department of Energy (DOE) in order to investigate an area.
Under these contracts, the Contractor (in this case, the Company) undertakes to furnish the
necessary services, technology and financing of the exploration and assumes all exploration risks.
Before any contract is awarded by the DOE, a company is assessed that it has the financial
resources, technical competence and professional skills to carry out its operations.

Government regulations that govern oil exploration are considered to be stable and have been in
force for the last decade.

The major risk the Company may encounter in its exploration activities is the depletion of cash
investment and its other resources should it fail to discover commercial oil because of high financial
exposure that is involved in the drilling project.

In order to minimize risk in the exploration of an area, local exploration companies usually form
consortiums or partnerships with other companies specially when undertaking full exploration
operations. The Company has incurred about 210.075M in the last three years for its exploration
activities. Environmental considerations are taken into account only when there is a drilling activity as
required by the DOE, to which costs for environmental studies and compliance thereto are built-in in
the drilling costs.

Principal products or services and their distribution, competition in the industry, dependence on one
or few customers, and significant transactions with and/or related parties are/or not applicable with
the registrant at this time.

The Company has no subsidiaries for the year ended 2005. Please refer to page 10 for information
on the business of its associate, Bell Telecommunication Philippines, Inc. (Bell Tel).

The Company does not expect any significant changes in its number of employees. Presently, the
Company has a total of six (6) employees, all working full-time, one (1) Chairman, one (1) Vice-
President for Operations, one (1) Accounting Manager, one (1) Accounting Supervisor, one (1)
Administrative Assistant, and one (1) Messenger. The Company has no Collective bargaining
Agreements (CBA).

ITEM 2. Properties

In 1996, without changing its primary purpose, the Company diversified into its secondary purpose of
real estate development business. The Company, through a property for share exchange, acquired
fifty percent ownership of almost a hectare of land with unfinished buildings located at Pilipinas Plaza
Building EDSA corner Chino Roces Avenue. The owners of the building acquired a study determining
a development scheme for the best use of the subject property. A financial study is now being
undertaken on how best to embark the development plan. The property can be a major
commercial/residential center with focus on the residential for the middle market. The property has
been enhanced by the MRT station located immediately in front of it. Because of this property
acquisition, the Company increased its authorized capital stock to R1 Billion of which 2667 Million has
been paid-up. The property is not subject to any lien or encumbrances. The Company has no present
plan of acquiring any new real estate property within the year 2006. The Company leases its office
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space with Century Properties Management, Inc. (CPMI), located at the 12/F of Pacific Star Building,
Sen. Gil Puyat Ave. cor. Makati Ave., Makati City. The term of the contract is five (5) years, to end on
October 14, 2006, on a monthly rental of 245,684.78.

ITEM 3. Legal Proceedings

There are no material pending legal proceedings to which the registrant or any of its subsidiaries or
affiliates is a party or of which any of their property is the subject.

ITEM 4. Submission of Matters to a Vote of Security Holders

In a special meeting of the stockholders held on 22 October 2003, whereat stockholders representing
787,975,268 shares out of the 906,559,568 shares then outstanding and entitled to vote were present
in person or by proxy, the stockholders present unanimously approved the further amendment of
Article Second of the Company’s Articles of Incorporation by changing the PRIMARY PURPOSE
clause to that of a holding company and relegating its existing primary purpose of oil exploration as
among the SECONDARY PURPOSES of the Company. The stockholders at the same said meeting
also unanimously approved the spinning off of the Company’s oil exploration activities to a wholly
owned subsidiary to be established by the Company.

PART Il - SECURITIES OF THE REGISTRANT

ITEM 5. Market for Issuer's Common Equity and Related Stockholder Matters

The Principal Market where the Issuer's common equity is traded is in the Philippine Stock Exchange.
As of the trading date, January 8, 2007, the high price is 1.08 and low price is 1.06, respectively. The
Corporation has no securities to be issued in connection with an acquisition, business combination or

other re-organization. Furthermore, the following are the high and low sales prices for each quarter
within the last two years (2005and 2004)

STOCK PRICES

2005 High Low
First Quarter 0.8030 0.4230
Second Quarter 0.6900 0.6000
Third Quarter 0.7500 0.6430
Fourth Quarter 0.6333 0.6033

2004 High Low
First Quarter 0.2100 0.2066
Second Quarter 0.2466 0.2233
Third Quarter 0.2200 0.1950
Fourth Quarter 0.2566 0.2016




DIVIDENDS

The Company has no earnings yet from commercial production. The restriction that limits the
Company to pay dividends on common equity is its inability to accumulate retained earnings.
Therefore, there were no dividends declared for the two (2) most recent years ended December 31,
2004 and 2005.

The number of shareholders of record as of December 31, 2005 was 582. Common shares issued
and subscribed as of December 31, 2005 were 906,559,568.

TOP TWENTY STOCKHOLDERS
As of December 31, 2005

No. NAME OF STOCKHOLDERS NUMBER OF SHARES % OWNED
HELD

1. Edgardo P. Reyes 231,853,123 25.5751%
2. Wilfrido P. Reyes 231,853,123 25.5751%
3. Belen R. Castro 231,353,122 25.5199%
4, PCD Nominee Corporation (Filipino) 92,841,874 10.2411%
5. Teresita de la Cruz 10,521,000 1.1605%
6. F. Yap Securities, Inc. 10,094,000 1.1134%
7. Benjamin Chua 10,051,500 1.1088%
8. PCD Nominee Corporation (Non-Filipino) 7,870,126 0.8681%
9. Wilson Chua 5,877,500 0.6483%
10. Kho Giok En 5,513,000 0.6081%
11. The Philodrill Corporation 3,200,000 0.3530%
12. R. Coyiuto Securities, Inc. 2,185,000 0.2410%
13. Samuel Uy Chua 1,600,000 0.1765%
14. New World Securities Co., Inc. 1,510,000 0.1666%
15. EBC Securities Corp. 1,276,000 0.1408%
16. Cynthia Yu 1,210,000 0.1335%
17. David Go Securities Corporation 1,190,000 0.1313%
18. Noel Raymundo Co 1,100,000 0.1213%
19. Gilbert Liu 1,000,000 0.1103%
20. Jose Mari R. Moraza 1,000,000 0.1103%

TOTAL 853,099,368 94.1030%

There had been no sale of unregistered or exempt securities, including recent issuance of securities
constituting an exempt transaction by the Company in the last three years.

PART Il = FINANCIAL INFORMATION

ITEM 6. Management’s Discussion and Analysis or Plan of Operation.

(A) Financial Position — based on outcome of the adoption of PFRS 1, First-time Adoption of
Philippine Financial Reporting Standards and restated values for CY 2004 Financial Statements.

The Company’s current ratio as of December 31, 2005 was £0.087 for every peso liability — a
decrease from last year’s current ratio of R.151. The decrease was caused mainly by the advances
from the officers and the reclassification of Marketable Securities from Current Assets to Noncurrent
Assets Available for Sale (AFS) investments amounting to £0.579 million. Current ratio for the year

2004 decreased by R0.596 compared to 2003 due to the same reason mentioned.

The Company’s total assets which stood at 770 million in 2005, was lower than last year by about
P26 million due to the decrease in investments in associates which resulted also to the decrease in

total assets of 240 million in 2004 compared to 2003.




Cash and cash equivalents increased in 2005 compared to prior year by R.477 million due to the
increase in advances from the Company’s oficers. For the year 2004, the increase is 20.507 million
compared to 2003.

Upon the adoption of PAS 39, Financial Instruments — Recognition and Measurement, the 2004
classification of Current Marketable Securities, Marketable Equity Securities, and Investment in
Shares of Stocks having an aggregate total of R5.662 million was changed to “Available for sale”
beginning January 1, 2005. As of December 31, 2005, the aggregate carrying amount is R8.745
million or an increase of 23.083 million due to the recovery of unrealized losses on AFS investments.

Investments in associates decreased by £33.169 million compared to last year due to share in net
losses of associates and a decrease of 244.978 compared to 2003.

Accounts payable and accrued expenses for the period increased by R6.864 million compared to
2004 and an increase of £9.358 million in 2004 compared to 2003 due to advances from officers.

Increased in deferred exploration cost is due to remittance of share in NE Palawan and Sulu block
project. The increase of 24.218 million for the year 2005 compared to 2004 includes capitalization of
general and administrative expenses validated by the Department of Energy for the exploration cost
of NE Palawan amounting to £3.468 million and an increase of R3.124 million in 2004 compared to
2003.

Net loss for the year amounted to £36.050 million. The restatement due to the adoption of new
accounting standards increased the deficit by P3.157 million as of December 31, 2004. The deficit as
of December 31, 2005 amounted to P158.978 million. The Company has no earnings yet from
commercial production. Therefore, there were no dividends declared for the period ended December
31, 2005.

The net loss incurred during 2005 is a decrease of R12.693 million compared to 2004 due to
decrease in general and administrative expenses by 4.157 million (R3.468 million were validated by
the Department of Energy and capitalized to deferred exploration cost), and decrease in net losses of
investee by £8.399 million. Compared to 2003, it was a decrease of R1.573 million due to recovery in
the decline in market value of marketable securities and a decrease in net losses of investee
companies.

There are no material trends, events or uncertainties that are reasonably expected to occur in the
next interim period that will have a material favorable or unfavorable impact on the results of the
Company’s liquidity or sales.

There are no significant elements of income or loss that did not arise from the Company’s continuing
operations.

There are no events that will trigger direct or contingent financial obligation that is material to the
Company, including any default or accumulation of an obligation.

The material changes for this year in comparison with the prior year-end based on line items arose
from: a) decrease in investments in associates of 15.16% due to net loss of the investee company; b)
increase in current liabilities of 0.64x due to advances from officers; c) increase in unrealized gain
(losses) in marketable equity securities/AFS investments of 1,579.40% due to market recovery; and,
d) increase in deficit of 29.33% due to net loss for the period.

There were no seasonal aspects that had a material effect on the financial condition or results of
operations of the Company.

The Company’s cash requirement is provided by the management. There is no forseen increase in
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funds for the next twelve months however should the needs arises, the management will satisfy such
cash requirements.

There is no expected purchase or sale of plant and significant equipment in the next twelve months.
The Company has no plans of changing the number of employees for the next twelve months.

For the period ended December 31, 2005, the Company is still in exploration stage, and therefore, no
commercial production yet for the performance indicators analysis. It has no majority-owned
subsidiaries.

There are no material trends, events or uncertainties that are reasonably expected to occur in the
next twelve months that will have a material favorable or unfavorable impact on the results of the
Company’s liquidity. Should there be material changes in working capital it would be advances from
the management to support the Company’s operation or a sale of non-current assets.

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

The Company has no material commitments for capital expenditures within the next twelve months.
General Basis

This is the first time that the company’s financial statements have been prepared in compliance with
accounting principles generally accepted in the Philippines as set forth in the Philippine Financial
Reporting Standards (PFRS). PFRS comprise standards named PFRS and Philippine Accounting
Standards (PAS) and Interpretations issued by the Philippine Accounting Standards Council.

Prior to adoption of PFRS, the Company prepared its financial statements until December 31, 2004
in accordance with Statements of Financial Accounting Standards (SFAS) and Statements of financial
Accounting Standards/International Accounting Standards (SFAS/IAS).

The Company applied PFRS 1, First-time Adoption of Philippine Financial Reporting Standards, in
preparing the financial statements, with January 2004 as the date of transition. The company applied
the accounting policies below to all the years presented except those relating to financial instruments.
An explanation of how the transition to PFRS has affected the reported financial position, financial
performance, and cash flows of the Company is indicated in Note 3 to the Financial Statements.

Significant Accounting Judgments and Estimates — Please refer to Note 2 on the Notes to
Financial Statements.

Summary of Significant Accounting Policies

Accounting policy for prepayments and other current assets — is immaterial to affect the determination
of financial position, results of operation, changes in equity or changes in cash flows.

Assets subject to lien and restriction on sales of asset — the Company has no assets mortgaged,
pledged or otherwise subject to lien that needs to be disclosed.

Accounting Policies Effective January 1, 2005, Accounting Policies for Financial Assets applied up to
December 31, 2004 and Accounting Policies With No Significant Changes from Those Applied in
2004 (Please refer to Note 2 on the Notes to Financial Statements).

Effect of Transition to PFRS - Please refer to Note 3 on the Notes to Financial Statements



Accounting policy for Goodwill — Please refer to page 41 and page 47 of Financial Statements for
Summary of Significant Accounting Policies on Negative Goodwill , and on the effect of the adoption
of PAS 28- Investment in Associates and PFRS 3 Business Combination, respectively.

Financial Risk Management Objectives and Policies - Please refer to Note 16 on the Notes to
Financial Statements

Subsequent events — On January 27, 2006, SC-60 (formerly GSEC 99) was awarded to the
consortium of South China Resources, SPEX (Shell Philippines Exploration B. V.) and KUFPEC
(Kuwait Foreign Petroleum Co. ksc). (Please refer to Note 1 on the Notes to Financial Statements).

Material related party transactions which affect the financial statements

A. Related party disclosure
1. Nature of relationship — please refer to Note 9 (Investments) of the Notes to Financial
Statements

2-4. Nature of relationship and related party transactions are disclosed in Note 9 (Investments) of
the Notes to Financial Statements.

B. Understanding of relationship and names of related parties
The names of the Company’s affiliates were disclosed in Note 2 (Basis of Preparation) and in
Note 9 (Investments) of the Notes to Financial Statements

C. Reporting Corporation and one or more corporations
Please refer to Note 1 (Corporate Information and Status of Operations) of the Notes to Financial
Statements

Uncertainties About Going Concern

The financial statements were prepared on the assumption that South China Resources, Inc. is a
going concern and will continue in operation for the foreseeable future. The Company’s management
has neither the intention nor the need to liquidate or curtail materially the scale of its operations. As of
the date of the financial statements, no material uncertainties that could cast significant doubt upon
the Company'’s ability to continue as a going concern have come to the attention of the management.
Hence, no disclosure regarding such uncertainties and the Company’s ability to continue as a going
concern were made since the concept of going concern is a basic assumption that underlies the
preparation of the financial statement and the related supplemental notes.

Defaults — none to be disclosed

Revenue Recognition — No commercial operation yet.

Balance Sheet

Trade and other receivables — The accounts receivable represent non-trade receivables mainly from
the Company’s affiliate for the share in office renovation cost. Provision for allowance for doubtful

assets was provided for accounts not collectible within one year.

Prepayments and Other Current Assets — for breakdown please refer to Note 5 on the Notes to
Financial Statements

Available for Sale (AFS) Investments - Please refer to Note 6 on the Notes to Financial Statements

Investment in Marketable Equity Securities - Please refer to Note 7 on the Notes to Financial
Statements



Investment in Property — Please refer to Note 8 in the Notes to Financial Statements
Trade and other payables — total accounts payable and accrued expenses are all current liabilities.

The total amount of accrued expenses is disclosed in Note 11 (Accounts Payable and Accrued
Expenses) of the Notes to Financial Statements.

Subscription payable - this is composed of unpaid subscribed capital stock of Bell
Telecommunication Philippines, Inc. (Bell Tel) of 171.72 million.

Subsidiaries — Relative to affiliates fully disclosed in Note 9 of Notes to Financial Statements.

Income Statement

Finance Cost — Not applicable. No interest-bearing loans.

Other Income — Interest income on securities — not applicable

Other Expenses — classified as miscellaneous and is immaterial to be shown in detail.

Foreign Currency Transaction — Transactions in foreign currencies are initially recognized using the
functional currency rate ruling at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies are retranslated at the functional currency rate of exchange ruling
at the balance sheet date. All differences are taken to profit or loss.

Retained Earnings — the Company has no appropriated earnings.

(B) Information on Independent Accountant and other Related Matters

In compliance with SEC Memo Circular No. 14 Series of 2004, the External Audit Fees billed for 2005
and 2004 amounted to 297, 218.90 and R251, 802.98, respectively.

RESULTS AND PLANS OF OPERATIONS
SC-41 Block B Offshore Sulu Sea Sandakan Basin

SC-41 was awarded in September 1, 1998 with the conversion of GSEC-74 to an SC (Service
Contract). Several wells have been drilled in the area with mixed results, two wells having significant
oil and gas shows.

In 2003, the parties making up the consortium agreed to unitize the Block A and Block B areas giving
South China interest over the whole block.

The consortium has fully complied with the work program for the first seven-year exploration stage of
the contract. Prior to entering contract year 8 the foreign partners of the block decided to drop from
the SC. After the withdrawal of the foreign partners in SC-41, the Filipino contingent of the consortium
proceeded forward and negotiated with the DOE for a new program for contract year 8, reducing the
Service Contract Year 8 commitment well to a geological and geophysical program. The program
includes a geological and geophysical review of the area and formulation of a new geological concept
to firm up the petroleum potential of the block. The consortium will also seek new farminees. South
China’s participating interest in the block is 4.967% as of year end.



GSEC-99 Offshore Northeast Palawan

GSEC-99 (Geophysical Survey and Exploration Contract No. 99) was awarded last November 13,
2000. The area presents good potential in the northeastern side of Palawan, particularly in terms of
size of mapped structures. It is considered one of the few remaining areas in the country with the
possibility for large hydrocarbon accumulations.

On June 20, 2002, South China agreed to the farm-in of Shell Philippines Exploration B.V. (SPEX, the
operator of the country’s largest and only oil and gas field), assigning fifty percent (50%) participating
interest to SPEX. The South China-SPEX consortium requested the DOE to extend the validity of its
GSEC with the end view of converting the GSEC into a Service Contract and attracting other parties
to join in the exploration of the block. The Department of Energy (DOE), extended the term of the
GSEC-99 to March 15, 2005.

GSEC-99 was extended to March 15, 2005. On March 9, 2005, the South China-SPEX consortium
together with KUFPEC (Kuwait Foreign Petroleum Co. ksc) applied for conversion of the GSEC into a
Service Contract (SC). KUFPEC is a wholly owned subsidiary of the national company Kuwait
Petroleum Company (KPC) and its entry into eastern offshore Palawan is a significant development in
proving this new playing ground for oil exploration in the country. Negotiations for the SC were
ongoing till yearend.

Once the Service Contract is awarded, South China will be carried in the operations to be conducted
in the block contingent to terms and conditions to be agreed upon in the SC.

Offshore Cuyo Platform (former GSEC-96), NW Palawan Block (former GSEC-83), East
Palawan Area

South China still retains one of the biggest information libraries covering these areas. DOE’s 1%
Petroleum Competitive Bid Round PCR-1 resulted in only one (1) contract awarded. After the
evaluation phase of the bid round, the DOE opened up the country for application.

Despite of a contract application pending over the NW Palawan area by the Swan Block consortium
(of which the Company is a co-venturer), the DOE awarded the area to the Philippine National Oil
Company-Exploration Corporation (PNOC-EC). Philodrill, deemed operator of the Swan block has
informed the company that it is currently negotiating with PNOC-EC to jointly explore the Swan Block
in conjunction with their SC-57/58 blocks.

The DOE declared a moratorium on applications for new contract areas prior to its launching of
PECR-2 (Philippine Energy Contracting Round No. 2) in August 31, 2005 wherein four areas were put
up for bid. The bid round ended last November 29, 2005. No new applications for exploration
contracts have been accepted by the DOE outside PECR-2. As of yearend, the DOE was still
evaluating the submitted bids. It is expected that the DOE will lift the moratorium once it has awarded
the new exploration contracts.

In light of these developments, the Company continues to actively seek strategic partners for the joint
exploration of these areas in preparation for the lifting of the moratorium.

Oil exploration is a high risk but high reward endeavor. The Company as with any exploration
contractor with the DOE has the technical and financial wherewithal to accomplish its exploration
activities. The Company also assumes all exploration risks involved in its activities. The Company has
enough resources to support its current exploration work program.



The following are the estimated cash requirements for South China Operations in the next
twelve months (based on the work programs of the corresponding GSEC's and SC as
submitted to the Department of Energy):

SC-60 NE Palawan $15,000 for General & Administrative

SC-41 Sulu Sea $15,000 for General & Administrative

Other Investments

Bell Telecommunication Philippines, Inc. (BellTel) incorporated in 1993 and granted by the Congress
of the Philippines with a franchise to install, operate and maintain telecommunications systems
throughout the Philippines. It is authorized to provide a full range of services of multiple leading edge
access technologies such as fixed wireless, fiber optics, DSL and satellite, allowing the company’s
network to provide the entire range of voice, data, video and convergent services to various
industries, corporate clients, educational institutions, government agencies and high-end residential
markets nationwide.

BellTel began its commercial operations in January 2002 and successfully rolled out in the greater
Metro Manila area where the two major central business districts (Makati and Ortigas) are located as
well as the provinces of Cavite and Laguna which host some of the country’s most matured special
economic zones and industrial parks. The special economic zones receive majority of direct foreign
investments into the Philippines and generate 80% of the country’s total exports. BellTel instituted a
Quality Management System which distinguishes it from other service providers as it remains the only
local telco to obtain a company wide ISO 9001-2000 Certification.

BellTel is currently in discussions with several potential strategic and equity investors for sale of 10%
to 30% of the company’s authorized capital stock of 20 Million shares with par value of P100 per
share. With the additional equity infusion, the company will be able to expand its network by
increasing the equipped capacities of its existing base stations where huge customer demands
remain unmet and establishing presence in seventeen (17) of the most progressive areas throughout
the country thus establishing nationwide coverage. For this planned expansion, BellTel will be using
the latest broadband wireless access systems which are compliant with WIMAX standards in order to
attain optimum reliability and spectral efficiency, improved capabilities and increased capacities.
BellTel will likewise embark on a very aggressive and large scale advertising and marketing program
to further enhance BellTel's corporate image and build brand awareness for its products.

BellTel's product offerings and careful selection of its target markets contributed to the successful
capture of close to 1,000 corporate accounts which include some of the largest domestic and
multinational corporations, educational, financial and government institutions, as well as 25% of all
industrial locators in the special economic zones of Cavite and Laguna. It recently launched
residential and SOHO services, delivering bundled broadband internet, voice and video, which will be
major contributors in building up the subscriber base.

The Company is expected to be positive EBITDA by the end of six months and will be profitable at the
end of second year of expansion. South China investment in the share of stock in BellTel is at 32.4%.

We strongly believe that BellTel represents outstanding opportunities in the rapidly growing
telecommunication industry.

Premiere Development Bank (Premiere Bank) was established as Pasay City Development Bank in
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1960. Its present name was acquired in 1979. Premiere Bank offers various deposit products such
as savings and current accounts, time deposits and FCDU. It also offers cash management and E-
banking products such as payroll services, mobile banking, ATM and Smart money cards. It also has
a wide range of loans and credit facilities including Special Financing Programs. The bank also
engages in international and domestic remittance services. Premiere Bank has 38 branches located
in Metro Manila and the nearby provinces of Rizal, Laguna, Cavite, Batangas and Bulacan. Our
investment in Premiere Development Bank is at 9.73%.

South China has been in discussion with several property developers to study the various options for
the best possible utilization and development of its property, the Pilipinas Plaza Building. This is
located at EDSA corner Chino Roces Avenue. Located right in front of the building is the fully
operational Magallanes MRT station. As previously reported, access to the Magallanes MRT station
was provided (through the DOTC) by allowing the acquisition of a small portion of the lot frontage and
construction of a stairwell therein. South China owns fifty (50%) percent of the property.

ITEM 7. Financial Statements

The Financial Statements and Schedules listed in the accompanying Index to Financial Statements
and Supplementary Schedules (pages 22-63) are filed as part of this SEC Form 17 - A.

Furthermore, stated hereunder are the breakdown of cash and cash equivalents and accounts
receivable of the Company.

Cash and cash equivalents consist of: 2005 | 2004
Cash on hand and in banks 1,149,250 672,184
Total: PR1,149,250 R672,184

Accounts receivable consist mainly of: 2005 | 2004

Accounts receivable — Officers and employees 2,032 43,147

- Others 826,936 813,213
Total 828,968 865,360
Less allowance for doubtful accounts 766,908 766,908
Total: R62,060 R89,452

ITEM 8. Changes in and Disagreements With Accountants on Accounting and Financial
Disclosure
None

PART IV - CONTROL AND COMPENSATION INFORMATION

ITEM 9. Directors and Executive Officers of the Issuer

Position Name Birthdate
Chairman of the Board Edgardo P. Reyes December 2, 1945
President Wilfrido P. Reyes January 21, 1947
VP & Treasurer Belen R. Castro April 9, 1948
Director Felipe U. Yap July 12, 1937
Director Francisco M. Ortigas Il October 5, 1945
Corporate Secretary Jaime M. Blanco, Jr. March 21, 1954
VP for Operations David R. Baladad September 13, 1956
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EDGARDO P. REYES, 60 years of age, Filipino, has been the CHAIRMAN of the Board of Directors
of the Company since 1992. He has also been the CHAIRMAN of Gonzalo Puyat and Sons, Inc.,
Puyat Steel Corp., Bell Telecommunication Philippines Inc., Purex Mineral Corp., and Philippine Flour
Mills; PRESIDENT of International Pipe Industries Corp., Pipe Machinery Corp., Apo Pipe Industries
Corp., Reyson Realty & Development Corp., Puyat Vinyl Products Inc., Proleo Realty Inc., and
BenePara Realty Inc.; SENIOR VICE PRESIDENT of PFM Agro-Industrial Development Corp. and
Armorply Concrete Forming Systems Inc.; and, DIRECTOR of Surigao Development Corp., and
Puyat Investment & Realty for the past five (5) years. He was a DIRECTOR of Premiere Development
Bank before he became its CHAIRMAN in 2003. Mr. Reyes is the brother of Mr. Wilfrido P. Reyes
and Ms. Belen R. Castro.

WILFRIDO P. REYES, 59 years of age, Filipino, has been the PRESIDENT of the Company since
1992. He has also been the CHAIRMAN of La Dulcinea Restaurant Inc. and Warrest Realty Inc.;
CHAIRMAN/PRESIDENT of WPR Realty & Management Corp.; EXECUTIVE VICE
PRESIDENT/DIRECTOR of Gonzalo Puyat & Sons Inc. and Purex Mineral Corp.; EVP/GENERAL
MANAGER of Philippine Flour Mills and PFM-Agro Development Corp.; SVP/DIRECTOR of Puyat
Steel Corporation; TREASURER/DIRECTOR of Premiere Development Bank and Surigao
Development Corp.; SECRETARY/DIRECTOR of Surigao Marine Products, Inc.; VP/GENERAL
MANAGER of Reyson Realty & Development Corp.; VP/TREASURER of Proleo Realty Inc. and Bell
Telecommunication Philippines Inc.; TREASURER/DIRECTOR of International Pipe Industries Corp.
and Apo Pipe Industries Corp; and, DIRECTOR of Pipe Machinery Corp. for the past five (5) years.
Mr. Reyes is the brother of Mr. Edgardo P. Reyes and Ms. Belen R. Castro.

BELEN R. CASTRO, 57 years of age, Filipino, has been the VICE PRESIDENT & TREASURER of
the Company since 1992 up to the present; DIRECTOR & VICE PRESIDENT of Gonzalo Puyat & Sons,
Inc.; CORPORATE SECRETARY of Reyson Realty & Development Corp.; VICE PRESIDENT of Computer Data
Vision, Inc.; and DIRECTOR of Bell Telecommunication Phils., Inc. for the past five (5) years. Mrs. Castro
was also the PRESIDENT of the Chamber of Thrift Banks (CTB), & the Development Bankers
Association of the Philippines Foundation (DBAP) in 1993. She is still currently a DIRECTOR of CTB.
She was the DIRECTOR/EXECUTIVE VICE CHAIRMAN of Premiere Development Bank before she
became its PRESIDENT in 2002. She has also been a member of the Financial Executives Institute
of the Phils. (FINEX) from 1993 to 2001. She is the sister of Mr. Edgardo P. Reyes and Mr. Wilfrido P.
Reyes.

FELIPE U. YAP, 68 years of age, Filipino, has been a DIRECTOR of the Company since 1994. He
has also been the CHAIRMAN/CHIEF EXECUTIVE OFFICER of Lepanto Consolidated Mining
Company, Lepanto Investment & Development Corp., Diamant Boart Philippines Inc., Diamond
Drilling Corp. of the Philippines, Far Southeast Gold Resources Inc., and Shipside Inc.; CHAIRMAN
of FLT Prime Insurance Corp. and Lepanto Ceramics Inc.; PRESIDENT of BA-Lepanto Condominium
Corp.; and, DIRECTOR of Cyber Bay Corp., Manila Peninsula Hotel, Philippine Associated Smelting
& Refining Corp., and Philippine Fire & Marine Insurance Corp. for the past five (5) years. He was a
Director with Prime Orion Phils., Inc. (formerly Guoco Holdings (Phils.) Inc.) and Pepsi Cola Products
Phils., Inc before he became CHAIRMAN to both companies in 2001. He is also the CHAIRMAN of
Orion Land, Inc., Tutuban Properties, Inc., Orion Brands International, Inc., and Orion | Holdings
Philippines, Inc. from 2002 up to the present; the current CHAIRMAN of Yapster e-Conglomerate and
DIRECTOR of Zeus Holdings, Inc. from 2001 to the present and Orion Property Development, Inc.,
from 2002 to the present; and formerly the CHAIRMAN OF THE BOARD OF GOVERNORS of the
Philippine Stock Exchange, Inc. from 2000 to 2002.

FRANCISCO M. ORTIGAS lll, 60 years of age, Filipino, has been a DIRECTOR of the Company
since 2005. He has also been PRESIDENT of Concrete Aggregate Corp. He is the PRESIDENT &
CEO of Rotary Golfing Foundation of the Philippines from 1986 to present; CHAIRMAN OF THE
BOARD of Philam Bond Fund, Inc., Philam Strategic Growth Fund, Inc., Philam Management Asset,
Inc., Philam Fund, Inc., Bayer (Phils.), and Orica Explosives, Inc. He is GENERAL
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PARTNER/TREASURER of Ortigas & Company, Limited Partnership for the past five (5) years. He is
also a CORPORATE NOMINEE/DIRECTOR of Francisco Ortigas Securities, Inc. He is also a
DIRECTOR of Philippine Golf Foundation, Bell Telecommunication Phils., Inc. for the past five (5)
years, Commonwealth Foods Corp., J. Romero & Associates, and Valle Verde Country Club.

JAIME M. BLANCO, JR., 51 years of age, Filipino, has been the CORPORATE SECRETARY of the
Company since 1992. He is a Senior Partner of the Esguerra & Blanco Law Offices. Atty. Blanco
obtained his Bachelor of Science in Business Administration from De La Salle College and Bachelor
of Laws from the University of the Philippines. Atty. Blanco since 1980, and during the last five (5)
years, has been engaged in the practice of law.

DAVID R. BALADAD, 49 years of age, Filipino, has been the VICE PRESIDENT FOR OPERATIONS of the
Company since 1994. He obtained his Bachelor of Science in Geology in the University of the
Philippines and he is also a licensed Geologist. Prior to joining the Company, Mr. Baladad was the
Chief of the Oil and Gas Division of the former Office of Energy Affairs (how DOE) and a consultant to
other local exploration companies. He has been directing the upstream activities of the Company
since 1994 and for the last five (5) years.

Mr. Felipe U. Yap was elected Independent Director during the 2004 Annual Stockholders’ Meeting.
The Nomination Committee nominated Mr. Yap as the independent director to be elected during the
2005 Annual Stockholders’ Meeting, upon the recommendation of stockholder Mr. Manuel Arteficio
who is not related to the nominee. Mr. Yap is qualified to be nominated and elected as an
Independent Director of the Company in accordance with the qualifications specified with SEC
Circular No. 16 Series of 2002. He holds 300,000 shares of the Company. He is a graduate of BS
Philosophy from the University of San Carlos Cebu. He has been engaged to the business of the
Company since 1994. The Company adopted the guidelines on the nomination and election of
independent directors based on the Company’'s Manual of Corporate Governance, and also in
accordance with SEC Circular No. 16 Series of 2002.

Directors elected in the annual stockholders’ meeting have a term of office of one (1) year and serve
as such until their successors are elected and qualified in the succeeding annual meeting of
stockholders.

Mr. Edgardo P. Reyes, Chairman and CEO; Mr. Wilfrido P. Reyes, President; and Ms. Belen R.
Castro, Vice President, Treasurer and Director of the Company are brothers and sister. All other
Directors and Executive Officers are not related to each other.

The Issuer is not aware of any legal proceedings of the nature required to be disclosed under Part IV
paragraph (A)(4) of SRC Rule 12 (Annex C) with respect to its directors and executive officers.

There is no employee who is not an executive officer but who is expected to make a significant
contribution to the business.
ITEM 10. Executive Compensation

There are no bonus, profit sharing or other compensation plan, contract or arrangement in which any
director, nominee for election as a director, or executive officer of the issuer will participate.

The Company has no pension or retirement plan in which any such person will participate.

There are no employment contracts arrangements for this year.

The aggregate compensation paid or accrued during the last two calendar years and to be paid in the
ensuing calendar year to the Chief Executive Officer and three most highly compensated executive

officers are as follows:
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Name and Year Salary (P) Bonus (P) Other Annual
Principal Position Compensation
Edgardo P. Reyes
Chairman / CEO
David R. Baladad
VP-Operations
Hermie T. Deafio
Imelda D. Olalia
Accounting Manager
Aggregate compensation — 2006 1,437,480 244,000 N/A
CEO & all other officers and 2005 1,187,729 245,912 N/A
directors as a group unnamed 2004 1,188,000 198,000 N/A

Among the directors and officers of the company, only the four (4) stated above are being

compensated.

Ms. Deario resigned from the Company last July 31, 2005. Termination benefits paid amounted to

£0.13 million.

ITEM 11. Security Ownership of Certain Beneficial Owners and Management

(@) Security Ownership of Certain Record and Beneficial Owners and Management as of

December 31, 2005 (owning more than 5% of any class of voting securities)

Title of Name and Address Amount and Nature Citizenship Percent of
Class of Owner and Relationship with Issuer of Ownership Class
Common EDGARDO P. REYES 231,853,123 Record and Filipino 25.5751%

1371 Caballero St., Dasmarifias Vill. City of Beneficial
Makati
Common WILFRIDO P. REYES 231,853,123 Record and Filipino 25.5751%
1545 Mahogany St., Dasmarifias Vill. City of Beneficial
Makati
Common BELEN R. CASTRO 231,353,122 Record and Filipino 25.5199%
4889 Pasay Road, Dasmarifas Vill. Beneficial
City of Makati
There are no beneficial owners of more than 5% under the PCD Nominee Corporation (Filipino),
which owns 10.2411% of the total shares of the Company.
(b) Security Ownership of Management
Directors
Title of Name of Amount and Nature of Citizenship Percent of
Class Beneficial Owner Beneficial Ownership Class
Common Shares  Edgardo P. Reyes 231,853,123 Record and Beneficial Filipino 25.5751%
Common Shares  Wilfrido P. Reyes 231,853,123 Record and Beneficial Filipino 25.5751%
Common Shares  Belen R. Castro 231,353,122 Record and Beneficial Filipino 25.5199%
Common Shares  Felipe U. Yap 300,000 Record and Beneficial Filipino 00.0331%
Common Shares  Francisco M. Ortigas Ill 400,000 Record and Beneficial Filipino 00.0441%
Total 695,759,368 76.7473%

14




Executive Officers

Title of Name of Amount and Nature of Citizenship Percent of
Class Beneficial Owner Beneficial Ownership Class
Common Shares Edgardo P. Reyes - e
Common Shares  Wilfrido P. Reyes - e
Common Shares BelenR.Castro - e
Common Shares  Jaime M. Blanco, Jr. 500,100 Record and Beneficial Filipino 00.0552%
Common Shares David R. Baladad 50,000 Record and Beneficial Filipino 00.0055%
Total 550,100 00.0607%
Directors and Officers as a Group
Title of Name of Amount of Percent of
Class Beneficial owner Beneficial ownership Class
Common Shares Directors as a Group 695,759,368 76.7473%
Common Shares Executive Officers as a Group 550,100 00.0607%
Total 696,309,468 76.8080%

No person holding more than 5% of a class is under a voting trust or similar agreement.

The Company has no arrangements which may result in a change in control of the registrant.

ITEM 12. Certain Relationship and Related Transactions

The Company has not entered into any transaction during the last two years, or proposed
transactions, to which the registrant was or is to be a party, in which any director, executive officer or
security holder, or any of their immediate family members, of the Company had a direct or indirect
material interest. Neither has the Company had any transaction with any promoter.

The Company’s related party transactions represent receivables from officers and employees (Please
refer to Note 4 on Notes to financial Statements) as well as advances from officers (Please refer to
Note 11 and Note 13 in the financial statements). Only balances were reflected on the notes since no
services to or from these affiliates occurred during the calendar year except for the extension of the
related advances.

The Company obtains non-interest bearing advances from its officers to defray its working capital
requirements and settle obligations for oil and gas exploration expenditures. These advances have
no definite repayment terms. These are denominated in US dollars and are payable in the same
currency. Advances from officers amounted to £17.33 million and £10.43 million for 2005 and 2004,
respectively.

On November 16, 1997 and December 6, 1999, the Board of Directors approved the subscription to
1.2 million shares and 2.04 million shares, respectively, from unissued capital stock of BellTel at a par
value of P100 per share. Payments were made upon subscription equivalent to 25% of the
subscriptions made. Subsequently, payment amounting to P71.28 million was made pursuant to a
cash call made by BellTel in 2000. The balance of P171.72 million will be paid subject to further cash
calls thereafter.
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In applying PAS 32 and 39, the standards on financial instruments, the Company has made a
judgment that the fair value of subscriptions payable is not reliably determinable in the absence of a
reasonable estimate relating to the timing of its settlement, since the decision as to the call date lies
with the investee company. The variation in the possible call dates is so significant that the
usefulness of a single estimate of fair value may be negated. The Company has been granted by
BellTel the option to settle the subscriptions payable within one year from the date a call for payment
is made. As of December 31, 2005 and 2004, no call has yet been received from BellTel for such
subscriptions. Accordingly, the obligation is presented under noncurrent liabilities in the balance
sheets.

PART V — CORPORATE GOVERNANCE

Item 13. Corporate Governance

An evaluation system is being set in place in relation to the provisions of the Manual of Corporate
Governance to measure the level of compliance by directors and top management.

The Company adopts the Self Rating for Corporate Governance to identify areas where there are
deficiencies, if any.

The Company believes there is partial compliance with regard to directors having to attend the
Corporate Governance seminars under the Bankers Institute of the Philippines as directed by the
Bangko Sentral ng Pilipinas. The Company has taken steps to enroll the directors with institutional
providers accredited by the SEC.

The Company believes that the current corporate governance of the Company is sufficient to address
its needs.

PART VI - EXHIBITS AND SCHEDULES

ITEM 14. Exhibits and Reports on SEC Form 17-C
(a) Exhibits — None
(b) Reports on SEC Form 17-C

The reports indicated below were filed on SEC Form 17-C during the last six-month
period covered by this report.

Item 9. Other Events - May 2, 2006

(Further postponement of annual stockholders’ meeting from 24 May 2006 to 09 June
2006)

Item 9. Other Events March 20, 2006

(Postponement of annual stockholders meeting from 19 April 2006 to 24 May 2006)

Item 9. Other Events January 27, 2006

(South China has been awarded and signed Service Contract No. 60 (SC-60) together
with Shell Philippines Exploration B. V. and Kuwait Foreign Petroleum Exploration
Company)
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Schedule B. Amounts Receivable from Directors, Officers, Employees, Related parties & Principal Stockholders

(other than affiliates)

Name and Balance at Additions Amounts Amounts Current Not Balance at
Designation of beginning of Collected written off Currrent end of period
Debtor period -1/1/05 12/31/05
Employees
H. Deafio 38,582.38 80,000.00 (118,582.38) -
D. Baladad 4,565.00 (4,565.00) -
E. Quintero 30,000.00 (30,000.00) -
R. Carreon 19,572.00 (17,540.00) 2,032.00
43,147.38 129,572.00 (170,687.38) 2,032.00
Others 46,304.56 13,723.46 60,028.02
Total 89,451.94 143,295.46 (170,687.38) 62,060.02
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Schedule C. Non-current marketable equity securities, other long-term investments in stock, and other Investments

Share in unrealized
Name of Number of Equity in loss on noncurrent Distribu- Number of Amount
issuing entity shares or Restated earnings marketable equity |Reclassification |tion of shares or in
and principal Amount in Pesos |(losses) of securities/AFS of Investments |earnings principal Pesos
description of amount of Balance Beg Investees investment of an upon adoption  |by amount of Balance End
investment bonds/notes  [1/1/2005 for the period associate of PAS 39 Investees bonds/notes 12/31/2005
INVESTMENTS IN ASSOCIATES AND OTHERS
Stocks:
Bell Tel-32.40% 3,240,000 _ 184,540,969.02  (31,955,488.85) 152,585,480.17
PDB-9.73% 348,438 36,228,183.83 (1,452,596.17) 34,775,587.66
Share in Unrealized loss
on noncurrent marketable
equity securites/AFS
investment of an
associate (1,916,809.55) 238,220.00 (1,678,589.55)
34,311,374.28 (1,452,596.17) 238,220.00 33,096,998.11
TOTAL - INVESTMENTS
IN ASSOCIATES 218,852,343.30  (33,408,085.02) 238,220.00 185,682,478.28
Investment in Shares of Stock
PLDT 700 18,437.62 (18,437.62) -
Sta. Lucia Realty 1 700,000.00 (700,000.00) -
Southwest Resources 3,333,500 3,333,500.00 (3,333,500.00) -
Allowance for decline in value (2,699,185.06) 2,699,185.06 -
634,314.94 (634,314.94)
1,352,752.56 (1,352,752.56) - -
AVAILABLE FOR SALE Unrealized gain/
(losses) on marketable
equity/securities/
Marketable Securities AFS Invesments
Current
San Miguel A 14,366 550,950.00 382,840.00 933,790.00
Aboitiz 6,000 28,500.00 300.00 28,800.00
579,450.00 383,140.00 962,590.00
Noncurrent
Petron 1,147,500 3,924,612.00 1,434,375.00 5,358,987.00
Allowance for decline in value (195,237.00) (195,237.00)
3,729,375.00 1,434,375.00 5,163,750.00
Others:
PLDT 700 18,437.62 1,266,062.00 1,284,499.62
Sta. Lucia Realty 1 700,000.00 700,000.00
Southwest Resources 3,333,500 3,333,500.00 3,333,500.00
Allowance for decline in value (2,699,185.06) (2,699,185.06)
634,314.94 - 634,314.94
1,352,752.56 1,266,062.00 2,618,814.56
TOTAL - AVAILABLE FOR SALE 5,661,577.56 1,352,752.56 3,083,577.00 8,745,154.56
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Aging of Accounts Receivable

South China Resources, Inc.

Aging of Accounts Receivable

As of December 31, 2005

Type of Accounts Receivable
a) Trade Receivables
1) XXX
2) XXX
3) XXX
Subtotal
Less: Allow. For
Doubtful Acct.
Net Trade receivable
b) Non-Trade Receivables
1) Interest receivable
2) AR employees
3) A/R Others
Subtotal
Less: Allow. For
Doubtful Acct.
Net Non-Trade receivable

Net Receivables (a+b)

7 Mos. To 5 Years - Past due accounts
Total 1 Month 2-3 Mos. 4-6 Mos. 1 Year 1-2 Years 3-5 Years Above & Items in Litigation
n/a
2,032.00 2,032.00
826,936.44 6,175.00 7,548.46 813,212.98
828,968.44 2,032.00 6,175.00 7,548.46 813,212.98
(766,908.42) (766,908.42)
62,060.02 2,032.00 6,175.00 7,548.46 46,304.56

62,060.02

Notes: If the Company's collection period does not match with the above schedule and revision is necessary to make the schedule not misleading,
the proposed collection period in this schedule may be changed to appropriately reflect the Company's actual collection period.

Accounts Receivable Description

Type of Receivable

Nature/Description

Collection Period

1) Interest receivable Interest arising from money market placements on a 30 days term. monthly
2) AR employees Advances to employees for emergency purpose on a 1 year term payable monthly monthly
3) A/R others Receivable from third party for various chargeables Immediate

Notes :

or separate receivable captions, both for trade and non-trade accounts.

Indicate a brief description of the nature and collection period of each receivable accounts with major balances

Normal Operating Cycle: 1 (one) year
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