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Lspairment of Non-financial Assets

Except for intangible assets with indefinite uscful lives, PFRS requires that
an impairment review be performed when certain impairment indicators are
present. The Group’s policy on estimating the impairment of non-financial
assets is discussed in detail in Note 2.17. Though management believes

that the assumptions used in the estimation of fair values reflected in the
financial statements are appropriate and reasonable, significant changes in
these assumptions may matedally affect the assessment of recoverable
values and any resulting impairment loss could have a material adverse effect
on the results of operations.

No impairment losses on investment properties and other assets were
recognized in 2008. In 2007 and 2006, impairment on these non-financial
assets amounted to P22.2 million and P14.4 million, respectively, in the Group
financial statements and P22.2 million and P0.6 million, iespectively, in the
Parent Company financial statements (see Notes 8 and 9).

Retirement and Otber Benefils

The determination of the Group’s obligation and cost of pension and other
retirement benefits is dependent on the selection of certain assumptions
used by actuaries in calculating such amounts. Those assumptions are
described in Note 2.18 and include, among others, discount rates, expected
return on plan assets and salary increase rate. In accordance with PFRS,
actual results that differ from the assumptions are accumulated and
amortized over future petiods and therefore, generally affect the expense
and obligation to be recognized in such future periods.

The retirement benefit obligation and net unrecognized actuarial losses
amounted to P14.7 million and P 27.0 million, respectively, in 2008, and
the retirement benefit obligation and net unrecognized actuarial losses
amounted to P13.6 million and P7.4 million, respectively, in 2007

{see Note 18).

Fair Value of Financial Assets and Liabilities

The following table summatizes by category the carrying amounts and fair
value of financial assets and liabilities not presented in the Group’s and
Patent Company’s balance sheets at their fair value or where fair value is
presented, such fair value is determined based on valuation techniques
described below.

{Amonnts in thonsand pesos)

2008
Group ——  Parent Company_
—Cost  _FairValue ___ Cost  _ FairValye

Cash and cash equivalents P 186,128 P 186,128 P 171,907 P 171,507

Loans and other receivables 7,692,926 5,677,705 8,329,331 6,345,178
Bills payable 3,670,885 3,623,627 3,089,285 3,044,578
Accounts payable and

other liabilities 194,129 194,129 159,506 159,566

Lease deposits 2,025,496 * 1,742,858 *



2007
Group N
——Cost  _ FairValge . . Cost . _ FairValye

Cash and cash equivalents P 210,180 P 210,180 P 204,653 P 204,653
Loans and other receivables 8,175,211 6,911,358 8,158,782 6,894,920
Bills payable 3,513,221 3,270,911 3312021 3,069,711
Accounts payable and

other liabilities 238,094 238,094 232,353 232,353
Lease deposits 1,547,980 * 1,521,685 *
* not determined

"The methods and assumptions used by the Group in estimating the fair value of
the financial instruments are;

(D Cash and cash equivalents

The fair values of cash and cash equivalents approximate catrying amounts given
their short-term maturities.

(@) Loans and other receivables
The estimated fair value of loans and other receivables represents the discounted
amount of estimated future cash flow expected to be received. Expected cash
flows are discounted at current market rates to determine fair value.

(iii) Bills payable
"The estimated fair value of bills payable reptesents the discounted amount of
estimated future cash flows expected to be paid. Expected cash flows are
discounted at current market rates to determine fair value.

(iv) Accounts payable and other liabilitics

Fair values approximate carrying amounts given the short-term maturities of the
Liabilities.
(v) Lease deposits

Lease deposits ate carried at amortized cost which represents the present value.

RISK MANAGEMENT

"The Group is exposed to a variety of financial risks which result from both its
operating and investing activities. The Group’s risk management is coordinated in
close cooperation with the Board of Ditectors, and focuses on actively securing
the Group’s short-to medium-term cash flows by minimizing the exposure to
financial markets.
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The Group does not actively engage in the trading of financial assets for
speculative purposes nor does it write options. The most significant financial risks
to which the Group is exposed to are described below and in the succeeding

pages.
4.1 Foreign Currency Risk

Most of the Group’s transactions ate carried out in Philippine pesos, its functional
currency. Exposures to currency exchange rates on financial assets arise from an
insignificant portion of the Parent Company’s leasing and financing potrtfolio,
cash and cash equivalents and lease deposits which are denominated in United
States (U.S.) dollars.

The Parent Company’s foreign-currency denominated financial assets and.
ligbilities translated into Philippine pesos at the closing rate at December 31, 2008
and 2007, and Philippine peso-denominated financial assets and liabilities as of
December 31, 2008 and 2007, are as follows:

2008 2007
.5, Philippine Us. Plulippine

—Dollar  __ Peso . _ Total  __.Dollar  ___ Peso . __ Toml

Cash and cash equivalents P 3,699,097 P 182429367 P 186128464 I 6,741,994 P 203,438,337 P 210,180,331
Loans and other seceivables - 7,692,930,296 7,692,930,296 - 8,175,211,308  8,175,211,308
Lease deposits 21,384,000 2,004,112.011 2,025,496,011 18,576,000 1,529,404,431 1,547,980,431

At December 31, 2008 and 2007, the cutrency exchange rates used to translate
U.S. dollar denominated financial assets and liabilities to the Philippine pesos are
P47.52 and P41.28, respectively.

The following table illustrates the sensitivity of the net result for the year and
equity with regard to the Group’s financial assets and financial liabilities and the
U.S. dollar — Philippine peso exchange rate. It assumes a +/-6.57% change and
+/-4.55% change of the Philippine peso/U.S. dollar exchange rate at
December 31, 2008 and 2007, respectively. These percentages have been
determined based on the average market volatility in exchange rates in the
previous 12 months. The sensitivity analysis is based on the Group’s foreign
currency financial instruments held at each balance sheet date.

If the Philippine peso had strengthened against the U.S. dollar, then this would
have the following impact on the Group’s financial statements:

Decrease In 2008 2007
Income before tax (P 754,628) (P 351,110)
Equity ( 1,160,966) ( 540,170)

1f the Philippine peso had weakened against the U.S. dollar, then this would have
the following impact on the Group’s financial statements:

Increase In 2008 2007
Income before tax P 754,628 P 351,110

Equity 1,160,966 540,170
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4.2 Interest Rate Risk

At December 31, 2008 and 2007, the Group is exposed to changes in market
interest rates through its bills payable and a portion of BDO Leasing’s loans and

other receivables, which are subject to periodic interest rate repricing. All other
financial assets and liabilities have fixed rates.

The Group follows a prudent policy on managing its assets and liabilities so as
to ensure that exposure to fluctuations in intetest rates are kept within acceptable
limits. ‘The current composition of the Group’s assets and liabilities results in
significant negative gap positions for repricing periods under one year.
Consequently, the Group may be vulnerable to increases in market interest rates.
Howevert, in consideration of the substantial net interest margins between the
Group’s marginal funding cost and its interest-earning assets; and favorable lease
and financing terms which allow the Group to reprice annually, and to reprice at
anytime in response to extraordinaty fluctuations in interest rates, the Group
believes that the adverse impact of any interest rate inctease would be limited.

In addition, during periods of declining interest rates, the existence of a negative
gap position favorably impacts the Group.

‘The following table illustrates the sensitivity of the net result for the year and
equity to a reasonably possible change in interest rates for bills payable of
+/-5.25% at December 31, 2008 and +/-2.95% at December 31, 2007 to a
teasonably possible change in interest rates for loans and other receivables of
+/-39.55% at December 31, 2008 and +/-15.13% at December 31, 2007, These
changes are considered to be reasonably possible based on observation of current
matket conditions for the past 12 months. The calculations are based on the
Group’s financial instruments held at each balance sheet date. All other variables
are held constant.

— 2008 2007
Loans and other receivables +39.55% -39.55% +15.13% -15.13%
Bills payable +5,25% ~5,25% +2.95% =2.95%
Group
Increase (decrease) in:
Income before tax: P 6,474,539 (P 6,474,539) P 2488305 (P 2,488,305)
Equity 4,208,451 ( 4,208,451) 1,617,399 ( 1,617,399
Parent Company
Increase {decrcase) in:
Income before tax P 5,488,681 (P 5,488,681) P 1929015 (P 1,929,015)
Equity 3,567,643 (  3,567,643) 1,253,860 ( 1,253,860)

4.3 Credit Risk

Credit risk is the risk that one patty to a financial instrument will fail to discharge
an obligation and cause the other party to incur a financial loss. The Group
manages ctedit risk by setting limits for individual bortowers, and groups of
borrowers and industry segments. The Group maintains a general policy of
avoiding excessive exposute in any particular sector of the Philippine economy.

"The Group actively seeks to increase its exposure in industry sectors which it
believes possess attractive growth opportunities. Conversely, it actively seeks to
reduce its exposure in industry sectors whete growth potential is minimal.
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Although the Group’s leasing and financing portfolio is composed of transactions
with a wide variety of businesses, the results of operation and financial condition
of the Group may be adversely affected by any downturn in these sectors as well
as in the Philippine economy in general.

Concentrations arise when a number of counterparties are engaged in similar
business activities, or activities in the same geographic region, or have similar
economic features that would cause their ability to meet contractual obligations to
be similarly affected by changes in economic, political or other conditions.
Concentrations indicate the relative sensitivity of the Group’s performance to
developments affecting a particular industty or geographic location.

The concentration of credit risk for the Group and the Parent Company follows:

Group
2008
Loans and Available-
Cash and Cash Otherx for-sale
Equivalents Receivables Securities
Concentration by sector:
Manufacturing P - P2,240,687,328 P -
Financial intermediaries 186,128,464 125,714,276 -
Transportation and
communication - 1,198,756,576 -
Wholesale and retail trade
and personal activities - 1,338,309,065 -
Real estate, renting and
business activities - 239,734,898 -
Agriculture, fishing
and forestry - 35,127,939 -
Other community, social
and personal activities - 2.51 2 — 1117938
B__186,128,464 27,692,926 2% 2 1117938




Concentration by sector;
Manufacturing
Financial intermediaries
Transportation and
communication
Wholesale and retail trade
and personal activities
Real estate, renting and
business activities
Agriculture, fishing
and forestry
Other community, social
and personal activities

Parent Company

Concentration by sector:
Manufacturing
Financial intermediaries
Transportation and
communication
Wholesale and retail trade
and personal activites
Real estate, renting and
business actvities
Agriculture, fishing
and forestry-
Other community, social
and personal activities
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2007

Cash and Cash

_Equivalents

P -
210,180,331

Loans and

Other
Receivables

P 2,710,539,520
389,423,239
1,666,605,894
1,007,818,370
225,304,437
58,438,705
2,117,081,143

P _8175211,308

2008

Available-
for-sale

Securiti

Cash and Cash
_Equivalents

P .
171,906,630

Loans and
Other
—Receivables

P2,240,687,328
129,714,276

1,198,756,576
1,338,309,065
896,982,404
35,127,939
2,489,734,183
£ 8,329,330,711

Available-
for-sale

— Seccurities




Concentration by sector:
Manufacturing
Financial intermediaries
Transportation and

commuaication

Wholesale and retail trade
and personal activities

Real estate, tenting and
business activities
Agriculture, fishing:
and forestry
Other community, social

and personal activities
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2007

Cash and Cash
—Equivaleots

P _
204,653,076

£_204.653,076

Loans and
Other
Receivables

P 2,710,539,521
389,423,239

1,666,605,894
1,007,818,370
225,304,438
58,438,705
—2.100,651,558
P 8158781725

Available-
for-sale

— Securities

~—1.087.000
L. 1.067.000

The carrying amount of financial assets recorded in the Group financial statements
represents the Group’s maximum exposure to credit risk without taking into account
the value of any collateral obtained.

Carrying Amount

Individually Impaired
Grade D: Impaired
Grade E: Impaited
Grade F: Impaired

Gross Amount
Allowance for impairment

Catrying amount

Past due but not impaired
Grade A

Aging of Past Due

30- 60 days

61-90 days

91-180 days

More than 180 days
Carrying amount

Neither past due nor.impaired

Grade A

Total carrying amount

2008
Loans and Other Awvailable-for-
—Recejvables = _Sale Securities

P 7,692,926,296 P 1,117,938

196,867,282
247,534,888

45,804,614
490,206,784

(—124.147,805)

366,058,979

— 144,843,759

208,440
2,488,106
90,145,762
52,001,451

—— 144,843,750

7,182,023 558

.11




Carrying Amcount

Individually Impaired
Grade D: Impaired
Grade E: Impaired
Grade F: Impaired

Gross Amount
Allowance for impairment

Carrying amount

Past due but not impaired.
Grade A

Aging of Past Due
30--60 days

61-90 days

91-180 days

More than 180 days
Carrying amount

Neither past due nor impaired
Grade A

Total carrying amount

2007
Loans and QOther Available-for-
Receivabl Sale Securid

P_8175211308 P ____ 1087000

41,054,759 -
254,750,489 -
73,079,493 -
368,884,741 -
(207000581 ___ -
—le1794160 o ______ -

176,486,940 =

1,968,729 -
7,904,690 -
47,240,818 -
119,372,703 -
176,486,940 -

17836930208 ___ _ 1087000

P_8175211,308 EB____1.087.000

The Group holds collateral against loans and other receivables in the form of
mortgage interests over real and personal properties. Estimates of fair value are based
on the value of collateral assessed at the time of borrowing, and generally are not
updated except when a loan is individually assessed as impaired. Collateral is not held
against available-for-sale securities, and no such collateral was held at

December 31, 2008 and 2007.

The Group holds collateral against loans and other receivables in the form of real
and personal properties. An estimate of the fair value of collateral and other
security enhancements held against loans and other receivables as of

December 31, 2008 and 2007 is shown below:

Against past due but not impaired
Real property
Pessonal property

Against neither past due nor impaired
Real property
Personal property

2008 2007
P 54,671,043 P 427,065,255
112,830,950 505,794,382
997,921,608  1,671,753,058

9,120,095,96 7,334,226,834
P10,285,519,655 £2.938.839,52)
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4.4 Liquidity Risk

The primary business of financing companies entails the borrowing and relending
of funds. Consequently, financing companies are subject to substantial leverage,
and may therefore be exposed to the potential financial tisks that accompany
borrowing.

The Group expects that its continued asset expansion will result in higher funding
tequirements in the future. Like most financing companies in the Philippines,

the Group does not have a license to engage in quasi-banking function, and as
such, it is precluded from engaging in deposit-taking activities. In addition, itis
precluded under the General Banking Act from incurring borrowings from more
than 19 lenders at any one time, which to some extent, restricts its access to the
public debt markets.

The Group believes that it currently has adequate debt funding from banks, other
financial institutions, and through the issuance of shott term Commetcial Papers
(STCPs). The Group has a license from the SEC to issue P4 billion STCPs.

The Group manages its liquidity needs by carefully monitoring scheduled debt
servicing payments for long-term financial liabilities as well as cash outflow due in
its day-to-day business.

Presented below are the financial assets and liabilities as of December 31, 2008

and 2007 analyzed according to when they ate expected to be recovered or settled.

The amounts of financial liabilities disclosed in the maturity analysis are the
contractual undiscounted cash flows. Such undiscounted cash flows differ from
the amounts included in the balance sheet because the balance sheet amounts are
based on discounted cash flows.

One 1o Three One to More
Three Months to Three than Three Total
w—Months ___OpeYear . . Ycas = __ Years .
— 2008
Group

Financial assets

Cash and cash equivalents P 186128464 P - P - P - P 186,128,464
Loans and other receivables  2,099,934,105 2,154,702,211 2,708,480,982 729,808,998 7,692,926,296
Other assets — 1,117,937 - - - 1,117,937
PB2287.180,506 P 2154702211 P 2,708,4R0982 P729,808.993 P _7.880,172,697
Financial liabilitics

Bills payable P3,136,867,184 P 544684834 P - P - P 3,681,552,018

Accounts payable and
other liabilities 158,793,424 - - 14,661,499 173,454,923
Lease deposits 168,653,080 430,015,778 1321838786 223799617 __ 2144307261
P3464313688 P 974700612 P 1321818786 R23R46LU6 P _5999,314.202




— 2008 .
Pareat Company

Financial assets

Cash and cash equivalents
Loans and other receivables

Other assets

Financial liabilities
Bills payable

Accounts payable and
other liabilities

Lease deposits

—_— 2007
Group

Financial assets

Cash and cash equivalents
Loans and other receivables

Other asscts

Financial liabilities
Bills payable

Accounts payable and
other liabilities

Lease deposits

Parent Company

Finandial assets

Cash and cash equivalents
Loans and other receivables

Other assets.

Financial liabilities
Bills payable

Accounts payable and

other Liabilities
Lease deposits
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One to Three One to Motre.
Three Months to ‘Three than Three Total

_ Months. . . OpeYear __ Years = Xears
P 171,906,630 P - P - r - P 171,906,630
2,501,338,520 2,389,702,211 2,708,480,982 729,808,998 8,329.330,711
1,117,937 - - - 1,117,937
P2,674,363,087 P 2380702211 P 2708480,982  P729,808.998 P_8,502,355,278
P2,548,961,133 P 5440684834 P - P - P 3,093,645,967
144,844,202 - - 14,661,499 159,505,701

) 423 030626 904,994,596 2200264581
P2,860,892,352 P 968615460 P_994,994,59¢ P234,686,980 P_5.069,180.388
P 210,180,331 P - P - P - P 210,180,331
2,109,202,543 2,168,409,179 3,333,374,077 564,225,509 8,175,211,308
_ - - 1,087,000
P2320469874 P.2168400179 P.33133374077 R564225500 P 8386478630
P 2,854,540,106 P  34081,891 T 706,110,405 P - P 3,594,732,402
- 224,493,858 - 13,599,738 238,093,596

85581672 — 75815852 2

P2940127778 P _SOBSI45N P 16RL92G2S] P2S5SI0R02  RS4761307%7
P 204653076 P - P - P - P 204,653,076
2,109,202,543 2,151,979,596 3,333,374,077 564,225,509 8,158,781,725
- - - 1,087,000
22314942619 P2 2151979506 P 3,333374077 PB364205509 8364521801
P 2652212988 P 34081891 P 706,110,405 I - P 3,392,405,284
- 218,753,399 - 13,599,738 232,353,137

80469488 319126221 ___ 913985375 _ 208,103,876
P27i2682476 P STIOGLSIL P L600OSTE0  P27036l4  RSMGAOIRL

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include the following components as of December 31:

Cash on hand and in banks
Cash equivalents

Group _ ParentCompany
2008 2007 2008 2007

P184,058,876 P 181,154,051 P169,837,042 P 175,626,796

— 2,069,588 _ 29026280 _ 2,069,588 _ 29,026,280
P 186,128,464 P210180331 P171,906,630 P204,653.076
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Cash in banks earn interest at rates based on daily bank dcposi? rates. Cash
equivalents represent a special savings account and time-deposit with mmual
interest rate ranging from 2.375% to 3.00% in 2008 and 0.75% and 3.50% in

2007,

LOANS AND OTHER RECEIVABLES

This account consists of the following:

Group
_ 2008 2007 2008 2007
Reccivable from customers:
Finance lease receivables P 3,587,100,500 P 3875130372 P 3,587,101,500 P 3,875,130,372
Residual value of leased assets 1,664,751,989 1,438,325,567 1,664,751,989 1,438,325,567
Uncamed lease income (526,461,007} (_.._562,641824) (____ 526,461,007} (__562641,824)

4725392482 _ 4730814115 _ 4725302482 4750814115

Loans and receivables financed 3,643,534,416 4,312,877,192 4,306,425,256 4,312,877,192
Uneamed finance income { 515,879,834 ) ( 641,817,719) ( 521,524,227 ( 641,817,719)
Clicnts® cquity (L 127.250434) ¢ _ _79.917,520) (___ 127250,434) (__ 79.917,52(})
. 3,000,403148 __3,591,141,953 __ 3,657,649.595 .__3591,141953
Other receivables:

Accounts receivable 52,249,201 34,654,234 31,407,259 18,224,652
Sales contract receivable 47,448,734 9,141,270 47,448,734 9,141,270
Advances to gratuity fund - 3,346,051 - 3,346,050
Accrued interest receivable 376.926 2000746 376926 _ 2000746
100,074,951 49142301 79232919 32712718

Total 7,825,870,581 8,391,098,369 8,462,274,996 8,374,668,786
Less allowance for impaisment losses ( 132,944,285) ( 215,887,061 ( 132,944 285) ( 215,887,061)
B 2,692,926266 P 8175211308 P 8320330711 P 8158781705

As of December 31, 2008 and 2007, 61% and 54%, respectively, of the total
receivables from customers of the Group are subject to perfodic interest repricing.

Remaining receivables from customers earn annual fixed interest rates ranging
from 9% to 37% in 2008 and 9% to 40% in 2007.

The fair value loss on inital recognition of the residual value receivables under
finance lease amounted to P14,182,647 and P92,576,184 in 2008 and 2007,
respectively, (none in 2006), and is presented as part of Fair Value Gains under
Other Income in the Group income statements (see Note 14).

Interest income on receivables pertaining to the residual value of assets under
finance lease accrued using the effective interest method amounted to
P31,139,041, P47,875,440 and nil in 2008, 2007 and 2006, respectively, and is
presented as part of Interest and Discounts in the Group income statements.

-
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The breakdown of total loans as to secured and unsecured follows:

Group P
2008 2007 2008 2007
Secured:
Real estate mortgage P 944,395,347 P 996222263 P 944,395,347 P 996,222,263
Chattel mottgage 5,949.493.879 . 6,035966,256 __5.982,651,848 _ 6035966256
6,893,889,226 7,032,188,519 6,927,047,195 7,032,188,519
Unsecured 799,037,070 _ 1,143,022,789 1,402,283,516 _ 1,126,593206

P£17,692,926.296 £8175.211,308 P8,329,330,711 P 8,158.781,725

An analysis of the Parent Company’s finance lease receivables as of
December 31, 2008 and 2007 follows:

2008 2007
Maturity of gross investment in:
Finance lease receivables
Within 1 year P 2,263,034,050 P 1,931,378,049
Beyond 1 year but not beyond 5 years 1,324,067,410 ___ 1943752323
3,587,101.500 3.875,130,372
Residual value of leascd assets
Within 1 year 568,968,903 350,733,514
Beyond 1 year but not beyond 5 years 1,095,783,08¢  __ 1,087,592.053
1,664,751.989 1.438,325,567
Gross finance lease receivable 5,251,853,489 5,313,455,939
Uneamed lease income ( 526,461,007 ) ( 562,641,824)
Net investment in finance lease teceivables B 4725392482 P 4750814115

An analysis of the Parent Company’s net investment in finance lease receivables
follows:

2008 2007
Due within 1 year P 2,763,864,205 P 2,057,244,959
Due beyond 1 year but not beyond 5 years 1,961,528.277 2,693,569,156

Net investment in finance lease teceivables P 4725392482 P 4750814115

Past due finance lease receivables amounted to P344.9 million and P250.3 million
as of December 31, 2008 and 2007, respectively.

Past due loans and receivables financed amounted to P290.1 miilion and
P441.0 million as of December 31, 2008 and 2007, respectively.

During 2008 and 2007, the Board of Directors approved the write-off of certain
loans and receivables financed and finance lease receivables with total amount of
P157.9 million and P168.6 million, trespectively,
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Interest and discounts in the income statements consists of interest on:

Group Parent Company
2008 2007 2006 2008 2007 2006
Loans and receivables financed P 555,979,151 P 644,059,633 P 569, 069,663 P 562,123,980 P 644,059,633 P 569,069,663
Finance lease receivables 455,610,225 432,473,319 367,881,228 455,610,225 432,473,319 167,881,228
Duae from affiliates
and other loans 404,866 853,856 8,061,509 349,455 794,935 7,940,964
Cash and cash equivalents 467,937 439,615 860,185 458381 433557 855407

L£1.012.462,179 PLO7IR26423 [ 945870585 PL01R542,041 PBLOTITG6LA44 P 045747262

The changes in the allowance for impairment losses are summarized below:

Group p mpan
2008 2007 2008 2007
Balance at beginning of year P 215,887,061 P 227,240,561 P 215,887,061 P 227,240,561
Impairment loss duting the year 75,000,000 157,284,536 75,000,000 157,284,536
Accounts written-off (157.942,776) (__168,638,036) (___157,942,776) (__ 168,638,03G)
Balance at end of year £ 132944285 P 215887061 P 132944285 P __2153887,061

PROPERTY AND EQUIPMENT

The gross carrying amounts and accumulated depreciation and amortization at the
beginning and end of 2008 and 2007 are shown below.

Group
‘Transportation Furniture,
and Other Fixtures and Leasehold
Equipment __ Others = Improvements __._ Total
December 31, 2008
Cost. P1,847,892491 P 18,783,702 P 9,790,926 P 1,876,467,119
Accumulated
depreciation and
amortization (-213390,712) (__ 11,953.749) (____ 1438.377) (__226,782,838)
Net cartying amount P1634501,779 P__ 6829953 P 8352549 P 1649,684,281
December 31, 2007
Cost P 3455212035 P 19530940 P 3242529 P 368,294,674
Accumulated
depreciation and
amottization (43707738 (___13.819.867) ( 683.683) (____58211,288)

Net cartying amount P_301813467 P 5711073 P 2558846 P_ 310083386




January 1, 2007
Cost
Accumulated
depreciation and
amortization

Net carrying amount
Parent Company

December 31, 2008
Cost
Accumulated
depreciation and
amortization

Net carrying amount

December 31, 2007
Cost
Accumulated
depreciation and
amortization

Net carrying amouat

January 1,2007 -
Cost
Accumulated
depreciation and
amortization

Net carrying amount.

-34-

Transportation Furniture,
and Other Fixtures and Leasehold
—Equipment. _ Others .  Improvements _ Total

P 252745,151

(_ 22498803) (___ 18984197} (

P 35912222 P 2,667,736 P 291,325,109

847706) (. 42,330,706)

£_230246348 P__16928025 P 1820030 P _ 248994403

P 18,783,702 P 9,761,551 P 28,545,253

( 11.953.749) (__ 1.409,002) (____13,362,751)
P_ 68200953 P 8352540 P 15182502

P 19530940 P 3,134824 P 22,665,764

(—13.810.867) (. 605352) ( 14.425219)
P__5711073 P___2520472 P 8240545

P__-

P 35912221 P 2550240 P 38462461

(—18984196) (___ 798750) (.___12782.946)
E_16928025 P __ 1751490 E___18.679.515

A reconciliation of the carrying amounts of property and equipment at the
beginning and end of 2008 and 2007 is shown below.

Group

Balance at January 1, 2008,
net of accumulated
depreciation and

amortization

Additions

Disposals

Depseciation and amortization

charpes for the year

Balance at December 31,

2008, nct of accumulated

depreciation and
amortization

Transportation

and Other
—Equipment .

P 301,813,467
1,511,587,319

(  6524,189) (

Furniture,
Fixtures and Leaschold
Others Improvements Total

P 571,073 P 2,558,846 P 310,083,386
6,409,892 7,620,428 1,525,617,639
1,643,208) ( 388,348) { 8,555,745)

(172574.808) (3.647.804) (__ 1438.377) (__177,460,999)



Balance at January 1, 2007,
net of accumulated
depreciation and

amortization

Additions

Disposals

Depreciation and amortization
charges for the yeat

Balance at December 31,
2007, net of accumulated.
depreciation and
amottization

Parent Company

Balance at January 1, 2008,
net of accumulated
depreciation and

amortization

Additions

Disposals

Depreciation and amortization
charges for the year

Balance at December 31,
2008, net of accumulated
depreciation and
amortization

Balance at January 1, 2007,
net of accumulated
depredation and

amottization

Additions

Disposals

Depreciation and amortization
charges for the year

Balance at December 31,
2007, net of accumulated
depreciation and
amottization
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Transportation Furniture,
and Other Fixtures and Leasehold
—Equipment n __ Qthers = Improvements . Total |

P 230246348 P 16928025 P 1820030 P 248,094,403

94,313,472 3,284,242 1,424,786 99,022,500
( 310,681) ( 8,774,127) { 2,287) ( 9,087,095)
(—22435672) (.. 5727067) (—__683,683) (___28,846422)

R_300813467 PR__S5711.073 P 2558846 P 310083386

P - P 571,073 P 2520472 P 8,240,545
- 6,409,892 7,620,427 14,030,319
- (  1,643,208) ( 388,348) { 2,031,556)
= { 3.647.804) (____ 1.409002) {_  5,056,806)
\
e - . B 6839953 P 83259 B _ 15182502

P - P 16928025 P 1751490 P 18,679,515
- 3,284,242 1,424,786 4,709,028
( - ) 8774,127) { 2,287) ( 8,776,414)
( - ) (___5727.067) ( 644,517 ( 6,371,584)
P P___ 5711073 P___2500472 P___ 8240545

Depreciation and amortization charges for the year are included as part of
Occupancy and Equipment-Related Expenses under Operating Costs and
Expenses in the income statements (see Note 15).

In 2008, the Group entered into sale and lease back transactions classified as
operating lease with a lessee, with lease terms ranging from 20 to 24 months,
involving vartous equipment with gross carrying amount and accumulated
depreciation as of December 31, 2008 as follows:

Cost P1,370,033,704
Accumulated depreciation ( 95,372,860)
Net carrying-amount P1.274,660,844
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Total operating lease income earned from the leases presented as patt of Rent in
the Group income statements amounted to P111,378,455 in 2008. The carrying
amount of lease deposits payable to the lessee amounted to P239,753,078 as of
December 31, 2008. Interest expense accrued on such lease deposits included as
part of Interest and Financing Charges under Operating Costs and Expenses in
the Group income statements amounted to P1,842,692 in 2008.

As of December 31, 2008 and 2007, the net book value of transportation and
other equipment leased out by the Group under operating lease atrangements
amounted to P1,580,358,27% and P292,849,527, respectively.

INVESTMENT PROPERTIES

Investment properties include land and building and improvements held for
rentals and capital appreciation.

The carrying amounts and accumulated depreciation at the beginning and end of
2008 and 2007 in the Group and Parent Company financial statements are shown

below.

Building and
2008 — _Yand JImprovements - Totabk
December 31, 2008
Cost P 682,376,673 P 110,339,165 P 792,715,838
Accumulated depreciation - ( 25949,117) ( 25,949,117)
Accumulated impairment - ( 15137,623) (___ 15137.623)
Net carrying amount P 682,376,673 P 69,252,425 P 751,629,098
— 2007
December 31, 2007
Cost P 613,560,612 P 134314,692 P 747,875,304
Accumulated depreciation - ( 18,745,752) ( 18,745,752)
Accumulated impairment - ( 22,852816) (___ 22852816)
Net carrying amouat P_613560612 P 92716124 P 70627673
January 1, 2007
Cost P 597,580,037 P 82,118,062 P 679,698,099
Accumulated depreciation - { 5617947) 5,617,947)
Accumulated impairment - { 101472y 701,472)
Net carying amount P__5075800%7 P 75798643 P 673378680




-37-

A reconciliation of the carrying amounts at the beginning and end of 2008 and
2007 of investment properties in the Group and Parent Company financial

statements is shown below.

—2008 __

Balance at January 1, 2008,
net of accumulated
depreciation and
impairment

Additions

Disposals

Depreciation and amortization
charges for the year

Balance at December 31,
2008, net of accumulated
depreciation and impairment

— 2007

Balance at January 1, 2007,
net of accumulated
depreciation and impairment
Additions
Disposals
Depreciation and amottization
charges for the year
Impairment loss for the year

Balance at Decembet 31,
2007, net of accumulated
depreciation and impairment

Building and
Land Jmprovements — Total

P 613560612 P 92716124 P 706,276,736
82,899,599 31,817,925 114,717,524
( 14,083,538)  ( 46,640,132) (  60,723,670)

- ( 8,641,492) ( 8,641,492 )

P 597,580,037 P 75798643 P 673,378,680
47,154,760 62,848,638 110,603,398
( 31,774,185)  ( 9,434290) ( 41,208475)

- ( 14345523)  ( 14,345,523 )

_— - (—22351344) (__22151344)
B 613560612 P___92716124 P__706276,736

The appraised values of the investment propetties as of December 31, 2008 and

2007 follow:
2008 2007
Land P 950,255,513 P 721,110,756
Building and improverments 115,675,047 97,767,243

P1,065,930,560 P_ 818,877,999

Income (loss) from sale of investment properties lodged under Miscellaneous
Income amounted to P3.9 million, (P11.7 million) and P4.5 million in 2008, 2007,

and 2006, respectively.
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A reconciliation of the allowance for impairment on investment properties at the
beginning and end of 2008 and 2007 is shown below.

Balance at beginning of year
Impairment during the year

Disposals

Balance at end of year

OTHER ASSETS

Other assets consist of the following:

Input value-added tax (VAT)
Investment in a subsidiary
Prepaid expenses
Repossessed chattels

and other equipment - net
Available-for-sale securities
Miscellaneous - net

Allowance for impaitment losses

2008 2007
P 22852816 P 701472
- 22,151,344

15,193)

P 15137,623 P _22,852816

Group Paren mpan
2008 2007 2008 2007
P 85,543,670 P 23,750,712 P - P -

- - 46,875,000 40,000,000
27,580,847 12,643,456 26,568,336 12,092,059
23,048,619 18,335,333 23,048,619 18,335,333

1,117,938 1,087,000 1,117,938 1,087,000
4,578,098 6,552,223 4,365,227 6,336,464
141,869,172 62,368,724 101,975,120 71,850,856

(—13.783,137) ( 13.783,137) =
P 128,086,035 P 48585587 P__101.975120 P___ 77850856

Input VAT includes transitional input tax and the VAT due or paid by the Group
on purchases of goods, properties, and services, including lease or use of

properties in the ordinary course of business.

Investment in a subsidiary represents 100% ownership of the Group in BDO

Rental.

The movements of this account are presented below.

Balance at beginning of year

Additions during the year

Deposit for stock-subscription

Balance at end of year

2008 2007
P 40,000,000 P 10,000,000
- 30,000,000
40,000,000 40,000,000
6,875,000 -

P__46,875.,000 P__40,000.,000

ey
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The gross cattying amounts and accumulated depreciation of repossessed
chattels and other equipment are shown below.

2008 2007
Cost P 31,651,201 P 20,322,006
Accumulated depreciation ( 8,602,672) ( 1,986,673)
Net carrying amount P_23048619 P 18335333

A reconciliation of the catrying amounts of repossessed chattels and other
equipment at the beginning and end of 2008 and 2007 is shown below.

2008 2007
Balance at January 1, net of
accumulated depreciation P 18,335,333 P 39,757,993
Additions 28,903,404 57,102,192
Disposals ( 14,517,949) ( 73,417,585 )
Depreciation charges for the year ( 9,672,169) ( 5,107,267 )
Net carrying amount: P..23,048,619 P_ 18335333

No impairment loss was recognized on repossessed chattels and other equipment
in 2008 and 2007.

Available-for-sale securities consist of Philippine Long Distance Telephone Co.
(PLDT) preferred and golf and country club shares of stock. These securities are

carried net of fair value loss of P262,063 and P285,000 as of December 31, 2008
and 2007, respectively.

BILLS PAYABLE

This account consists of borrowings from:

- E———— ——

Group P
__ 2008 2007 2008 2007
Banks P 1,635,284,834 P2,693,020864 P 1,053,684,834 P 2,491,820,864
Othets 2,035,600,000 820,200,000  2,035,600,000 820,200,000
Accrued interest 10,667,185 9,371,812 4,361,133 8,440,527
P 3,681,552,019 P3.522592,676 P 3.093.645.967 P_3,320461.391

Bills payable to banks represent peso borrowings from BDO Unibank and other
local banks, with annual interest rates ranging from 6.00% to 9.25% in 2008

and 5.50% to 6.95% in 2007. As of December 31, 2008 and 2007, bills

payable - others represent short-term notes issued to individual investors,

with annual intetest rates ranging from 4.00% to 7.48% and 4.00% to 6.25%,
respectively.

——
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The breakdown of bills payable as to secured and unsecured follows:

Group nt Com
2008 2007 2008 2007
Secured:
Real estate mortgage P 255,106,229 P - P 255,106,229 P -
Chattel mortgage - - - z
255,106,229 - 255,106,229 -
Unsecuted _3.426,445,790 _3,522592,676 __2.838,539,738 _ 3320461391
P3,681,552,019 P3522592676 P3.093,645967 P 3.320461,301
Interest and financing charges consist of interest on:
Note 2008 2007 2006
Group
Bills payable - banks P 150,814,395 P 182,524,174 P 192,586,351
Bills payable - others 80,796,497 46,424,489 38,447,238
Amortization on lease deposits i2 52,847,350 72,409,014 954,907
P 284458242 P 301357677 P_ 231988496

& mpan

Bills payable - banks P 130,349,039

Bills payable - others 80,796,497
Amortization on lease deposits 44,057,711
P 255,203,247

1l

P 171413871 P 182,521,518

46,424,489 38,447,238
P__286840927 P 220968756

ACCOUNTS PAYABLE AND OTHER LIABILITIES

Accounts payable and other liabilities consist of the following:

Group Parent Company
NNote 2008 2007 2008 2007

Deferted tax liabiliies—net 21 P 72,316,988 P 40903255 P 79,203,688 P 40,828,803
Accounts payable 40,785,978 36,194,036 29,903,667 32,547,245
Defetred rent 20,673,861 - - -
Retirement benefit obligation 14,661,499 13,599,738 14,661,499 13,599,738
Accrued taxes and

other expenses 13,730,028 15,071,168 13,096,625 14,762,375
Accrued insurance payable 12,080,616 17,497,231 11,654,953 16,974,827
Income tax payable - current- 8,945,139 106,753,144 190,059 105,585,326
Withholding taxes payable 4,335,581 4,185,538 4,240,756 4,183,554
Other liabilities 659,094 3880486 _ 6554454 ____ 3871269

P_19412878¢ P_238003506 B __ 159505701 P 232353151

Management considers the carrying amounts of accounts payable and other
liabilities recognized in the balance sheets to be reasonable approximation of their

fair values due to their short duration.
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LEASE DEPOSITS

Lease deposits consist of deposits on:

Group Parent Company
2008 2007 2008 2007
Finance leases P 1,742,857,670 P 1,521,684,960 P 1,742,857,671 P 1,521,684,960
Operating leases 282,638,341 26,295471 - -

P 2025496011 P154798043 P 1742857,671 P 1.521.684.960

The fair value gains on initial recognition of lease deposits (representing excess of
principal amount over fair value of leased deposits) amounted to P65,281,566,
P180,011,771 and P1,069,042 in 2008, 2007 and 2006, respectively, and are
included as part of Fair Valie Gains under Other Income in the Group income
statements, net of fair value losses recognized on initial recognition of residual
value receivables under finance lease. (see Note 6).

Interest expense on lease deposits accrued using the effective interest method
amounted to P52,847,350, P72,409,014 and P954,907 in 2008, 2007 and 2006,
respectively, and is included as part of Interest and Financing Charges under
Operating Costs and Expenses in the Group income statements (see Note 10).

EQUITY
13.1 Capital Management Objectives, Policies and Procedures
The Group’s capital management objectives are:

a. To ensure the Group’s ability to continue as a going concern; and,
b. To provide an adequate return to shareholders by pticing products commensurately
with the level of risk.

The Group monitors capital on the basis of the carrying amount of equity as
presented on the face of the balance sheets.

13.2 Capital Stock

‘The Parent Company has 200,000 authorized preferred shates at P100 par value
with the following features:

a. Issued serially in blocks of not less than 100,000 shares;

b. No pre-emptive rights to any or all issues on other disposition of preferred
shares;

¢. Eantitled to cumulative dividends at a rate not higher than 20% yearly;

d. Subject to call or with rights for their redemption, either maandatory ata fixed
or determinable date after issue; and

e. Nonvoting, except in cases expressly provided for by law.
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As of December 31, 2008, 2007 and 2006, out of the total authorized capital stock
of 3,400,000,000 common shares with par value of P1 per share, 2,225,1 69,030
common shares amounting to P2,225,169,030 are issued and outstanding.

As of December 31, 2008, the Parent Company has 1,280 stockholders owning
100 or more shares each of the Parent Company’s common stock.

14. OTHER INCOME

This account is composed of the following:

2007 2006

Notes 2008
Group
Foair value gains - net 6,12 P 51,098,919
Miscellaneous 16 _ 271831244
P__78930,163
ren m
Fair value gains - net P 1,519,003
Miscellaneous 16 ____ 28354924
P_ 29,873,927

15. OPERATING COSTS AND EXPENSES

This account is composed of the following:

P 87435587 P 1,069,042
3324360 ___ 35105926

P 90759747 P__ 36,174968

P 69285038 P -
_ 3780911 _ _ .35996,520

P__73065949 P 35.996.520

Notes 2008 2007 2006

Group
Interest and financing charges 10 P 284,458,242 P 301,357,677 P 231,988,496
Occupancy and equipment-related

expenses 7,.8,9 221,220,692 72,803,008 52,993,692
Employee benefits 18 114,321,541 127,595,759 140,390,316
‘Taxes and licenses 21 80,726,673 71,826,378 75,802,799
Impairment and credit losses 6,8 75,000,000 179,435,880 29,762,091
Litigation/assets acquired expenses 26,600,838 27,424,468 21,481,428
Miscellaneous 16 35,579,145 38,053,863 41,263,190

P_837,907.131 P 818497033 P _503.682.012
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Parent Company.

Interest and financing charges

Occupancy and equipment-elated
expenses

Employee benefits

Taxes and licenses

Impairment and credit losses

Litigation/assets acquited expenses

Miscellaneous

Group

Gain (loss) from sale and exchange
of assets acquired

Rent

Recovery on accounts written-off

Others

Parent Company

Gain. (loss) from sale and exchange
of assets acquired
Rent

Recovery on accounts written-off
Othets

-3 -

2008 2007 2006

P 255203247 P 286,840,927 P 220,968,756

48,471,542 50,243,396 41,996,469
114,321,541 127,595,759 140,390,316
78,307,642 70,582,961 75,036,515
75,000,000 179,435,880 15,078,954
26,600,838 27424468 - 21,481,428

_ 32696225 ___ 37580913 _ 41135620
P__630.601,035 P_779.704304 P_556.988.058

MISCELLANEOUS INCOME AND EXPENSES

Miscellaneous income is composed of the following:

2008 2007 2006

P 9,151,808 (P 17,718,448) P 445,418
6,805,837 6,176,084 7,976,192
4,709,858 4,648,900 9,627,271

7163651 ___ 10217624 __ 17,057,030

P 27831244 P___3324160 P__35,105.926

P 9,151,808 (° 17,718,448) P 445418
6,805,837 6,176,084 7,976,192
4,709,858 4,648,900 9,627,277

7687331 __ 10674375 ____ 17947633

P___ 28354924 P 3780911 P 35996520
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Miscellaneous expense is composed of the following:

2008 2007 2006

Group
Travelling P 7,290,265 P 5,896,56¢ P 7477,365
Security, clerical and messengerial 6,110,975 5,585,341 4,073,181
Management and other professional fees 3,822,494 2,489,155 2,810,338
Information technology 3,775,696 2,116,619 2,015,562
Entertainment, amusement and recreation 2,422 673 3,818,161 4,350,265
Fuel and lubricants 2,367,258 5,150,221 7,103,369
Foreign currency exchange loss (gain) 2,261,364 ( 284,288) 2,978,365
Supplies 2,123,329 1,557,913 1,547,594
Advertising and publicity 1,122,946 676,975 5,246,313
Others 4,282 145 11,047,137 _ 3660838

P__35,579,145 P__ 38053863 B 41263190
Paren n
Travelling P 7,290,265 P 5,894,359 p 7,477,365
Security, clerical and messengetial 5,978,206 5,516,630 4,073,181
Management and other professional fees 3,822,494 2,489,155 2,810,338
Information technology 3,775,696 2,116,619 2,015,562
Entertainment, amusement and tecreation 2,422,280 3,816,752 4,350,265
Fuel and lubricants 2,367,258 5,150,221 7,103,369
Foreign currency exchange loss (gain) 2,261,364 ( 284,288) 2,978,365
Supplies 2,103,814 1,557,973 1,505,820
Advertising and publicity 1,122,946 676,975 5,246,313
Others 1,551,902 10,646,517 3,575,042

B_32,696225 P 37580913 P 41,135,620

LEASES

The Parent Company’s finance lease contracts generally have lease terms ranging
from 24 to 60 months.

In the ordinary course of business, the Group enters into various operating leases
with lease terms ranging from 6 to 60 months. Operating lease income presented
under Rent account in the Group income statements for the years ended
December 31, 2008, 2007 and 2006 amounted to P256.4 million, P58.4 million and
P58.8 million, respectively.

Future minimum rentals receivable under operating leases follow:

2008 2007
Within one year P 765,373,681 P 7,915,279
After one year but not more
than five years 457,775,617 218,934,523

P1,225,149,298  B_226.849.802
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18. EMPLOYEE BENEFITS
18.1 Salaries and Employee Benefits Expense

Expenses recognized for salaties and employee benefits are presented below:

2008 2007 20406,
Salaries and wages P 65,066,221 P 47878808 P  39,100419
Bonuses 23,875,615 44,445,372 85,468,421
Retirement - defined benefit plan 7,961,761 22455 441 2,559,665
Social security costs 2,893,065 2,436,148 1,846,158
Other benefits 14,524,879 10,379990 _____ 11415653

P_114,321541 P 127595759 P 140390316
18,2 Employee Retirement Benefit Obligation

The Parent Company maintains a wholly-funded, tax-qualified, noncontributory
retirement plan that is being administered by a trustee covering all regular
full-time employees. Actuarial valuations are made annually to update the
retirement benefit costs and the amount of contributions.

The amounts of retirement benefit obligation presented in the balance sheets as
part Accounts Payable and Other Liabilities, respectively, are determined as
follows (see Note 11):

2008 2007
Present value of the obligation P 86,293,460 P 67,433,463
Fair value of plan assets (____44,648,051) ({ 46.415173)
Excess of obligation 41,645,409 21,018,290
Unrecognized actuarial losses { 26,983,910} ( 7,418,552)
Retirement benefit obligation P 14661499 P 13,599,738

The movements in the present value of the retitement benefit obligation recognized
in the books follow:

2008 2007
Balance at beginning of year P 67,433,463 P 33,174,773
Current sexvice cost and interest cost 11,647,967 6,406,284
Actuarial losses 18,857,807 29,185,049
Benefits paid by the plan (__11,645777) ( 1,332,643)

Balance at end of year P_86293460 P 67,433,463
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The movement in the fair value of plan assets is presented below.

2008 2007
Balance at beginning of year P 46415173 P 43,455,879
Contributions paid into the plan 6,960,000 1,200,000
Benefits paid by the plan ( 11,645,777 ( 1,332,643)
Actuarial losses ( 734,559) ( 819,002)
Expected return on plan assets 3,713.214 3.911,029
Balance at end of year P__44,648,051 P _ 46415173

Actual return on plan assets amounted P3.0 million in 2008 and P3.1 million in 2007.

The amounts of retirement benefits expense recognized in the income statements
are as follows:

2008 2007 2006
Current setvice costs P 6,024,016 P 4,084,050 P 2,570,288
Interest costs 5,623,951 2322234 3,436,227
Expected return on plan assets ( 3,713,214)( 3,911,029) ( 3,467,636)
Bffect of asset limit - ( 3,003,813) -
Past service cost - 237,151 20,655
Net actuarial loss recognized 27008 __ 22726848 __ 13

B_7961761 P_22455441 P.__2559.603

In determining of the retirement benefits, the following actuarial assumptions
were used:

2008 2007
Discount rates 11.38% 8.34%
Expected rate of retutn on plan assets 7.00% 8.00%
Expected rate of salary increases 10.00% 10.00%

RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Group entets into transactions with BDO
Unibank and other affiliates. Under the Group’s policy, these transactions are
made substantially on the same terms as with other individuals and businesses of
comparable risks.

a. - As of December 31, 2008 and 2007, total savings and demand deposit
accounts maintained in BDO Unibank by the Group amounted to
P54,195,299 and P189,846,725, respectively. Interest income earned on
deposits amounted to P645,186 , P850,810 and P2,377,659 in 2008, 2007 and
2006, respectively.

b. Total bills payable to BDO Unibank amounted to P254,000,000 and
P4,074,999 as of December 31, 2008 and 2007, respectively. Interest expense
incurred on bills payable amounted to P11,272,437 , P22,524,722 and
P116,692,741 in 2008, 2007 and 2006, respectively.
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. The Parent Company leases its head office premises from BDO Unibank for a

petiod of five years from July 1, 2005 to June 30, 2010, renewable for such
period and under such terms and conditions as may be agreed upon with
the Parent Company. The rentals shall be increased on the 4th year at a rate
of 15.00% of the current rate. Related rent expense incurred amounted to
P12.7 million, P12.49 million and P9.25 million in 2008, 2007 and 2006,
respectively:

. In 2008, the Parent Company granted short-term unsecured loan to BDO

Rental amounting to P667,600,000, presented as part of Loans and Other
Receivables in the Parent Company’s balance sheets. The loan bears annual
interest rates ranging from 8.00% to 8.75%. As of December 31, 2008,

the carrying amount of the loan amounted to P657,246,447. Total intetest
income earned by the Parent Company amounted to P6,144,829 and is
presented as part of Interest and Discounts in the Parent Company’s income
statement.

Loans to officers and employees, with annual interest rates ranging from 9%
to 10%, amounted to P8,446,241 and P6,172,679 as of December 31, 2008
and 2007, respectively. Interestincome earned on these loans amounted to
P441,452, P559,507 and P598,696 in 2008, 2007 and 2006, respectively.
These loans have payment terms ranging from 18 to 36 months except for
housing loans which are payable in 5 to 20 years.

Compensation of key management petsonnel (covering officer positions
starting from Assistant Vice President and up) included as part of Employee
Benefits under Operating Costs and Expenses in the income statements of the
Group and Parent Company follows:

2008 2007 2006
Shott-term employee benefits P 20,680,000 P 17640379 P 14,230,461
Post-employment pension and medical
benefits - - 163,240

P 20680000 P__ 17640379 P __14.393701

Short-term employee benefits include salaries, paid annual leave and paid sick
leave, profit sharing and bonuses, and non-monetary benefits.

BUSINESS SEGMENTS

For management purposes, the Group is organized into three major business
segments, namely leasing, financing and othets. These are also the basis of the Group
in reporting its primary segment information.

The products under the leasing segment are the following:

Direct leases; and
Sale-and-leaseback arrangements.




The products under the financing segment are the following:
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e Amortized commercial loans;

& Amortized retail loans;

e Instaliment paper purchases;

o Discounting of receivables; and
e Factoring of receivables.

The Group’s products and services are marketed in the Metro Manila head office

and in its eight branches.

Primary

Segment expenses ate allocated on the basis of gross income.

Seganent revenucs
Segment expenses
Segment results
Income tax ¢xpense.

Net income

Segment assets
Unallocated assets

Total asscts

Segment Tiabilities
Unallocated liabilities

Total liabilities

Other segment information :

Capital expenditures
Depreciation and amortization

Segment revenues
Segment expenses
Segment results
Income tax expense

Net income

Segment assets
Unallocated assets

‘Total assets

Scgment liabilities
Unallocated lisbilities

Total liabilitics
Other segment information :

Capital expenditures
Depreciation and amortization

segment information as of and for the years ended December 31, 2008 and
2007 follows (in thousands):

_ _Lensing . Financing _ Qthers Total
P 712032 P 524,896 P 131,541 P 1,368,469
435,974 321,391 £0.542 837,907
276,058 203,505 50,999 530,562
B ___ 365584
P 6490588 P 2,880,230 P - P 9,370,818
P __10408454
P 3726212 P 1,970,169 P - P 5,696,381
- 204396
P___ 5901177
P 1510573 P - P 14,030 P 1,524,603
172,404 - 23,371 195,775

2007

. Leasing  _ Flnandng Others Toral
P 494407 P 579819 P 167,824. P 1,242,050
325 809 382 094 110.594 818,497
168,598 197,725 57,230 423,553
N . W11 §
P 341652
P 5022005 P 3414674 P - P 8,436,679
— 1013638
b 9450337
P 3184937 P 1,876,265 P - P 5,061,202
— 247465
P___S530R667
P 94313 P - P 4709 P 99,022
22 436 - 25,794 48,230

———
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Net segment assets are comprised of the following;:

_2008 2007
Leasing Financing Leasing Financing

Receivables P 3,587,102 P 3643534 P 3875130 P 4,312,877
Residual value of leased assets 1,664,752 - 1,438,326 -
Unearned income ( 526,461) { 515,880) ( 562,642) 641,818 )
Client’s equity - ( 127.251) - ( 79,9117 )

4,725,393 3,000,403 4,750,814 3,591,142
Allowance for impairment losses (. 3,.975) 2 { 30,623) (176468

4,721,418 2,880,230 4,720,191 3,414,674
Equipment undet lease 1,769,170 - 301814 =

P__6490,588 P 2880230 P 5022005 P 341461

Bills payable to BDO Unibank amounting to P254.0 million and P4.1 million as of
December 31, 2008 and 2007, respectively, are allocated between the leasing and
financing segments based on the carrying amounts of receivables of these
segments as of December 31, 2008 and 2007. Deposits on lease amounting to
P2.025 billion and P1.548 billion as of December 31, 2008 and 2007, respectively,
are included in the leasing segment.

21. TAXES
21.1 Taxes and Licenses

This account is composed of the following:

Group
2008 2007 2006
Gross receipts tax P 53,886,085 P 50,519,821 P 54,935,186
Documentary stamp tax 16,680,555 11,991,403 12,601,844
Local taxes 7,130,514 6,657,172 6,615,916
Others 3029519 __ 2657982 1,649,853

P_80726,673 P_71826378 P 75802799

Parent Company

2008 2007 2006

Gross receipts tax P 53,886,085 P 50519,821 P 54,935,186
Documentary stamp tax 14,752,590  11,117391 12,302,936
Local taxes 6,639,448 6,287,767 6,149,040
Others 3,029,519 2657982 1,649,353

P_78307.642 P 70582961 P_75036515
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212 Current and Deferred Income Taxes

The components of tax expense for the years ended December 31 ate as follows:

Current tax expense:
Regular corporate income tax
(RCIT) at 35%
Final tax at 20%, 10% and 7.5%

Deferred tax expense (income)
Deferred tax relating to
origination and reversal of
temporary differences
Deferred tax relating to
reduction in tax rate

Tax expense reported in the
income statement

Current tax expense:
Regular corporate income tax
(RCIT) at 35%
Final tax at 20%, 10% and 7.5%

Deferred tax expense (income)
Deferred tax telating to
origination and reversal of
temporary differences
Deferred tax relating to
reduction in tax rate

Tax expense reported in the
income statement

Group
2008 2007 2006

P 133,401,372 P 90,830,908 P 128,899,822

163,116 173,552 454,528
133,564,488 91,004,460 129,354,350

37,257,055 ( 9,103,604) 12,953,767
(___5.843,322) ) 3
31413733 9,103,604 12,953,767

P 164978221 P 81900856 P 142308117

Parent Company
2008 2007 2006

P 107,244,938 P 86,188,220 P 117,729,715

161,205 172,340 434,565
167,406,143 86,360,560 118,164,280

44,207,571 (  12371,581) 16,147,292

(____5,832,686) - ;
38,374,885 (__12,371,581) 16,147,292

P 145781028 P_73.988979 P 134311572
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A reconciliation of tax on pretax income computed at the applicable statutory
rates to tax expense reported in the income statements follows:

Group
2008 2007 2006

Tax on pretax income at 35% P 185,755,312 P 148,243,559 P 161,430,880
Adjustment for income subjected

to lower tax rates ( 122,972) ( 258,891) ( 2,659,557)
Tax effects of:

Non-taxable income (  33,916,478) (  134,312,693) ( 30,075,655)

Non-deductible expense 24,971,887 68,047,255 12,304,533

Reduction in deferred tax rate ( 12,052,831) - -

Non-deductible interest expense 343,303 181,626 1,307,916
Tax expense reported in the

income statement P 164,978,221 P_ 81,900,856 P 142308117

PagentCompany
2008 2007 2006

Tax on pretax income at 35% P 153,464,277 P 135,171,228 P 153,588,604
Adjustment for income subjected

to lower tax rates ( 121,538) { 257,982) ( 2,644,585)
Tax effects of:

Non-deductible expense 21,863,121 66,854,999 6,709,074

Non-taxable income (  16,563,508) ( 127,960,001) ( 24,634,765)

Reduction in deferred tax rate (  13,200,615) - -

Non-deductible interest expense 339,291 180,735 1,293 244

Tax expense reported in the

income statement P 145781,028 P 73988970 P 134311572

The components of deferred tax liabilities as of December 31, 2008 and 2007 are
as follows:

Balance Sheets
Group
2008 2007 2008 2007
Deferred tax assets:
Allowance for impaitment and
credit losses P 48,559,513 P 88383055 P 44,424,571 P 83,558,957
Accumulated depreciation on
investment properties 7,784,735 6,561,013 7,184,735 6,561,013
Retitement benefit liability 4,398,450 4,759,908 4,398,450 4,759,908
Others 1,666,323 3,031,472 1,249,849 3,031,472
Deferred tzx liabilities:
Lease income différential ( 133,161,833) ( 142,648,036) ( 135,497,116) (  137,749,486)
Unrealized gain on exchange
of assets ( 1.564,177) ( 990.667) { 1,564,177) ( 990,667)

Net deferred tax liabilities P_72316988 P 40903255 P_ 79,203.688 P _ 40878503
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m
2008 2007 2006

Allowance for impairment losses P 39,823,542 (P 3,779,245) (P 9,892,002)
Lease income differential ( 9,486,205) 8,964,018 24,930,428
Accumulated depreciation on

investment properties ( 1,223,722) ( 4,594,732) 1,251,821
Unrealized gain on exchange of assets 573,510 { 3,728,890) ( 1,034,213)
Retirement Liability (asset) 361,459 ( 7.439,404) ( 1,311,750)
Unamortized past service cost - 134,801 87,962
Others 1,365,149 1339848 (_ 1,078,389)
Deferred tax expense (income) P__ 31413733 @_ 9103608 P 12953767

Parent Comp_mﬂ!l_ms_smm_———
2008 2007 2006

Allowance for impairment losses P 39,134,384 (@ 3,779,245) (P 5,067.994)
Lease income differential ( 2,252,31) 5,696,041 23,299,855
Accumulated depreciation on

igvestment properties { 1,223,722) ( 4,594,732) 1,251,821
Unrealized gain on exchange of assets 573,510 ( 3,728,890) ( 1,034,213)
Retirement liability (asset) 361,459 ( 7,439,404) ( 1,311,750)
Unamortized past service cost - 134,801 87,962
Others 1,781,625 1,339,848 1,078,389)
Defetred tax expense (income) P__ 38,374,885 (B._.12.371 581) P__ 16147202

21.3 Relevant Tax Regulations

Among the significant provisions of the National Internal Revenue Code (NIRC)
that apply to the Group atc the following:

a. The RCIT tax of 32% (30% starting January 1, 2009) is imposed on taxable
income net of applicable deductions;

b. Fringe benefits tax (same rate as the RCIT) is imposed on the grossed-up
value of the benefits given by employers to their managerial and supervisory
employees (this is a final tax to be paid by the employer);

c¢. Minimum cotporate income tax (MCIT) of 2% based on gross income,
as defined under the Tax Code, is required to be paid at the end of the year
starting on the fourth year from the date of registration with the Bureau of
Internal Revenue (BIR) whenever the RCIT is lower than the MCIT.
On October 19, 2007, the BIR issued RR No. 12-2007 which requires the
quarterly computation and payment of the MCIT beginning on the income tax
return for the fiscal quatter ending September 30, 2007. This RR amended
certain provisions of RR No. 9-98 which specifically provides for the
computation of the MCIT at end of each taxable year. Thus, in the
computation of the tax due for the taxable quarter, if the computed quarterly
MCIT is higher than the quarterly normal income tax, the tax due to be paid.
for such taxable quarter at the time of filing the quarterly corporate income
tax return shall be the MCIT which is 2% of the gross income as of the end of
the taxable quarter;
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d. Net operating loss carryover NOLCO) can be claimed as deduction against
taxable income within three years after NOLCO is incurred;

e. Effective July 2008, Republic Act 9504 was approved giving corporate
taxpayers an option to claim itemized deduction or optional standard
deduction (OSD) equivalent to 40% of gross sales. Once the option to use
OSD is made, it shall be irrevocable for the taxable year for which the option
was made; and

f. 'The amount of interest expense allowed as income tax deduction is reduced
by an amount equal to 42% of the intetest income subjected to final tax.

21.4 Gross Receipts Tax (GRT)/ VAT

Beginning January 1, 2003, the imposition of VAT on banks and financial
institutions became effective pursuant to the provisions of Republic Act 9010.
The Parent Company became subject to VAT based on their gross receipts, in lieu
of the GRT under Sections 121 and 122 of the Tax Code which was imposed on
banks, non-banks financial intermediaries and finance companies in prior years.

On January 29, 2004, Republic Act 9238 reverts the imposition of GRT on banks
and financial institutions. This law is retroactive to January 1, 2004. The Parent
Company complied with the transitional guidelines provided by the BIR on the
final disposition of the uncollected Output VAT as of December 31, 2004.

On May 24, 2005, the amendments on RA 9337 was approved amending, among
others, the gross receipts tax on royalties, rentals of propetty, real or personal,
profits from exchange and on net trading gains within the taxable year on foreign
currency, debt securities, derivatives and other similar financial instruments from
5% to 7% effective November 1, 2005.

EARNINGS PER SHARE

Basic / diluted earnings per share were computed as follows:

Group
2008 2007 2006
Net income P 365,583,778 P 341,652,169 P 318922968
Divided by the weighted average number of
outstanding common shares _2,162.475,312 2162475336 2,162,509,281
Basic / diluted earnings per shate P__ 017 B 014 P 0.15
nt Company
2008 2007 2006
Net income P 292,688,335 P 312214529 P 304,513,012
Divided by the weighted average number of
outstanding common shates 2162475312 _ 2162475336 _ _2,162,509281

Basic / diluted earnings per share P 014 P 014 P 0.14
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CONTINGENT LIABILITIES AND COMMITMENTS

In addition to those alteady mentioned in the preceding notes, in the ordinary
coutse of business, the Group incurs contingent liabilities and commitments
arising from normal business transactions which are not reflected in the

accompanying financial sta

tements. As of December 31, 2008, management does

ot anticipate significant losses from these contingencies and commitments that
would adversely affect the Group’s financial position and results of operations.






