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Our cover of migratory birds in flight symbolizes our
corporate way of (ife and system of beliefs and values,
The flight formation of these birds vields acrodynamic
benefits which allow them to conserve energy and
facilitate orientation and communication, Like these
birds, we value teamwork, optimal work process and

shared responsibility in the pursuit of goals.
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OUR
PHILOSOPHY

National Re believes in outstanding service to
clients rather than competitive or predatory
actions. Quir strategics, way of doing business
and employees ' mindset are firmby anchored on
this befief. We keep onr employees aware that
our Company's [ife depends on the [abors of our
clients, and that we must exert ourselves fo give,
at the very least, the same measure of service as
we are recciving from our business partners, We
strive to reciprocate in good measure our clients’
initiatives, create an environment that fosters
client creativity and empower them in the

pursuit of their own goals through focused

service,

——




CHAIRMAN'S

MESSAGE

the Year 2005, the Philippine economy has remained rasiliznt in the face

of external and domestic threats. The Gross Domestic Product (GDP) rose by
5.1%, bannered, as in previous years, by the Service Sector The Gross
Mational Product (GNPY, on the other hand, grew by 5.7%, due to robust
inflows from abroad, which came mostly from the all-time high remittances
of Overseas Filiping Workars (OFWs). The challenge now is to accelerate
growth to a level where the fruits of the economy would significantly raise
the standards of living of the majority of the Filipinos.

Your Board of Directors has crafted two years ago a program that seeks to
address the challenge of accelerated growth in this era of global
competitiveness and fast-paced business activities. The first two phases of yaur
Company's four-phased Capital Enhancement Program (CER) were successfully
completed. The rights issue was fully subscribed, and this generated P776 million of
fresh funds for your Company. Likewise, the merger of your Company and UMRe was
approved by the stockholders of both companies with your Company as the surviving entity.
The merger will not only add financial muscles to your Company but more importantly it will bring together a respected and
formidable team, the BPI and YGC groups, into the management of vour Company.

The remaining phases of the CEP - the IPO and the search for a strategic partner - are in the pipeline. The IPO is
designed to firm up your Company's status as a national institution through an ownership diversification plan in which all
insurance industry players, executives and emplayees, as well as the general public, will be encouraged to purchase shares
of your Company's stocks. On the other hand, the forging of a strategic alliance with a foreign partner will bring us closer to
the realization of your Company's vision as a Mational Champion, one carrying the Philippine flag and the Filiping
entrepreneurial skills into foreign soils,

The management of vour Company is steadfastly committed to its mandates, as stipulated in PD1270. Increased
national retention, insurance industry development and regional coope ration are central to your Company’s strategic
initiatives. Tha CEP was crafted to strengthen your Company's capability to pursue its mandates, With greater resources,
your Company hopes ta lend its financial muscles to smaller players to the betterment, ultimately, of the general public,

Your Company has done well in Year 2005, as it registered the highest gross premium income so far at P 2.6 billion,
upped by 26 9% fram its year 2004 production af 82.0 hillian. This all-time high production level waonld not have besn
passible without your unwavering support.

We all took part in molding the character and identity of National Re, I do hope that we shall continue to dedicate the
same, if not greater, measure of commitment and support in the coming years. Your continued patronage is indispensable,
especially, now that your Company is charting a more challenging course.

Your Board of Directars is well aware of your primary expectation of continuous growth in shareholders' wealth. Itis
this expectation that motivates us to take bolder steps, strengthen your Company's capabilities and dare explore
uncharted waters. Your Board is fully conscious of the perils of uncharted soils, but the promise of reward |s too tempting to
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resist; thus, your Board wishes to assure all Company stockholders that your Company shall not go through this blindly.
This early, factors that are likely to enhance your Company's chance of success are being put in place: careful planning,
incessant effort, precise execution, and teamwork among players are at work,

The GSIS5 recognizes that Mational Re showcases a working partrership between the government and the private
sector, which is a solid proof of the government's ability to catalyze the development of a market in pursuit of national
interest. \We, at the GSIS, are aware of the strategic importance of your Company as a vehicle that can be effectively used
to rationalize the insurance industry and to penetrate the Asian reinsurance market. We appreciate your Company's active
participation in regional cooperative undertakings, in controlling leakages in the domestic economy through higher
national retention, and serving as an effective income redistribution channel, It is the pursuit of national interest that
inspires us to remain steadfastly committed to National Re's mandates.

Your Company has already achieved local dominance. It has now trained its sight to earning regional respect. The
fact that your Company has gained dominance in a relatively short period is a testament to the outstanding effort and
service rendered by all Company stakehalders; thus, I wish to thank all the Stockholders, the Officers and Staff, led by the
Company President, the Members of the Board of Directors, clients and friends from the industry for their unwavering
support and dedication, without which the success story of your Company would not be possible.

Lastly, [ enjoin all stakeholders to join hands to turn the Company's vision and mission into a reality: United, we shall
survive and grow. It is in united undertaking that we are tested, and from which the best in us shines.

Thank you.

INSTON F. GARCIA

Chairman




PRESIDENT S REPORT

TO STOCKHOLDERS

The Philippine economy managed to reach the high-end of the
Mational Economic Development Authority's forecast band, as Gross
Pomestic Product rose by 5.1% in 2005. The robust growths achieved
in the Industry, Manufacturing and Services sectors continued to prop
up domestic cutput, while the all-time record level of overseas Filipino
. workers remittances boosted the trade sector, The Mining sector also

contributed significantly to overall growth as it surged by 9.3% due to
the change in policy environment and rising metal prices in the world
market.

In 2005, the local insurance industry, particularly the non-life
sectar, experienced a number of relatively large Fire and Marine single
losses,  Even with these losses, the market, in the absence of major natural
peril losses, is still projected to preduce, in general, a positive underwriting
outcome for the vear,

domestic insurers and price-gouging wars among intermediaries which seem to have been abetted by reinsurance capacity
obtained from overseas. Asaconsequence, premium rates have fallen to dangerously low levels. This may adversely affect
the underwriting integrity and loss absorption capacity of the market in the near term, especially if a major natural catastrophe
occurs which scientists and experts believe is just a matter of time. Soft market conditions also adversely affected the non-life
market production which recorded neminal growth,

|
‘ However, the Philippine insurance market, especially the property line, remained soft due to stiff competition among

For the year under review, I am pleased to report that your Company posted another year of achievements, amidst
market constraints, as shown by the following results of operations.

UNDERWRITING OPERATIONS

Your Company rose to the challenge posed by the soft market conditions as it posted an all-time high production
| volume in 2005,

Gross Premiums reached P2.59 billion 26.9% higher than what was registered in 2004. By line, Casualty continued to
be your Company's major source of business, as it carved up 46.4% of total output. Marine, which posted the biggest jump of
58.9% in production, contributed 26.2% of gross premiums. Fire, which traditionally ranks high in terms of portfalio
| participation, registered minimal growth, reflecting market softness. This caused its share to drop from 27.1% in 2004 to
41.5% in 2005. The Life business, though chipping in only 5.9% of the Company's total premium volume, recorded an
impressive gain of 48.9% in production.

Met retained premiums grew by P232.9 million or 39.4% from P591.3 million in 2004 to P824,1 million in 2005. Marine
accounted for 38.5% of retained business, followed by Casualty at 26.1 %, Fire at 24.2%, and Life at 8.1%.
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The 2005 Underwriting result was still satisfactory: The Company generated an Underwriting profit of F75.1
million, though this was lower by 25.3% as against what was posted in 2004,  An overall gain was achieved despite
significant |losses posted from the Marine line due to positive contribution of the other lines, foremost of which was
Casualty which put in PB0.2 million to fotal underwriting income,

INVESTMENT

Investment and other income  were heavily weighed down by the adjustment in the value of foreign currency
transactions of the Company, which caused this account to register a negative growth of 10.7%. Sans the effect of
foreign currency exchange losses amounting to P46 million {against a B7.2 million gainin 2004}, the investment and other
income which reached 8109 million,  would have recorded an increase from P112.0 million in 2004 to 8152.9 million in
2005 or by 36.5%.

FINANCIAL REPORTS

Your Company ended the year 2005 with another passing mark. Notwithstanding a higher loss ratio,
extraordinary expenses and a downtrend in investment and other income, the Company still managed to produce a net
income after tax amounting to P98.7 million, almeost matching the previous year's figure of P99.5 million.

Total Assets grew by 51.9% from P2.9 billion a year ago to P4.4 billion in 2005, primarily on account of the 90.4%
expansion in Stockholders' Equity.  Book value per shareincreased by 16.5% to P213.08 at the end of 2005.

Your Company's corporate philosophy of underwriting for profit contributed greatly to its success. Its strategy of
focused and selective yet flexible underwriting, diversity in business portfolio, and prudence in investment paid dividends.

OUTLOOK AND PLANS

We expect the Philippine insurance industry to continue struggling to reach its robust levels of growth in the past
which in some instances even cutpaced the growth of the country’s GNP, Uncertainties in the macro environment and the
soft market conditions pose formidable obstacles. The full underwriting impact of the record level catastrophe losses in
2004 and 2005 in major international reinsurance markets has yet to be felt in the Philippine market which escaped those
losses. The entry of fresh funds in the reinsurance arena in 2005 will also temper any tendency towards immediate
hardening of the market.

It is our hope that constraining factors will halt any further decline in reinsurance prices in the years ahead.
Recalibration of catastrophe models, shrinking risk appetite for peak exposures, the restructuring of coverage on a more
restrictive basis and increased cost of underwriting funds are major factors that could restore stability in the market,




We anticipate that a more discerning reinsurance mindset among cedants will characterize allocation decision:
Hedging and quality of securities are likely to be the main variables.

The developments in 2005 highlighted the timeliness and relevance of your Company's Capital Enhancement
Pragram (CEP), particularly in respect of the expansion of your Company's capital base and the amendment of its By-Laws
to make it more vibrant and attuned to current and future operational requirements. The CEP codifies short and long-term
moves that will enabie your Company adopt a timely and appropriate response ta changing industry conditions, diversify
its revenue base, and strengthen its market position and its inherent competitive advantage,

The first two phases of the CEP have been successfully implemented, In June 2005, fresh capital infusion of P776
million was made by the stockholders through a rights issue.  Just recently, in March &, 2008, the merger between your
Company and Universal Malayan Re was approved by the Securities & Exchange Commission, which brought in a2 new
equity of P1.37 billion, bringing your Company's networth to a new high of B3.50 billion.

Your Company, with much greater financial muscle, has braced itself to face the many challenges that lie ahead.
[tis steadfastin its resclve to have sound business fundamentals such as capital strength,  efficient and effective systems
and manpower capabilities.  Strategies that would further exploit its competitive edge and enable your Company to face
squarely the challenges and opportunities of the coming years have been crafted and are being vigorously and
singlemindedly pursued,

We look at 2006 with guarded optimism. Our major plans for the year includes the thorough examination of the
efficacy of our underwriting mix, the crafting of measures to achieve greater retention level and the initiation of major
steps towards increasing our presence in the regional market.  Also, as decreed by its charter,  your Company's role in
contributing towards further development of a strong naticnal insurance industry and higher national retention will be a
priority activity,

The goals we have set for this year are very challenging. Under these circumstances, we commit ourselves to
exert extra effort to maintain positive underwriting results and to relentlessly pursue your Comipany's fundamental
objective of increasing shareholders' value as the heart of corporate strategies. Fully servicing the needs of stockhelders-
cessionaires, sensitivity to clients' requirements and customer-focused approach, as before, shall underpin the thrust of
your Company in the coming year.  Your unwavering support and cooperation more than ever will be needed for your
Company to continually outperform the market in terms of growth and profitability,

On behalf of the Management, I wish to express our sincerest gratitude to the Members of the Board of Directors,
Stockholder-cessionaires, Company personnel and industry friends for their invaluable contributions towards the

achieverment of your Company's goals and missions.

Thank you.

WILFRIDO C. BANTAYAN
President
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FINANCIAL

HIGHLIGHTS

Gross Premiums
MNet Premiums
Met Losses Incurred
Underwriting Income
Invesiment & Other Income
Interest
Foreign currency gain (losses)
Others
Met Income After Tax
Eamings Per Share”
Total Assets
Stockholders' Equity
Bock Value Per Share*
Return on Equity™

General Expenses

Ratio of General Expenses
to Net Premiums

Combined Ratio
Loss Ratio
Commission Ratio

Expense Ratio

2005 2004

2 589,783,755 2,041,583,755
824,140,197 591,258,410
506,213,424 335,801,710
75,154,460 100,595,737
162,883,075 111,966,608
(45,952,689) 7,201,781
2,033,549 2.888.501
108,963,935 122,057,980
98,664,163 99,938,278
9.87 16.34
4,458 118,108 2,933,977,951
2,130,645,221 1,118,928,891
213.08 182.80
8.82% 10.13%
81,078,085 99 608 244
9.84% 16.85%
97.99% 98.51%
66.97% 58.71%
21.18% 22.95%
9.84% 16.85%

Increase/(Decrease)
Amount %
548,200,000 26.85
232,881,787 39.39
170,311,714 50.70
(25,441,277) (25.29)

40,916,377 36.54
(53,154,470)  (738.07)

(855,952) (29.62)
(13,094,045) (10.73)
(1,274,115) (1.27)
(6.47) (39.80)
1.524,140,157 51.95
1,011,716,330 90.42
30.18 16.50
-1.31% (12.93)
(18,530,159) (18.60)
-7.01% (41.60)
-0.52% (0.53)

8.26% 14.07

~1.77% (7.71)
7.01% (41.60)

*Based on 10,000,000 issued and oulstanding shares of stocks less 869 Treasury Stocks in 2005 and 8 142 365 issued
and outstanding shares of stocks less 24 717 Treasury Stocks in 2004,

“*Based on precading year's stockholders” eguity.
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FINANCIAL

GRAPHS

GROSS PREMIUMS BY LINE (2004-2005)

1 2005

J LIFE 5.9% FIRE 21.5%

CASUALTY 46.4%

MARINE & AVIATION
26.2%

2004

| LIFE 5% FIRE 27.1%

CASUALTY 47%

MARINE & AVIATION
20.9%

|

|

TOTAL ASSETS & STOCKHOLDERS' EQUITY
(2004-2005)

I

PM
5,000

4,500
4,000 |
3,500
3,000 |
2,500 |
2,000 |
1,500
1,000
500

2005 2004
| |Assets  [|]Stockholders' Equity
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The management of NATIONAL REINSURANCE CORPORATION OF THE PHILIPPINES is responsible for all information
and representations contained in the financial statements for the year ended December 31, 2005. The financial
statements have been prepared in conformity with generally accepted accounting principles and reflect amounts that are
based on the best estimates and informed judgment of management with an appropriate consideration to materiality.

In this regard, management maintains a system of accounting and reporting which provides for the necessary internal
controls to ensure that transactions are properly authorized and recorded, assets are safeguarded against unauthorized
use or disposition and liabilities are recognized.

The Board of Directors reviews the financial statements before such statements are approved and submitted to the
stockholders of the Company.

Punongbayan & Araullo, the independent auditors appointed by the stockhiolders, has examined the financial statements
of the Company in accordance with generally accepted auditing standards and has expressed its opinion on the fairmess of
presentation upon completion of such examination, in its report to stockholders.

. WINSTON F. GARCIA
Chairman of the Board

WILFRIDO C. BANTAYAN
President & CEO

FAEL G:'GALLAGA
Treasurer




REPORT OF
~ INDEPENDENT AUDITORS

The Board of Directors
National Reinsurance Corporation of the Philippines

We have audited the accompanying balance sheets of National Reinsurance Corporation of the Philippines as of December
31, 2005 and 2004, and the related statements of income, changes in equity and cash flows for the years then ended.
These financial statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits,

We conducted our audits in accordance with generally accepted auditing standards in the Philippines. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the finandial statements are free
of material misstatement. An auditincludes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as gvaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for cur opimian,

In our opinicn, the financial statements referred to above present fairly, in all material respects, the financial position of

National Reinsurance Corporation of the Philippines as of December 31, 2005 and 2004, and the results of its operatians
and its cash flows for the years then ended in accordance with generally accepted accounting principles in the Philippines.

PUNONGBAYAN & ARAULLO

CPA Reg. No. 0046660

TIN Mo, 109-228-234

PTR No. 4182120, January 4, 2006, Makati City
Partner SEC Accreditation Mo. 0008-AR-1

BIR AN 08-002511-3-2005 (Dec. 27, 2005 to 2008)

Aprit 5, 20086
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DECEMBER 317, 2005 AND 2004

ASSETS

CASH AND CASH EQUIVALENTS
REINSURANCE BALANCES RECEIVABLE - Net
DEFERRED ACQUISITION COSTS
INVESTMENTS

Available-for-sale financial assets

Held-to-maturity securities

Others
OTHER RECEIVABLES
PROPERTY AND EQUIPMENT - Met
DEFERRED REINSURANCE PREMIUMS
DEFERRED INPUT VALUE ADDED TAX

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND EQUITY

REINSURANCE BAL ANCES PAYABLE

RESERVE FOR UNEXPIRED RISKS

DEFERRED REINSURANCE COMMISSIONS
INCOME TAX PAYABLE

DEFERRED OUTPUT VALUE ADDED TAX
ACCOUNTS PAYABLE AND ACCRUED EXPENSES
DEFERRED TAX LIABILITIES

EQUITY

TOTAL LIABILITIES AND EQUITY

Motes

o

12

12

P

141,980,545
1,668,259,780
133,273,725

1,656,818,555
188,337,735
4,041,020
43,190,297
49,188,152
543,471,360
23,765,892
5,791,047

4,458,118,108

1,332,709,346
840,144,577
82,025,786

36,721,512
15,706,285
20,165,381

=3

68,804,330
1,303,507,625
136,938,363

663,512,515
199,604,539

22322 809
47947378
488,378,113

2,961,879

P 2833977951

2,327,472,887

2,130,645,221

4,458,118,108

See Notes to Financial Statements

B3

P 976484,832

716,796,802
88,875,696
4,846,981

9,400,875
18,639,874

1,815,048,060

1,118,928, 891

B 2933,977,951




STATEMENTS

OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

Notes 2005 2004

REINSURANCE PREMIUM INCOME

Reinsurance premiums - net of retums P 2,589,783,755 P 2,041,583,755

Retroceded premiums 1,765,643,558 1,450,325,345
Reinsurance premiums retained 824,140,197 591,258,410
Increase in reserve for unexpired risks ( 68,254,528) | 19,075,588 )
755,885,669 572,182 822
UNDERWRITING DEDUCTIONS
Share in claims and losses 506,213,424 335,901,710
Commissians - net 174,517,785 135,685,375
680,731,209 471,587,085
NET UNDERWRITING INCOME 75,154,460 100,585,737
INVESTMENTS AND OTHER INCOME (CHARGES)
Interest 152,883,075 111,966,698
Foreign currency gain (losses) ( 45,952,689 ) 7,201,781
Others 2,033,549 2,889,501
108,963,935 122,057,980
INCOME AFTER INVESTMENTS AND OTHER INCOME 184,118,395 222,653,717
GENERAL AND ADMINISTRATIVE EXPENSES 10 81,078,085 99,608,244
INCOME BEFORE TAXES 103,040,310 123,045,473
TAX EXPENSE 12 4,376,147 23,107,195
NET INCOME P 98,664,163 P 99938278

See Notes to Financial Statements




STATEMENTS OF

CHANGES IN EQUITY |

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

Capital Stock Additional
Motes Mo, of Shares Amount Paid-in-Capital

Balance as of January 1, 2004,

as previously stated 4552185 P 455 218,500 P =
Effect of transition to PFRS 2 - - -
Balance as of January 1, 2004, as restated 4,552,185 455,218,500 -
Shares issued (reacquired) 1,590,180 159,018,000
Increase (decrease) during the year
Stock dividends
Cash dividends
Appropriated for contingencies
et income
Total equity as of Decembar 31, 2004 6,142,365 P 614,236,500 P -
Balance as of January 1, 2005 61423685 P 614,236,500 r
Effect of transition to PFRS p - : -
Balance as of January 1, 2005, as restated B.142 365 614,236,500 -
Shares issued and disposed 13 3,857,635 385,763,500 385,154,102
Increase (decrease) during the year
Appropriated for contingencies 13
Met incoms
Total equity as of December 31, 2005 10,000,000 P  1,000,000,000 P 385,154,102

See Notes to Financial Statermnents
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Treasury Revaluation Retained Eamings

Shares Resarves Appropriated Unappropriated Total Equity
|
{ = 2001014 F 35,536, 734 P 104,009,996 F 3494 250,126 P 987,014,342
| : 51,325,640 : 30,937,244 82,262,884
( 2,001,014 ) 86,862,374 104,000,996 425,187,370 1,069,277,226
( 3,551,784 ) 155,466,216
( 46,727.354 ) ( 46,727,354
( 150,018.000) { 159,018,000 )
( 7475) | 7475 )
9579548 | 9,579,549 ) :

99.938,278 99,938,278
(P  5552798) P 40135020 P 113589545 P 356520,624 P 1,118,928,891
(P 555279%8) P 28419767 P 113,589,545 P 321440597 P 1072133611
11715253 . 35,080,027 46,795,280
(P 5552798 40,135,020 113,580,545 356,520,624 1,118,928 891
5,378,672 776,296,274
136,755,893 136,755,893

' 9866416 | 9,866,416 )
! 98,664,163 98 6584 163
(P 174126) P 176800913 P 123455961 P 445318371 P 2,130,645,221

e '



STATEMENTS OF

CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2005 AND 2004

CASH FLOWS FROM OPERATING ACTIVITIES

Incoma before tax

Adjustmenis for,
Increase in reserve for unexpired rnicks
Unrealized foreign currency loss (gain]
Depreciation
Inlarest income
Dividond income

Operating Incoma before working capital changes
Incroase in reinsurance balances receivabio
Increase in defarred input value added 1a

Caoroaso [in¢rease) in defarred acquisibon cosls

Decreasa in other assatls
Increase In other recelvables

Increase (decrease) inreinsurance balances payable

Incfease \n defarred outpul value added tax

Increase (ducronse) in accaunts payable and acorued expensos

Cash gonorated from {used in) opérations
Cash pald for inoome taxos

Mel Cash From {Used in) Oparating Activities

CASH FLOWS FROM INVESTING ACTIVITIES

Procesds from disposal/malunties of
Avallabla-lor-sale financial assats
Held-ta-matunty seourifies

Intérest recelved

Dividends recelved

Acqulsitions af;
Available-lor-sale financial assels
Properly and eguipment
Other investments
Hald-1o-malurity securities

Mal Cash From (Used in) Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sssuanceireissyance of:
Common shares
Treasury shares
Acquisitionsipayments of:
Treasury shares
Fractional shares

Met Cash From {Used in) Financing Activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

EFFECTS OF FOREIGN CURRENCY REVALUATION ON CASH

AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

Supplemental Infarmation on Noncash Financing Activity

2005 2004

P 103.040,310 ™ 123045473
68,254,528 19,075,588
55,692,983 { 9.058,019 )

4,661,906 4 567,710
152,882,075 i 191,866,698 )

1,859 994 ) { 24729490 )

76.806.658 23,191 064
386,309,975 ) { 4 0BG 408 |

23,765,892 ) .
3,189,272 i 6,342,425 )
3,848,337 ) i 416,316 )

22,449.011) i 3,221,449 )

367,944,135 i 247,796,246 )

36,721,512 .
6,305.410 | 1,921,728 |

48,214,228 i 241,493,508

4,846,981 ) { 23,629,910

41,187,247 i 265120418
281,570,875 293,041,273

) 185,168,485
133,569,116 117,238,002

1,959,994 2,472,990

1,152,736,726 ) { 140,312,710 )

5,902,680 ) i 1,174,001 )

4,041,020 ) -

- { 151.002 1349
745,571,441 ) 306,429,900
771,527,000

4,943 400

174,126 ) { 3,551,784 )

- | 7.475)
776,296,274 { 3,558,259 )

74,092,080 36,747,223

915,865 ) 229,654
68,804,330 31,827,453
P 141,980,545 B BE,804.330

an March 30. 2004, the Company's 8O0 declared 35% siock dvidend from s unappropriated retained eamings as of December 31, 2003 1o
stockholders of record as of Juna 28, 2004, On June 25, 7004, the Company distributed shares amourfing bo P153.018 000 squivalent 16 1,590,180

shares. The ramaining fracbonal shares amounting fo 7 474 was paid in ensh

See Notes to Financial Staterments
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NOTES TO

FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

CORPORATE INFORMATION

Mationgl Rainsurance Comporation of the Philippines (the "Company®) was incorporated in 1978 by virtue of Fresidental Decrae No, 1270, asa
gomestic prolessional reinsumance firm 1o provide life and non-life reinsuranice capacity to the Phifippines and naighbonng Insurance markats,
Under the Decree, it bacame the vehicle for the Philppine insurance Imdustry’s participation in the Asian Resnsurance Corporation, a
mulligovernment-initiated. reisurance antity, based in Bangkok, Thailand, which was established 1o toster reguonal cooparation among
NSUrance coempanses Joing business m Asia

OnMay 28,2004 the Comparny antered mlo a Memorandium of Agreement [MOA ) with Liniversal Malg yan Rainsurance Corporation (UMRE) for
the merger of [he two entites: The MOA comained certain provisions and conditions which the Parties agreed 1o meet and satisty poor o the
exgcutionol 4 Plan of Merger. On Octobar 24. 2005, the planned mergar with UMRC was approved by the vole of stockholdars owring 88,92 %
ofthe outstinding capital stock. Subsequently, on Match B, 2006, the plan 'was approved by the Secunitios and Exchange Commission {SEC)

The ragistered office of (e Company s located al 18th Floor Phibppine AXA Lo Center. Sen. Gil J Puynt Avencs correr Tindabo Strool, Makati
City.

Tha financipl statemants of the Company Tor this year ended December 31, 2005 (ineluting the comparatives for the year anded Dacember 31,
2004) wara gulhorized for issue by the Company's Board of Directors [BO0 ) on Apnil 5, 2006

TRANSITION TO PHILIPPINE FINANCIAL REPORTING STANDARDS

Thie Aceounting Standards Counc (ASCH the accounting standards-setting body in the Philippines. started o prograrm n 19597 o maown fully 1o tha
Intrnalional Accourting Standards (IASs) ssued by the then Intemational Accounting Standards Commitles (IASC)  In April 2001, IASC wits
succended by the Inlernalional Accounting Standards Board (IASE) which since than has ssued mvised ASs and new [ntermational Finansial
Reparting Standards (IFRSs]

Tor cofrespotid beltar with the issuances of the 1ASE, the ASC ro-named 1he Standards 1 1Ssiesas Philipping Financial Reparting Standards or
PFRSs (proviously referred 1o as Statements of Financal Acoounting Standards or SFASS), PFRSs consstal;

@ PFRSs (comesponding 1o IFRSs )
b. Phillpping Accounting Standards of PASS (comespanding 1o [ASs) ana
[= Interpretabons (comosponding to IFRICS and SI1Cs)

In compliance wilh the pronouncements of the ASC and the requlabons of the SEC the Company has adoptad all the relevant PFRSS lor tha first
time in ils financial statements tor the year ended December 31, 2005, with Janwary 1, 2004 as its transition date . The ransition freim the pravious
generally accepted Bocoutling principies { GAAP | in tha Phlippings 1o PFRSs has been mada m accordancs with PERS 1 First-time Adophon of
Philinping Financial Repoming Standarms

Tha Company's inancial statements for 2005 and the comparatives presanted for 2004 comply with &l prescentaton dnd disclosure regquirsments
ofthe refevant PFRSs apploable for accounling penods commanding on or after January 1, 2005

Due o the ransibion to PFRS, the 2004 comparatives contained in these fingncial statemants differ frgm thosa praviously presented in the financial
statemants or the year endeg Decomber 31, 2004

The follawang reconcifiations and explanatony noles descnbe the effects of the transition on He Company's opening PFRS balance sheat as of
January 1, 2004 and for the year ended December 31, 2004, Al explanations should be read m conjunction with the PFRS accounting policies of
the Company a3 disclosed in Mote 3

Noadjusiments to capital siock and addibonal pasd-in-capital were necessary in the opening PFRS talance sheet as of January 1, 2004 and the
comparatives prepered for the vear énded December 31, 2004

2.1 Reconciliation

a: The recanciliation of the Company's equity reported under previpus Phifippine GAAP 10 its equily under PFRS are summarnzed as foflaws:

Decomber 31, January 1,
Motes. 2008 __ 2004
Revaluation reserves under
previous GAAP B 28419767 P 35536734
Fair value adjustment of availabia-
for-sale financlal asssis 23 21,108,508 67683751
Deferred 1ax affect 23 15.011,791 7,697,035

Agcumulated forelan exchange
difference on available-for-saie
financial assots previously
charged directly 1o equity 23 L 24405046) { 24.055.048)
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December 31, January 1,
Notes 2004 o004

Towal adivstmentisto

revaliation resarves 11.715.253 51,32%640
Revaluation reserves

under PFRS, balance

carried forward P 40,135,020 = B6.BBZ.3T4

Unappropriated retained earnings
under previous GAAP 321,440,597 384,250,126

Accumulated foreignexchange
difference on avaiable-for-sale
financial assets previously

charged directly to eguily 23 24,405,046 24,058,048
Revearsal af incurrad but not reported

Iossas (IBNR) 2.5 16,875,963 12,141,373
Revarsal of catastrophe loss resenve 2.8 12:697 073 10,300,692
Effect of change from straight line

to effactiveinterest

amortization method 2.4 1,142,546 1,345,821
Fecognition of defined benafit asssat ZB 83,778 100,585
Remaasurament of fong-term

recelvable 28 { 16464 ) | 32233
Accrual of leave benafits =7 [ 4165014 | 3083188
Defered tax effect 23,25 | B e s LU T 13,892,743 )
Total adjustment tounappropratad

ralainad earnings 35,080,027 30,8937 244
Unappropriated retained earnings )

under PFRS 356,520,624 _ 425187.370
Tedaladjustments ta Equity 45,795,280 B2.262.884
Equity under previous GAAF 1072133611 SR04 347
Equity under PFRS £ 11185928851 B 1,089,277,226

B, The reconciliation of the Company's equity reponed under previsus Philippine GAAP to its equity under PFRS are summanzed a5
foltows:

Previous Effects of
Notes GAAP Transition PFRS

January 1. 2004
Changesinassets:
Ivestmenisin

governmanl securities 22 PE82 194208 (PBB2184209) P -
Investments in sharesof stock g2 56448303 (55448393 -
Available-for-sate inarcial assets 23,24 - 862,610,432 B62.519.432
Hald-lo-matunty secuntiss 22 . 145,053,742 145,053 742
Delerrad aooquisiion cost 2.2 41,716,242 75,506,085 117,312:331
Oiherrecelvables 24 27822915 | 32,223} 27,700,692
Deferrad reingurance premiums 2.z - 510,331,952 51,331.952
Oiherassets 2.6 2,818,458 100,565 2519023
Balance carned forward P1.011,000217 P GELOZGA56 £1.B66.027 172

Changes in liabilities:

Rensurance balances payable 25 [ 1,237,756,058) 12,141,375 [ 1,225.674,683 )
Resenve forunexpired risks 22 ( 209.343101) ( 510331952 [ Ti®GT5053)
Deferrad reinsurance commissions 2.2 { - 1oL Yh5586089) | 75,596,089 )
Accounts payable and

accrued expenses (  7153589) ( 3083183) (  10236778)
Deferred tax liabilities 23,25 { 6,789.502) | 5,194.808) | 12,884 310
Reserve for calastrophe loss 25 { 10, 300582 10,300,592 .

[ P 460,342 625} (B 37BO079.741)

Total adjustments to equity P B2,262 884




Previous Effects of
_ Notes GAAP Transition PFRS
Decembear 31, 2004
Changes inassets:
Investments in
government securilies 22 P 778457541 (RTTBA5TR41) P -
Irvestments in shares of stock 2.2 64 408,859 [ 644088599 -
Available-for-sale financisl asgets 23,24 = 663,512 515 663,512,515
Held-to-maturity securities 2.2 - 195 604 835 188 604 939
Deferred acquisition cost 23 48 058 667 A8 BT9 536 136,938,363
Diherreceivables 28 22338273 | 16,464 22,322,800
Deferrad reinsuranse premiums 2.2 . 488,378,113 458,378,113
Othier asssls 28 2878101 83,778 2.961.8789
Changes in liabilities:
Rainsurance balances payable 28 [ 983,360,786 16875964 (975,484 .832)
Reserve for unearmed premiums 22 | 228418.688) ( J48B37B.113) (  T716,795,802)
Accounts payahle and
accrued pxpenses 27 { 5231.8681) | 41690140 2,400,875
Defarred reinsurance commissions &2 - [ GEATEASGE) | 88,875,695 )
Defared tax liabilitias 23.2.5 ! 17, 712783 | 8271110 18,639,874
Reserva for catastrophe loss 2.5 (__ 12.657.073) _ 12/97.073 =
(B343.278.741) (B 206483 481)
Total adjustments to equity B_46.795 280

¢. Prafitand loss under previous GAAP for the year ended Dacember 31, 2004 is reconciled to profit and loss under PFRS a5 follows:

Previous Effects of
Motes GAAP Transition PERS
Reinsurance premiurm income P 572182 522 - B 572,182,822
Linderariting deductions 25 { 478,718,155} 73070 (__AT1L.587.085)
Met underwriting income 93,464,667 7,131,070 100,595,737
Investmenis and other income 24,258 121,887 495 160,485 122,057 980
Ganeral and administrative
expenzes 26,27 [__98505630) | 1102614 ) (59608 244 )
Incame before tax 116,856,532 6,158,941 123,045,473
Tax expense 252728 _ 21081037 | Z046188) (23107165
Metincome P 95795485 4,142,783 8 99938278

2.2 Revised Structure of Balance Sheet and Statement of Changes in Equity

The Company has modified its previous balance sheet and statement of changes inequity structure on transition 1o PFRS, The main changes
are summanzad as follows:

a.  Invesiments in Government Securities and Shares of Stock under previous SAAP were reclassified ta Available-for-Sale Financial
Aszets and Held-to-Maturity Securities;

b Accrusd interest receivabie, Ioans receivable and other recaivablas which are previously presented as part of Other Assels under
previous GAAP are now shown under 2 separate balance sheetling ilem Cither Receivables account:

c.  Defarred Reinsurance Premiums praviously offsetagainst Reserve for Unexpired Risksis now presented as a separate line itamin
the balance sheals;

d.  Deferred Rainsurance Commissions previously offset against Deferred Acquisiion Costs is now presented as a anparata line item
inthe balance sheet; and,

e, Resanve for fluctuation in value of investments in shares of stock under previous GAAP is now presented as Revaluation Reserves
in statement of changes in aquity.

Individual notes to the balance sheet items and the accounting policies provide further details on thesa changes

2.3 FairValue Measurement of Financial Assets

Certain invastments in government $ecurities were classified as available-for-sala financial assel, which are measured at fair value. This
resulted to the recognition of gains on changes in fair value amounting to A 67,683,751 in the January 1, 2004 opening PFRS balance sheat and
#21,108,508 in December 31, 2004. Moreover, accumulated unrealized foreign exchange difference previously recognized in the equity section
smounting to B 24 056,048 and 24,405,046 as of January 1 and Decamber 31, 2004, were charged to the beginning balance of retained

earnings and 2004 aperations.  Censeguantly, deferred taxes related ta the account were recognized. This amounted ta P 7,697,935 as of
December31, 2004,




2.4 Effective interest Amortization

Invastmaents in govermment securities acquired at a premium oF discount were previously amortized using straight-line method. PAS 39 requires-

amaorization of premiums or discounts using effective mterest method. This resufted to the increase in retained eamings by B1,346 821 forthe
penod ended January 1. 2004 and #1147 546 for the peniod ended Decamber 31, 2004

2.5 Derecognition of Catastrophe Loss Reserve

PFRS 4 prohibits récogrition of iabdties relating fo insurance contracts that are nat In existence as of tha balance sheat date (e.g. catastrophe
and equalization provisions), Previously, in compiiance with the letier from Insurance Commission dated Ocotober 15, 19896, all insurance
companies set upa catastropho loss reserve for exposures on affied perls (earthquake. typhoon and flood)  Accordingly, the balance of
catasirophe |oss reserve amounting to B10, 300,582 and P12 697 073 as of January 1 and Dacember 31, 2004 and melated deferred tax assal
amounted o 3,296,189 and P4,063.063 a5 of January | and Decembar 31, 2004 were reveérsed against retained eamings

2.6 Full Recognition of Defined Benefit Assof

Under PFRS, the Company's obligation under post-emiploymant defined benefit plan should be actuarially determined using projectad unil cradit
mathod  Theo adoption of the new standard resulted in the recogrition of defined benefil assat amounting to 100,565 and PE3.7TH as of January
1 and Decamber 31, 2004

2.7 Acerual of Leave Benofits

FAS 19 requires recognion of compensated abaences of leave banefits (0 thie pariod when the serice of an employes was mndered, Asa
resultal the ndoplion of PAS 19, the Company accruad leave benafils amounting to P3,083 189 and P 4,169,014 as of January ¥ and Docambar
3, 2004, respoctivaly. Consaguantly, defermed tax assets rotated o acorued leava benafits amounting 10 PH8E6 620 and P1,334 084 were also
recognized

2.8 Reversoaloef Provision for IBNR

As proviously mentioned, PFRS 4 prohibis recognition of habdites relatng (o insurance cantracts that are nat in axistanca as af the balance
shisal dato. Asaresgl], thie Company reversed the provision for IBNR amounting to P 12,141,375 and P16 875,963 in January 1 and Decambar
31, 2004, respectively. Accordingly, the related diderread 1ax on 1he provison was reversed. This amaountad to P45, 400,308 and F3.885, 240 as of
Decamber 31-and January 1, 2005, respactively

2.9 Measuremen! of Loans Receivable at Amortized Cost

The Company grants long-lerm recelvables to its employee. which s due n five years  Undar PFRS, this type of financial assel is measured al
amortized cost using the affechve interest rate mathed . The discount rate uses was determined by refaranica to the market interast rate of
comparable financal instrument & the date of the incepton of theioan. Ths resulted to the recognition of day-one loss amounting 1o PE8 039
and Interest Income of B35 816 and P51 575 in the retaned sarmings as of January 1 and December 31, 2004, respactively.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparanon of Mese financial statemeants-are summarnzed batow. The policies
have baen consistently applied to.all years presented, unless othersise stated

3.1 Basis of Preparation

The fingncial statements of National Reinsurance Corporation of the Philippines have been prepared in accordance with generally accapted
accounting principles in the Philippines as setforthin PFRESs,

The financial statements have been prepared on the historical cost bass, excepl for the revaluation of certan financial assels, The
maasureren! basesara more fully described in e acoounting pobces balow.

It should bie noted that accounting estimates and assumptions ara used in preparing the financial statements.  Aithough these astimates are
tasedon management's bast knowledge of current eventsand actions. actual resuits may uitimately differ from those estimates.

The financial statements are presented in Philippine pesos, the Company’s funchional currency, and all vafues represent absolute amounts
excepl when otherwvise ind:cated.

3.2 Impactof New and Revised Accounting Standards Effective Subseguent to 2005

There ara new and revised accounting standards. amendments and interpretations to existing standands that have been published by IASB and
adopted by the ASC which are mandatory for accounting penods beginning on o after January 1, 2008, Of the new ASC pronouncements, the
following standards ere relevant 1o the Company but which the Company has not opled to adopt early,




2008

Pas 189 {Amendment) Employoe Benefits

PAS 30 (Amendment) '_ The Fair Value Opticn

PAS 20 and PFRS 4

{Amendment) . Financial Guarantee Contracts

PFRE 1 {Amendment} ' First-ime Adapglion of Philippine Financial Reporting Standards
2007

PAS 1 (Amendmeant) ! Presentation of Financial Statements

PFRST : Financial Instrumentz: Digclosures

The Company will apply the relevant new accounting slandards in 2006 and 2007 in accardance with thelr transitional provisions. Itis currently
evaluatng the impact of those standards on its financial slatements and has initially determined that the following new standards may have
significant effects on the financiat stalements for 2006, as wall as for priorand future periods:

+  PAS18(Amanded). Emplayes Benefits. Thisamendment introduces the option of anallermative recogniticn approach for actuarial
gains and losses. It imposes additional recognition requiremants for mult-amployer plans whene insufficient information is
avaiiable lo apply defined boenefil accounting. I also adds new disclosure requirements.  As the Company daes not intend to
change the actaunting policy adopted for recognition of actuarial gains and losses and does nat participate in any mulli-employer
plans, adaption of this amendment will anly impact the format and extent of disclosures presented in the accounts. The Company
will apply this amendment for annual pericds baginning Janeary 1, 2008,

. PAS 38 (Amended), The Fair Value Option. Tris amendment ch anges the definition of financial instruments ciessifisd at fair value
through profit orloss and restricts the abliity to desigrate financialinstruments as part of this category. The Company believes that
this amendment will nat have & significant impact on {he classification of financial instruments, as the Company wauld be able to
comily with the amended criteria for the designation of financial instruments at fair value through profit ar loss. The Company witl
agply this amendment for annual perods beginning January 1, 20086

=  PFRS 7, FAnancial instruments: Disclosures and complamentary amendment to PAS 1. PFRS 7 intreduces new disclasures to
improve the information about financial nstruments. It requires the disclosure of qualitative and guantitative information about
exposUre tonsks arising from financial instruments, including specified minimum disclosures about credit risk. liquidity nisk and
market risk, including sensithvity analysis o market nisk, |t replaces PAS 30, Disciosuras i the Finanoial Statements of Banke and
simifar Financial inshitubons, and disclosure reguirements in PAS 32, Financial Insiruments: Disclosuros and Presenfalion. Itis
applicable to all entities that rapor under PFRS. The amendment to PAS 1 introduces disclosures about the lavet of an entity's
cagital and how it manages capllal.  The Company has assessed the Impact of PERS 7 and the amendment o BAS 1 and
conclsded that the main additional disclosures will be the sansilivity analysis to market risk and {he capital disclozures required by
the amendment of PAZ 1. The Company will apply PFRS 7 and the amendment to PAS 1 far annual periods beginning January 1,
2007,

As for the other ngw accounting standards, the Company has initally assessed that these will not result in significant changes to the
amounts or disclosures inits financial statements.

3.3 Cashand Cash Equivalenis

Cash and cash equlvalents are defined as cash on hand, demand deposits and shart-term. mahly liguid investments readily convertible to
cash and which are subject toinsignificant risk of changes in value,

3.4 Reinsurance Balances Recajvable

Reinsurance balances recawables are recognized and carried. at criginal inveice amounts less impairment and allowance for any
uncellectible smounts. Anestimala lor doubtiul receivables is made when callection af the full amountis no longar probable, Baddebts are
writterr off when identifisd.

3.5 FinancialAssets

Financial assets include cash and financial instruments. The Company classifies it financial assets, other than hedging instruments, into
the following categories: financial assels at fair value through profit or loss, loans and receivables, held-to-malturity investments and
avallable-for-sale financial assets. Financial assets are assignad 1o the different calegories by management on inilial recognition,
depending an the pumaose for which the Investments ware acquired. The designation of financial asssts is re-evaluated at avery reporting
date at which dale a choice of classification or accounting treatment is avallable, subject to compliance with specific provislons of applicable
accounting standards.

All financial aszsels are recognized on their rade date. Al financial assets thal are not classified as at fair value through profit or loss are
imitially recognized at fair value, plus transaction costs

= Financial Assels st Fair Value through Profitar Loss. This category include financial assets that are sither classified as held for
trading or are designated by the entity to be caried atfair value through profit or loss upon initial recognition, A financial asset is
classified in this category if acquired principally for the purpose of seliing in the short term or if so designated by managemen,
Derivatives are also categorized as "held fer trading’ unless they are designated as hedges, Assets In this category are classified
as current assats i they are either held for trading or are expecied fo be realized within 12 manths of the balance sheset date.

Subsequent Lo initial recognition. the financial assets included In this category are measurad at fair value with changes in fair
watue recognized in profit or loss. Financial assets originally designated as financial assets at fair value th raugh profit orloss may
not subsaquenty ba raclassifiad,




+  Ressivables: Roceivables are non-dervative financial assets with fixed or determinable payments thal are not quoted inan
active market  They arige when the Company providas mongy, goods or services directly to 8 dablor with nointention aftrading
tha receivables

Receivables are subseguently measured at amortized cost using the effective interest method, less impairment losses. Any
change intheir value is recognized in profitar loss

Loans and receivables are presented as Reinsurance Balances Recaivables and Other Recavabies in the balance sheels,

Impairment inss is provided when there is ohjactive evidenca that the Company will rot be abledo collect all amounts dus Lot in
accordance with |he original terms of the receivables, The amount of the impairment lass s datermined as the diffarence
between the assel's carrying emount and the present value of estimated cash flows.

= Heldto-malunty investments. These include non-dervative financial assets with fixed or determinable payments and & fixed
date of maturity. Invesiments are classified as beld-to-maturity if the Campany has the positive inlantion and ability to haid them
until maturity. Investments intended toba held for 2n undefined penod are not included in this classification

Held-to-maturity investments are subsequently measured at amortized cost using the effective interast method, Inaddifion, if
thare |5 objective evidance that the investment has been impaired, the financial assst s measured at the present value of
estimaled cash fiows, Any changes bothe camying amaunt of the investment are recagnized in profit orioss,

= Avaliable-for-sate Financial Assels. Thisinciude non denvative finarcial aszets thatare aither designated to this categary or do
notgualify forinclusionin any of the other categories of financial assats,

All financial assels within this category are subsequently measured al {air value, unless otharize disclosed, with changes in
value recogrized in equity, net of any effects arising from income 1axes. Gains and losses arising from securities clazsifiod as
available-for-sale are recopnized in the statement of incomewhen they are sold arwhen the investment is im paired.

Inthe cage of impairment, any loss previously recagnized in equity i transferred ta the income statement. Losses recognized i
the statemant of ineome. on equity investments 2re nol reversed through the statement of income. Losses recognized in prior
oerod income statemants resulting from the impairment of debtinstruments are reversed 1h rough the income statement

Forinvestrmants that are actively traded in erganized financial markets. fair value is determined by reference 1o stock exchangs quoted market
tid prices atthe close of business on the balance shesl date, Forinvastmeants where there is no queted market price. fair value 15 delermined by
referance to the current market value of snother instrament which is subsia ntially the same or is calculated based on the expectad cash Nows of
the undarlying net asset base of the investment.

Deracognition of financial assels coours when the nghts fo receive cash flows from the financial instruments gapire-orare ransferred and
substantially all of the risks and rewards of ownership have been transfemred

L& Property and Equipment

Froperty and eguipment gre stated al cost less accumulated depreciation and &ny impairmant in valua, The cost of an assel camprses itz
purchase price and directly attributable costs of bringing the asset to working condition forits intended use Expenditures for additions. major
improvements and renewals are capllalized; expenditures for repairs and maintenance are charged 1o axpanse &8s incurred. When assets ars
suid, retired or otherwise disposed of, their cost and rélated accumulated depreciation and impairment losses are removed from the ascaunts
andany resulling gain or logs is refleciad inincome for the period

Depreciation is compulad using the straight-line method over the estimated useful lives of the assetz as follows:

Condominium enits 40 years
Office improvements 10 years
Office furniture and equipmon Syears
Transponiation equipmant Syears
EDPequipment Syears

An assel’s carrying amaount is written down immediataly 1o its recoverable amourt il the assats carrying amourt is greater than its astimatead
recoverable amount,

The residual values and estimated useful lives of property and eguipment are raviewed, and adjusted ifappropriate, at each balance sheet dats.
An itern of property and equipment is derscognized upon disposal orwhen no fulure economic benefits are exgacted 1o arise fom (he continusd
use of the asset, Any gain or loss arising on derecognition of the asset (calculated as the diflerence between the nat disposal proceeds and the
carrying amount of iheitem)} is included in the statement of income in the year the item is derecognized,

Property and equipment is subsequanlly reassessed for indications that an impairment loss previousty recognized may no longer exist and the
carrying amaount of fhe assetis adjusted o the recoverable amount resulting in the reversal of the impairment loss.

3.7 Financial Liabilities

Financial liabilities Include insurance liabilifes and accrued expenses and othear paveblas.

Financial liabilities are recognized when the Company becomes a parly fo the contractual agreaments of the instrument.  All interest related
charges are recognized as expansein the statement of income,




Insurance liabilities and accrued expenses and othar payablas are recognized initially at their nominal value and subsegquenily measured at
amortized cost less setliemeant payments.

Dividend distributions toshareholdars are recognized as financial liabilities when the dividends are approved by the sharehclders,

Financial kabilities are derecognized from the balance sheel only when the obligations are extinguished either through discharge, cancellation
orexpiration.

3.8 Provisions

Provisions are recognized when present obligations will probanly lead 1o an outfiow of economic resources and they can ba estimatad refiably
evien if tha timing or amount of the outflow may still be uncertain, A present obligation arises from the presence of a legal or constructive
commitment that has resulted from past events, for example legal disputes or onerous contracts,

Provizsicns are measured at the estimated expenditure required to setile the present obligation, based on the most reliable evidence avallable al
the balarce shaet date, including the risks and uncertaintios associated with the present abligation,  Any reimbursement éxpected o be
recaived in the course of saftlement of the prezent ohligation is recognized, if virlually cartain, 25 2 soparats assat at an amount not axceeding
the balanoe of the related provision, Where thane arg a number of similar obligations, the ikelihood that an outflow will be required in settlamant
is determined by considerning the class of obligations as a whole: In agdition, long-term gravislons ana discodnted to their present values, wherg
time value of money is matarkal,

Provisions are reviewed at each batance sheet date and adjusted to reflect the current best esfimate.

In thosse cases where the possible outfiow of economic resource az a result of present obligations is considered improbable or remate, or the
amount 1o be provided for cannot be measured reliably. noliability is recognized in the financial statemeants.

FProbable inflows of economic benefits that do not vet meet the recognition criteria of an asset are considered contingent assets, hence, are nof
recognized in the financial statements.
3.8 Reinsurance Premium Revenue Recognition

Remnsurance premiums from short duration insurance contracts are recognized as revenue over the penod of the contracts using the 24th
method excedt for revanues frommanne cargo risks which are recognized based on the relevant provisions of the Insurance Code. The portion
of the reinsurance premiums retainad that relate to the unexpired periods of the poficies at halance sheet dates are accountad for as Reserva for
Unexpired Risks and prasented in the liability saction of the balance shasts. The net changas in the account Reserve for Unexpired Risks
petwesn belance sheet dates are recognized in the statements of ncome,

Interest income is recognized as the interest acorues (taking into account thie effective yield on the asseat),

310 Claim Costs Recognition
Share in liabilities for claim costs and claim adjustiment expanses relating to insurance contracts are accrued when insured events coour

The share in liabilities for claims (including those for incurred but not repomed ) are based on the estimated ultimate cost of settling the claims
The method of determining such estimates and establishing reserves are continually reviewed and updated.  Changes in estimates of claim
costs resulting from the continuous review process and differences batween estimates and paymanis for claims are recognized as income or
expense of the periad in which the estimates are changed or payments are made,

Share in recovdries on claims are evaluated in terms of the estimated realizable values of the salvage recoversbles. Recovanas on sattled
claims are recognized in the staternents of moome in the period fhe recovenes are made while estimaled recoveries are presented as part of
Rainzurance Balances Racavable,

311 Acguisition Costs

Cosis thal vary with and are primarily retated fo the acquisition of new and renewal reinsurance conlracts such as commissions, certain
underwriling costa and inspection fees, are defermed and charged fo expense in proporton to reinsurance premium revenue recognized,
LInamorizad aoquisifion costs are shown in the balance sheets as Deferred Acguisition Costs,

3.12 Commissions on Retrocessions

Commissions on retrocessons ane deferred and are subjected to the same amorhization methad as the related acquisition costs.  Deferred
portian are presented in the balance sheetas Deferred Reinsurance Commissions.

3.13 Employee Benefits

Pensions to employees are provided through a defined benefit plan

Adefined benefit plan is 8 pension plan that defines an amount of pension benefit that an employes will receive on retirement. usually dependent
on oneor mors factors sich 35 age, years of sérvice and salary, The legal obligation for any benefits from this kind of pension plan remains with




the Company. even f plan assets for funding the defined benefit plan have bean avquired.  Plan assets may include aAssets specifically
designaied 1o a long-term benefit fund as well as qualifying insurance policies. The Company's defined benefit pension plan covears all reguiar
full-time employess. The pension plan iz lza-qualified, noncentributory and administerad oy atrusies,

The asset recognized in the balance sheet for defined benefit pension plans is the excess of the fair value of plan assats, logether with
adjustments for unrecognized actuarial gaing or losses and past senvice costs, over the present value of the defined henefit obligation (DBO) at
the balance sheet date. The DBO iscalculated annually by indepsendent actuadies using the projeciad unit credit method. The presant value of
the DBO iz determined by discounting the estimated future cash cutflows using interestrates of high guality corporate bonds that are
denominated in the currency in which the benefits will be paid and that have terms 1o maturity appraximating the terms of the related pension
leataility,

Acluarial gains and losses ane nol recognized 3 expense urless tha tolal un recognized gain or loss axcasds 10% of the greater of the obligation
and related plan assets. The amount exceeding this 10% caridar is charged or credited 1o profit or loss aver the emplovess’ expected avarags
ramaining werking lives. Actuanal gains and losses within the 10% carridar are disclosed separately. Pastservice costs are recognized
immadiately in the income statement, unless the changas to the pansicn plan are conditianal on the emgloyess remaining in service fora
specified panod of ime (the vesling period 1. 10 this case, tho past service costs are amortized on a straight-line basis aver the veshing perod,

Shon-term employse benefits are recognized for the numaer of paid feave days {including holiday antifiement) remaining at the balance sheet
date, They are included in current pension and lher employes obligations al the undiscounted amount tat the Company expects o pay 45 a
resuit of the unused entitlemeant.

314 Income Taxeos

Current imcome {ax assels or fiabiliies comprse those claims from, or obligatians to, fiscal acthonties relating tothe current of prior reparting
pericd, that are uncollested or unpaid at the balance sheet data. They are calculaled according to the tax rates and tax laws applicable to the
fizcal perods ta which they relale, hased on the taxanle profit for ke yesr Al charges o current t2x assets or llabilities ans recognized 25 &
componantof tax expense in the statemeant of income,

Daterred tax & pravided, using the balance sheet lisbility method on temparary differences at the balance sheet date hetwesn 1he tax basa of
assets and labilties and their carrying amounts for financial reporting purposes,

Under the balance sheel liakility methad, with certain exceplions, defared tax habilities are recognized for all taxabie tempora ry differences and
defarred tax assets are racognized for all daductible tam porary differences and the carmyforward of unused tax losses and unused tax credits to
the extent that itis probable that taxable profitwill be avaitable against which the deferred income tax asset can he utilizad

The caryng amount of deferred tax assels i€ reviewed at each balance shoot date and reduced % 1he extent that il s probable that sufficient
taxable profit will be available o 2low all or part of the deferred income Fax gs2ot to be utilized,

Deferrad tax assets and labilites are measured &1 the tax rates that are axpacted 1o apply to the period whan the assel s realizad or the ksbil fy is
settled. based antax rates and tax laws that have been enacted or substantivaly enactad atthe balance shest date.

Maost changes i deferred tax assets or liabilities are recognized as 2 component of lax expense in the statement of incame,  Only changes in
deferred tax assels or liabilities that relate to a changs in value of assels or liaoilities that is charged directly fo equily are charged or credited
directly to aquity.

3.15 Equity

Capitai stock is determined using the naminal value of shares that have been rssued.

Additional paid-in-capital includes any premiums received an the initial issuance of casital Slock Any transaction costs associated with the
issuance of shares are deducted from additonal paid-in-capital, net of any ralated income tax benefilts

The revaluation reserva comprises gains and losses due 1o the revaluation of available-for-sale invastrmants.
Retained eamings include all current and prior pericd resulls as disciosed in the statement of incoma,
3.16 Funetional Currency and Foreign Currency Transactions

®  Functional and Freseniation Currency

Items included in the financial statemeants of the Cam pany are measurad using the curency of the AIMary economic envirnnment i
which the entity opsrates ("the functional currency),  The financial statements are presented in Philippine pesos, which is the
Company's functional currency.

o Transactionand Balances

The accounting records of the Company ame maintained in Philippine pesos, Forgign cumency transactions during the year ara
translaied into the functicnal currency at exchange rates which approximate those presvailing on frensaction dates,

Foreign exchange gains and losses resulting from the setilement of such transactions and fram the translalion st year-and exchange
rates of monetary agsets and liabilities denaminated in farelgn currencies are recognized in the statement of income.




31T Impairment of Non-Financial Assets

The Campany's investments in equity secunlies and praperty and equipment are subject to Impalrment testing. The individual sssets or cash-
generating units are tested for impairment whenever evenis or changes in circumslances indicate that the carrying amount may not he
recoverable.

For purposes of assessing imparment, 8ssets are grouped at the lowsst levels for which thara are saparately identifiable cash flows (casgh-
generating unils). As aresult, some assets are tostad individually for impairment and some are tested at cash-generating unitleve|,

Animpairment ioss is recognized lor the amount by which the asset or cash-generating unil's carmying amount excesds its recoverable amount

The recoverabla amaunt is the higher of fair value, reflecling market conditions less costs to sell and valus in use, based on an Intemal
discounted cash llow evaluation. Impairmeant loss is charged proratato the ather assets in the cash generating umt

All azsets ara subsequenily reasséssed for indications that an impairmant foss previously recognized may no longer exist-and the carrying
arnount ofthe assetss adjusted to the recoversble amount resulting in thi reversal of the impairment lss,

4. CASHAND CASH EQUIVALENTS

This account consisisof

2005 = 2004 2

Cashon hand and inbanks P 141,980,545 = 54 747 5&0
Time deposits = - _ 1 0B8TSE0
B 141,980,545 e GEE04 330

Time deposils were made for varying penods of between one day and one month da pending on the liguidity reguitament of the Company ang
earn interest at short-lerm depositrates. The cash and cash equivalents accoun| inclades fareign currency denominaled cash of USS286 206
(P 15,188.200) as of December 31, 2005 and US$329,132 (P 18,519 249) a5 of Decembar 31 , 2004,

&, REINSURANCE BALANCES

The details of reinsurance bakances are as follows

2005 = 204
Rensurance balances receivable:
Rensurance recoverable onlosses P 914,106,854 = 538,356 437
Due from eeding companies 738,109,215 30901672
Funds heid by ceding companises 29,742 449 — 37,198,254
1,681.958,518 1,3156,456,363
Allowances for impairment (. 13.69B,738) (__  1294R738)

g 1,668,259,780 P 1,303,507.625

Reinsurance balances pavabla;

faims payable P 819,103,379 =] 700357 B84
Due to retrocassionaires 492 650,346 242 578102
Funds held for retrocessionaires 20955821 33,548,846

B 1,332.709.346 B 976 484 832

The fair values of these shor-term financial assets and liabilities ara not individually determined as fhe carying amount Is a reasanable
approvimation of fair value. '

&, INWESTMENTS
6.1 Avallable-for-Sale Financial Assets

This accountis composed of

20 0 4

Governmanl securities {2 1,556,903,010 B 621,6104586

Equily securities 18,723,035 13,768,559
InvestmentinAsian Reinsurance

Corporation (Asian Re)shares 81,192,510 __ 28,133,500

P 1,656,818.555 8 623512515




The following presents the fair values of investments in govermment securitiss by confraclial rmaturity dales:

2005 _ 2004
Cres williin e year P 219,979,767 B 128,335 461
D after one vear through five years 525,900,802 471,593613
Cre afier fivie years through ten years B04,047 236 16,669,812
Dueafterten years 6,075,205 5,011,569

£ 1,556,903010 e 21 610,456

Government securities earn infarest S0 annual Fates ranging fron 5.6% to 19.0% in 2005 and 5.6% to 20:8%.n 2004, Changes in fair valugs of
these government securties amoumead 1o P 065031, 112 (netincrease} in 2005 and P48 502 720 (net docrease) in 2004

The balznce of squily secunbes classified as availabie-for-sala financial asset consists of.

2005 _ 2004
Cost
Cluoted inhe stock exchange ] 15,716,756 F 15,548,205
Notgunied inthe stock exchangs 1,694,500 1535000
17,411,256 47,183,205
Fairvaluegains {losses)
Cluoted in lhe slock exchange 2,246 779 24715 648 )
Mot queted in the stock exchange { a3spoo0 ) (0 905000 )
N = i . = B 3414 848 |
B 18,723,035 2 13,768,550

The shares of Azian Re have been issued in the name of the Government of the Philippines (GoP) as the Philippire governmeant’s paricipation in
the jont underaking of Asian countries to organize a reinsurance company thatl will service the nesds of the region. The GoP assigned such
shares, meluding any interest acoruing therean, to the Company. The GoP designated the Company &% the national insulution authenzed to
subscnbe and pay for the said shares of stock. The shares of siock of Asian Re, while not for sale. were classified under this category slnce these
donotqualify for inclusion in any other categones of financial assels. These shares of stock are measured at fair values and the changes in the
falr values are recognized In the squity. The fair value of investments in Asian Re shares smaunted to B 1,182 510 and P 28,133,500 as of
Decerbar 31, 2005 and 2004, respeciivaly. Changes in fair value recognized as parl of Revaluation Reserves in the equity section of the
balance snest amounted 1o RS, 520,556, netof deferred laxes amaounting o P19, 130,654 (sea Mot 12),

The reconciliation of the carryng amaunts of avallable-for-sale financial assels are asfollows:

20035 - 00
Badance at the peginning of the year p 663,512,515 = BB2E14432
Additions 1,152,671,083 140,312,750
Cispasals { 281.,579,875) { 295,041,275 )
Fairvalug gains losses) 155 886,547 [ 46,727,354 )
Fargign currenacy gans (lossas) [ 3.671,715) 345,000

P 1656818555 P 553,512,515

6.2 Held-to-Maturity Securities

Held-to-maturity securilies consist of US dollar denominated fixed treasury notes with thrae 1o ten years termmana interes! rales ranging fram
5. 6% ta 9%

The following presents the breakdown of amortized cost of investmenls in govemment securilies by contractual maturity dates:

2005 0 _ 2004
Duswothinone year B 26,494 064 P -
D afterone year through five years 50,554,795 28,048,796
Dugafter Ive years through ten years 111,288,876 171,558,143

s 188,337,735 B 199,604 039

Govemment secyrities totaling B 18, 750 000 in 20056 2nd 2004 are on depasitwith the |G as security far the benefitof policyholders and creditors
ofthe Company in accordance with 1he provistens of the Insurance Codeof the Philippings.




6.3 Others

Other investmants in 2005 pertain to the capitaiized expenses, specifically filing and professional fees, incurred for the planned merger with
UMRC which amounted tof4,041,020.

Te OTHER RECEIVABLES

This accountincludes the fallowing:

2005 2004
Current,
Accrued interest receivable = 40,959,954 B 21 645995
Cthers 181,007 39,669
Mon-current:
Loans receivable 20483246 637145
P 43,190,297 22322

The fair values of current pariion of Other Receivanies are notindividually determined as the carrying amaunt is & reasonable approximation of
fair value.

&, PROPERTY AND EQUIPMENT

Fresentad below is 3 reconciligtion of the carmying amaounts at the beginning and end of 2005 and the gross carrying amounts and the
accumulated depreciation of praperty and equipment.

Condeminium Gffice Office Furniture  Transporiation EDP
Units _ Improvements  and Equigment _Eguipmant  _Eguipmant Total

Balance at January 1, 2005,

nat ol accemulated

depraciaton

and impairment P 40402634 & 2142 2o2 B B30,502 P OZATOEIT R 2381013 P 47947375
Aadditrevs - - 45080 5,660,000 193600 5,902 GBO
Disposals
Capreciaton charge

e e s ; 1339314} - R AT B 67080 ) ASTPEME) | BJ3353) ( _4.661.906)
Balance at Decamber 31,

2004, pat of accurmsdxiad

gepreciation

&l irmpairment B_o39063320 B 1593215 P 511,636 B_S253721 P 1761760  P49.1R8 152
Decemnar 31, 2005

Cost P 53572553 P 5540783 A 2518419 A 26529350 P 4404715 RT6,TTE,400
Ascumuiaied

dapracighon [ 14509233) ( 2942.548) (___RQ006TBE) (__3.308.27%) (__ 2733455) (26.581.248)
Net carrying amount B 30063320 B 1898215 B 611 B 6253721 B 1761260 P45,188.152

Hatance al January 1, 2004
nat of accumulatad
dapracialicn P 41741 8E B 2 TDE368 P 1,091,507 B O35S182TT B 2532087 P5YG4106T

Agaidions - 203,281 ayg.T20 AT, 001
gepreciatan charge

for the year [ 1,339,354 SRAOTEY (424308 (__134T.340) { S02E8d ) (45677100
Balance a1 Dacembar 31, 2004,

mel of accurnalaied

dapraciabon B AR SN2 B4 B 2482 207 B B83p502 B _ZA7T0937 B 2391013 P47 047,378
Decambar 31, 2004

Losl B B3I5TeLE3 B 5540,TRI P 2458338 B 7205370 P 4301115 PTI008140
Accumulated

deprediation ¢ IR269.912) (5288471} {_ LEIEEAT) (50344330 (_1.910102) {_25141.762)

Mgt carrying adount £ 40402634 B 2152297 B BI0.502 170,937 B 2,391,013 PATS4TITE




9 OTHERASSETS

The OtherAasets accountincludes the fotlowing:

_Noles 2005 2004
Defarred withhoiding value
added tax P 3,274,139 B -
Prepayments 1,770,002 25TT.NT
Degposil 251,200 203,200
Defined benefit assat 1" 162,062 BITTT
Securily lund 97.585 97585
Others 286,059 -
2l 5,791,047 B 2,561,879

Deferrad withholding VAT represants unapplied mpul laxes resylting frowm unpad premums on ceded oul ransactions

Prepayments Include substantially pregaid insurance on progedy gnd equipment and group Ife msuronce and prapaid laxes amounting to
P72e 242

Sacunty fund represents amount deposded with the 1T The lund was created undar Secton 387 of Prasidential Decreg Mo, B12, as amoendexl

undar Presidantial Decres Mo, 1640, 1o be usad for the payment of valid clims against insolvent insurance companies . The batance of the furil
aarns interast al rates datermined by the IC annually,

10. GENERAL ANDADMINISTRATIVE EXPENSES

The detaits ol 1his account Tollow

Noles 2005 004

Salones and pmployes benefits L] ] 4T 313,412 B 41 413,681
Representation and antertainment 6,242,040 T 009402
Dapreciation 4,661,906 4 567,710
Transportation and ravalling 2,996,757 3,278,950
Professional fees 2,905,024 28817 281
Documentary stamps 1,941,938 795,186
Repairs and mainienanca 1,757,509 1,938,857
Retirament 1 1,702,402 1,620,490
Light and water 1,466,494 1,351,761
Taxes, licenses and lees 1,406,021 1,258,688
Printing and office supplies 1,373,869 1.671.183
Communication and postages 1,143,631 1,125,883
Doubtful accounts expense 750,000 750,000
Insurance 676,663 609,485
Professional and technical development 482,070 555,211
Donations and contributions 469,250 507 057
Fringe benefits laxes kvriras 310 686
Miscallaneods 3,465,428 R4 573

B B1.078.085 a oD BOa 244

11 EMPLOYEE BENEFITS

1.1 Short-term Benefits

Expenses recagnized for empioyes benefits are presentad betow (sea Note 10

2005 2004
Salaries and wages P 26,666,517 = 25473.514
Allowances and bonus 12,266,129 10,568 498
Social security costs 1,130,122 1,060,670
Compensated absences 3,872,316 1,217 480
Others _ 3378298 2 693 546

B 47313412

B 41413691




11.2 PostEmployment Benefits

The Company has a funded, noncontributory defined benefit retirament plan providing for death, disability and retirement benefits for all of its
employess. The fund is administered by a local bank as trustee. Ralirement expense charged to operations in 2005 and 2004 amaunted fo
P1,702,402 and P 1,620,480, respectively (sea Mote 1.

The Company obtained an updated actuarial valuation as of January 1, 2004 to ascertain its transitional assetfliability as of thal date in
accordance with PAS 18, Employes Benefits. The Company's fransition ta PAS 18is discussed in Note 2. Actuarial valiations are made annually
to update the retirement benefit costs and the amount of sontributions.

The amounts of defined benefit asset recognized inthe batance sheets as part of Other Assets ara determined as follows [see Mote 9

2005 2004
Prasant valize of the obligation P 24,158,148 2] 15,244 406
Fair value of plan assets { 18,855928) | 15,541,354 )
Ceficiency (excess) of plan assols 5,202,220 [ 286,988 )
Urrecognized actuanal gains { 5,364, 282) o 213211
Defined benefit agsat a 162,062 a B3 FTY

The amounts of relirement expense recarded as pert of General and Administrative Expenses account in the statements of income are as follows
(see MNote10):

2005 2004
Current sarvice costs a 1,265,146 a 1,249,283
Interest costs 1.676,885 1,357,058
Expected return on plan assets { 1.238,629) { 1,008,787 )
Met actuarial gain recognized
during the yaar o - 23,916
Retirement benafits [ 1,702 402 £ 1,620,490

The movernants in the defined benalit asset recognized in the hooks are as follows:

S 11 1 1 0 S
Balance at beginning of year R 83,777 =) 100,565
Expenze recagnized { 1,702402) | 1,620,480
Contributions paid 1,780,687 1,603,702
Balance atend of vear B 162,062 B 83,777

For determination of the retirament benefitabiigation, the followi ng actuanal assumptions were used:

2005 @ . 2004
Discount rates 11% 9.5%
Expected rate of return on plan asseis 8% 8%
Expected rate of salaryincreases 8% B
11.3 Key Management Personnel Compensation
2005 S

Shart-term benefits P 22,011,260 P 18,781,767
Fost-employment benefits _ 793,425 B78.004

g 22 804 685 e 18,450,771




12,

TAXES
12.1 Currentand Deferred income Taxes

The major componants of tax expense for the vears ended Decemzar 31, 2005 and 2004 are as follows:

2005 B 2004
Statements ofincome
Curent tax expense:
Reguiar carporale income tax
[RCIT) (st 32%) P = £ 5,858,902
Minimum corporate income fax
IMCIT (2% 1.020,16% -
Finaltax {at 20% and 7.5%) 20895 482 B 19,356,307
_ 21315651 25,215,204
Dederred tax resulting from an
increase in RCIT rate 1,741,334 -
Deferred tax relating to arigination and
reversal of temparary differences { 18,280,838) (L _ 2 108.044d )
{ 17,539,504) (2108014
Tz gxpansa reported in stataments
of income B 4,376,147 g 25907 195
Statemeants of changes in equity:
Deferred tax ralating to origination
and reversal of temparary difference =] 19,130,654 - 65,843
P 189,130,654 B 65,543

The reconciliation of the tax on pretax income computed atthe applicable slatutory rates to tax expense atlributable to continuing operations is as
foliows:

2005 . 2nng
Taxon pretax income
{2t 35% m 2005 and 32% in 2004) P 36,064,109 [ 39,374 551
Adjustment for income subjecled to
fowar incomea tax rates 20,895 482 18,356 307
Tax effectof;
Increase in deductible tempaorany
difference due to changa
in RCIT rate 1,741,334 -
Mon-deductible expenses 188,261 416,679
Man-laxatle income { T14,051) | 2265470 )
Interestincome subjected ta inal fax { 53,798,988 ) | 33 TT4872)
Tax expense repored in statermanls
ofincome P 4,376,147 B F3.107 185

The Company is sulject to MCIT, computed at 2% of gross incame or RCIT, whichever s higher. The MCIT and net operating loss CArTYOVEr
(MOLCO) resulting from the computation of RCIT can be used by the Company against the regular income tax anid taxable income, respectively,
in the next three taxable years, I 2005, the Company incurred NOLCO amounting to P 5,087 BES which can be used a5 deduction sgainst
taxable ngome unfil 2008,

MCIT for the year amounted to P1,020, 168 and s recorded as partof Deferred Tax Assets acoount In the 2005 balance shasl,

The nal deferred tax liabilites as of Dacember 31 relates o the following:

_Balance Sheets _Statements of Income
_ 2005 2004 2008 @004
Deforrad lax liabililiss:
Detarred acquisition costs P17.836,778 P15378,773 (P 2,558,005) P 2029576
Revaluation resarves on available-for-
sale investments 19,130,654 65,643 - -
Excoss of resarve for unexpirad risks per
hooks over tax basis 2734101 { 1850672 (  4,584.673)( 4.032.668)
Deferrad tax assets:
Unrealized foreign exchange gain (loss) (10,950,775) 10,708,183 ‘21,658,958 478,929
Allowance for doubtful accounts { 4,794,558) [ 4, 143,586) 650,962 (  240,000)
MCIT { 1,020,169) . 1,020,165 -
MOLCO { 1,780,753) - 1,780,753 -
Accrued loave benafits {  BBEB43T) [ 1.334.087) |  445B56) [ 347464)
Fast service oost | 201.466) {_ 184.470) 16,996 3613
Deferred Tax Incame P17.539.504 (B 2.108.014)

Met Deferred Tax Liabilities P20.165.381 £18.6309.874




12.2 New Tax Regulation

O May 24, 2005, Republic Act No, 9337 ("RAS237"), smending cerlain sections of the National Intermal Revenyus Gode of 1997, was signed into
law and become effective beginning November 1, 2005, The fallowing are the majar changas brought about by RA 9337 that are refevant to the
Company:

a.  RCIT rate is increased fram 32% to 35% starting November 1, 2005 until Decamber 31, 2008 and will be reduced to 30% beginning
danuary 1, 2009;

b. VAT rale of 10% remains unchanged, with the President of the Philippines having & stand-by autherity effective January 1, 2006 to
increase the VAT rate to 12%: under cenain cenditions (1he rate is increased to 129 affective Fa bruary 1, 2006);

o VAT rate of 10% s now be imposad on certain goods and services thal wers pravicusly 2era-rated or subject lo percentage tax:

d. Input tax on capital goods shali be claimed on 2 staggered basts over B0 months or the usefu! life of tha ralated assets, whichever is
shorter; and,

#  Creditablainput VAT s capped by a masimum of 70% of output VAT por guarter

13, EQUITY
131 Capital Stock

Capital stock consists of;
Shares Amount
2005 - _ 2004 2005 0 2004

Commanshares P100 parvalue
Authorzed 10,000,000 shares

Isgued:
Halance al beginning of year 6,142,365 4552185 P 514,236,500 & 45571 B.500
Issuance during the year 3,B57.635 - 385,763,500 -
Stlock dividends issued
during the year = _ts580180 - 159.018.000
Balznce at end of year 10,000,000 6142365  R1,000,000,000 B 614236 500

13.2  Treasury Shares

Trezsury sharas pertain to the Company’s shares of stock held by First Quezon City Insurance Co., Ing., which was reacquired in 2005 at a total
coslof 174,126,

13.3  Appropriation for Contingencies

Cm April 18, 1980, the Company's BOD approved the establishment of a special resenve which will serve as cushion to the paid-up capilalin the
ewent of extracrdinarily high loss cccurrences or severe catastrophic losses. The amountaf P 5,000,000 was initially appropriated from relained
e=rnings for this purpose on April 30, 1989, Subsequently, st Decamber 31 of sach year whare there is profit, ten parcent (10%) of such profit
shall be sel aside as additional reserve for confingencies.  The reserve balance, which is shown as Appropriated under Retained Earmings
account in the stataments of changes in eguity, should not excesd, atany time, the amount of paid-up capital. The balance of appropriation for
contingancies as of December 31, 2005 and 2004 amounted to R123 455 961 and P 113,589 545, respactivaly,

134  Shareholders Owning &t Least 7100 Shares

Incompliance with SRC Rule 68, ke Company has 139 shareholders owning 100 or more shares of stocks of the Company

14.  MARGIN OF SOLVEMNCY

Under the Insurance Code of the Philipplnes, a nanlife insurance company doing businessin the Philippines shall maintain at all timas a margin of
solvency equal to BSR0,000 or 10% of the total amaunt of its net premiums written during the preceding year, whicheveris higher. The margin of
solvency shall be the excess of the value of its admitted assets {as defined under the same Code), exclusive of its paid-up capital, aver the
amaount of its fiabilities, unexpired risks and reinsurance reserves,

The final amount of the margin of solvency can be determined only sfter the accounts of the Compasny have been examined and classified as to
atritted and nonadmilted assets, as defined in the Insurance Code, by thelC,

The IC has completed he examination of the accounts of the Company as of December 31, 2004, Based on the examination, the Company's
surplus that is available to cover the required margin of solvency as of Dacember 31, 2004 amounted to P 907,301,940, This amount excesds
the required margin of salvency of P 55,188,073 by P 852,112,867,




15, RECONCILIATION OF NET INCOME UNDER PFRS TO STATUTORY NET INCOME

The recancilizion of net income under GAAP and statutary nel income fallows:

2005 _odnd

PFRS nelincome P 95,664 163 B 99633 278
Differenca inchange in reserve for

unexpired risk- nat [ 13.584,754) 12602087
Deferred acquisition costs- net { 3189272 | 6,342.425)
Provision far cetastrophe loss [ 17.077,303) | 2,386.481)
Tax effect of the adoption of

GAAR accaunting 11.851 465 ( 1235218
Statutony netincome P 76,654,299 P 102.585 241

16, EVENTSAFTER THE EALANCE SHEET DATE

Az mentioned in Note 1, the Company's plan of merger with UMBS was approved vy the majority of stockholders.on Octebier 20, 2006 and the
SECanMarch &, 2006, Consequently, the following were also approved on the same dates:

= Increaseinthe authorzed capital stock am B 1,000 000,000 1o & 3,000, 000,000

- Amendmant ol ihe articles ofincamparation which included the followng new provisions:
1 Wilh cenain exceplions, no shareholder shall have the night or power sall or otherwise dispose of any shares of the capital
stock of the Comaany without first offering it tothe other shareholders of the Compa Ty,
2. Nostockholdsr shall own oracquire mare than 30% of the outstanding capital stock of the Campany

. Amendment of y-laws which introduced two new articles; particularty:
1. TheBOD shall constitute audit committes, namination committes and compensation cam mities naid of goad govemance.

2. ThaCompany shall nave at least one (1) independent director, or such number a5 shall conslitile al laast bwenty (20%) of the
BO0 size, whichaver is higher,

17. CONTINGENCIES

The Company 15 a defendant in & fird party claim filed by a government agency aganst the Company and other reinsurers,  Maragement
balieves that the reserve setup relating 1o 1his case s adequate 1o coveer any liahility that may arise from the ultimate autcome of the case,

18. RISK MANAGEMENT OBJECTIVES AND POLICIES
The Company maybe exposedto a vanely of finansial risks which results fram both s eperating and investing aclivities, The Cam pany’s main
rigk mitigation strategies generally include adoption of undenwnling and investment pelicies and guidelings. annual budget provision and internal
audit checks and assessments.
Thie Company's risk management, In close cooperation with the respective duly constiuted Board Committees on Underwnting, Investment,
Budget and Audit, feouses on imelementing sk control measures adidressing undenwriting acceplances, claims contral, gecunng shorl-io-
mediurm tera cash lows by minimizing exposure 1o financial markets while managing long-term finanzial investmeants to generale lasting refums
The Company daes not actively engage in the trading of financial azsets for speculative purposes nor does itwrite options.. The most significant
financial isks i which the Company maybs exposedio are descrived below
18.7 Foreign currency risk
The Company is exposed to loraign currency risk which mainly anses from its doflar-denomingied investiments, recaivables and pavables. Tha
Company recognized net foreign exchange losses of F45.952 689 In 2005and not foraign exchange gainof P 7201 781 n 2004,
18.2 Crodit Risk
Generally, tha maximum credit risk exposure of inancial assets is the carrying amount of the financial assets as shown an the face of lhe balance
Creditrisk, therafore. is anly disclosed in dreumstances where the maximum patential loss differs significantly from the financial assel’s carmying

armoHnt

The Company's receivables are actively monitored to avoid significant concantrations of credit risk.

18.3 Cash flow and fair value interest rate risks |

Currently, Ihe Company has no linanoial iabilities with floating interest rates
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COMPANY

STOCKHOLDERS

ACROPOLIS CENTRAL GUARANTY CORPORATION
AFP GEMERAL INSURANCE CORPORATION
ALLIEDBAMKERS INSURAMCE CORPORATION
ALPHA INSURANCE & SURETY COMPANY, INC.
ASTA INSURANCE (PHILIPPINES) CORFPORATION
ASTA UNITED INSURANCE, INC.

AVIVA GENERAL INSURANCE PTE. LTD,

AYALA LIFE ASSURANCE, INC.

BENEFICIAL-PMNE LIFE INSURANCE COMPANY, INC.
BF GENERAL INSURANCE COMPANY, INC.

BF LIFE INSURANCE CORPORATION

BPI/MS INSURANCE CORPORATION

CATHAY INSURANCE COMPANY, INC.

CCC INSURANCE CORPORATION

CENTENNIAL GUARANTEE ASSURANCE CORPORATION
CENTRAL SURETY & [NSURANCE COMPANY, IMC,
CIBELES INSURANCE CORPORATION
COMMONWEALTH INSURANCE COMPANY

CONSOLIDATED INSURANCE COMPANY, 1NC.

COOPERATIVE INSURANCE SYSTEM OF THE PHILS. INC.

COUNTRY BANKERS INSURANCE CORPORATION
COUNTRY BANKERS LIFE INSURANCE CORPORATION
COVENANT ASSURANCE COMBANY, INC.
DEVELOPMENT INSURANCE & SURETY CORPORATION
EASTERN ASSURANCE & SURETY CORPORATION

EMPIRE IMSURAMNCE COMPANY

EQUITABLE INSURANCE CORPORATION

FEDERAL PHOENIX ASSURANCE COMPANY, INC,

FGU INSURANCE CORPORATION

FIDELITY INSURANCE COMPANY, INC.

FINMAM GEMERAL ASSURANCE CORPORATION

FIRST GUARANTEE LIFE ASSURANCE COMPANY

FLT PRIME INSURAMNCE CORPORATION

FIRST NATIONWIDE ASSURANCE CORPORATION, THE
FORTUNE LIFE INSURANCE COMPANY, INC,

GEMERAL INSURANCE & SURETY CORPORATION
GOVERMMENT SERVICE INSURANCE SYSTEM

(GREAT DOMESTIC INSURANCE CO. OF THE PHILS,, INC,
GREAT PACIFIC LIFE ASSURANCE CORPORATION
IMDUSTRIAL INSURAMCE COMPANY, INC,

INSLILAR LIFE ASSURANCE COMPANY, LTD., THE
INSURANCE COMPANY OF NORTH AMERICA
INSURANCE OF THE PHILIFPINE ISLAMDS CO,, INC,
IMVESTORS ASSURAMCE CORPORATION

LIBERTY INSURANCE CORPORATION

LUZOMN INSURANCE & SURETY COMPANY, INC,

MaA GENERAL ASSURANCE PHILS., INC.

MALAYAN INSURANCE COMPANY, INC.

MALAYAN ZURICH [NSURANCE COMPANY, INC.
MAMILA BANKERS LIFE INSURANCE CORPORATION
MANILA INSURANCE COMPANY, INC,, THE

MAMNILA SURETY & FIDELITY COMPANY, INC.
MAMUFACTURERS LIFE INSURANCE CQ. (PHILS.), INC.

MAPFRE ASIAN INSURANCE CORPORATION




MEGA PACIFIC INSLIRANCE CORPORATION
MERCANTILE INSURANCE COMPANY, INC., THE
MERIDIAN ASSURANCE CORPORATION
METROPOLITAN INSURANCE COMPANY

MONARCH INSURANCE COMPANY, INC.

MATIONAL LIFE INSURANCE COMPANY OF THE PHILS,
MNEW HAMPSHIRE INSURANCE COMPANY

MEW INDIA ASSURANCE COMPANY, LTD., THE
NORTHWEST INSURAMCE AND SURETY COMPANY, INC,
ORIENTAL ASSURANCE CORPORATION

PACIFIC UNION INSURANCE COMPANY

PARAMOUNT LIFE & GENERAL INSURANCE CORF,
FEOPLE'S GEMERAL INSURANCE CORPORATION
PERLA COMPANLA DE SEGURDS, INC.

PHILAM INSURAMCE COMPANY, INC.

PHILIFPINE AMERICAN LIFE & GEN, INSURAMCE CO,
PHILIPPINE BRITISH ASSURANCE COMPANY, INC.
PHILIPFINE CHARTER INSURANCE CORPORATION
PHILIPFINE FIRE & MARINE INSURAMCE CORPORATION
PHILIPPIMNE PHOENIX SURETY & INSURANCE, INC,
PHILIPPINE PRUDEMTIAL LIFE INSURANCE CO., INC,
PHILIPPIMNES FIRST INSURANCE COMPANY, INC.
PHILIPPINES INT'L. LIFE INSURANCE COMPANY, TMC.
PIOMEER ASIA INSURANCE CORPORATION

PIOMNEER. INSURAMNCE & SURETY CORPORATION

FIONEER INTERCONTINEMTAL INSURANCE CORPORATION

PIOMEER LIFE HOLDINGS, INC.

PIOMEER. LIFE INC.

PLARIDEL SURETY & INSURANCE COMPANY, INC.
PNE GEMERAL INSURERS COMBANY, INC.

PREMIER INSURANCE & SURETY CORPORATION
PRUDENTIAL GUARANTEE & ASSLIRANCE, INC.

R & B INSURANCE CORPORATION

RELIANCE SURETY & INSURANCE COMBANY, INC.
REPUBLIC SURETY & INSURANCE COMPANY, INC.
RICO GENERAL INSURANCE CORPORATION
SEABOARD-EASTERN INSURANCE COMPAMY, INC.
SOLID GUARANTY, INC., THE

SOUTH SEA SURETY & INSURANCE COMPANY, INC,
STERLING INSURANCE COMPANY, IMC.
STRONGHOLD INSURANCE COMPANY, INC.

SUN LIFE ASSURANCE COMPANY OF CANADA

TICO INSURAMCE COMPANY, INC.

TIMES SURETY & INSURANCE COMPANY, INC.
TOKIO MARINE MALAYAN INSURANCE COMPANY, INC.
TRAVELLERS INSURANCE & SURETY CORPORATION
LICPB GENERAL INSURANCE COMPANY, INC.

UNION INSURANCE SOCIETY OF CANTON LTD.
UNITED INSURANCE COMPANY, TNC.

UNITED LIFE ASSURANCE CORPORATION
UMIVERSAL MALAYAN REINSURANCE CORPORATION
UTILITY ASSURANCE CORPORATION

VISAYAN SURETY AND INSURANCE CORPORATION
WESTERN GUARANTY CORPORATION

WORLDWIDE INSURANCE AND SURETY COMPANY

ZENITH INSURANCE CORPORATION
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