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New Company Logo

After our merger with Universal Malayan Reinsurance Corporation, we

are now known as Philippine National Reinsurance Company or PhilNaRe.
“Philippines”fittingly pertains to our major role as the country’s sole domestic
reinsurer, proud of our strong roots and rich heritage. The pillar on our new
logo symbolizes the Company's operational and financial strength. The thick
line below our name represents stability and commitment, while the running
lines above stand for the Company’s vision and our forward-looking thrust

into the future.

Philosophy

PhilNaRe believes in outstanding service to clients.

Our strategies and way of doing business are firmly
anchored on this belief. As we aim to be the dominant
reinsurance company in the Philippines and a regionally
respected reinsurer, we continuously strive to extend
the best measure of service to our clients, who are the
foundation of our business. We listen and respond to
their needs and provide them with innovative solutions

to empower them to pursue their goals.
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In 2006, we achieved significant milestones that
allowed us to reach higher ground while skillfully
tackling new important challenges. Amidst generally
favorable developments in the Philippine economy and
a positive economic outlook, your Company performed
exceptionally well, delivering yet another year of
outstanding growth and record profits.

| am proud to report that in 2006, your Company posted
an all-time high of P3.8 billion in premium production,
a46% increase over the previous year's level. The
highlight of the year was the merger of your Company
and Universal Malayan Reinsurance Corporation
(UMRE), which was completed in March 2006. The
merger represents Phase Il of our four-stage Capital
Enhancement Program (CEP). Phase |, a rights offering
which raised P776 million, was completed in 2005. The
synergistic combination of your Company and UMRE
resulted in raising our net underwriting profit to P187
million and net income to P275 million in 2006, an
impressive leap of 149% and 179%, respectively, over the
figures recorded in 2005.

The merger was a breakthrough in Philippine business,
combining the strengths of three entities which are the
best in their field: Bank of the Philippine Islands (BPI),
Malayan Insurance Company and the Government

Service Insurance System (GSIS). This strategic tripartite
partnership has been hailed as a landmark achievement in
the corporate community. To inaugurate the merger, your
Company adopted a new logo of a pillar which depicts
our strength and permanence of commitment, as well as a
new trade name reflecting our vision as a locally dominant
and regionally respected professional reinsurer: PhilNaRe.

At the same time, your Company remains on track to
accomplish the third stage of the CEP, the Initial Public



“l am proud to report that
in 2006, your Compan
posted an all-time high

of P3.8 billion in premium
production, a 46% increase
over the previous year’s level”

Offering (IPO), through which we aim to increase our
capital, add financial strength, and attain an even wider
and more diverse ownership base. Total stockholders’
equity, which already stands at P3.8 billion as of 31
December 2006, will be further boosted by proceeds
from the IPO. This should allow your Company to gain
an acceptable global security rating which will aid our

international expansion, particularly in the Asian region.

In addition, the IPO will enhance our ability to establish
strategic alliances with regional partners, which is the
fourth and final stage of the CEP.

The Government Service Insurance System (GSIS),
ever cognizant of PhilNaRe's role as a showcase

of a successful working partnership between the

government and the private sector, fully supports your
Company's mandate and initiatives. We are committed

to your Company’s balanced pursuit of serving the
national interest while continuing the quest for

expanded wealth and added value to our shareholders

In closing, | wish to thank all our customers and

shareholders for their unwavering commitment to and

support of the Company’s business. | would also like to
express my appreciation to the management and staff of
your Company, for their dedication to achieving excellent
business results and to their skill in the implementation
of our strategic initiatives and plans.

Together, we shall continue to chart your Company's
course towards greater growth and success, mindful of
the formidable challenges that lie ahead and vigilant

in the exercise of underwriting prudence and sound
business judgment. To all the various publics we serve,
we unequivocally convey PhilNaRe’s renewed message
of commitment. Stay with us in the coming years as we
continue to build a leading institution of which you can
be proud.




“We are now a
stronger and more
solid company,
anchored to high
standards of service
and corporate
governance—
disciplines that
continue to guide us
as we pursue a more
vigorous path of
growth!

The year 2006 was a critical period during which we
surmounted challenges and eventually reaped rewards

for the efforts that we exerted. We are now a stronger

and more solid company, anchored to high standards
of service and corporate governance—disciplines that
continue to guide us as we pursue a more vigorous path
of growth.

Overall, the economic environment was a fitting
backdrop for your Company’s success. With GDP growing
by 5.4% and GNP rising by 6.2%, broad-based growth was
experienced in all the major economic sectors of Services
(6.3%), Agriculture (4.1%) and Industry (4.8%).

The Philippine insurance industry in 2006 generally kept
pace with the overall economy even as conditions of
overcapacity and heightened competition depressed
premium rates (especially on the property line) to
historically low levels. Nevertheless, the Insurance
Commission’s move to set the minimum rates on natural
perils at 0.15% was a positive measure that was met with
widespread compliance by the industry. This, together
with on-going moves to increase insurance companies’
capitalization and net worth, are seen to further
strengthen the industry, particularly the non-life sector.




Underwriting Operations

The merger of your Company and Universal Malayan
Reinsurance Corporation, completed in March 2006,
produced impressive results and established new
milestones, as the combined portfolios generated gross
premium income of almost P3.8 billion, a 46% growth
rate that far exceeded the single digit growth rate of the
direct writing industry. The successful merger involved
various overhauls—information technology systems
integration, benefits alignment and right-sizing—that
paid off immensely in the end.

Substantial gains were recorded in the Fire, Casualty, and
Life lines of business, from both treaty and facultative
sources, even as your Company had to contend with
market conditions which continued to remain soft and
at times uncertain. Premiums from Fire rose strongly by
111% from the previous year's level, despite declining
rates on property business, and accounted for 31%

of gross premium income for the year under review.
Casualty, which continues to be the Company's main
line, registered a growth rate of almost 40% over 2005,
and accounted for 44% of the Company's gross premium
volume. The Life business significantly increased by
1519 from P153M in 2005 to P384M in 2006, almost




doubling its contribution to total gross premium income
from 5.9% in 2005 to 10.2% in 2006.

Your Company's underwriting profit showed even
better results with net underwriting income of P187M
exceeding the previous year's figure of P75M by 149%, as
the combined profits from Fire (P84M), Casualty (P68M),
and Life (P67.5M) negated the losses incurred under

our Marine business. Of particular significance is the
much-improved loss ratio in Fire, which settled at 36% in
2006 as against a loss ratio of 63.4% in 2005. Gradually
emerging as a potential source of future growth and
profits is the Life business, which represents 10% of the
total premium portfolio and yet accounted for 36% of
your Company’s underwriting income.

Investments & Financial Reports

With a significantly bigger financial base resulting from
the merger, your Company's investment and other
income amounted to over P304M, for a 179% growth
over the previous year’s income. These gains more than
compensated for the foreign currency translation losses
incurred during the year under review.

Your Company'’s substantially bigger base of premium
and investment income have favorably coincided with
adrop in overall loss ratio, from 67% in 2005 to 59.8% in
2006, to produce a net income for the year of P275M,
surpassing the previous year's net income of P99M by
179%. Total Assets grew by 104.5% from P4.4B in 2005 to
P9.1B in 2006. Your Company's net worth stood at P3.88
as of yearend 2006, 80% higher than the previous year.

Corporate Governance

Cognizant of sound business practices, your Company
takes a proactive approach in corporate governance,
ensuring transparency and accountability in every
process to protect the interest of shareholders and
create value for all stakeholders. A compliance officer,
who is responsible on a continuing basis for monitoring
compliance with the provisions of your Company’s
Manual of Corporate Governance, has been appointed.
The Board has likewise established an Executive
Committee and a Nomination and Compensation
Committee, pursuant to said Manual. Effective July
2006, your Company has appointed its independent
directors as members of its Audit Committee,
developing an effective system of checks and balances
within the organization.

Furthermore, your Company continues to improve
corporate governance through constant training of
management on the best practices of good corporate
governance. Such measures are part of our mission to
lead our industry by example and strive to be a decisive
force for sustainable progress for the benefit of the
entire industry.

Plans and Directions

With your unwavering support and cooperation, we
have taken broad strides in bringing PhilNaRe to its
present stature of preeminence and financial strength.
We have launched the third stage of our CEP, the IPO,
the proceeds of which will be used to further boost
your Company's paid-up capital, secure an acceptable




global rating and increase our capacity to accept and retain ¥ YO ur CO m pa ny

premiums. Strategic alliances are on the horizon, as we gear

up to expand our presence in the regional market. rema | ns ]COCU Sed on
In support of regional expansion, we have taken on two th € pU rsu lt Of g rOWth
additional senior executives--one to augment the Life ili

# _ and profitability for
Division management team and another to handle special
projects involving large risks. We have also added personnel oOurs h are h Old e rS,
in the actuarial and medical underwriting functions, to 3 2
enhance the array of technical and support services we consli Steﬂt Wlth th e
provide to our clientele. = 4 =

principle of being

Your Company remains focused on the pursuit of growth and an | 8 Stru me nt
profitability for our shareholders, consistent with the principle 5
of being an instrument of national development. The Of ﬂaUOﬂa |

blessings and accomplishments of the year just passed would u
not have been possible without the unselfish support of d eve I o p me nt
and cooperation from all our shareholders and stakeholders.

United in our vision and purpose, we endeavor to scale new

heights of excellence and achievement.

As always, | wish to extend our thanks and appreciation to
our Board of Directors for their inspiration and guidance, to
our Stockholder-cessionaires for their trust and confidence, to
our Management and Staff for their efforts and efficiency, and
to our friends and partners in the industry for their invaluable
contribution to your Company’s success.

Wilfrido C. Bantayan
President & CEO



Financial Highlights

Gross Premiums

Net Premiums
Underwriting Income
Investment & Other Income
Net Income After Tax

Total Assets

Stockholders' Equity

Book value Per Share
Return on Average Equity
Expense Ratio

Loss Ratio

Combined Ratio

3,781,503,835
953,875,519
186,988,989
304,422,736
274,931,380
9,116,344,345
3,831,005,885

2.58
9.20%
22.98%
59.76%
102.29%

2,589,783,755
824,140,197
75,154,460
108,963,935
98,664,163
4,458,118,108
2,130,645,221

2413
6.10%
9.84%

66.97%
97.99%

2,041,583,755
591,258,410
100,595,737
122,057,980
99,938,278
2,933,977,951
1,118,928,891

1.83
9.50%
16.85%
58.71%
98.51%

1,813,944,006
551,890,732
65,655,421
122,035,924
97,183,009
2/461,618,866
987,014,342

247
10.30%
12.06%
60.75%
97.19%

1,698,844,720
472,388,939
66,606,027
126,719,376
85,599,673
2,260,432,095
907,569,145

215
9.70%
16.98%
57.90%
101.12%




Investment & Other Income
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Atty. Adelita A. Vergel De Dios
Vice Chairman

Atty. Winston F. Garcia
Chairman of the Board
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President & CEO




Rafael C. Gallaga
Director

Alfonso L. Salcedo, Jr.
Director

Emilio S. de Quiros, Jr.
Director

Romeo L. Bernardo
Director

Joli CoWu
Director

Manuel L. Co
Director

Josefina L. Valera
Director

Yvonne S. Yuchengco
Director




Statement of Management'’s Responsibility
for Financial Statements

The management of National Reinsurance Corporation of the Philippines is responsible for all information and representations
contained in the financial statements for the years ended December 31, 2006, 2005 and 2004. The financial statements have been
prepared in conformity with generally accepted accoumihg principles in the Philippines 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 management likewise discloses to the company’s audit committee and to its external auditor: (i) all
significant deficiencies in the design or operation of internal controls that could adversely affect its ability to record, process, and report
financial data; (ii) material weaknesses in the internal controls; and (iii) any fraud that involves management or other employees who

exercise significant roles in internal controls.

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 stockholders, has examined the financial statements of the

company in accordance with generally accepted auditing standards in the Philippines and has expressed its opinion on the fairness of

presentation upon completion of such examination, in its report to the Board of Directors and stockholders.

NATIONAL REINSURANCE CORPORATION OF THE PHILIPPINES

wil RCIA
Chairman of the Board

President & CEO

1 /4
FONSO 1/ SALCEDO/JR.

Treasurer




Report of Independent Auditors

The Board of Directors 18th Floor, Philippine AXA Life Center
National Reinsurance Corporation Sen. Gil J. Puyat Avenue corner
of the Philippines Tindalo Street, Makati City

We have audited the accompanying financial statements of National Reinsurance Corporation of the Philippines, which comprise the balance sheets
as at December 31, 2006, 2005, and 2004, and the income statements, statements of changes in equity and cash flow statements for the years then
ended, and notes to financial statements comprising of a summary of significant accounting policies and other explanatory notes.

for the Financial

Management is responsible for the preparation and fair presentation of these financial statements in accordance with Philippine Financial Reporting

Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies;

and making accounting estimates that are reasonable in the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with Philippine
Standards on Auditing. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures
selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation

of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of National Reinsurance Corporation of the
Philippines as of December 31, 2006, 2005, and 2004, and of its financial performance and its cash flows for the years then ended in accordance with
Philippine Financial Reporting Standards.

Emphasis of a Matter

As discussed in Note 23, subsequent to the issuance of the 2006 financial statements on which we have rendered our report dated February 20, 2007,
the Company revised its 2006 financial statements to include additional disclosures on certain balances for its initial public offering. We were able to
satisfy ourselves as to the propriety of the additional disclosures of the affected accounts which are presented in detail in Note 23.

PUNONGBAYAN & ARAULLO

2 vl

ar>
Lilidn S. Lmsanga;;

Partner

CPA Reg. No. 0046660

TIN No. 109-228-234

PTRNo. 0267683, January 2,2007,  Makati City
SEC Accreditation No. 0008-AR-1

BIR AN 08-002511-3-2005 (Dec. 27, 2005 to 2008)
April 3,2007



of the Phi

e Corp

BALANCE SHEETS

December 31, 2006, 2005 and 2004
(Amounts in Philippine Pesos)

ASSETS

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

Available-for-sale

Held-to-maturity

Others
LOANS AND RECEIVABLES
PROPERTY AND EQUIPMENT - Net
DEFERRED REINSURANCE PREMIUMS
DEFERRED INPUT VALUE ADDED TAX
DEFERRED TAX ASSETS

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND EQUITY
REINSURANCE BALANCES 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

Notes

10

2006 2005 2004
P 446,834,344 P 141980545 P 68,804,330
2,955,711,652 1,668,259,780 1,303,507,625
275,114,923 133,273,725 136,938,363
3,445,458,733 1,656,818,555 663,512,515
- 188,337,735 199,604,939
55,303,206 4,041,020 -
154,900,847 43,190,297 22,322,809
89,987,570 49,188,152 47,947,378
1,371,157,013 543,471,360 488,378,113
214,182,979 23,765,892
28,198,157
79,494,921 5,791,047 2,961.879

P_9,116,344,345

4,458,118,108

P 2,863,904,231 P 1,332709,346 P 976,484,832
1,816,299,487 840,144,577 716,796,802
221,051,056 82,025,786 88,879,696

. - 4,846,981
324,901,892 36,721,512

59,181,794 15,706,285 9,400,875

- 20,165.381 18,639,874

5,285,338,460 2,327,472,887 1,815,049,060
3,831,005,885 2,130,645,221

P_9,116,344,345 P_4458,118,108

See Notes to Financial Statements.




National Reinsurance Corporation of the Philipppines

INCOME STATEMENTS

For the years ended December 31, 2006, 2005 and 2004

(Amounts in Philippine Pesos)

Notes 2005 2004
REINSURANCE PREMIUM INCOME
Reinsurance premiums - net of returns 18 P 3,781,503,835 P 2580783755 P 2,041,583,755
Retroceded premiums 18 2,827,628,316 1 345
Reinsurance premiums retained 953,875,519 824,140,197 591,258,410
Increase in reserve for unexpired risks 9 ( 25,879,655 ) 68254528)  ( 19,075,588 )
927,995,864 755,885,669 572,182,822
UNDERWRITING DEDUCTIONS 13
Share in claims and losses 554,566,237 506,213,425 335,901,710
Commissions - net 186,440,638 174,517,784 135,685,375
741,006,875 680,731,209 587,085
NET UNDERWRITING INCOME 186,988,989 75,154,460 100,595,737
INVESTMENT AND OTHER INCOME - Net 12 304,422,736 108,963,935
INCOME AFTER INVESTMENT AND OTHER INCOME 491,411,725 184,118,395 222,653,717
GENERAL AND ADMINISTRATIVE EXPENSES 14,15 219,158,763 81,078,085 99,608,244
INCOME BEFORE TAXES 272,252,962 103,040,310 123,045,473
TAX EXPENSE (BENEFIT) 16 ( 2,678,418) 4,376,147 23,107,195
NET INCOME P 274,931,380 P 9866463 P 99938278
Earnings Per Share 22 P 0.20 P 0.10 |4 0.16

See Notes to Financial Statements.
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National Reil e Corporation of the Philipppines
CASH FLOW STATEMENTS

For the years ended December 31, 2006, 2005 and 2004
(Amounts in Philippine Pesos)

2006 2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES
Income before tax P 212252962 P 103040310 P123045473
Adjustments for:
Increase in reserve for unexpired risks 25,879,655 68,254,528 19,075,588
Unrealized foreign currency loss (gain) 81,867,627 55692983 ( 9,058,019)
Depreciation 8,679,824 4,661,906 4567710
Gain on acqisition ( 51,295,702 )
( 253234383) ( 152883075) (  111966698)
( 8979,802)  ( 1959.994)  ( 2472990)
Operating income before working capital changes 75,170,181 76,806, 23,191,064
Increase in reinsurance balances receivable ( L106336442)  ( 386309975) 4986,408)
Increase in deferred input value added ta ( 190417,087) ( 23765,892)
Decrease (increase) in deferred acquisition costs 20174827 ( 318272)  ( 6342425)
Increase in other assets ( 46,002,000)  ( 3849337)  ( 416316)
Increase in loans and receivables 5,682,704)  ( 2449011)  ( 3.221,449)
Increase (decrease) in reinsurance balances payable 967,691,772 367944135 ( 247,796246)
Tncrease in deferred output value added tax 283,146,942 36,721 <
Tncrease (decrease) in accounts payable and acerued expenss 1,979,388 6305410 ( 1,921,728 )
Cash generated from (used in) operations ( 275,123 ) 48214208 ( 241493508)
Cash paid for income taxes ( 3807,015)  ( 4846981)  ( 23,629910)
Net Cash From (Used in) Operating Activities ( 38,352,138 ) $BI7247  (__ 265123418)
CASH FLOWS FROM INVESTING ACTIVITIES
Proce
Available-for- 1,138,510,274 281,579,875 293,041
e st 87,022,432 - 185,168,455
Interest received 233,920,424 133,569,116 117,236,002
Dividends reccived 8,979,802 1959994 24729%
Disposals (acquisitions) of:
Available-for-sale financial assets ( 1,304055,136) ( ( 140312710)
Property and equipment « 1950,282)  ( 80) ( 1174001)
Other investments ( 454367)  ( 3041,020) -
Held-to-marurity investments - (___151002.139)
Net Cash From (Used in) lnvesting Activities 162873147 ( T45571441) 305429900
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance reissuance of:
Common shares 196,158,513 71,527,000 -
Treasury shares - 4943.400 :
Acquisitions/payments of:
Treasury shares ( 10,610,169) 174126)  ( 3551784
Fractional shares £ : ( 7475)
Net Cash From (Used i) Financing Activities 185,548,344 776296274 ( 3559259)
NET INCREASE IN CASH AND CASH EQUIVALENTS 310,069,353 74,092,080 36,747,223
EFFECTS FOREIGN CURRENCY REVALUATION ON CASH
AND CASH EQUIVALENTS ( 5215554) 915,865) 220654
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 141,980,545 68804330 31827453
CASH AND CASH EQUIVALENTS AT END OF YEAR P__ 446,834,344 P 141980545 P 68804330

Supplemental Information on Noncash Financing Activity

On March 30, 2004, the Company’s BOD declared 35% stock dividend from its unappropriated retained earnings as of December 31, 2003
10 stockholders of record as of June 28, 2004, On June 29, 2004, the Company distributed shares amonnring 10 P159,018,000 equivalent o
1,590,180 shares. ning fractional shares amounting to P7,475 was paid in cash.

See Notes to Financial Statements.



National e Cor ion of the Philipy
NOTES to FINANCIAL STATEMENTS

December 31, 2006, 2005 and 2004
(Amounts in Philippine Pesos)

CORPORATE INFORMATION
11 General

National Rei Corporation of the Philippines (the “Company”) was incorporated in 1978 by virtue of Presidential Decree
No. 1270, as a domestic professional reinsurance firm to provide life and nonlife reinsurance capacity to the Philippines and
neighboring insurance markets. Under the Decrec, it became the vehicle for the Philippine insurance industry’s participation in the
Asian Reinsurance Corporation (Asian Re), a multi-government-initiated reinsurance entity, based in Bangkok, Thailand, which was
established to foster regional cooperation among insurance companies doing business in Asia.

The Company’s registered office, which is also its principal place of business, is located at 18th Floor, Philippine AXA Life Center,
Sen. Gil J. Puyat Avenue corner Tindalo Street, Makati City.

The financial statements of the Company for the year ended December 31, 2006 (including the comparatives for the years ended
December 31, 2005 and 2004) were authorized for issue by the Company’s Board of Directors (BOD) on April 3, 2007.

12 Merger With Universal Malayan Reinsurance Corporation (UMRC)

On May 28, 2004, the Company entered into a Memorandum of Agreement with Universal Malayan Reinsurance Corporation
(UMRC) for the merger of the two entities. Subsequently, on October 10, 2005, the Company executed a Plan of Merger (the
“Plan”) together with UMRC, under which both parties agreed to a combination whereby the Company would be the surviving
corporation. The stockholders and BOD of each of the Company and of UMRC approved the Plan on October 4, 2005 and
October 24, 2005, respectively.

On March 6, 2006, the planned merger was approved by the Securities and Exchange Commission (SEC) and was eventually
consummated by the Company and UMRC on that date.

To consummate the merger, the Company issued 5,885,583 shares of capital stock (with P100 par value) at an agreed exchange value
of P251.18 per share amounting to P1,478,340,738 and incurred P4,041,020 for costs directly attributable to the merger, in order to |
acquire from UMRC the following:

Assets:

Cash and cash equivalents P 196,158,513
Reinsurance balances receivable 216,597,266
Deferred acquisition costs 36,543,768
Available-for-sale financial assets 1,344,617,555
Held-to-maturity investments 46,906,447
Loans and receivables 86,713,887
Property and equipment 85,898,570
Deferred reinsurance premium 53,621,139
Investment propertics 24,556,312
Other assets 22,949,923

P__2.114.563,380

Liabilities:

Losses and claims outstanding P 449,780,223
Reinsurance balances payable 138,667,724
Reserve for unexpired risks 176,210,742
Deferred reinsurance commission 13,553,013
Deferred output value-added tax (VAT) 5,033,438
Accounts payable and accrued expenses 41,496,120

P 824,741,260



“The abovementioned merger also resulted to the Company’s acquisition of its own shares of stock valued at P243,855,340 (970,839
shares at P251.18 per share) from UMRC which the latter had previously purchased from the Company. These reacquired shares
wete shown as part of Treasury Shares account in the 2006 statement of changes in equity (see Note 17).

Further, the Company recognized gain on acquisition of net assets of UMRC, brought about by the merger transaction, amounting
to 51,295,702, which is shown as part of Investment and Other Income account in the 2006 income statement.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of these financial statements are summarized below. The
policies have been consistently applied o all the years presented, unless otherwise stated.

21 Basis of Preparation
(@) Statement of Compliance with Philippine I'inancial Reporting Standards (PIRS)

The financial statements of the Company had been prepared in accordance with Philippine Financial Reporting Standards
(PFRS). PFRS are adopted by the Financial Reporting Standards Council (FRSC), formetly the Accounting Standards Council,

from the issued by the ional Accounting lards Board (IASB). PFRS consist of:

@)  PFRS - corresponding to International Financial Reporting Standards;

(i) Philippine A i dards (PASs) — corresponding to 1 Y i lards; and

(i) T to existing dard: s issued by the International Financial Reporting

Interpestations Cominiixee (FRIC), formerly the Stinding Interprerations Cotimtrse (SI0), of ¢ TASB which ate
adopted by the FRSC.

These financial statements have been prepared on the historical cost basis, except for the revaluation of certain financial a:
The measurement bases are more fully described in the accounting policies that follow.

() Transition to PFRS in 2005

In compliance with the p of the FRSC and the regulations of the SEC, the Company adopted all the relevant
PERS:s for the first time in its financial statements for the year ended December 31, 2005, with January 1, 2004 as its transition
date.

The transition from the previous generally accepted iples in the Philippines to PFRS was made in accordance
with PERS 1, First-time Adoption of Philippine Financial Reporting Standards.

The Company’s transition to PFRS in 2005 resulted in the restatement of the balance of Equity as of January 1, 2005 and
2004. The total adjustment to Equity, particularly in the balance of Revaluation Reserves and Unappropriated Retained
Earnings, arising from the transition amounted to P46,795,280 and P82,262,884, respectively, and is broken down as follows:
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January 1, 2005

Relevant Revaluation Retained Total
PERS Reserves Earnings Adjustment

Fair value adjustments

of available-for-sale

financial assets PAS39 P 21,108508 P - P 21,108,508
Accumulated foreign

exchange difference on

available-for-sale financial

assets previously charged

directly to equity PAS21 ( 24,405,046) 24,405,046 -
Reversal of incurred but not

reported losses (IBNR) PFRS 4 - 16,875,963 16,875,963
Reversal of catastrophe

loss reserve PFRS 4 - 12,697,073 12,697,073

Effect of change from
straight line to effective
interest amortization

method PAS 39 - 1,142,546 1,142,546
Recognition of defined

benefit asset PAS 19 - 83,778 83,778
Remeasurement of long-term

receivable PAS 39 - ( 16,464) ( 16,464)
Accrual of leave benefits PAS 19 - ( 4,169,014) ( 4,169,014)
Deferred tax adjustments PAS 12 15,011,791 15,938,901) (. 927.110)

715,25 35080027 P 6795280

January 1,2004
Relevant  Revaluation Retained Total
PERS Reserves Earnings Adj

Fait value adjustments

of available-for-sale

financial assets PAS39 P 67,683751 P - P 67,683,751
Accumulated foreign

exchange difference on

available-for-sale financial

assets previously charged

directly to equity PAS21 ( 24,056,046) 24,056,046 -
Reversal of IBNR PFRS 4 - 12,141,375 12,141,375
Reversal of catastrophe

loss reserve PERS 4 - 10,300,592 10,300,592

Effect of change from
straight line to effective
interest amortization

method PAS 39 . 1,346,821 1,346,821
Recognition of defined

benefit asset PAS 19 - 100,565 100,565
Remeasurement of long-term

receivable PAS 39 - ( 32,223) ( 32,223)
Accrual of leave benefits PAS 19 3,083,189) (3,083,189

= (
Deferred tax adjustments PAS 12 7,697,935 (___ 13,892,743) ( 6.194,808)
P 51325640 P__30937244 P__ 82262884

In addition to the foregoing adjustments to Equity, the structure of the balance sheet and income statement was also revised.
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(@)

®

Functional and Presentation Currency

These financial statements are presented in Philippine pesos, the Company’s functional currency, and all values represent
absolute amounts except when otherwise indicated (see also Note 2.12).

Impact of New and A dr and Ir ions to Existing that are Relevant to the
Company
Effective in 2006
In 2006, the Company adopted the 4 and ions to existing ing standards issued by the ASB and
adopted by the FRSC which are mandatory for ing periods beginning on ot after January 1, 2006, The relevant
amendments and i interpretations to the Company are as follows:
PAS 19 (Amendment) : Employee Benefits
PAS 39 and PFRS 4
(Amendment) : Financial Guarantee Contracts
Philippine Interpretation
IFRIC 4 ] D i Whether an A

Contains a Lease
Discussed below are the impact on the financial statements of each of these amendments and interpretations.

()  PAS19 (Amendment), Employec Benefits. The dment introduces an option for an i ition approach
for actuarial gains and losses. It also adds new discl i and imposes additional iti
requirements for multi-employer plans whete insufficient information is available to apply defined benefit accounting,
Because the Company does not intend to change its current accounting policy for recognition of actuarial gains and
losses and does not participate in any multi-employer plans, the adoption of this amendment did not result in a
material adj to the financial

(ii)  PAS 39 and PFRS 4 (Amendment), Financial Guarantee Contracts. The amendment requires the recognition of
guarantee liability, at its fair value, of the parent company in relation to a third party loan to a subsidiary guaranteed by
the parent company. The Company’s adoption of the amendment did not result in a material adjustment to the
financial statements.

(ii)  Philippine Interpretation IFRIC 4, Determining Whether an Contains a Lease. Philippine Interpretation IFRIC
4 requires the ion of whether an is or contains a lease based on the substance of the
arrangement. It requires an assessment of whether: (a) fulfilment of the is dependent on the use of a

specific asset; and (b) the arrangement conveys a right to use the asset. Based on the manangLnt s current year
assessment, the adoption of Philippine Interpretation IFRIC 4 has no significant impact on the Company’s current
operations because there were no outstanding arrangements that were identified to be a lease or contains a lease.

FEiffctive Subsequent to 2006

There are a few new standards, and | and interpretation to existing standards that are effective for periods
subsequent to 2006. Of these new standards, and di and interp the following are relevant to the
Company but the Company has opted not to adopt them ealy.

PAS 1 (Amendment) : Presentation of Financial Statements
PFRS 7 H Financial Instruments: Disclosures
Philippine Interpretation
IFRIC 10 t Interim Financial Reporting and
Impairment

Below is a discussion of the possible impact of the foregoing standards, amendments and interpretations which the Company
will apply in 2007 in accordance with their transitional provisions.

@) PFRS 7, Finandial Instraments: Disclosures and complementary amendment to PAS 1 (effective for annual periods
begining on or after January 1, 2007). PERS 7 introduces new disclosures to improve the information about financial
instruments. It requires the disclosure of qualitative and quanti ion about exposure to risks arising from
financial instruments, including specified minimurn disclosures about credi risk, liquidity risk and market rs
including sensitivity analysis to market risk. It replaces PAS 30, Disclosures in the Financial Statements of Banks and Similar

21
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Financial I and disclosur in PAS 32, Financial Instruments: Disclosure and Presentation. Tt is

applicable to all entiies that report under PERS. The dment to PAS 1 introduces disclosures about the level of
an entiy's capital and how it manages capital. The Company has assessed the impact of PFRS 7 and the amendment
t0 PAS 1 and concluded that the main additional discl will be the s y analysis to matket risk and the
capital disclosures required by the amendment of PAS 1.

(i) Philippine Interpretation IFRIC 10, Interim Financial Reporting and Inpairment (effective for annual periods beginning on
or after November 1, 2006). It prohibits the impairment losses recognized in an interim period on gooduwill
in equity ins and i in financial assets carried at cost to be reversed at a subsequent
balance sheet date. The Company is currently evaluating the impact of this interpretation on its financial statements
and has initially determined that such may not have significant effects on the financial statements for 2007, as well as
for prior and future periods.

2.3 Financial Assets

Financial assets include cash and other financial i instruments. Financial assets, other than hedging instruments, are classified into the

following categories: loans and reccivabl and available-for-salc financial assets. Financial assets are
assigned to the different ies by on initial ition, depending on the purpose for which the investments were
acquired. The designation of financial assets is re-cvaluated at every reporting date at which date a choice of classification or accounting
treatment is available, subject to compliance with specific provisions of applicable ing standard

Cash and cash equivalents are defined as cash on hand, demand deposits and short-term, highly liquid investments readily convertible to
known amounts of cash and which ate subject to insignificant risk of changes in value,

All financial assets are recognized on their trade date and are initially recognized at fair value, plus transaction costs.

The foregoing ies of financial i are more fully described below.
(@) Loans and Receivables
Loans and receivables are non-derivative financial asscts with fixed or determinable payments that are not quoted in an active

matket. They arise when the Company provides money, goods o services directly to a debtor with no intention of trading the
receivables.

Loans and receivables are subsequently measured at amortized cost using the effective interest method, less impairment losses.

Any change in their value is ized in profit or loss. Impai loss is provided when there is objective evidence that the
Company will not be able to collect all amounts due to it in accordance with the original terms of the receivables. The amount
of the i loss is d ined as the dif between the assets’ carrying amount and the present value of estimated

cash flows.

Loans and receivables are d as Reil Balances Receiv: and Loans and Receivables in the balance sheets.

(b)  Held-to-maturity Investments

These include non-derivative financial assets with fixed or determinable payments and a fixed date of maturity. Investments are
classified as held-to-maturity if the Company has the positive intention and ability to hold them until maturity. Investments
intended to be held for an undefined period are not included in this classification.

Held-to-maturity investments are measured at amortized cost using the effective interest method. In addition, if there is
objective evidence that the investment has been impaired, the financial asset is measuted at the present value of estimated cash
flows. Any changes to the carrying amount of the investment are recognized in profit or loss.

(@) Available-for-sale Financial Assets

These include non-derivative financial assets that are either designated to this category or do not qualify for inclusion in any of
the other categories of financial assets.

All financial assets within this category are initially recognized at fair value plus transaction costs and subsequently measured at
fait value, unless otherwise disclosed, with changes in value recognized in equity, net of any effects arising from income taxes.
Gains and losses arising from securities classified as available-for-sale ate recognized in the income statement when they are sold
or when the investment is impaired.



In the case of impairment, the ¢ ive loss previously recognized directly in equity is transferred to the income statement. 1f

s change, impai losses on available-for-sale equity are not reversed through the income statement.
On the other hand, if in a subsequent period the fair value of a debt instrument classified as available-for-sale increases and the
increase can be objectively related to an event occurring after the impairment loss was recognized in income statement, the
impairment loss is reversed through the income statement.

For investments that are actively traded in organized financial markets, fair value is determined by reference to stock exchange quoted
market bid prices at the close of business on the balance sheet date. For investments where there is no quoted market price, fair value
is determined by reference to the current market value of another instrument which is substantially the same or is calculated based on
the expected cash flows of the underlying net asset base of the investment.

Non-compounding interest and other cash flows resulting from holding financial assets are recognized in profit or loss when earned,
regardless of how the related carrying amount of financial assets is measured.

Derecognition of financial assets occurs when the rights to reccive cash flows from the financial instruments expire or are transferred
and substantially all of the risks and rewards of ownership have been transferred.

24 Property and Equipment

Juipment are cartied at acquisition cost or fon cost less subsequent def

Property and and impairment losses.
The cost of an asset comprises its purchase price and directly attributable costs of bringing the asset to working condition for its
intended use. Expenditures for additions, major improvements and renewals are capitalized; expenditures for repairs and
maintenance are charged to expense s incurred. When assetsare sold, retired or otherwise disposed of,their cost and related

and imp losses are removed from the accounts and any resulting gain or loss is reflected in income

for the period.
Dey is puted on the straight-line basis over the esti 1 useful lives of the assets as follows:

Condominium units 40 years

Office improvements 10 years

Office furniture and equipment 5 years

“I'tansportation equipment 5 years

EDP equipment 5 years

An asse’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its
estimated recoverable amount (see Note 2.13).

The residual values and estimated useful lives of property and equipment are reviewed, and adjusted if appropriate, at each balance
sheet date.

An item of property and equipment is derecognized upon disposal or when no future economic benefits are expected to arise from the
continued use of the asset. Any gain or loss arising on d ition of the asset (calculated as the di between the net disposal

proceeds and the carrying amount of the item) is included in the income statement in the year the item is derecognized.

25  Investment Property

Investment property is carried at acquisition cost o ion cost less :

and impai losses.

The cost of the investment property comprises its purchase price and directly attributable costs of bringing the asset to working
condition for its intended use. Expenditurcs for additions, major improvements and renewals are capitalized; expenditures for repairs
and maintenance are charged to expense when incurred.

Investment property is derecognized upon disposal or when permanently withdrawn from use and no future economic benefit is
expected from its disposal. Any gain or loss on the retirement or disposal of an investment property is recognized in the income
statement in the year of retirement or disposal.

23
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2.6  Financial Liabilities

Financial liabilities include reinsurance balances payable and accounts payable and accrued expenses.

Financial liabilities are recognized when the Company becomes a party to the of the i All interest
related charges are recognized as an expense in the income statement.

Reinsurance balances payables and accounts payable and accrued expenses are recognized initially at their nominal value and
i measured at ized cost less settl payments.

Dividend distributions to sharcholders are ized as financial liabilities when the dividends are approved by the shareholders.

Financial liabilities are derccognized from the balance sheet only when the obligations are extinguished either through discharge,
cancellation or expiration.

2.7 Provisions

Provisions are recognized when present obligations will probably lead to an outflow of cconomic resources and they can be estimated
reliably even if the timing or amount of the outflow may sill be uncertain. A present obligation arises from the presence of a legal or
constructive commitment that has resulted from past events.

Provisions are measured at the estimated expenditure required to settle the present obligation, based on the most reliable evidence
available at the balance sheet date, including the risks and inties associated with the present obligation. Any reim

expected to be received in the course of settlement of the present obligation is recognized, if virtually certain, as a separate asset at an
amount not exceeding the balance of the related provision. Where there ate a number of similar obligations, the likelihood that an
outflow will be required in setil is determined by considering the class of obligations as a whole. In addition, long-term
provisions ate discounted to their present values, whete time value of money is material.

Provisions are reviewed at each balance sheet date and adjusted to reflect the current best estimate.

In those cases where the possible outflow of economic resource as a result of present obligations is considered improbable or remote,
or the amount to be provided for cannot be measured reliably, no liability is recognized in the financial statements.

Probable inflows of economic benefits that do not yet meet the recognition criteria of an asset are considered contingent assets,
hence, are not recognized in the financial statements.

28  Revenue Recognition

(@) Reinsurance preminms — Revenue is recognized for revenue premiums from short duration insurance contracts over the period
of the contracts using the 24th method except for revenues from marine cargo tisks which are recognized based on the
relevant provisions of the Insurance Code. The portion of the reinsurance premiums retained that relate to the unespired
periods of the policies at balance sheet dates arc accounted for as Reserve for Unexpired Risks and presented in the liability
section of the balance sheets. The net changes in the account Reserve for Unexpired Risks between balance sheet dates are
recognized in the income statements.

(8)  Interest — Revenue is recognized as the interest accrues (taking into account the effective yield on the asser).
2.9  Claim Costs Recognition

Share in liabilities for claim costs and claim adjustment expenses relating to insurance contracts are accrued when insured events
occur.

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

Share in recoveries on claims are evaluated in terms of the estimated realizable values of the salvage recoverables. Recoveries on
settled claims are recognized in the income statements in the period the recoveries are made while estimated recoveries are
presented as part of Reinsurance Balances Receivable.




210 Acquisition Costs

Costs that vary with and are primarily related to the acquisition of new and renewal reinsurance contracts such as commissions,
certain underwriting costs and inspection fees, are deferred and charged to expense in proportion to reinsurance premium revenue
ized. U ized fon costs are shown in the balance sheets as Deferred Acquisition Cos

211 Commissions on Retrocessions

Commissions on retrocessions are deferred and are subjected to the same amortization method as the related acquisition costs.

Deferred portion are presented in the balance sheet as Deferred Reinsurance Commi

ions.

212 Functional Currency and Foreign Currency Transactions
(a) Functional and Presentation Currency
Items included in the financial statements of the Company are measured using the currency of the primary economic

environment in which the entity operates (the “functional currency”). The financial statements are presented in Philippine
pesos, which is the Company’s functional and presentation currency.

(b) msactions and Balances
The accounting records of the Company are maintained in Philippine pesos. Foreign currency transactions during the year
are translated into the functional currency at exchange rates which approxi those ¢ iling on ion dates.
Foreign currency gains and losses resulting from the setl of such transactions and from the translation at year-end

exchange rates of monetary assets and liabilities denominated in foreign currencies ate recognized in the income statement.

2.13  Impairment of Non-financial Assets

The Company’s property and equipment and investment property ate subject to impairment testing. Al other individual assets are
tested for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.

An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its tecoverable amount. The
recoverable amount is the higher of fair value, reflecting market conditions less costs to sell and value in use, based on an internal
discounted cash flow evaluation.

All assets are sul | 1 for indi that an impai loss previously recognized may no longer exist and the

carrying amount of Lhe asset is adjusted to the recoverable amount resulting in the reversal of the impairment loss.

214 Employee Benefits
Pensions to employees are provided through a defined benefit plan.

A defined benefit plan is a pension plan that defines an amount of pension benefit that an employee will receive on retirement,
usually dependent on one or more factors such as age, years of service and salary. The legal obligation for any benefits from this
kind of pension plan remains with the Company, even if plan assets for funding the defined benefit plan have been acquired. Plan
assets may include assets specifically designated to a long-term benefit fund, as well as qualifying insurance policies. The Company’s
defined benefit pension plan covers all regular full-time employees. The pension plan is tax-qualified, noncontributory and
administered by a trustee.

The liability recognized in the balance sheet for defined benefit pension plans is the present value of the defined benefit obligation
(DBO) at the balance sheet date less the fair value of plan assets, together with adjustments for unrecognized actuarial gains or
losses and past service costs. The DBO s calculated regularly by independent actuarics using the projected unit credit method. The
present value of the DBO is determined by discounting the estimated future cash outflows using interest rates of high quality

bonds that are denominated in the currency in which the benefits will be paid and that have terms to maturity
approximating the terms of the related pension liabili
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Actuarial gains and losses are not recognized as an income or expense unless the total unrecognized gain or loss exceeds 10% of the
greater of the obligation and related plan assets. The amount exceeding this 10% corridor is charged or credited to profit or loss
over the employees” expected average remaining workinglives. Actuarial gains and losses within the 10% corridor are disclosed
separately. Past-service costs are jately in the income s , unless the changes to the pension plan are

litional on the empl ining in service for a specified period of time (the vesting period). In this case, the past service
costs are amortized nn a <tmgh‘ line basis over the vesting period.

Short-term employee benefits are recogaived for the number of paid leave days (including holiday enid ining at the
balance sheet date. They are included in current pension and other employee obligations at the undi 1 amount that the
Company expects to pay as a result of the unused entitlement.

215 Income Taxes

Current tax assets or liabilities comprise those claims from, or obligations to, fiscal authorities relating to the current o prior reporting
period, that are uncollected or unpaid at the balance sheet date. They are calculated according to the tax rates and tax laws applicable to
the fiscal periods to which they relate, based on the taxable profit for the year. All changes to current tax assets or liabilities are
recognized as a component of tax expense in the income statement.

Deferred tax is provided, using the balance sheet liability method on temporary differences at the balance sheet date between the tax
base of assets and liabilities and their cartying amounts for financial reporting purposes.

Under the balance sheet liablity method, with cetain exceptons, defered ta lbilies are recogaized forall avable temporary
differences and deferred tax assets are zed for all ded and the can 1 of unused tax osses
and unused tax credits to the extent that it is probable that taxable pruft\vll.l ‘be available against which the deferred tax asset can be
uilized.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is probable that
sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilized.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realized or the
liability is settled, based on tax rates and tax laws that have been enacted or substantively enacted at the balance sheet date.

Most changes in deferred tax assets or liabilities are recognized as a component of tax expense in the income statement. Only changes
in deferred tax assets or liabilities that relate to a change in value of assets or liabilities that is charged directly to equity are charged or
credited directly to equity.

216 Equity

Capital stock is determined using the nominal value of shares that have been issued or reissued.

Additional paid-in capital includes any premiums received on the initial issuance of capital stock. Any transaction costs associated with
the issuance of shares are deducted from additional paid-in capital, net of any related income tax benefits.

Treasury shares are stated at the cost of re-acquiring such shares.

Revaluation reserves comprise gains and losses due to the revaluation of certain available-for-sale financial assets.
Retained earnings include all current and prior period results as disclosed in the income statement.

217 Earnings Per Share (EPS)

Earnings per share is determined by dividing net income by the weighted average number of shares issued, adjusted for stock
dividends and stock split, less shares held in treasury during the period.

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The Company’s financial statements prepared in accordance with PERS require management to make judgments and estimates that
affect amounts reported in the financial statements and related notes.
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Judgments

In the process of applying the Company’s accounting policies, management has made the following judgments, apart from those
involving estimation, which have the most significant effect on the amounts recognized in the financial statements:

(@

)

)

()

©

3.2

Fanctional Currency

The Company has d that its functional currency is the Philippine peso which is the currency of the primary

environment in which the Company operates.

Held-to-maturity Investments

“The Company follows guidance on PAS 39 on classifying non-derivative financial assets with fixed or determinable payments
and fixed maturity as held to maturity. This classification requites significant judgment. In making the judgment, the Company
evaluates its intention and ability to hold its investments in bonds up to maturity.

If the Company fails to keep these investments to maturity other than for specific circumstances explained in PAS 39, it will be
required to reclassify the whole class as available-for-sale. ‘The investments would therefore be measured at fair value, not

amortized cost.

Inpairment of Available-for-sale Financial Assets

“The Company follows the guidance of PAS 39 on when an inves is other-th porarily impaired. This

ion requires judgment. In making this judgment, the Company evaluates, among other factors, the
duration and extent to which the fair value of an investment is less than its cost; and the financial health of and near-term
business outlook for the investee, including factors such as industry and sector performance, changes in technology and
operational and financing cash flow.

Distinction Between Investment Properties and Owner-managed Properties

“The Company determines whether a property qualifies as investment property. Tn making its judgment, the Company considers
whether the property generated cash flows largely independently of the other assets held by an entity. Owner-occupied
properties generate cash flows that are attributable not only to property but also to other assets used in the supply of services or
for administrative purpos

Some properties comprise a portion that is held to carn rental or for capital appreciation and another portion that is held for use
in the production and supply of goods and services or for administrative purposes. If these potion can be sold separately (or
leased out separately under finance 1ease). the Company accounts for the portions separately. If the portion cannot be sold

the property is d for as property only if an insignificant portion is held for use in the production
or supp]y of goods or services or for administrative purposes. Judgment is applied in determining whether ancillary services are
so significant that a property does not qualify as investment property. ‘The Company considers each property separately in
making its judgment.

Provisions and Contingencies
Judgment is exercised by management to distinguish between provisions and contingencies. Policies on recognition and
disclosure of provision and disclosure of contingencies ate discussed in Note 2.7 and relevant disclosures are presented in Note

24.

Estimates

‘The estimates and assumptions used in the financial statements are based upon management’s evaluation of relevant facts and
circumstances of the Company’s financial statements. Actual results could differ from those estimates. The following are the relevant
estimates performed by management on its December 31, 2006, 2005 and 2004 financial statements:

(a)

Usefil Life of Property and Equipment

The Company estimates the useful lives of property and equipment based on the period over which the assets are expected to be
available for use. The estimated useful lives of property and equipment are reviewed periodically and are updated if expectations
differ from previous estimates due to physical wear and tear, technical or commercial obsolescence and legal or other limits on
the use of the assets. In addition, estimation of the useful lives of property and equipment is based on collective assessment of
industry practice, internal technical evaluation and experience with similar assets. It is possible, however, that future results of
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operations could be materially affected by changes in estimates brought about by changes in factors mentioned above. The
amounts and timing of recorded expenses for any period would be affected by changes in these factors and circumstances. A
reduction in the estimated useful lives of property and equipment would increase recorded operating expenses and decrease total
assets.

Property and equipment net of 1 depreciation an losses 1 to P89,987,570, 49,188,152, and
P47,947,378 as of December 31, 2006, 2005, and 2004, (upecuvcl) (see Note 8).

(b)  Allowance for Impair of Reis Balances Receivables, and 1.oans and Receivables

Allowance is made for specific and groups of accounts, where objective evidence of impairment exists. The Company evaluates
these accounts based on available facts and circumstances, including, but not limited to, the length of the Company’s

ionship with the the * current credit status based on third party credit reports and known market
forces, average age of accounts, collection experience and historical loss experience.

Impairment losses on reinsurance balances receivables amounted to P106,799,471 in 2006, P13,698,738 in 2005, and
P12,948,738 in 2004 (sce Note 5).

() Realizable Amount of Deforved Tax: Assets

The Company reviews its deferred tax assets at each balance sheet date and reduces the carrying amount to the extent that it is
no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilized.

Deferred tax assets amounted to P28,198,157 as of December 31, 2006 (see Note 16).
() Impairment of Non-financial Assets

Except for intangible assets with indefinite useful lives, PFRS rcqum:< that an impairment review be performed when certain
impairment indicators are present. The Company’s policy on esti the impai of non-financial assets is discussed in
deail in Note 2:13. ‘Though management believes that the assumptions used in ) the estimation of fair values reflected in the
financial are ate and reas i changes in these may materially affect the
assessment of recove erablc valucﬁ and any resulting impairment loss could have a malcna] adverse effect on the results of
operations.

(¢) Retirement Benefits and Other Retirement Benefits

The determination of the Company’s obligation and cost of pension is dependent on the selection of certain assumptions used
by actuaries in calculating such amounts. Those assumptions are described in Note 15.2 and include, among others, discount
sates, expected return on plan assets and salary increase rate. In accordance with PFRS, actual resuls that differ from the

lated and amortized over future periods and, therefore, generally affect the recognized expense and
recorded obligation in such future periods.

The reti benefit obligation and net ized actuarial gains amounted to P33,803,697 and P2,465,688, respectiv
2006; the retirement benefit asset and net unrecognized actuarial losses amounted to P162,062 and P5,364,282, respectiv
2005; and the retirement benefit asset and net unrecognized actuarial gain amounted to P83,777 and P213211, respectively, in
2004 (sce Note 15.2).

CASH AND CASH EQUIVALENTS

This account consists of:

2006 2005 o004
Time deposits P 384,673,854 P - P 14,066,750
Cash on hand and in banks 62,160,490 141,980,545 54,737,580
P 446,834,344 P 141980545 P 68,804,330

Time deposits were made for varying periods of between one day and one month depending on the liquidity requi of the

Company and earn interest at short-term deposit rates. The Cash and Cash Equivalents account includes foreign currency
denominated cash of US$3,022,664 (P148,509,528) as of December 31, 2006, US$286,208 (P15,188,200) as of December 31, 2005
and US$329,132 (P18,519,249) as of December 31, 2004,



5. REINSURANCE BALANCES

The details of reinsurance balances are as follows:

2006 2005 2004
Reinsurance balances receivable:
Due from ceding companies P 2,072,946,667 P 914,106,854 P 539,356,437
Reinsurance recoverable on losses 906,797,090 738,109,215 739,901,672
Funds held by ceding pani 82,767,366 29,742,449 37198254
3,062,511,123 1,681,958,518 1,316,456,363
Allowance for impairment ( 106,799,471) ( 13,698,738) (. 12,948,738)

P_2,955,711,652 P 1,668,259.780 P 1,303,507,625

2006 2005 2004

Reinsurance balances payable:
Due to retrocessionaires P 1,537,298,404 P 492650346 P 242,578,102
Claims payable 1,270,902,819 819,103,379 700,357,884
Funds held for retrocessionaires 55,703,008 20,955,621 33,548,846

P 2,863,904,231 P 1332709346 P 976,484,832

A reconciliation of the allowance for impairment at beginning and end of 2006, 2005, and 2004 is shown below:

2006 2005 2004
Balance at beginning of year P 13,698,738 P 12,948,738 P 12,198,738
Assumed relative to the merger 35,586,000 - -
Impairment loss during the year 57,514,733 750,000 750,000
Balance at end of year P 106,799,471 P 13,698,738 P 12,94

The fair values of these short-term financial assets and liabilities are not individually determined as the carrying amount s a
reasonable approximation of fair value.

6. INVESTMENTS
6.1  Available-for-Sale Financial Assets

“This account is composed of:

2006 2005 2004
Bonds P 2,903,086,959 P 1,556,903,010 P 621,610,456
Equity securities 437,785,083 18,723,035 13,768,559
Investment in Asian Re shares 66,987,944 81,192,510 28,133,500
Various funds 37,598,747 - -

P__3,445458,733 P 1,656,818,555 P 663,512,515

Bonds include investments reclassified from Held-to-maturity investments to Available-for-sale financial assets in 2006 including
government securities totaling P33,996,443 which are on deposit with the IC as secutity for the benefit of policyholders and
creditors of the Company in accordance with the provisions of the Tnsurance Code of the Philippines.
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The following presents the fair values of investments in bonds by contractual maturity dates:

2006 2005 200
Due within one year P 232676878 P 219979767 P 128335461
Due after one year through

five years 1,105,566,963 525,900,802 471,593,613
Duc after five years through

ten years 1,467,978,035 804,947,236 16,669,813
Due after ten years 96,865,083 6,075,205 5,011,569

P_2,903,086,959 P 1556903010 P 621,610456

Bonds earn interest at annual rates ranging from 2.0% to 18.0% in 2006, 5.6% to 19.0% in 2005 and 5.6% to 20.5% in 2004.
Changes in fair values of these bonds amounted to P127,349,513 (net increase), P96,435,469 (net increase), P40,739,143 (net
decrease) in 2006, 2005 and 2004, respectively, and are shown as part of Revaluation Reserves account in the statements of changes
in equity.

The balance of equity securities classified as available-for-sale financial asset consists of:

2006 2005 2004
Cost:
Quoted in the stock exchange P 316,553,415 P 15,716,756 P 15,548,205
Not quoted in the stock
exchange 44,811,521 1,694,500 1,635,000
361,364,936 17,411,256 17,183,205
Fair value gains (losses):
Quoted in the stock exchange 78,990,824 2,246,179 ( 2,419,646)
Not quoted in the stock
exchange ( 2,570,677) (. 935,000 ( 995,000)
76,420,147 1,311,779 (. 3,414,646)

P 437,785,083 P 18723035 P 13768,559
Equity securities mainly consist of investments in companies listed in the Philippine Stock Exchange.

‘The shares of Asian Re have been issued in the name of the Government of the Philippines (GoP) as the Philippine government's
participation in the joint undertaking of Asian countries to organize a reinsutance company that will service the needs of the region. ‘
The GoP assigned such shares, including any interest accruing thereon, to the Company. The GoP designated the Company as the

national institution authorized to subscribe and pay for the said shates of stock. The shares of stock of Asian Re, while not for sale,

were classified under this category since these do not qualify for inclusion in any other categories of financial assets. These shares of

stock are measured at fair values and the changes in the fair values are recognized in equity. The fair value of investments in Asian

Re shares amounted to P66,987,944, P81,192,510 and 28,133,500 as of December 31, 2006, 2005, and 2004, respectively. Changes ‘
in fair value recognized as part of Revaluation Reserves in the equity section of the balance sheets amounted to P27,574,264, net of =
deferred taxes amounting to P14,847,681 in 2006, P35,528,356, net of deferred taxes amounting to P19,130,654 in 2005 (see Note
16).

The reconciliation of the carrying amounts of available-for-sale financial assets ate as follows:

2006 2005 20
Balance at the beginning of

the year P 1656818555 P (63512515 P 862619432
Additions 2,791,711,468 1,152,671,083 140,312,710
Disposals ( L138510274)(  281579.875)(  293,041273)
Fair value gains (losses) 201,554,055 155,886,547 ( 46,727,354)
Foreign currency gains (losses) ( 66,115,071) (. 33,671,715) 349,000

P 3,445458,733 P_ 1656818555 P 663,512,515




The fair values of available-for-sale financial assets have been determined directly by reference to published prices in the active
market.

6.2 Held-to-Maturity Securities

Held-to-maturity securities consist of fixed rate treasury notes, retail treasury bonds, and corporate bonds with 1 to 10 years term
and interest rates ranging from 8.87% to 12.37%.

The following presents the breakdown of amortized cost of i in government securities by contractual maturity dates:
2006 2005 2004
Due within one year P - P 26494064 P -
Due after one year through
five years - 50,554,795 28,046,796
Duc after five years through
ten years s 111,288,876 171,558,143

P 2 P___ 188337735 P 199,604,939

Government securities totaling P18,750,000 in both 2005 and 2004 are on deposit with the IC as security for the benefit of
policyholders and creditors of the Company in accordance with the provisions of the Insurance Code of the Philippines.

In 2006, the Company reclassified all of its Held-to-maturity investments to Available-for-sale financial assets.

6.3  Others

Other investments in 2006 pertain to investment properties consisting of a piece of land and building and improvements which are
owned for investment purposes only. No income or loss or direct operating expenses were recognized during the current year.

A reconcilation of the carrying amounts at the beginning and end of the year 2006 and the gross carring amounts and the
d of i ics are shown below:

Balance at January 1, 2006,

net of accumulated depreciation P .

Additions 66,907,090
Disposals ( 9,613,300)
Depreciation charge for the year ( 1.990,584)

Balance at December 31, 2006,
net of accumulated depreciation P 55303206

December 31, 2006

Cost P 72,384,818

Accumulated depreciation ( 17,081,612)

Net carrying amount D 55303206
Other investments in 2005 pertain to the capitalized expenses, specifically filing and professional fees, incurred for the planned
merger with UMRC which amounted to P4,041,020. These capitalized expenses were subsequently treated as costs directly

attributable to the merger in 2006.
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7.

LOANS AND RECEIVABLES

This account includes the following:

2006 2005 2004

Current:

Accrued interest receivable P 62,701,350 P 40,959,954 P 21,645,995

Term loans 30,000,000 - =

Others 4,517,086 181,097 39,669
Non-current:

Term loans 40,000,000 -

Loans receivable 17,682,411 2,049,246 637,145

P 154,900,847 P 43190297 P 22,322,809

Loans and receivables are usually due within 1 to 20 years. These financial assets are subject to credit risk exposure. However, the
Company does not identify specific concentrations of credit risk with regard to loans and receivables since most of the loans and
receivables are secured by collaterals.

Term loans pertain to the Company’s participation in syndicated loans of other C
effective interest rate on these loans ranges from 9% to 12.4% in 2006,

These loans are interest bearing. The

Loans receivable includes Mortgage, Housing, and Car loans which have an annual effective interest rate of 14% to 28%, 10% to
22%, and 7% to 13%, respectively, in 2006.

‘The fair value of these financial assets is not individually determined as the carrying amount s a reasonable approimation of fair
value since the interest rates are approximately the same as the market interest rate.

PROPERTY AND EQUIPMENT

Presented below is a reconciliation of the carrying amounts at the beginning and end of 2006, 2005, and 2004 and the gross carrying
amounts and the accumulated depreciation of property and equipment.

Condominium Office Office Furniture T!anspnnallon EDP
nits and i Total

Balance at January 1, 2006,

net of accumulated

depreciation

and impairment P 39,063,320 P 1,598,215 P 511,636 P 6253721 P 1,761,260 P 49,188,152
Additions 39,961,310 3,046,312 36,277 4,466,137 1,072,851 48,582,887
Disposals - - R ( 1,094,229 - ( 1,094,229)
Depreciation charge

for the year ( '46,403) 807,765) 261,183) (. 1.887.702) (. 986,187) (. 6,689,240)
Balance at

December 31, 2006,

net of accumulated

depreciation and

impairment P_76218227 P 3836762 P 286730 P_7757,97 P 1841924 P 89987570
December 31, 2006

Cost P 104,227,734 P 12,669,559 P 8,624,279 P 11,091,338 P 11,277,865 P 147,890,775

Accumulated

( 7.949.507) (. 32,797) ( 8,337,549) 3353.411) (. 9.429,941) 57,903,205
Net carrying amount P_76278221 P 3836762 P 286730 P 773721 P 184724 P 89981570



Condominium Office Office Furniture  Transportation EDP

and i Total

Balance at January 1, 2005,

net of accumulated

depreciation

and impairment P 40402634 P 2152292 P 830502 P 2170957 P 2391013 P 47,947,378
Additions - - 49,080 5,660,000 193,600 5,902,680
Disposals
Depreciation charge

for the year (1330314 (554077 ( 367.046) (___1577216) ( 823353) (___4.661906)
Balance at

December 31, 2005,

net of accumulated

depreciation and

impairment P_39063320 P 1508215 P 11636 P 6253721 P 1761260 P 49,188,152
December 31, 2005

Cost P 53572553 P 5540763 P2518419 P 9652950 P 4494715 P 75,779,400
Accumulated

depreciation (14500233) (__3942,548) ( 006783  (___3399220) (___ 2733455 (__26,591248)
Net carrying amount P_30063320 P_1598215 P 511636 P 6253721 P 1761260 P_49,188152
Balance at January 1, 2004,

net of accumulated

depreciation P 41741948 P 2706368 P 1,051,507 PO3518277 P 2322987 P 51341087
Additions - - 203,281 e 970,720 1,174,001
Depreciation charge

for the year (1339314 (__554076) (424286 (___1347340) ( 902,694 (__4.567.710)
Balance at

December 31, 2004,

net of accumulated

depreciation and

impairment P_40402634  P2152292 P__830502  P_2070937 P__231013 P_47941378
December 31, 2004

Cost POS357255 P 5540763 P 2469339 P 7205370 P 4301115 P 73,089,140
Accurnulated

depreciation (13169919) (__3388471)  (___L63RET) (5034433 ( 910102 (__25141762)
Net carrying amount P_40402634 P_2152202 P 830502 P 2170937 P__ 2391013 P_47,047378

9. DEFERRED REINSURANCE PREMIUMS AND RESERVE FOR UNEXPIRED RISKS

The movement of these accounts is as follow:

Deferred Reis jums. Reserve for Unexpired Risks
2006 _2005 2004 2006 _2005 2004
Balance at beginning of year P 543,471,360 P488,378,113  P510,331952 P 840,144,577 P 716,796,802 P 719,675,053
Balance acquired relative to the
merger 53,621,140 - - 176,210,742 = 5
Increase (decrease) during the year 774,064,513 _55.093.247 21.953,.839) 799,944,168 23347775 2878251
Balance at end of year P1,371,157,013 D5 360 P488,378,113 P1,816,299,487 P 840,144,577 P716,796,802

Deferred Reinsurance Premiums pertains to the portion of reinsurance premiums ceded out that relate to the unexpired periods of
the policies at balance sheet date.

Reserve for Unexpired Risks is the portion of reinsurance premiums assumed that relate to the unexpired periods of the policies at
balance sheet date.

The difference between the increase in Deferred Reinsurance Premiums and Reserve for Unexpired Risks for the year is presented
as Increase in Reserve for Unexpired Risks in the income statements.
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10. OTHER ASSETS

The Other Assets account includes the following:

Note 2006 2005 2004
Deferred withholding
VAT P 43,554,265 T 3,214,139 P =
Input VAT 23,553,408 213,774 -
Creditable expanded
withholding tax 6,282,710 729,241 -
Prepayments 1,416,025 1,040,761 2,577,317
Deposit 358,147 251,200 203,200
Security fund 192,888 97,585 97,585
Defined benefit asset 15 - 162,062 83,777
Others 4,137,478 82,285 -
P 79,494,921 P 5791047 P 2,961,879
Deferred withholding VAT ref pplied input taxes resulting from unpaid premiums on ceded out transactions.
Pre include substantially prepaid i on property and equipment and group life insurance.

Security fund represents amount deposited with the IC. The fund was created under Section 367 of Presidential Decree No. 612, as
amended under Presidential Decree No. 1640, to be used for the payment of valid claims against insolvent insurance companies.
The balance of the fund earns interest at rates determined by the IC annually.

11. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

This account includes the following:

Note 2006 2005 2004

Defined benefit

liability 15 P 33,803,697 P - P
Withholding taxes

payable 15,584,497 2,215,152 818,773
Accrued expenses 8,564,879 3,580,715 6,306,906
Accounts payable and

others liabilities 1,228,721 9910418 2275196

P 59,181,794 P 15706285 P 9,400,875

The fair values of accounts payable and accrued expenses have not been disclosed as, due to their short duration, management
considers the carrying amounts recognized in the balance sheets to be a reasonable approximation of their fair values.
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12. INVESTMENT AND OTHER INCOME

The details of this account follow:

2006 2005 2004

Interest P 253234383 P 152883075 P 111,966,698

Trading gain 52,673,670 , P

Gain on acquisition 51,295,702 . -

Dividend income 8,979,802 1,959,994 2,472,990

Gain on sale of stocks 6,353,449 - .

Gain on sale of assets 2,208,334 - -

Foreign exchange gain (loss) ( 90,676,616) ( 43,952,689) 7,201,781

Miscellancous 20,354,012 73,555 416,511
P 304,422,736 P 108963935 P 122,057,980

13. UNDERWRITING DEDUCTIONS
13.1  Share in Claims and Losses

“This account represents the aggregate amount of the Company’s share in net losses and claims relative to its acceptances under
treaty and facultative reinsurances.

13.2 Commissions — net

‘This account consists of the following:

2006 2005 2004
Commission expense P 574,122,238 P 436,859,074 P 363,639,692
Reinsurance revenues 387,681,600 262,341,290 227,954,317

P___ 186,440,638 P 174,517,784 P__ 135,685,375

Commission expense refers to fees deducted by ceding companies from rei premiums assumed during the period under
treaty and facultative agreements.

Reinsurance revenues pertain to fees charged by the Company related to reinsurance premiums retroceded during the period under
treaty and facultative agreements.
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14. GENERAL AND ADMINISTRATIVE EXPENSES

The details of this account follow:

Note 2006 2005 2004

Salaries and employee

benefits 15 P 78354821 P 47313412 P 41,413,691
Provision for impairment 5 57,514,733 750,000 750,000
Retirement 15 35,601,366 1,702,402 1,620,490
Depreciation 68 8,679,824 4,661,906 4,567,710
Representation and

entertainment 5,902,040 6,242,040 7,009,402
Professional fees 5,278,745 2,905,924 28,817,281
Transportation and

traveling 3,446,644 2,996,757 3,279,950
Repairs and maintenance 3,263,955 1,757,509 1,939,897
Taxes, licenses and fees 3,221,350 1,406,021 1,258,688
Documentary stamps 2,943,312 1,941,938 795,186
Light and water 2,535,206 1,466,494 1,351,761
Printing and office

supplies 2,111,219 1,373,869 1,571,183
Communication and

postages 1,709,917 1,143,631 1,125,883
Insurance 957,337 676,663 609,495
Donations and

contributions 701,324 469,250 507,057
Bank charges 608,161 168,705 72,794
Fringe benefit taxes 484,704 322,771 310,686
Professional and

technical development 190,755 482,070 555,211
Miscellaneous 5,653,350 3,296,723 2,051,879

P___ 219,158,763 P 81078085 P 99,608,244
15. EMPLOYEE BENEFITS
15.1  Short-term Benefits
Exp ized for empl benefits are | 1 below (see Note 14):
2006 2005 2004
Salaries and wages P 45,201,343 P 26,666,537 P 25,473,514
Allowances and bonus 18,554,657 12,266,129 10,968,498
Compensated absences 5,731,876 3,872,326 1,217,460
Separation benefits 1,593,946 - -
Social security costs 1,407,106 1,130,122 1,060,670
Others 5,865,893 3,378,298 2,693,549
P 78,354,821 P 47313412 P 41,413,691

15.2  Post Employment Benefits

The Company has a funded, noncontributory defined benefit retirement plan providing for death, disability and retirement benefits

for all of its The fund is ads

d by a local bank as trustee. Retirement expense charged to operations in 2006,

2005 and 2004 amounted to P35,601,366, P1,702,402 and P1,620,490, respectively (see Note 14).




The Company obtained an updated actuarial valuation as of January 1, 2004 to ascertain its transitional asset/liability as of that date
in accordance with PAS 19, Enmployee Bengfits. The Company’s transition to PAS 19 is discussed in Note 2. Actuarial valuations are
made regularly to update the retirement benefit costs and the amount of contributions.

In 2006, the Company aligned the retirement benefit plan for all its employees, including the employees absotbed from UMRC as a
result of the merger. The amounts of defined benefit liability (asset) recognized in the balance sheets as part of Accounts Payable
and Accrued Expenses account (Other Assets account) are determined as follows (see Note 11):

Present value of the obligation
Fair value of plan assets
Deficiency (excess) of plan asscts
Unrecognized actuarial

gains (losses)

Defined benefit liability (asset)

“The movements in present value of the

Balance at beginning of year
Actuarial adjustment
Current service cost

and interest cost
Past service cost
Actuarial (gains) losses
Adjustment for curtailment
Benefits paid by the plan

2006 2005 2004
P 51,174,809 P 24,158,148 P 15,244,406
( 19,836,800) (. 18,955,928) (. 15,541,394)
31,338,009 5,202,220 ( 296,988)
2,465,688 5,364,282) 213211

P 33803697 (B 162062)(P______ 83777

"The movement in the fair value of plan assets is presented below.

Balance at beginning of year
Actuarial adjustment
Contributions paid info the plan
Benefits paid by the plan
Actuarial gains (losses)
Expected return on plan assets

The amounts of retirement expense recorded as part of General and Administrative Expenses account in the income statements are

as follows (see Note 14):

Current service costs

Interest costs

Expected return on plan assets

Net actuarial gain recognized
during the year

Past service cost

Curtailment cost

benefit obli din the books ate as follows:
2006 2005 2004
P 24,158,148 P 15,244,406 P 14,284,819
16,276,913 s ,
11,795,895 2,942,031 2,606,341
19,768,521 < g
( 13,299,169) 5971711 ( 1,646,754)
6,291,542 - .
( 13,817,041) - -
P 51,174,809 P 24158148 P 15244406
|
|
2006 2005 2004 ey
|
P 18955928 P 15541394 P 12622083
1,647,501 - .
1,635,607 1,787,057 1,557,670
( 13,817,041) . ;
9,766,433 387,848 351,874

1,648,282 1,239,629

P 19,836,800 P

18,955,

1,009,767

P 15,541,394

2006 2005 2004
P 5,173,501 P 1,265,146 P 1,249,283
6,622,394 1,676,885 1,357,058
( 1,648,282) ( 1,239,629) ( 1,009,767)
606,310) - 23916
19,768,521 -

6,291,542

P 35601,366 P 1702402 P____ 1620490
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For d ination of the

benefit oblig

the following actuarial assumptions were used:

Discount rates

Expected rate of return on plan
assets

Expected rate of salary increase

16. TAXES

2006 2005 2004
1% 1% 9.5%
8% 8% 8%
8% 8% 8%

16.1  Current and Deferred Income Taxes

‘The major components of tax expense for the years ended December 31, 2006, 2005, and 2004 are as follows:

Reported in income statements
Current tax expense:
Final tax (at 20% and 7.5%)
Minimum corporate income
tax (MCIT) (at 2%)
Regular corporate income tax
(RCIT) (at 35% in 2006 and
and 2005, and at 32%
in 2004)
Deferred tax expense (income)
Deferred tax resulting from an
increase in RCIT rate
Deferred tax relating to
origination and reversal of
temporary differences

Reported in statements of
changes in equity
Deferred tax relating to
origination and reversal of

2006 2005 2004

P 38,077,014 P 20,895,482 P 19,356,307
3,325,133 1,020,169 -
= = 5,858,902
- 1,741,334 -

( 44,080,565) (. 19,280,838) (. 2,108,014)

( 44,080,565) (_ 17,539,504) ( 2,108,014)
@ 2,678,418) P 4,376,147 P 23,107,195
P 14,847,681 P 19,130,654 P 65,643

temporary di
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P 14,847,681 P 19,130,654 P 65,643




The reconciliation of the tax on pretax income computed at the applicable statutory rates to tax expense attributable to continuing
operations is as follows:

2006 2005 2004
Tax on pretax income
(at 35% in 2006 and 2005,
and 32% in 2004) P 95,288,537 P 36,064,109 P 39,374,551
Adjustment for income subjected
to lower income tax rates 38,077,014 20,895,482 19,356,307
Tax effect of:
Increase in deductible
temporary difference due to
change in RCIT rate - 1,741,334 -
Derecognized deferred tax
assets. 1,780,753 = -
Non-deductible expenses 1,231,609 188,261 416,679
Separation pay deductible
in 2006 ( 11,393,461) - -
Non-taxable income ( 41,279,761) ( 714,051) ( 2,265,470)
Interest income subjected
to final tax ( 86,383,109) (. 53,798,988) ( 33,774.872)
Tax expense (income) reported
in income statements [ 2,678418) P 4,376,147 P 23,107,195

The Company is subject to MCIT, computed at 2% of gross income or RCIT, whichever is higher. The MCIT and net operating
loss carryover (NOLCO) resulting from the computation of RCIT can be used by the Company against the regular income tax and
taxable income, respectively, in the next three taxable years. In 2006 and 2005, the Company incurred NOLCO amounting to
P375,098 and P5,087,865, respectively. The NOLCO incurred in 2006 can be used as deduction against taxable income until 2009.
The NOLCO incurred in 2005 was derecognized because it can no longer provide future benefit for the Company as a result of the
merger.

MCIT for 2006 and 2005 amounted to P3,325,133 and P1,020,169, respectively, and is recorded as part of Deferred Tax Assets
account in the balance sheets.

The net deferred tax liabilities as of December 31 relates to the following:

Balance Sheet: Income
2006 2005 004 2006 2005 2004
Deferred tax liabilities:
Deferred acquisition costs P10,875,589 P 17,936,778 15378773 P 7,061,190 (P2,558,005) P2029,576
Revaluation reserves on
available-for-sale investments 14,847,681 19,130,654 65,643 - 2 -
Excess of reserves for unexpired
sisk per books over tax basis 9,176,803 2734101 ( 1850,572) ( 6,442,702) ( 4.584,673) ( 4,032,668)
Deferred tax assets:
Unrealized forcign exchange
gain (loss) ( 20,671,901) ( 10950.775) 10,708,183 9,721,125  21,658958 478929
Allowance for doubtful accounts  ( 24,924,715) ( 4,794,558) ( 4,143,596) 20,130,157 650962 (  240,000)
MCIT (4,345,302) ( 1,020,169) - 3325133 1,020,169 %
NOLCO ( 131,284) ( 1,780,753) - ( 1,649,469) 1780753 -
Accrued leave benefits (963,245) ( 888431) ( 1334,087) 74814 ( 445656) ( 347464)
Past service cost (12,061,783) (__201.466) (__184470) 11,860,317 16996 3
Deferred Tax Income P44,080,565 P17,530,504 (P2108014)

Net Deferred Tax Liabilities (Asscts)  (B28,198,157) P 20,165,381  P18,639,874
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162 New Tax Regulation

On May 24, 2005, Republic Act No. 9337 (“RA 9337”), amending certain sections of the National Internal Revenue Code of 1997,
was signed into law and become effective beginning November 1, 2005. ‘The following are the major changes brought about by RA
9337 that are relevant to the Company:

(@)  RCIT rate is increased from 32% to 35% starting November 1, 2005 until December 31, 2008 and will be reduced to 30%
beginning January 1, 2009;

() 10% VAT rate is increased to 12% effective on February 1, 2006;

(9  12% VAT is now imposed on certain goods and services that were previously 7 d or subject to tax;

(@  Input tax on capital goods shall be claimed on a staggered basis over 60 months or the useful life of the related assets, whichever
is shorter; and

() Creditable input VAT is capped at a masimum of 70% of output VAT per quarter which s effective until the third quarter of
2006 (this cap was removed effective for quarters ending on December 31, 2006 and onwards).

. EQUITY

171 Capital Stock
Capital stock consists of:

hares Amount

2006 2005 2004 2006 2005 2004
ares — P100 par value

Authorized — 30,000,000 shares
Issued:

Balance at beginning of year 10,000,000 6,142,365 4,552,185  P1,000,000,000 P 614,236,500 P 455,218,500

Issuance during the year 5,885,583 3,857,635 - 588,558,300 385,763,500 -

Stock dividends issued during

the year " = 1,590,180 = = 159,018,000

Balance at end of year 15,885,583 10000000 6142365 P1,586,558,300 P1000,000000 P 614236500

To consummate the merger, the Company issued 5,885,583 shares of capital stock in order to acquire the net assets of UMRC (sec
Note 1).

17.2  Treasury Shates

Treasury shares pertain to the Company's shares of stock held by First Quezon City Tnsurance Co., Ine. (FQCICI) reacquired in
2005, and those held by UMRC and the dissenting stockholders reacquired in 2006. "The total cost of the treasury shares acquired
from FQCICI, UMRC, and dissenting stockholders amounted to P174,126, P243,855,340, and P10,610,169, respectively (see Note
1.

17.3  Appropriation for Contingencies

On April 18, 1989, the Company’s BOD approved the establishment of a special reserve which will serve as cushion to the paid-up
capital in the event of finarily high loss o s or severe catastrophic losses. The amount of P5,000,000 was initially
appropriated from retained earnings for this purpose on April 30, 1989. Subscquently, at December 31 of each year where there is
profit, ten percent (10%) of such profit shall be set aside as additional reserve for contingencies. The reserve balance, which is
shown as Appropriated under Retained Farnings account in the statements of changes in equity, should not exceed, at any time, the
amount of paid-up capital. The balance of appropriation for contingencies ed to P150,949,099, P123 455,961, and
P113,589,545 as of December 31, 2006, 2005, and 2004, respectively.

174 Shareholders Owning at Least 100 Shares

In compliance with SRC Rule 68, the Company has 159 shareholders owning 100 or more shares of stocks of the Company.




18. RELATED PARTY TRANSACTIONS

The Company’s related parties include its principal stockholders, the Company’s key management personnel and other related
parties with which the Company had transactions carried out on an arm’s length basis.

18.1  Reinsurance Contracts with Related Parties

The Company accepts and cedes insurance business under various reinsurance contracts with related parties. The details of which

follow:
Premiums P 1,680,287,858
Retrocessions 782,802,736
Commission income 165,394,272
Commission expenses 255,411,579
Losses incurred 239,823,078 .
Loss recoveries 52,040,257
As aresult of the above i i balances receivable from and payable to related parties are as follows:
Due from ceding companies P 760,626,683
Reinsurance recoverable on losses 54,624,018
Funds held by ceding companics 40,449,783
Due to retrocessionaires 558,356,875
Funds held for retrocessionaires 198,182

The balance of due from ceding companies pertaining to related parties is presented net of P10,788,045 allowance for impairment
which was provided in 2006.

18.2  Bank Accounts

The Company maintains savings and current accounts and time deposits with Bank of the Philippine Tslands (BPT). The details of
which follow:

Time deposits P 19133027 |
Savings and current accounts 8.187.161 |
D 27320188
83 M: and Custodianship
‘The Company has entered into ts known as “1 \ A ” and “Custodianship A  with
BPI for the and custodianship of substantially all i of the Company subject to texms and conditions in the said

agreements. For the services rendered, the C “ompany pays BPI service fees equivalent to 0.175% of the market value of the
investments. Total Service fees paid for the year ended December 31, 2006 amounted to 1,215,043,

184 Retir Fund Ir

The Company has entered into a “Reti Fund T M A " with BPI for the management of the
investments of the Company’s retirement funds subject to the terms and conditions in the said agreement.

185 Key Manag Personnel Ct
2006 2005 2004
Short-term benefits P 53,959,458 P 22011260 P 18781767
Post-employment benefits 970,130 793,425 678,004
Balance at end of year P 54929588 P 22804685 P 19450771
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19. MARGIN OF SOLVENCY

21.

3

22.

42

Under the I Code of the Philippines, a nonlife i company doing business in the Philippines shall maintain at all
times a margin of solvency equal to P500,000 or 10% of the total amount of its net premiums written during the preceding year,
whichever is 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, over the amount of its liabilities, unexpired risks and reinsurance reserves.

The final amount of the margin of solvency can be determined only after the accounts of the Company have been examined and
classified as to admitted and nonadmitted assets, as defined in the Insurance Code, by the IC.

The IC has completed the 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 December 31, 2004 amounted to P907,301,940.
“This amount exceeds the required margin of solvency of P55,189,073 by P852,112,867.

RECONCILIATION OF NET INCOME UNDER PFRS TO STATUTORY NET INCOME

The reconciliation of net income under GAAP and statutory net income follows:

2006 2005 2004

PFRS net income P 274,931,380 P 98,664,163 P 99,938,278
Difference in change in reserve

for unexpired risk — net { 18,407,720) ( 13,594,754) 12,602,087
Deferred acquisition costs — net 20,174,827 ( 3,189,272) ( 6,342,425)
Provision for catastrophe loss - ( 17.077,303) ( 2396,481)
Tax effect of the adoption of

GAAP accounting ( 618,487) 11,851,465 (. 1,236.218)
Statutory net income P 276,080,000 P 76654299 P 102,565,241

EVENTS AFTER THE BALANCE SHEET DATE
211 Amendment of the Articles of Incorporation
On January 15, 2007, the SEC approved the amended articles of incorporation of the Company which includes a reduction of the

par value of the Company’s shares of stock from P100 to P1 per share. The reduction of the par value effectively increased the
number of shares that are issued from 15,885,583 to 1,588,558,300 (sce Note 22).

212 Acquisition of Treasury Shares

On February 21, 2007, the Company entered into a Compromise A with certain stockholders to acquire 446,774 shares of
the Company at an agreed exchange value of P100,077,376.

EARNINGS PER SHARE
The carnings per share amounts after the reduction of the par value of the Company’s shares of stock (see Note 21) are as follows:

200 2005 2004

Net income available to common

shareholders P 274,931,380 P 98,664,163 P 99,938,278
Divided by the average number

of outstanding common shares 1,400,893,200 949,365,200 613,079,000
P02 P 010 P 0.16




23.

24.

SUBSEQUENT REVISIONS OF PREVIOUSLY ISSUED 2006 FINANCIAL STATEMENTS

Subsequent to the issuance of the Company’s 2006 financial statements, the Company included additional disclosures for its initial
public offering. The additional disclosures pertain to Deferred Reinsurance Premiums and Reserve for Unexpired Risks (see Note
9), Underwriting Deductions (see Note 13), Acquisition of Treasury Shares (see Note 21.2), and Farnings Per Share (sec Note 22).

CONTINGENCIES

The Company is a defendant in a third party claim filed by a government agency against the Company and other reinsurers.
Management believes that the reserve sct up relating to this case is adequate o cover any liability that may arisc from the ultimate
outcome of the case.

RISK MANAGEMENT OBJECTIVES AND POLICIES

“The Company maybe exposed to a variety of financial risks which results from both its operating and investing activities. The
Company’s main risk mitigation strategics generally include adoption of underwriting and investment policies and guidelines, annual
budget provision and internal audit checks and assessments.

“The Company’s risk in close cooperation with the respective duly constituted Board Committees on Underwriting,
Investment, Budget and Audit, focuses on implementing risk control measures addressing underwriting acceptances, claims control,
securing short-to-medium term cash flows by minimizing exposure to financial markets while managing long-term financial
investments to generate lasting returns.

“The Company 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 Company maybe exposed to are described below.

251 Foreign Currency Risk

The Company is exposed to forcign currency risk which mainly arises from its dollar-denominated investments, reccivables and
payables. The Company recognized net foreign exchange losses of P90,676,616 in 2006 and P45,952,689 in 2005, and net foreign
exchange gain of P7,201,781 in 2004.

252 Credit Risk

Generally, the maximum credi risk exposure of financial assets is the carrying amount of the financial assets as shown on the face

of the balance. Credit isk, therefore, is only disclosed in circumstances where the maximum potential loss differs significantly from
the financial asset’s carrying amount.

The Company’s receivables are actively monitored to avoid signi ations of credit risk.

25.3 Cash Flow and Fair Value Interest Rate Risks

Cutrently, the Company has no financial liabilities with floating interest rates.
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