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SECURITIES AND EXCHANGE COMMISSION
SEC FORM 20-15

INFORMATION STATEMENT PURSUANT TO SECTION 20
OF THE SECURITIES REGULATION CODE

Check the appropriate box;
| 1Preliminary Information Statement
[V] Definitive Information Statement

Name of Corporation as specified i its charter:
National Reinsurance Corporation of the Philippines, doing business under the
names and styles of Philippine National Reinsurance Company; PhilNaRe

Provance. country or other junisdiction of incorporation or organization: Philippines
SEC ldentification Number: 80118
BIR Tax ldentification Code: 000-480-869

Address of principal office Postal Code: 18" Floor, Philippine AXA Life Centre
Sen, Gil Puyat Avenue corner Tindalo Streel
Makati City 1200 Philippines

Corporation’s telephone number, including arca code: (632) 759-5801 to (6

Date, time and place of the meeting of security holders:
June 29, 2010, Tuesday
3:00 P.M.
SGV Hall
HF AIM Conference Center
Benavidez cor, Trasierra Sts,
Legaspi Village, Makati City

Approximate date on which the Information Statement is first to be sent or given to sccurity
holders: June 1, 2010

In case of Proxy Solicitations:
Namg of Person Filing the Statement/Solicitor: The Management of the Corporation
Address and Telephone No.: 18" Floor, Philippine AXA Life Centre

Sen. Gil Puyat Avenue corner Tindalo Street
Makati City 1200 Philippines

(2% ]



1l Sceurities registered pursuant to Sections 8 and 12 of the Code or Sections 4 and 8 of the RSA
(information on number of shares and amount of debt is applicable only to corporate registrants):

Title of Each Class No. of Shares Outstanding Amount
Common Shares 2,181 954 600 Php2 181,954 600.00
TOTAL 2181954 600 Php2,181,954.600.00

12, Arc any or all of Corporation’s Securities Listed with the Philippine Stock Exchange?

Yes (V) Nao { }



PART I
INFORMATION REQUIRED IN INFORMATION STATEMENT

A. GENERAL INFORMATION

Item 1. Date, Time and Place of Meeting

The enclosed proxy 15 sohcited for and on behalf of the Management of NATIONAL REINSURANCE
CORPORATION OF THE PHILIPPINES, doing business under the names and styles of Philippine
National Reinsurance Company; PhilNaRe (hercinafter called the “Corporation™) for use in connection
with the annual meeting of the stockholders to be held on June 29, 2010 (Tuesday), at 3:00 P.M, at the
SGV Hall, 3/F AIM Conference Center, Benavidez corner Trasierra Streets. Legaspi Village. Makati City.

The information statement and form of proxy will be sent to the stockholders of record as of May 17,
2010 (the “Record Date™) on or before June 1, 2010,

The matters to be considered and acted upon at such meeting are referred to in the Notice and are more
fully discussed in this statcment.

The complcte mailing address of the Corporation is:
18" Floor, Philippine AXA Life Centre
Sen. Gil Puyvat Avenue comer Tindalo Street
Makati City 1200 Philippines.
Telephone Number (632) 759-5801 to 06

Item 2. Dissenter’s Right of Appraisal

The dissenter’s nght of appraisal under Section 81 of the Corporation Code of the Philippines is not
applicable in any of the matters to be submitted to the stockholders.

[tem 3. Interest of Certain Persons in or Opposition to Matters to be Acted Upon
No director, officer. nominee for director, or associate of any of the foregoing, has any substantial
interest. direct or indirect, by security holdings or otherwise, on any matter to be acted upon, other than

election to office. No director has informed the Corporation in writing of any intention to oppose any
action to be taken during the mecting,

B. CONTROL AND COMPENSATION INFORMATION

Item 4. Voting Securities and Principal Holders thereof

(a) As of the Record Date which is May 17, 2010, the date to determine the stockholders entitled to
notice and to vote at the annual stockholders meeting on June 29, 2010, the Corporation has the
following outstanding shares:

Common shares (voting) - 2.159.677.600 sharcs



(b)

ich

(d)

Only holders of Common Shares as of the Record Date shall be entitled to vote in the election of
directors in the manner provided hereunder. On the approval of the minutes of the previous
mecting, ratification of all acts of the Board of Dircctors and officers during the previous wvear,
and appointment of the independent auditor, each share of outstanding common stock is entitled
o one vote.

In the election of directors, every stockholder entitled to vote shall have the right to vote in person
or by proxy the number of common shares of stock standing in his name at record date. A
stockholder entitled to vote may vote such number of shares for as many persons as there are
directors to be elected, or he may cumulate said shares and give one candidate as many votes as
the nuomber of dircctors to be ¢lected multiplicd by the number of hus shares shall cqual. or he
may distribute them on the same principle among as many candidates as he shall see fit,
provided. that the total number of votes cast by a stockholder shall not exceed the number of
shares owned by him as shown in the books of the Corporation multiplied by the whole number
of directors Lo be elected.

Security Ownership of Certain Record and Beneficial Owners

The following table sets forth as of Apnl 30, 2010, the record and/or beneficial owners of more than 5%
of the outstanding Common Shares of the Corporation and the amount of such record and/or beneficial

ownership.
Title of | Name, Address of | Name and Address h(_:ript-izenship Number of Percent of
Class Record Owner of Beneficial Shares Held Class
and Relationship | Owner and
with Issuer Relationship with
Record Owner
Common | Bank of Philippine | Bank of Philippine Filipino 290,795,500 13.46% |

Islands

Avala Avenue
comer Paseo de
Roxas. Makan
City'

(BPI has no
rekationship with
the Company,
except for its
sharcholdings of
more than 10% of
the Company’s
outstanding capital

stock.)

Islands

Avala Avenue
comner Paseo de
Roxas. Makat City

| Persons authorized 1o dircel the voting of the aforementioned shares shall be based on the proxy forms to be
submitted to the Corporation,




Common | PCD Nominee MICO Equities Inc. Filipino 273,717,100 12.67%
Corporation, Yuchengeo Bldg.,
(Filipino) 484 Quintin Paredes
G/F MSE Building | Street. Manila
6754 Avala Ave,
Makan City
(PCD has no
relationship with
the Company.)
Common | PCD Nominee Government Service Filipino 323.628.200 24,25%
Corporation, Insurance System,
{Filipino) Mew GSIS
G/F MSE Building | Headquarters,
6754 Ayala Ave. Financial Center,
Makati City Pasay City
(PCD has no Other sharcholders Filipino 35.67%
relationship with (Except for MICO 770,314,400
the Company.) and GSIS above, no
shareholder owns
more than 3% of the
outstanding shares
of the Corporation
through PCD
Nominee
Corporation.)
{e) Security Ownership of Management

The table sets forth as of Apnl 30, 2010, the record or beneficial stock ownership of each

Director of the Corporation and all Officers and Directors as a group.

Title of Name of Beneficial Owner | Amount and Citizenship Percent of Class
Class Nature of
Beneficial
Ownership
Common | Winston F. Garcia 442,300 Filipino 0.020480%
B Record
Common | GSIS (assigned to Winston F. 100 Filipino 0.000005%
Garcia as nominee director) Beneficial )
Common | Helen Y, Dee 100 Filipino 0.000005%
Beneficial




Common | Roberto B. Crisol 1.000 Filipino 0.000046%
(i Record
Common | Alfonso Salcedo 1315000 Filipino (060880,
Record
Common | FGU Insurance Corporation 100 Filipino 0.000005%
(assigned to  Alfonso L. Beneficial
Salcedo, Jr. as  nomince
dir{i_{:inr] )
Common | Yvonne Yuchengco 26,000 Filipino 0.001204%,
Record
Commeon | Malavan Insurance Company, 100 Filipino 0.000005%
Inc. (assigned to Yvonne S. Beneficial
Yuchengco as  nomince
director)
Common | Noel M. Juan 30,000 Filipino 0.001389%,
) Record
 Common | Jose Teodoro K. Limcaoco 100 Filipino 0.000005%
Common | Consuclo Manansala 1,000 Filipino 0.000046%
| _ Beneficial
Common | Romeo L. Bernardo 100 Filipino 0.000005%,
| Record
Common | Primitivo Cal 1010 Filipino (.000003%
Record
Common Rizalino Mavarro 10,000 Filipino 0.000463%,
Record
TOTAL FOR DIRECTORS 1,826,000 0.084552%
Common | Armando Malabanan 600,000 Filipino 0.027782%
B Record
Common | Raymundo T. Bautista 93,500 Filipino 0.004329%,
Record
Common | Rodolfo Nayve 33,000 Filipino (0.002454%
Record
Common | Amerfil V. Basco 31800 Filipino 0.001472%
| Record
Common | Edgar Villascnor 30,000 Filipino 0.002313%
) Record
| Common | Vicente B. Villarama, Jr. 12.800 Filipino 0.000593%
Record
TOTAL FOR OTHER 841,100 0.038946%
| OFFICERS
| GRAND TOTAL 2,667,100 0.123498%

All the above named dircctors and officers of the Corporation are the record and beneficial owners of the

shares of stock set forth opposite their respective names.




{fn Voting Trust Holders of 5% or more

The Corporation 1s not aware of any person holding more than 5% of the shares of the Corporation under
a voting trust or similar agreement which may result in a change in control of the Corporation.

(2) Changes in Control

From January 1, 2010 to date, there has been no change in control of the Corporation. Neither 1s the
Corporation aware of any arrangement which may result in a change in control of it.

ltem 5.

Directors and Executive Officers

{a) Incumbent Directors and Executive Officers.

The Corporation’s Articles of Incorporation provide for an |1-seat Board of Directors. The following is
the list of the members of the Board:

Name Position Age Citizenship
Winston F. Garcia Chairman B 51 Filipino
Helen Yuchengeo - Dee Vice Chairman b3 Filipino |
Roberto B. Crisol Director/President/Chicf 58 Filipine :

Executive Officer -

Alfonso L. Saleedo, Jr. Dircetor/ Treasurer 54 Filipino
Yvonne 5. Yuchengeo Director 36 Filipino
Noel M. Juan Director 5l Filipino
Jose Teodoro K. Limecaoco Dircctor 48 Filipino
Consuelo D Manansala Director 36 Filipino
Romco L. Bernardo Independent Director 35 Filipino
Rizalino 5. Navarro Independent Director 71 Filiptno
Primitive C. Cal Independent Director H3 Filipino B

The following is the list of the Corporation’s key executive officers as of the date of this report:

Name Position Age Citizenship

Roberto B, Crisol President and Chief Executive 58 Filipino
Officer

Armando §. Malabanan Exccutive Vice President and 6l Filipino
Chief Operating Officer

John E. Huang Senior Vice-President, Chicf 52 Filipino ]
Financial Officer

Ravmundo T. Bautista Semor Vice President, Head of 39 Filipino
Life Division and Corporate
Services Division

Rodolfo M. Nayve Sentor Vice President, Head of 37 Filipino
Non-Lifc Division

Noel A. Laman Corporate Secretary 70 Filipino

Ma. Pilar M. Pilares-Gutierrez | Assistant Corporate Secretary 33 Filipino




| Eileen D. Clemente Vice President-Non-Life 44 Filipino

(Facultative)

Augusto C. Cipriano Vice President-Life Division 56 Filipino

Amerfil V. Basco Vice President for S0 Fiiipmu
Remsurance Accounting

Rene de Guzman Vice President for 47 Filipino
Information Technology
Services

Regina S. Ramos Vice President for Internal 48 Filipino
Audit

Ma. Lourdes M. Santos Vice President-MNon-Life 54 Filipino
(Trcaty)

Vicenle B. Villarama, Ir. Vice President for General 32 Filipino
Accounting

Marissa P. Aldeano Vice President-Treasury and 48 Filipino
Investments

Edgar B. Villasenor Vice President-Corporate 57 Filipino
Services/Risk Management

Roberto 5. de Leon 1 Vice President-Non-Life S Filipino
Marketing and Special
Accounts Management

ib) Term of office.

The term of office of the Dircetors and executive officers is one (1) vear from their election as such until
their successors arc duly elected and qualified.

(c) Business experience of the Directors and Officers during the past five (5) vears.

Winston F. Garcia, Chairman of the Board, Director of the Corporation since June 2002, Atty

Winton F. Garcia 1s President and General Manager of the Government Service Insurance System (GSIS),
a position he has held since January 2001, He is also the Vice Chairman of the Board of Trustees of the
GSIS: Chairman of GSIS Mutual Fund, Inc. since September 2002; Director of the Philippine Health
Insurance Corporation since January 2001: Treasurer of the Philippine Social Security Association. Inc

since April 2006 Dircctor of ASEAN Forum. Inc. since January 2001; Independent Director of San
Miguel Corporation since February 2001; Director of the Philippine National Construction Corporation
since February 2001, He is also a Member the International Social Secanty Association, Federation of
Afro-Asian Insurers and Reinsurers, and International Insurance Society, Inc. since January 2001 He
graduated with an AB in Philosophy from the Umiversity of Santo Tomas Central Seminary in 1978 and
Bachelor of Laws from the San Beda College of Law in 1982. He also holds an Associate in Arts degree
from the Southwestern University, Cebu City.

Helen Yuchengeo-Dee, Vice-Chairman of the Board, Director of the Corporation since January
2010. Ms. Helen Y. Dee is the Chairperson of Rizal Commercial Banking Corporation. Ms. Dee is also
the Chairperson and President of HyDee Management & Resource Corporation and House of
Investments. She also holds Chairmanship positions in various companies, including Landev Corporation,
Hi-Eisai Pharmaceutical Inc.. Mapua Information Technology Center, Inc. and Manila Memarnal Park.
She is the Vice Chairperson of Pan Malavan Management & Investment Corporation. She likewise holds
directorship positions in Philippine Long Distance Telephone Company, Petro Energy Resources Corp.,



Great Life Financial Assurance Corporation, Malayan Insurance Company, Ine. and MICO Equities, Inc.
Ms. Dee is a Trustee of the Mapua Institute of Technology and the Yuchengeo Center. She graduated
from Assumption College with a Bachelor of Science degree in Commerce and completed her Masters in
Business Administration at De La Salle University.

Roberto B. Crisol, Director, President and Chief Executive Officer since January 2009, Mr. Roberto
B. Crisol served as Executive Vice President and COO of the Corporation from January 1, 2002 to
January 31, 2007. Prior to this, he was the Deputy Regional Manager of MAPFRE RE Asian Regional
Office in Manila from 1990 Mr. Crisol started his career in insurance in 1974 with the Insular Life-FGU
Insurance Group as a management trainee. He subsequently joined Universal Reinsurance Corporation
(URC) where he rose to the position of Vice President of the Non-Life Foreign Business & Retrocession
Division. He camned his Bachelor of Arts degree major in Economics. cum laude, from the University of
the Philippines. He has attended various insurance, reinsurance and management courses locally as well
as overseas in London, Pans and Stockholm.

Alfonso L. Salcedo, Jr., Director and Treasurer since June 2002, Mr. Salcedo is President of BPI
Family Savings Bank as well as a Dircctor of that bank since May 2004, He 1s also a Director of BPI/MS
Insurance Corporation. He has served as President of Allstate Life Insurance (Phils ), Country Marketing
Director of Citibank, N.A, (Manila); Marketing Manager of Nippon Vicks KK (Japan); and Richardson
Vicks Philippines. He graduated with an AB degree in Economics from the Atenco de Manila University
in 1977, He also took the Advanced Management Program at the Harvard Business School in 2006

Noel M. Juan, Director since July 2008. Mr. Noel M. Juan 1s Vice President of Underwriting and
Claims of the GSIS. a position he has held since December 2007, He was formerly Vice President for
Special Product Lines of PhilNaRe; Consultant for Bellwether Advisory, Inc.: Assistant Vice President
{(Head of Claims Division-All Lines) of Generali Pilipinas Insurance Co.; and Assistant Vice President
(Assistant Head-Fire Underwriting Operations) of FGU Insurance Corporation. He is a licensed
Mechamical Engineer and obtained his Bachelor of Science in Mechanical Engineering from the Mapua
Institute of Technology

Consuelo D. Manansala, Director since March 2010, Ms. Manansala is the Executive Vice President,
Operations Sector of the GSIS. She has spent 23 years with the GSIS. occupying senior positions in the
Controller Group and Operations Sector. She is also a Member of the Board of Governors of the Center
for International Trade Expositions and Missions (CITEM) and a Director of GSIS Mutual Fund. Inc. She
graduated with a BSBA Management degree from St. Theresa’s College in 1975, a BSC Accounting
degree from University of the East in 1985 and eamed her MBA degree from De La Salle University in
1996, She is a Certified Public Accountant and has Carcer Service Professional Eligibility,

Jose Teodoro K. Limecaoco, Director since 2009, Mr. Limcaoco is the President of BPI Capital
Corporation and a Director of Avala Life Assurance Inc., and BPI/MS Insurance Corporation. He is also a
Managing Director of Avala Corporation and Treasurer and Trustec of Avala Foundation, He is also a
Dirgctor of Ayala Plans, Inc.. BPI Bancassurance, Inc., and Brightnote Asscts Corporation. He was
previously the Country Head and Managing Director of BZW Securities Philippines. President of BPI
Sceurities, Inc.. and Vice-President of JP Morgan, Inc. (Singapore). He received his MBA from the
Wharton School of the University of Pennsylvania in 1988 and his BS in Mathematical Sciences (Honors
Program) from Stanford University in 1984

Yvonne 5. Yuchengco, Director since June 2006. She is President and Director of Malayvan Insurance
Company, Inc. since 1995, and MICO Equitics, Inc. since 1995. She is currently the Chairman of the
Board of RCBC Capital Corporation: Treasurer and Director of Pan Malavan Management & Investment
Corporation and Honda Cars Kalookan: Scnior Exccutive Vice President and Director of Great Pacific

[



Life Assurance Corporation: Director of Pan Malavan Realty Corporation. Malayan Insurance (U.K.),
Malayan Insurance (H.K.), Malayan International Insurance Corporation, Manila Memonal Park, Inc.. La
Funerana Paz, Inc., Nippon Life Phils., Inc., Mapua Institute of Technology. La Funerana Paz Sucat, Inc.,
iPeople. Inc., Scafront Resources Corporation, Malavan High School of Science, Inc.. Yuchengco
Museum, Inc., Bankers Assurance Corporation and Lwisita Industnial Park Corporation: and Advisory
Board Member of Rizal Commercial Banking Corporation. She graduated with an AB degree in
Communication Arts from the Ateneo de Manila University in 1977.

Romeo L. Bernardo, Independent Director since June 2006. He is the President of Lazaro Bernardo
Tiu & Associates. Inc.; Independent Director of Bank of the Philippine Islands and Avala Life Assurance,
Inc.; Chairman of the Board of ALFM Peso Bond Fund, Inc.. ALFM Dollar Bond, Inc., and ALFM Euro
Bond Fund. Inc.; Director of Globe Telecom, Inc., RFM Corporation, Philippine Investment
Management. Inc., P51 Technologies, Inc., Philippine Institute for Development Studies. Avala Plans,
Inc., BPI Family Savings Bank. Inc., BPI Capital Corporation, BPI Direct Savings Bank, BPI Rental
Corporation, and BPI Leasing Corporation; and Vice Chairman and Founding Fellow of the Foundation
for Economic Freedom and Member of the Board of Trustees of the UP School of Economics Alumni
Association. He graduated with a BS degree in Business Economics from the University of the
Philippines in 1974, and Masters in Development Economics from the Williams College. Massachusetts.
US.A 1977

Dr. Primitive C. Cal, Independent Director since July, 2007. Mr. Pramitive Cal is a civil engineer and
lawyer. He was a former professor and was former Dean of the School of Urban and Regional Planning
(SURP), Untversity of the Philippines. He served as Undersecretary of the Department of Transportation
and Communications from December 1993 to June 1998, He has held several scholarly positions in the
past as Foreign Professor at the University of Tsukuba, Japan; Research assistant in the Department of
Civil Engineering, Umiversity of Dundee in Scotland and in the Asian Institute of Technology in
Bangkok, Thatland. He also served as a Board member of the Philippine National Raillways from
MNovember 2001 to December 2004,

Mr. Rizalino 8. Navarro, Independent Director since July, 2007. Mr. Rizalino S. Navarro 1s Senior
Adviser and a Director of Rizal Commercial Banking Corporation. He was the Bank's Executive Vice
Chairman and Chief Executive Officer from 2004 to 2007. Currently, he is Chairman (Non-Executive) of
Clark Development Corp. and Member of the Subic-Clark Area Development Council, He is also
Chairman of EEl Corporation, Seafront Resources Corporation, Petroenergy Corporation, Bankard. Inc.
and Uphine Foods Corporation.  He is a Director of Great Pacific Life Assurance Corporation, Mapua
Institute of Technology. House of Investments, Malayan Insurance, YGC Corporate Scrvices. Great Life
Financial Assurance Corporation, National Development Corporation, lonics, Inc., and Bacnotan
Consolidated Industries, Inc.. He has held various positions in the government including that of Secretarv
of Trade and Industry and member of the Monetary Board. Mr. Navarro graduated from the University of
the East with a Bachelor of Science degree in Business Administration. He received his Masters
Business Admimistration from Harvard Business School.

Noel A. Laman, Corporate Secretary since June 2007, He is the Chairman of the Executive
Committee and a Senior Partner of Castillo Laman Tan Pantaleon & San Jose Law Offices. He is the
Corporate Secretary of DMCI Holdings, Inc. and DMCI Power Corporation. His other positions include:
Chairman of the Board of Direetors of Trans-Orient Overseas Contractors, Inc., Manpower Resources of
Asia, Inc.. and Scalanes Marine Services (each being a part of the DCL group of Companies); Regular
Director and Corporate Secrctary of GlaxoSmithKline Philippines Inc, Bochringer Ingelheim (Phils.).
Ine.. and Merck, Inc. He is an active member of the Intellectual Property Association of the Philippines.
the Intellectual Property Foundation, the Philippine Bar Association, and as resource person of various
forcign chambers of commerce.



Ma. Pilar M. Pilares-Gutierrez, Assistant Corporate Secretary since December, 2002, She is
presently a Partner at Castillo Laman Tan Pantaleon San Jose Law Offices. She obtained her Bachelor of
Science degree major in Legal Management from the Atenco de Manila University in 1997 and her
Bachelor of Laws Degree from the University of the Philippines, College of Law in 2001, She is the
Assistant Corporate Scerctary of DM, Consunji. Inc.. DMCI Project Developers. Inc. and DMCI Power
Corporation. She holds the position of Corporate Secretary/Assistant Corporate Secretary in various other
Philippine corporations.

Raymundo T. Bautista, Jr., Senior Vice President, Head of Life and Corporate Services Division.
He joined the Corporation in 1998 as Senior Manager. and has worked in various department including
Lifi, Claims, Human Resources, Corporate Planning, Finance and Administration. Prior to joining the
Company, he was a Vice President for Philippine Crop Insurance Corporation; Project Officer of the
World Bank-funded Agricultural Loan Fund: and Vice Chairman of the Board of Pool of Livestock
Insurers, He graduated with a degree in Mathematics, Minor in Physics, from the Mapua Institute of
Technology in 1971, and obtained a Masters degree in Business Admimistration from the Polyvtechnic
University of the Philippines in 1980,

Armando 5. Malabanan, Executive Vice President and Chiel Operating Officer. He joined the
Company on March 1, 2007, Prior to joining PhilNaRe, he was the General Manager and CEO of Asian
Reinsurance Corporation and Chief Accountant of the Charter Insurance Company (now Philippine
Charer Insurance Company). He camed his Masters in Management from Sasin GIBA-Chulalongkormn
University, Bangkok, and his Bachelor of Science in Business Administration from the Mapua Institute of
Technology in 1969, Mr. Malabanan 1s a Certified Public Accountant.

John E. Huang, Senior Vice President, Chief Financial Officer. He joined UMERC in 2004 as its Chicef
Finance Officer, Prior to joining UMRe, he held the positions of Chief Financial Officer of C&P Homes.
Inc.. Semor Vice President of Urban Bank, and Viee President of First National Bank of Boston. He
graduated with a degree in AB Economics, magna cum laude, from the Ateneo de Manila University in
1978, and obtamned his Masters degree in Business Admimistration from the Harvard Business School in
[G9R2.

Rodolfo M. Nayve, Senior Vice President, Head of Non-Life Division. He joined URC in 1974 and
was Vice President and Head of the Non-Life Division of UMRe before the merger with the Company.
He graduated with a Bachelor of Science Degree in Business Administration from the Philippine School
of Business Admimstration in 1974 He has also attended the Advanced Insurance Management Course at
the Asian Institute of Management.

Augusto C. Cipriano, Vice President, Life Division. He joined URC in 1981 and became Vice
President and Head of that company™s Life Division in 1997, He campleted a degree in AE Economics at
the Ateneo de Manila University in 1973 He is also an instructor/lecturer at the Insurance Institute for

Asia & the Pacific (“TIAP™).

Eileen D. Clemente, Vice President — Non Life (Facultative). Prior (o joining the Company in
February 2010, Ms. Clemente held the positions of Assistant Vice President of Generali Pilipinas
Insurance Co. handling the Consumer Lending Group of Banco de Oro, Senior Assistant Vice President
of Philam Insurance Company Ine (now' Chartis Insurance Company) as the Profit Center Manager for
Property. and Underwriting Manager of FGU Insurance Corporation.  She gradueated from De La Salle
University in 1986 with a Bachelor of Science degree in Applied Mathematics,



Amerfil V. Basco, Vice President for Reinsurance Accounting. Ms. Basco has served in various
capacities in the Corporation for over 17 years. She is a Certified Public Accountant and obtained her
Bachelor of Science in Commerce, Major in Accounting from the Far Eastern University in 1982,

Regina S. Ramos, Vice President for Internal Audit. Prior to joining the Corporation in 2000, Ms.
Ramos worked with Development Insurance and Surety Corporation and SGV & Co. She 15 a Certified
Public Accountant as well as a Certified Internal Auditor. She obtained her Bachelor of Science in
Commerce. major in Accounting from S5t. Paul College. Mamla in 1982

Ma. Lourdes M. Santos, Vice President-Non-Life (Treaty). Ms. Santos has been with the Corporation
since 1994 She was previously emploved with the Rizal Empire Insurance Co., and the Cologne
Reinsurance Company (Mamila Representative Office).  She obtamed her Bachelor of Commercial
Science degree from Jose Rizal University in 1976.

Vicente B. Villarama, Jr., Vice President for General Accounting. Mr. Villarama has been with the
Corporation since 1983, He was the Manager for the General Accounting Department since 2000, He is
a Certified Public Accountant and obtained his Bachelor of Science in Commerce. major in Accounting
from the Bahuag University in 1982

Marissa P. Aldeano, Vice President for Treasury and Investments. Ms. Aldeano jomed URC in 1982
and was head of UMRe’s General Accounting Department prior to the merger with the Company, She is
a Certificd Public Accountant and obtamned her Bachelor of Science in Commerce. major in Accounting
from the University of Santo Tomas.

Edgar B. Villasenor, Vice President for Corporate Services and Risk Management. Mr. Villasenor
served in various capacities with URC and UMRe and was head of the latter’s MIS Department prior to
the merger with the Company. He graduated with a Bachelor of Arts degree, Major in Paolitical Science
from Far Eastern University in 1973,

Roberto 5. De Leon I1, Vice President for Non-Life Marketing and Special Accounts Management,
Mr. De Leon jomed FGU Insurance Corporation as a Management Trainee in 1982 before joining URC in
1989 as Assistant Manager, handling marketing and underwniting for both treaty and facultative accounts.
He graduated from the De La Salle University with a Bachelor of Science degree in Commerce, major in
Marketing. in 1982,

Rene De Guzman, Vice President for Information Technology Services. Mr. D¢ Guzman jomed
PhilNaRe in March 2009, Prior to joining the Company. he was a lecturer for the Masters in Management
Program of the University of the Philippines Extension Program in Clark and Subic. He was Information
Technology Manager at Janssen Pharmaceutica, a division of Johnson & Johnson Phils., Inc. from 1994
to 2008, He obtained his Master’s Degree in Business Admimstration in 2007 and Master’s Degree in
Information Management in 2004, both from the Atenco de Manila University. He graduated with a
degree Bachelor of Science in Industrial Engincering from the University of the Philippines in 1984,

(d}) Independent Directors.
Mr. Romeo L. Bernardo, Mr. Rizalino §. Navarro and Mr. Primitivo C. Cal are curmrently the
Corporation’s Independent Dircetors, Mr. Bernardo has been an independent director since June 2006,

while Messrs. Cal and Navarro have been independent dircctors of the Corporation since July 2007,

Under its By-Laws, the Corporation is required to have at least two (2) Independent Directors or such
number of Independent Dircetors as shall be required under the applicable rules and repulations of the



Insurance Commission and the Securitics and Exchange Commission. For the wear 2010-2011, the
Corporation intends to have a total of three (3) independent directors. The Final List of Candidates for
Independent Direetors (Annex A) includes:

. Mr. Romeo L. Bernardo who was nominated by Ms. Amerfil V. Basco;
. Mr. Primitivo Cal who was nominated by Ms. Angelita U, Reves: and
. Mr. Rizalino Navarro who was nominated by Mr. Edgar B. Villasenor.

Bad g

The nominees for independent directors are not related to the persons who have nominated them as such,
The three (3) nominees for Independent Directors were selected by the Board Nomination Committee in
accordance with the guidelings in the Manual of Corporate Governance. the Insurance Commission
Circular No. 31-2005 dated September 26, 2005, the Revised Code of Corporate Governance (SEC
Memorandum Circular No. 6. Senes of 2009), and the Guidelines on the nomination and election of
Independent Directors (SRC Rule 38),  The Nomination and Compensation Commiltee is composed of
the following:

Chairman: Mr. Primitivo Cal
Vice-Chairman: Ms. Yvonne 5. Yuchengeo
Member: Mr, Alfonso L. Salcedo, Ir.
(e) Other directorships held in reporting companies naming each company.,
Winston F. Garcia President and General Manager of GSIS: Vice-Chairman

of the Board of Trustees of the GSIS; Chairman of GSIS
Mutual Fund. Inc.

Helen Yuchengeo-Dee Dircetor of the Philippine Long Distance Telephone
Company: Chairman/President of Hydee Management &
Resources. Inc_; President of Moira Management. Inc;
Chairman and CEQ of Tameena Resources, Ine.;
Chairman of Landev Corp,: Member of the Mapua
Board of Trustees: Chairman, President, and CEO of
House of Investments: Chairman of HI-Eisai
Pharmaceuticals, Inc.; Chairman of the Manila
Memorial Park Cemetery, Inc.; Director of Petro Energy
Resources: Director and Excom Member of Grear Life
Financial Assurance Corporation; Director of the South
Western Cement Corp.; Director of the Seafront
Resources Corp.; Chairman of the Mapua Information
Technology Center, Inc.: Director of the Malavan
Insurance Co.: Director of MICO Equities. Inc.:
President of YGC Corporate Services, Inc
Chairman/President of Grepalife Fixed Income Fund
Corp.; Chairman/President of Grepalife Asset
Management Corp.;: Dircetor of Pan Malavan
Management & Investment Corp.; Vice Chairman of
Pan Malavan Management & Investment Corporation,
Board Member and Chairman of Rizal Commercial
Banking Corporation; Director of Honda Cars
Philippines. Inc.; Director of Isuzu Philippines, Inc.;
Board Member of EEI Corporation; Treasurer of
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Business Harmony Realtv, Inc.; Director of AY
Holdings, Ine.; Chairperson of Pan Malayvan Realtv
Corp.; Director of Pan Malayan Express; Director of
Honda Cars Kalookan, Dircetor and Chairman of Excom
of RCBC Forex Brokers Corp.; Chairperson/President &
Director of Financial Brokers Insurance Agency, Inc.;
President of GPL Holdings; and Chairperson and
Director of La Funerana Paz Sucat, Dircctor, Great
Pacific Life Assurance Corporation; Chairman of the
Malayan Insurance Company; Vice President of A.T.
Yuchengeo, Inc.. Chairperson of Merchants Bank: and
Chairman of Xamdu Motors Inc.

Alfonso L. Salcedo. Jr. Dhrector of BPI/MS Insurance Corporation;
President and Director of BPI Family Savings Bank, Inc,

Y¥vonne 5. Yuchengeo President and Director of Malavan Insurance Company.,
Inc., and MICO Equities, Inc.

Consuelo D, Manansala Diarector of GSIS Mutual Fund, Ing.

Romeo L, Bernardo Independent Director of Bank of the Philippine Islands
and Ayala Life Assurance. Inc.

Rizalino 8. Navarro Director of Rizal Commercial Banking Corporation,
Great Pacific Life Assurance Corporation. Mapua
Institute of Technology. House of Investments, Malavan
Insurance, YGC Corporate Scrvices. Great Life
Financial Assurance Corporation. National Development
Corporation, Tonics, Inc., and Bacnotan Consolidated
Industries, Inc,

Jose Teodoro K. Limecaoco President of BP1 Capital Corporation and a Dircetor of
Avala Life Assurance Inc., and BPI/MS Insurance
Corporation

Mr. Romeo L. Bernardo, Mr, Rizalino Navarro and Mr. Primitivo Cal are currently the Corporation’s
Independent Directors. To be considered independent directors under 1C Circular Letter No. 31-2005,
one: (i) has not been an officer or employee of the company for the last three vears immediately preceding
his term or mecumbency: (i) 15 not related by consanguimity or affinity to an officer in a senior
management position in the company: and (11) does not provide services, and receives no income for
other professional services to the company. The Corporation has no transactions with Lazaro, Berardo.
Tiu & Associates. Neither does the Corporation have transactions with Messrs. Bernardo, Navarro and
Cal,

i Family Relationship
Ms. Helen Yuchengeo-Dee and Ms. Yvonne 8. Yuchengeo, both directors of the Corporation, are sisters,

(g) Resignation/Re-election



Smce the last annual stockholders™ meeting of the Corporation. no Director has resigned or declined to
stand for reelection to the Board of Directors of the Corporation because of disagreement with the
Corporation on any matter relating to the Corporation’s operations, policies or practices.

{(h) Involvement in Legal Proceedings

To the best of the Corporation’s knowledge, there has been no occurrence during the past 5 vears up to
the present date of this Information Statement of any of the following events that are material o an
evaluation of the ability and integrity of any director. any nominee for clection as dircetor. executive
officer. or controlling person of the Corporation:

s Any bankruptcy petition filed by or against any business of which the person was a
general partner or executive officer, either at the time of the bankruptey or within 2 vears
prior to that time;

=  Any conviction by final judgment, including the nature of the offense, in a criminal
proceeding, domestic or foreign, or being subject to a pending criminal proceeding.
domestic or forcign, traffic violations and other minor offenses;

= Being subject to any order, judgment, or decree, not subsequently reversed, suspended or
vacated. of any court of competent junsdiction. domestic or foreign, permanently or
temporarily enjoining, barring, suspending or otherwise limiting his involvement n anv
type of business, sceuntics. commoditics or banking activities; and

= Bemng found by a domestic or foreign court of competent jurisdiction (in a civil action).
the SEC or comparable foreign body, or a domestic or foreign exchange or other
organized trading market or self-regulatory organization. to have violated a securities or
commaoditics law or regulation, and the judgment has not been reversed, suspended or
vacated.

The Company, on the other hand, is presently a party to the following litigation cases:

I8 Industrial Bank of Korea v, DOMSAT
Civil Case No. 99-1853
Regional Trial Court, Makati City, Branch 135

This 15 a third-party complaint filed by the Government Service Insurance System (GSIS) against the
Company as well as other reinsurers (collectively, the “reinsurers™). The third-party complaint stemmed
from a complaint filed by the Industnal Bank of Korea, er al against DOMSAT Holdings, Inc
(“DOMSAT™) and GSIS to collect DOMSAT's debt in the amount of US$11 million, plus interest.
default interest. expenses as well as damages., The proceeds of the loan were used to finance DOMSAT's
two-vear lease and/or purchase of a Russian satellite. GSIS s hability is based on the surety bond it issucd
to guarantee the repayment by DOMSAT of its debt (the “surety bond™). GSIS filed a third-party
complaint against the reinsurers pursuant to the terms of the bond reinsurance binder and the reinsurance
treaty exceuted by them,

GSIS filed a Manifestation and Urgent Omnibus Motion dated March 235, 2008 ("Motion™) which moved
for the continuation of the main complaint between the lenders on the one hand, and DOMSAT as well as
GSIS on the other (Industnal Bank of Korea, et al. vs. DOMSAT, et al)). GSIS further moved for the
suspension of the proceedings in its third-party complaint against the Company and the other reinsurers.
because the hability of the reinsurers is contingent on the lability of GSIS in the main complaint. The
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Corporation filed its manifestation dated April 14, 2008 informing the court that it has no objection to
GSIS™ motion. GSIS further filed a Manifestation with Urgent Motion dated October 13, 2008 which
moved for the deferment of third-party proccedings. On October 29. 2008, the Companv filed a
manifestation stating that it has no objection to GSIS s Manifestation and Urgent Motion dated October
13, 2008,

In view of the GSIS™ pending motions, GSIS deferred its initial presentation of evidence in the third-party
proceedings.

On December 22, 2008, the Corporation received an Order dated December 12, 2008, where the court
suspended the proceedings agamst the Corporation and the third-party defendants until after the
completion of the proceedings in the main complaint, since the third-party defendants’ liabilitv is
contingent on GSI18’s liability in the main complaint. Thus, the third-party proceedings were deferred
until the completion of the proceedings in the main complaint.

2 National Reinsurance Corporation of the Philippines vs. Stronghold Insurance ( ‘ampany, Inc.
fnsurance Commission, Manila

This is a complaint filed by the Company with the Insurance Commission against Stronghold Insurance
Company. Inc. (“Stronghold”) for the revocation or cancellation of Stronghold's license to conduct
mnsurance busingss.

Government Service Insurance System (“GSIS™) and Bangko Sentral ng Pilipinas (“"BSP™) entered into a
fire insurance contract. where the latter insured it PICC Building with the former, GSIS, in turn,
reinsured its nisk with the Company. The Company then reinsured its risk with Stronghold. which
likewise reinsured its risk with other entitics.

On February 22, 2001, BSP incurred a loss due to the fire which occurred at the western portion of the
PICC Building. GSIS paid BSP the amount of 111,089,965 65 for the building and £16.236,687.73 for
the contents thercof. The Company then paid its share of GSIS claim amounting to B63,321.280.00 for
the buildings and R9.254 912,01 for the contents on various dates. Thereafter, the Company notified
Stronghold of the total amount of its share in the loss, which amounts to B57.64.800.39 for the buildings
and B8.413556.67 for the contents.

Despite demands, Stronghold unjustly refused to pay its share of loss to the Company, to the latter’s
damage and prejudice, Thus, on January 19, 2010, the Company filed a complaint with the Insurance
Commission against Stronghold for the revocation or suspension of Stronghold’s license to do insurance
business, Stronghold filed its Answer with Compulsory Counterclaims and the Company filed its Reply
to the Answer. The case is scheduled for Pre-Trial Confirence on May 25, 2010,

The Company intends to file a separate civil action to collect the amount due from Stronghold,

{i) Significant employees

Although the Corporation has and will likely continue to rely significantly on the continued individual
and collective contributions of its senior' management team, the Corporation is not dependent on the
services of any particular cmployee. It docs not have any special arrangements to cnsure that anv
employvee will remain with the Corporation and will not compete upon termination.
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Certain Relationships and Related Transactions

The following table presents (in millions of Philippine Pesos) premiums written (inward) and ceded
(outward), recetvables and payables between the Corporation, its Principal Sharcholders and companics
represented by other members of the Board of Directors for 2008 and 2009:
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In addition. the Corporation has entered into the following agreements with the Bank of Philippine
Islands:

1. Custodianship Agreement: On December 14, 2006, the Corporation entered into a Custodianship
Agreement with BPI for purposes of opening and maintaining a custodianship account with BPI over
securities pertaining to the Corporation, BPI acts as a depositary of such sccurities.  For services
rendered. BPI is entitled to the custodianship fees based on the net asset value of the fund. The
Agreement shall continue in full force and cffect unless sooner terminated by either of the parties
concerned for any reason whatsoever upon giving the other party at least 30 davs advance written notice
of termination,




2, Invesiment Management Agreement.  On December 14, 2006, the Corporation entered into an
Investment Management Agreement with BPI for purposes of appointing BP1 as Investment Manager and
to invest and reinvest the funds deposited in an investment management account with BPL  As
compensation for services, BP] shall be entitled to collect such reasonable compensation to be paid out of
the fund. The Agreement shall continue in full foree and effect unless sooner terminated by either of the
partics concerned for any reason whatsoever upon giving the other party at least 30 days advance wntten
notice of termination.

3 Retirement Fund Investment Management Agreement. On July 26, 1985. the Board of Trustees of
the Nabonal Reinsurance Corporation Employees Retirement Plan entered into an Investment
Management Agreement with BPI for purposes of appointing BPI as Investment Manager and to invest
and remnvest the funds deposited in an investment management account with BP1. As compensation for
services. BPI shall be entitled to collect such reasonable compensation to be paid out of the fund. The
Agreement shall continue m full force and effect unless sooner terminated by either of the partics
concerned for any reason whatsoever upon giving the other partv at least 30 days advance wrtten notice
of termination.

There are no other parties. aside from the related parties discussed heremn. with whom the Corporation has
a relationship that enables the parties to negotiate terms of material transactions that may not be available
to other more clearly independent partics on an arm’s length basis.

[tem 6. Compensation of Directors and Executive Officers

ANNUAL COMPENSATION IN FHILIPPINE PESOS

Name Year Salary Bonus Other annual Total
compensation

' CEO and key executive 2008 16,139,707 5,299,799 2.237.510 23.677.016 |
officers named
Al other officers and 18,076,174 14,196,518 5,693,227 37,965,719
directors as a  group
unnamed
CEO and key exccutive 2009 18 808800 3,059,800 823.468 22.692.068
officers named
All other  officers  and 16,389,204 2,731,534 4,953,643 24074381 |
dircctors  as  a group
unnamed .
CEO and key exccutive 2010 19.379.040 3,229,840 1,091,532 23,700,412
officers named {Estimates)
All other officers and 17941140 2,990, 190 5141447 26,072,777
directors as a group
unnamed

Officers and directors named for 2009 include the following:

e Lk B

Roberto B. Cnisol. President and CEO

Armando Malabanan, Exccutive Vice President and COOQ;
John E. Huang, Senior Vice President and CFO:
Rodolfo M. Nayve, Senior Vice President; and
Rayvmundo T. Bautista, Senior Vice President.
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The Corporation’s By-Laws (Article 111 Section 8) provide that such per diem as the Board of Directors
may approve shall be paid to each director for attendance at any mecting of the Board: provided however,
that nothing therein contained shall be construed to preclude any director from receiving such bonuses.
other than per diems, as provided clsewhere in the Corporation’s Amended By-Laws, or from serving in
any other capacity and reeciving compensation therefrom, subject to approval thereof by the vote of
stockholders representing at least a majonty of the outstanding capital stock at a regular or special
stockholders” meeting. In this connection, Section 30 of the Corporation Code of the Philippines states
that “in no case shall the fotal vearly compensation of directors. as such directors, exceed ten percent
{10%) of the net income after tax of the corporation during the preceding year.”

Each director of the Corporation receives a per diem based on the following schedule for attendance n
meetings of the Board of Directors/ Commuttees:

| A Board Meetings

| Chairman o P 50.000
Vice-Chairperson 45.000 |
Director/Treasurer 37.500
Independent Directors 20,000
Regular Directors 17,000

B. Committees” Meetings
Independent Directors P 6,000
Repgular Directors 3.000

Aside from the above, and the performance bonus system approved by the stockholders during the June
23, 200% annual stockholders” meeting. no other resolution relating to dircctor’s remuneration has been
adopted by the Board of Directors,

Among the exceutive officers of the Corporation, the President and Chief Executive Officer, Mr. Roberto
B. Crisol, and the current Exccutive Vice President and Chicf Operating Officer, Mr. Armando 8.
Malabanan have employment contracts. The contract with Mr. Crisol has a term of three years, which will
expirc on December 31, 2011, The contract with Mr. Malabanan has a term of five vears. which will
expire in February 2012,

As of date. none of the Corporation’s common shares are subject to outstanding options or warrants to
purchase, or securities convertible into common shares of the Corporation.

Item 7. Independent Public Accountant

(a) The auditing firm of Punongbayan & Araullo will be recommended to the stockholders for
appointment as the Corporation’s principal accountant for the ensuing fiscal vear. Conformably
with SRC Rule 68(3)(b)(iv), the Corporation’s independent public accountant shall be rotated. or
the handling partner shall be changed, every 5 years. Mr. Leonardo D, Cuaresma. Jr.. audit
partner of Punongbayan & Araullo, has been on the engagement for less than five vears.

(b} Punongbayan & Araullo was the same principal accountant of the Corporation for the fiscal vear
most recently completed (December 31, 2009).

)



(c) Representatives of Punongbayan & Araullo are expected to be present at the stockholders’
meeting. They will have the opportunity to make a statement if they desire to do so and they are
expected to be available to respond Lo appropriate questions.

(d) Punongbayan & Araullo has no sharcholdings in the Corporation nor any night, whether legally
enforceable or not. to nominate persons or to subscribe for the securities in the Corporation. The
foregoang 15 in accordance with the Code of Ethies for Professional Accountants in the
Philippines.

(e) There are no disagreements on any matter of accounting pninciple or practices. financial statement
disclosures, etc., between Punongbavan & Araullo and the Corporation.

() The Company’s Audit Commuttee 1s composed of the following:
Chairman: Mr. Rizalino 5. Navarro
Vice-Chairman; Mr, Romeo L. Bernardo
Member: Mr. Primitive €. Cal

Item 8. Compensation Plan

There are no items (o be taken up with respect to compensation plans.

C. ISSUANCE AND EXCHANGE OF SECURITIES

Item 9. Authorization or Issuance of Securities Other than for Exchange
There are no 1ssues regarding the 1ssuance of securnties other than for exchange.
Item 10. Modification or Exchange of Securities

There are no matters or actions to be taken up with respect to the modification or exchange of the
Company’s securities.

Item 11. Financial and Other Information

The audited financial statements as of 31 December 2009, Management’s Discussion and Analysis,
Market Price of Shares and Dividends and other data related to the Company’s financial information are
attached hereto as “Annex B

ltem 12. Mergers, Consolidations, Acquisitions and Similar Matters

There 1s no action to be taken with respect to any merger, consolidation or acquisition.

[tem 13. Acquisition or Disposition of Property

There is no action to be taken with respect to any acquisition or disposition of property.



Item 14. Restatement of Accounts

There is no action to be taken with respect to the restatement of any asset, capital, or surplus account of
the Company.

D. OTHER MATTERS

Item 15. Action with respect to Reports
Summary of lems to be Submitted for Stockholders® Approval

(1) Approval of the Minutes of the Annual Stockholders’ Meeting held an June 22,
20019

The minutes of the annual stockholders” meeting held on June 22, 2009 will be submitted for approval of
the stockholders at the annual mecting to be held on June 29, 2010, Below is a summary of the tems
and/or resolutions approved at the annual stockholders’ meeting held on June 22, 2009

ia) The Chairman of the Board of Directors of the Corporation called the meeting to order. The
Secretary of the meeting certified that a quorum existed for the transaction of business.

(b) The stockholders approved the minutes of the annual stockholders” meeting held on June 23.
2008.

i) The Chairman delivered his message.

(d) The President of the Corporation presented the management report. He presented the highlights

of the performance of the Corporation, the details of which were incorporated into the
Corporation’s annual report as distributed to the stockholders. The management report included a
discussion on underwrniting, operations, investment, financial report, outlook and plans. Upon
motion duly made and seconded, the management report was approved.

ic) Upon motion duly made and scconded. the stockholders ratified the acts of the officers and the
Board of Directors of the Corporation performed or undertaken in the vear 2008 and until June
22, 2009,

(f) Upon motion duly made and scconded. the accounting firm Punongbavan & Araullo was
appointed as external auditors of the Corporation for the then current fiscal vear.

() The following were elected as directors of the Corporation for the then current yvear, to serve as
such for a period of one year and until their successors shall have been elected and qualified:

(1) Winston F. Garcia

(2) Adelita A Vergel De Dios
{3) Roberto B. Crisol

(4) Alfonso L, Salcedo, Jr,
(5) Yvonne 8. Yuchengeo

{6) Noel M. Juan



(7} Jose Teodoro L. Limcaoco
(8) Josefina L. Valera

() Romeo L, Bemardo

{10y  Razalino 5. Navarro

(11)  Primitive C. Cal

(1) Upon motion duly made and scconded. the annual stockholders™ meeting was adjourned.

(2) Ratification of the Acts of the Board of Directors and Officers

Resolutions, contracts. and acts of the board of directors and management for ratification refer to those
passed or undertaken by them dunng the year and for the day to day operations of the Company as
contained or reflected in the minute books. annual report and financial statements. These acts are covered
by resolutions of the Board of Directors duly adopted in the normal course of trade or business involving
approval of the budget for the current year, approval of investments, treasury matters involving opening
of accounts and bank transactions. appointment of signatorics and amendments thereof, engagement of
consultants. sale of company vehicles, and election of new directors and members of the various Board
committess.

{3) Appointment of Independent Auditors

The auditing firm of Punongbavan & Araullo will be recommended to the stockholders for appomntment
as the Corporation’s principal accountant for the ensuing fiscal year,

Item 16. Matters Not Required to be Submitted

Mo action 1s to be taken with respect to anv matter which 15 not requured to be submitted to a vote of
securnty holders.

Item 17. Amendment of Charter, By-laws or Other Documents

No action 1s to be taken with respect to any amendment of the Company’s charter, byv-laws or other
documents.

Item 18. Other Proposed Action
Mo action 15 to be taken with respect to any matter not specificallv referred to herein.
Item 19. Summary of Voting Matters/Voting Procedures
(a) Summary of Matters to be presented to the Stockholders
(1) Approval/ratification of the minutes of the annual meeting of stockholders held on June 22,
2009, Approval of said minutes shall constitute confirmation of all the matters stated in the
minutes.
{2) Resolutions, contracts, and acts of the board of dircctors and management for ratfication
refer to those passed or undertaken by them during the year and for the dav to day operations
of the Company as contamed or reflected n the minute books, and attached management

report and financial statements. These acts are covered by resolutions of the Board of
Dircectors duly adopled in the normal course of trade or business involving approval of the

(e
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budget for the current year, approval of investments, treasury matters involving opening of
accounts and bank transactions, appointment of signatories and amendments thereof,
engapement of consultants, sale of company vehicles, and ¢lection of new directors.

(3) Selection of Punongbayan & Araullo as independent auditors.

{4) Election of Directors

Election of a Board of eleven (11) direetors, each of whom will hold office until the next

annual meeting of stockholders and until his or her successor 1s clected and qualified. The
nominees for directors are;

For Regular Directors:

Winston F. Garcia

Helen Y. Dee

Roberto B. Cnisol

Ywvonne 8. Yuchengeo
Alfonso L. Salecedo, Ir.
Jose Teodoro K. Limcaoco
Consuelo D, Manansala
Noel M. Juan

For Independent Directors
Romeo L. Bernardo
Priminvo C. Cal
Rizalino §. Navarro
All of the above nominees are currently directors of the Corporation.
The nominees for Independent Dircctors” of the Corporation for the Annual Stockholders’
Meeting of June 29, 2010 within the purview of SRC Rule 38 arc Romco L. Bernardo. Primitivo
C. Cal. and Rizalino S. Navarro.
(b} Voting Procedures

i) Approval/ratification of the minutes of the annual stockholders’ mecting held on June 22,
2009,

(A) Vote required: A majonty of the outstanding common stock present in person or
by proxy, provided constituting a quorum.

“ An “Independent Director” shall mean a person other than an officer or employee of the Corporation or its subsidiaries, or any
other mdividual huving a relationship with the Corporation, which would interfere with thi exercise of independent judgment in
carrying oul the responsibilities of a director.



(2)

(3)

(4)

(3}

(B) Method by which votes shall be counted: Each outstanding common stock shall
be entitled to one (1) vote. The votes shall be counted by a show of hands or,
upon motion duly made and seconded. by seerct ballot.

Ratification of the acts of the Board of Directors and Officers

(A) Vote required: A majority of the outstanding common stock present in persen or
by proxy, provided constituting a quorum.

(B) Method by which votes shall be counted:  Each outstanding common stock shall
be entitled to one (1) vote, The votes shall be counted by a show of hands or,
upon motion duly made and seconded, by secret ballot.

Appointment of Independent External Auditors

(A Vote required: A majornity of the outstanding common stock present in person or
by proxy, provided constituting a quorum.

(B) Method by which votes shall be counted:  Each outstanding common stock shall
be entitled to one (1) vote. The votes shall be counted by a show of hands or,
upon motion duly made and seconded. by secret ballot.

Election of Directors

(A) Vote required; The eleven (11) candidates receiving the highest number of votes
shall be declarcd clected. provided that at least two of whom must be
independent directors.

(B) Method by which votes will be counted: Cumulative voting applics. Under this
method of voting, a stockholder entitled to vote shall have the right to vote m
person or by proxy the number of sharcs of stock standing in his own name on
the stock books of the Corporation as of the Record Date, and said stockholder
mav vote such number of sharcs for as many persons as there are directors to be
clected or he may cumulate said shares and give one candidate as many votes as
the number of directors to be ¢lected multiplicd by the number of his shares shall
equal, or he may distribute them on the same principle among as many
candidates as he shall see fit.

The eleven nominees obtaimng the highest number of votes will be proclaimed as
Directors of the Corporation for the ensuing year, three of whom shall be
independent directors.

In the regular meeting of the Board of Directors held on January 21, 2010, Punongbayvan
& Araullo was appointed as Board of Canvassers. The Board of Canvassers shall have
the power to count and tabulate all votes, assents and consents; determine and announce
the result; and to do such acts as may be proper to conduct the election or vote with
faimess to all stockholders.



ltem 1.

PART 11
INFORMATION REQUIRED IN A PROXY FORM

Identification

This proxy 1s being solicited for and on behalf of the Management of the Corporation. The Chairman of
the Board of Dircctors or, in his absence. the President of the Corporation will vote the proxies at the
annual stockholders” meeting to be held on June 29, 2010,

Ttem 2.

(a)

(b)

(c)

(d)

(e)

(f

(2)

Instruction

The proxy must be duly accomplished by the stockholder of record as of Record Date. A proxy
executed by a corporation shall be in the form of a board resolution duly certified by the
Corporate Secretary or in a proxy form exccuted by a duly authonized corporate officer
accompanied by a Corporate Secretary’s Certificate quoting the board resolution authorizing the
said corporate officer to exccule the said proxy.

Duly accomplished proxies shall be submitted to the Corporate Sceretary of the Corporation not
later than June 24, 2010, 3:00 P.M. (not less than 5 calendar days prior to the date of the
stockholders™ mecting) at the following address:

The Corporate Sceretary

Mational Reinsurance Corporation of the Philippines
18" Floor, Philippine AXA Life Centre

Senator Gil Puvat corner Tindalo Strect

Makati City 1200 Philippines.

In case of shares of stock owned jointly by two or more persons, the consent of all co-owners
must be necessary for the execution of the proxy. For persons owning shares in an “and/or”
capacity, any one of them may ¢xecute the proxy.

Validation of proxies will be held by the Corporate Sceretary and/or Stock Transfer Agent on
June 24, 2010 at 3:00 p.m. at the principal office of the Corporation at the 18" Floor, Philippine
AXA Life Centre Senator Gil Puvat Avenue comner Tindalo Street, Makati City, Philippines.

Unless otherwise indicated by the stockholder, a stockholder shall be deemed to have designated
the Chairman of the Board of Directors, or in his absence. the President of the Corporation, as his
proxy for the annual stockholders meeting to be held on June 29, 2010.

If the number of shares of stock is 1¢fl in blank. the proxy shall be deemed to have been 1ssued for
all of the stockholder’s shares of stock in the Corporation as of Record Date

The manner in which this proxy shall be accomplished. as well as the validation hercof shall be
governed by the provisions of SRC Rule 20 (11)(b).



(b} The stockholder exceuting the proxy shall indicate the manner by which he wishes the proxy to
vote on any of the matters in (1), (2), and (3) below by checking the appropriate box. Where the
boxes (or any of them) are unchecked. the stockholder executing the proxy is deemed to have
authorized the proxy to vote for the matter. (Note: If you intend to submit a proxy, please fill
up and submit the enclosed proxy instrument, not the following Item 2(h).)

(1) Approval/ratification of the minutes of the annual stockholders™ meeting held on June 22.
2009

LI FOR [T AGAINST LI ABSTAIN
(2) Ratification of the acts of the Board of Directors and Officers
. FOR [T AGAINST | ABSTAIN

(3} Appointment of Punongbayan & Araullo as Independent External Auditors
I FOR [T AGAINST 1 ABSTAIN

(i) Elcction of Directors. (Note: If you intend to submit a proxy, please fill up and submit the
enclosed proxy instrument, not the following Item 2(i).)

O FOR all nominees listed below, except those whose names are stricken out

WITHHOLD authority to vote for all nominees listed below,

(Instruction: To strike out a name or withhold authonty to vote for any individual nomince.
draw a linc through the nomince’s name in the list below).

For Regular Directors,

Winston F. Garcia

Helen Y. Dee

Roberto B, Crisol

Yvonne 8. Yuchengeo
Alfonso L. Salcedo. Jr,
Jose Teodoro K. Limcaoco
Caonsuclo D, Manansala
Moel M. Juan

For Independent Directors:
Romeo L. Bernardo
Primitive C. Cal
Rizaline 8. Navarra

[tem 3. Revocability of Proxy

Any stockholder who executes the proxy enclosed with this statement may revoke it at any time before it
15 excreised. The proxy may be revoked by the stockholder executing the same at any time by submitting



to the Corporate Secretary a written notice of revocation not later than the start of the meeting, or by
attending the meeting in person and signifving his imtention to personally vote his shares. Shares
represented by an unrevoked proxy will be voted as authorized by the stockholder.

Item 4. Persons Making the Solicitation

The solicitation 15 made by the Management of the Corporation. Mo director of the Corporation has
informed the Corporation in writing that he intends to oppose an action intended to be taken up by the
Management of the Corporation at the annual meeting. Solicitation of proxies shall be made through the
use of mail or personal delivery by its regular emplovees. The Corporation shall not engage the services
of special employees or proxy solicitors in the proxy solicitation. The Corporation will shoulder the cost
of solicitation, which is estimated to be B10,000.00.

Ttem 5, Interest of Certain Persons in Matters to be Acted Upon
Mo director, officer, nominee for dircctor, or associate of any of the foregoing. has any substantial

interest, direet or indirect, by security holdings or otherwise, on any matter to be acted upon at the annual
stockholders” meeting to be held on June 29, 2010, other than clection Lo office.
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PART 111
SIGNATURE

Management does not intend 1o bring any matter before the meeting other than those set forth in the
Motice of the annual meeting ol stockholders and does not know of any matters 10 be brought belore the
meeting by others. It any other matter does come before the meeting, it 15 the intention of the persons
named in the accompanying proxy o vole the proxy in accordance with their judament

ACCOMPANYING THIS INFORMATION STATEMENT ARE COPIES OF THE (1) NOTICE
OF THE ANNUAL STOCKHOLDERS MEETING CONTAINING THE AGENDA THEREOF;
(2) PROXY INSTRUMENT:; AND (C) THE CORPORATION'S MANAGEMENT REPORT
PURSUANT TO SRC RULE 20 (4).

UPON THE WRITTEN REQUEST OF A STOCKHOLDER, THE CORPORATION WILL
PROVIDE, WITHOUT CHARGE, A COPY OF THE CORPORATION'S LATEST ANNUAL
REPORT IN SEC FORM 17-A AND LATEST QUARTERLY REPORT IN SEC FORM 17-Q
DULY FILED WITH THE SECURITIES AND EXCHANGE COMMISSION. THE
STOCKINOLDER MAY BE CIIARGED A REASONABLE COST FOR PHOTOCOPYING THE
EXHIBITS.

ALL REQUESTS MAY BE SENT TO THE FOLLOWING:

National Reinsurance Corporation of the Philippines
18" Floor, Philippine AXA Lile Centre

Senator Gil Puvat corner Tindalo Street

Makati City 1200 Philippines.

Attention: The Corporate Seerctary

Adter reasomuble inguiry and 1w the hest of my koowledge and beliefl T certily that the information sel
forth in this report is true, complete and correct. This report 1s signed in the City of Makati, May 4, 2010,

NATIONAL REINSURANCIE
CORPORATION OF THE PHILIPPINES

LAY~

Noel Al Taman
Corporate Seeretary

3y
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ANNEX A
FINAL LIST OF CANDIDATES FOR INDEPENDENT DIRECTORS

Romeo L. Bernardo, Independent Director since June 2006, He is the President of Lazaro Bernardo
Tiu & Associates, Ine.; Independent Director of Bank of the Philippine Islands and Avala Life Assurance,
Inc.: Chairman of the Board of ALFM Peso Bond Fund, Inc., ALFM Dollar Bond, Inc., and ALFM Euro
Bond Fund. Inc.. Dhirector of Globe Telecom, Inc. RFM Corporation, Philippine Investment
Management, Inc., PSi Technologies, Inc., Philippine Institute for Development Studics, Avala Plans.
Inc., BPI Family Savings Bank, Inc., BPl Capital Corporation, BPI Direet Savings Bank. BPI Rental
Corporation. and BP1 Leasing Corporation: and Vice Chairman and Founding Fellow of the Foundation
for Economic Freedom and Member of the Board of Trustees of the UP School of Economics Alumni
Association. He graduated with a BS degree in Business Economics from the University of the
Philippines in 1974, and Masters in Development Economics from the Williams College, Massachusetts,
US.A m 1977

Mr. Primitive C. Cal, Independent Director since July, 2007. Mr. Primitivo Cal 15 a civil engineer and
lawyer. He 15 a full professor at the School of Urban and Regional Planning (SURP), University of the
Philippines. He recently completed his term as dean of SURP. He served as Undersceretary of the
Department of Transportation and Communications from December 1993 to June 1998, He has heid
several scholarly positions in the past as Foreign Professor at the University of Tsukuba. Japan: Research
assistant in the Department of Civil Engineenng. University of Dundee in Scotland and in the Asian
Institute of Technology i Bangkok, Thailand. He also served as a Board member of the Philippine
National Railwavs from November 2001 to December 2004,

Mr. Rizalino S. Navarro, Independent Director since July, 2007. Mr. Rizalino S. Navarro is Sentor
Adviser and a Director of Rizal Commercial Banking Corporation.  He was the Bank’s Exccutive Vice
Chairman and Chief Executive Officer from 2004 to 2007. Currently, he is Chairman (Non-Exccutive) of
Clark Development Corp. and Member of the Subic-Clark Area Development Council. He is also
Chairman of EEl Corporation, Seafront Resources Corporation, Petroenergy Corporation, Bankard, Inc,
and a Director of Great Pacific Life Assurance Corporation, Mapua Institute of Technology, House of
Investments. Malayan Insurance, YGC Corporate Services. and Upline Food Corporation. He has held
various positions in the government including that of Sccretary of Trade and Industry and member of the
Monctary Board. Mr. Navarro graduated from the University of the East with a Bachelor of Science
degree in Business Administration. He received his Masters in Business Admimistration from Harvard
Business School,
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ANNEX B

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Description of Business

National Reinsurance Corporation of the Philippines (hereafter the “Company™ or the “Corporation”) was
incorporated in 1978 pursuant to Presidential Decree No. 1270. The Company opcrates as a professional
reinsurance corporation providing life and non-life reinsurance to the Philippines and to neighboring
insurance markets. Since 2007, the Company has also been doing business under the names and styles of
“Philippine National Reinsurance Company: PhilNaRe™ in order to reinforce its image as the country’'s
national reinsurer and its position as the only domestically-incorporated professional reinsurance
company n the Philippines.

The primary mandate of PhilNaR¢ is to assist in the development of the Philippine insurance industry (a)
by providing reinsurance capacity and support to Philippine insurance compani¢s, (b) by serving as a
medium for regional and international cooperation in insurance, and (c) by contributing towards higher
retention of business within the country. The Company became a vehicle for the Philippine insurance
industrv’s participation in the Asian Reinsurance Corporation (“Asian Re7). a multilateral reinsurance
entity based in Bangkok, Thailand established to foster regional cooperation among INSUTANCE COMPANICS
doing business in Asia

Over a span of three decades. the Company developed into the largest domestic professional reinsurer in
the Philippines. PhilNaRe¢ became the country’s sole domestic professional reinsurance company
following its merger with Universal Malayan Reinsurance Corporation {("UMRe”) on March 6, 2006,
UMRe itsclf was the product of the 2004 merger between Universal Reinsurance Corporation ("URCT)
and Malavan Reinsurance Corporation ("MRCT).  Prior to their 2004 merger, URC had been the
country’s second largest reinsurer and MRC had been ranked third. At present, PhilNaRe has no
subsidiaries.

The Company writes both life and non-life reinsurance. Major business lines under the non-life segment
include fire, marine & aviation, and casualty & others. Marinc & aviation covers insurance on aircraft.
marine vessels and marine cargo. The casualty & others line covers various business and personal
insurance risks, the biggest of which are motor car and industrial all risk. Industrial all nisk s a hianket
policy that protects a business establishment from various penils such as firc, machinery breakdown and
loss of property

As of December 2009, casualty & others accounted for 47% of the Company’s Gross Premiums Written
(“GPW™) and 33% of Net Premiums Written (“NPW™), fire accounted for 27% of GPW and 29% of
NPW._ life accounted for 15% of GPW and 22% of NPW and marine and aviation accounted for 11% of
GPW and 16% of NPW.

The Company writes reinsurance largely for the domestic market. The portion of the Company's GPW
accounted for by foreign insurance companies for the years 2007, 2008 and 2009 arc 3%. 8% and 0%,
respectively.

The Company offers reinsurance both on treaty and facultative arrangements or contracts. Tvpically, in

treaty arrangements, reinsurance is offercd to cover more than one policy or entire, preciscly defined
portfolios while facultative arrangements provide cover on a per policy basis. Facultative remnsurance 1s
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individually written by the reinsurer. Each facultative reinsurance policy 15 negotiated separately, wath the
pricing and other terms established at the time the policy 15 underwrtten. Under a facultative
arrangement, the ceding company is under no obligation to reinsure any particular risk and the reinsurer
to whom an offer 1s made is likewisc under no obligation to accept any particular nsk.

In a treaty, the ceding company purchases reinsurance to cover specified blocks of business it has
underwritten. The ceding company and the reinsurer enter into a treaty contract which sets out the terms,
conditions and limitations which govern the remsurance arrangements. Both parties are automatically
bound in advance with respeet to any and all risks that fall wathin the scope of the contract such that the
ceding company would be obliged to cede, and the reinsurer would be obliged to accept all business
falling under the scope of the agreement. Reinsurance treaties specify the ceding company’s binding limit,
which is the maximum amount of risk that can be ceded automatically and that the reinsurer must accept.
In contrast to facultative reinsurance. the rensurer does not approve cach individual risk under a treaty
arrangement,

The Company competes with a number of large foreign reinsurers 1n its sclected lines of business, These
companics offer the lines of reinsurance that the Company also offers, The Company benefits to a certain
extent from Presidential Decree No. 1270 ( “PD 12707) which mandates all life and non-life insurance
and reinsurance companics doing business in the Philippines to cede to the Company at least ten percent
of their outward reinsurance placed with foreign reinsurers.

Review of 2009 versus 2008

Results of operations
Reinsurance premiums — net of returns or Gross Premiums Written

Grross premiums written in 2009 decreased by PY55.1 milhon, or 21.3%, to P3.538.4 mllion from
P4.493 5 million in 2008. The decrease was duc largely to the Company’s stricter underwriting policies,
which resulted in the cancellation of certain unprofitable treaties and facultative business, the losses from
which negatively affected the Company’s underwriting performance in previous years, Consequently.
reinsurance premiums from the casualty line of busmess decreased from P2.254 8 million in 2008 to
P1.652 mullion in 2009. Reinsurance premiums from the Company’s marine busingss also decreased
from P784 million in 2008 to P384.1 million in 2009. These declines were not offset by reinsurance
premiums from the fire business, which grew from P944 million in 2008 to P971.2 million in 2009 or
from the life business, which increased from P310.7 mullion in 2008 to P531.2 million in 2009,

Net premiwms retained

The percentage decline in net premiums retamed was lower than gross premiums because of the
Company’'s higher retention ratio. Net premiums retained in 2009 decreased by P227.6 million, ar
14 4% to P1.352.4 million from P1_580 million in 2008 Retention ratio in 2009 was 38.2% in 2009 as
against 35 16% in 2008, owing to the fact that a larpe portion of nsk acceptances cancelled or not
renewed in 2009 were risks in which the Company had a lower retention.

Premiums earned
Premiums earned in 2009 decreased by only P80.5 million, or 5.2%. to P1.471 mllion from P1.351.3
million in 2008. This was due to a decrease in the reserve for uncarned premiums of P118 million in

2009 as against an increase in the reserve of P28.6 million in 2008, Unearned premium reserve represents
the uneamed portion of premium income recognized from policies in force as at report date. The drop in
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2009 of the Company’s gross premiums written and net premiums retained resulted in a decline in this
reserve and therefore an addition to camed premioms,

Share in claims and losses

Despite the occurrence of a number of fire, marine and catastrophe-related (i.e., typhoon) losses in 2009,
share in claims and losses for 2009 decreased by P204.3 million, or 16.5%. to P1.033 million from P1,237
million in 2008, The decrease was largely due to the denial of certain claims due to non-payvment of the
associated reinsurance premiums.

{nmmissions — net

The increase in net commissions of P19.8 million or 5.1% from P387.2 million in 2008 to P407 million in
2009 was the resultant effect of the P118.5 million decrease in reserve for uncamed premuums.  The
decline in this reserve, which resulted in additional premiums deemed carned under the 24™ method of
premium accounting, also resulted in the recognition of the associated acquisition cost (i.e.. commission)
which had until then been deferred

Drvestment income and other income

Investment income and other income rose by 4% to P466.7 million in 2009 from P449.2 million in 2008,
During the year. positive trends prevailed in the Company’s main investment markets of Philipping
equities and bonds

Interest Income increased by P2% or P7.4 million to P382 million in 2009 from P375 million n 2008 as
the Company continued to invest in high-quality fixed-income¢ government secunties and corporate
bonds. Other Income. comprised largely of dividend and trading income, experienced a turnaround in
2009 with a gain of P108 million compared to a loss of P41 million in 2008, This cushioned the impact
of unrealized foreign exchange loss in 2009 amounting to P24 3 nullion

Creneral and administrative expenses

General and administrative expenses (GAE) mereased by 33.6% to P325 mullion 1n 2009 from P211.7
million in 2008, primarily due to additional provisions for impairment (i.e., bad debts) of P28 million.
Without the provision, GAE in 2009 would have decrcased from the previous vear,

Provision for income fax

The income tax provisions for 2009 and 2008 were flat at P70 million. These provisions relate primarily
to final tax on the Company’s interest income on bank deposits, government sccuritics and corporate
bonds.

Net neome

As a result of the aforementioned factors, the Company ended 2009 with a net income of P103 nullion.
P9 million or 9% higher than 2008 net income of P94 million.

Financial condition

As of December 31, 2009, total resources of the Company stood at P11,096 million, P1.175 million lower
than total resources of P12.272 million as of December 31, 2008, Excluding reinsurance accounts, assels



were primanily comprised of cash and short-term imvestments, fixed income securities, and equity
investments designed to match the cash flow requirements of remsurance hiabilitics. Matenal changes n
the Company’s resources which contributed to the decrease are deseribed below.

Remsurance balances receivable. net of allowance for impairment of P268 million, decreased by P1,479
million or 34% to P2.874.4 million in 2009 from P4.353.4 million in 2008 mainly due to the decline in
gross reinsurance premiums written. Reinsurance balances receivable melude premiums due from ceding
companies (decreased from P1,669 million in 2008 to P912.7 million in 2009), reinsurance recoverable
on unpaid losses (decreased from P2.403 million in 2008 to P1,760 mullion in 2009) reinsurance
recoverable on paid losses (increased from P309 million in 2008 to P350 million in 2009) and funds held
by ceding companies (increased from P112 million in 2008 to P120 million in 2009 )

Available-for-sale financial assets increased by P764 million or 14.5% to P6.048.7 mullion in 200% from
P5.284.6 million in 2008, reflecting mark-to-market adjustments as well as transfers from cash and cash
cuivalents to available-for-sale financial asscts.

Loans and receivables went up by P37.7 million or 29.5% to P253.5 million in 2009 from P195.7 million
in 2008 principally due to the Company’s mvestment in fixed rate corporate promissory notes due 2011
of EEl Corporation.

Property and equipment, net of accumulated depreciation increased by P43.5 million or 30% to P130
million in 2009 from P86.5 million in 2008, mainly due to acquisition of new computers and peripherals
as replacements for existing equipment as well as for the computerization project of the Company which
commenced in 3" quarter 2009.

Deferred acquisition costs dropped by P35 million or 17.4% to P166 million in 2009 from P200.7 million
in 2008, reflecting portions of deferred acquisition cost booked in 2008 that were charged to commission
expense in 2009. The decrease i1s also related to the drop in premium volume for 2009 and the
corresponding decrease m uncamed premiom reserve.

Deferred reinsurance premiums showed a decrease of 6.7% to P772 million in 2009 from P827.3 million
in 2008 largely due to lower level of premiums in 2009 compared 1o 2008,

Deferred input value added tax decreased by PR3 mullion or 14.7% to P35 million m 2009 from P64.5
million 1n 2008 mainly due to decline in commission expense subject to VAT,

Other assets increased by 3.5% to P113.2 million in 2009 from P109.4 million in 2008 primarily duc to an
increase in unutilized creditable expanded withholding.

Total habilines decreased by P1.380.7 million or 21.8% to P4,941.2 million in 2009 from P6.322 million
in 2008, The decrease in total Liabilities is explained below:

Reinsurance balances payable decreased by 23 8% or by P1,117.8 million to P3.587.9 million in 2009
from P4.705.6 million m 2008 due largely to the overall decrease in reinsurance premiums in 2009 This
account primarily includes amounts due to retrocessionaires, which declined from P1,105.6 million in
2008 to P468_8 million in 2009; funds held by retrocessionaires, which decreased from P83 .8 million in
2008 to P71 million in 2009; and claims payable, which decreased from P3,316.2 million in 2008 to
P3 048 1 mullion in 2009,



Accounts pavable and accrued expenses decreased by P11 million or 24.3% from P45.5 million in 2008
to P34.4 million in 2009 principally due to the reversal of a pre-merger accrued expenses and retirement
liabilities which were set up in 2006.

Reserve for uncamed reinsurance premiums declined to P1,179.1 million in 2009 from last year's
P1.353. 1 million or by P174 million (12.9%) traced largely to decrcase in gross reinsurance premiums
written during the year on casualty and marine business.

Deferred reinsurance commission declined by P10.8 million or 10% from P108.3 million in 2008 to P97.3
million in 2009, reflecting the Company’s lower level of commission income.

Deferred output value added tax decreased by P67.1 million or 61.3% to P42 million in 2009 from P10Y 4
million in 2008 due to lower commission income subject to VAT,

Total equity as of December 31. 2009 stood at P6.155 million, an increase of P204.9 million or 3.4%
from P5.950 million in 2008, The increase was primarily due to net income of P103 million and P188
million positive movement in the Company’s revaluation reserve less a dividend payment of PE6 million
e 2008

Material changes (increase/decrease of 5% or more) in the financial statements

Income Statement items - 2000 versus 2008

21% degréase in reinsurance premiums
Principally due to cancellation of non-profitable marine treaty and facultative business.

25% decrease n retroceded premiums
Due to decrcase in reinsurance premiums.

14%% deerease in net premiums retained.
Due to decrease in reinsurance premiums offset by increase in retention ratio.

314% decrease in reserve for unearned reinsurance premiums
Duc to higher level of current relative to deferred reinsurance premiums.

11% decrease in underwriting deductions
Due to lower level of compensable claims offset by higher commission expense.

143% increase mn net underwriting income
Adttributable to decline in underwriting deductions, 1.e., lower claims expense

54% increase in general and administrative expenses
Principally due to additional provision for impairment.

9%, increase In net income,
Largely due to positive underwriting results and higher investment and other income.

Balance Sheet items - 2000 versus 20008

41% decrease in cash and cash equivalents
Mainly due to conversion from cash to available-for-sale financial assets
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34%, decrease in reinsurance balances receivable
Due to decrease in remsurance recoverable on losses.

14% increase in available for sale financial assets.
Essentially duc to additional investments and mark-to-market gains during the year

29% increase in loans and recervables.
Principally due to additional investment made in EEI fixed rate corporate promissory notes.

5()% increase in property and equipment, net
Mainly due to acquisition of additional computers and peripherals for replacement and for
computerization project of the Company.

1 7% decrease in deferred acquisition cost.
Due to decline in gross premiums written.

7% decrease in deferred reinsurance premiums
Principally due to lower level of retroceded prenuums.

| 3% decrease in deferred input value added tax
Largely duc to lower commissions which are subject to input VAT,

3% mcrease in other assets
Dug¢ to increase in unutilized creditable expanded withholding tax.

24%, deercase in reinsurance balances pavable
Largelv due to lower level of claims pavable

24% decrease in accounts payable and accrued expenses
Principally due to reversal of pre-merger accrued expenses and retirement hability.

13% deerease in reserve for uncarned reinsurance premiums
Essentially due to lower level of reinsurance premiums assumed.

| (1%, decrease in deferred reinsurance comimissions
Duie to lower commission Income.

61% decrease in deferred output valuc-added tax
Due to lower commission income subject to VAT,

3% increase in stockholders™ equity
Primarily due to net income plus higher revaluation reserve.
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Review of 2008 versus 2007

Results of operations
Reinsurance premivms — net of returns or Gross Premiums Written

Gross premiums written in 2008 increased by P176.9 million, or 4.1%, to P4.493 5 million from P4.316.6
million in 2007. The growth in reinsurance premiums was largely due to acceptances in both marine
treaty and facultative businesses, which increased by P109.5 million or 73.1% and P235.4 million or
81.3%. respectively. Reinsurance premiums from casualty lines and life business also grew by P212.7
million (10.4%) and P62.5 million (13.9%), respectively.  Offsetting this growth was a decline n
premiums from the fire business, which dropped by P443.1 million or 31 9% in 2008.

Ner premiums retained

Despite relatively modest growth in gross premiums, net premiums in 2008 grew by 28.7% to P1.580.0
million from P1.227 4 million in 2007 Retention ratio thus increased from 28.4% in 2007 to 35.2% in
2008, reflecting the Company’s efforts to retain more risk (and therefore more premiums) for its own
account, The non-life business increased its retention ratio to 32.7% in 2008 from 25.2% in 2007 while
the Iife busmess slightly decreased to 54, 1% in 2008 from 56% in 2007,

Preminms earned

Premiums carned also increased by 32% to P1,551.3 million m 2008 from P1.175.3 in 2007, mamly due
to the strong growth in premiums retained and a decrease in reserve for unexpired risk of P28.6 million
arising from the use of the 24" method of recognizing reinsurance premiums,

Share in claimy and losses

Share in claims and losses doubled in 2008 (P1.236.9 million in 2008 as apainst P60Y million in 2007)
due to higher incidence of fire and catastrophe-related (i.c.. typhoon) marine losses. Claims incurred
included large fire and marinc losses including, among others, losses from Carlos Gothong Lines, Negros
Navigation, Sulpicio Lines, Baclaran Terminal Plaza and Makati Supermarket. Loss ratio for 2008 was
79.7% as against 51.8% in 2007,

Cowmissions — net

Net commission increased by 120.9% to P387.2 million in 2008 as against P175.3 million in 2007
Commission ratio increased to 24.3% from 14.3% last vear. The increase was attributable to the
Company’s higher overall retention, which resulted in lower commission income. and to higher
commission expense on certain new life business.

Investment income and other income

[nvestment income and other income declined by 2.37% to P449.2 million in 2008 from P460 1 million in
2007 The decline was largely due to trading losses owing to the steep drop in the Philippine stock
market. Higher interest rates also ncgatively affected the valuation of the Company’s investment
porttolio. which is concentrated largely in fixed income investments,

Interest Income increased by 10% to P375 million in 2008 from P341 million in 2007 due to a higher
level of investible funds. In 2008, the Company’s foreign exchange gain amounted to P113.3 million
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compared to a foreign exchange loss of P179.3 million in 2007, This cushioned the impact of a significant
decline in trading income for 2008,

Cremeral and administrative expenses

General and administrative expenses increased by 45.9% to P21 1.7 million in 2008 from P 145 million in
2007. This was mainly due to an increase in salanes and cmplovee benefits of P33 8 million and a
provision for impairment amounting to P32.8 million. The increase in personnel costs relate to the
payment in 2008 of emplovee bonuses for 2007 performance. The provision for impairment reflects
management’s assessment as to the collectability of certain long-outstanding receivables. Without the
impairment cost, the Company’s overall expense ratio was flat at 11% for the years 2008 and 2007,

Frovision for income tax

The income tax provision of P70.3 million for 2008 was 27.2% lower than the 2007 figure of P96.6
million due to the lower income before tax of P164.7 million in 2008 compared to P706 mullion in 2007

Ner fheome

As a result of the aforementioned factors. net income m 2008 dropped by 84.5% to P94 4 million from
P&0O%.4 milhion in 2007,

Financial condition

Total resources increased by P753.9 million or 6.55% to P12,272 million in 2008 from P11.518 million in
2007, Matenial changes in the Company’s resources which contributed to the increase are described
below.

Reinsurance balances receivable increased by P1.444.6 million or 49.7% to P4.353.4 million in 2008
from P2.908 % million in 2007 pnmarily due to an increase in reinsurance recoverable on losses. This
represents the amount recoverable from the Company’s retrocessionnaires as their share in the
Company’s claims and losses. The increase is consistent with the increase in the Company’s losses in
2008 from its reinsurance operations.

Available-for-sale financial asscts increased by P67 million or 1.3% to P5.284 6 million in 2008 from
P5.217.5 million in 2007, reflecting additional investments in fixed income sccurities issued by the
Mational Government.

Loans and receivables increased slightly by P1.7 milhon or 90% to P193.7 mullion in 2008 from P194
million in 2007 maimnly due to an increase in accrued interest receivable.

Property and equipment. net of accumulated depreciation decreased by P4.8 million or 5.2% to P86.3
million in 2008 from P91.3 mullion in 2007. mainly due to recorded depreciation (P11.1 million) being
higher than capital expenditure of P44 million in 2008,

Deterred acquisition costs dechined by P6 million or 2.9% to B200.7 million in 2008 from P206.7 million
in 2007, reflecting portions of deferred acquisition cost booked in 2007 that were charged to commission
cxpense n 2008,

Deferred reinsurance premiums showed a decrease of 38.6% to P827.3 million in 2008 from P1.348.3
million in 2007, This account pertains to the portion of reinsurance premiums ceded out that relate to the
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unexpired periods of the policies as of December 31, 2008 and the decrease is consistent with the increase
in the Company s retention, which resulted in lower level of outward cessions.

Deferred input value added tax decreased by P17.1 million or 21% to P64.5 million in 2008 from P81.6
million in 2007 largely because of the discontinuance of VAT on reinsurance premiums effective April 6,
2007 (BIR Revenue Regulation 4-2007).

Other assets decreased by 10.8% to P109.4 million in 2008 from P122.6 million in 2007, The decrease
was mainly due to reclassification of accounts amounting to P26 million from deferred withholding VAT
to deferred output value added tax.

Total liabilities increased by P1L481.3 mullion or 30.6% to P6.321.9 million in 2008 from P4.840.7
million in 2007, The increase in total habilities is explamed below-

Kewnsurance balances payable increased by 76.2% or by P2.034 4 million to P4,705.6 million in 2008
from P2.671.2 million in 2007, The increase was largely due to additional provisions for claims in respect
of the large losses that occurred during the vear

Accounts payable and accrued expenses increased by 6% or P2.6 million to P43.5 million in 2008 from
P42.9 million in 2007, The incrcase was mainly due to increase in accruals of various expenses such as
utilities, transportation, employee benefits and fringe benefit tax.

Reserve for uncarned reinsurance premiums decreased by P492 4 million or 26.7% from P1.845.5 million
in 2007 to P1.353.1 million m 2008. The decline represents the uneamed portion of premium income
recognized from pohicies in force as of December 31, 2007, which were deemed earmed in 200% under the
24" method.

Deferred reinsurance commission declined by P14.8 million or 12% from P123.1 million in 2007 to
P108.3 nullion 1n 2007, reflecting the Company’s lower level of commission income.

Deferred output value added continued to decline, decreasing by P46.9 million or 30% to P10%.4 million

i 2008 from P156.3 million in 2007 because of the non-VAT status of reinsurance premiums since April
of 2007,

Deferred tax habiliies declined to zero in 2008 from P16 million m 2007 due to the Company’s
incurring a gross loss (for tax purposes) and utilization of net operating loss carrvover (NOLCO) in 2008

Total equity declined by P727 4 million mainly due to payment of P436 million in cash dividends, lower
revaluation reserve due to the impact of mark-to-market adjustments in the Company’s investment
portfolie, and the reacquisition of 22,277.000 shares of stocks under the Company’s stock repurchase
program.

Material changes (increase/decrease of 5% or more) in the financial statements

Ineome Statement items - 2008 versus 2007

4% Increase in reinsurance premiums
Principally duc to increase in volume of marine business both from treaty and facultative sources.

6% decrease in retroceded premiums
Due to increase in rétention.



29% increase in net premiums retained
Due to higher retention rate, particularly for marine business.

45% deercase in reserve for uncarned reinsurance premiums.
Primarily due to higher level of current relative to deferred reinsurance premiums.

[07% increase 1n underwnting deductions
Due to higher volume of claims and losses dunng the vear, particularly for marme and fire businesses.

| 19% decrease in net underwriting income
Due to increase in claims and losses for fire and manne business,

46% increase 1o general and admimstrative expenses
Principally due to increase in manpower related expenses and provision for impairment.

2T% decrease in tax expensc.
Principally due to lower taxable base ansing from net underwriting loss.

¥3% decrease in net iIncome.
Due to net underwriting loss and lower investment and other income.

Balance Sheer (rems = 2008 versus 20007

| 5% decrease in cash and cash cquivalents
Mainlv due to payment of cash dividends.

30% mcrease in reinsurance balances receivable
Largely due to increase in reinsurance recoverable on losses,

3% decrease in property and cquipment, net
Due to lower capital expenditure during the vear,

349% decrease in deferred reinsurance premiums
Principallv due to lower level of retroceded preminms

2% decrease in deferred input value added tax
Due to runoft on value added tax on reinsurance premiums.

I 1% decrease in other assets
Due to reclassification of accounts from deferred input to deferred output VAT,

T6% increase in reinsurance balances payable
Largely due to increase in provision for claims pertaining to large losses.

6% increase in accounts payable and accrued expenses
Due to increase in accruals for vanous expenses (utilities, transportation, & manpower related expenses).

27% decrease in reserve for uncamed reinsurance premiums
Due to lower level of deferred reinsurance premiums.
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| 2% decrease in deferred reinsurance commissions
Due to lower commission Income.

30% decrease in deferred output valuc-added tax
Due to pavments of value added tax.

[ (0% decrease in deferred income tax habilitics
Primarilv due to utilizanon of NOLCO for 2008,

1 1% decrease in stockholders™ equity
Prmarily duc payment of cash dividends and lower revaluation reserve.

Review of 2007 versus 2006

Results of operations
Reinsurance premiums — net of returns or Gross Premiums Written

Reinsurance premiums (net of returns) m 2007 mcreased by P535.1 mullion, or 14.2%, 1o P4.3166
miltlion from P3,781.5 million in 2006. The increase in reinsurance premiums was mamnly due to new
facultative accounts as well as larger shares on treaties renewed during the vear, Reinsurance premiums
from fire rose by 18% to £1,387 2 million in 2007 from P1.175.3 million in 2006, while reinsurance
premiums from casualty and other lines went up by 21.4% to P2,042.1 million in 2007 from #1.682 |
million in 2006, Remsurance premiums from the life business increased by 16.6% to P445.2 nullion in
2007 from P384.4 million in 2006, These increases were offset by a decline in reinsurance premiums from
marine and aviation lines, which went down by 18.6% to P439.2 million in 2007 from P539.7 million the
previous vear

Net premiums retained

Net premiums retained in 2007 increased by P273.5 million or 28.7% to P1,227 4 million from P933 9
million in 2006, Overall retention ratio thus increased to 28% in 2007 compared to 25% in 2006, The hife
business increased its retention ratio to 56% in 2007 from 30% in 2006. The retention ratio of non-life
business also went up to 25.2% m 2007 from 22.4% in 2006. Retention rate of marme and aviation lings
rose to 53% in 2007 compared to 52% in 2006, Retention rate of the fire business went up to 25.5%
2007 from 20.2% in 2006 and the casually business from 18.7% in 2007 to 14.4% m 2006.

Premiums earned

Consistent with the growth i net premiums retained, premiums eamed in 2007 ncreased by 26.6% to
P1.175.3 million from P928 million in 2006, The increase m reserve for unexpired nsk amounted to
P52, 1 million in 2007 compared to P25.9 million in 2006, This difference reflects both increased volume
of business as well as timing of booking of reinsurance contracts.

Share in claims and losyex

Share in claims and losses in 2007 increased by P54.5 million or 9.8% to P609 million from P554.6
million in 2006. However, loss ratio improved to 51.8% in 2007 from 59.8% in 2006. Non-life claims and
losses increased 14.6% to P353.9 in 2007 while life claims and losses decreased 22.7% to P55.1 in 2007,
The loss ratio on both fire and marine/aviation business went up to 47.3% and 96.5% in 2007 from 36.4%
and 95% in 2006, respectively. Loss ratio of casualty and other lines dropped to 44 6% from 30.6% the
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previous vear. Loss ratio of lifec business declined significantly to 21% from 45.9% because of better
claims experience 1n 2007,

Commissions — net

Commission expense (net) in 2007 decreased by P11 million or 6% to P175.3 million from P186.4
million in 2006. Likewise. commission ratio declined to 14.30% in 2007 from 19.6% in 2006.  The
drop in commission expense was mainly due to adjustments made to commissions paid to certain cedants
N priar vears.

fnvestment income and other income

Investment mcome and other income n 2007 amounted to P460.1 mullion, up by P153.7 mullion or
51.1%, from P304.4 million in 2006. The increase was compnsed of realized trading gains from equity
and fixed income secunties in the Company’s investment portfolio (P233 million), dividend income
(P17.2 mullion) and reotal income (P1.2 million). The company alse incurred a forcign currency
translation loss of P179.3 million in 2007 compared to a loss P90.7 million in 2006

General and administrative expenses

General and administrative expenses ("GAE™) in 2007 dropped by P74.1 million or 33.82% to P45
million from P219.2 million in 2006, which included non-recurring expenses amounting to 100 million
relating to the merger with UMRe. Non-recurring expenses in 2006 included the following: provision for
doubtful accounts (P58.0 million), alignment of retirement benefits (B36.0 million), professional fees
(B3 Omillion), and documentary stamps (83.0 million). Excluding the non-recurring cxpenses in 2006,
expense ratio was flat at 12% in 2007,

Provision for income fax
Provision for income tax was up by P99 muillion consistent with the increase of income before tax.
Net Income

Asa result of the above mentioned factors, net income for 2007 increased by P334.5 mullion. or 122%. 10
P60 milhon, compared to net income of P275 mallion for 20006

Financial condition

Total resources increased by P2.401.4 million or 26.3% to PI1.517.7 milhon in 2007 from PY,116.3
million n 2006, Material changes in the Company’s resources which contributed to the increase are
described below,

Reinsurance balances recetvable decreased by P46.9 million or 1.6% to P2.908.8 million m 2007 from
P2.955.7 million in 2006 due to collections made during the period. Due from ceding companies
decreased from P2,072.9 mullion m 2006 to PL630.8 million in 2007, However. funds held by ceding
companies and remnsurance recoverable on losses increased to P87 million and P1.297 8 million in 2007
from P82 8 million and P206_8 million i 2006, respectively.

Deferred acquisition costs declined by £68.4 million or 24.9% to 206.7 million in 2007 from #2751
mullion in 2006 duc to lower commission expenses in 2007.



Investments increased by P1.772.1 million or 51.4% to P5.217.5 million in 2007 from P3.445 .5 million in
2006. The increase resulted largely from the proceeds of the listing of the Company’s shares on the PSE
on April 27, 2007

Loans and receivables increased by P39.1 million or 25.2% to P194 million in 2007 from P155 million in
2006 mainly due to increase in term loans (among the Company’s investments) and accrued interest on
available-for-sale ("AFS™) investments.

Property and equipment-net increased by P1.3 million or 1.5% to P91.3 million in 2007 from P90 million
in 2006 duc to additional costs incurred in the renovation of an cxtension office intended for the
Company’s Accounting Department and new acquisition of various computers and penipherals.

Deferred reinsurance premium showed a decrease of 1.7% to P1,348.3 million in 2007 from P1.371.1
million 1n 2006 as portions of deferred reinsurance premiums at vearend 2006 were deemed earned under
the 24" method of revenue recognition.

Deferred input value added tax decreased by P132.6 million or 61.9% to P81.6 million in 2007 from

P214.2 mullion in 2006 largely because of the discontinuance of VAT on reinsurance premiums effective
April 6, 2007 (BIR Revenue Regulation 4-2007).

Other assets went down by 9% or by P12.1 million to B122 6 million in 2007 from P134.8 million in
2006. The decrease was mainly due to disposal of a forcclosed property which was previously classificd
as other investment amounting to P12.1 nullion.

Total liabilities decreased by P444.7 million or 8% to B4.840.7 million in 2007 from £5.285 3 million in
2006. The decrease in total liabilities is explained below:

Reinsurance balances payable decreased by 6.73% or by P192.7 million to P2,671.1 million in 2007 from
2.863.9 milhon in 2006. The decrcase was brought about by the settlement of reinsurance premiums due
to retrocessionaires (from P1,537.3 million in 2006 to P981.3 in 2007). However, funds held for
retrocessionatres and claims payable increased from P35.7 million and P1,270.9 million in 2006 to P&1.6
million and P1.628 3 million in 2007 respectively.

Reserve for unexpired risks increased by P29.2 million or 1.6% to #1845 .5 million from P1,816.3 million
du¢ to higher volume of business accepted for 2007 compared to previous year.

Deferred reinsurance commission decreased by PY7.9 million or 44 3% from P221 million n 2006 to
P123.1 million in 2007 due to the related decline in commission expense.

Deferred output value added tax decreased by P168.6 million or 51.9% to P156.3 million in 2007 from
P324.9 million m 2006 because reinsurance premiums were no longer subject to VAT,

Accounts pavable and accrued expenses decreased by 27.53% or P16.3 million to P42.9 million i 2007
from P59.2 million in 2006. The decrease was mainly duc to payment of taxes and expenses.

Deferred Income tax hiabilities of P1.6 million for 2007 pertains to increase in deferred tax on deferred
acquisition cost. revaluation reserve on AFS investments and excess of reserve for unexpired risk per
books over tax basis.

Total equity rose by P28 billion largely due to procceds of the Company’s initial public offering of
741,902,600 shares at a price of P3.80 per share on April 27, 2007, Capital stock net of treasury sharcs
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grew by 63.6% or P848 million and additional paid in capital expanded 137% from P1.3 billion to P3
billion. Revaluation reserve decreased by 33.6% due to realization of gains from some of the Company’s
fixed income and equity investments. Retained Eamnings also increased by 54.1%, reflecting carming for
2007 net of a P0.07 per share cash dividend paid on August 6, 2007 amounting to P152.7 million.

Material changes (increase/decrease of 5% or more) in the financial statements
fncome Statement items - 2007 versus 2000

14% increase in TRINSUTANCE Premiums
Principally due to increase in volume of business both from ife and non-hife business.

9% mncrease in retroceded premiums
Due to higher volume of business ceded during the vear.

29% increase in net premiums retained
Due to higher retention rate for casualty, fire and life businesses,

101% increase 1n reserve for unexpired nisk
Primarily due to increase in reinsurance premiums for casualty and fire businesses.

A% increase in underwriting deductions
Duc to higher number of marine claims during the year.

[ 09% mmecrease 1n net underwrnting income

Due to overall improvement in loss experience and lower commission expense.

73% increase in vestment and other income
Principally due to higher interest income on mnvestments and realized trading gains from equity and fixed
INCOmE sceurilics,

34% decrease in general and admimistrative ¢xpenses
Principallv due to non-recurring expenses in 2006 (provision for doubtful accounts. retirement benefits.

professional fees and documentary stamp tax) which did not oecur in 2007,

122% mncrease in net income,
Due to higher underwriting income and increase in investment and other income,

Ralance Sheet ftems = 2007 versus 2006

201.4% increase in cash and cash equivalents
Mainly due to proceeds of the Company’s 1PO on Apnil 27, 2007.

24 9% decrease in deferred acquisition cost
Duge to commuissions booked in 2006 that were charged to commission expense in 2007

31.4% increase in investments
Mainly due to proceeds of the Company’s PO which were invested in available-for-sale securities.
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25.2% increase in loans and receivables
Due to mecrease in accrued mvestment income.

1.9% decrease in deferred input value added tax
Due to discontinuance of VAT on reinsurance premium which became effective Apnl 6, 2007,

101%% ddecrease in deferred tax assets
Due to prior years’ mimimum corporate income tax (MCIT) initially classified as deferred tax assets and
subseguently claimed as deductions against taxable income and regular corporate income tax i 2007

44 39 decrease in deferred reinsurance commissions
Due to commissions on retrocessions booked in 2006 that were charged to commission income i 2007

51.9% decrease in deferred output value-added tax
Due to discontinuance of VAT on reinsurance premium which became effective Apnl 6, 2007,

27 5% decrease in accounts payable and accrued expenses
Due to pavment of taxes and other expenses.

100% increase in deferred income tax liabilitics

Due to increase in deferred tax habilities for the following: deferred acquisition cost, revaluation reserves
on investments and excess of reserves for unexpired risk per books over tax basis.

74.3% increasc in stockholders” equity

Largelv due to issuance of 741,902,600 shares of stock on April 27, 2007 thru [PO.

Key Performance Indicators

20009 2008 2007
MNet Income P 1003 mullion P94 million PaOY million
Earnings per share P 05 P 04 P31
Retention ratio 3q%% 35% 28%
Combined ratio 124% 118% T8%
Retun on average equily 1.7% 1.5% 11.6%

The company’s key performance ratios for the last three years are described hereunder:

Net mcome (N1) - Net income for 2009 increased by 9.53% to P103 million from P94 million i 2008, Net
Income for 2008 went down by P515 million or 85% compared to net income of P609 mullion in 2007,

Earmings per share (EPS) - EPS 1s computed by dividing net income by weighted average number of
shares 1ssued and outstanding. The company’s EPS was P0.05, P0O.04 and P03 for the vears ended
December 31. 2009, 2008 and 2007, respectively.

Retention ratio - indicates the total amount of business risk retained by the company, computed by
dividing reinsurance premiums retaned by reinsurance premiums (Gross premiums written or GPW).
Retention ratio for 2009 was at 38%, which 1s an increase from 33% in 2008 and 28%, in 2007



Combined ratio - a measure of performance used by the Company to measure profitability of its insurance
operations. A ratio below 100% indicates that the company is making underwriting profit while a ratio
above 100% means that it is paving out more in claims and expenses than it is receiving from premiums.
Combined ratio is the sum of loss ratio. commission ratio and expense ratio. The combined ratio was at
124% 10 2009, 118% in 2008 and T8% in 2007,

Return on average equity (ROE) - measures the rate of return on the ownership interest (sharcholders
¢quity) of the common stock owners, computed by dividing net income by average equity. ROE for the
last three vears was at 1.7%, 1.5% and 11.6% for 2009, 2008 and 2007 respectively.

Material Event/s and Uncertainties

Other than the disclosures described in the preceding sections, the Company has nathing to report on the
following;

a, Any known trends, demands, commitments, events or uncertaintics that will have a matenal
impact on its liquidity

b. Events that will trgger direet or contingent financial obligation that i1s matenal to the
company. including any default or aceeleration of an obligation.

¢. Material off balance sheet tramsactions, arrangements, obligations (including contingent
obligations), and other relationships of the Company with unconsolidated entitics or other
persons created during the reporting period.

d. Any maternial commitments for capital expenditures.

¢.  Any known trends, events or uncertaintics that have had or that arc reasonably expected to
have a material favorable or unfavorable mmpact on net sales/revenues/income  from
continuing operations,

f Any significant clements of income or loss that did not anse from the issuer's continuing
operations.

ra

Any seasonal aspects that had a material effect on the financial condition or results of
operations.

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Punongbavan & Araullo has served as the independent auditor of the Company’s financial statements
since 2003. The Company has not had any material disagreements on accounting or financial disclosure
miatters with Punongbayan & Araullo.

46



External Audit Fees

The following are the aggregate fees (in Philippine Pesos) billed for each of the last three fiscal vears for
profissional services rendered by Punongbavan & Araullo:

2009 2008 007
&ug ﬂu:} ;l_u_:_lilvml:ilf__ﬂ_ﬁ_a:s 2,137,108 852,663 526,096
Other assurance and related
Services 73,164 : s
Tax fees - - - |
Total 2.210.272 832,663 326,096

The Audit Committee reviews the external auditor’s engagement letter covenng their scope of wark and
the reasonableness of the related professional fee. The Audit Committee recommends for approval of the
Board the appointment of the external audit service provider for the subject audit year. The Board

approves the appointment subject to ratification by the stockholders during the Company’s annual
stockholders meeting,

MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Market Information

The common shares of the Company have been listed on the Philippine Stock Exchange since April 27.
2007, The high and low prices for cach quarter of the last two vears are as follows:

2018 2008 2009 2004 2010 2010

High Low High Laow High Low
15t Quarier 3,30 234 1.34 1.22 1.62 144
2nd Quarter 3.20 2.00 1.90 1.24 - -
Jrd Quarter 2.34 1.92 212 L.58 = N
4th Quarter 1.96 1.20 1.80 1.58 - -

The price information as of the latest practicable trading date, May 20, 2010, was P1.32 per share.
Dividends

The Company’s Board of Directors is authorized to declare dividends. A cash dividend declaration does
not require any further approval from the stockholders. A stock dividend declaration requires further
approval of the stockholders holding or representing not less than two-thirds (2/3) of the Company’s
outstanding capital stock. Dividends mayv be declared and paid out of the unrestricted retained eamings
which shall be payable in cash, property, or stock to all stockholders on the basis of outstanding stock
held by them, as often and at such times as the Board of Directors may determine and in accordance with
law.

The Insurance Code prescnibes that any declaration or distribution of dividends by the Company must be
attested in a sworn statement by the President or Treasurer of the Company that such dividends will be
sourced from profits after retaining unimpaired the cntire paid-up capital stock, the margin of solvency,
the legal reserve funds required by law. and the sum sufficient to pay all net losses and all labilities for



expenses and taxes. The Company is required to report such dividend declaration or distribution to the
Insurance Commission within thirty (30) days from the date of such declaration or distnibution. Other
than the foregoing. the Company is not aware of any other restrictions that limit the pavment of dividends
on common stock.

It is the Company’s policy to declare dividends regularly with the pay-out determined by the Company’s
performance as well as by the availability of unappropriated retained earnings for distribution. On June
16, 2009, the Company declared cash dividends amounting to a total of P86.3587 104, The payment of
dividends by insurance companics is governed in the Philippines by Section 195 of the Insurance Code as
well as by Section 43 of the Corporation Code, both of which establish the appropriate amount of retained
carnings which may be paid out for dividend distribution. Beyond these inherent limitations, there are no
known restrictions or impediments to the Company’s ability to pay dividends on common equity or are
there likelv to be any in the future.

Approximate Number of Holders as of 30 April 2010

There were approximately 293 common shareholders of the Company as of Apnil 30, 2010, The Top 20
sharcholders as of April 30, 2010, with their corresponding shares and percentage ownership of the
Company., are as follows:

No. of Shares
Name ol Record Owner Held Percentage
I PCD Nominee Corporation
(Filipino) 1,472 482 600 | 68 18%
{Naon-Filipino) 95,177,100 | 4.41%

2 Bank of the Philippine Islands 290,795,500 | 13.46%

3 FGU Insurance Corporation 36,126,000 | 1.67
4 | Malavan Insurance Company. Inc. 35,610,100 | 1.65%
5 | Avala Life Assurance, Inc. 28.274.900 | 1.31%
o Rosario. Paul Gerard B. Del 23.021,000 | 1.07%
7 | Philippine Charter Insurance Corp. 15.305.900 | 71%
b First Nationwide Assurance Corp. 13.157.000 | .61%
9 | Philippines First Insurance Co.. Inc. 11.075.200 | .51%
10| Philippine American Life Insurance Co. B.628.600 | 40%
11 | Pa, Ana Go &/or Go Ki 7,500,000 | .35%
12 | Empire Insurance Company ] 7.498,900 | 35%
13 | Industrial Insurance Co., Inc. 6,184,900 | 29%
14 | Allicd Bankers Insurance Corporation 5.428.700 | 25%
15 | Plul, International Life Insurance Co.. Inc. 5,110,900 | 24%
16 | FLT Prnime Insurance Corporation 4,538,700 | 21%
17 | New India Assurance Co.., Lid. 4 168,300 | .19%

| 18 | South Sea Surety & Insurance Co., Inc. 4,152,700 | .19%
19 | Equitable Insurance Corporation 4.045.000 | .19% 1,
20 | Paramount Life & Gen. ins Corp 3,790,100 | .18% |
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Recent Sales of Unrepistered or Exempt Securities

The following table sets out details of the shares sold by the Company from January 1, 2007 to December
31, 2009, which includes new issues, shares issued in exchange for property. services or other shares, and
new shares resulting from the modification of outstanding shares.

_— . : "
Date | No. of Shares Purchaser Consideration Lxemplntm_l'mm ‘
_ registration
Section 10.1())
Jan 15,2007 | 1471219325 Tt irvaipeehg s #1190, per of the SRC
| after siock split Share

On December 22, 2006, the Company’s stockholders holding or representing at least two-thirds (2/3) of
the outstanding capital stock of the Company approved the resolution of the Board of Directors adopted
on November 28, 2006, for the stock split or the decrease in the par value of the authorized capital stock
from Thirty Million (30.000,000) shares with a par value of One Hundred Pesos (R100.00) per share to
Three Billion (3,000,000,000) shares with a par value of One Peso (B1.00) per share, The SEC approved
the stock split on January 15, 2007. This resulted in the pro rata distribution of 1.471,219.325 shares to
the sharcholders as of January 15, 2007, The stock split is an exempt transaction under Section 10.1()) of
the SRC becausc it is essentially an exchange of sccurities by the Company exclusively made with its
existing stockholders and no commission was paid or given in connection with such stock sphit,

Corporate Governance

The Company is committed to the principles and practices of good corporate govemance, The
Companv’'s Revised Manual on Corporate Governance was filed with the Insurance Commission and the
Securitics and Exchange Commission on April 13, 2010 in compliance with SEC Circular No. 6. series of
2009, as well as the Insurance Commission’s Circular No. 31-2005 on corporate povemance. The
Manual provides for Board commuttees dircetly mvolved in issues of good corporate governance,

The Audit Committee of the Board of Directors is composed of three independent directors and its
responsibilities include, among other things. monitoning the system of imtemal controls and corporate
compliance with laws. regulations and code of ethics,

The Momination and Compensation Committee of the Board of Directors i1s composed of three directors
at least one of whom must be an independent director. The Commitice reviews and cvaluates the
qualifications of all persons nominated to the Board as well as those nominated to other position requinng
appointment by the Board. Relative to compensation. the Committee provides a formal and transparent
procedure for developing a policy on executive remuneration and for fixing the remuneration of corporate
officers and directors. It also provides oversight for over remungration of senior management and other
key personnel.

In order to measure or determine the level of compliance of the Board of Dircetors and management with
the Company’s Manual of Corporate Governance, the Company has appomted a Compliance Officer.
who 15 responsible on a continuing basis for monitoring compliance with the provisions of the Company’s
Manual of Corporate Governance. The Compliance Officer likewise accomplishes Self Assessment
Cuestionnaire-General  Disclosure on Corporate Governance Practices for Insurance Companies.
Professional Reinsurers and Intermedianies. The report, which 1s reviewed by the Board of Dircctors. 1s a
requirement of the Insurance Commussion (“1C™) and is submitted to the IC on a semi-annual basis.
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The Company continues to improve corporate governance practice through continuous training of
directors. officers and employees as well as through other mitiatives. In 2009, the Company implemented
an Enterpnise Risk Management Process. which 1s an orgamization-wide approach to the identification,
assessment, communication and management of eoterprise risk, defined as 1ssues which may prevent the
Company from achieving its strategic objectives.  This process has been fully integrated into the
Company’s operations and is overseen by a Risk Management Council, comprised of members of senior
management. In addition, a Risk Management Committee has been established by the Company’s Board
of Directors to assist the Board n the development and oversight of the Company’'s nisk management
program. The Risk Management Council i1s required to provide the Board with a comprehensive
cnterprise risk assessment at least annoally and to establish plans to ensure that risks are being managed
and monitored effectively. The Risk Management Committee™s main task is to oversce that risk
management is an integral part of the planning and operations of the Company in order to meet corporate
goals and objectives.

There has been no deviation from the Company’s Manual of Corporate Governance. The Company’s
Board of directors and management recognize that a good corporate governance system is integral to the
mandate bestowed upon them by the Company s stockholders.
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STATEMENT OF MANAGEVENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of National Relnsurance Cerporalion of the Philippines is responsible for al information and
representalions contained in the financial statements for he years ended December 31, 2008, 2008 and 2007, The
financial slatements have been prepared In confdemy with generally acceptad accounting principlas in the Philippines
and reflect amounts (hat are based on the best estimates and informed [udgmant of manageinant with an appropriste
consideralion o materiality,

In this regard, management maintains a system of accounting and reporling which provides for the necessary internal
confrofs o ensure thal fransactions are properly aulhorized and recorded, assels are safeguarded agalns
unauthorized use or disposifion and liabilllies are recognized, The managemenl likewise ciscloses o the company's
audit commillee and lo ils external audilor: (1} all significan| deficiencies in the design or eperalion of Inlernal conbols
that could adversely affect its ability lo record, process, and report financial daia; (i) maiarial weaknesses in e
inferaal conlrols; and (i) any fraud sl involves managemenl or olher employees who exercise signiiicant roles in
infzrnal canfrals,

The Board of Directors reviews the financial sialements belore such statements are approved and subimilad o the
stockiiciders of the company,

Puriongbayan & Araullo, the independenl auditors appointed by the slockholders, has examined tha financial
stalemenls of the company in accordance wilh generally accepled audifing standards in the Phillppines and has
expressed i1s opinion on the fairness of presentation upan comiplefion of steh examinaiion, in #s report lo the Board
of Uirectors and stockholders,

Signed-uader cath by the following!
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Chairman of the Board
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President & Chief Exscufive Officer
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The Board of Directors and the Stockholders
National Reinsurance Corporation of the Philippines
18% Floor, Philippine AXA Life Center

Sen. Gil J. Puyat Avenue comer Tindalo Street

Makat City

We have audited the accompanying financial statements of National Reinsurance
Corporation of the Philippines, which comprise the statements of financial position as
at December 31, 2009 and 2008, and the statements of income, comprehensive
income, changes in equity and cash flows for each of the three years in the period
ended December 31, 2009, and notes to financial statements comprising of a
summary of significant accounting policies and other explanatory notes.

Manapement’s Responstbility for the Financial Statements

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 contral
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,

Apdrtors’ 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 materal misstatement.

Cratitied Futifc Accaunkants
PEA & & msinbie em within Grand Thrtoe Injenmtiona L

Eillce i Cotsig, Dawaa, Caarie



Q Punongbayan & Araullo

2=

An audit involves performing procedutes 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 otder 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 approprateness 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.

Dﬁfﬂf{.‘rr{

In our opinion, the financial statements present faitly, in all marenal respects, the
financial position of National Reinsurance Corporation of the Philippines as of
December 31, 2009 and 2008, and of its financial performance and its cash flows
for each of the three years in the period ended December 31, 20019 in accordance
with Philippine Financial Reportng Standards.

PUNONGBAYAN & ARAULLO

By: Leonardo D. Cuaresma, Jr.
Partner
CPA Reg. No. 0058647
TIN No. 109-227-862
PTR No. 2087612, January 4, 2010, Makati City
Partner’s SEC Accreditation No. 0007-AR-2
BIR AN 08-002511-7-2008 (Nowv. 25, 2008 to 2011)

Firm BOA /PRC Cert. of Reg. No, 02
Firm SEC Accreditanon Mo, HI02-FR-2

Apnl 21, 2010



NATIONAL REINSURANCE CORPORATION OF THE PHILIPPINES

STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2009 AND 2008

fAmounes in Philippine Pesos)

msr\ AN%@?EL_EQ.UIMLENTS
REINSURANGE BALANCES RECEIVABLE - Met
AVAILABLE-FOR-SALE FINANCLAL ASSETS
LOAMS AND RECEIVABLES

PROPERTY AND EQUIFMENT - Met
DEFERRED ACQUISITION COSTS

DEFERRED REINSURANCE PREMIUMS
DEFERRED INPUT VALUE-ADDED TAX

OTHER ASSETS
TOTAL ASSETS

REINSURANCE BALANCES PAYABLE
ACCOUNTS PAYABLE AND ACCRUED EXPENSES
RESERVE FOR UNEARNED REINSURANCE PREMIUMS
DEFERRED REINSURANCE COMMISSIONS
DEFERRED OUTPUT VALUE-ADDIED TAX

TOTAL LIABILITIES

EQUITY

TOTAL LIABILITTES AND EQUITY

Motes 2009 2008
5 P 683,659,159 * 1,149,558,287
fi 2,874,483,754 4,353 4043 620
7 6,048,736, 164 5,284,585 880
8 253,464,887 195,738,148
] 130,034,934 86,546,717
165,674,472 2,656,735
1 T7L,688,546 827,251,651
54,956,162 (4,855 003
il 113,234,480 | 09 8-k DEG
P 11,095,862,558 I 12,271 642,056
i P 3,587,881,9% ! 4,705,035,337
12 34,425,812 45 463,886
1o 1,179,075,555 1,333,110,258
97,541,765 108 339,305
42,315,325 100,378,530
4,941, 240,453 6,321 927,415
18 6,154,022.105 3,049,714 421

P 11,095862,558

I 122371.642,030

See Notes to Financial Siarements.



MATIONAL REINSURANCE CORPORATION OF THE PHILIPPINES
STATEMENTS OF TNCOME

FOR THE YEARS ENDED DECEMBER 31, 2005, 2008 AND 2007

(Ampuns in Fhiliogine Pesos)

Homee 2008 210 2
REINSURANCE PREMIUM INCOME
Meinsurance promsums - neg Gf seurn L) r 3,538,375 311 " £,403 504 305 I 4. 3111,582.450
Rotrocedod proirmum 15 T,185, 181,710 2511 546,020 TIRD X275
Remsurance premiams setnmed 1352307 608 1,579,957 475 1,227,354, 0810
Deercase (nereans) in roserve fur uncamed reivsierance premiria 10 118,471,558 2B ITALS ) { SHAMIRS3 }
1AM, BG8,190 1,551 31AG2 1,675,256, 161
UNDERWHITING DEDUCTIONS
Share m clarms amal loseza 14 1,031 572,04 LU GUTITLH B4
CInmemisaons « s 14 445,573,774 MAT, 2012 840h 175325371
L3955 508 [ A2k, | 19457 The AL A
MET UNDERWRITING INCOME {(LOSS) 51,319,331 F2,10195 ) T IR
INVESTMENT AND OTHER INCOME - et 13 A6k 456 HES A48 105 005 A0, 1ML A5
PROFIT AFTER INVESTMENT AND OTHER INCOME 497975216 kg L] BE1IN 2402
GEMNERAL AND ADMINISTRATIVE EXPEMNSES 15 325,072,508 211654026 145,142 054
PROFIT BEFORE TAX 72,5413, 108 b4, TH2 A0 TS IE0AG0
TAX EXPENSE 1] 65,864 351 _ TIEUE]D 26,550,113
MET PROFIT P 103,039, 557 i 94 4454708 4 G A NS0
Esasnings Per Share o i 0,05 p (N ™ Rl

Eee Motes v Fioancial Srarements,

— - — "i
-l _'c_-r.-.;",t‘l?':,:_u._t_l.'-'_l‘l‘q'l'ﬂ N "1
antE APR 2 8 Eﬂi.ﬂ Em—"

CEIVED |

MERISSA



MATIONAL REINSURANCE CORPORATION OF THE PHILIFPINES
STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2009, 2008 AN 2007
fAmooars in Philippine Pesos)

Mols 2000 2108 2K
NET PROFIT P 103,039,357 r 2,443,471 F LAY 356
OTHER COMPREHEMSIVE INCOME (LOES)
Pair value gama {lossea) « nol of e 1 108,265,431 § 45320001 ) M0 A
TOTAL COMPREMENSIVE INCOME (LOSS) P 291294786 (8 2511,RE1,660 ) I* 406 481 B

See MWores rr Financral Stadrmicnis,
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NATIONAL REINSURANCE CORPORATION OF THE PHILIPPINES
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009, 2008 AND 2007
(Amounts in Philippine Pesos)

CORPORATE INFORMATION

11 General

National Reinsurance 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 non-life reinsurance capacity to the Philippines and
neighboring insurance markets. Under the Decree, it became the vehicle for the
Philippine insurance industry’s participation in the Asian Reinsurance Corporation
(Asian Re), a mult-government-initiated reinsurance entity, based in Bangkol, Thailand,
which was established to foster regional cooperation among insurance companies doing
business in Asia. )

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

The financial statements of the Company for the year ended December 31, 2009
(including the comparatives for the years ended December 31, 2008 and 2007) were
authorized for issue by the Company’s Board of Directors (BOD) on April 21, 2010,

1.2 Initial Public Offering

On February 20, 2007, the BOD authorized the issuance and sale of unsubscribed and
unissued authorized capital stock equivalent to 489 493 700 shares of common stock
and the reissuance of 148,506,300 shares of common stock which were then in the
treasury of the Company. These shares of stock were actually 1ssued through an ininal
public offering (IPO) after the Company’s application for registration and listing was
approved by the Securities and Exchange Commission (SEC) and Philippine Stock
Exchange (PSE). The underwriters were also given the option to purchase additional
shares equivalent to 103,902,600 shares from the unissued capital stock at the offering
price range of P3.36 to P4.62. The underwriters exercised the option to purchase all
103,902,600 shares at P3.80 per share, The IPO increased the balance of Additional
Paid-in Capital by P1,744,281,918 after underwriting and other IPO-related expenses.

On March 20, 2007, the Company filed the Registration Statement and Listng
Application with the SEC and the PSE, for the IPO of its common shares. The [IPO
was held on April 27, 2007 whercby the Company was able to raise net IPO proceeds of
P2.8 billion for the 741,902,600 shates issued at P3.80 per share. The 741,902,600
issued shares consist of new shares totalling 593,396,300 shares and those previously
held in treasury totalling 148,506,300 shares with a total cost of P358,070,611.
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2. 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
to all the years presented, unless otherwise stated.

2.1 Basis of Preparation of Financial Statements

(a)

(t)

Staternent of Compiiance with Philippine Financial Reporting 5. tandards

The financial statements of the Company have been prepared in accordance with
Philippine Financial Reporting Standards (PFRS). PFRS are adopted by the
Financial Reporting Standards Council (FRSC) from the pronouncements issued by
the International Accounting Standards Board.

The financial staternents have been prepared on the historical cost basis, except for
the revaluation of certain finandial assets, The measurement bases are more fully

described in the accounting policies that follow.
Presentation of Financal Staterents

The financial statements are presented in accordance with Philippine Accounting
Standard (PAS) 1 (Revised 2007), Presentation of Finandal Staterients. The Company
presents the statement of comprehensive income in two statements: a statement of
income and a statement of comprehensive income. Two comparative perods are
presented for the statement of financial position when the Company applies an
accounting policy retrospectively, makes a retrospective restatement of items in its
financial statements, or reclassifies items in the financial statements.

Frnctional and Prerestation Crrrency
[

These financial statements are presented in Philippine pesos, the Company’s
functional presentation currency, and all values represent absolute amounts except
when otherwise indicated.

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).

2.2 Adoption of New Interpretations, Revisions and Amendments 10 PFRS

(a) Effective in 2009 that are Relevant to the Company

1n 2009, the Company adopted the following new revisions and amendments to
PFRS that are relevant to the Company effective for financial statements for the
annual period beginning on or after January 1, 2009.

PAS 1 (Revised 2007) : Presentation of Financial Statements
PFRS 7 (Amendment) : Financial Instruments: Disclosures
Various Standards : 2008 Annual Improvements to PFRS



Discussed below are the effects on the financial statements of these amended
accou_ndng standards,

(1)

(1)

Gl

PAS 1 (Revised 2007), Presentation of Financal Statements, requires an entity to
present all items of income and expense recognized in the period in a single
statement of comprehensive income or in two statements: a separate statement
of income and a statement of comprehensive income, Income and expense
recognized in profit or loss 1s presented in the statement of income in the same
way as the previous version of PAS 1. The statement of comprehensive income
includes the profit or loss for the period and each component of income and
expense recopnized outside of profit or loss or the “non-owner chanpes in
equity,” which are no longer allowed to be presented in the statements of
changes in equity, classified by nature (e.g., gains or losses on available-for-sale
assets or translation differences related to foreign operations). A statement
showing an entity’s financial position at the beginning of the previous period is
also required when the entity retrospectively applies an accounting policy or
makes a retrospective restatement, or when it reclassifies items in the Anancial
statements.

The Company’s adoption of PAS 1 (Revised 2007) did not result in any material
adjustments in its financial statements as the change in accounting policy only
affects presentation aspects. The Company has elected to present the statement
of comprehensive income in two statements: statement of income and
statement of Eﬂmpmhcnsivc ineome (see Note 2.1},

PFRS 7 (Amendment), Fimanaal Inctrements: Dirdoseres, The amendments

require additional disclosures for financial instruments that are measured

at fair value in the statement of financial position. These fair value
measurements are categotized into a three-level fair value hierarchy, which
reflects the extent to which they are based on observable market data. A
separate quantitative maturity analysis must be presented for derivative

financial hiabilities that shows the remaining contractual maturities, where

these are essential for an understanding of the tining of cash flows. The change
in accounting policy only results in addidonal disclosures (see Note 3.2).

2008 Annual Improvements to PFRS, The FRSC has adopted the Improvements to
International Finandal Reporting Standardr 2008 which became effective for the
annual periods beginning on or after January 1, 2009. Among those
improvements the following are the amendments relevant to the Company:

e PAS 36 (Amendment), Impairment of Assets. Whete fair value less cost to sell

is calculated on the basis of discounted cash flows, disclosures equivalent to
those for value-in-use calculation should be made. The amendment has no
significant effect on the 2009 financial statements as there were no
impairment losses on assets recognized using discounted cash flows
approach.



e PAS 40 (Amendment), Investment Property. PAS 40 is amended to include
property under construction or development for future use as investment
property in its definition of investment property. This results in such
property being within the scope of PAS 40; previously, it was within the
scope of PAS 16. Also, if an entity’s policy is to measure investment
property at fair value, but during construction or development of an
investment property the entity is unable to reliably measure its fair value,
then the entity would be permitted to measure the investment property at
cost until construction or development is complete. At such time, the entity
would be able to measure the investment property at fair value. The
adoption had no material effect on its 2009 financial statements as the
Company has no property under construction or development for future
use as investment property.

{b)  Effective in 2009 but not Relevant to the Company

The following amendments, interpretations and improvements to published
standards are mandatory for accounting periods beginning on or after
January 1, 2009 but are not relevant to the Company’s financial statements:

PAS 23 (Revised 2007)
PAS 32 and PAS 1
(Amendments)

Borrowing Cost

Finanecial Instmuments: Presentaton
of Financdal Siatements —
Puttable Financial Instruments
and Obligations Arising an
Liquidaton

PFRE 1 and PAS 27
(Amendments) PFRS 1 — First Time Adoption
PERS and PAS 27 —
Consclidated and Separate
Finaneial Statements

PFRES 2 {Amendment) 1 Share-basced Payment

PFR5 8 ¢ Operating Segments

Philippine Interpretations
Internatdonal Finanecial
Reporting Interpretations

Commuittee (IFRIC) 13
1IFRIC 16

Customer Loyalty Programmes
Hedges of a Net Investment in 4
Foreign Operation



(o) Effective Subseguent to 2009

There are new revisions, amendments, annual improvements and interpretations
to existing standards that are effective for pedods subsequent to 2009. Among
those, management initially determined the following, which the Company will
apply in accordance with their transitional provisions, to be relevant ta its
fnancial statements:

)

(1)

Philippine Interpretation IFRIC 14, Prepayments of a Minirum Funding
Reguirement — Amendment fo IFRIC 14 (effective on or before January 1, 2011).
This interpretation addresses unintended consequences that can arise from the
previous requirements when an entity prepays future contributions into a
defined benefit pension plan. 1t sets out guidance on when an entity
recognizes an asset in relation to a PAS 19 surplus for defined benefit plans
that are subject to a minimum funding requirement. Management does not
expect that its future adoption of the amendment will have a material effect on
its financial statements because it does not usually make substantial advance
contribution to its retirement fund.

Philippine Interpretation IFRIC 19, Esainguishing Financal Liabities with Dguty
Instruments (effective on or after July 1, 2010). Tt addresses accounting by an
entity when the terms of a financial liability are renegotiated and result in the
entity issuing equity instruments to a creditor to extinguish all or part of the
financial liability. These transactions are sometimes referred to as “debt for
equity” exchanpes or swaps, and have happened with increased regularity
during the financial crisis. The interpretation requires the debtor to account
for a financial liability which is extinguished by equity instruments as follows:

e the issue of equity instruments to a creditor to extinguish all (or part of a
financial Hability) is consideration paid in accordance with PAS 39;

e the entity measures the equity instruments issued at fair value, anless this
cannot be reliably measured;

s if the fair value of the equity instruments cannot be reliably measured,
then the fair value of the financial liability extinguished is used; and,

e the difference between the carrying amount of the financial Liability
extinguished and the consideration paid is recognized in profit or loss.

Manapement has determined that the adoption of the interpretation will not
have a material effect on it financial statements as it does not normally
extinguish financial liabilides through equity swap.
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(iif) 2009 Annual Improvements to PFRS. The FRSC has adopted the 2009
Improvements to Philippine Finandal Reporting Standards. Most of these
amendments became effective for annual pedods beginning on or after
July 1, 2009 or January 1, 2010. Among those improvements, only the
following amendments were identified to be relevant to the Company's
finanetal seaterments:

s  PAS 7 (Amendment), Statement of Cash Flows (effective from
January 1, 2010). The amendment clarifies that only an expenditure that
results in a recognized asset can be classified as a cash flow from investing
activiies. The amendment will not have a materal impact on the financial
statements since only recognized assets are classified by the Company as
cash flow from investing activities.

s  PAS 17 (Amendment), Leases (effective from January 1, 2010), The
amendment clarfies that when a lease includes both land and buﬂding
elements, an entity assesses the classification of each element as finance or
an operating lease separately in accordance with the general guidance on
lease classification set out in PAS 17, Management has imually
determined that this will not have material impact on the financial
statements since the Company does not entet into a lease agreement that
includes both land and building,

o PAS 18 (Amendment), Revensee (effective from January 1, 2010). The
Amendment provides guidance on determining whether an entity 1s acting
as a principal or as an agent. Management will apply this amendment
prospectively but expects to have no significant effects in 1ts 2010 financial

statements.

23 Financial Assets

Financial assets, which are recognized when the Company becomes a party to the
contractual terms of the financial instrument, include cash and cash equivalents and other
financial instruments. Financial assets, other than hedging instruments, are classibed into
the following categodes: loans and receivables and available-for-sale financial assets.
Financial assets are assigned to the different categories by management on initial
recognition, depending on the purpose for which the investments were acquired. The
desipriation of financial assets is re-evaluated at every reporting date at which date a
chaice of classification or accounting treatment is available, subject to compliance with
specific provisions of applicable accounting standards.

Regular purchases and sales of financial assets are recognized on their trade date. All
financial assets that are not classified as at fair value through profit or loss are initially
recognized at fair value, plus transaction costs. Financial assets carried at fair value
through profit or loss are initially recognized at fair value and transaction costs related

to it are recopnized in statement of income.
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The categories of financial instruments that are relevant to the Company are more fully
described below.

(a)

@)

Loans and Recervabler

Loans and receivables are non-dedvative financial assets with fixed or determinable
payments that are not quoted in an active market. They arise when the Company
provides money, poods or 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, if any. Any change in their value
is recopnized in statement of income. Impairment loss is provided when there is
objective evidence that the Company will not be able to collect all amounts due to 1t
in accordance with the original terms of the receivables. The amount of the
impairment loss is determined as the difference between the assets” carrying amount
and the present value of estimated cash flows.

The Company’s financial assets categorized as loans and receivables are presented as
Cash and Cash Equivalents, Reinsurance Balances Receivahle and Loans and
Receivables in the statement of financial position. 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 are subject to nsignificant
risk of changes in value.

Available-for-sale Financal Assets

This category includes non-derivative finandial assets that are cither designated to
this category or do not qualify for inclusion 1n any of the other categories of
fnancial assets.

All available-for-sale financial assets are measured at fair value, unless otherwise
disclosed, with changes in value recognized in other comprehensive income, net of
any effects arising from income taxes. When the asset is disposed of ar is
determined to be impaired the cumulative gain or loss recognized in other
comprehensive income is reclassified from revaluation reserve to statement of
income and presented as a reclassification adjustment withia other comprehensive
income,

Reversal of impairment loss is recognized in other comprehensive income, except
for financial assets that are debt securities which are recognized in statement of
income only if the reversal can be objectively related to an event oceurring after the
impairment loss was recognized.

All income and expenses relating to financial assets that are recc}gmzr:d in staternent of

income are presented as patt of Investment and Other Income n the statement of
income, except for impairment losses which ate presented as part of General and

Administrative Expenses.
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For investments that are actively traded in organized financial markets, fair value 1s
determined by reference to stock exchange quoted market bid prices at the close of
business on the reporting period. 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 substantally the same or is calculated based on the expected cash of the
underlying net asset base of the investment.

Non-compounding interest, dividend income and other cash flows resulong from holding
the financial assets are recognized in statement of income when earned, regardless of how
the related carrying amount of financial assets is measured.

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

2.4 Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and any
impairment in valae.

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
addidons, major improvements and renewals are cnpita]izcr]; expenditures for repairs
and maintenance are charged to expense as incurred, When assets are sold, retired or
otherwise disposed of, their cost and related accumulated depreciation and Impairment
losses are removed from the accounts and any resulting pain or loss is reflected in
mcome for the period.

Depreciation is computed on the straight-line basis over the esomated vseful lives of
the assets as follows:

Condominium units 40 years
Office improvements 10 years
Office furnitures and equipment 5 years
Transportation equipment 3 years
EDP equipment 5 years

An asset’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 2.14).

The residual values and estimated useful lives of propetty and equipment are reviewed,
and adjusted if appropriate, at the end of each reporting period.

An item of property and equipment is derecognized upon disposal ot when no future
economic benefits are expected to arise from the continued use of the asset. Any gain or
Joss arising on derecognition of the asset (calculated as the difference between the net
disposal proceeds and the carrying amount of the jtem) is included in statement of income

in the year the item is derecognized.



2.5 Investment Property

Investment property (included as patt of Other Assets), is measured initially at acquisition
cost. Subsequently, investment property Is stated at cost less accumulated depreciation
and any impairment in value, Depreciation is computed on the straight-line basts over the
estimated useful life of 30 years.

The cost of the investment property compiises its purchase poce and directly attrbutable
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 ate charged to expense when incurred.

Investment property is derecognized upon disposal or when permanently withdrawn
From use and no fufure economic benefit is expected from its disposal. Any gain or loss
on the retirement or disposal of an iInvestment property is recognized in starement of
income in the year of retirement ot disposal.

2.6 Financial Liabilities

Financial liabiliies include Reinsurance Balances Payable and Accounts Payable and
Accrued Expenses.

Financial liabilities are recognized when the Company becoimes a party to the contractual
terms of the agreement. All interest related charpes are recognized as an expense in the
statement of income.

Temnsurance Balances ]’a}-able and Accounts Payable and Accrued Expenses are
recognized nidally at their fatr value and subsaqucndy measured at amortized cost less
sertlement payments.

Dividend distributions to shareholders are recognized as Angncial Habkilides when the
dividends are approved by the shareholders.

Financial liabilities are derecognized from the statement of financial position only when
the obligations are extinguished cither through discharge, cancellation ot expiration.

2.7 Provisions

Provisions are recognized when present obligations will probably lead to an outflow of
economic resoutces and they can be estimated reliably even if the timing or amount of the
outflow may still be uncertain. A present obligation arses from the presence of a lcgal or
constructve commitment that has resulted from past cvents.

Provisions are measured at the estimated expenditure required to settle the present
obligation, based on the most reliable evidence available at the end of the reporting
period, including the risks and uncertainties associated with the present obligation. Where
there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. When time
value of money is material, long-term provisions are discounted to their present values
using pretax rate that reflects market assessments and the risks specific to the obligation.
Pravisions are reviewed at the end of each reporting period and adjusted to reflect the
current best estimate.
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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 lability is recognized in the financial statements. Similarly,
possible 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
siatements.,

On the other hand, any reimbursement that the Company can be virmually certain to
collect from a third party with respect to the obligation is recognizes as a separate asset
not exceeding the amount of the related provision.

2.8 Revenue Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will
flow to the Company and the revenue can be reliably measured. The following specific
recognition criteria must also be met before revenue 1s recognized:

(a)  Reinsurance premisnms — Revenue is recognized for revenue premiums from short
duration insurance contracts over the period of the contracts using the 24th
methad except for revenues from marine cargo nisks wherein the premiums
written during the first ten months of the current year and the last two months of
the preceding year are recognized as revenue in the current year. The
“24'" method” assumes that the average date of issue of all policies written during
any one month is the middle of that month. Accordingly, 1 /24" of the net
premiums are considered earned in the month the reinsurance contracts are issued
and 2/24™ for every month thereafter (or 1/ 24" for every 15-day perod after the
issue month). The portion of the reinsurance premiums tetained that relate to the
unexpired periods of the policies at the end of the reporting period are accounted
for as Reserve for Unearned Reinsurance Premiums and presented in the liability
section of the statement of financial position. The net changes in the account
Reserve for Unearned Reinsurance Premiums between statement of financial
position dates are recognized in statement
of income,

(b)  Interest — Revenue is recognized as the interest accrues (taking into account the
effective yield on the asset).

(¢} Dividends — Revenue is recognized when the Company’s right to receive the
payment is established.

2.9 Claim Costs Recognition

Share in claims and losses relating to insurance contracts are accrued when ingured
events pecur. The share in claims (including those for incurred but not reported) are
based on the estimated ultimate cost of settling the claims. The method of determining
cuch estimates and establishing reserves are 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 recoveres on claims are evaluated in terms of the estimated realizable values of
the salvage recoverables. Recoveries on settled claims are recognized in statement of
income in the period the recoveries are made while estimated recoveries are presented
as part of Reinsurance Balances Receivable in the statement of fnancial position.



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 recognized, Unamortized acquisition costs are shown in the statement of
financial position as Deferred Acquisidon Costs.

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
statement of financial position as Deferred Reinsurance Commissions.

212 Leases

The Company accounts for its leases as follows:
(a)  Company as Lessee

Leases, which do not transfer to the Company substantially all the risks and
benefits of ownesship of the asset, are classified as operating leases. Operatng
lease payments are recognized as expense in the statement of income on a
straight-line basis over the lease term. Associated costs, such as maintenance and
insurance, are expensed as incurred,

(k) Comspany as Lessor

Leases, which do not transfer to the lessee substantially all the rsks and benefits of
ownership of the asset, are classified as operating leases. Lease income from
operating leases is recognized in the statement of income on a straight-line basis
over the lease term,

The Company determines whether an arrangement is, or contains a lease based on the
substance of the arrangement. It makes an assessment of whether the fulfillment of the
arrangement is dependent on the use of a specific asset or assets and the arrangement
conveys a dght to use the asset.

2.13 Foreign Currency Transactions

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 approximate those prevailing on transaction dates.

Foreign currency gains and losses resulting from the settlement of such transactions and
from the translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognized in the statement of income as part of

profit or loss from operatons.



2.14 Impairment of Non-financial Assets

The Company’s property and equipment and investment property are subject to
impairment testing. All other individual assets are tested for impairment whenever events
or changes in circumstances indicate that the cartying amount may nat be recoverable.

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

All assets are subsequently reassessed for indications that an impairment loss previously
recognized may no longer exist and the carrying amount of the asset 15 adjusted to the
recoverable amount resulting in the reversal of the impairment loss.

2.15 Employee Benefits
fa) Post-empioyment Benefits

Post-employment benefits are provided to employees through a defined benefit
plan, as well as a defined contribution plan.

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

The liability recognized in the statement of financial position for defined benefit
post-employment plans is the present value of the defined benefit obligation
(DBO) at the end of the reporting period less the fair value of plan assets, together
with adjustments for unrecognized actuarial gains or losses and past service costs.
The DBO is ealculated by independent actuaries 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 corporate 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 post-employment
liability.

Actuarial gains and losses are not recognized as an income of 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% cotridor 1s charged or credited
to statement of income over the employees’ expected average remaining working
lives. Actuarial gains and losses within the 10% corridor are disclosed separately.
Past-service costs are recognized immediately in statement of income, unless the
changes to the post-employment plan are conditional on the employees remaining
in service for a specified period of time (the vesting period). In this case, the past
service costs are amortized on a straight-line basis over the vesting period.
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A defined contribution plan is a post-employment plan under which the Company
pays fixed contributions into an independent entity, The Company has no legal or
constructive obligations to pay further contributions after payment of the fixed
contribution. The contributions recognized in respect of defined contribution
plans are expensed as they fall due. Liabilities and assets may be recognized if
underpayment or prepayment has occurred and are included in the statements of
financial position.

(b)  Compeniated Absences

Short-term employee benefits are recognized for the number of paid leave days
(including holiday entitlement) remaining at the end of the reporting period. They
are included in current pension and other employee obligations at the
undiscounted amount that the Company expects to pay as a result of the unused
entitlement.

216 Income Taxes

Tax expense recognized in statement of income comprises the sum of deferred tax and
current tax not recognized in other comprehensive income or directly in equity, if any.

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

Deferred tax is provided, using the liability method, on temporary differences at the end
of the reporting period between the tax base of assets and liabilities and their carrying
amounts for financial reporting purposes. Under the liability method, with certain
exceptions, deferred tax liabilities are recognized for all taxable temporary differences and
deferred tax assets are recognized for all deductible temporary differences and the
carryforward of unused tax losses and unused tax credits to the extent that it is probable
that taxable profit will be available against which the deferred tax asset can be utilized.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period
and reduced to the extent that it is probahble 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 end of the reporting period.

Most changes in deferred tax assets or liabilities are recognized as a component of tax
expense in statement of income. Only changes in deferred tax assets or liabilities that
relate to items recognizes in other comprehensive income or directly in equity are
recognized in other comprehensive income or directly in equity.



-1

2.17 Equity
Capital stock represents the nominal value of shares that have been issued or reissued.

Additional paid-in capital includes any premiums received on the initial issnance of capital
stock. Any transaction costs associated with the 1ssuance 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 of gains and losses due to the revaluation of available-for-
sale financial assets.

Retained earnings include all current and prios period results as disclosed 1n profit or
loss in the statement of income.

218 Earmnings Per Share

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.

Diluted earnings per share is computed by adjusting the weighted average number of
ordinary shares outstanding o assume conversion of dilutve potental shares.

SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The Company’s financial statements prepared in accordance with PFRS require
management to make judgments and estimates that affect amounts reported in the
financial statements and related notes. Judgments and estimates are continually evaluated
and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under circumstances. Actual results may
ultimately differ from these estimates.

3.1 Critical Management Judgments in Applying Accounting Policies

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:

(a)  Impairment of Available-for-sale Financial Assets

The determination when an investment is other-than-temporaily impaired requires
significant 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 husiness outlook for the
investee, including factors such as industry and sector performance, changes in
technology and operational and financing cash flow. Based on the recent evaluation
of information and circumstances affecting the Company's available-for-sale
financial assets, management concluded that nio assets are impaired as of

December 31, 2000 and 2008. Future changes in those information and
circumstance might significantly affect the carrying amount of the assets.
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Distinction Between Investment Property and Owner-occupied Property

The Company determines whether a property qualifies as investment property. In
making its judgment, the Company considers whether the property generates cash
flows largely independently of the other assets held by an entity. Owner-occupied
property generates cash flows that are attributable not only to the property but also
to other assets used in the operations.

Some properties comprise a portion that is held to earn rental and another portion
that is held for administrative purposes. If these portions can be sold separately
(or leased out separately under finance lease), the Company accounts for the
portions separately. If the portions cannot be sold separately, the property is
accounted for as investment property only if an insignificant portion is held for
administrative purposes. Judgment is applied in determining whether ancillary
setvices atre so significant that a property does not qualify as investment property.
The Company considers each property separately in making its judgment.

Operating and Finance L easer

The Company has entered into various lease agreements as either a lessor or a
lessee. Critical judgment was exercised by management to distinguish each lease
agrecment as either an operating or finance lease by looking at the transfer or
retention of significant fsk and rewards of ownership of the properties covered
by the agreements. Failure to make the right judgement will result in cither
overstatement or understatement of assets and labilities.

Provisions and Contingencies

Judgment is exercised by management fo distinguish between provisions and
contingencies. Policies on recogniton and disclosure of provision and disclosure of
contingencies are discussed in Note 2.7 and relevant disclosures are presented in
MNote 23.

3.2 Key Sources of Estimativn Uncertaiaty

The following are the key assumptions concerning the future, and other key sources of
estimation uncertainty at the end of the reporting period, that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liahilities within the
next financial year.

fa)

Usefael Lives of Property and Equtpment and Invesipient Property

The Company estimates the useful lives of property and equipment and investment
property based on the period over which the assets are expected to be available for
use. The estimated useful lives of property and equipment and investment property
are reviewed perodically 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. The carrying amounts of property and
equipment and investment property are analyzed in Notes 9 and 11, respectively.
Based on management’s assessment as at December 31, 2009, there is no change in
estimated useful lives of property and equipment during the year. Actual results,
however, may vary due to changes in estimates brought about by the changes in
factors mentioned above.
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Allowance for Iopairment of Reinsurance Balances Receivable and Loans and Recetvables

Allswance is made for specific and groups of accounts, where objective evidence of
impairment exists, The Company evaluates these accounts based on available facts
and eircumstances, including, but not limited to, the length of the Company’s
relationship with the customers, the customers” current credit status based on
known market forces, average age of accounts, collection experience and historical
loss experience.

Impairment losses on reinsurance balances receivable amounted to P128,325.407
and P32,795,155 (nil in 2007) in 2009 and 2008, respectively. The allowance for
impairment on reinsurance balances receivable amounted to P267,920,033 and
139,594,626 as of December 31, 2009 and 2008, respectvely (see Note 6).

Valnation of linandal Assels Cither than Loanr and Recefvables

The Company carries certain financial assets at fair value, which requires the
extensive use of accounting estimates and judgment. In cases when actve matket
quotes are not available, 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 base of the instrument. The amount
of changes in fair value would differ if the Company utilized different valuation
methods and assumptions. Any chanpe in fair value of these financial assets and
liabilities would affect profit or loss and other comprehensive income.

Fair value gains (net of taxes) on available-for-sale financial asscts amounted to
P188,255,431 in 2009. Fair value losses (net of taxes) on available-for-sale financial
assets amounted to P345,325,081 and P202,931,460 in 2008 and 2007, respectively
(see Note 7).

Impatrraent of Non-financial Assets

The Company’s policy on estimating the impairment of non-financial assets is
discussed in Note 2.14. Though management believes that the assumptions used in
the estimation of fair values reflécted in the financial statements are appropriate and
reasonable, significant changes in these assumptions may materially affect the
assessment of recoverable values and any resulting impairment loss could have a
matetial adverse effect on the results of operations.

No impairment losses were recognized on non-financial assets in 2009, 2008 and
2007.

Farr Value of Financial Assets and Liabilitier

The Company adopted the amendments to PERS 7, Improsing Diseloseres about
Finandal Instruments, effective January 1, 2009. These amendments require the
(Company to present certain information about financial instruments measured at
fair value in the statement of financial position. In the first year of application,
comparative information need not be presented for the disclosures required by the
amendment. Accordingly, the disclosure for the fair value hierarchy is only
presented for December 31, 2009.
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In accordance with this amendment, financial assets and liabilities measured at fair
value in the statement of financial position are categorized in accordance with the
fair value hicrarchy. This hierarchy groups financial assets and liabilities into three
levels based on the significance of inputs used in measuring the fair value of the
financial assets and liabilides. The fair value hierarchy has the following levels:

o Level 1: quoted prices (unadjusted) in active markets for identical assets or
habilities;

o Level 2: inputs other than quoted prices included within Level 1 that are
observable for the resource or liability, either directly (i.e, as prices) or
indirectly (i.e. derived from prices); and

s Level 3: inputs for the asset or liability that are not based on observable market
data {unchservable inputs}.

The level within which the financial asset or liability is classified is determined

based on the lowest level of significant input to the fair value measurement.

As of December 31, 2009, the available-for-sale financial asscts are the only
financial assets (nil for liabilides) measured at fair value in the statement of
financial posiion. The fair values of available-for-sale financial assets amounted
to P5,971,774,190 and 76,961,974 determined using Level 1 and Level 3 of the
fair value hierarchy, respectively.

Realizabie Amonnt of Deferved Tave Ausets

The Company reviews its deferred tax assets at cach reporting period and reduces
the carrying amount to the extent that is no longer probable that sufficient taxable
profit will be available to allow all or part of the deferred tax asset to be utilized.
As of December 31, 2009, no deferred tax assets were recognized by the
Company since management believes that there will not be able to utilize the
amount prior to its expiration (see Note 17).

Retirement and Other Benefits

The determination of the Company’s obligadon and cost of pension and other
retirement benefits is dependent on the selection of certain assumptions used by
actuaries in calculating such amounts. Those assumptions ate described in

Naote 16.2 and include, among others, discount rates, expected return on plan assets
and salary increase rate. In accordance with PFRS, actual results that differ from
the assumptions are accumulated and amortized over future periods and, therefore,
generally affect the recognized expense and recorded obligation in such future
periods.

The net retirement benefit obligation amounted to P22,016,459 and P28,897 908 as
of December 31, 2009 and 2008, respectively, while the fair value of plan assets as
of those dates amounted to P56,468,323 and P32,808,081, respectively

(see Note 16.2).
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RISK MANAGEMENT OBJECTIVES AND POLICIES

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

The Company’s risk management, in close cooperation with the respective duly
constituted Board Committees on Underwriting, Investment and Budget, Risk
Management 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 most significant financial risks to which the Company may be exposed to are
deseribed below.

4.1 Reinsurance Risk

As a professional reinsurer, the Company underwrites reinsurance business from life
and non-life insurance companies and brokers, with the objective of realizing profits
and being a dependable partner to its clients. To attain this objective, it is essental for
the Company to have a balanced portfolio, wherein there is diversification of risks, For
non-life business, each risk that is accepted or treaty artangement entered into is
carefully evaluated based on the Company’s underwnting guidelines, such as maxitnum
limits per type of risk, existing exposures, premium adequacy, fAnancial condition of the
client and the like.

The Company’s retention on the larger nsks that the Company accepts, or possible
accumulation of the same in a given area, including losses that could arise from
catastrophes such as earthquakes and typhoons, is protected by an excess of loss
caverage to limit the Company’s exposure up to a specified amount. Significant risk
concentrations may result in patential losses not only in certain areas but also within a
particular type of business such as property, motor car and casualty. The Company
therefore always monitors and controls its exposures in various lines,

The Company’s reinsutance and retroceded premiums per line of sk for the years
ended are shown below.

Relnsurance Retroceded
Premiums Premiums Rerentdon
December 31, 2009

Casualty P 1,651,954,464 P 1,211,491,631 P 440,462,833
Fire 071,167,470 578,473,322 392,694,148
Marine and

aviation 384,081,749 168,934,964 215,146,785
Life 531,171,628 227081793 304 0B9 B35

P 3,538,375311 P 2,185.981.710 P 1.352,395.601



December 31, 2008
Casualry
Fire
Marne and
aviaton
Life

December 31, 2007
Fire
Marine and
aviation
Casualty
Life
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Reinsurance Retroceded

Premiutms Premiums Retenton
P 2254804278 P 1,823,281,187 P 431,523,091
044 039,580 503,204 587 350,744,993
784,010,071 262,731,015 521,279,056
510,650,466 234 240,131 276,410,335
P 4403504395 P 2913540920 P 1.579.957.475
[ 1,387,159 988 P 1,034,189.507 P 352,070,481
439 163,859 197,208,733 241955126
2,042,102,760 1,660,547 ,509 381,555,251
448 155 846 197.281.824 250,874,022
) 1 4316582453 P 3080227573 P 1.227 354880

Retrocession or reinsuring what the Company had earlier accepted as reinsurance is
resorted to enable the Company to write risk whose amounts are in cxcess of its
retention, and to reduce the voladlity of its results and protect its capital. 1n doing so,
the Company also sets minimum requirements and standards in determining with whom
it wishes to reinsure with, foremost of which is the rating of the particular security by
international rating agencies such as Standard and Poor’s and A.M. Best.

On the other hand, life business, which constitutes about 15% of gross premium
written, follows a schedule of retention per life or group life as determined by the
actuarial department. Any amount in excess of this is retroceded or reinsured with
reputable foreipn reinsurers whose ratings from the same rating agencies are ahove par
and meet the Company’s standards.

The Company has implemented an Enterprise Risk Management Process, which is an
organization-wide approach to the identification, assessment, communication and
management of enterprise risk, defined as issues which may prevent the Company from
achieving its strategic objectives, This process has been fully integrated into the
Company's operations and is overseen by a Risk Management Council, comprised of
members of senior management. At the same time, a Risk Management Committee has
been established by the Company’s Board of Directors to assist the Board in the
development and oversight of the Company’s risk management program. The Risk
Management Council is required to provide the Board with a comprehensive enterprise
risk assessment at least annually and to estahlish plans to ensure that risks are being
managed and monitored effectively. The Risk Management Committee’s main task is to
oversee that risk management is an integral part of the planning and operations of the
Company in order to meet corporate goals and objectives.

Also, the Company continues to practice prudent underwrting with the objectve of
attaining underwriting profits. In evaluating a claim, the Company follows set
guidelines such as setting up of reserves upon its receipt of a preliminary loss advice,
and requiring the cedant-claimant to submit other necessary documents such as the
adjuster’s report, affidavits and proof of loss, among others.
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The Company’s outstanding claims and the retrocessionaires’ share in such claims per
line of rsk are shown below.

Outstanding Retrocessionaires'
Claims 5 in i Met
December 31, 2009

Fire P 1,371,288,710 P B48,145301 P 523,143,409
Marine and

aviaton 7H2,941,752 282,565,060 500,376,692
Casualty 837,043,779 615,604,278 221,439,501
Life 56,823 130 13914915 42 90R 215

P_____3.048097,371 B 1760.229,554 P___1.287,367.817

Diecernber 31, 2008

Manne and

aviaton P 1,214932522 P 708955720 P 505,976,802
Casualty 1,142,332 966 046,099 332 196,233,634
Fire 1,112,747,503 735,371,100 377 376,403
Life 46,223,606 12873327 33,350,379

P 3516236597 P 2403299579 F_ 1,112937218

December 31, 2007

Fire P 306,152,818 P 269838565 P 126,314,253
Marine and

aviafon 438 462,914 136,536,567 301,926,347
Casualty 743,433,231 (13,561,645 129 871,586
Life 50264 817 16,522,560 33,742 257

b 1628313 780 P 1.036,459.337 P 591,854,445

The Company ensures that sll valid claims are settled promptly and judiciously, as part
of its commitment to its clients.

Most of the risks reinsured by the Company are situated in the domestic market with
only a small portion coming from overseas.

4.2 Credit Risk
Generally, the maximum credit nisk exposure of financial assets is the carrying amount

of the financial assets as shown in the statements of financial position (or in the detailed
analysis provided in the notes to the financial statements), as summarized below:

MNotes 2009 2008
Cash and cash equivalents P 683,624,091 P 1,14952321Y
Reinsurance balances
receivable - net ] 2.874,413,754  4,353,404,620
Avwailable-for sale
financial assets 7 5,272,721.479 4.775,833,605
Loans and receivables A 253.464.887 195 738,148

P_9.084.224,211 P10.474,499.592
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The Company continuously monitors defaults of ceding companies and other
counterparties, identified either individually or by group, and incorporate this
information into its credit risk controls, Where available at a reasonable cost, external
credit ratings and/or reports on ceding companies and other counterparties are obtained
and used. The Company’s policy is to deal only with creditworthy counterparties. In
addition, for a significant proportion of sales, advance payments are received to mitigate
credit sk,

The Company’s management considers that all the above financial assets that are not
impaired or past due for each reporting period are of good credit quality.

The credit risk for cash and cash equivalents is considered neglipible, since the
counterparties are reputable banks with high quality external credit ratings. For the
determination of credit risk, cash and cash equivalents do not include cash on hand
amounting to P35,068 as of December 31, 2009 and 2008.

Financial assets amountng to P99,852,205 and P6E6,668,863 as of December 31, 2000
and 2008, respectively, are past due but not impaired.

4.3 Liquidity Risk

The Company manages its cash and investment position to meet its obligations arising
from reinsurance agreements and other financial liabilities. Currently, the Company’s
excess cash is invested in available-for-sale financial assets,

As of December 31, 2009, the Company’s obligations arising from reinsurance
agreements and other financial linbilities have contractual maturities which are presented
below,

Current MNaon-current
Reinsurance balances payable P2,928,815,618 P 659,066,378
Accounts payable and accrued expenses 9198755 <

P2,938,014,373  P659.066,378

This compares to the maturity of the Company’s financial liabilities as of
December 31, 2008 as follows:

Current MNon-cutrent

Reinsurance balances payable P3,841,246415 P 864,389,122
Accounts payable and accrued expenses 14,699 460 -

P3.855945875 I B64.389.122



4.4 Market Risk
The market risks to which the Company may be exposed are as follows:
(a) Foreggn Currency Risk

Most of the Company’s transactions are carried out in Philippine pesos, its
functional currency, Exposures to currency exchange rates arise from the
dollar-denominated investments, receivables and payables. The Company recognized net
foreipn exchange losses of P24,337 582 in 2009, net foreign exchange pains of P115,273,826
in 2008 and net foreign exchange losses of 179,320,898 in 2007 (see Note 13).

Exposures to currency exchange rates arise from the Company’s foreign currency
reinsurance transactions, which are primarily denominared in US dollars, Indonesian
rupizh, South Korean won, Pakistan rupee, Japanese yen, Thailand baht, China
yuan, Nepalese rupee, Euro, Indian rupee, Malaysian ringgit, Myanmar kyat,
Singaporean dollars, Hongkong dollars, Sr Lankan rupee, British pound, Australian
dollars and Swiss franc. The Company also holds US dollar-denominated cash and
cash equivalents and investment in equity secutities.

To mitigate the Company’s exposute to foreign currency risk, non-Philippine peso
cash flows are monitored.

Foreign-currency denominated financial assets and Habilities, translated into
Philippine pesos at the closing rate are as follows:

2009 200
s Oither 15 Other

Financial sssets P1,377,662,834 P154,863,306 P 1,520,236,678 P 180,140,323
Financial liabilities (L 448,921801) (_ 1L274.471) (__ 729842749 }( _ 22751723 )

Total net exposure F_%IE761033 P l3,6OE835 P_7F003030923 P 157383600
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The following table illustrates the sensitivity of the Company's profit before tax with

respect to changes on Philippine peso against foreign curtencies exchange rates. The
percentage changes in rates have been determined based on the average market
volatility rates, using standard deviation, in the previous 12 months ata 99%
confidence level.
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Exposures to foreign exchange rates vary during the year depending on the volume
of overseas transactons. Nonetheless, the analysis above 1s considered to be

representative of the Company’s currency risk.



(b} Market Prive Risk

The Company’s investments are regulated under the pertinent provisions of
Presidential Decree No. 1460 (as amended), otherwise known as The Insurance
Code of the Philippines. The Insurance Code generally requires all insurance
companies to obtain prior approval of the Insurance Commission (IC) for any and
all of their investments. It further requires companies to submit to the IC a
monthly report on all investments made during the previous month, The IC

reviews the investments and may require the immediate sale or disposal of
investments deemed too risky.

In the area of equity investments, Section 200 of the Insurance Code further
provides, among other things, that insurance companies may only invest in common
stock of Philippine corporations which have a prior three-year dividend payment
record. Moreover, the same section limits exposure to any one institution to 10% of
an insurer’s total admitred assets.

Beyond the provisions of the Insurance Code, the Company, through its Investment
Committee, has established additional guidelines to control the risks inherent in
equity investments. The Company’s own investment policy requires that the
Company invest only in shares of common stock of companies that are listed on the
PSE. Furthermore, these listed companies must have profitable business operations
and market capitalizations which are on a scale that would qualify them as blue

chips.

The Investment Committee regularly reviews and approves a list of publicly traded
stocks authorzed for investments on the basis of the foregoing considerations.
Furthermore, the Investment Committee seeks to avoid unwarranted concentration
of funds in a single asset class by regularly monitoring and limiting the proportion

of equity investments to the Company’s total investment portfolio. Asof

December 31, 2009 and 2008 investments in listed equities amounted to 9% and

6%, respectively, of the Company’s total investment portfolio.

The observed volatility rates of the fair values of the Company’s investments held
at fair value and their impact on the Company’s profit and other comprehensive

income as of December 31, 2009 and 2008 are summarized as follows:

Ciovernment bomds
Ecquity secugites listed in
the Thilippines:
Commaon shares
Peefiereed shares

Mutusl funds
Corporate bonds

2009

20108

Obhserved
Voluiicy Rates. —lncome  _Valatey Rutes

3.01%

2284%
1LE2%
6.90%
[L01%

Effect in Other

Comprehensive

P 93,126,342
118,654,696
1,808,541
5,702,525
109,115

P 219,401,219

 Yhasprvnd

717

35.15%
1.B4%
16.5%
(LED%

liffect an Chher
Crmprehensive

o

P ETATLEGD

138.365,343
1,520,900
8,420,360

20214

SR ViR n e



(¢) Interest Rate Rirk

The Company is exposed to interest rate risk because of its fixed income
investments which amounted to approximately 85% and 92% of the Company’s
total investment portfolio as of December 31, 2009 and 2008, respectively. The
Company attempts to limit interest rate sk by establishing limits on the duration
and average maturity of its fixed income portfolio. As a general rule, the Company
does not attempt to speculate (Le., profit from short term changes ot volatility in
market conditions). Investments in fixed income securities are made primarly to
ensure adequate cash flow from investments to meet cash requirements, both
anticipated and unanticipated. Consequently, the investment portfolio is structured
so that instruments mature concurrently with cash needs. Moreover, the
investments in fixed income securities are limited to those with active secondary or
resale markets to allow for transparent valuation and immediate liquidation in the
event of market turmoil.

5. CASH AND CASH EQUIVALENTS

This account consists of:

2009 2008
Time deposits P 619,527,323 P DOH613,936
Cash on hand and in banks 63 36 150,944 351

P__683.659.159  E1.149.558.287

Time deposits were made for varying periods of between one day and one month
depending on the liquidity requirements of the Company. Peso time deposits earn
annual interest rates ranging from 1.5% to 4.5% in 2009 and 3.5% to 7.5% in 2008
while dollar time deposits earn interest rates with rates ranging from 0.05% to 1.5% in
2009 and 1.75% to 4.5% in 2008. Cash in banks generally earn interest at rates based
on daily bank deposit rates. The Cash and Cash Equivalents account includes foreign
currency denominated cash of US§6,300,936 (P292,086,185) as of December 31, 2000
and US8$5,147,515 (P244,429,766) as of December 31, 2008,

6. REINSURANCE BALANCES

The details of reinsurance balances are as follows:

2009 20008
Reinsurance balances receivable:
Reinsurance recoverable on
unpaid losses P 1,760,229,554 P 2,403,299,379
Due from ceding companies 012,656,154 1,668,805,661
Reinsurance recoverable on paid losses 340 601,459 308,841,014
Funds held by ceding companies 19846620 _ 112053192
3,142 333,787 4,492 999 246
Allowance for impairment [ 267.920,033) ( 139,594,626

P _2.874.413,754 P4.353.404,620
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2009 2008
Reinsurance balances payable:
Claims payable P 3,048,097,371 P 3,516,236,597
Due to retrocessionaires 468,815,645 1,105,595,785
Funds held for retrocessionaires 70,968,980 83,803,155
P 3,587,881.996 [ 5.537

All of the Company’s reinsurance balances receivable have been reviewed for indicators
of impairment. Certain reinsurance balances receivable were found to be impaired and
provisions have been recorded accordingly.

A reconciliation of the allowance for impairment at beginning and end of 2009 and
2008 is shown below:

Note 2009 2008
Balance at bepinning of year P 139,594,620 PO106,799.471
Impairment losses durning
the year 15 128,325,400 32,795,155
Balance at end of year P_267,920,033 E_139 594,626

The fair values of these short-term financial assets and liabilities are not individually
determined as the carrying amount is a reasonable approximation of fair value.
AVAILABLE-FOR-SALE FINANCIAL ASSETS

The amounts in the statements of financial position comprise of the following financial
assets!

2009 2008
Bonds P 5,187,509,694 P 4,720, 548,819
Equity securities 699,052,711 424 397 280
Investment in Asian Re shares 76,961,974 84,335,004
Various funds 85,211,785 55,284 786
P 6,048,736,164 132 ’

Bonds include investments in corporate bonds, long-term negotiable instruments and
government securities. This also includes government securities amounting
P159,000,000 and P105,996,443 in 2009 and 2008, respectively, which 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.

Bonds earn interest at annual rates ranging from 5.00% to 15.00% in 2009 and 2008,
Interest income recognized are presented as part of Investment and Other Income in
the statements of income (see¢ Note 13).
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The following presents the fair values of investments in bonds by contractual maturity

dates:

Due within one year

Due after one year through
fve years

Due after five years through
ten years

Due after ten years

2009 2008

P 167,282,197 P 440,727,669

2,855,765,781 3,280,497,907
2,126,627,642 762,610,423
37,834,074 236,712,820

P 587,509,694 P 4720548819

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

{J-E

Cost;
Quoted in the stock exchange
Not quoted in the stock exchange

Fair value losses:
Quoted 1n the stock exchange
Not quoted in the stock exchange

2009 2008

P 530,478,088 P 454979337

194,543,557 135,608,314

725,021,645 590),587,65]
( 8,420,047) (  159,205907)
(___ 17.548,887) ( 6,984,464 )

(___25,968,934) ( __166,190.371)
P__ 699,052,711 P 424397280

Equity securities mainly consist of investments in companies listed in the PSE.

The shares of Asian e have been issued in the name of the Government of the

Philippines (GaoP) as the Philippine government’s participation in the joint undertaking
of Asian countries to organize a reinsurance 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
suhscribe and pay for the said shares 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 under Other Comprehensive
Income (Loss) in the statement of comprehensive income. The fair value of investment
in Asian Re shares amounted to P76,961,974 and P84,355,004, as of December 31, 2009

and 2008, respectively.
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The reconciliation of the carrying amounts of available-for-sale financial assets are as
follows:

2009 2008
Balance at beginning of year P 5,284,585,889 P 5,217,539,378
Additons 4,327,663,119 1,675,082,737
Disposals ( 3,747,134 327) ( 1,333,353,912)
Fair value gains (losses) - net 188,255,431 ( 346,460,349
Foreign currency gains (losses) ( 4,633,948) 71,778,035
Balance at end of year P 6,048,736,164 P 5.284,585.5880

Changes in fair value of available-for-sale financial assets, net of taxes, recognized as
Fair Value Gains (Losses) account under Other Comprehensive Income (Loss) in the
statements of comprehensive income amounted to P188,255,431 fair value gain in 2009,
and P345,325,081, and P202,931,460 fair value losses in 2008 and 2007, respectively.

The fair values of available-for-sale financial assets have been determined directly by
reference to published prices in active market. For the equity securities without market
values, book value per share, based on the audited Anancial statements of the investee
company, were used as an alternative. For some investments where fair value is not
reliably determinable either through reference of similar instruments or valuation
techniques, these are carried at cost.

LOANS AND RECEIVABLES

This account includes the following:

2009 2008
Current
Acerued interest receivable P 102,623,905 P 93816273
Others 11 01 10,134 828

11 1.9 103,951,110
MNon-cutrent;
Term loans 130,000,000 A0,000,000

Loans receivahle 9 332.964 11,787,047
139.332.964 01,787,047

P_253.464,887 L 195,738,148

Loans and receivables are usually due within one to twenty 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 Joans
and receivables are secured by collaterals.

Term loans pertain to the Company’s participation in syndicated loans of other
Companies. These loans are unsecuted interest-bearing loans with a term of

2 to 5 years. The annual effective interest rate on these loans ranges from 6.38% to
7.40% in 2009, 6.38% to 6.90% in 2008 and 6.38% to 9.95% in 2007.
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Loans receivable includes mortgage, housing and car loans which have annual effective
interest rates of 11% to 13%, 10% to 22%, and 7% to 13%, respectively, both 1n 2009
and 2008, and 14% to 28%, 10% to 22%, and 7% to 13%, respectively, in 2007.

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

PROPERTY AND EQUIPMENT

The gross carrying amounts and accumulated depreciation at the beginning and end of
2009 and 2008 ate shown below.
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property and equipment is shown below.
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10. DEFERRED REINSURANCE PREMIUMS AND RESERVE FOR
UNEARNED REINSURANCE PREMIUMS

The movement of these accounts is as follows:

Balance at beginming of yeas
Diecrease during the yeas

Balance at end of vear

Reserve for Unearned

_Deferred Reinsurance Premiums  _ Reinsurance Preminme

2009 2008 2009 2008
P 827,251,651  P1,348202,605 P 1,353,110,258  P1,845,503,599
(__55.563005) [ 521010.954)( 174,034703) ( 422303341

Deferred Reinsurance Premiums pertains to the portion of reinsurance premiums ceded
out that relate to the unexpired periods of the policies at the end of each reporting

PEH{Jd

Reserve for Unearned Reinsurance Premiums is the portion of reinsurance premiums
assumed that relate to the unexpired periods of the policies at the end of each reporting

period.

The difference between the increase in Deferred Reinsurance Premiums and Reserve
for Unearned Reinsurance Preminms for the year is presented as Decrease (Increase) in
Reserve for Unearned Reinsurance Premiums in the statements of income.

11. OTHER ASSETS

The Other Assets account includes the following:

Creditable withholding tax P
Investment property

Input value-added tax (VAT)

Deferred withholding VAT

Prepayments
Deposit
Security fund
Others

2009 2008
40,668,400 P 16,774,651
36,349,456 38,575,009
26,287,002 31,352,419

4,783,959 13,382,875

2,023,359 3,196,500

577,695 573,907
192,888 192,888
2,351,721 5,395 837

P_113234,480 D _109.444.086

Investment property consists of a piece of land and building and improvements which
are owned for investment purposes only.
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The chanpes to the carrying amounts of the investment property can be summarized as
follows as of December 31:

Mote 2009 2008
Balance at beginning of year P 38,575,009 B 40,905,056
Diepreciation and amortization
charge for the year 15 ( 2,225.553) ( 2,330,047
Balance at end of year P___36,349.456 P__38.575009

The estimated fair value and the related carrying value of the building and
improvements included in investment property amounted to P37,080,000 and
P33,488,703, respectively in 2009 and P39,690,000 and P35,177,209, respectively in
2008. Rental income earned from investment propetty amounted to P1,704,151 in
2009, P1,623,000 in 2008 and P1,163,900 in 2007, and is recorded as part of Dividend
and Other Income under Investment and Other Income account in the statements of
income (see Note 13). Real estate taxes incurred related to the investment property
amounted to '5373,773 both in 2009 and 2008 and P791,6006 in 2007.

There is no active market or recent market transaction for the investment in land.
However, management believes that the carrying amount of this property is a
reasonable approximaton of its fair value.

Input VAT pertains to input valued-added taxes on commissions paid to ceding
companies.

Deferred withholding VAT represents unapplied input taxes resulting from unpaid
premiums on ceded out transactions.

Prepayments include substantially prepaid insurance on property and equipment and
group life insurance.

Security fund represents amount deposited with the IC, as required by the Insurance

Code, 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 1C annually.

12, ACCOUNTS PAYABLE AND ACCRUED EXPENSES

This account includes the following:

Note 2009 2008
Defined benefit liability 16.2 P 22,016,459 P 28897908
Accrued expenses 6,028,049 12,175,498
Withholding taxes payable 3,210,598 1,866,518
Accounts payable and
other liabilities 3,170,706 2,523.96

P 34425812 P __45463.880

Management considers the carrying amounts of accounts payable and accrued expenses
recognized in the statements of financial position to be a reasonable approximation of
fair value due to its short duration.



-32-

13. INVESTMENT AND OTHER INCOME

The details of this account follow:

Notes 2009 2008 2007
Interest 7 P 382,426,619 P 375,001,848 P 340,942,747
Trading gain 33,028,642 2,121,968 155,174,302
Gain (loss) on sale
of stocks 17,076,148 (  69,305,125) 06,798,983
Foreign exchange
rain (loss) 44 (  24,337,582) 115273,826 ( 179,320,898)

Dividend and other

income - net 11; 16,19 58,463,058 26,103,168 46,505,220

14. UNDERWRITING DEDUCTIONS

14.1 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.
14.2 Commissions —net

This account consists of the following:

2009 2008 2007
Commission expense P 700,650,988 P 755,748,687 P 410,837,745
Reinsurance revenues (__293,677.214) (__368.546,247) (__235,512.374)
P_406,973.774 P 387202440 P 175.325.37]

Commission expense refers to fees deducted by ceding companies from reinsurance
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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15. GENERAL AND ADMINISTRATIVE EXPENSES

The details of this account follow:

Notes 2009 2008 2007

Impairment losses G P 128325407 P 32795155 P -
Salaries and employee

bencfits 16.1 123,769,484 120,973,281 87,159,520
Professional fees 24,507,265 12 514,848 10,317,532
Depreciation

and amordzatdon 9, 11 10,765,008 11,136,989 10,157,716
Taxes, licenses and fees 8,072,682 6,186,739 3,023,875
Representation and

entertainment 4,369,158 4,529 918 5,937,631
Contract labor 3,963,964 2,047,780 2,717,304
Transportation and

traveling 3,957,312 3,667,552 4.395.209
Assodaton and

pool expense 2,932,945 3,048,624 3,218,565
Light and water 2,670,166 2,585,523 2,615,693
Communication and

postages 2,278,551 2,175,849 2417226
Pontng and office

supplies 1,628,058 1,366,681 2,147,068
Repairs and maintenance 1,378,522 1,265,954 1,231,964
Adverdsing and publicity 1,313,182 2 591 942 1,899 738
Insurance 1,048,442 1,000,891 778,035
Miscellaneous 23 4.092.362 3,766,310 7,025,857

P_325.072,508 P_211,654086 P 145,042,933

16. SALARIES AND EMPLOYEE BENEFITS
16.1 Salaries and Employee Benefits

Expenses recognized for employee benefits are presented below.

2009 2008 2007
Salaries and wages P 75396452 P 69,435531 P 55,788,137
Retirement 21,161,197 0,049,330 4124115
Allowances and bonus 17,411,916 32,863,235 21,081,790
Compensated absences 2,888,230 3,780,157 1,952,436
Social security costs 1,791,675 1,743,830 1,648,059
Others 5,120,014 4,101,198 2,564,983

P_123769,484 P 120973281 P_B7.150.520
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16.2 Employee Retirement Benefit Obligation

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

The amounts of retirement benefit obligation (presented as part of Accounts Payable
and Accrued Expenses — see Note 12) recognized in the statements of financial position
are determined as follows:

2009 2008 2007
Present value of the obligation P 137,244,682 P 129,757,565 P 62,132,830
Fair value of plan assets ( 56,468,323) | 32,808,081) ( 30,090,823)
Deficiency of plan assets 80,776,359 96,949 484 32,042,007
Unrecognized actuarial
gains (losses) (___58,759,900) (___ 68.051,576) 2,465,688
Defined benefit liability P_ 22,016,459 P__28897908 P _ 34507693

The movements in the present value of the retirement benefit obligation recognized in
the books are as follows:

2009 2008 2007
Balance at beginning of year P 129,757,565 P 62,132,830 P 51,174,809
Actuarial (pains) losses ( 3,740,728) 65,909,823 -
Current service cost

and Interest cost 19,549,243 11,456,596 10,958,021
Benefits paid by the plan { 8.321.398) ( 9,741,684) =
Balance at end of year P _137.244.682 P 129757565 P (2132830
The movement in the fair value of plan assets is presented below.

2009 2008 2007
Balance at beginning of year P 32,808,081 P 30,090,823 P 19,836,800
Contributions paid into the plan 28,042,640 14,659,117 1,611,044
Benefits paid by the plan ( 8,321,398) ( 9.741,684) =
Actuarial losses 1,314,347 ( 4 607,441) -
Expected return on plan assets 2,624,647 2,407,266 6,833,906
Actuarial adjustment - - 1,809,073
Balance at end of year P_ 56468323 P 32808081 P__ 30090823

In 2009, contributions paid into the plan includes P19,794,747 representing funds
transferred from common trust fund of Universal Malayan Reinsurance Corporation
(merged with Company in 2006). The same amount is recopnized as part of Dividend
and Other Income under the Investment and Other Income account (see Note 13) in the
2009 statement of income.
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The plan assets as of December 31, 2009 and 2008 consist of cash and cash equivalents
amounting P3,392,517 and P10,960,386, respectively; government securities amounting
P52,208,248 and P21,170,950, respectively; loans and receivables amounting P425.729
and P278,357, respectively and; equity securities amounting P441,829 and P3Y8,388,
respectively.

The amounts recognized as retirement expense are as follows:

2009 2008 2007
Current service costs P 787,062 P 7,107,298 P 5,150,951
Interest costs 11,678,181 4,349 298 5,807,070
Expected return on plan assets 2,624,647) ( 2,407,266) ( 6,833,906
Net actuarial gain recognized
during the year 4,236,601 - =

P__21161197 P 9049330 P 4124115

For determination of the retirement benefit obligation, the following actuatial
assumptons were used:

2009 2008 2007

[Discount rates 8% 9% T
Expected rate of return on plan

assets 8% 8% 8%

Expected rate of salary increase 6% 8% 6%

Assumptions regarding future mortality and disability are based on published statistics
and mortality and disability tables. The discounts rates assumed are based on the yield
of long-term government bonds as of the valuation dates as published by the Philippine

Dealing and Exchange Corporation (PDEX), approximating the average expected
future working lifetime of employees.

The overall expected long-term rate of return on plan assets assumed at 8% is based on
a reputable fund trustee’s indicative yield rate for a risk portfolio similar to that of a
fund with consideration to the fund’s past performance.

Presented below are the historical information related to the present value of the
retirement benefit obligation, fair value of plan assets and excess or deficit in the plan.

—Jupe oo 0 207 2006 2005

Present value of the obligation P137,244,682 P129.757.565 P 62,1328 P 51,174,800 P 24,158,148
Fair value of the plan assets __BG408.323 _ 3LE0G.081 _ 009,823 _ 19.836,800 18955028

Deficit in the plin P ER7I63S) P 064048 PI2042007 P ILIMM9 P_5202220
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17. TAXES
17.1 Current and Deferred Tax

The components of tax expense as reported in statements of income and other
comprehensive income follows:

2009 2008 2007

Reported in rtatersents of income
Current tax expense:
Final tax at 20% and 7.5% P 69,499,923 P 73065054 P 59,193,182
Minimum corporate
income tax (MCIT) 364,428 - -
Regular corporate income tax
(RCIT) - - D 754774

69,864,351 73,065,054 68,947,956

Deferred tax expense (income):
[Jeferred tax relating to
originaton and reversal of

tempotary differences - (12,827 858) 27,608,157
Deferred tax resulting from in
reducton in tax rate - 10,081,787 =
- ( 2.746,071) 27 608,157

P_ 69864351 P 70318983 P ___90.520.113

Reported in statements of ather
comprehenive tncome
[metted againsi related
fair value pains (fosses)]
Deferred tax relating to
origination and reversal of

temporary difference P - P 3570766 P 2,200,803
Deferred tax resulting from
reducton in tax rate - [ 2,435 49H) =

P - P 1135268 P__ 2200803
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The reconciliation of the tax on pretax income computed at the applicable statutory rates
to tax expense attributable to continuing operations 1s as follows:

2009 2008 2007
Tax on pretax income
at 30% in 2009 and
35% in 2008 P 51871112 P 57,666,841 P 247,089,314

Adjustment for income
subjected to lower tax rates ( 42,956,335) ( 55,935, 271)( 57,362,083)

Tax effects of;
Unrecognized deferred tax

asscts 00,394,884 42 491,935
MNaon-taxable income ( 29,883,565) ( 9,805,399 93,771,726}
Non-deductible expenses 438,255 25,819,090 1,233,784
Reducdon in deferred

tax rate - 10,081,787 -
Separation pay - - [ 633.176)

Tax expense repoztﬂd

in staternents of income P_69.864,351 P 70318983 P 96556113

The net deferred tax liabilities as of December 31, 2008 and 2007 relate to the
following:

Statements aof Statements of

. || I . || — 2008 . Ao o 2008 MO
Deformcd tax asicr
Allswanoe fop mmpaiimest FooAznxsed P DATEY (P &ITTARTE) I - P - p
Men operasing Ioas cacrvoves [RULECT) 50,665,557 E { 39,665,550 ) 131,284 =
Unreatized forepm exchang
(g leina { 20,309,756 21069751 47469507 | 397 8518%
Magt aervice cosg 1,627,720 12,91 1,600 1,285,440  { B51,E7T) =
Mconaed leave e fin B51,818 Tk, T3 | B3,055 } 118,442 - -
MEET 154,954 1H4.064 : 4,160,338 - 2
Deferred s laldines:
Flateae of geserves forwnearmcd
reirsurance premmnms pef books
oer tax bans i 58,181,068 | 23,226,585 14,924,581 14,15, THZ -
Dcleriey] aeguisition coas { el i Lor R LI 21BN 58TY o 305,612 ) 1317498
Tevzluanon reserves nn
avadable- forszlo mvestments 18183752 [ iTiMH 4Ry = - LI35260 s

(P 2E07L) B OTHMIST P LINEJGR P 2anEiy

IR R

Freferrod Tax Expenis (Income)
Met Dlefemed Tax Lishdities E_
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In accordance with the applicable accounting standards, the Company has taken a
conservative position by not recognizing the net deferred tax assets as of
December 31, 2009 and 2008, on the following temporary differences:

200 IR
Diefeered rax asrets
MOLEO P 451469058 F 135,440,716 P 1416390763 ' 41401035
Allowance for imparrnent 267,520,033 Hi1L376,010
Henrement benght ohlzmatomn 22,016,459 6,604,938
Linrealized foreiges exchonge Inss 5,250,309 1,575,043
Accroed leave benefiss 3G 1,048,653
Unarmortiasd past service cost 64,371 199 5311
MCET 364,428 364,428
3eferred mx lalnhtizs:
Fsress of serves for uncamed
romsuTance T"I L'I.I'Il'llmf' r‘l:r ll,“'“k,
tver 1k basis (198,021,728 ( 59,406,518
Wevaluation regerven on
availables for sale myestments { 53,783,974 ) (  16,135,192)
Diefeezed acquisition coots (45141952 ) ( _13.542.5E6 )
Met Unrerognized Tefermd Tax Asscts P 454709176 PRIGSIZESY L 1130083 ELA0F 157404

In 2008, the Company incurred NOLCO amounting to P340,524,979 which can be
claimed as deduction against future taxable income until 2011. However, the Company
did not fully recognize the deferred tax asset effect amounting to P102,157,494 relating
to the 2008 NOLCO. The Company only recognized the deferred tax asset effect to
the extent that it expects to have sufficient taxable profit that will be available against
which such NOLCO can be utilized. Accordingly, of the total deferred tax asset for the
2008 NOLCO of P102,157,494, only P59,665,559 was recognized in 2008. In 2009, the
Company incurred NOLCO amounting to P110,944,075 which can be claimed as
deduction from future taxable income untl 2012,

The Company is subject to MCIT which is computed at 2% of gross income, or RCIT,
whichever is higher. In 2009, the Company recognized MCIT amounting to P364,428
as there is no RCIT due to the taxable loss position of the Company. The MCIT can be
applied against future RCIT undl 2012, The MCIT recognized in 2006 amounting to
P184,964 expired in 2009.

17.2 Optional Standard Deduction
Effective July 2008, Republic Act (RA) No. 9504 was apptoved giving corporite
taxpayers an option to claim itemized deduction or optional standard deduction

equivalent to 40% of gross income. Once the option is made, it shall be irrevocable for
the taxable year for which the option was made.

In 2009 and 2008, the Company opted to continue clhiming itemized deductions.

17.3 Change in Applicable Tax Kate

Effective January 1, 2009, in accordance with RA No. 9337, RCIT rate was reduced
from 35% to 30% and nonallowable deductions for interest expense from 42% to 33%
of interest income subjected to final tax.
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18. EQUITY
18.1 Capital Stock

The Company is authorized to issue 3,000,000,000 shares of common stock with a par
value of P1 per share.

18.2 Stock Split

On January 15, 2007 the SEC approved the amended articles of incorporation of the
Company which includes the 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 as of the beginning of the year from 15,885 583 to
1,588,558 300.

18.3 Treasury Shares

In 2007, the Company reacquired additonal 46,354,200 of its shares at a total cost of
P103,430,976. Included in those shares are the reacquisition of 446,774 shares from
dissenting stockholders. As of the end of 2007, all treasury shares held by the Company
with a total cost of P318,070,611 were eventually reissued.

In August 2008, the BOD approved the implementation of the Company’s Buy-Back
Program in order to enhance overall shareholder value and show that it has a strong
financial position. In October 2008, the Company reacquired 22,277,000 shares at a
tatal cast of P40,081,811.

15.4 Appropration 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 extraordinanly
high loss occurrences or severe catastrophic losses. The amount of P5,000,000 was
initially appropriated from retained earnings for this purpose on April 30, 1989,
Subsequently, at December 31 of each year where there is profit, 10% of such profit
shall be set aside as additional reserve for contingencies. The reserve balance, which is
shown as Appropriated under Retained Earnings 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 amounted to P231,638,713, P221,334,777 and
P211,890,435 as of December 31, 2009, 2008 and 2007, respectively.

18.5 Declaranon of Cash Dividends

The BOD approved the declaration of cash dividends of P0.04 per share {or a total of
P86,387,104) on June 16, 2009, P0.20 per share (or a total of P436,390,920) on

March 25, 2008 and P0.07 {or a total of P152,736,822) on June 19, 2007, payable to
stockholders of record as of July 3, 2009, April 10, 2008 and July 16, 2007, respectively.
The dividends were paid within their respective year of declaration and approval.
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19. 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
transactons as described below.

191 Refmsurance Contracts with Related Parties

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

2009 2008
Premiums P 1,313,818,543  P1,769,510,024
Retrocessions 53,278,609 67,839,767
Commission income 13,525,245 16,649 404
Commission expenses 174,173,857 201,305,754
Losses incurred 316,063,490 118,141,064
Loss recovernes 45,737,776 11,949 042

As a result of the above transactions, reinsurance balances receivable from and payable to
related parties are as follows (see Note 6}:

2009 20086
Due from ceding companies P 304,657,139 P 554211404
Reinsurance recoverable on losses 40,967,517 33,196,941
Funds held by ceding companies 41,293,832 45 448771
Due to retrocessionaires ( 35,594,833) ( 36,881,939)
Funds held for retrocessionaires ( 894,399 ) ( 112,727)

The balance of due from ceding companies pertaining to related parties is presented net
of P79,710,908 and P41,204,725 allowance for impairment as of December 31, 2009 and
2008, respectively.

192 Bank Accounts

The Company maintains several savings and current accounts, and time deposits with
Bank of the Philippine Islands (BPI), a stockholder. The details of which follow:

2009 2008
Time deposits P 23,500,000 I 205,056,480
Savings and current accounts 2,332,565 3,451,311

P__ 25832565 P _208,507.701
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19.3 Invesoment Management and Custodianship

The Company has entered into agteements known as “Investment Management
Agreement” and “Custodianship Agreement” with BPI for the management and
custodianship of certain investible funds of the Company subject to terms and conditons
in the said agreements. These investments were presented in their respective statement of
financial position accounts as follows:

2009 2008
Cash and cash equivalents P 22611956 P 9,005,009
Available-for-sale financial assets 1,201,491.263  1,028,945,237
Loans and receivables 80,000,000 ___ 80,000,000

P1.304,103,219 P1117.950330

In consideration for the services rendered, the Company pays BPI service fees equivalent
to a certain percentage of the market value of the investments. Total service fees paid for
the years ended December 31, 2009 and 2008 amounted to P2,451,664 and P2,569,822,
respectively, and is charged against Dividend and Other Income-net under Investment
and Other Income account {see Note 13) in the statements of income.

19.4 Retirement Fund Investment Management

In 2006, the Company enteted into 2 “Retirement Fund Investment Management
Agreement” with BPI for the management of the investments of the Company’s

retirement funds subject to the terms and conditions in the said agreement.
In 2007, the Company also entered into a Trust Agreement whereby it designated Rizal
Commercial Banking Corporation, another related party, as addinonal trustee of its

employee’s retirement plan.

19.5 Key Management Personnel Compensation

2009 2008 2007
Short-term benefits P 46,766,449 P 61,642,735 P 43287218
Post-employment benefits 2,615,573 2,238 886 1.948.613

P__49382022 P (3881621 P__45 235 831

MARGIN OF SOLVENCY

Under the Insurance Code of the Philippines, a non-life insurance 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 liabilides, 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 non-admitted
assets, as defined in the Insurance Code of the Philippines, by the 1C.
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21, RECONCILIATION OF NET INCOME UNDER PFRS TO
STATUTORY NET INCOME

The reconciliation of net profit under PFRS and statutory net income follows:

2009 2008 2007
PFRS net profit P 103,039,357 P 94443421 P 609,413,356
Difference in change in reserve
for unearned reinsurance
premiums — net ( 70,851,172) ( G60.80B,883 ) (40,142,234,
Deferred acquisition costs — net 24,184,634 ( 8,773,478)(  29,479,995)

20,874,708 24,367,780

Tax effect of reconciling items

Statutory net income P__56372.819 P__45735768 P 564,158907

22, EARNINGS PER SHARE

The earnings per share amounts after adjustment for the reduction of the par value of
the Company’s shares of stock on January 15, 2007 (see Note 18.2) are as follows:

2009 2008 2007

MNet income available to

common shareholders P 103,039.357 P 94443421 P 609,413,356
Divided by the average number

of outstanding common shares _2,176,922.899 _ 2,176,922,899 1.980,809,514

P 0,05 P 004 P 0.31

Diluted earnings per share is not determined since the Company does not have dilutive
shares as of December 31, 2009, 2008 and 2007,

23. COMMITMENTS AND CONTINGENCIES

The following are the significant commitments and contingencies involving the
Company:

23.1 Operating Lease Commitments — Company as Lessee

The Company is a lessee under a non-cancellable operating lease covering one of its
offices. This lease was initiated during 2007 and has 2 term of two years, with renewal
options, and includes an annual escalation rate of 8% on the second year. The contract
was renewed on February 24, 2009 for a petiod of two years. The future minimum
rentals payable under this non-cancellable operating lease as of December 31 are as

follows:
2009 2008
Within one year P 015874 T BRZ. 771
After one year but not more
than five years 231728 1.147.602

P__1147.602 E___2050373
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Rental expense recognized amounted to P1,653,628, P953,418 and P1,021 463 in 2009,
2008 and 2007, respectively, and is presented in the statements of income as part of
Miscellaneous account under General and Administrative Expenses (see Note 15).

23.2 Legal Claims

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 set up
relating to this case is adequate to cover any liability that may arise from the ultimate
outcome of the case.

233 Others

In the normal course of business, the Company makes vadous commitments and incurs
certain contingent liabilities that are not given recognition in the accompanying financial
statements. Management believes that losses as of December 31, 2009, if any, that may
arise from these commitments and contingencies will not have any materal effect on
the financial statement.

. CATEGORIES AND FAIR VALUES OF FINANCIAL ASSETS AND
LIABILITIES
24.1 Comparison of Carrying Amounts and Fair Values

The carrying amounts and fair values of the categories of financial assets and liahilites
presented in the statements of financial position are shown below:

Moes 2009 a4
Carsving W abues Fair Values Cacrging Valies Fase Walses

Financial asseis

Casiiand recewvables

(Zank aral eash -'.-quivala-nrs k] P 683,650,159 P G6B3,659,159 1"1,14Y 558 287 11,145,558, 2R7
Rensuranee balances focavables {i 2,574,413,754  ZETAIRTRA 453404020 4353404020
[taarss and seceivables h 253,404, R8T 253,404, R8T 195738 148 5 73R ¢

PIEILSILENN PAAILSILEN LSAUATOLISS DOGURI0LY

Availalile-for-sale financial asscts:

Dbt secusines 7 P5ET 509,694 P5,1R7.500,694 "4 730548819 18 T20 546419
Liguity secwnbies 7 699,052,711 699,052,711 424,307,280 424 307,280
Irwvestment in Asman Re shares 7 T6,964,974 76,961,974 B, 35350004 84,555 004
Wiz funds 7 __ HE 21178 B3.211785 G IM4TEG 55,284 THG

BAMATIGICE PAO4ETI0I6E POORITASAN 15264565 AN

Fingnciuf fatdities
Hesnsumnce bakances pazahle 6 P3,587,881996  P3,5487,381L.996 P4, 705,435,537 1M4,705,635,557

Accounts pavable and other

acciued expensgs 12 5.198.755 5,198,755 R AN
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25. CAPITAL MANAGEMENT OBJECTIVES, POLICIES AND PROCEDURES

The Company’s capital management objectives are:

s o ensure the Company’s ability to continue as a going concern; and
e 1o provide an adequate return to shareholders

by complying with the capital requirements and limitation enforced by the 1C and by
aligning the Company’s operational strategy to its corporate goals. The capital
requirements and limitation are as follows.

251 Minimum Capitalization
Under the Department Order No. 27-06 (DO No. 27-06), any reinsurance comparny
existing, operating, or otherwise doing business in the Philippines, must possess

minimum capitalization 1n accordance with the following schedule of compliance:

December 31, December 31,
2009 2008

Minimum statutory net worth P 1,500,000,000 P 1,250,000,000
Minimum paid-up capital 750,000,000 (525,000,000

As defined by DO No. 27-06, statutory net worth represents the Company’s paid-up
capital, capital in excess of par value, contingency surplus, retained earnings, and
revaluation increments as may be approved by the Insurance Commissioner.

The Company has met the minimum capital requirements for both years.
25.2 Risk-Based Capital Requirements

As per Insurance Memorandum Circular No. 7-2006, every non-life insurance company
is annually required to maintain a minimum Risk-Based Capital (RBC) ratio of 100%.
RBC ratio is computed by dividing the Company’s net worth by an RBC requirement
prescribed by the IC. The RBC requirement is determined after considering the
admitted value of certain financial statement accounts whose final amounts can be
determined only after the examination by the 1C.

253 Limitation on Dividend Declaration

The Company’s BOD is authorized to declare dividends. A cash dividend declaration
does not require any further approval from the stockholders. However, a stock
dividend declaration requires further approval of the stockholders holding or
representing not less than two-thirds of the Company’s outstanding capital stock.
Dividends may be declared and paid out of the unrestricted retained earnings which
shall be payable in cash, property, or stock to all stockholders on the basis of
outstanding stock held by them, as often and at such times as the BOD may determine

and in accordance with law,
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Section 195 of the Insurance Code provides that a domestic insurance company shall
declare or distribute dividends on its outstanding stock only from profits remaining on
hand after retaining unimpaired:

e the entire paid-up capital stock;

e the margin of solvency required;

o the legal reserve fund required; and

s asum sufficient to pay all net losses reported or in the course of settlement
and all liabilities for expenses and taxes.

The Company is required to report such dividend declaration or distribution to the IC
within 30 days from the date of such declaration.

Moreover, the SEC, through its Memorandum Circular 11 dated December 5, 2008

has set guidelines in determining the appropriate amount of Retained Earnings available
for dividend distribution. This shall be based on the net profit for the year based on the
audited financial statements, adjusted for unrealized items which are considered not
available for dividend declaration. These unrealized items consist of the following:

e  share/equity in net income of the associate or joint venture

® unrealized foreign exchange gains, except those attributable to cash and
cash equivalents

» unrealized actuarial gains arising from the exercise of the option of
recognizing actuarial gains or losses directly to the statement of
comprehensive income

e fair value adjustment arising only from marked-to-market valuation which are
not yet realized

o the amount of deferred tax asset that reduced the amount of income tax
expense

o adjustment due to deviation from PFRS/Generally Accepted Accounting
Principles which results to gain

e other unrealized gains or adjustments to the retained earnings




