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2.2 Impact of New Amendments and Intetpretations to Existing Standards
(a)  Effective in 2008 that are Relevant to the Company

In 2008, the Company adopted for the first time the following new interpretation and
amended standards which are mandatory in 2008,

Philippine Interpretation International
Financial Reporting Interpretations
Committee (IFRIC) 14 : Philippine Accounting Standard
(PAS) 19 — The Limit on a Defined
Benefit Asset, Minimum Funding
Requirements and their Interaction
PAS 39 and PFRS 7
(Amendments) : PAS 39, Financial Instruments:
Recognition and Measurements
and PFRS 7, Financial struments:
Disclosures

Discussed below are the effects on the financial statements of the new accounting
interpretation and amended standards.

(i) Philippine Interpretation IFRIC 14, PAS 19— The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction (effective from January 1, 2008).
This Philippine Interpretation provides guidance on assessing the limit in PAS 19,
Employee Bengfits, on the amount of the surplus thar can be recognized as an asset.
It also explains how the pension asset or liability may be affected by a statutory or
contractual minimum funding requirement. The Company’s adoption of this
interpretation does not have any impact on the Company’s financial statements, as
it has a retirement benefit obligation and is not subject to any minimum funding
requirements.

() PAS 39 (Amendment), Financial Instruments: Recogmition and Measurement and
PFRS 7 (Amendment), Financial Instruments: Disclosures (effective from
July 1, 2008). The amendments permit an entity to:

o reclassify non-derivative financial assets (othey than those designated at fair
value through profit or loss by the entity upon initial recognition) out of fair
value through profit or loss category in particular circumstances; and

e tansfer from the available for sale category to the loans and receivable
category those financial assets that would have met the definition of loans and
receivables, provided that the entity has the intention and the ability to hold
those financial assets for the foreseeable future.
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The amendments are applicable in a partially retrospective manner up to

July 1, 2008 provided that the reclassification was made on or before
November 15, 2008, the cut-off date set by the FRSC. After the cut-off date,
all reclassifications will only take effect prospectively. As the Company did not
exercise the option to reclassify its financial assets; hence, it determined that the
adoption of these amendments has no impact on the 2008 financial statements.

The first time application of these interpretation and amendments has not resulted in any
ptior period adjustments of balance sheet, net income or cash flows line items.

Effective in 2008 but not Relevant to the Company
The following interpretations to published standards are mandatory for accounting
periods beginning on or after January 1, 2008 but are not relevant to the Company’s

operations:

Philippine Interpretation

IFRIC 11 : Group and Treasury Share Transactions
Philippine Interpretation
IFRIC 12 : Service Concession Arrangements

Effective Subsequent to 2008

There are new and amended standards that are effective for periods subsequent to 2008.
The following new standards, effective for annual periods beginning on or after
January 1, 2009, are relevant to the Company which the Company will apply in
accordance with their transitional provisions.

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

Below is a discussion of the possible impact of these accounting standards.

()  PAS 1 (Revised 2007), Presentation of Financial Statements (effective from
January 1, 2009). The amendment requires an entity to present all items
of income and expense recognized in the period in a single statement of
comprehensive income ot in two statements: a separate income statement and
a statement of comprehensive income. The income statement shall disclose
income and expense recognized in profit and loss in the same way as the current
version of PAS 1. The statement of comprehensive income shall disclose
profit or loss for the period, plus each component of income and expense
recognized outside of profit and loss classified by nature (e.g., gains or losses on
available-for-sale assets or translation differences related to foreign operations).
Changes in equity arising from transactions with owners are excluded from
the statement of comprehensive income (e.g., dividends and capital increase).
An entity would also be required to include in its set of financial sratements a
statement showing its financial position (or balance sheet) at the beginning of
the previous period when the entity retrospectively applies an accounting
policy or makes a retrospective restatement. The Company will apply
PAS 1 (Revised 2007) in its 2009 financial statements.
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2008 Annual Improvements to PFRS. The FRSC has adopted the
Improvements to International Financial Reporting Standards 2008. These
amendments become effective in the Philippines in annual periods beginning
on or after January 1, 2009. The Company expects the amendments to the
following standards to be relevant to the Company’s accounting policies:

e PAS 1 (Amendment), Presentation of Financial Statements. The amendment
clarifies that financial instruments classified as held for trading in
accordance with PAS 39 are not necessarily required to be presented as
current assets or current liabilities. Instead, normal classification principles
under PAS 1 should be applied. Presently, the Company has no financial
assets classified as held for trading under PAS 1, hence, this amendment will
have no impact in the Company’s 2009 financial statements.

e  PAS 19 (Amendment), Employee Benefits. The amendment includes the

following:

—~ Clarification that a curtailment is considered to have occurred to the
extent that benefit promises are affected by future salary increases and
a reduction in the present value of the defined benefit obligation results
in neg'fitive past service cost.

~ Change in the definition of return of plan assets to require the
deduction of plan administration costs in the calculaton of plan assets
return only to the extent that such costs have been excluded from
measurement of the defined benefit obligation.

- Distinctdon between short-term and long-term employee benefits will
be based on whether benefits are due to be settled within or after
12 months of employee service being rendered.

- Removal of the reference to recognition in relation to contingent
liabilities in order to be consistent with PAS 37, Provisions, Contingent
Liabilities and Contingent Assets, which requires contingent liabilities to
be disclosed and not recognized.

The Company’s management assessed that this amendment to
PAS 19 will have no impact on its 2009 financial statements.

o PAS 39 (Amendment), Financial Instruments: Recognition and Measurement. The

definition of financial asset or financial liability at fair value through profit
or loss as it relates to items that are held for trading was changed. A
financial asset or liability that is part of a portfolio of financial instruments
managed together with evidence of an actual recent pattern of short-term
profit taking is included in such a portfolio on initial recognition. The
Company initially determined that adoption of this amendment will not
have a material effect on its 2009 financial statements.
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o PAS 40 (Amendment), Investment Property. PAS 40 is amended to include
property under construction or development for future use as invesument
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 undl construction or development is complete. At such time, the
entity would be able to measure the investment property at fair value.

Minor amendments are made to several other standards; however, those amendments are
not expected to have a material impact on the Company’s financial statements.

2.3 Financial Assets

Financial assets include cash and cash equivalents and other financial instruments. Financial
assets, other than hedging instruments, are classified into the following categories: 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 designation of financial assets is re-evaluated at
every reporting date at which date a choice of classification or accounting treatment is
available, subject to compliance with specific provisions of applicable accounting standards.

Regular purchase 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 are expensed in the
income statement.

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
insignificant risk of changes in value.

The categories of financial instruments that are relevant to the Company are more fully
described below.

(@)  Loans and Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They arise when the Company
provides money, goods ot services directly to a debtor with no intention of trading the
recefvables.
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Loans and receivables are subsequently measured at amortized cost using the effective
interest method, less impairment losses. Any change in their value is recognized in
profit or loss. Impairment loss is provided when there 1s objective evidence that the
Company will not be able to collect all amounts due to it in accordance with the
original terms of the receivables. The amount of the impairment loss is determined as
the difference between the assets’ carrying amount and the present value of estimated
cash flows.

Loans and receivables presented in the balance sheet of the Company consist of
Reinsurance Balances Receivable and Loans and Recetvables.

(6)  Held-to-maturity Investments

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

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

(c)  Available-for-sale Financial Assets

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

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

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

For investments that are actively traded in organized financial markets, fair value is
determined by reference to stock exchange quoted market bid prices at the close of business
on the balance sheet date. For investments where there is no quoted market price, fair value
is determined by reference to the current market value of another instrument which is
substantially the same or is calculated based on the expected cash of the underlying net asset
base of the investment.
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Non-compounding interest, dividend income and other cash flows resulting from holding
financial assets are recognized in profit or loss when earned, regardless of how the related
carrying amount of financial assets is measured. All income and expense relating to financial
assets recognized in profit or loss are presented in the income statement under Investment
and Other Income.

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 value.

The cost of an asset comprises its purchase price and directly attributable costs of bringing
the asset to working condition for its intended use. Expenditures for additions, major
improvements and renewals are capitalized; expenditures for repairs and maintenance are
charged to expense 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 gain or loss is reflected in income for the period.

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

Condominium units 40 years
Office improvements 10 years
Office furnitures and equipment 5 years
Transportation equipment 5 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 property and equipment ate reviewed and,
adjusted if appropriate, at each balance sheet date.

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

2.5 Investment Property

Investment property (included as part 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 basis over the
estimated useful life of 30 years.

The cost of the investment property comprises its purchase price and directly attributable
costs of bringing the asset to working condition for its intended use. Expenditures for
additdons, major improvements and renewals are capitalized; expenditures for repairs and
maintenance are charged to expense when incurred.
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Investment property is derecognized upon disposal or when permanently withdrawn from
use and no future economic benefit is expected from its disposal. Any gain or loss on the
retirement or disposal of an investment property is recognized in the income statement in the
year of retirement or disposal.

2.6 . Financial Liabilities

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

Financial liabilities are recognized when the Company becomes a party to the contractual
agreements of the instrument. All interest related charges are recognized as an expense in the

income statement.

Reinsurance balances payable and accounts payable and accrued expenses are recognized
initially at their nominal value and subsequently measured at amortized cost less settlement
payments.

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

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

2.7 Provisions

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

Provisions are measured at the estimated expenditure required to settle the present obligation,
based on the most reliable evidence available at the balance sheet date, including the risks and
uncertainties associated with the present obligation. Any reimbursement expected to be
received in the course of settlement of the present obligation is recognized, if virtually certain,
as a separate asset at an amount not exceeding the balance of the related provision. Where
there 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. In addition,
where 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.

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

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

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

(a)  Reinsurance preminms — Revenue is recognized for revenue premiums from short
duration insurance contracts over the period of the contracts using the 24th method
except for revenues from marine cargo risks 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 period after the issue month). The portion of the
reinsurance premiums retained that relate to the unexpired periods of the policies
at balance sheet dates are accounted for as Reserve for Uriearned Reinsurance
Premiums and presented in the liability section of the balance sheet. The net changes
in the account Reserve for Unearned Reinsurance Premiums between balance sheet
dates are recognized in the income statement.

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

() Dividends — Revenue is recognized when the stockholders’ right to receive the
payment is established.

2.9 Claim Costs Recognition

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

The share in liabilities for claims (including those for incurred but not reported) are based
on the estimated ultimate cost of settling the claims. The method of determining such
estimates and establishing reserves 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 recoveries on claims are evaluated in terms of the estimated realizable values of the
salvage recoverables. Recoveries on settled claims are recognized in the income statement
in the period the recoveries are made while estimated recoveries are presented as part of
Reinsurance Balances Receivable in the balance sheet.

2.10 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 balance sheet as Deferred
Acquisition Costs.
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2.11 Commissions on Retrocessions

Commissions on retrocessions are deferred and are subjected to the same amortization
method as the related acquisition costs. Deferred portion are presented in the balance
sheet as Deferred Reinsurance Commissions.

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

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

(b)  Company as Lessor

Leases which do not transfer to the lessee substantially all the risks and benefits of

" ownership of the dsset are classified as operating leases. Lease income from operating '
leases is recognized as income in the income statement 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 right to use the asset.

2.13 Functional Currency and Foreign Currency Transactions
(a)  Functional and Presentation Currengy

Items included in the financial statements of the Company are measured using the
currency of the primary econornic environment in which the entity operates

(the functional currency). The financial statements are presented in Philippine pesos,
which is the Company’s functional and presentation cutrency.

(b)  Transactions and Balances

The accounting records of the Company are maintained in Philippine pesos. Foreign
currency transactions during the year are translated into the functional currency at
exchange rates which 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 income statement.




-13-
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 carrying amount may not be recoverable.

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

recoverable amount resulting in the reversal of the impairment loss.
2.15 Employee Benefits
Pension benefits are provided to employees through a defined benefit plan.

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

The liability recognized in the balance sheet for defined benefit pension plans 1s the present
value of the defined benefit obligation (DBO) at the balance sheet date less the fair value of
plan assets, together with adjustments for unrecognized actuarial gains or losses and past
service costs. The DBO is calculated 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 thart are
denominated in the currency in which the benefits will be paid and that have terms to
maturity approximating the terms of the related pension liability.

Actuarial gains and losses are not recognized as an income or expense unless the total
unrecognized gain or loss exceeds 10% of the greater of the obligation and related plan
assets. The amount exceeding this 10% corridor is charged or credited to profit or loss
over the employees’ expected average remaining working lives. Actuarial gains and losses
within the 10% corridor are disclosed separately. Past-setvice costs are recognized
immediately in the income statemnent, unless the changes to the pension 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.

A defined contribution plan is a pension 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 balance sheets.




-14-

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

216 Income Taxes

Current tax assets or liabilities comptise those claims from, or obligations to, fiscal authorities
relating to the current or prior reporting period, that are uncollected or unpaid at the balance
sheet date. They are calculated according to the tax rates and tax laws applicable to the fiscal
periods to which they relate, based on the taxable profit for the year. All changes to current

tax assets or liabilities are recognized as a component of tax expense in the income statement.

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

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

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

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

2.17 Equity

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

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

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

Revaluation reserves comprise gains and 1osses due to the revaluation of certain
available-for-sale financial assets.

Retained earnings include all current and prior period results as disclosed in the income
statement.
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2.18 Earnings 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.

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:

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

The determination when an investment is other-than-temporarily 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 business outlook for the investee,
including factors such as industry and sector performance, changes in technology and
operational and financing cash flow.

(b)  Distinction Between Investment Properties and Owner-occupied Properties

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
properties generate 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 services are so significant that a
property does not qualify as investment property. The Company considers each
propetty separately in making its judgment.
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(¢) Operating Leases

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 agreement

- as either an operating or finance lease by looking at the transfer or retention of
significant risk and rewards of ownership of the properties covered by the
agreements.

Rental income and expense reported in 2008 amounted to P1,623,000 and P953,418,
respectively, and P1,163,890 and P1,021,463, respectively, in 2007.

(d)  Provisions and Contingencies

Judgment is exercised by management to distinguish berween provisions and
contingencies. Policies on recognition and disclosure of provision and disclosure of
contingencies are discussed in Note 2.7 and relevant disclosures are presented in
Note 22.

3.2 Key Sources of Estimation Uncertainty

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

(a) ~ Useful Lives of Property and Equipment and Investment 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 petiodically 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 8 and 10, respectively. Actual results,
however, may vary due to changes in estimates brought about by the changes in factors
mentioned above. There is no change in estimated useful lives of property and
equipment during the year.

(b)  Allowance for Impairment of Reiniurance Balances Receivable, and Loans and Receivables

Allowance is made for specific and groups of accounts, where objective evidence of
impairment exists. The Company evaluates these accounts based on available facts and
circumstances, including, but not limited to, the length of the Company’s 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 receivables amounted to P32,795,155 in

2008 and nil in 2007. The allowance for impairment on reinsurance balances receivable
- amounted to P139,594,626 and P106,799,471 in- 2008 -and 2007; respectively

(see Note 5).
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(¢) Valuation of Financial Assets Other than Loans and Receivables

@)

The Company carries certain financial assets at fair value, which requires the extensive
use of accounting estimates and judgment. In cases when active market 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 undetlying net base of the instrument. The amount of changes in
fair value would differ if the Company utilized different valuation methods and
assumptions. Any change in fair value of these financial assets and labilities would
affect profit and loss and equity.

Fair value losses on available-for-sale financial assets of P344,189,814 in 2008 and
200,730,657 in 2007 were reported in the equity section (see Note 6).

Impairment of Non-financial Assets

PFRS requires that an impairment review be performed when certain impairment
indicators are present. The Company’s policy on estimating the impairment of
non-financial assets is discussed in detail in Note 2.14. Though management believes
that the assumptions used in the estimation of fair values reflected in the financial
statements are appropriate and reasonable, significant changes in these assumptions
may materially affect the assessment of recoverable values and any resulting impairment
loss could have a material adverse effect on the results of operations.

Retirement and Other Benefits

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

Note 15.2 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 recogmzed expense and recorded obhgatlon in such future periods.

The estimated retirement benefit obligation amounted to P28,897,908 and P34,507 695)

as of December 31, 2008 and 2007, respectively, while the fair value of plan assets as of
those dates amounted to P32,808,081 and P30,090,823, respectively (see Note 15.2).
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4. CASH AND CASH EQUIVALENTS

This account consists of:

2008 2007
Time deposits P 998,613,936 P1,283,627,639
Cash on hand and in banks 150,944,351 63,285,012
P 1,149,558,287 P1,346,912.651

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 interest
with rates ranging from 3.5% to 7.5% while dollar time deposits earn interest rates with
rates from 1.75% to 4.5%. 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$5,147,515 (P244,429,766) as of December 31, 2008 and
US$12,984,782 (P537,582,952) as of December 31, 2007.

5. REINSURANCE BALANCES

The details of reinsurance balances are as follows:

2008 2007
Reinsurance balances receivable:
Reinsurance recoverable on losses P 2,712,140,393 P 1,297,757,239
Due from ceding companies 1,668,805,661 1,630,803,800
Funds held by ceding companies 112,053,192 87,074,452
4,492,999,246 3,015,635,491
Allowance for impairment ( 139,594,626) ( 106,799.471)
P _4.353,404,620 P2.908.836,020
Reinsurance balances payable:
Claims payable P 3,516,236,597 P 1,628,313,780
Due to retrocessionaires 1,105,595,785 981,270,895
Funds held for retrocessionaires 83,803,155 61.605.778
P 4,705,635,537 P2,671,190.453

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.
|
|
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A reconciliation of the allowance for impairment at beginning and end of 2008 and 2007 is
shown below:

Note 2008 2007
Balance at beginning
of year P 106,799,471 P 106,799,471
Impairment losses during
the year 14 32,795,155 -
Balance at end of year 139,594,62 P__ 106,799

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 balance sheets comprise of the following financial assets:

2008 2007
Bonds P 4,720,548,819 P 4,479,540,250
Equity securities 424,397,280 581,920,970
Investment in Asian Re shares 84,355,004 69,410,454
Various funds 55,284,786 86,667,704

P 5,284,585,889 P5,217,539378

Bonds include investments reclassified from held-to-maturity securities to available-for-sale
financial assets in 2006, and government securities totaling P105,996,443 in 2008 and 2007
which are on deposit with the Insurance Commission (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. '

Interest income recognized are presented as part of Investment and Other Income in the
income statements (see Note 12).

The following presents the fair values of investments in bonds by contractual maturity
dates:

2008 2007
Due within one year P 440,727,669 P 12,546,691
Due after one year through
five years 3,280,497,907 2,749,539,063
Due after five years through .
ten years 762,610,423 1,676,234,081
Due after ten years 236,712,820 41220415

P 4,720,548,819 P 4,479,540.250
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Bonds earn interest at annual rates ranging from 5% to 15% in 2008 and 3.5% to 15% in
2007. Changes in fair values of these bonds amounted to P16,237,175 (net decrease), and
P128,016,627 (net increase) in 2008 and 2007, respectively, and are shown as part of
Revaluation Reserves account in the statements of changes in equity (see Note 17).

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

2008 2007
Cost:
Quoted in the stock exchange P 454,979,337 P 534,609,290
Not quoted in the stock exchange 135,608,314 39,391,629
590,587,651 574,000,919
Fair value gains (losses):
Quoted in the stock exchange ( 159,205,907) 10,119,080
Not quoted in the stock exchange (. _6,984.464) ( 2,199.029)
( 166,190,371) 7,920,051
P 424,397,280 P 561920970

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

The shares of Asian Re have been issued in the name of the Government of the Philippines
(GoP) as the Phlhppme 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 subscribe 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 in equity.

The fair value of investments in Asian Re shares amounted to P84,355,004 and
P69,410,454, as of December 31, 2008 and 2007, respectively. Changes in fair value
recognized as part of Revaluation Reserves in the equity section of the balance
sheets amounted to P42,428,753, net of deferred taxes amounting to P18,183,752
in 2008 and P31,661,470, net of deferred taxes amounting to P17,048,484 1n 2007
(see Notes 16 and 17). The deferred tax was based on the tax rate of 30% and 35%

| in 2008 and 2007, respectively.
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The reconciliation of the carrying amounts of available-for-sale financial assets are as

follows:
2008 2007

Balance at beginning of year P 5,217,539,378 P 3,445,458,733

. Additions 1,674,812,600 5,494,955,271
Disposals ( 1,333,353,912) 3,415,823,771)
Fair value losses ( 344,189,814) 200,730,657)
Foreign currency gains (losses) 69.7717,637 106,320,198)
Balance at end of year P 5,284.585,889 P 5217,539,378

The fair values of available-for-sale financial assets have been determined directly by

reference to published prices in the active market.

7. LOANS AND RECEIVABLES

This account includes the following:

2008 2007
Current:
Accrued interest receivable P 93,816,273 P 90,362,021
Others 10,134,828 715,769
| 103,951,101 91,077,790
| Non-current:
Term loans 80,000,000 90,000,000
Loans receivable 11,787,047 12912212
91,787,047 102912212

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 loans
and receivables are secured by collaterals.

Term loans pertain to the Company’s participation in syndicated loans of other Companies.

These loans are unsecured interest-bearing loans with a term of 4 to 5 years. The effective
interest rate on these loans ranges from 6.38% to 6.90% in 2008 and 6.38% to 9.95% in
2007.

Loans receivable mcludés'fnortgage, housing, and caf loans which have annual effective
interest rates of 11% to 13%, 10% to 22%, and 7% to 13%, respectively, in 2008 and
14% to 28%, 10% to 22%, and 7% to 13%, respectively, in 2007.
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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 2008

and 2007 are shown below:

Condominium Office Office Furnitures  Transpornation EDP
Unigs I and Equi Equi i Total
December 31, 2008
Cost P 104227734 P 4284102 P 9,524,897 r 12924777 P 16151,264 P 137,109,774
Accumulaced
depreciation ( 34005147 ) ( 11.009,512) ( 8827876) 460L013) ( 12.034,509) ( 0.563.037)
Net cactying amount )d 70,222,587 P 327459 P 20202 D 8230764 B 4116755 P 86,546,717
December 31, 2007
Cost P 104,227,734 D 14,284,102 P 9524897 P 127200170 P 14978758 P 1537356061
Accunmulated
Jep n ( 30.977.327) (. 9.870.207) { 8533973) 1332.939) ( 106681491 1 6+407.615)
Net carrying amount B 73250407 P 4413895 P 970,924 B 8383211 R 4310600 P 91.328.046
Januacy 1, 2007
Cost P 104,227,734 P 12,669,559 P 8,624,279 r 11,091,338 P 11L277,865 P 147890775
Accunmulaced
depreciation ( 27.949.507) ( 8.832.797) ( B.337.549) { 3,333.411) | 204222413 ¢ 57,903,205 5
Net careying anount ) 76278227 D 2836752 P 286,730 it 7737937 B 1874934 P #9987 57

A reconciliation of the carrying amounts at the beginning and end of 2008 and 2007, of

property and equipment is shown below:

Condominium Office Office Furnitures Transportation EDP
Units Improvements and E Equi i Total

Ralanwe ¢ lanuary 1, 2008,

net of accumulated

deprecianon P 73250407 P 4413865 P 070,924 P 8382211 P 4,310,6(9 P 91,328,046
Additions - - - 3,208,607 1,172,506 4,381,113
Disposals - - - { 353,50¢) - ( 355,500)
Depreciation charge

for the yeac ( 3.027.820) ( 1.139,303) ( 268903) ( 3004 354) ( LAGR6W ( 4806942
Balance ac .

December 31, 2008, et . .

net of accumulated

depreciaton B 70222587 P 3274590 B 02021 P__8230764 E 4,016,755 P___ 86,546,747
Balance at [anuary 1, 2007,

net of accumulated

depreciation P 76,278,227 P 3.836,7¢2 B 286,730 r 7731927 1 1847924 P £9,987,570
‘Addinons - 1,614,543 900,618 3,258,740 3.700,892 9,474,703
Disposals - - - { 306.648) - 306,648 )
Depreciation charge

for the year { 3,027,820) ( LOAT40) { 216424 ! 2307.808) ( 1238207 ¢ L827.669)
Balance at

December 31, 2007,

ner of accunmulated

depreciation L 23230407 B 4413895 I 970,924 B 3.382211 L 4,310,600 D 01328046
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9. DEFERRED REINSURANCE PREMIUMS AND RESERVE FOR UNEARNED
REINSURANCE PREMIUMS

The movement of these accounts is as follows:

Reserve for Uneamed
Deferred Reinsurance Premiums Reinsurance Premiums
2008 2007 2008 2007

Balance at beginning of year P 1,348,262,605 P1,371,157,013 P1,845,503,599 D 1,816,299,487
Increase (decrease)

during the year (___521,010954) ( __22,894.408) (__492,393341) 29204112

Balance at end of year B__ 827,251,651  DP1348262605 P1.353.110258  L[.L845.503.509

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

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

The difference between the increase in Deferred Reinsurance Premiums and Reserve for

Unearned Reinsurance Premiums for the year is presented as Increase in Reserve for
Unearned Reinsurance Premiums in the income statements.

10. OTHER ASSETS

The Other Assets account includes the following:

2008 2007
Investment property . P 38,575,009 P 40,905,056
Input value-added tax (VAT) 31,352,419 29,638,591
Creditable expanded withholding tax 16,774,651 5,297,029
Deferred withholding VAT 13,382,875 39,308,468
Prepayments 3,196,500 1,515,877
Deposit 573,907 690,392
Security fund 192,888 192,888
Others 5,395,837 5,075,072

P 109,444,086 P 122623373

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

follows as of December 31:

2008 2007

Note
~ Balance at beginning of year
Depreciation charge for
the year 14

Disposals

Balance at end of year

P 40,905,056 P 55303206 |
( 2,330,047) ( 2,330,047)
- (___ 12,068.103)

E_ 38575000 D_40905.056

The estimated fair value of the building and improvements included in investment
property is P39,690,000 while the related carrying value is P35,177,209. Rental income
earned from investment property amounted to P 1,623,000 and P1,163,890 in 2008 and
2007, respectively, and is recorded as part of dividend and other income under
Investment and Other Income account in the income statemenrs (see Note 12).

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

approximation of its fair value.

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

Prepayments include substantially prepaid insurance on property and equipment and group

life insurance.

premiums on ceded out transactions.

Deferred withholding VAT represents unapplied input taxes resulting from unpaid

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 IC annually.

11. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

This account includes the following:

Defined benefit liability 15.2
Accrued expenses
Accounts payable and
other liabilities
Withholding taxes payable

Management considers the carrying amounts of accounts payable and accrued expenses
recognized in the balance sheets to be a reasonable approximation of fair value due to their

short duration.

2008 2007
P 28897008 P 34507,695
12,175,498 3.557.009
2,523,962 1,328,698
1.866.518 3,496,719
P__ 45463886 P__ 42890121
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12. INVESTMENT AND OTHER INCOME

The details of this account follow:

Notes 2008 2007 2006

Interest 6 P 375,001,848 P 340,942,749 P 253,234,383
Foreign exchange

gain (loss) 23.4 115,273,826 ( 179,320,898)( 90,676,616)
Trading gain 2,121,968 155,174,302 52,673,670
Gain (loss) on sale

of stocks ( 69,305,125) 96,798,983 6,353,449
Gain on acquisition 1 - - 51,295,702
Dividend and other

income - net 26,103,168 46,505,220 31,542,148

P_ 449,195,685 P 460,100,356 P 304422736

13. UNDERWRITING DEDUCTIONS
13.1 Share in Claims and Losses

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

13.2 Commissions — net

This account consists of the following:

2008 2007 2006
Commission expense P 755,748,687 P 410,837,745 P 574,122,238
Reinsurance revenues (___368,546,247) (___235,512.374) (___387,681,600)

P 387,202,440 P 175325371 P _186.440,638

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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'14. GENERAL AND ADMINISTRATIVE EXPENSES

The details of this account follow:

Notes 2008 2007 2006

Salaries and employee

benefits 15 P 120,973,281 P 87,159,520 P 113,956,187
Impairment loss ‘ 5 32,795,155 - 57,514,733
Professional fees 12,514,848 10,317,532 5,278,745
Depreciation 8,10 11,136,989 10,157,716 8,679,824
Taxes, licenses and fees 6,186,789 3,023,875 3,221,350
Representation and

entertainment 4,529,918 5,937,631 5,902,040
Transpotrtation and

traveling 3,667,552 4,395,209 3,446,644
Association and .. . . .

pool expense 3,048,624 3,218,565 689,293
Advertising and publicity 2,591,942 1,899,738 210,224
Light and water 2,585,523 2,615,693 2,535,206
Communication and

postages 2,175,849 2,417,226 1,709,917
Contract labor 2,047,780 2,717,304 985,466
Printing and office

supplies 1,366,681 2,147,068 2,111,219
Repairs and maintenance 1,265,954 1,231,964 3,263,955
Insurance 1,000,891 778,035 957,337
Miscellaneous 3,766,310 7,025,857 8,696,623

P 211,654,086 P 145042933 P_ 219,158,763

15. EMPLOYEE BENEFITS
15.1 Salaries and Employee Benefits Expense

Expenses recognized for employee benefits are presented below (see Note 14):

2008 2007 2006
Salaries and wages P 69,435,531 P 55,788,137 P 45,201,343
Allowances and bonus 32,863,235 21,081,790 18,554,657
Retirement 9,049,330 = 4,124,115 35,601,366
Compensated absences 3,780,157 1,952,436 5,731,876
Social security costs 1,743,830 1,648,059 1,407,106
Separation benefits - - 1,593,946
Others 4,101,198 2,564,983 5,865,893

P 120973281 P 87159520 P 113,956,187
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15.2 Emplovee Retirement Benelfit Obligation

The Company maintains a wholly-funded, tax-qualified, noncontributory retirement plan
that is being administered by a trustee covering all regular full-time employees. Actuarial
valuations are made 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 11) recognized in the balance sheets are determined as
follows:

2008 2007 2006

Present value of the obligation P 129,757,565 P 62,132,830 P 51,174,809

Fair value of plan assets (___32,808,081) (____30,090.823) ( 19,836,300)
Deficiency of plan assets 96,949,484 32,042,007 31,338,009
Unrecognized actuarial

gains (losses) (__68,051,576) 2,465,688 2,465,688
Defined benefit liability P_28897,908 P 34507.695 P 33803697

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

2008 2007 2006
Balance at beginning of year P 62,132,830 P 31,174,809 P 24,158,148
Actuarial (gains) losses 65,909,823 - ( 13,299,169)
Current service cost
and interest cost 11,456,596 10,958,021 11,795,895

Benefits paid by the plan ( 9,741,684) - (  13,817,041)
Past service cost - - 19,768,521
Actuarial adjustment - - 16,276,913
Adjustment for curtailment - - 6,291,542
Balance at end of year P 129,757,565 D 62,132,830 P 51,174,809

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

2008 2007 2006

Balance at beginning of year P 30,090,823 P 19,836,800 P 18,955,928

Contributions paid into the plan 14,659,117 1,611,044 1,635,607
Benefits paid by the plan ( 9,741,684) - ( 13,817,041)
Actuarial gains (losses) ( 4,607,441) - 9,766,433
Expected return on plan-assets 2,407,266. - 6,833,906 1,648,282
Actuarial adjustment - 1,809,073 1,647,591

Balance at end of year P 32,808,081 P 30,090,823 P 19,836,800
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The plan assets as of December 31, 2008 consist of cash and cash equivalents amounting
P10,960,386; government securities amounting P21,170,950; loans and receivables amounting
P278,357 and; equity securities amounting P398,388. ‘

Actual return on plan assets was nil in 2008.

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

2008 2007 2006

Current service costs P 7,107,298 P 5,150,951 P 5,173,501
Interest costs 4,349,298 5,807,070 6,622,394
Expected return on plan assets  ( 2,407,266) ( 6,833,9006) ( 1,648,282)
Past service cost - - 19,768,521
Curtailment cost - - 6,291,542
Net actuarial gain recognized

during the year - - ( 606,310)

P 9049330 P 4124115 P 35,601,366

For determination of the retirement benefit obligation, the following actuarial assumptions

were used:
2008 2007 2006
Discount rates 9% 7% 11%
Expected rate of return on plan
assets 8% 8% 8%
Expected rate of salary increase 8% 6% 8%

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.

2008 2007 2006 2005 2004

Present value of the obligation D129757,565 P 62,132,830 P 51,174,809 P 24,158,148 D 15244406
Ifawr value of the plan assets 32,808,081 30,090,823 19,336,800 18,955,928 15,541,394

Deficit (excess) in the plan I 96949484 P 32042007 P 31338009 D_.5202220 (B 206,988)
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16. TAXES

The components of tax expense (income) as reported in income statements and statements
of changes in equity:

2008 2007 2006

Reported in income statements
Current tax expense:
Final tax at 20% and 7.5% P 73,065,054 P 59,193,182 P 38,077,014

Regular corporate income tax

(RCIT) at 35% - 9,754,774 -
Minimum corporate income
tax (MCIT) at 2% - - 3325133
73,065,054 . 68,947,956 41,402,147

Deferred tax expense (income) -
Deferred tax relating to
origination and reversal of
temporary differences ( 12,827,858) 27,608,157 ( 44,080,565)
Deferred tax resulting from in
reduction in tax rate 10,081,787 - -

( 2,746,071) 27,608,157 ( 44,080,565)

P__ 70,318,983 P 96,556,113 (P 2,678.418)

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

temporary difference P 3,570,766 P 2,200,803 P  4,282973
Deferred tax resulting from
reduction in tax rate ( 2,435,498) - -

P 1,135.268 P 2200803 P__ 4282973
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The reconciliation of the tax on pretax income computed at the applicable statutory rates o
tax expense (income) attributable to continuing operations is as follows:

2008 2007 2006
Tax on pretax income
at 35% P 57,666,841 P 247,089,314 P 95,288,537
Adjustment for income subjected
to lower tax rates 73,065,054 59,193,182 38,077,014
Tax effects of:
Interest income subjected
to final tax (  129,000,325) ( 116,555,265)(  86,383,109)
Non-taxable income ( 9,805,399) ( 93,771,726) ( 41,279,761)
Unrecognized deferred tax
assets 42,491,935
Non-deductible expenses 25,819,090 1,233,784 1,231,609
Reduction in deferred
tax rate 10,081,787 - -
Separation pay - ( 633,176) ( 11,393,461)
Derecognized deferred tax
assets - - 1,780,753
Tax expense (income) reported
in the income statements P 70318983 P 96556113 P 2,678418)

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

Balance Sheets St
2008  ____ 2007 2008 = 2007 = ___ 2008 = __ 2007

Deferred tax assets:

¢s of [ucome

Changes in Equity

Allowance for impairment P 31202588 P "4,024,71 5 (P 6,277,873) P - P P
Net operating loss carryover (NOLCO) 59,665,559 (59,665,559 ) 131,284
Uneealized foreign exchange
(gain) loss ( 26,399,756) 21,069,751 47,469,507 ¢ 397.850) -
Past service cost 11,627,720 12,913,660 1,285,940 ¢ 851877)
Accrued teave benefits 851,818 764763 ( 87,055 ) 198,482
MCIT 184,964 184,964 - 4,160,338
Deferred tax habilities:
Excess of reserves for unearned
reinsurance prenuums per books
over tax basts ( 38,151,166) ( 23,226,585) 14,924,581 14,049,782
Deferred acquisttion costs ( 20,797,975) { 21,193.587) ( 395,612) 10,317,998
Revaluation reserves on
available- for sale invesuments
(sce Note 17.4) ( 18,183.752) ( 17.048,484) 1,135,268 2,200,803
Deferred Tax Expense (Income) @ _2,746,071) P_27.60815 P___L135268 P 2200803
Net Deferred Tax Assets (Liabilities) ) d feud 1,610.803)

The Company has NOLCO in 2008 amounting to P340,524,979 which can be used as
deduction against taxable income until 2011. However, the Company recognized the

corresponding deferred tax asset relating to this NOLCO only to the extent that it expects
to have sufficient taxable profit that will be available against which the NOLCO can be
utilized. Of the total deferred tax asset for this NOLCO amounting to P102,157,494 only
P59,665,559 was recognized in 2008. The Company’s NOLCO in 2006 of P375,098 was
claimed as deduction against the 2007 taxable income.
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The Company is subject to MCIT which is computed at 2% of gross income, as defined
under the tax regulations. No MCIT was recognized in 2008 as the Company incurred a
gross loss. No MCIT was recognized also in 2007 as the RCIT was higher than MCIT.
In 2006, MCIT was recognized amounting to 3,325,133, of which P184,964 is sdll
unutilized and can be claimed as deduction against RCIT up to 2009. The Company’s
MCIT incurred in previous years totaling P4,160,338 was claimed as deduction against the
2007 RCIT.

Effective July 2008, Republic Act No. 9504 was approved giving corporate taxpayers an
option to claim itemized deduction or optional standard deduction (OSD) equivalent to
40% of gross income. Once the option to use OSD is made, it shall be irrevocable for the
taxable year for which the optuon was made. In 2008, the Company opted to continue
claiming itemized standard deductions.

17. EQUITY
17.1 Capital Stock

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

To consummate the merger in 2006, the Company issued 5,885,583 shares of capital stock
in order to acquire the net assets of UMRC (see Note 1).

17.2 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 valug 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.

17.3 Treasury Shares

In 2006, the Company reacquired the shares held by UMRC and the dissenting
stockholders equivalent to 1,020,652 shares at a total cost of P254,465,509 (see Note 1).

In 2007, additonal 46,354,200 shares were reacquired by the Company at a total cost of
P103,430,976. Included on these shares are the reacquisitions of 446,774 shares from
dissenting stockholders.

All treasury shares with a total cost of 358,070,611 were eventually reissued in 2007.

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 total
cost of P40,081,811.
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17.4 Revaluation Reserves

The reconciliation of Revaluation Reserves is as follows:

Available-for-sale Related
Financial Assets Deferred Tax Total
Balance as of January 1, 2008 P 192561992 (P 17,048,484) P 175,513,508
Fair value losses ( 276,560,729 ) ( 3,570,766 ) ( 280,131,495 )
Fair value gains recognized to income ( 67,629,084) - ( 67,629,084 )
Effect of reduction in tax rate - 2,435,498 2,435.498

Balance as of December 31, 2008

(B__151,627,821) (E____18,133,752) (E__ 169,811,573 )

Balance as of January 1, 2007 P 393,292,649 (P 14,847,681) P 378,444,968
Fair value losses ( 130,894,851) ( 2,200,803) ( 133,095,654 )
Fair value gains recognized to income  { 69,835,806) - ( 69,835,806 )
Balance as of December 31, 2007 D 192561992 (L 17,048484) D 175,513,508
Balance as of January 1, 2006 P 196,021,567 (P 19,130,654) P 176,890,913
Fair value gains 255,163,225 4282973 259,446,198
Fair value gains recognized to income  { 57.892,143) - ( 57,892,143 )
Balance as of December 31, 2006 D 393292649 (P 14.847,681) B 378444968

17.5 Appropriation for Contingencies

On April 18, 1989, the Company’s BOD approved the establishment of a special reserve
which will serve as cushion to the paid-up capital in the event of extraordinarily high

loss occutrences 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
addidonal 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 P221,334,777 and P211,890,435 as of December 31, 2008 and 2007,

respectively.
17.6 Declaration of Cash Dividends

The BOD approved the declaration of cash dividends of P0.20 per share (or a total of
P436,390,920) on March 25, 2008 and P0.07 per share (or a total of P152,736,822) on
June 19, 2007, payable to stockholders of record as of April 10, 2008 and July 16, 2007,
respectively. The dividends were paid within their respective year of declaration and
approval.
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18. RELATED PARTY TRANSACTIONS
The Company’s related parties include its principal stockholders, the Company’s key
management personnel and other related parties with which the Company had transactions
as described below.

18.1 Reinsurance Contracts with Related Parties

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

2008 2007
Premiums P 1,769,510,024 P1,891,455,734
Retrocessions ' 67,839,767 171,636,173
Commission income 16,649,404 49,791,886
Commission expenses 201,305,754 143,337 321
Losses incurred 118,141,064 184,300,125
Loss recoveries 11,949,042 71,662,426

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

i 2008 2007
Due from ceding companies P 554,211,494 P 286,602,592
| Reinsurance recoverable on losses 33,196,941 44,021,458
‘ ‘ Funds held by ceding companies 45,448,771 41,624,688
Due to retrocessionaires ( 36,881,959) 33,711,667
Funds held for retrocessionaires ( 112,727) 494,191

The balance of due from ceding companies pertaining to related parties is presented net of
P41,204,725 and P10,788,045 allowance for impairment as of December 31, 2008 and 2007,
respectively.

18.2 Bank Accounts

The Company maintains savings and current accounts and time deposits with Bank of the

Philippine Islands (BPI), a stockholder. The details of which follow:

2008 2007
Time deposits P 205,056,480 P 44,801,350
Savi_ngs and current accounts 3,451,311 _ 2643745

P_ 208,507,791 P__ 47445095




19.

-34-
18.3 Investment Management and Custodianship

The Company has entered into agreements 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 conditions in the said agreements.
These investments were presented in the following balance sheet accounts:

2008 2007
Cash and cash equivalents P 9,005,099 P 1,784,436
Loans and receivables 80,000,000 90,000,000
Available-for-sale investments 1,028.945,237 _ 1,194,525,531

P1,117,950,336 P1.286,309,967

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, 2008 and 2007 amounted to P2,569,822 and P2,943,434, respectively
and is charged against Investment and Other Income in the income statements.

18.4 Retirement Fund Investment Management

In 2006, the Company entered into a “Retirement Fund Investment Management
Agreement” with BPI for the management of the investments cf 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 additional trustee of its
employee’s retirement plan.

18.5 Key Management Personnel Compensation

2008 2007 2006
Short-term benefits P 61,642,735 P 43,287,218 P 32,365,020
Post-employment benefits 2,238,886 1,948,613 970,130

P 63,881,621 P 45235831 P 33335150

MARGIN OF SOLVENCY

Under the Insurance Code of the Philippines, a non-life insurance company doing business
in the Philippines shall maintain at all timies a margin of solvency equal to P500,000 or
10% of the total amount of its net premiums written during the preceding year, whichever
is higher. The margin of solvency shall be the excess of the value of its admitted assets

(as defined under the same code), exclusive of its paid-up capital, over the amount of its
liabilities, unexpired risks and reinsurance reserves.

The final amount of the margin of solvency can be determined only after the accounts of
the Company have been examined and classified as to admitted and nonadmitted assets, as
defined in the Insurance Code of the Philippines, by the IC.
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20. RECONCILIATION OF NET INCOME UNDER PFRS TO STATUTORY NET
INCOME

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

2008 2007 2006

PFRS net income P 94,443,421 P 609,413,356 P 274,931,380
Difference in change in reserve

fof unearned reinsurance

premiums — net ' ( 60,808,883) ( 40,142,234) ( 18,407,720)
Deferred acquisition costs —net ( 8,773,478) ( 29,479,995) 20,174,827
Tax effect of the adoption of

PFRS accounting 20,874,708 24,367,780 ( 618,487)

Statutory net income P 45,735768 P 564,158,907 P_ 276,080,000

21. 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 17.2) are as follows:

2008 2007 2006

Net income available to common

shareholders P 94,443,421 P 609,413,356 P 274,931,380
Divided by the average number
of outstanding common shares _2,176,922,899 _ 1.,980.809.514 _ 1,400,893.200

P 004 D 031 P 0.20

Diluted earnings per share is not determined since the Company does not have diluave
shares as of December 31, 2008, 2007 and 2000.
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COMMITMENTS AND CONTINGENCIES
The following are the significant commitments and contingencies involving the Company:
22.1 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 a 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. The future minimum rentals payable under this non-cancellable
operating lease as of December 31 are as follows:

2008 2007
Within one year P 882,771 P 866,423
After one year but not more
than five years 1,147,602 220,693

P 2,030,373 D 1,087,116
22.2 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.

RISK MANAGEMENT OBJECTIVES AND POLICIES

The Company is exposed to a variety of financial risks which result from both its operating
and investing activities. 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 Commmittees on Underwriting, Investment, Budget and Audit, focuses
on implementing risk control measures addressing underwriting acceptances, claims
control, securing short- to-medium term cash flows by minimizing exposure to financial
markets while managing long-term financial investments to generate lasting returns.

The most significant financial risks to which the Company may be exposed to ate described
below.

23.1 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 essential 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 arrangement entered into is carefully evaluated based on
the Company’s underwriting guidelines, such as maximum limits per type of risk, existing
exposures, premium adequacy, financial condidon of the client and the like.
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The Company’s retention on the larger risks 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 coverage
to limit the Company’s exposure up to a specified amount. Significant risk concentrations
may result in potential 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 reinsurance and retroceded premiums for the year ended
December 31, 2008 per line of risk are shown below.

Reinsurance Retroceded
Line of Risk Premiums Premiums Retention

Fire P 944,039,580 P 593,294,587 P 350,744,993
Marine and

aviation 784,010,071 262,731,015 521,279,056

Casualty 2,254,804,278 1,823,281,187 431,523,091

Life 510,650,466 234 240,131 276.410.335

P 4493504395 P  2,913,546,920 P 1,579,957,475

The Company’s reinsurance and retroceded premiums for the year ended
December 31, 2007 per line of risk are shown below.

Reinsurance Retroceded
Line of Risk Premiums Premiums Retention
Fire ) R 1,387,159,988 P 1,034,189,507 P 352,970,481
Marine and . ' ‘
aviation 439,163,859 197,208,733 241,955,126
Casualty 2,042,102,760 1,660,547,509 381,555,251
. Life 448,155,846 197,281,824 250,874,022

P 4316,582453 P 3,089227.573 P 1,227,354,880

Retrocession or reinsuring what the Company had eatlier accepred as reinsurance is
resorted to enable the Company to write risk whose amounts are in excess of its retention,
and to reduce the volatility of its results and protect its capital. I[n 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 10% 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
foreign reinsurers whose ratings from the same rating agencies are above par and meet
the Company’s standards.
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The Company has also initiated an Enterprise Risk Management Process which is an
organization-wide approach to the identification, assessment, communication and
management of risks. Reinsurance Activity Risks is one of the four different types of risks
identified in this program. The management believes that the Enterprise Risk Management
Process, once fully integrated into the Company’s operations, would further enhance the
confidence of investors and clients in the Company.

Also, the Company continues to practice prudent underwriting with the objective 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.

The Company’s outstanding claims and the retrocessionaires’ share in such claims 2s of
December 31, 2008 are shown below:

Outstanding Retrocessionaires’
Line of Risk Claims Share inn Claims Net
Fire P 1,112,747503 P 735,371,100 P 377,376,403
Marine and
aviation 1,214,932,522 708,955,720 505,976,802
Casualty 1,142,332,966 946,099,332 196,233,634
Life 46,223 606 12,873 227 33,350,379

P 3,516,236,597 P 2,403,299.379 P 1,112,937,218

The Company’s outstanding claims and the retrocessionaires’ share in such claims as of
December 31, 2007 are shown below:

Outstanding Retrocessionaires’
Line of Risk Claims Share in Claims Net
Fire P 396,152,818 P 269,838,565 P 126,314,253
Marine and
aviation 438,462,914 136,536,567 301,926,347
Casualty 743,433,231 613,561,645 129,871,586
Life 50,264 817 16,522,560 33,742 257

P 1.628,313.780 P 1.036.459.337 P 291,854,443

The Company ensures that all 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.
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23.2 Credit Risk
Generally, the maximum credit risk exposure of financial assets is the carrying amount of

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

Notes 2008 2007
Cash and cash equivalents P 1,138,523,219 P 1,344,872,579
Reinsurance balances
receivable - net 5 4,353,404,620  2,908,836,020
Available-for sale
financial assets -6 5,284,585,889 3,217,539,378
Loans and receivables 7 195,738,148 193,990,002
P_10,972.251,876 P _9,665237979

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 risk.

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

Cash in banks and time deposits are insured by the Philippine Deposit Insurance
Corporation up to a maximum coverage of P250,000 for every depositor per banking
institution. Other financial assets are not secured by any collateral or other credit
enhancements.

Financial assets amounting to P686,668,863 and P527,031,353 as of December 31, 2008 and
2007, respectively, are past due but not impaired.

23.3 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, 2008, the Company’s obligations arising from reinsurance agreements
and other financial liabilities have contractual maturities which are presented below:

Current Non-current
© Reinsurance balances payable P3,841,246415 P 864,389,122
Accounts payable and accrued expenses 16,565,978 28,897,908

P3,857,812,393 P 893,287,030
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This compares to the matutity of the Company’s financial liabilities as of
December 31, 2007 as follows:

Current Non-current
Reinsurance balances payable P2,439.453963 P 231,736,490
Accounts payable and accrued expenses 8,382,427 34,507,694

P2447.836,390 P 266244184

23.4 Marker Risk
The market risks to which the Company may be exposed are as follows:
(a) Foreign 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 foreign exchange
gains of P115,273,826 in 2008 and net foreign exchange losses of P179,320,898 in 2007
and P90,676,616 in 2006 (see Note 12).

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

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

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

2008 2007
U.s. Other U.S. Other
Dollar Currencies Dollar Currencies
Financial assets P 1,529,236,678 P180,140,323 P 1,290,440,554 P 74,221,140
Financtal liabilities (729,842,749 ) (__22,751,723) | 475,088,763 ) ( __25,195,854)
Total net exposure P_799393929 P157,388,600 P 815351791 P_ 49,025,286
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The following table illustrates the sensitivity of the Company’s income before tax with
respect to changes on Philippine peso against foreign currencies 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 at a 99% confidence level.

2008 2007
Reasonably Effectin Effectin Reasonably Effectin Effect in
possible change income before equity before possible change income before equity before
inrate tax tax in rafe ax tax
PP - United States
Dollars 26.13% (P 186,809,727) (P 22,038,430) 20720 (P 106,184,731) (P 31,386,566)
PhP - Japanese Yen 49.16% (  24,792,536) - 39.96% 77,389)
PHP - Indonesian . ' )
Rupiah 46.19% ( 15,590,914) - 27.18% ( 7,514,852) -
PhP - Thailand Baht 51.58% ( 13,785,763) - 37.15% ( 2,312,479) -
PhP - South Korean
‘ Won 71.88% ( 5,696,305) - 16.55% 132,137) -
PhP - Euro 41.68% ( 5,454,359) - 22.36% ¢ 615,090) B
PhP - China Yuan 45.50 % ( 2,278,914) - - - -
PhP - Malaysian
Ringgit 23.39% ( 1,562,330} - 13.93%% ( 539,450) -

PhP - Myanmar Kyat 28.13% ( 1,485,741) - - - -
PhP - Singaporcan

Dollars 25.71% ( 1,086,978) - 17.95%% ( 1,033,785} -
Php - Pakistan Rupee 3415% ( 701,509) - - - -
Ph? - Indian Rupee 39.79%  ( 665,062) - 20.18%% ( 291,525) -
PhP - Nepalese Rupee 3398 %  ( 319,671), - - - -
PhP - Hongkong Dollass  26.10% ( 124,564) - 24.12% ¢ 72,730) -
Php - Sd Linkan Rupee  29.03% ( 18,364) - - -
PhP - British pound 43.16% ( 12,054) - 2632° ( 8,613) -
Php - Australian dollar ~ 54.91% ( 111) - - - -
PhP - Swiss Franc 43.16% ( 2) - 33.18.% 153 -
Total (2.260,384,904) (P___22,038,430) (118782918 @ 31,386,566)

Exposures to foreign exchange rates vary during the year depending on the volume of
overseas transactions. Nonetheless, the analysis above is considered to be representative
of the Company’s currency risk.

(b) Market Price 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 IC for any and all of their investments. It further requires
companies to submit to the Commission a monthly report on all investments made
during the previous month. The Commission 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.
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Moreover, the same section limits exposure to any one institution to 10% of an
insurer’s total admitted 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 regulatly reviews and approves a list of publicly traded
stocks authorized 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. As of

December 31, 2008 and 2007 investments in listed equities amounted to 6% and 12%,
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 net income and equity as of
December 31, 2008 and 2007 are summarized as follows:

2008 2007
Observed Effectin Observed Effect in

Volatility Rates  Equity Before Tax _Volaality Rafes Equity Before Tax

Government bonds 7.17% P 297,084,029 2.30% P (9,929,758
Equity securities listed in
the Philippines

Common shares 35.15% 103,960,460 27.39% 120,500,879
Preferred shares 1.84% 1,839,185 9.91%, 1,190,481
Long-term negotiable instruments 2.96% 5,925,810 0.65% 16,693,812
Mutual funds 16.50% 12,954,400 15.47% 8,094,997
Corporate bonds 0.89% 44,948 6.56% 15,100,344
Golf club shares 0.00%* - 28.47% 555,209
P4 2 P__232,065.480

* No data on the market values of these club shares were avatlable.
(c) Interest Rate Risk

The Company is exposed to interest rate risk because of its fixed income investments
which amounted to approximately 92% and 84% of the Company’s total investment
portfolio as of December 31, 2008 and 2007, respectively. The Company attempts to
limit interest rate risk 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 or volatility in market conditions). Investments in
fixed income securities are made primarily 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.
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24, CATEGORIES AND FAIR VALUES OF FINANCIAL
LIABILITIES

SSETS AND

The carrying amounts and fair values of the categories of financial assets and liabilities

presented in the balance sheets are shown below:

Notes 2008

2007

Carrying Values Fair Values

Financial assets

Cash and receivables:

Cash and cash equivalents 4
Reinsurance balances receivables 5
Loans and receivables 7 195,738,148 1957

Carrving Values _ Fair Values

P1,149,558,287 P1,149,558,287 P 1346912,651 P1,346,912,651
4,353,404,620  4,353,404,620  2,908,836,020  2,908,836,020

193,990,002 193,990,002

PS.69R701.055 PS,698,701,05% DA4O7IGT3 Padd0 TI86T3

Available-for-sale financial assets:
Debt securitdes
Equity securities

Investment in Asian Re shares

[~ N NN

Various funds

P4,720,548,819 P4,720,548,819 1>4,479,540,250 T14,479,540,250
424,397,280 424,397,280 581,920,970 581,920,970
84,355,004 84,355,004 69,410,454 69,410,454
..35,284.786 __ 55,284,786 86,667,704 86,667,704

P5,284,585,889 P5,284,585,880 B5217133937 217,539 37

Financial Liabilities
Financial liabilities at amortized cost:
Reinsurance balances payable 5
Accour}ts payable and u‘thcr R

accrued expenses 11

P4,705,635,537 P4,705,635,537 P2,671,190,453 12,671,190,453

__ 45463886 _ 45463.886 _ 42890121 __ 42800121

P4,751,009423 P4,751,099,423 12.714.080.574 12714080574
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CAPITAL MANAGEMENT OBJECTIVES, POLICIES AND PROCEDURES

The Company’s capital management objectves are:

¢ to ensure the Company’s ability to continue as a going concern; and

* to provide an adequate return to shareholders

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

25.1 Minimum Capitalization

Under the Department Order No. 27-06 (DO No. 27-06), any reinsurance company
existing, operating, or otherwise doing business in the Philippines, must possess minimum
capitalization in accordance with the following schedule of compliance:

December 31, December 31,
2008 2007

Minimum statutory net worth P 1,250,000,000 P  1,000,000,000
Minimum paid-up capital 625,000,000 500,000,000

As defined by DO No. 27-006, 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.

25.2 Risk-Based Capital Requirements

As per Insurance Memorandum Circular No. 7-2000, every non-life insurance company is
annually required to maintain a minimum Risk-Based Capital (RBC) ratio of 100%. RBC
rado 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 IC.

25.3 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:

* the entire paid-up capital stock;

¢ the margin of solvency required,

e the legal reserve fund required; and

e 2 sum sufficient to pay all net losses reported or in the course of settlement and
all liabilides 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 income for the year based on the
audited financial statements, adjusted for unrealized items which are considered not
i available for dividend declaration. These unrealized items consist of the following:

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

o 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 income statement

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

e adjustment due to deviation from PFRS/Generally Accepted Accounting Principles
which results to gain
» other unrealized gains or adjustments to the retained earnings




NOTI# E OF ANNUAL MEETING OF STOCKHOLDERS

Dear Stockholders:

Please be notified that the annual meeting of stockholders of National Reinsurance
Corporation of the Philippines (the “Corporation”) will be held on June 22, 2009, Monday at .

3:00 p.m., at Carlos P. Rd

ymulo Auditorium, Podium 4, Tower Il, RCBC Plaza, 6819 Ayala

Avenue, Makati City, with the following agenda:

g wh =

©oNO

Call to order

Report on attendance and quorum

Approval of minutes of previous stockholders’ meeting

Management report for the year ended December 31, 2008

Ratification] of all acts of the board of directors and officers during the

preceding year

Appointment of independent auditors

Election of directors, including the independent directors
Other matters

Adjournment

Stockholders of rerrd as of May 11, 2009 shall be entitled to notice of, and to vote at
the said annual stockholders’ meeting or any adjournment or postponement thereof.

Validation of proxy ishall be held on June 16, 2009 at 3:00 p.m. at the principal office
of the Corporation. ‘

On the day of the meeting, you or your duly designated proxy, are hereby required to
bring this Notice, and any form of identification (i.e. driver's license, company I.D., TIN card,
etc.) to facilitate registration. Registration starts at exactly 2:00 p.m. and closes at 3:00 p.m.

Makati City, Metro Manila,
May 5, 2009.

For the Board of Directors:

LAY

NOEL A. LAMAN
Corporate Secretary




PROXY
NATIONAL REINSURANCE CORPORATION OF THE PHILIPPINES

PROXY SOLICITED ON BEHALF OF THE MANAGEMENT OF NATIONAL
REINSURANCE CORPORATION OF THE PHILIPPINES FOR THE ANNUAL
STOCKHOLDERS’ MEETING TO BE HELD ON JUNE 22, 2009, MONDAY, AT 3:00
P.M. AT CARLOS P. ROMULO AUDITORIUM, PODIUM 4, TOWER II, RCBC PLAZA,

6819 AYALA AVENUE, MAKATI CITY.

The Undersigned hereby appoints:

(a) The Chairman of the Board of Directors of National Reinsurance
Corporation gf the Philippines, or in his absence, the President of National

Reinsurance Corporation of the Philippines

(b)

as his/her/its Proxy to atteri’xd the above annual meeting of the stockholders of National
Reinsurance Corporation of the Philippines, and any adjournment or postponement thereof,

and thereat to vote all shares of stock held by the undersigned as specified below and on any
matter that may properly come before said meeting.

Management recommends a vote on the following items and my vote is respectively
indicated below:

(1) Approval/ratification of the minutes of the annual stockholders’ meeting
held on June 23,2008
0 FOR 0 AGAINST [1 ABSTAIN

2) Ratification of the acts of the Board of Directors and Officers of the
Corporation
[0 FOR 0 AGAINST J ABSTAIN

3) Appointment of Punongbayan & Araullo as Independent External Auditors
O FOR 0 AGAINST (1 ABSTAIN

)] Election of Directors.

0 FOR jall nominees listed below, except those whose names are stricken
out

0 WITHHOLD authority to vote for all nominees listed below.

(Instruction: To strike out a name or withhold authority to vote for any individual
nomineg, draw a line through the nominee’s name in the list below).




For Regular Directors:

Winston F. jarcia

Adelita A. Vergel De Dios
Roberto B. ¢risol

Yvonne S. Yuchengco
Alfonso L. Salcedo, Jr.
Jose Teodoro K. Limcaoco
Josefina L. Valera

Noel M. Juan

For Independent Directors:

Romeo L. Bernardo
Primitivo C.\Cal
Rizalino Navarro

In their discretion, the Proxies are authorized to vote upon such other matters as may
properly come before the m%;eting. This proxy when properly executed will be voted in the
manner as directed above by the undersigned stockholder. If no direction is made, this proxy will
be voted for the above items in the discretion of the Proxy.

The manner in whichithis proxy shall be accomplished, as well as the validation hereof
shall be governed by the provisions of SRC Rule 20 (11)(b). Pursuant to this rule, a proxy
executed by a corporation shall be in a form of a board resolution duly certified by the Corporate
Secretary or this proxy form shall be executed by a duly authorized corporate officer
accompanied by a Corporate Secretary’s certificate quoting the board resolution authorizing the
said corporate officer to execute this proxy.

This proxy may be revoked by the undersigned stockholder 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 signifying his intention to personally vote his shares.

Date (Signature above printed name, including title
when signing for a corporation or partnership or as
an agent, attorney or fiduciary).

No. of shares held:

Please mark, sign, date, and return promptly in the accompanying envelope.




