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December 17, 2008

THE PHILIPPINE STOCK EXCHAMNGE, INC.
Philippine Stock Exchange Centre
Exchange Road, Ortigas Center

Pasig City

Attention: AlLty. Pete M. Malabanan
Head, Disclosure Department
Gentemen:

Attached is PhilNaRe's SEC Form 17-C filing in connection with the SECs comments on certain
accounting disclosures relative to the Company’s 2007 audited financial statements.

Zincerely,

OHM E. HUANG
Zenior Vice President/[CFO
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December 11, 2008

R10 AT ] e

Securitles and Exchange Commission it | s B 5

SEC Building

EDSA, Mandaluyong City

Aftention: Atty. Ma. Gracla Cesals-Diaz
Micer-in-Chargs
Oifice af t neral Accountant

Gentlemen:

Re: 2007 Augdited Financial Statements

We reply to your letter dated Movember 25, 2008, advising the Mational Reinsurance
Carporation of the Philippines (the “Corporation™) of certain findings pertzining o its Audites
Financial Statements for the year ending December 31, 2007, and requiring the Corporation .
subwmit its explanation theresn.

In compliance with yaur requirement, we haraby provide the following explanation on sach o
the findings mentioned In your letter dated November 25, 2008:

Finding 1:

Responess;

Finding 2:

Fesponas:

Finding 3:

Responsa:

There is no disclosure of the company’s parent or ultimate contrelling pamy o
individual (PAS 24).

The Comgany has no parent company of ulimate confrolling party.

There are no disclesures on what the “24% method” [s and the relevant provisions o
the Insurancs Cods that impact on the company's revenue recognition from marine
cargo insurante confracts.

Ihe: 247 method & one of ihe revenue recognition for pramims which is suggested by SFAS
21, Accounting and Raporting for the Nonlife Insurance Indusfry. The descriplhion of the s3i:
method has slfesdy been sisfed i the ralevant accounting standerd: henca, detared
nicimnation perlaining to this method of revenue racognilion need nof be distiosed furthes &,
ihe nodes ko the fnancial slalements.

The revenue recogniion on marine cargo insurance coniracks as set forth @ 1he msurancs
Code i fo recognize ravenues for the currenl year from premiums witlan during s first 1e:
mianihs of he curent year and Ive fast two months of e preceding yesr  The incluson o
Itiis descrption will be considered in the financial slalaments for subsaquent years.

The treatment of estimated recoveres on claims as part of “Reinsurance Balances
Receivable® should be clarified. Recelvables are not allowed Lo be recognized inless
their realization Is virtuaily centain,

&5 discosad in Hote 28, share in recovenias on clems are avalislad in lonme of e
eslimaled realizable vaiues. Thesa recoveries pertain o the refrocessionaires’ share in the
losses incuved by e assured 38 cowered by policies which e Company has
cededfiransfermed oul b ofher reinsurers. The collectabdity of these resoversbles, thougn
amnixis are based on estimales, & probable, this recesvable recognition is ADCLRaE. Wi
will conzider adopling @ more descriplive account name for e retrocessionaires’ shars i i
in55es incurmed o our subsequent Bnancisl statements



Finding 4 The dascription of the account "Raserve for Unexpired Risks™ and the explanation o
changes in the account do not support the conclusion that a liability adequacy tes
was conducted by the company, as required by PFRS 4, paragraph 15. Thers is thus =
potential gross understatement of the company's liabilities. The use of the tein
“Resarve for Unewpired Risks” appears misleading. Based on the diaciosed
description, the accsunt refers to uneamed Insurance premium.

Fegponse; Tha liabifity adequacy tes! is appropriately performed on tlaims payable which 2re prasants,’
under Reinsurance Balances Pryeble.

As disciosed in the noles fo the fnancial stalements, Rasare for Unespired fisks = e
portion of rensurance pramaurns assumed that relate b ihs urexpired penods ol he palicie:
al haiance sheat dabe hence, e balance of this account represents uneamed reitsuranc:
premium and nof a liability <0 there is no need for a hability adequacy fest, as such is requirs.
b b appropriately performed for the clamms payable aceount

The use of the accotnt name “Uneamed Reinsurance Promiums™ will be considered i hikure
financial slatements 5o & not i appesr misleading,

Finding 5: There is no disclosure of income earned fram, direct opersting expense, and fair valie
of investment property (FAS 40).
Fezponse: The lolal carmying amounts of nveskment property is deemed insignificant as of December 31

2007 MNevertheless, the relevant disclosures arising from the requrements of fe mentioned
standard will be considered in the financial stafements for subsequent years.

We lkawise submit herewilh 3 copy of the resofution, as recommended by the Auan
Committee and adopted by the Board of Directors of the Corporation on December 11, 2008
approving the foregoing explanation.

We trust that the foregoing sufficiently addresses your requirements.  Should vt Dave
further questions or clarifications, please ket us know.

Thank you.
Wery fruly yours,

MATIONAL REINSURANCE CORPORATION
OF THE PHILIPFINES

\ i

WILFRIDD C. BANTAY AN
Presidant & C.E.O,

endd: ay
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REPUBLIC OF THE PHILIPFINES
CITY OF MAKATI } S.5.

SECRETARY'S CERTIFICATE

I, ZENAIDA L. SALIPSIP, of legal age, Filipino, married, with office address at the 47 Floar,
The Valaro Tower, 122 Valero Street, Salcedo Village, Makali City, Metro Manila, after having bean
swiarn in ascordance with law hereby depose and state that:

3 | am the Assistant Comporate Secretary of National Reinsurance Corporation of tha
Philippines (the “Corporation”), doing business under the names and styles of Philippine
Natienal Reinsurance Company; PhilNaRe, a corporation duly organized and existing undar
the laws of ihe Philippines, with office at the 18" Floor, Philippine AXA Life Centre, Sen. Gil J.
Puyat Avenue comer Tindalo Street, Makati City;

2 In a regular meeting of the Board of Directors of the Corporation held on December 11, 2008,
the: following resolution was approved:

“WHEREAS, the Corparation received a letier dated 25 November 2008 fram
the Office of the General Accountant (“OGA"), Securities and Exchange Commission
("3ECT), notifying the Corporation of the following findings on the Corporation's
Audited Financial Statements for the year ending December 31, 2007:

" There iz no disclosure of the company's parent or ultimate controlfing pary or
individual (PAS 24)
. There are no disclosures on what the "24" methed” is and the relevant

provisions of the Insurance Code that impact on the COMPany's revenue
recognition from marine cargo insurance contracts.

. The teatment of estimated recoveries on claims as part of "Reinsurance
Balances Recsivable” should be clarified. Receivables are not allowed to he
recognized uniess their realization is virtwally cartain.

- The description of the account "Reserve for Unexpired Risks® and the
axplanztion of changes in the account do not support the conclusion that a
liability adequacy test was conducted by the company, as required by PERS 4,
paragraph 15. There is thus a potential gross underststemsnt of the
company's liabilties. The use of the term “Reserve for Unexpired Ricks®
appears misleading. Based on the disclosed description, the account refers to
Unearned insurance premium.

* There is no disclosure of income earned from, direct operating expenss, and
fair value of investmen! property (PAS 40).

WHEREAS, the Corporation was advised to submit an explanation on the
above findings and the corrective measures to be taken thereon by the Corporation;

WHEREAS, the Corporation's Audit Committes, in its meeting hald on
December 11, 2008, discussed the said findings, and has recommended to the Board
the appropriate response o the OGA-SEC for sach of the findings;

NOW THEREFORE, z=fter due consideration of the foregoing findings, the
Board of Ditectors of the Corporation resolved, as it heraby resolves, to authorize the



Corporation to submit a copy of the Corporation's response to the above findings of
the OGA-SEC, a copy of which is attached as Annex “A” hereof

RESOLVED, FURTHER, to authorize the President, Mr. Wilfrido C. Bantayan,
or the Chief Finance Officer, Mr. John Huang, to sign, execute and deliver, any and all
documents which may be required by the OGA-SEC in connaction with the foregoing
malter, including a lelter explanation and Board resolution in order to comply with the

said SEC letter.”
B
IN WITNESS WHEREOF, | hereunto afficed my signature this _WD'EE' 135 m , at
Makati City, Metrg Manila. o
ZE L.{EMPEIP
Assig Corporate Secretary
SUBSCRIBED AND SWORN TO befors me tisDEC 1 5 2008 by affiant whose

identity | have confirmed through her Passport No. UU04T8598 issued on January 15, 2007 at Manila,
bearing the affiant's photograph and signature, and who showed to me her Community Tax Cerfificate
Mo. 192888516 issued at Makali City on January 24, 2008.
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