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INDEPENDENT AUDITORS’ REPORT

The Stockholders and the Board of Directors
T.LM. Corporation

5600 South Super Highway

Makati City

We have audited the accompanying financial statements of T.L.M. Corporation and Subsidiaries, which
comprise the consolidated balance sheets as at December 31, 2007 and 2006, and the consolidated
statements of income, consclidated statements of changes in equity and consolidated statements of cash
flows for the years then ended, and a summary of significant accounting policies and other explanatory
notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Philippine Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We did not audit the financial statements of Automated Technologies, Inc., Asia Pacific Technology
Integrators Corporation, Innovative Storage Corporation, QNX Corporation and Versaprint, Inc., which
statements reflect total assets and total revenues of 10% and 6% in 2007 and 8% and 7% in 2006,
respectively, of the related consolidated totals. The financial statements of those companies were audited
by other auditors whose reports have been furnished to us, and our opinion, insofar as it relates to the
amounts included for those entities, is based solely on the reports of the other auditors.

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

SGV & Co is 2 member practice of Emst & Young Global
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Opinion

In our opinion, based on our audits and the reports of ather auditors, the consolidated financial statements
referred to above present fairly, in all material respects, the financial position of T.1.M. Corporation and
Subsidiaries as of December 31, 2007 and 2006, and their financial performance and their cash flows for
the years then ended in accordance with Philippine Financial Reporting Standards.

SYCIP GORRES VELAYO & CO.

Emmanuel V. Clarino

Partner

CPA Centificate No. 27455

SEC Accreditation No. 0071-AR-1

Tax Identification No. 102-084-004

PTR No. 0017585, January 3, 2008, Makati City

April 2, 2008
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T.I.M. CORPORATION AND SUBSIDIARIES

]

AR29 208 |2

CONSOLIDATED BALANCE SHEETS

December 31
2007 2006
ASSETS
Current Assets
Cash and cash equivalents (Notes 6 and 26) P79,969,408 P78,556,037
Trading securities at fair value (Notes 7 and 26) 2,717,275 2,183,430
Receivables - net (Motes 8, 17 and 26) 338,290,022 383,522,564
Inventories - at cost 6,223,836 5,278,802
Prepaid expenses and other current assets (Note 9) 76,265,017 41,065,813
Total Current Assets 503,465,558 510,606,646
MNoncurrent Assets
Avaijlable-for-sale financial assets (Notes 10 and 26) 56,705,000 36,755,000
Investment property (Note 11} 35,000,000 21,000,000
Property and equipment:
At cost - net (Note 12) 107,232,500 86,904,956
At revalued amounts - net (Note 13) 10,969,000 11,907,000
Deferred tax assets (Note 24) 13,387,068 10,045,611
Other noncurrent assets (Mote 14) 6,447,261 3,190,606
Total Noncurrent Assets 229,740,829 169,803,173
P733,206,387 P6E0,409,819
LIABILITIES AND EQUITY
Current Liabilities
Accounts payable and other current liabilities (Notes 13 and 26) P89,794,975 P53,969,425
Advances from officers and customers (Note 26) - 11,659,774
Total Current Liabilities 89,794,975 75,629,199
Noncurrent Liabilities
Pension benefit obligation (Mote 22) 21,328,560 16,555,549
Deferred tax liability (Note 24) 2,825,641 3,153,941
Total Noncurrent Liabilities 24,154,201 19,709,490
Equity Attributable to Equity Holders of the Parent
Capital stock 400,000,000 400,000,000
Revaluation increment in property (Note 16) 5,247,611 5,857,311
Unrealized loss on decline in value of available-for-sale financial assets (6,777,275) (27,002,275)
Retained earnings (Note 16) 206,656,742 194,136,689
605,127,078 572,991,725
Minority Interest 14,130,133 12,079,405
Net Equity 619,257,211 585,071,130
$733,206,387 P630,409,819

See accompanying Notes to Consolidated Finaneial Statements.



T.L.M. CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31

2007 2006
REYENUE
Net sales 319,617,818 P198,354,478
Maintenance services 260,292,467 122,279,646
Business recovery services 51,702,569 46,860,035
Rental 2,933,279 2,242,716
634,546,133 369,736,875
COSTS OF SALES AND SERVICES
Cost of sales (Note 18) 326,903,909 160,022,785
Cost of services (Motes 12,13,19 and 23) 164,929,472 93,946,707
: 491,833,381 253,969,492
GROSS FROFIT 142,712,752 115,767,383
Operating expenses (Notes 12, 13, 17, 20, 22 and 23) (144,925,551) (116,328,860)
Other income - net (Notes 7 and 21) 15,075,100 7,808,043
Interest income (Motes 8 and 17) 7,776,763 12,671,091
Interest expense {26,978) -
INCOME BEFORE INCOME TAX 20,612,086 19,917,657
PROVISION FOR (BENEFIT FROM) INCOME TAX (Note 24)
Current 10,320,762 7,547,143
Deferred {3,669,757) (1,885,537)
- 6,651,005 5,661,606
NET INCOME P13,961.081 14,256,051
NET INCOME ATTRIBUTABLE TO:
Equity holders of the parent #11,910,353 P14,426,646
Minority interest 2,050,728 {170,595)
£13,961,081 P14,256,051

See accampanying Notes to Consolidated Financigl Statements.

LU



T.LM. CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Attributable to Equity Holders of the Farent Minority Interest Total Equity
Unrealized Loss
Revalustion on Decline
Inerement in Yalue of Retained
in Property Available-for-sale Earnings
Common Stock (Wote 16) Financial Assets Total
Balance ot Jenuary 1, 2007 P400,000,000 P5,857,311 [F27002,275)  P194,136,689  P5712,991,715 B12,079405  PS85,071,130
Depreciation on revalustion increment
transferred to retrined eamings - (938,000) - 938,000 - - =
Benefit from defermed income tax on items
directly recognized in equity - 328300 - {328,300) - - -
et gains on available-for-sale financial
assets - = 20,225,000 L 20,225,000 - 20,225,000
Total income (expense) for the year
recognized directly in equity = (609,700) 20,225,000 609,700 20,225,000 - 20,225,000
Met income - - - 11,910,353 11,910,353 1,050,718 13,961,081
Total income (expense) for the year - 20 12 32,135,353 2,050,728 34,186,081
Balance at December 31, 2007 400,000,000 P5,247,611 (P6,777,275) _ P206,656,742 _ P605,127,078 P14130133  ¥619,257,311
Balance ot Januery 1, 2006 F400,000,000 P6 467,011 (F29.798.251) F179,100,343 555,769,103 B B555,769,103
Depreciation on revaluation increment
transferred to retained eamnings - (938,000) - 938,000 - - =
Benefit from deferred income tax on items ) 5
directly recognized in equity - 328,300 - {328,300) -
i mMmEES e H = - 2.795,976 N 2,795,976 - 2,795,976
Total income (expense) for the year
recognized di i i - &09,700 2,795,976 609,700 2,795,976 - 1,795 976
Met income i i - : l_._ - 14 426,646 14 426,646 (170.595) Euabm_
Total income (expense) for the year - {609,700) 2,795,976 15,036,346 17,222,622 (170,595) :wm”%“
Acquisitl ; uri Z — - - 12,250,000 12,250,000
Acquisition of investment doring the year = :
m”._n._ﬁ at December 31, u&.ﬂn F400,000,000 5,857,311 (P27,002.275) _ P194,136689 572,991,725 F12,079,405 __ P585,071,130

See accomparying Notes o Consofidaed Financial Statements,



T.I.M. CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31
2007 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax P20,612,086 P19.917,657

Adjustments for:

Depreciation and amortization (Notes 12 and 13) 30,360,165 37,211,095
Changes in fair value of:
Investment property (Note 11) (14,000,000) 2,000,000
Trading securities at fair value (Note 7) {533,845) (613,975)
Interest income (Notes 8 and 17) (7,776,763) (12,671,091)
Loss on sale of available-for-sale financial assets 185,000 -
Dividend income {(Note 21) {128,300) (84,797)
Unrealized foreign exchange loss (gain) 68,432 (347,049)
Interest expense 26,978 *
Gain on sale of:
Property and equipment {15,962) (415,723)
Trading securities at fair value (Notes 7 and 21) - (8,646,650)
Operating income before working capital changes 28,797,791 36,349 467
Decrease (increase) in:
Receivables 52,198,213 (55,132,805)
Prepaid expenses and other current assets (35,199,204) (4,331,332)
Inventories {945,034) (536,288)
Increase in:
Accounts payable and other current liabilities 25,823,266 1,740,729
Pension benefit obligation (Mote 22) 4,773,011 2,994,394
Net cash generated from (used in) operations 75,448,043 (18,915,835)
Income tax paid {10,318,478) {6,105,286)
Net cash provided by (used in) operating activities 65,129,565 {24,569,957)
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property and equipment (Mote 12) (49,749,965) {19,187,188)
Decrease (increase) in other noncurrent assets (3,256,655) 40,847
Interest received 742,660 997,920
Dividend received 128,300 84,797
Proceeds from sale of:
AFS financial assets 90,000 -
Property and equipment 16,218 415,752
Trading securities at fair value {(Note 7) = 44 886,970
Net cash provided by (used in) investing activities (52,029,442) 27,239,098
CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in advances from officers and customers (11,659,774) (30,500)
Interest paid (26,978) -
Proceeds from issuance of capital stock of subsidiary - 12,250,000
Net cash provided by (used in) financing activities {11,686,752) 12,219,500
NET INCREASE IN CASH AND CASH EQUIVALENTS 1,413,371 14,888,641
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 78,556,037 63,667,396
CASH AND CA.SHLQUI\"ALENTS AT END OF YEAR #79,969,408 P78,556,037

See accomparnying Notes to Consolidaied Financial Statemenis,
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T.I.M. CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

T.I.M. Corporation (Parent Company) and its subsidiaries (collectively referred to as the
“Company") are incorporated in the Philippines. The Parent Company, Automated Technologies,
Inc. (ATI) and Asia Pacific Technology Integrators Corporation (APTIC) are engaged in the
selling of computer hardware, software and peripherals, and providing maintenance services,
system integration, outsourcing and business recovery services. The registered office address of
the Parent Company is 5600 South Superhighway, Makati City.

The following are the Parent Company’s subsidiaries:
Percentage of Ownership

2007 2006
ATI 100 100
APTIC 100 100
Innovative Storage Corporation (1SC)* 100 100
QNX Corporation (QNXC)* 100 100
Versaprint, Inc. 51 51

* [n the process of liguidation as of December 31, 2007.

In January 2006, the Parent Company invested in shares of stock of Versaprint, Inc. for

£12.8 million representing 51% ownership. Versaprint, Inc. is incorporated in the Philippines and
is primarily engaged in providing printing services, file preparation for printing, customer database
development management and associated computer services such as supply of software,

The accompanying consolidated financial statements as of December 31, 2007 were authorized for
issue by the Board of Directors (BOD) on April 2, 2008.

2. Basis of Preparation, Statement of Compliance and Basis of Consolidation

Basis of Preparation

The accompanying consolidated financial statements of the Company have been prepared on a
historical cost basis, except for land and building and improvements, trading securities and
available-for-sale {AFS) financial assets, which have been measured at fair values. The
consolidated financial statements are presented in Philippine peso, which is the Company’s
functional currency. All amounts are rounded off to the nearest Philippine peso unit except when
otherwise indicated.

Statement of Compliance
The accompanying consolidated financial statements have been prepared in accordance with

Philippine Financial Reporting Standards (PFRS).

IEDGHCNDRZRERLR i



The consolidated financial statements include the accounts of the Parent Company and its
subsidiaries.

The financial statements of the subsidiaries are prepared for the same reporting period as the
Parent Company, using consistent accounting policies.

All intra-group balances, transactions, income and expenses and profits and losses resulting from
intra-group transactions that are recognized in assets and liabilities, are eliminated in full.

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the Parent
Company obtains control, and continue to be consolidated until the date that such control ceases.

Minority interest represents the portion of profit or loss and the net assets of Versaprint, Inc. not
held by the Company and are presented separately in the consolidated statement of income and
within equity in the consolidated statement of changes in equity.

Summary of Significant Changes in Accounting Policies and Disclosures

3.1 Changes in Accounting Policies

The Company adopted the following amended and new PFRS and Philippine Interpretations from
International Financial Reporting Interpretations Committee (IFRIC) during the year. Adoption of
these amended and new standards and interpretations did not have any effect on the financial
performance or position of the Company:

s  The Amendment to Philippine Accounting Standards (PAS) 1, “Presentation of Financial
Statements: Capital Disclosures” — This amendment requires the Company to make new
disclosures to enable users of the financial statements to evaluate the Company’s objectives,
policies and processes for managing capital (see Note 25).

* PFRS 7, “Financial Instruments - Disclosures” — This standard requires disclosures to
improve the information about financial instruments. It requires the disclosure of qualitative
and quantitative information about exposure to risks arising from financial instruments,
including specified minimum disclosures about credit risk, liquidity risk and market risk, as
well as sensitivity analysis to market risk. It replaces PAS 32, “Financial Instruments:
Disclosure and Presentation.”

The Company adopted the amendment to the transitional provisions of PFRS 7, as approved
by the Financial Reporting Standards Council of the Philippines, which gives transitory relief
with respect to the presentation of comparative information for the new risk disclosures about
the nature and extent of risks arising from financial instruments. Accordingly, the Company
does not need to present comparative information for the disclosures required by

paragraphs 31—42 of PFRS 7, unless the disclosure was previously required under PAS 32.
Adoption of PFRS 7 resulted in additional disclosures, which are included throughout the
consolidated financial statements.
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Philippine Interpretation IFRIC 7, “Applying the Restatement Approach under PAS 29,
Financial Reporting in Hyperinflationary Economies” — This interpretation requires that
when a country becomes hyperinflationary, PAS 29 must be applied as if the country had
always been hyperinflationary and it provides guidance on calculating deferred taxes and
comparatives.

Philippine Interpretation IFRIC 8, “Scope of PFRS 2" — This interpretation requires PFRS 2
to be applied to any arrangements in which the entity cannot identify specifically some or all
of the goods received, in particular where equity instruments are issued for consideration
which appears to be less than fair value,

Philippine Interpretation IFRIC 9, “Reassessment of Embedded Derivatives” — This
interpretation states that the date to assess the existence of an embedded derivative is the date
that an entity first becomes a party to the contract, with reassessment only if there is a change
to the contract that significantly modifies the cash flows.

Philippine Interpretation IFRIC 10, “Interim Financial Reporting and Impairment” — This
interpretation requires that an entity must not reverse an impairment loss recognized in a
previous interim period in respect of goodwill or an investment in either an equity instrument
or a financial asset carried at cost.

3.2 Future Changes in Accounting Policies

The Company did not early adopt the following revised, amended and new standards, and
interpretations which have been approved but are not yet effective:

Revised PAS 1, “Presentation of Financial Statements”™ — This will become effective for
annual periods beginning on or after January 1, 2009. PAS | has been revised to enhance the
usefulness of information presented in the financial statements. Companies will need to
consider whether to present the statement of comprehensive income as a single statement or
two statements. This may also impact the information disclosed in the other announcements
by the Company, such as press releases.

The Amendment to PAS 23, “Borrowing Costs” — This standard was issued in March 2007
and will become effective for financial years beginning on or after January 1, 2009. The
standard has been revised to require capitalization of borrowing costs when such costs relate
to a qualifying asset. A qualifying asset is an asset that necessarily takes a substantial period
of time to get ready for its intended use or sale.

PFRS &, “Operating Segments” — This will be effective January 1, 2009 and will replace
PAS 14, “Segment Reporting,” and adopts a management approach to reporting segment
information. PFRS § is required for adoption only by entities whose debt or equity
instruments are publicly traded, or are in the process of filing with the Philippine Securities
and Exchange Commission for purposes of issuing any class of instruments in a public
market.

ARG



4.

* Philippine Interpretation [FRIC 11, “PFRS 2 - Group and Treasury Share Transactions” —
This interpretation will be effective March 1, 2007. This requires arrangements whereby an
employee is granted rights to an entity’s equity instruments to be accounted for as an equity-
settled scheme by the entity even if (a) the entity chooses or is required to buy those equity
instruments (e.g., treasury shares) from another party, or (b) the stockholder(s) of the entity
provide the equity instruments needed. It also provides guidance on how subsidiaries, in their
separate financial statements, account for such schemes when their employees receive rights to
the equity instruments of the parent.

* Philippine Interpretation [FRIC 12, “Service Concession Arrangements” — This interpretation
will become effective January 1, 2008. This interpretation covers contractual arrangements
arising from entities providing public services.

* Philippine Interpretation IFRIC 13, “Customer Loyalty Programmes” — This interpretation
will become effective for annual periods beginning on or after July 1, 2008. This
interpretation requires customer loyalty award credits to be accounted for as a separate
component of the sales transactions in which they are granted and therefore part of the fair
value of the consideration received is allocated to the award credits and deferred over the
period that the award credits are fulfilled.

=  Philippine Interpretation IFRIC 14, “PAS 19 - The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction” — This interpretation was issued on
July 2007 and will become effective for annual periods beginning on or after January 1, 2008,
This interpretation provides guidance on how to assess the limit on the amount of surplus in a
defined benefit scheme that can be recognized as an asset under PAS 19, “Employee
Benefits.”

The Company expects that these future changes will have no impact on the financial position or
performance of the Company.

Summary of Significant Accounting and Financial Reporting Policies

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash, with original maturities of
three months or less, and that are subject to an insignificant risk of change in value.

Financial Instruments

Initial Recognition and Fair Value Measurement. Financial instruments are recognized in the
consolidated balance sheet when it becomes a party to the contractual provisions of the instrument.
Regular way purchases or sales of financial assets that require delivery of assets within the time
frame established by regulation or convention in the marketplace are recognized on the settlement
date.
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Financial instruments are recognized initially at the fair value of the consideration given (in the
case of an asset) or received (in the case of a liability). Except for financial instruments at fair
value through profit or loss (FVPL), the initial measurement of financial assets includes
transaction costs.

The Company classifies its financial assets into the following categories: financial assets at FVPL,
held-to-maturity (HTM) investments, AFS financial assets, and loans and receivables. The
Company classifies its financial liabilities into the following categories: financial liabilities at
FVPL and other financial liabilities. The classification depends on the purpose for which the
instruments were acquired and whether they are quoted in an active market. Management
determines the classification of its instruments at initial recognition and, where allowed and
appropriate, re-evaluates such designation at every reporting date.

The fair value for financial instruments traded in active markets at the balance sheet date is based
on their quoted market price (bid price for long positions and ask price for short positions),
without any deduction for transaction costs. When current bid and asking prices are not available,
the price of the most recent transaction provides evidence of the current fair value as long as there
has not been a significant change in economic circumstances since the time of the transaction.

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation techniques. Valuation techniques include net present value techniques
and comparison to similar instruments for which market observable prices exist. Any difference
noted between the fair value and the transaction price is treated as expense or income, unless it
gualifies for recognition as some type of asset or liability.

Where the transaction price in a non-active market is different from the fair value of other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Company recognizes the difference
between the transaction price and fair value (a “Day 1" profit) in the consolidated statement of
income unless it qualifies for recognition as some other type of asset. In cases where no
observable data is used, the difference between the transaction price and model value is only
recognized in the consolidated statement of income when the inputs become observable or when
the instrument is derecognized. For each transaction, the Company determines the appropriate
method of recognizing the “Day 1" profit amount.

Financial Assets and Financial Liabilities at FVPL. Financial assets and financial liabilities at
FVPL include financial assets and financial liabilities held for trading and financial assets and
financial liabilities designated upon initial recognition as at FVPL.

Financial assets and financial liabilities are classified as held for trading if they are acquired for
the purpose of selling in the near term. Derivatives, including separated embedded derivatives, are
also classified as held for trading unless they are designated as effective hedging instruments or a
financial guarantee contract. Gains or losses on investments held for trading are recognized in the
consolidated statement of income.

Where a contract contains one or more embedded derivatives, the hybrid contract may be
designated as a financial asset or financial liability at FVPL, except where the embedded
derivative does not significantly modify the cash flows or it is clear that separation of the
embedded derivative is prohibited.
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Financial assets may be designated at initial recognition as at FVPL if the following criteria are
met: (i) the designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the assets or recognizing gains or losses on them on a different
basis; or (ii) the assets and liabilities are part of a group of financial assets, financial liabilities or
both which are managed and their performance evaluated on a fair value basis, in accordance with
a documented risk management strategy; or (iii) the financial instrument contains an embedded
derivative that would need to be separately recorded.

This category consists of listed securities which are traded in the Philippine Stock Exchange
(PSE).

AFS Financial Assets. AFS financial assets are nonderivatives that are either designated in this
category or not classified in any of the other categories. AFS financial assets are carried at fair
value in the consolidated balance sheet. Changes in the fair value of such assets are accounted for
in equity until the financial asset is derecognized or until the financial asset is determined to be
impaired at which time the cumulative gain or loss previously reported in equity is included in the
consolidated statement of income. These financial assets are classified as noncurrent assets unless
there is intention to dispose such assets within 12 months from the balance sheet date.

This category consists of golf and club shares.

Loans and Receivables, Loans and receivables are nonderivative financial assets with fixed or
determinable payments that are not quoted in an active market. After initial measurement, loans
and receivables are carried at amortized cost using the effective interest rate method less any
allowance for impairment. Gains and losses are recognized in the consolidated statement of
income when the loans and receivables are derecognized or impaired, as well as through the
amortization process. Loans and receivables are included in current assets if maturity is within 12
months from the balance sheet date. Otherwise, these are classified as noncurrent assets.

This category includes the Company's cash and cash equivalents and receivables.

Orther Financial Liabilities. This category pertains to financial liabilities that are not held for
trading or not designated as at FVPL upon the inception of the liability. These include liabilities
arising from operations or noninterest bearing loans and borrowings.

The financial liabilities are recognized initially at fair value and are subsequently carried at
amortized cost, taking into account the impact of applying the effective interest rate method of
amortization (or accretion) for any related premium, discount and any directly attributable
transaction costs.

This category includes accounts payables and other current liabilities and advances from
subsidiaries.
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Impairment of Financial Assets
The Company assesses at each balance sheet date whether a financial asset or group of financial
assets is impaired.

Assets Carried at Amortized Cost. 1f there is an objective evidence that an impairment loss on
assets carried at amortized cost has been incurred, the amount of the loss is measured as the
difference between the asset’s carrying amount and the present value of estimated future cash
flows (excluding future expected credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate (i.e., the effective interest rate computed at initial
recognition). The carrying amount of the asset is reduced through the use of an allowance
account. The amount of the loss shall be recognized in the consolidated statement of income.

The Company first assesses whether an objective evidence of impairment exists individually for
financial assets that are individually significant, and individually or collectively for financial
assets that are not individually significant, If it is determined that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or not, the asset
is included in a group of financial assets with similar credit risk characteristics and that group of
financial assets is collectively assessed for impairment. Assets that are individually assessed for
impairment and for which an impairment loss is or continues to be recognized are no longer
included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment loss was recognized, the previously
recognized impairment loss is reversed, to the extent that the carrving value of the asset does not
exceed its amortized cost at the reversal date. Any subsequent reversal of an impairment loss is
recognized in the consolidated statement of income.

In relation to trade receivables, a provision for impairment is made when there is an objective
evidence (such as the probability of insolvency or significant financial difficulties of the debtor)
that the Company will not be able to collect all of the amounts due under the original terms of the
invoice. The carrying amount of the receivable is reduced through the use of an allowance
account. Impaired trade receivables are derecognized when they are assessed as uncollectible.

Assets Carried at Cost. If there is an objective evidence that an impairment loss has been incurred
on an unquoted equity instrument that is not carried at fair value because its fair value cannot be
reliably measured, or on derivative asset that is linked to and must be settled by delivery of such
an unquoted equity instrument, the amount of the loss is measured as the difference between the
carrying amount and the present value of estimated future cash flows discounted at the current
market rate of return for a similar financial asset.

AFS Financial Assets. In case of quoted equity investments classified as AFS financial assets,
impairment would include a significant or prolonged decline in the fair value of the investments
below its cost. Where there is evidence of impairment loss, the cumulative loss - measured as the
difference between the acquisition cost and the current fair value, less any impairment loss on that
financial asset previously recognized in the statement of income - is removed from the
consolidated statement of changes in equity and recognized in the consolidated statement of
income. Impairment losses on equity investments are not reversed through the consolidated
statement of income. Increases in fair value after impairment are recognized directly in the
consolidated statement of changes in equity.

B AR R
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Derecognition of Financial Assets and Financial Liabilities

Financial Assets. A financial asset (or, when applicable a part of a financial asset or part of a
group of similar financial assets) is derecognized when:

* the rights to receive cash flows from the asset have expired;

* the Company retains the right to receive cash flows from the asset, but has assumed an

obligation to pay them in full without material delay to a third party under a “pass-through™
arrangement; or

» the Company has transferred its rights to receive cash flows from the asset and either (a) has
transferred substantially all the risks and rewards of the asset, or (b) has neither transferred nor

retained substantially all the risks and rewards of the asset, but has transferred control of the
asset.

Financial Liabilities. A financial liability is derecognized when the obligation under the liability
is discharged, cancelled or has expired.

Where an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
meodification is treated as a derecognition of the original liability and the recognition of a new
liability, and the difference in the respective carrying amounts is recognized in the consolidated
statement of income.

hi F1ES
Inventories are valued at the lower of cost and net realizable value. The costs of materials and
merchandise inventories are determined using the specific identification method. Net realizable
value is the estimated selling price in the ordinary course of business, less estimated costs
necessary to make the sale.

Investment Property

Investment property is measured initially at cost, including transaction costs. The carrying amount
includes the cost of replacing part of an existing investment property at the time that cost is
incurred if the recognition criteria are met and excludes the costs of day-to-day servicing of an
investment property. Subsequent to initial recognition, investment property is stated at fair value,
which reflects market conditions at the balance sheet date. Gains or losses arising from the
changes in the fair value of investment property are included in the consolidated statement of
income in the year in which they arise.

Investment property is derecognized when either it has been disposed of or when the investment
property is permanently withdrawn from use and no future economic benefit is expected from its
disposal. Any gains or losses on the retirement or disposal of an investment property are
recognized in the consolidated statement of income in the year of retirement or disposal.
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Transfers are made to investment properties when, and only when, there is a change in use,
evidenced by ending of owner-occupation, commencement of an operating lease to another party
or ending of construction or development. Transfers are made from investment properties when,
and only when, there is a change in use, evidenced by commencement of owner-occupation or
commencement of development with a view to sale.

Property and Equipment

Property and equipment are stated at cost, excluding the costs of day-to-day servicing, less
accumulated depreciation and any accumulated impairment in value. Such cost includes the cost
of replacing part of such property and equipment when that cost is incurred if the recognition
criteria are met. Land and building and improvements are measured at fair value less depreciation
on building and improvements and any impairment charged subsequent to the date of the
revaluation. Depreciation is calculated on a straight-line basis over the useful lives of the assets.

Following initial recognition at cost, land and building and improvements are carried at revalued
amount, which is the fair value at the date of the revaluation less any subsequent accumulated
depreciation on building and improvements and any accumulated impairment losses.

Valuations are performed frequently enough to ensure that the fair value of a revalued asset does
not differ materially from its carrying amount.

Any revaluation surplus is credited to the “Revaluation increment in property” included in the
equity section of the consolidated balance sheets, except to the extent that it reverses a revaluation
decrease of the same asset previously recognized in profit or loss, in which case the increase is
recognized in the consolidated statement of income. A revaluation deficit is recognized in profit
or loss, except that a deficit directly offsetting a previous surplus on the same asset is directly
offset against the surplus in the asset revaluation reserve.

An annual transfer from the asset revaluation reserve to retained eamings is made for the
difference between depreciation based on the revalued carrying amount of the assets and
depreciation based on the assets original cost. Additionally, accumulated depreciation as at the
revaluation date is eliminated against the gross carrying amount of the asset and the net amount is
restated to the revalued amount of the asset. Upon disposal, any revaluation reserve relating to the
particular asset being sold is transferred to retained eamings.

The assets’ residual values, useful lives and method of depreciation and amortization are
reviewed, and adjusted if appropriate, at each financial year-end,

When each major inspection is performed, its cost is recognized in the carrying amount of the
property and equipment as a replacement if the recognition criteria are satisfied.

An item of property and equipment is derecognized upon disposal or when no future economic
benefits are expected from its use or disposal. 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 asset) is included in the consolidated statement of income in the year the asset is derecognized.

G0 O R e
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Construction-in-progress, included in property and equipment, is stated at cost. This includes cost
of construction, property and equipment and other direct costs. Construction-in-progress is not
depreciated until such time as the relevant assets are completed and put into operational use.

Impai ial Assets

The Company assesses at each reporting date whether there is an indication that investment
property and property and equipment may be impaired. If any such indication exists, or when
annual impairment testing for an asset is required, the Company makes an estimate of the asset’s
recoverable amount. The recoverable amount is the higher of an asset’s or cash-generating unit’s
fair value less costs to sell and its value in use and is determined for an individual asset, unless the
asset does not generate cash inflows that are largely independent of those from other assets or
group of assets. Where the carrying amount of an asset exceeds its recoverable amount, the asset
is considered impaired and is written down to its recoverable amount. In assessing value in use,
the estimated future cash flows are discounted to their present value using a pre-tax discount rate
that reflects current market assessment of the time value of money and the risks specific to the
asset. Any impairment loss is recognized in the consolidated statement of income in those
expense categories consistent with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is any indication that previously
recognized impairment losses may no longer exist or may have decreased, If such indication
exists, the recoverable amount is estimated. A previously recognized impairment loss is reversed
only if there has been a change in the estimates used to determine the asset’s recoverable amount
since the last impairment loss was recognized. If that is the case, the carrying amount of the asset
is increased to its recoverable amount. That increased amount cannot exceed the carrying amount
that would have been determined, net of depreciation, had no impairment loss been recognized for
the asset in prior years. Such reversal is recognized in the consolidated statement of income
unless the asset is carried at revalued amount, in which case the reversal is treated as a revaluation
increase. After such a reversal the depreciation charge is adjusted in future periods to allocate the
asset’s revised carrying amount, less any residual value, on a systematic basis over its remaining
useful life.

Revenue

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:

Sale of Goods. Revenue is recognized when the significant risks and rewards of ownership of the
goods have passed to the buyer.

Rendering of Services. Revenue from maintenance and business recovery services is recognized
as the services are rendered.

Rental. Revenue is accounted for on a straight-line basis over the lease term.

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

TR
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Pension Benefits

The Company has an unfunded, defined benefit pension plan determined using the projected unit
credit actuarial valuation method. This method reflects service rendered by employees to the date
of valuation and incorporates assumptions concerning employees’ projected salaries.

Retirement expense includes current service cost, interest cost, expected return on plan assets,
amortization of unrecognized past service costs, recognition of actuarial gains (losses) and effect
of any curtailments or settlements. Past service cost is amortized over a period until the benefits
become vested. The portion of the actuarial gains and losses is recognized when it exceeds the
corridor (10% of the greater of the present value of obligation and market related value of the plan
asseis) at the previous reporting date, divided by the expected average remaining working lives of
active plan members.

The amount recognized as defined benefit obligation is the net of the present value of the defined
benefit obligation at the balance sheet date, plus any actuarial gains not recognized minus past
service cost not recognized.

Income Taxes

Current Tax. Current tax assets and liabilities for the current and prior periods are measured at the
amount expected to be recovered from or paid to the taxation authorities. The tax rates and tax
laws used to compute the amount are those that are enacted or substantively enacted at the balance
sheet date.

Deferred Tax. Deferred tax is provided using the balance sheet liability method on temporary
differences at the balance sheet date between the tax bases of assets and liabilities and their
carrying amounts for financial reporting purposes. Deferred tax liabilities are recognized for all
taxable temporary differences, except:

= when the deferred tax liability arises from the initial recognition of guodﬁ'ill or of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

* in respect of taxable temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, where the timing of the reversal of the temporary
differences can be controlled and it is probable that the temporary differences will not reverse
in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, carryforward benefits
of unused tax credits from excess minimum corporate income tax (MCIT) and net operating loss
carryover (NOLCO), to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences and carryforward benefits of unused tax credits from
MCIT and NOLCO can be utilized except:

*  when the deferred tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor taxable profit or
loss; and

(EHGHEN
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= in respect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, deferred tax assets are recognized only to the extent
that it is probable that the temporary differences will reverse in the foreseeable future and
taxable profit will be available against which the temporary differences 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 no longer probable that sufficient taxable profit will be available to allow all or
part of the deferred tax asset to be utilized. Unrecognized deferred tax assets are reassessed at
each balance sheet date and are recognized to the extent that it has become probable that future
taxable profit will allow the deferred tax asset to be recovered.

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

Income tax relating to items recognized directly in equity is recognized in equity and not in the
consolidated statement of income.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to
offset current tax assets against current tax liabilities and the deferred taxes relate to the same
taxable entity and the same taxation authority.

Operating 1 ease
The determination of whether an arrangement is, or contains, a lease is based on the substance of

the arrangements and requires 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.

Company as a Lessee. Operating lease payments are recognized as expense in the consolidated
statement of income on a straight-line basis over the lease term.

Company as a Lessor. Leases where the Company retains substantially all the risks and benefits
of ownership of the asset are classified as operating leases. Initial direct costs incurred in
negotiating an operating lease are added to the carrying amount of the leased asset and recognized
over the lease term on the same bases as rental income.

Provisions

Provisions, if any, are recognized when the Company has a present obligation (legal or
constructive) as a result of a past event, it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation and a reliable estimate can be made of
the amount of the obligation. If the effect of the time value of money is material, provisions are
determined by discounting the expected future cash flows at a pre-tax rate that reflects current
market assessment of the time value of money and, where appropriate, the risks specific to the
liability. Where discounting is used, the increase in the provision due to the passage of time is
recognized as an interest expense.

AR
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Contingencies

Contingent liabilities are not recognized in the consolidated financial statements. They are
disclosed in the notes to the consolidated financial statements unless the possibility of an outflow
of resources embodying economic benefits is remote. Contingent assets are not recognized in the
consolidated financial statements but are disclosed in the notes to the consolidated financial
statements when an inflow of economic benefits is probable.

Foreign Currency Transactions
The functional and presentation currency of the Company is Philippine peso under PFRS.

Transactions in foreign currencies are recorded using the exchange rate at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are restated using
the closing exchange rate at the balance sheet date. Foreign exchange gains and losses are taken to
the consolidated statement of income. Non-monetary items that are measured in terms of
historical cost in a foreign currency are translated using the exchange rate as of the date of initial
transaction, Non-monetary items measured at fair value in a foreign currency shall be translated
using the exchange rates at the date when the fair value was determined.

Events after Balance Sheet Date

Post year-end events that provide additional information about the Company’s financial position at
the balance sheet date (adjusting events), are reflected in the consolidated financial statements.
Post year-end events that are not adjusting events are disclosed in the notes to consolidated
financial statements when material.

Significant Accounting Judgments, Estimates and Assumptions

The preparation of the Company’s financial statements requires management to make judgments,
estimates and assumptions that affect the reported amounts of revenue, expenses, assets and
liabilities and the disclosures of contingent liabilities, at the reporting date. However, uncertainty
about these assumptions and estimates could result on outcomes that could require a material
adjustment to the carrying amount of the asset or liability affected in the future.

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

s Legal Contingencies
The estimate of the probable costs for the resolution of possible claims has been developed in
consultation with outside counsel handling the Company’s defense in these matters and is
based upon an analysis of potential results. There was no provision for contingencies made in
2007 and 2006.

»  Functional Currency
The Company determined its functional currency to be the Philippine Peso. The

determination of functional currency was based on the primary economic environment in
which the Company generates and expends cash.
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Operating Leases

The Company has entered into commercial property leases related to its office spaces. The
Company has determined that it does not retain the significant risks and rewards of ownership
of these properties which are being leased by the Company under operating lease
arrangements.

Revenue Recognition
Management considered the detailed criteria for the recognition of revenue from the sale

ofgoods set out in PAS 18, “Revenue,” and in particular, whether the Company had
transferred to the buyer the significant risks and rewards of ownership of the goods.

Estimates and Assumptions. The key assumptions concerning the future and other key sources of
estimation uncertainty at 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 are
discussed below:

Allowance for Doubtful Accounts

The Company assesses whether objective evidence of impairment exist for receivables that
are individually significant, and collectively for receivables that are not individually
significant. Allowance for doubtful accounts is maintained at a level considered adequate to
provide for potentially uncollectible receivables.

The carrying value of receivables amounted to P338.3 million and #383.5 million as of
December 31, 2007 and 2006, respectively (see Note 8). There were no provision for doubtful
accounts in 2007 and 2006.

Impairment of Financial and Nonfinancial Assets

PAS 36, “Impairment of Assets,” requires that an impairment review be performed when
certain impairment indicators are present. Determining the value in use of property and
equipment and investment property requires the determination of future cash flows expected
to be generated from such assets.

PAS 39, “Financial Instruments: Recognition and Measurement,” requires the Company to
assess at each balance sheet date whether a financial asset or group of financial assets is
impaired. Determining the value for AFS financial assets requires the determination of the
quoted price.

These require the Company to make estimates and assumptions that can materially affect the
consolidated financial statements. Future events could cause the Company to conclude that
these assets are impaired. Any resulting additional impairment loss could have a material
adverse impact on the Company’s financial condition and results of operations.

The carrying value of investment property and property and equipment are disclosed in
Notes 11, 12 and 13, respectively.

LT
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AFS financial assets amounted to 256.7 million and P36.8 million as of December 31, 2007
and 2006, respectively (see Note 10).

Estimated Useful Lives of Property and Equipment

The useful life of each item of the Company’s property and equipment is estimated based on
the period over which the asset is expected to be available for use. Such estimation is based
on a collective assessment of industry practice, internal technical evaluation and experience
with similar assets. The estimated vseful life of each asset is reviewed periodically and
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 asset. It is possible,
however, that future results of operations could be materially affected by changes in the
amounts and timing of recorded expenses brought about by changes in the factors mentioned
above. A reduction in the estimated useful life of any property and equipment would increase
the recorded operating expenses and decrease noncurrent assets.

The carrying amounts of the Company’s property and equipment at cost aggregated

£107.2 million and P86.9 million as of December 31, 2007 and 2006, respectively

(see Note 12). The carrying amounts of the Company’s property and equipment at revalued
amounts aggregated P11.0 million and #11.9 million as of December 31, 2007 and 2006,
respectively (see Note 13).

Deferred Tax Assets

The Company’s assessment on the recognition of deferred tax assets on deductible temporary
differences is based on the forecasted taxable income of the following reporting period. This
forecast is based on the Company’s past results and future expectations on revenue and
expenses. The Company’s deferred tax assets amounted to P13.4 million and 210.0 million
as of December 31, 2007 and 2006, respectively.

Pension Benefits

The Company determines the appropriate discount rate at the end of each year. This is the
interest rate that should be used to determine the present value of estimated future cash flows
expected to be required to settle the pension obligations. In determining the appropriate
discount rate, the Company considers the interest rate on government bonds that are
denominated in the currency in which the benefits will be paid, and that have terms to
maturity approximating the terms of the related pension liability. Pension benefit obligation
recorded by the Company amounted to B21.3 million and B15.6 million as of December 31,
2007 and 2006, respectively (see Note 22).

Other key assumptions for pension obligations are based in part on current market conditions.
Additional information is disclosed in Note 22 to the consolidated financial statements.
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6. Cash and Cash Equivalents

This account consists of;

2007 2006

Cash on hand and in banks $64,240,924 P68,373,223
Cash equivalents 15,728,484 10,182,814
£79,969,408 P78,556,037

Cash in banks earns interest at the respective bank deposit rates. Cash equivalents are short-term
investments made for varying periods of up to three months depending on the immediate cash
requirements of the Company, and eam interest at the respective short-term investment rates.

7. Trading Securities at Fair Value

Trading securitics at fair value consist of listed securitics which are traded in the PSE. The fair
value of trading securities amounted to 2.7 million and B2.2 million as of December 31, 2007
and 2006, respectively. Income from the change in fair value of trading securities amounted to
B0.5 million and 0.6 million in 2007 and 2006, respectively, (see Note 21).

8. Receivables

This account consists of:

2007 2006
Trade receivables 100,557,401 PT72,328,194
Advances to stockholders, officers and employees
{see Note 17) 133,185,229 304,702,293
Advances to Strategic Synergy, Inc. (see Note 17) 78,970,294 -
Other receivables 33,164,915 14,079,894
345,877,839 391,110,381
Less allowance for doubtful accounts 7,587,817 7,587,817
B338,290,022 B383,522,564
Trade receivables are noninterest-bearing and are generally on 30-days’ terms.
9. Prepaid Expenses and Other Current Assets
This account consists of:
2007 2006
Excess of cost over billing B37,128,952 P
Creditable withholding taxes 30,187,835 28,161,331
Input tax 8,386,119 12,405,937
Rentals 498,545 498,545
Others 63,566 -
B76,265,017 B41,065,813
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The Company’s revenue and the related cost of goods sold from systems integration projects are
recognized based on percentage of completion. The difference between the total cost of the
computer hardware used in the project and the amount recognized as cost of goods sold is
recorded in the “Excess of cost over billing” account.

10.

Available-for-Sale Financial Assets

AFS financial assets amounting to £56.7 million and £36.8 million as of December 31, 2007 and
2006, respectively, consist of investments in golf and club shares.

11. Investment Property
2007 2006
At January | $£21,000,000 £23,000,000
Net gain (loss) from fair value adjustment 14,000,000 (2,000,000}
At December 31 #35,000,000 P21,000,000
Investment property pertains to a condominium unit. The fair value was determined based on the
current prices in an active market for similar property in the same location and condition and
subject to similar lease and other contracts. The fair value represents the amount at which the
assets could be exchanged between a knowledgeable, willing buyer and a knowledgeable, willing
seller in an arm’s-length transaction at the date of valuation,
12. Property and Equipment - at Cost

This account consists of:

1007
Office
Mauchloery, Furuitare,
Tools and Other Test and Service Transporiation Fiztures and Leasebeld Construction
Equipment Equipment Equipment Equip lmprovements ln-progress Total
Coat
Jaouary 1 F100,766,103 85,237,501 F351,356,213 P40,651,.242 F23,693378 F15,805,616 P417,710,053
Additoes 15,375,259 - 15,267,731 4321613 14,785,362 - 49,749,965
Disposals {20,806,558) - . el . = (20,806,558)
Reclassifications = - - - 2577218 2,577,221 =
December 31 195,334,804 55,237,501 56,813 944 &4, 971 B55 41,055 965 13,228.391 456,653,460
Accumulated
Depreciation
January 1 180,531,800 85,237,500 34,093 465 1B,996,541 11,545,790 - 340,E05,097
Deprecistion
for the year 11,851,117 - 6,659 872 S161,001 5,749,575 - 19,422,165
Dispasals (20,806,302) - - - - - (2
December 31 171,577,215 85,237,500 40,753,338 34 157,343 17,695 365 - 349,420,960
Met Bogk Value 1), 757,589 ] F16,070,606 PIO.BI5313 F13 360,600 mwl mwgam
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006
Office
Machinery, [Fumiture,
Tools and Other  Test and Service  Transportation Fixbares &nd Leasehald Consiruction
Equipment Equipment Equipment Equipment Improvements in-progress Toezl
Cost
January 1 P337,369 966 P35,237,501 P54,794 010 P40,776,563 F213,482 538 P23,228 391 B66, 888,569
Additions 12,051,717 - 3447321 B00,0215 210,840 1,571,215 19,187,188
Disposals 148,655,640 - 118 1,025 346 - - 158,366,104
December 31 D00 766,103 85,237,501 31,556,213 40,651 242 23693378 15,805,616 427,710,053
Accumulated
Denreci
Jumuary 1 311,579,562 §5.237, 500 36,430,003 24 B78 587 4,771,933 - 451 898077
Depreciation
far the year 17,607 B&4 - 6,348 486 5,142,890 1173855 - 16,273,003
isposals (148 655 676) - (B,685,113) (1,025,335) - (158 366 075)
December 31 180,531,800 85,237 500 34,053 4656 18 996,341 11,945 790 - 340,805 097
et Book Value F20.234 303 Pl F17,462,747 P11,654, 701 PI1L,747 588 P15.E05 616 FEG6,204 956

The useful lives of the property and equipment are estimated as follows:

Machinery, tools and other equipment 2-5 years
Test and service equipment 3 years
Transportation equipment 5 years
Office furniture, fixtures and equipment 3-5 years

Leasehold improvements 3 years or the term of the lease,

whichever is shorter

13. Property and Equipment - at Revalued Amounts

This account consists of:
2007
Building and
Land Improvements Total
Revalued amounts -
December 31 8,155,000 #38,390,000 B16,545,000
Accumulated depreciation:
January 1 - 4,638,000 4,638,000
Depreciation for the year - 938,000 038,000
December 31 - 5,576,000 5,576,000
Net book value $8,155,000 2,814,000 £10,969,000
2006
Building and
Land Improvements Total
Revalued amounts -
December 31 28,155,000 P8,390,000 P16,545,000
Accumulated depreciation:
January 1 - 3,700,000 3,700,000
Depreciation for the year ~ 938.000 938,000
December 31 - 4,638,000 4,638,000
Net book value 18,155,000 $3,752,000 11,907,000
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The Company engaged an independent appraiser to determine the fair value of 1ts land and
building and improvements. Fair value was determined by reference to data in the local market
consisting of sales and offerings of similar properties for the land and current prices for
construction materials and labor for the improvements. The date of the valuation was

December 7, 2005,

Revaluation increment absorbed through depreciation amounted to P938,000 and in 2007 and

2006.

The useful life of building and improvements is five years.

If the land and building and improvements were measured using the cost model, the carrying

amounts would be as follows:

2007
Building and
Land Improvements Total
Cost -
December 31 E200,000 B5,391,496 B5,591,496
Accumulated depreciation:
January 1 - 2,724,527 2,724,527
Depreciation for the year - 28,779 28,779
December 31 - 2,753,306 2,753,306
MNet book value #200,000 2,638,190 ¥2,838,190
2006
Building and
Land Improvements Total
Cost -
December 31 #200,000 B5,391.,496 B5,591,496
Accumulated depreciation:
January 1 - 2,093,748 2,695,748
Depreciation for the year - 28,779 28,779
December 31 - 2,724,527 2,724,527
Net book value B200,000 P2,666,969 P2,866,969
14. Other Noncurrent Assets
This account consists of:
2007 2006
Rental deposits B5,570,877 P2,946,642
Miscellaneous deposits 424,964 243,964
Others 451,420 —
B6,447,261 P3,190,606
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15. Accounts Payable and Other Current Liabilities

This account consists of’

2007 2006
Trade P28,250,634 8,173,138
Nontrade 21,412,970 17,592,646
Accrued expenses:
Maintenance services 11,394,550 13,637,567
Rent 6,662,459 4,905,428
Utilities 3,845,919 3,037,001
Dues and subscription 1,535,932 -
Others 2,288,631 871,290
QOutput tax 7,425,521 11,796,895
Withholding taxes 5,715,430 3,955,460
Retention payable 1,260,645 -
Income tax payable 2,284

89,794,975 P63,969,425

Trade payables are noninterest-bearing and are normally settled on 30-day’s terms.

Other payables are noninterest-bearing and have an average term of three months.

16. Retained Earnings

The retained eamings account is restricted for payment of dividends to the extent of the
revaluation surplus balance amounting to B5.2 million in 2007 and B5.9 million in 2006.

17. Related Party Transactions

a. The compensation of key management personnel of the Company is as follows:

2007 2006

Short-term employee benefits P8,650,184 £8.653,793
Post-employment benefits 995,465 995,465
P9,645,649 P9,649,258

b. The Company has advances to stockholder and officers and related party as follows:

2007 2006
Advances to a stockholder and officers P133,165,520 B303,695,657
Strategic Synergy, Inc. 78,970,294 =

The advances to a stockholder and officer and related party earn interest at prevailing market rates
in 2007 and 2006. Interest income on these advances amounted to 7.0 million in 2007 and
£11.6 million in 2006.
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18. Cost of Sales

This account consists of®

2007 2006
Inventories at beginning of year P4,818,913 B4,742,514
Purchases - net 328,308,832 160,559,073
333,127,745 165,301,587
Inventories at end of year 6,223,836 5,278,802
P326,903,909 P160,022,785
19. Cost of Services
This account consists of:
2007 2006
Repairs and maintenance #91,827.096 226,015,071
Salaries and wages 28,321,465 23,438,253
Rent (see Note 23) 7,674,919 7.435,433
Depreciation (see Notes 12 and 13) 12,697,086 18,052,019
Utilities 7,811,911 6,794,324
Supplies 8,085,711 5,655,332
Employee benefits 1,982,333 2,138,200
Others 6,528,951 4,418,075
P164,929,472 £93,946,707
20. Operating Expenses
This account consists of*
2007 2006
Salaries and wages £30,790,201 B25.807,748
Qutside services 20,566,622 10,987,044
Commission 20,463,720 16,366,784
Depreciation (see Notes 12 and 13) 17,663,079 19,159,076
Entertainment, amusement and recreation 13,545,966 6,525,447
Employee benefits (see Notes 17 and 22) 7,437,687 5,285,136
Rent (see Note 23) 6,512,389 3,340,748
Utilities 5,076,742 6,703,222
Transportation and travel 5,013,593 4,502,944
Repairs and maintenance 3,402,161 2,525,365
Advertising and promotions 2,988,694 2,806,320
Dues and subscriptions 2,798,715 2,660,114
Supplies 1,464,350 2,780,959
Gasoline, oil, and lubricants 1.293,014 1,533,325
Trainings and seminars 205,948 800,524
Others 5,702,670 4,544,104
®144,925,551 P116,328,860
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21. Other Income

This account consists oft

2007 2006
Change in fair value of:
Investment property P14,000,000 {B2,000,000)
Trading securities at fair value 533,845 613,975
Net foreign exchange loss (291,556) (1,057,839)
Loss on sale of AFS (185,000) -
Dividend income 128,300 84,797
Gain on sale of:
Property and equipment 15,962 415,723
Trading securities at fair value (see Note 7) - 8,646,450
Others 873,549 1,104,937
#15,075,100 P7,808,043

22, Retirement Plan

The Company has an unfunded, defined benefit pension plan covering all of its permanent

employees.

The following tables summarize the components of the benefit expense recognized in the

consolidated statements of income and movement in the pension benefit obligation account in the

consolidated balance sheets,

2007 2006

Current service cost #2,455,234 $1,095,833
Interest cost 2,317,777 1,898,561
£4,773,011 P2,994 394

Movements in the benefit Liability in 2007 and 2006 are as follows:

2007 2006

At January 1 P16,555,549 ®13,561,155
Benefit expense 4,773,011 2,994,394

At December 31 ¥21,328,560 B16,535,549

Changes in the present value of defined benefit obligation are as follows:

2007 2006
Benefit obligation at beginning of year P16,555,549 P13,561,155
Current service cost 2,455,234 1,095,833
Interest cost 2,317,777 1,898,561
Benefit abligatian at end of year #21,328,560 B16,555,549

LT
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The principal actuarial assumptions used to determine the pension benefits are as follows:

2007 2006
Discount rate 10.3% 14.0%
Salary increase 10.0% 10.0%

23,

Lease Agreements

The Company leases its warehouses and offices for a period of two to ten years. Certain lease
agreements are subject to a 5% escalation every year. Rental expense amounted to #13.0 million
in 2007 and £10.8 million in 2006.

Future minimum lease payments are as follows:

Years Amounts

20:08-2012 831,832,633

2013-2015 18,271,313
24, Income Tax

The current provision for income tax represents regular corporate income tax.

The deferred tax assets and deferred tax liabilities as of December 31, 2007 and 2006, relates to
the following tax effects of temporary differences:;

2007 2006
Deferred tax assets:
Defined benefit obligation B7,464,996 B5,794,442
Allowance for doubtful accounts 2,655,736 2,655,736
Accrued rent 2,157,370 1,716,900
NOLCO 1,032,633 -
MCIT 52,382 -
Unrealized foreign exchange loss {gain) 23,951 (121,467)
13,387,068 P10,045,611
Deferred tax liability -
Revaluation increment on property
and equipment F2,825,641 3,153,041
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The reconciliation of provision for income tax computed at statutory income tax rate to provision
for income tax as shown in the consolidated statements of income is as follows:

2007 2006
Provision for income tax at statutory rate P§,629,039 B6,971,180
Income tax effects of permanent differences:
Unallowable expenses : 3,441,979 1,593,958
Change in fair value of:
Investment property (4,900,000) 700,000
Trading securities at fair value (186,845) (214,891)
Interest income subjected to final tax (259,931) (332,634)
Dividend income (44,905) (29,679)
Gain on sale of trading securities at fair value
subjected to final tax - (3,026,328)
Others (28,332) -
B6,651,005 B5,661,606

25. Financial Risk Management Objectives and Policies

The Company’s principal financial instruments comprise cash and cash equivalents and advances
to/from subsidiaries. The main purpose of these financial instruments is to fund the Company’s
operations. The Company has various other financial instruments such as trade receivables and
trade payables, which arise directly from its operations.

It is, and has been throughout the year under review, the Company’s policy that no trading in
financial instruments shall be undertaken.

The main risks arising from the Company’s financial instruments are foreign currency risk, credit
risk and liquidity risk. The BOD reviews and agrees policies for managing each of these risks and
they are summarized below.

Foreign Currency Risk
The Company also has transactional currency exposures. Such exposure arises from sales and

purchases in currencies other than the Company’s functional currency. The Company’s foreign
currency-denominated financial assets and financial liabilities translated in Philippine peso (PHP)
as of December 31, 2007 are as follows:

Original PHP
Currency Eguivalent
Current assets:
Cash and cash equivalents $230,608 89519516
Receivables 176,215 7,303,064
Current liability -
Accounts payable and other current liabilities (358,033) (14,779,602)
Net asset $49.490 £2,042,978
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In translating the foreign currency-denominated monetary assets and liabilities into PHP amounts,
the exchange rate used was B41.28 to United States dollar (USD) $1.0, the USD to PHP exchange
rate as of December 31, 2007.

The following table demonstrates the sensitivity to a reasonably possible change in the next
reporting period in foreign exchange rates, with all other variables held constant, of the
Company’s income before income tax as of December 31, 2007:

Change in PHP to USD Exchange Rate Effect on Income Before Income Tax
1 Appreciation £2,042,978
P1 Depreciation (2,042,978)

The increase in PHP to USD rates means weaker peso against the USD while the decrease in PHP
to USD rates means stronger peso against the USD.

Credit Risk

The Company trades only with recognized, creditworthy third parties. It is the Company’s policy
that all customers who wish to trade on credit terms are subjected to credit verification procedures.
In addition, receivable balances are monitored on an ongoing basis with the result that the
Company’s exposure to bad debts is not significant.

With respect to credit risk arising from the other financial assets of the Company, which comprise
of cash, the Company’s exposure to credit risk arises from default of the counter party, with a
maximum exposure equal to the carrying amount of these instruments,

2007 2006

Financial assets at FVPL -

Trading securities at fair value ’2,717,275 P2.183.430
AFS financial assets -

AFS financial assets 56,705,000 36,755,000
Loans and receivables;

Cash in bank 71,822,240 45,615,218

Receivables 338,290,022 382,783,328

As of December 31, 2007, the analysis of receivables that were past due but not impaired are as
follows:

Meither past Past due but not impaired

due nor More than
Total impaired 30 days 60 days 90 days Impaired
Trade B100,557,401 P49471,256 PI17,082,965  BB,737.598 B17,677.765 BT S587.E17

Advances to:

Officers and employees 133,185,229 - - — 133,185,229 -
Related party 78,970,294 51,000,000 12,907,644 15,062,650 - -

Others 33,164,915 5,859,087 — . 27,305,828

B345,877.839 B106,330,343  B29.990,609 ®23 800,248 B178,168,822 7,587,817
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The Company’s receivables which are neither past due nor impaired are classified as Grade A
receivables since these receivables pertain to those receivables from clients or customers that
always pay on time or even before the maturity date.

Liguidity Risk
The Company’s objective is to maintain a balance between continuity of funding and flexibility
through the use of advances from officers and subsidiaries.

1-30 Days 31-120 Days  Over 120 Days Total
Accounts payable and other
current liabilities:
Trade 723,394 916 #3,216,511 #1,639,207 P28,250,634
Nontrade 18,646,554 205,206 - 18,851,760
Accrued expenses 19,065,032 - 6,662,459 25,727 491
851,106,502 P1,421 E‘?l? P8.301,666 P72,829 885

Capital Management
The primary objective of the Company’s management is to ensure that it maintains a strong credit
rating and healthy capital ratios in order to support its business and maximize stockholder value.

The Company monitors capital on the basis of the debt-to-equity ratio and makes adjustments to it
in light of changes in economic conditions and its financial position. This ratio is calculated as
total debt divided by equity. Total debt is the sum of notes payable, accounts payable and other
current liabilities and long-term debt. Equity comprises all components of equity.

The Company’s debt-to-equity ratios as of December 31, 2007 and 2006 are as follows:

2007 2006
Accounts payable and other current liabilities ¥89,794,975 B63,969,425
Advances from officers and customers = 11,659,774
Deferred tax liability 2,825,641 3,153,941
Pension benefit obligation 21,328,560 16,555,549
Total liabilities 113,949,176 95,338,689
Equity 619,257,211 585,071,130
Debt-to-Equity Ratio 18% 16%
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26, Financial Instruments

Fair Values

Set out below is a comparison by category of carrying amounts and fair values of all of the
Company's financial instruments that are carried in the consolidated financial statements at other

than fair values as of December 31, 2007.

Carrying Amount Fair Value
2007 2006 2007 2006
Financial assets at FVPL -
Trading securities at fair value B2,717,275 P2,183,430 #2,717,275 P2,183,430
AFS financial assets -
AFS financial assets 56,705,000 36,755,000 56,705,000 36,755,000
Loans and receivables:
Cash and cash equivalents 79,969,408 78,556,037 79,969,408 78,556,037
Receivables 338,290,022 383,522,564 338,290,022 383,522 564
P477,681,705 P501,017,031  ®477,681,705 B501,017,031
Other financial liabilities:
Accounts payable and other
current liabilities 89,794,975 PG63,960,425 PE9,794,975 P63,969,425
Advances from officers
and customers — 11,659,774 - 11,659,774
P89,794,975 P75,629,199 B89,794,975 P75,629,199

Cash and cash equivalents, Receivables, Accounts payable and other current liabilities and
Advances from officers and customers. Due to the short-term nature of these financial
instruments, their fair values approximate the carrying amounts as of balance sheet date.

Trading securities at fair value and Available-for-sale financial assets. The fair values of these
financial instruments are determined by reference to quoted market bid prices at the close of
business on the balance sheet date since these are actively traded in organized financial markets.
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