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IMPORTANT NOTICE

No offer or invitation or solicitation shall be made or received, and no agreement shall be
made, on the basis of this document, to purchase or subscribe for any of the Notes.

The Bank confirms that this document contains all information with respect to the Bank and its
subsidiaries and associates (collectively, the “Group”) and the Notes which is material in the
context of the issue and offering of the Notes, that the information contained herein is true and
accurate in all material respects and is not misleading, that the opinions and intentions
expressed herein are honestly held and have been reached after considering all relevant
circumstances and are based on reasonable assumptions, that there are no other facts, the
omission of which would, in the context of the issue and offering of the Notes, make this
document as a whole or any such information or the expression of any such opinions or
intentions misleading in any material respect and that all reasonable enquiries have been
made by the Bank to verify the accuracy of such information. The Bank accepts responsibility
accordingly.

In making an investment decision, you must rely on your own examination of the Bank and the
terms of the offering of Notes, including the merits and risks involved. By receiving this
Offering Circular, you acknowledge that (i) you have not relied on ING Bank, N.V. (“ING”) and
Standard Chartered Bank (“SCB”) (together, the “Joint Lead Arrangers”) or any person
affiliated with the Joint Lead Arrangers in connection with your investigation of the accuracy
of any information in this Offering Circular or your investment decision, and (ii) no person has
been authorized to give any information or to make any representation concerning the Bank,
the Group or the Notes other than as contained in this Offering Circular and, if given or made,
any such other information or representation should not be relied upon as having been
authorized by the Bank or the Joint Lead Arrangers.

No representation or warranty, express or implied, is made by the Joint Lead Arrangers as to
the accuracy or completeness of the information contained in this Offering Circular. Neither the
delivery of this Offering Circular nor the offer of Notes shall, under any circumstances,
constitute a representation or create any implication that there has been no change in the
affairs of the Bank or the Group since the date of this Offering Circular or that any information
contained herein is correct as at any date subsequent to the date hereof.

None of the Bank, the Joint Lead Arrangers or any of their respective affiliates or
representatives is making any representation to any purchaser of Notes regarding the legality
of an investment by such purchaser under applicable laws. In addition, you should not construe
the contents of this Offering Circular as legal, business or tax advice. You should be aware that
you may be required to bear the financial risks of an investment in the Notes for an indefinite
period. You should consult with your own advisers as to the legal, tax, business, financial and
related aspects of a purchase of Notes.

This document does not constitute an offer or solicitation by anyone in any jurisdiction in which
such offer or solicitation is not authorized or to any person to whom it is unlawful to make any
such offer or solicitation. Each investor in the Notes must comply with all applicable laws and
regulations in force in the jurisdiction in which it purchases or offers to purchase such Notes,
and must obtain the necessary consent, approval, or permission for its purchase, or offer to
purchase such Notes under the laws and regulations in force in any jurisdiction to which it is
subject or in which it makes such purchase or offer, and neither the Bank nor the Joint Lead
Arrangers shall have any responsibility thereof. Interested investors should inform themselves
as to the applicable legal requirements under the laws and regulations of the countries of their
nationality, residence, or domicile and as to any relevant tax or foreign exchange control laws
and regulations that may affect them. See “Distribution and Sale”.

— 2 —



CONVENTIONS WHICH APPLY TO THIS OFFERING CIRCULAR

In this Offering Circular, unless otherwise specified or the context otherwise requires, all
references to the “Philippines” are references to the Republic of the Philippines. All references
to the “Government” herein are references to the Government of the Philippines. All references
to “United States” or “U.S.” herein are to the United States of America. All references to “Peso”
and “P= ” herein are to the lawful currency of the Philippines and all references to “U.S. dollars”
or “US$” herein are to the lawful currency of the United States.

Translations from Philippine Peso to U.S. dollars should not be construed as representations
that the Philippine Peso or U.S. dollar amounts referred to could have been, or could be,
converted into Peso or U.S. dollars, as the case may be. Figures in this Offering Circular have
been subject to rounding adjustments. Accordingly, figures shown for the same item of
information may vary and figures which are totals may not be an arithmetic aggregate of their
components.

Unless otherwise indicated, the description of the Bank’s business activities in this
Offering Circular is presented on a consolidated basis. For further information on the
Group, see “Description of the Bank”.
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OFFERING CIRCULAR SUMMARY

This summary highlights information contained elsewhere in this Offering Circular. This
summary is qualified by, and must be read in conjunction with, the more detailed information
and financial statements appearing elsewhere in this Offering Circular. You should read this
entire Offering Circular carefully, including the Bank’s consolidated financial statements and
related notes and “Investment Considerations”.

DESCRIPTION OF THE BANK

OVERVIEW

Metropolitan Bank & Trust Company is a universal bank in the Philippines which provides,
through itself and other members of the Group, a full range of banking and other financial
products and services including corporate, commercial and consumer banking products and
services as well as credit card, investment banking and trust banking products and services.
As at 30 June 2007, based on industry data, the Bank was the largest bank in the Philippines
with total assets of P= 669.6 billion, total loans and receivables (net) of P= 277.6 billion and total
deposits of P= 503.1 billion.

The Group, through the Bank, offers corporate and commercial banking products and services
throughout the Philippines. Corporate banking consists of banking services provided to
Philippine companies (generally with revenues in excess of P= 700 million per annum),
multinational companies and Government-owned and controlled companies, whereas
commercial banking consists of banking services provided to small- and medium-sized
businesses. The Bank’s corporate and commercial banking operations are the largest
contributor to the Group’s income, accounting for 17.6% and 13.4% of income for the year
ended 31 December 2006 and the six months ended 30 June 2007, respectively. As at 31
December 2006 and 30 June 2007, corporate and commercial loans together represented
approximately 82.6% and 80.0% of the Group’s total loan portfolio, respectively.

The Bank is also a leading provider of consumer banking products and services in the
Philippines. Through its network of branches, the Bank offers a wide range of deposit,
mortgage and vehicle finance products and services, targeted primarily at existing customers
of the Bank. The Group also offers consumer banking products and services to the general
public through Philippines Savings Bank (“PSBank”), a 76.0% owned subsidiary of the Bank.

The Group offers trust banking services, credit card services and investment banking services
through subsidiaries of the Bank, and is also engaged in other businesses, certain of which are
unrelated to the financial services sector. See “Description of the Bank — Subsidiaries and
Affiliates”.

As at 30 June 2007, the Group had a total of 707 branches in the Philippines, of which 557
were operated by the Bank and 150 were operated by PSBank. The Bank’s international
operations consist of branches in Taipei, New York, Shanghai, Guam, Tokyo, Seoul, Pusan and
a sub-branch in Osaka, together with representative offices in Beijing and Hong Kong. The
Bank also has an extensive network of remittance centers in Asia, Europe and North America
which has enabled it to become a leading provider of remittance services to overseas Filipino
workers (“OFWs”).

As at 31 December 2006, the Group’s audited consolidated total assets and equity were
P= 648.8 billion and P= 72.2 billion, respectively, and as at 30 June 2007 were P= 669.6 billion and
P= 70.8 billion, respectively. Its audited consolidated net income for the year ended 31
December 2006 and for the six months ended 30 June 2007 were P= 6.1 billion and P= 4.2 billion,
respectively.
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The Bank has been listed on the Philippine Stock Exchange (the “PSE”) since its initial public
offering in October 1980. Its market capitalisation as at 30 June 2007 was P= 129.2 billion. The
Bank was founded by Dr. George S.K. Ty, the current Chairman of the Metrobank Group and
single biggest stockholder of the Bank. As at 31 December 2006, Dr. Ty, individually and
through his family and associated companies, beneficially owned approximately 53.21% of the
ordinary shares, thus effectively controlling the Bank and the composition of its board of
directors (the “Board of Directors”). The remainder of the ordinary shares are held by the
public.

As at 31 December 2006, the Bank’s Tier 1 capital adequacy ratio and total capital adequacy
ratio were 12.5% and 17.7%, respectively, and as at 30 June 2007 were 12.5% and 17.7%,
respectively.

STRATEGY

As at June 2007, Metrobank remains the undisputed leader in terms of assets, net loans,
deposits, and capital. Going forward, the Bank’s objective is to become the leading universal
banking and financial services provider in the Philippines, serving a wide range of corporate,
middle market and consumer customers. To achieve this objective, Metrobank will take on a
two-pronged strategy: It will focus on improving efficiency and expanding the business, and at
the same time, it will continue with its balance sheet clean-up.

Focus on improving efficiency and growing the business

Metrobank has embarked on an aggressive campaign to improve efficiencies and become the
dominant player in all four market segments: corporate, middle market, consumer, and
overseas Filipino remittances.

Achieve greater operational efficiencies

The Bank continues to look for opportunities to optimise its customer services such as by
increasing operational efficiencies (including developing, adopting and upgrading operating
platforms and service systems) in the face of heightened competition in the banking industry.
A number of initiatives have recently been implemented to enhance the information technology
(“IT”) infrastructure, product delivery systems and management information systems. All
branches are now fully integrated into the Bank’s IT systems and all branch information, such
as deposit information, is centralised and updated in real time. In addition, although Bangko
Sentral ng Pilipinas (“BSP”) regulations do require certain functions at each of the Bank and
its subsidiaries to be operated separately, the IT systems and accounting systems have been
configured and upgraded such that it allows for better information flow across these systems.
The Bank believes that these developments will lead to greater productivity and, therefore,
improved operating results. Thus, cost-to-income ratio has improved significantly from a high
of 66.2% as at 31 December 2004 to 60.9% as at 30 June 2007.

Grow the business

Prospects for the Philippine banking industry will ride on the expected strong economic
fundamentals driven by the services industry and by consumption demand. With leadership
advantages, Metrobank is poised to dominate the marketplace. Over the last three years, the
Bank’s net loan portfolio has grown at a compounded annual rate of 5% on the back of demand
pick up in real estate and construction; transportation and communication; and consumer-
related lending. As at 30 June 2007, net loans and receivables stood at P= 277.6 billion, an
increase of 3.5% over the same period last year.
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Corporate segment

The Bank’s large corporate customer base (defined as the top 1,000 corporations in the
Philippines, multinational companies and government-owned and controlled companies) is
critical to the Bank’s business. These customers are a source of stable income and loans to
this segment generally have a lower default rate than the rest of the loan portfolio.

The strategy for the corporate segment intends to leverage on the Bank’s size for two reasons:

1. Very few local banks can compare in terms of physical coverage; and

2. Even fewer can compare in terms of the Bank’s Single Borrowers’ Limit (“SBL”).

Essentially, the Bank would like to take advantage of its large SBL (defined as 25% of the
Bank’s net worth) and wide branch network to enhance existing relationships with suppliers
and dealers of multinational corporations (“MNCs”). This involves embedding the Bank in
every aspect of the client’s business, whether in terms of its back-office, supply chain,
systems, and even its decision-making process. This process has been started with the
realignment of the Corporate Banking Group (“CBG”) into distinct contact points dedicated to
MNCs, conglomerates, public sector borrowers, and the generic commercial firms. In addition,
the Bank is looking at expanding its service offerings for project finance, capital markets, cash
management, and derivatives to further meet the corporate segment’s requirements.

The Bank has also launched multiple high quality and customised products and services, such
as asset management and retirement fund products and services and investment banking
services, to help further strengthen its existing relationships and to attract new customers.

Middle market

The Bank believes that the middle market composed mainly of small and medium-scale
enterprises (“SMEs”) and corporate entities other than large corporate customers, offer
significant growth opportunities. Being particularly strong in the commercial middle market
because of its understanding of the needs of Chinese-Filipino customers (which make up a
significant portion of this niche), the Bank believes there are many opportunities to strengthen
its foothold in this segment.

One strategy is to strengthen relationships with existing clients by improving the Bank’s share
of wallet-effectively getting more volume for the same risk. In addition, establishing tie-ups
with entities in the early stages of their growth plans can often result in a stronger relationship
once the customer grows to become a larger operation. In connection with this effort, the Bank
is working to further strengthen its credit checking processes to help mitigate the increased
risks associated with lending to less-established entities.

Specifically, the Bank will intensify the operations of the newly-created Branch Lending Group
(“BLG”), which was set up to centralize efforts in growing the middle-market portfolio, and to
free up branch heads for other sales initiatives. The BLG is manned by account officers who
are highly competent in packaging middle-market deals, able to negotiate across a wider
demographic and geographic market, and capable of achieving better portfolio quality. The
Bank believes that setting up area-based account officers and credit support units can address
customer requirements more effectively and within a short turnaround time. Under this model,
the Bank has also begun revising credit processes to better support the sales units and
manage credit risk.
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Consumer segment

The Bank’s consumer banking franchise includes home loans, vehicle finance, and credit
cards. While the consumer lending market is an increasingly competitive environment in the
Philippines, the Bank believes that potential returns are attractive. The Bank can fully utilize
its huge client base (over 3 million in retail clients) and extensive branch network as major
distribution channels. Home financing is expected to ride on the current upswing in the real
estate sector, while the car financing business may take advantage of a moderate projected
vehicle sales growth. The Bank’s consumer business will be further developed through tie-ups
with property developers for end-buyers’ financing, and corporate tie-ups for employee home
and car loans.

Recognizing this segment’s potential, the Bank began implementing the Branch Effectiveness
and Sales Transformation (“BEST”) project in 2005 to reorganize branches such that their
focus shifts primarily to deposit-taking and retail lending. This allowed the branches to further
tap into segments of the prime consumer base that may have not been targeted in the past.

In addition, the Bank continues to tap new customer segments through focused marketing
campaigns and its extensive branch network, which, through BEST, has now become more
sales-oriented. To support the sales and marketing efforts, back-end operations were
significantly enhanced. One initiative is the development of the Insight project under the
Customer Analytics Department, which will aid in understanding customers’ needs, and help
various product development units to better tailor-fit investment and loan products and
services for the different client segments. Another is the implementation of loan-processing
support programs which include an automated front-end loan processing and credit scoring
system that speeds up loan approval and establishes consistent and uniform risk
characteristics, and an electronic archival and retrieval system for loan documents.

Overseas Filipino remittances

Overseas Filipinos have been the fastest growing segment in the Philippines, with remittance
volume growing at a compounded annual rate of 20% over the last four years. The trend has
been maintained towards the first half of this year, and Metrobank believes this is a business
it can grow from its current 25% market share. The Bank is continually looking to grow this
segment by establishing its presence in Europe, United States, and Canada. In 2006, profits
from its Asian and United States remittance businesses have significantly contributed to the
Bank’s revenue while prospects for its European operations have consistently been improving.

Leveraging on its network of offices here and abroad, the Bank is pursuing the following
initiatives for this segment:

1. Increase remittance take through new and targeted product and service offerings;

2. Expand the use of local agents and foreign bank tie-ups to increase points of collection
other than existing branches;

3. Leverage on these contact points to cross-sell consumer products and SME loans, aside
from remittances, targeting both overseas Filipinos and their beneficiaries.
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Strengthen corporate governance

The Bank recognizes that good risk management goes beyond regulatory compliance and
must be part of its growth strategy and of day-to-day business. With stricter corporate
governance requirements and compliance targets under Basel II, the Bank aims to promote
credit excellence, focus on market and operational risks, and uphold asset quality.

To promote credit excellence, Metrobank has implemented the Advancing Credit Excellence
module to speed up credit processing and minimize risks, and has begun re-engineering all
aspects of the lending process-from defining the client’s credit appetite, to loan origination,
administration, monitoring, servicing, and recovery. To minimize market and operational risks,
the Bank has programmed the upgrade of its market risk management and asset-liability
management systems, the refinement of all its market risk models, e.g. VAR, IRRG and EAR,
the rationalization of risk documentation and risk database to track loss events and fraud
cases, and the tightening of its business continuity plan. To safeguard asset quality, the
management of its non-performing assets (“NPAs”) remains a priority.

Create a success culture

Metrobank’s human resource complement is one of its strongest assets. As such, it will help
safeguard the welfare of its people by instilling a culture conducive to personal and collective
success. This will be achieved through four broad strategies: conducting a rational
performance management system; pushing for professional development; enhancing career
management; and pursuing organizational development.

Continue with balance sheet clean-up and improve the Bank’s capital position

Improve capital position

Among the most notable accomplishments of the Bank in recent years is the strengthening of
its balance sheet. In 2006, the Bank initiated landmark transactions with the issuances of the
US$125 million Hybrid Tier 1 capital securities in February and the 173,618,400 common
shares out of its authorized but unissued shares of common stock at P= 38.00 per offer share
in October. These initiatives have placed the Bank in a better position to take on more risk.
With a capital adequacy ratio of 17.7% as at 30 June 2007, well above the 10% minimum
requirement, the Group is confident that it has the capability to execute its strategy of growing
its loan portfolio, whilst maintaining a conservative provisioning policy on NPAs.

Clean up the balance sheet

In conjunction with its growth strategy, the Bank continues to review opportunities to make
divestments of NPAs. Over the last four years, the Bank embarked on an aggressive campaign
to dispose of approximately P= 40.0 billion in non-performing loans (“NPLs”) and investment
properties. This resulted in a significant drop in the Bank’s NPL ratio from 13.1% as at 31
December 2004 to 6.9% as at 31 December 2006, and a decline in the NPA ratio from 11.3%
as at 31 December 2004 to 7.3% as at 31 December 2006.

The key strategies for continued NPA disposal include:

1. Direct sales with the help of real estate brokers;

2. Tie-ups with auction partners such as CB Richard Ellis and The Property Forum
Philippines;
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3. Volume sales with potential investors; and

4. Tie-ups with reputable real estate firms for joint venture initiatives

The Bank has also increased its early-intervention efforts to reduce the number of mortgages
that need to be foreclosed. These efforts are supported by the Special Accounts Management
Group (“SAMG”) which is tasked to do remedial management including sale of NPLs and to
initiate foreclosures before these are turned over to the Acquired Asset Management and
Disposition Group (“AAMDG”), which was set up to actively manage and, where appropriate,
sell properties acquired in connection with the Bank’s lending activities.
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SUMMARY TERMS AND CONDITIONS

The following summary refers to certain provisions of the Terms and Conditions of the Notes
and is qualified by the more detailed information contained elsewhere in this Offering Circular.
Capitalised terms used herein have the meaning given to them in “Terms and Conditions of the
Notes”, as appropriate.

Issuer ..................................... Metropolitan Bank & Trust Company

Denomination ......................... Minimum of P= 500,000.00 per Note, and increments of
P= 100,000.00 beyond the minimum.

Governing Regulation ............ Bangko Sentral ng Pilipinas (BSP) Memorandum to All
Banks and Non-Bank Financial Institutions dated 17
February 2003 and Circular No. 280 (2001) on the
issuance of unsecured subordinated debt instruments
eligible as Tier 2 capital and other related circulars and
issuances, as may be amended from time to time (the
BSP Rules).

Issue Price ............................. 100% of the face value of each Note.

Offer Period ............................ The period when the Notes are offered for sale by the
Issuer through the Selling Agents and Limited Selling
Agents to prospective Noteholders, commencing on the
start of business hours of 01 October 2007 and ending on
12 October 2007 or such later day as may be determined
by the Issuer and Joint Lead Arrangers.

Issue Date .............................. 19 October 2007.

Settlement Date ...................... Issue Date.

Use of Proceeds ..................... To raise additional Tier 2 capital for the Issuer in order to
increase and strengthen its capital base.

Interest ................................... The face value of the Note multiplied by the Initial
Interest Rate (or Step-Up Interest Rate) calculated on the
basis of a 360-day year consisting of 12 months of 30
days each month.

Initial Interest Rate ................ 7.00% per annum payable to the Noteholder for the
period from and including the Issue Date up to, but
excluding, the last day of the 20th Interest Period (if the
Call Option is not exercised) or up to, but excluding, the
Call Option Date (if the Call Option is exercised).

Interest Periods...................... Consecutive three calendar month periods reckoned
from the Issue Date up to the numerically same day of the
third month from Issue Date, and every succeeding three
calendar month periods beginning on the last day of the
prior period up to the numerically same day of every third
month thereafter, until the Maturity Date.
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Interest Payment Date ............ The last day of an Interest Period, subject to the Modified
Business Day Convention, except for the last Interest
Payment Date which shall fall on the Maturity Date. For
the avoidance of doubt, the term “Modified Business Day
Convention” means a business or banking day
convention whereby payment days that fall on a holiday
or weekend roll forward to the next Banking Day, unless
that day falls in the next calendar month, in which case
the payment day rolls backward to the immediately
preceding Banking Day.

Step-Up Interest Rate ............. (Benchmark as of Reset Date x 80%) plus the Step-Up
Spread, payable to the Noteholders in lieu of the Initial
Interest Rate beginning on the 21st Interest Period up to
the last Interest Period in the event that the Issuer does
not exercise the Call Option.

Step-Up Spread ...................... 150% x {Initial Interest Rate - (Initial Benchmark x 80%)},
which is equivalent to 2.4485%.

Reset Date .............................. The first day of the 21st Interest Period.

Initial Benchmark ................... The prevailing 5-year Fixed Rate Treasury Notes
(“FXTNs”) as published on the PDST-F section of the
PDEx Market Page under the heading “Bid Yield” as of
11:16 a.m., Manila time (or its successor benchmark
rate), on the date to be mutually agreed upon between
the Issuer and the Joint Lead Arrangers (the “Interest
Setting Date”).

Benchmark as of Reset Date . The 5-year Fixed Rate Treasury Notes (“FXTNs”) as
published on the PDST-F section of the PDEx Page
under the heading “Bid Yield” as of 11:16 a.m., Manila
time(or its successor benchmark rate), on the Reset
Date.

If there is no rate appearing on the PDEx Page under the
heading ‘‘Bid Yield’’ as of 11:16 am, Manila time, on the
Banking Day immediately prior to the Reset Date, the
Public Trustee will request appropriate quotes for bid
yields for a 5-Year FXTN from four reference banks
(which shall be selected by the Public Trustee) and will
determine the arithmetic mean of these bid yields
(rounded upwards, if necessary, to the nearest one-
sixteenth of one per cent) provided that at least three
rates are so quoted.

Payment ................................. Any payment of principal or interest under the Notes shall
be made through the Paying Agent based solely on the
records of the Registrar.
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Call Option ............................. On the Call Option Date, upon (x) prior approval of the
BSP subject to the following conditions: (i) the capital
adequacy ratio of the Issuer is at least equal to the
required minimum ratio; (ii) the Note is simultaneously
replaced with the issues of new capital which are neither
smaller in size nor lower in quality than the original issue;
and (y) 30-day prior written notice to the Noteholders on
record, all and not less than all of the outstanding Notes
may be redeemed at the instance of the Issuer by paying
the Noteholder the face value of the Note plus accrued
interest at the Interest Rate.

Call Option Date ..................... The day when the Call Option is exercised and paid by
the Issuer which day shall be the first Banking Day after
the 20th Interest Period.

Call Option Amount ................ The face value of the Note, plus (i) accrued Interest
covering the 20th Interest Period at the Interest Rate and
(ii) accrued interest from the end of the 20th Interest
Period up to, but excluding, the Call Option Date, at the
Initial Interest Rate.

Maturity Date .......................... The last day of the 40th Interest Period from Issue Date,
which is on 19 October 2017.

Maturity Value ........................ The Notes will be redeemed on Maturity Date at their
Issue Price plus unpaid accrued applicable Interest.

Non-Preterminability .............. The Notes shall not be redeemable or terminable at the
instance of any Noteholder before Maturity Date, unless
otherwise expressly provided herein.

Redemption other than Call
Option ....................................

At any time within the first five years from Issue Date of
the Notes, upon (a) a change in tax status of the Notes
due to changes in tax laws and/or regulations or (b) the
non-qualification of the Notes as Lower Tier 2 capital as
determined by the BSP, the Issuer may, upon prior
approval of the BSP and at least a 30-day prior written
notice to the Noteholders on record, redeem all and not
less than all of the outstanding Notes prior to stated
maturity by paying the Noteholder the face value of the
Note plus accrued interest at the Interest Rate. All
payments of principal and interest in respect of the Notes
as a result of such redemption under this paragraph shall
be made free and clear of, and without withholding or
deduction for, any Taxes (as defined below), unless such
withholding or deduction is required by law. In that event,
the Issuer shall pay to the Noteholders concerned such
additional amount as will result in the receipt by the
Noteholders of such amounts as would have been
received by them had no such withholding or deduction
for Taxes been required.
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Form ....................................... The Notes will be issued scripless and will be maintained
in electronic form with the Registrar, subject to the
payment of fees to the Registrar, and in compliance with
the provisions of Rep. Act No 8792, otherwise known as
the Electronic Commerce Act, particularly on the
existence of an assurance on the integrity, reliability, and
authenticity of the Notes in electronic form. A Registry
Confirmation, however, will be issued by the Registrar in
favor of the Noteholders in accordance with the BSP
Rules.

Registrar & Paying Agent ...... Philippine Depository & Trust Corp.

Public Trustee ........................ Development Bank of the Philippines - Trust Services

Selling Agents ........................ ING Bank N.V., Manila Branch
Standard Chartered Bank, Manila Branch
Multinational Investment Bancorporation

Limited Selling Agents ........... Metropolitan Bank & Trust Company and First Metro
Investment Corporation, whose combined distribution
amount will not exceed 50% of the total Issue Size in
accordance with BSP Rules

Market Makers ........................ Initially, ING Bank N.V., Manila Branch, Standard
Chartered Bank, Manila Branch, and Multinational
Investment Bancorporation and thereafter, the institution
appointed by the Issuer to perform the role of market
maker required under the relevant BSP rules, and may
refer, when the circumstances warrant, to PDEx.

Noteholders ............................ The Notes may only be issued or transferred to such
persons as may be allowed under the relevant provisions
of the BSP Rules. Only Noteholders shall be entitled to
Registry Confirmations and to be registered as such in
the Registry.

Prohibited Noteholders .......... The following persons and entities shall be prohibited
from purchasing and/or holding any Notes of the Issuer:
(1) subsidiaries and affiliates of the Issuer, including the
subsidiaries and affiliates of the Issuer’s subsidiaries and
affiliates; or (2) unit investment trust funds managed by
the Trust Department of the Issuer, its subsidiaries, and
affiliates, or other related entities; or (3) other funds
being managed by the Trust Department of the Issuer, its
subsidiaries and affiliates or other related entities where
(a) the fund owners have not given prior authority or
instruction to the Trust Department to purchase or invest
in the Notes or (b) the authority or instruction of the fund
owner and his understanding of the risk involved in
purchasing or investing in the Notes are not fully
documented. For purposes hereof, an “affiliate” refers to
a related entity linked by means of ownership of at least
20% to not more than 50% of its outstanding voting stock.
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Secondary Trading ................. All secondary trading of the Notes shall be coursed
through a Market Maker or effected using the trading
facilities of PDEx, as applicable, subject to the payment
by the Noteholder of fees to the Market Maker or
payment of applicable fees in connection with trading on
PDEx, and the Registrar. Any transfer between investors
of different tax status with respect to the Issue shall only
be effective on an Interest Payment Date. Transfers shall
be subject to the procedures of the Registrar.

Transferability ........................ Negotiations or transfers of the Notes to one other than
the Issuer prior to Maturity Date shall not constitute
pre-termination.

Qualification Determination ... Each Selling Agent and Limited Selling Agent (in the case
of initial issuance of the Notes) and each Market Maker
(in the case of secondary trading of the Notes) shall
verify the identity and other relevant details of each
investor and ascertain that the proposed holder or
transferee of a Note is not a Prohibited Noteholder. In the
event that the Notes are listed on PDEx, the obligation to
verify the identity and other relevant details of each
investor and ascertain that the proposed holder or
transferee of a Note is not a Prohibited Noteholder shall
be performed by the trading participants of the PDEx.
Final determination shall, however, rest with the Issuer.
The Noteholder shall immediately submit any and all
information reasonably required by the Selling Agents,
Limited Selling Agents, and/or Market Makers with
respect to the qualification of the proposed holder or
transferee in order to determine that such Noteholder or
transferee is not a Prohibited Noteholder.
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Status and Subordination ...... The Notes will constitute direct, unconditional,
unsecured, and subordinated obligations of the
Issuer. Claims of all the Noteholders in respect of the
Notes will at all times rank pari passu without any
preference among themselves.

However, claims of all Noteholders will enjoy priority
over the rights and claims of holders of all classes of
equity securities of the Issuer, including holders of
preference shares, if any. Noteholders or their
transferees shall not be allowed, and hereby waive
their right, to set off any amount that may be due the
Issuer.

Upon any distribution to creditors of any assets of
the Issuer in the event of any insolvency or
liquidation of the Issuer, the claims of Noteholders
for principal and interest in respect of the Notes shall
be subordinated in right of payment to claims
(whether actual or contingent, present or future) of
all depositors and creditors of the Issuer, except
those creditors that are expressly ranked equally
with or junior to the Noteholders in right of payment.

THE NOTES, LIKE OTHER SUBORDINATED
INDEBTEDNESS OF THE ISSUER, ARE
SUBORDINATED TO THE CLAIMS OF DEPOSITORS
AND ORDINARY CREDITORS, ARE NOT A DEPOSIT,
AND ARE NOT GUARANTEED NOR INSURED BY THE
ISSUER OR ANY PARTY RELATED TO THE ISSUER,
SUCH AS ITS SUBSIDIARIES AND AFFILIATES, OR
THE PHILIPPINE DEPOSIT INSURANCE
CORPORATION, OR ANY OTHER PERSON.

The Notes shall not be used as collateral for any loan
made by the Issuer or any of its subsidiaries or
affiliates.
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Taxation .................................. If any payments of principal and/or interest under the
Notes shall be subject to deductions or withholdings for
or on account of any present taxes, duties, assessments,
or governmental charges of whatever nature imposed,
levied, collected, withheld, or assessed by or within the
Philippines or any authority therein or thereof having the
power to tax, including but not limited to stamp, issue,
registration, documentary, value-added or similar tax, or
other taxes, duties, assessments, or government
charges, including interest, surcharges, and penalties
thereon (the Taxes), then such Taxes shall be for the
account of the Noteholder concerned, and if the Issuer
shall be required by law or regulation to deduct or
withhold such Taxes, then the Issuer shall make the
necessary withholding or deduction for the account of the
Noteholder concerned; provided, however, that all sums
payable by the Issuer to tax-exempt persons shall be
paid in full without deductions for Taxes or government
charges, subject to the submission by the relevant
Noteholder claiming the exemption of reasonable and
acceptable evidence of such exemption to the Registrar;
and provided, further, that documentary stamp tax for the
primary issue of the Notes and the documentation, if any,
shall be for the Issuer ’s account.

In the event that (a) due to a change in tax status of the
Notes because of changes in tax laws, any payments of
principal and/or interest under the Notes shall be subject
to deductions or withholdings for or on account of any
taxes, duties, assessments, or governmental charges of
whatever nature imposed, levied, collected, withheld, or
assessed by or within the Philippines or any authority
therein or thereof having the power to tax, including but
not limited to stamp, issue, registration, documentary,
value-added or similar tax, or other taxes, duties,
assessments, or government charges, including interest,
surcharges, and penalties thereon (the New Taxes), and
(b) the Issuer does not redeem the Notes prior to stated
maturity pursuant to this Master Note and the BSP Rules,
then all payments of principal and interest in respect of
the Notes shall be made free and clear of, and without
withholding or deduction for, any such New Taxes, unless
such withholding or deduction is required by law. In that
event, the Issuer shall pay to the Noteholders concerned
such additional amount as will result in the receipt by the
Noteholders of such amounts as would have been
received by them had no such withholding or deduction
for New Taxes been required.

Banking Day ........................... Any day in a week, other than Saturday or Sunday, when
banks are not required or authorized to close in Makati
City.
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SUMMARY CONSOLIDATED FINANCIAL INFORMATION
AND OPERATING DATA

The following summary financial information has been derived from the consolidated financial
statements of the Bank and its subsidiaries contained elsewhere in this document, and is
qualified in its entirety by reference to such financial statements, including the notes thereto.
The audited annual financial statements and unaudited interim financial statements have been
prepared in accordance with Philippine Financial Reporting Standards (“PFRS”).

The following data should be read together with more detailed information contained in
“Investment Considerations”, “Description of the Bank” and the financial statements and notes
included elsewhere in this Offering Circular. The Group, in accordance with Philippine
regulations and practice, publishes unaudited quarterly consolidated financial statements.
There is no requirement in the Philippines for companies to publish audited consolidated
interim statements. Accordingly, the unaudited interim financial information set out below is
provided for reference purposes only and should not be relied upon by investors to supply the
quality of information on the Bank and its subsidiaries associated with an audit. Neither the
Bank nor the Joint Lead Arrangers make any representation regarding the sufficiency of the
unaudited interim financial statements for an assessment of the profits, losses, statements of
condition and cashflows of the Bank or the Group.

In addition, the unaudited consolidated financial statements of the Bank and its subsidiaries
are not necessarily indicative of their results of operations for the full year.

For the year ended 31 December

(audited)

For the six

months ended

30 June

(unaudited)

2004(1) 2005 2006 2007

(P= millions) (P= millions)

Consolidated statements of income data
Interest income ........................................ 31,203.8 36,956.0 38,923.5 18,889.4
Interest expense ...................................... 17,719.9 17,100.2 19,824.9 8,242.6

Net interest income .................................. 13,483.9 19,855.8 19,098.6 10,646.8
Provision for impairment and credit losses 2,886.9 4,494.3 8,097.1 2,527.3
Other income ........................................... 12,401.2 9,745.1 15,256.6 8,248.6
Other expenses ........................................ 17,147.6 18,864.3 20,957.5 11,515.1
Provision for income tax ........................... 1,244.6 1,966.9 (775.7) 689.1

Net income .............................................. 4,606.0 4,275.4 6,076.3 4,163.9

Net income attributable to minority interest 521.6 488.8 551.3 348.0

Net income attributable to equity holders
of the parent company .......................... 4,084.4 3,786.6 5,525.0 3,815.9

Notes:

(1) Certain items have been restated to reflect changes in the Bank’s accounting policies for the adoption of PFRS
and PAS that became effective in 2005.
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As at 31 December

(audited)

As at 30 June

(unaudited)

2004(1) 2005 2006 2007

(P= millions) (P= millions)

Consolidated statements of condition
data

Cash and Other Cash Items ..................... 8,916.6 14,248.9 11,830.0 9,018.1
Due from Bangko Sentral ng Pilipinas ....... 15,276.9 20,685.9 54,326.8 70,508.7
Due from Other Banks .............................. 17,154.8 24,885.4 28,333.3 32,608.3
Interbank Loans Receivable and Securities

Purchased Under Agreements to Resell 37,094.1 58,320.7 67,393.1 47,413.6
Trading and Investment Securities - net .... 103,611.0 114,061.3 117,411.2 150,561.1
Loans and Receivables - net .................... 245,373.3 270,644.2 285,516.5 277,632.7
Property and Equipment - net ................... 10,484.1 10.181.6 10,388.1 10,493.1
Investments in Subsidiaries, Associates,

and Joint Ventures - net ........................ 6,527.2 6,730.5 7,707.4 8,430.9
Investment Properties - net ...................... 33,106.9 33,695.2 33,963.0 32,241.4
Other Assets - net .................................... 47,231.6 31,648.0 31,917.4 30,727.2

Total Assets ............................................. 524,776.5 585,101.7 648,786.8 669,635.0
Deposit Liabilities ..................................... 384,070.8 424,248.0 489,882.2 503,138.7
Bills Payable ............................................ 36,111.4 61,159.0 40,178.2 49,489.6
Manager ’s Checks and Demand Drafts

Outstanding .......................................... 1,372.8 1,167.3 1,580.4 1,967.1
Accrued Taxes, Interest and Other

Expenses .............................................. 4,967.9 6,558.2 5,862.3 5,938.0
Subordinated Debt ................................... 18,051.0 17,072.5 17,796.4 16,928.7
Other Liabilities ........................................ 25,451.7 21,472.7 21,311.9 21,341.2
Minority Interest ....................................... 2,922.0 3,459.9 3,902.0 3,897.2
Equity ...................................................... 51,828.9 49,964.2 68,273.4 66,934.6

Total Liabilities and Equity ........................ 524,776.5 585,101.7 648,786.8 669,635.0

Notes:

(1) Certain items have been restated to reflect changes in the Bank’s accounting policies for the adoption of PFRS
and PAS that became effective in 2005.
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As at or for the year ended 31 December

(audited)

As at or

for the six

months ended

30 June

(unaudited)

2004(1) 2005 2006 2007

Selected financial ratios
Return on assets(2) ................................... 0.9% 0.8% 1.0% 1.3%
Return on equity(3) ................................... 9.0 8.4 10.3 11.7
Net interest margin(4) ............................... 3.4 4.5 3.7 3.9
Cost to income ratio(5) .............................. 66.2 63.7 61.0 60.9
Loans to deposits(6) .................................. 69.8 64.6 57.7 54.9
Tier 1 capital adequacy ratio(7) ................. 11.3 11.3 12.5 12.5
Total capital adequacy ratio(8) ................... 17.2 17.1 17.7 17.7
Total shareholders’ equity to total assets(9) 10.4 9.1 11.1 10.6
Total non-performing loans (including

loans for sale) to total loans(10) ............. 18.2 14.8 10.9 11.5
Total non-performing loans (excluding

loans for sale) to total loans(11) ............. 13.1 9.6 6.9 7.5
Allowances for credit losses to total

loans(12) ............................................... 7.0 6.5 4.2 4.7
Allowances for credit losses to total non-

performing loans (including loans for
sale)(13) ................................................ 36.4 41.5 37.3 39.3

Allowances for credit losses to total non-
performing loans (excluding loans for
sale)(14) ................................................ 53.7 67.8 61.5 62.7

Non-accruing loans (including loans for
sale) to total loans(15) ........................... 17.4 14.0 10.7 11.2

Non-accruing loans (excluding loans for
sale) to total loans(16) ........................... 12.3 8.8 6.7 7.2

Earnings per share ................................... 2.5 2.3 3.3 2.0

Notes:

1) Certain items have been restated to reflect changes in the Bank’s accounting policies for the adoption of PFRS
and PAS that became effective in 2005.

2) Net income divided by average total assets for the period indicated. For the six months ended 30 June 2007,
net income was annualised.

3) Net income divided by average total equity for the period indicated. For the six months ended 30 June 2007,
net income was annualised.

4) Net interest income divided by average interest-earning assets. For the six months ended 30 June 2007, net
interest income was annualised.

5) Total operating expenses (excluding Provisions for Impairment and Credit Losses and Income Tax) divided by
the sum of net interest income and other income.

6) Total loans divided by total deposits (excluding from other banks).

7) Tier 1 capital divided by total risk-weighted assets (non-consolidated).
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8) Total capital divided by total risk-weighted assets (non-consolidated).

9) Total equity divided by total assets.

10) Total non-performing loans (including loans for sale) divided by total loans.

11) Total non-performing loans (excluding loans for sale) divided by total loans.

12) Total allowance for credit losses divided by total loans.

13) Total allowance for credit losses divided by total non-performing loans (including loans for sale).

14) Total allowance for credit losses divided by total non-performing loans (excluding loans for sale).

15) Non-accruing loans (including loans for sale) divided by total loans.

16) Non-accruing loans (excluding loans for sale) divided by total loans.
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DISTRIBUTION AND SALE

Method of Distribution

The Notes are being issued pursuant to an approval by the BSP dated 4 September 2007 and
subject to the terms and conditions of the Master Note, as well as BSP Circular No. 280 (2001)
and BSP Memorandum to All Banks and Non-Bank Financial Institutions, dated 17 February
2003, as may be amended.

The Notes are being issued by the Issuer with (a) ING Bank N.V., Manila Branch, and Standard
Chartered Bank, Manila Branch as Joint Lead Managers, Selling Agents, and Market Makers,
(b) the Bank and First Metro Investment Corporation as Limited Selling Agents, (c)
Multinational Investment Bancorporation as Selling Agent and Market Maker, (d) Philippine
Depository & Trust Corp. as Registrar and Paying Agent, and (e) Development Bank of the
Philippines — Trust Services as Public Trustee.

No action has been or will be taken by the Issuer or the Joint Lead Arrangers in any jurisdiction
(other than the Philippines), that would permit a public offering of any of the Notes, or
possession or distribution of this Offering Circular, or any amendment or supplement thereto
issued in connection with the offering of the Notes, in any country or jurisdiction where action
for that purpose is required.

The Joint Lead Arrangers are required to comply with all laws, regulations and directives as
may be applicable in the Philippines, including without limitation any regulations issued by the
BSP, in connection with the offering and purchase of the Notes and any distribution and
intermediation activities, whether in the primary or secondary markets, carried out by or on
behalf of the Joint Lead Arrangers in connection therewith.

Applications to Purchase the Notes during the Offer Period

Applicants may purchase the Notes during the Offer Period by submitting fully and duly
accomplished Applications to Purchase the Notes, in quadruplicate together with all the
required attachments and the corresponding payments to the Selling Agent from whom such
application was obtained no later than 5:00 p.m. of the last day of the Offer Period.
Applications received after said date or without the required attachments will be rejected. Only
Applications to Purchase which are accompanied by cheque payments or covered by
appropriate debit instructions made out to the order of “Metrobank Tier 2 Notes Offering”
covering the entire purchase price shall be accepted by the Selling Agents.

If the Applicant is an individual, the following documents must also be submitted:

a. Photocopy of any one of the following valid identification cards (“ID”): passport, driver ’s
licence, company ID, Social Security System ID, GSIS ID or Senior Citizen’s ID or such
other ID and documents as may be required by or acceptable to the Registrar;

b. Two (2) fully executed signature cards in the form attached to the application; and

c. For aliens residing in the Philippines or non-residents engaged in trade or business in the
Philippines, consularized proof of tax domicile issued by the relevant tax authority of the
Applicant.
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If the Applicant is a corporation, partnership, trust, association or institution, the following
documents must also be submitted:

a. SEC-certified or Corporate Secretary-certified true copy of the SEC Certificate of
Registration, Articles of Incorporation and By-Laws or such other relevant organizational
or charter documents;

b. Original or Corporate Secretary-certified true copy of the duly notarized certificate
confirming the resolution of the Board of Directors and/or committees or bodies
authorizing the purchase of the Notes and specifying the authorized signatories; and

c. Two (2) fully executed signature cards duly authenticated by the Corporate Secretary, in
the form attached to the application.

Corporate applicants who are claiming tax exemption must also submit the following:

a. Certified true copy of the original tax exemption certificate, ruling or opinion issued by the
Bureau of Internal Revenue on file with the Applicant as certified by its duly authorized
officer;

b. Original of the duly notarized undertaking, in the prescribed form, declaring and
warranting its tax exempt status, undertaking to immediately notify the Issuer and the
Registrar and Paying Agent of any suspension or revocation of its tax exempt status and
agreeing to indemnify and hold the Issuer and the Registrar and Paying Agent free and
harmless against any claims, actions, suits, and liabilities resulting from the non-
withholding of the required tax; and

c. Such other documentary requirements as may be required by the Registrar as proof of the
Applicant’s tax-exempt status.

Allocation and Issue of the Notes

Applications to Purchase the Notes shall be subject to the availability of the Notes and
acceptance by the Issuer. The Joint Lead Arrangers, in consultation with the Issuer, reserve
the right to accept, reject, scale down or reallocate any Application to purchase the Notes
applied for.

In the event that payment supporting any Application is returned by the drawee bank for any
reason whatsoever, the Application shall be automatically cancelled and any prior acceptance
of the Application shall be deemed revoked. If any Application is rejected or accepted in part
only, the application money or the appropriate portion thereof will be returned without interest
by the relevant Selling Agent.

On the Issue Date, the Selling Agents shall, on behalf of the Issuer, accept the relevant
Applications to Purchase. The acceptance of the Application to Purchase shall ipso facto
convert such Application to Purchase into a purchase agreement between the Issuer and the
relevant Noteholder.

Upon confirmation by the Issuer of acceptance of the relevant Applications and the respective
amount of Notes, the Selling Agents shall issue the relevant purchase advice (the “Purchase
Advice”) to successful applicants confirming the acceptance of their offer to purchase the
Notes and consequent ownership thereof and stating the pertinent details including the amount
accepted, with copies to the Registrar.
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The Registrar shall rely solely on the Purchase Advice in its preparation of the Registry and
the issuance of the Registry Confirmation for each Noteholder. Within five (5) Banking Days
from the Issue Date, the Registrar shall distribute the Registry Confirmations directly to the
Noteholders in the mode elected by the Noteholder as indicated in the Application to Purchase.

Transactions in the Secondary Market

All secondary trading of the Notes shall be coursed through a Market Maker or effected using
the trading facilities of PDEx, as applicable, subject to the payment by the Noteholder of fees
to the Market Maker or payment of applicable fees in connection with trading on PDEx, and the
Registrar. Any transfer between investors of different tax status with respect to the Issue shall
only be effective on an Interest Payment Date. No transfers will be effected during the period
between the Record Date and an Interest Payment Date or Principal Payment Date, inclusive.

The Registrar shall register any transfer of the Notes upon presentation to it of the following
documents in form and substance acceptable to it:

• the seller/transferor ’s Letter of Authority to Sell;

• Letter Instruction of the Market Maker;

• the relevant Purchase Advice of the buyer/transferee (with the information provided
therein duly set forth in typewritten form);

• duly accomplished Investor Registration Form of the buyer/transferee as prescribed by
the Registrar (in case of a new holder);

• proof of the qualified tax-exempt status of the transferee, if applicable, and the covering
Affidavit of Undertaking;

• proof of payment of applicable taxes (if any are due);

• the original duly endorsed signature cards of the buyer/transferee and such other original
or certified true copies of other documents submitted by the buyer/transferee in support
of the transfer or assignment of the Notes in its favour;

• the appropriate secretary’s certificate attesting to the board resolutions authorizing the
transfers and acceptances as well as designating the authorized signatories, together
with specimen signature cards duly signed by the parties, and duly authenticated by each
party’s corporate secretary; and

• such other documents that may be required by the Registrar, including those for
Non-Trade Transactions.

Transfers of the Notes made in violation of the restrictions on transfer under the Terms and
Conditions shall be null and void and shall not be registered by the Registrar.

Interest and Principal Payment

On the relevant Payment Date, the Registrar shall, upon receipt of the corresponding funds
from the Issuer, make available to the Noteholders the amounts net of taxes and fees (if any),
either by way of direct credits to the bank accounts identified by the Noteholders in the
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Purchase Advice or by way of issuance of manager ’s checks either: (a) for personal pick-up
by the Noteholder or its duly authorized representative at the office of the Registrar, or (b) for
delivery via registered mail, at the Noteholder ’s risk, to the mailing address of the Noteholder
as indicated in the Purchase Advice.

The Registrar shall require the presentation of and shall verify the following documents if the
manager ’s check will be made available through pick up at the designated office of the
Registrar: (a) letter authority signed by the Noteholder or its authorized signatory; (b) valid
identification cards of both the Noteholder and its duly authorized representative acceptable
to the Registrar; and (c) such other documents as the Registrar may reasonably deem
necessary to enable it to verify the identity of the person receiving the manager ’s check and/or
the letter authority given.
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INVESTMENT CONSIDERATIONS

Before investing in the Notes, prospective investors should carefully consider all the
information contained in this Offering Circular, including the investment considerations
described below, before making an investment decision. The business, financial condition, and
results of operations of the Bank could be materially and adversely affected by any of these
investment considerations. The market price of the Notes could decline due to any one of
these risks, resulting in loss of all or part of the initial investment in the Notes. The following
discussion is not intended to be a comprehensive discussion of the risk and other factors and
is not in any way meant to be exhaustive. Investors are encouraged to make their own
independent, legal, financial, and business examination of the Bank and the market. Neither
the Bank nor the Joint Lead Arrangers make any warranty or representation on the
marketability, price, or market increments or profits that may arise out of any investment in the
Notes.

CONSIDERATIONS RELATING TO THE PHILIPPINES

Substantially all of the Group’s operations and assets are based in the Philippines
and, therefore, a slowdown in economic growth in the Philippines could materially
adversely affect the Group’s business

Substantially all of the Group’s business operations and assets are based in the Philippines.
As a result, the Group’s income, results of operations, and the quality and growth of its assets
depend, to a significant extent, on the performance of the Philippine economy. In the past, the
Philippines has experienced period of slow or negative growth, high inflation, significant
devaluation of the Philippine currency and the imposition of exchange controls.

From mid-1997 to 1999, the economic crisis in Asia adversely affected the Philippine economy,
causing a significant depreciation of the Peso, increased interest rates, increased volatility
and the downgrading of the Philippine local currency rating and the ratings outlook for the
Philippine banking sector. These factors had a material adverse impact on the ability of many
Philippine companies to meet their debt servicing obligations, causing investment growth to
come to a standstill. Even the national government had to declare that it was in a state of fiscal
crisis as the country’s debt to GDP ratio ballooned to 78% in 2004, further casting doubt on the
government’s ability to continue its infrastructure development plan.

However, since then, prudent belt-tightening measures coupled with additional tax measures
enabled the government to improve its fiscal condition and attract much-needed foreign
investments. GDP growth for the first two quarters of 2007 has accelerated to 7.1% and 7.5%
respectively, outpacing the 5.7% and 5.1% registered in the same period in 2006. Meanwhile,
debt to GDP ratio is expected to improve to 59.4% in 2007 and 54.2% in 2008. The
Government has also stood by its forecast to cap its budget deficit for the year 2007 to P= 63
billion through the sale of its various stakes in Philippine National Oil Corporation-Energy
Development Corporation, San Miguel Corporation, and Philippine National Bank.

Although the Government has managed to improve its finances and promote growth, the
prospect for future growth is uncertain. The government may need to increase its borrowings
if revenue-collection efforts falter. Any deterioration in the economic conditions in the
Philippines may materially adversely affect the Group’s borrowers and contractual
counterparties. There can be no assurance that current or future governments will adopt
economic policies for sustaining economic growth.
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An increase in interest rates could decrease the value of the Bank’s securities
portfolio and raise the Bank’s funding costs

Interest rates in the Philippines have effectively been decreasing in recent years as the BSP
sought to stimulate sustainable growth and employment through encouraging long-term
stability in the economy. To encourage bank lending, the BSP first implemented a tiering
scheme on its overnight borrowing rate in November 2006. It eventually removed the tiering
scheme and cut the headline rate to 6% and opened up Special Deposit Accounts (“SDAs”) to
siphon excess liquidity in the market. Although it can be seen that interest rates have remained
favorable during the past few years, there can be no assurance that interest rates would be
kept at their current levels.

The Bank realizes income from the margin between income earned on its assets and interest
paid on its liabilities. As some of its assets and liabilities are re-priced at different times, the
Bank is vulnerable to fluctuations in market interest rates. As a result, volatility in interest rates
could have a material adverse effect on the Bank’s financial condition, liquidity and results of
operations.

An increase in interest rates could lead to a decline in the value of securities in the Bank’s
portfolio. A sustained increase in interest rates will also raise the Bank’s funding costs without
a proportionate increase in loan demand (if at all). Rising interest rates will therefore require
the Bank to re-balance its assets and liabilities in order to minimize the risk of potential
mismatches and maintain its profitability. In addition, rising interest rate levels may adversely
affect the economy in the Philippines and the financial condition and repayment ability of its
corporate and retail borrowers, including holders of credit cards, which in turn may lead to a
deterioration in the Bank’s credit portfolio.

Depreciation in the value of the Peso against the U.S. dollar and other currencies
could adversely affect the Group’s business

During the last decade, the Philippine economy has, from time to time, experienced
devaluations of the Peso and limited availability of foreign exchange. In July 1997, the BSP
announced that it would allow market forces to determine the value of the Peso. Since 30 June
1997, the Peso has experienced periods of significant depreciation and has declined from
P= 29.00 = U.S.$1.00 (period average) in July 1997 to a low of P= 49.90 = U.S.$1.00 for the month
ended (period average) December 2000. In recent years, the Peso has appreciated and the
exchange rate (period average) has gone from P= 56.04 = U.S.$1.00 in 2004 to P= 46.07 =
U.S.$1.00 in August 2007. Although the Philippine Peso has appreciated over the years, there
is no assurance of the Peso’s further appreciation given the concerns hounding the health of
the global economy sparked by the turmoil in the U.S. housing market.

Future declines in the value of the Peso against foreign currencies may affect the ability of the
Bank’s customers to service debt obligations denominated in foreign currencies and may
increase the level of non-performing loans. Furthermore, under BSP guidelines, Banks, shall
at all times, comply with 100% FCDU/EFCDU asset cover and 20% liquidity cover. As at 31
December 2006, the Bank had P= 648.8 billion of assets (of which P= 126.3 billion were in its
FCDU books) and P= 132.2 billion of liabilities denominated in foreign currencies. As at June 30,
2007, the Bank had P= 669.6 billion of assets (of which P= 138.0 billion were in its FCDU books)
and P= 140.4 billion of liabilities denominated in foreign currencies. The Bank has entered into
foreign exchange forward contracts as a means of hedging against foreign currency
fluctuations. However, there can be no assurance that the Bank will be able to successfully
hedge its exposure to foreign currency risks.
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In addition, changes in currency exchange rates may result in significantly higher domestic
interest rates, liquidity shortages and capital or exchange controls. This could result in a
reduction of economic activity, economic recession, sovereign or corporate loan defaults,
lower deposits and increased cost of funds. The foregoing consequences, if they occur, would
have a material adverse effect on the Group’s financial condition, liquidity and results of
operations.

The low credit ratings of the Government may adversely affect the Bank’s business

On 17 January 2005, Standard & Poor ’s Rating Services (“S&P”) lowered its long-term foreign
currency sovereign credit rating for the Philippines to “BB-” from “BB”, and its long-term local
currency sovereign credit rating for the Philippines to “BB+” from “BBB-”. S&P also lowered its
short-term local currency sovereign credit rating on the Government to “B” from “A-3”, and
affirmed its short-term “B” foreign currency sovereign credit rating. S&P noted that its
downgrades reflected the Government’s inadequate response to its fiscal problems, citing little
progress on the Government’s attempts to raise tax revenue and the Government’s
dependence on foreign debt. On 7 February 2006, S&P affirmed its “BB-”/“B” foreign currency
and “BB+”/“B” local currency ratings, but revised its outlook from negative to stable, pointing
to revised expectations following policy continuity and adherence to fiscal consolidation. On 27
January 2005, Moody’s Investors Service, Inc. (“Moody’s”) also lowered its long-term foreign
currency sovereign credit rating for the Philippines from “Ba2” to “B1”. On 7 February 2006,
Moody’s affirmed its “B1” rating and its negative outlook, citing lingering political worries and
the government’s ability to raise tax revenue from the new value-added tax law. In May 2006,
Moody’s revised its foreign currency country ceilings to better reflect reduced risk of a
payments moratorium in wake of a government default. The new country ceiling was changed
to Ba3 from B1. On 14 February 2006, Fitch Ratings affirmed the country’s “BB” foreign
currency and “BB+” local currency ratings, and the “B” short-term and “BB” country ceiling
ratings. On 19 April 2006, Fitch Ratings revised its negative outlook to stable, citing improving
fiscal performance and a more settled political environment and on 18 August 2006, it revised
the country’s ceiling ratings from “BB” to “BB+”.

The low sovereign ratings of the Government directly adversely affect companies resident in
the Philippines as international credit rating agencies issue credit ratings by reference to that
of the sovereign. No assurance can be given that Moody’s, S&P, Fitch Ratings or any other
international credit rating agency will not downgrade the credit ratings of the Government and,
therefore, Philippine companies, including the Bank. Any such downgrade could have an
adverse impact on the liquidity in the Philippine financial markets, the ability of the
Government and Philippine companies, including the Bank, to raise additional financing and
the interest rates and other commercial terms at which such additional financing is available.
Interest rates on floating rate Peso denominated debt would also be likely to increase. Finally,
low or lower credit ratings of the Government and, therefore, Philippine companies may
materially adversely affect the financial condition of the Bank’s borrowers and counterparties,
which would materially adversely affect the Group’s business, financial condition and results
of operations, including the Group’s ability to grow its asset portfolio, the quality of its assets
and its ability to implement its business strategy.

Any political instability in the future may have a negative effect on the general
economic conditions in the Philippines which could have a material impact on the
financial results of the Bank and the Group

The Philippines has from time to time experienced political and military instability. Political
instability in the Philippines occurred in the late 1980s when Presidents Ferdinand Marcos and
Corazon Aquino held office. In 2000, the President of the Philippines at that time, Joseph
Estrada, was subject to allegations of corruption, culminating in impeachment proceedings,
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mass public protests in Manila, withdrawal of support of the military and his removal from
office. The Vice-President at that time, Gloria Macapagal-Arroyo, was sworn in as President
on 20 January 2001. On 27 July 2003, a group of 70 officers and over 200 soldiers from the
Philippine army, navy and air force attempted a coup d’etat against the Macapagal-Arroyo
administration which ended after 20 hours of negotiation between the group and the
Government.

In May 2004, the Philippines held presidential elections as well as elections for the Senate and
the House of Representatives. President Macapagal-Arroyo was elected for a second six-year
term. However, certain opposition candidates, including defeated presidential candidate
Fernando Poe, Jr., questioned the election results, alleging massive fraud and
disenfranchisement of voters. Allegations of fraud committed during the May 2004 election
have intensified since June 2005 in light of revelations that President Arroyo had spoken with
an official from the independent Commission on Elections during the counting of votes.
President Arroyo admitted to speaking with an election official but insists that she did not
participate in fraud or induce the Commission on Elections to tamper with the election. The
President maintains that she won the 2004 elections fairly and has cited the approval of
international election observers and the Philippine National Movement for Free Elections. On
25 July 2005, the impeachment complaints that were filed by several citizens and opposition
lawmakers in the House of Representatives against President Arroyo, based on the allegations
of culpable violation of the Constitution, graft and corruption and betrayal of the public trust,
were referred by the speaker of the House to the Committee on Justice. All impeachment
complaints previously filed were ultimately dismissed, however several cases have been filed
with the Supreme Court questioning the constitutionality of the decision.

On 24 February 2006, President Arroyo declared a state of emergency after security forces
thwarted what they claimed was a plot to overthrow the President. The purported coup d’etat
coincided with demonstrations marking the 20th anniversary of the “people power” revolution
that toppled former President Marcos. The President lifted the state of emergency on 3 March
2006.

In September 2007, purported massive corruption allegations again plagued the Arroyo
administration. The group of House Speaker Jose de Venecia’s son, the losing bidder in the
government’s US$300 million National Broadband Network (“NBN”) deal, accused Commission
on Elections Chairman Benjamin Abalos’ camp of overpricing the deal by as much as US$200
million by offering bribes to several key government officials- including US$10 million to him
to back off from the bidding. Testimonies from the succeeding Senate inquiry further revealed
that the First Gentleman intervened on behalf of Abalos. This much-publicized controversy has
forced Abalos to resign from his current post and further caused a dent in the already fragile
pro-Arroyo coalition in the House of Congress. It further casts a doubt on the Arroyo
adminstration’s promise of a more transparent governance.

No assurance can be given that the future political environment in the Philippines will be stable
or that current or future Governments will adopt economic policies conducive to sustaining
economic growth. Political instability in the Philippines could negatively affect the general
economic conditions in the Philippines which could have a material impact on the financial
results of the Bank and the Group.

An increase in the number of terrorist attacks, or the occurrence of a large-scale
terrorist attack, in the Philippines could negatively affect the Philippine economy
and, therefore, the Group’s financial condition and its business

The Philippines has been subject to a number of terrorist attacks in recent years. An increase
in the number of terrorist attacks, or the occurrence of a large-scale terrorist attack, in the
Philippines could negatively affect the Philippine economy and, therefore, the Group’s
financial condition and its business.
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The Philippine army has been in conflict with the Abu Sayyaf organization, which has ties to
the al-Qaeda terrorist network and has been identified as being responsible for kidnapping and
terrorist activities in the Philippines. There has been a series of bombings in the Philippines,
mainly in southern cities. Although no one has claimed responsibility for these attacks,
Philippine military officials have stated that the attacks appeared to be the work of the Abu
Sayyaf organization. On 14 February 2005, three bombs exploded in the cities of General
Santos, Davao and Makati, killing at least 11 people and injuring over 100 people. The Abu
Sayyaf organization claimed responsibility for the blasts. There can be no assurance that the
Philippines will not be subject to further, or an increased number of, acts of terrorism in the
future. Terrorist attacks have, in the past, had a material adverse effect on investment and
confidence in, and the performance of, the Philippine economy and, in turn, the Group’s
business. Furthermore, there can be no assurance that the Philippines will not suffer a
large-scale terrorist attack which cripples the Philippine economy for a significant period of
time.

CONSIDERATIONS RELATING TO THE BANK

The Bank, on a consolidated basis, may face increasing levels of non-performing
loans and provisions for credit losses

The Bank’s results of operations have been, and continue to be, negatively affected by the
level of its non-performing loans. For the years ended 31 December 2004, 2005 and 2006, the
Bank’s provisions for credit losses were P= 2.9 billion, P= 4.5 billion and P= 8.1 billion, respectively,
representing approximately 21.4%, 22.6% and 42.4% of the Bank’s net interest income for
these periods. Ongoing volatile economic conditions in the Philippines may adversely affect
the ability of the Bank’s borrowers to finance their indebtedness and, as a result, the Bank may
continue to experience an increase in non-performing loans and provisions for credit losses.
The Bank’s consolidated non-accruing loans (including Loans for Sale), as defined by BSP
Circular No. 248, decreased by 22.3% to P= 31.6 billion as at 31 December 2006 from P= 40.6
billion as at 31 December 2005. As at 30 June 2007, the Bank’s consolidated non-accruing
loans (including Loans for Sale), amounted to P= 32.3 billion (representing 11.2% of the Bank’s
total loans as at that date). In addition, the Bank’s provision for the six months ended 30 June
2007 was P= 2.5 billion.

Volatile economic conditions in the Philippines, including volatile exchange and interest rates,
continue to adversely affect many of the Bank’s customers, causing uncertainty regarding their
ability to fulfil obligations under the Bank’s loans and significantly increasing the Bank’s
exposure to credit risk. These and other factors could result in an increased number of
non-performing loans in the future. Any significant increase in the Bank’s non-performing loans
would have a material adverse effect on its financial condition, capital adequacy and results
of operations.

The Bank’s strategy to reduce or restructure its non-performing assets may not be
successful

Under the terms of an agreement dated 27 June 2002 (the “SPV Sale Agreement”), the Bank
agreed to sell P= 16.9 billion in principal value and interest on non-performing assets (the
“Loans for Sale”) to a special purpose vehicle (the “SPV”) owned and controlled by foreign
investors unrelated to the Bank. The Bank entered into this agreement in anticipation of the
introduction of the Special Purpose Vehicle Act of 2002 (Republic Act No. 9182) (the “SPV
Act”), under which certain tax incentives are available for special-purpose asset management
companies that acquire non-performing assets from financial institutions in the Philippines.
However, following the introduction of the SPV Act and the implementing rules and regulations
thereunder, the Bank had discussions with the BSP in relation to the terms of the SPV Sale
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Agreement (and the extent to which such agreement complies with the SPV Act and
regulations thereunder). Under the terms of the SPV Sale Agreement, the Bank agreed to sell
to the SPV, the non-performing loans at their face value with the benefit of the underlying
property collateral. In return for the non-performing loans, the SPV agreed to pay
consideration in the form of P= 5.0 billion in cash and P= 11.9 billion in the form of subordinated
debt securities with a maturity of 7 years and interest rate of 2% per annum. To finance the
cash consideration to be paid to the Bank, the SPV issued US$60 million and P= 2.5 billion in
principal value of senior debt securities which were sold to entities unrelated to the Bank. The
Bank received P= 2.5 billion in cash as part consideration. The remaining P= 2.5 billion was
deposited by the SPV with the Bank in an account in the name of the SPV, pending receipt of
BSP approval. The amount to be received by the Bank in respect of the subordinated debt
securities will depend on the economic value realized by the SPV in respect of the
non-performing loans. Accordingly, the Bank may not recover or receive the full principal
amount of the subordinated debt securities.

The BSP required that certain changes be made to the terms of the SPV Sale Agreement in
order for the SPV Sale Agreement to comply with the SPV Act and regulations thereunder. In
addition, the accounting classification and treatment of the sale of the non-performing loans
(and the receipt of the subordinated debt securities as consideration) have been evaluated by
the BSP. On 28 November 2003, the BSP approved the terms of the SPV Sale Agreement. The
non-performing loans for sale were classified by the Bank as Other Assets (Assets Held by
SPVs) on its balance sheet. The Bank does not have any direct or indirect interest in the SPV.
See Notes 9 and 13 of the Unaudited Consolidated Financial Statements as at 30 June 2007.
The Bank had previously allocated approximately P= 3.0 billion of specific provisions to the
non-performing loans sold to the SPV. In anticipation of such sale, these provisions have been
reallocated as general provisions against future loan losses.

On 1 April 2006, the Bank received two subordinated notes issued by Cameron Granville 3
Asset Management, Inc. (“CG3AMI”) and LNC 3 Asset Management, Inc. (“LNC3AMI”) with
total face amount of P= 12.0 billion in exchange for the subordinated P= 11.9 billion subordinated
debt securities issued by the SPV described above. The subordinated notes issued by
CG3AMI and LNC3AMI with face amount of P9.4 billion and P2.6 billion, respectively, are 0%
coupon and payable over five (5) years starting 1 April 2006, with roll over of two (2) years at
the option of the note issuers. This in effect would still retain some of the risks pertaining to
the NPLs with the Bank as it holds approximately P= 12.0 billion in subordinated debt securities
from both CG3AMI and LNC3AMI.

On another account, in 15 October 2004, Global Ispat Holdings, Inc. (“GIHI”) and Global
Steelworks International Inc. (“GSII”), both SPV companies, and the National Steel
Corporation (“NSC”) creditors, of which the Bank is a part, entered into an agreement which
sets forth the terms and conditions upon which the NSC creditors have agreed to accept
zero-interest coupon notes in the aggregate amount of P= 12.2 billion to be issued by SPV
companies in settlement of the liabilities of NSC. The zero-interest coupon notes were issued
in two tranches, namely, (a) Tranche A Note in the principal amount of P= 2.0 billion and (b)
Tranche B Note in the principal amount of P= 10.2 billion, which notes are secured by a first
ranking mortgage and security interest over the NSC plant assets and stand-by letters of credit
by the SPV companies in accordance with the schedule in the agreement.

On 15 October 2004, the Bank received Tranche A Note with a principal amount of P= 121.7
million and Tranche B Note with a principal amount of P= 510.2 million in exchange of the
outstanding receivable from NSC of P= 776.4 million. The Bank carried the subordinated notes
at discounted values using a discount rate of 13.2%. The carrying value of such investments
as at 30 June 2007 and 31 December 2006 amounted to P= 360.3 million and P= 338.6 million,
respectively.
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The Bank’s provisioning policies in respect of non-performing loans require
significant subjective determinations which may increase the variation of application
of such policies

BSP regulations require that Philippine banks classify non-performing loans based on four
different categories corresponding to levels of risk: Loans Especially Mentioned, Substandard,
Doubtful and Loss. Generally, classification depends on a combination of a number of
qualitative as well as quantitative factors such as the number of months payment is in arrear,
the type of loan, the terms of the loan and the level of collateral coverage. These requirements
have in the past, and may in the future, be subject to change by the BSP. Periodic examination
by the BSP of these classifications may also result in changes being made by the Bank to such
classifications and to the factors relevant thereto. In addition, these requirements in certain
circumstances may be less stringent than those applicable to banks in other countries and may
result in particular loans being classified as non-performing later than would be required in
such countries or being classified in a category reflecting a lower degree of risk.

Furthermore, the level of loan loss provisions which the Bank recognizes may increase
significantly in the future due to the introduction of new accounting standards. The level of
provisions currently recognized by the Bank in respect of its loan portfolio depends largely on
the estimated value of the collateral coverage for the portfolio. The level of the Bank’s
provisions may not be adequate to cover further increases in the amount of its non-performing
loans or any future deterioration in the overall credit quality of the Bank’s loan portfolio,
including the value of the underlying collateral. In particular, the amount of the Bank’s reported
loan losses may increase in the future as a result of factors beyond the Bank’s control.

In the future, new accounting standards to be adopted in the Philippines and which are based
on International Accounting Standards (“IAS”) may require the Bank’s loan loss provisions to
reflect the net present value of the cash flows of the loan and underlying collateral. These new
accounting standards may result in the Bank recognizing significantly higher provisions for
loan loss in the future.The Bank may be unable to recover the assessed value of its collateral
when its borrowers default on their obligations which may expose the Bank to significant
losses.

The Bank may not be able to recover the value of any collateral or enforce any guarantee due,
in part, to the difficulties and delays involved in enforcing such obligations in the Philippine
legal system. In order to foreclose on collateral or enforce a guarantee, banks in the
Philippines are required to follow certain procedures specified by Philippine law. These
procedures are subject to administrative and bankruptcy law requirements more burdensome
than in certain other jurisdictions. The resulting delays can last several years and lead to
deterioration in the physical condition and market value of the collateral, particularly where the
collateral is in the form of inventory or receivables. In addition, such collateral may not be
insured. These factors have exposed, and may continue to expose, the Bank to legal liability
while in possession of the collateral. These difficulties may significantly reduce the Bank’s
ability to realize the value of its collateral and therefore the effectiveness of taking security for
the loans it makes. The Bank carries the value of the foreclosed properties at the lower of the
bid price and the loan balance plus accrued interest at the time of such foreclosures. While the
Bank at each balance sheet date, marks to market its foreclosed properties in accordance with
PFRS and BSP regulations, it may incur further expenses to maintain such properties. In
realising cash value for such properties, the Bank may incur further expenses such as legal
fees and taxes associated with such realisation.
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The Bank has a high exposure to the Philippine property market

The Bank has significant exposure to the Philippine property market due to its portfolio of loans
to property companies as well as the level of property it holds as collateral. As at 31 December
2006, loans secured on property collateral accounted for 32.4% of the Bank’s total secured
loans to customers and loans to customers involved in real estate, renting and business
activities accounted for 18.5% of the Bank’s total loans to customers. As at 30 June 2007,
these levels were at 33.3% and 18.2%, respectively. The Philippine property market is highly
cyclical, and property prices in general have been volatile. Since 1997, property prices have
undergone a significant decline, and transaction volumes in the Philippine property market
have also generally declined. Property prices are affected by a number of factors, including,
among other things, the supply of and demand for comparable properties, the rate of economic
growth in the Philippines and political and economic developments. Accordingly, an extended
downturn in the Philippine property sector could increase the level of the Bank’s non-
performing loans and related provisions for credit losses, reduce the Bank’s net income and
consequently adversely affect the Bank’s business, financial condition and results of
operations generally.

The Bank is also exposed to the property market through its significant holding of property and
other real estate which has been acquired following enforcement of its collateral interest under
non-performing loans. Over the past three financial years, the level of investment properties
of the Bank has increased significantly, reflecting the level of non-performing loans during this
period. As at 31 December 2006, the Bank’s investment properties (net) amounted to
approximately P= 34.0 billion, representing an increase of 0.8% from 31 December 2005. As at
30 June 2007, the value of the Bank’s investment properties (net) of P= 32.2 billion represented
4.8% of the Bank’s total assets.

While the amount of investment properties appearing on the Bank’s balance sheet is shown net
of allowance for impairment losses and depreciation in value, there can be no assurance that
the Bank will be able to recover the full estimated value of investment properties stated in its
financial statements. Furthermore, given the Bank’s significant amount of investment
properties, it may take a number of years before the Bank is able to realize a significant part
of the value of its investment properties. There can therefore be no assurance that the Bank
will be able to realize the full value of its investment properties. Furthermore, the Bank is
required by BSP guidelines to recognize annual provisions against investment properties
which have been held for a period of five years or more. A provision of 10% is required to be
made in the sixth year, increasing incrementally to a required provision of 50% at the end of
the tenth year. As a result of these provisioning requirements, the Bank may be required to
recognize levels of provisions in future years which are higher than those currently recognized
by the Bank.

The bank may experience pressure on capital with the implementation of the new
Basel II standards

On 2 June 2006, the Monetary Board of the BSP approved major revisions to the country’s
risk-based capital adequacy framework for implementation on 1 July 2007, to align the existing
Basel II-compliant framework with the new Basel II standards, as issued by the Basel
Committee on Banking Supervision (“BCBS”), an international committee of banking
supervisory authorities.

Basel II standards make regulatory capital requirements more risk sensitive and reflective of
all, or at least most, of the risks banks are exposed to. In terms of minimum capital
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requirements, Basel II standards include the addition of specific capital requirements for credit
derivatives, securitization exposures, counterparty risk in the trading book, and operational
risk. Another major change is the imposition of a capital requirement on foreign currency
denominated credit exposures to the Philippine government.

Capital adequacy and capital ratios are expected to change with the implementation of Basel
II. Although the present minimum overall capital adequacy ratio of 10% was maintained, major
methodological revisions to the calculation of minimum capital may result in banks needing to
raise capital to hold against greater or additional weights on its credit, market and operational
risk exposures.

As at 31 December 2006 and 30 June 2007, the Bank had a capital adequacy ratio of 17.7%
and 17.7%, respectively.

The results of operations of certain of the Bank’s businesses may vary significantly
from time to time

As a result of (i) the significant acquisitions the Bank has made over the past three financial
years, (ii) the varying levels of provisions it has made in respect of non-performing loans,
investment properties, pension liabilities, impairment in the value of investments and other
developments, and (iii) the varying gains recognized by the Bank as a result of its trading of
Philippine Government treasury securities, the Bank’s results of operations have varied from
period to period in the past and may fluctuate significantly in the future due to these and other
factors. For instance, in the year ended 31 December 2006, the Bank recorded net gains from
trading activities equal to P= 3.95 billion, compared to P= 331.32 million in the year ended 31
December 2005.

Furthermore, In the year ended 31 December 2006, with respect to the Bank’s equity
investments in associated companies, the Bank recognized an impairment in value of P= 34.2
million, reflecting a decline in the value of certain shareholdings held by the Bank at that date.

The Bank’s results of operations may be adversely affected by a revaluation of the
unfunded liability in relation to the Group’s retirement plans

The retirement funds operated by the Bank and certain of its subsidiaries are funded
non-contributory retirement plans covering all their permanent and full-term officers and
employees. As at 31 December 2006, the fair value of the retirement plan assets of the Bank
amounted to P= 3.0 billion. As at 31 December 2006, the Bank had an unfunded actuarial liability
of P= 1.8 billion, which is amortized by the Bank over the estimated average remaining working
lives of participating employees. The Bank’s retirement expenses associated with these plans
amounted to P= 362.5 million in 2004, P= 363.0 million in 2005 and P= 270.71 million in 2006. In
addition to the Bank’s unfunded actuarial liability under its retirement plan, certain subsidiaries
of the Bank had unfunded liabilities amounting to an aggregate of P= 397.4 million as at 31
December 2006.

The principal actuarial assumptions used by the Bank to determine retirement benefits include
an investment earning rate of 12% and a salary increase of 9% per annum, compounded
annually. If these assumptions prove to be incorrect, the Bank’s funding obligations in respect
of its retirement plans may be significantly higher. If the Bank reassesses the unfunded
actuarial liability in relation to the Group’s retirement plan in the future; this revaluation may
require the Bank to increase the amount it amortizes each year in respect of its retirement fund
liabilities, which would adversely affect the Bank’s net income. See Note 26 to the Audited
Consolidated Financial Statements.
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CONSIDERATIONS RELATING TO THE NOTES

Subordination of the Notes; limited right to accelerate

The Notes will constitute direct, unsecured and subordinated obligations of the Bank ranking
pari passu without any preference among themselves. In the event of a winding-up of the Bank,
the claims of Noteholders will be subordinated in right of payment to the prior payment in full
of all liabilities (whether actual or contingent, present or future) of the Bank (including all
deposit liabilities and other liabilities of the Bank and all offices and branches of the Bank),
except those liabilities which by their terms rank equal with or junior to the Notes. In particular,
the Notes will rank equally with the US$125,000,000 and US$200,000,000 Subordinated Notes
due 2012 and 2013 issued by the Bank in November 2002 and October 2003. The Notes are
not deposits and are not guaranteed nor insured by the Bank or any party related to the Bank,
such as its subsidiaries and affiliates, or the Philippine Deposit Insurance Corporation, or any
other person.

As a consequence of these subordination provisions, in the event of a winding-up of the Bank,
the holders of the Notes may recover less rateably than the holders of deposit liabilities or the
holders of other unsubordinated liabilities of the Bank. The rights of the Noteholders will also
be effectively subordinated to the rights of holders of all liabilities, including deposit liabilities,
of the Bank’s subsidiaries. As at 30 June 2007, the Bank had outstanding liabilities (including
deposit liabilities) ranking senior to the Bank’s obligations under the Notes in an aggregate
principal amount of P= 581.9 billion. The Notes and the Trust Agreement do not limit the amount
of the liabilities ranking senior to the Notes which may be hereafter incurred or assumed by the
Bank.

The rights of the Noteholders are limited in certain respects. If the Bank fails to make a
payment on the Notes when due, the holders thereof may not accelerate payment of such
Notes, but may institute proceedings to enforce the obligations of the Bank to make such
payment and may institute proceedings in the Philippines (but not elsewhere) for the winding
up of the Bank. The Noteholders may accelerate the Notes only if a winding up proceeding is
commenced or upon the occurrence of certain other related events. See “Terms and
Conditions of the Notes” for further details.

Limitation as to Use as Collateral

The Notes may not be used as collateral for any loan made by the Bank or any of its
subsidiaries or affiliates. The Noteholders are not allowed to set off any amount that may be
due to the Bank against the Notes.

Rating of the Notes

The Notes have been rated “Baa3” by Moody’s Investors Service. This rating will relate to the
timely payment of interest on the Notes and the full payment of principal of the Notes on or
before 19 October 2017. A rating is not a recommendation to buy, sell or hold securities and
may be subject to revision, suspension or withdrawal at any time by the assigning rating
organization.

Liquidity for the Notes

Noteholders may not redeem or pre-terminate the Notes before Maturity Date. Noteholders
may, however, negotiate or transfer the Notes to purchasers who are not Prohibited Holders.
In accordance with Clause D(7)(e) of BSP Memorandum to All Banks and Non-Bank Financial
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Institutions dated 17 February 2003, as amended, negotiations/transfers from one Noteholder
to another do not constitute pre-termination. Any change in the interpretation of current tax
laws subjecting the Notes to deductions or withholdings of whatever nature shall be for the
account of the Noteholder.

The liquidity for the Notes will depend in part upon the activity of market makers in developing
a trading market for the Notes. The Joint Lead Arrangers currently intend to make a market in
the Notes, but they are not obligated to do so and no assurance can be given that they will
actually do so, or if they do, that they will continue to make a market in the future. The Bank
may consider listing the Notes on the PDEx. In the event of such listing of the Notes in the
PDEx, the services of the Market Maker shall cease and secondary trading of the Notes would
be conducted on the PDEx. There can be no assurance that the Notes will be listed on the
PDEx or on any other exchange. No assurance can be given that an active trading market for
the Notes will develop.

Transfers only through Market Maker

While the Notes are not yet listed in the PDEx, all transfers of the Notes must be made through
a Market Maker. Consequently, the parties to a transfer may be subject to the guidelines of the
relevant Market Maker and the payment to the relevant Market Maker and the Registrar of any
reasonable fees. There is no assurance that the secondary trading of the Notes may not be
affected given these restrictions.

Taxation of the Notes

If, because of new or changes in the interpretations or conventions regarding current taxes,
such that any payments of principal and/or interest under the Notes shall be subject to
deductions or withholdings for or on account of any present taxes, duties, assessments, or
governmental charges of whatever nature imposed, levied, collected, withheld, or assessed by
or within the Philippines or any authority therein or thereof having the power to tax, including
but not limited to stamp, issue, registration, documentary, value-added or similar tax, or other
taxes, duties, assessments, or government charges, including interest, surcharges, and
penalties thereon (the “Taxes”), then such Taxes shall be for the account of the Noteholder
concerned, and if the Issuer shall be required by law or regulation to deduct or withhold such
Taxes, then the Issuer shall make the necessary withholding or deduction for the account of
the Noteholder concerned; provided, however, that all sums payable by the Issuer to
tax-exempt persons shall be paid in full without deductions for Taxes or government charges,
subject to the submission by the relevant Noteholder claiming the exemption of reasonable
and acceptable evidence of such exemption to the Registrar.
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TERMS AND CONDITIONS OF THE NOTES

The following, subject to completion and amendment, is the text of the terms and conditions
of the Notes. References in the following to the “Issuer” are to Metropolitan Bank & Trust
Company:

The issue of the Notes was authorized by a resolution of the Board of Directors of the Issuer
on 18 July 2007. A Trust Agreement dated 15 October 2007 (the “Trust Agreement”) has been
entered into in relation to the Notes between the Issuer and Development Bank of the
Philippines as Public Trustee. A Registry and Paying Agency Agreement dated 16 October
2007 (the “Registry Agreement”) has been entered into in relation to the Notes between the
Issuer and PDTC as Registrar and Paying Agent. The Registry Agreement includes the form
of the Notes. Copies of the Trust Agreement and the Registry Agreement are available for
inspection during normal business hours at the specified offices of the Trustee. The holders of
the Notes (the “Noteholders”) are deemed to have notice of all the provisions of the Trust
Agreement and Registry Agreement applicable to them.

Issuer .................................... Metropolitan Bank & Trust Company

Total Amount ......................... P= 8.5 Billion.

Denomination ........................ Minimum of P= 500,000.00 per Note, and increments of
P= 100,000.00 beyond the minimum.

Governing Regulation ........... Bangko Sentral ng Pilipinas (BSP) Memorandum to All
Banks and Non-Bank Financial Institutions dated 17
February 2003 and Circular No. 280 (2001) on the
issuance of unsecured subordinated debt instruments
eligible as Tier 2 capital and other related circulars and
issuances, as may be amended from time to time (the
BSP Rules).

Issue Price ............................ 100% of the face value of each Note.

Offer Period .......................... The period when the Notes are offered for sale by the
Issuer through the Selling Agents and Limited Selling
Agents to prospective Noteholders, commencing on the
start of banking hours of 1 October 2007 and ending on
12 October 2007 or such later day as may be determined
by the Issuer and Joint Lead Arrangers.

Issue Date ............................. 19 October 2007.

Settlement Date ..................... Issue Date.

Use of Proceeds .................... To raise additional Tier 2 capital for the Issuer in order to
increase and strengthen its capital base.

Interest .................................. The face value of the Note multiplied by the Initial
Interest Rate (or Step-Up Interest Rate) calculated on the
basis of a 360-day year consisting of 12 months of 30
days each month.
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Initial Interest Rate ............... 7.00% per annum payable to the Noteholder for the
period from and including the Issue Date up to, but
excluding, the last day of the 20th Interest Period (if the
Call Option is not exercised) or up to, but excluding, the
Call Option Date (if the Call Option is exercised).

Interest Periods .................... Consecutive three calendar month periods reckoned
from the Issue Date up to the numerically same day of the
third month from Issue Date, and every succeeding three
calendar month periods beginning on the last day of the
prior period up to the numerically same day of every third
month thereafter, until the Maturity Date.

Interest Payment Date ........... The last day of an Interest Period, subject to the Modified
Business Day Convention, except for the last Interest
Payment Date which shall fall on the Maturity Date. For
the avoidance of doubt, the term “Modified Business Day
Convention” means a business or banking day
convention whereby payment days that fall on a holiday
or weekend roll forward to the next Banking Day, unless
that day falls in the next calendar month, in which case
the payment day rolls backward to the immediately
preceding Banking Day.

Step-Up Interest Rate ............ (Benchmark as of Reset Date x 80%) plus the Step-Up
Spread, payable to the Noteholders in lieu of the Initial
Interest Rate beginning on the 21st Interest Period up to
the last Interest Period in the event that the Issuer does
not exercise the Call Option.

Step-Up Spread ..................... 150% x {Initial Interest Rate � (Initial Benchmark x
80%)}, which is equivalent to 2.4485%.

Reset Date ............................. The first day of the 21st Interest Period.

Initial Benchmark .................. The prevailing 5-year Fixed Rate Treasury Notes
(“FXTNs”) as published on the PDST-F section of the
PDEx Market Page under the heading “Bid Yield” as of
11:16 a.m., Manila time, (or its successor benchmark
rate) on the date to be mutually agreed upon between the
Issuer and the Joint Lead Arrangers (the “Interest Setting
Date”).

Benchmark as of Reset Date The 5-year Fixed Rate Treasury Notes (“FXTNs”) as
published on the PDST-F section of the PDEx Page
under the heading “Bid Yield” as of 11:16 a.m., Manila
time (or its successor benchmark rate), on the Reset
Date.
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If there is no rate appearing on the PDEx Page under the
heading “Bid Yield” as of 11:16 am, Manila time, on the
Banking Day immediately prior to the Reset Date, the
Public Trustee will request appropriate quotes for bid
yields for a 5-Year FXTN from four reference banks
(which shall be selected by the Public Trustee) and will
determine the arithmetic mean of these bid yields
(rounded upwards, if necessary, to the nearest one-
sixteenth of one per cent) provided that at least three
rates are so quoted.

Payment ................................ Any payment of principal or interest under the Notes shall
be made through the Paying Agent based solely on the
records of the Registrar.

Call Option ............................ On the Call Option Date, upon (x) prior approval of the
BSP subject to the following conditions: (i) the capital
adequacy ratio of the Issuer is at least equal to the
required minimum ratio; (ii) the Note is simultaneously
replaced with the issues of new capital which are neither
smaller in size nor lower in quality than the original issue;
and (y) 30-day prior written notice to the Noteholders on
record, all and not less than all of the outstanding Notes
may be redeemed at the instance of the Issuer by paying
the Noteholder the face value of the Note plus accrued
interest at the Interest Rate.

Call Option Date .................... The day when the Call Option is exercised and paid by
the Issuer which day shall be the first Banking Day after
the 20th Interest Period.

Call Option Amount .............. The face value of the Note, plus (i) accrued Interest
covering the 20th Interest Period at the Interest Rate and
(ii) accrued interest from the end of the 20th Interest
Period up to, but excluding, the Call Option Date, at the
Initial Interest Rate.

Maturity Date ......................... The last day of the 40th Interest Period from Issue Date,
which is on 19 October 2017.

Maturity Value ....................... The Notes will be redeemed on Maturity Date at their
Issue Price plus unpaid accrued applicable Interest.

Non-Preterminability ............. The Notes shall not be redeemable or terminable at the
instance of any Noteholder before Maturity Date, unless
otherwise expressly provided herein.
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Redemption other than Call
Option ................................

At any time within the first five years from Issue Date of
the Notes, upon (a) a change in tax status of the Notes
due to changes in tax laws and/or regulations or (b) the
non-qualification of the Notes Lower Tier 2 capital as
determined by the BSP, the Issuer may, upon prior
approval of the BSP and at least a 30-day prior written
notice to the Noteholders on record, redeem all and not
less than all of the outstanding Notes prior to stated
maturity by paying the Noteholder the face value of the
Note plus accrued interest at the Interest Rate. All
payments of principal and interest in respect of the Notes
as a result of such redemption under this paragraph shall
be made free and clear of, and without withholding or
deduction for, any Taxes (as defined below), unless such
withholding or deduction is required by law. In that event,
the Issuer shall pay to the Noteholders concerned such
additional amount as will result in the receipt by the
Noteholders of such amounts as would have been
received by them had no such withholding or deduction
for Taxes been required.

Form ...................................... The Notes will be registered in scripless form and will be
maintained in electronic form with the Registrar, subject
to the payment of fees to the Registrar, and in
compliance with the provisions of Rep. Act No. 8792,
otherwise known as the Electronic Commerce Act,
particularly on the existence of an assurance on the
integrity, reliability, and authenticity of the Notes in
electronic form. A Registry Confirmation, however, will be
issued by the Registrar in favour of the Noteholders in
accordance with the BSP Rules.

Registrar & Paying Agent ..... Philippine Depository & Trust Corp.

Public Trustee ....................... Development Bank of the Philippines — Trust Services

Selling Agents ....................... ING Bank N.V., Manila Branch
Standard Chartered Bank, Manila Branch
Multinational Investment Bancorporation

Limited Selling Agents .......... Metropolitan Bank & Trust Company and First Metro
Investment Corporation, whose combined distribution
amount will not exceed 50% of the total Issue Size in
accordance with BSP Rules

Market Makers ....................... Initially, ING Bank N.V., Manila Branch, Standard
Chartered Bank, Manila Branch, and Multinational
Investment Bancorporation and thereafter, the institution
appointed by the Issuer to perform the role of market
maker required under the relevant BSP rules, and may
refer, when the circumstances warrant, to PDEx.
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Noteholders ........................... The Notes may only be issued or transferred to such
persons as may be allowed under the relevant provisions
of the BSP Rules. Only Noteholders shall be entitled to
Registry Confirmations and to be registered as such in
the Registry.

Prohibited Noteholders ......... The following persons and entities shall be prohibited
from purchasing and/or holding any Notes of the Issuer:
(1) subsidiaries and affiliates of the Issuer, including the
subsidiaries and affiliates of the Issuer ’s subsidiaries and
affiliates; or (2) unit investment trust funds managed by
the Trust Department of the Issuer, its subsidiaries, and
affiliates, or other related entities; or (3) other funds
being managed by the Trust Department of the Issuer, its
subsidiaries and affiliates or other related entities where
(a) the fund owners have not given prior authority or
instruction to the Trust Department to purchase or invest
in the Notes or (b) the authority or instruction of the fund
owner and his understanding of the risk involved in
purchasing or investing in the Notes are not fully
documented. For purposes hereof, an “affiliate” refers to
a related entity linked by means of ownership of at least
20% to not more than 50% of its outstanding voting stock.

Secondary Trading ................ All secondary trading of the Notes shall be coursed
through a Market Maker or effected using the trading
facilities of Philippine Dealing and Exchange Corp
(PDEx), as applicable, subject to the payment by the
Noteholder of fees to the Market Maker or payment of
applicable fees in connection with trading on PDEx, and
the Registrar. Any transfer between investors of different
tax status with respect to the Issue shall only be effective
on an Interest Payment Date. Transfers shall be subject
to the procedures of the Registrar.

Transferability ....................... Negotiations or transfers of the Notes to one other than
the Issuer prior to Maturity Date shall not constitute
pre-termination.

Qualification Determination .. Each Selling Agent and Limited Selling Agent (in the case
of initial issuance of the Notes) and each Market Maker
(in the case of secondary trading of the Notes) shall
verify the identity and other relevant details of each
investor and ascertain that the proposed holder or
transferee of a Note is not a Prohibited Noteholder. In the
event that the Notes are listed on PDEx, the obligation to
verify the identity and other relevant details of each
investor and ascertain that the proposed holder or
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transferee of a Note is not a Prohibited Noteholder shall
be performed by the trading participants of the PDEx.
Final determination shall, however, rest with the Issuer.
The Noteholder shall immediately submit any and all
information reasonably required by the Selling Agents,
Limited Selling Agents, and/or Market Makers with
respect to the qualification of the proposed holder or
transferee in order to determine that such Noteholder or
transferee is not a Prohibited Noteholder.

Status and Subordination ..... The Notes will constitute direct, unconditional,
unsecured, and subordinated obligations of the
Issuer. Claims of all the Noteholders in respect of the
Notes will at all times rank pari passu without any
preference among themselves.

However, claims of all Noteholders will enjoy priority
over the rights and claims of holders of all classes of
equity securities of the Issuer, including holders of
preference shares, if any. Noteholders or their
transferees shall not be allowed, and hereby waive
their right, to set off any amount that may be due the
Issuer.

Upon any distribution to creditors of any assets of
the Issuer in the event of any insolvency or
liquidation of the Issuer, the claims of Noteholders
for principal and interest in respect of the Notes shall
be subordinated in right of payment to claims
(whether actual or contingent, present or future) of
all depositors and creditors of the Issuer, except
those creditors that are expressly ranked equally
with or junior to the Noteholders in right of payment.

THE NOTES, LIKE OTHER SUBORDINATED
INDEBTEDNESS OF THE ISSUER, ARE
SUBORDINATED TO THE CLAIMS OF DEPOSITORS
AND ORDINARY CREDITORS, ARE NOT A DEPOSIT,
AND ARE NOT GUARANTEED NOR INSURED BY THE
ISSUER OR ANY PARTY RELATED TO THE ISSUER,
SUCH AS ITS SUBSIDIARIES AND AFFILIATES, OR
THE PHILIPPINE DEPOSIT INSURANCE
CORPORATION, OR ANY OTHER PERSON.

The Notes shall not be used as collateral for any loan
made by the Issuer or any of its subsidiaries or
affiliates.
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Representations and
Warranties ..........................

The Issuer hereby represents and warrants to the
Noteholders, as follows:

(a) The Issuer is a corporation duly organized, validly
existing, and in good standing under and by virtue of
the laws of the Republic of the Philippines, is
registered or qualified to do business in every
jurisdiction where registration or qualification is
necessary, and has the corporate power and
authority to conduct its business as presently being
conducted and to own its properties and assets now
owned by it as well as those to be hereafter acquired
by it for the purpose of its business.

(b) All corporate authorizations, approvals, and other
acts legally necessary for the offer and issuance of
the Notes, for the circulation of the Preliminary and
Final Offering Circulars, and for the Issuer to enter
into and comply with its obligations under the Notes,
have been obtained or effected.

(c) All government authorizations, approvals, rulings,
registrations, and other acts legally necessary for
the offer, issuance, and payment of the Notes, their
respective terms, as may be amended or
supplemented, and for the Issuer to enter into and
comply with its obligations under the Notes, have
been obtained and remain valid.

(d) All conditions imposed or required under the BSP
Rules, as well as regulations of the Bureau of
Internal Revenue and other relevant agencies, in
respect of the offer, issuance, and payment of the
Notes, have been or will be complied with by the
Issuer as of the date and/or time that they are
required to be complied with.

(e) None of the information, data, or submissions made
by the Issuer, including those made available to the
Noteholders, in connection with the Notes violate
any statute or any rule or regulation of any
government agency or office, and nor do they
contain any untrue or misleading statement of a
material fact, or omit any material fact necessary or
required to be stated.

(f) The obligations of the Issuer under the Notes
constitute the Issuer ’s legal, valid, binding, direct,
and unconditional obligations, enforceable in
accordance with their terms, and the compliance by
the Issuer with its obligations under the Notes will
not conflict with, nor constitute a breach or default
of, the articles of incorporation, by-laws, or any
resolution of the board of directors or any committee
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of the Issuer, or any rights of the stockholders of the
Issuer, or any contract or other instrument by which
the Issuer is bound, or any law, regulation, or
judgment or order of any office, agency, or
instrumentality applicable to the Issuer.

(g) The Issuer is compliant with all Philippine laws,
statutes, regulations, and circulars, including
without limitation the circulars, rules, regulations,
and orders issued by the BSP.

(h) The Issuer has all authorizations, approvals,
permits, licences, and privileges from all
governmental and regulatory bodies necessary to
carry on its banking business and operations as well
as those of its subsidiaries and affiliates as currently
conducted; has not violated any of the terms and
conditions of such authorizations, approvals,
permits, and licences; and will have free and
continued use and exercise thereof.

(i) The Issuer has complied with, addressed, and
successfully and effectively implemented, to the
satisfaction of the BSP, all findings and
recommendations of the BSP resulting from all past
audits and examinations conducted by the BSP on
the Issuer.

(j) There are no legal, administrative, or arbitration
actions, suits, or proceedings pending or threatened
against or affecting the Issuer which, if adversely
determined, would have a material adverse effect on
the business operations, properties, assets, or
financial conditions of the Issuer, or which enjoin or
otherwise adversely affect the execution, delivery,
or performance of the Notes, or its offer or issuance.

(k) The audited consolidated financial statements of the
Issuer are in accordance with the books and records
of the Issuer, are complete and correct in all
material respects, have been prepared in
accordance with generally accepted Philippine
accounting principles and practices, and fairly
represent the Iss’er’s consolidated financial
condition and results of operations. There has been
no material change in the financial condition or
results of operations of the Issuer sufficient to
impair its ability to perform its obligations under the
Notes according to their terms.

(l) The Issuer has, as of the date hereof, no liabilities
or obligations of any nature, whether accrued,
absolute, contingent, or otherwise, including but not
limited to tax liabilities due or to become due, and
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whether incurred in respect of or measured by any
income for any period prior to such date or arising
out of transactions entered into or any state of facts
existing prior thereto, which may in any case or in
the aggregate, materially and adversely affect the
Issuer’s ability to discharge its obligations under the
Notes.

(m) Since the issuance of the various approvals by the
relevant government agencies for the offer or
issuance of the Notes, there has been no change in
the financial condition, assets, and liabilities of the
Issuer, other than changes that do not, either in any
case or in the aggregate, materially and adversely
affect the Iss’er’s ability to discharge its obligations
under the Notes.

(n) No event has occurred and is continuing which
constitutes a default by the Issuer under or in
respect of any agreement binding upon the Issuer,
and no event has occurred which, with the giving of
notice, lapse of time, or other condition, would
constitute a default by the Issuer under or in respect
of such agreement, which default shall materially
affect the Iss’er’s ability to comply with the Notes
and pay the principal and interest that may be due
on the Notes.

(o) The Issuer has good and marketable title to all its
properties, free and clear of liens, encumbrances,
restrictions, pledges, mortgages, security interest,
or charges.

(p) The Issuer is conducting its business and
operations in compliance with the applicable laws
and regulations, has filed true, complete, and timely
tax returns, and has paid all taxes due in respect of
the ownership of its properties and assets or the
conduct of its operations, except to the extent that
the payment of such taxes is being contested in
good faith and by appropriate proceedings.

(q) The Issuer maintains insurance with responsible
and reputable insurance companies in such
amounts, covering such risks, and under such terms
and conditions, as are prudent and appropriate and
as are usually carried by companies engaged in
similar business and owning similar properties in the
same geographical areas as those in which the
Issuer operate.

(r) The Issuer maintains the services of a responsible
and reputable external auditor.
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(s) The offering circulars issued in connection with the
Notes presents a fair, complete, and accurate
description of the Issuer, the Notes, and the
considerations that any investor in the Notes needs
to know before making an informed decision to
invest in the Notes.

(t) The agreements of the Issuer with the Joint Lead
Arrangers, Registrar, Selling Agents, Market
Makers, and Public Trustee shall comply with the
provisions of Sec. X169 of the Manual of
Regulations for Banks on bank service contracts.
The Issuer shall be liable to the Noteholders for any
damages caused by actions of the Registrar, Selling
Agents, and Market Makers, which are contrary to
the agreements entered into.

These representations and warranties are true and
correct as of the Issue Date and shall remain true and
correct as long as the Notes remain outstanding.

Covenants ............................. Affirmative Covenants

The Issuer hereby covenants and agrees that, for as long
as the Notes remain outstanding:

(a) The Issuer shall pay and discharge all taxes,
assessments, and government charges or levies
imposed upon it or upon its income or profits or upon
any properties belonging to it prior to the date on
which penalties are assessed; pay and discharge
when due all lawful claims which, if unpaid, might
become a lien or charge upon any of its properties;
and take such steps as may be necessary in order to
prevent its properties from being subjected to the
possibilities of loss, forfeiture, or sale; provided,
that the Issuer shall not be required to pay any such
tax, assessment, charge, levy, or claim which is
being contested by it in good faith and by proper
proceedings or as could not reasonably be expected
to have a material adverse effect on its condition,
business, or properties; provided, that in the case of
a tax, assessment, charge, levy, or claim which is
being contested in good faith and by proper
proceedings, the Public Trustee shall be notified by
the Issuer within 30 days from the date of the receipt
of written notice of any preliminary or final
resolution of such proceedings.

(b) The Issuer shall preserve and maintain its corporate
existIe.
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(c) The Issuer shall maintain adequate financial
records and prepare all financial statements in
accordance with generally accepted accounting
principles and practices in the Philippines
consistently applied and in compliance with the
regulations of the government body having
jurisdiction over it, and, subject to receipt of a
written request within a reasonable period before
the proposed date of inspection, permit the Public
Trustee or its duly designated representatives to
inspect the books of accounts and records pertinent
to the compliance by the Issuer of its obligations
under the Notes.

(d) The Issuer shall comply with all the requirements,
terms, covenants, conditions, and provisions of all
laws, rules, regulations, orders, writs, judgments,
indentures, mortgages, deeds of trust, agreements,
and other instruments, arrangements, obligations,
and duties to which it, its business, or its assets are
legally bound, where non-compliance would have a
material adverse effect on the business, assets,
condition, or operations of the Issuer, or would
materially and adversely affect t’e Issuer’s ability to
duly perform and observe its obligations and duties
under the Notes.

(e) The Issuer shall fully and promptly comply with all
BSP directives, orders, issuances, and letters,
including those regarding its capital, licences, risk
management, and operations; promptly and
satisfactorily take all corrective measures that may
be required under BSP audit reports; and promptly
furnish the Public Trustee with a copy of all the audit
reports of, and its submissions to, the BSP.

(f) The Issuer shall use the net proceeds from the
Notes to raise additional Lower Tier 2 capital in
order to increase and strengthen its capital base.

(g) The Issuer shall pay promptly and satisfactorily all
indebtedness and other liabilities and perform all
contractual obligations pursuant to all agreements
to which it is a party or by which it or any of its
properties may be bound, except those being
contested in good faith and by proper proceedings
or as could not reasonably be regarded to have a
material adverse effect on its business, assets,
condition, or operations.

(h) The Issuer shall pay all amounts due under the
Notes at the times and in the manner specified in,
and perform all its obligations, undertakings, and
covenants under the Notes.
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(i) The Issuer shall, as soon as available and in any
event within 120 days after the end of each fiscal
year of the Issuer, or at such later date on which it
makes such information publicly available, furnish
the Noteholders through the Public Trustee with
audited consolidated financial statements,
consisting of the balance sheet of the Issuer as of
the end of such fiscal year and statements of
income and retained earnings and of the source and
application of funds of the Issuer for such fiscal
year, such audited consolidated financial
statements being prepared in accordance with
generally accepted accounting principles and
practices in the Philippines consistently applied and
being certified by an independent certified public
accountant of recognized standing in the
Philippines; and shall furnish the Public Trustee no
later than 45 days from the end of each calendar
quarter with its quarterly unaudited consolidated
financial statements; and shall further furnish the
Public Trustee within 10 days from written request
with such updates and information as may be
reasonably requested by the Public Trustee
pertaining to the business, assets, condition, or
operations of the Issuer, or affecting the Issuer’s
ability to duly perform and observe its obligations
and duties under the Notes.

(j) The Issuer shall give to the Noteholders through the
Public Trustee written notice of (i) all assessments,
litigation, or administrative or arbitration
proceedings before or of any court, tribunal,
arbitrator, or governmental or municipal authority
affecting the Issuer or any of its assets regarding
any claim in excess of P= 500,000,000.00 or its
equivalent in any currency, (ii) any labor controversy
resulting or threatening to result in any action
against the Issuer that may materially and adversely
affect its operations or may result in a strike against
it, (iii) any Event of Default or any event, which,
upon a lapse of time or giving of notice or both,
would become an Event of Default, (iii) any damage
or destruction or loss which might materially and
adversely affect its assets, business or financial
conditions or, (v) any other matter or conditions
affecting the Issuer which might have a material
adverse effect on the business, assets, condition, or
operations of the Issuer, or which might materially
and adversely affect t’e Issuer’s ability to duly
perform and observe its obligations and duties
under the Notes, immediately upon becoming aware
that the same is pending or has been commenced or
has occurred.
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(k) The Issuer shall, when so requested in writing,
provide any and all information reasonably needed
by the Public Trustee to enable it to comply with its
responsibilities and duties under the BSP Rules, the
Notes, and the Trust Agreement; provided, that, in
the event that the Issuer cannot, for any reason,
provide the required information, the Issuer shall so
immediately advise the Public Trustee.

(l) The Issuer shall promptly advise the Noteholders
through the Public Trustee: (i) of any request by any
government agency for any information related to
the Notes, and (ii) of the issuance by any
governmental agency of any cease-and-desist order
suspending the distribution or sale of the Notes or
the initiation of any proceedings for any such
purpose; provided, that no amendments or
supplements to any selling materials, offering
circulars, or other documents pertaining to the offer
of the Notes have been or will be made without the
prior written notice to, and without the approval of,
the Public Trustee.

(m) The Issuer shall obtain at its sole expense the
withdrawal of any order suspending the transactions
with respect to the Notes at the earliest time
possible.

(n) The Issuer shall ensure that any documents related
to the Notes will, at all times, comply in all material
respects with the applicable laws, rules, regulations,
and circulars, and, if necessary, make the
appropriate revisions, supplements, and
amendments to make them comply with such laws,
rules, regulations, and circulars.

(o) The Issuer shall promptly execute and deliver to the
Noteholders through the Public Trustee such
reports, documents, and other information
respecting the business, properties, condition, or
operations, financial or otherwise, of the Issuer as
the Public Trustee may from time to time reasonably
require.

(p) The Issuer shall, as soon as possible and in any
event within five days after the occurrence of any
default on any of the obligations of the Issuer, or
other event which, with the giving of any notice
and/or with the lapse of time, would constitute a
default under the agreements of the Issuer with any
party, serve a written notice to the Noteholders
through the Public Trustee of the occurrence of any
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such default, specifying the details and the steps
which the Issuer is taking or proposes to take for the
purpose of curing such default, including the
Issuer’s estimate of the length of time to correct the
same.

(q) The Issuer shall make available to the Public
Trustee financial and other information regarding
the Issuer by filing with the Securities and Exchange
Commission (the SEC) and/or the Philippine Stock
Exchange (the PSE), at the time required or within
any allowed extension, the reports required by the
SEC and or PSE, as the case may be, from listed
companies in particular and from corporations in
general.

(r) The Issuer shall maintain the services of its current
external auditor and in any event where the current
external auditor of the Issuer shall cease to be the
external auditor for any reason, the Issuer shall
appoint another reputable, responsible and
internationally accredited auditor.

Negative Covenants

The Issuer hereby covenants and agrees that for as long
as the Notes remain outstanding, the Issuer shall not:

(a) Permit any indebtedness, which shall be or purport
to be subordinated obligations of the Issuer or which
shall be considered capital of the Issuer for any
regulatory purposes, to be secured by or to benefit
from any lien in favour of any creditor or class of
creditors with respect to any present or future
property or the right of the Issuer to receive income;

(b) Permit any creditor with indebtedness which shall
be or purport to be subordinated obligations of the
Issuer or which shall be considered capital of the
Issuer for any regulatory purposes, to receive any
priority or preference arising under Article 2244(14)
of the Civil Code of the Philippines over the claims
of the Noteholders hereunder, which claims shall at
all times rank pari passu in all respects with all other
unsecured subordinated obligations of the Issuer
covered thereunder, provided that the term “lien” as
used in this paragraph shall not include the
following: (i) liens, pledges, mortgages, or
encumbrances in existence on the date hereof; and
(ii) liens imposed by law and liens arising in the
ordinary course of business.
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(c) Engage in any business except that authorized by
its Articles of Incorporation;

(d) Except with the consent of the Majority Noteholders,
or if the Issuer is the surviving entity and provided
that such event will have no material adverse effect
on the financial condition of the Issuer, effect any
merger, consolidation, or other material change in
its ownership, corporate set-up or management or
character of business;

(e) Sell, transfer, convey, lend, or otherwise dispose of
all or substantially all of its assets;

(f) Except as may be allowed under existing Issuer
policies and practices pursuant to benefits,
compensation, reimbursements, and allowances
and BSP rules and regulations, extend any loan or
advances to its directors and officers;

(g) Assign, transfer, or otherwise convey or encumber
any right to receive any of its income or revenues
unless in its ordinary course of business;

(h) Declare or pay any dividends (other than stock
dividends) during an Event of Default or if
declaration or payment of such dividends would
result to an Event of Default;

(i) Voluntarily suspend all or substantially all of its
business operations;

(j) Grant, in any of its future loan or credit agreements,
any creditor any right, above and beyond what is
required under Philippine law, to apply amounts on
deposit with or in possession of any such creditor by
way of set-off in reduction of any amount owing
under any loan or credit agreements;

(k) Enter into any management contracts, profit-
sharing, or any similar contracts or arrangements
whereby its business or operations are managed by,
or its income or profits are, or might be shared with,
another person, firm or company, which
management contracts, profit-sharing or any similar
contracts or arrangements will materially and
adversely affect the Issuer ’s ability to perform its
material obligations under the Notes;

(l) Amend its Articles of Incorporation or By-Laws if
such amendments have the effect of changing the
general character of its business from that being
carried on at the date hereof;
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(m) As long as any obligations under the Notes remain
outstanding, create, issue, assume, guarantee, or
otherwise incur any bond, note, debenture, or
similar security which shall be or purport to be
subordinated obligations of the Issuer, or which
shall be considered capital of the Issuer for any
regulatory purposes, unless such obligation ranks
pari passu with, or junior to, the Issuer ’s obligations
under the Notes in any proceedings in respect of the
Issuer for insolvency, winding up, liquidation,
receivership, or other similar proceedings (such
proceedings, the Winding-Up Proceedings);

(n) The Notes shall not be used as collateral for any
loan made by the Issuer or any of its subsidiaries or
affiliates, if any.

These covenants of the Issuer shall survive the issuance
of the Notes and shall be performed fully and faithfully by
the Issuer at all times while the Notes or any portion
thereof remain outstanding.

Events of Default .................. The Issuer shall be considered in default under the Notes
in case any of the following events shall occur:

(a) The Issuer fails to pay any principal and/or interest
due on the Notes.

(b) Any representation and warranty of the Issuer or
any certificate or opinion submitted by the Issuer in
connection with the issuance of the Notes is untrue,
incorrect, or misleading in any material respect.

(c) The Issuer fails to perform or violates its covenants
under the Notes, and such failure or violation is not
remediable or, if remediable, continues to be
unremedied for a period of 10 days from notice by
the Public Trustee to the Issuer; provided, that the
Negative Covenants specified shall not be
remediable.

(d) The Issuer defaults in the repayment of any amount
of principal and premium (if any) or interest, or
violates any term or condition of any contract
executed by the Issuer with any other bank,
financial institution, or other person, corporation, or
entity for the payment of moneys which constitutes
an event of default or with the giving of notice or the
passage of time would constitute an event of
default, under said contract; or, in general, the
Issuer violates any contract, law, or regulation which
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(i) if remediable, is not remedied by the Issuer within
period provided in the relevant agreement, or is
otherwise not contested in good faith by the Issuer,
(ii) results in the acceleration or declaration of the
whole financial obligation to be due and payable
prior to the stated normal date of maturity, and (iii)
will, in the reasonable opinion of the Public Trustee,
adversely and materially affect the performance by
the Issuer of its obligations under the Notes and pay
any amount outstanding on the Notes.

(e) Any indebtedness (being moneys borrowed or
raised) of any of the Subsidiaries of the Issuer in
excess of P= 500,000,000.00 in aggregate is not paid
when due or, as the case may be, within any
applicable grace period, any indebtedness of any
such Subsidiary in excess of P= 500,000,000.00 in
aggregate is declared to be or otherwise becomes
due and payable prior to its specified maturity, or
any creditor or creditors of any such Subsidiaries
become entitled to declare any indebtedness of any
such Subsidiary in excess of P= 500,000,000.00 in
aggregate due and payable prior to its specified
maturity. For the avoidance of doubt, the term
“Subsidiaries” shall mean, at any particular time, a
company or companies which are then directly or
indirectly controlled, or more than 50% of whose
issued equity share capital (or equivalent) is then
beneficially owned, by the Issuer and/or one or more
of its subsidiaries and “subsidiaries” shall be
construed accordingly. For a company to be
“controlled” by another means that the other
(whether directly or indirectly and whether by
ownership of share capital, the possession of voting
power, contract or otherwise) has the power to
appoint and/or remove all or the majority of the
members of the board of directors or other
governing body of that company or otherwise
controls or has the power to control the affairs and
policies of that company;

(f) The government or any competent authority takes
any action to suspend the whole or the substantial
portion of the operations of the Issuer, or condemns,
seizes, nationalizes, or expropriates all or
substantially all of the properties or assets of the
Issuer.

(g) Any final and executory judgment, decree, or
arbitral award for the sum of money, damages, fine,
or penalty in excess of P= 500,000,000.00 or its
equivalent in any other currency is entered against
the Issuer and the enforcement of which is not
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stayed, and is not paid, discharged, or duly bonded
within 30 days after the date when payment of such
judgment, decree, or award is due under the
applicable law or agreement.

(h) Any judgment, writ, warrant of attachment or
execution, or similar process shall be issued or
levied against all or substantially all of t’e Issuer’s
assets, singly or in the aggregate, and such
judgment, writ, warrant, or similar process shall not
be released, vacated, or fully bonded within 30 days
after its issue or levy.

(i) The Issuer voluntarily suspends or ceases
operations of a substantial portion of its business for
a continuous period of 30 days, except in the case of
strikes or lockouts when necessary to prevent
business losses, or when due to fortuitous events or
force majeure, or when there is no material adverse
effect on the business operations or financial
condition of the Issuer.

(j) The Issuer becomes insolvent or is unable to pay its
debts when due or commits or permits any act of
bankruptcy, including (i) filing of a petition in any
bankruptcy, reorganization, winding-up, suspension
of payment, liquidation, corporate rehabilitation, or
other analogous proceeding; (ii) appointment of a
trustee or receiver of all or a substantial portion of
its properties; (iii) proposing or making of an
assignment for the benefit of its creditors of all or
substantially all of its properties; (iv) stopping,
suspending, or threatening to stop or suspend
payment of all or any part of its debts, (v) proposing
to make any agreement for the deferral,
rescheduling, or other readjustment of all or any
part of its debts, (vii) an agreement or declaration of
a moratorium in respect of or affecting all or any part
of the debts of the Issuer occurs (viii) admitting in
writing of its inability to pay its debts; or (v) an entry
of any order or judgment of any court, tribunal, or
administrative agency or body confirming the
insolvency of the Issuer, or approving any
reorganization, winding-up, liquidation, or
appointment of trustee or receiver of the Issuer or a
substantial portion of its property or assets occurs
(the Insolvency Default).

(k) Any act or condition or thing required to be done,
fulfilled or performed at any time in order (a) to
enable the Issuer lawfully to enter into, exercise its
rights and perform the obligation expressed to be
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assumed by it under the Notes, or (b) to ensure that
the obligations expressed to be assumed by the
Issuer hereunder are legal, valid and binding, is not
done, fulfilled or performed at such time;

(l) Any governmental consent, licence, approval,
authorization, declaration, filing or registration
which is granted or required in connection with the
Notes expires or is terminated, revoked or modified,
and the result thereof is to make the Issuer unable
to discharge its obligations hereunder or
thereunder.

Effects of Default Events ...... Except in the case of an Insolvency Default, the payment
of principal on the Notes may not be accelerated.

The Public Trustee shall, within three Banking Days after
receiving notice of the occurrence of any Event of
Default, give to the Noteholders notice of the occurrence
of an Event of Default.

If any one or more of the Events of Default shall have
occurred and be continuing, after any applicable cure
period shall have lapsed, the Public Trustee may, upon
the written direction of persons holding at least 51% of
the aggregate principal amount of the issued Notes (the
Majority Noteholders), require the Issuer to perform any
act as the Majority Noteholders may reasonably require
in order to cure the default as may be allowed under the
BSP Rules, without prejudice to any other remedies to
which the Noteholders may be entitled; provided, that in
case of an Insolvency Default, the Public Trustee shall on
its own (i) institute any Winding-Up Proceedings in
accordance with applicable laws or perform any act for
the enforcement of any obligation under, or collection of
the principal and interest on, the Notes on the
understanding that the Notes shall be subordinated in the
right of payment of principal and interest to all depositors
and other creditors of the Issuer, except those creditors
expressed to rank equally with, or behind holders of the
Notes, and/or (ii) declare the principal of the Notes to be
immediately due and payable, without prejudice to the
other remedies available to the Noteholders, in
accordance with the BSP Rules.

Meetings of Noteholders ....... All meetings of the Noteholders shall be held in Makati
City upon prior notice.
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Notice of Meeting of
Noteholders ........................

Subject to the terms of the Trust Agreement, notice of
every meeting of the Noteholders, setting forth the time,
place, and purpose of such meeting in reasonable detail,
shall be sent by the Public Trustee to the Issuer and to
each of the registered Noteholders not less than 15 days
nor more than 45 days prior to the date fixed for the
meeting and shall likewise be published in at least two
newspapers of general circulation in the Philippines (with
one newspaper being either the Philippine Daily Inquirer
or The Philippine Star) for two consecutive days at any
time prior to the date stated in the notice for the date of
the meeting; provided, that all reasonable costs and
expenses incurred by the Public Trustee for the proper
dissemination of required information on the requested
meeting shall be reimbursed by the Issuer within three
Banking Days from receipt of the duly supported billing
statement; provided, that any meetings of the
Noteholders shall be held in Makati City.

Taxation ................................. If any payments of principal and/or interest under the
Notes shall be subject to deductions or withholdings for
or on account of any present taxes, duties, assessments,
or governmental charges of whatever nature imposed,
levied, collected, withheld, or assessed by or within the
Philippines or any authority therein or thereof having the
power to tax, including but not limited to stamp, issue,
registration, documentary, value-added or similar tax, or
other taxes, duties, assessments, or government
charges, including interest, surcharges, and penalties
thereon (the Taxes), then such Taxes shall be for the
account of the Noteholder concerned, and if the Issuer
shall be required by law or regulation to deduct or
withhold such Taxes, then the Issuer shall make the
necessary withholding or deduction for the account of the
Noteholder concerned; provided, however, that all sums
payable by the Issuer to tax-exempt persons shall be
paid in full without deductions for Taxes or government
charges, subject to the submission by the relevant
Noteholder claiming the exemption of reasonable and
acceptable evidence of such exemption to the Registrar;
and provided, further, that documentary stamp tax for the
primary issue of the Notes and the documentation, if any,
shall be for the Issuer ’s account.

In the event that (a) due to a change in tax status of the
Notes because of changes in tax laws, any payments of
principal and/or interest under the Notes shall be subject
to deductions or withholdings for or on account of any
taxes, duties, assessments, or governmental charges of
whatever nature imposed, levied, collected, withheld, or
assessed by or within the Philippines or any authority
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therein or thereof having the power to tax, including but
not limited to stamp, issue, registration, documentary,
value-added or similar tax, or other taxes, duties,
assessments, or government charges, including interest,
surcharges, and penalties thereon (the New Taxes), and
(b) the Issuer does not redeem the Notes prior to stated
maturity pursuant to this Master Note and the BSP Rules,
then all payments of principal and interest in respect of
the Notes shall be made free and clear of, and without
withholding or deduction for, any such New Taxes, unless
such withholding or deduction is required by law. In that
event, the Issuer shall pay to the Noteholders concerned
such additional amount as will result in the receipt by the
Noteholders of such amounts as would have been
received by them had no such withholding or deduction
for New Taxes been required.

Banking Day .......................... Any day in a week, other than Saturday or Sunday, when
banks are not required or authorized to close in Makati
City.
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USE OF PROCEEDS

The net proceeds of the issue of the Notes, after deducting fees and commissions and other
related expenses, are expected to amount to approximately P= 8,434,014,855. The Issuer is
issuing the Notes to raise its Lower Tier 2 capital in order to increase and strengthen its capital
base.
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CAPITALISATION

The following table sets forth the unaudited consolidated capitalisation and indebtedness of
the Bank (i) as at 30 June 2007, and (ii) as adjusted for the proposed issuance of the Notes.
This information has been extracted from the unaudited consolidated financial statements of
the Bank as at and for the six months ended 30 June 2007.

As at 30 June 2007(1)

(unaudited)

Actual As adjusted

(in P= millions)

Short-term liabilities
Deposit liabilities ....................................................................... 470,973.4 470,973.4
Interbank loans .......................................................................... — —
Bills payable and other liabilities ................................................ 76,022.4 76,022.4

Total short-term liabilities .............................................................. P= 546,995.8 P= 546,995.8

Long-term liabilities
Deposit liabilities ....................................................................... 32,165.2 32,165.2
Bills payable & Other Liabilities ................................................. 2,713.5 2,713.5
Subordinated Bonds due 2012(2) ................................................ 5,767.5 5,767.5
Subordinated Bonds due 2013(2) ................................................ 9,194.2 9,194.2
Subordinated Bonds due 2016(2) ................................................ 1,967.0 1,967.0
Subordinated Bonds due 2017 ................................................... — 8,434.0

Total long-term liabilities ............................................................... P= 51,807.4 P= 60,241.4

Equity
Issued share capital(3) ............................................................... 36,145.4 36,145.4
Hybrid Tier 1 Capital Securities ................................................. 6,351.1 6,351.1
Capital paid in excess of par value ............................................ 10,638.2 10,638.2
Surplus Reserves ...................................................................... 646.2 646.2
Surplus ..................................................................................... 12,316.3 12,316.3
Other Equity Adjustments .......................................................... 837.4 837.4
Minority Interest in Consolidated Subsidiaries ............................ 3,897.2 3,897.2

Total equity ................................................................................... P= 70,831.8 P= 70,831.8

Total capitalisation and indebtedness ........................................ P= 669,635.0 P= 678,069.0

Notes:

(1) Since 30 June 2007, there has been no material change in the capitalisation or contingent liabil of the Bank and
its consolidated subsidiaries.

(2) Translated into Peso at P= 46.195: US$1.00, being the rate of exchange of U.S. dollars into Peso 30 June 2007,
as published by Bloomberg L.P.

(3) Par value P= 20 per share; authorised: 2,500,000,000 shares; as at 30 June 2007, 1,807,269,350 shares of
common stock were issued and outstanding.
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DESCRIPTION OF THE BANK

OVERVIEW

Metropolitan Bank & Trust Company is a universal bank in the Philippines which provides,
through itself and other members of the Group, a full range of banking and other financial
products and services including corporate, commercial and consumer banking products and
services as well as credit card, investment banking and trust banking products and services.
As at 30 June 2007, based on industry data, the Bank was the largest bank in the Philippines
with total assets of P= 669.6 billion, total loans and receivables (net) of P= 277.6 billion and total
deposits of P= 503.1 billion.

The Group, through the Bank, offers corporate and commercial banking products and services
throughout the Philippines. Corporate banking consists of banking services provided to
Philippine companies (generally with revenues in excess of P= 700 million per annum),
multinational companies and Government-owned and controlled companies, whereas
commercial banking consists of banking services provided to small- and medium-sized
businesses. The Bank’s corporate and commercial banking operations are the largest
contributor to the Group’s income, accounting for 17.6% and 13.4% of income for the year
ended 31 December 2006 and the six months ended 30 June 2007, respectively. As at 31
December 2006 and 30 June 2007, corporate and commercial loans represented
approximately 82.6% and 80.0% of the Group’s total loan portfolio, respectively.

The Bank is also a leading provider of consumer banking products and services in the
Philippines. Through its network of branches, the Bank offers a wide range of deposit,
mortgage and vehicle finance products and services, targeted primarily at existing customers
of the Bank. The Group also offers consumer banking products and services to the general
public through PSBank, a 76.0% owned subsidiary of the Bank.

The Group offers trust banking services, credit card services and investment banking services
through subsidiaries of the Bank, and is also engaged in other businesses, certain of which are
unrelated to the financial services sector. See “Subsidiaries and Affiliates”.

As at 30 June 2007, the Group had a total of 707 branches in the Philippines, of which 557
were operated by the Bank and 150 were operated by PSBank. The Bank’s international
operations consist of branches in Taipei, New York, Shanghai, Guam, Tokyo, Seoul, Pusan and
a sub-branch in Osaka, together with representative offices in Beijing and Hong Kong. The
Bank also has an extensive network of remittance centers in Asia, Europe and North America
which has enabled it to become a leading provider of remittance services to OFWs.

As at 31 December 2006, the Group’s audited consolidated total assets and equity were
P= 648.8 billion and P= 72.2 billion, respectively, and as at 30 June 2007 were P= 669.6 billion and
P= 70.8 billion, respectively. Its audited consolidated net income for the year ended 31
December 2006 and for the six months ended 30 June 2007 were P= 6.1 billion and P= 4.2 billion,
respectively.

The Bank has been listed on the PSE since its initial public offering in October 1980. Its market
capitalisation as at 30 June 2007 was P= 129.2 billion. The Bank was founded by Dr. George
S.K. Ty, the current Chairman of the Metrobank Group and single biggest stockholder of the
Bank. As at 30 June 2007, Dr. Ty, individually and through his family and associated
companies, beneficially owned approximately 53.21% of the ordinary shares, thus effectively
controlling the Bank and the composition of its Board of Directors. The remainder of the
ordinary shares are held by the public.
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As at 31 December 2006, the Bank’s Tier 1 capital adequacy ratio and total capital adequacy
ratio were 12.5% and 17.7%, respectively, and as at 30 June 2007 were 12.5% and 17.7%,
respectively.

HISTORY

The Bank of the Metrobank Group was established on 5 September 1962 by a group of Filipino
businessmen led by the current Chairman Dr. George S.K. Ty, principally to provide financial
services to the Filipino-Chinese community. Since its formation, the Bank has diversified its
business and now provides a broad range of banking products and services to all sectors of
the Philippine economy through an extensive domestic branch network and internationally
through a network of foreign branches and representative offices.

The Bank was one of the first banks in the Philippines to gain a universal banking licence,
which was granted by the BSP in August 1981. This licence allows the Bank to engage in
finance-related businesses such as savings and consumer banking, credit card and leasing
products and services as well as “non-allied undertakings”, which currently include motor
vehicle assembly, travel and real estate.

Since its establishment with its first office located in Manila, the Bank’s operations in the
Philippines, and in particular its domestic branch network, have expanded organically and
through a series of acquisitions and mergers. Rapid expansion of the Bank’s domestic branch
network occurred following a change in 1993 to the BSP’s policy of restricting the opening of
additional branches of banks in the Philippines.

The Bank’s international network of foreign branches and representative offices has grown
since the opening in 1975 of its first international branch in Taipei, such growth principally
being in response to the increased volume of remittances by OFWs. As a result of this growth
in the Bank’s international network, the Bank has been able to augment its foreign exchange
sources during a period of political instability in the Philippines in which access to foreign
exchange was otherwise limited.

STRATEGY

As at June 2007, Metrobank remains the undisputed leader in terms of assets, net loans,
deposits, and capital. Going forward, the Bank’s objective is to become the leading universal
banking and financial services provider in the Philippines, serving a wide range of corporate,
middle market and consumer customers. To achieve this objective, Metrobank will take on a
two-pronged strategy: It will focus on improving efficiency and expanding the business, and at
the same time, it will continue with its balance sheet clean-up.

Focus on improving efficiency and growing the business

Metrobank has embarked on an aggressive campaign to improve efficiencies and become the
dominant player in all four market segments: corporate, middle market, consumer, and
overseas Filipino remittances.

Achieve greater operational efficiencies

The Bank continues to look for opportunities to optimise its customer services such as by
increasing operational efficiencies (including developing, adopting and upgrading operating
platforms and service systems) in the face of heightened competition in the banking industry.
A number of initiatives have recently been implemented to enhance the information technology
(“IT”) infrastructure, product delivery systems and management information systems. All
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branches are now fully integrated into the Bank’s IT systems and all branch information, such
as deposit information, is centralised and updated in real time. In addition, although BSP
regulations do require certain functions at each of the Bank and its subsidiaries to be operated
separately, the IT systems and accounting systems have been configured and upgraded such
that it allows for better information flow across these systems. The Bank believes that these
developments will lead to greater productivity and, therefore, improved operating results.
Thus, cost-to-income ratio has improved significantly from a high of 66.2% as at 31 December
2004 to 60.9% as at 30 June 2007.

Grow the business

Prospects for the Philippine banking industry will ride on the expected strong economic
fundamentals driven by the services industry and by consumption demand. With leadership
advantages, Metrobank is poised to dominate the marketplace. Over the last three years, the
Bank’s net loan portfolio has grown at a compounded annual rate of 5.1% on the back of
demand pick up in real estate and construction; transportation and communication; and
consumer-related lending. As at 30 June 2007, net loans and receivables stood at P= 277.6
billion, up 3.5% over the same period last year.

Corporate segment

The Bank’s large corporate customer base (defined as the top 1,000 corporations in the
Philippines, multinational companies and government-owned and controlled companies) is
critical to the Bank’s business.These customers are a source of stable income and loans to this
segment generally have a lower default rate than the rest of the loan portfolio.

The strategy for the corporate segment intends to leverage on the Bank’s size for two reasons:

1. Very few local banks can compare in terms of physical coverage; and

2. Even fewer can compare in terms of the Bank’s Single Borrowers’ Limit (“SBL”).

Essentially, the Bank would like to take advantage of its large SBL (defined as 25% of the
Bank’s net worth) and wide branch network to enhance existing relationships with suppliers
and dealers of multinational corporations (“MNCs”). This involves embedding the Bank in
every aspect of the client’s business, whether in terms of its back-office, supply chain,
systems, and even its decision-making process. This process has been started with the
realignment of the Corporate Banking Group (“CBG”) into distinct contact points dedicated to
MNCs, conglomerates, public sector borrowers, and the generic commercial firms. In addition,
the Bank is looking at expanding its service offerings for project finance, capital markets, cash
management, and derivatives to further meet the corporate segment’s requirements.

The Bank has also launched multiple high quality and customised products and services, such
as asset management and retirement fund products and services and investment banking
services, to help further strengthen its existing relationships and to attract new customers.

Middle market

The Bank believes that the middle market composed mainly of small and medium-scale
enterprises (“SMEs”) and corporate entities other than large corporate customers, offer
significant growth opportunities. Being particularly strong in the commercial middle market
because of its understanding of the needs of Chinese-Filipino customers (which make up a
significant portion of this niche), the Bank believes there are many opportunities to strengthen
its foothold in this segment.
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One strategy is to strengthen relationships with existing clients by improving share of wallet-
effectively getting more volume for the same risk. In addition, establishing tie-ups with entities
in the early stages of their growth plans can often result in a stronger relationship once the
customer grows to become a larger operation. In connection with this effort, the Bank is
working to further strengthen its credit checking processes to help mitigate the increased risks
associated with lending to less-established entities.

Specifically, the Bank will intensify the operations of the newly-created Branch Lending Group
(“BLG”), which was set up to centralize efforts in growing the middle-market portfolio, and to
free up branch heads for other sales initiatives. The BLG is manned by account officers who
are highly competent in packaging middle-market deals, able to negotiate across a wider
demographic and geographic market, and capable of achieving better portfolio quality. The
Bank believes that setting up area-based account officers and credit support units can address
customer requirements more effectively and within a short turnaround time. Under this model,
the Bank has also begun revising credit processes to better support the sales units and
manage credit risk.

Consumer segment

The Bank’s consumer banking franchise includes home loans, vehicle finance, and credit
cards. While the consumer lending market is an increasingly competitive environment in the
Philippines, the Bank believes that potential returns are attractive. The Bank can fully utilize
its huge client base (over 3 million in retail clients) and extensive branch network as major
distribution channels. Home financing is expected to ride on the current upswing in the real
estate sector, while the car financing business may take advantage of a moderate projected
vehicle sales growth. The Bank’s consumer business will be further developed through tie-ups
with property developers for end-buyers’ financing, and corporate tie-ups for employee home
and car loans.

Recognizing this segment’s potential, the Bank began implementing the Branch Effectiveness
and Sales Transformation (“BEST”) project in 2005 to reorganize branches such that their
focus shifts primarily to deposit-taking and retail lending. This allowed the branches to further
tap into segments of the prime consumer base that may have not been targeted in the past.

In addition, the Bank continues to tap new customer segments through focused marketing
campaigns and its extensive branch network, which, through BEST, has now become more
sales-oriented. To support the sales and marketing efforts, back-end operations were
significantly enhanced. One initiative is the development of the Insight project under the
Customer Analytics Department, which will aid in understanding customers’ needs, and help
various product development units to better tailor-fit investment and loan products and
services for the different client segments. Another is the implementation of loan-processing
support programs which include an automated front-end loan processing and credit scoring
system that speeds up loan approval and establishes consistent and uniform risk
characteristics, and an electronic archival and retrieval system for loan documents.

Overseas Filipino remittances

Overseas Filipinos have been the fastest growing segment in the Philippines, with remittance
volume growing at a compounded annual rate of 20% over the last four years. The trend has
been maintained towards the first half of this year, and Metrobank believes this is a business
it can grow from its current 25% market share. The Bank is continually looking to grow this
segment by establishing its presence in Europe, United States, and Canada. In 2006, profits
from its Asian and United States remittance businesses have significantly contributed to the
Bank’s revenue while prospects for its European operations have consistently been improving.

— 63 —



Leveraging on its network of offices here and abroad, the Bank is pursuing the following
initiatives for this segment:

1. Increase remittance take through new and targeted product and service offerings;

2. Expand the use of local agents and foreign bank tie-ups to increase points of collection
other than existing branches;

3. Leverage on these contact points to cross-sell consumer products and SME loans, aside
from remittances, targeting both overseas Filipinos and their beneficiaries.

Strengthen corporate governance

The Bank recognizes that good risk management goes beyond regulatory compliance and
must be part of its growth strategy and of day-to-day business. With stricter corporate
governance requirements and compliance targets under Basel II, the Bank aims to promote
credit excellence, focus on market and operational risks, and to uphold asset quality.

To promote credit excellence, Metrobank has implemented the Advancing Credit Excellence
module to speed up credit processing and minimize risks, and has begun re-engineering all
aspects of the lending process, from defining the client’s credit appetite, to loan origination,
administration, monitoring, servicing, and recovery. To minimize market and operational risks,
the Bank has programmed the upgrade of its market risk management and asset-liability
management systems, the refinement of all its market risk models, e.g., VAR, IRRG and EAR,
the operationalization of risk documentation and risk database to track loss events and fraud
cases, and the tightening of its business continuity plan. To safeguard asset quality, the
management of its non-performing assets (“NPAs”) remains a priority.

Create a success culture

Metrobank’s human resource complement is one of its strongest assets. As such, it will help
safeguard the welfare of its people by instilling a culture conducive to personal and collective
success. This will be achieved through four broad strategies: conducting a rational
performance management system; pushing for professional development; enhancing career
management; and pursuing organizational development.

Continue with balance sheet clean-up and improve the Bank’s capital position

Improve capital position

Among the most notable accomplishments of the Bank in recent years is the strengthening of
its balance sheet. In 2006, the Bank initiated landmark transactions with the issuances of the
US$125 million Hybrid Tier 1 capital securities in February and the 173,618,400 common
shares out of its authorized but unissued shares of common stock at P= 38.00 per offer share
in October. These initiatives have placed the bank in a better position to take on more risk.
With a capital adequacy ratio of 17.7% as at 30 June 2007, well above the 10% minimum
requirement, the Group is confident that it has the capability to execute its strategy of growing
its loan portfolio, whilst maintaining a conservative provisioning policy on NPAs.
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Clean up the balance sheet

In conjunction with its growth strategy, the Bank continues to review opportunities to make
divestments of NPAs. Over the last four years, the Bank embarked on an aggressive campaign
to dispose of approximately P= 40.0 billion in non-performing loans (NPLs) and investment
properties. This resulted in a significant drop in the Bank’s NPL ratio from 13.1% as at 31
December 2004 to 6.9% as at 31 December 2006, and a decline in the NPA ratio from 11.3%
as at 31 December 2004 to 7.3% as at 31 December 2006.

The key strategies for continued NPA disposal include:

1. Direct sales with the help of real estate brokers;

2. Tie-ups with auction partners such as CB Richard Ellis and The Property Forum
Philippines;

3. Volume sales with potential investors; and

4. Tie-ups with reputable real estate firms for joint venture initiatives

The Bank has also increased its early-intervention efforts to reduce the number of mortgages
that need to be foreclosed. These efforts are supported by the Special Accounts Management
Group (“SAMG”) which is tasked to do remedial management including sale of NPLs and to
initiate foreclosures before these are turned over to the Acquired Asset Management and
Disposition Group (“AAMDG”), which was set up to actively manage and, where appropriate,
sell properties acquired in connection with the Bank’s lending activities.
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ORGANISATIONAL STRUCTURE

The following chart sets forth an overview of the organisational structure of the Bank and its
principal activities:

National
Branch

Banking Sector

Board of
Directors

Consumer
Lending
Group

Treasury
Group

Operations
Group

Risk
Management

Group

Corporate
Banking Group Credit Group Other Groups(2) Trust Banking

Group Audit Group

Risk
Management
Committee(1)

Trust
Committee

Audit
Committee

Office of the
President

Legend

functional & adminisgtrative

administrative only

Notes:

(1) The Risk Management Committee (“RMC”) is a committee of the Board of Directors which monitors the Bank’s
credit, market and operational risks. The RMC also coordinates the activities of the Trust Committee and the
Audit Committee with respect to the aforementioned risks. See “Risk Policy and Management”.

(2) Includes Corporate Planning, Controllership, General Services, Human Resources Management, Legal,
Remedial Management, Acquired Assets Administration and Disposition, Compliance and other ancillary
groups.

Each of PSBank, First Metro Investment Corporation and Metrobank Card Corporation have
their own separate organisational structures in place.
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PRINCIPAL BUSINESS ACTIVITIES

The Group’s principal areas of business are corporate and commercial banking, consumer
banking, credit card services, investment banking and trust banking. The following table sets
out the amount of net revenue generated by each of these businesses and the percentage of
total income of the Group such income constituted for the three years ended 31 December
2004, 2005 and 2006 and the six months ended 30 June 2007:

For the year ended 31 December
(audited)

For the six
months ended

30 June
(unaudited)

2004 2005 2006 2007

(P= million, except percentages)
Consumer banking

(1)
.............. 3,126.8 12.1% 2,840.2 9.6% 3,205.0 9.3% 3,849.7 20.4%

Corporate banking(1) .............. 3,881.0 15.0 4,245.7 14.3 6,042.6 17.6 2,523.5 13.4
Investment banking ............... 104.5 0.4 99.2 0.3 229.0 0.7 283.5 1.5
Treasury ............................... 3,739.4 14.4 3,807.6 12.9 6,544.6 19.0 3,358.7 17.8
Others(2) ............................... 15,033.5 58.1 18,608.3 62.9 18,334.0 53.4 8,880.0 47.0

Total revenue ........................ 25,885.2 100.0 29,601.0 100.0 34,355.2 100.0 18,895.5 100.0

Notes:

(1) Includes net interest income after provision for credit losses.

(2) Consists principally of service charges, fees and commissions, leasing and rental income, profit on assets sold
or exchanged, recovery on written-off assets and other miscellaneous income.

For the three years ended 31 December 2004, 2005, and 2006 and the six months ended 30
June 2007, 8.6%, 6.9%, 6.5% and 5.5%, respectively, of the Group’s income was generated
from its operations outside of the Philippines.

The Group’s core businesses are its corporate and commercial banking and consumer banking
businesses. The following table sets out the gross amount of loans made to its market
segments, and the percentage of total loans of the Group such loans constituted, as at 31
December 2004, 2005 and 2006 and 30 June 2007:

As at 31 December
(audited)

As at 30 June
(unaudited)

2004 2005 2006 2007

(P= billion, except percentages)
Corporate loans

(1)
.................. P= 175.7 65.6% P= 172.9 63.1% P= 173.5 61.3% P= 166.9 60.4%

Commercial loans(2) .............. 60.8 22.7 61.6 22.5 60.2 21.3 54.1 19.6
Consumer loans .................... 31.5 11.7 39.4 14.4 49.1 17.4 55.3 20.0

Total loans ............................ P= 268.0 100.0% P= 273.9 100.0% P= 282.8 100.0% P= 276.3 100.0%

Notes:

(1) Loans made to large Philippine corporations, generally with revenues in excess of P= 700.0 million per annum,
multinational companies and Government-owned and controlled companies.

(2) Loans made to small- and medium-sized businesses.
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Corporate and commercial banking

The Bank provides corporate and commercial lending products and services to a significant
number of large and middle-market corporations and their subsidiaries, as well as to small-
and medium-sized businesses in the Philippines through a multi-channel distribution system,
including its extensive branch network. The Bank believes it is the leading bank in the
Philippines for middle-market Filipino-Chinese businesses in terms of deposit-taking and
lending.

The Group’s corporate and commercial banking business generated net interest income of
P= 3.5 billion, P= 3.9 billion, P= 5.8 billion and P= 2.4 billion for the three years ended 31 December
2004, 2005 and 2006 and the six months ended 30 June 2007, respectively. As at 31 December
2006 and 30 June 2007, loans to corporate and commercial customers represented
approximately 82.6% and 80.0%, respectively, of the Group’s total loan portfolio.

Corporate lending

The Group provides a wide range of products and services to its corporate customers,
including term loans, revolving credit lines, foreign currency loans, infrastructure loans, trade
finance and cash management products and services. The Bank also provides omnibus credit
lines for its large corporate customers, allowing the customer to draw on such credit lines in
the form of a short-term loan or to utilise such credit lines for trade financing or other forms
of credit.

As at 31 December 2006 and 30 June 2007, accounts of large corporate customers (classified
by the Bank as customers within the top 500 companies in the Philippines, multinational
companies and Government-owned and controlled companies) represented approximately
57.8% and 57.5% of the Group’s total loan portfolio, respectively. Currently, majority of the top
500 Philippine companies are customers of the Bank. As at the same dates, accounts of the
Bank’s small- to medium-sized corporate customers (consisting of all Philippine companies
other than large corporate customers) represented approximately 24.5% and 22.7% of the
Group’s total loan portfolio, respectively. Most of the Bank’s corporate lending is undertaken
on a non-syndicated basis, although the Bank generally syndicates large transactions which
are in excess of a client’s single borrowing limit with the Bank.

Substantially all of the Bank’s corporate clients are based in the Philippines and are engaged
in manufacturing, wholesale and retail trade, agriculture and fisheries, utilities,
telecommunications, building and construction and property investment and development.
Almost all of the Bank’s corporate lending is for projects and businesses in the Philippines.
Facilities offered to corporate customers include both secured and unsecured loan products,
depending on the credit risks associated with the customer and their business. The vast
majority of the Bank’s current corporate lending consists of short- to medium-term term loans.
The Bank also participates in syndicated loans and provides a limited amount of working
capital funding by way of bills purchased and/or trade finance.

The Bank offers both Peso-denominated and foreign currency (primarily U.S. dollar-
denominated) loans. It is the Bank’s policy to extend foreign currency loans only to customers
who have U.S. dollar revenues or who are otherwise hedged. Most of the Bank’s corporate
loans are made on a floating rate basis.
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The Bank has also obtained accreditation from various export credit agencies and multilateral
agencies which provide corporate clients with additional sources of medium- to long-term
funding to finance imports of capital goods and equipment at fixed and floating rates for longer
tenors.

The Bank has a customer-focused strategy and has recruited qualified professionals, including
relationship managers and other management personnel, to strengthen business development
and portfolio management capabilities. The Corporate Banking Group (“CBG”) aims to develop
and maintain mutually beneficial relationships with institutional clients within its target market
segments by providing wholesale banking services including but not limited to corporate
finance, investment banking, cash management, trade services, and structured finance. The
Bank’s relationship managers in CBG and other client management divisions of the Bank are
in charge of business development, selling new business products and monitoring customer
accounts. CBG and other relationship managers are currently focused on increasing cross-
selling of the Group’s wide range of financial products and services. The expanded line of
non-lending services offered by the Group, including investment and trust banking services,
are being actively promoted by the Bank’s relationship managers to existing clients of the
Bank. As at June 30, 2007, CBG’s loan portfolio was highly concentrated on real estate,
manufacturing and financial intermediation. These three sectors comprised 51.3% of the
Bank’s total loan portfolio.

The Bank has also directed its efforts towards increasing low-cost deposits from its corporate
banking clients. Such deposits accounted for a substantial segment of the Bank’s total deposit
business, contributing almost P= 4.9 billion and P= 2.8 billion as at 31 December 2006 and 30
June 2007, respectively. This reflects the fact that the Bank continues to be a major depository
bank for many of its corporate banking customers.

Commercial lending

The Bank’s commercial lending provides a wide range of banking products and services to its
commercial “middle-market” customers, mainly small- to medium-sized enterprises. The
banking products and services offered by the Bank include deposit products, term loans,
revolving credit lines, bills purchase facilities, trade finance, payment remittances and foreign
exchange transactions. In addition, the Bank cross-sells the other products and services of the
Bank and its subsidiaries, including investment and trust banking services, to its commercial
lending customers.

The Bank classifies all customers engaged in business (other than corporate customers
handled by head office) as commercial lending customers.

CBG provides credit facilities mostly to large corporations, both multinational and local; and
identified middle-market customers, a sizable number of whom are Chinese-born nationals. As
at 31 December 2006 and 30 June 2007, the Bank had approximately 14,640 and 13,815
commercial customers, respectively, with a large portion accounted for by the Chinese-Filipino
community, and outstanding loans to commercial customers constituted 57.8% and 57.4%,
respectively, of the Group’s loan portfolio. Most of the Bank’s commercial customers are
engaged in the manufacturing and wholesale and retail trade industries. The predominant
needs of the Bank’s traditional customers in the Chinese-Filipino commercial middle-market
are trade financing facilities (such as letters of credit (“LCs”), trust receipts, export-financing
and the discounting of commercial bills, as well as inventory financing) and term loans.
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The Bank offers both Peso-denominated and foreign currency (primarily U.S. dollar-
denominated) loans. It is the Bank’s policy to extend foreign currency loans mainly to
customers who have foreign currency revenues or who are otherwise hedged. Most of the
Bank’s commercial loans are made on a floating rate basis.

The Bank’s strategy is to increase its small- and middle-market customer base by continuing
to pursue a selective lending programme that will ensure the quality of its loan portfolio and
maintain a low loan delinquency ratio. The Group believes that there are many under-served
customers within this market that have the asset base, cash flows, management and business
plan requisite to becoming quality customers of the Bank. As at 31 December 2006 and 30
June 2007, the contribution of the Bank’s commercial lending business to the Group’s loan
portfolio was P= 55.7 billion and P= 47.2 billion, respectively.

The Bank has also directed its efforts towards increasing low-cost demand and savings
deposits from commercial clients by increasing its market share on deposits of existing prime
accounts and acquisition of new accounts. Based on its non-consolidated figures as at 31
December 2006 and 30 June 2007, the Bank had increased its low-cost Peso deposits to
P= 153.1 billion and P= 169.7 billion, respectively, and its low-cost foreign currency deposits to
US$670.9 million and US$700.3 million, respectively, comprising a 10.8% increase and 16.2%
increase in low-cost Peso deposits and a 1.6% decrease and 5.3% increase in low-cost foreign
currency deposits, compared to 31 December 2005. The Bank defines low-cost deposits as
deposits that earn an interest rate of up to 0.75%.

Trade finance

The Bank offers a range of trade finance products and services including LCs, export advances
and the discounting of commercial bills.

The Bank believes that it is the leading provider (by value and by volume) of commercial import
LCs and bank guarantees in the Philippines. For the year ended 31 December 2006 and the
six months ended 30 June 2007, the value of the Bank’s transactions (LCs and non-LCs,
excluding LCs issued by the Bank’s international network) was approximately US$1.3 billion
and approximately US$785.9 million, respectively. Likewise, the Bank is actively providing
support to local trade as evidenced by domestic commercial and standby LCs amounting to
P= 12.6 billion and P= 7.2 billion for the year ended 31 December 2006 and the six months ended
30 June 2007, respectively. In addition, the Bank provides documentary collections for exports
by local and multinational companies in the Philippines, the value of such transactions
amounting to approximately US$1.1 billion and approximately US$747.1 million for the year
ended 31 December 2006 and the six months ended 30 June 2007, respectively. This market
leading position reflects the Bank’s strategy to leverage the geographic reach of its
international branch network in the provision of its trade finance products and services.

The Bank also extends other trade finance-related services to its customers including advice
on documentary credits and advances to exporters against export bills. Trade finance loans
typically have short maturities and the Bank’s primary focus is on providing working capital
trade finance.

Leasing

The Group operates a leasing business through a majority-owned subsidiary of the Bank,
ORIX Metro Leasing & Finance Corporation (“ORIX Metro”), a joint venture with ORIX
Corporation of Japan. ORIX Metro and its 100% owned subsidiaries, ORIX Auto Leasing
Philippines Corporation and ORIX Rental Corporation, are principally involved in both financial
and operating leases of motor vehicles, various types of equipment for manufacturing,
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materials handling, medical, telecommunications, office and other assets catering mainly to
corporations and also extend mortgage loans to small- and medium-sized entrepreneurs,
particularly in rural areas. ORIX Metro has a total branch network of 20 offices located in key
cities throughout the country. (The Group does not include ORIX Metro branches when
discussing or otherwise referring to its branch network as ORIX Metro’s business is separate
and different from the Group’s corporate, commercial and banking business.)

For the six months ended 31 March 2007, ORIX Metro generated net income of P= 84.5 million
for a return on average equity of 24.1%. As at 30 June 2007, ORIX Metro had P= 1.8 billion of
net investments in leases and P= 2.3 billion in net finance receivables and P= 5.1 billion in total
assets. For the nine months ended 30 June 2007, ORIX Metro posted revenues of P= 567.6
million.

SMBC Metro Investment Corporation

The Group has a 30% minority interest in SMBC Metro Investment Corporation (“SMIC”), which
was established in January 1995 with the Sumitomo Mitsui Banking Corporation (“SMBC”) and
a third party investment vehicle, Gemland International Holdings Inc. SMIC provides
investment banking products and services, including lending and corporate finance services,
primarily to Japanese companies operating in the Philippines. SMBC owns 40% of SMIC, with
the remaining 30% owned by Gemland. In the year ended 31 December 2006 SMIC generated
net income of P= 51.0 million on total revenues of P= 90.0 million. For the six months ended 30
June 2007, SMIC generated net income of P= 17.0 million on total revenues of P= 34.1 million.

Specialised lending

The following table sets forth the loans made by the Bank which are long-term specialised
lending for project financing funded by the Government (such as the Social Security System)
and supranational organisations such as the World Bank, which are channelled through
wholesale Government banks, such as the Development Bank of the Philippines (“DBP”) and
Land Bank of the Philippines.

As at 31 December
(audited)

As at 30 June
(unaudited)

2004 2005 2006 2007

(P= million, except for percentages)
DBP — Industrial Guarantee

Loan Fund ........................ P= 1,330.0 27.1% P= 1,038.0 25.8% P= 278.0 100.0% P= 156.0 100.0%
Other programmes ................ 3,582.0 72.9 2.984.0 74.2 0.0 0.0 0.0 0.0

Total ..................................... P= 4,912.0 100.0% P= 4,022.0 100.0% P= 278.0 100.0% P= 156.0 100.0%

Under the terms of these programmes, the World Bank and other supranational organisations
advance funds to the Bank, which on-lends the funds to the specified borrower. Borrowers
under the programmes are generally entities involved in assisted sectors such as
manufacturing, agriculture, health services and certain developing industries. The Bank earns
a margin from the on-lending of these funds.

Consumer banking

The Group provides consumer banking services through the Bank and PSBank. The Group’s
principal consumer banking products and services include bank deposits, home mortgage
loans, vehicle finance and consumer finance. As at 31 December 2006, the Group had, on a
consolidated basis, P= 45.5 billion of consumer loans to individuals, P= 10.5 billion of which was
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generated by the Bank and P= 23.9 billion of which was generated by PSBank. As at 30 June
2007, the Group had, on a consolidated basis, P= 51.2 billion of consumer loans to individuals,
P= 12.3 billion of which was generated by the Bank and P= 26.8 billion of which was generated by
PSBank.

While the operations of the Bank are largely run separately from those of PSBank, the two
banks cooperate to ensure wider market coverage for the Group. The Bank focuses on its own
customer base, while PSBank targets the general borrowing public. Historically, the Bank
conducted a substantial proportion of its small personal deposit-taking and lending business
for house purchases and vehicle finance through PSBank. However, in order to market
consumer banking products and services to its own customer base more effectively, the Bank
established its own consumer lending group in 1996.

In recent years, the Bank has focused on expanding its consumer banking business,
principally through a directed marketing strategy, using its extensive domestic branch network,
and by direct sales methods. In particular, the Bank offers a wide range of consumer banking
products to customers that are employees of the Bank’s corporate customers and to owners
of small- and medium-sized businesses by using its branch network. The Bank, to a lesser
extent, also utilises traditional communication channels, such as print and advertising, to offer
the Bank’s consumer loan products to the market. As part of its growth strategy, the Bank has
been developing a comprehensive database of target customers for its consumer banking
products and services.

The Group’s consumer banking business generated net interest income of P= 3.0 billion, P= 3.6
billion, P= 4.3 billion and P= 2.9 billion for the three years ended 31 December 2004, 2005, and
2006 and the six months ended 30 June 2007, respectively.

Deposits

The Bank offers corporates and consumers a range of deposit products, including current
accounts, which are interest and non-interest bearing demand deposits, savings accounts and
time deposits in Peso, U.S. dollars and other foreign currencies. The Bank’s principal
depositors are individuals in the Philippines. As at 31 December 2006 and 30 June 2007, total
deposits were approximately P= 489.9 billion and P= 503.1 billion respectively. As at the same
dates, 74.6% and 76.5% of the Bank’s deposits were Peso-denominated, with the remainder
denominated in foreign currencies, principally U.S. dollars.

Home mortgage loans

Home mortgage loans issued by the Bank represented P= 11.0 billion, or 20.0%, of the Group’s
total loans to consumers as at 30 June 2007 and P= 9.7 billion, or 19.8%, as at 31 December
2006. The Bank is currently working to grow its home mortgage loan business through tie-ups
with real estate developers and, to a lesser extent, advertising campaigns. The Bank spun-off
the Wholesale Department of the Home Financing Division into a Wholesale Real Estate
Division to focus on developer and corporate tie-ups.

The large majority of home mortgage loans are extended to property buyers in the Philippines
who intend to occupy the premises, with a small proportion being extended to individuals
purchasing residential units for investment purposes. Through tie-ups with housing
developers, the Bank also purchases home loans via Contracts-to-Sell (“CTS”) from
developers that directly finance the sale to the buyer. These loans usually provide full recourse
to the developer. These CTS transactions may be converted into regular end-buyer financing
by the Bank upon loan application approval by the Bank. All of the Bank’s home mortgage
loans are secured by a first ranking legal charge over the property. In the case of loans to
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certain corporate borrowers, the Bank often requires personal guarantees to be given by
appropriate officers of the borrower as additional security. Traditionally, the Bank, as well as
other lenders, required home mortgage borrowers to have an equity interest equal to at least
30% of the value of the property. However, due to an increase in competition in the mortgage
industry, many borrowers are now able to secure mortgages from lenders, including the Bank,
with only a 20% down payment.

The average maturity of the Bank’s home mortgage loans is ten years. In accordance with
industry practice in the Philippines, interest rates on the Bank’s home mortgage loan portfolio
are generally agreed with the relevant borrower at a fixed rate applicable for an initial period
of between one and five years, depending on the maturity of the loan. Following the expiry of
this initial period, the interest rate is reset at a fixed rate applicable for succeeding periods. For
those who prefer a longer fixed rate, the Bank also offers 10 up to 25 year fixed rates, only for
selected loan purposes. The Bank offers a range of different home mortgage products under
the “MetroHome Financing” brand. The Bank believes that the repayment term on the average
mortgage loan issued by the Bank is shorter than the industry average due to the quality of its
customers, which helps decrease the default rates on the Bank’s mortgage loans, but also
promotes sustainable growth in the Bank’s mortgage loan portfolio. As at 30 June 2007, only
1.31% of the Bank’s mortgage loans were classified as non-performing loans, compared to
1.00% as at 31 December 2006.

When a borrower falls in arrears with its mortgage payments, it can either agree to a voluntary
disposition of the property to the Bank or the Bank may commence foreclosure proceedings.
It generally takes between six and 24 months to foreclose mortgaged collateral, which is then
generally sold by public auction or through brokers on behalf of the Bank. However, the
individual mortgagor or any of its creditors having a lien over the collateral continues to have
the right to repurchase such collateral within one year of completing foreclosure in return for
payment of principal and interest owed plus the Bank’s out-of-pocket expense.

The Bank established the Acquired Asset Management and Disposition Group to actively
manage and, where appropriate, sell properties acquired in connection with its lending
activities. For the year ended 31 December 2006 and the six months ended 30 June 2007, the
Group sold approximately P= 1.2 billion and P= 2.4 billion of investment properties respectively,
compared to P= 1.7 billion for the year ended 31 December 2005. Efforts to diversify methods
for the disposal of investment properties have been actively pursued by the Group and include
public auctions managed by auctioneers, CB Richard Ellis and The Property Forum
Philippines. The Group has also increased its early-intervention efforts to work to reduce the
number of mortgages that need to be foreclosed.

Vehicle finance

As at 31 December 2006 and 30 June 2007, loans advanced by the Bank for the purchase of
vehicles amounted to P= 3.8 billion and P= 4.5 billion, respectively, or 7.7% and 8.2% of the
Group’s consumer loan portfolio, respectively, compared to P= 3.4 billion, or 8.7%, as at 31
December 2005. Vehicle loans advanced by the Bank generally have maturities of between 12
and 24 months, and the Bank retains the right to repossess the vehicle in the event of payment
default.

Philippine Savings Bank

The Group also offers a range of retail and consumer banking products and services through
PSBank, a subsidiary which is managed and operated independently of the Bank. PSBank is
a savings bank authorised by the BSP to engage in savings and mortgage banking in the
Philippines. PSBank was the first publicly-listed savings bank in the Philippines and, as at 30
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June 2007, was the second largest savings bank in the country in terms of total deposits and
total assets according to industry data. PSBank offers a wide range of products and services
to the consumer market, principally to individuals, but also to small- and medium-sized
businesses. As at 31 December 2006 and 30 June 2007, PSBank had total assets of
approximately P= 62.4 billion and P= 63.8 billion, respectively, total deposits of approximately
P= 51.4 billion and P= 53.4 billion, respectively, and a total loan portfolio of approximately P= 32.1
billion and P= 33.1 billion, respectively. This is compared to total assets of P= 55.1 billion, total
deposits of P= 48.0 billion and a total loan portfolio of P= 29.4 billion as at 31 December 2005. Its
net income for the year ended 31 December 2006 and for the six months ended 30 June 2007
were approximately P= 818.8 million and P= 715.3 million respectively, compared to P= 646.4 for
the year ended 31 December 2005.

PSBank’s branch network is operated separately from the Bank’s domestic network and
operates under the separate brand of “Philippine Savings Bank”. However, to take advantage
of the Bank’s brand recognition, PSBank also includes the phrase “a subsidiary of Metrobank”
in its logo. As at 30 June 2007, PSBank had a total of 150 branches, 93 of which were located
in Metro Manila. PSBank plans to open 12 new branches by July 2007. To facilitate the
establishment of new PSBank branches, the Bank has transferred excess branch licences to
PSBank. ATMs are installed in all of PSBank’s branches. PSBank, like the Bank itself, is a
member of BancNet, a consortium of 34 banks whose ATMs have been pooled for the common
use of their respective customers.

PSBank offers a wide range of consumer banking products and services to its customers. Its
deposit products and services include a number of demand, savings and time deposit
accounts, denominated in both Peso and U.S. dollars. PSBank’s range of consumer loan
products includes loans for vehicle financing, home loans and personal loans. In particular,
personal loans are marketed to employees of the Bank’s corporate customers. PSBank’s
personal loans are offered either on the basis of payments being made directly by the borrower
or, for employees of participating companies, by deduction of payments directly from the
borrower ’s salary. Personal loans carry high interest rates, primarily due to the higher default
rate in relation to these loans. Other services offered by PSBank include trust services,
payment collection services, payroll services and other consumer banking services.

PSBank undertakes a different customer acquisition strategy and has a different customer
profile to that of the Bank. PSBank’s customer acquisition strategy involves sourcing new
customers from the general borrowing public through various sales channels including direct
mailing and direct sales, whereas the Bank principally cross-sells to its existing customers.
However, the Bank and PSBank cooperate to ensure wider market coverage. The average size
of PSBank’s deposits and loans is smaller than that of the Bank, reflecting PSBank’s focus on
the “emerging mass-market” sector of the consumer banking market and its corresponding
wider client base than that of the Bank.

PSBank’s principal source of funding is deposits from the general public. As at 31 December
2006 and 30 June 2007, PSBank’s total deposits represented approximately 10.5% and 10.6%
of the Group’s total deposits, respectively. As at 31 December 2006 and 30 June 2007,
PSBank had a total loan portfolio of P= 32.1 billion and P= 33.1 billion, representing approximately
11.9% and 12.8% of the Group’s total loan portfolio as at those dates.

As at 31 December 2006 and 30 June 2007, PSBank’s total non-performing loans amounted
to approximately P= 2.8 billion and P= 2.9 billion, representing 8.1% and 7.9% of its total loan
portfolio. This is a 68.9% increase and 72.8% increase on its total non-performing loans,
compared to 31 December 2005. PSBank’s allowance for credit losses on loans in the year
ended 31 December 2006 and the six months ended 30 June 2007 were P= 1.6 billion and P= 1.8
billion, representing 58.3% and 63.1% of its total amount of non-performing loans. This is
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compared to P= 1.45 billion for the year ended 31 December 2005, which represents 86.4% of
its total amount of non-performing loans. The amount of PSBank’s non-performing loans
continued to increase due to increased corporate loans and the natural rise in its consumer
loan portfolio.

As at 30 June 2007, PSBank’s Tier 1 capital adequacy ratio and total capital adequacy ratio
were 16.8% and 17.7%, compared to 18.6% and 19.4% as at 31 December 2006, respectively.
As at 30 June 2007, PSBank had a market capitalisation of P= 13.4 billion.

The tables below set forth selected financial ratios of PSBank derived from PSBank’s audited
financial statements as at and for the three years ended 31 December 2004, 2005, and 2006
and unaudited financial statements as at and for the six months ended 30 June 2007.

As at and for the year ended 31 December

(audited)

As at and for

30 June

(unaudited)

2004 2005 2006 2007

Return on assets(1) ................................... 1.2% 1.2% 1.4% 2.3%
Return on equity(2) ................................... 12.1 13.4 14.4 21.4
Net interest margin(3) ............................... 5.6 5.8 5.2 5.7
Total capital adequacy ratio(4) ................... 13.8 12.5 19.4 17.7
Loans to deposits ratio(5) .......................... 65.1 65.6 67.7 68.8
Non-performing loans to total loans(6) ....... 5.7 5.3 8.1 7.9
Non-accruing loans to total loans(7) .......... 6.0 6.3 7.6 7.4
Allowance for credit losses to non-

performing loans(8) ................................ 57.6 86.4 58.3 63.1
Allowance for credit losses to non-

accruing loans(9) ................................... 54.7 72.6 62.4 67.1

Notes:

(1) Net income divided by average total assets for the period indicated.

(2) Net income divided by average total equity for the period indicated.

(3) Net interest income divided by average interest-earning assets.

(4) Total capital divided by total risk-weighted assets (non-consolidated).

(5) Total loans divided by total deposits (excluding from other banks).

(6) Total non-performing loans divided by total loans.

(7) Total non-accruing loans divided by total loans.

(8) Allowance for credit losses divided by total non-performing loans.

(9) Allowance for credit losses divided by total non-accruing loans.
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Domestic branch network

As at 30 June 2007, the Group had a total domestic branch network of 707 branches,
comprising 557 branches of the Bank and 150 branches of PSBank.

The Bank’s domestic branch network is the second largest in both Metro Manila and the
Philippines as a whole. The Bank’s branches are divided into two principal groups, one
covering Metro Manila and the other covering other areas in the Philippines. Each group is
responsible for the management and operation of branches in its area. Staff are employed and
trained at the Bank’s head office training center, which provides courses for new branch
officers and staff.

The following table illustrates the expansion of the Group’s network in recent years and sets
forth the number of domestic branches as at 31 December 2004, 2005 and 2006 and as at 30
June 2007 (excluding ORIX Metro branches):

As at 31 December As at 30 June

2004 2005 2006 2007

Metro Manila branches of the Bank .......... 328 319 317 317
Countryside branches of the Bank:
— Luzon .................................................. 113 114 115 115
— Visayas ................................................ 76 73 73 73
— Mindanao ............................................. 57 55 52 52

Total Bank branches ................................. 574 561 557 557

PSBank .................................................... 139 150 150 150

Total Group branches ............................... 713 711 707 707

The Bank’s domestic branch network accounted for approximately P= 498.2 billion of the Bank’s
deposits as at 30 June 2007, comprising approximately 99.0% of the Bank’s total deposits. As
at 30 June 2007, the Bank’s Metro Manila branches accounted for approximately P= 307.1
billion, or 61%, of the Bank’s total deposits from its domestic branch network compared with
P= 191.1 billion or 38.0% coming from the countryside branches.

All of the Bank’s branches are able to offer a wide range of products and services from demand
deposit accounts, savings and time deposits to lending facilities. In addition, dedicated trade
finance and foreign exchange facilities are on offer in certain branches where such services
may be required.

The Bank is continuing with its efforts to restructure its branch network following the addition
of branches as a result of acquisitions of Philippine Banking Corporation, Asian Bank
Corporation and Solidbank Corporation in 1999 and 2000. As a result of these efforts, the Bank
has increased the number of branches in Metro Manila from 268 at 31 December 2000 to 317
as at 30 June 2007 and outside Metro Manila from 203 as at 31 December 2000 to 240 as at
30 June 2007. In addition, the Bank has transferred 47 excess branch licences to PSBank over
the past four years.

The Bank has also been reducing the size of certain branches in order to maximize their
efficiency and has opened smaller “mini” branches and sales centers for the Bank’s range of
products and services in strategic locations such as shopping malls. In addition, the Bank
refurbishes its branch network on a continuous basis and has refurbished 62 branches during
2006.
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The Bank has a regional branch control system with branches reporting to, and receiving
support services from, their sub-regional offices headed by cluster heads, who themselves
report to the area heads. This system ensures control at all levels and is complemented by
each branch accountant also being required to report on significant matters directly to the
Controllership Group in the Bank’s head office.

The Bank has, as a matter of policy, endeavoured to balance the responsibility given to its
branches with the need for centralised control. Branch credit committees, for example, are
permitted to authorise loans (secured by real estate mortgages) of up to P= 4.0 million and are
actively encouraged to identify potential growth areas for additional branches. On a regional
level, the Bank has established loan processing hubs (“LPHs”) to centralise the branches’
lending operations in order to improve efficiency and maximise cost-effectiveness. Following
approval of a loan, the LPHs are responsible for the documentation, book-keeping and
administration of the loan and release the funds to the borrower. The loan account and the
income from it remain with the originating branch, which is also responsible for collection of
payments due on the loan. The expenses incurred by the LPHs are allocated to participating
branches.

Currently, the Group, through the Bank and PSBank, operates a total of 883 ATMs. The Bank
is expanding the availability of its ATMs at its branches and off-site, principally in shopping
malls and a number of large factories. The Bank has upgraded its ATM infrastructure to comply
with the Triple Data Encryption System requirements of MasterCard and VISA.

The Bank is a founding member of BancNet, a consortium of 34 member banks whose ATMs
have been pooled for the common use of their respective customers. The BancNet system is
linked to two other Philippine ATM networks, Megalink and ExpressNet. Together these three
networks provide access to over 5,000 ATMs. Banks which are members of BancNet pay a
service fee for each transaction by that bank’s customer on another bank’s ATM. The Bank
currently profits from this arrangement since usage by the other banks’ customers of its ATMs
occurs more frequently than the reverse.

Electronic banking

In 2001, the Bank launched its electronic banking platform with the launch of its mobile
banking facility, which allows customers of the Bank to carry out banking business using SMS
text messaging via mobile telephones. The Bank currently also offers the following electronic
banking services:

(1) Metrobank E.T. International Cards. ATM cards which provide the Bank’s clients with
access to over 1,000,000 ATMs in 210 countries.

(2) Metrophonebanking. Telephone banking, which is an automated transaction processing
service available to all deposit holders of the Bank and allows for online processing of
banking transactions through a touch tone phone.

(3) Metrobankdirect-retail. An internet banking facility, which allows the Bank’s consumer
customers to effect banking transactions and access the Bank’s products and services
through the internet using their personal computers. In the third quarter of 2006,
Metrobankdirect-retail was enhanced to allow pledging of funds for equities trading, and
an automated straight-thru-process to the stock trading website of the Group’s securities
brokerage firm.
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(4) Metrobankdirect-corporate. An internet banking facility similar to Metrobankdirect-retail
which is offered to the Bank’s corporate and commercial customers. In 2007,
Metrobankdirect-corporate was enhanced to include the electronic invoice presentment
and payment feature.

(5) Tax Direct Facility. A facility offered by the Bank, in conjunction with the Bureau of Internal
Revenue, that allows the Bank’s corporate customers to file their tax returns and pay their
taxes through the internet.

Metrobankdirect-retail and Metrobankdirect-corporate were launched in 2002. Although the
Bank considers these initiatives to have growth potential, only a relatively small proportion of
all banking transactions are currently effected using these platforms. The Bank also believes
that its internet banking platform offers a strong competitive advantage as it enables a much
wider range of banking services to be transacted via the internet compared to the platforms
which are operated by its rivals.

Credit Card services

The Group began its credit card operations in August 1985 through a wholly-owned subsidiary
of the Bank, Metrobank Card Corporation (“MCC”). In October 2003, ANZ purchased 40% of
the shares of MCC. Under the agreement between ANZ and the Bank, ANZ has agreed to
contribute its expertise in running credit card businesses to MCC. The immediate past
President of MCC and the newly appointed President, appointed in July 2007, are employees
of ANZ, brought into the Group’s credit card operations to help streamline, modernise and grow
MCC’s operations in its cards issuing and cards acquiring business lines. In addition, the
Senior Officer in charge of MCC’s merchant acquiring business is an ANZ employee, who
worked within the merchant acquiring operations at ANZ prior to joining MCC in 2006. The rest
of MCC’s employees are locally hired. For the three years ended 31 December 2004, 2005 and
2006 and the six months ended 30 June 2007, the Group’s credit card business had net income
after tax of P= 300.9 million, P= 471.8 million, P= 653.6 million and P= 291.7 million, respectively.

The current focus of the Group’s credit card operations is continued growth in the number of
profitable cardholders and the development of robust policies and procedures to support the
development of its newly launched merchant acquiring business line.

MCC continues to leverage its relationship with ANZ to help strengthen its credit policies and
its audit and control procedures. MCC has an established credit risk department which
continues to modernise and streamline its credit risk management practices and processes.
ANZ maintains direct oversight of MCC’s credit function through its Head of Retail Credit Risk
for Asia, based in Manila.

To ensure prudent expansion into new market segments MCC conducts credit tests and is
currently in the process of developing a robust application scorecard. MCC also focuses on
delinquent account management through escalating collection strategies ranging from
telephone follow-ups as soon as a payment date is missed to forwarding accounts to external
collection agencies. As a result of these efforts, MCC’s past due ratio (the ratio of its past due
accounts to its total receivables portfolio) is one of the lowest in the credit card industry at only
5.8% as at 30 June 2007.

MCC offers its credit card products through the Bank’s domestic branch network as a means
of increasing cardholder growth and credit transaction volumes. Depositors of the Bank and
PSBank are targeted through direct solicitation by branch personnel, bundling of its credit card
services with other products and services offered by the Group and other advertising
campaigns. Although the bulk of the credit card applications are branch-sourced, MCC
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recognizes the opportunity to expand into the non-depositor customer market through the use
of other sales channels such as Direct Sales and Telemarketing Agencies. New products
targeting different market segments such as the Femme Visa for the young female customers,
M Lite and M Free for the price conscious market, and Go! MasterCard for the frequent
shopper/traveller segment have also been rolled out to differentiate MCC cards from other
cards in the market and to strengthen MCC’s product proposition. MCC has rewards
programmes in place, including mileage programmes with Philippine Airlines, Singapore
Airlines and Cathay Pacific to encourage card take-up and usage. As at 31 December 2006
and 30 June 2007, MCC had approximately 745,000 and 818,000 cardholders, respectively,
compared to approximately 513,000 as at 31 December 2005. As at 31 December 2006 and 30
June 2007, MCC’s total outstandings amounted to P= 9.9 billion and P= 10.9 billion, respectively,
compared to P= 6.7 billion as at 31 December 2005.

MCC offers MasterCard and VISA credit cards. Most of MCC’s revenues are derived from
interest on revolving credit, interest on installment products, annual fees and interchange
income. Interest charged on outstanding balances ranges between 2.49% and 3.50% per
month. Due to increased competition in the market, annual fees are often waived for the first
year for new credit cardholders. Funding for MCC’s day-to-day operations is currently provided
by the Bank and internally generated funds provided by other local and foreign banks. MCC’s
major competitors in the credit card business in the Philippines are MasterCard and VISA
products offered by large foreign financial institutions and local universal/commercial banks.

MCC has not undertaken any securitisations to date and all of its outstandings are stated on
its balance sheet, although MCC may consider engaging in securitisations in the future if
attractive funding and pricing is available.

International branch network and remittance services

The Bank has a network of eight strategically located branches outside of the Philippines,
which, together with its representative offices, subsidiaries, and a network of correspondent
banks, complements the domestic activities of the Group. The Bank’s network outside the
Philippines can be summarised as follows:

Branches ........................ Taipei, New York, Shanghai, Guam, Seoul, Pusan, Tokyo and
Osaka(1)

Representative offices .... Hong Kong, and Beijing

Subsidiaries.................... Hong Kong(2), New York(3), , California(4), Bahamas(5), Canada (6),
Hawaii(7), UK (8) , Italy(9) , Austria(10) , Spain(11) , and
Singapore(12)

Notes:

(1) Sub-branch.

(2) First Metro International Investment Co. Ltd and MB Remittance Center, Ltd.

(3) Metro Remittance Center Inc.

(4) Metro Remittance Center (California), Inc.

(5) Metropolitan Bank (Bahamas) Ltd.

(6) Metro Remittance Center Inc. (Canada)
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(7) MB Remittance Center (Hawaii), Ltd.

(8) Metro Remittance (UK), Limited

(9) Metro Remittance (Italia) S.p.A.

(10) MBTC Remittance GmbH - Vienna

(11) Metro Remittance Center, S.A. - Spain

(12) Metro Remittance Singapore Pte. Ltd.

The Bank’s foreign branches and subsidiaries have been predominantly engaged in lending to
local businesses, primarily those involved in trade finance. The Bank channels a substantial
part of its import LCs through this international network. In addition, the Bank’s international
offices handle remittances for OFWs. The Bank’s current strategy is to position its operations
internationally to take advantage of trade flows with, and investment in, the Philippines and the
presence of large Filipino populations overseas.

Each of the Bank’s international branches conducts lending operations, both commercial and
trade-related, in each of the jurisdictions in which it operates. As at 30 June 2007, the loan
portfolio of the Bank’s overseas branches, including commercial loans and trade finance,
amounted to approximately P= 2.6 billion, compared to P= 2.5 billion as at 31 December 2006.

The Bank opened a full branch office in Shanghai in August 2001, and is to date the only
Philippine bank to have done so. The Bank expects that its branch in Shanghai will provide
credit facilities, other banking products and related financial services in the medium-term. The
Bank believes that establishing a branch in Shanghai is of strategic importance to the
development of its international operations and will extend the geographic scope of its
remittance business. The branch in Shanghai is also a channel to receive and distribute
remittances by overseas Chinese sending funds to China from countries where the Bank has
branches and remittance offices. The subsidiaries in Europe are very active in this remittance
business to China.

Taking advantage of the opportunities brought about by the liberalization of the financial sector
in China, the Bank intends to establish a wholly-owned local bank subsidiary in the People’s
Republic of China. An approval from the BSP has been obtained, and the Bank has met with
the China Banking Regulatory Commission for the purpose of submitting a formal application.

Remittances

Reflecting the large market in OFW foreign currency remittances to the Philippines, the
activities of the international branches of the Bank, together with those of its subsidiaries and
its affiliates which act as remittance centers, are geared towards the handling of remittances
to the Philippines, as well as supporting the trade and capital flows of the Philippines. Income
is generated through the remittance business from an administration fee and, more
significantly, from the foreign exchange margin. In addition, the Bank generates foreign
currency holdings which can be utilised in meeting its import LC obligations. Remittances are
distributed in the Philippines via the Bank’s domestic branches and its ATM network. For the
three years ended 31 December 2004, 2005 and 2006 and the six months ended 30 June 2007,
the Bank provided remittance services for over US$2,875.8 million, US$2,908.3 million,
US$3,137.0 million and US$1,717.2 million, respectively.
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The Bank believes that it is the largest provider in the Philippines of remittance services for
OFWs. The Bank has achieved this by utilising its international network of branches,
subsidiaries and affiliates and through its relationships with correspondent banks and other
overseas providers of remittance services. The systems installed in the branches in Taiwan,
Japan, Hong Kong, Korea and Guam enable real time remittances to be effected, whereas the
systems installed in the United States enable cash to be drawn out in the Philippines against
a same day remittance from the United States.

As a result of the liberalisation of foreign exchange controls in the Philippines in the 1990s, the
Bank continues to expand facilities for the handling of foreign currency remittances. The Bank
intends to (i) expand its existing international presence by establishing additional remittance
centers in Europe, the United States and Canada; (ii) rationalise its correspondent banking
relationships (which number in excess of 900, most of which are involved in trade finance
transactions); and (iii) enhance its technology in electronic remittance processing. In March
2005, the Bank expanded its remittance services in Europe by completing the acquisitions of
three remittance centers in Austria, Italy and Spain. The Bank opened remittance centers in
Vancouver and Toronto in Canada in 2006. In the United States, Metrobank has acquired its
Money Service Business (“MSB”) licence in the State of California and has recently
inaugurated the first office of its new remittance center in California in Daly City, with two more
offices to be opened in the San Francisco Bay area in the next six months.

In addition to its branch and subsidiary network, the Bank has a number of remittance
arrangements with banks in regions with high concentrations of OFWs, including South East
Asia, Europe and the Middle East. The Bank currently has a joint remittance agreement with
PT Bank Central Asia, the largest private bank in Indonesia, which allows selected
international branches of the Bank to process remittances for overseas Indonesian workers, as
well as an arrangement with the United Overseas Bank (Thai Public Company Limited) in
Thailand related to overseas Thai workers. The Bank is currently looking to expand this type
of relationship for other countries with large numbers of overseas workers and expects that
this line of business will continue to increase the volume of remittances made by the Bank’s
international network.

The following table sets out the total volume and value of remittances made by the Bank’s
overseas operations in the periods indicated:

For the year ended 31 December
(audited)

For the six months
ended

30 June
(unaudited)

2004 2005 2006 2007

Volume

US$
value

(millions) Volume

US$
value

(millions) Volume

US$
value

(millions) Volume

US$
value

(millions)
Remittances:
Foreign branches ......... 1,823,769 1,095.8 1,724,686 1,024.6 1,873,648 1,179.09 902,996 584.43
Correspondent banks ... 304,956 1,676.6 307,804 1,738.0 327,933 1,751.06 172,465 1,021.42
Other financial

institutions/Remittance
tie ups ..................... 235,789 103.4 327,335 145.7 457,664 206.81 233,194 111.39

Total ............................ 2,364,514 2,875.8 2,359,825 2,908.3 2,659,245 3,137.0 1,308,655 1,717.2
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The higher value per transaction of remittances by correspondent banks and other financial
institutions, compared to the Bank’s foreign branches, reflects the practice of large foreign
corporations, such as shipping companies, making large lump sum remittances for multiple
beneficiaries in the Philippines using their regular banking providers.

Investment banking

The Group’s investment banking activities are principally undertaken through First Metro
Investment Corporation (“First Metro” or “FMIC”), a 98%-owned subsidiary of the Bank. First
Metro is a leading trader of Government treasury securities and other fixed income securities
which it trades for its own account and for its customers. First Metro is a leading underwriter
and arranger of loan syndications and issues of debt, equity and equity-linked securities in the
Philippine domestic markets. It also participates in stock market trading for its customers
through its wholly-owned subsidiary, First Metro Securities Brokerage Corporation (“First
Metro Securities”), with proprietary trading being carried out by First Metro itself. First Metro
also provides investment advisory services, primarily to business units within the Group.

First Metro was incorporated in 1972, making it one of the Philippines’ longest-established
investment houses. It has become the largest Philippine investment banking institution in
terms of total assets, which amounted to P= 39.3 billion and P= 32.3 billion as at 31 December
2006 and 30 June 2007, respectively, compared to P= 28.3 billion as at 31 December 2005. In
September 2000, First Metro merged with Solidbank Corporation, a Philippine commercial
bank, thereby becoming the first PSE-listed investment house. First Metro currently has 105
employees.

In September 2005, First Metro was named the Best Domestic Investment Bank in the
Philippines and the Best Domestic Bond House in the Philippines by FinanceAsia, a financial
publication based in Hong Kong. In December 2005, First Metro was also recognized as the
Best Domestic Investment Bank in the Philippines by The Asset, a financial publication also
based in Hong Kong.

In 2006, First Metro was named “Best Bond House in the Philippines” by Finance Asia Country
Awards and the Ayala Corporation P= 5.8 billion perpetual hybrid transaction was recognized as
the “Philippine Capital Markets Deal of the Year” by International Financing Review, the
region’s most authoritative capital markets magazine.

First Metro also undertakes principal investment activities and in June 2003, in partnership
with Mirant Toledo Holdings Corporation, First Metro and Global Business Holdings, Inc., an
investment vehicle owned by the Bank, acquired Panay Power Corporation, a 72-megawatt
power generation plant in the Visayas Region. First Metro is currently actively looking for
additional principal investment opportunities in the project development area. Such
investments, however, are subject to certain risks.

First Metro’s core services are undertaken through its three strategic business units: the
Treasury Group, Investment Banking Group and Investment Advisory Group:

Treasury Group: First Metro’s Treasury Group accounts for the majority of First Metro’s
income. The Treasury Group is an active participant in the Government securities market and
participates in regular auctions of securities by the Bureau of Treasury. It distributes
Government securities and commercial papers to individual investors and various corporate
accounts. It also trade for its own proprietary account with banks and other Government
Securities Eligible Dealers. For the two years ended 31 December 2005 and 2006 and six
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months ended 30 June 2007, First Metro derived the majority of its income from its investment
in, and the trading and distribution of Government securities and private commercial papers.
The Treasury Group has nearly tripled its client base since 1 January 2003 to a total of 13,577
accounts as at 30 June 2007.

Investment Banking Group: First Metro’s Investment Banking Group conducts a range of
investment banking activities for clients in the public and private sectors and participates in
Government issues. Securities underwritten by First Metro are distributed to institutional
investors and through the Bank’s branch network to retail investors (who are not related to the
Group) or held to support the Group’s own trading position.

Investment Advisory Group: First Metro’s Investment Advisory Group provides investment
advice to investment fund managers, including common trust funds (“CTFs”) operated by the
Group’s trust banking group, an equity fund operated by Philippine AXA Life Insurance
Corporation (“Philippine AXA”), an affiliate of the Bank, and a fixed income fund operated by
Philippine Charter Insurance Corporation, a subsidiary of the Bank. The aggregate value of all
funds in respect of which First Metro’s Investment Advisory Group provides investment
advisory services was approximately P= 304.9 million and P= 1,094.8 million as at 31 December
2006 and 30 June 2007, respectively.

In the year ended 31 December 2006 and the six months ended 30 June 2007, First Metro’s
net income was P= 1.1 billion and P= 1.1 billion, respectively, compared to P= 718.3 million in the
year ended 31 December 2005.

First Metro is also a holding company for the Group’s interests in a number of additional
companies. For a description of these subsidiaries and affiliates, see “Subsidiaries and
Affiliates”.

The table below sets forth selected financial ratios of First Metro derived from First Metro’s
audited financial statements as at and for each of the three years ended 31 December 2004,
2005 and 2006 and the six months ended 30 June 2007.

As at and for the year ended 31 December

(audited)

For the six

months ended

30 June

(unaudited)

2004 2005 2006 2007

Return on assets(1) ................................... 7.8% 3.2% 3.1% 6.2%
Return on equity(2) ................................... 13.5% 10.4% 14.3% 27.0%
Non-performing loans to total loans(3) ....... 12.8% 9.6% 9.2% 9.7%
Allowance for credit losses to non-

performing loans(4) ................................ 54.7% 66.3% 118.7% 137.7%

Notes:

(1) Net income divided by average total assets for the period indicated.

(2) Net income divided by average total equity for the period indicated.

(3) Total non-performing loans divided by total loans.

(4) Allowance for credit losses divided by total non-performing loans.
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Trust banking

The Group’s trust banking business offers a wide range of funds and asset management
products and services catering to corporates, high net worth individuals (defined as individuals
with liquid assets of over P= 50 million) and retail investors. As at 31 December 2006 and 30
June 2007, the Group had approximately P= 110.2 billion and P= 136.8 billion in assets under
management, respectively, compared to approximately P= 156.1 billion as at 31 December
2005. The trust banking group has, according to the Published Statement of Conditions,
delivered one of the highest growth rates in the industry market over the past five years.
Revenue from the trust business is generated through trust fees from the management of CTFs
and unit investment trust funds (“UITFs”) and corporate and personal trust products and
services, as well as from custody and other agency services.

The Group’s broad range of trust banking products and services address the needs of each of
its market segments, such as the management of retirement, corporate and pre-need funds,
estate planning, personal living trusts and investment management arrangements and custody
and facility agency services. Corporate clients contributed approximately P= 38.7 billion and
P= 50.7 billion in assets under management as at 31 December 2006 and 30 June 2007,
respectively, which were principally invested in Government securities. The retail business
consists primarily of investments in CTF and UITF product lines with different features and
benefits to cater to various investor needs. The funds are available in both Peso and U.S.
dollar currencies. The Peso-denominated funds are available in fixed income and equity funds
with varying investment horizons, ranging from less than one year to over five years. The fixed
income funds are invested in Government securities, debt instruments of prime Philippine
corporations and deposit instruments of Philippine banks whereas the Peso-denominated
equity funds invest in equities listed on the PSE and in fixed income securities. The U.S.
dollar-denominated funds invest in bonds issued by the Philippines, deposit instruments and
U.S. Treasury stock as well as fixed income instruments issued by investment grade Asian
countries (currently Singapore, South Korea, Hong Kong, China, Malaysia and Thailand). The
combined funds had approximately 15,360 and 13,927 clients as at 31 December 2006 and 30
June 2007, respectively.

On 3 September 2004, the BSP issued a circular changing the pooled funds concept from
CTFs to UITFs. The main area of change is in the valuation of the fund. CTFs use the
amortised cost method of valuing fixed income investments whereas UITFs mark-to-market
their investments and invest in securities that are marketable and tradable. In addition, CTFs,
unlike UITFs, are subject to the same reserve requirements as deposits. CTFs are expected
to be completely phased out or converted into UITFs within two years of the date of the
circular. Revenues generated from the management of CTFs (and UITFs in 2005) accounted
for 76%, 72%, 70% and 45% of the trust banking group’s revenues for the three years ended
31 December 2004, 2005 and 2006 and the six months ended 30 June 2007, respectively.

The trust banking group also offers asset-based services, such as transfer agency services for
public offerings by Philippine corporations, escrow agency services and mortgage trust
indenture services.

The trust banking group utilises an integrated trust solution from Thomson Financial that
enables it to process information faster and provide customers with better access to such
information. The system combines front-to-back office system integration and straight-through
processing, as well as trade risk management and compliance checking. It also provides a
web-based channel of information as well as internet enabled access and delivery.
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The Bank’s trust banking group generated revenues of P= 1.0 billion, P= 1.1 billion, P= 1.1 billion,
and P= 0.3 billion, respectively, for the three years ended 31 December 2004, 2005, 2006 and
the six months ended 30 June 2007.

PSBank also offers a range of trust banking products and services, on a more limited basis
than the trust banking group of the Bank. The information provided above is in respect of the
Bank only.

Funding

Overview

The Bank’s funding is provided principally by its deposit base of savings and demand and time
deposits. The Bank also sources its funding requirements from general financings and, in
December 2001, November 2002 and October 2003, issued US$100 million, US$125 million
and US$200 million of subordinated notes, respectively, to improve its capital adequacy ratio
(although the proceeds from the September 2003 issue were used, in part, to redeem the
subordinated notes issued in December 2001). The Bank also raised a landmark US$125
million and US$132 millionfrom the issuance of Hybrid Tier 1 and common shares in February
2006 and October 2006 respectively. The Bank also uses interbank borrowings to cover
temporary shortfalls in funding or for general balance sheet management.

The Bank believes that its branch network is important to attract deposits from the public. As
at 30 June 2007, out of total deposits of P= 448.0 billion, approximately 60.6% were made with
the Bank in the Metro Manila area, with 19.8% in other branches in Luzon, 11.6% in the
Visayas Region, 7.3% in Mindanao and 0.7% in foreign branches. Deposits held by PSBank as
at 30 June 2007 amounted to P= 53.3 billion, representing 10.6% of the Bank’s total deposits.
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Sources of Funding

The following table sets forth an analysis of the Bank’s principal funding sources and the
average cost of each funding source:

As at 31 December
(audited)

As at 30 June
(unaudited)

2004

Average
Cost of
Funding

% 2005

Average
Cost of
Funding

% 2006

Average
Cost of
Funding

% 2007

Average
Cost of
Funding

%

(P= millions)
Deposits by type:
Demand .................. P= 17,722 0.3% P= 19,297 0.3% P= 21,380 0.3% P= 25,702 0.3%
Savings ................... 254,124 3.6% 281,679 3.1% 273,718 3.0% 179,441 1.1%

— Special
UNISA(1) .......... 121,312 6.5% 138,003 5.4% 109,075 5.1% 3,012 4.4%

— Regular ........... 132,812 0.9% 143,676 0.9% 164,642 0.9% 176,429 0.8%

Time ........................ 74,908 3.1% 78,163 3.5% 142,906 4.2% 242,892 3.5%

Total .................... P= 346,754 3.4% P= 379,139 3.0% P= 438,003 3.1% P= 448,034 2.3%

Deposits by
currency:
Peso .................... P= 252,756 4.1% P= 277,584 3.5% P= 329,327 3.4% P= 344,051 2.2%
Foreign ................ 93,998 1.5% 101,555 1.6% 108,677 2.2% 103,983 2.6%

Total .................... P= 346,754 3.4% P= 379,139 3.0% P= 438,003 3.1% P= 448,034 2.3%

Borrowings:
Peso .................... P= 5,041 8.3% P= 5,109 8.0% P= 514 9.1% P= 267 5.5%
Foreign (including

subordinated
debt) ................ 35,381 5.5% 44,832 6.6% 16,982 8.1% 31,169 8.2%

Total .................... P= 40,422 5.8% P= 49,941 6.8% P= 17,496 8.2% P= 31,436 8.0%

Note:

(1) UNISA is a higher-yield passbook savings account

As at 31 December 2006 and 30 June 2007, the Bank’s total customer deposits, as a
percentage of total borrowed funds, was 96.2% (P= 438.0 billion) and 93.4% (P= 448.0 billion),
respectively. This decrease resulted from a number of factors, including a planned decrease
in the amount of higher cost deposits and a substantial shift of customer funds to the Special
Deposit Accounts offered by the BSP.

The Bank has expanded its sources of funds in order to diversify the scheduled maturities of
deposits and maintain a funding portfolio that will enable it to achieve funding stability, retain
liquidity and reduce the discrepancies between its loan and deposit maturities. Although the
majority of the Bank’s customer deposits are short-term, the Bank’s depositors typically roll
over their deposits at maturity, effectively providing the Bank with a source of long-term funds.

As at 30 June 2007, 45.8% of the Bank’s outstanding deposits were demand and savings
deposits which can be withdrawn on request and without any prior notice from the customer.
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The following table sets forth an analysis of the maturities of the deposit base of the Bank:

As at 31 December

(audited)

As at 30 June

(unaudited)

2004 2005 2006 2007

(P= millions)

Demand ................................................... P= 17,721.7 P= 19,296.8 P= 21,379.9 P= 25,701.8
Savings ................................................... 254,124.3 281,679.0 273,717.7 179,440.7
Time Deposits ......................................... 74,907.6 78,163.4 142,905.8 242,891.7

- 90 days or less ................................... 41,088.2 42,378.2 114,888.8 190,061.9
- 91-180 days ....................................... 18,720.8 17,621.2 16,864.0 33,342.9
- 181 days or more ............................... 15,098.6 18,164.0 11,153.0 19,486.9

Total ........................................................ P= 346,753.6 P= 379,139.2 P= 438,003.4 P= 448,034.2

Interbank deposits do not usually form a significant part of the Bank’s funding base but,
together with the Government bond market, are important in the management of the Bank’s
liquidity. In addition, the Bank receives long-term deposits from the Government and other
entities, which it on-lends as funding for specialised programmes sponsored by these entities.
See “Principal Business Activities — Specialised lending”.

The Bank primarily sources foreign exchange funds from its FCDU and from issuances of
foreign currency certificates of deposits abroad. Other sources include capital stock and
profits from operations overseas.

The BSP is a lender of last resort to the Philippine banking industry. The Bank has not had to
resort to this facility but has managed its liquidity by participation in the interbank market in the
Philippines.

The Bank is a member of the Philippine Deposit Insurance Corporation which insures all
deposits up to a maximum of P= 250,000 per depositor. The Philippine Deposit Insurance
Corporation is funded by semi-annual assessment fees at a prescribed percentage of the
Bank’s deposit liabilities less certain exclusions. The Notes, like other subordinated
indebtedness of the Bank, are not guaranteed or insured by the Philippine Deposit Insurance
Corporation.

Liquidity

The purpose of liquidity management is to ensure that the Bank has available funds to meet
its present and future financial obligations and to capitalise on business opportunities as they
arise. Financial obligations arise from withdrawals of deposits, extensions of loans or other
forms of credit, repayments on maturity of borrowed funds and operational needs. The Bank
seeks to ensure sufficient liquidity through a combination of active management of liabilities,
a highly liquid asset portfolio, the securing of ample money market lines and the maintenance
of repurchase facilities to pre-empt any unexpected liquidity situations.

In addition, the Bank can obtain funds at short notice by drawing upon established but
non-committed lines of credit maintained with other banks, through overnight, seven-day or
one-month borrowings in the Philippine interbank market.
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Currently, Peso deposits and deposit substitute liabilities are subject to 10% statutory and 11%
liquidity reserve requirements. At least 25% of the statutory reserve requirement must be
deposited with the BSP. A maximum of 40% of the amount deposited with the BSP earns 4%
interest per annum. The balance of 75% of the statutory reserve may be in one or a
combination of deposits with the BSP, cash at hand and/or in the vault of the Bank. All of the
liquidity reserve may be held in the form of BSP eligible government securities.

In connection with foreign currencies, the BSP requires banks to maintain asset cover of 100%
for foreign currency liabilities, of which 30% must be in liquid assets.

Loan portfolio

As at 31 December 2006 and 30 June 2007, the Group’s total loan portfolio on a consolidated
basis amounted to P= 282.9 billion and P= 276.4 billion, respectively, representing approximately
43.6% or 41.3% of its total assets as at those dates, respectively.

Whilst the Bank has increased the size of its consumer loan portfolio in recent years, a large
majority of the Bank’s loans are granted to Philippine corporates, in particular small- and
medium-sized businesses. However, since March 2005, the Bank has reduced the number of
loans granted to middle-market corporates and has instead focused on granting loans to large
corporates. As at 30 June 2007, loans to large and middle-market corporates and to small- and
mid-sized businesses represented approximately 93.0% of the Bank’s total outstanding loans,
with the balance of 7.0% representing consumer loans, compared to approximately 94.2% and
5.8%, respectively, as at 31 December 2006.

As at 30 June 2007, the Bank had outstanding contingent accounts of P= 136.8 billion,
consisting principally of accounts of the trust banking group, compared to P= 110.2 billion as at
31 December 2005. These trust accounts comprise property held by the Bank in a fiduciary
and/or agency capacity for customers of the Bank and are classified as contingent liabilities of
the Bank for the purpose of reporting off-balance sheet liabilities to the BSP.

Industry concentration

Historically, the manufacturing, wholesale and retail trade and real estate sectors have
represented the largest sectors of the Group’s loan portfolio, representing 24.5%, 16.5% and
18.2%, respectively, of the Group’s loan portfolio as at 30 June 2007. The majority of lending
to these sectors takes the form of working capital loans and trade financing.
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The following table sets forth an analysis of the Group’s loan portfolio by economic activity, as
defined and categorised by the BSP:

As at 31 December

(audited)

As at 30 June

(unaudited)

2004 2005 2006 2007

(P= millions, except for percentages)

Manufacturing
(various industries) ......... P= 86,580.4 32.3% P= 77,753.7 28.4% P= 76,079.9 26.9% P= 67,822.0 24.5%

Wholesale and retail trade ... 48,927.2 18.2 53,705.6 19.6 51,031.4 18.0 45,571.5 16.5
Real estate, renting and

business activities ........... 38,442.9 14.3 48,033.8 17.5 52,237.9 18.5 50,243.6 18.2
Other community, social and

personal activities ........... 19,461.8 7.3 19,095.7 7.0 12,458.1 4.4 14,835.4 5.4
Private householders ........... 17,902.2 6.7 22,606.0 8.3 30,168.0 10.7 31,737.0 11.5
Financial intermediaries ...... 17,879.8 6.7 21,206.7 7.7 28,976.8 10.2 32,364.6 11.7
Transportation, storage and

communication ................ 9,567.2 3.6 9,458.7 3.4 11,663.1 4.1 13,768.8 5.0
Construction ........................ 6,933.2 2.6 6,495.1 2.4 5,274.9 1.9 5,088.2 1.8
Electricity, gas and water .... 6,250.7 2.3 4,687.2 1.7 4,044.5 1.4 3,673.5 1.3
Public utilities ..................... 4,253.9 1.6 459.6 0.2 997.8 0.4 1,139.9 0.4
Agricultural, hunting and

forestry ........................... 4,157.6 1.6 4,437.8 1.6 5,206.1 1.8 5,558.1 2.0
Hotel and restaurants .......... 3,753.1 1.4 2,267.5 0.8 1,510.5 0.5 1,715.0 0.6
Mining and quarrying ........... 881.7 0.3 513.3 0.2 359.7 0.1 412.4 0.2
Others ................................ 3,087.7 1.1 3,169.7 1.2 2,846.7 1.1 2,442.9 0.9

Total ................................... P= 268,079.4 100.0% P= 273,890.4 100.0% P= 282,855.3 100.0% P= 276,372.9 100.0%

As with many banks in the Philippines, the manufacturing sector is the principal focus of the
Bank’s loan portfolio, accounting for 26.9% and 24.5% of the Bank’s total loan portfolio as at
31 December 2006 and 30 June 2007, respectively. The majority of lending to the
manufacturing sector takes the form of working capital loans and trade financing to
manufacturers.

The Bank intends to continue to focus its lending activities on manufacturing companies which
are export-oriented or which manufacture products that can compete with imported products.
The Bank also plans to increase the proportion of its consumer lending as part of its strategy
to diversify its lending business. See “Strategy— Increased penetration of the consumer
lending market”.

The Bank maintains a flexible policy towards its exposure to the Philippine economy, in
principle avoiding exposure of more than 30% to a particular industrial sub-sector of the
economy. The distribution of the Bank’s loan portfolio by industry is also subject to seasonal
fluctuations.

In addition, the Bank monitors its exposure to specific sectors of the economy to ensure
compliance with specific pre-determined lending requirements imposed by law on all
Philippine banks. The Bank must comply with legal requirements to make loans available to the
agricultural sector and to small- and medium-sized enterprises. Mandatory credit allocation
laws require all Philippine banks to make available 25% of their “loanable funds” to the
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agricultural sector in general, with 10% of such funds being made available exclusively to
agrarian reform beneficiaries, and to allocate 6% of their loan portfolios to small-sized, and 2%
to medium-sized, enterprises. As at 30 June 2007, the Bank was in compliance with these
requirements.

Maturity

The following table sets forth an analysis of the Bank’s loans by maturity:

As at 31 December

(audited)

As at 30 June

(unaudited)

2004 2005 2006 2007

(P= millions, except for percentages)

Due within one year ............ P= 171.6 64.0% P= 174.7 63.8% P= 187.5 66.3% P= 175.1 63.4%
Due over one year to

five years ....................... 47.3 17.6 50.7 18.5 40.7 14.4 44.6 16.1
Due over five years ............. 49.2 18.4 48.5 17.7 54.7 19.3 56.7 20.5

Total ................................... P= 268.1 100.0% P= 273.9 100.0% P= 282.9 100.0% P= 276.4 100.0%

Loans due within one year primarily consist of interbank loans, which are payable on demand,
loans to corporations for working capital and loans to consumers for general use. Loans with
a maturity of between one and five years consist primarily of term loans to corporations and
businesses. Loans with a maturity of over five years consist primarily of mortgages advanced
for property purchases.

Foreign currencies

As at 30 June 2007, 91.3% of the Group’s loan portfolio was denominated in Pesos with 8.7%
being denominated in foreign currency. The following table shows an analysis of the Group’s
loans by currency as at 31 December 2004, 2005 and 2006 and as at 30 June 2007:

As at 31 December

(audited)

As at 30 June

(unaudited)

2004 2005 2006 2007

(P= millions, except for percentages)

Peso ................................... P= 233.0 86.9% P= 248.6 90.8% P= 259.7 91.8% P= 252.3 91.3%
Foreign Currency ................ 35.1 13.1 25.3 9.2 23.2 8.2 24.1 8.7

Total ................................... P= 268.1 100.0% P= 273.9 100.0% P= 282.9 100.0% P= 276.4 100.0%

The Bank’s foreign currency lending (in U.S. dollar terms) has decreased both as a proportion
of the total loan portfolio and in absolute terms. This reflects the higher risks associated with
U.S. dollar borrowing as a result of the general depreciation of the Peso in recent years. This
has led many Philippine borrowers to source their funding exclusively in Peso. The Bank
maintains its practice of extending foreign currency loans primarily to those customers who
have an identifiable source of foreign currency earnings from which to repay the loans, and to
importers who have authorisation from the BSP to purchase foreign currency to service their
foreign currency obligations.
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Interest rates

An important component of the Bank’s asset and liability policy is its management of interest
rate risk, which is the relationship between market interest rates and the Bank’s interest rates
on its interest-earning assets and interest-bearing liabilities. See “Risk Policy and
Management — Interest rate risk”.

The following table sets forth as at 30 June 2007 the total amount of loans due after one year
with fixed interest rates and the total amount of loans due after one year with floating interest
rates:

Amount

(P= millions)

Fixed rate loans ....................................................................................... 32,449.2
Floating rate loans ................................................................................... 243,923.7

Total ........................................................................................................ 276,372.9

The lending market in the Philippines is principally based on floating rate lending. This is
reflected in the Bank’s loan portfolio, with 88.3% of the Bank’s total loan portfolio being floating
rate loans as at 30 June 2007, compared to 86.3% as at 31 December 2006. The Bank’s
floating rate loans reprice periodically by reference to the Philippine Treasury bill rate, typically
by reference to a margin of between 1.0% and 3%. As a result, the Bank’s exposure to interest
rate fluctuations is significantly reduced.

Size and concentration of loans

The BSP generally prohibits any bank from maintaining a financial exposure to any single
person or group of connected persons in excess of 25% of its net worth. As at 31 December
2006 and 30 June 2007, the Bank’s single borrower limit was P= 15.4 billion and P= 14.0 billion,
respectively. In determining whether the Bank meets the single borrower limit of the BSP, the
Bank includes exposure to related accounts (including accounts of subsidiaries and parent
companies of the borrower). As at 31 December 2006 and 30 June 2007, the Bank’s single
largest corporate borrower accounted for 3.6% and 3.4%, respectively, of the Bank’s
outstanding loan portfolio. As at 31 December 2006 and 30 June 2007, the Bank’s ten largest
performing borrowers (including groups of individuals and companies) accounted for P= 40.6
billion, or 17.5%, and P= 44.2 billion, or 19.9%, respectively, of the Bank’s outstanding loan
portfolio.

The following table sets forth a breakdown of total loans by principal amount as at 30 June
2007:

Percentage

Less than P= 1,000,000 ............................................................................. 17.0%
P= 1,000,000 to P= 2,500,000 ....................................................................... 9.3
P= 2,500,000 to P= 5,000,000 ....................................................................... 7.2
More than P= 5,000,000 ............................................................................. 66.5

100.0%
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Secured and unsecured loans

The following table sets forth the Group’s secured and unsecured loans, divided according to
type of collateral:

As at 31 December

(audited)

As at 30 June

(unaudited)

2004 2005 2006 2007

(P= millions, except for percentages)

Secured
Real estate ......................... P= 92,700.9 34.6% P= 91,760.7 33.3% P= 91,525.3 32.4% P= 91,949.8 33.3%
Chattels .............................. 18,445.9 6.9 20,421.6 7.5 21,557.6 7.6 24,601.4 8.9
Deposit hold-out .................. 12,830.5 4.8 16,931.6 6.2 12,732.3 4.5 6,999.8 2.5
Assignment of receivables ... 3,198.4 1.2 1,561.5 0.6 4,016.3 1.4 768.9 0.3
Securities ............................ 2,796.0 1.0 2,081.5 0.8 726.0 0.3 4,318.0 1.5
Standby letters of credit ...... 692.5 0.3 428.3 0.2 8,732.2 3.1 7,215.6 2.6
Others ................................ 13,651.9 5.0 5,219.9 1.9 27,057.6 9.5 26,772.7 9.7

Total ............................... 144,316.1 53.8 138,405.1 50.5 166,347.3 58.8 162,626.2 58.8

Unsecured ......................... 123,763.3 46.2 135,485.4 49.5 116,508.0 41.2 113,746.7 41.2

Total ................................... P= 268,079.4 100.0% P= 273,890.5 100.0% P= 282,855.3 100.0% P= 276,372.9 100.0%

Secured loans are predominantly secured by real estate. The Bank’s management expects this
to continue to be the practice not only for itself but for the Philippine banking industry as a
whole in the near future.

The Group’s unsecured loans have been gradually increasing as a percentage of total loans.
As at 31 December 2006 and 30 June 2007, the Group’s unsecured loans as a percentage of
gross loans was 41.2% and 41.2%, respectively, compared to 49.5% as at 31 December 2005.
This increase is a result of increased loans to large corporate borrowers and the increase in
unsecured personal loans by PSBank.

In accordance with BSP guidelines, the Bank’s policy is that the maximum value of real estate
loans should not be in excess of 60% of the assessed value of the property provided as
security for such loans, except for home mortgage loans in respect of which the maximum
value should not be in excess of 70%. The Bank generally uses its own assessors to value
properties to be given as security. The Bank considers that these valuations are generally
more conservative than market valuations. However, for restructured loans in excess of P= 5.0
million, the BSP requires that collateral should be appraised by an independent appraiser.

As at 31 December 2006 and 30 June 2007, the gross amount of the Group’s investment
properties were P= 39.7 billion and P= 37.8 billion, respectively, with the Bank’s allowance for
impairment losses equalling P= 2.1 billion and P= 2.0 billion, respectively.

The Group classifies its borrowers and assesses its asset quality based on its self-assessment
procedures developed in accordance with guidelines published by the BSP. The Group
performs self-assessment at least annually. The self-assessment process involves classifying
borrowers based on their financial condition and then categorising claims against borrowers in
order of collection risk. Based on these classifications, the Group establishes allowances and
discloses its problem loans using criteria required under BSP regulations.
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In categorising its loan portfolio, the Group follows the BSP’s categorisation of risk assets
according to their risk profile. All risk assets, in particular the Group’s loan portfolio, are either
classified or unclassified. Those loans which do not have a greater than normal risk, and for
which no loss on ultimate collection is anticipated, are unclassified. All other loan accounts,
comprising those loan accounts which have a greater than normal risk, are classified as
“especially mentioned”, “sub-standard”, “doubtful” or “loss” assets. Appropriate loan loss
allowances are set up in accordance with the reserve requirement mandated by the BSP or the
reserve requirement as derived per IAS 39 impairment testing.

The Bank adopts a qualitative analysis of its loan portfolio for the purposes of this risk
classification, which is not solely dependent on the number of days the relevant loan is
overdue. The Bank’s review of its risk assets is conducted annually in accordance with
prescribed policy guidelines, in accordance with BSP categorisation. The Bank’s guidelines
classify “especially mentioned” assets as those assets which have demonstrated minor
deficiencies in credit quality but in respect of which repayments on the asset are up to date.
The Bank’s guidelines classify “sub-standard” assets as those which the Bank believes
represent a substantial and unreasonable degree of risk to the Bank. “Especially mentioned”
and “sub-standard” classifications may apply to current loans in accordance with BSP
regulations. “Doubtful” assets are those in respect of which the Bank believes that collection
in full, either according to their terms or through liquidation, is highly improbable and that
substantial loss is probable. Assets which are considered impossible to collect or worthless
are characterised as “loss” assets. Once a loan is classified in a particular category, the Bank
records a loan loss allowance against such loan.

The following is a summary of the risk classification of the aggregate loan portfolio (as a
percentage of total outstanding loans) and allowance for credit losses of the Bank on a
stand-alone, non-consolidated basis, excluding the sale of non performing loans (“Loans for
Sale”) as at 31 December 2006 and 30 June 2007:

As at 31 December

(audited)

As at 30 June

(unaudited)

2006 2007

Amount % Amount %

(P= billions, except percentages)

Risk classification:
Unclassified ............................................. P= 205.5 88.3% P= 195.6 88.3%
Classified ................................................. 27.1 11.7% 25.9 11.7%

Total ........................................................ P= 232.6 100.0% P= 221.5 100.0%

Allowance for credit losses:
Classified ................................................. P= 7.3 76.5% P= 7.9 77.9%
Unclassified ............................................. 2.2 23.5% 2.2 22.1%

Total ........................................................ P= 9.6 100.0% P= 10.1 100.0%
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The risk classification of the Bank’s total loan portfolio and the Bank’s allowance for credit
losses in the above table do not include the risk classification or allowance for credit losses
in relation to Loans for Sale. If Loans for Sale were included, as at 31 December 2006 and 30
June 2007, the total of the Bank’s classified loans would have been P= 39.8 billion and P= 38.3
billion, respectively, compared to P= 27.1 billion and P= 25.9 billion (as shown in the table above).
In addition, if the Loans for Sale were included, as at 31 December 2006 and 30 June 2007,
the Bank’s allowance for credit losses would have been P= 11.5 billion and P= 12.4 billion,
respectively, compared to P= 9.6 billion and P= 10.1 billion (as shown in the table above).

Except for loans classified as sub-standard which are secured, where BSP guidelines allow the
borrower ’s collateral position to be taken into account, the allowance for credit losses on other
classified accounts (especially mentioned, sub-standard (unsecured), doubtful or loss) is
based on the total principal balance outstanding without taking account of the value of any
realisable collateral. Loans classified as “loss” assets are generally written-off by the Bank in
accordance with BSP guidelines. These guidelines allow banks, upon approval by their board
of directors, to write off loans, other credit accommodations, advances and other assets,
regardless of amount, against allowance for credit losses (valuation reserves) or current
operations as soon as they are satisfied that such loans, other credit accommodations,
advances and other assets are of no value. However, prior approval of the Monetary Board of
the BSP is required to write off loans and advances to certain directors, officers, shareholders
and/or related interests (“DOSRI”).

In addition to making specific allowances for credit losses based on the risk classification of
its loan portfolio, the Bank’s allowances for credit losses also included general allowances.

As at 31 December 2006 and 30 June 2007, the Bank’s allowance for credit losses on a
stand-alone, non-consolidated basis was P= 9.6 billion and P= 10.1 billion, respectively,
compared to P= 15.9 billion as at 31 December 2005. As a percentage of the Bank’s
non-performing loan portfolio, such loan loss allowance was 61.1% and 61.2% as at 31
December 2006 and 30 June 2007, respectively, compared to 66.7% as at 31 December 2005.

In addition to making an allowance for credit losses based on the above risk classifications, the
substantial majority of classified loans are also recognised as non-performing loans by the
Bank.
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The table below sets forth details of the Bank’s non-performing loans, non-accruing loans,
investment properties, non-performing assets (as described below), restructured loans and
write-offs for loan losses as at and for the three years ended 31 December 2004, 2005 and
2006 and the six months ended 30 June 2007:

As at and for the year ended 31 December

(audited)

As at and

for the six

months ended

30 June

(unaudited)

2004 2005 2006 2007

(P= millions, except percentages)

Non-performing loans
(including Loans for Sale) ..................... P= 51,716 P= 43,038.8 P= 32,198.4 P= 33,087.2

Total gross loans (including Loans
for Sale) ............................................... 284,768.3 290,539.4 295,521.4 288,734.1

Loans for Sale ......................................... 16,688.9 16,649.0 12,666.1 12,361.2
Total non-performing loans to total gross

loans (including Loans for Sale) ............ 18.2% 14.8% 10.9% 11.5%
Non-accruing loans (including Loans for

Sale) .................................................... P= 49,635.4 P= 40,629.7 P= 31,591.2 P= 32,343.0
Non-accruing loans to total gross loans

(including Loans for Sale) ..................... 17.4% 14.0% 10.7% 11.2%
Investment Properties - gross ................... P= 39,180.4 P= 38,873.5 P= 39,734.2 P= 37,766.9
Non-performing assets (including Loans

for Sale)(1) ............................................ P= 90,896.4 P= 81,912.3 P= 71,932.6 P= 70,854.1
Total assets (including Loans for Sale) ..... 524,776.5 585,101.7 648,786.8 669,635.0
Non-performing assets to total assets

(including Loans for Sale) ..................... 17.3% 14.0% 11.1% 10.6%
Allowance for credit losses (total(2))

(including Loans for Sale) ..................... P= 23,696.5 P= 21,982.9 P= 16,033.5 P= 17,178.4
Allowance for credit losses (loans)

(including Loans for Sale) ..................... 20,959.4 20,017.0 13,930.7 15,257.4
Allowance for impairment losses

(Investment Properties) ......................... 2,737.1 1,965.9 2,102.8 1,921.0
Allowance for credit losses (loans) to total

non-performing loans (including Loans
for Sale) ............................................... 40.5% 46.5% 43.3% 46.1%

Allowance for credit losses (total(2)) to
non-performing assets (including Loans
for Sale) ............................................... 26.1% 26.8% 22.3% 24.2%

Total restructured loans(3) ......................... P= 21,091.4 P= 17,538.4 P= 14,058.4 P= 14,615.1
Restructured loans to total gross loans

(including Loans for Sale) ..................... 7.4% 6.0% 4.8% 5.1%
Loans — written-off .................................. P= 609.9 P= 833.5 P= 2,757.0 P= 761.0

Notes:

(1) Non-performing assets comprise gross investment properties (investment properties and allowance for
impairment losses (investment properties) and non-performing loans.

(2) Allowance for credit losses (total) comprises allowance for credit losses (loans), allowance for impairment
losses (investment properties) and allowance for credit losses (Loans for Sale).
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(3) Accumulated value of the Bank’s restructured loans as at relevant date, net of loans repaid, written-off or
foreclosed. Total restructured loans include loans which are undergoing restructuring and still classified as
non-performing loans. As at 30 June 2007, such loans amounted to P= 6.1 billion, or 41.9%, of the total
restructured loans.

Loans are classified as non-accruing (or past due) if (i) any repayment of principal at maturity
or any scheduled payment of principal or interest due quarterly (or longer) is not made when
due and (ii) in the case of any principal or interest due monthly, if the amount due is not paid
and has remained outstanding for three months. In the case of (i), such loans are treated as
non-performing if the payment is not made within a further 30 days. In the case of (ii), such
loans are treated as non-performing upon the occurrence of the default in payment.

Loans which have been foreclosed or have been transferred to the Bank’s investment
properties account are no longer classified as “non-performing” assets.

In order to manage its loan portfolio and reduce its exposure to non-performing loans, the
Bank’s practice is to restructure those classified loans which it considers suitable for
restructuring. The Bank restructures loans on a case-by-case basis. Restructuring methods
used by the Bank have included extending the maturity of loans beyond their original maturity
date and providing for rescheduled payments of principal consistent with the expected
cashflows on the borrower in question. The Bank will also consider, in certain circumstances,
receiving partial repayments of principal in respect of restructured loans. The Bank has also
agreed to debt-for-equity swaps but rarely uses this as a restructuring solution.

In accordance with BSP guidelines, in general, non-performing loans which are successfully
restructured are considered current and no longer non-performing following three consecutive
payments of the required amortisation of principal and/or interest. For restructured loans with
capitalised interest and which are not fully secured, six consecutive payments are required for
the loan to be considered performing. As at 31 December 2006 and 30 June 2007, the Bank
had a stand-alone unconsolidated portfolio of approximately P= 8.4 billion and P= 7.5 billion of
restructured loans which were treated as performing, respectively.

In accordance with BSP guidelines, loans and other assets in litigation are classified as
non-performing assets. The Bank’s non-performing assets principally comprise investment
properties and non-performing loans. The Bank has established the Acquired Asset
Management and Disposition Group, to actively manage and, where appropriate, sell its
investment properties. The Bank has sold approximately P= 1.2 billion and P= 2.4 billion of
investment properties for the year ended 31 December 2006 and the six months ended 30
June 2007, respectively, compared to P= 1.7 billion for the year ended 31 December 2005.

The Bank plans to sell approximately P= 2.9 billion of investment properties in 2007.
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Sectoral analysis of non-performing loans

The following table sets forth, as at the dates indicated, the Bank’s gross non-performing loans
(on a stand-alone, non-consolidated basis) by the respective borrowers’ industry or economic
activity and as a percentage of the Bank’s gross non-performing loans:

As at 31 December

(audited)

As at 30 June

(unaudited)

2004 % of total 2005 % of total 2006 % of total 2007 % of total

(P= millions, except percentages)

Wholesale and retail trade ... P= 6,504.6 19.9% P= 5,602.8 23.5% P= 4,467.1 28.5% P= 4,276.7 25.8%
Manufacturing (various

industries) ...................... 10,165.5 31.1 7,950.3 33.4 4,119.5 26.3 4,367.9 26.3
Real estate, renting and

business activities ........... 4,429.0 13.6 2,507.9 10.5 2,237.4 14.3 2,548.1 15.4
Other community, social and

personal activities ........... 1,457.8 4.4 1,107.3 4.7 402.4 2.6 693.4 4.2
Transportation, storage and

communication ................ 2,012.2 6.2 538.6 2.3 202.0 1.3 275.4 1.7
Others(1) ............................. 3,115.1 9.5 2,915.3 12.1 3,169.1 20.2 2,881.6 17.4
Hotel and restaurants .......... 1,837.0 5.6 252.7 1.1 142.5 0.9 136.0 0.8
Construction ........................ 1984.1 6.1 1,898.0 8.0 646.6 4.1 1,153.0 6.9
Agricultural, hunting and

forestry ........................... 337.9 1.0 291.9 1.2 73.6 0.5 87.9 0.5
Electricity, gas and water .... 307.3 1.0 441.4 1.9 1.6 0.0 13.3 0.1
Financial intermediaries ...... 536.1 1.6 316.5 1.3 195.7 1.3 155.9 0.9

Total ................................... P= 32,686.6 100.0% P= 23,822.7 100.0% P= 15,657.5 100.0% P= 16,589.2 100.0%

Note:

(1) “Others” includes mining and quarrying, private households, services and public utilities and “others”, according
to categorisations by the BSP.

The information presented in the table above reflects a sectoral breakdown of the gross
non-performing loans of the Bank on a non-consolidated basis. The Bank’s non-consolidated
portfolio of non-performing loans represented approximately 80.2% and 80.0% of the Bank’s
total consolidated portfolio of non-performing loans as at 31 December 2006 and 30 June
2007, respectively.

There was one loan to DOSRI with an outstanding balance of P= 1.5 million within the Bank’s
portfolio of non-performing loans as at 30 June 2007.

Top ten non-performing loans

As at 30 June 2007, the Bank’s ten largest non-performing loans accounted for 2.2% of its total
loans to customers and 29.3% of its gross non-performing loans to customers. As at 30 June
2007, the Bank’s exposure to its ten largest non-performing loans ranged from P= 1.3 billion to
P= 221.2 million and amounted to approximately P= 4.9 billion in the aggregate.

As at 30 June 2007, no individual borrower or group accounted for more than 8.1% of the
Bank’s total amount of non-performing loans.
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Sale of non-performing loans

In April 2002, the Bank agreed to sell P= 16.3 billion in book value of non-performing loans to
a special purpose vehicle (the “SPV”) owned and controlled by foreign investors unrelated to
the Bank. In return for the non-performing loans, the SPV paid consideration in the form of
P= 5.0 billion in cash and P= 11.3 billion in the form of subordinated debt securities due on 27
February 2009.

In July 2005, the Bank agreed to sell five non-performing loans to the Avenue Capital Group
for P= 2.2 billion, which represented a P= 1.4 billion, or 62.0%, discount on the book value of the
non-performing loans. In November 2005, the Bank agreed to sell 46 non-performing loans by
way of auction and raised P= 6.9 billion, which represented a P= 5.4 billion, or 78.0%, discount on
the book value of the non-performing loans.

The above-mentioned sales are part of the Bank’s strategy of reducing its exposure to
non-performing loans. As at 31 December 2006 and 30 June 2007, the ratio of total
non-performing loans to total loans was 6.9% and 7.5%, respectively, compared to 9.6% as at
31 December 2005.

INFORMATION TECHNOLOGY

The Bank’s strategy for providing better customer services, improving operations management
and enhancing operating efficiency is dependent upon its IT systems. The Group generally
uses off-the-shelf hardware and software to create complex applications and infrastructure
that is needed to conduct its operations. This modular approach allows the Group to modify its
systems to address changing needs and incorporate new technology as necessary. This
approach also allows for the Group to make modifications and upgrades more cost effectively
than if it employed a wholly proprietary systems architecture.

The Group continues to undertake initiatives to combine, to the extent permitted by BSP
regulations, the operating platforms of entities within the Group, to develop common service
systems and otherwise upgrade its centralised computing equipment, which now services all
online requirements of the Bank’s branches, the Bank’s 24-hour point-of-sale facilities, the
Bank’s ATM operations and PSBank’s online system. The following IT-based initiatives were
taken from 2003 to-date:

• The Bank is currently implementing an improved deposit accounts opening system for its
branches (Branch Automation System), which streamlines the account opening process,
improves internal controls and ensures data quality for new account records.

• The Group has implemented a browser-based consumer loans origination system to
further improve the processing and approval of consumer loan applications.

• The Group is implementing Triple DES to further secure VISA and MasterCard
transactions.

• The Group has implemented a facility which allows the display of customer signature
images in any branch, enabling its branch personnel to verify, approve and process
inter-branch transactions.

• The Bank completed the upgrade of the perimeter security and strengthened the internal
security of the local and wide area network infrastructure with the implementation of
access protection and intrusion prevention systems.

— 98 —



• The Bank acquired a customer analytics system, which provides reports based on the
Bank’s internally generated customer information along with publicly available sources
that give the Bank’s marketing and sales divisions a better understanding of its
customers’ needs. This product gives all Bank personnel a consistent customer view and
performs customer segmentation, thereby enhancing the Bank’s cross-selling
capabilities.

• The Bank implemented a leading document imaging solution to achieve greater
operational efficiency and build a foundation for a paperless environment.

• The Bank recently upgraded its mainframe central processing unit and operating
software. This provides the Bank and the Group companies using the mainframe
computer, with available data processing capacity for substantial customer and
transaction volumes growth in the next few years.

• The Bank archived data previously stored only on microfiche films on to its document
imaging systems.

• The Bank implemented an online negative database system to be used primarily in the
initial screening of loan/deposit applicants to provide branches and business units
nationwide with adverse data, if any, on prospective customers.

• The Group implemented a browser-based integrated loan system for consumer loan
products, including auto, multi-purpose and housing loans, which allows for faster
processing of loans.

• The Group strengthened and improved the security of the network infrastructure using a
Microsoft Windows 2003-based system, which enables the Bank and its subsidiaries to
have centralised management and administration of authorised users, security policies
and organisational assets, such as computers, printers and network devices.

• The Bank strengthened its human resource capabilities by increasing the usage of
off-the-shelf collaboration and groupware solutions.

• The Bank implemented a human resources management system in March 2007 to aid in
the more effective administration and deployment of its people assets. This same HR
solution will be implemented in the other Group companies.

• In the area of regulatory compliance and risk management, the Group has acquired an
anti-money laundering system. Additionally a market risk management system and an
asset-liability management system are currently being implemented.

• The Bank’s treasury unit is upgrading its treasury system to take advantage of the
superior features of the new system version. The new system will give the treasury unit
the capability to handle greater transaction volumes and more complicated treasury
transactions.

• The Bank recently launched a call center facility for remittance customers. This call
center is outsourced to one of the companies in the Group.

• The Bank is also currently implementing an upgrade of its IT network by increasing line
speeds to branches. This upgrade should accommodate the new online application
processes at its branches, as well as improve network response times.
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• The Group is further upgrading its network security systems to ensure adequate
protection against spyware, malware, adware and spam intrusions.

The Bank has a disaster recovery system as part of its business contingency recovery plan.
This system allows it to mirror and duplicate all critical operations and resume business during
disaster situations. The disaster recovery system is provided through a third party. The Bank
installed a backup ATM switch in its disaster recovery center which will enable uninterrupted
ATM use even when the primary computer center is inaccessible or rendered inoperable due
to a disaster. In addition, the Bank implemented an online disk replication system between the
Bank’s corporate headquarters and the Bank’s business recovery data centers, thereby
minimising data loss during disaster scenarios and resulting in the capability to be online
within three hours upon declaration of a disaster for all critical applications of the Bank. Aside
from the online disk replication system, the Bank has acquired a virtual tape system to
strengthen the conventional tape-based backup mechanisms.

The Bank has made efforts to upgrade its IT. However, the effectiveness of its new IT systems
may be limited by the quality and timeliness of available data in the Philippines.

COMPETITION

Competition in the Philippines financial services industry is increasing. Following the Asian
economic crises in mid-1997 and resulting economic turmoil experienced by the Philippine
economy, banks in the Philippines instituted more restrictive lending policies as they focused
on asset quality and tried to reduce their exposure to non-performing loans. However, with the
gradual recovery seen in the Philippine economy over the past three years, banks have
refocused on using their increased liquidity to grow their corporate and consumer lending
businesses.

Deregulation has also resulted in increased competition in the banking industry. Since 1994,
a number of foreign banks, which have greater assets than the Bank, have been granted
licences to operate in the Philippines. These foreign banks have generally focused their
operations on the larger corporations and selected consumer finance products, such as credit
cards. However, increasingly, foreign banks have looked to further expand their presence in
the Philippines.

For example, in early 2005, Citibank, N.A. acquired Insular Savings Bank, a thrift bank with 36
branches nationwide, 26 in Metro Manila and ten in Cebu, Davao and other large cities. HSBC
Ltd. also has branches in the Philippines following its acquisition of PCI Savings Bank in 2000.
These large foreign banks are disadvantaged in terms of sourcing funding due to their
relatively small branch networks. However, they have worked to overcome this disadvantage
by growing their domestic presence, and thus their deposit base, and by effectively using the
swap markets to secure Pesos. All of these developments are expected to place additional
pressure on margins on the Group’s corporate and consumer lending businesses.

In the domestic market, prior to 2000, many banks expanded their networks in order to tap
low-cost retail deposits following the relaxation of restrictions on branch banking. As a result,
the Philippine banking market is relatively fragmented compared to other Asian countries, with
the top six banks accounting for approximately 50.8% of total assets of commercial banks as
at 30 June 2007. Since September 1998, the BSP has encouraged consolidation among banks
in order to strengthen the Philippine banking system. Consolidation is expected to result in
greater competition as a smaller group of ‘top tier ’ banks compete for business.
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The following table sets out a comparison, based on published statements of condition, of the
five leading banks in the Philippines as at 30 June 2007:

Name

Market

capitalisation

Total

capital

Total

assets(1)

Customer

loans

Customer

deposits

Number of

branches

(P= billions)

BPI ......................... P= 170.4 P= 62.0 P= 589.1 P= 251.1 P= 480.5 848.0
Citibank, N.A.

(Phils)(2) .............. — 7.6 225.4 70.5 161.5 6.0
Banco de Oro ......... 131.7 54.2 612.60 245.6 458.2 699.0
LBP(2) ..................... — 36 368.50 116.3 378.0 286
Metrobank .............. 129.2 62.8 664.1 266.7 503.3 707.0

Notes:

(1) Data provided above are consolidated amounts with the exception of Citibank, N.A. and LBP, where such
numbers are presented on a non-consolidated basis.

(2) Unlisted entities where no public market capitalisation data is available.

Corporate banking

In corporate banking, the Bank competes principally on pricing (both for loans and deposits),
existing relationships and the ability to provide specific solutions to customer needs. The
Bank’s principal competitors in corporate banking are the Bank of Philippine Islands (“BPI”),
Citibank, N.A. and Banco de Oro (“BDO”).

Consumer banking

The Philippines has many banks targeting consumer customers. In consumer banking, the
Group competes principally on the extensiveness of its branch network, range of products
offered and customer service. In consumer banking, the Group’s strongest competitor is BPI
and BDO, with other smaller banks also effectively competing based on pricing and terms.
Foreign banks, such as Citibank, N.A. and HSBC, Inc., are also becoming more active in this
market.

RISK POLICY AND MANAGEMENT

Risk management

The Bank operates an integrated risk management system to address the risks faced in its
banking activities, including market, credit and operational risks. The Risk Management Group
(“RMG”) is an independent business function within the Bank that identifies, analyses, and
measures risks from the Bank’s trading, position-taking, lending, borrowing, and other
transactional activities. The RMG analyses exposures and recommends limits for approval of
the RMC. It is also a function of the RMG to establish standards to monitor and report
compliance with limits.

The Bank continues to upgrade its risk management structure and processes in order to further
improve its evaluation and monitoring of risks and returns and to produce sustainable revenue,
reduce earnings volatility and increase shareholder value.
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The Bank has established the following executive committees and operational groups to deal
with risk policy and management:

Risk Management Committee

The RMC, consisting of members of the Board of Directors, is responsible for the creation and
oversight of the Bank’s corporate risk policy. It recommends corporate policies and guidelines
for risk measurement, management and reporting for approval by the Board of Directors. It
also reviews and recommends for approval by the Board of Directors the system of risk limits
(i.e. the allocation of capital to various business units and active involvement in annual budget
and planning processes). In addition, it evaluates the magnitude, direction and distribution of
risks across the Bank.

Asset and Liability Committee

The Asset and Liability Committee (“ALCO”), comprising the Chairman, the Vice-Chairman, the
President, the Senior Executive Vice-Presidents and certain Executive and Senior Vice-
Presidents of the Bank, meets daily to assess the financial condition of the Bank in the light
of current economic factors to ensure that the Bank maintains adequate liquidity, sufficient
capital and appropriate funding to meet all business requirements and comply with all
regulatory requirements. In particular, ALCO manages the balance sheet and ensures that the
Bank’s strategies are in accordance with adequate liquidity, capital and diversified funding.

In reviewing compliance with existing Bank policies and formulating new strategies, ALCO’s
role is to ensure that the Bank’s exposure to interest rate, credit, operational and market risks,
including foreign exchange and liquidity risks, is within prudent limits determined from time to
time by the RMC to be acceptable.

Treasury Group

The Treasury Group is principally responsible for managing the Bank’s funding and liquidity
requirements as well as its investment and trading portfolio. Under the supervision of ALCO,
it engages in interbank placing and borrowing and foreign exchange dealing, and oversees the
Bank’s long-term funding requirements. The Treasury Group also engages in derivative
transactions for hedging purposes.

Liquidity risk

The ALCO is responsible for formulating the Bank’s liquidity risk management policies,
whereas the RMG is responsible for monitoring such risks. Liquidity management is among the
most important activities conducted within the Bank. The Bank manages its liquidity risk
through analysing net funding requirements under alternative scenarios, diversification of
funding sources and contingency planning. The Bank utilises a diverse range of sources of
funds, although short-term deposits made with the Bank’s network of domestic branches
comprise the majority of such funding.

The Bank’s liquidity risk is managed by its holding sufficient liquid assets of appropriate quality
to ensure short-term funding requirements are met and by maintaining a balanced loan
portfolio which is repriced on a regular basis. As at 31 December 2006 and 30 June 2007,
66.3% and 63.4% of the Bank’s total portfolio was represented by loans with remaining
maturities of less than one year, respectively, compared to 63.8% at 31 December 2005.
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The Bank also maintains a significant proportion of liquid assets which are readily marketable.
As at 31 December 2006 and 30 June 2007, the Bank had a total portfolio of trading securities
of P= 117.6 billion and P= 150.7 billion, respectively. The Bank’s trading and investment account
includes securities issued by sovereign issuers (mostly Philippine Treasury bills, Fixed Rate
Treasury Notes and Floating Rate Treasury Notes), foreign currency denominated bonds
issued by the Government, investment-grade Euromarket issues and U.S. treasuries.

Other assets include amounts due from the BSP and from other banks and interbank loans,
which accounted for 10.5%, 4.9% and 7.1%, respectively, of the Bank’s total assets as at 30
June 2007, compared to 8.4%, 4.4% and 10.4% as at 31 December 2006. Deposits with banks
are made on a short-term basis with almost all being available on demand or within one month.

The Treasury Group uses liquidity forecast models that estimate the Bank’s cash flow needs
based on the Bank’s actual contractual obligations and under normal circumstances and
extraordinary circumstances. The RMG prepares a weekly & monthly Maximum Cumulative
Outflow (“MCO”) report through the Bank’s Datawarehouse both on a consolidated &
non-consolidated basis. The report quantifies the bank’s liquidity mismatch risk. The MCO
report is targeted to have a daily reporting schedule in 2008 when the Bank implements the
automation of risk measurements for the banking book. Recently, the Bank acquired Kondor+,
an automated risk management system. This will provide ALCO and senior management a
more timely liquidity and interest rate risk profile data and information.

Credit risk

Credit risk is the risk that the counterparty in a transaction may default and arises from lending,
trade finance, treasury, derivatives and other activities undertaken by the Bank. Credit risks,
on an account by account basis, are being evaluated and monitored by the Credit Group for
both corporate borrowers and retail accounts. The Consumer Lending Group, on the other
hand, keeps track of the consumer financing loans available via Metrohome and Metrocar
credit facilities for individual borrowers. The RMC is responsible for monitoring and evaluating
the Bank’s overall credit risk. The Bank manages its credit risk by evaluating the
creditworthiness of counterparties, carrying out detailed cash flow analyses, setting credit
limits for counterparties and industry sectors, and obtaining collateral where appropriate. The
Bank assigns a borrower risk rating to each corporate counterparty after reviewing the
financial condition of the counterparty, conducting an industry analysis and assessing the
quality of the counterparty’s management. The Bank’s borrower risk rating process is intended
to provide management with:

• a means of dividing the credit portfolio into standard levels of quality;

• a process of uniformly assessing the entire corporate portfolio; and

• a mechanism for changing the portfolio’s risk profile.

Although the application of the Bank’s credit approval systems includes a valuation of the
collateral to be provided in the case of secured lending, the financial review carried out by the
Bank focuses, in particular, on a detailed analysis of the current and projected cash flows of
the borrower. The Bank uses an Internal Credit Risk Rating System on corporate accounts to
calculate a default filter system to estimate the probability of default. This particular model
used by the Bank is endorsed by the Bankers Association of the Philippines as it conforms with
the minimum requirements of the BSP. Some enhancements were employed on the system
using a wider range of factors that were more compatible to and could more effectively rate
accounts under the Bank’s loan portfolio structure. Internal credit risk rating is performed for
all new loan applications as well as on existing loans on an annual basis.
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The components of the Internal Credit Risk Rating System are (1) Borrower Risk Rating
(“BRR”), (2) Facility Risk Factor (“FRF”), (3) Adjusted Borrower Risk Rating (“ABRR”), and (4)
Composite Risk Rating (“CRR”).

The BRR is an assessment of the credit worthiness of the borrower without considering the
type or amount of the facility or security arrangement. In assigning BRR, major industry groups
are given different ratings in calculating the borrower risk ratings, with market share as a key
factor. The Account Management Group and the Bank’s other client management divisions are
responsible for assessing the counterparty’s management quality through regular meetings
with their management. The Bank has a conservative approach to the granting of credit,
especially in its use of collateral. It values collateral at below market values and only lends up
to 60% of its appraised value. The BRR is derived by adding up the net scores of the three
segments of the credit risk rating system namely, financial, industry and management quality).
Credit rating factor weights are then given based on the probability of default of a particular
borrower over the life of a loan. The recommended credit rating factor weights are given below:

Segment Description Weight

Financial Factors ................. Evaluation of the financial condition and profitability
of the borrower using financial ratios

40%

Industry Analysis .................. Analysis of the industry and its prospects, and the
position of the company in the industry

30%

Management Quality ............ Ability of management to run business successfully 30%

FRF, on the other hand, is primarily determined through the terms of the facility and security
arrangements in place. These risk factors could either be upgraded or downgraded based on
the quality and position of the collateral. After which, the BRR and the FRF are combined to
arrive at the ABRR. In cases where a borrower is entitled to multiple facilities, a CRR is
computed to give proportional weights on the facilities measured to arrive at the most accurate
default probability. The final internal credit risk rating grades and the mandatory reserves are
specified below:

ICRRS Grades Description Mandatory Reserves

1 ................. Excellent —
2 ................. Strong —
3 ................. Good —
4 ................. Satisfactory —
5 ................. Acceptable —
6 ................. Watchlist —
7 ................. Especially Mentioned 5%
8 ................. Substandard 10 - 25%
9 ................. Doubtful 50%
10 ............... Loss 100%

More stringent and strict evaluation processes are implemented on accounts with lower credit
ratings from 6 to 10. Other requirements that can mitigate risks such as marginal deposits,
loan covenants, guarantees and sureties, insurance and bonds may be required. Higher
pricing considerations and spreads can be imposed if the perceived risk is greater. Conversion
of existing accommodations to amortizing loans may also be considered. The Group also
stringently sets ceilings on its exposures to these accounts. The counterparty’s audited
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financial statements, collateral data information, as well as macroeconomic conditions
assumptions are all considered default filter system to predict such probability of default. The
Risk Management Unit is the over all responsible party for the design, implementation and
performance of the ICRRS. Relationship managers and other client management officers
initially rate qualified borrowers in accordance with the ICRRS. They manually perform the
financial factor evaluation and conduct industry analysis and management quality evaluation.
Credit Group on the other hand validates the rating results of applications for credit
accommodations of qualified borrowers, based on actual account performance and BSP-
prescribed criteria. Audit Group, on the other hand, reviews the ICRRS and its operations,
including the operations of the credit risk control function annually.

Actual credit exposures, limits, and asset quality are regularly monitored and controlled by the
Bank’s senior management. The Bank’s policy runs consistent with BSP’s prohibition of any
bank incorporated in the Philippines from maintaining a financial exposure to any single
person or group of connected persons in excess of 25% of its net worth.

Credit approval and administration

The Bank has a uniform credit approval system that is applied throughout its lending
operations. The credit approval process is initiated by the branch or marketing unit to which
the application and preparation of loan proposals are made. Loan proposals emanating from
the head office are referred to the credit group in the head office for financial analysis and
evaluation, collateral appraisal and credit investigation. For middle market lending by the
regional lending offices and branches, the financial evaluation, collateral appraisal, credit
investigation and documentation review functions are being handled by the Credit Support
Units (“CSUs”) and Centralised Credit Units (“CCUs”) in the relevant regions. In cases where
the branch is a stand-alone branch, credit investigation and appraisal is handled by the
relevant branch head and corporate social responsibility loans are subject to validation by the
nearest CCU in the relevant region. Loan proposals within the approving authority of the area
supervisor or region head are evaluated by the CSUs and CCUs in the relevant region.

PSBank and First Metro apply similar credit approval systems to those of the Bank.

As at 30 June 2007, the Bank’s head office credit group had a total of 407 regular personnel,
of whom 46 were involved in credit investigation and appraisal, 262 in credit evaluation and
analysis, 31 in credit control and administration, 64 in centralised credit units, and four in the
Office of the Group. In May 2006, the centralization of the loan releasing and administration
functions under Operations Group with the evaluation and documentation functions of the
former Loans Processing Hubs (“LPH”) was approved and implemented. The LPH was
renamed as Credit Support Units with its main responsibilities being preparation and
evaluation of the loan applications worth P= 5 million and below from the Branch Lending Group
as well as the documentation and safekeeping of all collateral documents.Once evaluated, all
proposals are referred to the appropriate approving authority for credit approval. Limits are
aggregated per borrower and affiliated borrowers and, if exceeded, a loan proposal must be
forwarded to the appropriate authority with the requisite credit approval level comprising a
majority of the votes. A majority of the members of a particular committee must approve the
credit. Each credit approval is valid for a period pertaining to the term of the proposed facility.
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The following table sets forth the principal limits of approving authorities within the Bank as at
30 June 2007:

Type of Loan

Unsecured DBP

Secured on

real estate

Consumer

home

mortgage

Secured on

Peso or US$

deposits

(P= thousands)

Branch Credit committee —
unlisted(1) .................................

None 200 500 500 5,000

Branch Credit Committee — listed None 500 4,000 2,000 7,000
Area Coordinator .......................... None 1,000 6,000 3,000 10,000
Area Supervisor/Center Head ....... 200 2,000 8,000 4,000 15,000
Regional Head ............................. 300 10,000 5,000 18,000
Regional Credit Committee ........... 500 3,000 15,000 7,000 20,000
NBBS Region Head/ Designated

Senior Officers/ BLG Head/
BLG-(co-approver) DSO (BLG
Head)Designated Senior
Officers ....................................

1,000

2,500
10,000
25,000 20,000 10,000 25,000

BLG Head/ Branch Region Heads/
Regional Lending Div. Heads/
CRG Deputy Head/ Asst. to the
CBG Head/ CBG Div. Heads/ ....

40,000 60,000

NBBS Head/ CBG Head/ BLG
Head/ Branch Region Heads/
Regional Lending Division
Heads/ CRG Deputy Head ........

1,000 40,000 20,000 60,000

Credit Group Head ....................... 60,000 75,000
President ..................................... 3,000 60,000 25,000 — 75,000
Head Office, Downtown or Grace

Park Center Credit Committees .
10,000 60,000 — 100,000

Executive Committee .................... Over
10,000 up
to 50,000

Over
560,000 up
to 100,000

— Over
100,000

Senior Executive Committee ......... Over
50,000

Over
100,000

— —

Note:

(1) Unlisted branches are new branches which do not have the requisite experience to have higher credit approval
limits.

Once credit has been approved, examination as to completeness is conducted by CRG-
Collateral and Documentation Dept. (for head office accounts) and the CSUs (for Branch and
Branch Lending Group accounts). Loan releasing, booking and loan administration are being
handled by the Domestic Operations Division for head office accounts and the Branch Loans
Operations Department for branch accounts. Approval media is returned to its originating
marketing unit, branch or LPH for implementation and loan servicing. After implementation, the
branches send copies of all relevant documents to the credit group for review. This procedure
applies to loan transactions approved by branch credit committees, area coordinators, area
supervisors and regional credit committees. Each loan transaction is subject to evaluation in
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terms of compliance with credit policies and the completeness and accuracy of the
documentary requirements for types of loans and collateral. The Credit Group reviews
individual accounts at least every year to ensure the quality of credit. In addition, the Bank’s
Non-performing Asset Committee has been reorganized to provide close monitoring of past
due loan accounts below P= 20 Million while The Senior Non-Performing Assets Committee was
created to review and evaluate the bank’s past due loan accounts amounting to P= 20 Million
and above. Both committees evaluate and act on proposed collection programs and oversee
the implementation of the disposal of acquired assets. The committees regularly meet once a
week on separate sessions at the head office for the purpose of reviewing problem loans to be
restructured. In order to improve its management of non-performing loans, the Bank has also
established regional Non-performing Asset Committees which meet at least once a month to
review non-performing loans.

In the ordinary course of business, the Bank and its subsidiaries enter into loans with affiliates
and DOSRI. The Bank ensures that such loans are on fair, commercial terms. The General
Banking Act and BSP regulations generally limit the amount of such loans to 100% of the
Bank’s combined capital accounts or 15% of the Bank’s total loan portfolio, whichever is the
lower. The amount of any loan to a director, officer or shareholder, of which 70% must be
secured, may not exceed the aggregate amount of their deposits with the Bank and the book
value of their investments in the Bank. The Bank is required to report the level of DOSRI loans
to the BSP on a weekly basis. DOSRI loans accounted for approximately 4.2% and 3.2% of
total loans as at 31 December 2006 and 30 June 2007, respectively.

The Board of Directors has the sole authority to approve loans to DOSRI. In addition, the
Board of Directors must approve the restructuring of all DOSRI loans and non-DOSRI loans
that were originally approved by the Executive Committee/Senior Executive Committee.

Market risk

Market risk is the risk of loss to future earnings, fair values or future cash flows that may result
from changes in the price of a financial instrument. The value of a financial instrument may
change as a result of changes in interest rates, foreign currency exchange rates, commodity
prices, equity prices and other market changes. The Bank’s market risk originates from its
holdings in its foreign exchange instruments, debt securities, equities and derivatives
transactions.

The Bank manages market risk by segregating its balance sheet into a trading book and a
banking book. ALCO, chaired by the Bank’s Chairman, is the senior review and decision-
making body for the management of all related market risks. The risk limits are approved by
the RMC, which is a sub-committee of the Board of Directors.

The RMG serves under the RMC and performs daily market risk analyses to ensure
compliance with the Bank’s policies and procedures and makes recommendations based on
such analyses.

The Treasury Group manages asset/liability risks arising from both normal banking operations
and from trading operations in financial markets. The Treasury Group is assigned risk limits by
the RMC.

In February 2002, the Bank commenced the Group-wide computation of its VaR in certain
trading activities. The VaR method is a procedure for estimating the probability of portfolio
losses exceeding some specified proportion based on a statistical analysis of historical market
price trends, correlations and volatilities. VaR estimates the potential decline in the value of
a portfolio, under normal market conditions, for a given “confidence level” over a specified
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holding period. In calculating VaR, the bank uses a 99% confidence level and a one-day
holding period for foreign exchange; a holding period of ten days for a fixed income trading
portfolio. This means that, statistically, the Group’s losses on trading operations will exceed
VaR on one out of 100 trading banking days. The validity of the VaR model is verified through
back testing, which examines how frequently actual daily losses exceed daily VaR. Back
testing for the year ended 31 December 2006 confirmed the continued reliability of the Bank’s
VaR model, as actual losses did not exceed VaR during that period. The Bank measures and
monitors the VaR and profit and loss on a daily basis.

Interest rate risk

The Bank follows a prudent policy on managing its assets and liabilities so as to ensure that
exposure to fluctuations in interest rates is kept within acceptable limits.

A substantial proportion of the Bank’s total loan portfolio is for a term of less than one year,
and the majority of the balance of its medium-term portfolio is on a floating rate basis. As at
31 December 2006 and 30 June 2007, 86.3% and 88.3% of the Bank’s total loan portfolio
comprised floating rate loans, respectively, which reprice periodically by reference to the
Philippine Treasury bill rate. As a result of these factors, the Bank’s exposure to interest rate
fluctuations, and other market risks, is significantly reduced.

The Bank maintains a large portion of its deposit base in short-term deposits. No interest is
paid on demand accounts, which as at 31 December 2006 and 30 June 2007 accounted for
4.5% and 5.8%, respectively, of total deposits, except for a demand account product
(Metrochecking Extra) which pays a rate of interest equal to that payable on regular savings
accounts of the Bank. Rates on savings accounts and time deposit accounts, which constituted
57.5% and 38.0% and 37.3% and 56.9% of total deposits as at 31 December 2006 and 30 June
2007, respectively, are set by different criteria. Time deposit account rates are set by reference
to prevailing market rates, while rates of foreign currency deposits, at the relevant London
interbank offered rate for such foreign currency deposits with similar maturities.

One method by which the Bank measures the sensitivity of its assets and liabilities to interest
rate fluctuations is by way of “gap” analysis. This analysis provides the Bank with a static view
of the maturity and repricing characteristics of its balance sheet positions. An interest rate gap
report is prepared by classifying all assets and liabilities into various time period categories
according to contracted maturities or anticipated repricing dates, whichever is earlier. The
difference in the amount of assets and liabilities maturing or being repriced in any time period
category would then give the Bank an indication of the extent to which it is exposed to the risk
of potential changes in net interest income.

A gap is considered negative when the amount of interest rate-sensitive liabilities exceeds the
amount of interest rate-sensitive assets. A gap is considered positive when the amount of
interest rate-sensitive assets exceeds the amount of interest rate-sensitive liabilities.
Accordingly, during a period of rising interest rates, the Bank would be better positioned than
being in a negative gap position. When this occurs, the Bank should be able to reprice or
reinvest in higher yielding assets at an earlier rate than it would need to refinance its
interest-bearing liabilities. During a period of falling interest rates, a positive gap would lend
to assets repricing earlier than one with a negative gap. This may restrain the growth of its net
income or result in a decline in net interest income.
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The following table sets forth the asset-liability gap position of the Bank on a consolidated
basis as at 30 June 2007:

As at 30 June 2007

Asset Liability Gap Analysis

(unaudited)

Up to

1 month

1 to 3

months

3 to 6

months

6 to 12

months

Greater

than

1 year Total

(P= millions)

Assets
Total loans .................................. P= 111,185 P= 66,726 P= 11,836 P= 4,605 P= 16,525 P= 210,876
Total investment ......................... — — — 1,062 122,964 124,026
Placement .................................. 29,601 3,162 4,293 1,207 4,612 42,876

Total assets ................................ 140,786 69,888 16,129 6,874 144,101 377,778

Liabilities and capital
Customer deposits ...................... 160,044 63,112 8,147 4,710 9,890 245,904
Bills payable ............................... 16,330 86 69 30 118 16,633
Subordinated Debt ...................... — — 5,754 — 9,207 14,961

Other liabilities ........................... 2,704 — — — — 2,704

Total liabilities ............................ 179,078 63,198 13,970 4,740 19,215 280,203

Capital ....................................... — — — — — —

Total liabilities and capital ........... 179,078 63,198 13,970 4,740 19,215 280,203

Asset-liability gap ....................... (P= 38,292) P= 6,689 P= 2,159 P= 2,134 P= 124,886 P= 97,576

The Bank also monitors its exposure to fluctuations in interest rates by measuring the effect
of interest rate movements on net interest income. This is done by modelling the impact of
various changes in interest rates to the Bank’s interest-related income & expenses.

The following table sets forth the impact of changes in interest rates on the Bank’s net interest
income for the six months ended 30 June 2007.

As at 30 June 2007

Changes in interest rates (in basis points)

(100) (50) 50 100

(in P= millions, except percentages)

Change on annualised net interest income P= 269.36 P= 134.68 (P= 134.68) (P= 269.36)
As a percentage of the Bank’s net interest

income for the six months ended 30
June 2007 (annualised) ......................... 1.3% 0.6% -0.6% -1.3%

Given the repricing position of the assets and liabilities of the Bank as at 30 June 2007, if
interest rates decreased by 100 basis points, the expected annualised net interest income
would increase by P= 269.36 million. If interest rates increased by 100 basis points, the
annualised net interest income would decrease by P= 269.36 million. This sensitivity analysis is
performed for risk management purposes and assumes no other changes in the repricing
structure. Actual changes in net interest income will vary from the model.
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Foreign currency risk

Foreign currency liabilities generally consist of foreign currency deposits in the Bank’s FCDU
account. These are typically generated from remittances to the Philippines by Filipino
expatriates and OFWs who retain for their own benefit or for the benefit of a third party, foreign
currency deposit accounts with the Bank and foreign currency-denominated borrowings
appearing in the regular books of the Bank.

Foreign currency deposits are generally used to fund the Bank’s foreign currency-denominated
loan and investment portfolio in the FCDU. Banks are required by the BSP to match the foreign
currency assets with the foreign currency liabilities held through FCDUs. In addition, the BSP
requires a 30% liquidity reserve on all foreign currency liabilities held through FCDUs. Outside
the FCDU, the Bank has additional foreign currency assets and liabilities in its foreign branch
network. The Bank actively manages its foreign currency assets and liabilities.

The Bank’s policy is to maintain foreign currency exposure within acceptable limits and within
existing regulatory guidelines. The Bank believes that its profile of foreign currency exposure
on its assets and liabilities is within conservative limits for a financial institution engaged in the
type of business in which the Bank is engaged.

Trading and investment securities; Equity holdings

The Bank engages in trading and arbitrage of securities. As at 30 June 2007, the value of
investment securities held by the Bank was P= 122.5 billion (net of allowance for impairment
losses) and interest income on investment securities for the six months ended 30 June 2007
was P= 2.4 billion, compared to P= 5.3 billion and P= 4.6 billion for the year ended 31 December
2005 and 2006, respectively.

Derivatives

Banks in the Philippines require an expanded derivatives licence in order to trade derivatives.
In order to enable the Bank to capitalise on the opportunities to offer its clients additional
banking products, it has applied to the BSP for such a licence. Without such a licence, the
Bank is only authorised to enter into derivative transactions for hedging purposes. Pending the
granting of the licence, the Bank’s existing derivatives exposures are limited to currency
swaps, forward currency contracts, interest rate swaps and short-term options which are
entered into for the purposes of hedging currency interest rate and liquidity risks as well as
credit-linked notes where the reference asset is a direct obligation of the Philippines or an
obligation fully guaranteed by the Philippines. As at 30 June 2007, the Bank has no
commitments resulting from derivative transactions. The Bank has strict policies with respect
to the allowable amounts of exposure under its derivative transactions.

Systems risk

The Bank has designed systems to minimise the threat of disruption and has implemented
procedures for passive recovery. Key components of the Bank’s system have multiple
back-ups, including an independent back-up site outside Manila. In addition, critical data is
replicated. As a result, loss of part or all of any portion of the systems will not result in a
disruption in service and will allow restoration and recovery of these systems in the event of
a malfunction. The Bank continuously monitors system security as well as its continuity of
business to maintain readiness. The Bank introduces new systems and changes in a controlled
manner and designs new systems to run in parallel with old ones, minimising the risk of
incompatibility.
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Legal risk

The Bank’s Legal and Compliance Groups are responsible for planning, implementing and
promoting the Bank’s compliance measures. The Compliance Group administers the Bank’s
Compliance System to ensure (i) that the Bank is in compliance with applicable banking laws
and BSP rules and regulations and (ii) that banking operations are carried out in accordance
with established policies of the Bank. The Legal Group is in charge of legal affairs, including
compliance with corporate and transactional law, as well as litigation.

Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes,
people and systems, and external events. The bank’s operational risks are managed through
bank-wide or line of business specific policies, procedures, and risk and control monitoring
tools.

In keeping with the bank’s operational risk management governance structure, the lines of
business are responsible for all the operational risks within the business. The bank recognizes
that each employee is a fundamental part of the operational risk management since they are
in the best position to identify and manage risk. The risk team supports the business by
ensuring that people are given the right tools to help manage operational risk while the Audit
Group conducts independent reviews of business and operating units’ adherence to risk
policies.

The bank maintains a database of risk events that enables it to analyze the cause of the
operational risk in order implement risk mitigation measures. In addition, the bank has
developed risk tools to help business units identify, manage, monitor and summarize
operational risk. One tool the business units utilize is a bank-wide self-assessment process,
which is used to identify and evaluate the status of gross and residual risks; controls in place;
and risks mitigation plans, if appropriate. Its goal is to identify and assess on a continuing
basis all operational risks impacting the line of business due to changing market and business
conditions.

Business Continuity Program

The bank is committed to safeguarding the interests of its customers in the event of an
emergency or significant business disruption. The bank has developed a Business Continuity
Program (“BCP”) that will be activated in these events in order to quickly recover and resume
business operations.

The bank’s business continuity program currently addresses: data back up and recovery of all
mission critical systems; alternate communications with customers, employees, and
regulators; and alternate physical locations to support general business operations.

The bank is committed to periodically review, update and test its BCP under different scenarios
in order to ensure the bank’s readiness for probable business disruptions. Based on the results
of the periodic BCP exercises, the bank shall continuously improve its responses to business
disruptions.

Although the tests may not be able to replicate the actual extreme conditions that the bank may
experience in a real emergency (e.g., control over the various entities that the bank must rely
upon in the event of an emergency, unpredictability of significant business disruption
scenarios), the bank shall continue enhancing its business continuity strategy to meet many
different emergency situations.
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INTERNAL AUDIT

The Group’s Internal Audit Group (“AG”) reviews and evaluates the Group’s risk management
measures and internal controls from an independent standpoint, thereby enhancing the
Group’s corporate governance. The AG is independent from the operating units and reports
directly to the Board of Directors through the Audit Committee, chaired by an independent
director. The AG helps the Group accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and enhance the effectiveness of risk management, internal,
control and governance processes, including the information technology systems and
applications.

The Group employs the risk-based approach in its internal audit programs and procedures.
Under this audit methodology, the nature, timing and scope of audit are based on the
preliminary evaluation of the degree of risks and adequacy of risk management, mitigating
factors and internal controls within each particular operating unit being reviewed. The AG
generally covers in its audits the operating units that it believes bear relatively larger risks, that
have initiated new businesses, or that have made significant changes to their organisational
structure or computer systems. The Group’s branches are, in general, each audited every year.
Branches with problems identified in previous audits are subject to internal audits more
frequently.

The AG comprises professionals, mostly Certified Public Accountants (“CPA”). Passing the
Philippine CPA licensure examination is one of the minimum qualification requirements for
auditors. To further strengthen the Group’s internal audit capabilities, the AG encourages
employees to obtain professional certifications such as Certified Internal Auditor, Certified
Fraud Examiner and Certified Information Systems Auditor, particularly those in the
Information Systems Audit Division. In addition, the AG coordinates closely with the Group’s
independent auditors/assessors to further enhance its audit standards and capabilities, and as
part of the AG’s preliminary assessment of auditable units.

The Bank has, in the past, been the subject of internal fraud. However, the amounts involved
are not material to adversely affect the Bank’s financial position and its operations. The
Special Audit Department assists Management through fact-finding and investigation of fraud
and irregularities, in close coordination with other units in the Group. As a matter of policy and
principle that the Bank will not tolerate any wrong doing by its employees, the Bank’s Law
Division has filed the necessary legal action against the perpetrators.

INSURANCE

The Group’s policy is to adequately insure all of its properties against fire and other usual
risks. The Group also maintains insurance for operational risks such as the loss of cash or
securities through loss or theft, both through a programme of self-insurance and by obtaining
insurance from third party providers. The Group does not have business interruption insurance
covering loss of revenues in the event that its operations are affected by unexpected events.
The Group also has a policy of requiring appropriate insurance coverage for any collateral
provided by its customers.

The Group’s insurance policies are subject to exclusions which are customary for insurance
policies of the type held by the Bank, including those exclusions which relate to war and
terrorism-related events.

The Group believes that its insurance policies as described above are appropriate for its
business.
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INTELLECTUAL PROPERTY

The Bank has pending applications for its intellectual property rights filed with the Intellectual
Property Philippines Office in Makati City. Specifically, these are for its new corporate logo,
various e-banking channels, home and car loans, a kiddie savings deposit, and cash
management, and various remittance services. The Bank has not been the subject of any
disputes relating to its intellectual property rights.

LEGAL PROCEEDINGS

The Bank is a party to various legal proceedings which arise in the ordinary course of its
operations. None of such legal proceedings, either individually or in the aggregate, are
expected to have a material adverse effect on the Bank or its consolidated financial condition.

In addition, the Bank, together with a number of other banks in the Philippines, has been
challenged by the BIR with respect to a potential tax liability in connection with its practice of
issuing passbooks for higher interest rate deposit accounts. The BIR has claimed that
documentary stamp tax and other taxes are payable upon the issue of such passbooks,
claiming that such passbooks are subject to taxation as “certificates of deposit”, and has
claimed up to P= 2.8 billion from the Bank in respect of taxation payable during the period from
1995 to 2001. While the Bank believes that it has a valid defence against these proceedings,
which are pending with the Court of Tax Appeals and the Supreme Court, it expects the
proceedings to continue for some time in the future. If these proceedings are concluded in
favour of the BIR, the Bank’s taxation charge may be increased materially. Legislation, which
came into force in March 2004, clarifies those banking products which are subject to
documentary stamp tax and provides expressly that passbook accounts, such as those which
are the subject of the BIR’s claim, will be subject to documentary stamp tax. Upon
implementation of such legislation, the Bank expects that the BIR will cease to pursue its
claim.

SUBSIDIARIES AND AFFILIATES

Subsidiaries

The following table sets out summary information in respect of the Bank’s principal
subsidiaries as at and for the six months ended 30 June 2007:

As at and for the six months ended

30 June 2007

(unaudited)

Subsidiaries

Effective

ownership Activity Currency

Issued

capital

stock(3)

Total

assets

Total

revenues

Net

income

(loss)

(P= millions)

Philippine Savings
Bank .....................

76.0% Savings
banking

P= 2,019.4 63,814.5 3,944.7 715.3

First Metro Investment
Corporation ...........

98.1% Investment
banking,
holding
company

P= 4,208.7 32,334.9 2,368.2 1,106.54

First Metro Securities
Brokerage Corp(1) ...

100% Stock
brokerage

P= 130.0 416.7 80.5 52.9
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As at and for the six months ended

30 June 2007

(unaudited)

Subsidiaries

Effective

ownership Activity Currency

Issued

capital

stock(3)

Total

assets

Total

revenues

Net

income

(loss)

(P= millions)

Multi-Currency FX
Corporation(1) ........

100% Foreign
exchange

P= 50.0 51.2 1.4 1.0

Prima Ventures
Development
Corporation(1) ........

100% Real estate P= 4.2 102.6 12.8 (2.7)

First Metro Travel,
Inc. (First Metro
Travelex Inc.)(1) .....

60% Travel
Agency

P= 50.0 97.2 17.9 (2.8)

FMIC Equities, Inc .... 100% Holding
Company

P= 12.5 12.4 0.1 (0.0)

PBC Capital
Investment Corp .....

100% Investment
House

P= 300.0 1,067.0 35.8 4.9

First Metro Insurance
Agency, Inc. ..........

100% Insurance
Agency

P= 5.9 90.3 15.7 2.1

First Metro Insurance
Brokers Corp ..........

100% Insurance
Broker

P= 16.0 21.6 1.1 0.9

SBC Properties, Inc.... 100% Holding
Company

P= 130.0 158.1 (4.8) (5.9)

First Metro Asset
Management, Inc. ...

70% Mgmt. of
mutual funds

P= 11.8 25.0 10.5 4.0

MBTC Technology,
Inc. .......................

100% Computer
Services

P= 200.0 393.6 147.5 (5.0)

Metro Remittance
Center, Inc..............

100% OFW
Remittances

US$ 115.6 172.1 36.6 (12.9)

ORIX METRO Leasing
and Finance
Corporation ...........

59.8% Leasing,
finance

P= 531.3 5,070.2 567.6 84.5

Metrobank Card
Corporation ...........

60% Credit card
Services

P= 1,000.0 11,788.5 2,116.1 291.7

Metropolitan Bank
(Bahamas) Ltd. .......

100% Holding
company

US$ 231.2 3,537.1 130.0 57.4

MB Remittance
Center, Ltd.- HK ....

100% OFW
remittances

HK$ 45.7 93.0 25.5 4.7

Metro Remittance
(UK) Ltd. ................

100% OFW
remittances

£ 27.9 42.4 22.9 5.8

First Metro
International
Investment Co.
Ltd.- HK..................

99.6% Investments
and deposit-
taking

HK$ 887.2 3,738.0 240.8 124.4

Metro Remittance
Singapore Pte. Ltd.

100% OFW
remittances

SGD 16.0 65.0 14.5 4.4

Metro Remittance
(Italia), SpA ...........

100% OFW
remittances

EURO 75.1 215.3 80.8 6.9
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As at and for the six months ended

30 June 2007

(unaudited)

Subsidiaries

Effective

ownership Activity Currency

Issued

capital

stock(3)

Total

assets

Total

revenues

Net

income

(loss)

(P= millions)

Metro Remittance
Center, S.A. - Spain

100% OFW
remittances

EURO 58.7 158.4 25.7 7.3

Metro Remittance
GmbH-Vienna ........

100% OFW
remittances

EURO 37.6 33.5 14.9 4.3

Metro Remittance
Center (California),
Inc..........................

100% OFW
remittances

US$ 69.4 68.2 0.0 (1.5)

Global Business
Holdings, Inc.(2) .....

44.8% Holding
company

P= 5,885.1 7,454.4 30.7 7.4

Data Serve, Inc. ........ 100% Computer
Services

P= 62.5 63.3 1.2 0.6

Circa 2000 Homes,
Inc. .......................

100% Real Estate P= 837.2 1,372.1 1.5 (25.2)

Notes:

(1) First Metro Investment Corporation, directly and indirectly, holds the interests shown above in First Metro
Securities, Prima Ventures Development Corporation, First Metro Travelex, Inc., and Multi-Currency FX
Corporation. The financial information relating to First Metro includes its equity investment in those subsidiaries
and its own affiliates.

(2) This figure represents Metrobank’s effective voting interest in Global Business Holdings, Inc.

(3) Foreign currency denominated amounts have been translated into Philippine Pesos using the Philippine Dealing
System closing rate as at 30 June 2007.

Each of the Bank’s subsidiaries listed above have been incorporated in the Philippines, other
than First Metro International Investment Co., Ltd. (“First Metro International”), Metro
Remittance Center, Inc., Metropolitan Bank (Bahamas) Ltd. and MB Remittance Center, Ltd.
Set forth below is a brief description of the Bank’s primary subsidiaries which have not been
discussed under “Description of the Bank” thus far.

Philippine Savings Bank

PSBank, a subsidiary of the Bank, offers a range of retial and consumer banking products and
services. PSBank is a savings bank authorised by the BSP to engage in savings and mortgage
banking in the Philippines. PSBank was the first publicly-listed savings bank in the Philippines
and, as at 30 June 2007, was the second largest savings bank in the country in terms of total
deposits and total assets according to industry data. PSBank offers a wide range of products
and services to the consumer market, principally to individuals, but also to small- and
medium-sized businesses. As at 31 December 2006 and 30 June 2007, PSBank had total
assets of approximately P= 62.4 billion and P= 63.8 billion, respectively, total deposits of
approximately P= 51.4 billion and P= 53.4 billion, respectively, and a total loan portfolio of
approximately P= 32.1 billion and P= 33.1 billion, respectively. This is compared to total assets
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of P= 55.1 billion, total deposits of P= 48.0 billion and a total loan portfolio of P= 29.4 billion as at
31 December 2005. Its net income as at 31 December 2006 and for the six months ended 30
June 2007 was approximately P= 818.8 million and P= 715.3 million respectively, compared to
P= 646.4 million for the year ended 31 December 2005.

PSBank’s branch network is operated separately from the Bank’s domestic network and
operates under the separate brand of “Philippine Savings Bank”. However, to take advantage
of the Bank’s brand recognition, PSBank also includes the phrase “a subsidiary of Metrobank”
in its logo. As at 30 June 2007, PSBank had a total of 150 branches, 93 of which were located
in Metro Manila. PSBank plans to open 12 new branches by July 2007. To facilitate the
establishment of new PSBank branches, the Bank has transferred excess branch licences to
PSBank. ATMs are installed in all of PSBank’s branches. PSBank, like the Bank itself, is a
member of BancNet, a consortium of 34 banks whose ATMs have been pooled for the common
use of their respective customers.

PSBank offers a wide range of consumer banking products and services to its customers. Its
deposit products and services include a number of demand, savings and time deposit
accounts, denominated in both Peso and U.S. dollars. PSBank’s range of consumer loan
products includes loans for vehicle financing, home loans and personal loans. In particular,
personal loans are marketed to employees of the Bank’s corporate customers. PSBank’s
personal loans are offered either on the basis of payments being made directly by the borrower
or, for employees of participating companies, by deduction of payments directly from the
borrower ’s salary. Personal loans carry high interest rates, primarily due to the higher default
rate in relation to these loans. Other services offered by PSBank include trust services,
payment collection services, payroll services and other consumer banking services.

First Metro Investment Corporation

First Metro Investment Corporation (“First Metro” or “FMIC”) is a 98%-owned subsidiary of the
Bank. First Metro is a leading trader of Government treasury securities and other fixed income
securities which it trades for its own account and for its customers. First Metro is a leading
underwriter and arranger of loan syndications and issues of debt, equity and equity-linked
securities in the Philippine domestic markets. It also participates in stock market trading for its
customers through its wholly-owned subsidiary, First Metro Securities Brokerage Corporation
(“First Metro Securities”), with proprietary trading being carried out by First Metro itself. First
Metro also provides investment advisory services, primarily to business units within the Group.

First Metro was incorporated in 1972, making it one of the Philippines’ longest-established
investment houses. It has become the largest Philippine investment banking institution in
terms of total assets, which amounted to P= 39.3 billion and P= 32.3 billion as at 31 December
2006 and 30 June 2007, respectively, compared to P= 28.3 billion as at 31 December 2005. In
September 2000, First Metro merged with Solidbank Corporation, a Philippine commercial
bank, thereby becoming the first PSE-listed investment house. First Metro currently has 105
employees.

First Metro Securities Brokerage Corporation

First Metro Securities is a stock brokerage company which undertakes securities trading
activities for the Bank’s customers. As at 30 June 2007, First Metro owned 100% of First Metro
Securities which owns 100% of Multi-Currency FX Corporation.
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Multi-Currency FX Corporation

Multi-Currency FX Corporation is a foreign exchange company which is 100% owned by First
Metro Securities.

Prima Ventures Development Corporation

Prima Ventures Development Corporation is a real estate company which is 100% owned by
First Metro Investment Corp. registered with the Securities and Exchange Commission on 11
January 1979.

First Metro Travel, Inc.

First Metro Travel, Inc. (formerly First Metro Travelex, Inc.) provides travel and travel-related
services in the Philippines. As at 30 June 2007, First Metro owned 60% of First Metro Travel,
Inc. through Prima Ventures Development Corporation.

FMIC Equities, Inc.

A wholly-owned subsidiary of First Metro incorporated on November 9, 2001 whose main
business is to acquire, invest in, own, control, use, lease, sell or otherwise dispose of any and
all kinds of property, businesses and enterprises.

PBC Capital Investment Corporation

It was incorporated on March 1, 1996 and started commercial operations on March 8, 1996. It
was wholly-owned subsidiary of The Philippine Banking Corporation (PhilBank). In July 1999,
FMIC acquired 60% of the outstanding capital stock of PBC Capital and the remaining 40% in
July 2000, making PBC Capital a wholly-owned subsidiary of FMIC. Its main purpose is to
perform basic investment banking activities such as equity and debt underwriting, loan
arrangement and syndication, financial advisory services and other corporate finance work.

First Metro Insurance Agency

The Company (formerly Gainsworth Insurance Agency, Inc) was incorporated to act as
insurance agent for and on behalf of any domestic and/or foreign life or non-life insurance
company or companies authorized to do business in the Philippines.

First Metro Insurance Brokers

It was registered with the Securities and Exchange Commission on August 21, 1989 to engage
in the business of insurance brokerage for life and/or non-life insurance. Along such lines as
life, health, accident, fire and allied lines, motor, vehicle, casualty, surety and fidelity, marine
cargo, comprehensive liability insurance and allied risks.

SBC Properties, Inc.

It was incorporated on June 27, 1997 to serve as the property development company of the
former Solidbank. It became a wholly-owned subsidiary of FMIC after the merger of FMIC with
Solidbank.
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First Metro Asset Management, Inc.

A majority owned (70%) subsidiary of FMIC which was incorporated on April 21, 2005 to
manage, provide and render management and technical advice/services for partnerships,
corporations and other entities.

MBTC Technology, Inc.

Metrobank Technology, Inc., a wholly-owned subsidiary of the Bank, provides IT services to the
Bank and the Bank’s subsidiaries, including PSBank and MCC. MBTC Technology’s services
include data processing, software development and IT consulting.

Metro Remittance Center, Inc. (USA)

Metro Remittance Center, Inc. (MRCI), a wholly-owned subsidiary of the Bank, was set up to
facilitate the Bank’s remittance services for Filipino communities in the United States. This
subsidiary has branches in New York, Chicago and Guam.

ORIX Metro Leasing and Finance Corporation

ORIX Metro Leasing & Finance Corporation (“ORIX Metro”), a joint venture with ORIX
Corporation of Japan. ORIX Metro and its 100% owned subsidiaries, ORIX Auto Leasing
Philippines Corporation and ORIX Rental Corporation, are principally involved in both financial
and operating leases of motor vehicles, various types of equipment for manufacturing,
materials handling, medical, telecommunications, office and other assets catering mainly to
corporations and also extend mortgage loans to small- and medium-sized entrepreneurs,
particularly in rural areas. ORIX Metro has a total branch network of 20 offices located in key
cities throughout the country.

Metrobank Card Corporation

Metrobank Card Corporation (“MCC”) was a wholly-owned subsidiary of the Bank established
in August 1985. In October 2003, ANZ purchased 40% of the shares of MCC. Under the
agreement between ANZ and the Bank, ANZ has agreed to contribute its expertise in running
credit card businesses to MCC. The immediate past President of MCC and the newly appointed
President, appointed in July 2007, are employees of ANZ, brought into the Group’s credit card
operations to help streamline, modernise and grow MCC’s operations in its cards issuing and
cards acquiring business lines. In addition, the Senior Officer in charge of MCC’s merchant
acquiring business is an ANZ employee, who worked within the merchant acquiring operations
at ANZ prior to joining MCC in 2006. The rest of MCC’s employees are locally hired. For the
three years ended 31 December 2004, 2005 and 2006 and the six months ended 30 June 2007,
the Group’s credit card business had net income after tax of P= 300.9 million, P= 471.8 million,
P= 653.6 million and P= 291.7 million, respectively.

The current focus of the Group’s credit card operations is continued growth in the number of
profitable cardholders and the development of robust policies and procedures to support the
development of its newly launched merchant acquiring business line.
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Metropolitan Bank (Bahamas) Limited

Metropolitan Bank (Bahamas) Limited is a wholly-owned subsidiary of the Bank which was
incorporated as a private limited company in the Commonwealth of the Bahamas and is
licenced under The Banks and Trust Companies Regulation Act (as amended) to carry on
international banking business.

MB Remittance Center, Ltd. (HK)

MB Remittance Center, Ltd. is a wholly-owned subsidiary of the Bank which was incorporated
in Hong Kong in October 1994 and provides remittance services to OFWs in Hong Kong in
conjunction with the Bank’s own representative office and subsidiary in Hong Kong.

Metro Remittance (UK) Limited

Metro Remittance (UK) Limited, a wholly-owned subsidiary of the Bank, was set up to facilitate
the Bank’s remittance services for Filipino communities abroad. This subsidiary has branches
in London.

First Metro International Investment Co. Ltd.

First Metro International is a deposit-taking investment house established in Hong Kong in
1972 which also provides loans to local businessmen. First Metro International is effectively
99.6% owned by the Bank (as at 30 June 2007, the Bank directly owned approximately 53.3%,
with the balance being owned by Metropolitan Bank (Bahamas) Ltd., a wholly-owned
subsidiary of the Bank).

Metro Remittance Singapore Pte., Ltd.

Established in April 2004, this is a wholly owned remittance center conducting money-
changing businesses and providing remittance services to Philippine nationals in Singapore.
The Company started commercial operations on 12 November 2004.

Metro Remittance (Italia), S.p.A.,

Incorporated in November 28, 2002 and licenced by “Ufficio Italiano Dei Cambi” (Italian Office
of Exchange) to perform payment and currency exchange brokerage services, Metrobank
acquired this company on 3 March 2005.

Its three offices in Rome, Milan and Bologna cater to remittances of overseas Filipinos and
Chinese clients. It is currently one of the leading remittance business institutions in Italy.

Metro Remttance Center S.A (Spain)

Established 1 March 2003 and licenced to operate in Madrid and Barcelona, this company was
acquired by Metrobank on 31 March 2005 to service Filipino and Chinese communities.
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MBTC Remittance GmbH-Vienna (formerly MBTC Exchange Service, GmbH (Vienna))

This company was established on 28 March 2003 and acquired by Metrobank on 3 March
2005. It caters to the money exchange needs of Filipinos composed mostly of medical
professionals in Vienna and the neighboring cities, as well as from Austrian residents. Despite
its infancy in the business, it continues to eat into the market share of competitors in Austria.

Global Business Holdings, Inc.

Global Business Holdings, Inc., whose principal activity is the management of non-banking
assets, is a holding company to Murant Global Corporation, an energy firm. As at 30 June
2007, the Bank had an effective voting interest of 44.8% in Global Business Holdings, Inc.

Data Serv, Inc.

This company’s parent and ultimate holding company is the Bank. Its primary purpose is to
market, sell, render, cater and furnish to clients electronic data processing or computer
systems and services.

Circa 2000 Homes, Inc.

A wholly owned subsidiary incorporated on January 29, 1997 to engage in the business of
home building and home development through the acquisitions of land and other assets, and
the constructions, sale, lease of management of houses, apartments, townhouses, apartelles,
residential condominiums, and other dwelling places.
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Affiliates

The following table sets out summary information in respect of the Group’s principal affiliates
as at and for the six months ended 30 June 2007:

As at or for the six months ended

30 June 2007

(unaudited)

Affiliates

Effective

ownership Activity Currency

Issued

capital

stock

Total

assets

Total

revenues

Net

income

(loss)

(P= millions)

Toyota Cubao, Inc(1) .. 35.0% Motor
vehicle
dealership

P= 80.0 1,235.6 1,356.7 (10.7)

Toyota Manila Bay
Corporation(1) ........

19.3% Motor
vehicle
dealership

P= 62.6 960.3 1,434.6 (135.7)

Aurora Towers, Inc.(1) 50.0% Real estate P= 36.8 12.4 0 (0.6)
Cathay International

Resources Corp. ....
35.0% Holding

Company
P= 500.0 1,696.4 40.2 (41.8)

Philippine AXA Life
Insurance
Corporation(1) ........

28.1% Life
insurance

P= 215.7 31,030.0 10,025.8 320.1

Philippine Charter
Insurance
Corporation ...........

33.3% Non-life
insurance

P= 100.0 2,124.4 331.6 53.8

SMBC Metro
Investment
Corporation ...........

30.0% Investment P= 600.0 885.1 34.1 17.0

Toyota Motor
Philippines
Corporation ...........

30.0% Motor
vehicle
manufacture

P= 1,549.4 12,403.4 20,244.6 1,828.6

Toyota Financial
Services
(Philippines)
Corporation ...........

33.9% Motor
vehicle
financing

P= 1,000.0 10,612.7 532.1 62.1

Northpine Land, Inc. .. 20.0% Real estate
developer

P= 1,160.0 1,665.9 79.4 37.4

Note:

(1) First Metro Investment Corporation holds the interests shown above in Toyota Cubao Inc., Toyota Manila Bay
Corporation, Philippine Charter Insurance Corporation, Aurora Towers Inc. Cathay International Resources
Corp., and Philippine AXA. The financial information relating to First Metro includes its equity investment in
those subsidiaries and its own affiliates.
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Set forth below is a brief description of the Group’s principal affiliates which have not been
discussed under “Description of the Bank” thus far.

Toyota Cubao, Inc.

Toyota Cubao is an authorised Toyota franchise dealer in the Philippines and is based in
Quezon City in Metro Manila. As at 30 June 2007, Toyota Cubao was 35% owned by First
Metro.

Toyota Manila Bay Corporation

Toyota Manila Bay Corporation (“TMBC”) is an authorised Toyota franchise dealer in the
Philippines. As at 30 June 2007, TMBC was 19.3% owned by First Metro. TMBC was awarded
“2002 Dealer of the Year” by Toyota Motor Philippines Corporation.

Aurora Towers, Inc.

Aurora Towers, Inc. is a property venture of which First Metro owned 50% as at 30 June 2007.

Cathay International Resources

This company is 35% owned by FMIC. Cathay International Resources, the owner of Cebu
Plaza Hotel, was incorporated on April 26, 2005 primarily to acquire by purchase, exchange
and use for investment or otherwise sell or transfer properties.

Philippine AXA Life Insurance Corporation

Philippine AXA is one of the top five participants in the life insurance industry. As at 30 June
2007, it is 28.1% owned by First Metro.

Philippine AXA seeks to provide support, care, advice and customised services that address
clients’ life insurance needs as they develop over time. In May 2003, Philippine AXA launched
the first U.S. dollar-denominated variable life insurance plans in the country. These plans
feature a basic life insurance plan plus the flexibility associated with investment instruments.

For the year ended 31 December 2006 and the six months ended 30 June 2007, Philippine AXA
recorded net income of P= 536.8 million and P= 320.1 million respectively, and P= 9.0 billion and
P= 10.0 billion in total written premium income, respectively. Productivity among its three
distribution channels continued to strengthen as it focused on providing more value to the joint
venture business as well as its relationship with key stakeholders.

Philippine AXA’s business has benefited from a change in business strategy and improved
control measures. Bancassurance operations have benefited from the release of the BSP
Circular No. 357 allowing life insurance companies to cross-sell their products through bank
partners of which they are either affiliates or subsidiaries.

Philippine Charter Insurance Corporation

Philippine Charter Insurance Corporation is a leading provider of non-life insurance in the
Philippines. As at 30 June 2007, Philippine Charter Insurance Corporation was 33.3% owned
by First Metro, 17% by Philippine American General Insurance Co., Inc. and 20% by Mitsui &
Maritime Fire Insurance Co. Ltd.
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Toyota Motor Philippines Corporation

Toyota Motor Philippines Corporation (“TMP”) is primarily engaged in the manufacture of
Toyota passenger cars and commercial vehicles and the wholesale of Toyota parts and
accessories. TMP was, as at 30 June 2007, 30% owned by the Bank and 34% owned by Toyota
Motor Corporation, with the balance owned by Mitsui & Co., Ltd. and other investors. For the
year ended 30 June 2007, TMP sold 29,198 units, representing a market share of
approximately 33.2% of all motor vehicles sold in the Philippines. TMP has a total of 20
exclusive franchise dealers throughout the Philippines, including Toyota Cubao and TMBC.

TMP recorded an audited net income of P= 1.6 billion and an unaudited net income of P= 1.8
billion, respectively on revenues of P= 36.5 billion and P= 20.2 billion in the year ended 31
December 2006 and the six months ended 30 June 2007.

Toyota Financial Services (Philippines) Corporation

In October 2002, the Bank and Toyota Financial Services Corporation established a joint
venture financing business for Toyota vehicles, in which the Bank has a 33.9% interest. Toyota
Financial Services Philippines Corporation extends credit facilities to customers of Toyota
vehicle dealers in the Philippines and to commercial or industrial enterprises, including
distributors and dealers, who are engaged in the distribution of Toyota vehicles in the
Philippines.

Northpine Land, Inc (formerly Jardine).

The Group holds a 20% interest in Northpine Land, which was formerly Jardine Land, Inc.,
which was established in April 1996 to acquire real estate and develop middle-income housing
in the Philippines. The Bank’s partners in Northpine Land, Inc. include Hong Kong Land (PPI)
BV, San Miguel Properties Philippines, Inc., and Equitable PCI Bank, Inc. The Securities and
Exchange Commission approved the change in corporate name from Jardine Land, Inc. to
Northpine Land, Inc. on 29 August 2006.

METROBANK FOUNDATION

On 8 January 1979, the Metrobank Foundation was established by the Bank to contribute to
social development efforts of the national government. As at 30 June 2007, the Foundation
held approximately 1% of the ordinary shares of the Bank. The current advisory board of the
Foundation includes former president Corazon C. Aquino, president Gloria Macapagal-Arroyo
(represented by Diosdado Macapagal, Jr.), former Prime Minister Cesar Virata, Washington
SyCip and others. The Foundation fosters a culture of excellence by funding and implementing
programs in education, health services and the visual arts in the Philippines, primarily by
honoring outstanding members of key professions, including teachers, artists, police and
military personnel and blue-collar workers. The Foundation also provides scholarships for
intellectually gifted and disadvantaged students and provides grants in support of noteworthy
programs in education, health care and the arts, among others. The Foundation also manages
and helps operate the Manila Doctors Hospital and its educational arm, the Manila Doctors
College, as part of its advocacy for excellent health care services.
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MANAGEMENT, EMPLOYEES AND SHAREHOLDERS

MANAGEMENT

The Board of Directors is the body ultimately responsible for the management of the Bank.
Directors are elected by the shareholders for a period of one year. There are no restrictions
on re-election. The Chairman has a casting vote in resolutions of the Board of Directors which
must be passed by majority vote. The senior executive officers carry out the day-to-day
operations of the Bank under the direction of the Board of Directors.

The Bank’s directors are as follows:

Name Position

Dr. George S.K. Ty ..................................................... Chairman, Metrobank Group
Antonio S. Abacan, Jr. ................................................ Chairman of the Board
Francisco C. Sebastian ............................................... Vice Chairman of the Board
Ramon Y. Sy(1) ........................................................... Co-Vice Chairman of the Board
Arthur Ty .................................................................... Director and President
Renato C. Valencia ..................................................... Independent Director
Remedios L. Macalincag ............................................. Independent Director
Valentin A. Araneta ...................................................... Independent Director
Henry M. Sun ............................................................. Director
Angelito M. Villanueva ................................................ Director
Edmund A. Go ............................................................ Director
Fabian S. Dee(2) .......................................................... Director
Alfred V. Ty ................................................................ Corporate Secretary
Antonio V. Viray ........................................................... Director and Assistant Corporate Secretary
Angelica H. Lavares..................................................... Assistant Corporate Secretary

Note:

(1) Mr. Sy has resigned effective 30 September 2007.

(2) Mr. Dee became a Director effective 1 October 2007.

Dr. George S.K. Ty has served as the Chairman of the Bank from 1975 to 2006. Dr. Ty
graduated from the University of Santo Tomas. He is the founder of Wellington Flour Mills and
the Bank. He is concurrently Chairman of the Board of the Metrobank Foundation, Inc., Toyota
Motor Philippines Corporation and Toyota Autoparts Philippines Corporation.

Antonio S. Abacan, Jr. served as the President of the Bank from 1992 to 2006 and became
Chairman of the Board in 2006. Mr. Abacan finished his Bachelor of Science in Business
Administration degree at Mapua Institute of Technology. He was the President and a Director
of PSBank from 1988 to 1992 and Unibancard Corporation from 1988 to 1991. He is
concurrently Chairman of the Board of First Metro, Circa 2000 Homes, Inc. and Metrobank
Technology, Inc.

Francisco C. Sebastian became Vice Chairman in 2006. He earned his AB Economic degree,
cum laude from the Ateneo de Manila University in 1975. He is the President of First Metro and
has served in that capacity since 1997. Mr. Sebastian is currently also Chairman and President
of IFS Philippines, Inc., which renders business consultancy and financial advisory services to
Philippine companies.
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Ramon Y. Sy was elected Co-Vice Chairman effective July 17, 2006. He was former president
of International Exchange Bank (I-bank). He resigned from the Bank effective 30 September
2007. He is now with United Coconut Planters Bank.

Arthur Ty now President, has served as a Vice-Chairman of the Bank since 2004 and headed
the Bank’s Consumer Lending Group. He is currently a director of MCC and the Vice-Chairman
of PSBank. He is also a Director and the Chairman of Metrobank Technology, Inc.

Renato C. Valencia finished his Masters in Business Management at the Asian Institute of
Management. He was the President and CEO of the Social Security System and Director of
Meralco, Far East Bank and Trust Company, Philex Gold Inc., Makati Stock Exchange and
Philippine Central Depository, Inc. He is presently the Vice Chairman of Network Holdings, Inc.
He is an independent director and is currently the Chairman of the Audit Committee.

Remedios L. Macalincag was elected as an independent director in 2004. She previously
served as Chairman of LGU Guarantee Corporation and was concurrently President and CEO
of the Development Bank of the Philippines. Ms. Macalincag also served as an Undersecretary
for the Department of Finance, as well as the National Treasurer of the Bureau of Treasury.

Valentin A. Araneta is an independent director elected in 2004. He is Chairman of the Island
Merchants Corporation (a Nestlé distribution company in Negros Occidental) and a Member
and Treasurer of the University of St. La Salle in Bacolod City. Between 2000 to 2003, he
served as President and CEO of Rizal Commercial Banking Corporation.

Henry M. Sun served as a Senior Executive Vice-President of the Bank from 2000 to 2006. He
was the former Chairman of Global Bank and is a member of the Advisory Board of First Metro
International. He is now President of Philippine Charter Insurance Corporation.

Angelito M. Villanueva headed the Bank’s Operations Group as Senior Executive Vice-
President from 1992 until May 2006. He is the Chairman of BancNet, Inc. since 2001 to
present. Mr. Villanueva is currently also Director and President of First Metro Travel, Inc.

Edmund A. Go was Senior Executive Vice-President and Head of Treasury Group from 2001
to 2007. He was EVP of Solidbank from 1998 to 2000. He was Vice-President of Citibank from
1984 to 1998.

Fabian S. Dee became a director effective 1 October 2007. He is also an Executive
Vice-President and head of the Bank’s National Branch Banking Sector.

Alfred V. Ty was appointed as the Bank’s Corporate Secretary in 2002. He is also
Vice-Chairman of Toyota Motor Philippines, Secretary of Metrobank Foundation, and President
of Federal Land, Inc.

Antonio V. Viray was head of the Bank’s Law Division as Senior Vice-President from 1986 to
2003 and has served as Assistant Corporate Secretary since 1988. He earned his Bachelor of
Laws degree from the University of Santo Tomas in 1961 and completed his Master of Laws
two years later at Northwestern University.

Angelica H. Lavares became an Assistant Corporate Secretary effective 1 October 2007. She
is also the Bank’s Compliance Officer with the rank of Senior Vice-President.

As part of its increasing focus on corporate governance, the Bank established its Audit
Committee in 1988, which meets monthly and on an ad hoc basis as circumstances require.
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The principal responsibilities of the Audit Committee are to monitor the accounting and
financial reporting practices of the Bank, to ensure the adequacy of the Bank’s administrative,
operating and internal accounting controls and to assist the Board of Directors in fulfilling its
statutory and fiduciary responsibilities in connection with its management of the Bank.

The Audit Committee is chaired by Mr. Renato C. Valencia. Its other members comprise Ms.
Remedios Macalincag, Mr. Cornelio Gison, a member of the Board of Advisers, and an ex
officio member, Mr. Eduardo M. Herrerra, who is a member of the Bank’s senior management.
The Chairman of the Bank, Mr.Abacan, acts as an adviser to the Audit Committee. Other
members of the Bank’s management also attend.

In addition, the Bank has a Board of Advisers whose role is to advise the Board of Directors
on matters of policy and strategy. Its members, together with brief details of their main
activities outside the Bank’s Board of Advisers, are as follows:

Name Other responsibilities

Washington SyCip(1) ............ Senior Adviser Founder, The SGV Group; Chairman of the
Asian Institute of Management

Dr. Placido L. Mapa, Jr. ....... Chairman Board of
Advisers

President of Metrobank Foundation

James Go ............................ Vice-Chairman of
Board of Advisers

Former Executive Director, Metrobank

Gabriel Chua ....................... Vice-Chairman of
Board of Advisers

President, Solid State Multi-Products and
Legaspi Import & Export

Pascual M. Garcia III ........... Adviser President, PSBank

Tan Tian Siong ..................... Adviser President, National Paper Products and Printing
Corporation

Cornelio C. Gison ................ Adviser Former Undersecretary in the Department of
Finance; former acting Commissioner of the BIR

Ricardo V. Puno, Jr. ............. Adviser Senior Partner, Puno & Puno Law Offices;
President, Philippine Life Foundation, Inc.,
Trustee, De La Salle University — Angelo King
Institute for Economics and Business Studies

Enrique Cheng ..................... Adviser Chairman, Landmark Corporation; Director,
Philippine Airlines

Note:

(1) Mr. SyCip is the former Chairman of The SGV Group, which includes SyCip Gorres Velayo & Co., the Bank’s

independent certified public accountants.

The aggregate compensation paid by the Bank to directors and principal senior executive
officers for the year ended 31 December 2006 and the six months ended 30 June 2007 was
P= 127.1 million P= 69.6 million, respectively.

The aggregate compensation paid by the Bank to its Advisers for the year ended 31 December
2006 and the six months ended 30 June 2007 was P= 9.2 million and P= 4.6 million respectively.
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The following table shows the shareholdings of each Director and principal senior executive
officer of the Bank as at 30 June 2007:

Name of Directors and Principal Senior Executive Officers

Number

of Shares

% of Total

Shares

Dr. George S.K. Ty ....................................................................... 298,291,165 16.5%
Antonio S. Abacan, Jr. .................................................................. 9,025 —
Francisco C. Sebastian ................................................................. 600 —
Ramon Y. Sy(1) ............................................................................. 1,000 —
Arthur V. Ty .................................................................................. 36,300,000 2.0%
Henry M. Sun ............................................................................... 55 —
Renato C. Valencia ....................................................................... 605 —
Valentin A. Araneta ....................................................................... 1,000 —
Remedios L. Macalincag ............................................................... 800 —
Angelito M. Villanueva .................................................................. 102 —
Edmund A. Go .............................................................................. 100 —
Fabian S. Dee(2) ............................................................................ 500 —
Antonio V. Viray ............................................................................ 75 —
Carmelita R. Araneta ..................................................................... — —
Melinda C. Ching .......................................................................... — —
Vicente R. Cuna, Jr. ...................................................................... — —
Joshua E. Naing ........................................................................... — —
Aniceto M. Sobrepena ................................................................... 5,500 —
Josefina E. Sulit ........................................................................... — —
Fernand Antonio A. Tansingco ....................................................... — —

Total ............................................................................................. 334,610,527 18.5%

Note:

(1) Mr. Sy has resigned effective 30 September 2007.

(2) Mr. Dee became a Director effective 1 October 2007.

EMPLOYEES

As at 30 June 2007, the Bank employed a total of 8,656 people, 2,684 of whom were engaged
in a professional managerial capacity and classified as Bank officers.

All of the Bank’s 5,972 rank and file employees, other than those expressly excluded under the
collective negotiating agreement, are represented by the Metropolitan Bank & Trust Company
Employees Union (the “Union”), which is affiliated with the Associated Labor Union — Trade
Union Congress of the Philippines. The Bank successfully concluded a new Collective
Bargaining Agreement for 2007-2009, where it granted a salary increase of P= 1,700 effective
January 1, 2007 for the 3 covered years. These increases have considered industry
developments and continue to ensure that its employees are properly remunerated.

The Bank has not suffered any strikes since 1989 and the management of the Bank considers
its relations with its employees and the Union to be good.

As at 30 June 2007, the average age of the Bank’s officers and employees is 33 years, and
the average Bank-wide tenure is eight years. The mandatory retirement age for the Bank is 55
years or on completion of 30 years of service, whichever is earlier.
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The aggregate compensation paid to employees by the Bank for the year ended 31 December
2006 and six months ended 30 June 2007 was P= 5.52 billion and P= 3.28 billion, respectively.

The Bank operates a provident fund which provides housing loans and other subsidised loans
to employees in addition to providing a lump sum payment on retirement. As at 30 June 2007,
the value of the fund assets was P= 1.9 billion. The fund is managed by the Bank’s Trust Banking
Group.

The retirement funds operated by the Bank and certain of its subsidiaries are funded
non-contributory retirement plans covering all their permanent and full-term officers and
employees. For the three years ended 31 December 2004, 2005 and 2006 and the six months
ended 30 June 2007, the Group’s retirement expenses associated with these plans amounted
to P= 362.5 million, and, P= 442.78 million, P= 358.73 million and P= 353.35 million, respectively.

As at 31 December 2006 and 30 June 2007, the fair value of the retirement plan assets of the
Bank amounted to P= 3.03 billion and P= 2.96 billion, respectively. As at 31 December 2006 and
30 June 2007, there was an unfunded actuarial liability of P= 1.77 billion and P= 2.07 billion,
respectively which are amortised by the Bank over the estimated average remaining working
lives of participating employees. The other principal actuarial assumptions used by the Bank
to determine retirement benefits include an investment earning rate of 12% and a salary
increase of 9% per annum, compounded annually. If these assumptions prove to be incorrect,
the Bank’s funding obligations in respect of its retirement plans may be significantly higher.
This would require the Bank to increase the amount it amortises each year in respect of its
retirement fund liabilities, which would adversely affect the Bank’s net income.

In addition to the Bank’s unfunded actuarial liability under its retirement plan, certain
subsidiaries of the Bank had unfunded liabilities amounting to an aggregate of P= 397.45 million
as at 31 December 2006 and 30 June 2007, respectively. See Note 26 to the Audited
Consolidated Financial Statements. The Bank plans to reassess the unfunded actuarial liability
in relation to the Group’s retirement plan.

PRINCIPAL SHAREHOLDERS

The following table shows the principal shareholders of the Bank, holding more than 5% of the
outstanding shares, as shown in the Bank’s share register as at 30 June 2007:

Name of shareholder No. of shares

% of Total

Shares

PCD Nominee Corporation (Filipino) .............................................. 554,663,864 30.691
Dr. George S.K. Ty ....................................................................... 298,291,165 16.505
PCD Nominee Corporation (Non-Filipino) ...................................... 167,127,995 9.248
Philippine Securities Corp. ............................................................ 122,535,994 6.780
Federal Homes, Inc.(1) .................................................................. 120,954,025 6.693
Mary Vy Ty ................................................................................... 105,036,430 5.812

Note:

(1) Federal Homes, Inc. is majority-owned or controlled by Dr. Ty, the Chairman of the Bank.

Other than as specified above, the Bank is not aware of any other person of group of persons,
directly or indirectly, with interests in 5% or more of the issue capital stock of the Bank.
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Control of the Bank and relationship with the Ty family and related parties

As at 30 June 2007, Dr. Ty directly owned approximately 16.5% of the Bank, and together with
other Ty family members and associated companies, owned directly and indirectly in
aggregate approximately 53.21% of the ordinary shares and effectively controlled the Bank
and the composition of its Board of Directors. As at 30 June 2007, approximately 44.2% of the
ordinary shares were held by the public.

Dr. Ty’s involvement in the day-to-day operation of the Bank is limited, with management
delegated to an independent team of professional bankers and other specialists. This team is
responsible for the Bank’s day-to-day operations in conjunction with other members of the Ty
family. Dr. Ty does, however, retain a degree of control over the Bank’s activities. He plays an
active part in the planning of the Bank’s strategic development. His wife, Mrs. Mary Vy Ty, who
has been involved with the Bank for the past 30 years, has been the Assistant to the Chairman
since May 1995 and was previously Assistant to the President. Dr. Ty’s son, Mr. Arthur V. Ty,
is the President of the Bank since May 2006. Mr. Arthur V. Ty was also appointed
Vice-Chairman of the Bank in 2004. The Bank believes that Dr. Ty, in his role as corporate
strategist, has been able to contribute valuable insight gained through his extensive business
experience and contacts in the Philippines and elsewhere in Asia.
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BANK REGULATION AND SUPERVISION

The New Central Banking Act of 1993 (Republic Act No. 7653) and the General Banking Law
vest the Monetary Board of the BSP with the power to regulate and supervise financial
intermediaries in the Philippines. Financial intermediaries include banks or banking institutions
such as universal banks, commercial banks, thrift banks (composed of savings and mortgage
banks, stock savings and loan associations, and private development banks), rural banks,
cooperative banks as well as branches and agencies of foreign banks in the Philippines.
Entities performing quasi-banking functions, trust companies, building and loan associations,
non-stock savings and loan associations and other non-deposit accepting entities, while not
considered banking institutions, are also subject to regulation by the Monetary Board of the
BSP.

The BSP’s Manual of Regulations for Banks (the “Manual”) is the principal source of rules and
regulations that must be complied with by banks in the Philippines. The Manual contains
regulations applicable to universal banks, commercial banks, thrift banks, rural banks and
non-bank financial intermediaries performing quasi-banking functions. These regulations
include those relating to the organisation, management and administration, deposit and
borrowing operations, loans, investments and special financing programme, and trust and
other fiduciary functions. Supplementing the Manual are rules and regulations disseminated
through various circulars, memoranda, circular letters and other directives issued by the
Monetary Board of the BSP.

The Manual and other BSP rules and regulations are principally implemented by the
Supervision and Examination Sector (the “SES”) of the BSP. The SES is responsible for
monitoring the observance of applicable laws and rules and regulations by banking institutions
operating in the Philippines (including Government credit institutions, their subsidiaries and
affiliates, non-bank financial intermediaries, and subsidiaries and affiliates of non-bank
financial intermediaries performing quasi-banking functions).

PERMITTED ACTIVITIES

A universal bank, such as the Bank, in addition to the general powers incidental to
corporations, has the authority to exercise (i) the powers of a regular commercial bank, (ii) the
powers of an investment house and (iii) the power to invest in non-allied enterprises. In
addition, a universal bank may own up to 100% of the equity in a thrift bank, a rural bank or
a financial allied enterprise. A publicly listed universal or commercial bank may own up to
100% of the voting stock of only one other universal or commercial bank. A universal bank may
also own up to 100% of the equity in a non-financial allied enterprise.

In addition to those functions specifically authorised by the General Banking Law and the
Manual, banking institutions in general (other than building and loan associations) are allowed
to (i) receive in custody funds, documents and valuable objects, (ii) rent out safety deposit
boxes, (iii) act as financial agents and buy and sell, by order of and for the account of their
customers, shares, evidences of indebtedness and all types of securities and (iv) make
collections and payments for the account of others and perform such other services for their
customers as are not incompatible with banking business.

Financial allied undertakings include leasing companies, banks, investment houses, financial
companies, credit card companies, and financial institutions catering to small- and medium-
scale industries, including venture capital companies, companies engaged in stock brokerage,
securities dealership and brokerage and companies engaged in foreign exchange
dealership/brokerage.

— 130 —



The total equity investments of a universal bank in all enterprises, whether allied or non-allied,
are not permitted to exceed 50% of its net worth. Its equity investment in any one enterprise,
whether allied or non-allied, is not permitted to exceed 25% of the net worth of the bank.

REGULATIONS

The Manual and various BSP regulations impose the following restrictions on commercial,
universal and savings banks.

MINIMUM CAPITALISATION

Under the Manual, universal banks, such as the Bank, are required to have capital accounts
of at least P= 5.4 billion. Commercial banks are required to have capital accounts of at least
P= 2.8 billion. Thrift banks with a head office in Metro Manila are required to have capital
accounts of at least P= 400 million. These minimum levels of capitalisation may be changed by
the Monetary Board of the BSP from time to time. Currently, the BSP requires minimum capital
accounts of P= 5 billion for universal banks, P= 2.4 billion for commercial banks and P= 325 million
for thrift banks with a head office in Metro Manila.

For the purposes of these requirements, the Manual provides that capital shall be the
combined capital accounts or net worth and shall refer to the combined total of the unimpaired
paid-in capital, surplus (including paid-in surplus), and undivided profits, net of: (a) such
unbooked valuation reserves and other capital adjustments as may be required by the BSP; (b)
total outstanding unsecured credit accommodations, both direct and indirect, to DOSRI; (c)
deferred income tax; (d) appraisal increment reserve (revaluation reserve) as a result of
appreciation or increase in the book value of bank assets; (e) equity investment of a bank in
another bank or enterprise (foreign or domestic) if the other bank or enterprise has a reciprocal
equity investment in the investing bank, in which case, the investment of the bank or the
reciprocal investment of the other bank or enterprise, whichever is lower; and (f) in the case
of rural banks, the Government counterpart equity, except those arising from conversion of
arrears under the BSP rehabilitation programme.

CAPITAL ADEQUACY REQUIREMENTS

In July 2001, the Philippines adopted the capital adequacy framework of the Basel Committee
on Banking Supervision. The Manual provides that the risk-based capital ratio of a bank,
expressed as a percentage of qualifying capital to risk-weighted assets, must not be less than
10%. The ratio is required to be maintained daily on both a solo basis (head office plus
branches) and a consolidated basis (parent bank plus subsidiary financial allied undertakings,
but excluding insurance companies). The qualifying capital refers to the sum of Tier 1 or core
capital and Tier 2 or supplementary capital of the bank, less deductions of the value of certain
assets. The risk-weighted assets, on the other hand, are determined by assigning risk weights
to amounts of on-balance sheet assets and to credit equivalent amounts of off-balance sheet
items (inclusive of derivative contracts), subject to the deduction of the following items: (a)
General loan loss provision (in excess of the amount permitted to be included in upper Tier 2
capital) and (b) unbooked valuation reserves and other capital adjustments affecting asset
accounts based on the latest report of examination as approved by the Monetary Board of the
BSP. Any asset deducted in computing for the qualifying capital must not be included in the
risk-weighted assets in computing the denominator of the ratio. The risk-weighted amount
shall be the product of the book value of assets multiplied by the risk weight associated with
that asset. The following assets are classified as zero risk weight: (a) cash on hand; (b) claims
on, or portions of claims guaranteed by or collateralised by, securities issued by (x) the
Government or the BSP, or (y) central governments and central banks of foreign countries with
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the highest credit quality; (c) loans to the extent covered by hold-outs on, or assignment of,
deposits/deposit substitutes maintained with the lending bank; (d) loans or acceptances under
LCs to the extent covered by margin deposits; (e) portions of special time deposit loans
covered by Industrial Guarantee and Loan Fund guarantees; (f) real estate mortgage loans to
the extent guaranteed by the Home Guaranty Corporation; (g) loans to the extent guaranteed
by the Trade and Investment Development Corporation of the Philippines; (h) loans to
exporters to the extent guaranteed by the Guarantee Fund for Small and Medium Enterprises;
(i) foreign currency notes and coins on hand acceptable as international reserves; and (j) gold
bullion held either in its own vaults, or in another ’s vault on an allocated basis, to the extent
offset by gold bullion activities.

RESERVE REQUIREMENTS

Under the New Central Bank Act, the BSP requires banks to maintain cash reserves and liquid
assets in proportion to deposits in prescribed ratios. If a bank fails to meet this reserve during
a particular week on an average basis, it must pay a penalty to the BSP on the amount of any
deficiency.

Commercial banks (including the Bank), are required to maintain regular reserves of 11%
against demand and savings deposits, Negotiable Order of Withdrawal accounts, time
deposits, deposit substitutes, interbank call loans and bonds.

In addition to the foregoing regular reserve requirements, commercial banks are required to
set up liquidity reserves against Peso demand, savings and time deposits and deposit
substitute liabilities equivalent to 11%.

LOAN LIMIT TO A SINGLE BORROWER

Under the General Banking Law and its implementing regulations, the total amount of loans,
credit accommodations and guarantees that may be extended by a bank to any borrower shall
at no time exceed 20% of the net worth of such bank (or 30% of the net worth of the bank in
the event that certain types and levels of security are provided). This ceiling may be adjusted
by the Monetary Board of the BSP from time to time. As at 31 December 2006, the applicable
ceiling was 25%.

Pursuant to the General Banking Law, the basis for determining compliance with the single
borrower ’s limit is the total credit commitment of the bank to or on behalf of the borrower, which
includes outstanding loans and other credit accommodations, deferred LCs less margin
deposits, and guarantees. Except as specifically provided in the Manual, total credit
commitment is determined on a credit risk-weighted basis consistent with existing regulations.
Other credit accommodations refer to credit and specific market risk exposures of banks
arising from accommodations other than loans such as receivables (sales contract
receivables, accounts receivables and other receivables), and debt securities booked as
investments. Among the items excluded from determining the loan limit are: (a) loans and other
credit accommodations secured by obligations of the BSP or of the Government, (b) loans and
other credit accommodations fully guaranteed by the Government as to payment of principal
and interest, (c) loans and other credit accommodations secured by U.S. treasury notes and
other securities issued by central governments and central banks of foreign countries with the
highest credit quality given by any two internationally accepted rating agencies, (d) loans and
other credit accommodations to the extent covered by hold-out on or assignment of deposits
maintained in the lending bank and held in the Philippines, (e) loans, credit accommodations
and acceptances under LCs to the extent covered by margin deposits and (f) other loans or
credit accommodations which the Monetary Board of the BSP may from time to time specify as
non-risk items.
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TRUST REGULATION

The Manual contains the regulations governing the grant of authority to and the management,
administration and conduct of trust, other fiduciary business and investment management
activities of trust corporations and financial institutions allowed by law to perform such
operations. Trust corporations, banks and investment houses may engage in trust and other
fiduciary business after complying with the requirements imposed by the Manual. The Bank
may, under its Articles, accept and manage trust funds and properties and carry on the
business of a trust corporation.

FOREIGN CURRENCY DEPOSIT SYSTEM

A FCDU is a unit of a local bank or of a local branch of a foreign bank authorised by the BSP
to engage in foreign currency-denominated transactions. Commercial banks which meet the
net worth or combined capital accounts and profitability requirements prescribed by the
Monetary Board of the BSP may be authorised to operate an expanded FCDU. Thrift banks
with a net worth or combined capital accounts of at least P= 650.0 million if they are located in
Metro Manila, and P= 150.0 million if they are located outside Metro Manila, may be authorised
to operate FCDUs. In general, FCDUs of such banks may, in any acceptable foreign currency
(a) accept deposits and trust accounts from residents and non-residents; (b) deposit with
foreign banks abroad, offshore banking units (“OBUs”) and other FCDUs; (c) invest in foreign
currency-denominated debt instruments; (d) grant foreign currency loans as may be allowed
by the BSP; (e) borrow from other FCDUs, from non-residents and OBUs, subject to existing
rules on foreign borrowings; and (f) engage in foreign currency to foreign currency swaps with
the BSP, OBUs and FCDUs. In addition to the foregoing, commercial banks and universal
banks may: (a) engage in foreign exchange trading and, with prior BSP approval, engage in
financial futures and options trading; (b) on request/instruction from its foreign correspondent
banks. Provided that the foreign correspondent banks deposit sufficient foreign exchange with
the FCDU: (i) issue LCs for a non-resident importer in favour of a non-resident exporter, (ii)
pay, accept, or negotiate drafts/bills of exchange drawn under the letter of credit and (iii) make
payment to the order of the non-resident exporter; and (iv) engage in securities lending
activities subject to certain conditions. FCDUs are required to maintain a 100% cover for their
foreign currency liabilities. FCDUs of universal and commercial banks and thrift banks have
the option to maintain foreign currency deposits with the BSP equivalent to 15% of their foreign
currency deposit liabilities as a form of foreign exchange cover.

LENDING POLICIES, SECURED AND UNSECURED LENDING

Banks are generally required to ascertain the purpose of a proposed loan, and the proceeds
of the loan are to be used for that purpose only. Under existing regulations, commercial and
universal banks are generally prohibited from extending loans and other credit
accommodations against real estate in an amount exceeding 60% of the appraised value of the
real estate security, plus 60% of the appraisal value of the insured improvements, except for
(i) residential loans in an amount not exceeding P= 3.5 million; (ii) housing loans extended by
or guaranteed under the Government’s “National Shelter Programme”, which shall be allowed
a maximum value of 70% of the appraisal value of the insured improvements; and (iii) subject
to certain conditions, loans for house-building and sub-division development for low- and
middle-income families and other housing loans, which shall be allowed a maximum value of
80% of the appraised value of the real estate security. Similarly, loans and other credit
accommodations on security of chattels and intangible properties shall not exceed 75% of the
appraisal value of the security. Prior to lending on an unsecured basis, a bank must investigate
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the borrower ’s financial condition and ability to service the debt and must obtain certain
documentation from the borrower, such as financial statements and tax returns. Any lending
should be only for a time period essential for completion of the operations to be financed.

MANDATORY LENDING REQUIREMENTS

BSP regulations currently provide that commercial banks should set aside 25% of loanable
funds for loans to the agricultural sector in general, with 10% of such funds being made
available exclusively to agrarian reform beneficiaries. Loanable funds are defined to include
the net increase in a bank’s funds from 1975. However, a bank may temporarily meet all or a
portion of its agrarian reform and agriculture lending requirements by investing in certain
Government securities under certain conditions.

R.A no. 8289 provides that until August 2007, banks are required to set aside at least 6% for
small-sized and 2% for medium-sized enterprises, of their total loan portfolio based on their
balance sheet as at the previous quarter for lending to such enterprises. Investments in
Government securities will not satisfy such obligation. The possible extension of the law’s
effectivity is under consideration in the Philippine congress.

In addition, branches or agencies of commercial banks located within certain geographical
groupings outside Metro Manila must lend at least 75% of total deposits, net of required
reserves and total cash in vault, at such branches to businesses in their locality. This policy
is deemed to be complied with if, in the relevant geographical grouping, the bank’s total
lending for the financing of agricultural and export industries constitutes 60% of its deposits.
However, for the purposes of compliance with this requirement, loans granted at the head
office or other offices to customers in that area may be assigned to the branch in the
geographic area in which the customer is located.

With the enactment of Barangay Micro Business Enterprises (“BMBEs”) Act or R.A. 9178,
private banking and other financial institutions were encouraged to lend to BMBEs. Among the
incentives of the law is that all loans granted to BMBEs shall be considered as part of
alternative compliance to the rules on reservation of funds for the agricultural sector and small-
and medium-sized enterprises.

QUALIFICATIONS OF DIRECTORS AND OFFICERS

Under the Manual, bank directors and officers must meet certain minimum qualifications. For
instance, directors must be at least 25 years old, have a college degree or have at least five
years’ business experience, while officers must be at least 21 years old, have a college
degree, or have at least five years’ banking or trust experience.

Certain persons are disqualified from acting as bank directors, including (a) persons who have
been convicted of an offence involving moral turpitude or have been declared insolvent or
incapacitated; (b) persons who have been removed by the Monetary Board of the BSP; (c)
persons who refuse to disclose business interests; (d) resident directors who have been
absent for more than half of directors meetings; (e) persons who are delinquent in their
obligations; (f) persons who have been found to have wilfully refused to comply with applicable
banking laws or regulations; and (g) persons who have been dismissed for cause from any
institution under the supervision of the BSP. When the ground for disqualification ceases to
exist, the director or officer concerned may subsequently become a director or officer of
institutions regulated by the BSP only upon approval of the Governor of the BSP. In addition,
except as may be permitted by the Monetary Board of the BSP, directors or officers of banks
are also generally prohibited from simultaneously serving as directors or officers of other
banks or non-bank financial intermediaries.
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LOANS TO DOSRI

The amount of individual outstanding loans, other credit accommodations and guarantees to
DOSRI should not exceed an amount equivalent to their unencumbered deposits and book
value of their paid-in capital contribution in the bank. In the aggregate, outstanding loans,
other credit accommodations and guarantees to DOSRI generally should not exceed 100% of
the bank’s combined capital accounts or 15% of the total loan portfolio of the bank, whichever
is lower. In no case shall the total unsecured loans, other credit accommodations and
guarantees to DOSRI exceed 30% of their outstanding loans, other credit accommodations
and guarantees. For the purpose of determining compliance with the aggregate ceiling on
unsecured credit accommodations and guarantees, banks shall be allowed to average their
ceiling on unsecured loans, other credit guarantees and guarantees every quarter.

The credit card operations of banks shall not be subject to these regulations where the credit
cardholders are the bank’s directors, officers, stockholders and their related interests, subject
to certain conditions.

VALUATION RESERVES FOR CREDIT LOSSES AGAINST LOANS

As a general rule, banking regulations define past due accounts of a bank as referring to all
accounts in a bank’s loan portfolio, all receivable components of trading account securities,
and other receivables that are not paid at maturity. In the case of loans or receivables payable
in instalments, banking regulations consider the total outstanding obligation past due in
accordance with the following schedule:

Mode of Payment

Minimum Number of

Installments in Arrears

Monthly .................................................................................................... 3
Quarterly.................................................................................................. 1
Semestral ................................................................................................ 1
Annually................................................................................................... 1

However, when the total amount of arrears reaches 20% of the total outstanding balance of the
loan or receivable, the total outstanding balance of the loan or receivable is considered past
due notwithstanding the number of instalments in arrears.

BSP regulations allow loans and advances to be written-off as bad debts only if it can be
justified to be uncollectible. The board of directors of the bank has discretion as to the
frequency of write-offs provided that these are made against provisions for credit losses or
against current operations. The prior approval of the Monetary Board of the BSP is required
to write off loans to the bank’s directors, officers, stockholders and their related interests.

On 26 January 2003, the SPV Act came into force. The SPV Act provides the legal framework
for the creation of private management companies that will acquire non-performing loans, real
estate and other assets from financial institutions in order to encourage new lending to support
economic growth. Congress passed the SPV Act’s implementing rules and regulations on 19
March 2003 and they came into force on 12 April 2003.
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GUIDELINES ON GENERAL RESERVES

Under existing BSP regulations, a general provision for loan losses shall also be set up as
follows: (i) 5% of the outstanding balance of unclassified restructured loans less the
outstanding balance of restructured loans which are considered non-risk under existing laws
and regulations; and (ii) 1% of the outstanding balance of unclassified loans other than
restructured loans less loans which are considered non-risk under existing laws and
regulations.

RESTRICTIONS ON BRANCH OPENING

Section 20 of the General Banking Law provides that universal and commercial banks may
open branches within or outside the Philippines upon prior approval of the BSP. The same
provision of law allows banks, with prior approval from the Monetary Board of the BSP, to use
any or all of its branches as outlets for the presentation and/or sale of financial products of its
allied undertakings or investment house units. In line with this, the Manual provides various
minimum capitalisation requirements for branches of universal/commercial banks, depending
on the location of the branch, ranging from a minimum of P= 15.0 million for branches of
universal/commercial banks to be located in fourth and sixth class municipalities to a maximum
of P= 50.0 million for the same to be located in the National Capital Region. A bank must first
comply with this minimum capital requirement in order to be given authority to establish more
branches.

Generally, only universal/commercial and thrift banks may establish branches on a nationwide
basis. Once approved, a branch should be opened within six months from the date of approval
(extendible for another six-month period, upon the presentation of justification therefor).
Pursuant to BSP Circular No. 505, issued on 22 December 2005, banks shall be allowed to
establish branches in the Philippines, except in the cities of Makati, Mandaluyong, Manila,
Parañaque, Pasay, Pasig and Quezon and the municipality of San Juan, Metro Manila.
However, branches of microfinance-orientated banks, microfinance-orientated branches of
regular banks and branches that will cater primarily to the credit needs of BMBEs duly
registered under Republic Act No. 9178 may be established anywhere upon the fulfilment of
certain conditions.

ANTI-MONEY LAUNDERING LAW

The Anti-Money Laundering Act was passed on 29 September 2001 and was amended on 23
March 2003. Under its provisions, as amended, certain financial intermediaries including
banks, offshore banking units, quasi-banks, trust entities, non-stock savings and loan
associations, and all other institutions including their subsidiaries and affiliates supervised
and/or regulated by the BSP, and insurance companies and/or institutions regulated by the
Insurance Commission, are required to submit a “covered” transaction report involving a single
transaction in cash or other equivalent monetary instruments in excess of P= 0.5 million within
one banking day.

These institutions are also required to submit a “suspicious” transaction report if there is
reasonable ground to believe that any amounts processed are the proceeds of money
laundering activities.

BSP Circular No. 495 requires all universal and commercial banks in the Philippines to have
an electronic money laundering transaction monitoring system in place by October 2007. Each
system should have the ability to detect and bring to the relevant institution’s attention all
transactions and/or accounts that either qualify as “covered transactions” or “suspicious
transactions”.
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These transactions are reported to the Anti-Money Laundering Council (“AMLC”) created
under the law within five banking days of discovery of that transaction by the covered
institution. The Court of Appeals, upon application by the AMLC, has the authority to issue
freeze orders on any accounts which is suspected as being used for money laundering to be
frozen.

Institutions that are subject to the Act are also required to establish and record the identities
of their clients based on official documents. In addition, all records of transactions are required
to be maintained and stored for at least five years from the date of a transaction. Records of
closed accounts must also be kept for five years after their closure.
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PHILIPPINE TAXATION

The following is a general description of certain Philippine tax aspects of the Notes. It is based
on the laws, regulations, and administrative rulings in force as at the date of this Offering
Circular and is subject to any changes in law or regulation occurring after such date, which
changes can be made on a retroactive basis. It does not purport to be a comprehensive
description of all of the tax considerations that may be relevant to a decision to purchase, own,
or dispose of the Notes. Prospective purchasers should consult their tax advisors as to the
laws of other applicable jurisdictions and the specific tax consequences of acquiring, holding,
and disposing of the Notes.

Taxation of Interest

The Notes will be treated as deposit substitute instruments. Consequently, interest income
earned by individual citizens, resident aliens, and nonresident aliens engaged in trade or
business in the Philippines as holders of the unsecured subordinated notes will generally be
subject to a 20% final withholding tax. However, the Notes may qualify as long-term deposit
or investment, in which case, interest income derived by said individuals may be exempt from
the said 20% final withholding tax provided the investment is not pre-terminated before the fifth
(5th) year.

Interest Income received by domestic and resident foreign corporations shall be subject to the
final withholding tax of 20%. Interest income received by nonresident aliens not engaged in
trade or business in the Philippines shall generally be subject to a final withholding tax of 25%.
Interest income received by nonresident foreign corporations are generally subject to a final
withholding tax of 32%. The foregoing rates may be reduced under an applicable tax treaty.

Under Rep. Act No. 9337 (amending the National Internal Revenue Code), interest income
received by a non-resident foreign corporation shall generally be subject to the 35% final
withholding tax provided that effective January 1, 2009, the rate of income tax shall be 30%.
This rate may also be reduced under an applicable tax treaty. All payments of principal and
interest in respect of the Notes shall be made free and clear of, and without withholding or
deduction for, any present taxes, duties, assessments, or governmental charges of whatever
nature imposed, levied, collected, withheld, or assessed by or within the Philippines or any
authority therein or thereof having the power to tax, unless such withholding or deduction is
required by law.

Documentary Stamp Taxes

The issuance of the Notes will be subject to documentary stamp tax at the rate of P= 1.00 for
every P= 200.00 of the issue value of such notes. The Bank is liable for the payment of the
documentary stamp tax on the original issuance of the unsecured subordinated notes. No
documentary stamp tax is imposed on the secondary transfer of the unsecured subordinated
notes.

Taxation on Sale or Other Disposition of Notes

A holder will recognize gains or losses upon the sale or other disposition (including a
redemption at maturity) of a Note in an amount equal to the difference between the amount
realized from such disposition and the value of such holders interest in the Note. Under the Tax
Code, any gain realized from the sale, exchange, or retirement of bonds, debentures, and
other certificates of indebtedness with an original maturity date of more than five years (as

— 138 —



measured from the date of issuance of such bonds, debentures, or other certificates of
indebtedness) is exempt from income tax. Since the Notes have a maturity of more than five
years from the date of issuance, any gains realized by a holder from the sale of the Notes will
be exempt from Philippine income tax.

Value-Added Tax/Gross Receipts Tax

The gross income from the sale or transfer of the Notes in the Philippines by dealers in
securities is subject to VAT at the rate of 12% of the gross income. Banks and non-bank
financial intermediaries performing quasi-banking functions are subject to gross receipts tax
as the following rates:

(a) On interest, commissions and discounts from lending activities as well as income from
financial leasing, on the basis of remaining maturities of instruments from which such
receipts are derived:

Maturity period is 5 years or less - 5%

Maturity period is more than 5 years - 1%

(b) On dividends and equity shares and net income of subsidiaries — 0%

(c) On royalties, rentals of property, real or personal, profits, from exchange and all other
items treated as gross income under the Tax Code — 7%

(d) On net trading gains within the taxable year on foreign currency, debt securities,
derivatives, and other similar financial instruments — 7%

Other nonbank financial intermediaries are subject to gross receipts tax at the following rates:

(a) On interest, commissions, discounts and all other items treated as gross income under
the Tax Code — 5%

(b) On interests, commissions and discounts from lending activities, as well as income from
financial leasing, on the basis of remaining maturities of instruments from which such
receipts are derived:

Maturity period is 5 years or less - 5%

Maturity period is more than 5 years - 1%

Estate and Donor’s Tax

The transfer of Notes as part of the estate of a deceased individual to his heirs, whether or not
such individual was resident in the Philippines at the time of his death, will be subject to an
estate tax which is levied on the net estate of the deceased at progressive rates ranging from
5% to 20% if the value of the net estate exceeds P= 200,000. A holder of such Notes will be
subject to donor’s tax upon the donation of the Notes to strangers at a flat rate of 30% of the
net gifts. A stranger is defined as any person who is not a brother, sister (whether by whole-or
half-blood), spouse, ancestor and lineal descendant or relative by consanguinity in the
collateral line within the fourth degree of relationship to the Noteholder. A donation to a
non-stranger will be subject to a donor’s tax at progressive rates ranging from 2% to 15%
based on net gifts made during the calendar year in excess of P= 100,000. The estate tax as well
as the donor’s tax in respect of the Notes shall not be collected (i) if the deceased at the time
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of death or the donor at the time of the donation was a citizen and resident of a foreign country
which at the time of his death or donation did not impose a transfer tax of any character in
respect of intangible personal property of citizens of the Philippines not residing in that foreign
country or (ii) if the laws of the foreign country of which the deceased or the donor was a citizen
and resident at the time of his death or donation allows a similar exemption from transfer or
death taxes of every character or description in respect of intangible personal property owned
by citizens of the Philippines not residing in that foreign country.
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INDEPENDENT AUDITORS’ REPORT

The Stockholders and the Board of Directors
Metropolitan Bank & Trust Company
Metrobank Plaza, Sen. Gil J. Puyat Avenue
Makati City

We have audited the accompanying financial statements of Metropolitan Bank & Trust Company and 
Subsidiaries (the Group) and of Metropolitan Bank & Trust Company (the Parent Company), which
comprise the statements of condition as of December 31, 2006 and 2005 and the statements of
income, statements of changes in equity and statements of cash flows for each of the three years in the
period ended December 31, 2006 and a summary of significant accounting policies and other
explanatory notes.  We did not examine the financial statements of certain subsidiaries as of
December 31, 2006 and 2005 and for each of the three years in the period ended December 31, 2006, 
which are consolidated in the accompanying Group financial statements and reflected in the Parent
Company financial statements using the cost method of accounting. Total assets and total liabilities of
these subsidiaries included in the accompanying Group financial statements amounted to P=9.0 billion
and P=6.2 billion, respectively, as of December 31, 2006 and P=8.0 billion and P=3.7 billion,
respectively, as of December 31, 2005. Gross income and total expenses amounted to P=1.1 billion and 
P=0.6 billion, respectively, both in 2006 and 2005 and P=0.8 billion and P=0.3 billion, respectively, in
2004. In the accompanying Parent Company financial statements, the investments in these
subsidiaries are carried at cost amounting to
P=354.2 million as of December 31, 2006 and 2005. The financial statements of these subsidiaries were
audited by other auditors whose reports have been furnished to us and our opinion, insofar as it relates
to these amounts included for these subsidiaries, is based solely on the reports of the other auditors
whose opinions are unqualified.

Management’s Responsibility for the Financial Statements

The Group’s 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.

SGV & CO SyCip Gorres Velayo & Co.
6760 Ayala Avenue
1226 Makati City
Philippines

Phone: (632) 891-0307
Fax: (632) 819-0872
www.sgv.com.ph

BOA/PRC Reg. No. 0001
SEC Accreditation No. 0012-FR-1

SGV & Co is a member practice of Ernst & Young Global

—  F-2  —



*SGVMC109114*�

- 2 -

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 assessments, the auditor considers internal control relevant to the Bank’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 Bank’s internal control. An audit also includes evaluating the appropriateness of the
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained and the reports of other auditors are sufficient
and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, based on our audits and the reports of the other auditors, the financial statements
referred to above present fairly, in all material respects, the financial position of the Group and of the
Parent Company as of December 31, 2006 and 2005 and their financial performance and their cash
flows for each of the three years in the period ended December 31, 2006 in accordance with
Philippine Financial Reporting Standards.

SYCIP GORRES VELAYO & CO.

Arnel F. de Jesus
Partner
CPA Certificate No. 43285 
SEC Accreditation No. 0075-AR-1
Tax Identification No. 152-884-385
PTR No. 0266544, January 2, 2007, Makati City

March 27, 2007 
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES
STATEMENTS OF CONDITION 
(In Thousands)

Group Parent Company
As of December 31

2006 2005 2006 2005
ASSETS
Cash and Other Cash Items (Notes 7 and 15) P=11,829,978 P=14,248,931 P=10,544,335 P=8,849,442
Due from Bangko Sentral ng Pilipinas

(Notes 15 and 20) 54,326,823 20,685,847 46,582,326 18,547,970
Due from Other Banks (Note 20) 28,333,322 24,885,430 23,059,240 22,692,877
Interbank Loans Receivable and Securities

Purchased Under Agreements to Resell
(Notes 20 and 31) 67,393,161 58,320,720 66,263,161 56,269,990

Financial Assets at Fair Value Through Profit or
Loss (Note 8) 7,689,097 11,956,302 4,722,612 6,904,413

Available-for-Sale Investments - net
(Notes 8 and 15) 90,285,775 85,785,349 61,305,312 70,131,729

Held-to-Maturity Investments (Notes 8 and 15) 19,436,370 16,319,673 11,634,986 7,211,196
Loans and Receivables - net (Notes 9 and 27) 285,516,469 270,644,243 238,034,795 232,237,118
Property and Equipment - net (Note 10) 10,388,069 10,181,588 7,857,737 7,970,863
Investment in Subsidiaries (Note 11) 13,637 8,635 25,082,696 24,402,324
Investments in Associates and Joint Ventures - net

(Note 11) 7,693,791 6,721,843 1,112,910 1,234,611
Investment Properties - net (Note 12) 33,962,970 33,695,198 27,709,299 27,582,820
Other Assets - net (Note 13) 31,917,370 31,647,955 12,098,037 8,281,570

P=648,786,832 P=585,101,714 P=536,007,446 P=492,316,923

LIABILITIES AND EQUITY
LIABILITIES
Deposit Liabilities (Notes 15, 20 and 27)
Demand P=22,127,926 P=21,177,466 P=21,379,853 P=19,296,873
Savings 281,881,399 290,075,425 273,717,695 281,679,004
Time 185,872,847 112,995,082 142,905,823 78,163,360

489,882,172 424,247,973 438,003,371 379,139,237
Bills Payable (Notes 9, 16 and 20) 40,178,224 61,159,017 1,665,482 32,869,392
Manager’s Checks and Demand Drafts Outstanding

(Note 20) 1,580,398 1,167,278 1,225,841 979,062
Accrued Taxes, Interest and Other Expenses

(Notes 17 and 20) 5,862,315 6,558,172 4,406,175 4,919,005
Subordinated Debt (Notes 18 and 20) 17,796,371 17,072,464 15,830,440 17,072,464
Other Liabilities (Note 19) 21,311,939 21,472,712 12,922,659 11,740,640

576,611,419 531,677,616 474,053,968 446,719,800

(Forward)
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Group Parent Company
As of December 31

2006 2005 2006 2005
EQUITY
Equity Attributable to Equity Holders of the

Parent Company
Common Stock (Note 24) P=36,145,387 P=32,673,019 P=36,145,387 P=32,673,019
Hybrid Capital Securities (Note 24) 6,351,110 – 6,351,110 –
Capital Paid in Excess of Par Value 10,638,159 7,675,189 10,638,159 7,675,189
Surplus Reserves (Note 25) 636,285 517,179 636,285 517,179
Surplus (Notes 24 and 25) 9,865,508 5,832,233 6,335,740 2,727,263
Net Unrealized Gain on Available-for-Sale

Investments (Note 8) 1,846,797 2,004,473 1,846,797 2,004,473
Equity in Net Unrealized Gain on Available-for-

Sale Investments of Investees (Note 8) 1,875,520 319,221 – –
Equity Adjustment from Translation 909,109 942,925 – –
Equity Adjustment from Revaluation Increment 5,492 – – –

68,273,367 49,964,239 61,953,478 45,597,123
Minority Interest 3,902,046 3,459,859 – –

72,175,413 53,424,098 61,953,478 45,597,123
P=648,786,832 P=585,101,714 P=536,007,446 P=492,316,923

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
STATEMENTS OF INCOME 
(In Thousands, Except Earnings Per Share)

Group Parent Company
Years Ended December 31

2006 2005 2004 2006 2005 2004
INTEREST INCOME ON
Loans and receivables (Notes 9 and 27) P=26,816,626 P=26,327,397 P=22,317,386 P=19,264,755 P=20,411,729 P=18,305,302
Trading and investment securities (Note 8) 6,789,865 7,809,128 7,106,929 4,602,782 5,319,056 6,023,458
Interbank loans receivable and securities

purchased under agreements to resell 3,570,285 2,010,292 1,163,742 3,324,405 1,771,303 1,114,500
Deposits with banks and others 1,746,733 809,215 615,722 1,232,053 534,527 615,413

38,923,509 36,956,032 31,203,779 28,423,995 28,036,615 26,058,673
INTEREST AND FINANCE CHARGES
Deposit liabilities (Note 15 and 27) 14,366,061 12,809,188 13,173,472 12,029,790 10,594,079 11,536,166
Interbank loans, bills payable, subordinated debt

and others (Notes 16 and 18) 5,458,810 4,291,005 4,546,405 2,185,960 2,627,327 2,644,223
19,824,871 17,100,193 17,719,877 14,215,750 13,221,406 14,180,389

NET INTEREST INCOME 19,098,638 19,855,839 13,483,902 14,208,245 14,815,209 11,878,284
Trading and securities gain - net 5,719,254 956,832 1,455,802 3,945,668 331,322 938,054
Service charges, fees and commissions 4,995,045 4,616,506 4,437,079 3,022,961 3,320,715 3,435,085
Income from trust operations (Note 25) 789,929 819,039 752,887 788,226 817,107 750,109
Profit (loss) from assets sold (Note 12) 537,939 (201,365) 1,336,270 66,496 78,215 93,391
Foreign exchange gain – net 523,697 1,553,903 845,581 387,160 1,175,866 448,328
Leasing (Note 21) 367,447 352,176 501,050 303,104 314,301 251,727
Dividends 116,884 258,794 – 2,432,677 2,209,605 1,715,657
Miscellaneous (Notes 19 and 22) 1,563,937 811,776 2,775,743 360,381 344,963 1,667,159
TOTAL OPERATING INCOME 33,712,770 29,023,500 25,588,314 25,514,918 23,407,303 21,177,794
Provision for impairment and credit losses

(Note 14) 8,097,076 4,494,311 2,886,887 6,870,234 3,601,148 2,706,499
Compensation and fringe benefits

(Notes 26 and 27) 7,553,638 7,402,732 6,758,930 5,519,142 5,601,022 5,397,415
Taxes and licenses (Note 23) 3,236,485 2,774,271 2,262,923 2,197,579 2,041,967 1,778,326
Depreciation and amortization

(Notes 10, 12 and 13) 2,248,178 1,600,196 1,729,202 1,703,137 1,192,558 1,381,648
Occupancy and equipment-related cost

(Notes 21 and 27) 1,239,956 1,153,199 1,230,468 793,878 759,611 941,126
Amortization of deferred charges (Note 13) 75,039 46,741 208,163 33,676 41,246 154,257
Miscellaneous (Note 22) 6,604,241 5,887,241 4,957,963 4,858,789 4,183,290 3,913,890
TOTAL OPERATING EXPENSES 29,054,613 23,358,691 20,034,536 21,976,435 17,420,842 16,273,161
INCOME BEFORE SHARE IN NET

INCOME OF INVESTEES 4,658,157 5,664,809 5,553,778 3,538,483 5,986,461 4,904,633
SHARE IN NET INCOME OF INVESTEES

(Note 11) 642,469 577,451 296,849 – – –
INCOME BEFORE INCOME TAX 5,300,626 6,242,260 5,850,627 3,538,483 5,986,461 4,904,633
PROVISION FOR (BENEFIT FROM)

INCOME TAX (Note 23) (775,668) 1,966,865 1,244,634 (1,561,743) 1,661,123 602,595
NET INCOME P=6,076,294 P=4,275,395 P=4,605,993 P=5,100,226 P=4,325,338 P=4,302,038
Attributable to:

Equity holders of the Parent Company
(Note 30) P=5,525,024 P=3,786,629 P=4,084,344

Minority interests 551,270 488,766 521,649
P=6,076,294 P=4,275,395 P=4,605,993

Basic/Diluted Earnings Per Share
Attributable to Equity Holders of the
Parent Company
(Note 30) P=3.32 P=2.32 P=2.50

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
STATEMENTS OF CASH FLOWS 
(In Thousands)

Group Parent Company
Years Ended December 31

2006 2005 2004 2006 2005 2004
CASH FLOWS FROM OPERATING

ACTIVITIES
Income before income tax P=5,300,626 P=6,242,260 P=5,850,627 P=3,538,483 P=5,986,461 P=4,904,633
Adjustments for:

Provision for impairment and credit losses
(Note 14) 8,097,076 4,494,311 2,886,887 6,870,234 3,601,148 2,706,499

Depreciation and amortization
(Notes 10, 12 and 13) 2,248,178 1,600,196 1,729,202 1,703,137 1,192,558 1,381,648

Amortization of deferred charges 75,039 46,741 208,163 33,676 41,246 154,257
Loss (profit) from assets sold

(Note 12) (537,939) 201,365 (1,336,270) (66,496) (78,215) (93,391)
Share in net income of investees (Note 11) (642,469) (577,451) (296,849) – – –
Dividends (116,884) (258,794) – (2,432,677) (2,209,605) (1,715,657)
Unrealized market valuation loss (gain) on

financial assets at fair value through profit
or loss (Note 8) (9,601) (408,223) 220,862 – – 42,838

Changes in operating resources and liabilities:
Decrease (increase) in the amounts of:

Loans and receivables (22,507,235) (38,176,873) – (12,259,068) (15,893,040) –
Receivables – – (14,057,747) – – (11,224,443)
Financial assets at fair value through

profit or loss 4,276,807 (3,839,181) (4,802,292) 2,181,802 (5,128,746) (160,224)
Other assets 1,941,829 14,827,638 5,148,812 (1,670,249) 10,171,668 (3,278,402)

Increase (decrease) in the amounts of:
Deposit liabilities 65,634,199 40,177,163 6,586,469 58,864,134 32,385,556 5,954,137
Manager’s checks and demand drafts

outstanding 413,120 (205,562) 168,800 246,779 (182,237) 93,037
Accrued interest and other expenses (1,034,182) 1,276,347 (620,720) (754,600) 624,398 (581,118)
Other liabilities (160,771) (3,671,547) (118,061) 1,182,013 (4,995,196) 187,396

Net cash generated from (used in) operations 62,977,793 21,728,390 1,567,883 57,437,168 25,515,996 (1,628,790)
Dividends received 125,884 249,794 40,152 2,621,572 2,020,710 1,715,657
Income taxes paid (1,609,258) (223,890) (6,711,172) (855,157) (742,739) (1,016,572)
Net cash provided by (used in) operating activities 61,494,419 21,754,294 (5,103,137) 59,203,583 26,793,967 (929,705)
CASH FLOWS FROM INVESTING

ACTIVITIES
Acquisitions of:

Available-for-sale investments (389,742,959) (27,527,608) – (322,923,566) (19,697,786) –
Available-for-sale securities – – (1,343,078) – – –
Held-to-maturity investments (26,632,778) – – (13,852,493) – –
Investment in bonds and other debt instruments – – (1,358,156) – – –
Property and equipment (1,750,483) (1,106,271) (634,956) (922,523) (664,899) (415,972)
Investments in subsidiaries and associates (365,241) (1,988,117) (571,012) (558,672) (3,477) (592,934)
Investment properties (2,201,492) – – (1,555,664) – –

Proceeds from sale of:
Available-for-sale investments 386,641,155 – – 331,592,307 – –
Held-to-maturity investments 23,516,081 23,639,009 – 9,428,703 20,360,491 –
Investment in bonds and other debt instruments – – – – – 3,125,717
Property and equipment 486,530 229,133 177,080 56,178 181,869 99,663
Investments in subsidiaries and associates – 1,301,810 312,278 – 1,046,668 –
Investment properties 1,140,205 1,614,288 1,614,288 653,059 1,099,953 1,321,894

Decrease (increase) in interbank loans receivable
(Note 31) 28,650,583 (9,970,876) (579,143) 28,650,583 (9,970,876) (579,143)

Net cash provided by (used in) investing activities 19,741,601 (13,808,632) (2,382,699) 30,567,912 (7,648,057) 2,959,225

(Forward)
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Group Parent Company
Years Ended December 31

2006 2005 2004 2006 2005 2004
CASH FLOWS FROM FINANCING

ACTIVITIES
Issuance of additional shares of stocks (Note 24) P=6,435,337 P=– P=– P=6,435,337 P=– P=–
Issuance of hybrid capital securities (Note 24) 6,351,110 – – 6,351,110 – –
Availments of bills payable – 25,047,602 13,287,794 – 10,498,322 1,359,997
Settlements of bills payable (20,980,793) – – (31,203,910) – –
Availments of subordinated debt 723,908 – 113,590 – – 113,590
Repayments of subordinated debt – (978,496) – (1,242,023) (978,496) –
Cash dividends paid (Note 24) (1,084,362) (2,287,111) (1,960,381) (1,084,362) (2,287,111) (1,960,381)
Coupon payment of hybrid capital securities (288,281) – – (288,281) – –
Net cash provided by (used in) financing activities (8,843,081) 21,781,995 11,441,003 (21,032,129) 7,232,715 (486,794)
NET INCREASE IN CASH AND CASH

EQUIVALENTS 72,392,939 29,727,657 3,955,167 68,739,366 26,378,625 1,542,726
CASH AND CASH EQUIVALENTS AT

BEGINNING OF YEAR
Cash and other cash items 14,248,931 8,916,585 8,584,337 8,849,442 7,984,691 6,899,688
Due from Bangko Sentral ng Pilipinas 20,685,847 15,276,930 15,671,309 18,547,970 13,230,156 14,039,555
Due from other banks 24,885,430 17,154,746 14,187,998 22,692,877 13,483,797 11,977,963
Interbank loans receivable and securities purchased

under agreements to resell
(Note 31) 22,479,071 11,223,361 10,172,811 20,428,341 9,441,361 9,680,073

82,299,279 52,571,622 48,616,455 70,518,630 44,140,005 42,597,279

CASH AND CASH EQUIVALENTS AT
END OF YEAR

Cash and other cash items 11,829,978 14,248,931 8,916,585 10,544,335 8,849,442 7,984,691
Due from Bangko Sentral ng Pilipinas 54,326,823 20,685,847 15,276,930 46,582,326 18,547,970 13,230,156
Due from other banks 28,333,322 24,885,430 17,154,746 23,059,240 22,692,877 13,483,797
Interbank loans receivable and securities purchased

under agreements to resell
(Note 31) 60,202,095 22,479,071 11,223,361 59,072,095 20,428,341 9,441,361

P=154,692,218 P=82,299,279 P=52,571,622 P=139,257,996 P=70,518,630 P=44,140,005

OPERATIONAL CASH FLOWS FROM INTEREST AND DIVIDENDS

Group Parent Company
Years Ended December 31

2006 2005 2004 2006 2005 2004
(In Thousands)

CASH FLOWS FROM FINANCING
ACTIVITIES

Interest paid P=20,892,665 P=35,902,653 P=30,972,406 P=14,851,797 P=27,055,722 P=18,290,421
Interest received 38,838,445 15,725,472 18,723,747 28,818,609 12,495,463 15,210,591
Dividend received 125,884 249,794 40,152 2,621,572 2,020,710 1,715,657

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS 

1. Corporate Information

Metropolitan Bank & Trust Company (the Parent Company) is a universal bank incorporated in
the Philippines. The Parent Company and its subsidiaries (the Group) are engaged in all aspects
of banking, financing, leasing, real estate and stock brokering through a network of over 815 local
and international branches, offices and agencies. As a bank, the Parent Company provides
services such as deposit products, loans and trade finance, domestic and foreign fund transfers,
treasury, foreign exchange, trading and remittances, and trust services. Its principal place of
business is at Metrobank Plaza, Sen. Gil J. Puyat Avenue, Makati City.

2. Summary of Significant Accounting Policies

Basis of Preparation
The accompanying financial statements have been prepared on a historical cost basis except for
financial assets at fair value through profit or loss (FVPL), available-for-sale (AFS) investments,
and derivative financial instruments that have been measured at fair value. The consolidated
financial statements are presented in Philippine pesos, and all values are rounded to the nearest
thousand pesos (P=000) except when otherwise indicated.

The accompanying financial statements of the Parent Company include the accounts maintained
in the Regular Banking Unit (RBU) and Foreign Currency Deposit Unit (FCDU).  For financial
reporting purposes, FCDU accounts and foreign currency-denominated accounts in the RBU are
translated into their equivalents in Philippine pesos (see accounting policy on Foreign Currency
Translation). The financial statements of these units are combined after eliminating inter-unit
accounts.

Statement of Compliance
The consolidated financial statements of the Group and the Parent Company have been prepared
in compliance with Philippine Financial Reporting Standards (PFRS).

Basis of Consolidation
The consolidated financial statements include the financial statements of the Parent Company and 
its subsidiaries (including the special purpose entity that it controls) and are prepared for the
same reporting year (except for ORIX Metro Leasing and Finance Corporation whose fiscal year
ends on September 30) as the Parent Company, using consistent accounting policies.
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The following are the wholly and majority-owned foreign and domestic subsidiaries:

Subsidiary

Effective
Percentage

of Ownership
Country of
Incorporation

Functional
Currency

Financial Markets:
Metro Remittance Center, Inc. (MRCI)

(Note 32) 100.00
United States of
America

United States
Dollar

MB Remittance Centre Limited (MBRCL) 100.00 Hong Kong
Hong Kong
Dollar

Metropolitan Bank (Bahamas) Limited (Notes 11
and 32) 100.00 The Bahamas

United States
Dollar

Metro Remittance (UK) Limited 100.00 United Kingdom
Great Britain
Pound

Metro Remittance Singapore Pte. Ltd. 100.00 Singapore Singapore Dollar
MBTC Exchange Services, GmbH 100.00 Austria Euro
Metro Remittance Center, S.A. 100.00 Spain Euro
Metro Remittance (Italia), SpA. 100.00 Italy Euro
First Metro International Investment

Company Limited (FMIIC) and Subsidiaries 99.61 Hong Kong
Hong Kong
Dollar

First Metro Investment Corporation (FMIC)
and Subsidiaries (Note 11) 98.06 Philippines Philippine Peso

Philippine Savings Bank (PSBank) (74.24% in
2005) (Notes 11 and 32) 75.98 Philippines Philippine Peso

Metrobank Card Corporation (MCC) (Note 11) 60.00 Philippines Philippine Peso
MBTC Venture Capital Corporation (MVCC) 60.00 Philippines Philippine Peso
Solid Philippines Venture Capital Corporation

(SPVCC) 60.00 Philippines Philippine Peso
Philbancor Venture Capital Corporation (PVCC) 60.00 Philippines Philippine Peso
ORIX Metro Leasing and Finance

Corporation (ORIX Metro) and Subsidiaries
(Notes 11 and 32) 59.81 Phippines Philippine Peso

Computer Services:
Data Serv, Inc. 100.00 Philippines Philippine Peso
MBTC Technology, Inc. (MTI) (Note 32) 100.00 Philippines Philippine Peso

Real Estate:
Circa 2000 Homes, Inc. 100.00 Philippines Philippine Peso

Holding Company:
Global Business Holdings, Inc. (GBHI) 44.83* Philippines Philippine Peso

*Effective voting interest

MVCC, SPVCC and PVCC are in the process of dissolution. The accounts of these companies
representing less than 0.01% of the total assets of the Group were excluded in the consolidation.

All significant intra-group balances, transactions, income and expenses and profits and losses
resulting from intra-group transactions are eliminated in full in the consolidation.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
Control is achieved where the Group has the power to govern the financial and operating policies
of an entity so as to obtain benefits from its activities. Consolidation of subsidiaries ceases when
control is transferred out of the Group or Parent Company.
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As discussed in Note 11, on September 30, 2005, the Parent Company sold its 41.12% equity in
International Bank of California (IBC) based in Los Angeles, California. Accordingly, the
accounts of IBC were excluded in the consolidation as of and for the year ended December 31, 
2005.

Under Philippine Accounting Standards (PAS) 27, the financial statements of the investee
company have to be consolidated to the financial statements of the investor even if the
shareholding of an enterprise is below 50% but the investor has evidence of control.

Under Standing Interpretations Committee No. 12, Consolidation of Special Purpose Entity
(SPE), control over an entity may exist even in cases where an enterprise owns little or none of
SPE’s equity, such as when an enterprise retains majority of the residual risks related to the SPE
or its assets in order to obtain benefits from its activities. In accordance with these standards, the
2005 consolidated financial statements include the accounts of Asia Recovery Corporation
(ARC), a special purpose vehicle (SPV), in which the Group does not have equity interest (see
Notes 9, 13 and 19). ARC bought certain assets of the Parent Company under a transaction that
qualified as true sale as approved by the Bangko Sentral ng Pilipinas (BSP). As further discussed
in Note 9, the December 31, 2006 consolidated financial statements include the accounts of
Cameron Granville 3 Asset Management, Inc. (CG3AMI) and LNC 3 Asset Management, Inc.
(LNC3AMI).

The results of subsidiaries acquired or disposed of during the year are included in the
consolidated statements of income from the date of acquisition or up to the date of disposal, as
appropriate.

Minority Interests
Minority interests represent the portion of profit or loss and the net assets not held by the Group
and are presented separately in the statements of income and within equity in the consolidated
statement of condition, separately from Parent’s equity. Acquisitions of minority interests are
accounted for using the entity concept method, whereby the difference between the consideration
and the book value of the share of the net assets acquired is recognized as an equity transaction.

The accounting policies adopted are consistent with those of the previous financial year except as
follows:

Amendments to PFRSs and Philippine Interpretations effective in 2006 
The Group has adopted the following amendments to PFRS and Philippine Interpretation during
the period. The adoption of these revised standards and interpretations did not have any effect on 
the financial statements of the Group but gave rise to additional disclosures in the financial
statements.

• PAS 19 Amendment–Employee Benefits
• PAS 21 Amendment–The Effects of Changes in Foreign Exchange Rates
• PAS 39 Amendments–Financial Instruments: Recognition and Measurement
• Philippine Interpretation IFRIC–4, Determining whether an Arrangement contains a Lease
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Philippine Interpretation early adopted
The Group has also early adopted Philippine Interpretation IFRIC–9, Reassessment of Embedded
Derivatives.

The principal effects of these changes, if any, are as follows:

PAS 19, Employee Benefits
Amendment for actuarial gains and losses, group plans and disclosures. As of January 1, 2006, 
the Group adopted the amendments to PAS 19. As a result, additional disclosures on the financial
statements are made, starting in 2006, to provide information about trends in the assets and 
liabilities in the defined benefit plans and the assumptions underlying the components of the
defined benefit cost. This change has no recognition nor measurement impact, as the Group chose
not to apply the new option to recognize actuarial gains and losses outside of the statements of
income.

PAS 21, The Effects of Changes in Foreign Exchange Rates
Amendment for net investment in a foreign operation. As of January 1, 2006, the Group adopted
the amendments to PAS 21. As a result, all exchange differences arising from a monetary item
that forms part of the Group’s net investment in a foreign operation are recognized in a separate
component of equity in the consolidated financial statements regardless of the currency in which
the monetary item is denominated. This change has no significant impact on the financial
statements.

PAS 39, Financial Instruments: Recognition and Measurement
Amendment for financial guarantee contracts. This amended the scope of PAS 39 to require
financial guarantee contracts that are not considered to be insurance contracts to be recognized
initially at fair value and to be remeasured at the higher of the amount determined in accordance
with PAS 37, Provisions, Contingent Liabilities and Contingent Assets and the amount initially
recognized less, when appropriate, cumulative amortization recognized in accordance with
PAS 18, Revenue. This amendment did not have a significant effect on the financial statements.

Amendment for cash flow hedge accounting of forecast intragroup transactions. This amended
PAS 39 to permit the foreign currency risk of a highly probable intra-group forecast transaction to
qualify as the hedged item in a cash flow hedge, provided that the transaction is denominated in a 
currency other than the functional currency of the entity entering into that transaction and that the
foreign currency risk will affect the consolidated statements of income. As the Group currently
has no such transactions, the amendment did not have an affect on the financial statements.

Amendment for the fair value option. This amended PAS 39 to restrict the use of the option to
designate any financial asset or any financial liability to be measured at fair value through the
statement of income. The Group has complied with this amendment.

Philippine Interpretation IFRIC–4, Determining Whether an Arrangement contains a Lease
This Interpretation provides guidance in determining whether arrangements contain a lease to
which lease accounting must be applied. This Interpretation had no impact on the financial
statements.
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Philippine Interpretation IFRIC-9, Reassessment of Embedded Derivatives
This Interpretation becomes effective for financial years beginning on or after June 1, 2006. It
establishes that the date to assess the existence of an embedded derivative is the date 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. The Group assessed that adoption of this interpretation
had no impact on the financial statements.

Significant Accounting Policies

Foreign currency translation
The consolidated financial statements are presented in Philippine pesos, which is the Parent
Company’s functional currency. Each entity in the Group determines its own functional currency
and items included in the financial statements of each entity are measured using that functional
currency.

Transactions and balances
The books of accounts of the RBU are maintained in Philippine pesos, while those of the FCDU
are maintained in United States (US) dollars. For financial reporting purposes, the monetary
assets and liabilities of the FCDU and the foreign currency-denominated monetary assets and 
liabilities in the RBU are translated in Philippine pesos based on the Philippine Dealing System
(PDS) closing rate prevailing at end of the year and foreign currency-denominated income and 
expenses, at the PDS weighted average rate (PDSWAR) for the year. Foreign exchange
differences arising from restatements of foreign-currency denominated assets and liabilities are
credited to or charged against operations in the period in which the rates change.

Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as at the dates of the initial transactions. Non-monetary items
measured at fair value in a foreign currency are translated using the exchange rates at the date
when the fair value was determined.

Group companies
As at the reporting date, the assets and liabilities of subsidiaries and overseas branches are
translated into the Parent Company’s presentation currency (the Philippine peso) at the rate of
exchange prevailing at the statement of condition date, and their income and expenses are
translated at the weighted average exchange rates for the year. Exchange differences arising on 
translation are taken directly to a separate component of equity. On disposal of a foreign entity,
the deferred cumulative amount recognized in equity relating to the particular foreign operation is
recognized in the statement of income.

—  F-15  —



- 6 -

*SGVMC109114*�

Financial instruments - initial recognition and subsequent measurement

Date of recognition
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 trade date - the
date on which the Group commits to purchase or sell the asset. Derivatives are also recognized on 
trade date basis. Deposits, amounts due to banks and customers Securities transactions are
recorded on a trade date basis.

Initial recognition of financial instruments
All financial assets, including trading and investment securities and loans and receivables, are
initially measured at fair value. Except for financial assets valued at fair value through profit or
loss (FVPL), the initial measurement of financial assets includes transaction costs. The Group
classifies its financial assets in the following categories: financial assets at FVPL, held-to-
maturity (HTM) investments, available-for-sale (AFS) investments, and loans and receivables.
The classification depends on the purpose for which the investments were acquired and whether
they are quoted in an active market. Management determines the classification of its investments
at initial recognition and, where allowed and appropriate, re-evaluates such designation at every
reporting date.

Determination of fair value
The fair value for financial instruments traded in active markets at the statement of condition  date
is based on their quoted market price or dealer price quotations (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 is used since it 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, comparison to similar instruments for which market observable prices exist, options
pricing models, and other relevant valuation models.

Day 1 profit
Where the transaction price in a non-active market is different to the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Group recognizes the difference
between the transaction price and fair value (a Day 1 profit) in the statement of income in
‘Trading and securities gain - net’. In cases where use is made of data which is not observable,
the difference between the transaction price and model value is only recognized in the statements
of income when the inputs become observable or when the instrument is derecognized. For each 
transaction, the Group determines the appropriate method of recognizing the ‘Day 1’ profit
amount.
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Derivatives recorded at fair value through profit and loss
The Parent Company and some of its subsidiaries are counterparties to derivative contracts, such
as currency forwards, currency swaps, and interest rate swaps. These derivatives are entered into
as a service to customers and as a means of reducing or managing their respective foreign
exchange and interest rate exposures, as well as for trading purposes. Such derivative financial
instruments are initially recorded at fair value on the date at which the derivative contract is
entered into and are subsequently remeasured at fair value. Any gains or losses arising from
changes in fair values of derivatives (except those accounted for as accounting hedges) are taken
directly to the statements of income and are included in ‘Trading and securities gain - net’.
Derivatives are carried as assets when the fair value is positive and as liabilities when the fair
value is negative.

For the purpose of hedge accounting, hedges are classified primarily as either: (a) a hedge of the
fair value of an asset, liability or a firm commitment (fair value hedge); or (b) a hedge of the
exposure to variability in cash flows attributable to an asset or liability or a forecasted transaction
(cash flow hedge). For 2006 and 2005, the Group did not apply hedge accounting treatment for its
derivatives transactions.

The Group has certain derivatives that are embedded in host financial (such as structured notes,
debt investments, and loan receivables) and nonfinancial (such as lease and service agreements)
contracts.

These embedded derivatives include credit default swaps, barrier options, and call options in debt
investments, which include structured notes and deposits; call options in certain long-term debt,
and foreign-currency derivatives in debt instruments, lease and service agreements.

Embedded derivatives are bifurcated from their host contracts and carried at fair value with fair
value changes being reported through profit or loss, when the entire hybrid contracts (composed
of both the host contract and the embedded derivative) are not accounted for as financial assets at
FVPL, and when their economic risks and characteristics are not closely related to those of their
respective host contracts.

Other financial assets or financial liabilities held for trading
Other financial assets or financial liabilities held for trading are recorded in the statement of
condition at fair value. Changes in fair value relating to the held-for-trading positions are
recognized in ‘Trading and securities gain - net’. Interest earned or incurred is recorded in
‘Interest income or expense’, respectively, while dividend income is recorded in ‘Dividends’
when the right to receive payment has been established.

Included in this classification are debt and equity and securities which have been acquired
principally for the purpose of selling or repurchasing in the near term.

Financial assets or financial liabilities designated at fair value through profit or loss
Financial assets or financial liabilities classified in this category are designated by management
on initial recognition when the following criteria are met:
• The designation eliminates or significantly reduces the inconsistent treatment that would

otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them
on a different basis; or

—  F-17  —



- 8 -

*SGVMC109114*�

• 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 or investment strategy, or

• The financial instrument contains an embedded derivative, unless the embedded derivative
does not significantly modify the cash flows or it is clear, with little or no analysis, that it
would not be separately recorded.

Financial assets and financial liabilities at FVPL are recorded in the statement of condition at fair
value. Changes in fair value are recorded in ‘Trading and securities gain - net’ on financial assets
and liabilities designated at fair value through profit or loss. Interest earned or incurred is
recorded in ‘Interest income or expense’, respectively, while dividend income is recorded in
‘Dividends’ according to the terms of the contract, or when the right of the payment has been 
established.

Held-to-maturity investments
Held-to-maturity (HTM) investments are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for which the Group’s management has the positive
intention and ability to hold to maturity. Where the Group sells other than an insignificant amount
of HTM investments, the entire category would be tainted and reclassified as AFS investments.
After initial measurement, these investments are subsequently measured at amortized cost using
the effective interest rate method, less impairment in value. Amortized cost is calculated by taking
into account any discount or premium on acquisition and fees that are an integral part of the
effective interest rate. The amortization is included in ‘Interest income’ in the statements of
income. Gains and losses are recognized in income when the HTM investments are derecognized
and impaired, as well as through the amortization process. The losses arising from impairment of
such investments are recognized in the statements of income under ‘Provision for impairment and 
credit losses’. The effects of restatement on foreign currency-denominated HTM investments are
recognized in the statement of income.

Loans and receivables, amounts due from BSP and other banks
This accounting policy relates to the statement of condition captions ‘Due from Bangko Sentral
ng Pilipinas (BSP)’, ‘Due from other banks’, and ‘Loans and receivables’. These are financial
assets with fixed or determinable payments and fixed maturities that are not quoted in an active
market. They are not entered into with the intention of immediate or short-term resale and are not
classified as ‘other financial assets held for trading’, designated as ‘Available-for-sale
investments’ or ‘financial assets designated at fair value through profit or loss’.

‘Loans and receivables’ include purchases made by MCC’s cardholders which are collected on 
installments and are recorded at the cost of the items purchased plus interest covering the
installment period which is initially credited to unearned income, shown as a deduction from
‘Loans and receivables’.

‘Loans and receivables’ also include lease contracts receivable and notes receivable financed
which are stated at the outstanding balance, reduced by unearned lease income and unearned
finance income, respectively, and allowance for impairment and credit losses.
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After initial measurement, ‘Loans and receivables’, ‘Due from BSP’ and ‘Due from other banks’
are subsequently measured at amortized cost using the effective interest rate method, less
allowance for impairment. Amortized cost is calculated by taking into account any discount or
premium on acquisition and fees and costs that are an integral part of the effective interest rate.
The amortization is included in the ‘Interest income’ in the statements of income. The losses
arising from impairment are recognized in ‘Provision for impairment and credit losses’ in the
statement of income.

AFS investments
AFS investments are those which are designated as such or do not qualify to be classified as
designated as FVPL, HTM or loans and receivables. They are purchased and held indefinitely,
and may be sold in response to liquidity requirements or changes in market conditions. They
include debt and equity instruments.

After initial measurement, AFS investments are subsequently measured at fair value. The
effective yield component of AFS debt securities, as well as the impact of restatement on foreign
currency-denominated AFS debt securities, is reported in earnings. The unrealized gains and 
losses arising from the fair valuation of AFS investments are excluded, net of tax, from reported
earnings and are reported as ‘Net unrealized gain on AFS investments’ in the equity section of the
statements of condition.

When the security is disposed of, the cumulative gain or loss previously recognized in equity is
recognized as ‘Trading and securities gain - net’ in the statements of income. Interest earned on 
holding AFS investments are reported as Interest income using the effective interest rate.
Dividends earned on holding AFS investments are recognized in the statement of income as
‘Dividends’ when the right of the payment has been established. The losses arising from
impairment of such investments are recognized as ‘Provisions for impairment and credit losses’ in
the statements of income.

Bills payable and other borrowed funds
Issued financial instruments or their components, which are not designated at FVPL, are classified
as liabilities under ‘Bills payable’ or other appropriate financial liability accounts, where the
substance of the contractual arrangement results in the Bank having an obligation either to deliver
cash or another financial asset to the holder, or to satisfy the obligation other than by the
exchange of a fixed amount of cash or another financial asset for a fixed number of own equity
shares. The components of issued financial instruments that contain both liability and equity
elements are accounted for separately, with the equity component being assigned the residual
amount after deducting from the instrument as a whole the amount separately determined as the
fair value of the liability component on the date of issue.

After initial measurement, bills payable and similar financial liabilities not qualified as and not
designated as FVPL, are subsequently measured at amortized cost using the effective interest rate
method. Amortized cost is calculated by taking into account any discount or premium on the issue
and fees that are an integral part of the effective interest rate.
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Derecognition of financial assets and liabilities

Financial Assets
A financial asset (or, where applicable a part of a financial asset or part of a group of financial
assets) is derecognized where:
• the rights to receive cash flows from the asset have expired; or
• the Group 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 Group 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 the risk and rewards of the asset but has transferred the control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset or has entered into
a pass-through arrangement, and has neither transferred nor retained substantially all the risks and 
rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the
Group’s continuing involvement in the asset.

Financial Liabilities
A financial liability is derecognized when the obligation under the liability is discharged or
cancelled or expires. 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 modification 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 profit or loss.

Repurchase and reverse repurchase agreements
Securities sold under agreements to repurchase at a specified future date (‘repos’) are not
derecognized from the statement of condition. The corresponding cash received, including
accrued interest, is recognized in the statement of condition as a loan to the Group, reflecting
the economic substance of such transaction. As of December 31, 2006 and 2005, outstanding
repurchase agreements amount to P=1.4 billion and P=12.0 billion for the Group, respectively.
As of December 31, 2005, the Parent Company has outstanding repurchase agreements of
P=12.0 billion.

Conversely, securities purchased under agreements to resell at a specified future date (‘reverse
repos’) are not recognized on the statements of condition. The corresponding cash paid, including
accrued interest, is recognized in the statement of condition as ‘Securities purchased under resale
agreements’ (SPURA), and is considered a loan to the counterparty. The difference between the
purchase price and resale price is treated as interest income and is accrued over the life of the
agreement using the effective interest rate method. As of December 31, 2006 and 2005, 
outstanding reverse repurchase agreements amount to P=5.8 billion and P=5.3 billion for the Group,
respectively and P=4.7 billion and P=3.3 billion for the Parent Company, respectively.
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Impairment of financial assets
The Group assesses at each statement of condition date whether there is objective evidence that a 
financial asset or group of financial assets is impaired. A financial asset or a group of financial
assets is deemed to be impaired if, and only if, there is objective evidence of impairment as a 
result of one or more events that has occurred after the initial recognition of the asset (an incurred
‘loss event’) and that loss event (or events) has an impact on the estimated future cash flows of
the financial asset or the group of financial assets that can be reliably estimated. Evidence of
impairment may include indications that the borrower or a group of borrowers is experiencing
significant financial difficulty, default or delinquency in interest or principal payments, the
probability that they will enter bankruptcy or other financial reorganization and where observable
data indicate that there is measurable decrease in the estimated future cash flows, such as changes
in arrears or economic conditions that correlate with defaults.

Loans and receivables and amounts due from banks
For loans and receivables and due from banks carried at amortized cost, the Group first assesses
whether objective evidence of impairment exists individually for financial assets that are
individually significant, or collectively for financial assets that are not individually significant.
If the Group determines that no objective evidence of impairment exists for individually assessed
financial asset, whether significant or not, it includes the asset in a group of financial assets with
similar credit risk characteristics and collectively assesses for impairment. Those characteristics
are relevant to the estimation of future cash flows for groups of such assets by being indicative of
the debtors’ ability to pay all amounts due according to the contractual terms of the assets being
evaluated. Assets that are individually assessed for impairment and for which an impairment loss
is, or continues to be, recognized are not included in a collective assessment for impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of the
estimated future cash flows (excluding future credit losses that have not been incurred). The
carrying amount of the asset is reduced through use of an allowance account and the amount of
loss is charged to the statement of income. Interest income continues to be recognized based on 
the original effective interest rate of the asset. Loans, together with the associated allowance
accounts, are written off when there is no realistic prospect of future recovery and all collateral
has been realized. If, in a subsequent year, the amount of the estimated impairment loss decreases
because of an event occurring after the impairment was recognized, the previously recognized
impairment loss is reduced by adjusting the allowance account. If a future write-off is later
recovered, any amounts formerly charged are credited to the ‘Provision for impairment and credit
losses’.

The present value of the estimated future cash flows is discounted at the financial asset’s original
effective interest rate. If a loan has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate, adjusted for the original credit risk premium.
The calculation of the present value of the estimated future cash flows of a collateralized financial
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling
the collateral, whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of such credit risk characteristics as industry, collateral type, past-due status and term.
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Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of historical loss experience for assets with credit risk characteristics
similar to those in the Group. Historical loss experience is adjusted on the basis of current
observable data to reflect the effects of current conditions that did not affect the period on which
the historical loss experience is based and to remove the effects of conditions in the historical
period that do not exist currently. Estimates of changes in future cash flows reflect, and are
directionally consistent with changes in related observable data from period to period (such
changes in property prices, payment status, or other factors that are indicative of incurred losses in
the Group and their magnitude). The methodology and assumptions used for estimating future
cash flows are reviewed regularly by the Group to reduce any differences between loss estimates
and actual loss experience.

HTM investments
For HTM investments, the Group assesses individually whether there is objective evidence of
impairment. If there is objective evidence that an impairment loss 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 yet
been incurred). The carrying amount of the asset is reduced through use of an allowance account
and the amount of loss is charged to the statement of income. Interest income continues to be 
recognized based on the original effective interest rate of the asset.

If, in a subsequent year, the amount of the estimated impairment loss decreases because of an 
event occurring after the impairment was recognized, any amounts formerly charged are credited
to ‘Provision for impairment and credit losses’ in the statements of income and the allowance
account, reduced. The HTM investments, together with the associated allowance accounts, are
written off when there is no realistic prospect of future recovery and all collateral has been 
realized.

AFS investments
For AFS investments, the Group assesses at each statement of condition date whether there is
objective evidence that a financial asset or group of financial assets is impaired.

In case of equity investments classified as AFS, this would include a significant or prolonged
decline in the fair value of the investments below its cost. Where there is evidence of impairment,
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 statements of
income - is removed from equity and recognized in the statement of income. Impairment losses
on equity investments are not reversed through the statement of income. Increases in fair value
after impairment are recognized directly in equity.

In the case of debt instruments classified as AFS, impairment is assessed based on the same
criteria as financial assets carried at amortized cost. Interest continues to be accrued at the original
effective interest rate on the reduced carrying amount of the asset and is recorded as part of
‘interest income’ in the statements of income. If subsequently, the fair value of a debt instrument
increased and the increase can be objectively related to an event occurring after the impairment
loss was recognized in the statements of income, the impairment loss is reversed through the
statement of income.
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Restructured loans
Where possible, the Group seeks to restructure loans rather than to take possession of collateral.
This may involve extending the payment arrangements and the agreement of new loan conditions.
Once the terms have been renegotiated, the loan is no longer considered past due. Management
continuously reviews restructured loans to ensure that all criteria are met and that future payments
are likely to occur. The loans continue to be subject to an individual or collective impairment
assessment, calculated using the loan’s original effective interest rate. The difference between the
recorded value of the original loan and the present value of the restructured cash flows,
discounted at the original effective interest rate, is recognized in ‘Provision for impairment and 
credit losses’ in the statement of income.

Offsetting financial instruments
Financial assets and financial liabilities are offset and the net amount reported in the statement of
condition if, and only if, there is a currently enforceable legal right to offset the recognized
amounts and there is an intention to settle on a net basis, or to realize the asset and settle the
liability simultaneously. This is not generally the case with master netting agreements, and the
related assets and liabilities are presented gross in the statements of condition.

Terminal value of leased assets and deposits on finance leases
The terminal value of leased assets, which approximates the amount of guaranty deposit paid by
the lessee at the inception of the lease, is the estimated proceeds from the sale of the leased asset
at the end of the lease term. At the end of the lease term, the terminal value of the leased asset is
generally applied against the guaranty deposit of the lessee when the lessee decides to buy the
leased asset.

Prior to January 1, 2005, trading and investment securities were accounted for as follows:

Trading account securities
Trading Account Securities (TAS), which consist of government and private debt and equity
securities, are purchased and held principally with the intention of selling them in the near term.
These securities are carried at fair market value; realized and unrealized gains and losses on these
instruments are recognized in Trading and securities gain - net in the statements of income.
Interest earned on debt instruments is reported as Interest Income.

When a security is transferred from TAS, the unrealized holding gain or loss at the date of the
transfer is not reversed and is recognized in the statements of income.  When a security is
transferred into TAS, the unrealized holding gain or loss at the date of transfer is recognized in
the statements of income immediately.

Available-for-sale securities
Securities are classified as Available-for-Sale Securities (ASS) when purchased and held
indefinitely, i.e., neither held to maturity nor for trading purposes, where the Group anticipates to
sell in response to liquidity requirements or in anticipation of changes in interest rates or other
factors. ASS are carried at fair market value and any unrealized gains or losses are reported as a 
separate component of equity.
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After initial recognition, investments which are classified as ASS are measured at fair value.
Gains or losses are recognized as a separate component of equity until the investment is sold,
collected or otherwise disposed of, or until the investment is determined to be impaired, at which
time the cumulative gain or loss previously reported in equity is included in the statements of
income.

Investment in bonds and other debt instruments
Investment in Bonds and Other Debt Instruments (IBODI) are debt securities where the Group has
the positive intent and ability to hold to maturity. These securities are carried at amortized cost on 
a straight-line basis; realized gains and losses are included in Trading and Securities Gain - net in
the statements of income.

When a debt security is transferred into ASS from IBODI, the unrealized holding gain or loss at
the date of the transfer shall be excluded from reported earnings and reported as a separate
component of equity until realized.

Underwriting accounts
Underwriting Accounts (UA) are available-for-sale underwritten debt and equity securities
purchased and held principally with the intention of selling them within a defined short-term
period. ASS and UA are carried at fair market value; unrealized gains and losses are excluded
from the reported income and are reported as a separate component of equity.

Other investments
Other equity investments where the Group has no significant influence (other than trading and 
investment securities, as discussed below) are carried at cost less allowance for probable losses, if
any. The allowance for probable losses is set up by a charge to current operations.

The adoption of the provision of PAS 39 on the classification and related measurement of
financial assets and financial liabilities and the use of effective interest rate method in measuring
amortized cost for loans and receivable and AFS investments reduced retained earnings of the
Group and the Parent Company as of January 1, 2005 by P=5.2 billion. Also, as of January 1, 
2005, the Group recognized an increase in equity adjustment from translation amounting to
P=936.1 million and the Parent Company recognized an increase in net unrealized gain on AFS
investments amounting to P=1.5 billion. In addition, share in minority interest in the net
cumulative effect of change in accounting for financial instruments - PAS 39 amounted to P=33.2
million.
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The cumulative effect of adopting PAS 32 and 39 charged to surplus as of January 1, 2005 
consists of:

Description Group Parent
Accumulated depreciation (net of deferred tax asset)

on accrual of foreign leases (P=1,211) (P=1,211)
Effect of application of EIR method of amortization 68,689 68,689
Fair value measurement of securities transferred to

FVPL 94,933 92,862
Recognition of allowance for impairment losses on 

AFS securities (509,946) (579,697)
Recognition of allowance for impairment losses on 

loans and receivables (4,861,658) (4,790,800)
(P=5,209,193) (P=5,210,157)

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

Interest income
For all financial instruments measured at amortized cost and interest-bearing financial instruments
classified as AFS investments, interest income is recorded at the effective interest rate, which is
the rate that exactly discounts estimated future cash payments or receipts through the expected
life of the financial instrument or a shorter period, where appropriate, to the net carrying amount
of the
financial asset or financial liability. The calculation takes into account all contractual terms of the
financial instrument (for example, prepayment options), includes any fees or incremental costs
that are directly attributable to the instrument and are an integral part of the effective interest rate,
but not future credit losses. The adjusted carrying amount is calculated based on the original
effective interest rate. The change in carrying amount is recorded as ‘Interest income’.

Once the recorded value of a financial asset or group of similar financial assets has been reduced
due to an impairment loss, interest income continues to be recognized using the original effective
interest rate applied to the new carrying amount.

Fee and commission income
The Group earns fee and commission income from a diverse range of services it provides to its
customers. Fee income can be divided into the following two categories:

Fee income earned from services that are provided over a certain period of time
Fees earned for the provision of services over a period of time are accrued over that period.
These fees include investment fund fees, custodian fees, fiduciary fees, commission income,
credit related fees, asset management fees, portfolio and other management fees, and advisory
fees. Loan commitment fees for loans that are likely to be drawn down are deferred (together with
any incremental costs) and recognized as an adjustment to the effective interest rate on the loan.

—  F-25  —



- 16 -

*SGVMC109114*�

Fee income from providing transaction services
Fees arising from negotiating or participating in the negotiation of a transaction for a third party -
such as underwriting fees, corporate finance fees, and brokerage fees for the arrangement of the
acquisition of shares or other securities or the purchase or sale of businesses – are recognized on 
completion of the underlying transaction. Fees or components of fees that are linked to a certain
performance are recognized after fulfilling the corresponding criteria. Loan syndication fees are
recognized in the statements of income when the syndication has been completed and the Group
retains no part of the loans for itself or retains part at the same effective interest rate as for the
other participants.

Dividend income
Dividend income is recognized when the Group’s right to receive payment is established.

Trading and securities gain - net
Results arising from trading activities include all gains and losses from changes in fair value for
financial assets and financial liabilities held for trading.

Rental income
Rental income arising on leased properties is accounted for on a straight-line basis over the lease
terms on ongoing leases and is recorded in the statements of income under ‘Other operating
income’.

Commissions earned on credit cards
Commissions earned on credit cards are taken up as income upon receipt from member
establishments of charges arising from credit availments by credit cardholders. These
commissions are computed based on certain agreed rates and are deducted from amounts
remittable to member establishments.

Purchases by credit cardholders, collectible on an installment basis, are recorded at the cost of the
items purchased plus a certain percentage of cost. The excess over cost is credited to ‘Unearned
discount’ and is shown as a deduction from ‘Loans and receivables’ in the consolidated statement
of condition. The unearned discount is taken up to income over the installment terms and is
computed using the effective interest method.

Income on direct financing leases and receivables financed
Income on loans and receivables financed with short-term maturities is recognized using the
effective interest method.

Interest and finance fees on finance leases and loans and receivables financed with long-term
maturities and the excess of the aggregate lease rentals plus the estimated terminal value of the
leased equipment over its cost are credited to unearned discount and amortized over the term of
the note or lease using the effective interest rate method.

Underwriting Fees, Commissions, and Sale of Shares of Stock
Underwriting fees and commissions are accrued when earned. Income derived from sales of
shares of stock is recognized upon sale.
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Other Income
Income from sale of services is recognized upon rendition of the service. Income from sale of
properties is recognized upon completion of the earning process and the collectibility of the sales
price is reasonably assured.

Cash and cash equivalents
For purposes of reporting cash flows, cash and cash equivalents include cash and other cash
items, amounts due from BSP and other banks, and interbank loans receivable and SPURA with
original maturities of three months or less from dates of placements and that are subject to
insignificant risk of changes in value.

Receivables from special purpose vehicle (SPV)
Receivables from SPVs (included in unquoted debt securities under Loans and Receivable) in the
Parent Company financial statements are stated at amortized cost reduced by an allowance for
credit losses. The allowance for credit losses is determined based on the difference between the
outstanding principal amount and the recoverable amount which is the present value of the future
cash flow expected to be received in payment of the receivable.

Investments in subsidiaries and associates

Investments in subsidiaries
Subsidiaries pertain to all entities over which the Group has the power to govern the financial and 
operating policies generally accompanying a shareholding of more than one half of the voting
rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another entity. See 
accounting policy on Basis of Consolidation.

Investments in associates
Associates pertain to all entities over which the Group has significant influence but not control,
generally accompanying a shareholding of between 20% and 50% of the voting rights. In the
consolidated financial statements, investments in associates are accounted for under the equity
method of accounting.

Under the equity method, an investment in an associate is carried in the statement of condition at
cost plus post-acquisition changes in the Group’s share of the net assets of the associate. Goodwill
relating to an associate is included in the carrying value of the investment and is not amortized.
The Group’s share in an associate’s post-acquisition profits or losses is recognized in the
statements of income, and its share of post-acquisition movements in the associate’s equity
reserves is recognized directly in equity. When the Group’s share of losses in an associate equals
or exceeds its interest in the associate, including any other unsecured receivables, the Group does
not recognize further losses, unless it has incurred obligations or made payments on behalf of the
associate. Profits and losses resulting from transactions between the Group and an associate are
eliminated to the extent of the interest in the associate.

In the Parent Company financial statements, investments in subsidiaries and associates are carried
at cost, less impairment in value.
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Property and equipment
Land is stated at cost less any impairment in value and depreciable properties including buildings,
leasehold improvements, and furniture, fixture and equipment are stated at cost less accumulated
depreciation and amortization, and any impairment in value. Such cost includes the cost of
replacing part of the plant and equipment when that cost is incurred, if the recognition criteria are
met but excludes repairs and maintenance costs.

Depreciation is calculated on the straight-line method over the estimated useful life of the
depreciable assets. Leasehold improvements are amortized over the shorter of the terms of the
covering leases and the estimated useful lives of the improvements.

The principal annual depreciation and amortization rates follow:

Buildings 2% -  4%
Furniture, fixtures and equipment 20% - 33%
Leasehold improvements 5% - 20%

The depreciation and amortization method and useful life are reviewed periodically to ensure that
the method and period of depreciation and amortization are consistent with the expected pattern
of economic benefits from items of property and equipment.

An item of property, plant 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 statements of income in the year the asset is derecognized.

Investment properties
Investment properties are measured initially at cost, including transaction costs. An investment
property acquired through an exchange transaction is measured at fair value of the asset acquired
unless the fair value of such an asset cannot be measured in which case the investment property
acquired is measured at the carrying amount of asset given up. Foreclosed properties are classified
under investment properties from foreclosure date.

Subsequent to initial recognition, depreciable investment properties are carried at cost less
accumulated depreciation and impairment in value.

Investment properties are derecognized when they have either been disposed of or when the
investment property is permanently withdrawn from use and no future benefit is expected from its
disposal. Any gains or losses on the retirement or disposal of an investment property are
recognized in the statements of income in ‘Other operating income’ in the year of retirement or
disposal.

Expenditures incurred after the investment properties have been put into operations, such as
repairs and maintenance costs, are normally charged to operations in the period in which the costs
are incurred.
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Depreciation is calculated on a straight-line basis using the remaining useful lives from the time
of acquisition of the investment properties but not to exceed:

Buildings 50 years
Condominium units 40 years

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.

Intangible assets
Intangible assets (included under Other assets) include exchange trading right, software costs and 
goodwill.

Exchange trading right
The exchange trading right, included in ‘Other assets’, was acquired, together with Philippine
Stock Exchange, Inc. (PSE) shares, in exchange for the exchange membership seat under the
conversion program of the PSE. The exchange trading right is carried at the amount allocated
from the original cost of the exchange membership seat (after a corresponding allocation for the
value of the PSE shares) less allowance for impairment loss. The Group does not intend to sell the
exchange trading right in the near future.

The exchange trading right is deemed to have an indefinite useful life as there is no foreseeable
limit to the period over which the asset is expected to generate net cash inflows for the Group. It
ceased to be amortized on January 1, 2004 but will be tested annually for any impairment in
realizable value. Any impairment loss is charged directly in the statement of income (see
accounting policy on Impairment of nonfinancial assets).

Software costs
Software costs are capitalized on the basis of the cost incurred to acquire and bring to use the
specific software. These costs are amortized over five years on a straight-line basis.

Costs associated with maintaining the computer software programs are recognized as expense
when incurred.

Goodwill
Goodwill acquired in a business combination is initially measured at cost being the excess of the
cost of the business combination over the Group's interest in the net fair value of the acquiree's
identifiable assets, liabilities and contingent liabilities. With respect to investment in associates,
goodwill is included in the carrying amounts of the investments. Following initial recognition,
goodwill is measured at cost less any allowance for impairment losses. Goodwill is reviewed for
impairment annually (see accounting policy on Impairment of nonfinancial assets).
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Impairment of nonfinancial assets
At each reporting date, the Group assesses whether there is any indication that its nonfinancial
assets may be impaired. When an indicator of impairment exists or when an annual impairment
testing for an asset is required, the Group makes a formal estimate of recoverable amount.
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 groups of assets,
in which case the recoverable amount is assessed as part of the cash generating unit to which it
belongs. Where the carrying amount of an asset (or cash generating unit) exceeds its recoverable
amount, the asset (or cash generating unit) 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 assessments of the
time value of money and the risks specific to the asset (or cash generating unit).

An impairment loss is charged to operations in the year in which it arises, unless the asset is
carried at a revalued amount, in which case the impairment loss is charged to the revaluation
increment of the said asset.

For nonfinancial assets, excluding goodwill, 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 statement of income unless the asset is carried at a revalued amount, in which
case the reversal is treated as a revaluation increase. After such a reversal, the depreciation
expense is adjusted in future years to allocate the asset’s revised carrying amount, less any
residual value, on a systematic basis over its remaining life.

The following criteria are also applied in assessing impairment of specific assets:

Goodwill
Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired.

Impairment is determined for goodwill by assessing the recoverable amount of the cash generating
unit (or group of cash generating units) to which the goodwill relates. Where the recoverable
amount of the cash generating unit (or group of cash generating units) is less than the carrying
amount of the cash generating unit (or group of cash generating units) to which goodwill has been 
allocated, an impairment loss is recognized immediately in the statements of income. Impairment
losses relating to goodwill cannot be reversed for subsequent increases in its recoverable amount
in future periods. The Group performs its annual impairment test of goodwill at December 31. 
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Intangible assets
Intangible assets with indefinite useful lives are tested for impairment annually at December 31 
either individually or at the cash generating unit level, as appropriate.

Intangible assets with finite lives are assessed for impairment whenever there is an indication that
the intangible asset may be impaired.

Leases
The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement 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. A reassessment is made after inception of the lease only if one of the following applies:

(a) there is a change in contractual terms, other than a renewal or extension of the arrangement;
(b) a renewal option is exercised or extension granted, unless that term of the renewal or

extension was initially included in the lease term;
(c) there is a change in the determination of whether fulfillment is dependent on a specified asset;

or
(d) there is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gives rise to the reassessment for scenarios (a), (c) or (d) above, and at
the date of renewal or extension period for scenario (b).

For arrangements entered into prior to January, 1, 2005, the date of inception is deemed to be 
January 1, 2005 in accordance with the transitional requirements of Philippine Interpretation
IFRIC-4.

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset
are classified as operating leases. Operating lease payments are recognized as an expense in the
statements of income on a straight-line basis over the lease term.

Group as lessor
Finance leases, where the Group transfers substantially all the risks and benefits incidental to the
ownership of the leased item to the lessee, are included in the statement of condition under ‘Loans
and receivables’. A lease receivable is recognized at an amount equivalent to the net investment
(asset cost) in the lease. All income resulting from the receivable is included in ‘Interest income’
in the statements of income.

Leases where the Group does not transfer substantially all the risks and benefits of ownership of
the assets are classified as operating leases. Initial direct costs incurred in negotiating operating
leases are added to the carrying amount of the leased asset and recognized over the lease term on 
the same basis as the rental income. Contingent rents are recognized as revenue in the period in
which they are earned.
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Retirement Cost
The Group has a noncontributory defined benefit retirement plan.

The retirement cost of the Parent Company and its subsidiaries is determined using the projected
unit credit method. Under this method, the current service cost is the present value of retirement
benefits payable in the future with respect to services rendered in the current period.

The liability recognized in the statements of condition in respect of defined benefit pension plans
is the present value of the defined benefit obligation at the statement of condition date less the fair
value of plan assets, together with adjustments for unrecognized actuarial gains or losses and past
service costs. The defined benefit obligation is calculated annually by an independent actuary
using the projected unit credit method. The present value of the defined benefit obligation is
determined by discounting the estimated future cash outflows using interest rate on government
bonds that have terms to maturity approximating the terms of the related retirement liability.
Actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are credited to or charged against income when the net cumulative unrecognized
actuarial gains and losses at the end of the previous period exceeded 10% of the higher of the
defined benefit obligation and the fair value of plan assets at that date. These gains or losses are
recognized over the expected average remaining working lives of the employees participating in
the plan.

Past-service costs, if any, are recognized immediately in statement of income, 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.

The defined benefit asset or liability comprises the present value of the defined benefit obligation
less past service costs not yet recognized and less the fair value of plan assets out of which the
obligations are to be settled directly. The value of any asset is restricted to the sum of any past
service cost not yet recognized and the present value of any economic benefits available in the
form of any economic benefits available in the form of refunds from the plan or reductions in the
future contributions to the plan.

Provisions
Provisions are recognized when the Group has a present obligation (legal or constructive) as a 
result of a past event and 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. Where the Group expects some or all of a provision to be reimbursed, for example,
under an insurance contract, the reimbursement is recognized as a separate asset but only when
the reimbursement is virtually certain. The expense relating to any provision is presented in the
statement of income, net of any reimbursement. 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 assessments 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.
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Contingent Liabilities and Contingent Assets
Contingent liabilities are not recognized in the financial statements but are disclosed unless the
possibility of an outflow of resources embodying economic benefits is remote. Contingent assets
are not recognized but are disclosed in the financial statements when an inflow of economic
benefits is probable.

Income Taxes
Deferred tax is provided, using the balance sheet liability method, on all temporary differences at
the statement of condition 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, including asset
revaluations. Deferred tax assets are recognized for all deductible temporary differences,
carryforward of unused tax credits from the excess of minimum corporate income tax (MCIT)
over the regular income tax, and unused net operating loss carryover (NOLCO), to the extent that
it is probable that sufficient taxable profit will be available against which the deductible
temporary differences and carryforward of unused tax credits from MCIT and unused NOLCO
can be utilized. Deferred income tax, however, is not recognized on temporary differences that
arise 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 income nor taxable
income or loss.

Deferred tax liabilities are not provided on non-taxable temporary differences associated with
investments in domestic subsidiaries and associates. With respect to investments in foreign
subsidiaries and associates, deferred tax liabilities are recognized except where the timing of the
reversal of the temporary difference can be controlled and it is probable that the temporary
difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each statement of condition 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 income tax asset to be utilized. Unrecognized deferred tax assets
are reassessed at each statement of condition 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 applicable to the period
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the statement of condition date.

Current tax and deferred tax relating to items recognized directly in equity is also recognized in
equity and not in the statement of income.

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

Earnings per Share
Basic earnings per share (EPS) is computed by dividing net income for the year by the weighted
average number of common shares outstanding during the year after giving retroactive effect to
stock dividends declared and stock rights exercised during the year, if any. The Group does not
have dilutive potential common shares.
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Dividends on common shares
Dividends on common shares are recognized as a liability and deducted from equity when
approved by the Board of Directors (BOD) of the Parent Company and the BSP in the case of
cash dividends, and the BOD, its shareholders, and the BSP in case of stock dividends. Dividends
declared during the year but are approved by the BSP after the statement of condition date are
dealt with as an event after the statement of condition date.

Coupon payment on hybrid capital securities
Coupon payment on hybrid capital securities are treated as dividend, rather than interest expense
and deducted from equity when due, after approval by the BOD and the BSP.

Debt Issue Costs
Issuance, underwriting and other related expenses incurred in connection with the issuance of
debt instruments are deferred and amortized over the terms of the instruments using the effective
interest method. Unamortized debt issuance costs are netted against the related carrying value of
the debt instrument in the statements of condition.

Capital Securities Issuance Costs
Issuance, underwriting and other related expenses incurred in connection with the issuance of the
capital securities are treated as a reduction of the capital account.

Borrowing Costs
Borrowing costs are recognized as expense in the year in which these costs are incurred.

Subsequent events
Any post year-end event that provides additional information about the Group’s position at the
statement of condition date (adjusting event) is reflected in the financial statements. Post year-end
events that are not adjusting events, if any, are disclosed when material to the financial
statements.

Segment reporting
The Group’s operating businesses are organized and managed separately according to the nature
of the products and services provided, with each segment representing a strategic business unit
that offers different products and serves different markets. Financial information on business
segments is presented in Note 6.

Fiduciary activities
Assets and income arising from fiduciary activities together with related undertakings to return
such assets to customers are excluded from the financial statements where the Parent Company
acts in a fiduciary capacity such as nominee, trustee or agent.
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Future Changes in Accounting Policies

The Group has not applied the following PFRS and Philippine Interpretations which are not yet
effective for the year ended December 31, 2006:

PFRS 7, Financial Instruments: Disclosures, and the complementary amendment to PAS 1, 
Presentation of Financial Statements: Capital Disclosures (effective for annual periods beginning
on or after January 1, 2007)
PFRS 7 introduces new 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 30, Disclosures
in the Financial Statements of Banks and Similar Financial Institutions, and the disclosure
requirements in PAS 32, Financial Instruments: Disclosure and Presentation. It is applicable to
all entities that report under PFRS. The amendment to PAS 1 introduces disclosures about the
level of an entity’s capital and how it manages capital. The Group is currently assessing the
impact of PFRS 7 and the amendment to PAS 1 and expects that the main additional disclosures
will be the sensitivity analysis to market risk and the capital disclosures. The Group will apply
PFRS 7 and the amendment to PAS 1 in 2007. 

PFRS 8, Operating Segments (effective for annual periods beginning on or after January 1, 2009)
This PFRS adopts a management approach to reporting segment information. PFRS 8, will
replace PAS 14, Segment Reporting, and is required to be adopted only by entities whose debt or
equity instruments are publicly traded, or are in the process of filing with the SEC for purposes of
issuing any class of instruments in a public market. The Group will assess the impact of the
standard on its current manner of reporting segment information.

Philippine Interpretation IFRIC-7, Applying the Restatement Approach under PAS 29, Financial
Reporting in Hyperinflationary Economies (effective for annual periods beginning on or after
March 1, 2006)
This Interpretation provides guidance on how to apply PAS 29 when an economy first becomes
hyperinflationary, in particular the accounting for deferred income tax. The Interpretation has no 
impact on the financial statements of the Group.

Philippine Interpretation IFRIC-8, Scope PFRS 2 (effective for annual periods beginning on or
after May 1, 2006)
This Interpretation requires PFRS 2 to be applied to any arrangements where equity instruments
are issued for consideration which appears to be less than fair value. The Interpretation has no 
impact on the financial position of the Group.

Philippine Interpretation IFRIC-10 Interim Financial Reporting and Impairment (effective for
annual periods beginning on or after November 1, 2006)
This Interpretation prohibits the reversal of impairment losses on goodwill and AFS equity
investments recognized in the interim financial reports even if impairment is no longer present at
the annual statement of condition date. This Interpretation has no significant impact to the
financial statements of the Group.
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Philippine Interpretation IFRIC–11, PFRS 2 Group and Treasury Share Transactions (effective
for annual periods beginning on or after March 1, 2007)
This Interpretation 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 shareholder(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. The Group
currently does not have any stock option plan and therefore, does not expect this interpretation to
have significant impact to its financial statements.

Philippine Interpretation IFRIC–12, Service Concession Arrangements, (effective for annual
periods beginning on or after January 1, 2008)
This Interpretation covers contractual arrangements arising from private entities providing public
services and is not relevant to the Group’s current operations.

3. Significant Accounting Judgments and Estimates

The preparation of the financial statements in compliance with PFRS requires the Group to make
estimates and assumptions that affect the reported amounts of assets, liabilities, income and 
expenses and the disclosures of contingent assets and contingent liabilities.  Future events may
occur which can cause the assumptions used in arriving at the estimates to change. The effects of
any change in estimates are reflected in the financial statements as they become reasonably
determinable.

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 the
circumstances.

The following are the critical judgments and key assumptions that have a significant risk of
material adjustment to the carrying amounts of assets and liabilities within the next financial year:

Judgments
a) Operating leases

The Group has entered into commercial property leases on its investment property portfolio.
The Group has determined that it retains all the significant risks and rewards of ownership of
these properties which are leased out on operating leases.

b) SPEs
The Group sponsors the formation of SPEs primarily for the purpose of allowing clients to
hold investments and for asset securitization transactions. The Group consolidates SPEs that
it controls. Control over SPEs is assessed based on benefits test in accordance with SIC 12.
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As it can sometimes be difficult to determine whether the Group does control an SPE, it
makes judgments about its exposure to the risks and rewards, as well as about its ability to
make operational decisions for the SPE in question. In many instances, elements are present
that, considered in isolation, indicate control or lack of control over an SPE, but when
considered together make it difficult to reach a clear conclusion. In such cases, the SPE is
consolidated.

c) Fair value of financial instruments
Where the fair values of financial assets and financial liabilities recorded in the statements of
condition cannot be derived from active markets, these are determined using internal
valuation techniques using generally accepted market valuation models. The inputs to these
models are taken from observable markets where possible, but where this is not feasible,
estimates are used in establishing fair values. These estimates may include considerations of
liquidity, volatility, and correlation.

d) HTM investments
The classification under HTM investments requires significant judgment. In making this
judgment, the Group evaluates its intention and ability to hold such investments to maturity.
If the Group fails to keep these investments to maturity other than in certain specific
circumstances - for example, selling an insignificant amount close to maturity - it will be 
required to reclassify the entire portfolio as AFS investments. The investments would
therefore be measured at fair value and not at amortized cost.

e) Financial assets not quoted in an active market
The Group classifies financial assets by evaluating, among others, whether the asset is quoted
or not in an active market. Included in the evaluation on whether a financial asset is quoted in
an active market is the determination on whether quoted prices are readily and regularly
available, and whether those prices represent actual and regularly occurring market
transactions on an arm’s length basis.

f) Embedded derivatives
Where a hybrid instrument is not classified as at fair value through profit or loss, the Group
evaluates whether the embedded derivative should be bifurcated and accounted for separately.
This includes assessing whether the embedded derivative has a close economic relationship to
the host contract.

Estimates
a) Impairment losses of loans and receivables

The Group reviews its loan portfolios to assess impairment on a semi-annual basis with
updating provisions made during the intervals as necessary based on the continuing analysis
and monitoring of individual accounts by credit officers. In determining whether an 
impairment loss should be recorded in the statements of income, the Group makes judgments
as to whether there is any observable data indicating that there is a measurable decrease in the
estimated future cash flows from a portfolio of loans before the decrease can be identified
with an individual loan in that portfolio. This evidence may include observable data
indicating that there has been an adverse change in the payment status of borrowers in a 
group, or national or local economic conditions that correlate with defaults on assets in the
group. As of
December 31, 2006 and 2005, allowance for impairment losses on loans and receivables
amounted to P=15.6 billion and P=20.6 billion, respectively, for the Group and
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P=14.5 billion and P=18.2 billion, respectively, for the Parent Company. As of December 31, 
2006 and 2005, the carrying value of loans and receivables amounted to P=285.5 billion and 
P=270.6 billion, respectively, for the Group and P=238.0 billion and P=232.2 billion,
respectively, for the Parent Company (see Note 9).

In addition to specific allowance against individually significant loans and receivables, the
Group also makes a collective impairment allowance against exposures which, although not
specifically identified as requiring a specific allowance, have a greater risk of default than
when originally granted. This collective allowance is based on any deterioration in the
internal rating of the loan or investment since it was granted or acquired. These internal
ratings take into consideration factors such as any deterioration in country risk, industry, and 
technological obsolescence, as well as identified structural weaknesses or deterioration in
cash flows.

b) Fair values of structured debt instruments and derivatives
The fair values of structured debt instruments and derivatives that are not quoted in active
markets are determined using valuation techniques such as discounted cash flow analysis and 
standard option pricing models.  Where valuation techniques are used to determine fair
values, they are validated and periodically reviewed by qualified personnel independent of the
area that created them. All models are reviewed before they are used, and models are
calibrated to ensure that outputs reflect actual data and comparative market prices. To the
extent practicable, models use only observable data, however areas such as credit risk (both
own and counterparty), volatilities and correlations require management to make estimates.
Changes in assumptions about these factors could affect reported fair value of financial
instruments. Refer to Notes 5 and 8 for information on the carrying values of these
instruments.

c) Valuation of unquoted equity investments
Valuation of unquoted equity investments is normally based on one of the following:
• recent arm’s length market transactions;
• current fair value of another instrument that is substantially the same;
• the expected cash flows discounted at current rates applicable for terms with similar terms

and risk characteristics; or
• other valuation models.

The determination of the cash flows and discount factors for unquoted equity investments
requires significant estimation. The Group calibrates the valuation techniques periodically
and tests them for validity using either prices from observable current market transactions in
the same instrument or from other available observable market data.

d) Impairment of AFS equity investments
The Group determines that AFS equity investments are impaired when there has been a 
significant or prolonged decline in the fair value below its cost. This determination of what is
significant or prolonged requires judgment. The Group treats ‘significant’ generally as 20%
more of the original cost of investment, and ‘prolonged’, greater than 6 months. In making
this judgment, the Group evaluates among other factors, the normal volatility in share price.
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In addition, impairment may be appropriate when there is evidence of deterioration in the
financial health of the investee, industry and sector performance, changes in technology, and 
operational and financing cash flows. As of December 31, 2006 and 2005, allowance for
impairment losses on AFS equity investments amounted to P=152.5 million and
P=214.1 million, respectively, for the Group and P=68.9 million and P=81.1 million, respectively,
for the Parent Company. As of December 31, 2006 and 2005, the carrying value of AFS
equity investments (included under AFS investments) amounted to P=4.8 billion and 
P=3.6 billion, respectively, for the Group and P=1.8 billion and P=1.9 billion, respectively, for the
Parent Company (see Note 8).

e) Recognition of deferred income taxes
Deferred tax assets are recognized for all unused tax losses to the extent that it is probable
that taxable profit will be available against which the losses can be utilized. Significant
management judgment is required to determine the amount of deferred tax assets that can be 
recognized, based upon the likely timing and level of future taxable profits together with
future tax planning strategies.

The estimates of future taxable income indicate that certain temporary differences will be 
realized in the future. As discussed in Note 23, recognized deferred tax assets (net of deferred
tax liabilities) as of December 31, 2006 and 2005 amounted to P=6.7 billion and P=4.4 billion,
respectively, for the Group and P=5.7 billion and P=3.1 billion, respectively, for the Parent
Company. As of December 31, 2006 and 2005, deferred tax assets on the temporary
differences amounting to P=10.3 billion and P=14.9 billion, respectively, for the Group and
P=8.4 billion and P=13.7 billion, respectively, for the Parent Company, were not recognized.

f) Present value of retirement obligation
The cost of defined benefit pension plan and other post employment benefits is determined
using actuarial valuations. The actuarial valuation involves making assumptions about
discount rates, expected rates of return on assets, future salary increases, mortality rates and 
future pension increases. Due to the long term nature of these plans, such estimates are
subject to significant uncertainty.

The assumed discount rates were determined using the market yields on Philippine
government bonds with terms consistent with the expected employee benefit payout as of
statement of condition date.

The expected rate of return on assets of 12% was based on expected long-term rate of return
on the retirement fund investments, net of operating expenses. Net pension liability of the
Parent Company amounted to P=91.3 million and P=51.3 million as of December 31, 2006 and 
2005, respectively (see Note 26).
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g) Impairment of nonfinancial assets

Property and equipment and investment properties
The Group assesses impairment on assets whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The factors that the
Group considers important which could trigger an impairment review include the following:

• significant underperformance relative to expected historical or projected future operating
results;

• significant changes in the manner of use of the acquired assets or the strategy for overall
business; and 

• significant negative industry or economic trends.

The Group recognizes an impairment loss whenever the carrying amount of an asset exceeds
its recoverable amount. The recoverable amount is computed using the value in use approach.
Recoverable amounts are estimated for individual assets or, if it is not possible, for the cash-
generating unit to which the asset belongs.

As of December 31, 2006, the carrying value of the bank premises, furniture, fixtures,
equipment and leasehold improvements, and investment properties amounted to P=10.4 billion
and P=34.0 billion, respectively, for the Group and P=7.9 billion and P=27.7 billion, respectively,
for the Parent Company. As of December 31, 2005, the carrying value of the bank premises,
furniture, fixtures, equipment and leasehold improvements, and investment properties
amounted to P=10.2 billion and P=33.7 billion, respectively, for the Group and P=8.0 billion and 
P=27.6 billion, respectively, for the Parent Company (see Notes 10 and 12).

Goodwill
The Parent Company’s management conducts an annual review for any impairment in value
of the goodwill.

Goodwill is written down for impairment where the net present value of the forecasted future
cash flows from the business is insufficient to support its carrying value. The Parent
Company estimated the discount rate used for the computation of the net present value by
reference to its internal cost of capital.

As of December 31, 2006 and 2005, goodwill amounted to P=7.9 billion and P=7.8 billion for
the Group, respectively and P=1.2 billion for the Parent Company (see Note 13).
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4. Financial Risk Management Objectives and Policies

a. Credit Risk and Concentration of Assets and Liabilities and Off-Balance Sheet Items

The Group manages credit risk (risk that one party to a financial instrument will fail to
discharge an obligation and cause the other party to incur a financial loss) by setting limits for
individual and groups of borrowers and for geographical and industry segments. The Group
also monitors credit exposures, and continually assesses the creditworthiness of
counterparties. In addition, the Group obtains security where appropriate, enters into master
netting agreements and collateral arrangements with counterparties, and limits the duration of
exposures.

In compliance with BSP requirements, the Parent Company has developed an internal credit
risk rating system aimed at uniformly assessing its credit portfolio in terms of risk profile. The
system is now in place and has been implemented through the grading of new and existing
corporate loan borrowers with total loans of over P=15.0 million. As part of this strategy, over
the past two years, the Group has invested in new technology, such as more advanced
management information systems, to establish a database of client and credit information. The
Group believes that more sophisticated risk management and credit control systems will play
an important role in its plan to enhance the quality of its asset base.

The details of the composition of the loans and receivable portfolio are presented in Note 9. 

Credit risk in respect of derivative financial instruments is limited to those with positive fair
values, which are included under financial assets at FVPL. As a result, the maximum credit
risk, without taking into account the fair value of any collateral and netting agreements, is
limited to the amounts in the statements of condition plus commitments to customers
disclosed in Note 29. 

Concentrations arise when a number of counterparties are engaged in similar business
activities, or activities in the same geographic region, or have similar economic features that
would cause their ability to meet contractual obligations to be similarly affected by changes in
economic, political or other conditions. Concentrations indicate the relative sensitivity of the
Group’s performance to developments affecting a particular industry or geographic location.

The distribution of assets, liabilities, and off-balance sheet items by geographic region and 
industry sector of the Group as of December 31, 2006 and 2005 follows (in thousands):

2006
Group Parent Company

Assets Liabilities
Credit

Commitments Assets Liabilities
Credit

Commitments
Geographic region:
Philippines P=634,271,245 P=565,414,912 P=179,078,415 P=530,372,093 P=468,411,589 P=178,695,737
Asia (other than

Philippines) 6,589,861 5,070,527 854,390 3,181,826 3,188,852 677,779
United States 7,356,443 6,101,834 108,979 2,453,527 2,453,527 108,979
Europe 569,283 24,146 – – – –

P=648,786,832 P=576,611,419 P=180,041,784 P=536,007,446 P=474,053,968 P=179,482,495
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2006
Group Parent Company

Assets Liabilities
Credit

Commitments Assets Liabilities
Credit

Commitments
Industry sector:
Trading and manufacturing P=128,995,852 P=225,420,016 P=– P=118,766,948 P=224,565,067 P=–
Banks and financial

institutions 264,325,299 52,267,018 – 264,583,921 57,531,238 –
Construction and

real estate 60,798,898 67,238,869 – 49,473,384 66,707,913 –
Consumers 34,371,447 33,099,816 – 12,876,397 28,229,498 –
Others 160,295,336 198,585,700 180,041,784 90,306,796 97,020,252 179,482,495

P=648,786,832 P=576,611,419 P=180,041,784 P=536,007,446 P=474,053,968 P=179,482,495

2005
Group Parent Company

Assets Liabilities
Credit

Commitments Assets Liabilities
Credit

Commitments
Geographic region:
Philippines P=569,910,930 P=517,945,078 P=197,685,673 P=483,403,638 P=436,399,162 P=197,389,437
Asia 10,115,961 9,784,769 706,321 6,302,603 7,731,690 524,247
United States 4,917,941 3,938,930 108,330 2,610,682 2,588,948 108,330
Europe 156,882 8,839 – – – –

P=585,101,714 P=531,677,616 P=198,500,324 P=492,316,923 P=446,719,800 P=198,022,014
Industry sector:
Trading and manufacturing P=130,025,460 P=186,189,914 P=– P=121,115,867 P=186,166,019 P=–
Banks and financial institutions 227,949,458 57,891,443 – 219,759,085 52,355,693 –
Construction and real estate 63,501,768 62,214,163 – 56,823,453 62,214,163 –
Consumers 19,998,139 28,015,483 – 12,152,913 27,049,636 –
Others 143,626,889 197,366,613 198,500,324 82,465,605 118,934,289 198,022,014

P=585,101,714 P=531,677,616 P=198,500,324 P=492,316,923 P=446,719,800 P=198,022,014

b. Market Risk

The Parent Company’s market risk (the risk of loss to future earnings, to fair values or to
future cash flows that may result from changes in the price of a financial instrument)
originates from its holdings of debt securities, equities and derivatives. The value of a 
financial instrument may change as a result of changes in interest rates, foreign currency
exchange rates, equity prices and other market changes.

The Parent Company manages market risk by segregating its statement of condition into a 
trading book and a banking book. The Asset and Liability Committee, chaired by the Parent
Company’s Chairman of the BOD, is the senior review and decision-making body for the
management of all market risks related to asset/liability management, and the banking and 
trading book. The actual risk limits for asset/liability management as well as trading are
approved by the Risk Management Committee (RMC), which is a sub-committee of the
Parent Company’s BOD.

The Risk Management Group serves under the RMC and performs daily market risk analyses
to ensure compliance with the Parent Company’s policies and procedures and makes
recommendations based on such analyses.

The Treasury Group of the Parent Company manages asset/liability risks arising from both
normal banking operations and from trading operations in financial markets. The Treasury
Group is assigned with risk limits by the RMC.
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In February 2002, the Parent Company commenced the computation of its “Value at Risk”, or
VaR, in certain trading activities and began benchmarking its market risk to industry
standards. The VaR method is a procedure for estimating the probability of portfolio losses
exceeding some specified proportion based on a statistical analysis of historical market price
trends, correlations and volatilities. VaR estimates the potential decline in the value of a 
portfolio, under normal market conditions, for a given “confidence level” over a specified
holding period. In calculating VaR, the Parent Company uses a 99% confidence level and a
1-day holding period. This means that, statistically, the Parent Company’s losses on trading
operations will exceed VaR on 1 out of 100 trading business days. The validity of the VaR
model is verified through back testing, which examines how frequently actual daily losses
exceeds daily VaR. The Parent Company measures and monitors the VaR and profit and loss
on a daily basis.

c. Interest Rate Risk

The Parent Company follows a prudent policy on managing its assets and liabilities so as to
ensure that exposure to fluctuations in interest rates are kept within acceptable limits.

A substantial portion of the Parent Company's total loan portfolio is for a term of less than
one year, and the majority of its medium-term portfolio is on a floating-rate basis. As of
December 31, 2006 and 2005, 97.3% and 95.4%, respectively, of the Parent Company's total
loan portfolio comprised floating rate loans which are repriced periodically by reference to
the Philippine Treasury bill rate. As a result of these factors, the Parent Company's exposure
to interest rate fluctuations, and other market risks, is significantly reduced.

The Parent Company, in keeping with banking industry practice, maintains a large portion of
its deposit base in short-term deposits. No interest is paid on demand accounts except for a 
demand account product, Metrochecking Extra, which pays a rate of interest equal to that
payable on regular savings accounts of the Parent Company. As of December 31, 2006 and 
2005, demand accounts accounted for 4.9% and 5.1%, respectively, of total deposits. Rates
on savings accounts and time deposit accounts, which constituted 62.5% and 32.6%,
respectively, of total deposits as of December 31, 2006 and 74.3% and 20.6%, respectively, of
total deposits as of December 31, 2005 are set by different criteria. Savings account rates are
set by reference to prevailing market rates, while rates on time deposits and special Universal
Savings Account (UNISA) are usually priced by reference to rates applicable to Philippine
Treasury Bills or, in the case of foreign currency deposits, London Interbank Offer Rate
(LIBOR) with similar maturities.
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The following table provides for the effective interest rates by period of maturity or repricing
as of December 31, 2006 and December 31, 2005 for the Parent Company:

2006 2005
Less than
6 months

6 months
to 1 year

Greater
than 1 year

Less than
6 months

6 months
to 1 year

Greater
than 1 year

Assets
Due from BSP 2.74% – – 2.05% – –
Due from other banks 0.20% – – 0.37% – –
Financial assets at FVPL – – 8.70% – 0.88% 7.86%
AFS investments – – 8.49% 2.00% 3.25% 8.57%
HTM investments – 1.23% 6.20% – 4.80% 9.72%
Loans and receivables 10.77% 11.43% 11.08% 8.85% 10.05% 9.24%
Liabilities
Deposit liabilities: – – – – – –

Demand deposit 0.06% – – 0.28% – –
Savings deposit 0.36% – – 0.90% – –
UNISA 3.28% 3.24% 3.71% 5.68% 4.97% 4.84%
Time deposit 3.07% 2.70% 3.37% 5.73% 4.70% 7.20%

Bills payable 5.21% 5.58% – 5.32% 4.92% –
Subordinated debt – – 8.42% – – 8.42%

One method by which the Parent Company measures the sensitivity of its assets and liabilities
to interest rate fluctuations is by way of “gap” analysis. This analysis provides the Parent
Company with a static view of the maturity and re-pricing characteristics of its statement of
condition positions. An interest rate gap report is prepared by classifying all assets and 
liabilities into various time year categories according to contracted maturities or anticipated
repricing dates, whichever is earlier. The difference in the amount of assets and liabilities
maturing or being repriced in any time year category would then give the Parent Company an 
indication of the extent to which it is exposed to the risk of potential changes in net interest
income.

A gap is considered negative when the amount of interest rate sensitive liabilities exceeds the
amount of interest rate sensitive assets. A gap is considered positive when the amount of
interest rate sensitive assets exceeds the amount of interest rate sensitive liabilities.
Accordingly, during a year of rising interest rates, a company with a positive gap would be 
better positioned than one with a negative gap to invest in higher yielding assets more quickly
than it would need to refinance its interest-bearing liabilities. During a year of falling interest
rates, a company with a positive gap would tend to see its assets repricing at a faster rate than
one with a negative gap, which may restrain the growth of its net income or result in a decline
in net interest income.
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The following table sets forth the asset-liability gap position for the Parent Company at
carrying amounts as of December 31, 2006 and 2005 (in thousands):

December 31, 2006
Up to

1 month 1 to 3 months 3 to 6 months 6 to 12 months
Greater than

1 year Total
Assets
Total receivables from

customers P=117,110,637 P=72,659,817 P=11,602,063 P=5,179,812 P=26,048,789 P=232,601,118
Total investments 809,888 6,554,118 246,455 356,712 69,695,737 77,662,910
Placements with other

banks 69,395,925 19,468,546 6,105,618 11,472,051 29,462,587 135,904,727
Total assets 187,316,450 98,682,481 17,954,136 17,008,575 125,207,113 446,168,755
Liabilities
Deposit liabilities 164,973,345 70,862,512 10,436,888 17,663,183 174,067,443 438,003,371
Bills payable 1,204,265 195,032 38,674 21,414 206,097 1,665,482
Subordinated debt – – – – 15,830,440 15,830,440
Total liabilities 166,177,610 71,057,544 10,475,562 17,684,597 190,103,980 455,499,293
Asset-liability gap P=21,138,840 P=27,624,937 P=7,478,574 (P=676,022) (P=64,896,867) (P=9,330,538)

December 31, 2005
Up to

1 month 1 to 3 months 3 to 6 months 6 to 12 months
Greater than

1 year Total
Assets
Total receivables from

customers P=106,850,359 P=65,552,169 P=12,178,020 P=5,896,450 P=37,709,753 P=228,186,751
Total investments 10,690,101 15,976,009 5,383,800 8,501,313 43,696,115 84,247,338
Placements with other

banks 47,969,785 8,980,154 13,629,530 230,076 26,701,292 97,510,837
Total assets 165,510,245 90,508,332 31,191,350 14,627,839 108,107,160 409,944,926
Liabilities
Deposit liabilities 140,068,775 67,956,477 8,390,252 12,326,849 150,396,884 379,139,237
Bills payable 26,499,255 2,697,190 844 32,830 3,639,273 32,869,392
Subordinated debt – – – – 17,072,464 17,072,464
Total liabilities 166,568,030 70,653,667 8,391,096 12,359,679 171,108,621 429,081,093
Asset-liability gap (P=1,057,785) P=19,854,665 P=22,800,254 P=2,268,160 (P=63,001,461) (P=19,136,167)

As of December 31, 2006, the Parent Company’s assets with maturities of 1 to 365 days and 
greater than one year amounted to P=321.0 billion and P=125.2 billion, respectively. The Parent
Company’s liabilities with maturities of 1 to 365 days and greater than one year amounted to
P=265.4 billion and P=190.1 billion, respectively.

As of December 31, 2005, the Parent Company’s assets with maturities of 1 to 365 days and 
greater than one year amounted to P=301.8 billion and P=108.1 billion, respectively. The Parent
Company’s liabilities with maturities of 1 to 365 days and greater than one year amounted to
P=258.0 billion and P=171.1 billion, respectively.

The Parent Company also monitors its exposure to fluctuations in interest rates by measuring
the impact of interest rate movements on its net interest income. This is done by modeling the
impact of various changes in interest rates to the Parent Company’s interest-related income
and expenses.
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d. Foreign Currency Risk

Foreign currency liabilities generally consist of foreign currency deposits in the Parent
Company's FCDU account made in the Philippines or which are generated from remittances
to the Philippines by Filipino expatriates and overseas Filipino workers who retain for their
own benefit or for the benefit of a third party, foreign currency deposit accounts with the
Parent Company and foreign currency-denominated borrowings appearing in the RBU and 
FCDU books of the Parent Company.

Foreign currency deposits are generally used to fund the Parent Company's foreign currency-
denominated loan and investment portfolio in the FCDU. Banks are required by the BSP to
match the foreign currency liabilities held in the FCDU with foreign currency assets . In
addition, the BSP requires a 30% liquidity reserve on all foreign currency liabilities held in
the FCDU. Outside the FCDU, the Parent Company has additional foreign currency assets and 
liabilities in its RBU books and foreign branch networks. The Parent Company has
historically been a net holder of foreign currency in its FCDU books, as foreign currency
assets have exceeded foreign currency liabilities. The Parent Company actively manages its
foreign currency assets and liabilities.

The Parent Company's policy is to maintain foreign currency exposure within acceptable
limits and within existing regulatory guidelines. The Parent Company believes that its profile
of foreign currency exposure on its assets and liabilities is within conservative limits for a 
financial institution engaged in the type of business in which the Parent Company is engaged.

The table summarizes the Group’s and Parent Company’s exposure to foreign currency
exchange risk as of December 31, 2006 and 2005. Included in the table are assets and 
liabilities at carrying amounts, categorized by currency (in thousands USD). Information
relating to the currency derivatives are shown in Note 8.  Further, the Parent Company has
outstanding foreign currency spot transactions (in equivalent peso amounts) of P=3.0 billion
(sold) and P=2.0 billion (bought) as of December 31, 2006 and P=439.4 million (sold) and P=1.1
billion (bought) as of December 31, 2005. 

December 31, 2006
Group Parent Company

USD Others Total USD Others Total
Assets
Cash and due from BSP 809 3,178 3,987 – – –
Due from other banks 480,790 36,517 517,307 388,683 11,167 399,850
Interbank loans receivable and SPURA 1,212,167 28,741 1,240,908 1,212,167 28,741 1,240,908
Financial assets at FVPL 19,333 1,887 21,220 11,627 – 11,627
AFS investments 952,263 6,598 958,861 738,932 6,598 745,530
HTM investments 167,319 – 167,319 122,130 – 122,130
Loans and receivables 425,231 9,872 435,103 420,551 9,317 429,868
Other assets 260,617 31,161 291,778 236,862 27,070 263,932

Total assets 3,518,529 117,954 3,636,483 3,130,952 82,893 3,213,845
Liabilities
Deposit liabilities 2,445,028 61,407 2,506,435 2,123,202 60,846 2,184,048
Bills payable 12,910 1,050 13,960 8,710 1,050 9,760
Accrued taxes, interest and other

expenses 9,595 74 9,669 8,871 32 8,903
Subordinated debt 325,000 – 325,000 325,000 – 325,000
Other liabilities 44,047 69,648 113,695 34,853 55,488 90,341

Total liabilities 2,836,580 132,179 2,968,759 2,500,636 117,416 2,618,052
Net Exposure 681,949 (14,225) 667,724 630,316 (34,523) 595,793
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December 31, 2005
Group Parent Company

USD Others Total USD Others Total
Assets
Cash and due from BSP 2,028 5,735 7,763 – – –
Due from other banks 410,188 38,539 448,727 322,267 8,920 331,187
Interbank loans receivable and

SPURA 1,049,795 2,021 1,051,816 1,049,795 2,021 1,051,816
Financial assets at FVPL 14,662 2,257 16,919 10,760 – 10,760
AFS investments 814,953 6,784 821,737 658,603 6,784 665,387
HTM investments 109,169 – 109,169 58,288 – 58,288
Loans and advances 284,372 2,925 287,297 275,938 2,276 278,214
Other assets 362,080 50,552 412,632 345,657 48,378 394,035

Total assets 3,047,247 108,813 3,156,060 2,721,308 68,379 2,789,687
Liabilities
Deposit liabilities 2,086,829 43,796 2,130,625 1,817,450 43,491 1,860,941
Bills payable 515,766 29 515,795 512,766 29 512,795
Accrued taxes, interest and other

expenses 7,862 1,282 9,144 7,502 15 7,517
Subordinated debt 325,000 – 325,000 325,000 – 325,000
Other liabilities 106,382 35,455 141,837 93,568 34,003 127,571

Total  liabilities 3,041,839 80,562 3,122,401 2,756,286 77,538 2,833,824
Net Exposure 5,408 28,251 33,659 (34,978) (9,159) (44,137)

As of December 31, 2006, the Parent Company has outstanding dollar denominated hybrid capital
securities (HT1 Capital) (see Note 24) which are not included in the above table, as these are
treated for accounting purposes as part of equity.  For regulatory reporting purposes, investments
in subsidiaries and branches abroad are also excluded from the foreign exchange position of both
the Group and the Parent Company. Had the HT1 Capital been treated as a liability and included
in the foreign exchange position and had the investments in subsidiaries and branches abroad been 
excluded from such position, the adjusted net exposure in the table above would have been short
by US$8.3 million and US$20.7 million for the Group and Parent Company, respectively.

The subsidiaries are in the process of setting up their own risk management organization. Only
PSBank and FMIC have so far hired professional risk management officers to head their
individual risk management unit. The risk management policies that will be adopted by the Parent
Company’s subsidiaries/affiliates will be aligned with the Parent Company’s risk policies. The
Parent Company is currently looking for a comprehensive risk management solution that will
integrate all risk management modules (Market, Credit, Interest Rate, Foreign Currency and 
Operations risks), which is likewise PAS/PFRS and Basel II compliant.

5. Fair Value Measurement

The following methods and assumptions used by the Group in estimating the fair value of
financial instruments are:

Cash and other cash items - Carrying amounts approximate fair values.
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Investment securities - Fair values of debt securities (both AFS and HTM investments) and equity
investments are generally based on quoted market prices. Where the debt securities are not quoted
or the market prices are not readily available, the Group obtained valuations from independent
parties offering pricing services, used adjusted quoted market prices of comparable investments,
or applied discounted cash flow methodologies. For equity investments that are not quoted, the
investments are carried at cost less allowance for impairment losses due to the unpredictable
nature of future cash flows and the lack of suitable methods of arriving at a reliable fair value.

Loans and receivables - Fair values of the Group’s loans and receivables are estimated using the
discounted cash flow methodology, using current incremental lending rates for similar types of
loans.  Where the instrument reprices on a quarterly basis or has a relatively short maturity, the
carrying amounts approximated fair values (see Note 9).

Derivative instruments - Fair values are estimated based on quoted market prices, prices provided
by independent parties, or prices derived using accepted valuation models.

Liabilities - Fair values are estimated using the discounted cash flow methodology using the
Group’s current incremental borrowing rates for similar borrowings with maturities consistent
with those remaining for the liability being valued, if any.

Set out below is a comparison by category of carrying amounts and fair value of the Group’s
financial instruments as of December 31, 2006 and December 31, 2005 (in thousands).

2006
Group Parent Company

Carrying Value Fair Value Carrying Value Fair value
Financial Assets
Cash and other cash items P=11,829,978 P=11,829,978 P=10,544,335 P=10,544,335
Due from BSP 54,326,823 54,326,823 46,582,326 46,582,326
Due from other banks 28,333,322 28,333,322 23,059,240 23,059,240
IBLR and SPURA 67,393,161 67,393,161 66,263,161 66,263,161
Financial assets at FVPL 7,689,097 7,689,097 4,722,612 4,722,612
AFS investments 90,285,775 90,285,775 61,305,312 61,305,312
HTM investments 19,436,370 20,922,379 11,634,986 12,001,506
Loans and receivables 285,516,469 285,516,469 238,034,795 238,034,795
Receivables from SPVs 10,751,387 10,751,857 – –

Financial Liabilities
Deposit liabilities 489,882,172 489,882,172 438,003,371 438,003,371
Bills payable 40,178,224 40,178,224 1,665,482 1,665,482
Outstanding acceptances 1,172,249 1,172,249 1,105,043 1,105,043
Managers checks and demand drafts

outstanding 1,580,398 1,580,398 1,225,841 1,225,841
Accrued interest payable 2,961,990 2,961,990 2,500,450 2,500,450
Subordinated debt 17,796,371 18,685,467 15,830,440 16,355,366
Other liabilities 19,519,963 19,519,963 11,625,550 11,625,550

—  F-48  —



- 39 -

*SGVMC109114*�

2005
Group Parent Company

Carrying Value Fair Value Carrying Value Fair Value
Financial Assets
Cash and other cash items P=14,248,931 P=14,248,931 P=8,849,442 P=8,849,442
Due from BSP 20,685,847 20,685,847 18,547,970 18,547,970
Due from other banks 24,885,430 24,885,430 22,692,877 22,692,877
IBLR and SPURA 58,320,720 58,320,720 56,269,990 56,269,990
Financial assets at FVPL 11,956,302 11,956,302 6,904,413 6,904,413
AFS investments 85,785,349 85,785,349 70,131,729 70,131,729
HTM investments 16,319,673 16,703,237 7,211,196 7,211,196
Loans and receivables 270,644,243 270,644,243 232,237,118 232,257,118
Receivables from SPVs 14,510,500 14,510,500 – –

Financial Liabilities
Deposit liabilities 424,247,973 424,247,973 379,139,237 379,139,237
Bills payable 61,159,017 61,159,017 32,869,392 32,869,392
Outstanding acceptances 1,833,278 1,833,278 1,809,383 1,809,383
Managers checks and demand drafts

outstanding 1,167,278 1,167,278 979,062 979,062
Accrued interest payable 4,029,784 4,029,784 3,136,497 3,136,497
Subordinated debt 17,072,464 17,729,832 17,072,464 17,729,832
Other liabilities 18,762,680 18,762,680 9,652,602 9,652,602

6. Segment Information

The Group’s operating businesses are recognized and managed separately according to the nature
of services provided and the different markets served with segment representing a strategic
business unit. The Group’s business segments follow:

• Consumer Banking - principally handling individual customers’ deposits, and providing
consumer type loans, overdrafts, credit card facilities and fund transfer facilities;

• Corporate Banking - principally handling loans and other credit facilities and deposit and 
current accounts for corporate and institutional customers;

• Investment Banking - principally arranging structured financing, and providing services
relating to privatizations, initial public offerings, mergers and acquisitions; and 

• Treasury - principally providing money market, trading and treasury services, as well as the
management of the Group’s funding operations by use of treasury bills, government securities
and placements and acceptances with other banks, through treasury and corporate banking.

These segments are the bases on which the Group reports its primary segment information. Other
operations of the Group comprise the operations and financial control groups. Transactions
between segments are conducted at estimated market rates on an arm’s length basis. Interest is
charged/credited to business segments based on a pool rate which approximates the cost of funds.
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Primary segment information (by business segment) as of December 31, 2006 and 2005 and for
the years ended December 31, 2006 and 2005 of the Group follows:

2006
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousands)

Results of Operations
Net interest income P=2,708,295 P=5,786,278 P=– P=1,766,738 P=8,837,327 P=19,098,638
Noninterest income 496,691 256,326 228,983 4,777,904 9,496,697 15,256,601
Revenue - net of interest expense 3,204,986 6,042,604 228,983 6,544,642 18,334,024 34,355,239
Noninterest expense (2,444,055) (1,207,262) (36,661) (828,009) (24,538,626) (29,054,613)
Income (loss) before income tax 760,931 4,835,342 192,322 5,716,633 (6,204,602) 5,300,626
Income tax provision 77,755 (31,639) – (766,542) 1,496,094 775,668
Minority interest in net income

of consolidated subsidiaries – – – – (551,270) (551,270)
Net income (loss) P=838,686 P=4,803,703 P=192,322 P=4,950,091 (P=5,259,778) P=5,525,024
Statement of Condition
Total assets P=41,947,332 P=126,548,667 P=916,503 P=222,190,624 P=257,183,706 P=648,786,832
Total liabilities P=36,776,551 P=120,012,950 P=2,252 P=212,750,261 P=207,069,405 P=576,611,419
Other Segment Information
Capital expenditures P=307,404 P=68,624 P=– P=8,559 P=1,365,896 P=1,750,483
Depreciation and amortization P=246,176 P=50,474 P=– P=16,717 P=2,009,850 P=2,323,217

2005
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousands)

Results of Operations
Net interest income P=2,400,161 P=3,874,270 P=– P=2,357,147 P=11,224,261 P=19,855,839
Noninterest income 440,066 371,404 99,168 1,450,435 7,384,039 9,745,112
Revenue - net of interest expense 2,840,227 4,245,674 99,168 3,807,582 18,608,300 29,600,951
Noninterest expense (2,280,025) (1,667,074) (24,322) (774,142) (18,613,128) (23,358,691)
Income (loss) before income tax 560,202 2,578,600 74,846 3,033,440 (4,828) 6,242,260
Income tax provision 90,364 (4,619) – (381,731) (1,670,879) (1,966,865)
Minority interest in net income

of consolidated subsidiaries – – – – (488,766) (488,766)
Net income (loss) P=650,566 P=2,573,981 P=74,846 P=2,651,709 (P=2,164,473) P=3,786,629
Statement of Condition
Total assets P=35,343,864 P=124,336,797 P=– P=200,973,612 P=224,447,441 P=585,101,714
Total liabilities P=32,726,246 119,669,760 P=668 P=193,285,791 P=185,995,151 P=531,677,616
Other Segment Information
Capital expenditures P=386,951 P=96,065 P=– P=5,718 P=617,537 P=1,106,271
Depreciation and amortization P=159,028 P=66,126 P=– P=19,007 P=1,402,776 P=1,646,937
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2004
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousands)

Results of Operations
Net interest income P=2,348,023 P=3,478,388 P=– P=2,491,745 P=5,165,746 P=13,483,902
Noninterest income 778,768 402,634 104,512 1,247,623 9,867,724 12,401,261
Revenue - net of interest expense 3,126,791 3,881,022 104,512 3,739,368 15,033,470 25,885,163
Noninterest expense (1,706,960) (1,312,617) (21,964) (524,201) (16,468,794) (20,034,536)
Income (loss) before income tax 1,419,831 2,568,405 82,548 3,215,167 (1,435,324) 5,850,627
Income tax provision (30,277) (47,080) – (910,554) (256,723) (1,244,634)
Minority interest in net income

of consolidated subsidiaries – – – – (521,649) (521,649)
Net income (loss) P=1,389,554 P=2,521,325 P=82,548 P=2,304,613 (2,213,696) P=4,084,344
Statement of Condition
Total assets P=29,914,052 P=113,103,639 P=519,749 P=151,102,114 P=230,136,941 P=524,776,495
Total liabilities P=42,701,826 P=105,991,901 P=– P=130,726,545 P=190,605,368 P=470,025,640
Other Segment Information
Capital expenditures P=174,380 P=42,646 P=– P=2,806 P=543,217 P=763,049
Depreciation and amortization P=115,819 P=29,236 P=– P=3,842 P=1,788,468 P=1,937,365

Secondary segment information (by geographical location) as of December 31, 2006 and 2005 
and for the year ended December 31, 2006 and 2005 of the Group follows:

2006

Philippines

Asia
(Other than
Philippines) United States Europe Total

(In Thousands)
Results of Operations
Net interest income P=18,702,310 P=260,471 P=135,449 P=408 P=19,098,638
Noninterest income 13,417,483 1,255,706 303,644 279,768 15,256,601
Revenue - net of interest expense 32,119,793 1,516,177 439,093 280,176 34,355,239
Noninterest expense (27,504,895) (970,120) (284,307) (295,291) (29,054,613)
Income (loss) before income tax 4,614,898 546,057 154,786 (15,115) 5,300,626
Income tax provision 949,897 (167,887) (5,589) (753) 775,668
Minority interest in net income

of consolidated subsidiaries (549,949) (1,321) – – (551,270)
Net income (loss) P=5,014,846 P=376,849 P=149,197 (P=15,868) P=5,525,024
Statement of Condition
Total assets P=634,271,245 P=6,589,861 P=7,356,443 P=569,283 P=648,786,832
Total liabilities P=565,414,912 P=5,070,527 P=6,101,834 P=24,146 P=576,611,419
Other Segment Information
Capital expenditures P=1,688,200 P=37,752 P=13,692 P=10,839 P=1,750,483
Depreciation and amortization P=2,272,309 P=29,342 P=11,746 P=9,820 P=2,323,217
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2005
Philippines Asia United States Europe Total

(In Thousands)
Results of Operations
Net interest income P=19,541,094 P=223,410 P=90,828 P=507 P=19,855,839
Noninterest income 8,010,450 1,218,131 279,494 237,037 9,745,112
Revenue - net of interest expense 27,551,544 1,441,541 370,322 237,544 29,600,951
Noninterest expense (20,275,662) (2,541,763) (265,233) (276,033) (23,358,691)
Income (loss) before income tax 7,275,882 (1,100,222) 105,089 (38,489) 6,242,260
Income tax provision (1,785,909) (180,358) (598) – (1,966,865)
Minority interest in net income of

consolidated subsidiaries (487,559) (1,207) – – (488,766)
Net income (loss) P=5,002,414 (P=1,281,787) P=104,491 (P=38,489) P=3,786,629
Statement of Condition
Total assets P=569,910,930 P=10,115,961 P=4,917,941 P=156,882 P=585,101,714
Total liabilities P=517,945,078 P=9,784,769 P=3,938,930 P=8,839 P=531,677,616
Other Segment Information
Capital expenditures P=1,082,965 P=10,653 P=11,032 P=1,621 P=1,106,271
Depreciation and amortization P=1,602,332 P=27,545 P=8,443 P=8,617 P=1,646,937

2004
Philippines Asia United States Europe Total

(In Thousands)
Results of Operations
Net interest income P=13,144,547 P=242,544 P=96,595 P=216 P=13,483,902
Noninterest income 10,506,087 1,570,470 306,532 18,172 12,401,261
Revenue - net of interest expense 23,650,634 1,813,014 403,127 18,388 25,885,163
Noninterest expense (17,976,569) (1,776,830) (242,841) (38,296) (20,034,536)
Income (loss) before income tax 5,674,065 36,184 160,286 (19,908) 5,850,627
Income tax provision (1,070,502) (168,130) (6,002) – (1,244,634)
Minority interest in net income of

consolidated subsidiaries (691,381) 143,100 26,632 – (521,649)
Net income (loss) P=3,912,182 P=11,154 P=180,916 (P=19,908) P=4,084,344
Statement of Condition
Total assets P=511,460,698 P=9,927,599 P=3,304,866 P=83,332 P=524,776,495
Total liabilities P=455,427,459 P=10,776,457 P=3,819,152 P=2,572 P=470,025,640
Other Segment Information
Capital expenditures P=721,413 P=33,373 P=1,112 P=7,151 P=763,049
Depreciation and amortization P=1,889,975 P=36,810 P=9,356 P=1,224 P=1,937,365

7. Cash and Other Cash Items

As of December 31, 2006 and 2005, this account includes foreign currency notes and checks on 
hand amounting to P=1.4 billion and P=1.3 billion, respectively, for the Group and P=1.4 billion and 
P=1.2 billion, respectively, for the Parent Company.
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8. Trading and Investment Securities

This account consists of:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Financial assets at FVPL (Note 20) P=7,689,097 P=11,956,302 P=4,722,612 P=6,904,413
AFS investments - net (Notes 3 and 20) 90,285,775 85,785,349 61,305,312 70,131,729
HTM investments (Notes 20 and 28) 19,436,370 16,319,673 11,634,986 7,211,196

P=117,411,242 P=114,061,324 P=77,662,910 P=84,247,338

Financial assets at FVPL consist of the following:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Held-for-trading P=7,332,385 P=11,945,909 P=4,365,900 P=6,894,020
Derivative asset 356,712 10,393 356,712 10,393

P=7,689,097 P=11,956,302 P=4,722,612 P=6,904,413

Financial assets at FVPL account as of December 31, 2006 and 2005 include unrealized gain of
P=106.2 million and P=36.1 million, respectively, for the Group and unrealized gain of P=66.1
million and unrealized loss of P=25.0 million, respectively, for the Parent Company.

Derivative Financial Instruments
The table below shows the fair values of derivative financial instruments, recorded as derivative
assets or derivative liabilities, together with the notional amounts. The notional amount is the
amount of a derivative’s underlying asset, reference rate or index and is the basis upon which
changes in the value of derivatives are measured. The notional amounts indicate the volume of
transactions outstanding as of December 31, 2006 and 2005 and are not indicative of either
market risk or credit risk.

2006

Assets Liabilities

Average
Forward Rate

(in every US$ 1)
Notional
Amount

(In Thousands) (In Thousands)
Freestanding derivatives:
Currency forwards
   BOUGHT:

USD P=– P=256,921 P=50.5370 USD 184,555
EUR 2 915 EUR1.3084 EUR 322
GBP – – GBP1.9651 GBP 475
JPY 2 385 JPY0.0084 JPY 1,314,323

SOLD:
USD 345,933 – P=49.8997 USD 559,545
CAD – 1 CAD0.8616 CAD 600
EUR – 30 EUR1.3151 EUR 8,150
GBP 1 – GBP1.9580 GBP 125
JPY 110 3 JPY0.0084 JPY 1,148,873
HKD 1 – HKD0.1286 HKD 1,000
SGD – 10 SGD0.6518 SGD 997
CHF – 5 CHF0.8162 CHF 257

Embedded derivatives in:
Financial host contract* 421 – – USD 10,000
Nonfinancial host

contract** 10,242 – – –
P=356,712 P=258,270
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2005

Assets Liabilities

Average
Forward Rate

(in every US$1)
Notional
Amount

(In Thousands) (In Thousands)
Freestanding derivatives:
Currency forwards*
   BOUGHT:

USD P=995 P=2,308 P=55.1401 USD 130,737
GBP 5 – GBP1.7214 GBP 3,000
JPY 1 523 JPY0.0085 JPY 1,886,600
EUR – 48 EUR1.1915 EUR 37
AUD – 3 AUD0.7369 AUD 51

SOLD:
USD 2,489 184 P=55.7305 USD 115,332
AUD – 0 AUD0.7305 AUD 175
EUR – 22 EUR1.1887 EUR 6,450
GBP – 6 GBP1.7311 GBP 4,650
HKD – 0 HKD0.1290 HKD 500
JPY 87 1 JPY0.0085 JPY 512,000

Embedded derivatives in:
Financial host contract* 841 – – USD 10,000
Nonfinancial host

contract** 5,975 – – –
P=10,393 P=3,095

* These include credit default swaps embedded in structured debt instruments. As of December 31, 2006 and 2005, the outstanding
notional amounts of these derivatives amounted to US$10.0 million.

** Pertains to foreign currency derivatives in nonfinancial host contracts, with average notional amounts of US$1,750 and
US$1,000 per month as of December 31, 2006 and 2005, respectively (with maturities until 2011 and 2018).

Embedded derivatives of hybrid instruments that are classified or designated as at FVPL are not
bifurcated.  Where the hybrid instruments are not classified or designated as at FVPL, but the
embedded derivatives are deemed to be clearly and closely related to the economic risks and 
characteristics of the host contracts, no bifurcation of the derivatives is applied.

AFS investments consist of the following:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Debt securities:

Government P=52,774,071 P=67,060,346 P=29,918,683 P=53,490,277
Private 32,057,652 14,294,400 29,089,305 14,178,900
BSP 683,587 843,256 473,390 549,332

85,515,310 82,198,002 59,481,378 68,218,509
Equity securities (Note 3):

Quoted 2,117,736 1,907,717 1,667,354 1,406,677
Unquoted 2,652,729 1,679,630 156,580 506,543

4,770,465 3,587,347 1,823,934 1,913,220
P=90,285,775 P=85,785,349 P=61,305,312 P=70,131,729

AFS investments as of December 31, 2006 and 2005 include net unrealized gain of P=3.7 billion
and P=2.3 billion, respectively, for the Group and P=1.8 billion and P=2.0 billion, respectively, for the
Parent Company.
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HTM investments consist of the following:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
BSP Treasury bills P=6,775,784 P=4,097,523 P=6,775,784 P=4,089,524
Government bonds 8,052,905 7,488,317 1,317,792 410,122
Private bonds 3,104,221 2,227,201 2,941,800 1,104,704
Treasury notes 1,503,460 2,506,632 599,610 1,606,846

P=19,436,370 P=16,319,673 P=11,634,986 P=7,211,196

The aggregate market value of HTM investments as of December 31, 2006 and 2005 amounted to
P=20.9 billion and P=16.7 billion, respectively, for the Group and P=12.0 billion and P=7.2 billion,
respectively, for the Parent Company.

Foreign currency-denominated trading and investment securities for the years ended December
31, 2006 and 2005 bear nominal annual interest rates ranging from 1.7% to 11.0% and 2.9% to
10.1% for the Group and the Parent Company. Peso-denominated trading and investment
securities for the years ended December 31, 2006 and 2005 bear nominal annual interest rates
ranging from 4.3% to 19.0% and 4.7% to 19.0%, respectively, for the Group and 4.7% to 15.2%
and 4.7% to 19.0%, respectively, for the Parent Company.

Interest income on trading and investment securities consists of:

Group Parent Company

2006 2005 2004 2006 2005 2004

Financial assets at FVPL P=1,082,973 P=1,475,845 P=342,979 P=44 P=362,186 P=230,869

AFS Investments 4,554,995 2,856,654 14,577 3,802,201 2,793,745 14,577

HTM Investments 1,151,897 3,476,629 6,749,373 800,537 2,163,125 5,778,012

P=6,789,865 P=7,809,128 P=7,106,929 P=4,602,782 P=5,319,056 P=6,023,458

9. Loans and Receivables

This account consists of:
Group Parent Company

2006 2005 2006 2005
(In Thousands)

Receivables from customers (Note 20)
Loans and discounts P=255,896,323 P=241,875,342 P=205,783,158 P=196,327,521
Less: Unearned discounts and capitalized

interest (Note 20) 4,317,574 4,260,396 1,285,378 1,475,502
251,578,749 237,614,946 204,497,780 194,852,019

Customers’ liabilities under letters of
credit/trust receipts 19,570,287 24,954,760 19,564,304 24,933,409

Bills purchased (Note 19) 7,388,737 7,060,323 7,253,656 6,925,821
278,537,773 269,630,029 231,315,740 226,711,249

Unquoted debt securities - net (Note 20) 10,488,128 8,706,476 13,187,669 14,420,136
Accrued interest receivable (Note 20) 6,006,677 5,921,613 4,647,451 5,042,065
Accounts receivable (Note 20) 2,382,196 5,453,762 1,929,838 2,708,778
Sales contract receivable (Note 20) 1,325,068 1,353,975 1,337,307 1,357,080
Other receivables (Note 20) 2,358,399 161,071 172,261 161,071

301,098,241 291,226,926 252,590,266 250,400,379
Less: Allowance for impairment losses

(Note 14) 15,581,772 20,582,683 14,555,471 18,163,261
P=285,516,469 P=270,644,243 P=238,034,795 P=232,237,118
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Unquoted debt securities include investments in Global Ispat Holdings, Inc. (GIHI) and Global
Steelworks International, Inc. (GSII) which assumed the liabilities of National Steel Corporation
(NSC) and receivable from SPV as discussed below.

On October 15, 2004, GIHI and GSII (SPV companies), and the NSC Creditors entered into an 
agreement which sets forth the terms and conditions upon which the NSC Creditors have agreed
to accept zero-interest coupon notes in the aggregate amount of P=12.2 billion to be issued by SPV
companies in settlement of the liabilities of NSC. The zero-interest coupon notes were issued in
two tranches, namely, (a) Tranche A Note in the principal amount of P=2.0 billion and (b) Tranche
B Note in the principal amount of P=10.3 billion, which notes are secured by a first ranking
mortgage and security interest over the NSC plant assets and stand-by letters of credit by the SPV
companies in accordance with the schedule in the agreement.

On October 15, 2004, the Parent Company received Tranche A Note at principal amount of
P=121.7 million and Tranche B Note at principal amount of P=510.2 million in exchange of the
outstanding receivable from NSC of P=776.4 million. The Parent Company carried the
subordinated notes at discounted values using a discount rate of 13.2%. The carrying value of
such investments as of December 31, 2006 and 2005 amounted to P=338.6 million and
P=308.7 million, respectively.

Receivable from SPV (included under unquoted debt securities as of December 31, 2005)
represents the balance of the purchase price of the nonperforming assets (NPAs) sold by the
Parent Company to an SPV in 2003. The deed of absolute sale was formalized on September 17, 
2003 and approved by the BSP on November 28, 2003, having qualified as a true sale.

The more significant terms of the sale are as follows:

a. Certain NPAs of the Parent Company collateralized by real estate and golf shares (fair market
value of which exceeds the book value of the NPAs) were purchased by the SPV for a total
consideration of P=16.9 billion.

b. The agreed purchase price of the NPAs consisted of P=5.0 billion and P=11.9 billion of
Subordinated Notes (the Notes), with maturity of 7 years and interest rate of 2.0% per annum.

The Notes are subordinated and shall rank as junior in right, preference, security, lien and in all
other aspects to the senior notes issued or to be issued by the borrower specifically, the following:
(i) Senior Note 1, in the principal amount of US$60.0 million and (ii) Senior Note 2, in the
principal amount of P=2.5 billion.

On April 1, 2006, the Parent Company received two subordinated notes with total face amount of
P=12.0 billion in exchange for the subordinated note issued by ARC with face amount of
P=11.9 billion as discussed above. The subordinated notes were issued by CG3AMI and 
LNC3AMI amounting to P=9.4 billion and P=2.6 billion, respectively. Both notes are 0% coupon 
and payable over five (5) years starting April 1, 2006, with roll over of two (2) years at the option
of the issuers.
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As of December 31, 2006 and 2005, the estimated fair value of the subordinated notes, which is
the present value of the estimated cash flows from such notes (derived from the sale of the
underlying collaterals of the NPAs, net of the payment to senior notes by the SPV) amounted to
P=8.1 billion and P=8.2 billion, respectively, net of allowance for impairment losses of P=1.9 billion
and P=2.1 billion, respectively.

Upon approval by the BSP of a joint venture agreement between the parent company and a 
property developer, the property that is subject of such agreement shall be reclassified from sales
contract receivable to Investment Properties. As of December 31, 2006 and 2005 the balance of
such sales contract receivable amounted to P=468.0 million and P=500.0 million, respectively, net of
allowance for impairment losses of P=32.0 million as of December 31, 2006. 

Interest income on loans and receivables consists of:

Group Parent Company
2006 2005 2004 2006 2005 2004

Receivables from customers P=23,707,255 P=24,096,031 P=21,088,196 P=19,264,755 P=20,411,729 P=18,305,302

Receivables from cardholders 2,136,990 1,481,648 793,153 – – –

Lease receivables 972,381 749,718 436,037 – – –

P=26,816,626 P=26,327,397 P=22,317,386 P=19,264,755 P=20,411,729 P=18,305,302

BSP Reporting

Of the total receivables from customers of the Group as of December 31, 2006 and 2005, 86.3%
and 86.8%, respectively, are subject to periodic interest repricing. The remaining peso receivables
from customers earn annual fixed interest rates ranging from 9.0% to 42.0% as of December 31, 
2006 and 8.0% to 42.0% as of December 31, 2005, while foreign currency-denominated
receivables from customers earn annual fixed interest rates ranging from 3.4% to 36.0% as of
December 31, 2006 and 2.0% to 36.0% as of December 31, 2005. 

The following table shows information relating to receivables from customers by collateral
(amounts in thousands) as of December 31, 2006 and 2005:

Group Parent Company
2006 2005 2006 2005

Amount % Amount % Amount % Amount %
Secured by:

Real estate P=91,525,274 32.36 P=91,760,731 33.50 P=76,253,235 32.78 P=78,120,692 34.24
Chattel 21,557,590 7.62 20,421,544 7.46 5,139,216 2.21 6,536,311 2.86
Deposit hold-out 12,732,306 4.50 16,931,595 6.18 12,434,006 5.35 16,284,857 7.14
Stand-by letters of credit 8,732,250 3.09 428,305 0.16 8,659,060 3.72 383,061 0.17
Assignment of receivables 4,016,346 1.42 1,561,536 0.57 3,662,699 1.57 1,445,830 0.63
Securities 725,998 0.26 2,081,443 0.76 622,469 0.27 1,754,485 0.77
Others 27,057,562 9.56 5,219,862 1.90 28,129,096 12.10 3,169,169 1.39

166,347,326 58.81 138,405,016 50.53 134,899,781 58.00 107,694,405 47.20
Unsecured 116,508,021 41.19 135,485,409 49.47 97,701,337 42.00 120,492,346 52.80

P=282,855,347 100.00 P=273,890,425 100.00 P=232,601,118 100.00 P=228,186,751 100.00
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Restructured receivables from customers as of December 31, 2006 and 2005 amounted to
P=14.1 billion and P=17.5 billion, respectively, for the Group and P=12.8 billion and P=16.1 billion,
respectively, for the Parent Company.

Current banking regulations allow banks with no unbooked valuation reserves and capital
adjustments to exclude from nonperforming classification those receivables from customers
classified as Loss in the latest examination of the BSP which are fully covered by allowance for
impairment losses, provided that interest on said receivables shall not be accrued.

As of December 31, 2006 and 2005, nonperforming loans (NPLs) not fully covered by allowance
for impairment losses, excluding assets held by SPV and receivable from SPV, follow:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Total NPLs P=19,532,293 P=26,389,790 P=15,657,485 P=23,822,739
Less NPLs fully covered by allowance

for impairment losses 5,936,601 7,679,835 5,427,745 7,111,433
P=13,595,692 P=18,709,955 P=10,229,740 P=16,711,306

Under banking regulations, NPLs shall, as a general rule, refer to loan accounts whose principal
and/or interest is unpaid for thirty (30) days or more after due date or after they have become past
due in accordance with existing rules and regulations. This shall apply to loans payable in lump
sum and loans payable in quarterly, semi-annual, or annual installments, in which case, the total
outstanding balance thereof shall be considered nonperforming.

In the case of receivables that are payable in monthly installments, the total outstanding balance
thereof shall be considered nonperforming when three (3) or more installments are in arrears.

In the case of receivables that are payable in daily, weekly, or semi-monthly installments, the total
outstanding balance thereof shall be considered nonperforming at the same time that they become
past due in accordance with existing BSP regulations, i.e., the entire outstanding balance of the
receivable shall be considered as past due when the total amount of arrearages reaches ten percent
(10%) of the total receivable balance.

Restructured receivables which do not meet the requirements to be treated as performing
receivables shall also be considered as NPLs.

Certain receivables from customers amounting to P=297.5 million and P=914.6 million as of
December 31, 2006 and 2005, respectively, were rediscounted with the BSP and a local bank
(included under Bills Payable - local banks and BSP) under the rediscounting privileges of the
Parent Company and certain subsidiaries (see Note 16).
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As of December 31, 2006 and 2005, information on the concentration of receivables from
customers (amounts in thousands) as to industry follows:

Group Parent Company
2006 2005 2006 2005

Amount % Amount % Amount % Amount %
Manufacturing (various

industries) P=76,079,890 26.90 P=77,753,658 28.39 P=74,402,142 31.99 P=75,830,716 33.23
Real estate, renting and

business activities 52,237,916 18.47 48,033,841 17.54 42,963,578 18.47 40,906,595 17.93
Wholesale and retail

trade 51,031,405 18.04 53,705,623 19.61 40,598,282 17.45 43,919,598 19.25
Private households 30,168,021 10.67 22,605,967 8.25 27,667,840 11.89 20,352,205 8.92
Financial intermediaries 28,976,759 10.24 21,206,653 7.74 19,767,568 8.50 13,032,923 5.71
Other community,

social and personal
activities 12,458,136 4.40 19,095,666 6.97 3,318,528 1.43 8,553,265 3.75

Transportation, storage
and communication 11,663,086 4.12 9,458,744 3.45 10,362,620 4.46 8,452,389 3.70

Construction 5,274,860 1.86 6,495,147 2.37 4,500,449 1.93 5,823,175 2.55
Agricultural, hunting

and forestry 5,206,065 1.84 4,437,832 1.62 2,333,767 1.00 2,155,420 0.94
Electricity, gas and

water 4,044,499 1.43 4,687,151 1.71 2,871,736 1.23 4,255,027 1.86
Hotel and restaurants 1,510,524 0.53 2,267,483 0.83 1,156,232 0.50 1,999,360 0.88
Public utilities 997,844 0.35 459,634 0.17 41,886 0.02 63,534 0.03
Mining and quarrying 359,680 0.13 513,296 0.19 320,133 0.14 476,105 0.21
Others 2,846,662 1.02 3,169,730 1.16 2,296,357 0.99 2,366,439 1.04

P=282,855,347 100.00 P=273,890,425 100.00 P=232,601,118 100.00 P=228,186,751 100.00

The BSP considers that loan concentration exists when the total loan exposure to a particular
industry exceeds 30% of the total loan portfolio.

10. Property and Equipment

The composition and movements in property and equipment account as of December 31, 2006 and 
2005 follow:

Group
2006

Land Buildings

Furniture,
Fixtures and

Equipment

Leasehold
Rights and

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of year P=3,609,686 P=5,621,680 P=8,177,089 P=1,249,746 P=118,021 P=18,776,222
Additions – 330,289 1,320,147 100,047 – 1,750,483
Disposals/others (273,755) (85,813) (240,662) (148,454) (2,015) (750,699)
Balance at end of year 3,335,931 5,866,156 9,256,574 1,201,339 116,006 19,776,006
Accumulated depreciation

and amortization
Balance at beginning of year – 1,968,659 6,243,030 382,945 – 8,594,634
Depreciation and amortization – 211,821 765,458 86,592 – 1,063,871
Disposals/others – (121,138) (85,482) (63,948) – (270,568)
Balance at end of year – 2,059,342 6,923,006 405,589 – 9,387,937
Net book value at

December 31, 2006 P=3,335,931 P=3,806,814 P=2,333,568 P=795,750 P=116,006 P=10,388,069
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Group
2005

Land Buildings

Furniture,
Fixtures and

Equipment

Leasehold
Rights and

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of year P=3,688,709 P=6,013,533 P=7,944,914 P=1,358,046 P=117,342 P=19,122,544
Additions 37,830 301,889 626,345 138,192 2,015 1,106,271
Disposals/others (116,853) (693,742) (394,170) (246,492) (1,336) (1,452,593)
Balance at end of year 3,609,686 5,621,680 8,177,089 1,249,746 118,021 18,776,222
Accumulated depreciation

and amortization
Balance at beginning of year – 1,796,463 6,229,832 309,128 – 8,335,423
Depreciation and amortization – 249,596 647,716 217,729 – 1,115,041
Disposals/others – (77,400) (634,518) (143,912) – (855,830)
Balance at end of year – 1,968,659 6,243,030 382,945 – 8,594,634
Net book value at December 31,

2005 P=3,609,686 P=3,653,021 P=1,934,059 P=866,801 P=118,021 P=10,181,588

Parent Company
2006

Land Buildings

Furniture,
Fixtures and

Equipment

Leasehold
Rights and

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of year P=3,510,782 P=4,402,972 P=6,666,583 P=1,022,854 P=118,021 P=15,721,212
Additions – 131,884 736,394 54,245 – 922,523
Disposals/others (271,526) (60,279) (143,515) (81,836) (2,015) (559,171)
Balance at end of year 3,239,256 4,474,577 7,259,462 995,263 116,006 16,084,564
Accumulated depreciation

and amortization
Balance at beginning of year – 1,648,410 5,632,959 468,980 – 7,750,349
Depreciation and amortization – 186,914 430,258 72,756 – 689,928
Disposals/others – (21,292) (130,965) (61,193) – (213,450)
Balance at end of year – 1,814,032 5,932,252 480,543 – 8,226,827
Net book value at

December 31, 2006 P=3,239,256 P=2,660,545 P=1,327,210 P=514,720 P=116,006 P=7,857,737

Parent Company
2005

Land Buildings

Furniture,
Fixtures and

Equipment

Leasehold
Rights and

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of year P=3,497,461 P=4,357,452 P=6,813,698 P=1,154,433 P=117,342 P=15,940,386
Additions 127,582 321,108 173,580 40,614 2,015 664,899
Disposals/others (114,261) (275,588) (320,695) (172,193) (1,336) (884,073)
Balance at end of year 3,510,782 4,402,972 6,666,583 1,022,854 118,021 15,721,212
Accumulated depreciation

and amortization
Balance at beginning of year – 1,474,506 5,534,456 277,582 – 7,286,544
Depreciation and amortization – 249,686 376,002 203,611 – 829,299
Disposals/others – (75,782) (277,499) (12,213) – (365,494)
Balance at end of year – 1,648,410 5,632,959 468,980 – 7,750,349
Net book value at

December 31, 2005 P=3,510,782 P=2,754,562 P=1,033,624 P=553,874 P=118,021 P=7,970,863
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Building under construction pertains to bank premises of branches yet to be opened by the Parent
Company.

11. Investments in Subsidiaries and Associates and Joint Ventures

This account consists of investments in shares of stock as follows:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Acquisition cost:

Wholly-owned subsidiaries P=– P=– P=1,504,532 P=1,504,532
Majority-owned subsidiaries 7,970 3,307 23,578,164 22,897,792

7,970 3,307 25,082,696 24,402,324
Associates:

Global Business Power Corporation (GBPC)
[formerly Mirant Global Corporation (MGC)]
(50.00% owned)* 3,640,507 3,453,132 – –

Toyota Motor Philippines Corporation (TMPC)
(30.00% owned) 672,984 672,984 672,984 672,984

Northpine Land, Inc. (NLI) (20.00% owned) 232,000 232,000 232,000 232,000
SMBC Metro Investment Corporation

(SMBC Metro) (30.00% owned) 180,000 180,000 180,000 180,000
Other investments in associates 970,203 856,978 178,231 263,231

5,695,694 5,395,094 1,263,215 1,348,215
Less allowance for impairment losses (Note 14) 154,351 120,150 150,305 113,604

5,541,343 5,274,944 1,112,910 1,234,611
5,549,313 5,278,251 26,195,606 25,636,935

Accumulated equity in net income : 
Balance at beginning of year 1,474,401 1,163,445 – –
Equity in net income 642,469 577,451 – –
Cash dividends (213,613) (170,394) – –
Disposal – (96,101) – –
Balance at end of year 1,903,257 1,474,401 – –

Equity from revaluation increment 5,601 – – –
Equity in net unrealized gain (loss) on AFS investments of

investees 249,257 (22,174) – –
P=7,707,428 P=6,730,478 P=26,195,606 P=25,636,935

*effective voting interest is 29.96%

The following tables present financial information of associates as of and for the years ended 
December 31, 2006 and 2005:

2006
Statement of Condition Statement of Income

Total Assets Total Liabilities Gross Income
Operating

Income Net Income
(In Thousands)

TMPC P=12,632,595 P=6,541,903 P=36,754,194 P=36,497,140 P=1,514,338
GBPC (formerly MGC) 12,072,384 5,902,621 2,399,956 2,230,990 93,682
NLI (formerly JLI) 1,584,660 500,977 76,338 58,664 28,721
SMBC Metro 878,360 34,253 90,290 87,350 50,978
(Forward)
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2005
Statement of Condition Statement of Income

Total Assets Total Liabilities Gross Income
Operating

Income Net Income
(In Thousands)

TMPC P=10,425,398 P=5,139,771 P=33,266,374 P=33,068,815 P=712,043
GBPC (formerly MGC) 11,625,931 5,047,614 2,410,919 287,304 309,394
NLI 1,219,649 571,074 99,758 86,079 49,181
SMBC Metro 837,251 35,859 119,077 116,888 58,321

Major assets of associates as of December 31, 2006 and 2005 include the following (in
thousands):

2006 2005
TMPC

Temporary investments P=3,680,888 P=3,446,244
Inventories and importation charges 3,438,122 2,626,231
Property and equipment - net 2,301,747 2,727,743

GBPC (formerly MGC)
Cash and cash equivalents 1,771,284 1,953,903
Investments and advances 851,146 313,940

NLI
Real estate properties 378,100 324,330
Receivables - net 504,200 499,068

SMBC Metro
Cash and cash equivalents 308,555 352,796
Loans receivable - net 40,484 287,316

On October 18, 2006, subject to approval of the BSP, the BOD of the Parent Company authorized
its participation in the stock rights offer of ORIX Metro which entitles the Parent Company to
purchase four (4) shares for every ten (10) shares held as of October 6, 2006 at an offer price of
P=100.0 per share or in the aggregate amount of P=75.9 million based on the entitlement of 759,000 
shares out of 1,897,500 shares held.

In April 2006, PSBank issued 22,437,690 common shares with par value P=10.0 at a price of
P=33.5 per share, by way of pre-emptive rights offering to its existing shareholders at the ratio of
one (1) share for every eight (8) existing common shares. Shares that were left unsubscribed by
the existing shareholders entitled to the shares offered were purchased at the same price by the
Parent Company in accordance with the terms of the offering after obtaining BSP approval on 
March 3, 2006. After the purchase of 20,170,417 shares, the ownership of the Parent Company in
PSBank increased to 75.98% from 74.24%.

The BSP, through Monetary Board (MB) Resolution Nos. 497 and 1693, dated April 15, 2004 and 
November 18, 2004, respectively, approved the request of the Parent Company for the
establishment of 14 financial subsidiaries in Europe. In March 2005, the Parent Company
acquired the following remittance centers/exchange services:

Company Name Date Established
Date Acquired by
Parent Company

MBTC Exchange Services, GmbH March 28, 2003 March 3, 2005
Metro Remittance Center, S. A. March 1, 2003 March 31, 2005
Metro Remittance (Italia), SpA November 28, 2002 March 3, 2005
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On October 11, 2006, in view of expanding business, the stockholders of MB Bahamas approved
a resolution authorizing the increase in its authorized capital stock from US$10 million to
US$25 million and its paid-up capital from US$5 million to US$25.0 million. On December 28, 
2006, subject to approval by the BSP, The Central Bank of The Bahamas approved such increase
in authorized capital stock and paid-up capital.

On September 22, 2006, the BOD of MCC approved the increase in the authorized capital of the
corporation from P=500.0 million to P=2.0 billion. Such increase in authorized capital stock is still
pending approval by the SEC as of December 31, 2006. In the same meeting the BOD declared
stock dividends of 183.6% per share (or a total of P=647.4 million) payable to stockholders of
record as of that date. The stock dividends, which will be distributed in 2007, will increase the
issued and outstanding capital stock of MCC to P=1.0 billion.

In addition, the following table summarizes dividends declared by significant investee companies
in 2006 and 2005:

2006
Dividend

Company Name
Date of
Declaration  Per Share Total Amount Date of BSP Approval Record date Payment date

FMIIC April 3, 2006 HK$1.50 HK$ 225,000,000 May 11, 2006 March 31, 2006 June 1, 2006
MBRCL April 3, 2006 HHK$4.53 HK$ 35,000,0000 May 22, 2006 March 31,2006 May 31, 2006
PSBank March 28, 2006 P=0.15 P=30,290,747 June 1, 2006 June 26, 2006 July 18, 2006
PSBank May 23, 2006 P=0.15 P=30,290,747 June 13, 2006 June 30, 2006 July 25, 2006
PSBank May 23, 2006 P=1.85 P=373,585,883 June 13, 2006 June 30, 2006 July 25, 2006
ORIX Metro May 24, 2006 P=45.00 P=170,775,090 Not applicable May 24, 2006 June 30, 2006
FMIC June 9, 2006 P=9.28 P=349,908,170 June 29, 2006 July 31, 2006 August 15, 2006
TMPC June 14, 2006 P=45.96 P=712,043,406 Not applicable December 31, 2005 June 15, 2006
MCC July 13, 2006 P=1.70 P=600,000,000 Not applicable June 14, 2006 December 21, 2006
Data Serv Inc. October 27, 2006 P=0.24 P=30,000,000 Not applicable November 30, 2006 December 29, 2006
SMBC December 8, 2006 P=5.00 P=30,000,000 Not applicable December 8, 2006 January 15, 2007

2005
Dividend

Company Name Date of Declaration Per Share Total Amount Date of BSP Approval Record date Payment date
PSBank March 2, 2005 P=0.15 P=26,925,228 April 15, 2005 May 12, 2005 May 26, 2005
PSBank April 28, 2005 P=0.15 P=26,925,228 June 14, 2005 July 8, 2005 July 22, 2005
PSBank July 26, 2005 P=0.15 P=26,925,228 November 25, 2005 December 15, 2005 December 29, 2005
PSBank September 29, 2005 P=0.15 P=26,925,228 December 2, 2005 December 22, 2005 January 17, 2006
PSBank September 29, 2005 P=1.20 P=215,401,824 December 2, 2005 December 22, 2005 January 17, 2006
FMIC March 1, 2005 P=7.95 P=299,759,639 March 11, 2005 March 31, 2005 April 18, 2005
FMIC April 4, 2005 P=40.00 P=1,508,224,600 May 9, 2005 May 30, 2005 June 22, 2005
ORIX Metro September 23, 2005 P=10.00 P=33,000,000 Not applicable September 23, 2005 November 29, 2005
SMBC December 8, 2005 P=5.00 P=30,000,000 December 16, 2005 December 8, 2005 January 24, 2006
TMPC June 23, 2005 P=34.72 P=537,979,889 Not applicable December 31, 2004 June 29, 2005

As of December 31, 2006, the Parent Company has received its share in the foregoing cash
dividends declared in 2006, except for the dividends declared by SMBC which was received in
2007.

On September 30, 2005, the Parent Company completed the sale of its 41.1% equity share in IBC
based in Los Angeles, California, to First Banks, Inc. (First Banks). First Banks is a super regional
United States (U.S.) bank based in St. Louis, Missouri. The sale of IBC is a strategic move aimed
at enhancing returns on the Parent Company’s invested capital by focusing more on the growing
and higher margin remittance business. Proceeds from the sale were used to expand the Parent
Company’s remittance operations in North America. The Parent Company retained the remittance
business of IBC through Metro Remittance Center, Inc., its wholly-owned remittance company
based in New York, which will branch out in various locations in California. Existing full service
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branches of the Parent Company in New York and Guam have been retained and were not
affected by the sale of IBC. As a result of the sale, its controlling interest in IBC was
extinguished. The accounts of IBC were excluded in the consolidation as of and for the year
ended December 31, 2005. 

On April 21, 2005, FMIC invested P=8.2 million (representing 70.0% interest) in First Metro Asset
Management, Inc. (FAMI). On April 26, 2005, FMIC acquired 35.0% interest in Cathay
International Resources Corporation (CIRC) for P=175.0 million. CIRC is engaged in hotels and 
resorts management.

12. Investment Properties

This account consists of foreclosed real estate properties and investment in real estate (in
thousands):

2006
Group Parent Company

Land
Buildings and
Improvements Total Land

Buildings and
Improvements Total

Cost
Balance at beginning of year P=30,544,332 P=8,329,159 P=38,873,491 P=25,380,967 P=6,657,505 P=32,038,472
Additions 1,240,796 960,696 2,201,492 942,899 612,765 1,555,664
Disposals/others (913,151) (427,645) (1,340,796) (676,996) (425,819) (1,102,815)
Balance at end of year 30,871,977 8,862,210 39,734,187 25,646,870 6,844,451 32,491,321
Accumulated depreciation and

amortization
Balance at beginning of year – 3,212,415 3,212,415 – 2,686,184 2,686,184
Depreciation and amortization – 932,504 932,504 – 812,659 812,659
Disposals/others – (476,480) (476,480) – (547,878) (547,878)
Balance at end of year – 3,668,439 3,668,439 – 2,950,965 2,950,965
Allowance for impairment losses

(Note 14)
Balance at beginning of year 1,648,491 317,387 1,965,878 1,460,918 308,550 1,769,468
Impairment loss 339,515 53,036 392,551 293,001 26,509 319,510
Disposal/others (41,521) (214,130) (255,651) (41,521) (216,400) (257,921)
Balance at end of year 1,946,485 156,293 2,102,778 1,712,398 118,659 1,831,057
Net book value at end of year P=28,925,492 P=5,037,478 P=33,962,970 P=23,934,472 P=3,774,827 P=27,709,299

2005
Group Parent Company

Land
Buildings and
Improvements Total Land

Buildings and
Improvements Total

Cost
Balance at beginning of year P=30,010,821 P=8,218,533 P=38,229,354 P=25,170,095 P=6,625,582 P=31,795,677
Additions 2,323,569 603,764 2,927,333 1,350,670 389,531 1,740,201
Disposals/others (1,790,058) (493,138) (2,283,196) (1,139,798) (357,608) (1,497,406)
Balance at end of year 30,544,332 8,329,159 38,873,491 25,380,967 6,657,505 32,038,472
Accumulated depreciation and

amortization
Balance at beginning of year – 3,754,964 3,754,964 – 3,305,770 3,305,770
Depreciation and amortization – 586,936 586,936 – 502,093 502,093
Disposals/others – (1,129,485) (1,129,485) – (1,121,679) (1,121,679)
Balance at end of year – 3,212,415 3,212,415 – 2,686,184 2,686,184
Allowance for impairment losses

(Note 14)
Balance at beginning of year 1,886,752 378,565 2,265,317 1,615,529 364,635 1,980,164
Impairment loss 34,661 8,537 43,198 50,810 13,629 64,439
Disposals/others (272,922) (69,715) (342,637) (205,421) (69,714) (275,135)
Balance at end of year 1,648,491 317,387 1,965,878 1,460,918 308,550 1,769,468
Net book value at end of year P=28,895,841 P=4,799,357 P=33,695,198 P=23,920,049 P=3,662,771 P=27,582,820
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Aggregate market value of investment properties as of December 31, 2006 and 2005 amounted to
P=53.6 billion and P=50.7 billion, respectively, for the Group, and P=43.7 billion and P=42.8 billion,
respectively, for the Parent Company.

Net gains from sale of investment properties (included in Profit from assets sold in the statements
of income) in 2006, 2005 and 2004 amounted to P=114.2 million, P=113.3 million and 
P=197.0 million, respectively, for the Group and P=67.6 million, P=26.9 million and P=93.4 million,
respectively, for the Parent Company.

Included in this account are parcels of land that are now subject of a joint venture agreement
between the Parent Company and a property developer. The parcels of land have carrying values
totaling P=2.3 billion as of December 31, 2006 and 2005. 

Also included in this account are parcels of land that were formerly used by the Parent Company
as branch sites and are now the subject of joint venture agreements with a property developer. The
parcels of land have carrying values of P=230.2 million while the improvements thereon have net
book values totaling P=4.8 million as of December 31, 2006. 

In 2006, the Parent Company reclassified the chattel properties acquired in foreclosure included
in investment properties to other assets. Accordingly, corresponding restatement as of December
31, 2005 was made for the purpose of comparability. Also, as of December 31, 2005, the Parent
Company reversed the P=446.1 million allowance for impairment loss previously recognized on 
such properties.

13. Other Assets

This account consists of:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Assets held by SPVs - net (Note 20) P=10,751,387 P=14,510,500 P=– P=–
Goodwill (Note 3) 7,876,861 7,824,458 1,203,189 1,203,189
Deferred tax assets (Note 23) 6,684,865 4,447,028 5,733,026 3,108,113
Chattel properties acquired in foreclosure – net

(Note 12) 818,626 844,740 678,482 844,740
Returned checks and other cash items 290,491 309,344 270,148 287,867
Prepaid expenses 139,596 215,415 65,220 127,717
Software costs - net 93,747 138,164 8,061 23,789
Other investments (Note 20) 27,424 26,393 13,135 14,453
Noncurrent assets held for sale – 201,220 – 201,220
Miscellaneous 5,302,182 3,258,773 4,188,505 2,590,386

31,985,179 31,776,035 12,159,766 8,401,474
Less allowance for impairment losses (Note 14) 67,809 128,080 61,729 119,904

P=31,917,370 P=31,647,955 P=12,098,037 P=8,281,570

As of December 31, 2006 and 2005, assets held by SPVs consist mainly of certain loans that are
in the process of being resolved or disposed of by the SPVs. These assets are secured by real
estate with an aggregate market value of P=30.9 billion and P=21.0 billion as of December 31, 2006 
and 2005, respectively. On March 8, 2006, assets held by SPV were auctioned to other SPVs as
discussed in Note 9. As of December 31, 2006 and 2005, assets held by SPVs are shown net of
allowance for impairment losses of P=1.9 billion and P=2.1 billion, respectively (Note 14).
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As of December 31, 2006 and 2005, chattel properties acquired in foreclosure are shown net of
accumulated depreciation and allowance for impairment losses amounting to P=758.4 million and 
P=749.1 million, respectively, for the Group and P=728.0 million and 
P=600.6 million, respectively for the Parent Company.

Movements in software costs account follow:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Balance at beginning of year P=138,164 P=160,890 P=23,789 P=64,200
Additions/others 12,665 24,015 – 835
Amortization (57,082) (46,741) (15,728) (41,246)
Balance at end of year P=93,747 P=138,164 P=8,061 P=23,789

Included in the Miscellaneous account are certificates of deposits totaling US$11 million
(approximately P=539.3 million and P=584.0 million as of December 31, 2006 and 2005) that are
pledged by the Parent Company’s New York Branch in compliance with the regulatory
requirements of the Federal Deposit Insurance Corporation and the Office of the Controller of the
Currency.

Also included in the Miscellaneous account of the Group is net pension asset amounting to
P=11.7 million and P=13.1 million as of December 31, 2006 and 2005, respectively (see Note 26).

14. Allowance for Impairment and Credit Losses

Changes in the allowance for impairment and credit losses follow:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Balance at beginning of year:

AFS investments (Note 3) P=214,102 P=8,835 P=81,129 P=–
HTM investments – 62,147 – –
Loans and receivables (Note 9) 20,582,683 18,820,919 18,163,261 20,543,372
Investments in associates and joint

venture (Note 11) 120,150 121,716 113,604 100,193
Investment properties (Note 12) 1,965,878 2,265,317 1,769,468 1,980,164
Assets held by SPV (Note 13) 2,138,470 2,138,470 – –
Other assets (Note 13) 128,080 2,019,323 119,904 1,663,889

25,149,363 25,436,727 20,247,366 24,287,618
Provisions for impairment and credit losses 8,097,076 4,494,311 6,870,234 3,601,148
Realized loss on NPLs sold during the year (10,011,234) (6,028,567) (8,072,861) (6,028,567)
Accounts written off/others (3,261,232) 1,246,892 (2,377,255) (1,612,833)
Balance at end of year:

AFS investments (Note 3) 152,526 214,102 68,922 81,129
Loans and receivables (Note 9) 15,581,772 20,582,683 14,555,471 18,163,261
Investments in associates and joint

venture (Note 11) 154,351 120,150 150,305 113,604
Investment properties (Note 12) 2,102,778 1,965,878 1,831,057 1,769,468
Assets held by SPV (Note 13) 1,914,737 2,138,470 – –
Other assets (Note 13) 67,809 128,080 61,729 119,904

P=19,973,973 P=25,149,363 P=16,667,484 P=20,247,366
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With the foregoing level of allowance for impairment and credit losses, management believes that
the Group has sufficient allowance to take care of any losses that the Group may incur from the
noncollection or nonrealization of its receivables and other risk assets.

15. Deposit Liabilities

Of the total interest-bearing deposit liabilities of the Group as of December 31, 2006 and 2005, 
11.3% and 11.7%, respectively, are subject to periodic interest repricing. Remaining peso deposit
liabilities earn annual fixed interest rates ranging from 0.2% to 15.0% as of December 31, 2006 
and 0.2% to 11.25% as of December 31, 2005, while foreign currency-denominated deposit
liabilities earn annual fixed interest rates ranging from 0.0% to 7.5% as of December 31, 2006 
and 0.0% to 7.5% as of December 31, 2005. 

Under existing BSP regulations, non-FCDU deposit liabilities of the Parent Company are subject
to liquidity reserves equivalent to 11.0% and statutory reserves equivalent to 10.0%. On the other
hand, non-FCDU deposit liabilities of PSBank are subject to liquidity and statutory reserves
equivalent to 2.0% and 6.0%, respectively.  FMIC’s deposit substitutes are subject to liquidity
reserves of 11.0% and statutory reserves of 10.0%.

The Parent Company, PSBank and FMIC were in compliance with such regulations as of
December 31, 2006 and 2005. 

The total liquidity and statutory reserves as reported to BSP as of December 31, 2006 and 2005 
are as follows:

Parent Company PSBank FMIC
2006 2005 2006 2005 2006 2005

(In Thousands)
Cash and other cash items P=11,241,473 P=9,009,302 P=1,100,771 P=928,136 P=2,697,161 P=3,490,877
Due from BSP 43,101,804 18,597,258 2,875,462 1,515,237 3,532,550 390,513
AFS investments 6,035,385 24,418,003 49,525 714,930 205,589 294,515
HTM investments 6,586,204 4,175,360 – – – –
Unquoted Debt Securities 1,845,922 1,647,383 – – – –

P=68,810,788 P=57,847,306 P=4,025,758 P=3,158,303 P=6,435,300 P=4,175,905

16. Bills Payable

This account consists of borrowings from:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Local banks (Note 9) P=8,254,432 P=10,670,999 P=278,160 P=3,778,420
Foreign banks 488,607 15,077,476 282,681 14,918,290
BSP (Note 9) 237,987 788,675 237,987 788,675
Others 31,197,198 34,621,867 866,654 13,384,007

P=40,178,224 P=61,159,017 P=1,665,482 P=32,869,392
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Interbank borrowings with foreign and local banks are mainly short-term borrowings. The
Group’s peso borrowings are subject to annual fixed interest rates ranging from 2.8% to 13.0% as
of December 31, 2006 and 5.2% to 13.0% as of December 31, 2005, while the Group’s foreign
currency-denominated borrowings are subject to annual fixed interest rates ranging from 0.4% to
6.0% as of December 31, 2006 and 0.3% to 6.2% as of December 31, 2005. 

As of December 31, 2006 and 2005, Bills Payable - Others of the Group includes deposit
substitutes (borrowings from the public) of FMIC amounting to P=28.9 billion and P=19.9 billion,
respectively.

Interest expense on bills payable (included in the Interest expense on interbank loans, bills
payable, subordinated debt and others) in 2006, 2005 and 2004 amounted to P=4.0 billion,
P=1.3 billion and P=0.8 billion, respectively, for the Group and P= 0.6 billion, P=1.0 billion and 
P=0.7 billion, respectively, for the parent company.

17. Accrued Taxes, Interest and Other Expenses

This account consists of:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Accrued interest P=2,961,990 P=4,029,784 P=2,500,450 P=3,136,497
Accrued income taxes 1,129,860 791,535 881,744 639,974
Accrued other taxes and other expenses 1,770,465 1,736,853 1,023,981 1,142,534

P=5,862,315 P=6,558,172 P=4,406,175 P=4,919,005

18. Subordinated Debt

On June 24, 2003, the Parent Company’s BOD approved the raising of Lower Tier 2 capital
through the issuance in the international capital market of subordinated bonds up to
US$125 million with green shoe option of US$25 million maturing in 10 years but with a call
option exercisable after 5 years subject to the provisions of BSP Circular No. 280. The bonds
bear a coupon rate of 8.0% per annum with step-up after 5 years (50% of the initial credit spread).

The issuance of the foregoing subordinated bonds under the terms approved by the BOD was
approved by the MB in its Resolution No. 911 dated June 26, 2003, as amended by MB
Resolution No. 1153 dated August 14, 2003, subject to the Parent Company’s compliance with
certain conditions.

Relative to this, on October 7 and 17, 2003, the Parent Company issued US$130 million and 
US$70 million, respectively, 8.4% Subordinated Notes due 2013 (the 2013 Notes). Among the
significant terms and conditions of the issuance of the 2013 Notes are:

a. Issue Price at 98.9% and 99.3%, respectively, of the principal amount.
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b. The 2013 Notes bear interest at 8.4% per annum from and including October 7, 2003 to but
excluding December 7, 2008. Unless the 2013 Notes are previously redeemed, the interest
rate from and including December 7, 2008 to but excluding December 7, 2013 will be reset at
the U.S. Treasury rate plus 8.5% per annum. Interest will be payable semi-annually in arrears
on June 7 and December 7 of each year, commencing on June 7, 2004. 

c. The 2013 Notes will constitute direct, unconditional, subordinated and unsecured obligations
of the Parent Company and will at all times rank pari passu and without any preference
among themselves. The payment obligations of the Parent Company under the Notes shall,
save for such exceptions as may be provided by applicable laws, at all times rank at least
equivalent with all other present and future unsecured and subordinated obligations of the
Parent Company.

d. The Parent Company may redeem the 2013 Notes in whole but not in part at redemption
price equal to 100% of the principal amount together with accrued and unpaid interest on 
December 7, 2008, subject to the prior consent of the BSP and the compliance by the Parent
Company with the prevailing requirements for the granting by the BSP of its consent
therefore.

e. Each noteholder, by accepting a 2013 Note will irrevocably agree and acknowledge that (i) it
may not exercise or claim any right of set-off in respect of any amount owed to it by the
Parent Company arising under or in connection with the 2013 Notes and (ii) it shall, to the
fullest extent permitted by applicable law, waive and be deemed to have waived all such
rights of set-off.

f. The 2013 Notes are not deposit liabilities of the Parent Company and are not guaranteed or
insured by the Parent Company or any party related to the Parent Company or the Philippine
Deposit Insurance Corporation (PDIC) and they may not be used as collateral for any loan
made by the Parent Company or any of its subsidiaries or affiliates. Also, the 2013 Notes
may not be redeemed at the option of the noteholders.

On October 25, 2002, the Parent Company’s BOD approved the raising of Lower Tier 2 capital
through the issuance in the international capital market of subordinated bonds up to
US$150 million maturing in 10 years but with a call option exercisable after 5 years subject to the
provisions of BSP Circular No. 280. The bonds bear a coupon rate of 8.5% to 9.0% per annum
with step-up after 5 years (higher of 100 basis points or 50.0% of the initial credit spread).

The issuance of the foregoing subordinated bonds under the terms approved by the BOD was
approved by the MB, in its Resolution No. 1589 dated October 30, 2002, subject to the Parent
Company’s compliance with certain conditions.

Relative to this, on November 20, 2002, the Parent Company issued US$125 million, 8.5%
Subordinated Notes due 2012 (the 2012 Notes). Among the significant terms and conditions of the
issuance of such Notes are:

a. Issue Price at 99.5% of the principal amount.
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b. The 2012 Notes bear interest at 8.5% per annum from and including November 20, 2002 to
but excluding November 20, 2007. Unless the 2012 Notes are previously redeemed, the
interest rate from and including November 20, 2007 to but excluding November 20, 2012 will
be reset at the U.S. Treasury rate plus 8.7% per annum. Interest will be payable semi-
annually in arrears on May 20 and November 20 of each year, commencing May 20, 2003. 

c. The 2012 Notes will constitute direct, unconditional, subordinated and unsecured obligations
of the Parent Company and will at all times rank pari passu and without any preference
among themselves. The payment obligations of the Parent Company under the Notes shall,
save for such exceptions as may be provided by applicable laws, at all times rank at least
equivalent with all other present and future unsecured and subordinated obligations of the
Parent Company.

d. The Parent Company may redeem the 2012 Notes in whole but not in part at redemption price
equal to 100% of the principal amount together with accrued and unpaid interest on
November 20, 2007, subject to the prior consent of the BSP and the compliance by the Parent
Company with the prevailing requirements for the granting by the BSP of its consent
therefore.

e. Each noteholder, by accepting a 2012 Note, will irrevocably agree and acknowledge that (i) it
may not exercise or claim any right of set-off in respect of any amount owed to it by the
Parent Company arising under or in connection with the Notes, and (ii) it shall, to the fullest
extent permitted by applicable law, waive and be deemed to have waived all such rights of
set-off.

f. The 2012 Notes are not guaranteed or insured by the PDIC and are not deposit liabilities of
the Parent Company.

On January 27, 2006, PSBank issued P=2.0 billion, 10.0% unsecured subordinated notes due in
2016 (the 2016 notes). Such issuance was approved by the BOD of PSBank and the BSP on 
September 29, 2005 and December 28, 2005, respectively.

Among the significant terms and conditions of the issuance of subordinated notes are:

a. Issue price at 100% of the principal amount;

b. The 2016 Notes bear interest at 10.0% per annum from and including January 27, 2006 but
excluding January 27, 2011 which is payable quarterly in arrears every 27th of January, April,
July and October of each year, commencing on April 27, 2006;

c. The 2016 Notes constitute direct, unconditional, and unsecured obligations of PSBank and 
claim in respect of such subordinated notes shall be at all times pari passu and without any
preference among themselves; and 

d. Subject to satisfaction of certain regulatory approval requirements, PSBank may redeem all
and not less than the entire outstanding 2016 Notes, at a redemption price equal to the face
value together with accrued and unpaid interest based on the interest rate.

—  F-70  —



- 61 -

*SGVMC109114*�

19. Other Liabilities

This account consists of:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Bills purchased - contra (Notes 9 and 20) P=6,857,499 P=6,389,643 P=6,723,016 P=6,264,948
Liabilities of SPV (Notes 9 and 20) 5,793,186 6,332,477 – –
Accounts payable (Note 20) 2,942,319 3,335,610 1,801,394 1,736,201
Outstanding acceptances (Note 20) 1,172,249 1,833,278 1,105,043 1,809,383
Dividends payable (Note 20) 457,846 291,491 434,930 –
Withholding taxes payable (Note 20) 403,158 494,509 273,265 400,759
Advance rentals and others 334,562 683,490 192,065 275,560
Marginal deposits (Note 20) 333,844 325,098 333,844 322,951
Deferred tax liabilities (Note 23) 282,925 128,358 – –
Retirement benefit liability (Note 26) 267,068 312,129 91,255 51,258
Derivative liabilities (Note 8) 258,270 3,095 258,270 3,095
Due to BSP (Note 20) 232,052 227,688 212,027 209,606
Due to other banks (Note 20) – 23,435 – 23,435
Miscellaneous 1,976,961 1,092,411 1,497,550 643,444

P=21,311,939 P=21,472,712 P=12,922,659 P=11,740,640

As of December 31, 2006, liabilities of SPVs account represents the principal balance of the
senior notes carried in the accounts of CG3AMI and LNC3AMI, net of the costs and expenses.
For the year ended December 31, 2006, costs and expenses amounting to P=735.5 million are
credited in the process of consolidation to Miscellaneous income in the Group’s statements of
income (see Notes 9 and 22).

As of December 31, 2005, liabilities of SPV account represent the principal balance of senior
notes carried in the accounts of ARC, net of the costs and expenses.  For the year ended
December 31, 2005, costs and expenses amounting to P=400.0 million are credited in the process
of consolidation to Miscellaneous Income in the Group’s statements of income (see Notes 9 and 
22).
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20. Maturity Profile of Assets and Liabilities

The following tables present the assets and liabilities by contractual maturity, settlement, and 
expected recovery dates as of December 31, 2006 and 2005:

*Includes returned checks and other items, retirement asset, and pledged certificate of time deposit
(Forward)

Group
2006 2005

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousands)
Financial Assets – at gross
Cash and other cash items P=11,829,978 P=– P=11,829,978 P=14,248,931 P=– P=14,248,931
Due from BSP 54,326,823 – 54,326,823 20,685,847 – 20,685,847
Due from other banks 28,333,322 – 28,333,322 24,885,430 – 24,885,430
Interbank loans receivable and

SPURA 60,202,095 7,191,066 67,393,161 22,479,071 35,841,649 58,320,720
Financial assets at FVPL (Note 8) 2,693,616 4,995,481 7,689,097 4,421,425 7,534,877 11,956,302
AFS investments (Note 8) 33,474,688 56,963,613 90,438,301 42,345,251 43,654,200 85,999,451
HTM investments (Note 8) 7,441,666 11,994,704 19,436,370 6,808,860 9,510,813 16,319,673
Receivables from customers (Note 9) 187,504,898 95,350,449 282,855,347 174,720,143 99,170,282 273,890,425
Unquoted debt securities (Note 9) 2,485,699 8,002,429 10,488,128 – 8,706,476 8,706,476
Accrued interest receivable

(Note 9 ) 5,990,202 16,475 6,006,677 5,637,117 284,496 5,921,613
Accounts receivable (Note 9) 2,352,918 29,278 2,382,196 3,076,005 2,377,757 5,453,762
Sales contract receivable (Note 9) 128,409 1,196,659 1,325,068 776,707 577,268 1,353,975
Other receivables (Note 9) 2,358,399 – 2,358,399 161,071 – 161,071
Other assets (Note 13)

Asset held by SPV – 12,666,124 12,666,124 – 16,648,970 16,648,970
Other investments 5,292 22,132 27,424 13,114 13,279 26,393
Others* 829,821 11,662 841,483 893,334 13,076 906,410

399,957,826 198,440,072 598,397,898 321,152,306 224,333,143 545,485,449
Nonfinancial Assets – at gross
Property and Equipment (Note 10) – 19,776,006 19,776,006 – 18,776,222 18,776,222
Investment in Subsidiaries

(Note 11) – 13,637 13,637 – 8,635 8,635
Investment in Associates and Joint

Ventures (Note 11) – 7,848,142 7,848,142 – 6,841,993 6,841,993
Investment Properties (Note 12) – 39,734,187 39,734,187 – 38,873,491 38,873,491
Other Assets (Note 13) – 20,364,885 20,364,885 – 16,332,732 16,332,732

– 87,736,857 87,736,857 – 80,833,073 80,833,073
Total P=399,957,826 P=286,176,929 686,134,755 P=321,152,306 P=305,166,216 626,318,522
Less:
Unearned interest and discounts

(Note 9) 4,317,574 4,260,396
Accumulated depreciation

(Notes 10 and 12) 13,056,376 11,807,049
Allowance for impairment and

credit losses (Note 14) 19,973,973 25,149,363
Total P=648,786,832  P=585,101,714
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(In Thousands)
Financial Liabilities
Deposit liabilities
Demand P=19,613,512 P=2,514,414 P=22,127,926 P=17,163,514 P=4,013,952 P=21,177,466
Savings 274,815,523 7,065,876 281,881,399 285,096,033 4,979,392 290,075,425
Time 162,512,052 23,360,795 185,872,847 92,540,831 20,454,251 112,995,082

456,941,087 32,941,085 489,882,172 394,800,378 29,447,595 424,247,973
Bills payable (Note 16) 39,339,539 838,685 40,178,224 56,911,596 4,247,421 61,159,017
Manager’s checks and demand

drafts outstanding 1,580,398 – 1,580,398 1,167,278 – 1,167,278
Accrued interest and other

expenses (Note 17) 4,566,615 165,840 4,732,455 5,766,637 – 5,766,637
Subordinated debt (Note 18) – 17,796,371 17,796,371 – 17,072,464 17,072,464
Other liabilities (Note 19):

Bills purchased-contra 6,857,499 – 6,857,499 6,124,695 264,948 6,389,643
Liabilities of SPV 5,793,186 – 5,793,186 – 6,332,477 6,332,477
Accounts payable 2,933,235 9,084 2,942,319 3,335,610 – 3,335,610
Outstanding acceptances 1,159,392 12,857 1,172,249 1,808,286 24,992 1,833,278
Dividends payable 457,846 – 457,846 291,491 – 291,491
Marginal deposits 333,844 – 333,844 325,098 – 325,098
Retirement liability – 267,068 267,068 – – –
Derivative liabilities 258,270 – 258,270 3,095 – 3,095
Due to BSP 232,052 – 232,052 209,605 18,083 227,688
Due to other banks – – – 23,435 – 23,435

520,452,963 52,030,990 572,483,953 470,767,204 57,407,980 528,175,184
Nonfinancial Liabilities
Accrued income taxes (Note 17) 1,129,860 – 1,129,860 791,535 – 791,535
Withholding taxes payable

(Note 19) 403,158 – 403,158 494,509 – 494,509
Other liabilities (Note 19) – 2,594,448 2,594,448 – 2,216,388 2,216,388

P=521,985,981 P=54,625,438 P=576,611,419 P=472,053,248 P=59,624,368  P=531,677,616

Parent Company
2006 2005

Due Within Due Beyond Due Within Due Beyond
One Year One Year Total One Year One Year Total

(In Thousands)
Financial Assets – at gross
Cash and other cash items P=10,544,335 P=– P=10,544,335 P=8,849,442 P=– P=8,849,442
Due from BSP 46,582,326 – 46,582,326 18,547,970 – 18,547,970
Due from other banks 23,059,240 – 23,059,240 22,692,877 – 22,692,877
Interbank loans receivable and

securities purchased under
agreements to resell 59,072,095 7,191,066 66,263,161 20,428,341 35,841,649 56,269,990

Financial assets at FVPL (Note 8) 972,566 3,750,046 4,722,612 4,187,425 2,716,988 6,904,413
AFS investments (Note 8) 28,023,514 33,350,720 61,374,234 24,049,622 46,163,236 70,212,858
HTM investments (Note 8) 7,441,666 4,193,320 11,634,986 5,734,626 1,476,570 7,211,196
Receivables from customers

(Note 9) 161,238,327 71,362,791 232,601,118 157,399,753 70,786,998 228,186,751
Unquoted debt securities (Note 9) – 13,187,669 13,187,669 – 14,420,136 14,420,136
Accrued interest receivable

(Note 9) 4,647,451 – 4,647,451 5,042,065 – 5,042,065
Accounts receivable (Note 9) 1,929,838 – 1,929,838 2,708,778 – 2,708,778
Sales contract receivable (Note 9) 706,108 631,199 1,337,307 822,594 534,486 1,357,080
Other receivables (Note 9) 172,261 – 172,261 161,071 – 161,071
Other assets (Note 13)

Other investments – 13,135 13,135 – 14,453 14,453
Others* 809,477 – 809,477 871,857 – 871,857

345,199,204 133,679,946 478,879,150 271,496,421 171,954,516 443,450,937
*includes returned checks and other items, retirement asset, and pledged certificate of time deposit

(Forward)

Group
2006 2005

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total
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Parent Company
2006 2005

Due Within Due Beyond Due Within Due Beyond
One Year One Year Total One Year One Year Total

(In Thousands)
Nonfinancial Assets - at gross
Property and Equipment (Note 10) P=– P=16,084,564 P=16,084,564 P=– P=15,721,212 P=15,721,212
Investment in Subsidiaries

(Note 11) – 25,082,696 25,082,696 – 24,402,324 24,402,324
Investment in Associates and Joint

Ventures (Note 11) – 1,263,215 1,263,215 – 1,348,215 1,348,215
Investment Properties (Note 12) – 32,491,321 32,491,321 – 32,038,472 32,038,472
Other Assets (Note 13) – 11,337,154 11,337,154 – 7,515,164 7,515,164

– 86,258,950 86,258,950 – 81,025,387 81,025,387
Total P=345,199,204 P=219,938,896 565,138,100 P=271,496,421 P=252,979,903 524,476,324
Less:
Unearned interest and discounts

(Note 9) 1,285,378 1,475,502
Accumulated depreciation

(Notes 10 and 12) 11,177,792 10,436,533
Allowance for impairment and

credit losses (Note 14) 16,667,484 20,247,366
Total P=536,007,446 P=492,316,923
Financial Liabilities
Deposit liabilities
Demand P=21,379,853 P=– P=21,379,853 P=19,296,873 P=– P=19,296,873
Savings 273,717,695 – 273,717,695 281,679,004 – 281,679,004
Time 125,477,305 17,428,518 142,905,823 63,486,945 14,676,415 78,163,360

420,574,853 17,428,518 438,003,371 364,462,822 14,676,415 379,139,237
Bills payable (Note 16) 1,445,375 220,107 1,665,482 29,243,834 3,625,558 32,869,392
Manager’s checks and demand

drafts outstanding 1,225,841 – 1,225,841 979,062 – 979,062
Accrued interest and other

expenses (Note 17) 3,524,431 – 3,524,431 4,279,031 – 4,279,031
Subordinated debt (Note 18) – 15,830,440 15,830,440 – 17,072,464 17,072,464
Other liabilities (Note19):

Bills purchased – contra 6,723,016 – 6,723,016 6,264,948 – 6,264,948
Accounts payable 1,801,394 – 1,801,394 1,736,201 – 1,736,201
Outstanding acceptances 1,092,186 12,857 1,105,043 1,784,391 24,992 1,809,383
Dividends payable 434,930 – 434,930 – – –
Marginal deposits 333,844 – 333,844 322,951 – 322,951
Retirement liability – 91,255 91,255 – 51,258 51,258
Due to BSP 212,027 – 212,027 209,606 – 209,606
Derivative liabilities 258,270 – 258,270 3,095 – 3,095
Due to other banks – – – 23,435 – 23,435

437,626,167 33,583,177 471,209,344 409,309,376 35,450,687 444,760,063
Nonfinancial Liabilities
Accrued income taxes (Note 17) 881,744 – 881,744 639,974 – 639,974
Withholding taxes payable

(Note 19) 273,265 – 273,265 400,759 – 400,759
Other liabilities (Note 19) – 1,689,615 1,689,615 – 919,004 919,004

P=438,781,176 P=35,272,792 P=474,053,968 P=410,350,109 P=36,369,691 P=446,719,800
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21. Long-term Leases

The Parent Company leases the premises occupied by some of its branches (about 52.0% and 51%
of the branch sites in 2006 and 2005, respectively are Parent Company-owned). Also, some of its
subsidiaries lease the premises occupied by their Head Offices and most of their branches. The
lease contracts are for periods ranging from 1 to 25 years and are renewable at the Group’s option
under certain terms and conditions. Various lease contracts include escalation clauses, most of
which bear an annual rent increase of 5.0%-10.0%. As of December 31, 2006 and December 31, 
2005, the Group had no contingent rent payable.

Rent expense for the years ended December 31, 2006, 2005 and 2004 (included in Occupancy and 
Equipment-related Costs) amounted to P=788.5 million, P=723.2 million and P=778.4 million,
respectively, for the Group and P=458.6 million, P=452.0 million and P=473.3 million, respectively,
for the Parent Company.

Future minimum rentals payable under non-cancelable operating leases are as follows:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Within one year P=342,920 P=412,113 P=169,759 P=225,360
After one year but not more than five years 1,014,502 1,248,942 467,135 651,330
After more than five years 478,686 818,533 306,573 562,226

P=1,836,108 P=2,479,588 P=943,467 P=1,438,916

The Group has entered into commercial property leases on its investment property portfolio,
consisting of the Group’s surplus office and Real and other properties acquired. These non-
cancelable leases have remaining non-cancelable lease terms between 1 and 20 years.

Leasing income of the Parent Company amounting to P=303.1 million, P=314.3 million and 
P=251.7 million for the years ended December 31, 2006, 2005 and 2004, respectively, are shown in
the statements of income.

Future minimum rentals receivable under non-cancelable operating leases are as follows:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Within one year P=118,065 P=117,732 P=116,594 P=99,636
After one year but not more than five years 223,314 188,786 199,843 181,073
After more than five years 21,474 17,449 9,450 17,449

P=362,853 P=323,967 P=325,887 P=298,158

22. Miscellaneous Income/Expenses

Miscellaneous income of the Group includes net losses of CG3AMI and LNC3AMI and ARC
amounting to P=0.7 billion, P=0.4 billion and P=1.4 billion for the years ended December 31, 2006, 
2005 and 2004, respectively, as discussed in Note 19. 
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Miscellaneous expenses for the years ended December 31, 2006, 2005 and 2004 consist of:

Group Parent Company
2006 2005 2004 2006 2005 2004

(In Thousands)
Security, messengerial and janitorial P=946,198 P=788,977 P=744,119 P=744,983 P=623,944 P=599,055
Insurance 916,271 861,414 812,821 787,508 729,071 728,576
Litigation 696,859 913,285 661,244 571,721 579,079 591,042
Information technology 524,581 561,526 394,829 488,744 489,405 426,066
Advertising 402,841 254,292 117,266 57,034 49,229 52,875
Management and professional fees 339,145 223,313 454,204 427,082 313,799 346,531
Communication 274,861 230,804 254,121 99,072 104,549 150,790
Supervision fees 262,951 241,414 214,438 212,027 209,606 199,336
Stationery and supplies used 233,580 211,384 199,928 129,671 118,042 145,223
Transportation and travel 218,671 188,815 173,312 145,755 128,228 118,872
Entertainment, amusement and

recreation (EAR) (Note 23) 182,113 131,110 116,655 156,235 104,881 96,413
Miscellaneous 1,606,170 1,280,907 815,026 1,038,957 733,457 459,111

P=6,604,241 P=5,887,241 P=4,957,963 P=4,858,789 P=4,183,290 P=3,913,890

23. Income and Other Taxes

Under Philippine tax laws, the RBU of the Parent Company and its domestic subsidiaries are
subject to percentage and other taxes (presented as Taxes and Licenses in the statements of
income) as well as income taxes.  Percentage and other taxes paid consist principally of gross
receipts tax or GRT and documentary stamp taxes.

Income taxes include corporate income tax, as discussed below, and final taxes paid at the rate of
20%, which is a final withholding tax on gross interest income from government securities and 
other deposit substitutes.  Prior to November 1, 2005, the regular corporate income tax (RCIT)
rate was 32%.  Starting November 1, 2005 RCIT is 35%. Interest allowed as a deductible expense
is reduced by an amount equivalent to 38% (until October 31, 2005) and 42% (starting November
1, 2005) of interest income subjected to final tax.

Republic Act (RA) No. 9337, An Act Amending National Internal Revenue Code, provides that
effective July 1, 2005, the RCIT rate shall be 35% until December 31, 2008. Starting January 1, 
2009, the regular corporate income tax rate shall be 30%. However, such amendment was the
subject of a restraining order by the Supreme Court. On October 28, 2005, the Supreme Court
lifted the restraining order and ruled that the amendment was in effect starting November 1, 2005. 

Current tax regulations also provide for the ceiling on the amount of EAR expense (see Note 22)
that can be claimed as a deduction against taxable income. Under the regulation, EAR expense
allowed as a deductible expense for a service company like the Parent Company and some of its
subsidiaries is limited to the actual EAR paid or incurred but not to exceed 1% of net revenue.
The regulations also provide for MCIT of 2% on modified gross income and allow a NOLCO.
The MCIT and NOLCO may be applied against the Group’s income tax liability and taxable
income, respectively, over a three-year period from the year of inception.
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FCDU offshore income (income from non-residents) is tax-exempt while gross onshore income
(income from residents) is subject to 10% income tax. In addition, interest income on deposit
placements with other FCDUs and offshore banking units (OBUs) is taxed at 7.50%. Income
derived by the FCDU from foreign currency transactions with non-residents, OBUs, local
commercial banks including branches of foreign banks is tax-exempt while interest income on 
foreign currency loans from residents other than OBUs or other depository banks under the
expanded system is subject to 10% income tax.

The provision for income tax for the years ended December 31, 2006, 2005 and 2004 consists of:

Group Parent Company
2006 2005 2004 2006 2005 2004

(In Thousands)
Current:

Final tax P=1,073,052 P=727,098 P=1,076,449 P=765,050 P=453,460 P=903,298
RCIT* 639,710 451,448 444,318 97,057 148,367 103,540

MCIT 234,821 238,585 172,070 234,820 202,141 140,331
1,947,583 1,417,131 1,692,837 1,096,927 803,968 1,147,169

Deferred* (2,723,251) 549,734 (448,203) (2,658,670) 857,155 (544,574)
(P=775,668) P=1,966,865 P=1,244,634 (P=1,561,743) P=1,661,123 P=602,595

* Includes income taxes of foreign subsidiaries.

Components of net deferred tax assets (included in Other assets) follow:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Deferred tax asset on:

Allowance for impairment losses P=3,459,045 P=2,547,176 P=2,700,608 P=1,761,122
NOLCO 1,992,748 1,850,463 1,992,748 1,298,513
Accumulated depreciation of

investment properties 1,160,352 847,575 1,075,896 771,351
Unamortized past service cost 483,972 552,397 431,603 505,158
Accrued expenses 302,639 80,197 244,922 60,043
Accrued retirement liability 83,729 106,388 31,938 17,940
Unearned rental income 9,182 3,982 9,182 7,657
Unamortized deferred charges (74,311) – – –
Others 79,246 15,651 18,384 15,652
MCIT 168,642 24,608 124,698 –

7,665,244 6,028,437 6,629,979 4,437,436
Deferred tax liability on:

Unrealized gain on initial
measurement of investment
properties 1,020,442 1,033,715 862,057 828,962

Unrealized gain on Financial assets
at FVPL 60,824 16,241 60,824 16,241

Unrealized gain on AFS
investments 32,715 313,028 32,715 313,028

Prepaid retirement – 3,458 – –
Unrealized foreign exchange gains

(losses) - net (133,602) 214,967 (58,643) 171,092
980,379 1,581,409 896,953 1,329,323

Net deferred tax assets (Note 13) P=6,684,865 P=4,447,028 P=5,733,026 P=3,108,113

(Forward)
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Group Parent Company
2006 2005 2006 2005

(In Thousands)
Deferred tax asset on:

Allowance for impairment losses P=6,165 P=13,089 P=– P=–
Accumulated depreciation of

investment properties 2,366 – – –
Unamortized past service cost 2,820 1,785 – –
Accrued expenses 504 871 – –
Unearned rental income 419 274 – –
Others (4,651) – – –

7,623 16,019 – –
Deferred tax liability on:

Leasing income differential
between finance and operating
lease method 153,277 143,943 – –

Unrealized gain on AFS
investments 136,152 – – –

Prepaid retirement 1,119 – – –
Unrealized gain on initial

measurement of investment
properties – 434 – –

290,548 144,377 – –
Net deferred tax liabilities (Note 19) P=282,925 P=128,358 P=– P=–

As of December 31, 2006 and 2005, the Parent Company and certain subsidiaries did not
recognize deferred tax assets on the following temporary differences:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Allowance for impairment losses P=8,654,961 P=14,125,685 P=7,909,010 P=13,500,583
Accumulated depreciation 257,440 364,388 – –
MCIT 468,901 262,641 451,510 241,559
NOLCO 966,325 64,852 – –
Others – 46,815 – –

P=10,347,627 P=14,864,381 P=8,360,520 P=13,742,142

The Group believes that it is not reasonably probable that the tax benefits of these temporary
differences will be realized in the future (see Note 3).

There are no income tax consequences attaching to the payment of dividends by the Group to the
shareholders of the Group.

Deferred tax charged to equity relates to unrealized gain on AFS investments.

Details of the Parent Company’s NOLCO follow (in thousands):

Inception Year Amount Used/Expired Balance Expiry Year
2003 P=1,114,736 P=1,114,736 P=– 2006
2005 2,595,300 – 2,595,300 2008
2006 3,683,312 – 3,683,312 2009

P=7,393,348 P=1,114,736 P=6,278,612
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Details of the Parent Company’s MCIT follow (in thousands):

Inception Year Amount Used/Expired Balance Expiry Year
2003 P=101,228 P=101,228 P=– 2006
2004 140,157 – 140,157 2007
2005 203,043 – 203,043 2008
2006 233,008 – 233,008 2009

677,436 P=101,228 P=576,208

A reconciliation of the statutory income tax rate to effective income tax rate for the year ended 
December 31, 2006 and 2005 follows:

Group Parent Company
2006 2005 2004 2006 2005 2004

Statutory income tax rate 35.00% 32.50% 32.00% 35.00% 32.50% 32.00%
Tax effect of:

Tax-paid and tax-exempt income (38.98) (19.44) (16.96) (40.48) (17.41) (33.74)
Nonrecognition of deferred tax asset (26.35) 16.28 0.50 (36.04) 17.86 12.75
FCDU income (17.36) (2.41) (7.33) (21.00) (12.45) (11.02)
Nondeductible interest expense 12.36 1.85 8.32 13.81 9.60 8.23
Others - net 20.70 2.73 4.74 4.57 (2.35) 4.07

Effective income tax rate (14.63%) 31.51% 21.27% (44.14%) 27.75% 12.29%

Following are the applicable taxes and tax rates for the foreign branches of the Parent Company:

Income Tax VAT Capital/ Surplus Tax
Foreign Branches 2006 2005 2006 2005 2006 2005
United States of America:

Guam Branch (US $) 4.00% 4.00% – –
$50,000 and below 15.00% 15.00%
>$50,000 up to $75,000 25.00% 25.00%
>$75,000 up to 10,000,000 34.00% 34.00%
>$10,000,000 and above 35.00% 35.00%
New York Branch 34.00% 34.00% 8.625% 8.625% – –

Japan - Tokyo and Osaka Branches 40.70% 40.70% 0.504% 0.504% 0.21% 0.21%

Korea – Seoul and Pusan Branches 10.00% 10.00% 11.00% 11.00%
Up to KRW 100,000,000 14.30% 14.30%
Above KRW 100,000,000 27.50% 20.50%

China – Shanghai Branch 33.00% 33.00% 4.00% 4.00% – –

Taiwan - Taipei Branch 25.00% 25.00% 5.00% 5.00% – –
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24. Capital Stock

This account consists of:

2006 2005 2004
(In Thousands, except par value

and number of shares)
Common stock - P=20 par value

Authorized - 2,500,000,000 shares
Issued - 1,807,269,350 shares in 2006 

and 1,633,650,950 in 2005 and 
2004) P=36,145,387 P=32,673,019 P=32,673,019

Hybrid capital securities 6,351,110 – –
P=42,496,497 P=32,673,019 P=32,673,019

As authorized by the BOD on May 10, 2006, the Parent Company issued on October 26, 2006 a
total of 173,618,400 common shares (the “Offer Shares”) out of its authorized but unissued
shares of common stock at P=38.00 per Offer Share (the “Offer Price”). These shares were listed
in the PSE on October 26, 2006. Of the Offer Shares issued, 164,937,500 shares (the
“International Offer Shares”), subject to clawback and reallocation, were offered and sold outside
the U.S. to non-U.S. persons in reliance on Regulation S under the U.S. Securities Act of 1933, as
amended, and within the United States to qualified institutional buyers in reliance on Rule 144A
under the U.S. Securities Act, while 8,680,900 shares (the “Domestic Offer Shares”), subject to
clawback and reallocation, were offered to all trading participants of the PSE in the Philippines.
The Offer Shares have not been registered under the U.S. Securities Act.

In its resolution dated May 10, 2006, the BOD of the Parent Company authorized the issuance of
up to maximum of 203,605,263 shares out of its authorized but unissued common stock at the
issue price determined by the President based on the offer price range of plus or minus 10.0%
from the 10-day volume weighted average price of the common stock as of pricing date. This
authorization supersedes and cancels the previous authorization made by the BOD on March 3, 
2005 as discussed in the succeeding paragraph.

The resolution made on March 3, 2005 by the BOD of the Parent Company authorized the
issuance of up to a maximum of 350,000,000 shares out of the authorized but unissued capital
stock of the Parent Company at the issue price to be determined by the President based on a 0.0%
to 10.0% discount to either the closing price on the trading day preceding the pricing date or the
weighted average price of the shares in the last 10 trading days preceding the pricing date. On
March 7, 2005, the BSP approved the said issuance.
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There was no issuance of shares in 2005 and 2004. 

Details of the Parent Company’s dividend distributions follow:

Dividend
Date of Declaration Per Share Total Amount Date of BSP Approval Record date Payment date
December 15, 2003 P=0.40 P=653,460,380 January 12, 2004 January 30, 2004 February 12, 2004
April 28, 2004 P=0.40 P=653,460,380 May 20, 2004 June 10, 2004 June 22, 2004
November 25, 2004 P=0.40 P=653,460,380 January 7, 2005 February 3, 2005 February 14, 2005
April 11, 2005 P=0.60 P=980,190,570 May 5, 2005 May 24, 2005 May 31, 2005
October 19, 2005 P=0.40 P=653,460,380 November 16, 2005 December 8, 2005 December 12, 2005 
December 6, 2006 P=0.60 P=1,084,361,609 December 14, 2006 December 22, 2006 January 18, 2007

Hybrid capital securities (HT1 Capital) represents US$125.0 million, 9.00% non-cumulative step-
up callable perpetual capital securities issued by the Parent Company on February 15, 2006 
pursuant to a trust deed between the Parent Company and The Bank of New York (Trustee) with a 
liquidation preference of US$100,000 per capital security. The Parent Company has received
approval in-principle from the Singapore Exchange Securities Trading Limited (SGX-ST) for the
listing and quotation of the HT1 Capital Securities on the SGX-ST in a minimum board lot size of
US$200,000. The HT1 Capital is governed by English law except on certain clauses in the Trust
Deed which are governed by Philippine law.

The Parent Company’s BOD approved the issuance of the HT1 Capital Securities on December 9, 
2005. On February 2, 2006, the BSP approved the issuance of up to US$125.0 million HT1
Capital which is eligible to qualify as Tier 1 capital of the Parent Company subject to the
limitation based on BSP Circular No. 503 issued on December 22, 2005. The proceeds from such
issuance amounting to US$123.1 million, net of fee and other charges is used to strengthen the
capital base of the Group and for working capital purposes of the Parent Company.

Basic features of the HT1 Capital follow:

• Coupons - bear interest at 9.0% per annum payable semi-annually in arrear from (and
including) February 15, 2006 to (but excluding) February 15, 2016, and thereafter at a rate,
reset and payable quarterly in arrear, of 6.1% per annum above the then prevailing London
interbank offered rate for three-month U.S. dollar deposits. Under certain conditions
specified in the terms of the issuance, the Parent Company is not obliged to make any coupon 
payment if the BOD of the Parent Company, in its absolute discretion, elects not to make any
coupon payment in whole or in part.

• Coupon Payment Dates - payable on February 15 and August 15 in each year, commencing on 
August 15, 2006 (in respect of the period from (and including) February 15, 2006 to (but
excluding) August 15, 2006) and ending on February 15, 2016 (first optional redemption
date); thereafter coupon amounts will be payable (subject to adjustment for days which are
not business days) on February 15, May 15, August 15 and November 15 in each year
commencing on May 15, 2016. 
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• Dividend and Capital Stopper - in the event that any coupon payment is not made, the Parent
Company: (a) will not declare or pay any distribution or dividend or make any other payment
on, and will procure that no distribution or dividend or other payment is made on any junior
share capital or any parity securities; or (b) will not redeem, purchase, cancel, reduce or
otherwise acquire any junior share capital or any parity securities.  Such dividend and capital
stopper shall remain in force so as to prevent the Parent Company from undertaking any such
declaration, payment or other activity unless and until payment is made to the holders in an 
amount equal to the unpaid amount, if any, of coupon payments in respect of coupon periods
in the 12 months including and immediately preceding the date such coupon payment was
due, and the BSP does not otherwise object.

• Redemption

- the HTI Capital may be redeemed at the option of the Parent Company (but not the
holders) under optional redemption, tax event call, and regulatory event call, subject to
limitation of the terms of the issuance.

- the HTI Capital may not be redeemed (i) for so long as the dividend and capital stopper is
in force; and (ii) without the prior written approval of the BSP which, as of February 8, 
2006, is subject to the following conditions: (a) the Parent Company’s capital adequacy
must be at least equal to the minimum capital ratio required by the BSP; and (b) the HTI
Capital Securities are simultaneously replaced with the issue of new capital which is
neither smaller in size nor lower in quality than the original issue.

In addition, the HT1 Capital is unsecured and subordinated to the claims of senior creditors. In
the event of the dissolution or winding-up of the Parent Company, holders will be entitled, subject
to satisfaction of certain conditions and applicable law, to receive a liquidation distribution
equivalent to the liquidation preference. Also, the HT1 Capital is not treated as deposit of the
Parent Company and is not guaranteed or insured by the Parent Company or any of its related
parties or the PDIC and these may not be used as collateral for any loan availments of the Parent
Company or any of its subsidiaries or affiliates.

The Parent Company or any of its subsidiaries may not at any time purchase HTI Capital except
as permitted under optional redemption, tax event call, and regulatory event call as described in
the terms of issuance.

The HTI Capital is sold to non-U.S. persons outside the United States pursuant to Regulation S 
under the U.S. Securities Act of 1933, as amended, and represented by a global certificate
registered in the name of a nominee of, and deposited with, a common depositary for Euroclear
and Clearstream.

The Parent Company paid the first semi-annual coupon payment due on August 15, 2006 in the
amount of US$5.625 million after obtaining BSP approval on August 8, 2006. 

The determination of the Parent Company’s compliance with regulatory requirements and ratios is
based on the amount of the Parent Company’s “unimpaired capital” (regulatory net worth) as
reported to the BSP, which is determined on the basis of regulatory accounting policies which
differ from PFRS in some respects.
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Specifically under existing BSP regulations, the combined capital accounts of the Parent
Company should not be less than an amount equal to ten percent (10.0%) of its risk assets. Risk
assets consist of total assets less cash on hand, due from BSP, loans covered by hold-out on or
assignment of deposits, loans or acceptances under letters of credit to the extent covered by
margin deposits and other non-risk items determined by the MB of the BSP.

Under BSP Circular No. 360, effective July 1, 2003, the capital-to-risk assets ratio (CAR) is to be 
inclusive of a market risk charge. Using this formula, the CAR of the Group was 17.7% and 
17.1% as of December 31, 2006 and 2005, respectively, while that of the Parent Company was
15.9% and 13.2%, respectively.

25. Surplus Reserves

This account consists of:

2006 2005 2004
(In Thousands)

Reserve for trust business P=410,970 P=313,364 P=252,214
Reserve for self-insurance 225,315 203,815 182,315

P=636,285 P=517,179 P=434,529

In compliance with existing BSP regulations, 10.0% of the Parent Company’s income from trust
business is appropriated to surplus reserves. This yearly appropriation is required until the
surplus reserve for trust business equals 20.0% of the Parent Company’s regulatory net worth.

Reserve for self-insurance represents the amount set aside to cover losses due to fire, defalcation
by and other unlawful acts of the Parent Company’s personnel or third parties.

26. Retirement Plan and Other Employee Benefits

The Group and most of its subsidiaries have funded noncontributory defined benefit retirement
plan covering all their respective permanent and full-time employees.

The principal actuarial assumptions used in determining retirement liability of the Parent
Company and significant subsidiaries as of January 1, 2006 and 2005 are shown below:

As of January 1, 2006
Parent

Company FMIC PSBank MTI MCC OMLFC
Average remaining

working life 13.00 years
11.00 to
17.00 years 27.00 years 15.00 years 25.00 years 25.00 years

Discount rate 11.50% 11.00% 11.90% 7.00% 8.28% 13.0%
Expected rate of return

on assets 9.00% 10.00% 10.00% 6.00% 9.50% 8.5%
Future salary increases 8.00% 10.00% 8.23% 10.00% 9.00% 7.0%
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As of January 1, 2005
Parent

Company FMIC PSBank MTI MCC OMLFC
Average remaining

working life 20.80 years
11.00 to
17.00 years 27.00 years 15.00 years 25.00 years 25.00 years

Discount rate 14.09% 12.00% 14.49% 14.00% 12.00% 14.00%
Expected rate of return

on assets 6.00% 10.00% 10.00% 9.00% 9.50% 8.08
Future salary increases 6.00% 10.00% 10.00% 8.00% 9.00% 2.0%

For employees of the Parent Company, retirement from service is compulsory upon the attainment
of the 55th birthday or 30th year of service, whichever comes first.

The overall expected rate of return on plan assets is determined based on the market prices
prevailing on that date applicable to the period over which the obligation is to be settled.

The amounts recognized in the Parent Company’s statement of condition are as follows (in
thousands):

Group Parent
2006 2005 2006 2005

Present value of the obligation P=5,653,090 2,612,975 P=4,795,334 P=2,078,206
Fair value of plan assets 3,488,244 2,743,033 3,027,942 2,455,862
Present value of unfunded obligation (excess

of fair value of plan assets over present
value of obligation) 2,164,846 (130,058) 1,767,392 (377,656)

Unrecognized actuarial gains (losses) (1,906,761) 429,063 (1,676,137) 428,914
Unrecognied past service cost-nonvested

benefits (2,679) 48 – –
Net pension liability P=255,406 P=299,053 P=91,255 P=51,258

Net pension liability (asset) is included in the statement of condition as follows (in thousands):

Group Parent
2006 2005 2006 2005

Net pension (asset) (Note 13) (P=11,662) (P=13,076) P=– P=–
Net pension liability (Note 19) 267,068 312,129 91,255 51,258
Net pension liability P=255,406 P=299,053 P=91,255 P=51,258

As of December 31, 2006 and 2005, discount rates used by the Parent Company in computing for
the present value of the obligation are 8.00% and 11.50%, respectively.

The movements in the retirement liability recognized in the Parent Company’s statements of
condition follow (in thousands):

Group Parent
2006 2005 2006 2005

Balance at beginning of year P=299,053 P=1,546,775 P=51,258 P=1,304,332
Retirement expense 358,731 442,775 270,712 362,965
Contribution paid (402,378) (1,690,497) (230,715) (1,616,039)
Balance at end of year P=255,406 P=299,053 P=91,255 P=51,258
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Changes in the present value of the defined benefit obligation are as follows (in thousands):

Group Parent
2006 2005 2006 2005

Balance, beginning of year P=2,612,975 P=2,512,968 P=2,078,206 P=2,073,731
Current service cost 316,915 173,204 266,848 135,006
Interest cost 304,504 354,800 238,994 292,189
Past service cost 3,169 – – –
Benefits paid (467,494) (464,694) (393,269) (422,720)
Actuarial loss 2,883,021 36,697 2,604,555 -
Balance, end of year P=5,653,090 P=2,612,975 P=4,795,334 P=2,078,206

The movements in the fair value of plan assets recognized follow (in thousands):

Group Parent
2006 2005 2006 2005

Balance at beginning of year P=2,743,033 P=1,239,985 P=2,455,862 P=1,028,809
Actual return on plan assets 810,327 277,245 734,634 233,734
Contribution paid by employer 402,378 1,690,497 230,715 1,616,039
Benefits paid (467,494) (464,694) (393,269) (422,720)
Balance at end of year P=3,488,244 P=2,743,033 P=3,027,942 P=2,455,862

The expected return on the plan assets of the Parent Company for the years ended December 31, 
2006 and 2005 amounted to a gain of P=221.0 million and P=61.7 million, respectively, while
actuarial gains amounted to P=513.6 million and P=172.0 million, respectively. The Parent
Company expects to contribute P=543.9 million to its defined benefit pension plan in 2007. 

The major categories of plan assets as a percentage of the fair value of total plan assets are as
follows:

Group Parent
2006 2005 2006 2005

Debt instruments 83.5% 81.4% 88.6% 85.1%
Equity instruments 15.1% 17.3% 10.1% 13.7%
Other assets 1.4% 1.3% 1.3% 1.2%

100.0% 100.0% 100.0% 100.0%

The amounts included in Compensation and Fringe Benefits in the Parent Company’s statement of
income follow (in thousands):

Group Parent
2006 2005 2006 2005

Current service cost P=316,915 P=173,204 P=266,848 P=135,006
Interest cost 304,504 354,800 238,994 292,189
Expected return on plan assets (248,415) (81,734) (221,028) (61,729)
Net actuarial gains recognized during the year (14,764) (3,495) (14,102) (2,501)
Past service cost 491 – – –

P=358,731 P=442,775 P=270,712 P=362,965

—  F-85  —



- 76 -

*SGVMC109114*�

Amounts for the current and previous years are as follows:

Group Parent
2006 2005 2006 2005

Present value of funded obligation P=5,653,090 P=2,612,975 P=4,795,334 P=2,078,206
Fair value of plan assets (3,488,244) (2,743,033) (3,027,942) (2,455,862)
Funded status 2,164,846 (130,058) 1,767,392 (377,656)
Experience adjustment on plan liabilities 273,323 34,841 166,647 –
Experience adjustment on plan assets 549,463 197,180 513,605 172,005

In addition, the Parent Company has a Provident Plan which is a supplementary contributory
retirement plan to and forms part of the main plan, the Retirement Plan, for the exclusive benefit
of eligible employees of the Parent Company in the Philippines. Based on the provisions of the
plan, upon retirement or resignation, a member shall be entitled to receive as retirement or
resignation benefits 100% of the accumulated value of his personal contribution plus a percentage
of the accumulated value arising from the Parent Company’s contributions for him in accordance
with the completed number of years serviced. The Parent Company’s contribution to the
Provident Fund for the years ended December 31, 2006 and 2005 amounted to P=79.2 million and 
P=82.5 million, respectively.

As of December 31, 2006 and 2005, the retirement fund of the Parent Company’s employees
amounting to P=3.0 billion and P=2.5 billion, respectively, is being managed by the Parent
Company’s Trust Banking Group.

Directors’ fees and bonuses for the years ended December 31, 2006, 2005 and 2004 amounted to
P=31.6 million, P=33.3 million and P=50.5 million, respectively. On the other hand, officers’
compensation and benefits aggregated to P=2.2 billion, P=2.0 billion and P=1.8 billion for the years
ended December 31, 2006, 2005 and 2004, respectively.

27. Related Party Transactions

In the ordinary course of business, the Group has loan transactions with investees and with certain
directors, officers, stockholders and related interests (DOSRI). Existing banking regulations limit
the amount of individual loans to DOSRI, 70% of which must be secured, to the total of their
respective deposits and book value of their respective investments in the lending company within
the Group. In the aggregate, loans to DOSRI generally should not exceed the respective total
equity or 15% of total loan portfolio, whichever is lower, of the Parent Company, PSBank, and 
FMIC.

BSP Circular No. 423 dated March 15, 2004 amended the definition of DOSRI accounts.
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The following table shows information relating to the loans, other credit accommodations and 
guarantees classified as DOSRI accounts under regulations existing prior to said circular, and new
DOSRI loans, other credit accommodations granted under said circular (amounts in thousands) as
of December 31, 2006 and 2005:

Group Parent Company
2006 2005 2006 2005

Total outstanding DOSRI accounts P=11,777,007 P=13,128,082 P=10,185,533 P=11,636,963
Percent of DOSRI accounts granted

prior to effectivity of BSP
Circular No. 423 to total loans 3.73% 4.76% 3.85% 5.06%

Percent of DOSRI accounts granted
after effectivity of BSP Circular
No. 423 to total loans 0.43% 0.04% 0.53% 0.04%

Percent of DOSRI accounts to total
loans 4.16% 4.80% 4.38% 5.10%

Percent of unsecured DOSRI accounts
to total DOSRI accounts 12.95% 10.80% 12.84% 9.22%

Percent of past due DOSRI accounts
to total DOSRI accounts 0.24% 0.01% 0.27% 0.01%

Percent of nonaccruing DOSRI
accounts to total DOSRI
accounts 0.24% 0.01% 0.27% 0.01%

On January 31, 2007, BSP Circular No. 560 was issued providing the rules and regulations that
govern loans, other credit accommodations and guarantees granted to subsidiaries and affiliates
of banks and quasi-banks. Under the said circular, the total outstanding exposures to each of the
bank's subsidiaries and affiliates shall not exceed 10% of bank's net worth, the unsecured portion
of which shall not exceed 5% of such net worth.  Further, the total outstanding exposures to
subsidiaries and affiliates shall not exceed 20% of the net worth of the lending bank. BSP
Circular No. 560 is effective February 15, 2007. 

The following table shows information relating to the loans, other credit accommodations and 
guarantees, as well as availments of previously approved loans and committed credit lines not
considered DOSRI accounts prior to the issuance of said circular but are allowed a transition
period of two years from the effectivity of said circular or until said loan, other credit
accommodations and guarantees become past due, or are extended, renewed or restructured,
whichever comes later (amounts in thousands):

Group Parent Company
2006 2005 2006 2005

Total outstanding non-DOSRI accounts granted
prior to effectivity of BSP Circular No. 423 P=4,584,984 P=4,535,852 P=4,584,984 P=4,535,852

Percent of non-DOSRI accounts granted prior to
effectivity of BSP Circular No. 423 to total
loans 1.62% 1.66% 1.97% 1.99%

Percent of unsecured non-DOSRI accounts
granted prior to effectivity of BSP Circular
No. 423 to total loans 0.43% 1.52% 0.53% 1.83%

Percent of past due non-DOSRI accounts granted
prior to effectivity of BSP Circular No. 423 to
total loans – – – –

Percent of nonaccruing non-DOSRI accounts
granted prior to effectivity of BSP Circular
No. 423 to total loans – – – –
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Total interest income on the DOSRI loans for the years ended December 31, 2006, 2005 and 2004 
amounted to P=959.3 million, P=1.0 billion and P=1.0 billion, respectively, for the Group and 
P=815.6 million, P=815.2 million and P=916.6 million, respectively, for the Parent Company.

Sales contracts receivable arising from the sale by the Parent Company of a real property to a 
wholly owned real estate subsidiary amounted to P=627.0 million and P=504.0 million as of
December 31, 2006 and 2005, respectively, net of allowance for impairment losses of
P=123.0 million in 2006. 

Deposit liabilities to associates and other related parties as of December 31, 2006 and 2005 
amounted to P=7.2 billion and P=11.2 billion, respectively. Related interest expense for the years
ended December 31, 2006, 2005 and 2004 amounted to P=67.6 million, P=40.4 million and 
P=8.8 million, respectively.

The Group also leases the premises occupied by some of their Head Offices and many of their
branches from certain investees which own such premises. Other related party transactions
conducted in the normal course of business include outright purchases and sales of trading
account securities, securing insurance coverage on loans and property risks and intercompany
advances.

The compensation of the key management personnel of the Parent Company for the years ended 
December 31, 2006, 2005 and 2004 follows (in thousands):

2006 2005 2004
Short-term employee benefits P=354,676 P=319,415 P=295,583
Post employment benefits 980,515 812,845 725,640

P=1,335,191 P=1,132,260 P=1,021,223

28. Trust Operations

Properties held by the Parent Company and certain subsidiaries in fiduciary or agency capacity for
their customers are not included in the accompanying statements of condition since these are not
resources of the Parent Company and its subsidiaries (see Note 29).

In compliance with current banking regulations relative to the Parent Company and a certain
subsidiary’s trust functions, government securities with a total face value of P=1.3 billion and
P=1.5 billion as of December 31, 2006 and 2005, respectively, are deposited with the BSP.

29. Commitments and Contingent Liabilities

In the normal course of the Group’s operations, there are various outstanding commitments and 
contingent liabilities which are not reflected in the accompanying financial statements. No
material losses are anticipated as a result of these transactions.
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The following is a summary of contingencies and commitments at their peso-equivalent
contractual amounts arising from off-balance sheet items as of December 31, 2006 and 2005:

Group Parent Company
2006 2005 2006 2005

(In Thousands)
Trust Banking Group accounts

(Note 28) P=110,188,530 P=156,115,974 P=109,895,035 P=155,950,371
Unused commercial letters of credit 12,965,436 10,471,992 12,853,931 10,353,839
Late deposits/payments received 1,726,998 1,722,080 1,638,607 1,591,717
Outward bills for collection 955,583 1,050,607 933,174 1,008,588
Inward bills for collection 491,903 804,916 484,197 796,798
Confirmed export letters of credits 390,248 278,517 355,245 264,598
Outstanding shipside bonds/airway bills 288,400 294,866 288,400 294,866
Outstanding guarantees 248,460 455,456 248,460 455,456
Traveller’s check unsold 202,735 219,704 202,735 219,704
Others 4,544,113 3,931,163 4,543,334 3,931,027

The Parent Company, PSBank and FMIC have received tax assessments from the Bureau of
Internal Revenue (BIR) on two industry issues. Management, through its tax counsels, is
contesting these assessments and pre-assessments on the ground that the factual situations were
not considered, which, if considered, will not give rise to material tax deficiencies.

On October 25 and September 1, 2006, the Court of Tax Appeals (CTA) denied the Parent
Company’s protest against documentary stamp tax (DST) on its Special Universal Savings
Account and the Parent Company filed a motion for reconsideration on November 16 and 
September 22, 2006, respectively (see Note 32). Management believes that the Parent Company
has a good chance of having such CTA ruling reversed.

Several suits and claims relating to the Group’s lending operations and labor-related cases remain
unsettled. In the opinion of management, these suits and claims, if decided adversely, will not
involve sums having a material impact on the financial statements.

30. Financial Performance

The basis of calculation for earnings per share attributable to equity holdings of the Parent
Company follows:

2006 2005 2004
a. Net income attributable to equity

holdings of the Parent Company
(in thousands) P=5,525,024 P=3,786,629 P=4,084,344

b. Weighted average number of
outstanding common shares of the Parent
Company (in thousands) 1,665,521 1,633,651 1,633,651

c. Basic earnings per share (a/b) P=3.32 P=2.32 P=2.50
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As of December 31, 2006, 2005 and 2004, there were no outstanding dilutive potential common
shares.

The following basic ratios measure the financial performance of the Group and Parent Company
for the years ended December 31, 2006, 2005 and 2004:

Group Parent Company
2006 2005 2004 2006 2005 2004

Return on average equity 10.28% 8.40% 9.04% 9.48% 9.36% 9.50%
Return on average assets 0.98 0.77 0.90 0.99 0.84 0.88
Net interest margin on average

earning assets 3.66 4.52 3.35 3.28 5.17 3.97

31. Notes to Statements of Cash Flows

The amounts of interbank loans receivable and securities purchased under agreements to resell
considered as cash and cash equivalents as of December 31, 2006, 2005 and 2004 follow:

Group Parent Company
2006 2005 2004 2006 2005 2004

(In Thousands)
Interbank loans receivable and

securities purchased under
agreements to resell P=67,393,161 P=58,320,720 P=37,094,134 P=66,263,161 P=56,269,990 P=35,312,134

Interbank loans receivable and
securities purchased under
agreements to resell
not considered as cash and cash
equivalents (7,191,066) (35,841,649) (25,870,773) (7,191,066) (35,841,649) (25,870,773)

P=60,202,095 P=22,479,071 P=11,223,361 P=59,072,095 P=20,428,341 P=9,441,361

32. Subsequent Events

On March 22, 2007, the BOD of FMIC declared cash dividend of P=1.32 per share or a total
amount of P=497.7 million. The record and payment dates shall be set by the President of FMIC
upon approval by the BSP of said dividend declaration.

On March 22, 2007, the Parent Company remitted its initial capitalization of US$1.5 million
(approximately P=72.4 million) for the establishment of Metro Remittance Center, Inc. (California)
(MRCI California). The MB, in its Resolution No. 203 dated February 15, 2007, approved the
establishment of remittance companies/subsidiaries in California, U.S.A. (with three branches in
Los Angeles and one in San Francisco) and Macau with initial capitalization of US$1.5 million
and Macanese Pataca 2.0 million (approximately US$0.3 million), subject to certain conditions.
The establishment of the two new remittance subsidiaries is in line with the Parent Company’s
thrust to increase global presence and extend its remittance services to more Overseas Filipino
Workers’ communities abroad.

—  F-90  —



- 81 -

*SGVMC109114*�

On March 21, 2007, the BOD of the Parent Company approved an additional capitalization of
US$1.0 million for MRCI California after determining that the initial capitalization of
US$1.5 million, which was approved by the BOD of the Parent Company in September 2005, is
no longer sufficient to comply with the regulatory requirements in California, U.S.A.

On March 21, 2007, the BOD of the Parent Company adopted a resolution to amend Article
Fourth of its Amended Articles of Incorporation to extend the corporate term of the Parent
Company, which shall expire on April 6, 2012, for another 50 years or up to April 6, 2057. The
original Certification of Incorporation of the Parent Company was issued by the Securities and 
Exchange Commission on April 6, 1962. Under Section 11 of the Corporation Code of the
Philippines, a corporation shall exist for a period of fifty (50) years from the date of
incorporation. Under the same section, the corporate term may be extended for another fifty (50)
years.

On March 7, 2007, the BSP approved the Parent Company’s request for authority to infuse an 
additional equity investment of P=75.0 million in Toyota Financial Services Philippines
Corporation which was approved by the BOD of the Parent Company on January 17, 2007. 

On March 6 and February 1, 2007, the Parent Company filed petitions for review with the CTA en 
banc after the CTA denied, in its resolutions promulgated on January 18 and January 3, 2007, 
respectively, the motions for reconsideration filed by the Parent Company on November 16 and 
September 22, 2006 (as discussed in Note 29).

On March 1, 2007, the BOD of MTI declared cash dividend of P=5.0 per share or a total of
P=10.0 million payable to all stockholders of record as of March 30, 2007. The Parent Company
received the P=10.0 million cash dividend on March 30, 2007. 

Also, on March 1, 2007, the Parent Company made an additional investment of P=75.9 million in
ORIX Metro after obtaining BSP approval on February 2, 2007. The amount of P=75.9 million
represents the total par value of the Parent Company’s entitlement of 759,000 shares in the stock
rights offer of ORIX Metro as discussed in Note 11. 

On February 23, 2007, the BSP approved the regular cash dividend of P=0.3 per share declared by
the BOD of PSBank on January 31, 2007 for the third and fourth quarters of 2006 to all
stockholders of record as of March 16, 2007. The cash dividend checks totaling P=60.6 million for
the two quarters shall be payable starting March 30, 2007. 

As discussed in Note 24, with respect to the semi-annual coupon payment on the HT1 Capital
Securities, the Parent Company paid the second semi-annual coupon payment due on February 15, 
2007 in the amount of US$5.6 million after obtaining BSP approval on February 9, 2007. 

On January 26, 2007, the Monetary Board, in its Resolution No. 113, post-approved the
acquisition by MRCI of MB Remittance Center Hawaii Ltd. which shall only engage in the
remittance business.
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On January 25, 2007, the BOD of Metrobank Bahamas declared cash dividend of US$15 million
payable to all stockholders of record as of January 31, 2007. On January 31, 2007, the Parent
Company received from Metrobank Bahamas the amount of US$9 million representing partial
payment of the US$15 million cash dividend after Metrobank Bahamas obtained BSP approval on 
January 29, 2007 of said cash dividend declaration. The balance of US$6 million is related to the
proposed increase in authorized capital stock and paid-in capital which has yet to be approved by
the BSP.

33. Other Matters

The Group has no significant matters to report on the following:

a. Known trends, events or uncertainties that would have material impact on liquidity and on the
registrant’s sales or revenues;

b. Explanatory comments about the seasonality or cyclicality of interim operations;
c. Issuances, repurchases and repayments of debt and equity securities except for the issuances

by the Parent Company of 173,618,400 common shares out of the authorized but unissued
capital stock of the Parent Company at the issue price of P=38.00 per share and the US$125.0
million HT1 Capital Securities as discussed in Note 24;

d. Unusual items as to nature, size or incidents affecting resources, liabilities, equity, net income
or cash flows except for the payment by the Parent Company of the US$5.625 million semi-
annual coupons on the HT1 Capital Securities on August 15, 2006 and February 15, 2007 as
discussed in Notes 24 and 32;

e. Effect of changes in the composition of the Group during the interim period, including
business combinations, acquisition or disposal of subsidiaries and long-term investments,
restructurings, and discontinuing operations, except for the acquisition of 20,170,417 PSBank
shares at P=33.50 per share resulting in the increase of ownership in PSBank from 74.24% to
75.98% and three remittance centers/exchange services, and the disposition by the Parent
Company of its 41.1% equity share in IBC, as discussed in Note 11. 

34. Approval of the Release of the Financial Statements

The accompanying financial statements of the Group and of the Parent Company were authorized
for issue by the BOD on March 27, 2007. 
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Report of Independent Auditors

The Stockholders and the Board of Directors
Metropolitan Bank & Trust Company

We have audited the accompanying statements of condition of Metropolitan Bank & Trust Company
and Subsidiaries (the Group) and of Metropolitan Bank & Trust Company (the Parent Company) as of
December 31, 2005 and 2004, and the related statements of income, changes in capital funds and cash
flows for the years then ended. These financial statements are the responsibility of the Group’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits. We did not examine the financial statements of certain subsidiaries as of and for the years
ended December 31, 2005 and 2004, which are consolidated in the accompanying Group financial
statements and reflected in the Parent Company financial statements using the cost method of
accounting. Total assets and total liabilities of these subsidiaries included in the accompanying
Group financial statements amounted to P=8.0 billion and P=3.7 billion, respectively, as of
December 31, 2005 and P=5.9 billion and P=1.9 billion, respectively, as of December 31, 2004. Gross
income and total expenses amounted to P=1.1 billion and P=0.6 billion, respectively, in 2005 and
P=0.8 billion and P=0.3 billion, respectively, in 2004. In the accompanying Parent Company financial
statements, the investments in these subsidiaries are carried at cost amounting to P=354.2 million and
P=224.8 million as of December 31, 2005 and 2004, respectively. The financial statements of these
subsidiaries were audited by other auditors whose reports have been furnished to us and our opinion,
insofar as it relates to these amounts included for these subsidiaries, is based solely on the reports of
the other auditors whose opinions are unqualified.

We conducted our audits in accordance with auditing standards generally accepted in the Philippines.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation.  We believe that our audits and the
reports of the other auditors provide a reasonable basis for our opinion.

SGV & CO SyCip Gorres Velayo & Co.
6760 Ayala Avenue
1226 Makati City
Philippines

Phone: (632) 891-0307
Fax: (632) 819-0872
www.sgv.com.ph

BOA/PRC Reg. No. 0001
SEC Accreditation No. 0012-F

SGV & Co is a member practice of Ernst & Young Global
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
STATEMENTS OF CONDITION 
(In Thousands)

Group Parent Company
December 31

2005

2004
(As restated -

Note 2) 2005

2004
(As restated -

Note 2)
RESOURCES
Cash and Other Cash Items (Notes 7 and 15) P=14,248,931 P=8,916,585 P=8,849,442 P=7,984,691
Due from Bangko Sentral ng Pilipinas

(Notes 15 and 20) 20,685,847 15,276,930 18,547,970 13,230,156
Due from Other Banks (Note 20) 25,469,420 17,154,746 23,276,867 13,483,797
Interbank Loans Receivable and Securities

Purchased Under Agreements to Resell
(Notes 20 and 31) 58,320,720 37,094,134 56,269,990 35,312,134

Financial Assets at Fair Value Through Profit or
Loss (Note 8) 11,945,909 – 6,894,020 –

Trading Account Securities (Note 8) – 7,698,505 – 1,765,274
Available-for-Sale Investments (Note 8 and 15) 85,785,349 – 70,131,729 –
Available-for-Sale Securities and Underwriting

Accounts (Notes 8 and 15) – 55,953,764 – 53,297,355
Held-to-Maturity Investments (Notes 8 and 15) 16,319,673 – 7,211,196 –
Investment in Bonds and Other Debt Instruments -

net (Notes 8 and 15) – 39,958,682 – 27,571,687
Loans and Receivables - net (Notes 9 and 27) 270,859,630 – 232,452,505 –
Receivables - net (Notes 9 and 27) – 245,373,329 – 221,479,779
Property and Equipment - net (Note 10) 10,181,588 10,484,090 7,970,863 8,653,842
Investment in Subsidiaries (Note 11) – – 24,402,324 24,315,966
Investments in Associates and Joint Ventures - net

(Note 11) 6,616,794 6,527,193 1,234,611 1,214,643
Investment Properties - net (Note 12) 34,593,066 33,106,939 28,480,686 27,407,609
Other Resources - net (Note 13) 30,446,365 47,231,598 6,968,083 20,533,237

P=585,473,292 P=524,776,495 P=492,690,286 P=456,250,170

LIABILITIES AND CAPITAL FUNDS
Liabilities
Deposit Liabilities (Notes 15, 20 and 27)
Demand P=21,177,466 P=18,750,626 P=19,296,873 P=17,721,721
Savings 290,075,425 277,697,089 281,679,004 254,124,294
Time 112,995,082 87,623,095 78,163,360 74,907,666

424,247,973 384,070,810 379,139,237 346,753,681
Bills Payable (Notes 9, 16 and 20) 61,159,017 36,111,415 32,869,392 22,371,070
Manager’s Checks and Demand Drafts

Outstanding (Note 20) 1,167,278 1,372,840 979,062 1,161,299
Accrued Taxes, Interest and Other Expenses

(Notes 17 and 20) 6,618,198 4,967,905 4,919,005 3,999,020
Subordinated Debt (Notes 18 and 20) 17,072,464 18,050,960 17,072,464 18,050,960
Other Liabilities (Note 19) 21,784,264 25,451,710 12,114,003 17,109,200

532,049,194 470,025,640 447,093,163 409,445,230

(Forward)
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Group Parent Company
December 31

2005

2004
(As restated -

Note 2) 2005

2004
(As restated -

Note 2)
Capital Funds
Common Stock (Note 24) P=32,673,019 P=32,673,019 P=32,673,019 P=32,673,019
Capital Paid in Excess of Par Value 7,675,189 7,675,189 7,675,189 7,675,189
Surplus Reserves (Note 25) 517,179 434,529 517,179 434,529
Surplus (Notes 24 and 25) 5,832,233 9,624,558 2,727,263 5,981,843
Net Unrealized Gain on Available-for-Sale

Investments 2,004,473 – 2,004,473 –
Net Unrealized Gain on Available-for-Sale

Securities and Underwriting Accounts – 40,360 – 40,360
Equity in Net Unrealized Gain (Loss) on

Investment Securities of Investees 319,221 (20,643) – –
Equity Adjustment from Translation 942,925 1,401,834 – –

49,964,239 51,828,846 45,597,123 46,804,940
Minority Interests in Consolidated Subsidiaries 3,459,859 2,922,009 – –

53,424,098 54,750,855 45,597,123 46,804,940
P=585,473,292 P=524,776,495 P=492,690,286 P=456,250,170

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
STATEMENTS OF INCOME 
(In Thousands, Except Earnings Per Share)

Group Parent Company
Years Ended December 31

2005

2004
(As restated -

Note 2) 2005

2004
(As restated -

Note 2)
INTEREST INCOME ON
Receivables (Notes 9 and 27) P=26,327,397 P=22,317,386 P=20,411,729 P=18,305,302
Investment securities, interbank loans receivable,

deposits with banks and others (Note 8) 10,628,635 8,886,393 7,624,886 7,753,371
36,956,032 31,203,779 28,036,615 26,058,673

INTEREST EXPENSE ON
Deposit liabilities, interbank loans and bills payable,

and others (Notes 15, 16, 18 and 27) 17,100,193 17,719,877 13,221,406 14,180,389
NET INTEREST INCOME 19,855,839 13,483,902 14,815,209 11,878,284
PROVISION FOR IMPAIRMENT LOSSES

(Note 14) 4,494,311 2,886,887 3,601,148 2,706,499
NET INTEREST INCOME AFTER PROVISION

FOR IMPAIRMENT LOSSES 15,361,528 10,597,015 11,214,061 9,171,785
OTHER INCOME - Net
Service charges, fees and commissions 4,616,506 4,437,079 3,320,715 3,435,085
Foreign exchange gain - net 1,553,903 845,581 1,175,866 448,328
Trading and securities gain - net 956,832 1,455,802 331,322 938,054
Income from trust operations (Note 25) 819,039 752,887 817,107 750,109
Equity in net income of investees (Note 11) 577,451 296,849 – –
Leasing (Note 21) 352,176 501,050 314,301 251,727
Dividends 258,794 – 2,209,605 1,715,657
Profit (loss) from assets sold (Notes 11 and 12) (201,365) 1,336,270 78,215 93,391
Miscellaneous (Notes 19 and 22) 811,776 2,775,743 344,963 1,667,159

9,745,112 12,401,261 8,592,094 9,299,510
OTHER EXPENSES
Compensation and fringe benefits (Notes 26 and 27) 7,402,732 6,758,930 5,601,022 5,397,415
Taxes and licenses (Note 23) 2,774,271 2,262,923 2,041,967 1,778,326
Depreciation and amortization (Notes 10, 12 and 13) 1,600,196 1,729,202 1,192,558 1,381,648
Occupancy and equipment-related cost

(Notes 21 and 27) 1,153,199 1,230,468 759,611 941,126
Amortization of software costs (Note 13) 46,741 208,163 41,246 154,257
Miscellaneous (Note 22) 5,887,241 4,957,963 4,183,290 3,913,890

18,864,380 17,147,649 13,819,694 13,566,662
INCOME BEFORE INCOME TAX 6,242,260 5,850,627 5,986,461 4,904,633
PROVISION FOR INCOME TAX (Note 23) 1,966,865 1,244,634 1,661,123 602,595
NET INCOME P=4,275,395 P=4,605,993 P=4,325,338 P=4,302,038
Attributable to:

Equity holdings of the Parent Company (Note 30) P=3,786,629 P=4,084,344 P=4,325,338 P=4,302,038
Minority interests 488,766 521,649 – –

P=4,275,395 P=4,605,993 P=4,325,338 P=4,302,038
Earnings Per Share Attributable to Equity

Holdings of the Parent Company (Note 30) P=2.32 P=2.50 P=2.65 P=2.63

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
STATEMENTS OF CASH FLOWS 
(In Thousands)

Group Parent Company
Years Ended December 31

2005

2004
(As restated -

Note 2) 2005

2004
(As restated -

Note 2)
CASH FLOWS FROM OPERATING

ACTIVITIES
Income before income tax P=6,242,260 P=5,850,627 P=5,986,461 P=4,904,633
Adjustments for:

Provision for impairment losses (Note 14) 4,494,311 2,886,887 3,601,148 2,706,499
Depreciation and amortization

(Notes 10, 12 and 13) 1,600,196 1,729,202 1,192,558 1,381,648
Amortization of software costs (Note 13) 46,741 208,163 41,246 154,258
Loss (profit) from assets sold (Notes 11 and 12) 201,365 (1,336,270) (78,215) (93,391)
Equity in net income of investees (577,451) (296,849) – –
Dividends (258,794) – (2,209,605) (1,715,657)
Unrealized market valuation loss (gain) on

financial assets at fair value through profit
or loss (Note 8) (408,223) 220,862 – 42,838

Changes in operating resources and liabilities:
Decrease (increase) in the amounts of:

Loans and receivables (38,176,873) – (15,893,040) –
Receivables – (14,057,747) – (11,224,443)
Financial assets at fair value through profit

or loss (3,839,181) (4,802,292) (5,128,746) (160,224)
Other resources 13,591,628 6,199,244 10,755,658 (3,278,402)

Increase (decrease) in the amounts of:
Deposit liabilities 40,177,163 6,586,469 32,385,556 5,954,137
Manager’s checks and demand drafts

outstanding (205,562) 168,800 (182,237) 93,037
Accrued interest and other expenses 1,276,347 (620,720) 624,398 (581,118)
Other liabilities (3,671,547) (118,061) (4,995,196) 187,395

Net cash generated from (used in) operations 20,492,380 2,618,315 26,099,986 (1,628,790)
Income taxes paid (223,890) (6,711,172) (742,739) (1,016,572)
Net cash provided by (used in) operating activities 20,268,490 (4,092,857) 25,357,247 (2,645,362)
CASH FLOWS FROM INVESTING

ACTIVITIES
Acquisitions of property and equipment (1,106,271) (634,956) (664,899) (415,972)
Disposals of property and equipment 229,133 177,080 181,869 99,663
Proceeds from sale of:

Equity investments 1,301,810 312,278 1,046,668 –
Investment properties 1,614,288 1,614,288 1,099,953 1,321,894

Cash dividends from investees (Note 11) 2,020,710 40,152 2,020,710 1,715,657
Decrease (increase) in the amounts of:

Interbank loans receivable (Note 31) (9,970,876) (579,143) (9,970,876) (579,143)
Available-for-sale investments (27,527,608) (1,343,078) (19,697,786) –
Held-to-maturity investments 23,639,009 (1,358,156) 20,360,491 3,125,717
Equity investments (1,988,117) (571,012) (3,477) (592,934)

Net cash provided by (used in) investing activities (11,787,922) (2,342,547) (5,627,347) 4,674,882

(Forward)
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Group Parent Company
Years Ended December 31

2005

2004
(As restated -

Note 2) 2005

2004
(As restated -

Note 2)
CASH FLOWS FROM FINANCING

ACTIVITIES
Cash dividends paid (Note 24) (P=2,287,111) (P=1,960,381) (P=2,287,111) (P=1,960,381)
Increase (decrease) in the amounts of:

Bills payable 25,047,602 13,287,794 10,498,322 1,359,997
Subordinated debt (978,496) 113,590 (978,496) 113,590
Minority interests in consolidated subsidiaries 49,084 (1,050,432) – –

Net cash provided by financing activities 21,831,079 10,390,571 7,232,715 (486,794)
NET INCREASE IN CASH AND CASH

EQUIVALENTS 30,311,647 3,955,167 26,962,615 1,542,726
CASH AND CASH EQUIVALENTS AT

BEGINNING OF YEAR
Cash and other cash items 8,916,585 8,584,337 7,984,691 6,899,688
Due from Bangko Sentral ng Pilipinas 15,276,930 15,671,309 13,230,156 14,039,555
Due from other banks 17,154,746 14,187,998 13,483,797 11,977,963
Interbank loans receivable and securities purchased

under agreements to resell (Note 31) 11,223,361 10,172,811 9,441,361 9,680,073
52,571,622 48,616,455 44,140,005 42,597,279

CASH AND CASH EQUIVALENTS AT
END OF YEAR

Cash and other cash items 14,248,931 8,916,585 8,849,442 7,984,691
Due from Bangko Sentral ng Pilipinas 20,685,847 15,276,930 18,547,970 13,230,156
Due from other banks 25,469,420 17,154,746 23,276,867 13,483,797
Interbank loans receivable and securities purchased

under agreements to resell (Note 31) 22,479,071 11,223,361 20,428,341 9,441,361
P=82,883,269 P=52,571,622 P=71,102,620 P=44,140,005

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS 

1. Corporate Information

Metropolitan Bank & Trust Company (the Parent Company) is a universal bank incorporated in
the Philippines. The Parent Company and its subsidiaries (the Group) are engaged in all aspects
of banking, financing, leasing, real estate and stock brokering through a network of over 830 local
and international branches, offices and agencies. As a bank, the Parent Company provides
services such as deposit products, loans and trade finance, domestic and foreign fund transfers,
treasury, foreign exchange, trading and remittances, and trust services. Its principal place of
business is at Metrobank Plaza, Sen. Gil J. Puyat Avenue, Makati City.

2. Summary of Significant Accounting Policies

Basis of Financial Statement Preparation
The accompanying financial statements have been prepared in compliance with the accounting
principles generally accepted in the Philippines (Philippine GAAP) as set forth in Philippine
Financial Reporting Standards (PFRS). These are the first annual financial statements of the
Group prepared in accordance with PFRS.

The accompanying financial statements are prepared under the historical cost convention as
modified for the measurement at fair value of financial assets at fair value through profit or loss
(FVPL)/trading account securities (TAS), available-for-sale (AFS) investments/available-for-sale
securities (ASS) and underwriting accounts (UA) and certain derivative instruments (both
freestanding and embedded derivatives).

The accompanying financial statements of the Parent Company reflect the accounts maintained in
the Regular Banking Unit (RBU) and Foreign Currency Deposit Unit (FCDU). The financial
statements individually prepared for these units are combined and inter-unit accounts are
eliminated.

The books of accounts of the RBU are maintained in Philippine pesos, while those of FCDU are
maintained in their original currencies.  For financial reporting purposes, FCDU accounts and 
foreign currency-denominated accounts in RBU are translated into their equivalents in Philippine
pesos based on the prevailing rate at the end of the year (for resources and liabilities) and at the
average prevailing rate for the year (for income and expenses).  Foreign exchange differentials
arising from foreign currency transactions and restatements of foreign currency denominated
resources and liabilities are credited to or charged against operations in the year in which the rates
change.
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Basis of Consolidation
The consolidated financial statements include the accounts of the Parent Company and the
following wholly and majority owned foreign and domestic subsidiaries:

Subsidiary

Effective
Percentage

of Ownership
Country of

Incorporation
Functional
Currency

Financial Markets:
Metro Remittance Center, Inc. 100.00 United States of America United States

Dollars
MB Remittance Centre Limited 100.00 Hongkong Hongkong

Dollars
Metropolitan Bank (Bahamas) Limited 100.00 The Bahamas United States

Dollars
Metro Remittance (UK) Limited 100.00 United Kingdom Great Britain

Pounds
Metro Remittance Singapore Pte. Ltd. 100.00 Singapore Singapore

Dollars
MBTC Exchange Services, GmbH 100.00 Austria EURO
Metro Remittance Center, S.A. 100.00 Spain EURO
Metro Remittance (Italia), SpA 100.00 Italy EURO
First Metro International Investment

Company Limited and Subsidiaries 99.64 Hongkong
Hongkong
Dollars

First Metro Investment Corporation (FMIC)
and Subsidiaries (99.74% in 2004) 98.06 Philippines Philippine Peso

Philippine Savings Bank (PSBank) 74.24 Philippines Philippine Peso
Metrobank Card Corporation (MCC) 60.00 Philippines Philippine Peso
MBTC Venture Capital Corporation (MVCC) 60.00 Philippines Philippine Peso
Solid Philippines Venture Capital Corporation

(SPVCC) 60.00 Philippines Philippine Peso
ORIX Metro Leasing and Finance

Corporation (ORIX Metro) 59.82 Philippines Philippine Peso
Global Business Holdings, Inc. (GBHI) 44.83* Philippines Philippine Peso

Computer Services:
Data Serv, Inc. 100.00 Philippines Philippine Peso
MBTC Technology, Inc. (MTI) 100.00 Philippines Philippine Peso

Real Estate:
Circa 2000 Homes, Inc. 100.00 Philippines Philippine Peso

*Effective voting interest

The accounts of MVCC and SPVCC representing less than 0.01% of the total resources of the
Group were excluded in the consolidation.

Subsidiaries are consolidated from the date on which control is transferred to the Group and 
ceased to be consolidated from the date on which control is transferred out of the Group.

As discussed in Note 11, on September 30, 2005, the Parent Company sold its 41.12% equity in
the International Bank of California (IBC) based in Los Angeles, California. Accordingly, the
accounts of IBC were excluded in the consolidation.
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Under Philippine Accounting Standard (PAS) 27, the financial statements of the investee
company have to be consolidated to the financial statements of the investor even if the
shareholding of an enterprise is below 50% but the investor has evidence of control.

Under Standing Interpretations Committee No. 12, Consolidation of Special Purpose Entity
(SPE), control over an entity may exist even in cases where an enterprise owns little or none of
SPE’s equity, such as when an enterprise retains majority of the residual risks related to the SPE
or its assets in order to obtain benefits from its activities. In accordance with these standards, the
consolidated financial statements include the accounts of Asia Recovery Corporation (ARC), a 
special purpose vehicle (SPV), in which the Group does not have equity interest (see Notes 9, 13 
and 19). ARC bought certain assets of the Parent Company under a transaction that qualified as
true sale as approved by the BSP.

The financial statements of the Group are prepared using uniform accounting policies for like
transactions and other events in similar circumstances. All significant intercompany balances and 
transactions have been eliminated in consolidation.

The Group applied PFRS 1, First-Time Adoption of Philippine Financial Reporting Standards, in
preparing the accompanying financial statements, with January 1, 2004 as the date of transition.

The Group has prepared its opening PFRS statement of condition as of those dates. The Group’s
PFRS adoption date is January 1, 2005. 

The adoption of PFRSs resulted in certain changes to the Group’s previous accounting policies
(referred to in the following tables and explanations as “previous GAAP”). The comparative
figures for the 2004 financial statements were restated to reflect the changes in policies except
those relating to financial instruments. The Group elected to apply the following optional
exceptions to full retrospective application:

Restatement of comparative financial information for PAS 32 and PAS 39 
The Group applied previous GAAP rules to derivatives, financial assets and financial liabilities
and to hedging relationships for the comparative information for 2004. 

Designation of financial assets and financial liabilities exemption
The adjustments relating to PAS 32 and PAS 39 at the opening statement of condition date are
discussed in the Reconciliation of Financial Position as of January 1, 2005, which is the date of
transition for PAS 32 and 39. 

In addition, the Group elected to apply the mandatory exemption from full retrospective
application on derecognition of financial assets and liabilities.  Financial assets and liabilities
derecognized before January 1, 2004 will not be re-recognized under PFRS. The application of
the exemption from restating comparatives for PAS 32 and PAS 39 means that the Group
recognized from January 1, 2005 any financial assets and financial liabilities derecognized since
January 1, 2004 that do not meet the PAS 39 derecognition criteria.

On business combinations, the Group applied PFRS 1 which require cessation of amortization
prospectively from January 1, 2004. 
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An explanation of how the adoption of PFRSs has affected the reported financial position,
financial performance and cash flows of the Group and the Parent Company is provided below.

Reconciliation of financial position of the Group follows:

December 31, 2004 January 1, 2004

Account Description Note
Previous
GAAP*

Effect of
Transition

to PFRS PFRS
Previous
GAAP*

Effect of
Transition

to PFRS PFRS
RESOURCES
Cash and Other Cash Items P=8,916,585 P=– P=8,916,585 P=8,584,337 P=– P=8,584,337
Due from Bangko Sentral ng

Pilipinas 15,276,930 – 15,276,930 15,671,309 – 15,671,309
Due from Other Banks 17,154,746 – 17,154,746 14,187,998 – 14,187,998
Interbank Loans Receivable and

Securities Purchased Under
Agreements to Resell 37,094,134 – 37,094,134 35,464,441 – 35,464,441

TAS 7,698,505 – 7,698,505 3,117,075 – 3,117,075
AFS and UA 55,953,764 – 55,953,764 2,175,155 – 2,175,155
Investment in Bonds and Other

Debt Instruments 39,958,682 – 39,958,682 91,857,521 – 91,857,521
Receivables - net 245,373,329 – 245,373,329 237,720,894 – 237,720,894
Property and Equipment - net a 10,778,566 (294,476) 10,484,090 11,217,388 (289,184) 10,928,204
Equity Investments b.1 8,585,267 (8,585,267) – 7,283,230 (7,283,230) –
Investment in Associates b.3 – 6,527,193 6,527,193 – 4,824,203 4,824,203
Investment Properties c – 33,106,939 33,106,939 – 29,866,532 29,866,532
Real and Other Properties Owned

or Acquired - net d 32,496,162 (32,496,162) – 31,065,063 (31,065,063) –
Other Resources - net e 44,277,113 2,954,485 47,231,598 43,729,476 4,879,615 48,609,091

P=523,563,783 P=1,212,712 P=524,776,495 P=502,073,887 P=932,873 P=503,006,760
LIABILITIES AND CAPITAL

FUNDS
Liabilities
Deposit Liabilities
Demand P=18,750,626 P=– P=18,750,626 P=18,363,307 P=– P=18,363,307
Savings 277,697,089 – 277,697,089 266,307,699 – 266,307,699
Time 87,623,095 – 87,623,095 92,813,335 – 92,813,335

384,070,810 – 384,070,810 377,484,341 – 377,484,341
Bills Payable 36,111,415 – 36,111,415 22,823,622 – 22,823,622
Manager’s Checks and Demand

Drafts Outstanding 1,372,840 – 1,372,840 1,204,040 – 1,204,040
Accrued Taxes, Interest and Other

Expenses f 4,598,692 369,213 4,967,905 5,320,440 367,858 5,688,298
Subordinated Debt 18,050,960 – 18,050,960 17,937,370 – 17,937,370
Other Liabilities g 23,936,391 1,515,319 25,451,710 24,704,546 1,629,203 26,333,749

468,141,108 1,884,532 470,025,640 449,474,359 1,997,061 451,471,420
Minority Interests in Consolidated

Subsidiaries h 2,907,525 (2,907,525) – 2,576,423 (2,576,423) –
Capital Funds
Common Stock 32,673,019 – 32,673,019 32,673,019 – 32,673,019
Capital Paid in Excess of Par Value 7,675,189 – 7,675,189 7,675,189 – 7,675,189
Surplus Reserves 434,529 – 434,529 338,018 – 338,018
Surplus i 9,727,517 (102,959) 9,624,558 7,499,340 (555,694) 6,943,646
Other Equity Adjustments b.1 2,004,896 (583,345) 1,421,551 1,837,539 (599,728) 1,237,811

52,515,150 (686,304) 51,828,846 50,023,105 (1,155,422) 48,867,683
Minority Interests in Consolidated

Subsidiaries h – 2,922,009 2,922,009 – 2,667,657 2,667,657
52,515,150 2,235,705 54,750,855 50,023,105 1,512,235 51,535,340

P=523,563,783 P=1,212,712 P=524,776,495 P=502,073,887 P=932,873 P=503,006,760

* After deconsolidation of the accounts of IBC (see Note 11).
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Reconciliation of financial position of the Parent Company follows:

December 31, 2004 January 1, 2004

Account Description Note
Previous

GAAP

Effect of
Transition

to PFRS PFRS
Previous

GAAP

Effect of
Transition

to PFRS PFRS
RESOURCES
Cash and Other Cash Items P=7,984,691 P=– P=7,984,691 P=6,899,688 P=– P=6,899,688
Due from Bangko Sentral ng

Pilipinas 13,230,156 – 13,230,156 14,039,555 – 14,039,555
Due from Other Banks 13,483,797 – 13,483,797 11,977,963 – 11,977,963
Interbank Loans Receivable and

Securities Purchased Under
Agreements to Resell 35,312,134 – 35,312,134 34,971,703 – 34,971,703

TAS (Notes 8 and 20) 1,765,274 – 1,765,274 1,647,888 – 1,647,888
AFS and UA 53,297,355 – 53,297,355 – – –
Investment in Bonds and Other

Debt Instruments 27,571,687 – 27,571,687 83,954,399 – 83,954,399
Loans and Receivables 221,479,779 – 221,479,779 214,802,026 – 214,802,026
Property and Equipment a 8,948,318 (294,476) 8,653,842 9,460,606 (289,184) 9,171,422
Equity Investments b.1 32,137,807 (32,137,807) – 31,521,287 (31,521,287) –
Investment in Subsidiaries b.2 – 24,315,966 24,315,966 – 23,550,076 23,550,076
Investment in Associates b.3 – 1,214,643 1,214,643 – 1,387,654 1,387,654
Investment Properties c – 27,407,609 27,407,609 – 25,559,235 25,559,235
Real and Other Properties Owned

or Acquired d 28,338,625 (28,338,625) – 26,795,921 (26,795,921) –
Other Resources e 16,737,463 3,795,774 20,533,237 15,726,230 3,702,842 19,429,072

P=460,287,086 (P=4,036,916) P=456,250,170 P=451,797,266 (P=4,406,585) P=447,390,681
LIABILITIES AND CAPITAL

FUNDS
Liabilities
Deposit Liabilities
Demand P=17,721,721 P=– P=17,721,721 P=16,571,638 P=– P=16,571,638
Savings 254,124,294 – 254,124,294 244,276,057 – 244,276,057
Time 74,907,666 – 74,907,666 79,951,849 – 79,951,849

346,753,681 – 346,753,681 340,799,544 – 340,799,544
Bills Payable 22,371,070 – 22,371,070 21,011,073 – 21,011,073
Manager’s Checks and Demand

Drafts Outstanding 1,161,299 – 1,161,299 1,068,262 – 1,068,262
Accrued Taxes, Interest and Other

Expenses f 3,630,059 368,961 3,999,020 4,638,646 366,538 5,005,184
Subordinated Debt 18,050,960 – 18,050,960 17,937,370 – 17,937,370
Other Liabilities g 15,804,867 1,304,333 17,109,200 16,319,266 1,480,519 17,799,785

407,771,936 1,673,294 409,445,230 401,774,161 1,847,057 403,621,218
Capital Funds
Common Stock 32,673,019 – 32,673,019 32,673,019 – 32,673,019
Capital Paid in Excess of Par Value 7,675,189 – 7,675,189 7,675,189 – 7,675,189
Surplus Reserves 434,529 – 434,529 338,018 – 338,018
Surplus i 9,727,517 (3,745,674) 5,981,843 7,499,340 (4,416,103) 3,083,237
Other Equity Adjustments b.1 2,004,896 (1,964,536) 40,360 1,837,539 (1,837,539) –

52,515,150 (5,710,210) 46,804,940 50,023,105 (6,253,642) 43,769,463
P=460,287,086 (P=4,036,916) P=456,250,170 P=451,797,266 (P=4,406,585) P=447,390,681
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Reconciliation of 2004 results of operations:

Group Parent Company

Note
Previous
GAAP*

Effect of
Transition

to PFRS PFRS
Previous

GAAP

Effect of
Transition

to PFRS PFRS
INTEREST INCOME ON
Receivables P=22,317,386 P=– P=22,317,386 P=18,305,302 P=– P=18,305,302
Investment securities, interbank loans

receivable, deposits with banks
and others 8,886,393 – 8,886,393 7,753,371 – 7,753,371

31,203,779 – 31,203,779 26,058,673 26,058,673
INTEREST EXPENSE ON
Deposit liabilities, interbank loans and

bills payable, and others 17,719,877 17,719,877 14,180,389 – 14,180,389
NET INTEREST INCOME 13,483,902 13,483,902 11,878,284 11,878,284
PROVISION FOR IMPAIRMENT

LOSSES j 2,771,967 114,920 2,886,887 2,625,986 80,513 2,706,499
NET INTEREST INCOME AFTER

PROVISION FOR
IMPAIRMENT LOSSES 10,711,935 (114,920) 10,597,015 9,252,298 (80,513) 9,171,785

OTHER INCOME
Service charges, fees and commissions 4,437,079 – 4,437,079 3,435,085 – 3,435,085
Dividends k – – – – 1,715,657 1,715,657
Foreign exchange gain - net 845,581 – 845,581 448,328 – 448,328
Income from trust operations 752,887 – 752,887 750,109 – 750,109
Trading and securities gain - net 1,455,802 – 1,455,802 938,054 – 938,054
Leasing 501,050 – 501,050 251,727 – 251,727
Equity income l 267,489 29,360 296,849 1,595,861 (1,595,861) –
Profit from assets sold m 1,048,877 287,393 1,336,270 93,391 – 93,391
Miscellaneous n 1,980,574 795,169 2,775,743 894,247 772,912 1,667,159

11,469,211 932,050 12,401,261 8,406,802 892,708 9,299,510
OTHER EXPENSES
Compensation and fringe benefits o 6,946,398 (187,468) 6,758,930 5,571,179 (173,764) 5,397,415
Taxes and licenses 2,262,923 – 2,262,923 1,778,326 – 1,778,326
Depreciation and amortization p 1,078,614 650,588 1,729,202 828,597 553,051 1,381,648
Occupancy and equipment-related 1,230,468 – 1,230,468 941,126 – 941,126
Amortization of intangibles 294,885 (86,722) 208,163 219,058 (64,800) 154,258
Miscellaneous 5,013,861 (55,898) 4,957,963 3,913,889 3,913,889

16,827,149 320,500 17,147,649 13,252,175 314,487 13,566,662
INCOME BEFORE INCOME TAX 5,353,997 496,630 5,850,627 4,406,925 497,708 4,904,633
PROVISION FOR INCOME TAX 1,338,774 (94,140) 1,244,634 791,700 189,105 602,595
NET INCOME P=4,015,223 P=590,770 P=4,605,993 P=3,615,225 P=686,813 P=4,302,038

* After deconsolidation of the accounts of IBC (see Note 11).
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Reconciliation of financial position beginning January 1, 2005 following the adoption of PAS 32 
and PAS 39 follows:

Group Parent Company

Account Description Note

Previous
GAAP ( As

restated)

Effect of
Transition

to PFRS PFRS

Previous
GAAP (As

restated)

Effect of
Transition

to PFRS PFRS
RESOURCES
Cash and Other Cash Items s.5 P=8,916,585 P=1,298,893 P=10,215,478 P=7,984,691 P=1,238,436 P=9,223,127
Due from Bangko Sentral ng

Pilipinas 15,276,930 – 15,276,930 13,230,156 – 13,230,156
Due from Other Banks 17,154,746 – 17,154,746 13,483,797 – 13,483,797
Interbank Loans Receivable and

Securities Purchased Under
Agreements to Resell 37,094,134 – 37,094,134 35,312,134 – 35,312,134

Financial Assets at Fair Value
Through Profit or Loss q – 7,823,282 7,823,282 – 2,016,710 2,016,710

Trading Account Securities q 7,698,505 (7,698,505) – 1,765,274 (1,765,274) –
Available-For-Sale Investments r – 61,358,443 61,358,443 – 57,894,646 57,894,646
Available-for-Sale Securities and

Underwriting Accounts r 55,953,764 (55,953,764) – 53,297,355 (53,297,355) –
Held-to-Maturity Investments s – 23,189,844 23,189,844 – 10,802,849 10,802,849
Investment in Bonds and Other

Debt Instruments - net s 39,958,682 (39,958,682) – 27,571,687 (27,571,687) –
Loans and Receivables - net t – 266,857,462 266,857,462 – 239,891,063 239,891,063
Receivables - net t 245,373,329 (245,373,329) – 221,479,779 (221,479,779) –
Property and Equipment - net 10,484,090 – 10,484,090 8,653,842 – 8,653,842
Investment in Subsidiaries - net – – – 24,315,966 – 24,315,966
Investments in Associates and Joint

Ventures - net 6,527,193 – 6,527,193 1,214,643 1,214,643
Investment Properties - net 33,106,939 – 33,106,939 27,407,609 – 27,407,609
Other Resources - net u 47,231,598 (15,848,753) 31,382,845 20,533,237 (11,469,156) 9,064,081

P=524,776,495 (P=4,305,109) P=520,471,386 P=456,250,170 (P=3,739,547) P=452,510,623
LIABILITIES AND CAPITAL

FUNDS
Liabilities
Deposit Liabilities
Demand P=18,750,626 P=– P=18,750,626 P=17,721,721 P=– P=17,721,721
Savings 277,697,089 – 277,697,089 254,124,294 – 254,124,294
Time 87,623,095 – 87,623,095 74,907,666 – 74,907,666

384,070,810 – 384,070,810 346,753,681 – 346,753,681
Bills Payable 36,111,415 – 36,111,415 22,371,070 – 22,371,070
Manager’s Checks and Demand

Drafts Outstanding 1,372,840 – 1,372,840 1,161,299 – 1,161,299
Accrued Taxes, Interest and Other

Expenses 4,967,905 – 4,967,905 3,999,020 – 3,999,020
Subordinated Debt 18,050,960 – 18,050,960 18,050,960 – 18,050,960
Other Liabilities x 25,451,710 1,211 25,452,921 17,109,200 1,211 17,110,411

470,025,640 1,211 470,026,851 409,445,230 1,211 409,446,441
Capital Funds
Common Stock 32,673,019 – 32,673,019 32,673,019 – 32,673,019
Capital Paid in Excess of Par Value 7,675,189 – 7,675,189 7,675,189 – 7,675,189
Surplus Reserves 434,529 – 434,529 434,529 – 434,529
Surplus v 9,624,558 (5,209,193) 4,415,365 5,981,843 (5,210,157) 771,686
Other Equity Adjustments w 1,421,551 936,057 2,357,608 40,360 1,469,399 1,509,759

51,828,846 (4,273,136) 47,555,710 46,804,940 (3,740,758) 43,064,182
Minority Interests in Consolidated

Subsidiaries y 2,922,009 (33,184) 2,888,825 – – –
54,750,855 (4,306,320) 50,444,535 46,804,940 (3,740,758) 43,064,182

P=524,776,495 (P=4,305,109) P=520,471,386 P=456,250,170 (P=3,739,547) P=452,510,623
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Notes to the reconciliation of financial statements as of January 1 and December 31, 2004 and 
2004 results of operations follow:

2004
December 31 January 1

Group Parent Company Group Parent Company
a. Property and equipment

Reclassification to investment properties (d):
Land (P=91,587) (P=91,587) (P=90,649) (P=90,649)
Buildings (264,866) (264,866) (262,388) (262,388)

(356,453) (356,453) (353,037) (353,037)
Accumulated depreciation - buildings 61,977 61,977 63,853 63,853

(202,889) (202,889) (198,535) (198,535)
(P=294,476) (P=294,476) (P=289,184) (P=289,184)

b.1Equity investment
Reclassification to:

Investment in subsidiaries (b.2) P=– (P=23,679,129) P=– (P=22,913,239)
Investments in associates and joint ventures

(b.3) (6,518,962) (1,306,605) (4,937,688) (1,479,616)
Allowance for impairment losses 121,716 100,193 121,716 100,193

(6,397,246) (24,885,541) (4,815,972) (24,292,662)
Reversal of:

Accumulated equity in net income – (3,720,321) – (3,823,734)
Equity in net unrealized loss – 20,643 – 71,875
Share in revaluation increment of

investment properties – (583,345) – (599,728)
Equity adjustment from translation – (1,401,834) – (1,309,686)

– (1,964,536) – (1,837,539)
– (5,684,857) – (5,661,273)

Reclassification to other resources of:
Other investments (2,371,435) (1,732,962) (2,674,327) (1,732,905)
Allowance for impairment losses 183,414 165,553 207,069 165,553

(2,188,021) (1,567,409) (2,467,258) (1,567,352)
(P=8,585,267) (P=32,137,807) (P=7,283,230) (P=31,521,287)

b.2 Investment in subsidiaries
Reclassification from:

Equity investments (b.1) P=– P=23,679,129 P=– P=22,913,239
Reversal of related allowance – 636,837 – 636,837

P=– P=24,315,966 P=– P=23,550,076
b.3 Investment in associates and joint ventures

Reclassification from:
Equity investment (b.1) P=6,518,962 P=1,206,412 P=4,815,972 P=1,379,423
Other assets (e) 8,231 8,231 8,231 8,231

P=6,527,193 P=1,214,643 P=4,824,203 P=1,387,654
c. Investment properties

Reclassification from:
Property and equipment (a) P=356,453 P=356,453 P=353,037 P=353,037
Real and other properties owned or

acquired (ROPOA) (d) 35,710,974 29,714,133 32,190,165 27,842,256
Recognition of:

Unrealized gain 3,121,244 2,680,386 2,323,413 1,907,473
Accumulated depreciation (3,454,795) (3,047,088) (2,679,320) (2,340,624)
Accumulated impairment loss (2,782,225) (2,451,563) (2,320,763) (2,202,907)

Reversal of accumulated depreciation on
sold investment properties 155,288 155,288 – –

P=33,106,939 P=27,407,609 P=29,866,532 P=25,559,235

(Forward)
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2004
December 31 January 1

Group Parent Company Group Parent Company
d. ROPOA

Reclassification to:
Investment properties (c) (P=35,710,974) (P=29,714,133) (P=32,190,165) (P=27,842,256)
Other resources

Other investments (e) (546,335) (144,755) (546,335) (144,755)
Other assets (e) (508,370) (508,370) (748,194) (679,340)

Adjustment on allowance for impairment
losses 4,269,517 2,028,633 2,419,631 1,870,430

(P=32,496,162) (P=28,338,625) (P=31,065,063) (P=26,795,921)
e. Other resources

Other investments
Reclassification to equity investments (b.3) (P=8,231) (P=8,231) (P=8,231) (P=8,231)
Reclassification from:

Equity investments 2,249,719 1,732,962 2,674,327 1,732,905
ROPOA (d) 546,335 144,755 546,335 144,755

Recognition of impairment losses (2,080,553) (165,553) (207,069) (165,553)
707,270 1,703,933 3,005,362 1,703,876

Other assets
Reclassification from ROPOA (d) 508,370 508,370 748,194 679,341
Reversal of goodwill amortization 86,722 64,800 – –

595,092 573,170 748,194 679,341
Deferred tax assets

Recognition from:
Accumulated depreciation of

investment properties 1,009,829 941,248 659,375 728,567
Retirement liability 642,294 577,423 466,684 591,058

1,652,123 1,518,671 1,126,059 1,319,625
P=2,954,485 P=3,795,774 P=4,879,615 P=3,702,842

f. Accrued interest, taxes and expenses payable P=369,212 P=368,961 P=367,858 P=366,538
g. Recognition of retirement liability P=1,515,319 P=1,304,333 P=1,629,203 P=1,480,519
h. Reclassification of minority interest in 

consolidated subsidiaries under stockholders'
equity P=2,907,525 P=– P=2,576,423 P=–

Share in the net effect of PAS/PFRS adjustments 14,484 – 91,234 –
P=2,922,009 P=– P=2,667,657 P=–

i. Surplus
Recognition of unrealized gain on investment

properties and other assets, net of deferred
tax liability P=3,543,876 P=3,317,223 P=2,769,377 P=2,544,311

Accumulated depreciation (net of deferred
tax asset) on investment properties (2,294,834) (1,924,280) (1,859,185) (1,548,204)

Recognition of retirement liability, net of
deferred tax asset (948,400) (844,977) (1,118,331) (1,006,753)

Recognition of additional compensated
absences (252,004) (250,893) (250,547) (249,246)

Additional impairment losses on investment
properties (246,894) (387,226) (97,008) (332,477)

Reversal of accumulated equity in net income (3,720,321) – (3,823,734)
Reversal of goodwill amortization 95,296 64,800 – –

(P=102,959) (P=3,745,674) (P=555,694) (P=4,416,103)
j. Adjustment on provision for impairment losses P=114,920 P=80,513 P=– P=–
k. Recognition of dividend income P=– P=1,715,657 P=– P=–
l. Reversal of equity in net income P=5,089,464 P=1,595,861 P=– P=–
m. Adjustment on profit from assets sold P=287,393 P=– P=– P=–
n. Unrealized gain on initial measurement of

investment properties P=795,169 P=772,912 P=– P=–

(Forward)
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2004
December 31 January 1

Group Parent Company Group Parent Company
o. Compensation and fringe benefits

Adjustment on retirement expense (P=189,704) (P=176,187) P=– P=–
Recognition of additional compensated

absences 2,236 2,423 – –
(P=187,468) P=173,764 P=– P=–

p. Recognition of depreciation expense on:
Investment properties P=588,982 P=508,379 P=– P=–
Other properties held for sale 61,606 44,672 – –

P=650,588 P=553,051 P=– P=–

Notes to reconciliation of financial statements as of January 1, 2005 follow:

Group Parent Company
q. Financial assets at FVPL:

Reclassification from:
TAS P=7,698,505 P=1,765,274
AFS investments (r) 166,830 158,574

Reclassification to:
AFS investments (r) (114,277) –
Loans and receivables (t) (22,709) –

Recognition of unrealized trading gain (v) 94,933 92,862
P=7,823,282 P=2,016,710

r. AFS investments
Reclassification from:

ASS and UA P=55,953,764 P=53,297,355
Held-to-maturity (HTM) investments (s) 2,369,768 2,369,768
Other equity investments 2,677,436 1,514,549
Financial assets at FVPL (q) 114,277 –

Reclassification to:
Financial assets at FVPL (q) (166,830) (158,574)
Loans and receivables - unquoted debt securities (t) (86,843) (86,843)

Net effect of application of effective interest rate method (v) 68,689 68,689
Accumulated impairment losses (507,875) (579,697)
Recognition of net unrealized gain (loss) (w) 936,057 1,469,399

P=61,358,443 P=57,894,646
s. HTM investments

Reclassification from IBODI P=39,958,682 P=27,571,687
Reclassification to:

AFS investments (s) (2,369,768) (2,369,768)
Loans and receivables - unquoted debt securities (t) (14,399,070) (14,399,070)

P=23,189,844 P=10,802,849
t. Loans and receivables

Reclassification from:
Receivables P=245,373,329 P=221,479,779
AFS investments (r) 86,843 86,843
HTM investments (s) 14,399,070 14,399,070
Financial assets at FVPL (q) 22,709 –
Other resources

Accrued interest receivable (u) 4,850,456 4,061,172
Accounts receivable (u) 5,684,944 3,209,033
Sales contract receivable (u) 1,301,769 1,445,966

271,719,120 244,681,863
Additional impairment losses on:

Receivables from customers (2,831,835) (2,760,977)
Unquoted debt securities (137,866) (137,866)
Sales contract receivable (1,891,957) (1,891,957)

(4,861,658) (4,790,800)
P=266,857,462 P=239,891,063

(Forward)
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January 1, 2005
Group Parent Company

u. Other resources
1. Other investments

Reclassification to AFS investments (P=2,712,691) (P=1,514,549)
2. Other receivables

Reclassification to loans and receivables of:
Accrued interest receivable (t) (4,850,456) (4,061,172)
Accounts receivable (t) (5,684,944) (3,209,033)
Sales contract receivable (t) (1,301,769) (1,445,966)

(11,837,169) (8,716,171)
3. Reclassification of foreign currency notes and checks on hand to

cash and other cash items (1,298,893) (1,238,436)
(P=15,848,753) (P=11,469,156)

v. Surplus
Recognition as of December 31, 2003 of:

Accumulated depreciation (net of deferred tax asset) on
accrual of foreign leases (x) (P=1,211) (P=1,211)

Effect of application of EIR method of amortization (r) 68,689 68,689
Fair value measurement of securities transferred to FVPL (q) 94,933 92,862
Recognition of accumulated impairment losses on trading

and investment securities (509,946) (579,697)
Loans and receivables (t) (4,861,658) (4,790,850)

(P=5,209,193) (P=5,210,157)
w. Increase in net unrealized gain on AFS investments (r) P=936,057 P=1,469,399
x. Accrual of foreign leases (v) P=1,211 P=1,211
y. Share of maturity interest in the net cumulative effect of change in

accounting for financial instruments - PAS 39 P=33,184 P=–

Effect on the Statement of Cash Flows for 2004
There are no material differences between the statement of cash flows prepared under PFRS and 
statement of cash flows presented under previous GAAP except for the presentation of foreign
currency notes and other cash items in 2005.  Previously, these were presented under Other
resources.

Changes in Accounting Policies
On January 1, 2005, the following new accounting standards became effective and were adopted
by the Group:

• PAS 19, Employee Benefits, provides for the accounting for long-term and other employee
benefits. The standard requires the use of the projected unit credit method in determining the
retirement benefits of the employees and a change in the manner of computing benefits
expense relating to past service cost and actuarial gains and losses. It requires the Group to
determine the present value of defined benefit obligations and the fair value of any plan assets
with sufficient regularity that the amounts recognized in the financial statements do not differ
materially from the amounts that would be determined at the statement of condition date.

The adoption of this standard resulted in the recognition of a net transition liability and 
accrued compensated absences amounting to P=1.6 billion and P=367.9 million, respectively, for
the Group (P=1.5 billion and P=366.5 million, respectively, for the Parent Company) as of
January 1, 2004 and a decrease in retirement expense of P=189.7 million and P=176.2 million
for the Group and Parent Company, respectively, in 2004. Accordingly, surplus as of
January 1, 2005 was reduced by P=1.2 billion, net of deferred tax asset of P=520.2 million and
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P=1.1 billion, net of deferred tax asset of P=473.8 million for Group and Parent Company,
respectively, to reflect the net effect of the change.

• PAS 21, The Effects of Changes in Foreign Exchange Rates, prohibits the capitalization of
foreign exchange losses. The standard also addresses the accounting for transactions in
foreign currency and translating the financial statements of foreign operations that are
included in those of the reporting enterprise by consolidation, proportionate consolidation,
and equity method. The adoption of this standard did not result in any material adjustment on 
the financial statements.

• PAS 30, Disclosures in the Financial Statements of Banks and Similar Financial Institutions,
provides for the required disclosure and presentation in respect of the accounts of banks and 
similar financial institutions. It also provides that any provision for general banking risks is
treated as an appropriation of surplus and not to be included in the determination of net
income for the year. In adopting this standard, new disclosures were included in the financial
statements, where applicable. Existing general reserves as of January 1, 2005 were
considered in determining the net increase in specific loan loss reserves computed under the
provisions of PAS 39, Financial Instruments: Recognition and Measurement as discussed
below.

• PAS 32, Financial Instruments: Disclosure and Presentation, covers the disclosure and 
presentation of all financial instruments. The standard requires more comprehensive
disclosures about the Group’s financial instruments, whether recognized or unrecognized in
the financial statements. In accordance with this standard, new disclosures were included in
the financial statements, where applicable.

• PAS 39 establishes the accounting and reporting standards for the recognition and 
measurement of the Group’s financial assets and financial liabilities.  PAS 39 also covers the
accounting for derivative instruments. The standard has expanded the definition of derivative
instruments to include derivatives (derivative-like provisions) embedded in non-derivative
contracts. Also, in determining whether a financial asset is impaired, PAS 39 requires the use
of the discounted cash flow method.

The adoption of the provisions of PAS 39 on the classification and related measurement of
financial assets and liabilities on the Group, the use of effective interest rate method in
measuring amortized cost for loans and trading and investment securities (including securities
designated as financial assets at FVPL, held to maturity (HTM) investments and AFS
investments), the fair value adjustment as a result of day one loss recognition for off-market
rate financial assets and impairment of financial assets resulted in a net reduction of surplus
as of January 1, 2005 by P=5.2 billion for both the Group and the Parent Company,
respectively. Such reduction has taken into account the reversal of general reserves existing as
of that date. In addition, as of January 1, 2005, certain accounts were reclassified in
accordance with PAS 39 as discussed in the reconciliation tables in the following paragraph.

Prior to January 1, 2005, the adequacy of allowance for probable losses on loans and other
receivables and risk assets was determined based on management criteria and Bangko Sentral
ng Pilipinas (BSP) requirements.
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The Group adopted the fair value method for all its derivatives transactions. The effect of
adopting fair valuation method is not material to the financial statements.

As allowed by the Philippine Securities and Exchange Commission (SEC), the cumulative
effect of adopting these standards was charged against surplus as of January 1, 2005. 

• PAS 40, Investment Property, prescribes the accounting treatment for investment property
and related disclosure requirements. This standard permits the Group to choose either the fair
value model or cost model in accounting for investment property.  Fair value model requires
an investment property to be measured at fair value with fair value changes recognized
directly in the statements of income. Cost model requires that an investment property should
be measured at depreciated cost less any accumulated impairment losses. The Group opted to
adopt the cost model in accounting for its investment property. The effect of recording at fair
value and adopting the cost method in accounting for real and other properties acquired
(ROPA) that qualify as investment properties (net of deferred tax liability) increased surplus
by P=874.5 million and P=663.6 million for the Group and the Parent Company, respectively, as
of January 1, 2004 and by P=1.1 billion and P=1.0 billion for the Group and the Parent
Company, respectively, as of January 1, 2005.  Previously, ROPA were stated at the total
outstanding exposure at the time of foreclosure or bid price, whichever is lower, less
allowance for probable losses determined based on BSP provisioning requirements.

• PFRS 2, Share-Based Payments, results in a charge to net income for the cost of share options
granted. Currently, the Group has no transaction involving share-based payments but will
comply with the requirements of this standard in respect of future transactions.

• PFRS 3, Business Combination, results in the cessation of the amortization of goodwill and a 
requirement for an annual test for goodwill impairment from January 1, 2004 (unless an event
occurs during the year which requires the goodwill to be tested more frequently). Any
negative goodwill remaining after performing reassessment of past combinations should have
been credited to income in the period the combination was effected. Moreover, pooling of
interests in accounting for business combination is no longer permitted. The cessation of
amortization of goodwill as of January 1, 2004 which increased both the carrying value of the
goodwill and the surplus by P=95.3 million and P=64.8 million for the Group and the Parent
Company, respectively, as of December 31, 2004. 

• PFRS 5, Non-current Assets Held for Sale and Discontinued Operations, specifies the
accounting for assets held for sale and the presentation and disclosure of discontinued
operations. It requires assets that meet the criteria to be classified as held for sale to be 
measured at the lower of carrying amount and fair value less costs to sell, and the depreciation
on such assets to cease.  Furthermore, assets that meet the criteria to be classified as held for
sale should be presented separately on the face of the statements of condition and the results
of discontinued operations to be presented separately in the statements of income. Currently,
the adoption of this standard has no impact on the financial statements but the Group will
comply with the provisions of this standard in respect of its future transactions.
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In addition, the Group will also adopt the following revised standards in its annual financial
statements ending December 31, 2005:

• PAS 1, Presentation of Financial Statements, provides a framework within which an entity
assesses how to present fairly the effects of transactions and other events; provides the base
criteria for classifying liabilities as current or noncurrent; prohibits the presentation of income
from operating activities and extraordinary items as separate line items in the statements of
income; and specifies the disclosures about key sources of estimation uncertainty and 
judgments management has made in the process of applying the entity’s accounting policies.
It also requires changes in the presentation of minority interest in the statements of condition
and statements of income.

• PAS 8, Accounting Policies, Changes in Accounting Estimates and Errors, removes the
concept of fundamental error and the allowed alternative to retrospective application of
voluntary changes in accounting policies and retrospective restatement to correct prior period
errors. It defines material omission or misstatements, and describes how to apply the concept
of materiality when applying accounting policies and correcting errors.

• PAS 10, Events After the Balance Sheet Date, provides a limited clarification of the
accounting for dividends declared after the statement of condition date.

• PAS 16, Property, Plant and Equipment, provides additional guidance and clarification on 
recognition and measurement of items of property, plant and equipment. It also provides that
each part of an item of property, plant and equipment with a cost that is significant in relation
to the total cost of the item shall be depreciated separately.

• PAS 17, Leases, provides a limited revision to clarify the classification of a lease of land and 
buildings and prohibits expensing of initial direct costs in the financial statements of lessors.

• PAS 24, Related Party Disclosures, provides additional guidance and clarity in the scope of
the standard, the definitions and the disclosure requirements for related parties and related
party transactions. It also requires disclosure of the compensation of key management
personnel by benefit type.

• PAS 27, Consolidated and Separate Financial Statements, reduces alternatives in accounting
for subsidiaries in consolidated financial statements and in accounting for investments in the
separate financial statements of a parent, venturer or investor. Investments in subsidiaries are
accounted for either at cost or in accordance with PAS 39 in the separate financial statements.
Equity method of accounting is no longer allowed in the separate financial statements. This
standard also requires strict compliance with adoption of uniform accounting policies and 
requires the Group to make appropriate adjustments to the subsidiary’s financial statements to
conform them to the Group’s accounting policies for reporting like transactions and other
events in similar circumstances.
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• PAS 28, Investments in Associates, reduces alternatives in accounting for associates in
consolidated financial statements and in accounting for investments in the separate financial
statements of an investor. Investments in associates are accounted for either at cost or in
accordance with PAS 39 in the separate financial statements. Equity method of accounting is
no longer allowed in the separate financial statements. This standard also requires strict
compliance with adoption of uniform accounting policies and requires the investor to make
appropriate adjustments to the associate’s financial statements to conform them to the
investor’s accounting policies for reporting like transactions and other events in similar
circumstances.

• PAS 31, Interest in Joint Ventures, reduces the alternatives in accounting for interests in joint
ventures in consolidated financial statements and in accounting for investments in the
separate financial statements of a venturer. Interests in joint ventures are accounted for either
at cost or in accordance with PAS 39 in the separate financial statements. Equity method of
accounting is no longer allowed in the separate financial statements.

• PAS 33, Earnings Per Share, prescribes principles for the determination and presentation of
earnings per share for entities with publicly traded shares, entities in the process of issuing
ordinary shares to the public, and entities that calculate and disclose earnings per share. The
standard also provides additional guidance in computing earnings per share including the
effects of mandatorily convertible instruments and contingently issuable shares, among
others.

• PAS 36, Impairment of Assets, requires the annual impairment test of intangible asset with an 
indefinite useful life or intangible asset not yet available for use and goodwill acquired in a 
business combination, whether or not there is an indication of impairment.

• PAS 38, Intangible Assets, requires the assessment of the useful life of intangible assets at the
individual asset level as having either a finite or indefinite life. Where an intangible asset has
a finite life, it has been amortized over its useful life. Amortization years and methods for
intangible assets with finite useful lives are reviewed at the earlier of annually or where an 
indicator of impairment exists. Intangibles assessed as having indefinite useful lives are not
amortized, as there is no foreseeable limit to the year over which the asset is expected to
generate net cash inflows for the Group. However, intangibles with indefinite useful lives are
reviewed annually to ensure the carrying value does not exceed the recoverable amount
regardless of whether an indicator of impairment is present.

The effect of adopting the foregoing revised standards on the financial statements was not
material, except for the adoption of the cost method in accounting for investments in subsidiaries,
associates, and joint ventures in the Parent Company financial statements as of January 1, 2004 
which reduced both the carrying amount of the investments and the surplus by P=3.8 billion and
P=3.7 billion representing the undeclared undistributed retained earnings of said investees and 
other equity adjustments as of December 31, 2005 and 2004, respectively. In addition, such
adoption reduced surplus of the Group by P=61.3 million and P=60.9 million as of January 1, 2005 
and 2004, respectively. Also, in accordance with these revised standards, new disclosures were
included in the financial statements, where applicable.

—  F-117  —



- 16 -

*SGVMC108238*�

The Group has yet to adopt the following standards and amendments that have been approved but
are not yet effective:

• Amendments to PAS 19, Employee Benefits - Actuarial Gains and Losses, Group Plans and 
Disclosures - The revised disclosures from the amendments will be included in the Group’s
financial statements when the amendments are adopted in 2006. 

• PFRS 7, Financial Instruments - Disclosures - The revised disclosures on financial
instruments provided by this standard will be included in the Group’s financial statements
when the standard is adopted in 2007. 

Investments in Subsidiaries and Associates
Investment in Subsidiaries
Investment in subsidiaries is accounted for under the equity method. A subsidiary is an enterprise
that is controlled by the Parent Company and whose accounts are included in the Group financial
statements.

Investment in Associates
Investments in associates are accounted for under the equity method. An associate is an 
enterprise in which the Group holds 20% to 50% of the voting power or over which it exercises
significant influence and which is neither a subsidiary nor a joint venture of the Group.
Investments in associates are carried in the statements of condition at cost plus post acquisition
changes in the Group’s share of net assets of the associate, less any impairment in value.  Post-
acquisition changes in the share of net assets of the associate include the share in the associate’s:
(a) income or losses, and (b) unrealized gain or loss on investment securities. Dividends received
are treated as a reduction in the carrying values of the investments. Equity in unrealized gain or
loss on investment securities of associates is shown as a separate component of capital funds in
the statements of condition. The Group’s investments in associates account include goodwill (net
of accumulated amortization) on acquisition, which is treated in accordance with the accounting
policy for goodwill stated below.

Under the BSP regulations, the use of the equity method of accounting for investment in shares of
stock is allowable only when ownership is more than 50%. The use of the equity method of
accounting for equity interests of 20% to 50% is being made for financial reporting purposes only
and is not intended for BSP reporting purposes.

Investments in associates, subsidiaries, and joint ventures in the Parent Company financial
statements are carried at cost, less any impairment in value.

Equity Adjustment from Translation
Accounts of foreign subsidiaries are maintained in the currencies of the countries in which they
operate.

Financial statements of consolidated foreign subsidiaries that are integral to the operations of the
Group are translated as if the transactions of the foreign subsidiaries had been those of the Parent
Company. At each statement of condition date, foreign currency monetary items are translated
using the prevailing rate, non-monetary items which are carried at historical cost are translated
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using the historical rate as of the date of acquisition and non-monetary items which are carried at
fair value are translated using the exchange rate that existed when the values were determined.
Income and expenses are translated at the average prevailing rates for the year.

Financial statements of foreign consolidated subsidiaries that are not integral to the Group’s
operations are translated at prevailing rates with respect to the statements of condition, and at the
average exchange rates for the year with respect to the statements of income. Resulting
translation differences are included in capital funds under foreign currency translation
adjustments. On disposal of a foreign entity, accumulated exchange differences are recognized in
the statements of income as a component of the profit from assets sold.

Repurchase and Resale Agreements
Repurchase agreements are contracts under which a party sells securities and simultaneously
agrees to repurchase the same securities at a specified future date at a fixed price. Resale
agreements are contracts under which a party purchases securities and simultaneously agrees to
resell the same securities at a specified future date at a fixed price.  Securities sold under
repurchase agreements (repos) are retained in the financial statements and the counterparty
liability is included in amounts due to other banks or bills payable, as appropriate.  Securities
purchased under resale agreements (reverse repos) are recorded at cost under Securities Purchased
under Agreements to Resell account. The corresponding interest expense or interest income is
accrued when incurred or earned.

Investments and Other Financial Assets
All financial assets are initially recognized at fair value. Except for financial assets at FVPL, the
initial measurement of financial assets includes transaction costs. Effective January 1, 2005, the
Group classifies its financial assets in the following categories: financial assets at FVPL, AFS
investments, HTM investments, and loans and receivables. The classification depends on the
purpose for which the investments were acquired and whether they are quoted in an active market.
Management determines the classification of its financial assets at initial recognition and re-
evaluates this designation at every reporting date.

Regular way purchases and sales of financial assets are recognized on the trade date - the date on 
which the Group commits to purchase or sell the asset.

a) Financial Assets at FVPL
Realized and unrealized gains and losses on these instruments are recognized under Trading
and Securities Gain - net in the statements of income. Interest earned on debt instruments
classified as financial assets at FVPL is reported as interest income.  Financial assets at FVPL
include financial assets classified as held for trading (HFT) and financial assets designated by
the Group under this classification, if any.

b) HTM Investments
HTM investments are quoted non-derivative financial assets with fixed or determinable
payments and fixed maturities for which the Group’s management has the positive intention
and ability to hold to maturity. HTM investments are carried at amortized cost using the
effective interest method less allowance for impairment losses, if any. Realized gain or loss is
recognized in the statements of income when the investments are derecognized or impaired
and through the amortization process.
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c) Loans and Receivables
Loans and receivables include non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market and for which the Group has no intention of
trading. Loans and receivables are carried at amortized cost using the effective interest
method less allowance for impairment losses. Gains and losses are recognized in the
statements of income when the loans and receivables are derecognized or impaired and 
through the amortization process.

d) AFS Investments
AFS investments are financial assets that are designated as AFS or are not classified in any of
the preceding categories. AFS investments include financial assets not quoted in an active
market when purchased and held indefinitely, but which the Group anticipates to sell in
response to liquidity requirements or in anticipation of changes in interest rates or other
factors.  Financial assets may be designated under this category provided such are not held for
trading. AFS investments are carried at fair market value. The effective yield component of
AFS debt securities are reported in the statements of income. The unrealized gain and loss
arising from the fair valuation of AFS investments, net of tax, are excluded from reported
income and reported as a separate component of capital funds in the statements of condition
until the investment is derecognized or until the investment is determined to be impaired at
which time the net unrealized gain or loss previously reported in capital funds is included in
the statement of income.

AFS investments include other investments, which consist of unquoted equity investments
where the Group’s ownership interest is less than 20% or where control is likely to be 
temporary are initially recognized at cost, being the fair value of the investment at the time of
acquisition or purchase and including acquisition charges associated with the investment.
Such investments are carried at cost due to the unpredictable nature of future cash flows and 
the lack of other suitable methods for arriving at a reliable fair value.

Prior to January 1, 2005, trading and investment securities were accounted for as follows:

TAS
TAS, which consist of government and private debt and equity securities, are purchased and held
principally with the intention of selling them in the near term. These securities are carried at fair
market value; realized and unrealized gains and losses on these instruments are recognized in
Trading and securities gain - net in the statements of income. Interest earned on debt instruments
is reported as Interest Income.

When a security is transferred from TAS, the unrealized holding gain or loss at the date of the
transfer is not reversed and is recognized in the statements of income.  When a security is
transferred into TAS, the unrealized holding gain or loss at the date of transfer is recognized in
the statements of income immediately.
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ASS
Securities are classified as ASS when purchased and held indefinitely, i.e., neither held to
maturity nor for trading purposes, where the Group anticipates to sell in response to liquidity
requirements or in anticipation of changes in interest rates or other factors. ASS are carried at fair
market value and any unrealized gains or losses are reported as a separate component of capital
funds.

After initial recognition, investments which are classified as available-for-sale are measured at
fair value. Gains or losses are recognized as a separate component of equity until the investment
is sold, collected or otherwise disposed of, or until the investment is determined to be impaired, at
which time the cumulative gain or loss previously reported in capital funds is included in the
statements of income.

Investment in Bonds and Other Debt Instruments (IBODI)
IBODI are debt securities where the Group has the positive intent and ability to hold to maturity.
These securities are carried at amortized cost on a straight-line basis; realized gains and losses are
included in Trading and Securities Gain - net in the statements of income.

When a debt security is transferred into ASS from IBODI, the unrealized holding gain or loss at
the date of the transfer shall be excluded from reported earnings and reported as a separate
component of capital funds until realized.

Underwriting Accounts (UA)
UA are available-for-sale underwritten debt and equity securities purchased and held principally
with the intention of selling them within a defined short-term period. ASS and UA are carried at
fair market value; unrealized gains and losses are excluded from the reported income and are
reported as a separate component of capital funds.

Other Investments
Other equity investments where the Group has no significant influence (other than trading and 
investment securities, as discussed below) are carried at cost less allowance for probable losses, if
any. The allowance for probable losses is set up by a charge to current operations.

Receivable from Special Purpose Vehicle (SPV)
Receivable from SPV (included in Loans and Receivable under unquoted debt securities) is stated
at the face value of the related note reduced by allowance for impairment losses. Allowance for
impairment losses is determined based on the difference between the outstanding principal
amount and the recoverable amount which is the present value of the future cash flows expected
to be received in payment of such receivable.

Property and Equipment
Property and equipment is stated at cost less accumulated depreciation and amortization, and any
impairment in value.

The initial cost of property and equipment consists of its purchase price, import duties, taxes and 
any directly attributable costs of bringing the asset to its working condition and location for its
intended use. Expenditures incurred after the fixed assets have been put into operation, such as
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repairs and maintenance, are normally charged to operations in the year in which the costs are
incurred. In situations where it can be clearly demonstrated that the expenditures have resulted in
an increase in the future economic benefits expected to be obtained from the use of an item of
property and equipment beyond its originally assessed standard of performance, the expenditures
are capitalized as an additional cost of property and equipment.  When assets are retired or
otherwise disposed of, the cost and the related accumulated depreciation and amortization are
removed from the accounts, and any resulting gain or loss is reflected as income or loss in the
statements of income.

Depreciation is computed using the straight-line method over the estimated useful lives of the
respective assets. Leasehold improvements are amortized over the shorter of the terms of the
covering leases and the estimated useful lives of the improvements.

The principal annual depreciation rates follow:

Buildings 2% - 4%
Furniture, fixtures and equipment 20% - 33%
Leasehold rights and improvements 5% - 20%

The useful life and the depreciation and amortization method are reviewed periodically to ensure
that the period and the method of depreciation and amortization are consistent with the expected
pattern of economic benefits from items of property and equipment.

The carrying values of the property and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. If any such
indication exists and where the carrying values exceed the estimated recoverable amount, an 
impairment loss is recognized in the statement of income (see accounting policy on Impairment of
Assets).

Investment Properties
Investment properties are carried at cost less accumulated depreciation and impairment in value, if
any. The initial cost of investment properties includes transaction costs representing
nonrefundable taxes such as capital gains tax and documentary stamp tax that are for the account
of the Group.

Investment properties are derecognized when they have either been disposed of or when the
investment property is permanently withdrawn from use and no future benefit is expected from its
disposal. Any gains or losses on the retirement or disposal of an investment property are
recognized in the statements of income in the period of retirement or disposal. Expenditures
incurred after the investment properties have been put into operations, such as repairs and 
maintenance costs, are charged to income in the year in which the costs are incurred.

Depreciation is calculated on a straight-line basis using the following useful lives from the time of
acquisition of the investment properties:

Buildings 10-50 years
Furniture, fixtures and equipment 5-10 years
Leasehold rights and improvements 3-5 years
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Transfers are made to investment property when, and only when, there is a change in use,
evidenced by cessation of owner-occupation or of construction or development, or
commencement of an operating lease to another party. Transfers are made from investment
property 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.

For a transfer from investment property to owner-occupied property, the deemed cost of property
for subsequent accounting is its depreciated cost at the date of change in use. If the property
occupied by the Group as an owner-occupied property becomes an investment property, the
Group accounts for such property in accordance with the policy stated under Property and 
Equipment up to the date of change in use.

Intangible Assets
Intangible assets (included under Other Resources) include software costs and goodwill.

Software costs
Software costs are capitalized on the basis of the cost incurred to acquire and bring to use the
specific software. These costs are amortized over five years on a straight-line basis.

Costs associated with developing or maintaining the computer software programs are recognized
as expense when incurred.

Goodwill
The excess of the acquisition cost over the fair market value of the net identifiable assets acquired
as of the date of the acquisition is recorded as goodwill and recognized as an asset in the
statements of condition.  With respect to investments in associates, goodwill is included in the
carrying amounts of the investments. Goodwill is tested annually for impairment and is carried at
cost less accumulated impairment losses. Goodwill was previously amortized on a straight-line
basis over a 20-year period. However, effective January 1, 2004, in accordance with PFRS 1 and 
PFRS 3, goodwill is no longer amortized.

Debt Issue Costs
Issuance, underwriting and other related expenses incurred in connection with the issuance of
debt instruments are deferred and amortized over the terms of the instruments using the effective
interest method. Unamortized debt issuance costs are netted against the related carrying value of
the debt instrument in the statements of condition.

Borrowing Costs
Borrowing costs are recognized as expense in the year in which these costs are incurred.

Income Taxes
Deferred income tax is provided, using the balance sheet liability method, on all temporary
differences at the statement of condition date between the tax bases of assets and liabilities and 
their carrying amounts for financial reporting purposes.
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Deferred tax liabilities are recognized for all taxable temporary differences. Deferred tax assets
are recognized for all deductible temporary differences, carryforward of unused tax credits from
any excess of minimum corporate income tax (MCIT) over the regular corporate income tax and 
unused 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 of unused
MCIT and unused NOLCO can be utilized. Deferred income tax, however, is not recognized when
it 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.

Deferred tax liabilities are not provided on non-taxable temporary differences associated with
investments in domestic subsidiaries, associates and interests in joint ventures. With respect to
investments in foreign subsidiaries, associates and interests in joint ventures, deferred tax
liabilities are recognized except where the timing of the reversal of the temporary difference can 
be controlled and it is probable that the temporary difference will not reverse in the foreseeable
future.

The carrying amount of deferred tax assets is reviewed at each statement of condition 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 income tax asset to be utilized.

Deferred tax assets and liabilities are measured at the tax rates that are applicable to the period
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at the statement of condition dates (see Note 23).

Impairment of Assets
An assessment is made at each statement of condition date to determine whether there is
objective evidence that a specific financial or non-financial asset may be impaired. If such
evidence exists, any impairment loss is recognized in the statements of income.

Impairment of financial assets
Impairment is determined as follows:

(a) For assets carried at amortized cost, impairment is measured as the difference between the
asset’s carrying amount and the present value of estimated future cash flows discounted at the
financial asset’s original effective interest rate;

(b) For assets carried at cost, impairment 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.

The Group first assesses whether 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 the Group determines that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or not, the
Group includes the asset in a group of financial assets with similar credit risk characteristics and 
collectively assesses them for impairment. Assets that are individually assessed for impairment
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and for which an impairment loss is or continues to be recognized are not included in a collective
assessment of impairment. The carrying amount of the asset is reduced through the use of an 
allowance account and the amount of the loss is recognized in the statements of income. If a loan
and receivable or HTM investment has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate plus the original spread determined under the
contract. The calculation of the present value of the estimated future cash flows of a collateralized
financial asset considers the cash flows that may result from foreclosure, whether or not
foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of similar credit risk characteristics (i.e., on the basis of the Group’s grading process that
considers asset type, industry, geographical location, collateral type, past-due status and other
relevant factors). Those characteristics are relevant to the estimation of future cash flows for
groups of such assets by being indicative of the debtors’ ability to pay all amounts due according
to the contractual terms of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets and historical loss experience for
assets with similar credit risk characteristics. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions that did not affect the period on 
which the historical loss experience is based and to remove the effects of conditions in the
historical period that do not exist currently.

Estimates of changes in future cash flows for groups of assets should reflect and be directionally
consistent with changes in related observable data from period to period (for example, changes in
unemployment rates, property prices, payment status, or other factors indicative of changes in the
probability of losses in the group and their magnitude). The methodology and assumptions used in
estimating future cash flows are reviewed regularly by the Group to reduce any differences
between loss estimates and actual loss experience.

When a loan and receivable or an investment security other than an equity security is
uncollectible, it is written off against the related allowance for impairment losses. Such loan and 
receivable or investment security is written off after all the necessary procedures have been 
completed and the amount of the loss has been determined. Subsequent recoveries of amounts
previously written off reduce the amount of provision for impairment losses presented in the
statement of income. 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 was recognized
(such as an improvement in the debtor’s credit rating), the previously recognized impairment loss
is reversed by adjusting the allowance account. The amount of the reversal is recognized in the
statements of income.

If an AFS investment is impaired, the difference between its amortized cost and its current fair
value, less any impairment loss on that financial asset previously recognized is removed from
capital funds and recognized in the statements of income. Impairment losses on equity
instruments are not reversed through the statements of income. If, in a subsequent period, the fair
value of a debt instrument classified as AFS increases and the increase can be objectively related
to an event occurring after the impairment loss was recognized, the impairment loss is reversed
through the statements of income.
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Impairment of non-financial assets
Impairment is determined based on the asset’s recoverable amount. An asset’s recoverable
amount is the higher of the asset’s value in use or its net selling price.

An impairment loss is recognized by a charge against current operations for the excess of the
carrying amount of an asset over its recoverable amount. An impairment loss is charged to
operations in the year in which it arises, unless the asset is carried at a revalued amount, in which
case the impairment loss is charged to the revaluation increment of the said asset.

A previously recognized impairment loss is reversed by a credit to current operations (unless the
asset is carried at a revalued amount in which case the reversal of the impairment loss is credited
to the revaluation increment of the same asset) to the extent that it does not restate the asset to a 
carrying amount in excess of what would have been determined (net of any accumulated
depreciation and amortization) had no impairment loss been recognized for the asset in prior
years.

Derecognition of Financial Instruments
Financial Asset
A financial asset (or, where applicable a part of a financial asset or part of a group of similar
financial assets) is derecognized when:

1. The rights to receive cash flows from the asset have expired;
2. The Group 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

3. The Group 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.

When the Group has transferred its rights to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control
of the asset, the asset is recognized to the extent of the Group’s continuing involvement in the
asset.

Financial Liability
A financial liability is derecognized when the obligation under the liability is discharged or
cancelled or expires.

Income Recognition
Income is recognized to the extent that it is probable that economic benefits will flow to the
Group and the income can be reliably measured. The following specific recognition criteria must
also be met before income is recognized:
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Interest Income
Interest on loans, trading and investment securities, and interest-bearing placements is recognized
based on accrual accounting using effective interest method. Prior to January 1, 2005, interest
income on nonaccruing loans was recognized only to the extent of actual cash collections.
Beginning 2005, interest income on impaired loans is recognized based on the rate used to
discount future cash flows to their net present value, as discussed under the policy on Impairment
of Financial Assets.

Loan Fees and Service Charges
Loan fees that are directly related to acquisition and origination of loans are amortized using
effective interest rate method over the term of the receivable. Fees related to the administration
and servicing a loan are recognized as revenue as the services are rendered.

Dividends
Dividend income is recognized when the right to receive payment is established.

Underwriting Fees, Commissions, and Sale of Shares of Stock
Underwriting fees and commissions are accrued when earned. Income derived from sales of
shares of stock is recognized upon sale.

Other Income
Income from sale of services is recognized upon rendition of the service. Income from sale of
properties is recognized upon completion of the earning process and the collectibility of the sales
price is reasonably assured.

Retirement Cost
The Group determines its retirement expense using the projected unit credit cost method. Under
this method, the current service cost is the present value of retirement benefits payable in the
future with respect to services rendered in the current period.

The defined benefit liability recognized in the statements of condition is the present value of the
defined benefit obligation at the statement of condition date less the fair value of plan assets,
together with adjustments for unrecognized actuarial gains or losses and past service costs. The
defined benefit obligation is calculated annually by an independent actuary. The present value of
the defined benefit obligation is determined by discounting the estimated future cash outflows
using interest rates of 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
retirement liabilities. Actuarial gains and losses are recognized as income or expense when the net
cumulative unrecognized actuarial gains and losses of the plan at the end of the previous reporting
year exceed 10% of the higher of the present value of the defined benefit obligation and the fair
value of plan assets at that date. The excess actuarial gains and losses are recognized over the
average remaining life of employees participating in that plan in the statements of income.

Past service costs are recognized immediately in the statements of income, 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.
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Provisions and Contingencies
Provisions are recognized when an obligation (legal or constructive) is incurred as a result of a 
past event and where 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 provisioning due to the passage of time is recognized as an 
interest expense in the statement of income.

Contingent liabilities are not recognized but are disclosed in the financial statements, unless the
possibility of an outflow of resources embodying economic benefits is remote. Contingent assets
are not recognized in the financial statements but disclosed when an inflow of economic benefits
is virtually certain.

Leases
Finance leases, which transfer to the Group substantially all the risks and benefits incidental to
ownership of the leased item, are capitalized at the inception of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments. Lease payments
are apportioned between the finance charges and reduction of the lease liability so as to achieve a 
constant rate of interest on the remaining balance of the liability. Finance charges are included as
interest expense in the statement of income.

Capitalized leased assets are depreciated over the shorter of the estimated useful lives of the
assets or the respective lease terms.

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset
are classified as operating leases. Operating lease payments are recognized as an expense/income
in the statement of income on a straight-line basis over the lease term.

Derivative Financial Instruments
Freestanding Derivatives
The Parent Company enters into currency forwards and swaps to manage its foreign exchange and 
interest rate risks. Currency forwards are contractual agreements to buy or sell a specified
currency at a specific price and date in the future. Currency swaps are contractual agreements to
exchange foreign exchange differentials based on specific notional amounts. These derivatives
are accounted for as non-hedges, with the fair value changes being reported immediately in the
statements of income.

Embedded Derivatives
Certain financial and non-financial contracts of the Parent Company that contain embedded
derivatives are treated as separate derivatives when their economic characteristics and risks are
not closely related to those of the host contract and the host contract is not carried at fair value
through profit or loss. These embedded derivatives are measured at fair value with the changes in
fair value recognized in the statements of income.  Such derivatives include conversion options in
convertible debt instruments, credit default swaps and foreign-currency derivatives in structured
notes and deposits, call and put options in investment securities and loans and receivables, and
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foreign currency derivatives on non-financial contracts such as purchase orders, service
agreements and lease contracts.

Offsetting
Financial assets and financial liabilities are offset and the net amount reported in the statements of
condition when there is a legally enforceable right to set off the recognized amounts and the
Group intends to either settle on a net basis, or to realize the asset and the liability simultaneously.

Earnings Per Share
Basic earnings per share is computed by dividing the net income for the period by the weighted
average number of common shares outstanding after giving retroactive effect to stock dividends
declared, stock rights exercised and stock splits made during the period, if any.

Cash and Other Cash Items
As of December 31, 2005, cash and other cash items include foreign currency notes and checks on 
hand.

Cash Equivalents
For purposes of reporting cash flows, cash equivalents include amounts due from BSP and other
banks, and interbank loans receivable and securities purchased under agreements to resell that are
convertible to known amounts of cash, with original maturities of three months or less from dates
of placements and that are subject to an insignificant risk of changes in value.

Subsequent Events
Post-year-end events that provide additional information about the Group’s position at statement
of condition date (adjusting events) are reflected in the financial statements.  Post-year-end events
that are not adjusting events are disclosed in the notes to financial statements when material.

3. Significant Accounting Judgments and Estimates

The preparation of the financial statements in accordance with Philippine GAAP requires the
Group to make estimates and assumptions that affect the reported amounts of resources,
liabilities, income and expenses and the disclosures of contingent resources and contingent
liabilities.  Future events may occur which can cause the assumptions used in arriving at the
estimates to change. The effects of any change in estimates are reflected in the financial
statements as they become reasonably determinable.

The following are the critical judgments and key assumptions that have a significant risk of
material adjustment to the carrying amounts of assets and liabilities within the next financial year:

a) Impairment losses of loans and receivables
The Group reviews its loan portfolios to assess impairment at least on a quarterly basis. In
determining whether an impairment loss should be recorded in the statements of income, the
Group makes judgments as to whether there is any observable data indicating that there is a 
measurable decrease in the estimated future cash flows from a portfolio of loans before the
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decrease can be identified with an individual loan in that portfolio. This evidence may
include observable data indicating that there has been an adverse change in the payment status
of borrowers in a group, or national or local economic conditions that correlate with defaults
on assets in the group. As of December 31, 2005 and 2004, allowance for impairment losses
on loans and receivables amounted to P=20.6 billion and P=18.8 billion, respectively, for the
Group and P=18.1 billion and P=20.5 billion, respectively, for the Parent Company. The
carrying value of loans and receivable amounted to P=270.9 billion and P=245.4 billion as of
December 31, 2005 and 2004, respectively, for the Group and P=232.5 million and
P=221.5 million, respectively, for the Parent Company.

(b) Fair value of financial instruments including embedded derivatives
The fair value of financial instruments that are not quoted in active markets are determined by
using valuation techniques such as discounted cash flow analysis and standard option pricing
models (see Note 5).

(c) Impairment of AFS equity investments
The Group determines that AFS equity investments are impaired when there has been a 
significant or prolonged decline in the fair value below its cost. This determination of what is
significant or prolonged requires judgment. In making this judgment, the Group evaluates
among other factors, the normal volatility in share price. In addition, impairment may be 
appropriate when there is evidence of deterioration in the financial health of the investee,
industry and sector performance, changes in technology, and operational and financing cash
flows. As of December 31, 2005 and 2004, allowance for impairment losses on AFS
investments amounted to P=214.1 million and P=8.8 million, respectively, for the Group and
P=81.1 million and nil, respectively for the Parent Company. The allowance for impairment
losses on AFS equity investment previously classified as of December 31, 2004 as Other
investments under Other resources amounted to P=80.1 million. As of December 31, 2005, the
carrying value of AFS equity investments amounted to P=3.0 billion and  P=1.8 billion for the
Group and the Parent Company, respectively. As of December 31, 2004, equity investments
at cost classified as Other investments (see note 13) amounted to P=3.3 billion and P=2.0 billion
for the Group and the Parent Company, respectively.

(d) HTM investments
The Group classifies non-derivative financial assets with fixed or determinable payments and 
fixed maturity as HTM. This classification requires significant judgment. In making this
judgment, the Group evaluates its intention and ability to hold such investments to maturity.
If the Group fails to keep these investments to maturity other than in certain specific
circumstances - for example, sales that are so close to maturity - it will be required to
reclassify the entire portfolio as AFS investments. The investments would therefore be 
measured at fair value and not at amortized cost. Allowance for impairment on IBODI of the
Group as of December 31, 2004 amounted to P=67.1 million. No impairment losses were
recognized on the HTM investments of the Group as of December 31, 2005 and 2004 and of
the Parent Company as of December 31, 2005 and 2004 (see Note 8).
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(e) Recognition of deferred income taxes
The Group has been in a tax loss position over the past several years. However, estimates of
future taxable income indicate that certain temporary differences will be realized in the
future. As discussed in Note 23, recognized deferred tax assets (net of deferred tax liabilities)
as of December 31, 2005 and 2004 amounted to P=4.4 billion and P=5.8 billion, respectively, for
the Group and P=3.1 billion and P=5.2 billion, respectively, for the Parent Company. As of
December 31, 2005 and 2004, deferred tax assets on the temporary differences amounting to
P=19.0 billion and P=14.4 billion, respectively, for the Group and P=17.9 billion and
P=13.7 billion, respectively, for the Parent Company, were not recognized.

(f) Present value of retirement obligation
The assumed discount rates were determined using the market yields on Philippine
government bonds with terms consistent with the expected employee benefit payout as of
statement of condition date.

The expected rate of return on assets of 10% was on average historical premium of the fund
assets. The assumed discount rates were determined using the market yields on Philippine
government bonds with terms consistent with the expected employee benefit payout as of
statement of condition dates. The net pension liability of the Parent Company amounted to
P=51.3 million and P=1.3 billion as of December 31, 2005 and 2004, respectively.

(g) Impairment of intangible assets
Goodwill and other intangible assets are reviewed and tested whenever there is indication of
impairment and at least at each statement of condition date.  For the purpose of impairment test,
assets were grouped at the lowest levels for which there are separately identifiable cash flows.
Goodwill is written down for impairment where the net present value of the forecasted future
cash flows of the business is insufficient to support its carrying value. Goodwill amounted to
P=7.8 billion for the Group and P=1.2 billion for the Parent Company as of December 31, 2005 
and 2004.

4. Financial Risk Management Objectives and Policies

a. Credit Risk and Concentration of Assets and Liabilities and Off Balance Sheet Items

The Group manages credit risk (risk that one party to a financial instrument will fail to
discharge an obligation and cause the other party to incur a financial loss) by setting limits for
individual and groups of borrowers and for geographical and industry segments. The Group
also monitors credit exposures, and continually assesses the creditworthiness of
counterparties. In addition, the Group obtains security where appropriate, enters into master
netting agreements and collateral arrangements with counterparties, and limits the duration of
exposures.
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In compliance with BSP requirements, the Parent Company has recently developed an internal
credit risk rating system aimed at uniformly assessing its credit portfolio in terms of risk
profile. The system is now in place and has been implemented through the grading of new and 
existing corporate loan borrowers with total loans of over P=15.0 million. As part of this
strategy, over the past two years, the Group has invested in new technology, such as more
advanced management information systems, to establish a database of client and credit
information. The Group believes that more sophisticated risk management and credit control
systems will play an important role in its plan to enhance the quality of its asset base.

The details of the composition of the loans and receivable portfolio are presented in Note 9. 

Credit risk in respect of derivative financial instruments is limited to those with positive fair
values, which are included under Other Resources. As a result, the maximum credit risk,
without taking into account the fair value of any collateral and netting agreements, is limited
to the amounts in the statements of condition plus commitments to customers disclosed in
Note 29. 

Concentrations arise when a number of counterparties are engaged in similar business
activities, or activities in the same geographic region, or have similar economic features that
would cause their ability to meet contractual obligations to be similarly affected by changes in
economic, political or other conditions. Concentrations indicate the relative sensitivity of the
Group’s performance to developments affecting a particular industry or geographic location.

The distribution of assets, liabilities, and off-balance sheet items by geographic region and 
industry sector of the Group as of December 31, 2005 follows (in thousands):

Group Parent Company

Assets Liabilities
Credit

Commitments Assets Liabilities
Credit

Commitments
Geographic region:
Philippines P=570,282,508 P=518,316,656 P=197,685,673 P=483,777,001 P=436,772,525 P=197,389,437
Asia 10,115,961 9,784,769 706,321 6,302,603 7,731,690 524,247
United States 4,917,941 3,938,930 108,330 2,610,682 2,588,948 108,330
Europe 156,882 8,839 – – – –

P=585,473,292 P=532,049,194 P=198,500,324 P=492,690,286 P=447,093,163 P=198,022,014
Industry sector:
Trading and manufacturing P=130,025,460 P=186,189,914 P=– P=121,115,867 P=186,166,019 P=–
Banks and financial institutions 227,949,458 57,891,443 – 219,759,085 52,355,693 –
Construction and real estate 63,501,768 62,214,163 – 56,823,453 62,214,163 –
Consumers 20,374,597 28,391,941 – 12,152,913 27,049,636 –
Others 143,622,009 197,361,733 198,500,324 82,838,968 119,307,652 198,022,014

P=585,473,292 P=532,049,194 P=198,500,324 P=492,690,286 P=447,093,163 P=198,022,014

b. Market Risk

The Parent Company’s market risk (the risk of loss to future earnings, to fair values or to
future cash flows that may result from changes in the price of a financial instrument)
originates from its holdings of debt securities, equities and derivatives. The value of a 
financial instrument may change as a result of changes in interest rates, foreign currency
exchanges rates, commodity prices, equity prices and other market changes.
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The Parent Company manages market risk by segregating its statements of condition into a 
trading book and a banking book. The Asset and Liability Committee, chaired by the Parent
Company’s Vice Chairman of the Board of Directors (BOD), is the senior review and 
decision-making body for the management of all market risks related to asset/liability
management, and the banking and trading book. The actual risk limits for asset/liability
management as well as trading are approved by the Risk Management Committee (RMC),
which is a sub-committee of the Parent Company’s BOD.

The Risk Management Unit serves under the RMC and performs daily market risk analyses to
ensure compliance with the Parent Company’s policies and procedures and makes
recommendations based on such analyses.

The Treasury Group of the Parent Company manages asset/liability risks arising from both
normal banking operations and from trading operations in financial markets. The Treasury
Group is assigned with risk limits by the RMC.

In February 2002, the Parent Company commenced the Group-wide computation of its “Value
at Risk”, or VaR, in certain trading activities and began benchmarking its market risk to
industry standards. The VaR method is a procedure for estimating the probability of portfolio
losses exceeding some specified proportion based on a statistical analysis of historical market
price trends, correlations and volatilities. VaR estimates the potential decline in the value of a 
portfolio, under normal market conditions, for a given “confidence level” over a specified
holding period. In calculating VaR, the Parent Company uses a 99% confidence level and a
1-day holding period. This means that, statistically, the Parent Company’s losses on trading
operations will exceed VaR on 1 out of 100 trading business days. The validity of the VaR
model is verified through back testing, which examines how frequently actual daily losses
exceeds daily VaR. The Parent Company is currently considering lowering its VaR number
due to changes in BSP regulations related to Philippine treasury securities which will likely
significantly decrease the amount of Philippine treasuries held by the Parent Company, as
well as expected increases in interest rates in the Philippines. The Parent Company measures
and monitors the VaR and profit and loss on a daily basis. Below is a table showing the VaR
for 2005 (in millions).

Average High Low
Interest rate risk 19.1 45.7 7.4
Foreign exchange risk 12.2 39.5 1.1

Total VaR 31.3 85.2 8.5

c. Interest Rate Risk

The Parent Company follows a prudent policy on managing its assets and liabilities so as to
ensure that exposure to fluctuations in interest rates are kept within acceptable limits.

A substantial portion of the Parent Company's total loan portfolio is for a term of less than
one year, and the majority of its medium-term portfolio is on a floating-rate basis. As of
December 31, 2005, 95.4% of the Parent Company's total loan portfolio comprised floating
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rate loans which are repriced periodically by reference to the Philippine Treasury bill rate. As
a result of these factors, the Parent Company's exposure to interest rate fluctuations, and other
market risks, is significantly reduced.

The Parent Company, in keeping with banking industry practice, maintains a large portion of
its deposit base in short-term deposits. No interest is paid on demand accounts, which as of
December 31, 2005 accounted for 5.1% of total deposits, except for a demand account
product (Metrochecking Extra) which pays a rate of interest equal to that payable on regular
savings accounts of the Parent Company. Rates on savings accounts and time deposit
accounts, which constituted 74.3% and 20.6%, respectively, of total deposits as of
December 31, 2005 are set by different criteria. Savings account rates are set by reference to
prevailing market rates, while rates on time deposits and special Universal Savings Account
(UNISA) are usually priced by reference to rates applicable to Philippine Treasury Bills or, in
the case of foreign currency deposits, London Interbank Offer Rate (LIBOR) with similar
maturities.

The following table provides for the effective interest rates by period of maturity or repricing
as of December 31, 2005 for the Parent Company:

Less than
3 months

3 months
to 1 year

Greater
than 1 year

Resources
Due from BSP 2.05% – –
Due from banks 0.37% – –
Financial assets at FVPL – 0.88% 7.86%
AFS investments 2.00% 3.25% 8.57%
HTM investments – 4.80% 9.72%
Loans and receivables 8.85% 10.05% 9.24%
Liabilities
Deposit liabilities:

Demand deposit 0.28% – –
Savings deposit 0.90% – –
UNISA 5.68% 4.97% 4.84%
Time deposit 5.73% 4.70% 7.20%

Bills payable 5.32% 4.92% –
Subordinated debt – – 8.42%

One method by which the Parent Company measures the sensitivity of its assets and liabilities
to interest rate fluctuations is by way of “gap” analysis. This analysis provides the Parent
Company with a static view of the maturity and re-pricing characteristics of its balance sheet
positions. An interest rate gap report is prepared by classifying all assets and liabilities into
various time period categories according to contracted maturities or anticipated repricing
dates, whichever is earlier. The difference in the amount of assets and liabilities maturing or
being repriced in any time period category would then give the Parent Company an indication
of the extent to which it is exposed to the risk of potential changes in net interest income.
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A gap is considered negative when the amount of interest rate sensitive liabilities exceeds the
amount of interest rate sensitive assets. A gap is considered positive when the amount of
interest rate sensitive assets exceeds the amount of interest rate sensitive liabilities.
Accordingly, during a period of rising interest rates, a company with a positive gap would be 
better positioned than one with a negative gap to invest in higher yielding assets more quickly
than it would need to refinance its interest-bearing liabilities. During a period of falling
interest rates, a company with a positive gap would tend to see its assets repricing at a faster
rate than one with a negative gap, which may restrain the growth of its net income or result in
a decline in net interest income.

The following table sets forth the asset-liability gap position for the Parent Company at
carrying amounts as of December 31, 2005 (in thousands):

Up to
1 month 1 to 3 months 3 to 6 months 6 to 12 months

Greater than
1 year Total

Assets
Total receivables from

customers P=106,850,359 P=65,552,169 P=12,178,020 P=5,896,450 P=37,709,753 P=228,186,751

Total investments 10,690,101 15,976,009 5,383,800 8,490,920 43,696,115 84,236,945
Placements with other banks 47,969,785 8,980,154 13,629,530 814,066 26,701,292 98,094,827
Other resources – 2,708,778 – – – 2,708,778
Total resources 165,510,245 93,217,110 31,191,350 15,201,436 108,107,160 413,227,301
Liabilities
Deposit liabilities 140,068,775 67,956,477 8,390,252 12,326,849 150,396,884 379,139,237
Bills payable 26,499,255 2,697,190 844 32,830 3,639,273 32,869,392
Subordinated debt – – – – 17,072,464 17,072,464
Other liabilities – 1,736,201 – – – 1,736,201
Total liabilities 166,568,030 72,389,868 8,391,096 12,359,679 171,108,621 430,817,294
Asset-liability gap (P=1,057,785) P=20,827,242 P=22,800,254 P=2,841,757 (P=63,001,461) (P=17,589,993)

As of December 31, 2005, the Parent Company’s assets with maturities of 1 to 365 days, and 
assets with maturities of greater than one year amounted to P=305.1 billion and P=108.1 billion,
respectively. The Parent Company’s liabilities with maturities of 1 to 365 days, and liabilities
with maturities of greater than one year amounted to P=259.7 billion and P=171.1 billion,
respectively.

The Parent Company also monitors its exposure to fluctuations in interest rates by measuring
the impact of interest rate movements on its net interest income. This is done by modeling the
impact of various changes in interest rates to the Parent Company’s interest-related income
and expenses.

d. Foreign Currency Risk

Foreign currency liabilities generally consist of foreign currency deposits in the Parent
Company's FCDU account made in the Philippines or which are generated from remittances
to the Philippines by Filipino expatriates and overseas Filipino workers who retain for their
own benefit or for the benefit of a third party, foreign currency deposit accounts with the
Parent Company and foreign currency-denominated borrowings appearing in the RBU and 
FCDU books of the Parent Company.
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Foreign currency deposits are generally used to fund the Parent Company's foreign currency-
denominated loan and investment portfolio in the FCDU. Banks are required by the BSP to
match the foreign currency assets with the foreign currency liabilities held in the FCDU. In
addition, the BSP requires a 30% liquidity reserve on all foreign currency liabilities held in
the FCDU. Outside the FCDU, the Parent Company has additional foreign currency assets and 
liabilities in its RBU books and foreign branch networks. The Parent Company has
historically been a net holder of foreign currency in its FCDU books, as foreign currency
assets have exceeded foreign currency liabilities. The Parent Company actively manages its
foreign currency assets and liabilities.

The Parent Company's policy is to maintain foreign currency exposure within acceptable
limits and within existing regulatory guidelines. The Parent Company believes that its profile
of foreign currency exposure on its assets and liabilities is within conservative limits for a 
financial institution engaged in the type of business in which the Parent Company is engaged.

The table summarizes the Group’s and Parent Company’s exposure to foreign currency
exchange risk as of December 31, 2005. Included in the table are assets and liabilities at
carrying amounts, categorized by currency (in thousands USD).

Group Parent Company
USD Others Total USD Others Total

Resources
Cash and due from BSP 2,028 5,735 7,763 – – –
Due from other banks 410,188 38,539 448,727 322,267 8,920 331,187
Interbank loans receivable and

securities purchased under
agreements to resell 1,049,795 2,021 1,051,816 1,049,795 2,021 1,051,816

Financial assets at FVPL 14,662 2,257 16,919 10,760 – 10,760
AFS investments 814,953 6,784 821,737 658,603 6,784 665,387
HTM investments 109,169 – 109,169 58,288 – 58,288
Loans and advances 284,372 2,925 287,297 275,938 2,276 278,214
Other resources 362,080 50,552 412,632 345,657 48,378 394,035

Total resources 3,047,247 108,813 3,156,060 2,721,308 68,379 2,789,687
Liabilities
Deposit liabilities 2,086,829 43,796 2,130,625 1,817,450 43,491 1,860,941
Bills payable 515,766 29 515,795 512,766 29 512,795
Manager’s checks and demand draft

outstanding – – – – – –
Accrued taxes, interest and other

expenses 7,862 1,282 9,144 7,502 15 7,517
Subordinated debt 325,000 – 325,000 325,000 – 325,000
Other liabilities 106,382 35,455 141,837 93,568 34,003 127,571

Total liabilities 3,041,839 80,562 3,122,401 2,756,286 77,538 2,833,824
Currency swaps and forwards 25,457 674 26,131 25,457 674 26,131
Net Exposure (20,049) 27,577 7,528 (60,435) (9,833) (70,268)

Member companies of the Metrobank Group are in the process of setting up their own risk
management organization. Only PSBank and FMIC have so far hired professional risk
management officers to head their individual risk management unit. The risk management
policies that will be adopted by the Parent Company’s subsidiaries/affiliates will be aligned with
the Parent Company’s risk policies. The Parent Company is currently looking for a 
comprehensive risk management solution that will integrate all risk management modules
(Market, Credit, Interest Rate, Foreign Currency and Operations risks), which is likewise
International Accounting Standards/International Financial Reporting Standards and Basel II
compliant.
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5. Fair Value Measurement

The following methods and assumptions used by the Group in estimating the fair value of
financial instruments are:

Cash and other cash items - Carrying amounts approximate fair values.

Investment securities - Fair values of debt securities (both available–for–sale and held–to–
maturity) and equity investments are generally based on quoted market prices. Where the debt
securities are not quoted or the market prices are not readily available, the Group obtained
valuations from independent parties offering pricing services, used adjusted quoted market prices
comparable investments, or applied discounted cash flow methodologies. For equity investments
that are not quoted, the investments are carried at cost less allowance for impairment losses due to
the unpredictable nature of future cash flows and the lack of suitable methods of arriving at a 
reliable fair value.

Loans and receivables - Fair values of the Group’s loans and receivables are estimated using the
discounted cash flow methodology, using current incremental lending rates for similar types of
loans. The carrying amounts of loans and receivables approximate fair values (see Note 9).

Derivative instruments - Fair values are estimated based on quoted market prices, prices provided
by independent parties, or prices derived using accepted valuation models.

Liabilities - Fair values are estimated using the discounted cash flow methodology using the
Group’s current incremental borrowing rates for similar borrowings with maturities consistent
with those remaining for the liability being valued, if any. The carrying amount of bills payable
approximates fair value.

Set out below is a comparison by category of carrying amounts and fair value of the Group’s
financial statements as of December 31, 2005. 

Carrying Value Fair Value
Financial Assets
HTM investments P=16,319,673 P=16,703,237
Loans and receivables 270,859,630 270,859,630
Financial Liabilities
Bills payable 61,159,017 61,159,017
Subordinated debt 17,072,464 17,729,832

Derivative Financial Instruments
Freestanding Derivatives
The Parent Company is a party to currency forward and swap transactions in various currencies.
As of December 31, 2005, the outstanding currency forwards and swaps substantially involve US
dollars and Philippine pesos, with the outstanding notional amounts of the currency buy and 
currency sell positions amounting to US$130.74 million (with a negative fair value of P=188.63
million) and US$113.33 million (with a positive fair value of P=185.75 million), respectively.
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Embedded Derivatives
Among the embedded derivatives that have been bifurcated and are outstanding as of
December 31, 2005 include the following:

i. credit default swaps embedded in structured notes with a notional reference of US$ 10 million
and a positive fair value of P=0.89 million; and 

ii. foreign currency derivatives in non-financial host contracts, with average notional amounts of
around US$1,000 per month (with maturities until 2011 and 2018) and a positive fair value of
P=5.97 million.

Certain embedded derivatives are not bifurcated, either because the host contracts are carried as
financial assets at FVPL (e.g., peso structured notes with embedded foreign exchange derivatives)
or the embedded derivative is deemed to be closely related to the host contract (e.g., certain
prepayment options embedded in loans and receivables where the exercise price approximately
equals amortized cost).

6. Segment Information

The Group’s operating businesses are recognized and managed separately according to the nature
of services provided and the different markets served with segment representing a strategic
business unit. The Group’s business segments follow:

• Consumer Banking - principally handling individual customers’ deposits, and providing
consumer type loans, overdrafts, credit card facilities and fund transfer facilities;

• Corporate Banking - principally handling loans and other credit facilities and deposit and 
current accounts for corporate and institutional customers;

• Investment Banking - principally arranging structured financing, and providing services
relating to privatizations, initial public offerings, mergers and acquisitions; and 

• Treasury - principally providing money market, trading and treasury services, as well as the
management of the Group’s funding operations by use of treasury bills, government securities
and placements and acceptances with other banks, through treasury and corporate banking.

These segments are the bases on which the Group reports its primary segment information. Other
operations of the Group comprise the operations and financial control groups. Transactions
between segments are conducted at estimated market rates on an arm’s length basis. Interest is
charged/credited to business segments based on a pool rate which approximates the cost of funds.
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Primary segment information (by business segment) as of and for the years ended December 31, 
2005 and 2004 of the Group follows:

2005
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousand Pesos)

Results of Operations
Net interest income P=2,400,161 P=3,874,270 P=– P=2,357,147 P=11,224,261 P=19,855,839
Noninterest income 440,066 371,404 99,168 1,450,435 7,384,039 9,745,112
Revenue - net of interest expense 2,840,227 4,245,674 99,168 3,807,582 18,608,300 29,600,951
Noninterest expense (2,280,025) (1,667,074) (24,322) (774,142) (18,613,128) (23,358,691)
Income (loss) before income tax 560,202 2,578,600 74,846 3,033,440 (4,828) 6,242,260
Income tax provision 90,364 (4,619) – (381,731) (1,670,879) (1,966,865)
Minority interest in net income

of consolidated subsidiaries – – – – (488,766) (488,766)
Net income (loss) P=650,566 P=2,573,981 P=74,846 P=2,651,709 (P=2,164,473) P=3,786,629
Statement of Condition
Total resources P=35,720,322 P=124,336,797 P=– P=200,973,612 P=224,442,561 P=585,473,292
Total liabilities P=33,102,704 119,669,760 P=668 P=193,285,791 P=185,990,271 P=532,049,194
Other Segment Information
Capital expenditures P=386,951 P=96,065 P=– P=5,718 P=641,552 P=1,130,286
Depreciation and amortization P=159,028 P=66,126 P=– P=19,007 P=1,402,776 P=1,646,937

2004 (as Restated)
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousand Pesos)

Results of Operations
Net interest income P=2,348,023 P=3,478,388 P=– P=2,491,745 P=5,165,746 P=13,483,902
Noninterest income 778,768 402,634 104,512 1,247,623 9,867,724 12,401,261
Revenue - net of interest expense 3,126,791 3,881,022 104,512 3,739,368 15,033,470 25,885,163
Noninterest expense (1,706,960) (1,312,617) (21,964) (524,201) (16,468,794) (20,034,536)
Income (loss) before income tax 1,419,831 2,568,405 82,548 3,215,167 (1,435,324) 5,850,627
Income tax provision (30,277) (47,080) – (910,554) (256,723) (1,244,634)
Minority interest in net income

of consolidated subsidiaries – – – – (521,649) (521,649)
Net income (loss) P=1,389,554 P=2,521,325 P=82,548 P=2,304,613 (2,213,696) P=4,084,344

Statement of Condition
Total resources P=29,914,052 P=113,103,639 P=519,749 P=151,102,114 P=230,136,941 P=524,776,495

Total liabilities P=42,701,826 P=105,991,901 P=– P=130,726,545 P=190,605,368 P=470,025,640

Other Segment Information
Capital expenditures P=174,380 P=42,646 P=– P=2,806 P=543,217 P=763,049

Depreciation and amortization P=115,819 P=29,236 P=– P=3,842 P=1,788,468 P=1,937,365
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Secondary segment information (by geographical location) as of and for the years ended 
December 31, 2005 and 2004 of the Group follows:

2005
Philippines Asia United States Europe Total

(In Thousands)
Results of Operations
Net interest income P=19,541,094 P=223,410 P=90,828 P=507 P=19,855,839
Noninterest income 8,010,450 1,218,131 279,494 237,037 9,745,112
Revenue - net of interest expense 27,551,544 1,441,541 370,322 237,544 29,600,951
Noninterest expense (20,275,662) (2,541,763) (265,233) (276,033) (23,358,691)
Income (loss) before income tax 7,275,882 (1,100,222) 105,089 (38,489) 6,242,260
Income tax provision (1,785,909) (180,358) (598) – (1,966,865)
Minority interest in net loss (income)

of consolidated subsidiaries (487,559) (1,207) – – (488,766)
Net income (loss) P=5,002,414 (P=1,281,787) P=104,491 (P=38,489) P=3,786,629
Statement of Condition
Total resources P=570,282,508 P=10,115,961 P=4,917,941 P=156,882 P=585,473,292
Total liabilities P=518,316,656 P=9,784,769 P=3,938,930 P=8,839 P=532,049,194
Other Segment Information
Capital expenditures P=1,106,980 P=10,653 P=11,032 P=1,621 P=1,130,286
Depreciation and amortization P=1,602,332 P=27,545 P=8,443 P=8,617 P=1,646,937

2004 (as Restated)
Philippines Asia United States Europe Total

(In Thousands)
Results of Operations
Net interest income P=13,144,547 P=242,544 P=96,595 P=216 P=13,483,902
Noninterest income 10,506,087 1,570,470 306,532 18,172 12,401,261
Revenue - net of interest expense 23,650,634 1,813,014 403,127 18,388 25,885,163
Noninterest expense (17,976,569) (1,776,830) (242,841) (38,296) (20,034,536)
Income (loss) before income tax 5,674,065 36,184 160,286 (19,908) 5,850,627
Income tax provision (1,070,502) (168,130) (6,002) – (1,244,634)
Minority interest in net loss (income)

of consolidated subsidiaries (691,381) 143,100 26,632 – (521,649)
Net income (loss) P=3,912,182 P=11,154 P=180,916 (P=19,908) P=4,084,344
Statement of Condition
Total resources P=511,460,698 P=9,927,599 P=3,304,866 P=83,332 P=524,776,495
Total liabilities P=455,427,459 P=10,776,457 P=3,819,152 P=2,572 P=470,025,640
Other Segment Information
Capital expenditures P=721,413 P=33,373 P=1,112 P=7,151 P=763,049
Depreciation and amortization P=1,889,975 P=36,810 P=9,356 P=1,224 P=1,937,365

7. Cash and Other Cash Items

As of December 31, 2005, this account includes foreign currency notes and checks on hand 
amounting to P=1.3 billion and P=1.2 billion for the Group and the Parent Company, respectively.

—  F-140  —



- 39 -

*SGVMC108238*�

8. Trading and Investment Securities

This account consists of:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Financial assets at FVPL/TAS (Note 20) P=11,945,909 P=7,698,505 P=6,894,020 P=1,765,274
AFS investments/ASS and UA - net

(Notes 3, 11 and 20) 85,785,349 55,953,764 70,131,729 53,297,355
HTM investments/IBODI - net

(Notes 20 and 28) 16,319,673 39,958,682 7,211,196 27,571,687
P=114,050,931 P=103,610,951 P=84,236,945 P=82,634,316

As of December 31, 2005, financial assets at FVPL account include unrealized gain of
P=36.1 million and unrealized loss P=25.0 million for the Group and the Parent Company,
respectively.

As of December 31, 2004, TAS includes unrealized gain of P=220.9 million and unrealized loss of
P=42.8 million for the Group and the Parent Company, respectively.

As of December 31, 2005, AFS investments include net unrealized gain of P=2.3 billion and
P=2.0 billion for the Group and the Parent Company, respectively.

As of December 31, 2004, ASS and UA are carried net of unrealized loss of P=40.4 million for the
Group and the Parent Company.

HTM investments/IBODI consist of the following:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Government bonds P=7,488,317 P=24,751,228 P=410,122 P=14,966,983
Private bonds 2,227,201 4,226,462 1,104,704 2,894,470
BSP Treasury bills 4,097,523 5,780,245 4,089,524 5,270,505
Treasury notes 2,506,632 4,864,957 1,606,846 4,106,592
Subordinated notes – 397,937 – 333,137

16,319,673 40,020,829 7,211,196 27,571,687
Less allowance for impairment loss

(Note 14) – 62,147 – –
P=16,319,673 P=39,958,682 P=7,211,196 P=27,571,687

As of December 31, 2005, the aggregate market value of HTM investments amounted to
P=16.7 billion and P=7.2 billion for the Group and the Parent Company, respectively.

As of December 31, 2004, the aggregate market value of IBODI amounted to P=40.0 billion and
P=27.5 billion for the Group and the Parent Company, respectively.

Foreign currency-denominated trading and investment securities bear nominal annual interest
rates ranging from 2.94% to 10.13% in 2005 and 2.69% to 11.00% in 2004 for the Group and the
Parent Company and peso-denominated trading and investment securities bear nominal annual
interest rates ranging from 4.65% to 19.00% in 2005 and 3.75% to 22.88% in 2004 for the Group
and the Parent Company.
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As of December 31, 2004, the subordinated notes represent investments in Global Ispat Holdings,
Inc. (GIHI) and Global Steelworks International, Inc. (GSII) which assumed the liabilities of
National Steel Corporation (NSC). As of December 31, 2005, these investments are classified as
unquoted debt securities under Loans and Receivables (see Note 9).

9. Loans and Receivables

This account consists of:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Receivables from customers (Note 20)

Loans and discounts P=246,161,957 P=231,257,382 P=200,614,137 P=194,942,881
Customers’ liabilities under letters of

credit/trust receipts 20,736,931 26,565,883 20,715,580 26,417,593
Bills purchased (Note 19) 6,991,537 10,256,149 6,857,034 10,114,012

273,890,425 268,079,414 228,186,751 231,474,486
Unquoted debt securities (Note 8) 8,706,476 – 14,420,136 –
Accrued interest receivable (Note 13) 5,921,613 – 5,042,065 –
Accounts receivable (Note 13) 5,453,762 – 2,708,778 –
Sales contract receivable (Note 13) 1,353,975 – 1,357,080 –
Receivable from SPV – – – 11,925,125

295,326,251 268,079,414 251,714,810 243,399,611
Unearned discounts, other deferred income

and capitalized interest (3,883,938) (3,885,166) (1,099,044) (1,376,460)
Allowance for impairment losses (Note 14) (20,582,683) (18,820,919) (18,163,261) (20,543,372)

P=270,859,630 P=245,373,329 P=232,452,505 P=221,479,779

Of the total receivables from customers of the Group as of December 31, 2005 and 2004, 86.76%
and 83.70%, respectively, are subject to periodic interest repricing. The remaining peso
receivables from customers earn annual fixed interest rates ranging from 8.00% to 42.00% in
2005 and 2.50% to 31.20% in 2004, while foreign currency-denominated receivables from
customers earn annual fixed interest rates ranging from 2.03% to 36.00% in 2005 and 2.14% to
36.00% in 2004. 

The following table shows information relating to receivables from customers by collateral
(amounts in thousands) as of December 31, 2005 and 2004:

Group Parent Company
2005 2004 2005 2004

Amount % Amount % Amount % Amount %
Secured by:

Real estate P=91,760,731 33.50 P=92,700,873 34.58 P=78,120,692 34.24 P=81,506,977 35.21
Chattel 20,421,544 7.46 18,445,835 6.88 6,536,311 2.86 7,030,285 3.04
Deposit hold-out 16,931,595 6.18 12,830,528 4.79 16,284,857 7.14 12,366,004 5.34
Assignment of receivables 1,561,536 0.57 3,198,413 1.19 1,445,830 0.63 3,104,773 1.34
Securities 2,081,443 0.76 2,796,034 1.04 1,754,485 0.77 2,787,234 1.20
Stand-by letters of credit 428,305 0.16 692,531 0.26 383,061 0.17 564,500 0.25
Others 5,219,862 1.90 13,651,880 5.09 3,169,169 1.39 10,772,632 4.65

138,405,016 50.53 144,316,094 53.83 107,694,405 47.20 118,132,405 51.03
Unsecured 135,485,409 49.47 123,763,320 46.17 120,492,346 52.80 113,342,081 48.97

P=273,890,425 100.00 P=268,079,414 100.00 P=228,186,751 100.00 P=231,474,486 100.00
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Restructured receivables from customers as of December 31, 2005 and 2004 amounted to
P=17.50 billion and P=21.10 billion, respectively, for the Group and P=16.05 billion and
P=19.90 billion, respectively, for the Parent Company.

Current banking regulations allow banks with no unbooked valuation reserves and capital
adjustments to exclude from nonperforming classification those receivables from customers
classified as Loss in the latest examination of the BSP which are fully covered by allowance for
impairment losses, provided that interest on said receivables shall not be accrued. As of
December 31, 2005 and 2004, nonperforming loans (NPLs) not fully covered by the allowance for
impairment losses, excluding asset held by SPV and receivable from SPV, follow:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Total NPLs P=26,389,790 P=35,027,134 P=23,822,739 P=32,686,580
Less NPLs fully covered by allowance

for impairment losses 7,679,835 9,001,448 7,111,433 8,436,695
P=18,709,955 P=26,025,686 P=16,711,306 P=24,249,885

NPLs shall, as a general rule, refer to loan accounts whose principal and/or interest is unpaid for
thirty (30) days or more after due date or after they have become past due in accordance with
existing rules and regulations. This shall apply to loans payable in lump sum and loans payable in
quarterly, semi-annual, or annual installments, in which case, the total outstanding balance thereof
shall be considered nonperforming.

In the case of receivables that are payable in monthly installments, the total outstanding balance
thereof shall be considered nonperforming when three (3) or more installments are in arrears.

In the case of receivables that are payable in daily, weekly, or semi-monthly installments, the total
outstanding balance thereof shall be considered nonperforming at the same time that they become
past due in accordance with existing BSP regulations, i.e., the entire outstanding balance of the
receivable shall be considered as past due when the total amount of arrearages reaches ten percent
(10%) of the total receivable balance.

Restructured receivables which do not meet the requirements to be treated as performing
receivables shall also be considered as NPLs.

Certain receivables from customers amounting to P=914.6 million and P=500.0 million as of
December 31, 2005 and 2004, respectively, were rediscounted with the BSP and a local bank
(included under Bills Payable - local banks and BSP ) under the Parent Company’s and certain
subsidiaries’ rediscounting privileges (see Note 16).
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As of December 31, 2005 and 2004, information on the concentration of receivables from
customers (amounts in thousands) as to industry follows:

Group Parent Company
2005 2004 2005 2004

Amount % Amount % Amount % Amount %
Manufacturing (various

industries) P=77,753,658 28.39 P=86,580,562 32.30 P=75,830,716 33.23 P=84,818,522 36.64
Wholesale and retail

trade 53,705,623 19.61 48,927,177 18.25 43,919,598 19.25 42,358,696 18.30
Real estate, renting and

business activities 48,033,841 17.54 38,442,924 14.34 40,906,595 17.93 32,879,880 14.20
Other community,

social and personal
activities 19,095,666 6.97 19,461,801 7.26 8,553,265 3.75 8,958,417 3.87

Private households 22,605,967 8.25 17,902,163 6.68 20,352,205 8.92 15,861,893 6.85
Financial intermediaries 21,206,653 7.74 17,879,811 6.67 13,032,923 5.71 11,548,694 4.99
Transportation, storage

and communication 9,458,744 3.45 9,567,234 3.57 8,452,389 3.70 8,408,316 3.63
Construction 6,495,147 2.37 6,933,208 2.59 5,823,175 2.55 6,587,050 2.85
Electricity, gas and

water 4,687,151 1.71 6,250,700 2.33 4,255,027 1.86 6,153,766 2.66
Public utilities 459,634 0.17 4,253,698 1.59 63,534 0.03 4,189,453 1.81
Agricultural, hunting

and forestry 4,437,832 1.62 4,157,594 1.55 2,155,420 0.94 2,471,672 1.07
Hotel and restaurants 2,267,483 0.83 3,753,077 1.40 1,999,360 0.88 3,508,500 1.52
Mining and quarrying 513,296 0.19 881,765 0.33 476,105 0.21 852,409 0.37
Others 3,169,730 1.16 3,087,700 1.15 2,366,439 1.04 2,877,218 1.24

P=273,890,425 100.00 P=268,079,414 100.00 P=228,186,751 100.00 P=231,474,486 100.00

The BSP considers that loan concentration exists when the total loan exposure to a particular
industry exceeds 30% of the total loan portfolio.

On October 15, 2004, GIHI and GSII (SPV companies), and the NSC Creditors entered into an 
agreement which sets forth the terms and conditions upon which the NSC Creditors have agreed
to accept zero interest coupon notes in the aggregate amount of P=12.25 billion to be issued by
SPV companies in settlement of the liabilities of NSC.

The zero-interest coupon notes were issued in two tranches, namely, (a) Tranche A Note in the
principal amount of P2.0 billion and (b) Tranche B Note in the principal amount of
P=10.25 billion, which notes are secured by a first ranking mortgage and security interest over the
NSC plant assets and stand-by letters of credit by the SPV companies in accordance with the
schedule in the agreement.

On October 15, 2004, the Parent Company received Tranche A Note at principal amount of
P=121.7 million and Tranche B Note at principal amount of P=510.2 million in exchange of the
outstanding receivable from NSC of P=776.4 million. The Parent Company carried the
subordinated notes at discounted values using a discount rate of 13.24%.

Receivable from SPV (included under unquoted debt securities as of December 31, 2005)
represents the balance of the purchase price of the nonperforming assets (NPAs) sold by the
Parent Company to an SPV in 2003. The deed of absolute sale was formalized on September 17, 
2003 and approved by the BSP on November 28, 2003, having qualified as a true sale.
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The more significant terms of the sale are as follows:

a. Certain NPAs of the Parent Company collateralized by real estate and golf shares (fair market
value of which exceeds the book value of the NPAs) were purchased by the SPV for a total
consideration of P=16.9 billion.

b. The agreed purchase price of the NPAs shall be paid as follows:

i. An initial amount of P=2.5 billion, receipt in full of which was acknowledged by the Parent
Company as of December 31, 2001;

ii. Additional P=2.5 billion payable on the earlier of: (i) the passage by the Philippine
Congress of the SPV Law or (ii) June 30, 2002; and

iii. The balance of P=11.9 billion, through issuance of Subordinated Notes (the Notes), with
maturity of 7 years and interest rate of 2% per annum.

The Notes shall be subordinated and shall rank as junior in right, preference, security, lien and in
all other aspects to the senior notes issued or to be issued by the borrower specifically, the
following: (i) Senior Note 1, in the principal amount of US$60.0 million and (ii) Senior Note 2, in
the principal amount of P=2.5 billion.

As December 31, 2005 and 2004, the estimated amount of the subordinated notes, which is the
present value based on the discounted cash flows from the sale of the underlying collaterals of the
NPAs, net of the payment to senior notes by the SPV, amounted to P=6.6 billion and P=8.8 billion,
respectively.

As discussed in Note 8, as of December 31, 2005, unquoted debt securities include these
investments in GIHI and GSII amounting to P=0.4 billion.

10. Property and Equipment

The composition and movements in property and equipment account follow:

Group
2005

Land Buildings

Furniture,
Fixtures and

Equipment

Leasehold
Rights and

Improvements

Building
Under

Construction Total 2004
(In Thousands)

Cost
Balance at beginning of year P=3,688,709 P=6,013,533 P=7,944,914 P=1,358,046 P=117,342 P=19,122,544 P=18,753,376
Additions 37,830 301,889 626,345 138,192 2,015 1,106,271 634,956
Disposals/others (116,853) (693,742) (394,170) (246,492) (1,336) (1,452,593) (635,942)
Balance at end of year 3,609,686 5,621,680 8,177,089 1,249,746 118,021 18,776,222 18,752,390
Accumulated depreciation

and amortization
Balance at beginning of year – 1,796,463 6,229,832 309,128 – 8,335,423 7,549,376
Depreciation and amortization – 249,596 647,716 217,729 – 1,115,041 1,073,643
Disposals/others – (77,400) (634,518) (143,912) – (855,830) (354,719)
Balance at end of year – 1,968,659 6,243,030 382,945 – 8,594,634 8,268,300
Net book value at end of year P=3,609,686 P=3,653,021 P=1,934,059 P=866,801 P=118,021 P=10,181,588 P=10,484,090
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Parent Company
2005

Land Buildings

Furniture,
Fixtures and

Equipment

Leasehold
Rights and

Improvements

Building
Under

Construction Total 2004
(In Thousands)

Cost
Balance at beginning of year P=3,497,461 P=4,357,452 P=6,813,698 P=1,154,433 P=117,342 P=15,940,386 P=16,183,517
Additions 127,582 321,108 173,580 40,614 2,015 664,899 415,972
Disposals/others (114,261) (275,588) (320,695) (172,193) (1,336) (884,073) (659,103)
Balance at end of year 3,510,782 4,402,972 6,666,583 1,022,854 118,021 15,721,212 15,940,386
Accumulated depreciation

and amortization
Balance at beginning of year – 1,474,506 5,534,456 277,582 – 7,286,544 6,722,911
Depreciation and amortization – 249,686 376,002 203,611 – 829,299 828,597
Disposals/others – (75,782) (277,499) (12,213) – (365,494) (264,964)
Balance at end of year – 1,648,410 5,632,959 468,980 – 7,750,349 7,286,544
Net book value at end of year P=3,510,782 P=2,754,562 P=1,033,624 P=553,874 P=118,021 P=7,970,863 P=8,653,842

Building under construction pertains to bank premises of branches yet to be opened. 

Depreciation and amortization expenses amounted to P=1.6 billion in 2005 and P=1.1 billion in 2004 
for the Group, and P=1.2 billion in 2005 and P=828.6 million in 2004 for the Parent Company and 
are included in the statements of income.

11. Equity Investments

This account consists of investments in shares of stock as follows:

Group Parent Company

2005 2004 2005
2004

(As restated)
(In Thousands)

Acquisition cost (Note 2):
Wholly owned subsidiaries P=– P=– P=1,504,532 P=1,375,094
Majority owned subsidiaries – – 22,897,792 22,940,872

– – 24,402,324 24,315,966
Significantly owned investees:

Mirant Global Corporation (MGC) (50.00% owned) 3,453,132 3,453,132 – –
Toyota Motor Philippines Corporation (TMPC)

(30.00% owned) 672,984 672,984 672,984 672,984
Jardine Land, Inc. (JLI) (20.00% owned) 232,000 232,000 232,000 232,000
SMBC Metro Investment Corporation

(SMBC Metro) (30.00% owned) 180,000 180,000 180,000 180,000
IBCAL (41.12% owned in 2004) – 51,621 – 51,621

Other investments in associates 860,285 580,554 263,231 178,231
5,398,401 5,170,291 1,348,215 1,314,836

Less allowance for impairment losses (Note 14) 120,150 121,716 113,604 100,193
5,278,251 5,048,575 1,234,611 1,214,643
5,278,251 5,048,575 25,636,935 25,530,609

(Forward)
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Group Parent Company

2005 2004 2005
2004

(As restated)
(In Thousands)

Accumulated equity in net income (Note 24):
Balance at beginning of year, as restated P=1,163,445 P=906,748 P=– P=–
Equity in net income 577,451 296,849 – –
Cash dividends (340,788) (40,152) – –
Disposals (96,101) – – –
Balance at end of year 1,304,007 1,163,445 – –

Equity in net unrealized loss on investment
securities of investees (22,174) (6,007) – –

Share in other equity adjustments of investees 56,710 321,180 – –
P=6,616,794 P=6,527,193 P=25,636,935 P=25,530,609

Other investments amounting to P=2.3 billion as of December 31, 2005 and 2004, which are
carried at cost and previously presented under equity investments are reclassified under AFS
investment and Other resources, respectively, in accordance with PAS 39 and PAS 28, 
respectively (see Notes 8 and 13).

The following tables present financial information of significant associates as of and for the years
ended December 31, 2005 and 2004:

2005
Statement of Condition Statement of Income

Total Assets Total Liabilities Gross Income
Operating

Income Net Income
(In Thousands)

Significantly owned investees:
TMPC P=10,982,532 P=5,565,544 P=33,068,815 P=825,578 P=989,495
MGC 11,625,931 5,047,614 2,410,919 287,304 309,394
JLI 1,219,649 571,074 99,758 86,079 49,181
SMBC Metro 875,325 36,261 116,584 90,093 63,925

2004
Statement of Condition Statement of Income

Total Assets Total Liabilities Gross Income
Operating

Income Net Income
(In Thousands)

Significantly owned investees:
TMPC P=8,334,779 P=3,170,180 P=23,339,767 P=597,365 P=737,106
MGC 6,895,517 1,805,932 198,064 195,066 188,412
JLI 1,167,625 387,987 99,861 88,179 50,185
SMBC Metro 832,584 33,918 119,733 80,502 58,519
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Major assets of significant associates as of December 31, 2005 and 2004 include the following
(amounts in thousands):

2005 2004
TMPC

Temporary investments P=3,446,244 P=2,078,390
Inventories and importation charges 2,626,231 2,403,745
Property and equipment - net 2,727,743 2,462,218

MGC
Cash and cash equivalents 1,953,903 2,153,441
Investments and advances 313,940 529,527

JLI
Real estate properties 324,330 922,205
Receivables - net 499,068 461,476

SMBC Metro
Cash and cash equivalents 454,321 517,149
Loans receivable - net 329,250 250,763

In 2004, the Parent Company decreased its stockholdings in IBC from 60.11% to 41.12%. No gain
or loss was recognized as a result of the transaction since it was disposed at carrying value. On
September 30, 2005, the Parent Company from the completed sale of its 41.12% equity share in
the IBC based in Los Angeles, California, to First Banks, Inc. (First Banks). First Banks is a super
regional United States (US) bank based in St. Louis, Missouri. The sale of IBC is a strategic move
aimed at enhancing returns on the Parent Company’s invested capital by focusing more on the
growing and higher margin remittance business. Proceeds from the sale were used to expand the
Parent Company’s remittance operations in North America. The Parent Company retained the
remittance business of IBC through Metro Remittance Center, Inc., its wholly owned remittance
company based in New York, which will branch out in various locations in California. Existing
full service branches of the Parent Company in New York and Guam have been retained and were
not affected by the sale of IBC. As a result of the sale, its controlling interest in IBC was
extinguished and therefore, the accounts of IBC were excluded in the consolidation.

The BSP, through MB Resolution Nos. 497 and 1693, dated April 15, 2004 and November 18, 
2004, respectively, approved the request of the Parent Company for the establishment of 14 
financial subsidiaries in Europe. In March 2005, the Parent Company acquired the following
remittance centers/exchange services:

Company Name Date Established
Date Acquired by
Parent Company

MBTC Exchange Services, GmbH March 28, 2003 March 3, 2005
Metro Remittance Center, S. A. March 1, 2003 March 31, 2005
Metro Remittance (Italia), SpA November 28, 2002 March 3, 2005

On June 23, 2005, the BOD of TMPC declared a P=34.72 per share cash dividend amounting to
P=537,979,889 for stockholders of record as of December 31, 2004. On June 30, 2005, the Parent
Company received its share amounting to P=161,393,967.
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On April 21, 2005, FMIC invested P=8.2 million (representing 70% interest) in First Metro Asset
Management, Inc. (FAMI). On April 26, 2005, the Parent Company acquired 35% interest in
Cathay International Resources Corporation (CIRC) for P=175.0 million. CIRC is engaged in
hotels and resorts management.

On December 22, 2004, Tytana Corporation subscribed to 143 million of the unissued voting,
non-redeemable, participating, non-convertible preferred shares (par value of P=10 per share) of
GBHI at a subscription price of P=57.51 per share or an aggregate subscription price of
P=8.2 billion. As a result, the Parent Company’s voting share in GBHI was diluted from 99.37% to
44.83%. Preferred shares shall have preference over common shares in case of liquidation and 
dissolution of GBHI. Preferred shares shall participate in income after December 31, 2004. 

On June 28, 2004, the Parent Company’s board of directors (BOD) approved the acquisition of
18,360,686 additional shares of stock of PSBank for P=605.9 million. As a result, the Parent
Company’s ownership in PSBank increased from 64.01% to 74.24%.

On May 19, 2004, the Parent Company’s BOD approved the acquisition of 100% shares of stock
of Metro Remittance (UK) Limited for P=30.6 million.

On February 24, 2004, the Parent Company’s BOD approved the establishment and capitalization
of Metro Remittance Singapore Pte. Ltd. for 350,000 Singaporean dollars (about P=16.8 million).

12. Investment Properties

This account consists of ROPA as follows:

2005
Group Parent Company

Land
Buildings and
Improvements Total Land

Buildings and
Improvements Total

Cost
Balance at beginning of year P=30,753,167 P=8,427,270 P=39,180,437 P=25,669,863 P=7,081,109 P=32,750,972
Additions 2,323,569 603,764 2,927,333 1,350,670 389,531 1,740,201
Disposals/others (1,790,058) (493,139) (2,283,197) (1,139,797) (357,609) (1,497,406)
Balance at end of year 31,286,678 8,537,895 39,824,573 25,880,736 7,113,031 32,993,767
Accumulated depreciation and

amortization
Balance at beginning of year – 3,336,415 3,336,415 – 2,891,800 2,891,800
Depreciation and amortization – 586,936 586,936 – 502,093 502,093
Disposals/others – (1,129,485) (1,129,485) – (1,121,679) (1,121,679)
Balance at end of year – 2,793,866 2,793,866 – 2,272,214 2,272,214
Accumulated impairment losses

(Note 14)
Balance at beginning of year 2,341,512 395,571 2,737,083 2,069,922 381,641 2,451,563
Impairment loss 34,661 8,537 43,198 50,810 13,629 64,439
Disposals/others (272,925) (69,715) (342,640) (205,421) (69,714) (275,135)
Balance at end of year 2,103,248 334,393 2,437,641 1,915,311 325,556 2,240,867
Net book value at end of year P=29,183,430 P=5,409,636 P=34,593,066 P=23,965,425 P=4,515,261 P=28,480,686
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2004
Group Parent Company

Land
Buildings and
Improvements Total Land

Buildings and
Improvements Total

Cost
Balance at beginning of year P=28,201,334 P=8,569,129 P=36,770,463 P=23,138,390 P=7,247,101 P=30,385,491
Additions 4,005,333 440,010 4,445,343 3,462,751 305,424 3,768,175
Disposals/others (1,453,500) (581,869) (2,035,369) (931,278) (471,416) (1,402,694)
Balance at end of year 30,753,167 8,427,270 39,180,437 25,669,863 7,081,109 32,750,972
Accumulated depreciation and

amortization
Balance at beginning of year – 2,919,047 2,919,047 – 2,538,709 2,538,709
Depreciation and amortization – 587,812 587,812 – 508,379 508,379
Disposals/others – (170,444) (170,444) – (155,288) (155,288)
Balance at end of year – 3,336,415 3,336,415 – 2,891,800 2,891,800
Accumulated impairment losses

(Note 14)
Balance at beginning of year 2,327,337 392,014 2,719,351 2,053,249 370,376 2,423,625
Impairment loss 66,154 4,152 70,306 68,652 11,861 80,513
Disposals/others (51,979) (595) (52,574) (51,979) (596) (52,575)
Balance at end of year 2,341,512 395,571 2,737,083 2,069,922 381,641 2,451,563
Net book value at end of year P=28,411,655 P=4,695,284 P=33,106,939 P=23,599,941 P=3,807,668 P=27,407,609

As of December 31, 2005 and 2004, the aggregate market value of the investment properties
amounted to P=50.7 billion and P=54.5 billion, respectively.

Net gains from sale of ROPA amounted to P=113.3 million and P=197.0 million in 2005 and 2004, 
respectively, for the Group, and P=26.9 million and P=93.4 million in 2005 and 2004, respectively,
for the Parent Company and are included in Profit from Assets Sold in the statements of income.

13. Other Resources

This account consists of:

Group Parent Company

2005
2004

(As restated) 2005
2004

(As restated)
(In Thousands)

Assets held by SPV (Note 20) P=16,648,970 P=16,688,930 P=– P=–
Less allowance for impairment losses (Note 14) 2,138,470 2,138,470 – –

14,510,500 14,550,460 – –
Goodwill (Note 2) 7,824,458 7,796,015 1,203,189 1,203,189
Deferred tax assets (Note 23) 4,447,028 5,811,956 3,108,113 5,249,580
Returned checks and other cash items 309,344 304,627 287,867 267,608
Prepaid expenses 215,415 897,755 127,717 819,744
Software costs - net 138,164 160,890 23,789 64,200
Other investments (Notes 11, 15 and 20) 26,393 3,313,128 14,453 2,049,583
Accounts receivable (Notes 9, 20 and 24) – 5,684,773 – 3,209,033
Accrued interest receivable (Notes 9 and 20) – 4,868,234 – 4,061,172
Sales contract receivable (Notes 9, 15 and 20) – 1,301,769 – 1,445,966
Foreign currency notes and checks on hand

(Note 7) – 1,298,893 – 1,238,436
Miscellaneous 3,077,800 3,262,421 2,297,516 2,588,615

30,549,102 49,250,921 7,062,644 22,197,126
Less allowance for impairment losses (Note 14) 102,737 2,019,323 94,561 1,663,889

P=30,446,365 P=47,231,598 P=6,968,083 P=20,533,237
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Assets held by SPV consist mainly of certain loans that are in the process of being resolved or
disposed of by the SPV as of December 31, 2004. These assets are secured by real estate with an 
aggregate market value of P=21.0 billion. On March 8, 2006, assets held by SPV were
subsequently auctioned.  Final settlement date was scheduled on March 30, 2006. 

As of December 31, 2004, accounts receivable in the Group financial statements includes
advances by GBHI to an affiliate amounting to P=1.6 billion.

Movements in software costs accounts follow:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Balance at beginning of year P=160,890 P=240,960 P=64,200 P=153,910
Additions/others 24,015 128,093 835 64,547
Amortization (46,741) (208,163) (41,246) (154,257)
Balance at end of year P=138,164 P=160,890 P=23,789 P=64,200

14. Allowance for Impairment Losses

Changes in the allowance for impairment losses follow:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Balance at beginning of year:

AFS investments/ASS and UA (Note 3) P=8,835 P=– P=– P=–
HTM investments/IBODI (Note 8) 62,147 62,147 – –
Loans and receivables (Note 9) 18,820,919 – 20,543,372 –
Receivables (Note 9) – 18,506,361 – 19,987,455
Investments in associates and joint

venture (Note 11) 121,716 332,292 100,193 265,746
Investment properties (Note 12) 2,737,083 2,719,351 2,451,563 2,423,625
Assets held by SPV (Note 13) 2,138,470 2,138,470 – –
Other resources (Note 13) 2,019,323 2,951,788 1,663,889 414,768

25,908,493 26,710,409 24,759,017 23,091,594
Provisions for impairment loss 4,494,311 2,886,887 3,601,148 2,706,499
Realized loss on NPL sold during the year (6,028,567) (801,550) (6,028,567) (801,550)
Accounts written off/others 1,221,546 (2,887,253) (1,638,176) (237,526)
Balance at end of year:

AFS investments/ASS and UA (Note 3) 214,102 8,835 81,129 –
HTM investments/IBODI (Note 8) – 62,147 – –
Loans and receivables (Note 9) 20,582,683 – 18,163,261 –
Receivables from customers (Note 9) – 18,820,919 – 20,543,372
Investments in associates and joint

venture (Note 11) 120,150 121,716 113,604 100,193
Investment properties (Note 12) 2,437,641 2,737,083 2,240,867 2,451,563
Assets held by SPV (Note 13) 2,138,470 2,138,470 – –
Other resources (Note 13) 102,737 2,019,323 94,561 1,663,889

P=25,595,783 P=25,908,493 P=20,693,422 P=24,759,017
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With the foregoing level of allowance for impairment losses, management believes that the Group
has sufficient allowance to take care of any losses that the Group may incur from the
noncollection or nonrealization of its receivables and other risk assets.

15. Deposit Liabilities

Of the total interest-bearing deposit liabilities of the Group as of December 31, 2005 and 2004, 
11.71% and 12.27%, respectively, are subject to periodic interest repricing. Remaining peso-
deposit liabilities earn annual fixed interest rates ranging from 0.20% to 11.25% in 2005 and 
1.00% to 14.85% in 2004, while foreign currency-denominated deposit liabilities earn annual
fixed interest rates ranging from 0.01% to 7.50% in 2005 and 2004. 

Under existing BSP regulations, non-FCDU deposit liabilities of the Parent Company are subject
to liquidity reserves equivalent to 11.00% and statutory reserves equivalent to 10.00%. On the
other hand, non-FCDU deposit liabilities of PSBank are subject to liquidity and statutory reserves
equivalent to 2.00% and 6.00%, respectively.  FMIC’s deposit substitutes are subject to liquidity
reserves of 11% and 9% and statutory reserves of 10% and 8% in 2005 and 2004, respectively.

The total liquidity and statutory reserves as reported to BSP as of December 31, 2005 and 2004 
follow:

Parent Company PSBank FMIC
2005 2004 2005 2004 2005 2004

Cash and other cash items P=9,009,302 P=7,861,984 P=739,690 P=528,323 P=3,490,877 P=737,300
AFS investments 26,002,140 – 11,579,364 – 294,515 880,124
Due from BSP 18,623,468 13,230,156 1,747,364 1,123,793 390,513 81,500
HTM investments/IBODI 4,238,606 25,427,922 4,022,862 593,082 – –

P=57,873,516 P=46,520,062 P=18,089,280 P=2,245,198 P=4,175,905 P=1,698,924

The Parent Company, PSBank and FMIC were in compliance with such regulations as of
December 31, 2005 and 2004. 

16. Bills Payable

This account consists of borrowings from:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Foreign banks P=15,077,476 P=16,970,680 P=14,918,290 P=16,970,680
Local banks (Note 9) 10,670,999 4,537,506 3,778,420 4,537,507
BSP (Note 9) 788,675 140,720 788,675 140,720
Others 34,621,867 14,462,509 13,384,007 722,163

P=61,159,017 P=36,111,415 P=32,869,392 P=22,371,070
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Interbank borrowings with foreign and local banks are mainly short-term borrowings. The
Group’s peso borrowings are subject to annual fixed interest rates ranging from 5.15% to 13.00%
in 2005 and 5.25% to 12.50% in 2004, while the Group’s foreign currency-denominated
borrowings are subject to annual fixed interest rates ranging from 0.31% to 6.21% in 2005 and 
0.31% to 3.23% in 2004. 

Bills payable - others of the Parent Company mainly represents funds obtained from the Social
Security System (SSS), which the Parent Company relends to borrowers availing of the financing
programs of the SSS. 

As of December 31, 2005 and 2004, bills payable - others of the Group consists mainly of the
borrowings obtained by FMIC from the public.

17. Accrued Taxes, Interest and Other Expenses

This account consists of:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Accrued interest payable P=4,029,784 P=2,655,063 P=3,136,497 P=2,410,554
Accrued income taxes 791,535 417,589 639,974 344,388
Accrued other taxes and other expenses

payable 1,796,879 1,895,253 1,142,534 1,244,078
P=6,618,198 P=4,967,905 P=4,919,005 P=3,999,020

18. Subordinated Debt

On June 24, 2003, the Parent Company’s BOD approved the raising of Lower Tier 2 capital
through the issuance in the international capital market of subordinated bonds up to US$125
million with green shoe option of US$25 million maturing in 10 years but with a call option
exercisable after 5 years subject to the provisions of BSP Circular No. 280. The bonds bear a 
coupon rate of 8.0% per annum with step-up after 5 years (50% of the initial credit spread).

The issuance of the foregoing subordinated bonds under the terms approved by the BOD was
approved by the MB in its Resolution No. 911 dated June 26, 2003, as amended by MB
Resolution No. 1153 dated August 14, 2003, subject to the Parent Company’s compliance with
certain conditions.

Relative to this, on October 7 and 17, 2003, the Parent Company issued US$130 million and 
US$70 million, respectively, 8.375% Subordinated Notes due 2013 (the 2013 Notes). Among the
significant terms and conditions of the issuance of the 2013 Notes are:

a. Issue Price at 98.937% and 99.25%, respectively, of the principal amount.
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b. The 2013 Notes bear interest at 8.375% per annum from and including October 7, 2003 to but
excluding December 7, 2008. Unless the 2013 Notes are previously redeemed, the interest
rate from and including December 7, 2008 to but excluding December 7, 2013 will be reset at
the U.S. Treasury rate plus 8.52% per annum. Interest will be payable semi-annually in
arrears on June 7 and December 7 of each year, commencing on June 7, 2004. 

c. The 2013 Notes will constitute direct, unconditional, subordinated and unsecured obligations
of the Parent Company and will at all times rank pari passu and without any preference
among themselves. The payment obligations of the Parent Company under the Notes shall,
save for such exceptions as may be provided by applicable laws, at all times rank at least
equivalent with all other present and future unsecured and subordinated obligations of the
Parent Company.

d. The Parent Company may redeem the 2013 Notes in whole but not in part at redemption price
equal to 100% of the principal amount together with accrued and unpaid interest on
December 7, 2008, subject to the prior consent of the BSP and the compliance by the Parent
Company with the prevailing requirements for the granting by the BSP of its consent therefor.

e. Each noteholder by accepting a 2013 Note will irrevocably agree and acknowledge that (i) it
may not exercise or claim any right of set-off in respect of any amount owed to it by the
Parent Company arising under or in connection with the 2013 Notes and (ii) it shall, to the
fullest extent permitted by applicable law, waive and be deemed to have waived all such
rights of set-off.

f. The 2013 Notes are not deposit liabilities of the Parent Company and are not guaranteed or
insured by the Parent Company or any party related to the Parent Company or the Philippine
Deposit Insurance Corporation (PDIC) and they may not be used as collateral for any loan
made by the Parent Company or any of its subsidiaries or affiliates. Also, the 2013 Notes
may not be redeemed at the option of the noteholders.

On October 25, 2002, the Parent Company’s BOD approved the raising of Lower Tier 2 capital
through the issuance in the international capital market of subordinated bonds up to US$150
million maturing in 10 years but with a call option exercisable after 5 years subject to the
provisions of BSP Circular No. 280. The bonds bear a coupon rate of 8.5% to 9.0% per annum
with step-up after 5 years (higher of 100 basis points or 50% of the initial credit spread).

The issuance of the foregoing subordinated bonds under the terms approved by the BOD was
approved by the MB, in its Resolution No. 1589 dated October 30, 2002, subject to the Parent
Company’s compliance with certain conditions.

Relative to this, on November 20, 2002, the Parent Company issued US$125 million, 8.5%
Subordinated Notes due 2012 (the 2012 Notes). Among the significant terms and conditions of
the issuance of such Notes are:

a. Issue Price at 99.5% of the principal amount.

—  F-154  —



- 53 -

*SGVMC108238*�

b. The 2012 Notes bear interest at 8.5% per annum from and including November 20, 2002 to
but excluding November 20, 2007. Unless the 2012 Notes are previously redeemed, the
interest rate from and including November 20, 2007 to but excluding November 20, 2012 will
be reset at the U.S. Treasury rate plus 8.67% per annum. Interest will be payable semi-
annually in arrears on May 20 and November 20 of each year, commencing May 20, 2003. 

c. The 2012 Notes will constitute direct, unconditional, subordinated and unsecured obligations
of the Parent Company and will at all times rank pari passu and without any preference
among themselves. The payment obligations of the Parent Company under the Notes shall,
save for such exceptions as may be provided by applicable laws, at all times rank at least
equivalent with all other present and future unsecured and subordinated obligations of the
Parent Company.

d. The Parent Company may redeem the 2012 Notes in whole but not in part at redemption price
equal to 100% of the principal amount together with accrued and unpaid interest on 
November 20, 2007, subject to the prior consent of the BSP and the compliance by the Parent
Company with the prevailing requirements for the granting by the BSP of its consent therefor.

e. Each noteholder by accepting a 2012 Note will irrevocably agree and acknowledge that (i) it
may not exercise or claim any right of set-off in respect of any amount owed to it by the
Parent Company arising under or in connection with the Notes, and (ii) it shall, to the fullest
extent permitted by applicable law, waive and be deemed to have waived all such rights of
set-off.

f. The 2012 Notes are not guaranteed or insured by the PDIC and are not deposit liabilities of
the Parent Company.

19. Other Liabilities

This account consists of:

Group Parent Company

2005
2004

(As restated) 2005
2004

(As restated)
(In Thousands)

Bills purchased - contra (Notes 9 and 20) P=6,389,643 P=9,221,808 P=6,264,948 P=9,084,740
Liabilities of SPV (Notes 9 and 20) 6,332,477 6,094,776 – –
Accounts payable (Note 20) 3,335,610 3,416,279 1,736,201 2,593,494
Outstanding acceptances (Note 20) 1,833,278 2,074,956 1,809,383 2,018,901
Retirement benefit liability (Note 26) 51,258 1,304,332 51,258 1,304,332
Deferred gains 1,059,948 746,490 652,018 464,296
Marginal deposits (Note 20) 325,098 457,145 322,951 448,583
Withholding taxes payable (Note 20) 494,509 335,135 400,759 278,054
Due to BSP (Note 20) 227,688 212,836 209,606 199,336
Deferred tax liability (Note 23) 128,358 124,257 – –
Dividends payable (Note 20) 291,491 120,016 – –
Due to other banks (Note 20) 23,435 25,344 23,435 25,344
Miscellaneous 1,291,471 1,318,336 643,444 692,120

P=21,784,264 P=25,451,710 P=12,114,003 P=17,109,200
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Liabilities of SPV account represents the principal balance of senior notes in the accounts of
ARC, net of the costs and expenses. In 2005 and 2004, costs and expenses amounting to
P=0.4 billion and P=1.4 billion, respectively, are attributable to the senior noteholders and are
credited in the process of consolidation to Miscellaneous Income in the Group’s statements of
income (see Notes 9 and 22).

20. Maturity Profile of Financial Resources and Financial Liabilities

The following tables present the financial resources and financial liabilities by contractual
maturity and settlement dates as of December 31, 2005 and 2004:

Group
2005 2004

Financial Resources
Due Within

One Year
Due Beyond

One Year Total
Due Within

One Year
Due Beyond

One Year Total
(In Thousands)

Due from BSP P=20,685,847 P=– P=20,685,847 P=15,276,930 P=– P=15,276,930
Due from other banks 25,469,420 – 25,469,420 17,154,746 – 17,154,746
Interbank loans receivable

and securities purchased
under agreements to resell 22,479,071 35,841,649 58,320,720 14,958,375 22,135,759 37,094,134

Financial assets at 
FVPL/TAS (Note 8) 4,411,032 7,534,877 11,945,909 7,698,505 – 7,698,505

AFS investments/ASS and
UA (Note 8) 42,345,251 42,907,362 85,252,613 55,953,764 – 55,953,764

HTM investments/IBODI
(Note 8) 6,808,860 9,510,813 16,319,673 – 39,958,682 39,958,682

Receivables from customers -
at gross (Note 9) 174,720,143 99,170,282 273,890,425 171,594,511 96,484,903 268,079,414

Assets held by SPV - at gross
(Note 13) – 16,648,970 16,648,970 16,684,710 4,220 16,688,930

Unquoted debt securities – 8,706,476 8,706,476 – – –
Accrued interest receivable

(Notes 9 and 13) 5,637,117 284,496 5,921,613 4,570,128 298,106 4,868,234
Accounts receivable (Notes 9

and 13) 3,076,005 2,377,757 5,453,762 3,516,174 2,168,599 5,684,773
Sales contract receivable

(Notes 9 and 13) 776,707 577,268 1,353,975 283,399 1,018,370 1,301,769
Other investments 13,114 13,279 26,393 755,975 2,557,153 3,313,128

P=306,422,567 P=225,950,986 P=529,995,796 P=308,447,217 P=164,625,792 P=473,073,009

Group
2005 2004

Financial Liabilities
Due Within

One Year
Due Beyond

One Year Total
Due Within

One Year
Due Beyond

One Year Total
(In Thousands)

Deposit liabilities
Demand P=17,163,514 P=4,013,952 P=21,177,466 P=18,750,626 P=– P=18,750,626
Savings 285,096,033 4,979,392 290,075,425 277,697,089 – 277,697,089
Time 92,540,831 20,454,251 112,995,082 71,003,738 16,619,357 87,623,095

394,800,378 29,447,595 424,247,973 367,451,453 16,619,357 384,070,810
Bills payable (Note 12) 56,911,596 4,247,421 61,159,017 32,149,539 3,961,876 36,111,415
Manager’s checks and

demand drafts outstanding 1,167,278 – 1,167,278 1,372,840 – 1,372,840
Accrued taxes, interest and 

other expenses (Note 17) 6,618,198 – 6,618,198 4,967,905 – 4,967,905
Subordinated debt (Note 18) – 17,072,464 17,072,464 – 18,050,960 18,050,960

(Forward)
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Group
2005 2004

Financial Liabilities
Due Within

One Year
Due Beyond

One Year Total
Due Within

One Year
Due Beyond

One Year Total
(In Thousands)

Other liabilities (Note 19):
Bills purchased - contra P=6,124,695 P=264,948 P=6,389,643 P=9,221,808 P=– P=9,221,808
Liabilities of SPV – 6,332,477 6,332,477 – 6,094,776 6,094,776
Accounts payable 3,335,610 – 3,335,610 3,416,279 – 3,416,279
Outstanding acceptances 1,808,286 24,992 1,833,278 2,065,026 9,930 2,074,956
Marginal deposits 325,098 – 325,098 457,145 – 457,145
Withholding taxes payable 494,509 – 494,509 335,135 – 335,135
Due to BSP 209,605 18,083 227,688 212,836 – 212,836
Dividends payable 291,491 – 291,491 120,016 – 120,016
Due to other banks 23,435 – 23,435 25,344 – 25,344

P=472,110,179 P=57,407,980 P=529,518,159 P=421,795,326 P=44,736,899 P=466,532,225

Parent Company
2005 2004

Financial Resources
Due Within

One Year
Due Beyond

One Year Total
Due Within

One Year
Due Beyond

One Year Total
(In Thousands)

Due from BSP P=18,547,970 P=– P=18,547,970 P=13,230,156 P=– P=13,230,156
Due from other banks 23,276,867 – 23,276,867 13,483,797 – 13,483,797
Interbank loans receivable

and securities purchased
under agreements to resell 20,428,341 35,841,649 56,269,990 13,176,375 22,135,759 35,312,134

Financial assets at 
FVPL/TAS (Note 8) 4,177,032 2,716,988 6,894,020 1,765,274 – 1,765,274

AFS investments/ASS and
UA (Note 8) 24,049,622 46,082,107 70,131,729 24,049,622 29,247,733 53,297,355

HTM investments/IBODI
(Note 8) 5,734,626 1,476,570 7,211,196 5,734,626 21,837,061 27,571,687

Receivables from customers -
at gross (Note 9) 157,399,753 70,786,998 228,186,751 162,414,303 69,060,183 231,474,486

Unquoted debt securities – 14,420,136 14,420,136 – – –
Accrued interest receivable 5,042,065 – 5,042,065 4,061,172 – 4,061,172
Accounts receivable (Notes 9

and 13) 2,708,778 – 2,708,778 2,766,466 442,567 3,209,033
Sales contract receivable

(Notes 9 and 13) 822,594 534,486 1,357,080 1,445,966 – 1,445,966
Other investments (Note 13) – 14,453 14,453 1,920,688 128,895 2,049,583

P=262,187,648 P=171,873,387 P=434,061,035 P=244,048,445 P=142,852,198 P=386,900,643

Parent Company
2005 2004

Financial Liabilities
Due Within

One Year
Due Beyond

One Year Total
Due Within

One Year
Due Beyond

One Year Total
(In Thousands)

Deposit liabilities
Demand P=19,296,873 P=– P=19,296,873 P=17,721,721 P=– P=17,721,721
Savings 281,679,004 – 281,679,004 254,124,294 – 254,124,294
Time 63,486,945 14,676,415 78,163,360 62,281,963 12,625,703 74,907,666

364,462,822 14,676,415 379,139,237 334,127,978 12,625,703 346,753,681
Bills payable (Note 12) 29,243,834 3,625,558 32,869,392 18,292,079 4,078,991 22,371,070
Manager’s checks and

demand drafts outstanding 979,062 – 979,062 1,161,299 – 1,161,299

(Forward)
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Parent Company
2005 2004

Financial Liabilities
Due Within

One Year
Due Beyond

One Year Total
Due Within

One Year
Due Beyond

One Year Total
Accrued taxes, interest and 

other expenses P=4,919,005 P=– P=4,919,005 P=3,999,020 P=– P=3,999,020
Subordinated debt (Note 18) – 17,072,464 17,072,464 – 18,050,960 18,050,960
Other liabilities (Note 13):

Bills purchased - contra 6,264,948 – 6,264,948 9,084,740 – 9,084,740
Accounts payable 1,736,201 – 1,736,201 2,593,494 – 2,593,494
Outstanding acceptances 1,784,391 24,992 1,809,383 2,008,971 9,930 2,018,901
Marginal deposits 322,951 – 322,951 448,583 – 448,583
Withholding taxes payable 400,759 – 400,759 278,054 – 278,054
Due to BSP 209,606 – 209,606 199,336 – 199,336
Due to other banks 23,435 – 23,435 25,344 – 25,344

P=410,347,014 P=35,399,429 P=445,746,443 P=372,218,898 P=34,765,584 P=406,984,482

21. Long-term Leases

The Parent Company leases the premises occupied by some of its branches (about 51% of the
branch sites are Parent Company-owned). Also, some of its subsidiaries lease the premises
occupied by their Head Offices and most of their branches. The lease contracts are for periods
ranging from 1 to 25 years and are renewable at the Group’s option under certain terms and 
conditions. Various lease contracts include escalation clauses, most of which bear an annual rent
increase of 5%-10%. As of December 31, 2005 and 2004, the Group had no contingent rent
payable.

Rent expense charged to current operations (included in Occupancy and Equipment-related
Expenses) amounted to P=723.2 million and P=778.4 million in 2005 and 2004, respectively, for the
Group and P=452.0 million and P=473.3 million in 2005 and 2004, respectively, for the Parent
Company.

Future minimum rentals payable under non-cancelable operating leases are as follows:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Within one year P=412,113 P=500,735 P=225,360 P=222,119
After one year but not more than five years 1,248,942 1,230,674 651,330 627,693
After more than five years 818,533 842,102 562,226 542,773

P=2,479,588 P=2,573,511 P=1,438,916 P=1,392,585

The Group has entered into commercial property leases on its investment property portfolio,
consisting of the Group’s surplus office and ROPA. These non-cancelable leases have remaining
non-cancelable lease terms between 1 and 20 years.

Rent income of the Parent Company amounting to P=141.4 million and P=154.6 million in 2005 and 
2004, respectively, is included in Leasing Income in the statements of income.
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Future minimum rentals receivable under non-cancelable operating leases are as follows:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Within one year P=117,732 P=124,519 P=99,636 P=110,408
After one year but not more than five years 188,786 133,459 181,073 117,490
After more than five years 17,449 21,347 17,449 21,347

P=323,967 P=279,325 P=298,158 P=249,245

22. Miscellaneous Income/Expenses

Miscellaneous income of the Group includes:

a) as discussed in Note 19, net losses of ARC amounted to P=0.4 billion and P=1.4 billion as of
December 31, 2005 and 2004, respectively.

b) miscellaneous income of the Bank’s Trust Banking Group amounting to P=219.2 million in
2005 and P=236.6 million in 2004, respectively.

c) income amounting to P=186.6 million in 2004 arising from the resolution of a court case with a 
local bank.

d) interest and penalties amounting to P=75.0 million in 2004 as remuneration for the breach of
contract between GBHI and a local company.

Miscellaneous expenses consist of:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Litigation P=913,285 P=661,244 P=579,079 P=591,042
Insurance 861,414 812,821 729,071 728,576
Security, messengerial and janitorial 788,977 744,119 623,944 599,055
Information technology 561,526 394,829 489,405 426,066
Advertising 254,292 117,266 49,229 52,875
Supervision fees 241,414 214,438 209,606 199,336
Communication 230,804 254,121 104,549 150,790
Stationery and supplies used 211,384 199,928 118,042 145,223
Transportation and travel 188,815 173,312 128,228 118,872
Entertainment, amusement and recreation

(EAR) (Note 23) 131,110 116,655 104,881 96,413
Management and professional fees 223,313 454,204 313,799 346,531
Miscellaneous 1,280,907 815,026 733,457 459,111

P=5,887,241 P=4,957,963 P=4,183,290 P=3,913,890
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23. Income and Other Taxes

Under Philippine tax laws, the RBU of the Parent Company and its domestic subsidiaries are
subject to percentage and other taxes (presented as Taxes and Licenses in the statements of
income) as well as income taxes.  Percentage and other taxes paid consist principally of gross
receipts tax or GRT and documentary stamp taxes.

Income taxes include corporate income tax, as discussed below, and final taxes paid at the rate of
20%, which is a final withholding tax on gross interest income from government securities and 
other deposit substitutes.

Under current tax regulations, the regular corporate income tax rate was 32% until October 31, 
2005 and 35% starting November 1, 2005. Interest allowed as a deductible expense is reduced by
an amount equivalent to 38% (until October 31, 2005) and 42% (starting November 1, 2005) of
interest income subjected to final tax.

Republic Act (RA) No. 9337, An Act Amending National Internal Revenue Code, provides that
effective July 1, 2005, the regular corporate income tax rate shall be 35% until December 31, 
2008. Starting January 1, 2009, the regular corporate income tax rate shall be 30%. However,
such amendment was the subject of a restraining order by the Supreme Court. On October 28, 
2005, the Supreme Court lifted the restraining order and ruled that the amendment was in effect
starting November 1, 2005. 

Current tax regulation also provides for the ceiling on the amount of EAR expense that can be 
claimed as a deduction against taxable income. Under the regulation, EAR expense allowed as a 
deductible expense for a service company like the Parent Company and some of its subsidiaries is
limited to the actual EAR paid or incurred but not to exceed 1% of net revenue. The regulations
also provide for MCIT of 2% on modified gross income and allow a NOLCO. The MCIT and 
NOLCO may be applied against the Group’s income tax liability and taxable income,
respectively, over a three-year period from the year of inception.

FCDU offshore income (income from non-residents) is tax-exempt while gross onshore income
(income from residents) is subject to 10% income tax. In addition, interest income on deposit
placements with other FCDUs and offshore banking units (OBUs) is taxed at 7.50%. RA No.
9294, which became effective in May 2004, provides that the income derived by the FCDU from
foreign currency transactions with non-residents, OBUs, local commercial banks including
branches of foreign banks is tax-exempt while interest income on foreign currency loans from
residents other than OBUs or other depository banks under the expanded system is subject to
10% income tax.
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The provision for income tax consists of:

Group Parent Company

2005
2004

(As restated) 2005
2004

(As restated)
(In Thousands)

Current:
Final tax P=727,098 P=1,076,449 P=453,460 P=903,298
Regular corporate income tax* 451,448 444,318 148,367 103,540

MCIT 238,585 172,070 202,141 140,331
1,417,131 1,692,837 803,968 1,147,169

Deferred 549,734 (448,203) 857,155 (544,574)
P=1,966,865 P=1,244,634 P=1,661,123 P=602,595

* Includes income taxes of foreign subsidiaries.

Components of net deferred tax assets (included in Other resources) follow:

Group Parent Company

2005
2004

(As restated) 2005
2004

(As restated)
(In Thousands)

Deferred tax asset on:
Allowance for impairment losses P=2,547,176 P=3,473,087 P=1,761,122 P=3,043,866
NOLCO 1,850,463 1,121,587 1,298,513 1,027,165
Accumulated depreciation of

investment properties 847,575 1,010,166 771,351 941,248
Unamortized past service cost 552,397 202,378 505,158 196,864
Accrued retirement liability 106,388 496,836 17,940 417,386
Accrued expenses 80,197 245,877 60,043 204,700
Unearned rental income 3,982 11,344 7,657 (3,880)
Others 15,651 (34,340) 15,652 –

MCIT 24,608 284,012 – 241,599
6,028,437 6,810,947 4,437,436 6,068,948

Deferred tax liability on:
Unrealized gain on initial

measurement of investment
properties 1,033,715 1,033,885 828,962 857,723

Unrealized gain on AFS
investments 313,028 – 313,028 –

Unrealized foreign exchange gains
(losses) - net 214,967 (24,614) 171,092 (24,614)

Unrealized market gains (losses) -
net 16,241 (13,321) 16,241 (13,741)

Prepaid retirement 3,458 3,041 – –
1,581,409 998,991 1,329,323 819,368

Net deferred tax assets (Note 13) P=4,447,028 P=5,811,956 P=3,108,113 P=5,249,580
Deferred tax liabilities on leasing

income differential between finance
and operating lease method
(Note 19) P=128,358 P=124,257 P=– P=–
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The Parent Company and certain subsidiaries did not recognize deferred tax assets on the
following temporary differences:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Allowance for probable losses P=14,125,685 P=12,797,279 P=13,500,583 P=12,292,244
Accumulated depreciation 364,388 72,870
MCIT 262,641 117,571 241,559 73,109
NOLCO 64,852 1,335,469 – 1,293,534
Others 46,815 41,975 – –

P=14,864,381 P=14,365,164 P=13,742,142 P=13,658,887

The Group believes that it is not reasonably probable that these temporary differences will be 
realized in the future (see Note 3).

There are no income tax consequences attaching to the payment of dividends by the Group to the
shareholders of the Group.

Details of the Parent Company’s NOLCO follow (in thousands):

Inception Year Amount Used/Expired Balance Expiry Year
2002 P=3,257,536 P=3,257,536 P=– 2005
2003 1,114,736 – 1,114,736 2006
2005 2,595,300 – 2,595,300 2008

P=6,967,572 P=3,257,536 P=3,710,036

Details of the Parent Company’s MCIT follow (in thousands):

Inception Year Amount Used/Expired Balance Expiry Year
2002 P=73,109 P=73,109 P=– 2005
2003 101,228 – 101,228 2006
2004 140,157 – 140,157 2007
2005 203,043 – 203,043 2008

P=517,537 P=73,109 P=444,428

A reconciliation of the statutory income tax rate to effective income tax rate follows:

Group Parent Company

2005
2004

(As restated) 2005
2004

(As restated)
Statutory income tax rate 32.50% 32.00% 32.50% 32.00%
Tax effect of:

Tax-paid and tax-exempt income (19.44) (16.96) (17.41) (33.74)
Nondeductible interest expense 1.85 8.32 9.60 8.23
FCDU income (2.41) (7.33) (12.45) (11.02)
Nonrecognition of deferred tax asset 16.28 0.50 17.86 12.75
Others - net 2.73 4.74 (2.35) 4.07

Effective income tax rate 31.51% 21.27% 27.75% 12.29%
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24. Common Stock

This account consists of:

2005 2004
(In Thousands, except par value

and number of shares)
Common stock - P=20 par value

Authorized - 2,500,000,000 shares
Issued - 1,633,650,950 shares P=32,673,019 P=32,673,019

There was no issuance of shares in 2005 and 2004. 

Details of the Parent Company’s dividend distribution follow:

Dividend
Date of Declaration Per Share Total Amount Date of BSP Approval Record date Payment date
April 24, 2002 P=0.40 P=653,460,380 December 10, 2003 December 30, 2003 January 9, 2004
December 15, 2003 P=0.40 P=653,460,380 January 12, 2004 January 30, 2004 February 12, 2004
April 28, 2004 P=0.40 P=653,460,380 May 20, 2004 June 10, 2004 June 22, 2004
November 25, 2004 P=0.40 P=653,460,380 January 7, 2005 February 3, 2005 February 14, 2005
April 11, 2005 P=0.60 P=980,190,570 May 5, 2005 May 24, 2005 May 31, 2005
October 19, 2005 P=0.40 P=653,460,380 November 16, 2005 December 8, 2005 December 12, 2005 

On March 3, 2005, the Parent Company’s BOD approved the issuance of up to a maximum of
350,000,000 shares out of the authorized but unissued capital stock of the Parent Company at the
issue price to be determined by the President based on a 0% to 10% discount to either the closing
price on the trading day preceding the pricing date or the weighted average price of the shares in
the last 10 trading days preceding the pricing date. On March 7, 2005, the BSP approved the said
issuance.

On September 29, 2005, PSBank declared a P=0.15 per share regular dividend and a
P=1.20 per share special dividend which were both approved by the BSP on December 2, 2005. On
December 10, 2005, SMBC declared a P=5.0 per share dividend which was approved by the BSP
on December 16, 2005. In January 2006, the Parent Company received its share of such
dividends amounting to P=179.9 million and P=9.0 million from PSBank and SMBC, respectively.

The determination of the Parent Company’s compliance with regulatory requirements and ratios is
based on the amount of the Parent Company’s “unimpaired capital” (regulatory net worth) as
reported to the BSP, which is determined on the basis of regulatory accounting policies, which
differ from Philippine GAAP in some respects.

Specifically under existing BSP regulations, the combined capital accounts of the Parent
Company should not be less than an amount equal to ten percent (10%) of its risk assets. Risk
assets consist of total resources less cash on hand, due from BSP, loans covered by holdout on or
assignment of deposits, loans or acceptances under letters of credit to the extent covered by
margin deposits and other non-risk items determined by the MB of the BSP.
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Under BSP Circular No. 360, effective July 1, 2003, the capital-to-risk assets ratio (CAR) is to be 
inclusive of a market risk charge. Using this formula, the CAR of the Group was 17.11% and 
17.24% (as restated) as of December 31, 2005 and 2004, respectively, while that of the Parent
Company was 12.32% and 12.95% (as restated), respectively.

25. Surplus Reserves

This account consists of:

2005 2004
(In Thousands)

Reserve for trust business P=313,364 P=252,214
Reserve for self-insurance 203,815 182,315

P=517,179 P=434,529

In compliance with existing BSP regulations, 10% of the Parent Company’s income from trust
business is appropriated to surplus reserves. This yearly appropriation is required until the
surplus reserve for trust business equals 20% of the Parent Company’s regulatory net worth.

Reserve for self-insurance represents the amount set aside to cover losses due to fire, defalcation
by and other unlawful acts of the Parent Company’s personnel or third parties.

26. Retirement Plan and Other Employee Benefits

The Group and most of its subsidiaries have funded noncontributory retirement plan covering all
their respective permanent and full-time employees. Retirement expense (included in
Compensation and Fringe Benefits in the statement of income) in 2005 and 2004 amounted to
P=416.7 million and P=423.5 million, respectively, for the Group and P=363.0 million and
P=362.5 million, respectively, for the Parent Company.

As of December 31, 2005 and 2004, retirement liability amounted to P=393.2 million and
P=1.6 billion, respectively, for the Group and P=51.3 million and P=1.3 billion, respectively for the
Parent Company.

The principal actuarial assumptions used in determining retirement liability of the Parent
Company as of January 1, 2005 and 2004 are shown below:

2005 2004
Discount rate 14.09% 12.05%
Expected rate of return on assets 6.00% 6.45%
Future salary increases 6.00% 3.00%

Actuarial valuation of the Parent Company is generally made every two years.
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The amounts recognized in the Parent Company’s statement of condition as of December 31, 
2005 and 2004 are as follows (in thousands):

2005 2004
Present value of the obligation P=2,078,206 P=2,073,731
Fair value of plan assets 2,455,862 1,028,810
Present value of unfunded obligation (377,656) 1,044,921
Unrecognized actuarial gains 428,914 259,411
Net pension liability P=51,258 P=1,304,332

The amounts included in Compensation and fringe benefits in the Parent Company’s statement of
income in 2005 and 2004 follow (in thousands):

2005 2004
Current service cost P=135,006 P=135,006
Interest cost 292,189 283,949
Expected return on plan assets (61,729) (56,496)
Net actuarial gains recognized during the year (2,502) –

P=362,964 P=362,459

The actual return on the plan assets of the Parent Company amounted to a loss of P=95.8 million
and a gain of P=56.6 million in 2005 and in 2004, respectively.

The movements in the retirement liability as of December 31, 2005 and 2004 recognized in the
Parent Company’s statements of condition follow (in thousands):

2005 2004
Balance at beginning of year P=1,304,332 P=1,480,519
Retirement expense 362,965 362,459
Contribution paid (1,616,039) (538,646)
Balance at end of year P=51,258 P=1,304,332

In addition, the Parent Company has a Provident Plan which is a supplementary contributory
retirement plan to and forms part of the main plan, the Retirement Plan, for the exclusive benefit
of eligible employees of the Parent Company in the Philippines. Based on the provisions of the
plan, upon retirement or resignation, a member shall be entitled to receive as retirement or
resignation benefits 100% of the accumulated value of his personal contribution plus a percentage
of the accumulated value arising from the Parent Company’s contributions for him in accordance
with the completed number of years serviced. The Parent Company’s contribution to the
Provident Fund in 2005 and 2004 amounted to P=82.5 million and P=82.2 million, respectively.

The retirement fund of the Parent Company’s employees amounting to P=2.5 billion is being
managed by the Parent Company’s Trust Banking Group.

Directors’ fees and bonus in 2005 and 2004 amounted to P=33.8 million and P=50.5 million,
respectively. On the other hand, officers’ compensation and benefits aggregated to P=2.0 billion
and P=1.8 billion in 2005 and 2004, respectively.
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27. Related Party Transactions

In the ordinary course of business, the Group has loan transactions with investees and with certain
directors, officers, stockholders and related interests (DOSRI). Existing banking regulations limit
the amount of individual loans to DOSRI, 70% of which must be secured, to the total of their
respective deposits and book value of their respective investments in the lending company within
the Group. In the aggregate, loans to DOSRI generally should not exceed the respective total
capital funds or 15% of total loan portfolio, whichever is lower, of the Parent Company, PSBank,
and FMIC.

BSP Circular No. 423 dated March 15, 2004 amended the definition of DOSRI accounts.

The following table shows information relating to the loans, other credit accommodations and 
guarantees classified as DOSRI accounts under regulations existing prior to said circular, and new
DOSRI loans, other credit accommodations granted under said circular (amounts in thousands) as
of December 31, 2005 and 2004:

Group Parent Company
2005 2004 2005 2004

Total outstanding DOSRI accounts P=13,128,082 P=14,460,509 P=11,636,963 P=12,400,067
Percent of DOSRI accounts granted

prior to effectivity of BSP
Circular No. 423 to total loans 4.76% 5.35% 5.06% 5.30%

Percent of DOSRI accounts granted
after effectivity of BSP Circular
No. 423 to total loans 0.04% 0.05% 0.04% 0.06%

Percent of DOSRI accounts to total
loans 4.80% 5.40% 5.10% 5.36%

Percent of unsecured DOSRI accounts
to total DOSRI accounts 10.80% 12.80% 9.22% 11.41%

Percent of past due DOSRI accounts
to total DOSRI accounts 0.01% – 0.01% –

Percent of nonaccruing DOSRI
accounts to total DOSRI
accounts 0.01% – 0.01% –
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The following table shows information relating to the loans, other credit accommodations and 
guarantees, as well as availments of previously approved loans and committed credit lines not
considered DOSRI accounts prior to the issuance of said circular but are allowed a transition
period of two years from the effectivity of said circular or until said loan, other credit
accommodations and guarantees become past due, or are extended, renewed or restructured,
whichever comes later, (amounts in thousands) as of December 31, 2004:

Group Parent Company
Total outstanding non-DOSRI accounts granted

prior to BSP Circular No. 423 P=4,535,852 P=4,535,852
Percent of unsecured non-DOSRI accounts

granted prior to BSP Circular No. 423 to
total loans 1.66% 1.99%

Percent of past due non-DOSRI accounts granted
prior to BSP Circular No. 423 to total loans – –

Percent of nonaccruing non-DOSRI accounts
granted prior to BSP Circular No. 423 to
total loans – –

Total interest income on the DOSRI loans amounted to P=1.0 billion in 2005 and 2004, for the
Group and P=815.2 million and P=916.6 million in 2005 and 2004, respectively, for the Parent
Company.

Deposit liabilities to associates and other related parties amounted P=11.2 billion and P=1.9 billion
as of December 31, 2005 and 2004, respectively. Related interest expense amounted to
P=40.4 million in 2005 and P=8.8 million in 2004. 

The Group also leases the premises occupied by some of their Head Offices and many of their
branches from certain investees which own such premises. Other related party transactions
conducted in the normal course of business include outright purchases and sales of trading
account securities, securing insurance coverage on loans and property risks and intercompany
advances.

The compensation of the key management personnel of the Parent Company follows:

2005 2004
Short-term employee benefits P=1,891,822 P=1,732,242
Post employment benefits 91,033 74,290

P=1,982,855 P=1,806,532

28. Trust Operations

Properties held by the Parent Company and certain subsidiaries in fiduciary or agency capacity for
their customers are not included in the accompanying statements of condition since these are not
resources of the Parent Company and its subsidiaries (see Note 29).
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In compliance with current banking regulations relative to the Parent Company and a certain
subsidiary’s trust functions, government securities with a total face value of P=1.5 billion and
P=1.4 billion as of December 31, 2005 and 2004, respectively, are deposited with the BSP.

29. Commitments and Contingent Liabilities

In the normal course of the Group’s operations, there are various outstanding commitments and 
contingent liabilities, such as guarantees, commitments to extend credit, forward exchange
contracts, interest rate swaps and similar arrangements which are not reflected in the
accompanying financial statements. No material losses are anticipated as a result of these
transactions.

The following is a summary of contingencies and commitments at their peso-equivalent
contractual amounts arising from off-balance sheet items as of December 31, 2005 and 2004:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Trust Banking Group accounts

(Note 28) P=156,115,974 P=147,798,167 P=155,950,371 P=147,218,395
Unused commercial letters of credit 10,471,992 11,444,440 10,353,839 11,366,459
Late deposits/payments received 1,722,080 1,815,912 1,591,717 1,714,924
Spot exchange bought 1,073,784 1,374,630 1,073,784 1,374,630
Spot exchange sold 439,363 1,350,426 439,363 1,350,426
Outward bills for collection 1,050,607 1,297,024 1,008,588 1,112,444
Confirmed export letters of credits 278,517 1,242,935 264,598 1,237,940
Inward bills for collection 804,916 1,133,982 796,798 1,133,982
Outstanding guarantees 455,456 1,078,748 455,456 1,078,748
Outstanding shipside bonds/airway bills 294,866 423,631 294,866 423,631
Traveller’s check unsold 219,704 250,075 219,704 250,075
Others 3,931,163 2,069,447 3,931,027 2,068,221

The Parent Company, PSBank and FMIC have received tax assessments from the Bureau of
Internal Revenue (BIR) on two industry issues. Management and tax counsels believe that they
have a valid defense against such claims.

Several suits and claims relating to the Group’s lending operations and labor-related cases remain
unsettled. In the opinion of management, these suits and claims, if decided adversely, will not
involve sums having a material effect on the financial statements.

—  F-168  —



- 67 -

*SGVMC108238*�

30. Financial Performance

The basis of calculation for earnings per share attributable to equity holdings of the Parent
Company follows:

Group Parent Company
2005 2004 2005 2004

a. Net income attributable to equity
holdings of the Parent Company
(in thousands) P=3,786,629 P=4,084,344 P=4,325,338 P=4,302,038

b. Weighted average number of
outstanding common shares of the
Parent Company (in thousands) 1,633,651 1,633,651 1,633,651 1,633,651

c. Basic earnings per share (a/b) P=2.32 P=2.50 P=2.65 P=2.63

As of December 31, 2005 and 2004, there were no shares of stock that had a dilutive effect on the
basic earnings per share of the Parent Company.

The following basic ratios measure the financial performance of the Parent Company:

2005 2004
Return on average capital funds 9.36% 9.50%
Return on average assets 0.84 0.88
Net interest margin on average earning assets 5.17 3.97

31. Notes to Statements of Cash Flows

The amounts of interbank loans receivable and securities purchased under agreements to resell
considered as cash and cash equivalents follow:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Interbank loans receivable and securities

purchased under agreements to resell P=58,320,720 P=37,094,134 P=56,269,990 P=35,312,134
Interbank loans receivable and securities

purchased under agreements to resell
not considered as cash and cash
equivalents (35,841,649) (25,870,773) (35,841,649) (25,870,773)

P=22,479,071 P=11,223,361 P=20,428,341 P=9,441,361

The following table present supplemental cash flow disclosure on interest:

Group Parent Company
2005 2004 2005 2004

(In Thousands)
Interest received P=35,902,653 P=30,972,406 P=27,055,722 P=18,290,421
Interest paid 15,725,472 18,723,747 12,495,463 15,210,591
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32. Subsequent Events

On January 27, 2006, PSBank issued P=2.0 billion, 10.00% unsecured subordinated notes due in
2016. Such issuance was approved by the BOD of PSBank and the BSP on September 29, 2005 
and December 28, 2005, respectively.

Among the significant terms and conditions of the issuance of subordinated notes are:

a. issue price at 100.00% of the principal amount;
b. bear interest at 10.00% per annum from and including January 27, 2006 but excluding

January 27, 2011 which is payable quarterly in arrears every 27th of January, April, July and 
October of each year, commencing April 27, 2006;

c. constitute direct, unconditional, and unsecured obligations of PSBank and claim in respect of
such subordinated notes shall be at all times pari passu and without any preference among
themselves; and

d. subject to satisfaction of certain regulatory approval requirements, PSBank may redeem all
and not less than the entire outstanding subordinated note, at a redemption price equal to the
face value together with accrued and unpaid interest based on the interest rate.

In addition, on February 6, 2006, the BOD of PSBank approved the offering for subscription of
22,437,690 common shares (offer shares) of PSBank with a par value of P=10.00 at an exercise
price of P=33.50 per share, by way of pre-emptive rights offering to existing shareholders of
PSBank at the proportion of one (1) right share for every eight (8) existing common shares. The
offer shares will come from the unissued authorized capital stock of PSBank. Any offer shares
that may be left unsubscribed by the existing shareholders entitled to such offer shares, after the
second round of offering, shall be purchased at the same price by the Parent Company.

On February 15, 2006, the Parent Company received the proceeds from the issuance of Hybrid
Tier 1 (HT1) Capital Securities amounting to US$123.1 million, net of fee and other charges. Net
proceeds will be used to strengthen the capital base of the Group and for working capital purposes
of the Parent Company. The issuance of HT1 Capital Securities was approved by the Parent
Company’s BOD on December 9, 2005. 

The HT1 Capital Securities represent US$125.0 million, 9.00% non-cumulative step-up callable
perpetual capital securities issued pursuant to a trust deed dated 15 February 2006 between the
Parent Company and The Bank of New York (Trustee) with a liquidation preference of
US$100,000 per capital security. The Parent Company has received approval in-principle from
the Singapore Exchange Securities Trading Limited (SGX-ST) for the listing and quotation of the
HT1 Capital Securities on the SGX-ST in a minimum board lot size of US$200,000.  Further, the
HT1 Capital Securities are governed by the English law except on certain clauses in the Trust
Deed which are governed by the Philippine law. The BSP has approved up to US$125.0 million
issuance of the HT1 Capital Securities which are eligible to qualify as Tier 1 capital of the Parent
Company subject to the limitation based on BSP Circular No. 503 issued on December 22, 2005. 
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Basic features of the HT1 Capital Securities follow:

• Coupons - bear interest at 9.00% per annum payable semi-annually in arrear from (and
including) 15 February 2006 to (but excluding) 15 February 2016, and thereafter at a rate,
reset and payable quarterly in arrear, of 6.14% per annum above the then prevailing London
interbank offered rate for three-month U.S. dollar deposits. Under certain conditions
specified in the terms of the issuance, the Parent Company is not obliged to make any coupon 
payment if the BOD of the Parent Company, in its absolute discretion, elects not to make any
coupon payment in whole or in part.

• Coupon Payment Dates - payable on 15 February and 15 August in each year, commencing on 
15 August 2006 (in respect of the period from (and including) 15 February 2006 to (but
excluding) 15 August 2006) and ending on 15 February 2016 (first optional redemption date);
thereafter coupon amounts will be payable (subject to adjustment for days which are not
business days) on 15 February, 15 May, 15 August and 15 November in each year
commencing on 15 May 2016. 

• Dividend and Capital Stopper - in the event that any coupon payment is not made, the Parent
Company: (a) will not declare or pay any distribution or dividend or make any other payment
on, and will procure that no distribution or dividend or other payment is made on any junior
share capital or any parity securities; or (b) will not redeem, purchase, cancel, reduce or
otherwise acquire any junior share capital or any parity securities.  Such dividend and capital
stopper shall remain in force so as to prevent the Parent Company from undertaking any such
declaration, payment or other activity unless and until a payment is made to the holders in an 
amount equal to the unpaid amount, if any, of coupon payments in respect of coupon periods
in the 12 months including and immediately preceding the date such coupon payment was
due, and the BSP does not otherwise object.

• Redemption
- the HTI Capital Securities may be redeemed at the option of the Parent Company (but not

the holders) under optional redemption, tax event call, and regulatory event call, subject
to limitation as discussed in the offering circular.

- the HTI Capital Securities may not be redeemed (i) for so long as the dividend and capital
stopper is in force; and (ii) without the prior written approval of the BSP which, as of
February 8, 2006, is subject to the following conditions: (a) the Parent Company’s capital
adequacy must be at least equal to the minimum capital ratio required by the BSP; and (b)
the HTI Capital Securities are simultaneously replaced with the issue of new capital
which is neither smaller in size nor lower in quality than the original issue.

In addition, the HT1 Capital Securities are unsecured securities and are subordinated to the claims
of senior creditors. In the event of the dissolution or winding-up of the Parent Company, holders
will be entitled, subject to satisfaction of certain conditions and applicable law, to receive a 
liquidation distribution equivalent to the liquidation preference. Also, these securities are not
deposits of the Parent Company and are not guaranteed or insured by the Parent Company or any
of its related parties or the Philippine Deposit Insurance Corporation and these may not be used as
collateral for any loan made by the Parent Company or any of its subsidiaries or affiliates.
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The Parent Company or any of its subsidiaries may not at any time purchase HTI Capital
Securities except as permitted under optional redemption, tax event call, and regulatory event call
as described in the terms of issuance.

The HTI Capital Securities are sold to non-U.S. persons outside the United States pursuant to
Regulation S under the U.S. Securities Act of 1933, as amended, and are represented by a global
certificate registered in the name of a nominee of, and deposited with, a common depositary for
Euroclear and Clearstream.

33. Other Matters

The Group has no significant matters to report on the following:

a. Explanatory comments about the seasonality or cyclicality of interim operations;
b. Unusual items as to nature, size or incidents affecting resources, liabilities, equity, net income

or cash flows;
c. Issuances, repurchases and repayments of debt and equity securities except for those matters

discussed in Note 32;
d. Effect of changes in the composition of the Group during the interim period, including

business combinations, acquisition or disposal of subsidiaries and long-term investments,
restructurings, and discontinuing operations, except for the disposition by the Parent
Company of its 41.12% equity share in IBC as discussed in Note 11. 

34. Approval of the Release of the Financial Statements

The accompanying financial statements of the Group and of the Parent Company were authorized
for issue by the BOD on March 29, 2006. 
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES
STATEMENTS OF CONDITION 
(In Thousands)

Group Parent Company
June 30,

2007
(Unaudited)

December 31,
2006

June 30,
2007

(Unaudited)
December 31,

2006

ASSETS
Cash and Other Cash Items (Notes 7, 15 and 20) P=9,018,138 P=11,829,978 P=8,180,148 P=10,544,335
Due from Bangko Sentral ng Pilipinas

(Notes 15 and 20) 70,508,689 54,326,823 63,866,290 46,582,326
Due from Other Banks (Note 20) 32,608,270 28,333,322 24,963,620 23,059,240
Interbank Loans Receivable and Securities

Purchased Under Agreements to Resell
(Notes 20 and 31) 47,413,642 67,393,161 41,841,296 66,263,161

Financial Assets at Fair Value Through Profit or
Loss (Note 8) 15,578,076 7,689,097 13,596,322 4,722,612

Available-for-Sale Investments
(Notes 8 ,15 and 16) 125,065,116 90,285,775 104,865,241 61,305,312

Held-to-Maturity Investments (Notes 8 and 15) 9,917,903 19,436,370 4,062,180 11,634,986
Loans and Receivables (Notes 9 and 27) 277,632,662 285,516,469 227,275,940 238,034,795
Property and Equipment (Note 10) 10,493,037 10,388,069 7,817,278 7,857,737
Investment in Subsidiaries (Note 11) 13,637 13,637 25,230,964 25,082,696
Investments in Associates and Joint Ventures

(Note 11) 8,417,244 7,693,791 1,112,910 1,112,910
Investment Properties (Note 12) 32,241,421 33,962,970 25,989,922 27,709,299
Deferred Tax Assets (Note 23) 7,286,759 6,684,865 6,174,909 5,733,026
Other Assets (Note 13) 23,440,424 25,232,505 5,047,983 6,365,011

P=669,635,018 P=648,786,832 P=560,025,003 P=536,007,446

LIABILITIES AND EQUITY

LIABILITIES
Deposit Liabilities (Notes 15, 20 and 27)
Demand P=28,970,543 P=22,127,926 P=25,701,834 P=21,379,853
Savings 187,579,009 281,881,399 179,440,666 273,717,695
Time 286,589,126 185,872,847 242,891,735 142,905,823

503,138,678 489,882,172 448,034,235 438,003,371
Bills Payable and Securities Sold Under Agreement

to Repurchase (Notes 8, 9, 16 and 20) 49,489,586 40,178,224 16,254,943 1,665,482
Manager’s Checks and Demand Drafts Outstanding

(Note 20) 1,967,050 1,580,398 1,555,305 1,225,841
Accrued Taxes, Interest and Other Expenses

(Notes 17 and 20) 5,938,035 5,862,315 4,104,371 4,406,175
Subordinated Debt (Notes 18 and 20) 16,928,656 17,796,371 14,961,621 15,830,440
Other Liabilities (Note 19) 21,341,244 21,311,939 13,514,308 12,922,659

598,803,249 576,611,419 498,424,783 474,053,968

(Forward)
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Group Parent Company
June 30,

2007
(Unaudited)

December 31,
2006

June 30,
2007

(Unaudited)
December 31,

2006

EQUITY
Equity Attributable to Equity Holders of the

Parent Company
Common stock (Note 24) P=36,145,387 P=36,145,387 P=36,145,387 P=36,145,387
Hybrid capital securities (Note 24) 6,351,110 6,351,110 6,351,110 6,351,110
Capital paid in excess of par value 10,638,159 10,638,159 10,638,159 10,638,159
Surplus reserves (Note 25) 646,236 636,285 646,236 636,285
Surplus (Notes 24 and 25) 12,316,284 9,865,508 7,919,215 6,335,740
Net unrealized gain (loss) on available-for-sale

investments (Note 8) (99,887) 1,846,797 (99,887) 1,846,797
Equity in net unrealized gain on available-for-

sale investments of investees (Note 8) 228,562 1,875,520 – –
Equity adjustment from translation 703,261 909,109 – –
Equity adjustment from revaluation increment 5,492 5,492 – –

66,934,604 68,273,367 61,600,220 61,953,478
Minority Interest 3,897,165 3,902,046 – –

70,831,769 72,175,413 61,600,220 61,953,478
P=669,635,018 P=648,786,832 P=560,025,003 P=536,007,446

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
UNAUDITED STATEMENTS OF INCOME 
(In Thousands, Except Earnings Per Share)

Group Parent Company
Six Months Ended June 30

2007 2006 2007 2006
INTEREST INCOME ON
Loans and receivables (Notes 9 and 27) P=12,586,746 P=13,121,442 P=8,456,980 P=9,732,468
Trading and investment securities (Note 8) 3,519,235 3,403,429 2,359,520 2,337,109
Interbank loans receivable and securities purchased

under agreements to resell 1,404,070 1,482,811 1,277,887 1,422,086
Deposits with banks and others 1,379,431 677,497 961,167 420,440

18,889,482 18,685,179 13,055,554 13,912,103
INTEREST AND FINANCE CHARGES
Deposit liabilities (Notes 15 and 27) 5,969,382 6,885,613 4,879,941 5,759,544
Interbank loans, bills payable, subordinated debt and

others (Notes 16 and 18) 2,273,252 2,611,954 786,205 1,290,558
8,242,634 9,497,567 5,666,146 7,050,102

NET INTEREST INCOME 10,646,848 9,187,612 7,389,408 6,862,001
Trading and securities gain - net 4,583,495 2,601,088 2,712,323 1,780,030
Service charges, fees and commissions 2,535,643 2,361,522 1,481,086 1,548,833
Foreign exchange gain (loss) - net (1,383,436) 806,507 (1,448,608) 714,467
Profit from assets sold (Note 12) 230,308 322,860 186,214 56,281
Leasing (Note 21) 228,565 174,864 196,713 161,779
Income from trust operations (Note 25) 206,083 528,549 205,941 528,204
Dividends (Note 11) 63,764 60,257 1,689,430 2,045,550
Miscellaneous (Notes 19 and 22) 1,026,387 838,801 197,753 131,746
TOTAL OPERATING INCOME 18,137,657 16,882,060 12,610,260 13,828,891
Compensation and fringe benefits (Notes 26 and 27) 4,481,880 3,772,204 3,280,786 2,766,757
Provision for impairment and credit losses

(Note 14) 2,527,295 4,681,453 1,559,113 4,117,608
Taxes and licenses (Note 23) 1,794,524 1,586,526 1,135,462 1,065,036
Depreciation and amortization (Notes 10, 12 and 13) 966,335 813,111 656,574 570,095
Occupancy and equipment-related cost

(Notes 21 and 27) 627,945 615,173 413,486 407,600
Amortization of deferred charges 110,634 77,919 6,460 18,386
Miscellaneous (Note 22) 3,533,791 3,167,938 2,352,207 2,391,820
TOTAL OPERATING EXPENSES 14,042,404 14,714,324 9,404,088 11,337,302
INCOME BEFORE SHARE IN NET INCOME

OF INVESTEES 4,095,253 2,167,736 3,206,172 2,491,589
SHARE IN NET INCOME OF INVESTEES

(Note 11) 757,802 408,294 – –
INCOME BEFORE INCOME TAX 4,853,055 2,576,030 3,206,172 2,491,589
PROVISION FOR (BENEFIT FROM) INCOME

TAX (Note 23) 689,142 (402,733) 257,541 (628,401)
NET INCOME P=4,163,913 P=2,978,763 P=2,948,631 P=3,119,990
Attributable to:

Equity holders of the Parent Company (Note 30) P=3,815,932 P=2,751,834
Minority interests 347,981 226,929

P=4,163,913 P=2,978,763
Basic/Diluted Earnings Per Share Attributable to

Equity Holders of the Parent Company
(Note 30) P=1.97 P=1.55

See accompanying Notes to Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
UNAUDITED STATEMENTS OF CASH FLOWS 
(In Thousands)

Group Parent Company
For the Six Months Ended June 30

2007 2006 2007 2006
CASH FLOWS FROM OPERATING

ACTIVITIES
Income before income tax P=4,853,055 P=2,576,030 P=3,206,172 P=2,491,589
Adjustments for:

Provision for impairment and credit losses
(Note 14) 2,527,295 4,681,453 1,559,113 4,117,608

Depreciation and amortization
(Notes 10, 12 and 13) 966,335 813,111 656,574 570,095

Amortization of deferred charges 110,634 77,919 6,460 18,386
Share in net income of investees (Note 11) (757,802) (408,294) – –
Profit from assets sold (Note 12) (230,308) (78,433) (186,214) (64,325)
Dividends (63,764) (60,257) (1,689,430) (2,045,550)
Unrealized market valuation loss on financial assets

at fair value through profit or loss (Note 8) 73,811 35,064 103,544 3,701
Changes in operating resources and liabilities:

Decrease (increase) in the amounts of:
Financial assets at fair value through profit

or loss (7,962,791) 5,572,633 (8,977,255) 4,320,363
Loans and receivables 4,683,550 (2,305,422) 8,868,624 3,451,255
Other assets 1,571,144 (88,316) 1,090,973 (2,497,585)

Increase (decrease) in the amounts of:
Deposit liabilities 13,256,506 18,019,242 10,030,863 17,747,751
Accrued interest and other expenses 385,339 (391,138) 17,230 (97,142)
Manager’s checks and demand drafts

outstanding 386,651 321,741 329,464 196,323
Other liabilities (43,278) 1,446,308 591,651 1,106,518

Net cash generated from operations 19,756,377 30,211,641 15,607,769 29,318,987
Dividends received 63,764 60,257 1,689,430 2,045,550
Income taxes paid (1,528,068) (595,580) (894,065) (206,034)
Net cash provided by operating activities 18,292,073 29,676,318 16,403,134 31,158,503
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of:

Available-for-sale investments (70,591,484) (4,557,448) (66,288,721) (2,447,759)
Held-to-maturity investments (1,849,600) (6,780,701) (1,849,600) (7,874,837)
Property and equipment (813,620) (1,071,376) (324,657) (427,905)
Investments in subsidiaries and associates (171,500) (848,592) (148,268) (639,009)

Proceeds from sale of:
Available-for-sale investments 32,218,483 – 20,782,090 –
Property and equipment 252,762 39,140 149,747 19,808
Investment properties 2,224,695 711,883 1,890,723 452,894

Increase in interbank loans receivable and securities
purchased under agreements to resell (Note 31) 13,527,427 12,110,921 13,527,427 12,110,921

Proceeds from maturity of held-to-maturity
investments 11,368,067 – 9,422,406 –

Net cash provided by (used in) investing activities (13,834,770) (396,173) (22,838,853) 1,194,113

(Forward)
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Group Parent Company
Six Months Ended June 30

2007 2006 2007 2006
CASH FLOWS FROM FINANCING

ACTIVITIES
Availments (settlements) of bills payable and

securities sold under agreements to repurchase P=9,311,362 (P=17,684,424) P=14,589,462 (P=24,899,385)
Availments (repayments) of subordinated debt (867,716) 40,113 (868,819) 40,113
Cash dividends paid (Note 24) (1,437,223) – (1,084,361) –
Issuance of hybrid capital securities (Note 24) – 6,351,110 – 6,351,110
Coupon payment of hybrid capital securities (270,844) – (270,844) –
Net cash provided by (used in) financing activities 6,735,579 (11,293,201) 12,365,438 (18,508,162)
NET INCREASE IN CASH AND CASH

EQUIVALENTS 11,192,882 17,986,944 5,929,719 13,844,454
CASH AND CASH EQUIVALENTS AT

BEGINNING OF YEAR
Cash and other cash items 11,829,978 14,248,931 10,544,335 8,849,442
Due from Bangko Sentral ng Pilipinas 54,326,823 20,685,847 46,582,326 18,547,970
Due from other banks 28,333,322 25,469,420 23,059,240 23,276,867
Interbank loans receivable and securities purchased

under agreements to resell 43,924,134 22,479,071 42,794,134 20,428,341
138,414,257 82,883,269 122,980,035 71,102,620

CASH AND CASH EQUIVALENTS AT
END OF YEAR

Cash and other cash items 9,018,138 6,917,971 8,180,148 6,278,697
Due from Bangko Sentral ng Pilipinas 70,508,689 25,648,043 63,866,290 23,296,080
Due from other banks 32,608,270 34,125,387 24,963,620 28,322,570
Interbank loans receivable and securities purchased

under agreements to resell (Note 31) 37,472,042 34,178,812 31,899,696 27,049,727
P=149,607,139 P=100,870,213 128,909,754 P=84,947,074

OPERATIONAL CASH FLOWS FROM INTEREST
AND DIVIDEND

Interest paid P=7,857,295 P=9,888,706 P=5,648,915 P=7,147,244
Interest received 2,758,347 19,019,147 11,805,459 14,293,242
Dividend received 63,764 60,257 1,689,430 2,045,550

See accompanying Notes to Unaudited Financial Statements.
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METROPOLITAN BANK & TRUST COMPANY AND SUBSIDIARIES 
NOTES TO UNAUDITED FINANCIAL STATEMENTS 

1. Corporate Information

Metropolitan Bank & Trust Company (the Parent Company) is a universal bank incorporated in the
Philippines. The Parent Company and its subsidiaries (the Group) are engaged in all aspects of
banking, financing, leasing, real estate and stock brokering through a network of over 800 local and 
international branches, offices and agencies. As a bank, the Parent Company provides services
such as deposit products, loans and trade finance, domestic and foreign fund transfers, treasury,
foreign exchange, trading and remittances, and trust services. Its principal place of business is at
Metrobank Plaza, Sen. Gil J. Puyat Avenue, Makati City.

The original Certification of Incorporation of the Parent Company was issued by the Securities and 
Exchange Commission on April 6, 1962. On March 21, 2007, the board of directors (BOD) of the
Parent Company approved the Article Fourth of its Amended Articles of Incorporation to extend
the corporate term of the Parent Company, which shall expire on April 6, 2012, for another 50 
years or up to April 6, 2057.

2. Summary of Significant Accounting Policies

Basis of Preparation
The accompanying financial statements have been prepared on a historical cost basis except for
financial assets at fair value through profit or loss (FVPL), available-for-sale (AFS) investments,
and derivative financial instruments that have been measured at fair value. The consolidated
financial statements are presented in Philippine pesos, and all values are rounded to the nearest
thousand pesos (P=000) except when otherwise indicated.

The accompanying financial statements of the Parent Company include the accounts maintained in
the Regular Banking Unit (RBU) and Foreign Currency Deposit Unit (FCDU).  For financial
reporting purposes, FCDU accounts and foreign currency-denominated accounts in the RBU are
translated into their equivalents in Philippine pesos (see accounting policy on Foreign currency
translation). The financial statements of these units are combined after eliminating inter-unit
accounts.

Statement of Compliance
The consolidated financial statements of the Group and of the Parent Company have been prepared
in compliance with the Philippine Financial Reporting Standards (PFRS).

Basis of Consolidation
The consolidated financial statements include the financial statements of the Parent Company and 
of its subsidiaries (including the special purpose entity that it controls) and are prepared for the
same reporting period as the Parent Company (except for ORIX Metro Leasing and Finance
Corporation whose six month period ends on March 31), using consistent accounting policies.
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The following are the wholly and majority-owned foreign and domestic subsidiaries of the Parent
Company:

Subsidiary

Effective
Percentage

of Ownership
Country of
Incorporation

Functional
Currency

Financial Markets:

Metro Remittance Center, Inc. (MRCI)
100.00 United States of

America (USA)
United States
Dollar (USD)

Metro Remittance Center, Inc. (California)
(MRCI California) (Note 32)

100.00 USA USD

MB Remittance Centre Limited (MBRCL) 100.00 Hong Kong
Hong Kong
Dollar (HKD)

Metropolitan Bank (Bahamas) Limited (Note 11) 100.00 The Bahamas USD

Metro Remittance (UK) Limited 100.00 United Kingdom
Great Britain
Pound (GBP)

Metro Remittance Singapore Pte. Ltd. 100.00 Singapore
Singapore Dollar
(SGD)

MBTC Exchange Service GmbH, Vienna 100.00 Austria Euro (EUR)
Metro Remittance Center, S.A. 100.00 Spain EUR
Metro Remittance (Italia), S.p.A. 100.00 Italy EUR
First Metro International Investment

Company Limited (FMIIC) and Subsidiaries
(Notes 11 and 32)

99.61 Hong Kong Hong Kong
Dollar (HKD)

First Metro Investment Corporation (FMIC)
and Subsidiaries (Notes 11 and 32) 98.06 Philippines Philippine Peso

Philippine Savings Bank (PSBank)
(Notes 11 and 32) 75.98 Philippines Philippine Peso

Metrobank Card Corporation (MCC) (Note 11) 60.00 Philippines Philippine Peso
MBTC Venture Capital Corporation (MVCC) 60.00 Philippines Philippine Peso
Solid Philippines Venture Capital Corporation

(SPVCC) 60.00 Philippines Philippine Peso
Philbancor Venture Capital Corporation (PVCC) 60.00 Philippines Philippine Peso
ORIX Metro Leasing and Finance

Corporation (ORIX Metro) and Subsidiaries
(Note 11) 59.81 Philippines Philippine Peso

Computer Services:
Data Serv, Inc. (DSI) (Note 11) 100.00 Philippines Philippine Peso
MBTC Technology, Inc. (MTI) (Note 11) 100.00 Philippines Philippine Peso

Real Estate:
Circa 2000 Homes, Inc. 100.00 Philippines Philippine Peso

Holding Company:
Global Business Holdings, Inc. (GBHI) 44.83* Philippines Philippine Peso

*Effective voting interest

All significant intra-group balances, transactions, income and expenses and profits and losses
resulting from intra-group transactions are eliminated in full in the consolidation.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
Control is achieved where the Group has the power to govern the financial and operating policies
of an entity so as to obtain benefits from its activities. Consolidation of subsidiaries ceases when
control is transferred out of the Group or Parent Company.
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Under Standing Interpretations Committee (SIC) No. 12, Consolidation of Special Purpose Entity
(SPE), control over an entity may exist even in cases where an enterprise owns little or none of
SPE’s equity, such as when an enterprise retains majority of the residual risks related to the SPE or
its assets in order to obtain benefits from its activities. In accordance with these standards, the
consolidated financial statements include the accounts of Cameron Granville 3 Asset Management,
Inc. (CG3AMI) and LNC 3 Asset Management, Inc. (LNC3AMI), both are special purpose vehicles
(SPVs), in which the Group does not have equity interest (see Notes 9, 13 and 19).

The results of subsidiaries acquired or disposed of during the period are included in the
consolidated statement of income from the date of acquisition or up to the date of disposal, as
appropriate.

Minority Interests
Minority interests represent the portion of profit or loss and the net assets not held by the Group
and are presented separately in the consolidated statement of income and within equity in the
consolidated statement of condition, separately from equity attributable to the Parent Company.
Acquisitions of minority interests are accounted for using the entity concept method, whereby the
difference between the consideration and the book value of the share of the net assets acquired is
recognized as an equity transaction.

Changes in Accounting Policies
The accounting policies adopted are consistent with those of the previous financial year except as
follows:

The Group has adopted the following PFRS and Philippine Interpretation which became effective
beginning January 1, 2007. 

PFRS 7, Financial Instruments: Disclosures, and the complementary amendment to Philippine
Accounting Standard (PAS) 1, Presentation of Financial Statements: Capital Disclosures
PFRS 7 introduces new 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 30, Disclosures
in the Financial Statements of Banks and Similar Financial Institutions, and the disclosure
requirements in PAS 32, Financial Instruments: Disclosure and Presentation. It is applicable to all
entities that report under PFRS. Adoption of this standard resulted to the inclusion of additional
disclosures such as market risk sensitivity analysis, contractual maturity analysis of financial
liabilities for liquidity risk and aging analysis on financial assets that are either past due or
impaired. The amendment to PAS 1 introduces disclosures about the level of an entity’s capital
and how it manages capital. The required new disclosures are reflected in the financial statements
where applicable.

Philippine Interpretation International Financial Reporting Interpretation Committee (IFRIC)-10
Interim Financial Reporting and Impairment
This Interpretation prohibits the reversal of impairment losses on goodwill and AFS equity
investments recognized in the interim financial reports even if impairment is no longer present at
the annual statement of condition date. This Interpretation has no significant impact to the
financial statements.
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Significant Accounting Policies

Foreign currency translation
The Group and Parent Company financial statements are presented in Philippine pesos, which is
the Parent Company’s functional currency. Each entity in the Group determines its own functional
currency and items included in the financial statements of each entity are measured using that
functional currency.

Transactions and balances
The books of accounts of the RBU are maintained in Philippine pesos, while those of the FCDU
are maintained in USD.  For financial reporting purposes, the monetary assets and liabilities of the
FCDU and the foreign currency-denominated monetary assets and liabilities in the RBU are
translated in Philippine pesos based on the Philippine Dealing System (PDS) closing rate prevailing
at end of the period and foreign currency-denominated income and expenses, at the PDS weighted
average rate (PDSWAR) for the period.  Foreign exchange differences arising from restatements of
foreign-currency denominated assets and liabilities are credited to or charged against operations in
the period in which the rates change.

Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as at the dates of the initial transactions. Non-monetary items
measured at fair value in a foreign currency are translated using the exchange rates at the date when
the fair value was determined.

Group companies
As at the reporting date, the assets and liabilities of subsidiaries and overseas branches are
translated into the Parent Company’s presentation currency (the Philippine peso) at the rate of
exchange prevailing at the statement of condition date, and their income and expenses are
translated at the weighted average exchange rates for the period. Exchange differences arising on 
translation are taken directly to a separate component of equity. Upon disposal of a foreign entity,
the deferred cumulative amount recognized in equity relating to the particular foreign operation is
recognized in the statement of income.

Financial instruments - initial recognition and subsequent measurement

Date of recognition
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 trade date - the
date on which the Group commits to purchase or sell the asset. Derivatives and securities
transactions are also recognized on trade date basis. Deposits, amounts due to banks and customers
and loans are recognized when cash is received by the Group or advanced to the borrowers.
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Initial recognition of financial instruments
All financial assets, including trading and investment securities and loans and receivables, are
initially measured at fair value. Except for financial assets valued at FVPL, the initial
measurement of financial assets includes transaction costs. The Group classifies its financial assets
in the following categories: financial assets at FVPL, held-to-maturity (HTM) investments, AFS
investments, and loans and receivables. The classification depends on the purpose for which the
investments were acquired and whether they are quoted in an active market. Management
determines the classification of its investments at initial recognition and, where allowed and 
appropriate, re-evaluates such designation at every reporting date.

Determination of fair value
The fair value for financial instruments traded in active markets at the statement of condition date
is based on their quoted market price or dealer price quotations (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 is used since it 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,
comparison to similar instruments for which market observable prices exist, options pricing
models, and other relevant valuation models.

Day 1 profit
Where the transaction price in a non-active market is different to the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Group recognizes the difference
between the transaction price and fair value (a ‘Day 1’ profit) in the statement of income in
‘Trading and securities gain - net’. In cases where use is made of data which is not observable, the
difference between the transaction price and model value is only recognized in the statement of
income when the inputs become observable or when the instrument is derecognized.  For each 
transaction, the Group determines the appropriate method of recognizing the ‘Day 1’ profit amount.

Derivatives recorded at FVPL
The Parent Company and some of its subsidiaries are counterparties to derivative contracts, such as
currency forwards, currency swaps, and interest rate swaps. These derivatives are entered into as a 
service to customers and as a means of reducing or managing their respective foreign exchange and 
interest rate exposures, as well as for trading purposes.  Such derivative financial instruments are
initially recorded at fair value on the date at which the derivative contract is entered into and are
subsequently remeasured at fair value. Any gains or losses arising from changes in fair values of
derivatives (except those accounted for as accounting hedges) are taken directly to the statements
of income and are included in ‘Trading and securities gain - net’. Derivatives are carried as assets
when the fair value is positive and as liabilities when the fair value is negative.
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For the purpose of hedge accounting, hedges are classified primarily as either: (a) a hedge of the
fair value of an asset, liability or a firm commitment (fair value hedge); or (b) a hedge of the
exposure to variability in cash flows attributable to an asset or liability or a forecasted transaction
(cash flow hedge). Currently, the Group did not apply hedge accounting treatment for its
derivatives transactions.

The Group has certain derivatives that are embedded in host financial (such as structured notes,
debt investments, and loan receivables) and non-financial (such as lease and service agreements)
contracts.

These embedded derivatives include credit default swaps, barrier options, and call options in debt
investments, which include structured notes and deposits; call options in certain long-term debt,
and foreign-currency derivatives in debt instruments, lease and service agreements.

Embedded derivatives are bifurcated from their host contracts and carried at fair value with fair
value changes being reported through profit or loss, when the entire hybrid contracts (composed of
both the host contract and the embedded derivative) are not accounted for as financial assets at
FVPL, and when their economic risks and characteristics are not closely related to those of their
respective host contracts.

Other financial assets or financial liabilities held for trading
Other financial assets or financial liabilities held for trading are recorded in the statement of
condition at fair value. Changes in fair value relating to the held-for-trading positions are
recognized in ‘Trading and securities gain - net’. Interest earned or incurred is recorded in ‘Interest
income or expense’, respectively, while dividend income is recorded in ‘Dividends’ when the right
to receive payment has been established.

Included in this classification are debt and equity and securities which have been acquired
principally for the purpose of selling or repurchasing in the near term.

Financial assets or financial liabilities designated at FVPL
Financial assets or financial liabilities classified in this category are designated by management on 
initial recognition when the following criteria are met:

• The designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them
on a different basis; or

• 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 or investment strategy, or

• The financial instrument contains an embedded derivative, unless the embedded derivative
does not significantly modify the cash flows or it is clear, with little or no analysis, that it
would not be separately recorded.
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Financial assets and financial liabilities at FVPL are recorded in the statement of condition at fair
value. Changes in fair value are recorded in ‘Trading and securities gain - net’ on financial assets
and liabilities designated at FVPL. Interest earned or incurred is recorded in ‘Interest income or
expense’, respectively, while dividend income is recorded in ‘Dividends’ according to the terms of
the contract, or when the right of the payment has been established.

HTM investments
Held-to-maturity (HTM) investments are quoted non-derivative financial assets with fixed or
determinable payments and fixed maturities for which the Group’s management has the positive
intention and ability to hold to maturity.  Where the Group sells other than an insignificant amount
of HTM investments, the entire category would be tainted and reclassified as AFS investments.

After initial measurement, these investments are subsequently measured at amortized cost using the
effective interest rate method, less impairment in value. Amortized cost is calculated by taking into
account any discount or premium on acquisition and fees that are an integral part of the effective
interest rate. The amortization is included in ‘Interest income’ in the statements of income. Gains
and losses are recognized in income when the HTM investments are derecognized and impaired, as
well as through the amortization process. The losses arising from impairment of such investments
are recognized in the statements of income under ‘Provision for impairment and credit losses’. The
effects of restatement on foreign currency-denominated HTM investments are recognized in the
statement of income.

Loans and receivables, amounts due from BSP and other banks
This accounting policy relates to the statement of condition captions ‘Due from Bangko Sentral  ng
Pilipinas (BSP)’, ‘Due from other banks’, and ‘Loans and receivables’. These are financial assets
with fixed or determinable payments and fixed maturities that are not quoted in an active market.
They are not entered into with the intention of immediate or short-term resale and are not classified
as other financial assets held for trading, designated as AFS or financial assets designated at FVPL.

Loans and receivables include purchases made by MCC’s cardholders which are collected on 
installments and are recorded at the cost of the items purchased plus interest covering the
installment period which is initially credited to unearned discount, shown as a deduction from
‘Loans and receivables’.

Loans and receivables also include lease contracts receivable and notes receivable financed which
are stated at the outstanding balance, reduced by unearned lease income and unearned finance
income, respectively, and allowance for credit losses.

After initial measurement, Loans and receivables, Due from BSP and Due from other banks are
subsequently measured at amortized cost using the effective interest rate method, less allowance
for credit losses. Amortized cost is calculated by taking into account any discount or premium on 
acquisition and fees and costs that are an integral part of the effective interest rate. The
amortization is included in the ‘Interest income’ in the statements of income. The losses arising
from impairment are recognized in ‘Provision for impairment and credit losses’ in the statement of
income.
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AFS investments
AFS investments are those which are designated as such or do not qualify to be classified as
designated as FVPL, HTM or loans and receivables. They are purchased and held indefinitely, and 
may be sold in response to liquidity requirements or changes in market conditions. They include
debt and equity instruments.

After initial measurement, AFS investments are subsequently measured at fair value. The effective
yield component of AFS debt securities, as well as the impact of restatement on foreign currency-
denominated AFS debt securities, is reported in the statement of income. The unrealized gains and 
losses arising from the fair valuation of AFS investments are excluded, net of tax, from reported
earnings and are reported as ‘Net unrealized gain (loss) on AFS investments’ in the equity section
of the statement of condition.

When the security is disposed of, the cumulative gain or loss previously recognized in equity is
recognized as ‘Trading and securities gain - net’ in the statement of income. Interest earned on 
holding AFS investments are reported as ‘Interest income’ using the effective interest rate.
Dividends earned on holding AFS investments are recognized in the statement of income as
‘Dividends’ when the right of the payment has been established. The losses arising from
impairment of such investments are recognized as ‘Provision for impairment and credit losses’ in
the statement of income.

Bills payable and other borrowed funds
Issued financial instruments or their components, which are not designated at FVPL, are classified
as liabilities under ‘Bills payable’ or other appropriate financial liability accounts, where the
substance of the contractual arrangement results in the Group having an obligation either to deliver
cash or another financial asset to the holder, or to satisfy the obligation other than by the exchange
of a fixed amount of cash or another financial asset for a fixed number of own equity shares. The
components of issued financial instruments that contain both liability and equity elements are
accounted for separately, with the equity component being assigned the residual amount after
deducting from the instrument as a whole the amount separately determined as the fair value of the
liability component on the date of issue.

After initial measurement, bills payable and similar financial liabilities not qualified as and not
designated as FVPL, are subsequently measured at amortized cost using the effective interest rate
method. Amortized cost is calculated by taking into account any discount or premium on the issue
and fees that are an integral part of the effective interest rate.

Derecognition of financial assets and liabilities

Financial Assets
A financial asset (or, where applicable a part of a financial asset or part of a group of financial
assets) is derecognized where:
• the rights to receive cash flows from the asset have expired; or
• the Group 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
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• the Group 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 the risk and rewards of the asset but has transferred the control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset or has entered into a 
pass-through arrangement, and has neither transferred nor retained substantially all the risks and 
rewards of the asset nor transferred control of the asset, the asset is recognized to the extent of the
Group’s continuing involvement in the asset.

Financial Liabilities
A financial liability is derecognized when the obligation under the liability is discharged or
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 modification 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 statement of income.

Repurchase and reverse repurchase agreements
Securities sold under agreements to repurchase at a specified future date (‘repos’) are not
derecognized from the statement of condition. The corresponding cash received, including accrued
interest, is recognized in the statement of condition as a loan to the Group, reflecting
the economic substance of such transaction.

‘Securities purchased under resale agreements’ (SPURA) are recorded as loans and advances to
banks or counterparty. The difference between the purchase price and resale price is treated as
interest income and is accrued over the life of the agreement using the effective interest rate
method.

Impairment of financial assets
The Group assesses at each statement of condition date whether there is objective evidence that a 
financial asset or group of financial assets is impaired. A financial asset or a group of financial
assets is deemed to be impaired if, and only if, there is objective evidence of impairment as a result
of one or more events that has occurred after the initial recognition of the asset (an incurred ‘loss
event’) and that loss event (or events) has an impact on the estimated future cash flows of the
financial asset or the group of financial assets that can be reliably estimated. Evidence of
impairment may include indications that the borrower or a group of borrowers is experiencing
significant financial difficulty, default or delinquency in interest or principal payments, the
probability that they will enter bankruptcy or other financial reorganization and where observable
data indicate that there is measurable decrease in the estimated future cash flows, such as changes
in arrears or economic conditions that correlate with defaults.
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Loans and receivables and amounts due from banks
For loans and receivables and due from banks carried at amortized cost, the Group first assesses
whether objective evidence of impairment exists individually for financial assets that are
individually significant, or collectively for financial assets that are not individually significant.
If the Group determines that no objective evidence of impairment exists for individually assessed
financial asset, whether significant or not, it includes the asset in a group of financial assets with
similar credit risk characteristics and collectively assesses for impairment. Those characteristics
are relevant to the estimation of future cash flows for groups of such assets by being indicative of
the debtors’ ability to pay all amounts due according to the contractual terms of the assets being
evaluated. Assets that are individually assessed for impairment and for which an impairment loss
is, or continues to be, recognized are not included in a collective assessment for impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of the
estimated future cash flows (excluding future credit losses that have not been incurred). The
carrying amount of the asset is reduced through use of an allowance account and the amount of loss
is charged to the statement of income. Interest income continues to be recognized based on the
original effective interest rate of the asset. Loans, together with the associated allowance accounts,
are written off when there is no realistic prospect of future recovery and all collateral has been 
realized. If, in a subsequent year, the amount of the estimated impairment loss decreases because
of an event occurring after the impairment was recognized, the previously recognized impairment
loss is reduced by adjusting the allowance account. If a future write-off is later recovered, any
amounts formerly charged are credited to the ‘Provision for impairment and credit losses’.

The present value of the estimated future cash flows is discounted at the financial asset’s original
effective interest rate. If a loan has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate, adjusted for the original credit risk premium.
The calculation of the present value of the estimated future cash flows of a collateralized financial
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling the
collateral, whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of such credit risk characteristics as industry, collateral type, past-due status and term.  Future cash
flows in a group of financial assets that are collectively evaluated for impairment are estimated on 
the basis of historical loss experience for assets with credit risk characteristics similar to those in
the Group. Historical loss experience is adjusted on the basis of current observable data to reflect
the effects of current conditions that did not affect the period on which the historical loss
experience is based and to remove the effects of conditions in the historical period that do not exist
currently. Estimates of changes in future cash flows reflect, and are directionally consistent with
changes in related observable data from period to period (such changes in property prices, payment
status, or other factors that are indicative of incurred losses in the Group and their magnitude). The
methodology and assumptions used for estimating future cash flows are reviewed regularly by the
Group to reduce any differences between loss estimates and actual loss experience.
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HTM investments
For HTM investments, the Group assesses individually whether there is objective evidence of
impairment. If there is objective evidence that an impairment loss 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 yet been 
incurred). The carrying amount of the asset is reduced through use of an allowance account and 
the amount of loss is charged to the statement of income. Interest income continues to be 
recognized based on the original effective interest rate of the asset.

If, in a subsequent year, the amount of the estimated impairment loss decreases because of an event
occurring after the impairment was recognized, any amounts formerly charged are credited to
‘Provision for impairment and credit losses’ in the statement of income and the allowance account,
reduced. The HTM investments, together with the associated allowance accounts, are written off
when there is no realistic prospect of future recovery and all collateral has been realized.

AFS investments
For AFS investments, the Group assesses at each statement of condition date whether there is
objective evidence that a financial asset or group of financial assets is impaired.

In case of equity investments classified as ‘AFS investments’, this would include a significant or
prolonged decline in the fair value of the investments below its cost.  Where there is evidence of
impairment, 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
statements of income - is removed from equity and recognized in the statement of income.
Impairment losses on equity investments are not reversed through the statement of income.
Increases in fair value after impairment are recognized directly in equity.

In the case of debt instruments classified as ‘AFS investments’, impairment is assessed based on 
the same criteria as financial assets carried at amortized cost. Interest continues to be accrued at
the original effective interest rate on the reduced carrying amount of the asset and is recorded as
part of ‘Interest income’ in the statement of income. If subsequently, the fair value of a debt
instrument increased and the increase can be objectively related to an event occurring after the
impairment loss was recognized in the statement of income, the impairment loss is reversed
through the statement of income.

Restructured loans
Where possible, the Group seeks to restructure loans rather than to take possession of collateral.
This may involve extending the payment arrangements and the agreement of new loan conditions.
Once the terms have been renegotiated, the loan is no longer considered past due. Management
continuously reviews restructured loans to ensure that all criteria are met and that future payments
are likely to occur. The loans continue to be subject to an individual or collective impairment
assessment, calculated using the loan’s original effective interest rate. The difference between the
recorded value of the original loan and the present value of the restructured cash flows, discounted
at the original effective interest rate, is recognized in ‘Provision for impairment and credit losses’
in the statement of income.
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Offsetting financial instruments
Financial assets and financial liabilities are offset and the net amount reported in the statement of
condition if, and only if, there is a currently enforceable legal right to offset the recognized
amounts and there is an intention to settle on a net basis, or to realize the asset and settle the
liability simultaneously. This is not generally the case with master netting agreements, and the
related assets and liabilities are presented gross in the statements of condition.

Terminal value of leased assets and deposits on finance leases
The terminal value of leased assets, which approximates the amount of guaranty deposit paid by the
lessee at the inception of the lease, is the estimated proceeds from the sale of the leased asset at the
end of the lease term. At the end of the lease term, the terminal value of the leased asset is
generally applied against the guaranty deposit of the lessee when the lessee decides to buy the
leased asset.

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

Interest income
For all financial instruments measured at amortized cost and interest-bearing financial instruments
classified as AFS investments, interest income is recorded at the effective interest rate, which is the
rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or a shorter period, where appropriate, to the net carrying amount of the
financial asset or financial liability. The calculation takes into account all contractual terms of the
financial instrument (for example, prepayment options), including any fees or incremental costs
that are directly attributable to the instrument and are an integral part of the effective interest rate,
but not future credit losses. The adjusted carrying amount is calculated based on the original
effective interest rate. The change in carrying amount is recorded as ‘Interest income’.

Once the recorded value of a financial asset or group of similar financial assets has been reduced
due to an impairment loss, interest income continues to be recognized using the original effective
interest rate applied to the new carrying amount.

Fee and commission income
The Group earns fee and commission income from a diverse range of services it provides to its
customers.  Fee income can be divided into the following two categories:

Fee income earned from services that are provided over a certain period of time
Fees earned for the provision of services over a period of time are accrued over that period. These
fees include investment fund fees, custodian fees, fiduciary fees, commission income, credit related
fees, asset management fees, portfolio and other management fees, and advisory fees. Loan
commitment fees for loans that are likely to be drawn down are deferred (together with any
incremental costs) and recognized as an adjustment to the effective interest rate on the loan.
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Fee income from providing transaction services
Fees arising from negotiating or participating in the negotiation of a transaction for a third party -
such as underwriting fees, corporate finance fees, and brokerage fees for the arrangement of the
acquisition of shares or other securities or the purchase or sale of businesses – are recognized on 
completion of the underlying transaction.  Fees or components of fees that are linked to a certain
performance are recognized after fulfilling the corresponding criteria. Loan syndication fees are
recognized in the statements of income when the syndication has been completed and the Group
retains no part of the loans for itself or retains part at the same effective interest rate as for the
other participants.

Dividend income
Dividend income is recognized when the Group’s right to receive payment is established.

Trading and securities gain - net
Results arising from trading activities include all gains and losses from changes in fair value for
financial assets and financial liabilities held for trading.

Rental income
Rental income arising on leased properties is accounted for on a straight-line basis over the lease
terms on ongoing leases and is recorded in the statement of income under ‘Leasing income’.

Commissions earned on credit cards
Commissions earned on credit cards are taken up as income upon receipt from member
establishments of charges arising from credit availments by credit cardholders. These commissions
are computed based on certain agreed rates and are deducted from amounts remittable to member
establishments.

Purchases by credit cardholders, collectible on an installment basis, are recorded at the cost of the
items purchased plus a certain percentage of cost. The excess over cost is credited to ‘Unearned
discount’ and is shown as a deduction from ‘Loans and receivables’ in the consolidated statement
of condition. The unearned discount is taken up to income over the installment terms and is
computed using the effective interest method.

Income on direct financing leases and receivables financed
Income on loans and receivables financed with short-term maturities is recognized using the
effective interest method.

Interest and finance fees on finance leases and loans and receivables financed with long-term
maturities and the excess of the aggregate lease rentals plus the estimated terminal value of the
leased equipment over its cost are credited to unearned discount and amortized over the term of the
note or lease using the effective interest rate method.

Underwriting fees, commissions, and sale of shares of stock
Underwriting fees and commissions are accrued when earned. Income derived from sales of shares
of stock is recognized upon sale.
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Other income
Income from sale of services is recognized upon rendition of the service. Income from sale of
properties is recognized upon completion of the earning process and the collectibility of the sales
price is reasonably assured.

Cash and cash equivalents
For purposes of reporting cash flows, cash and cash equivalents include cash and other cash items,
amounts due from BSP and other banks, and interbank loans receivable and SPURA with original
maturities of three months or less from dates of placements and that are subject to insignificant risk
of changes in value.

Subordinated notes
Subordinated notes issued by SPVs (included in unquoted debt securities under ‘Loans and 
receivables’) in the Parent Company financial statements are stated at amortized cost reduced by an 
allowance for credit losses. The allowance for credit losses is determined based on the difference
between the outstanding principal amount and the recoverable amount which is the present value of
the future cash flow expected to be received in payment of the receivables.

Property and equipment
Land is stated at cost less any impairment in value and depreciable properties including buildings,
leasehold improvements, and furniture, fixtures and equipment are stated at cost less accumulated
depreciation and amortization, and any impairment in value.  Such cost includes the cost of
replacing part of the plant and equipment when that cost is incurred, if the recognition criteria are
met but excludes repairs and maintenance costs.

Depreciation is calculated on the straight-line method over the estimated useful life of the
depreciable assets. Leasehold improvements are amortized over the shorter of the terms of the
covering leases and the estimated useful lives of the improvements.

The principal annual depreciation and amortization rates follow:

Buildings 2% -  4%
Furniture, fixtures and equipment 20% - 33%
Leasehold improvements 5% - 20%

The depreciation and amortization method and useful life are reviewed periodically to ensure that
the method and period of depreciation and amortization are consistent with the expected pattern of
economic benefits from items of property and equipment.

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 statement of income in the period the asset is derecognized.
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Investments in subsidiaries and associates

Investments in subsidiaries
Subsidiaries pertain to all entities over which the Group has the power to govern the financial and 
operating policies generally accompanying a shareholding of more than one half of the voting
rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another entity. See 
accounting policy on Basis of Consolidation.

Investments in associates
Associates pertain to all entities over which the Group has significant influence but not control,
generally accompanying a shareholding of between 20% and 50% of the voting rights. In the
consolidated financial statements, investments in associates are accounted for under the equity
method of accounting.

Under the equity method, an investment in an associate is carried in the statement of condition at
cost plus post-acquisition changes in the Group’s share of the net assets of the associate. Goodwill
relating to an associate is included in the carrying value of the investment and is not amortized.
The Group’s share in an associate’s post-acquisition profits or losses is recognized in the
statements of income, and its share of post-acquisition movements in the associate’s equity reserves
is recognized directly in equity.  When the Group’s share of losses in an associate equals or
exceeds its interest in the associate, including any other unsecured receivables, the Group does not
recognize further losses, unless it has incurred obligations or made payments on behalf of the
associate.  Profits and losses resulting from transactions between the Group and an associate are
eliminated to the extent of the interest in the associate.

In the Parent Company financial statements, investments in subsidiaries and associates are carried
at cost, less allowance for impairment losses.

Investment properties
Investment properties are measured initially at cost, including transaction costs. An investment
property acquired through an exchange transaction is measured at fair value of the asset acquired
unless the fair value of such an asset cannot be measured in which case the investment property
acquired is measured at the carrying amount of asset given up.  Foreclosed properties are classified
under ‘Investment properties’ from foreclosure dates.

Subsequent to initial recognition, depreciable investment properties are carried at cost less
accumulated depreciation and impairment in value.

Investment properties are derecognized when they have either been disposed of or when the
investment property is permanently withdrawn from use and no future benefit is expected from its
disposal. Any gains or losses on the retirement or disposal of an investment property are
recognized in the statement of income in ‘Profit from assets sold’ in the period of retirement or
disposal.

—  F-195  —



- 16 -

*SGVMC110064*�

Expenditures incurred after the investment properties have been put into operations, such as repairs
and maintenance costs, are normally charged to operations in the period in which the costs are
incurred.

Depreciation is calculated on a straight-line basis using the remaining useful lives from the time of
acquisition of the investment properties but not to exceed:

Buildings 50 years
Condominium units 40 years

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.

Intangible assets
Intangible assets (included under Other assets) include exchange trading right, software costs and 
goodwill.

Exchange trading right
Exchange trading right is carried at the amount allocated from the original cost of the exchange
membership seat, after a corresponding allocation for the value of the Philippine Stock Exchange,
Inc. (PSE) shares less allowance for impairment loss. The Group does not intend to sell the
exchange trading right in the near future.

The exchange trading right is deemed to have an indefinite useful life as there is no foreseeable
limit to the period over which the asset is expected to generate net cash inflows for the Group (see
accounting policy on Impairment of nonfinancial assets).

Software costs
Software costs are capitalized on the basis of the cost incurred to acquire and bring to use the
specific software. These costs are amortized over five years on a straight-line basis.

Costs associated with maintaining the computer software programs are recognized as expense when
incurred.

Goodwill
Goodwill acquired in a business combination is initially measured at cost being the excess of the
cost of the business combination over the Group's interest in the net fair value of the acquiree's
identifiable assets, liabilities and contingent liabilities.  With respect to investment in associates,
goodwill is included in the carrying amounts of the investments.  Following initial recognition,
goodwill is measured at cost less any allowance for impairment losses (see accounting policy on 
Impairment of nonfinancial assets).
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Impairment of nonfinancial assets
At each reporting date, the Group assesses whether there is any indication that its nonfinancial
assets may be impaired.  When an indicator of impairment exists or when an annual impairment
testing for an asset is required, the Group makes a formal estimate of recoverable amount.
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 groups of assets, in which
case the recoverable amount is assessed as part of the cash generating unit to which it belongs.
Where the carrying amount of an asset (or cash generating unit) exceeds its recoverable amount,
the asset (or cash generating unit) 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 assessments of the time value of
money and the risks specific to the asset (or cash generating unit).

An impairment loss is charged to operations in the period in which it arises, unless the asset is
carried at a revalued amount, in which case the impairment loss is charged to the revaluation
increment of the said asset.

Except for goodwill, 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
statement of income unless the asset is carried at a revalued amount, in which case the reversal is
treated as a revaluation increase. After such a reversal, the depreciation expense is adjusted in
future years to allocate the asset’s revised carrying amount, less any residual value, on a systematic
basis over its remaining life.

The following criteria are also applied in assessing impairment of specific assets:

Goodwill
Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired.

Impairment is determined for goodwill by assessing the recoverable amount of the cash generating
unit (or group of cash generating units) to which the goodwill relates.  Where the recoverable
amount of the cash generating unit (or group of cash generating units) is less than the carrying
amount of the cash generating unit (or group of cash generating units) to which goodwill has been 
allocated, an impairment loss is recognized immediately in the statement of income. Impairment
losses relating to goodwill cannot be reversed for subsequent increases in its recoverable amount in
future periods. The Group performs its annual impairment test of goodwill at December 31. 

—  F-197  —



- 18 -

*SGVMC110064*�

Intangible assets
Intangible assets with indefinite useful lives are tested for impairment annually at December 31 
either individually or at the cash generating unit level, as appropriate.

Intangible assets with finite lives are assessed for impairment whenever there is an indication that
the intangible asset may be impaired.

Leases
The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement 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. A reassessment is made after inception of the lease only if one of the following applies:

(a) there is a change in contractual terms, other than a renewal or extension of the arrangement;
(b) a renewal option is exercised or extension granted, unless that term of the renewal or extension

was initially included in the lease term;
(c) there is a change in the determination of whether fulfillment is dependent on a specified asset;

or
(d) there is a substantial change to the asset.

Where a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gives rise to the reassessment for scenarios (a), (c) or (d) above, and at the
date of renewal or extension period for scenario (b).

For arrangements entered into prior to January 1, 2005, the date of inception is deemed to be 
January 1, 2005 in accordance with the transitional requirements of Philippine Interpretation
IFRIC-4.

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are
classified as operating leases. Operating lease payments are recognized as an expense in the
statement of income on a straight-line basis over the lease term.

Group as lessor
Finance leases, where the Group transfers substantially all the risks and benefits incidental to the
ownership of the leased item to the lessee, are included in the statement of condition under ‘Loans
and receivables’. A lease receivable is recognized at an amount equivalent to the net investment
(asset cost) in the lease. All income resulting from the receivable is included in ‘Interest income’ in
the statement of income.

Leases where the Group does not transfer substantially all the risks and benefits of ownership of
the assets are classified as operating leases. Initial direct costs incurred in negotiating operating
leases are added to the carrying amount of the leased asset and recognized over the lease term on 
the same basis as the rental income. Contingent rents are recognized as revenue in the period in
which they are earned.

Retirement Cost
The Group has a noncontributory defined benefit retirement plan except for FMIC and subsidiaries
which follow the Mandatory Provident Fund Scheme (MPFS).
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The retirement cost of the Parent Company and most of its subsidiaries is determined using the
projected unit credit method. Under this method, the current service cost is the present value of
retirement benefits payable in the future with respect to services rendered in the current period.

The liability recognized in the statement of condition in respect of defined benefit pension plans is
the present value of the defined benefit obligation at the statement of condition date less the fair
value of plan assets, together with adjustments for unrecognized actuarial gains or losses and past
service costs. The defined benefit obligation is calculated annually by an independent actuary using
the projected unit credit method. The present value of the defined benefit obligation is determined
by discounting the estimated future cash outflows using interest rate on government bonds that
have terms to maturity approximating the terms of the related retirement liability. Actuarial gains
and losses arising from experience adjustments and changes in actuarial assumptions are credited
to or charged against income when the net cumulative unrecognized actuarial gains and losses at
the end of the previous period exceeded 10% of the higher of the defined benefit obligation and the
fair value of plan assets at that date. These gains or losses are recognized over the expected
average remaining working lives of the employees participating in the plan.

Past service costs, if any, are recognized immediately in statement of income, 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.

The defined benefit asset or liability comprises the present value of the defined benefit obligation
less past service costs not yet recognized and less the fair value of plan assets out of which the
obligations are to be settled directly. The value of any asset is restricted to the sum of any past
service cost not yet recognized and the present value of any economic benefits available in the form
of refunds from the plan or reductions in the future contributions to the plan.

Payment to MPFS are recognized as expense when employee have rendered services entitling them
to the contribution.

Provisions
Provisions are recognized when the Group has a present obligation (legal or constructive) as a 
result of a past event and 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.  Where the Group expects some or all of a provision to be reimbursed, for example,
under an insurance contract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain. The expense relating to any provision is presented in the
statement of income, net of any reimbursement. 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 assessments 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.

Contingent Liabilities and Contingent Assets
Contingent liabilities are not recognized in the financial statements but are disclosed unless the
possibility of an outflow of resources embodying economic benefits is remote. Contingent assets
are not recognized but are disclosed in the financial statements when an inflow of economic
benefits is probable.

—  F-199  —



- 20 -

*SGVMC110064*�

Income Taxes
Deferred tax is provided, using the balance sheet liability method, on all temporary differences at
the statement of condition 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, including asset
revaluations. Deferred tax assets are recognized for all deductible temporary differences,
carryforward of unused tax credits from the excess of minimum corporate income tax (MCIT) over
the regular income tax, and unused net operating loss carryover (NOLCO), to the extent that it is
probable that sufficient taxable profit will be available against which the deductible temporary
differences and carryforward of unused tax credits from MCIT and unused NOLCO can be utilized.
Deferred income tax, however, is not recognized on temporary differences that arise 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 income nor taxable income or loss.

Deferred tax liabilities are not provided on non-taxable temporary differences associated with
investments in domestic subsidiaries and associates.  With respect to investments in foreign
subsidiaries and associates, deferred tax liabilities are recognized except where the timing of the
reversal of the temporary difference can be controlled and it is probable that the temporary
difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each statement of condition 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 income tax asset to be utilized. Unrecognized deferred tax assets
are reassessed at each statement of condition 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 applicable to the period
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been 
enacted or substantively enacted at the statement of condition date.

Current tax and deferred tax relating to items recognized directly in equity is also recognized in
equity and not in the statement of income.

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

Earnings per Share
Basic earnings per share (EPS) is computed by dividing net income attributable to common
shareholders for the period by the weighted average number of common shares outstanding during
the period after giving retroactive effect to stock dividends declared and stock rights exercised
during the period, if any. The Group does not have dilutive potential common shares.
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Dividends on Common Shares
Dividends on common shares are recognized as a liability and deducted from equity when approved
by the Board of Directors (BOD) of the Parent Company and the BSP in the case of cash dividends,
and the BOD, shareholders of the Parent Company, and the BSP in case of stock dividends.
Dividends declared during the period but are approved by the BSP after the statement of condition
dates are dealt with as an event after the statement of condition date.

Coupon Payment on Hybrid Capital Securities
Coupon payment on hybrid capital securities is treated as dividend, rather than interest expense and 
deducted from equity when due, after the approval by the BOD and the BSP.

Debt Issue Costs
Issuance, underwriting and other related expenses incurred in connection with the issuance of debt
instruments are deferred and amortized over the terms of the instruments using the effective
interest method. Unamortized debt issuance costs are netted against the related carrying value of
the debt instrument in the statement of condition.

Capital Securities Issuance Costs
Issuance, underwriting and other related expenses incurred in connection with the issuance of the
capital securities are treated as a reduction of the capital account.

Borrowing Costs
Borrowing costs are recognized as expense in the period in which these costs are incurred.

Subsequent Events
Any post period event that provides additional information about the Group’s position at the
statement of condition date (adjusting event) is reflected in the financial statements. Post period
events that are not adjusting events, if any, are disclosed when material to the financial statements.

Segment Reporting
The Group’s operating businesses are organized and managed separately according to the nature of
the products and services provided, with each segment representing a strategic business unit that
offers different products and serves different markets.  Financial information on business segments
is presented in Note 6.

Fiduciary Activities
Assets and income arising from fiduciary activities together with related undertakings to return
such assets to customers are excluded from the financial statements where the Parent Company and 
a subsidiary act in a fiduciary capacity such as nominee, trustee or agent.

Future Changes in Accounting Policies

The Group has not applied the following PFRS and Philippine Interpretations which are not yet
effective for the period ended June 30, 2007:
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PFRS 8, Operating Segments (effective for annual periods beginning on or after January 1, 2009)
This PFRS adopts a management approach to reporting segment information. PFRS 8, will replace
PAS 14, Segment Reporting, and is required to be adopted only by entities whose debt or equity
instruments are publicly traded, or are in the process of filing with the SEC for purposes of issuing
any class of instruments in a public market. The Group will assess the impact of the standard on its
current manner of reporting segment information.

Philippine Interpretation IFRIC-11, PFRS 2 Group and Treasury Share Transactions (effective for
annual periods beginning on or after March 1, 2007)
This Interpretation 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 shareholder(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. The Group currently
does not have any stock option plan and therefore, does not expect this Interpretation to have
significant impact to its financial statements.

Philippine Interpretation IFRIC-12, Service Concession Arrangements, (effective for annual
periods beginning on or after January 1, 2008)
This Interpretation covers contractual arrangements arising from private entities providing public
services and is not relevant to the Group’s current operations.

Philippine Interpretation IFRIC-13, Customer Loyalty Programmes (effective for annual periods
beginning on or after July 1, 2008)
This Interpretation addresses the accounting by an entity that grants award credits to its customers.
The Group will assess the impact of adoption when it applies Philippine Interpretation IFRIC-13 in
2008.

Philippine Interpretation IFRIC-14, PAS 19, The Limit on a Defined Benefit Asset, Minimum
Funding Requirements and their Interaction (effective for annual periods beginning on or after
January 1, 2008)
This Interpretation provides guidance on how to assess the limit in PAS 19, Employee Benefits, on 
the amount of the surplus that can be recognized as an asset, and how the pension assets or liability
may be affected when there is a statutory or contractual minimum funding requirement. The Group
will assess the impact of adoption when it applies Philippine Interpretation IFRIC-14 in 2008. 

3. Significant Accounting Judgments and Estimates

The preparation of the financial statements in compliance with PFRS requires the Group to make
estimates and assumptions that affect the reported amounts of assets, liabilities, income and 
expenses and the disclosures of contingent assets and contingent liabilities.  Future events may
occur which can cause the assumptions used in arriving at the estimates to change. The effects of
any change in estimates are reflected in the financial statements as they become reasonably
determinable.
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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 the
circumstances.

The following are the critical judgments and key assumptions that have a significant risk of
material adjustment to the carrying amounts of assets and liabilities within the next financial year:

Judgments
a) Operating leases

The Group has entered into commercial property leases on its investment property portfolio.
The Group has determined that it retains all the significant risks and rewards of ownership of
these properties which are leased out on operating leases.

b) Special Purpose Entities (SPEs)
The Group sponsors the formation of SPEs primarily for the purpose of allowing clients to hold
investments and for asset securitization transactions. The Group consolidates SPEs that it
controls. Control over SPEs is assessed based on the benefits test in accordance with SIC 12.

As it can sometimes be difficult to determine whether the Group does control an SPE, it makes
judgments about its exposure to the risks and rewards, as well as about its ability to make
operational decisions for the SPE in question. In many instances, elements are present that,
considered in isolation, indicate control or lack of control over an SPE, but when considered
together make it difficult to reach a clear conclusion. In such cases, the SPE is consolidated.

c) Fair value of financial instruments
Where the fair values of financial assets and financial liabilities recorded in the statements of
condition cannot be derived from active markets, these are determined using internal valuation
techniques using generally accepted market valuation models. The inputs to these models are
taken from observable markets where possible, but where this is not feasible, estimates are
used in establishing fair values. These estimates may include considerations of liquidity,
volatility, and correlation.

d) HTM investments
The classification under HTM investments requires significant judgment. In making this
judgment, the Group evaluates its intention and ability to hold such investments to maturity. If
the Group fails to keep these investments to maturity other than in certain specific
circumstances - for example, selling an insignificant amount close to maturity - it will be 
required to reclassify the entire portfolio as AFS investments. The investments would
therefore be measured at fair value and not at amortized cost.

e) Financial assets not quoted in an active market
The Group classifies financial assets by evaluating, among others, whether the asset is quoted
or not in an active market. Included in the evaluation on whether a financial asset is quoted in
an active market is the determination on whether quoted prices are readily and regularly
available, and whether those prices represent actual and regularly occurring market transactions
on an arm’s length basis.
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f) Embedded derivatives
Where a hybrid instrument is not classified as financial assets at FVPL, the Group evaluates
whether the embedded derivative should be bifurcated and accounted for separately. This
includes assessing whether the embedded derivative has a close economic relationship to the
host contract.

g) Contingencies
The Group is currently involved in legal proceedings. The estimate of the probable cost for the
resolution of claims has been developed in consultation with the aid of the outside legal
counsel handling the Group’s defense in this matter and is based upon an analysis of potential
results. Management does not believe that the outcome of this matter will affect the results of
operations. It is probable, however, that future results of operations could be materially
affected by changes in the estimates or in the effectiveness of the strategies relating to this
proceeding (see Note 29).

Estimates
a) Impairment losses of loans and receivables

The Group reviews its loan portfolios and receivables to assess impairment on a semi-annual
basis with updating provisions made during the intervals as necessary based on the continuing
analysis and monitoring of individual accounts by credit officers. In determining whether an 
impairment loss should be recorded in the statement of income, the Group makes judgments as
to whether there is any observable data indicating that there is a measurable decrease in the
estimated future cash flows from a portfolio of loans before the decrease can be identified with
an individual loan in that portfolio. This evidence may include observable data indicating that
there has been an adverse change in the payment status of borrowers in a group, or national or
local economic conditions that correlate with defaults on assets in the group. Management
uses estimates in the amount and timing of future cash flows when determining the level of
allowance required.  Such estimates are based on assumptions about a number of factors and 
actual results may differ, resulting to future changes in the allowance.

In addition to specific allowance against individually significant loans and receivables, the
Group also makes a collective impairment allowance against exposures which, although not
specifically identified as requiring a specific allowance, have a greater risk of default than
when originally granted. This collective allowance is based on any deterioration in the internal
rating of the loan or investment since it was granted or acquired. These internal ratings take
into consideration factors such as any deterioration in country risk, industry, and technological
obsolescence, as well as identified structural weaknesses or deterioration in cash flows.

As of June 30, 2007 and December 31, 2006, allowance for credit losses on loans and 
receivables amounted to P=16.8 billion and P=15.6 billion, respectively, for the Group and
P=15.7 billion and P=14.6 billion, respectively, for the Parent Company. As of June 30, 2007 and 
December 31, 2006, the carrying value of loans and receivables amounted to P=277.6 billion and 
P=285.5 billion, respectively, for the Group and P=227.3 billion and P=238.0 billion, respectively,
for the Parent Company (see Note 9).
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b) Fair values of structured debt instruments and derivatives
The fair values of structured debt instruments and derivatives that are not quoted in active
markets are determined using valuation techniques such as discounted cash flow analysis and 
standard option pricing models.  Where valuation techniques are used to determine fair values,
they are validated and periodically reviewed by qualified personnel independent of the area
that created them. All models are reviewed before they are used, and models are calibrated to
ensure that outputs reflect actual data and comparative market prices. To the extent
practicable, models use only observable data, however areas such as credit risk (both own and 
counterparty), volatilities and correlations require management to make estimates. Changes in
assumptions about these factors could affect reported fair value of financial instruments. Refer
to Notes 5 and 8 for information on the carrying values of these instruments.

c) Valuation of unquoted equity investments
Valuation of unquoted equity investments is normally based on one of the following:
• recent arm’s length market transactions;
• current fair value of another instrument that is substantially the same;
• the expected cash flows discounted at current rates applicable for terms with similar terms

and risk characteristics; or
• other valuation models.

The determination of the cash flows and discount factors for unquoted equity investments
requires significant estimation. The Group calibrates the valuation techniques periodically and 
tests them for validity using either prices from observable current market transactions in the
same instrument or from other available observable market data.

d) Impairment of AFS equity investments
The Group determines that AFS equity investments are impaired when there has been a 
significant or prolonged decline in the fair value below its cost. This determination of what is
significant or prolonged requires judgment. The Group treats ‘significant’ generally as 20%
more of the original cost of investment, and ‘prolonged’, greater than 6 months. In making this
judgment, the Group evaluates among other factors, the normal volatility in share price.

In addition, impairment may be appropriate when there is evidence of deterioration in the
financial health of the investee, industry and sector performance, changes in technology, and 
operational and financing cash flows. As of June 30, 2007 and December 31, 2006, allowance
for impairment losses on AFS equity investments amounted to P=143.0 million and
P=152.5 million, respectively, for the Group and P=68.9 million in both dates for the Parent
Company.

As of June 30, 2007 and December 31, 2006, the carrying value of AFS equity investments
(included under AFS investments) amounted to P=5.5 billion and P=4.8 billion, respectively, for
the Group and P=2.0 billion and P=1.8 billion, respectively, for the Parent Company (see Note 8).
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e) Recognition of deferred income taxes
Deferred tax assets are recognized for all unused tax losses to the extent that it is probable that
taxable profit will be available against which the losses can be utilized.  Significant
management judgment is required to determine the amount of deferred tax assets that can be 
recognized, based upon the likely timing and level of future taxable profits together with future
tax planning strategies.

The estimates of future taxable income indicate that certain temporary differences will be 
realized in the future. As discussed in Note 23, recognized deferred tax assets (net of deferred
tax liabilities) as of June 30, 2007 and December 31, 2006 amounted to P=7.3 billion and
P=6.7 billion, respectively, for the Group and P=6.2 billion and P=5.7 billion, respectively, for the
Parent Company. As of June 30, 2007 and December 31, 2006, certain subsidiaries have net
deferred tax liabilities. As of June 30, 2007 and December 31, 2006, deferred tax assets on the
temporary differences amounting to P=9.4 billion and P=10.3 billion, respectively, for the Group
and P=8.5 billion and P=8.4 billion, respectively, for the Parent Company, were not recognized.

f) Present value of retirement obligation
The cost of defined retirement pension plan and other post employment benefits is determined
using actuarial valuations. The actuarial valuation involves making assumptions about
discount rates, expected rates of return on assets, future salary increases, mortality rates and 
future pension increases. Due to the long term nature of these plans, such estimates are subject
to significant uncertainty.

The assumed discount rates were determined using the market yields on Philippine government
bonds with terms consistent with the expected employee benefit payout as of statement of
condition date.

The expected rate of return on assets of 12% was based on expected long-term rate of return on 
the retirement fund investments, net of operating expenses. As of June 30,2007 and
December 31, 2006, the PV of the retirement obligation of the Group amounted to P=6.0 billion
and P=5.7 billion, respectively, of which P=5.0 billion and P=4.8 billion, respectively pertain to the
Parent Company (see Note 26).

g) Impairment of nonfinancial assets
Property and equipment and investment properties
The Group assesses impairment on assets whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The factors that the
Group considers important which could trigger an impairment review include the following:

• significant underperformance relative to expected historical or projected future operating
results;

• significant changes in the manner of use of the acquired assets or the strategy for overall
business; and 

• significant negative industry or economic trends.
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The Group recognizes an impairment loss whenever the carrying amount of an asset exceeds its
recoverable amount. The recoverable amount is computed using the value in use approach.
Recoverable amounts are estimated for individual assets or, if it is not possible, for the cash-
generating unit to which the asset belongs.

As of June 30, 2007, the carrying value of the property and equipment and investment
properties amounted to P=10.5 billion and P=32.2 billion, respectively, for the Group and P=7.8
billion and P=26.0 billion, respectively, for the Parent Company. As of December 31, 2006, the
carrying value of the property and equipment and investment properties amounted to P=10.4
billion and P=34.0 billion, respectively, for the Group and P=7.9 billion and P=27.7 billion,
respectively, for the Parent Company (see Notes 10 and 12).

Goodwill
The Parent Company’s management conducts an annual review for any impairment in value of
the goodwill.

Goodwill is written down for impairment where the net present value of the forecasted future
cash flows from the business is insufficient to support its carrying value. The Parent Company
estimated the discount rate used for the computation of the net present value by reference to its
internal cost of capital.

As of June 30, 2007 and December 31, 2006, goodwill amounted to P=7.9 billion for the Group
and P=1.2 billion for the Parent Company (see Note 13).

4. Financial Risk Management

a. Introduction

The Group has exposure to the following risks from its use of financial instruments:

• Credit risk
• Liquidity risk
• Market risk
• Operational risk

Risk Management Framework
The BOD has overall responsibility for the oversight of the Parent Company’s risk
management process.  Supporting the BOD in this function are certain Board-level committees
such as Risk Management Committee (RMC) and Audit Committee (AC); as well as senior
management committees like the Senior Executive Committee, Asset and Liabilities
Committee (ALCO) and Policy Committee.
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The AC is responsible for monitoring compliance with the Parent Company’s risk management
policies and procedures, and for reviewing the adequacy of risk management practices in
relation to the risks faced by the Parent Company. The AC is assisted in these functions by
Internal Audit. Internal Audit undertakes both regular and ad-hoc reviews of risk management
controls and procedures, the results of which are reported to the AC.

The subsidiaries are in the process of setting up their own risk management organizations.
PSBank and FMIC have hired professional risk management officers to head their individual
risk management units. The risk management policies that will be adopted by the subsidiaries
and affiliates will be aligned with the Parent Company’s risk policies. The Parent Company is
currently working on a comprehensive risk management solution that will integrate all risk
management modules (Market Risk, Interest Rate Risk, Foreign Currency Risk and Operations
Risk) which is likewise PFRS and Basel II compliant.

Credit Risk
Credit risk is the risk of financial loss to the Group if a counterparty to a financial instrument
fails to meet its contractual obligations. The Group manages and controls credit risk by setting
limits on the amount of risk it is willing to accept for individual counterparties and for
geographical and industry concentrations, and by monitoring exposures in relation to such
limits.  For risk management purposes, credit risk emanating from Treasury activities is
managed independently, but reported as a component of market risk exposure.

Each business unit is responsible for the quality and performance of its credit portfolio and for
monitoring and controlling all credit risks in its portfolio. Regular audits of business units and 
credit processes are undertaken by Internal Audit.

Management of Credit Risk
The Parent Company faces potential credit risks every time it extends funds to borrowers,
commits funds to counterparties, guarantees the paying performance of its clients, invests funds
to issuers (e.g., investment securities issued by either sovereign or corporate entities) or enter
into either market-traded or over-the-counter derivatives, either through implied or actual
contractual agreements (i.e., on- or off-balance sheet exposures). The Parent Company
manages its credit risk at various levels (i.e., strategic level, portfolio level down to individual
credit or transaction) by adopting a credit risk management environment that has the following
components:

• Formulating credit policies in consultation with business units, covering collateral
requirements, credit assessment, risk grading and reporting and compliance with regulatory
requirements.

• Establishment of authorization limits for the approval and renewal of credit facilities.

• Limiting concentrations of exposure to counterparties, geographies and industries (for
loans), and by issuer (for investment securities).
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• Maintaining Internal Credit Risk Rating System (ICRRS) in order to categorize exposures
according to the risk profile. The risk grading system is used for determining impairment
provisions against specific credit exposures. The current risk grading framework consists
of ten grades reflecting varying degrees of risk of default and the availability of collateral
or other credit risk mitigation.

The following table shows the description of ICRRS grade:

ICRRS Grade Description
1 Excellent
2 Strong
3 Good
4 Satisfactory
5 Acceptable
6 Watchlist
7 Especially mentioned
8 Substandard
9 Doubtful

10 Loss

• Monitoring compliance with approved exposure limits.

Maximum exposure to credit risk before collateral held or other credit enhancements
An analysis of the maximum exposure to credit risk without taking into account of any
collateral held or other credit enhancements is shown below:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Credit risk exposures relating to on-balance
sheet assets are as follows:

Due from BSP P=70,508,689 P=54,326,823 P=63,866,290 P=46,582,326
Due from other banks 32,608,270 28,333,322 24,963,620 23,059,240
Interbank loans receivable and securities purchased

under agreements to resell 47,413,642 67,393,161 41,841,296 66,263,161
Financial assets at FVPL (Note 8)

Held-for-trading 14,980,283 7,332,385 12,998,529 4,365,900
Derivative assets 597,793 356,712 597,793 356,712

15,578,076 7,689,097 13,596,322 4,722,612
AFS investments (Note 8) 125,065,116 90,285,775 104,865,241 61,305,312
HTM investments (Note 8) 9,917,903 19,436,370 4,062,180 11,634,986
Loans and receivables - net (Note 9) 277,632,662 285,516,469 227,275,940 238,034,795
Assets held by SPVs - net (Note 13) 10,094,926 10,751,387 – –
Other assets (Note 13) 467,718 290,491 451,950 270,148
Total 589,287,002 564,022,895 480,922,839 451,872,580
Credit risk exposures relating to off-balance

sheet items are as follows:
Financial guarantees 5,880,136 6,507,130 5,880,136 6,507,130
Loan commitments and other credit related

liabilities 6,776,636 7,292,093 6,776,636 7,292,093
Total 12,656,772 13,799,223 12,656,772 13,799,223

P=601,943,774 P=577,822,118 P=493,579,611 P=465,671,803
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Concentration of risks of financial assets with credit risk exposure
An analysis of concentrations of credit risk at the reporting date is shown below:

Group

Loans and receivables
Loans and advances to

banks* Investment securities**
2007 2006 2007 2006 2007 2006

Carrying amount (In Thousands)
Concentration of Industry:
Manufacturing (various industries) P=64,227,496 P=73,053,838 P=– P=– P=– P=–
Real estate, renting and business

activities 51,767,822 53,789,045 – – – –
Wholesale and retail trade 45,475,850 50,966,198 – – 5,006,497 1,468,773
Private households 31,959,628 30,296,476 – – – –
Financial intermediaries 34,950,548 31,636,532 150,530,601 150,053,306 10,645,409 12,374,990
Other community, social and

personal activities 14,839,655 12,463,214 – – – –
Transportation, storage and

communication 13,855,881 11,751,407 – – 1,008,879 244,502
Construction 5,151,838 5,332,399 – – – 489,798
Agricultural, hunting and forestry 5,837,165 5,486,691 – – – 487,782
Electricity, gas and water 3,687,860 4,096,598 – – 4,156,613 979,596
Hotel and restaurants 1,721,637 1,519,490 – – – –
Public administration and defense,

compulsory social security 2,986,081 2,933,554 – – – –
Mining and quarrying 414,795 361,457 – – – –
Others*** 17,601,659 17,411,342 – – 129,886,680 101,518,327

294,477,915 301,098,241 150,530,601 150,053,306 150,704,078 117,563,768
Less allowance for credit losses 16,845,253 15,581,772 – – 142,983 152,526

P=277,632,662 P=285,516,469 P=150,530,601 P=150,053,306 P=150,561,095 P=117,411,242
Concentration by Location

Philippines P=292,174,154 P=299,718,533
Asia 1,959,834 1,363,338
United States 343,012 15,721
Europe 915 649

294,477,915 301,098,241
Less allowance for credit losses 16,845,253 15,581,772

P=277,632,662 P=285,516,469

* Comprised of Due from BSP, Due from other banks and Interbank loans receivables and securities
purchased under agreements to resell.

** Comprised of Financial assets at FVPL, AFS investments and HTM investments.
*** Includes Government
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Parent Company

Loans and receivables
Loans and advances to

banks* Investment securities**
2007 2006 2007 2006 2007 2006

(In Thousands)
Carrying amount
Concentration of Industry:
Manufacturing (various industries) P=65,390,009 P=74,001,230 P=– P=– P=– P=–
Real estate, renting and business

activities 41,628,118 44,526,946 – – – –
Wholesale and retail trade 35,428,119 40,684,554 – – 5,006,497 1,468,773
Private households 29,115,849 28,051,874 – – – –
Financial intermediaries 33,227,510 30,491,505 130,671,206 135,904,727 10,645,409 12,374,990
Other community, social and

personal activities 4,248,981 3,323,606 – – – –
Transportation, storage and

communication 12,436,043 10,450,941 – – 1,008,879 244,502
Construction 4,209,856 4,557,988 – – – 489,798
Agricultural, hunting and forestry 2,515,884 2,614,393 – – – 487,782
Electricity, gas and water 2,374,914 2,923,835 – – 4,156,613 979,596
Hotel and restaurants 1,275,596 1,165,198 – – – –
Public administration and defense,

compulsory social security 1,884,140 1,977,596 – – – –
Mining and quarrying 385,724 321,910 – – – –
Others*** 8,834,783 7,498,690 – – 101,775,285 61,686,392

242,955,526 252,590,266 130,671,206 135,904,727 122,592,683 77,731,833
Less allowance for credit losses 15,679,586 14,555,471 – – 68,940 68,922

P=227,275,940 P=238,034,795 P=130,671,206 P=135,904,727 P=122,523,743 P=77,662,911
Concentration by Location

Philippines P=240,763,802 P=250,747,279 P=123,179,801 P=129,490,880 P=85,275,084 P=44,625,729
Asia 1,860,103 1,340,152 6,054,629 4,631,184 672,951 1,437,894
United States 331,621 502,835 1,436,776 1,782,663 25,648,208 21,946,659
Europe – – – – 4,434,618 6,048,581
Others – – – – 6,561,822 3,672,970

242,955,526 252,590,266 130,671,206 135,904,727 122,592,683 77,731,833
Less allowance for credit losses 15,679,586 14,555,471 – – 68,940 68,922

P=227,275,940 P=238,034,795 P=130,671,206 P=135,904,727 P=122,523,743 P=77,662,911

* Comprised of Due from BSP, Due from other banks and Interbank loans receivables and securities
purchased under agreements to resell.

** Comprised of Financial assets at FVPL, AFS investments and HTM Investments.
*** Includes Government

Set out below is an analysis of  Parent Company’s Loans and receivables, the gross and net (of
allowances for impairment) amounts of individually impaired assets by risk grade.

June 30, 2007 December 31, 2006
Gross Net Gross Net

(In Thousands)
ICRRS 6 P=7,203,910 P=7,203,910 P=8,953,344 P=8,953,344
ICRRS 7 14,074,956 9,756,102 10,548,505 8,107,693
ICRRS 8 12,945,687 8,303,725 13,648,580 6,894,737
ICRRS 9 525,379 56,901 56,176 26,838
ICRRS 10 4,432,808 588,950 4,506,381 126,026

P=39,182,740 P=25,909,588 P=37,712,986 P=24,108,638
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Impaired Loans and receivables and Investment securities
Impaired loans and receivables and investment securities are loans and receivables and 
investment securities for which the Group determines that it is probable that it will be unable to
collect all principal and interest due based on the contractual terms of the promissory note and 
securities agreements. These loans are graded ICRRS 6 to 10 in the Group’s ICRRS.

Past due but not impaired Loans and receivables and Investment securities
Loans and receivables and investment securities where contractual interest or principal
payments are past due but the Group believes that impairment is not appropriate on the basis of
the level of collateral available and or status of collection of amounts owed to the Group.

The following table shows the credit quality of Loans and receivables, Loans and advances to
banks and Investment securities:

Parent Company
June 30, 2007 December 31, 2006

Loans and
receivables

Loans and
advances
to banks

Investment
securities

Loans and
Receivables

Loans and
advances
to banks

Investment
Securities

(In Thousands)
Neither past due nor impaired P=206,035,304 P=130,671,206 P=122,592,683 P=218,331,170 P=135,904,727 P=77,731,832
Past due but not impaired 4,941,392 – – 5,499,454 – –
Impaired 31,978,830 – – 28,759,642 – –
Gross 242,955,526 130,671,206 122,592,683 252,590,266 135,904,727 77,731,832
Less allowance for impairment 15,679,586 – 68,940 14,555,471 – 68,922
Net P=227,275,940 P=130,671,206 P=122,523,743 P=238,034,795 P=135,904,727 P=77,662,910

Aging analysis of past due but not impaired loans and receivables of the Parent Company:

June 30,
2007

December 31, 
2006

30 - 60 days P=1,998,170 P=1,991,590
60 - 90 days 209,693 106,091
90 - 180 days 318,025 648,574
Over 180 days 2,415,504 2,753,199

P=4,941,392 P=5,499,454
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The Group holds collateral against loans and receivables in the form of real estate and chattel
mortgages, guarantees, and other registered securities over assets. Estimates of fair value are
based on the value of collateral assessed at the time of borrowing and generally are not updated
except when a loan is assessed to be impaired. Generally, collateral is not held over loans and 
advances to banks except for reverse repurchase agreements. The Bank is not allowed to sell
or pledge collateral held for reverse repurchase agreements. Collateral usually is not held
against investment securities, and no such collateral was held as of June 30, 2007 and 
December 31, 2006. The following table shows the fair value of collateral held against Loans
and receivables:

Parent Company
2007 2006
(In Thousands)

Against individually impaired P=13,079,896 P=10,605,107
Property 11,864,178 10,040,578
Equities 127,129 117,975
Other 1,088,589 446,554

Against collectively impaired 4,887,107 4,103,267
Property 165,077 179,250
Other 4,722,030 3,924,017

Against past due but not impaired 2,487,826 3,247,853
Property 2,350,370 2,989,604
Debt securities 4,500 2,500
Equities 18,852 19,350
Other 114,104 236,399

Against neither past due nor impaired 160,304,299 113,839,125
Property 63,601,354 66,119,546
Debt securities 103,651 293,796
Equities 3,960,371 212,967
Other 92,638,923 47,212,816

P=180,759,128 P=131,795,352

It is the Group’s policy to dispose assets acquired in an orderly fashion. The proceeds of the
sale of the foreclosed assets classified as “Investment Properties” are used to reduce or repay
the outstanding claim.

Liquidity Risk and Funding Management
Liquidity risk is generally defined as the current and prospective risk to earnings or capital
arising from the Group’s inability to meet its obligations when they come due without
incurring unacceptable losses or costs.

Liquidity management is among the most important activities conducted within the Parent
Company. The Parent Company manages its liquidity risk through analyzing net funding
requirements under alternative scenarios, diversification of funding sources and contingency
planning. The Parent Company utilizes a diverse range of sources of funds, although short-
term deposits made with the Parent Company’s network of domestic branches comprise the
majority of such funding.
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The Parent Company’s liquidity risk is managed by its holding sufficient liquid assets and 
appropriate quality to ensure short-term funding requirements are met and by maintaining a 
balance loan portfolio which is repriced on a regular basis. Deposits with banks are made on a 
short-term basis with almost all being available on demand or within one month.

The Treasury Group uses liquidity forecast models that estimate the Parent Company’s cash
flow needs based on the Parent Company’s actual contractual obligations and under normal
circumstances and extraordinary circumstances. The RMG prepares a weekly and monthly
Maximum Cumulative Outflow report through the Parent Company’s Datawarehouse both on a 
consolidated basis. The report quantifies the Parent Company’s liquidity mismatch risk. The
MCO report is targeted to have a daily reporting schedule in 2008 when the Parent Company
implements the automation of risk measurements for the banking book. Recently, the Parent
Company acquired an automated risk management system. This will provide ALCO and senior
management a more timely liquidity and interest rate risk profile data and information.

Liquidity is monitored by the Group on a daily basis and under stressed situations. The table
below shows the maturity profile of the financial liabilities, based on its internal methodology
that manages liquidity based on contractual undiscounted cash flows:

Group
June 30, 2007

Up to
1 month

1 to 3
months

3 to 6
months

6 to 12
months

Beyond 1
year Total

(In Million Pesos)
Non-derivative liabilities
Deposit liabilities

Demand P=25,970 P=– P=– P=– P=3,001 P=28,971
Savings 177,738 55 22 2,282 7,577 187,674
Time 93,326 119,347 33,496 19,556 21,593 287,318

297,034 119,402 33,518 21,838 32,171 503,963
Bills payable 47,540 86 70 30 1,821 49,547
Manager's checks and demand

drafts outstanding 1,967 – – – – 1,967
Accrued interest 2,093 – – – 232 2,325
Accrued other expenses 2,796 – – – – 2,796
Subordinated debt – – – – 18,201 18,201
Other liabilities 14,447 3,865 578 287 665 19,842

365,877 123,353 34,166 22,155 53,090 598,641
Derivative liabilities
Trading:

Outflow 43,415 10,679 10,481 534 – 65,109
Inflow (26,836) (5,282) (14,721) (1,291) – (48,130)

16,579 5,397 (4,240) (757) – 16,979
Unrecognized loan

Commitments 2,844 5,117 967 3,487 242 12,657
P=385,300 P=133,867 P=30,893 P=24,885 P=53,332 P=628,277
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Group
December 31, 2006

Up to
1 month

1 to 3
months

3 to 6
months

6 to 12
months

Beyond 1
year Total

(In Million Pesos)
Non-derivative liabilities
Deposit liabilities

Demand P=19,615 P=– P=– P=– P=2,514 P=22,129
Savings 188,068 65,780 16,453 5,035 7,066 282,402
Time 43,155 91,734 16,949 11,142 23,366 186,346

250,838 157,514 33,402 16,177 32,946 490,877
Bills payable 39,089 196 39 21 839 40,184
Manager's checks and demand

drafts outstanding 1,580 – – – – 1,580
Accrued interest 2,797 – – – 166 2,963
Accrued other expenses 1,770 – – – – 1,770
Subordinated debt – – – – 19,142 19,142
Other liabilities 15,994 1,233 719 79 289 18,314

312,068 158,943 34,160 16,277 53,382 574,830
Derivative liabilities
Trading:

Outflow 17,625 10,159 735 – – 28,519
Inflow (4,741) (3,443) (1,114) (362) – (9,660)

12,884 6,716 (379) (362) – 18,859
Unrecognized loan

commitments 2,736 5,304 3,794 1,309 657 13,800
P=327,688 P=170,963 P=37,575 P=17,224 P=54,039 P=607,489

Parent Company
June 30, 2007

Up to
1 month

1 to 3
months

3 to 6
months

6 to 12
months

Beyond 1
Year Total

(In Million Pesos)
Non-derivative liabilities
Deposit liabilities

Demand P=25,703 P=– P=– P=– P=– P=25,703
Savings 177,177 55 22 2,282 – 179,536
Time 35,050 140,750 33,496 19,556 14,769 243,621

237,930 140,805 33,518 21,838 14,769 448,860
Bills payable 16,003 86 70 30 123 16,312
Manager's checks and demand

drafts outstanding 1,555 – – – – 1,555
Accrued interest 1,900 – – – – 1,900
Accrued other expenses 1,642 – – – – 1,642
Subordinated debt – – – – 16,234 16,234
Other liabilities 7,535 3,865 578 287 298 12,563

266,565 144,756 34,166 22,155 31,424 499,066
Derivative liabilities
Trading:

Outflow 43,415 10,658 10,481 534 – 65,088
Inflow (26,836) (5,282) (14,721) (1,291) – (48,130)

16,579 5,376 (4,240) (757) – 16,958
Unrecognized loan

commitments 2,844 5,117 967 3,487 242 12,657
P=285,988 P=155,249 P=30,893 P=24,885 P=31,666 P=528,681
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Parent Company
December 31, 2006

Up to
1 month

1 to 3
months

3 to 6
months

6 to 12
months

Beyond 1
year Total

(In Million Pesos)
Non-derivative liabilities
Deposit liabilities

Demand P=21,381 P=– P=– P=– P=– P=21,381
Savings 186,970 65,780 16,453 5,035 – 274,238
Time 6,120 91,734 16,949 11,142 17,434 143,379

214,471 157,514 33,402 16,177 17,434 438,998
Bills payable 1,194 196 39 21 220 1,670
Manager's checks and demand

drafts outstanding 1,226 – – – – 1,226
Accrued interest 2,500 – – – – 2,500
Accrued other expenses 1,024 – – – – 1,024
Subordinated debt – – – – 17,176 17,176
Other liabilities 8,825 1,233 719 79 – 10,856

229,240 158,943 34,160 16,277 34,830 473,450
Derivative liabilities
Trading:

Outflow 17,625 10,159 735 – – 28,519
Inflow (4,741) (3,443) (1,114) (362) – (9,660)

12,884 6,716 (379) (362) – 18,859
Unrecognized loan

commitments 2,736 5,304 3,794 1,309 657 13,800
P=244,860 P=170,963 P=37,575 P=17,224 P=35,487 P=506,109

The disclosure for derivatives shows a net amount for derivatives that are net settled.
However, derivatives that have a simultaneous gross settlement are shown in their gross inflow
and outflow amounts.

Demand and savings deposit under the time band of “Up to 1 month” includes those financial
liabilities that are due on demand.

Market risk
Market risk is the risk of loss to future earnings, fair values or future cash flows that may result
from changes in the price of a financial instrument. The value of a financial instrument may
change as a result of changes in interest rates, foreign currency exchange rates, commodity
prices, equity prices and other market changes. The Parent Company’s market risk originates
from its holdings in its foreign exchange instruments, debt securities, equity and derivatives
transactions.

The Parent Company manages market risk by segregating its balance sheet into a trading book
and a banking book. ALCO, chaired by the Parent Company’s Chairman, is the senior review
and decision-making body for the management of all related market risks. The risk limits are
approved by the RMC, which is a sub-committee of the BOD.

The RMG serves under the RMC and performs daily market risk analyses to ensure compliance
with the Parent Company’s policies and procedures and makes recommendations based on such
analyses.
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The Treasury Group manages asset/liability risks arising from both normal banking operations
and from trading operations in financial markets. The Treasury Group is assigned risk limits
by the RMC.

In February 2002, the Parent Company commenced the Parent Company-wide computation of
its Value-at-Risk (VaR) in certain trading activities. The Parent Company utilizes a variance-
covariance methodology in calculating VaR for its trading portfolio. Although VaR is an 
important tool for measuring market risk, the assumptions on which the model is based do give
rise to some limitations, including the following:

• A 99 percent confidence level does not reflect losses that may occur beyond this level.
Even within the model used there is a one percent probability that losses could exceed the
VaR amount.

• The use of historical data as a basis for determining the possible range of future outcomes
may not always cover all possible scenarios, especially those of an exceptional nature.

• The Parent Company uses an average holding period of 5 days for its trading portfolio.
This holding period assumes that it is possible to hedge or dispose of positions within that
period. This is considered to be a realistic assumption in almost all cases but may not be 
the best case in situations in which there are severe market illiquidity for a prolonged
period.

The validity of the VaR model is verified through back testing, which examines how frequently
actual daily losses exceed daily VaR. The Parent Company measures and monitors the VaR
and profit and loss on a daily basis.

A summary of the VaR position of the Parent Company’s trading portfolio is as follows:

Foreign
Exchange

Interest
Rate Total VaR

(In Millions)
As of June 30, 2007 P=3 P=105 P=108
2007-Average Daily 9 71 80
2007-Highest 34 638 672
2007-Lowest 1 16 17

Foreign
Exchange

Interest
Rate Total VaR

(In Millions)
As of December 31, 2006 P=6 P=37 P=42
2006-Average Daily 12 35 47
2006-Highest 31 90 121
2006-Lowest 1 5 6
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The high and low of the total portfolio may not equal to the sum of the individual components as
the high and lows of the individual portfolios may have occurred on different trading days. The
VaR for foreign exchange is the foreign exchange risk throughout the Parent Company. The Parent
Company when aggregating the foreign exchange VaR and interest VaR does not consider the
correlation effects between the two risks.

There is no instance for the six months period ended June 30, 2007 that the daily losses were
greater than the VaR amount.

The limitations of the VaR methodology are recognized by supplementing VaR limits with other
position and sensitivity limit structures, including limits to address potential concentration risks.
The Bank performs stress testing on a quarterly basis to complement the VaR methodology.

Interest Rate Risk
The Parent Company follows a prudent policy on managing its assets and liabilities so as to ensure
that exposure to fluctuations in interest rates is kept within acceptable limits.

One method by which the Parent Company measures the sensitivity of its assets and liabilities to
interest rate fluctuations is by way of “gap” analysis. This analysis provides the Parent Company
with a static view of the maturity and repricing characteristics of its balance sheet positions. An
interest rate gap report is prepared by classifying all assets and liabilities into various time period
categories according to contracted maturities or anticipated repricing dates, whichever is earlier.
The difference in the amount of assets and liabilities maturing or being repriced in any time period
category would then give the Parent Company and indication of the extent to which it is exposed to
the risk of potential changes in net interest income.

The following table sets forth for the period indicated, the repricing gap position:

Parent Company
June 30, 2007

Up to
1 month

1 to 3
months

3 to 6
months

6 to 12
months Beyond 1 year Total

(In Million Pesos)
Financial Assets
Interbank loans receivable

and securities purchased
under agreements to resell P=29,601,460 P=3,161,861 P=4,293,200 P=1,207,378 P=4,612,397 P=42,876,296

Financial assets at FVPL
Held-for-trading – – – – 15,113,527 15,113,527

AFS investments – – – – 104,850,270 104,850,270
HTM investments – – – 1,062,236 2,999,944 4,062,180
Loans and receivables 111,184,621 66,726,097 11,835,728 4,604,911 16,524,903 210,876,260
Total Financial Assets 140,786,081 69,887,958 16,128,928 6,874,525 144,101,041 377,778,533
Financial Liabilities
Deposit liabilities

Time P=160,043,490 P=63,112,394 P=8,146,742 P=4,710,299 P=9,890,619 P=245,903,544
Bills payable 16,330,378 86,148 69,004 30,024 117,741 16,633,295
Subordinated debt – – 5,754,470 – 9,207,151 14,961,621
Other liabilities 2,704,450 – – – – 2,704,450
Total financial liabilities 179,078,318 63,198,542 13,970,216 4,740,323 19,215,511 280,202,910
Repricing gap (P=38,292,237) P=6,689,416 P=2,158,712 P=2,134,202 P=124,885,530 P=97,575,623
Cumulative gap (P=38,292,237) (P=31,602,821) (P=29,444,109) (P=27,309,907) P=97,575,623
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Parent Company
December 31, 2006

Up to
1 month

1 to 3
months

3 to 6
months

6 to 12
months Beyond 1 year Total

(In Million Pesos)
Financial Assets
Interbank loans receivable

and securities purchased
under agreements to resell P=36,882,557 P=7,388,450 P=4,201,500 P=8,678,310 P=16,996,892 P=74,147,709

AFS investments – – – – 61,312,909 61,312,909
HTM investments 21,020 6,467,547 246,455 – 4,899,963 11,634,985
Loans and receivables 117,110,637 72,659,817 11,602,063 5,179,812 15,858,997 222,411,326
Total Financial Assets 154,014,214 86,515,814 16,050,018 13,858,122 99,068,761 369,506,929
Financial Liabilities
Deposit liabilities

Time 163,182,909 67,281,641 5,065,581 6,622,164 9,828,830 251,981,125
Bills payable 1,680,518 195,032 38,674 21,414 206,097 2,141,735
Subordinated debt – – – – 15,830,440 15,830,440
Other liabilities 1,020,530 – – – – 1,020,530
Total financial liabilities 165,883,957 67,476,673 5,104,255 6,643,578 25,865,367 270,973,830
Repricing Gap (P=11,869,743) P=19,039,141 P=10,945,763 P=7,214,544 P=73,203,394 P=98,533,099
Cumulative Gap (P=11,869,743) P=7,169,397 P=18,115,160 P=25,329,704 P=98,533,096

The Parent Company also measures the sensitivity of its assets and liabilities to interest rate
fluctuations by way of Earnings-at-Risk (EaR).

The following table sets forth, for the period indicated, the impact of changes in interest rates on 
the Parent Company’s non-consolidated net interest income:

For the period ended June 30, 2007
Changes in interest rates (in basis points) (100) (50) 50 100
Change on annualized net interest income(1) 269.36 134.68 (134.68) (269.36)
As a percentage of the Parent Company’s net interest

income for the period 1.3% 0.6% -0.6% -1.3%

For the year ended December 31, 2006
Changes in interest rates (in basis points) (100) (50) 50 100
Change on annualized net interest income(1) (174.57) (87.29) 87.29 174.57
As a percentage of the Parent Company’s net interest

income for the period -1.3% -0.6% 0.6% 1.3%
(1) In P= millions

Given the repricing position of the assets and liabilities of the Parent Company as of June 30, 
2007, if interest rates increased by 100 basis points, the Parent Company would expect annualized
non-consolidated net interest income to decrease by P=269.4 million. If interest rates decreased by
100 basis points, the annualized non-consolidated net interest income would increase by
P=269.4 million. This EaR computation is accomplished monthly, with a quarterly stress test.

Given the repricing position of the assets and liabilities of the Parent Company as of
December 31, 2006, if interest rates increased by 100 basis points, the Parent Company would
expect annualized non-consolidated net interest income to increase by P=174.6 million if interest
rates decreased by 100 basis points, the annualized non-consolidated net interest income would
decrease by P=174.6 million. This EaR computation is accomplished monthly, with a quarterly
stress test.
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As one of the goals in the risk management process, the Parent Company has set the adoption of
the economic value approach in measuring the interest rate risk in the banking book to complement
the earnings approach currently used.

Foreign Currency Risk
Foreign exchange is the risk to earnings or capital arising from changes in foreign exchange rates.
The Group takes on exposure to effects of fluctuations in the prevailing foreign currency exchange
rates on its financial and cash flows.

Foreign currency liabilities generally consist of foreign currency deposits in the Parent Company's
FCDU, account made in the Philippines or which are generated from remittances to the Philippines
by Filipino expatriates and overseas Filipino workers who retain for their own benefit or for the
benefit of a third party, foreign currency deposit accounts with the Parent Company and foreign
currency-denominated borrowings appearing in the regular books of the Parent Company.

Foreign currency deposits are generally used to fund the Parent Company's foreign currency-
denominated loan and investment portfolio in the FCDU. Banks are required by the BSP to match
the foreign currency liabilities with the foreign currency assets held through FCDUs. In addition,
the BSP requires a 30.00% liquidity reserve on all foreign currency liabilities held through FCDUs.
Outside the FCDU, the Parent Company has additional foreign currency assets and liabilities in its
foreign branch network.

The Parent Company’s policy is to maintain foreign currency exposure within acceptable limits and 
within existing regulatory guidelines. The Parent Company believes that its profile of foreign
currency exposure on its assets and liabilities is within conservative limits for a financial institution
engaged in the type of business in which the Parent Company is involved.

The following table sets forth, for the period indicated, the impact of the range of reasonably
possible changes in the US$:P= exchange rate on pre-tax income:

Parent Company
2007 2006

Changes in exchange rate (in peso
against US$) (0.294) 0.294 (0.308) 0.308

Change on pre-tax income  (1) P=7 (P=7) P=2 (P=2)
(1) In P= millions

Information relating to Parent Company’s currency derivatives is contained in Note 8. The Parent
Company has outstanding foreign currency spot transactions (in equivalent peso amounts) of
P=5.0 billion (sold) and P=5.1 billion (bought) as of June 30, 2007 and P=3.0 billion (sold) and 
P=2.0 billion (bought) as of December 31, 2006. 
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Prepayment risk
Prepayment risk is the risk that the Parent Company will incur a financial loss because its
customers and counterparties repay or request repayment earlier or later than expected, such as
fixed rate mortgages when interest rates fall. The Parent Company has exposures in consumer e.g.,
housing loans, motor vehicles. These activities generate market risk since these loan products are
inherently sensitive to changes in the level of market interest rates. Based on historical data from
2006 to six months ended June 30, 2007, prepayment received by the Parent Company is less than
1.00% of the total consumer loan portfolio.

Capital Management
The primary objectives of the Group’s capital management are to ensure that it complies with
externally imposed capital requirements and it maintains strong credit ratings and healthy capital
ratios in order to support its business and to maximize shareholders’ value.

The Group manages its capital structure and makes adjustments to it in the light of changes in
economic conditions and the risk characteristics of its activities. In order to maintain or adjust the
capital structure, the Group may adjust the amount of dividend payment to shareholders, return
capital structure, or issue capital securities. No changes were made in the objectives, policies and 
processes from the previous years.

The Group and its individual regulatory operations have complied with all externally imposed
capital requirements throughout the period.

Regulatory Qualifying Capital
Under existing BSP regulations, the determination of the Parent Company’s compliance with
regulatory requirements and ratios is based on the amount of the Parent Company’s “unimpaired
capital” (regulatory net worth) as reported to the BSP, which is determined on the basis of
regulatory accounting policies which differ from PFRS in some respects.

In addition, the risk-based capital ratio of a bank, expressed as a percentage of qualifying capital to
risk-weighted assets, should not be less than 10.00% for both solo basis (head office and branches)
and consolidated basis (Parent Company and subsidiaries engaged in financial allied undertakings
but excluding insurance companies). Qualifying capital and risk-weighted assets are computed
based on BSP regulations. Risk-weighted assets consist of total assets less cash on hand, due from
BSP, loans covered by hold-out on or assignment of deposits, loans or acceptances under letters of
credit to the extent covered by margin deposits and other non-risk items determined by the
Monetary Board (MB) of the BSP.
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Under BSP Circular No. 360, effective July 1, 2003, the capital-to-risk assets ratio (CAR) is to be 
inclusive of a market risk charge. As of June 30, 2007 and December 31, 2006, the Group was in
compliance with the capital adequacy ratio. The capital-to-risk assets ratio of the Group as reported
to the BSP as of June 30, 2007 and December 31, 2006 are shown in the table below.

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Millions)

Tier 1 capital P=46,428.8 P=48,405.9 P=46,998.2 P=48,385.0
Tier 2 capital 19,322.4 20,192.9 17,018.2 17,891.0
Gross qualifying capital 65,751.2 68,598.8 64,016.4 66,276.0
Less: Required deductions 335.5 342.9 18,152.6 15,802.1
Total qualifying capital P=65,415.7 P=68,255.9 P=45,863.8 P=50,473.9

Risk weighted assets P=370,234.9 P=385,653.3 P=297,670.6 P=317,535.8

Tier 1 capital ratio 12.5% 12.5% 11.3% 11.6%
Total capital ratio 17.7% 17.7% 15.4% 15.9%

The regulatory qualifying capital of the Parent Company consists of Tier 1 (core) capital, which
comprises paid-up common stock, hybrid tier 1 capital securities, surplus including current year
profit, surplus reserves and minority interest less required deductions such as unsecured credit
accommodations to DOSRI, deferred income tax, and goodwill. Certain adjustments are made to
PFRS - based results and reserves, as prescribed by the BSP. The other component of regulatory
capital is Tier 2 (supplementary) capital, which includes unsecured subordinated debt and general
loan loss provision.

The BSP, under BSP Circular No. 538 dated August 4, 2006, has issued the prescribed guidelines
implementing the revised risk-based capital adequacy framework for the Philippine banking system
to conform to Basel II recommendations. The new BSP guidelines will take effect on July 1, 2007. 

The decrease in the regulatory qualifying capital in 2007 is mainly due to the decline in the total
qualifying capital and risk-weighted assets of the Group and of the Parent Company. BSP Circular
No. 560 dated January 31, 2007 which took effect on February 22, 2007, requires the deduction of
unsecured loans, other credit accommodations and guarantees granted to subsidiaries and affiliates
from capital accounts for purposes of computing CAR. The decrease in risk-weighted assets
reflects the decline in Interbank Loans Receivables, Loan Receivables, and Investment Properties
which are given a risk weight of 100%.

The Group and its individually regulated operations have complied with all externally imposed
capital requirements throughout the period.
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5. Fair Value Measurement

The methods and assumptions used by the Group in estimating the fair value of financial
instruments are:

Cash and other cash items - Carrying amounts approximate fair values.

Trading and investment securities - Fair values of debt securities (both AFS and HTM investments)
and equity investments are generally based on quoted market prices. Where the debt securities are
not quoted or the market prices are not readily available, the Group obtained valuations from
independent parties offering pricing services, used adjusted quoted market prices of comparable
investments, or applied discounted cash flow methodologies. For equity investments that are not
quoted, the investments are carried at cost less allowance for impairment losses due to the
unpredictable nature of future cash flows and the lack of suitable methods of arriving at a reliable
fair value.

Derivative instruments - Fair values are estimated based on quoted market prices, prices provided
by independent parties, or prices derived using acceptable valuation models.

Loans and receivables - Fair values of the Group’s loans and receivables are estimated using the
discounted cash flow methodology, using current incremental lending rates for similar types of
loans.  Where the instrument reprices on a quarterly basis or has a relatively short maturity, the
carrying amounts approximated fair values (see Note 9).

Liabilities - Fair values are estimated using the discounted cash flow methodology using the
Group’s current incremental borrowing rates for similar borrowings with maturities consistent with
those remaining for the liability being valued, if any. The carrying amount of demand and savings
deposit liabilities approximates fair value considering that these are due and demandable.

The following tables summarize the carrying amounts and fair values of the financial assets and 
liabilities as of June 30, 2007 and December 31, 2006 (In thousands):

June 30, 2007
Group Parent Company

Carrying Value Fair Value Carrying Value Fair value
Financial Assets
Cash and other cash items P=9,018,138 P=9,018,138 P=8,180,148 P=8,180,148
Due from BSP 70,508,689 70,508,689 63,866,290 63,866,290
Due from other banks 32,608,270 32,608,270 24,963,620 24,963,620
IBLR and SPURA 47,413,642 47,413,642 41,841,296 41,841,296
Financial assets at FVPL 15,578,076 15,578,076 13,596,322 13,596,322
AFS investments 125,065,116 125,039,622 104,865,241 104,865,241
HTM investments 9,917,903 10,660,901 4,062,180 4,300,256
Loans and receivables 277,632,662 277,887,973 227,275,940 227,275,940
Assets held by SPVs 10,094,926 10,094,926 – –

(Forward)
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June 30, 2007
Group Parent Company

Carrying Value Fair Value Carrying Value Fair value
Financial Liabilities
Deposit liabilities P=503,138,678 P=503,138,678 P=448,034,235 P=448,034,235
Bills payable and securities sold

under agreement to repurchase 49,489,586 49,709,133 16,254,943 16,254,943
Outstanding acceptances 1,145,812 1,145,812 1,107,791 1,107,791
Managers checks and demand drafts

outstanding 1,967,050 1,967,050 1,555,305 1,555,305
Accrued interest payable 2,324,840 2,352,823 1,899,705 1,899,705
Subordinated debt 16,928,656 17,495,078 14,961,621 15,264,310
Other liabilities 19,039,962 19,039,962 11,720,846 11,720,846

December 31, 2006
Group Parent Company

Carrying Value Fair Value Carrying Value Fair Value
Financial Assets
Cash and other cash items P=11,829,978 P=11,829,978 P=10,544,335 P=10,544,335
Due from BSP 54,326,823 54,326,823 46,582,326 46,582,326
Due from other banks 28,333,322 28,333,322 23,059,240 23,059,240
IBLR and SPURA 67,393,161 67,393,161 66,263,161 66,263,161
Financial assets at FVPL 7,689,097 7,689,097 4,722,612 4,722,612
AFS investments 90,285,775 90,285,775 61,305,312 61,305,312
HTM investments 19,436,370 20,922,379 11,634,986 12,001,506
Loans and receivables 285,516,469 285,516,469 238,034,795 238,034,795
Assets held by SPVs 10,751,387 10,751,857 – –

Financial Liabilities
Deposit liabilities 489,882,172 489,882,172 438,003,371 438,003,371
Bills payable and securities sold

under agreement to repurchase 40,178,224 40,178,224 1,665,482 1,665,482
Outstanding acceptances 1,172,249 1,172,249 1,105,043 1,105,043
Managers checks and demand drafts

outstanding 1,580,398 1,580,398 1,225,841 1,225,841
Accrued interest payable 2,961,990 2,961,990 2,500,450 2,500,450
Subordinated debt 17,796,371 18,685,467 15,830,440 16,355,366
Other liabilities 19,519,963 19,519,963 11,625,550 11,625,550

6. Segment Information

The Group’s operating businesses are recognized and managed separately according to the nature
of services provided and the different markets served with segment representing a strategic
business unit. The Group’s business segments follow:

• Consumer Banking - principally handling individual customers’ deposits, and providing
consumer type loans, overdrafts, credit card facilities and fund transfer facilities;

• Corporate Banking - principally handling loans and other credit facilities and deposit and 
current accounts for corporate and institutional customers;

• Investment Banking - principally arranging structured financing, and providing services
relating to privatizations, initial public offerings, mergers and acquisitions; and 

• Treasury - principally providing money market, trading and treasury services, as well as the
management of the Group’s funding operations by use of treasury bills, government securities
and placements and acceptances with other banks, through treasury and corporate banking.
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These segments are the bases on which the Group reports its primary segment information. Other
operations of the Group comprise the operations and financial control groups. Transactions
between segments are conducted at estimated market rates on an arm’s length basis. Interest is
charged/credited to business segments based on a pool rate which approximates the cost of funds.

Primary segment information (by business segment) of the Group follows:

June 30, 2007
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousands)

Results of Operations
Net interest income P=2,898,167 P=2,366,108 P=– P=751,337 P=4,631,236 P=10,646,848
Noninterest income 951,580 157,370 283,540 2,607,382 4,248,739 8,248,611
Revenue - net of interest expense 3,849,747 2,523,478 283,540 3,358,719 8,879,975 18,895,459
Noninterest expense 3,011,408 711,084 13,343 439,058 9,867,511 14,042,404
Income (loss) before income tax 838,339 1,812,394 270,197 2,919,661 (987,536) 4,853,055
Income tax provision 4,395 (24,869) 8,611 745,455 (44,450) 689,142
Minority interest in net income

of consolidated subsidiaries – – – – (347,981) (347,981)
Net income (loss) P=833,944 P=1,837,263 P=261,586 P=2,174,206 (P=1,291,067) P=3,815,932
Statement of Condition
Total assets P=66,220,236 P=115,745,856 P=1,283,356 P=272,360,351 P=214,025,219 P=669,635,018
Total liabilities P=60,698,289 P=112,721,235 P=31,351 P=267,105,777 P=158,246,597 P=598,803,249
Other Segment Information
Capital expenditures P=239,403 P=19,903 P=– P=4,981 P=549,333 P=813,620
Depreciation and amortization P=242,372 P=26,925 P=– P=7,232 P=689,806 P=966,335
Provision for impairment and

credit losses P=2,527,295

December 31, 2006
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousands)

Results of Operations
Net interest income P=4,251,071 P=5,786,278 P=– P=1,766,738 P=7,294,551 P=19,098,638
Noninterest income 1,793,464 256,326 228,983 4,777,904 8,199,924 15,256,601
Revenue - net of interest expense 6,044,535 6,042,604 228,983 6,544,642 15,494,475 34,355,239
Noninterest expense 4,289,420 1,207,262 36,661 828,009 22,693,261 29,054,613
Income (loss) before income tax 1,755,115 4,835,342 192,322 5,716,633 (7,198,786) 5,300,626
Income tax provision 262,789 31,639 – 766,542 (1,836,638) (775,668)
Minority interest in net income

of consolidated subsidiaries – – – – (551,270) (551,270)
Net income (loss) P=1,492,326 P=4,803,703 P=192,322 P=4,950,091 (P=5,913,418) P=5,525,024
Statement of Condition
Total assets P=53,053,475 P=126,548,667 P=916,503 P=222,190,624 P=246,077,563 P=648,786,832
Total liabilities P=46,062,930 P=120,012,950 P=2,252 P=212,750,261 P=197,783,026 P=576,611,419
Other Segment Information
Capital expenditures P=380,162 P=68,624 P=– P=8,559 P=1,293,138 P=1,750,483
Depreciation and amortization P=288,375 P=50,474 P=– P=16,717 P=1,967,651 P=2,323,217
Provision for impairment and

credit losses P=8,097,076
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June 30, 2006
Consumer

Banking
Corporate

Banking
Investment

Banking Treasury Others Total
(In Thousands)

Results of Operations
Net interest income P=2,006,304 P=2,966,181 P=– P=814,774 P=3,400,353 P=9,187,612
Noninterest income 655,309 144,269 159,326 2,464,531 4,679,307 8,102,742
Revenue - net of interest expense 2,661,613 3,110,450 159,326 3,279,305 8,079,660 17,290,354
Noninterest expense 2,051,033 707,063 23,368 363,165 11,569,695 14,714,324
Income (loss) before income tax 610,580 2,403,387 135,958 2,916,140 (3,490,035) 2,576,030
Income tax provision 64,293 9,249 – 373,276 (849,551) (402,733)
Minority interest in net income

of consolidated subsidiaries – – – – (226,929) (226,929)
Net income (loss) P=546,287 P=2,394,138 P=135,958 P=2,542,864 (P=2,867,413) P=2,751,834
Statement of Condition
Total assets P=47,035,458 P=120,892,562 P=603,454 P=189,387,705 P=235,426,120 P=593,345,299
Total liabilities P=42,286,505 P=115,498,876 P=8,669 P=184,742,186 P=190,788,586 P=533,324,822
Other Segment Information
Capital expenditures P=385,048 P=83,518 P=– P=2,052 P=677,846 P=1,148,464
Depreciation and amortization P=102,032 P=24,288 P=– P=1,115 P=685,676 P=813,111
Provision for impairment and

credit losses P=4,681,453

Secondary segment information (by geographical location) of the Group follows:

June 30, 2007

Philippines

Asia
(Other than
Philippines) United States Europe Total

(In Thousands)
Results of Operations
Net interest income P=10,454,976 P=133,048 P=58,111 P=713 P=10,646,848
Noninterest income 7,397,896 572,214 135,106 143,395 8,248,611
Revenue - net of interest expense 17,852,872 705,262 193,217 144,108 18,895,459
Noninterest expense 13,412,316 368,399 141,526 120,163 14,042,404
Income (loss) before income tax 4,440,556 336,863 51,691 23,945 4,853,055
Income tax provision 607,599 80,578 965 – 689,142
Minority interest in net income

of consolidated subsidiaries (347,498) (483) – – (347,981)
Net income P=3,485,459 P=255,802 P=50,726 P=23,945 P=3,815,932
Statement of Condition
Total assets P=653,744,968 P=9,769,615 P=5,635,381 P=485,054 P=669,635,018
Total liabilities P=585,739,912 P=8,321,520 P=4,713,773 P=28,044 P=598,803,249
Other Segment Information
Capital expenditures P=789,120 P=16,732 P=5,537 P=2,231 P=813,620
Depreciation and amortization P=944,308 P=12,573 P=4,965 P=4,489 P=966,335
Provision for impairment and credit

losses P=2,524,095 P=3,200 P=– P=– P=2,527,295
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December 31, 2006

Philippines

Asia
(Other than

Philippines) United States Europe Total
(In Thousands)

Results of Operations
Net interest income P=18,702,310 P=260,471 P=135,449 P=408 P=19,098,638
Noninterest income 13,417,483 1,255,706 303,644 279,768 15,256,601
Revenue - net of interest expense 32,119,793 1,516,177 439,093 280,176 34,355,239
Noninterest expense 27,504,895 970,120 284,307 295,291 29,054,613
Income (loss) before income tax 4,614,898 546,057 154,786 (15,115) 5,300,626
Income tax provision (949,897) 167,887 5,589 753 (775,668)
Minority interest in net income

of consolidated subsidiaries (549,949) (1,321) – – (551,270)
Net income (loss) P=5,014,846 P=376,849 P=149,197 (P=15,868) P=5,525,024
Statement of Condition
Total assets P=634,271,245 P=6,589,861 P=7,356,443 P=569,283 P=648,786,832
Total liabilities P=565,414,912 P=5,070,527 P=6,101,834 P=24,146 P=576,611,419
Other Segment Information
Capital expenditures P=1,688,200 P=37,752 P=13,692 P=10,839 P=1,750,483
Depreciation and amortization P=2,272,309 P=29,342 P=11,746 P=9,820 P=2,323,217
Provision for impairment and credit

losses P=8,006,966 P=89,978 P=132 P=– P=8,097,076

June 30, 2006

Philippines

Asia
(Other than

Philippines) United States Europe Total
(In Thousands)

Results of Operations
Net interest income P=8,988,780 P=140,027 P=58,608 P=197 P=9,187,612
Noninterest income 7,198,846 640,854 146,732 116,310 8,102,742
Revenue - net of interest expense 16,187,626 780,881 205,340 116,507 17,290,354
Noninterest expense 13,900,168 535,784 135,066 143,306 14,714,324
Income (loss) before income tax 2,287,458 245,097 70,274 (26,799) 2,576,030
Income tax provision (498,522) 90,531 5,258 – (402,733)
Minority interest in net income of

consolidated subsidiaries (225,968) (961) – – (226,929)
Net income (loss) P=2,560,012 P=153,605 P=65,016 (P=26,799) P=2,751,834
Statement of Condition
Total assets P=578,968,930 P=8,090,551 P=6,753,335 P=532,484 P=594,345,300
Total liabilities P=521,106,211 P=6,692,281 P=5,476,976 P=49,353 P=533,324,821
Other Segment Information
Capital expenditures P=1,146,134 P=1,229 P=491 P=610 P=1,148,464
Depreciation and amortization P=771,811 P=15,170 P=5,083 P=21,047 P=813,111
Provision for impairment and credit

losses P=4,665,848 P=15,605 P=– P=– P=4,681,453

7. Cash and Other Cash Items

As of June 30, 2007 and December 31, 2006, this account includes foreign currency notes and 
checks on hand amounting to P=1.2 billion and P=1.4 billion, respectively, for both the Group and the
Parent Company.
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8. Trading and Investment Securities

This account consists of:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Financial assets at FVPL (Note 20) P=15,578,076 P=7,689,097 P=13,596,322 P=4,722,612
AFS investments - net (Notes 3 and 20) 125,065,116 90,285,775 104,865,241 61,305,312
HTM investments (Notes 20 and 28) 9,917,903 19,436,370 4,062,180 11,634,986

P=150,561,095 P=117,411,242 P=122,523,743 P=77,662,910

Financial assets at FVPL consist of the following:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Held-for-trading P=14,980,283 P=7,332,385 P=12,998,529 P=4,365,900
Derivative assets 597,793 356,712 597,793 356,712

P=15,578,076 P=7,689,097 P=13,596,322 P=4,722,612

As of June 30, 2007 and December 31, 2006, financial assets at FVPL account include unrealized
loss and unrealized gain of P=73.8 million and P=106.2 million, respectively, for the Group and
P=103.5 million and P=66.1 million, respectively, for the Parent Company.

Held-for-trading principally comprised of government-issued debt securities.

Derivative Financial Instruments
The table below shows the fair values of derivative financial instruments, recorded as derivative
assets or derivative liabilities, together with the notional amounts. The notional amount is the
amount of a derivative’s underlying asset, reference rate or index and is the basis upon which
changes in the value of derivatives are measured. The notional amounts indicate the volume of
transactions outstanding as of June 30, 2007 and December 31, 2006 and are not indicative of
either market risk or credit risk.

Group
June 30, 2007

Assets Liabilities

Average
Forward Rate

(in every
US$ 1)

Notional
Amount

(Amounts in Thousands, except for financial rates)
Freestanding derivatives:
Currency forwards
   BOUGHT:

USD P=95,115 P=328,813 P=46.5042 USD 1,029,230
EUR 1,297 1,072 EUR 1.3529 EUR 3.887
GBP 2,784 – GBP 1.9744 GBP 2,496
SGD 712 – SGD 0.6758 SGD 1,010
HKD 1 – HKD 0.1280 HKD 500
CAD – 174 CAD 0.9351 CAD 500
AUD 121 – AUD 0.8413 AUD 300
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Group
June 30, 2007

Assets Liabilities

Average
Forward Rate

(in every
US$ 1)

Notional
Amount

(Amounts in Thousands, except for financial rates)
SOLD:

USD P=486,595 P=87,303 P=46.5542 P=1,402,194
EUR 17 628 EUR 1.3001 EUR 187
GBP – 2,875 GBP 1.9696 GBP 2,110
SGD 860 – SGD 0.6706 SGD 1,136
CAD – 130 CAD 0.9332 CAD 300

Embedded derivatives in:
Financial host contract* – 21,363 P=700,700
Nonfinancial host contract** 10,291 –

P=597,793 P=442,358

Parent Company
June 30, 2007

Assets Liabilities

Average
Forward Rate

(in every
US$ 1)

Notional
Amount

(Amounts in Thousands, except for financial rates)
Freestanding derivatives:
Currency forwards
   BOUGHT:

USD P=95,115 P=328,813 P=46.5042 USD 1,029,230
EUR 1,297 1,072 EUR 1.3529 EUR 3.887
GBP 2,784 – GBP 1.9744 GBP 2,496
SGD 712 – SGD 0.6758 SGD 1,010
HKD 1 – HKD 0.1280 HKD 500
CAD – 174 CAD 0.9351 CAD 500
AUD 121 – AUD 0.8413 AUD 300

SOLD:
USD 486,595 87,303 AUD 46.5542 USD 1,402,194
EUR 17 628 EUR 1.3001 EUR 187
GBP – 2,875 GBP 1.9696 GBP 2,110
SGD 860 – SGD 0.6706 SGD 1,136
CAD – 130 CAD 0.9332 CAD 300

Embedded derivatives in:
Nonfinancial host contract** 10,291 –

P=597,793 P=420,995
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Table below shows fair value of derivative financial instruments for the Group and the Parent
Company as of December 31, 2006. 

December 31, 2006

Assets Liabilities

Average
Forward Rate

(in every
US$ 1)

Notional
Amount

(In Thousands) (In Thousands)
Freestanding derivatives:
Currency forwards
   BOUGHT:

USD P=– P=256,921 P=50.5370 USD 184,555
EUR 2 915 EUR 1.3084 EUR 322
GBP – – GBP 1.9651 GBP 475
JPY 2 385 JPY 0.0084 JPY 1,314,323

SOLD:
USD 345,933 – P=49.8997 USD 559,545
CAD – 1 CAD 0.8616 CAD 600
EUR – 30 EUR 1.3151 EUR 8,150
GBP 1 – GBP 1.9580 GBP 125
JPY 110 3 JPY 0.0084 JPY 1,148,873
HKD 1 – HKD 0.1286 HKD 1,000
SGD – 10 SGD 0.6518 SGD 997
CHF – 5 CHF 0.8162 CHF 257

Embedded derivatives in:
Financial host contract*** 421 – – USD 10,000
Nonfinancial host contract** 10,242 – – –

P=356,712 P=258,270
* This refers to total amount of call options embedded in structure debt instrument included in the portfolio of FMIC. As of

June 30, 2007, the total outstanding notional amount of these derivatives amounted to P=700.7 million.
** Pertains to foreign currency derivatives in nonfinancial host contracts, with average notional amounts of US$1,260 and

US$1,750 per month as of June 30, 2007 and December 31, 2006, respectively (with maturities until 2011 and 2018).
*** This includes credit default swaps embedded in structured debt instruments. As of December 31, 2006, the outstanding

notional amounts of these derivatives amounted to US$10.0 million.

Embedded derivatives of hybrid instruments that are classified or designated as at FVPL are not
bifurcated.  Where the hybrid instruments are not classified or designated as at FVPL, but the
embedded derivatives are deemed to be clearly and closely related to the economic risks and 
characteristics of the host contracts, no bifurcation of the derivatives is applied.

AFS investments consist of the following:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Debt securities:
Government P=94,147,101 P=52,774,071 P=79,475,728 P=29,918,683
Private 24,997,528 32,057,652 22,959,698 29,089,305
BSP 483,913 683,587 450,912 473,390

119,628,542 85,515,310 102,886,338 59,481,378
Equity securities (Note 3):

Quoted 2,521,708 2,117,736 1,747,342 1,667,354
Unquoted 2,914,866 2,652,729 231,561 156,580

5,436,574 4,770,465 1,978,903 1,823,934
P=125,065,116 P=90,285,775 P=104,865,241 P=61,305,312
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The Group intends to hold unquoted equity securities for the long term.

AFS investments as of June 30, 2007 and December 31, 2006 include net unrealized gain of
P=39.7 million and P=3.9 billion, respectively, for the Group and net unrealized loss of P=0.3 billion
and net unrealized gain of P=2.0 billion respectively, for the Parent Company.

Securities pledged under repurchase agreements are government and private debt securities and 
unquoted equity securities classified under AFS investments with carrying values as of June 30, 
2007 and December 31, 2006 amounting to P=17.7 billion and P=1.5 billion, respectively, for the
Group and P=16.2 billion and nil, respectively for the Parent Company (see Note 16).

HTM investments consist of the following:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Government bonds P=5,673,315 P=8,052,905 P=939,920 P=1,317,792
Private bonds 2,760,258 3,104,221 2,543,200 2,941,800
Treasury notes 1,484,330 1,503,460 579,060 599,610
BSP Treasury bills – 6,775,784 – 6,775,784

P=9,917,903 P=19,436,370 P=4,062,180 P=11,634,986

Foreign currency-denominated trading and investment securities for the six months ended
June 30, 2007 and 2006 bear nominal annual interest rates ranging from 0.55% to 9.88% and 
0.55% to 9.88% for the Group and 0.55% to 9.23% and 0.52% to 9.88% respectively, for the
Parent Company.  Peso-denominated trading and investment securities for the six months ended 
June 30, 2007 and 2006 bear nominal annual interest rates ranging from 4.40% to 18.25% and 
3.55% to 19.00%, respectively, for the Group and 4.40% to 16.00%, respectively, for the Parent
Company.

Interest income on trading and investment securities consists of:

Group Parent Company
June 30,

2007
June 30,

2006
June 30,

2007
June 30,

2006
(In Thousands)

AFS investment P=2,869,846 P=2,472,545 P=2,148,925 P=1,946,859
HTM investment 531,025 729,988 210,595 390,206
Financial assets at FVPL 118,364 200,896 – 44

P=3,519,235 P=3,403,429 P=2,359,520 P=2,337,109
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9. Loans and Receivables

This account consists of:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Receivables from customers (Note 20)
Loans and discounts P=250,052,267 P=255,896,323 P=195,348,449 P=205,783,158
Less unearned discounts and capitalized

interest (Note 20) 4,807,993 4,317,574 1,326,656 1,285,378
245,244,274 251,578,749 194,021,793 204,497,780

Customers’ liabilities under letters of
credit/trust receipts 18,392,257 19,570,287 18,389,281 19,564,304

Bills purchased (Note 19) 7,928,414 7,388,737 7,809,899 7,253,656
271,564,945 278,537,773 220,220,973 231,315,740

Unquoted debt securities (Note 20) 10,257,464 10,488,128 13,417,604 13,187,669
Accrued interest receivable (Note 20) 6,767,565 6,006,677 5,849,085 4,647,451
Accounts receivable (Note 20) 2,722,759 2,382,196 1,961,348 1,929,838
Sales contract receivable (Note 20) 1,371,535 1,325,068 1,323,442 1,337,307
Other receivables (Note 20) 1,793,647 2,358,399 183,074 172,261

294,477,915 301,098,241 242,955,526 252,590,266
Less allowance for credit losses

(Notes 14 and 20) 16,845,253 15,581,772 15,679,586 14,555,471
P=277,632,662 P=285,516,469 P=227,275,940 P=238,034,795

Unquoted debt securities include investments in Global Ispat Holdings, Inc. (GIHI) and Global
Steelworks International, Inc. (GSII) which assumed the liabilities of National Steel Corporation
(NSC) and receivables from SPVs as discussed below.

On October 15, 2004, GIHI and GSII (SPV companies), and the NSC Creditors entered into an 
agreement which sets forth the terms and conditions upon which the NSC Creditors have agreed to
accept zero-interest coupon notes in the aggregate amount of P=12.2 billion to be issued by SPV
companies in settlement of the liabilities of NSC. The zero-interest coupon notes were issued in
two tranches, namely, (a) Tranche A Note in the principal amount of P=2.0 billion and (b) Tranche
B Note in the principal amount of P=10.2 billion, which notes are secured by a first ranking
mortgage and security interest over the NSC plant assets and stand-by letters of credit by the SPV
companies in accordance with the schedule in the agreement.

On October 15, 2004, the Parent Company received Tranche A Note at principal amount of
P=121.7 million and Tranche B Note at principal amount of P=510.2 million in exchange of the
outstanding receivable from NSC of P=776.4 million. The Parent Company carried the subordinated
notes at discounted values using a discount rate of 13.2%. The carrying value of such investments
as of June 30, 2007 and December 31, 2006 amounted to P=360.3 million and P=338.6 million
respectively.

Subordinated notes issued by CG3AMI and LNC3AMI with face amount of P=9.4 billion and 
P=2.6 billion, respectively, are 0% coupon and payable over five (5) years starting April 1, 2006, 
with roll over of two (2) years at the option of the note issuers.
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These subordinated notes with total face amount of P=12.0 billion were received by the Parent
Company on April 1, 2006 in exchange for the subordinated note issued by Asia Recovery
Corporation (ARC) in 2003 with face amount of P=11.9 billion. The subordinated note issued by
ARC represents payment on the nonperforming assets (NPAs) sold by the Parent Company to ARC
in 2003. The related deed of absolute sale was formalized on September 17, 2003 and approved by
the BSP on November 28, 2003, having qualified as a true sale.

As of June 30, 2007 and December 31, 2006, the estimated fair value of the subordinated notes,
which is the present value of the estimated cash flows from such notes (derived from the sale of the
underlying collaterals of the NPAs, net of the payment to senior notes by the SPV) amounted to
P=8.4 billion and P=8.1 billion, respectively, gross of allowance for impairment losses of P=2.0 billion
and P=1.9 billion, respectively.

Sales contract receivable includes receivable from a certain company amounting to P=468.0 million,
net of allowance for credit losses of P=32.0 million as of June 30, 2007 and December 31, 2006.
The underlying property of such sales contract receivable will be the subject of a joint venture
between the Parent Company and a property developer.

Interest income on loans and receivables consists of:

Group Parent Company
June 30,

2007
June 30,

2006
June 30,

2007
June 30,

2006
(In Thousands)

Receivables from customers P=10,661,235 P=11,691,786 P=8,456,980 P=9,732,468
Receivables from cardholders 1,391,927 965,483 – –
Lease receivables 533,584 464,173 – –

P=12,586,746 P=13,121,442 P=8,456,980 P=9,732,468

Interest income accrued on impaired loans and receivables amounted to P=644.9 million and P=652.2
million for the period ended June 30, 2007 and 2006, respectively.

BSP Reporting
Of the total receivables from customers of the Group as of June 30, 2007 and December 31, 2006, 
88.26% and 86.25%, respectively, are subject to periodic interest repricing. The remaining peso
receivables from customers earn annual fixed interest rates ranging from 6.61% to 42.00% as of
June 30, 2007 and 9.00% to 42.00% as of December 31, 2006, while foreign currency-denominated
receivables from customers earn annual fixed interest rates ranging from 3.63% to 36.00% as of
June 30, 2007 and 3.37% to 36.00% as of December 31, 2006. 
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The following table shows information relating to receivables from customers by collateral
(amounts in thousands) as of June 30, 2007 and December 31, 2006:

Group Parent Company
June 30, 2007 December 31, 2006 June 30, 2007 December 31, 2006

Amount % Amount % Amount % Amount %
Secured by:

Real estate P=91,949,761 33.27 P=91,525,274 32.36 P=74,798,205 33.76 P=76,253,235 32.78
Chattel 24,601,380 8.90 21,557,590 7.62 5,804,283 2.62 5,139,216 2.21
Deposit hold-out 6,999,856 2.53 12,732,306 4.50 6,558,711 2.96 12,434,006 5.35
Stand-by letters of credit 7,215,593 2.61 8,732,250 3.09 7,171,268 3.24 8,659,060 3.72
Assignment of receivables 768,859 0.28 4,016,346 1.42 507,860 0.23 3,662,699 1.57
Securities 4,318,034 1.56 725,998 0.26 4,214,504 1.90 622,469 0.27
Others 26,772,744 9.69 27,057,562 9.56 24,841,564 11.21 28,129,096 12.10

162,626,227 58.84 166,347,326 58.81 123,896,395 55.92 134,899,781 58.00
Unsecured 113,746,711 41.16 116,508,021 41.19 97,651,234 44.08 97,701,337 42.00

P=276,372,938 100.00 P=282,855,347 100.00 P=221,547,629 100.00 P=232,601,118 100.00

As of June 30, 2007 and December 31, 2006, restructured receivables from customers amounted to
P=14.6 billion and P=14.1 billion, respectively, for the Group and P=13.4 billion and P=12.8 billion,
respectively, for the Parent Company.

Current banking regulations allow banks with no unbooked valuation reserves and capital
adjustments to exclude from nonperforming classification those receivables from customers
classified as Loss in the latest examination of the BSP which are fully covered by allowance for
credit losses, provided that interest on said receivables shall not be accrued.

As of June 30, 2007 and December 31, 2006, NPLs not fully covered by allowance for credit
losses, excluding assets held by SPV (see Note 13) and receivables from SPVs, follow:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Total NPLs P=20,726,048 P=19,532,293 P=16,589,226 P=15,657,485
Less NPLs fully covered by allowance

for credit losses 5,760,834 5,936,601 5,594,641 5,427,745
P=14,965,214 P=13,595,692 P=10,994,585 P=10,229,740

Under banking regulations, NPLs shall, as a general rule, refer to loan accounts whose principal
and/or interest is unpaid for thirty (30) days or more after due date or after they have become past
due in accordance with existing rules and regulations. This shall apply to loans payable in lump
sum and loans payable in quarterly, semi-annual, or annual installments, in which case, the total
outstanding balance thereof shall be considered nonperforming.

In the case of receivables that are payable in monthly installments, the total outstanding balance
thereof shall be considered nonperforming when three (3) or more installments are in arrears.
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In the case of receivables that are payable in daily, weekly, or semi-monthly installments, the total
outstanding balance thereof shall be considered nonperforming at the same time that they become
past due in accordance with existing BSP regulations, i.e., the entire outstanding balance of the
receivable shall be considered as past due when the total amount of arrearages reaches ten percent
(10%) of the total receivable balance.

Restructured receivables which do not meet the requirements to be treated as performing
receivables shall also be considered as NPLs.

Certain receivables from customers amounting to P=151.8 million and P=297.5 million as of
June 30, 2007 and December 31, 2006, respectively, were rediscounted with the BSP and a local
bank (included under Bills Payable - local banks and BSP) under the rediscounting privileges of the
Parent Company and certain subsidiaries (see Note 16).

10. Property and Equipment

The composition and movements in property and equipment account as of June 30, 2007 and 
December 31, 2006 follow:

Group
June 30, 2007

Land Buildings

Furniture,
Fixtures and

Equipment
Leasehold

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of period P=3,335,931 P=5,866,156 P=9,256,574 P=1,201,339 P=116,006 P=19,776,006
Additions 52,977 65,144 590,205 76,192 29,102 813,620
Disposals/others (27,616) (22,159) (489,841) (72,580) (28,881) (641,077)
Balance at end of period 3,361,292 5,909,141 9,356,938 1,204,951 116,227 19,948,549
Accumulated depreciation

and amortization
Balance at beginning of period – 2,059,342 6,923,006 405,589 – 9,387,937
Depreciation and amortization – 107,346 417,932 46,620 – 571,898
Disposals/others – (74,142) (401,082) (29,099) – (504,323)
Balance at end of period – 2,092,546 6,939,856 423,110 – 9,455,512
Net book value at June 30, 2007 P=3,361,292 P=3,816,595 P=2,417,082 P=781,841 P=116,227 P=10,493,037

Group
December 31, 2006

Land Buildings

Furniture,
Fixtures and

Equipment
Leasehold

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of year P=3,609,686 P=5,621,680 P=8,177,089 P=1,249,746 P=118,021 P=18,776,222
Additions – 330,289 1,320,147 100,047 – 1,750,483
Disposals/others (273,755) (85,813) (240,662) (148,454) (2,015) (750,699)
Balance at end of year 3,335,931 5,866,156 9,256,574 1,201,339 116,006 19,776,006
Accumulated depreciation

and amortization
Balance at beginning of year – 1,968,659 6,243,030 382,945 – 8,594,634
Depreciation and amortization – 211,821 765,458 86,592 – 1,063,871
Disposals/others – (121,138) (85,482) (63,948) – (270,568)
Balance at end of year – 2,059,342 6,923,006 405,589 – 9,387,937
Net book value at

December 31, 2006 P=3,335,931 P=3,806,814 P=2,333,568 P=795,750 P=116,006 P=10,388,069
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Parent Company
June 30, 2007

Land Buildings

Furniture,
Fixtures and

Equipment
Leasehold

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of period P=3,239,256 P=4,474,577 P=7,259,462 P=995,263 P=116,006 P=16,084,564
Additions – 51,289 241,742 31,405 221 324,657
Disposals/others (26,128) (20,751) (75,871) (7,539) – (130,289)
Balance at end of period 3,213,128 4,505,115 7,425,333 1,019,129 116,227 16,278,932
Accumulated depreciation

and amortization
Balance at beginning of period – 1,814,032 5,932,252 480,543 – 8,226,827
Depreciation and amortization – 95,664 200,500 34,019 – 330,183
Disposals/others – (15,018) (73,313) (7,025) – (95,356)
Balance at end of period – 1,894,678 6,059,439 507,537 – 8,461,654
Net book value at

June 30, 2007 P=3,213,128 P=2,610,437 P=1,365,894 P=511,592 P=116,227 P=7,817,278

Parent Company
December 31, 2006

Land Buildings

Furniture,
Fixtures and

Equipment
Leasehold

Improvements

Building
Under

Construction Total
(In Thousands)

Cost
Balance at beginning of year P=3,510,782 P=4,402,972 P=6,666,583 P=1,022,854 P=118,021 P=15,721,212
Additions – 131,884 736,394 54,245 – 922,523
Disposals/others (271,526) (60,279) (143,515) (81,836) (2,015) (559,171)
Balance at end of year 3,239,256 4,474,577 7,259,462 995,263 116,006 16,084,564
Accumulated depreciation

and amortization
Balance at beginning of year – 1,648,410 5,632,959 468,980 – 7,750,349
Depreciation and amortization – 186,914 430,258 72,756 – 689,928
Disposals/others – (21,292) (130,965) (61,193) – (213,450)
Balance at end of year – 1,814,032 5,932,252 480,543 – 8,226,827
Net book value at

December 31, 2006 P=3,239,256 P=2,660,545 P=1,327,210 P=514,720 P=116,006 P=7,857,737

Building under construction pertains to bank premises of branches yet to be opened by the Parent
Company.
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11. Investments in Subsidiaries and Associates and Joint Ventures

This account consists of investments in shares of stock as follows:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Acquisition cost:
Wholly owned subsidiaries P=– P=– P=1,576,900 P=1,504,532
Majority owned subsidiaries 7,970 7,970 23,654,064 23,578,164

7,970 7,970 25,230,964 25,082,696
Associates:

Global Business Power Corporation (GBPC)
(50.00% owned)* 3,640,507 3,640,507 – –

Toyota Motor Philippines Corporation (TMPC)
(30.00% owned) 672,984 672,984 672,984 672,984

Northpine Land, Inc. (NLI) (20.00% owned) 232,000 232,000 232,000 232,000
SMBC Metro Investment Corporation

(SMBC Metro) (30.00% owned) 180,000 180,000 180,000 180,000
Other investments in associates 1,432,703 970,203 178,231 178,231

6,158,194 5,695,694 1,263,215 1,263,215
Less allowance for impairment losses (Note 14) 154,351 154,351 150,305 150,305

6,003,843 5,541,343 1,112,910 1,112,910
6,011,813 5,549,313 26,343,874 26,195,606

Accumulated equity in net income:
Balance at beginning of period 1,903,257 1,474,401 – –
Share in net income of investees 757,802 642,469 – –
Cash dividends (479,563) (213,613) – –
Balance at end of period 2,181,496 1,903,257 – –

Equity from revaluation increment 5,601 5,601 – –
Equity in net unrealized gain on AFS investments of

investees 231,971 249,257 – –
P=8,430,881 P=7,707,428 P=26,343,874 P=26,195,606

*effective voting interest is 28.62%

The following tables present financial information of associates as of and for the period ended
June 30, 2007 and December 31, 2006:

June 30, 2007
Statement of Condition Statement of Income

Total Assets Total Liabilities Gross Income
Operating

Income Net Income
(In Thousands)

TMPC P=13,647,555 P=7,196,919 P=3,381,208 P=2,616,609 P=1,817,018
GBPC 11,888,541 5,659,090 1,302,609 230,624 125,059
NLI 1,665,933 536,165 79,262 72,166 37,428
SMBC Metro 885,143 2,582 34,084 21,093 17,006

December 31, 2006
Statement of Condition Statement of Income

Total Assets Total Liabilities Gross Income
Operating

Income Net Income
(In Thousands)

TMPC P=12,632,595 P=6,541,903 P=36,754,194 P=36,497,140 P=1,514,338
GBPC 12,072,384 5,902,621 2,399,956 2,230,990 93,682
NLI 1,584,660 500,977 76,338 58,664 28,721
SMBC Metro 878,360 34,253 90,290 87,350 50,978
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Major assets of associates as of June 30, 2007 and December 31, 2006 include the following (in
thousands):

June 30,
2007

December 31, 
2006

TMPC
Cash and cash equivalents P=7,462,872 P=3,746,915
Receivables - net 1,041,965 1,856,531
Inventories - net 1,535,729 3,471,956
Property, plant and equipment - net 1,739,324 1,877,324

GBPC
Cash and cash equivalents 1,798,003 1,775,786
Receivables - net 1,641,954 1,380,181
Property, plant and equipment - net 5,885,218 6,032,458

NLI
Real estate properties 261,100 378,100
Receivables - net 554,900 504,200

SMBC Metro
Cash and cash equivalents 748,258 308,555
Available-for-sale investments 101,899 519,655
Loans receivable - net 10,287 40,484

The following tables summarize dividends declared by significant investee companies:

June 30, 2007
Dividend

Subsidiary/Associate Date of Declaration Per Share Total Amount
Date of BSP

Approval Record Date Payment Date
PSBank April 25, 2007 P=0.15 P=30,290,747 April 30, 2007 April 30, 2007 June 8, 2007
PSBank April 25, 2007 1.20 242,325,978 April 30, 2007 April 30, 2007 June 8, 2007
PSBank January 31, 2007 0.15 30,290,747 February 23, 2007 March 20, 2007 March 30, 2007
PSBank January 31, 2007 0.15 30,290,747 February 23, 2007 March 20, 2007 March 30, 2007
FMIC March 22, 2007 1.32 497,714,118 April 4, 2007 April 30, 2007 May 18, 2007
MTI March 1, 2007 5.00 10,000,000 Not applicable March 30, 2007 March 30, 2007
DSI May 24, 2007 2.00 2,500,000 Not applicable May 31, 2007 June 14, 2007
MB Bahamas December 27, 2006 US$15,000,000 January 29, 2007 January 31, 2007 January 31, 2007

December 31, 2006
Dividend

Subsidiary/Associate Date of Declaration Per Share Total Amount
Date of BSP

Approval Record Date Payment Date
FMIIC April 3, 2006 HK$1.50 HK$ 225,000,000 May 11, 2006 March 31, 2006 June 1, 2006
MBRCL April 3, 2006 HK$4.53 HK$ 35,000,0000 May 22, 2006 March 31,2006 May 31, 2006
PSBank March 28, 2006 P=0.15 P=30,290,747 June 1, 2006 June 26, 2006 July 18, 2006
PSBank May 23, 2006 0.15 30,290,747 June 13, 2006 June 30, 2006 July 25, 2006
PSBank May 23, 2006 1.85 373,585,883 June 13, 2006 June 30, 2006 July 25, 2006
ORIX Metro May 24, 2006 45.00 170,775,090 Not applicable May 24, 2006 June 30, 2006
FMIC June 9, 2006 9.28 349,908,170 June 29, 2006 July 31, 2006 August 15, 2006
TMPC June 14, 2006 45.96 712,043,406 Not applicable December 31, 2005 June 15, 2006
MCC July 13, 2006 1.70 600,000,000 Not applicable June 14, 2006 December 21, 2006
DSI October 27, 2006 0.24 30,000,000 Not applicable November 30, 2006 December 29, 2006
SMBC December 8, 2006 5.00 30,000,000 Not applicable December 8, 2006 January 15, 2007
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12. Investment Properties

This account consists of foreclosed real estate properties and investments in real estate (in
thousands):

June 30, 2007
Group Parent Company

Land
Buildings and
Improvements Total Land

Buildings and
Improvements Total

Cost
Balance at beginning of period P=30,871,977 P=8,862,210 P=39,734,187 P=25,646,870 P=6,844,451 P=32,491,321
Additions 590,350 294,401 884,751 400,508 122,399 522,907
Disposals/others (2,118,344) (733,664) (2,852,008) (1,886,324) (660,329) (2,546,653)
Balance at end of period 29,343,983 8,422,947 37,766,930 24,161,054 6,306,521 30,467,575
Accumulated depreciation and

amortization
Balance at beginning of period – 3,668,439 3,668,439 – 2,950,965 2,950,965
Depreciation and amortization – 304,815 304,815 – 251,871 251,871
Disposals/others – (368,777) (368,777) – (355,900) (355,900)
Balance at end of period – 3,604,477 3,604,477 – 2,846,936 2,846,936
Allowance for impairment losses

(Note 14)
Balance at beginning of period 1,946,485 156,293 2,102,778 1,712,398 118,659 1,831,057
Provision for impairment loss (Note 14) 140,712 50,378 191,090 140,712 30,378 171,090
Disposal/others (345,010) (27,826) (372,836) (345,010) (26,420) (371,430)
Balance at end of period 1,742,187 178,845 1,921,032 1,508,100 122,617 1,630,717
Net book value at end of period P=27,601,796 P=4,639,625 P=32,241,421 P=22,652,954 P=3,336,968 P=25,989,922

December 31, 2006
Group Parent Company

Land
Buildings and
Improvements Total Land

Buildings and
Improvements Total

Cost
Balance at beginning of year P=30,544,332 P=8,329,159 P=38,873,491 P=25,380,967 P=6,657,505 P=32,038,472
Additions 1,240,796 960,696 2,201,492 942,899 612,765 1,555,664
Disposals/others (913,151) (427,645) (1,340,796) (676,996) (425,819) (1,102,815)
Balance at end of year 30,871,977 8,862,210 39,734,187 25,646,870 6,844,451 32,491,321
Accumulated depreciation and

amortization
Balance at beginning of year – 3,212,415 3,212,415 – 2,686,184 2,686,184
Depreciation and amortization – 932,504 932,504 – 812,659 812,659
Disposals/others – (476,480) (476,480) – (547,878) (547,878)
Balance at end of year – 3,668,439 3,668,439 – 2,950,965 2,950,965
Allowance for impairment losses

(Note 14)
Balance at beginning of year 1,648,491 317,387 1,965,878 1,460,918 308,550 1,769,468
Provision for impairment loss (Note 14) 339,515 53,036 392,551 293,001 26,509 319,510
Disposal/others (41,521) (214,130) (255,651) (41,521) (216,400) (257,921)
Balance at end of year 1,946,485 156,293 2,102,778 1,712,398 118,659 1,831,057
Net book value at end of year P=28,925,492 P=5,037,478 P=33,962,970 P=23,934,472 P=3,774,827 P=27,709,299

Aggregate market value of investment properties as of June 30, 2007 and December 31, 2006 
amounted to P=51.2 billion and P=53.6 billion, respectively, for the Group, and P=42.3 billion and
P=43.7 billion, respectively, for the Parent Company.

Net gains from sale of investment properties (included in Profit from assets sold in the statement of
income) in 2007 and 2006, amounted to P=114.3 million and P=114.2 million, respectively, for the
Group and P=71.4 million and P=67.6 million, respectively, for the Parent Company.
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Included in this account are parcels of land that will be subject to a joint venture agreement
between the Parent Company and a property developer. The parcels of land have carrying values
totaling
P=2.3 billion as of June 30, 2007 and December 31, 2006. 

Also included in this account are parcels of land that were formerly used by the Parent Company as
branch sites that will be subject of joint venture agreement with a property developer. The parcels
of land have carrying values of P=230.2 million while the improvements thereon have net book
values totaling P=4.3 million and P4.8 million as of June 30, 2007 and December 31, 2006, 
respectively.

13. Other Assets

This account consists of:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Assets held by SPVs - net (Note 20) P=10,094,926 P=10,751,387 P=– P=–
Goodwill (Note 3) 7,873,576 7,876,861 1,203,189 1,203,189
Chattel properties acquired in foreclosure - net

(Note 12) 615,772 818,626 601,027 678,482
Returned checks and other cash items 467,718 290,491 451,950 270,148
Prepaid expenses 316,692 139,596 120,386 65,220
Non - current assets held for sale 126,248 – – –
Software costs - net 112,822 93,747 11,174 8,061
Other investments (Note 20) 23,406 27,424 12,841 13,135
Miscellaneous 3,895,735 5,302,182 2,727,807 4,188,505

23,526,895 25,300,314 5,128,374 6,426,740
Less allowance for impairment losses (Note 14) 86,471 67,809 80,391 61,729

P=23,440,424 P=25,232,505 P=5,047,983 P=6,365,011

As of June 30, 2007 and December 31, 2006, assets held by SPVs consist mainly of certain loans
that are in the process of being resolved or disposed of by the SPVs. These assets are secured by
real estate with an aggregate market value of P=12.8 billion and P=30.9 billion and as of June 30, 
2007 and December 31, 2006, respectively. As of June 30, 2007 and December 31, 2006, assets
held by SPVs are shown net of allowance for impairment losses of P=2.3 billion and P=1.9 billion,
respectively (Note 14).

As of June 30, 2007 and December 31, 2006, chattel properties acquired in foreclosure, net of
accumulated depreciation and allowance for impairment losses, amounted to P=581.8 million and 
P=758.4 million, respectively, for the Group and P=567.1 million and P=728.0 million, respectively,
for the Parent Company.  For the period ended June 30, 2007 and June 30, 2006, depreciation
amounted to P=89.6 million and P=70.8 million, respectively for the group and P=74.5 million and
P=55.3 million for the Parent Company.
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Movements in software costs account follow:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Balance at beginning of period P=93,747 P=138,164 P=8,061 P=23,789
Additions/others 47,451 12,665 6,549 –
Amortization (28,376) (57,082) (3,436) (15,728)
Balance at end of period P=112,822 P=93,747 P=11,174 P=8,061

Miscellaneous account includes certificates of deposits totaling US$11 million (with peso
equivalent of P=508.6 million and P=539.3 million as of June 30, 2007 and December 31, 2006, 
respectively) that are pledged by the Parent Company’s New York Branch in compliance with the
regulatory requirements of the Federal Deposit Insurance Corporation and the Office of the
Controller of the Currency in New York.

Also included in the Miscellaneous account of the Group is net retirement asset amounting to
P=10.4 million and P=11.7 million as of June 30, 2007 and December 31, 2006, respectively (see
Note 26).

14. Allowance for Impairment and Credit Losses

Changes in the allowance for impairment and credit losses follow:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Balance at beginning of year:
AFS investments (Note 3) P=152,526 P=214,102 P=68,922 P=81,129
Loans and receivables (Note 9) 15,581,772 20,582,683 14,555,471 18,163,261
Investments in associates and joint

venture (Note 11) 154,351 120,150 150,305 113,604
Investment properties (Note 12) 2,102,778 1,965,878 1,831,057 1,769,468
Assets held by SPVs (Note 13) 1,914,737 2,138,470 – –
Other assets (Note 13) 67,809 128,080 61,729 119,904

19,973,973 25,149,363 16,667,484 20,247,366
Provisions for impairment and credit losses 2,527,295 8,097,076 1,559,113 6,870,234
Realized loss on NPLs sold during the

period – (10,011,234) – (8,072,861)
Accounts written off/others (1,084,855) (3,261,232) (616,727) (2,377,255)
Balance at end of year:

AFS investments (Note 3) 142,983 152,526 68,940 68,922
Loans and receivables (Note 9) 16,845,253 15,581,772 15,679,586 14,555,471
Investments in associates and joint

venture (Note 11) 154,351 154,351 150,305 150,305
Investment properties (Note 12) 1,921,032 2,102,778 1,630,717 1,831,057
Assets held by SPVs (Note 13) 2,266,323 1,914,737 – –
Other assets (Note 13) 86,471 67,809 80,391 61,729

P=21,416,413 P=19,973,973 P=17,609,939 P=16,667,484
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Below is the breakdown of provision for impairment and credit losses for the period ended June 30, 
2007 and for the year ended December 31, 2006. 

Group Parent Company
2007 2006 2007 2006

(In Thousands)
Investment properties P=191,090 P=409,150 P=171,090 P=319,510
Chattel properties acquired in

foreclosure 20,682 (58,175) 20,682 (58,175)
211,772 350,975 191,772 261,335

Receivables from customers 1,838,940 7,312,707 905,758 6,235,319
Unquoted debt instruments 460,948 351,586 460,948 351,586
Other receivables 15,617 111,682 617 –
AFS equity investments 18 (61,575) 18 (12,207)
Investments in associates and joint

venture – 31,701 – 34,201
2,315,523 7,746,101 1,367,341 6,608,899

P=2,527,295 P=8,097,076 P=1,559,113 P=6,870,234

With the foregoing level of allowance for impairment and credit losses, management believes that
the Group has sufficient allowance to take care of any losses that the Group may incur from the
noncollection or nonrealization of its receivables and other risk assets.

15. Deposit Liabilities

Of the total interest-bearing deposit liabilities of the Group as of June 30, 2007 and December 31, 
2006, 11.91% and 11.3%, respectively, are subject to periodic interest repricing. Remaining peso
deposit liabilities earn annual fixed interest rates ranging from 0.00% to 15.00% for the period
ended June 30, 2007 and 0.2% to 15.0% for the period ended December 31, 2006, while foreign
currency-denominated deposit liabilities earn annual fixed interest rates ranging from 0.00% to
5.63% for the period ended June 30, 2007 and 0.0% to 7.5% for the period ended December 31, 
2006.

Under existing BSP regulations, non-FCDU deposit liabilities of the Parent Company are subject to
liquidity reserves equivalent to 11.0% and statutory reserves equivalent to 10.0%. On the other
hand, non-FCDU deposit liabilities of PSBank are subject to liquidity and statutory reserves
equivalent to 2.0% and 6.0%, respectively.  FMIC’s deposit substitutes are subject to liquidity
reserves of 11.0% and statutory reserves of 10.0%.

The Parent Company, PSBank and FMIC were in compliance with such regulations as of
June 30, 2007 and December 31, 2006. 
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The total liquidity and statutory reserves as reported to BSP as of June 30, 2007 and December 31, 
2006 are as follows:

Parent Company PSBank FMIC
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Cash and other cash items P=7,950,542 P=11,241,473 P=640,413 P=1,100,771 P=3,173,683 P=2,697,161
Due from BSP 61,373,810 43,101,804 2,163,350 2,875,462 1,494,650 3,532,550
Unquoted debt securities 1,944,920 1,845,922 – – – –
AFS investments – 6,035,385 910,000 49,525 – 205,589
HTM investments – 6,586,204 – – – –

P=71,269,272 P=68,810,788 P=3,713,763 P=4,025,758 P=4,668,333 P=6,435,300

16. Bills Payable and Securities Sold Under Agreement to Repurchase

This account consists of borrowings from:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Securities sold under agreement to
repurchase (Note 8) P=16,540,553 P=1,433,944 P=15,018,638 P=–

Local banks (Note 9) 10,924,992 8,254,432 203,299 278,160
Foreign banks 509,296 488,607 509,296 282,681
BSP (Note 9) 111,989 237,987 111,989 237,987
Others 21,402,756 29,763,254 411,721 866,654

P=49,489,586 P=40,178,224 P=16,254,943 P=1,665,482

Interbank borrowings with foreign and local banks are mainly short-term borrowings. The Group’s
peso borrowings are subject to annual fixed interest rates ranging from 0.10% to 11.00% as of
June 30, 2007 and 2.8% to 13.0% for the period ended December 31, 2006, while the Group’s
foreign currency-denominated borrowings are subject to annual fixed interest rates ranging from
0.64% to 6.00% as of June 30, 2007 and 0.4% to 6.0% for the period ended December 31, 2006. 

As of June 30, 2007 and December 31, 2006, Bills Payable - Others of the Group includes deposit
substitutes (borrowings from the public) of FMIC amounting to P=20.5 billion and P=28.9 billion,
respectively.

Interest expense on bills payable (included in the Interest expense on interbank loans, bills payable,
subordinated debt and others) in 2007 and 2006, amounted to P=1.3 billion and P=1.7 billion,
respectively, for the Group and P=0.1 billion and P= 0.4 billion, respectively, for the Parent Company.
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17. Accrued Taxes, Interest and Other Expenses

This account consists of:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Accrued interest P=2,324,840 P=2,961,990 P=1,899,705 P=2,500,450
Accrued income taxes 816,848 1,129,860 562,709 881,744
Accrued other expenses 2,796,347 1,770,465 1,641,957 1,023,981

P=5,938,035 P=5,862,315 P=4,104,371 P=4,406,175

Accrued other expenses include provision for other expenses representing provisions for items
discussed in Note 29.

18. Subordinated Debt

On June 24, 2003, the Parent Company’s BOD approved the raising of Lower Tier 2 capital
through the issuance in the international capital market of subordinated bonds up to US$125
million with green shoe option of US$25 million maturing in 10 years but with a call option
exercisable after 5 years subject to the provisions of BSP Circular No. 280. The bonds bear a 
coupon rate of 8.0% per annum with step-up after 5 years (50% of the initial credit spread).

The issuance of the foregoing subordinated bonds under the terms approved by the BOD was
approved by the MB in its Resolution No. 911 dated June 26, 2003, as amended by MB Resolution
No. 1153 dated August 14, 2003, subject to the Parent Company’s compliance with certain
conditions.

Relative to this, on October 7 and 17, 2003, the Parent Company issued US$130 million and 
US$70 million, respectively, 8.4% Subordinated Notes due 2013 (the 2013 Notes). Among the
significant terms and conditions of the issuance of the 2013 Notes are:

a. Issue Price at 98.9% and 99.3%, respectively, of the principal amount.

b. The 2013 Notes bear interest at 8.4% per annum from and including October 7, 2003 to but
excluding December 7, 2008. Unless the 2013 Notes are previously redeemed, the interest rate
from and including December 7, 2008 to but excluding December 7, 2013 will be reset at the
U.S. Treasury rate plus 8.5% per annum. Interest will be payable semi-annually in arrears on 
June 7 and December 7 of each year, commencing on June 7, 2004. 
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c. The 2013 Notes will constitute direct, unconditional, subordinated and unsecured obligations
of the Parent Company and will at all times rank pari passu and without any preference among
themselves. The payment obligations of the Parent Company under the Notes shall, save for
such exceptions as may be provided by applicable laws, at all times rank at least equivalent
with all other present and future unsecured and subordinated obligations of the Parent
Company.

d. The Parent Company may redeem the 2013 Notes in whole but not in part at redemption
price equal to 100% of the principal amount together with accrued and unpaid interest on 
December 7, 2008, subject to the prior consent of the BSP and the compliance by the Parent
Company with the prevailing requirements for the granting by the BSP of its consent therefore.

e. Each noteholder, by accepting a 2013 Note will irrevocably agree and acknowledge that (i) it
may not exercise or claim any right of set-off in respect of any amount owed to it by the Parent
Company arising under or in connection with the 2013 Notes and (ii) it shall, to the fullest
extent permitted by applicable law, waive and be deemed to have waived all such rights of set-
off.

f. The 2013 Notes are not deposit liabilities of the Parent Company and are not guaranteed or
insured by the Parent Company or any party related to the Parent Company or the Philippine
Deposit Insurance Corporation (PDIC) and they may not be used as collateral for any loan
made by the Parent Company or any of its subsidiaries or affiliates. Also, the 2013 Notes may
not be redeemed at the option of the noteholders.

On October 25, 2002, the Parent Company’s BOD approved the raising of Lower Tier 2 capital
through the issuance in the international capital market of subordinated bonds up to
US$150 million maturing in 10 years but with a call option exercisable after 5 years subject to the
provisions of BSP Circular No. 280. The bonds bear a coupon rate of 8.5% to 9.0% per annum
with step-up after 5 years (higher of 100 basis points or 50.0% of the initial credit spread).

The issuance of the foregoing subordinated bonds under the terms approved by the BOD was
approved by the MB, in its Resolution No. 1589 dated October 30, 2002, subject to the Parent
Company’s compliance with certain conditions.

Relative to this, on November 20, 2002, the Parent Company issued US$125 million, 8.5%
Subordinated Notes due 2012 (the 2012 Notes). Among the significant terms and conditions of the
issuance of such Notes are:

a. Issue Price at 99.5% of the principal amount.

b. The 2012 Notes bear interest at 8.5% per annum from and including November 20, 2002 to but
excluding November 20, 2007. Unless the 2012 Notes are previously redeemed, the interest
rate from and including November 20, 2007 to but excluding November 20, 2012 will be reset
at the U.S. Treasury rate plus 8.7% per annum. Interest will be payable semi-annually in
arrears on May 20 and November 20 of each year, commencing May 20, 2003. 
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c. The 2012 Notes will constitute direct, unconditional, subordinated and unsecured obligations
of the Parent Company and will at all times rank pari passu and without any preference among
themselves. The payment obligations of the Parent Company under the Notes shall, save for
such exceptions as may be provided by applicable laws, at all times rank at least equivalent
with all other present and future unsecured and subordinated obligations of the Parent
Company.

d. The Parent Company may redeem the 2012 Notes in whole but not in part at redemption price
equal to 100% of the principal amount together with accrued and unpaid interest on
November 20, 2007, subject to the prior consent of the BSP and the compliance by the Parent
Company with the prevailing requirements for the granting by the BSP of its consent therefore.

e. Each noteholder, by accepting a 2012 Note, will irrevocably agree and acknowledge that (i) it
may not exercise or claim any right of set-off in respect of any amount owed to it by the Parent
Company arising under or in connection with the Notes, and (ii) it shall, to the fullest extent
permitted by applicable law, waive and be deemed to have waived all such rights of set-off.

f. The 2012 Notes are not guaranteed or insured by the PDIC and are not deposit liabilities of the
Parent Company.

On January 27, 2006, PSBank issued P=2.0 billion, 10.0% Unsecured Subordinated Notes due in
2016 (the 2016 notes). Such issuance was approved by the BOD of PSBank and the BSP on 
September 29, 2005 and December 28, 2005, respectively.

Among the significant terms and conditions of the issuance of subordinated notes are:

a. Issue price at 100% of the principal amount;

b. The 2016 Notes bear interest at 10.0% per annum from and including January 27, 2006 but
excluding January 27, 2011 which is payable quarterly in arrears every 27th of January, April,
July and October of each year, commencing on April 27, 2006;

c. The 2016 Notes constitute direct, unconditional, and unsecured obligations of PSBank and 
claim in respect of such subordinated notes shall be at all times pari passu and without any
preference among themselves;

d. Subject to satisfaction of certain regulatory approval requirements, PSBank may redeem all and 
not less than the entire outstanding 2016 Notes, at a redemption price equal to the face value
together with accrued and unpaid interest based on the interest rate; and 

e. On January 27, 2011 (the Reset date), the Step-up Interest Rate will be 5-year Mart1 FXTN as
of Reset date multiplied by 80.0%, plus the Step-up Credit Spread on the twenty-first interest
period up to the last interest period in the event that the issuer does not exercise the Call
Option. The Step-up Credit Spread is equivalent to 4.2815%.
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19. Other Liabilities

This account consists of:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Bills purchased - contra (Notes 9 and 20) P=7,337,996 P=6,857,499 P=7,227,437 P=6,723,016
Liabilities of SPV (Notes 9 and 20) 5,313,186 5,793,186 – –
Accounts payable (Note 20) 3,772,037 2,942,319 2,114,362 1,801,394
Outstanding acceptances (Note 20) 1,145,812 1,172,249 1,107,791 1,105,043
Dividends payable (Note 20) 1,111,876 457,846 1,084,362 434,930
Retirement benefit liability (Note 26) 460,260 267,068 291,371 91,255
Derivative liabilities (Note 8) 442,358 258,270 420,995 258,270
Advance rentals and others 304,367 334,562 161,942 192,065
Withholding taxes payable (Note 20) 273,572 403,158 202,365 273,265
Marginal deposits (Note 20) 216,335 333,844 215,398 333,844
Deferred tax liabilities (Note 23) 165,093 282,925 – –
Due to BSP (Note 20) 113,615 232,052 101,215 212,027
Miscellaneous 684,737 1,976,961 587,070 1,497,550

P=21,341,244 P=21,311,939 P=13,514,308 P=12,922,659

As of June 30, 2007, liabilities of SPV account represent the principal balance of the senior notes
carried in the accounts of CG3AMI and LNC3AMI, net of the costs and expenses.

20. Maturity Profile of Assets and Liabilities

The following tables present the assets and liabilities by contractual maturity, settlement, and 
expected recovery dates as of June 30, 2007 and December 31, 2006:

Group
June 30, 2007 December 31, 2006

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousand)
Financial Assets - at gross
Cash and other cash items P=9,018,138 P=– P=9,018,138 P=11,829,978 P=– P=11,829,978
Due from BSP 70,508,689 – 70,508,689 54,326,823 – 54,326,823
Due from other banks 32,607,924 346 32,608,270 28,333,322 – 28,333,322
Interbank loans receivable and

securities purchased under
agreements to resell 42,558,442 4,855,200 47,413,642 60,202,095 7,191,066 67,393,161

Financial assets at FVPL (Note 8) 2,466,364 13,111,712 15,578,076 2,693,616 4,995,481 7,689,097
AFS investments (Note 8) 52,382,187 72,825,912 125,208,099 33,474,688 56,963,613 90,438,301
HTM investments (Note 8) 1,013,355 8,904,548 9,917,903 7,441,666 11,994,704 19,436,370
Receivables from customers

(Note 9) 175,137,736 101,235,202 276,372,938 187,504,898 95,350,449 282,855,347
Unquoted debt securities (Note 9) 759,629 9,497,835 10,257,464 2,485,699 8,002,429 10,488,128
Accrued interest receivable

(Note 9 ) 6,377,315 390,250 6,767,565 5,990,202 16,475 6,006,677
Accounts receivable (Note 9) 2,722,759 – 2,722,759 2,352,918 29,278 2,382,196
Sales contract receivable (Note 9) 735,698 635,837 1,371,535 128,409 1,196,659 1,325,068
Other receivables (Note 9) 1,793,647 – 1,793,647 2,358,399 – 2,358,399

(Forward)
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Group
June 30, 2007 December 31, 2006

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousand)
Other assets (Note 13)

Asset held by SPV P=– P=12,361,249 P=12,361,249 P=– P=12,666,124 P=12,666,124
Other investments 10,565 12,841 23,406 5,292 22,132 27,424
Others* 976,358 – 976,358 829,821 11,662 841,483

399,068,806 223,830,932 622,899,738 399,957,826 198,440,072 598,397,898
Nonfinancial Assets - at gross
Property and equipment (Note 10) – 19,948,549 19,948,549 – 19,776,006 19,776,006
Investment in subsidiaries (Note
11) – 13,637 13,637 – 13,637 13,637
Investment in associates and joint
ventures (Note 11) – 8,571,595 8,571,595 – 7,848,142 7,848,142
Investment properties (Note 12) – 37,766,930 37,766,930 – 39,734,187 39,734,187
Other assets (Note 13) – 19,718,964 19,718,964 – 20,364,885 20,364,885

– 86,019,675 86,019,675 – 87,736,857 87,736,857
Total P=399,068,806 P=309,850,607 708,919,413 P=399,957,826 P=286,176,929 686,134,755
Less:

Unearned interest and discounts
(Note 9) 4,807,993 4,317,574

Accumulated depreciation and
amortization
(Notes 10 and 12) 13,059,989 13,056,376

Allowance for impairment and
credit losses (Note 14) 21,416,413 19,973,973

Total P=669,635,018 P=648,786,832

*Includes returned checks and other items, retirement asset, and pledged certificate of time deposit

Group
June 30, 2007 December 31, 2006

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousand)
Financial Liabilities
Deposit liabilities
Demand P=25,969,091 P=3,001,452 P=28,970,543 P=19,613,512 P=2,514,414 P=22,127,926
Savings 180,002,153 7,576,856 187,579,009 274,815,523 7,065,876 281,881,399
Time 265,002,203 21,586,923 286,589,126 162,512,052 23,360,795 185,872,847

470,973,447 32,165,231 503,138,678 456,941,087 32,941,085 489,882,172
Bills payable and securities sold

under agreement to
repurchase (Note 16) 47,672,645 1,816,941 49,489,586 39,339,539 838,685 40,178,224

Manager’s checks and demand
drafts outstanding 1,967,050 – 1,967,050 1,580,398 – 1,580,398

Accrued interest and other
expenses (Note 17) 4,889,361 231,826 5,121,187 4,566,615 165,840 4,732,455

Subordinated debt (Note 18) – 16,928,656 16,928,656 – 17,796,371 17,796,371
Other liabilities (Note 19):

Bills purchased-contra 7,337,996 – 7,337,996 6,857,499 – 6,857,499
Liabilities of SPV 5,313,186 – 5,313,186 5,793,186 – 5,793,186
Accounts payable 3,514,376 257,661 3,772,037 2,933,235 9,084 2,942,319
Outstanding acceptances 1,139,594 6,218 1,145,812 1,159,392 12,857 1,172,249
Dividends payable 1,111,876 – 1,111,876 457,846 – 457,846
Retirement liability – 460,260 460,260 – 267,068 267,068
Derivative liabilities 442,358 – 442,358 258,270 – 258,270
Marginal deposits 216,335 – 216,335 333,844 – 333,844
Due to BSP 101,215 12,400 113,615 232,052 – 232,052

544,679,439 51,879,193 596,558,632 520,452,963 52,030,990 572,483,953

(Forward)
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Group
June 30, 2007 December 31, 2006

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousand)
Nonfinancial Liabilities
Accrued income taxes (Note 17) P=816,848 P=– P=816,848 P=1,129,860 P=– P=1,129,860
Withholding taxes payable

(Note 19) 273,572 – 273,572 403,158 – 403,158
Other liabilities (Note 19) 1,154,196 – 1,154,196 – 2,594,448 2,594,448

P=546,924,055 P=51,879,193 P=598,803,248 P=521,985,981 P=54,625,438 P=576,611,419

Parent Company
June 30, 2007 December 31, 2006

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousand)
Financial Assets - at gross
Cash and other cash items P=8,180,148 P=– P=8,180,148 P=10,544,335 P=– P=10,544,335
Due from BSP 63,866,290 – 63,866,290 46,582,326 – 46,582,326
Due from other banks 24,963,620 – 24,963,620 23,059,240 – 23,059,240
Interbank loans receivable and

securities purchased under
agreements to resell 36,986,096 4,855,200 41,841,296 59,072,095 7,191,066 66,263,161

Financial assets at FVPL (Note 8) 900,305 12,696,017 13,596,322 972,566 3,750,046 4,722,612
AFS investments (Note 8) 42,304,414 62,629,767 104,934,181 28,023,514 33,350,720 61,374,234
HTM investments (Note 8) 955,456 3,106,724 4,062,180 7,441,666 4,193,320 11,634,986
Receivables from customers

(Note 9) 143,142,605 78,405,024 221,547,629 161,238,327 71,362,791 232,601,118
Unquoted debt securities (Note 9) 540,797 12,876,807 13,417,604 – 13,187,669 13,187,669
Accrued interest receivable

(Note 9) 5,849,085 – 5,849,085 4,647,451 – 4,647,451
Accounts receivable (Note 9) 1,961,348 – 1,961,348 1,929,838 – 1,929,838
Sales contract receivable (Note 9) 692,673 630,769 1,323,442 706,108 631,199 1,337,307
Other receivables (Note 9) 183,074 – 183,074 172,261 – 172,261
Other assets (Note 13)

Other investments – 12,841 12,841 – 13,135 13,135
Others* 960,590 – 960,590 809,477 – 809,477

331,486,501 175,213,149 506,699,650 345,199,204 133,679,946 478,879,150
Nonfinancial Assets - at gross
Property and equipment (Note 10) – 16,278,932 16,278,932 – 16,084,564 16,084,564
Investment in subsidiaries

(Note 11) – 25,230,964 25,230,964 – 25,082,696 25,082,696
Investment in associates and joint

ventures (Note 11) – 1,263,215 1,263,215 – 1,263,215 1,263,215
Investment properties (Note 12) – 30,467,575 30,467,575 – 32,491,321 32,491,321
Other assets (Note 13) – 10,329,852 10,329,852 – 11,337,154 11,337,154

– 83,570,538 83,570,538 – 86,258,950 86,258,950
Total P=331,486,501 P=258,783,687 590,270,188 P=345,199,204 P=219,938,896 565,138,100
Less:
Unearned interest and discounts

(Note 9) 1,326,656 1,285,378
Accumulated depreciation and

amortization
(Notes 10 and 12) 11,308,590 11,177,792

Allowance for impairment and
credit losses (Note 14) 17,609,939 16,667,484

Total P=560,025,003 P=536,007,446

*Includes returned checks and other items, retirement asset, and pledged certificate of time deposit
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Parent Company
June 30, 2007 December 31, 2006

Due Within
One Year

Due Beyond
One Year Total

Due Within
One Year

Due Beyond
One Year Total

(In Thousand)
Financial Liabilities
Deposit liabilities
Demand P=25,701,834 P=– P=25,701,834 P=21,379,853 P=– P=21,379,853
Savings 179,440,666 – 179,440,666 273,717,695 – 273,717,695
Time 228,129,421 14,762,314 242,891,735 125,477,305 17,428,518 142,905,823

433,271,921 14,762,314 448,034,235 420,574,853 17,428,518 438,003,371
Bills payable and securities sold

under agreement to
repurchase (Note 16) 16,137,203 117,740 16,254,943 1,445,375 220,107 1,665,482

Manager’s checks and demand
drafts outstanding 1,555,305 – 1,555,305 1,225,841 – 1,225,841

Accrued interest and other
expenses (Note 17) 3,541,662 – 3,541,662 3,524,431 – 3,524,431

Subordinated debt (Note 18) – 14,961,621 14,961,621 – 15,830,440 15,830,440
Other liabilities (Note19):

Bills purchased - contra 7,227,437 – 7,227,437 6,723,016 – 6,723,016
Accounts payable 2,114,362 – 2,114,362 1,801,394 – 1,801,394
Outstanding acceptances 1,101,573 6,218 1,107,791 1,092,186 12,857 1,105,043
Dividends payable 1,084,362 – 1,084,362 434,930 – 434,930
Marginal deposits 215,398 – 215,398 333,844 – 333,844
Retirement liability – 291,371 291,371 – 91,255 91,255
Derivative liabilities 420,995 – 420,995 258,270 – 258,270
Due to BSP 101,215 – 101,215 212,027 – 212,027

466,771,433 30,139,264 496,910,697 437,626,167 33,583,177 471,209,344
Nonfinancial Liabilities
Accrued income taxes (Note 17) 562,709 – 562,709 881,744 – 881,744
Withholding taxes payable

(Note 19) 202,365 – 202,365 273,265 – 273,265
Other liabilities (Note 19) 749,012 – 749,012 – 1,689,615 1,689,615

P=468,285,519 P=30,139,264 P=498,424,783 P=438,781,176 P=35,272,792 P=474,053,968

21. Long-term Leases

The Parent Company leases the premises occupied by some of its branches (about 52.00% and 
51.00% of the branch sites in 2006 and 2005, respectively, are Parent Company-owned). Also,
some of its subsidiaries lease the premises occupied by their Head Offices and most of their
branches. The lease contracts are for periods ranging from 1 to 25 years and are renewable at the
Group’s option under certain terms and conditions. Various lease contracts include escalation
clauses, most of which bear an annual rent increase of 5.00% to 10.00%. As of June 30, 2007 and 
December 31, 2006, the Group had no contingent rent payable.

Rent expense in 2007 and 2006 (included in Occupancy and equipment-related costs) amounted to
P=392.3 million and P=393.8 million, respectively, for the Group and P=241.0 million and 
P=241.3 million, respectively, for the Parent Company.
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Future minimum rentals payable under non-cancelable operating leases are as follows:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Within one year P=361,739 P=342,920 P=195,155 P=169,759
After one year but not more than five years 1,007,823 1,014,502 528,716 467,135
After more than five years 456,524 478,686 332,808 306,573

P=1,826,086 P=1,836,108 P=1,056,679 P=943,467

The Group has entered into commercial property leases on its investment property portfolio,
consisting of the Group’s surplus office spaces and real and other properties acquired. These non-
cancelable leases have remaining non-cancelable lease terms between 1 and 20 years.

Leasing income amounted to P=228.6 million and P=174.9 million in 2007 and 2006, respectively, for
the Group and P=196.7 million and P=161.8 million, in 2007 and 2006, respectively, for the Parent
Company.

Future minimum rentals receivable under non-cancelable operating leases are as follows:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
(In Thousands)

Within one year P=96,153 P=118,065 P=80,020 P=116,594
After one year but not more than five years 109,379 223,314 99,226 199,843
After more than five years 30,606 21,474 30,606 9,450

P=236,138 P=362,853 P=209,852 P=325,887

22. Miscellaneous Income/Expenses

Miscellaneous income of the Group includes net losses of CG3AMI and LNC3AMI amounting to
P=0.6 billion and P=0.1 billion in 2007 and 2006, respectively.

Miscellaneous expenses for the period ended June 30, 2007 and 2006 consist of:

Group Parent Company
2007 2006 2007 2006

(In Thousands)
Insurance P=521,435 P=453,363 P=447,788 P=386,465
Security, messengerial and janitorial 504,542 451,468 409,375 362,379
Litigation 471,649 413,319 403,699 343,717
Information technology 256,293 273,615 213,190 232,975
Advertising 183,696 137,030 33,569 23,800
Management and professional fees 151,262 146,274 202,279 209,039
Communication 146,636 124,975 41,882 47,665
Stationery and supplies used 129,216 105,879 69,361 61,147
Supervision fees 123,643 133,698 92,648 109,878

(Forward)
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Group Parent Company
2007 2006 2007 2006

(In Thousands)
Entertainment, amusement and recreation (EAR)

(Note 23) P=116,731 P=114,523 P=106,726 P=100,947
Transportation and travel 108,240 103,379 76,657 69,820
Miscellaneous 820,448 710,415 255,033 443,988

P=3,533,791 P=3,167,938 P=2,352,207 P=2,391,820

23. Income and Other Taxes

Under Philippine tax laws, the RBU of the Parent Company and its domestic subsidiaries are
subject to percentage and other taxes (presented as Taxes and Licenses in the statements of
income) as well as income taxes.  Percentage and other taxes paid consist principally of gross
receipts tax or GRT, documentary stamp taxes and value added tax.

Income taxes include corporate income tax, as discussed below, and final taxes paid at the rate of
20%, which is a final withholding tax on gross interest income from government securities and 
other deposit substitutes.  Prior to November 1, 2005, the regular corporate income tax (RCIT) rate
was 32%.  Starting November 1, 2005 RCIT is 35%. Interest allowed as a deductible expense is
reduced by an amount equivalent to 38% (until October 31, 2005) and 42% (starting November 1, 
2005) of interest income subjected to final tax.

Republic Act (RA) No. 9337, An Act Amending National Internal Revenue Code, provides that
effective July 1, 2005, the RCIT rate shall be 35% until December 31, 2008. Starting January 1, 
2009, the regular corporate income tax rate shall be 30%. However, such amendment was the
subject of a restraining order by the Supreme Court. On October 28, 2005, the Supreme Court
lifted the restraining order and ruled that the amendment was in effect starting November 1, 2005. 

Current tax regulations also provide for the ceiling on the amount of EAR expense (see Note 22)
that can be claimed as a deduction against taxable income. Under the regulation, EAR expense
allowed as a deductible expense for a service company like the Parent Company and some of its
subsidiaries is limited to the actual EAR paid or incurred but not to exceed 1% of net revenue. The
regulations also provide for MCIT of 2% on modified gross income and allow a NOLCO. The
MCIT and NOLCO may be applied against the Group’s income tax liability and taxable income,
respectively, over a three-year period from the year of inception.

FCDU offshore income (income from non-residents) is tax-exempt while gross onshore income
(income from residents) is subject to 10% income tax. In addition, interest income on deposit
placements with other FCDUs and offshore banking units (OBUs) is taxed at 7.50%. Income
derived by the FCDU from foreign currency transactions with non-residents, OBUs, local
commercial banks including branches of foreign banks is tax-exempt while interest income on 
foreign currency loans from residents other than OBUs or other depository banks under the
expanded system is subject to 10% income tax.
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The provision for (benefit from) income tax for the period ended June 30, 2007 and 2006 consists
of:

Group Parent Company
June 30,

2007
June 30,

2006
June 30,

2007
June 30,

2006
(In Thousands)

Current:
Final tax P=725,354 P=305,392 P=383,464 P=185,789
RCIT* 329,450 220,110 54,306 –

MCIT 160,252 152,661 137,260 133,005
1,215,056 678,163 575,030 318,794

Deferred* (525,914) (1,080,896) (317,489) (947,195)
P=689,142 (P=402,733) P=257,541 (P=628,401)

* includes income taxes of foreign subsidiaries

Components of net deferred tax assets follow:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Deferred tax asset on:
Allowance for impairment losses P=3,753,112 P=3,459,045 P=2,896,092 P=2,700,608
NOLCO 1,427,838 1,992,748 1,427,838 1,992,748
Accumulated depreciation of investment

properties 1,150,899 1,160,352 1,064,201 1,075,896
Unrealized foreign exchange losses - net 580,925 133,602 475,557 58,643
Unamortized past service cost 501,572 483,972 451,757 431,603
Accrued expenses 272,237 302,639 246,579 244,922
MCIT 182,166 168,642 133,310 124,698
Accrued retirement liability 151,627 83,729 101,980 31,938
Unearned rental income 32,602 9,182 4,417 9,182
Others 110,153 79,246 14,216 18,384

8,163,131 7,873,157 6,815,947 6,688,622
Deferred tax liability on:

Unamortized deferred charges 70,826 74,311 – –
Unrealized gain on initial measurement of

investment properties 940,019 1,020,442 775,511 862,057
Unrealized gain (loss) on financial assets at

FVPL (27,724) 60,824 (27,724) 60,824
Unrealized gain (loss) on AFS investments (106,749) 32,715 (106,749) 32,715

876,372 1,188,292 641,038 955,596
Net deferred tax assets P=7,286,759 P=6,684,865 P=6,174,909 P=5,733,026
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Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Deferred tax asset on:
Allowance for impairment losses P=11,804 P=6,165 P=– P=–
Accumulated depreciation of investment

properties 2,883 2,366 – –
Unamortized past service cost 2,262 2,820 – –
Accrued expenses – 504 – –
Unearned rental income – 419 – –

16,949 12,274 – –
Deferred tax liability on:

Leasing income differential between finance and
operating lease method 164,077 153,277 – –

Unrealized gain on AFS investments 11,782 136,152 – –
Prepaid retirement – 1,119 – –
Others 6,183 4,651 – –

182,042 295,199 – –
Net deferred tax liabilities (Note 19) P=165,093 P=282,925 P=– P=–

As of June 30, 2007 and December 31, 2006, the Parent Company and certain subsidiaries did not
recognize deferred tax assets on the following temporary differences:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Allowance for impairment losses P=8,847,283 P=8,654,961 P=8,057,988 P=7,909,010
MCIT 442,174 468,901 442,174 451,510
Accumulated depreciation 59,714 257,440 – –
NOLCO – 966,325 – –
Others 282 – – –

P=9,349,453 P=10,347,627 P=8,500,162 P=8,360,520

The Group believes that it is not reasonably probable that the tax benefits of these temporary
differences will be realized in the future (see Note 3).

There are no income tax consequences attaching to the payment of dividends by the Group to the
shareholders of the Group.

Deferred tax charged to equity relates to unrealized gain on AFS investments.

Details of the Parent Company’s NOLCO follow (in thousands):

Inception Year Amount Used Balance Expiry Year
2005 P=2,287,515 P=1,891,289 P=396,226 2008
2006 3,683,312 – 3,683,312 2009

P=5,970,827 P=1,891,289 P=4,079,538

—  F-254  —



- 75 -

*SGVMC110064*�

Details of the Parent Company’s MCIT follow (in thousands):

Inception Year Amount Expiry Year
2004 P=140,157 2007
2005 205,216 2008
2006 233,008 2009
2007 137,260 2010

P=715,641

A reconciliation of the statutory income tax rates and the effective income tax rates for the periods
ended June 30, 2007 and June 30, 2006 follows:

Group Parent Company
2007 2006 2007 2006

Statutory income tax rate 35.00% 35.00% 35.00% 35.00%
Tax effect of:

Tax-paid and tax-exempt income (31.03) (9.05) (28.47) (11.24)
Non-recognition of deferred tax asset 15.95 1.96 13.01 1.29
FCDU income (7.61) (28.79) (4.94) (26.15)
Nondeductible interest expense 7.98 11.41 7.85 5.34
Others - net (6.08) (26.16) (14.42) (29.46)

Effective income tax rate 14.21% (15.63%) 8.03% (25.22%)

Following are the applicable taxes and tax rates for the foreign branches of the Parent Company:

Foreign Branches Income Tax VAT
Capital/

Surplus Tax
United States of America:

Guam Branch (US $) 4.00% –
$50,000 and below 15.00%
>$50,000 up to $75,000 25.00%
>$75,000 up to 10,000,000 34.00%
>$10,000,000 and above 35.00%
New York Branch 34.00% 8.625% –

Japan - Tokyo and Osaka Branches 40.70% 0.504% 0.21%

Korea - Seoul and Pusan Branches 10.00% 11.00%
Up to KRW 100,000,000 14.30%
Above KRW 100,000,000 27.50%

China - Shanghai Branch 33.00% 4.00% –

Taiwan - Taipei Branch 25.00% 5.00% –
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24. Capital Stock

This account consists of:

June 30, December 31
2007 2006 2005

(In Thousands, except par value and number of shares)
Common stock - P=20 par value

Authorized - 2,500,000,000 shares
Issued - 1,807,269,350 shares in 2007 and

2006 and 1,633,650,950 in 2005) P=36,145,387 P=36,145,387 P=32,673,019
Hybrid capital securities 6,351,110 6,351,110 –

P=42,496,497 P=42,496,497 P=32,673,019

As authorized by the BOD on May 10, 2006, the Parent Company issued on October 26, 2006 a
total of 173,618,400 common shares (the “Offer Shares”) out of its authorized but unissued
common stock at P=38.00 per Offer Share. These shares were listed in the PSE on October 26, 
2006. Of the Offer Shares issued, 164,937,500 shares (the “International Offer Shares”), subject to
clawback and reallocation, were offered and sold outside the U.S. to non-U.S. persons in reliance
on Regulation S under the U.S. Securities Act of 1933, as amended, and within the United States to
qualified institutional buyers in reliance on Rule 144A under the U.S. Securities Act, while
8,680,900 shares (the “Domestic Offer Shares”), subject to clawback and reallocation, were offered
to all trading participants of the PSE in the Philippines.

Details of the Parent Company’s dividend distributions follow:

Dividend
Date of Declaration Per Share Total Amount Date of BSP Approval Record date Payment date
April 11, 2005 P=0.60 P=980,190,570 May 5, 2005 May 24, 2005 May 31, 2005
October 19, 2005 P=0.40 P=653,460,380 November 16, 2005 December 8, 2005 December 12, 2005
December 6, 2006 P=0.60 P=1,084,361,609 December 14, 2006 December 22, 2006 January 18, 2007
May 2, 2007 P=0.60 P=1,084,361,610 May 28, 2007 June 18, 2007 July 2, 2007

Hybrid capital securities (HT1 Capital) represents US$125.0 million, 9.00% non-cumulative step-
up callable perpetual capital securities issued by the Parent Company on February 15, 2006 
pursuant to a trust deed between the Parent Company and The Bank of New York (Trustee) with a 
liquidation preference of US$100,000 per capital security. On February 16, 2006, the HT1 Capital
was listed with the Singapore Exchange Securities Trading Limited and quoted in a minimum
board lot size of US$200,000. The HT1 Capital is governed by English law except on certain
clauses in the Trust Deed which are governed by Philippine law.
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The Parent Company’s BOD approved the issuance of the HT1 Capital Securities on December 9, 
2005. On February 2, 2006, the BSP approved the issuance of up to US$125.0 million HT1
Capital.

Basic features of the HT1 Capital follow:

• Coupons - bear interest at 9.0% per annum payable semi-annually in arrear from (and
including) February 15, 2006 to (but excluding) February 15, 2016, and thereafter at a rate,
reset and payable quarterly in arrear, of 6.1% per annum above the then prevailing London
interbank offered rate for three-month U.S. dollar deposits. Under certain conditions specified
in the terms of the issuance, the Parent Company is not obliged to make any coupon payment if
the BOD of the Parent Company, in its absolute discretion, elects not to make any coupon 
payment in whole or in part.

• Coupon Payment Dates - payable on February 15 and August 15 in each year, commencing on 
August 15, 2006 (in respect of the period from (and including) February 15, 2006 to (but
excluding) August 15, 2006) and ending on February 15, 2016 (first optional redemption date);
thereafter coupon amounts will be payable (subject to adjustment for days which are not
business days) on February 15, May 15, August 15 and November 15 in each year commencing
on May 15, 2016. 

• Dividend and Capital Stopper - in the event that any coupon payment is not made, the Parent
Company: (a) will not declare or pay any distribution or dividend or make any other payment
on, and will procure that no distribution or dividend or other payment is made on any junior
share capital or any parity securities; or (b) will not redeem, purchase, cancel, reduce or
otherwise acquire any junior share capital or any parity securities.  Such dividend and capital
stopper shall remain in force so as to prevent the Parent Company from undertaking any such
declaration, payment or other activity unless and until payment is made to the holders in an 
amount equal to the unpaid amount, if any, of coupon payments in respect of coupon periods in
the 12 months including and immediately preceding the date such coupon payment was due, 
and the BSP does not otherwise object.

• Redemption

- the HTI Capital may be redeemed at the option of the Parent Company (but not the
holders) under optional redemption, tax event call, and regulatory event call, subject to
limitation of the terms of the issuance.

- the HTI Capital may not be redeemed (i) for so long as the dividend and capital stopper is
in force; and (ii) without the prior written approval of the BSP which, as of February 8, 
2006, is subject to the following conditions: (a) the Parent Company’s capital adequacy
must be at least equal to the minimum capital ratio required by the BSP; and (b) the HTI
Capital Securities are simultaneously replaced with the issue of new capital which is
neither smaller in size nor lower in quality than the original issue.
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In addition, the HT1 Capital is unsecured and subordinated to the claims of senior creditors. In the
event of the dissolution or winding-up of the Parent Company, holders will be entitled, subject to
satisfaction of certain conditions and applicable law, to receive a liquidation distribution equivalent
to the liquidation preference. Also, the HT1 Capital is not treated as deposit of the Parent
Company and is not guaranteed or insured by the Parent Company or any of its related parties or
the PDIC and these may not be used as collateral for any loan availments of the Parent Company or
any of its subsidiaries or affiliates.

The Parent Company or any of its subsidiaries may not at any time purchase HTI Capital except as
permitted under optional redemption, tax event call, and regulatory event call as described in the
terms of issuance.

The HTI Capital is sold to non-U.S. persons outside the United States pursuant to Regulation S 
under the U.S. Securities Act of 1933, as amended, and represented by a global certificate
registered in the name of a nominee of, and deposited with, a common depositary for Euroclear and 
Clearstream.

On August 15, 2006 and February 15, 2007, the Parent Company paid the semi-annual coupon of
US$5.6 million on the US$125.0 million HT1 Capital Securities after obtaining BSP approval on 
August 8, 2006 and February 9, 2007, respectively.

25. Surplus Reserves

This account consists of:

June 30,
2007

December 31, 
2006

(In Thousands)
Reserve for trust business P=420,921 P=410,970
Reserve for self-insurance 225,315 225,315

P=646,236 P=636,285

In compliance with existing BSP regulations, 10.00% of the Parent Company’s income from trust
business is appropriated to surplus reserves. This yearly appropriation is required until the surplus
reserve for trust business equals 20.00% of the Parent Company’s regulatory net worth.

Reserve for self-insurance represents the amount set aside to cover losses due to fire, defalcation by
and other unlawful acts of the Parent Company’s personnel or third parties.
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26. Retirement Plan and Other Employee Benefits

The Group and most of its subsidiaries have funded noncontributory defined benefit retirement
plan covering all their respective permanent and full-time employees.

The principal actuarial assumptions used in determining retirement liability of the Parent Company
and significant subsidiaries as of January 1, 2007 and 2006 are shown below:

As of January 1, 2007
Parent

Company FMIC PSBank MTI MCC OMLFC
Average remaining

working life 12 years 10 to 16 years 26 years 14 years 24 years 24 years
Discount rate 8.00% 11.00% 11.90% 7.00% 12.00% 13.00%
Expected rate of

return on
assets 12.00.% 10.00% 10.00% 6.00% 9.50% 8.00%

Future salary
increases 9.00% 10.00% 8.23% 10.00% 9.00% 7.00%

As of January 1, 2006
Parent

Company FMIC PSBank MTI MCC OMLFC
Average remaining

working life 13 years 11 to 17 years 27 years 15 years 25 years 25 years
Discount rate 11.50% 11.00% 11.90% 7.00% 8.28% 13.00%
Expected rate of

return on
assets 9.00% 10.00% 10.00% 6.00% 9.50% 8.00%

Future salary
increases 8.00% 10.00% 8.23% 10.00% 9.00% 7.00%

For employees of the Parent Company, retirement from service is compulsory upon the attainment
of the 55th birthday or 30th year of service, whichever comes first.

The overall expected rate of return on plan assets is determined based on the market prices
prevailing on that date applicable to the period over which the obligation is to be settled.

The amounts recognized in the statements of condition are as follows (in thousands):

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Present value of the obligation P=5,966,145 P=5,653,090 P=5,032,588 P=4,795,334
Fair value of plan assets 3,601,060 3,488,244 2,965,717 3,027,942
Present value of unfunded

obligation 2,365,085 2,164,846 2,066,871 1,767,392
Unrecognized actuarial gains

(losses) (1,912,640) (1,906,761) (1,775,500) (1,676,137)
Unrecognized past service cost-

nonvested benefits (2,545) (2,679) – –
Net retirement liability P=449,900 P=255,406 P=291,371 P=91,255
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Net retirement liability (asset) is included in the statements of condition as follows (in thousands):

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Net retirement asset (Note 13) (P=10,360) (P=11,662) P=– P=–
Net retirement liability (Note 19) 460,260 267,068 291,371 91,255
Net retirement liability P=449,900 P=255,406 P=291,371 P=91,255

As of June 30, 2007 and December 31, 2006, the Parent Company used the discount rate of 8.00%
in computing for the present value of the obligation

The movements in the retirement liability recognized in the statements of condition follow (in
thousands):

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Balance at beginning of period P=255,406 P=299,053 P=91,255 P=51,258
Retirement expense 353,346 358,731 273,588 270,712
Contribution paid (158,852) (402,378) (73,472) (230,715)
Balance at end of period P=449,900 P=255,406 P=291,371 P=91,255

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

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Balance, beginning of period P=5,653,090 P=2,612,975 P=4,795,334 P=2,078,206
Current service cost 252,429 316,915 217,428 266,848
Interest cost 256,356 304,504 191,813 238,994
Past service cost – 3,169 – –
Benefits paid (195,730) (467,494) (171,987) (393,269)
Actuarial loss – 2,883,021 – 2,604,555
Balance at end of period P=5,966,145 P=5,653,090 P=5,032,588 P=4,795,334

The movements in the fair value of plan assets recognized follow (in thousands):

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Balance at beginning of period P=3,488,244 P=2,743,033 P=3,027,942 P=2,455,862
Expected return on plan assets 206,494 810,327 181,676 221,028
Contribution paid by employer 158,851 402,378 73,472 230,715
Benefits paid (195,730) (467,494) (171,987) (393,269)
Actuarial gain (loss) (56,799) – (145,386) 513,606
Balance at end of period P=3,601,060 P=3,488,244 P=2,965,717 P=3,027,942
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The expected return on the plan assets of the Parent Company for the period ended June 30, 2007 
December 31, 2006 amounted to a gain of P=181.7 million and P=221.0 million, respectively, while
actuarial loss amounted to P=145.4 million and actuarial gains amounted to P=513.6 million,
respectively. The Parent Company expects to contribute P=543.9 million to its defined benefit
pension plan in 2007. 

The major categories of plan assets as a percentage of the fair value of total plan assets are as
follows:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Debt instruments 91.4% 83.5% 96.7% 88.6%
Equity instruments 6.9% 15.1% 1.8% 10.1%
Other assets 1.7% 1.4% 1.5% 1.3%

100.0% 100.0% 100.0% 100.0%

The amounts included in ‘Compensation and fringe benefits’ in the statement of income are as
follows:

Group Parent Company
June 30,

2007
June 30,

2006
June 30,

2007
June 30,

2006
Current service cost P=278,044 P=158,458 P=217,428 P=67,503
Interest cost 230,741 152,252 191,813 146, 410
Expected return on plan assets (206,494) (124,208) (181,676) (73,676)
Net actuarial gains recognized

during the period 50,921 (7,382) 46,023 (4,407)
Past service cost 134 246 – –

P=353,346 P=179,366 P=273,588 P=135,830

Amounts for the current and previous years are as follows:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
Present value of funded obligation P=5,966,143 P=5,653,090 P=5,032,588 P=4,795,334
Fair value of plan assets (3,601,060) (3,488,244) (2,965,717) (3,027,942)
Funded status 2,365,085 2,164,846 2,066,871 1,767,392
Experience adjustment on plan liabilities – 273,323 – 166,647
Experience adjustment on plan assets (56,799) 549,463 (145,386) 513,605
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In addition, the Parent Company has a Provident Plan which is a supplementary contributory
retirement plan to and forms part of the main plan, the Retirement Plan, for the exclusive benefit of
eligible employees of the Parent Company in the Philippines. Based on the provisions of the plan,
upon retirement or resignation, a member shall be entitled to receive as retirement or resignation
benefits 100.00% of the accumulated value of his personal contribution plus a percentage of the
accumulated value arising from the Parent Company’s contributions for him in accordance with the
completed number of years serviced. The Parent Company’s contribution to the Provident Fund 
for the six months ended June 30, 2007 and 2006 amounted to P=96.0 million and P=87.4 million,
respectively.

As of June 30, 2007 and December 31, 2006, the retirement fund of the Parent Company’s
employees both amounting to P=3.0 billion, is being managed by the Parent Company’s Trust
Banking Group.

Directors’ fees and bonuses in 2007 and 2006 amounted to P=15.8 million and P=13.7 million,
respectively. On the other hand, officers’ compensation and benefits aggregated to P=1.3 billion and 
P=1.0 billion in 2007 and 2006, respectively.

27. Related Party Transactions

In the ordinary course of business, the Group has loan transactions with investees and with certain
directors, officers, stockholders and related interests (DOSRI). Existing banking regulations limit
the amount of individual loans to DOSRI, 70.00% of which must be secured, to the total of their
respective deposits and book value of their respective investments in the lending company within
the Group. In the aggregate, loans to DOSRI generally should not exceed the respective total
equity or 15.00% of total loan portfolio, whichever is lower, of the Parent Company, PSBank, and 
FMIC.

BSP Circular No. 423 dated March 15, 2004 amended the definition of DOSRI accounts.

The following table shows information relating to the loans, other credit accommodations and 
guarantees classified as DOSRI accounts under regulations existing prior to said Circular, and new
DOSRI loans, other credit accommodations granted under said circular (amounts in thousands) as
of June 30, 2007 and December 31, 2006:

Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
Total outstanding DOSRI accounts P=8,890,275 P=11,777,007 P=7,867,203 P=10,185,533
Percent of DOSRI accounts granted

prior to effectivity of BSP
Circular No. 423 to total loans 3.22% 3.73% 3.55% 3.85%

Percent of DOSRI accounts granted
after effectivity of BSP Circular
No. 423 to total loans 0.00% 0.43% 0.00% 0.53%

Percent of DOSRI accounts to total
loans 3.22% 4.16% 3.55% 4.38%

(Forward)
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Group Parent Company
June 30,

2007
December 31, 

2006
June 30,

2007
December 31, 

2006
Percent of unsecured DOSRI accounts

to total DOSRI accounts 3.39% 12.95% 1.20% 12.84%
Percent of past due DOSRI accounts

to total DOSRI accounts 0.02% 0.24% 0.02% 0.27%
Percent of nonaccruing DOSRI

accounts to total DOSRI
accounts 0.02% 0.24% 0.02% 0.27%

The following table shows information relating to the loans, other credit accommodations and 
guarantees, as well as availments of previously approved loans and committed credit lines not
considered DOSRI accounts prior to the issuance of said circular but are allowed a transition period
of two years from the effectivity of said circular or until said loan, other credit accommodations
and guarantees become past due, or are extended, renewed or restructured, whichever comes later
as of December 31, 2006 (nil as of June 30, 2007):

Group Parent Company
(Amounts in Thousand

Total outstanding non-DOSRI accounts granted
prior to effectivity of BSP Circular No. 423 P=4,584,984 P=4,584,984

Percent of non-DOSRI accounts granted prior to
effectivity of BSP Circular No. 423 to total
loans 1.62% 1.97%

Percent of unsecured non-DOSRI accounts granted
prior to effectivity of BSP Circular No. 423 to
total loans 0.43% 0.53%

Percent of past due non-DOSRI accounts granted
prior to effectivity of BSP Circular No. 423 to
total loans – –

Percent of nonaccruing non-DOSRI accounts
granted prior to effectivity of BSP Circular No.
423 to total loans – –

BSP Circular No. 560 issued on January 31, 2007 provide the rules and regulations that govern
loans, other credit accommodations and guarantees granted to subsidiaries and affiliates of banks
and quasi-banks. Under the said Circular, the total outstanding loans, other credit accommodation
and guarantees to each of the bank’s/quasi-bank’s subsidiaries and affiliates shall not exceed 10%
of the net worth of the lending bank/quasi-bank, provided that the unsecured portion of which shall
not exceed 5% of such net worth.  Further, the total outstanding loans, credit accommodations and 
guarantees to all subsidiaries and affiliates shall not exceed 20% of the net worth of the lending
bank/quasi-bank; and the subsidiaries and affiliates of the lending bank/quasi-bank are not related
interest of any director, officer and/or stockholder of the lending institution, except where such
director, officer or stockholder sits in the BOD or is appointed officer of such corporation as
representative of the bank/quasi-bank. BSP Circular No. 560 became effective on February 22, 
2007.
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As of June 30, 2007, the total outstanding loans, other credit accommodations and guarantees to
each of the Parent Company’s subsidiaries and affiliates do not exceed 10% of the Parent
Company’s net worth, and the unsecured portion of which does not exceed 5% of such net worth.
As of June 30, 2007, the total outstanding loans, other credit accommodations and guarantees to all
such subsidiaries and affiliates do not exceed 20% of the Parent Company’s net worth.

Total interest income on the DOSRI loans in 2007 and 2006 amounted to P=301.7 million and
P=470.9 million, respectively, for the Group and P=256.2 million and P=408.8 million, respectively,
for the Parent Company.

Sales contracts receivable arising from the sale by the Parent Company of a real property to a 
wholly owned real estate subsidiary amounted to P=627.0 million as of June 30, 2007 and
December 31, 2006, net of allowance for impairment losses of P=123.0 million.

Deposit liabilities to associates and other related parties as of June 30, 2007 and December 31, 
2006 amounted to P=2.5 billion and P=7.2 billion, respectively. Related interest expense for the
period ended June 30, 2007 and 2006 amounted to P=18.6 million and P=8.3 million, respectively.

The Group also leases the premises occupied by some of their Head Offices and many of their
branches from certain investees which own such premises. Other related party transactions
conducted in the normal course of business include outright purchases and sales of trading account
securities, securing insurance coverage on loans and property risks and intercompany advances.

The compensation of the key management personnel of the Parent Company for the period ended 
June 30, 2007 and 2006 follows (in thousands):

2007 2006
Short-term employee benefits P=205,095 P=155,247
Post employment benefits 1,359,243 901,461

P=1,564,338 P=1,056,708

28. Trust Operations

Properties held by the Parent Company and certain subsidiaries in fiduciary or agency capacity for
their customers are not included in the accompanying statements of condition since these are not
resources of the Parent Company and its subsidiaries (see Note 29).

In compliance with current banking regulations relative to the Parent Company and a certain
subsidiary’s trust functions, government securities with a total face value of P=1.2 billion and
P=1.3 billion as of June 30, 2007 and December 31, 2006, respectively, are deposited with the BSP.
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29. Commitments and Contingent Liabilities

In the normal course of the Group’s operations, there are various outstanding commitments and 
contingent liabilities which are not reflected in the accompanying financial statements. No
material losses are anticipated as a result of these transactions.

The following is a summary of contingencies and commitments at their peso-equivalent contractual
amounts arising from off-balance sheet items as of June 30, 2007 and December 31, 2006:

Group Parent Company
June 30,

2007
December 31,

2006
June 30,

2007
December 31,

2006
(In Thousands)

Trust Banking Group accounts
(Note 28) P=136,813,707 P=110,188,530 P=128,327,173 P=109,895,035

Unused commercial letters of credit 11,984,926 12,965,436 11,912,278 12,853,931
Late deposits/payments received 1,208,882 1,726,998 1,165,687 1,638,607
Outward bills for collection 936,571 955,583 930,562 933,174
Inward bills for collection 503,074 491,903 490,897 484,197
Confirmed export letters of credits 396,411 390,248 392,100 355,245
Outstanding shipside bonds/airway bills 297,989 288,400 297,989 288,400
Traveller’s check unsold 163,074 202,735 163,074 202,735
Outstanding guarantees 54,683 248,460 54,683 248,460
Others 5,231,682 4,544,113 5,230,985 4,543,334

The Parent Company, PSBank and FMIC have received tax assessments from the Bureau of
Internal Revenue (BIR) on two industry issues. Management, through its tax counsels, is
contesting these assessments and pre-assessments on the ground that the factual situations were not
considered, which, if considered, will not give rise to material tax deficiencies.

On May 15, 2007, the Parent Company fully settled the basic tax assessments on FCDU industry
issues for the taxable years 1998 to 2003 under the abatement program of the BIR which was
extended up to June 30, 2007. Under this program, taxpayers can avail of the opportunity to settle
delinquent accounts or assessments, whether preliminary or final, disputed or not, by way of
application for abatement of all penalties, including surcharges and interest.

On October 25, 2006 and September 1, 2006, the Court of Tax Appeals (CTA) denied the Parent
Company’s protest against documentary stamp tax (DST) on its Special Universal Savings Account
for the years 1995 to 1998, and 1999, respectively. The Parent Company filed motions for
reconsideration on November 16, 2006 and September 22, 2006, respectively.

On March 6, 2007 and February 1, 2007, the Parent Company filed petitions for review with the
CTA en banc after the CTA denied, in its resolutions promulgated on January 18 and January 3, 
2007, respectively, the motions for reconsideration filed by the Parent Company on November 16, 
2006 and September 22, 2006, respectively.
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On June 13, 2007, the Parent Company filed a motion for reconsideration after the CTA en banc 
denied, in its decision dated May 21, 2007, the petition filed by the Parent Company on February 1, 
2007.

30. Financial Performance

The basis of calculation for earnings per share attributable to equity holdings of the Parent
Company follows:

2007 2006
a. Net income attributable to equity holdings of the

Parent Company (in thousands) P=3,815,932 P=2,751,834
b. Share of hybrid capital securities holders (260,100) (224,058)

Net income attributable to common shareholders 3,555,832 2,527,776
c. Weighted average number of outstanding

common shares of the Parent Company (in
thousands) 1,807,269 1,633,651

d. Basic/diluted earnings per share (a/b) P=1.97 P=1.55

As of June 30, 2007 and 2006, there were no outstanding dilutive potential common shares.

The following basic ratios measure the financial performance of the Group and Parent Company
for the six months ended June 30, 2007 and 2006:

Group Parent Company
2007 2006 2007 2006

Return on average equity 11.65% 10.50% 9.55% 12.64%
Return on average assets 1.26% 1.01% 1.08% 1.26%
Net interest margin on average

earning assets 3.93% 3.50% 3.34% 3.51%

31. Notes to Statements of Cash Flows

The amounts of interbank loans receivable and securities purchased under agreements to resell
considered as cash and cash equivalents as of June 30, 2007 and 2006 follow:

Group Parent Company
2007 2006 2007 2006

Interbank loans receivable and securities
purchased under agreements to resell P=47,413,642 P=57,909,540 P=41,841,296 P=50,780,455

Less interbank loans receivable and securities
purchased under agreements to resell
not considered as cash and cash equivalents 9,941,600 23,730,728 9,941,600 23,730,728

P=37,472,042 P=34,178,812 P=31,899,696 P=27,049,727
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32. Subsequent Events

1. On September 19, 2007, the BOD of the Parent Company approved the exercise of the call
option on the US$125.0 million, 8.5% subordinated notes due in November 2012. 

2. On September 10, 2007, the BOD of MCC declared cash dividends amounting to P=650 million
to stockholders of record as of August 31, 2007 payable not later than December 31, 2007. 

3. The Monetary Board in its Resolution No. 962 dated August 30, 2007, approved the request of
the Parent Company to issue 10 year peso-denominated unsecured subordinated notes callable
after the fifth year in the amount of up to P=10 billion, in one or more tranches as Lower Tier 2 
(LT2) Capital under certain conditions.

4. On August 29, 2007, the Parent Company filed with the CTA a motion for reconsideration after
the CTA denied in its decision dated August 2, 2007, the Parent Company’s petition for review
seeking the cancellation of the assessment for deficiency DST, on UNISA inclusive of
penalties and interest, for the year 2001. 

On August 24, 2007, relative to the assessment of deficiency DST on the Parent Company’s
UNISA accounts for the taxable year 1999, as discussed in Note 29, the Parent Company filed
with the Supreme Court a petition for review on certiorari for the reversal of the decision of the
CTA En Banc promulgated on May 21, 2007 and the resolution promulgated by the CTA En
Banc on July 9, 2007 denying the Parent Company’s motion for reconsideration for lack of
merit.

5. On August 28, 2007, the BOD of PSBank declared regular cash dividend at the rate of 1.5% (or
P=0.15 per share) equivalent to P=30.3 million. The record and payment dates shall be fixed by
the President of PSBank upon approval by the BSP of said dividend declaration.

6. Also on August 28, 2007, the BOD of PSBank approved the issuance of additional shares out
of its authorized but unissued capital stock to existing stockholders with terms and conditions
to be determined at a future date, subject to the approval of the BSP. After the listing and 
regulatory approvals are obtained, the President of PSBank shall fix the record date to
determine the stockholders entitled to subscribe to additional shares and the other terms and 
conditions of the rights offer.  PSBank hopes to raise at least P=1.5 billion through the rights
offer to support the expected growth in the Bank’s risk assets with improved penetration of the
consumer market and dedicated efforts geared towards small and medium-scale enterprises.
The rights offer will also improve PSBank’s CAR in anticipation of the impact of the proposed
market and operational risk charges under Basel II.
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7. On August 23, 2007, the BOD of FMIIC declared 92.6% cash dividends or a total amount of
HK $50.0 million payable to all stockholders of record as of July 31, 2007. On August 29, 
2007, FMIIC notified the Hong Kong Monetary Authority of such cash dividend declaration.

8. On August 15, 2007, the Parent Company paid the third coupon amounting to US$5.6 million
on the US$125.0 million HT1 Capital Securities after obtaining BSP approval on July 26, 
2007. The BOD of the Parent Company, in its meeting on July 18, 2007, authorized the semi-
annual coupon payments of US$5.6 million due on February 15 and August 15 of each year
starting August 15, 2007, and thereafter until February 15, 2016. 

9. On July 31, 2007, the BOD of FMIC declared cash dividends at the rate of P=1.30 per share or a 
total amount of P=490.2 million. The record and payment dates shall be set by the President of
FMIC upon approval by the BSP of said dividend declaration.

10. On July 19, 2007, the Parent Company remitted to MRCI California the additional
capitalization of US$1.0 million after the Monetary Board (MB), in its Resolution No. 780 
dated July 13, 2007, approved the request of the Parent Company to increase its equity
investment in MRCI California. The additional capitalization of US$1.0 million was approved
by the Parent Company’s BOD on March 21, 2007. 

11. On July 2, 2007, the Parent Company paid the 3% cash dividend (or P=0.60 per share) declared
on May 2, 2007 totaling P=1.1 billion to all stockholders of record as of June 18, 2007 after
obtaining BSP approval on May 28, 2007. 

33. Other Matters

The Group has no significant matters to report on the following:

a. Known trends, events or uncertainties that would have material impact on liquidity and on the
registrant’s sales or revenues;

b. Explanatory comments about the seasonality or cyclicality of interim operations;

c. Issuances, repurchases and repayments of debt and equity securities except for the following:

• issuance by the Parent Company of 173,618,400 common shares out of its authorized but
unissued capital stock at the issue price of P=38.00 per share as discussed in Note 24;

• issuance of the US$125.0 million HT1 Capital Securities as discussed in Note 24; and 
• the proposed issuance of P=10 billion LT2 Capital as discussed in Note 32. 
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d. Unusual items as to nature, size or incidents affecting assets, liabilities, equity, net income or
cash flows except for the payment by the Parent Company of the US$5.6 million semi-annual
coupons on the HT1 Capital Securities on August 15, 2006 and February 15, 2007, and on 
August 15, 2007 as discussed in Notes 24 and 32;

e. Effect of changes in the composition of the Group during the interim period, including business
combinations, acquisition or disposal of subsidiaries and long-term investments, restructurings,
and discontinuing operations, except for the establishment of MRCI California with the
remittance by the Parent Company of its initial capitalization of US$1.5 million in March 2007. 

34. Approval of the Release of the Financial Statements

The accompanying financial statements of the Group and of the Parent Company were authorized
for issue by the management on September 20, 2007. 
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