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SECURITIES AND EXCHANGE COMMISSION J{

N

SEC FORM 17-A e e
ANNUAL REPORT PURSUANT TO SECTION 17

OF THE SECURITIES REGULATION CODE AND SECTION 141
OF THE CORPORATION CODE OF THE PHILIPPINES

1. Forthe fiscal year ended ...... December 31,2005........................
2. SEC ldentification Number ..... 28788........... 3. BIR Tax Identification No. 000-473-966

4. Exact name of issuer as specified in its charter ... .. MAKATI FINANCE CORPORATION...

5 ... Makati, Philippines..................... 6. | (SEC Use Only)

Province, Country or other jurisdiction of Industry Classification Code:
incorporation or organization

7. 7823 Makati Avenue, Makati City........................ 1210,
Address of principal office Postal Code
8 ... (0B832)....896-02-27 ..t

Issuer's telephone number, including area code

Former name, former address, and former fiscal year, if changed since last report.

10. Securities registered pursuant to Sections 8 and 12 of the SRC, or Sec. 4 and 8 of the RSA

Title of Each Class Number of Shares of Common Stock
Outstanding and Amount of Debt Outstanding
common stock 78,858,121

11. Are any or all of these securities listed on a Stock Exchange.
Yes /] No [ ]
If yes, state the name of such stock exchange and the classes of securities listed therein:

Philippine Stock Exchange common stock

12. Check whether the issuer:
(a) has filed all reports required to be filed by Section 17 of the SRC and SRC Rule 17 thereunder
or Section 11 of the RSA and RSA Rule 11(a)-1 thereunder, and Sections 26 and 141 of The

Corporation Code of the Philippines during the preceding twelve (12) months (or for such shorter
period that the registrant was required to file such reports);

Yes [/] No [ ]
(b) has been subject to such filing requirements for the past ninety (90) days.

Yes [/] No [ ]



153 Slate the aygregate market vaiue of the voing stnck held by non-offitates of the registrant. The
aggregate market value shall b2 computed by refeignce to the price at which the stock was sold,
G the average bid and asked prices of such stock, as of a spacified date within sixty (60) days
prior to the date of fling. f & determination as to whether a paricular perscn or entity is an aftiliate
cannot be rmade withcut invoiving unreasonable efiort and expense, the aggregate market vaive of
the commoen stock held by non-affiliates may be calculated on the bacis of assumnptions
reasonzble undyr the circumstances, pmvided the assumptions are set forth in this Form. (See
definition of "affitete” m "Annsy B").

APPLICABLE ONLY TO ISSUERS INVOLVED IN
INSOLVENCY/SUSPENSION O 7 PAYMENTS PROCEEDINGS
DURING THE PRECEDING FIVE YEARS:

14. Check whethier the issuer hae filed all documents and reports required to be filed by Section 17 of
the Code subcequent (o the distibution of securities under a plan confirmed by a court or the
CoinmissHorn.

Yes {/] Mo [
PART |- BUSINESS AND GEMERAL INFORMATION
e 1. Businoss

Makat] Finznce Corporation is & finance company incorporated last February 1966. In
the mid-2000, the Company forued a new management team, which after thorough analysis of
our vparaticns declded 1o drop its less profitable product ines. MFC focused on three (3) main
foan products, namely: {a) consumer lcans to madical professionals, (b) corporate loan via
factoring of receivabies and (¢} secured business lvans, These wers offered domesticaliy,
honce there ware no Tormign safes. Also, 1o govemment approvel is nesdsd for these products.
The management continoed (o impioment costoutling measures and Imposed highey
stendards of crodit evaluation.  These docisions eventually led to the tumarcund of the
Company’s operaiions in 2001, In 2004, the tota) loun porifolic contributesd 89% to income, the
rest mostly came o sale of acguired assets and recovery of wrilten off receivable via
payment of property. n iy 2005, motoreyels financing was introduced 10 furthor diversiy the
Company’z loai portiotic and spread tho risk from big foctoring accounts and unsecurad
consumer loang,

ions ensontiably involve: (@) sales and marketing, (b)

Hoxtions; and (¢} collection of lwan accounts, with 19
3 iz subject to a Collective Bargaining Agreement. Clerical
urred,  The inlowing discussion presents the varicus
5% Operations:

The Company's bus
evaluaion and approvil
amployaes. None of hoy
and maintenance work woare guls
components of the Company’y &

Safes and ligrketing

Tha Company's sales and marketing offort i3 done by s Accouni Managemeat
Group{ARG). The AMG s nsivle for gensrating now leon eccounts, it is also responsible
jor monltering anisting ioan aconuniz and eneuddng that theso acoounts are ap to date with
their payreenis. ARG presentty smpioys @ fezm of five Account Officers and an in-house
coilestor that includes the AMG head, The Account Officors are Vasked with generating and
monfseng thelr own portiolio of accounis in thelr assigned corvice aras. The sarvice areas
that have been jdentified by the Company inclade: Metro Manila, Flsal, Lapuna, Cavite andd

Sujacan.




cay oo b e notwrh of arcund 350 accrediiod @gents
rofec loan 2 cants o tho Cosapany. The Lorepnny s .m‘twum of referral agents include
Loti individuals and acoreditod insilutions, such as madien vizations and distributors of
medical and dewtal eqnipinent. Under B “Client Get Cled” :r_!g,;'.zm, the Company encourarges
-ting clignts (o alan aut & rulovral ageats.

£t . mame S
oo BERGE the C0
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satvigg conducio ates and markoting
«; advenisewoats o rade publications and souveniy prograrms;
) tedlemaike ting (o) dooetn-door markeiing; {7} aftendarce of

seagrans; amd (B refoveal ne

The cotivities
efions ncluda; {2} v’zim;* :
(o) fox and gasoi nark
suecind events; (o) Inan

piv Pt

{oan Evalnation arid ABprove Process

The Company s aware of the hoportancn of nstiiviing a0 adeguaie avatusion and
screaning process for s loan apphications,  Given the current economic enviranment, credit
rick and the gueality of lvan aeccounis Levome very Tportant considerations fur finance
COMmpanies

Applications checkad by the Company sre clewred with the Credit Management
Associstion of the Phillapines (CCMAPY) and the Oredit Investigation Bureau, inc. ("CIEY) to
delermine i thore are any neaative findings on the applicants. The Acceun? Cilicer then dralts
his evaluation and recommendativn on the apphcation,

The Company's Credit Cominittes, which consists of the Senior Kanaging Director,
Compirolier  and  {he grous hea s the Account Officer’s evaluation and
recommnengation. it i the Crods Commiiies ttu. makes the final decislon on the application.

Jnce approved v Cesdit Conwrniilce, the Finance and Accounting Group prepares

iha cheek for ihe foan s Yorwards it to tha Cachior oy releasing. Clients are advised of the

appmmé sl the required docursenis prior o loan sateases. The clients’ post-dated checks

end oiher c’mai“"-‘d toan documents are submitind fo the Cashder, and, if these are in order, the

loan proceeds are veleased o tho client. Tho Cashier then provides the various departrni:ents
and gd.ow oo with the opprogiiate decuments {or account meaftoriag and cellection.

Loan Collection Provuss

Account Officors am in chargs o manitodng thelr loan accounts. They maintain a tick
card and a computer fite of whoir afwa;mw«' A that contain, smaong ctkmm, the schadules of
the joan amortization puyments. Since clionle ain =au y provide the Company with post-dated
checks for the regavinun: of ihe Ioan, the Account Ofticars are regularly advised of the clatus
of their accmm&s. They ary intosmad on cliends that hiave compleled thelr moathly amortization
paymeats anc thuse that bove mcurred mliped-aheok payments.  Gllenis with returned
chacks se0 immendiz advigod by their / Offears to selide the amount due 22 soon as
possibio. The ronaymgs .i sl raly g choohs would wclude late payraent charges as well as
hanaing fac

ed by the Company as
u),&?‘ w:}ﬂ du are reclassifind a

al action and/or tha fﬂfebm‘-‘ullﬂ)
i pedicy, the Company maimeins ity
H‘if' Cummmf normally evaluates the
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Moy 2 Pvgpoities

Suhy maird or *'orw‘;" cud on aavein! '-FL‘[ e
2 wStE 00 Gihal ';..me.ﬁgcd or ens on
H:&se properios have subsogus m.y
;1o the Comoany. Development of the
voperty 15 currently being daveioped to

AS pan of its nonm o

that were morgaced to it o socure uu%i"mu
those properties except ihose uader the name

Lecn transferred, or currently in he procass of iy
eiviic prouc: vowas fiished olieady and the

Vil

com:inang 3 higher seliing price. The Company will even .\s::afl;,-f disposa or sell these properties. Thg list
fuliowing table:

of these properties is found iy the

.Tupu*

Transferred
in proce:ss
ansf --ng_cw* i

S

Transferred

*'7,,‘ 13

Hem 3. Legal Procaedings

There are no legal procesdings against Makiati Finance Corporation (refered to as ‘the
Coinpary’), evcent collection andior forscinaure cases in tha normal course of its operations.

g 4, Subimission of Madters o g Yote of Saous

3 wr?_ingg ciroinlons were oulmitied to the Secwily haddorg in the

PR S GODRATIORAL AND FINARCIAL INFORMATION

v for fesusrs Gommcn Equity and Related Stockhelder Matiars

& BOD and tiockholdars approved, as part of the quasi-reotganization,
apany’s authorized cophil stock of 100,000,000, with a subecerined and
149,730 to B 949040 wih a m.zbu,rsf.ﬂd and paid-up capital of B
aa w mixim S l.arm!, s.,u\,, the surplus avising from the reduction in tne
addditional pali-lu capital,

e dat, e the fncrease in the Comnpany’s

stk from @3540 s divided inds 14,700 600 comipon




O Juny £3, 2o, the & sl 3, £35% shares 1o the

sharclivddurs  against their deposits anounting o B87,078,498,
ressting to an addittonal paid-in capital of BS5,002,958.

e carne date, the Securities and Exchangs Compifssing (SEC) approved the quasi-
s rdnsovibied shivve.

On

RIS R o H]

sccordingly, upon such approvel, tho sddiicns! paid-in cepital amounting ‘o @
87 721211 as of that date wos applied sgalost the Company's deficil as of July 31, 2000
v satingg Lo R8T 78,21,

Ga December 11, 2001, the 800 and stochholders approved the reduction in ths
Company's authoriced capltal stock frovan 127,050,000 to 100,000,000 and from par value of B
10 wer shave (o B per share. Oo March 11, 2602, the BOD and stockholders anended the
proposed reduction in the Company’s authorizad capilal stock from B127,060.000 to @
99,000,000 and from par value of BLY per share to B1 por shave. The reduction in authorized
canital stook was approved by the SEC on May 9, 2002 Toz reduction B par value resultud in
5 o of 31,015,349 additlonal shares to axisting sharchulders.

in the sume date, the 8O0 end stockiotders deciared stook dividonds in e agpregate
artouet of BI,TE5475 in favor of the stochkholders of record as of May 31, 2002 with any

fractions! shorey o ba peid in cash,

Also on March 14, 7402, the BOD ard stochholdein approved the offer of wp to
10 53,000 shares from the Conpany’s unizsued comimon siock through initial common putilic
offering (WPO). The application fur the 0 of the Company was approved by the SEC and the
Philippine Stock Fxchange (FHE), on Denember 8 2002 and Noverdser 78, 2002, respectively.
The Conpany was Batad o the 055 under the Small & Mediom Enicrprise Boend on Januay 6,
2303 with an offer price of Phi* 138 pov shars.  Underaviiter was Abicus Captial R nvestinent
Corgoration.

2

s ls Bt then sugnber of eheres and gagital stock amaua for tho yaars ended
o, 2004 ang 2003 follove:

The mov
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y el 2004 eouivalent o 0% o the
arcd in year 2003 and there was




Slhass Frices.

Flirst Quaricn, 000
WNigrhot Price

HOLDERS OF CONMMON 3TOUK As of March 31, 2006:
TOR 20 Steckhalders

E RIC g{g NI

THAELLISSA 3. LiR
DANIELLE B. L

"../

R’ENF R BENIT

S—

"D 1R0385%

T0EDIREY%

BENITEZ - )

uwm B ORENITEZ 1FF ANDEEA 77 L

MELLSSA B MmO s TIE T T Rl T
FALACAOL

e e e e e Ko A

Ve Commany has gutined plaas go cardds its gosl of merovieg the quality of its
sarvice and forther increasing ids sharehwidor valua, Vhe Company has chogen o adopt sales
angd warketing ”‘r m'" thot are exponted fo slren qiuwv ity ¥Yoothekd i igs sxisting aiche
' m,, entoer now piche The Company aiso intenas o o nand

v-a'u:.?.': i.m;' ki A -.;..\,p:z.x*:s":r:‘.-. of g teading aroas,

ot W TG TREET SRR T RS
. ek . ; .
LEETREE MY ¥ j Vons s s "b‘%(’n”\x 2




Shars Prrices

=3

First Quaricr, 2480 Hyoh Low
Markel Price f2.00 £ 2.00

HOLDERS OF CONMON STOCK As of March 31, 2006:
TOP 20 Stockhaldors

_ Parcentage ~]

D tNi. W\Nk S
NO CORP. (HOMN-TIL)
Em B BENNEZ
THELLISSA B, LIMCAQCQ ITF
B. LIMC /\uf

3867,

B0

5.180385% |

]
z
A ! TR AT E G0 EIRIE A

k./
'Jz
[y
{9
Coj
L
\

BENITF
GLENM B S7NITEZ 1T ANDIEA &
BUNITEZ

125,478 30

A

o .3‘ c; ,M'

)
i
USSR S P S S SISO My

'vr\

» u_.. ..

S PO UL S
: 1

siyasie o Plat o

@il Low: a:u ity gost of Improvieg the auality of it
Company has chosan o alopt sales
PRy toothoeld Ino s sxisting aiche
Company aino wicnas 10 ey pand

g Lendfbme peas,

s yeach disn

E Boee s T, TR B PP R (" ' ¥
Sl ey St ey entroorinod Rolnosly e el g
3P SIS P O - R RO | o
AL T T Sren el aCvitier e f s goteral i




Lending Activities

Being its core operations, the Company has formulated plans to expand its lending
operations that will guarantee sustained growth even beyond the year 2005. Its lending
activities and loan products wili still be focused on the niche consumer joan market and SME
markets, due to the experience it has gained from these segments. MFC will also undertake
steps to raise the quality of service it provides to its current and future clients. As part of its
future plans and prospects the Company has outlined the following for its lending activities
for the forecast period 2004 to 2006.

« Expansion of the Company’s distribution network for its Rx Cashline, MFC Factors and
secured business loan products to provincial areas such as Batangas in the South and
Tarlac and Pampanga in the North;

e« Continuation and expansion of individual and corporate motorcycle unit financing
through a tie-up with Honda Motor World;

« Develop new niche markets related to medical professionals, and design loan products
that would cater to the requirements of these markets;

« Adopt an integrated information system that will match the changes and expansion of
loan products and services of the Company;

« Updating and finalization of MFC’s operating manuals.

Funds Generation

Serving as the lifeblood of the firm’s operations, the Company is aware of the need to
have a constant flow of funds to support its lending operations. Although part of that
requirement will be met by loans collections, the Company will need to have additional
resources if it intends to undertake further expansion in the future. The Company intends to
meet this additional requirement through the following:

« Availment of additional credit lines from banks;
« Disposal of other acquired assets such as real estate properties in the provinces of Nueva
Ecija, Bulacan, and Lucena.

Year 2005
Results of Operations

Net income after tax from tentative audited financial statements for the year 2005 was
P11.5 million. The drop was primarily due to the changes in financial reporting standards
being imposed effective January 1, 2005. Unadjusted net operating income would have been
P15.4 million, which was 120% of year 2004’s audited net income. The difference between the
tentative net results against the unadjusted net income was due to various adjustments in
recognition of certain income and on certain expense items - revaluation of financial assets.

Financial Condition and Capital Resources

For the year ended December 31, 2005, the company’s total assets reached P171.6
million. Despite the revaluation in assets because of the implementation of new international
accounting standards, the increase in assets was 25.3% of last year's restated amount of
assets. Increase in the Company’s borrowings was due to increased loan production towards
the latter part of the year. Motorcycle financing and increased factoring beefed up the loan
portfolio for the year.




Henuits of Oparations

et ncome afler ax for the yoar 2004 wan R1A2 miflion while no® income after {ax for
the vear 2063 was RELT million, an increase of 10.9%. The company sontinued & produse more
gualily isans despite the hicrease In expeases for the year. Other income increassd by 171.7%
F x.énw Cu bt & mt,wc‘y of charged oif receivabie hirocugh paymant of property. Deterred tax
sosst amounting & BE.D milion were roversed (o reflect realizable value of this asset.

Vircanclad Conation and Cae Rogouroes

Forina year amwd Docomber 31, 2004, MFC's total azssts amounted to P136.68 million.
Neguivabies which wers alrendy uncoliectible totaling P19.8 million were written-off. A property

in fosario, La Umun was acquired as payment of a wiitten ¢ff receivable valued at 4.0 million.

The yeair's net income ingreased the retained carnings to B33.7 mlilion for 44.2% of year
2003, arnings per share for the year was 12018 while returi: on assete was 10.4%. 83.8 million
o H'*-. iy percent «f the net incomeo for 2003 were declared as dividends, fifty percent were
roidin cashoamd the other fifly peroent were stock dividends,

o uits of Operations

vl income for tne year 2008 was B2 7 radion white net income tor the year 2002 wae

WG o sprevament of 15.9%., Thy cumpany continued to produce more guality loans
and malatnin s el of pun for the yoar. Part of the funds generated from the inilial
raklin olfern L oompany’s ouistancting obligatinns which reduced the

p ey Eyirs
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1 Deoember 31, 20407, MFEOs tofal asscts arpeunted (o 8111.73 wmillion.
B uncolieeiibie totaling 151 milllon were written-off. The
s aitering woere used to pay off maturing obligaticns and fund new
gired auvsels wy Makal], Tagavtay and a portlon of the Merville
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PART Y DMTROL ARD DORPENMSATION iNFORMATION
Hem B, Directors and Exceutive Offnors of the iovey
toecg of irgcloss

Tha dowing are e aoumbaont meanbers of ihe Bospd of Directors of the Company as of December
B BRaratars
) ‘ \ L‘_de

D dsiden B Benez, Chairman, 77, Mr. Benitez has served as a Director since the
Company’s incorporation. He is sleo the Chainman of Obstetrics and Gynecslogy of the IMakati
NMedical Cenfer, MERG Realty Cosporation and Amatgamated Deveiopment Corporation.
Concurrently, Dr. Benitoz is tha Vice-Chairman of AIB and a director of Nationwide Hoeaith
Systiems. He was foumarly the Chairman of Obstetrics and Gynecology of the University of the
Phitippines [ Philipoine (mn ral Hospital where he worked from 1955 to 1988. He is presently
the Chairman of the Examining Board of SGOF, Philippines, and a member of the Amearican
Colleue of Surgeons, the Phillpping Colloge of Surm"nns and the Philipping CB-Gyre Society.
Mo obtainad his Doclor of Mediclng degree from the University of the Philippines, specialized In
Dbstetrics and Gyneeolony at Johin Hookins University, Baltimore, Maryland and took cocurses
in ihe Benior Execulive IRBA Program of the Atenno dy Maria University.

sones del Kosario, Vics Chairman, 50 ‘; has served as a Director gince 199€.
1 urwwy the Uhaimeen of 418 and Gied :M Afliances, inc. He was Tonmerly the
enior Vice g Ghief voestowng Officer \u’if Phitippine American Life Insurance
'M\; ?*hi!é*wm\'m’; where o sorved os @ Bosrd of Hrram:}; in several of the company’s
Tkt s nndd eifificte compa Fe was e Bircoior of AlG lovestinent Corporating {Asia)
tiok, mmutm it poad Cosdtal woration of the Philippines, Baascon Properly Ventures, Ing.
Frior to joieng e AIGHPLlamtie Gooup, he hdus worked for 18 years for Chaass Manhattan
Flank, Heg pecarad bas r.g:m,; s Dugreo s Finaneo ond & kating from Colombia University in
1073 andd joinad the Doecolive Dovalopimam Srogram oF Coraell University.

Uy s (f

M Maxima O, Burromieo, Seaior Monang Gireclor, 55, He has been a Director since 2000.
Aside teom being a Divector of the Conmpany, Mr. Borromeo is concurrently the President and a
Dircotor of Honda Cars Cebu, Inc., Honda Motor World, Ine., HMW Londing investors, Dearbomn
totms Co., ing, Astien Gestus, lne., Visayss Aulo Veanturses, inc., Cebu Maxi Management
\.orpurméun Maxi Agriculiural Cosporatlon, Cebu Pacdand, inc. He is also a Director in the
following companias: Cobu Holdings Ine., Borromeo Brothers Estate, Inc., Margarita Agro-
tndustrial Corp., Salud Oovromeds Fow ad.mem“ nc. and McBros Development Corporation. At
prosent, By Borrowmo is the governor of the Cebu Business Park. e graduated with a
Bachetor of Aiis degree in Ecoanomlcs from the Atenso de Manita University.

Mz, Rong B #n/m‘w Managing Digctor 42, He hag been a Dirsctor since 15896. My,

Henilex is tho Managing oot \ rornpany. Prioy to joining the Company, he he!d the
g)(}?,hmﬂ of O unwy anggar 0f the Deveicowent Dank of Singapore {(“DBS”) Securities, Inc.
Ho bow bed cxdoneive q;::“’ o i fovehgn wod lecat fvestunent banking and capital n:arket

) Fa)

whar bwvesiment anid Trust Corporaiion, Shearson
Pabiany Brothars (RMDAY, ntisd Pache suritics (UBA) and the World Bank. He was
fornerly o momber of the Philippiie Stock ang 0w ls currently Director of H. Thomas
Cronn, e, Vision Al Flight ;"-juspa'.m;t Service, e, Plkeviile, Inc.,, MERG Reaily and
Development Corporation, Conunercial Conr wney Credit Corporation, Global Credit and

N

acted with b

O SE i u'u‘ih;ﬂ FORRTIE &

e

Ponagomoent Sroup, JE i .‘md Manaasn, cavt and nturglobal Alliances.  He gradaated
fe‘om l".3-<:u«'~'f:,'m,=¢ ol o1 Jén o vl s doabds dogree in Business Economlcs and

Gt crdle prat Btudhios, ar's Cegren in Pooncosics from Yaln University,




s, Teresita B3 Banitee Daocton, 7C, Uha tias Bola a Birector z«nmis 2001 and 1s currently
iz ?”u:dwt of Makati Finunice. She hizd provicusly wo.aed oy the Philippine Bank of
Commerce a3 Assistent Porsonnsl Monager and United Coconut Bank as Assistant Corporats
Socreiary. She had aloo boon a director ai Assut"usi 2ank and Amalgamated Development
Corpuwziion. Al present sie {5 the Treasurer and Divector of Nationwide Health Systems and
FLB Devalnpment Corporziion aud the President of MERG Realty and Developiment
Corporetion.  Ms, Benitez olained a Bachielor of Science degree in Commerce from the
Univarsity of Ban rancisco.

M Joel 8. Ferrsr, Direoitor, 50, Hio Lies sevvad as 8 Director since 1928, B, Ferror is
currently the President of PARRMAN Inc., an overzeas recruitment company. At the same time
B2 aiso manages lus family’s agquacuiture business. Previous to this, he had worked for
ERECSA, Inc. where he was the Exascutive Vice President, His other wosk experlence includes
baing an investment exscutive at the Sumema lnteraational Bank of Indonesia and a iending
Gfiicer at the Bank of America, He obiained s Mmsstem ‘“gs‘ee in Busisiess Management from
tha Astan Institute of Bonagemernt and completed the Sirateis Business Economics Praogram
of the University of Asia andd the Pacilic.

M. Avousta P.NGs, Deacion, €1, He was eloctad cs a Dissotne tn 2007 ol concurrently a
ghirectar of Sresdianated lvestmend Bancorcoration, By Milo had Leon s boccuitve Direller
ut Sin {I,L muup of Cuinpanics and (he Managing Dirsttor of Borigs Mulp & Papuer San. Bhd.

‘ sident & CEO ot (,-é wa Vire Hoiding, Mr. Nile graduated with a
Cngleiing L‘wg:&e,- Troin thie Univorsity of Santo Tomes andd
Sehogl zt ‘*‘e yeiversity of the Philipplaes. o attendsd @ Tado
e i 1663

Fier gl ':‘7;1'15.2635 éf Ehz, ﬁ.~*;«e.a:;:.:-? Z‘tﬁu.r Batan Sank i wie Unbied &

Aty cnganio 8 Rayes, 88, He was olested &8 a Diroctor only in the last quaster of T003.
Mol Seved Bowlth Jacoh Jacch & Associiies, concumyenily the Corporate Secretary of Perman,
Lo, and Exeasutivae Seorsiany of the Philippoie Assnclation of Securities Brokers and Deoalers,
o Hnowes xlgo g ionner Dector of the Scouritiss & Exchange Commission from 1893 to
2321 Alty. Reves fnished hix @nchslor of Laws at the Univercity of Southern Philippines In
Cebu City.

NMr Ciia "an Fierig, Dmsto' 37, He hns been a Divestor siingn 2001, In addition to being o
Uirestor of the { ommny, k. Ghiz s concumently the Vice President for Finarce of 8NP
Gocpovation Lid. Tie hag bﬂm with the conig :;w; since 1995, Pravicus to this, lie had worked
3¢ an Accounting Analyst {or Fisher Contvols Pte Ltd, Mr. Chia gradueated with Bachcior of
scrorntiney RDegiee frum the Nanyang Techasitogical University.

KM Mchiael Wee Scan Lock, (iirecion, 55, He has sernved os a RDivector sinee 1958, Mr. Wes

is a setior ASEAN mm\s” and retired Exscutive Chairman of Developinent Bank of Singapore
Szcorities Holdmg PTE Ltd. He has Bield the pasitions of the Chairmarn of NatSteel Ltd, Daputy
Chainran of DS ‘ E.J)\,‘J‘“fe ‘»i s Poowidont of th“ Deovelopmant Bank of Singapore,
Sengral Securtting by 5 Lad, gapeie Bus Service Ltd., Laguna National Goii and

Country Ciud, 1wl te Bivector of G0 Merc La.av Burde, Lid, #r. Wee graduated with a
Dacheior of T imu;aa ! Chemicel Cogy aerng from the University of Binmningham and

; ] 5“
ohlarmod his fAnnters Sopree b Flnance from the Hinive sty of Bridnh Colombia,

NMossis, Ruchad! Boasr aocho ding A0y Begeens b Uoyes act as the two (2)

“

proinng cdred dioretors GF 8



Senior Management

The following comprise the Company's inznagerent team. No one iz considerad a significant
employee since all current employeses are under regular employment contracts ang no special or
change-in-control arrangements were entered into by the Company and its employees. The following
discussion gives a brief background on their accompiishiments and their respectve areas of
responsibility.

Mr. Emnignuel F. Lafoiteza, Comptrolier, 43, He has baen amployed by the Comgany since
2001. Concurrent to his curront positlon as tha Compszny’s Coinplrolier, Mr. Laforteza also acts
as Comptrolier and Corporate Secretary tor AlB, posicons that he has held gince 2801, He has
had nore than 17 years of expariance in the finance and banking industry. Previous to this, he
had worked as a Senior Maucnor at Keppel Bank Phiippiies and a#t Urban Bank of the
Philippinas. Mr. Laforteza oblained his Bachelor of Science Degreo in Accounting {rem the
Univorsity of Ste. Tomas. He also has a Masters Degrea in Business Administration from the
Atengo Graduate School of Business.

Mr. Victor . Guerrero, Senior Manager of Account Maenagement Group, 36, He has been
emplcyed by the Company since 18238, Previous to his eraployiaent in the Company, Mr.
Guerrgro has had clese to 11 years of experience In the firance business. He had served in
various positions in the United Coconut Planters Bank until 1965 and was Manager of the
Froduct Management and Development Department of tire First Women’s Credit Corporation
unii! 1937, Mr. Guerrero graduated with a Bachelor of Aits Degree in Economics frem the
University of Santo Tomas.

Ms. Felvirina C. Cruz, Chief Accountent, 37, She has been employed by the Company
since 1885, Ms. Cruz Is a Certified Public Accountant with wore than 11 years of experiencs In
ths finanice businssa. Beloro MFC, she had previousiy besn emiployed with Fortune Savings
and Loan Assoclation gs Audlt Assistant end Flrst Women's Crodit Corporation 2s a Branch
Accounitant. For a time she alse served as e acccunting head of Commercial & Consumar
Creodtit Corporaticn, a MFC subsidiary. Me. Cuw graduatad vaith a Bashelor of Science Degree
in Buciness Administration from the National Celiege ©f Buziness and Arts,

Mr. Albert J. Batucan, Gies Mananer, Office Operatining and Acytirea Azsels, 17, Ha has
vosn eroployed by tha Company since 28040, Feior to bis employment vith the Company, N,
Balacan had surved in varisus funetions i o mticbier of conuanies (Rrough (he wears.  His
more ooent ol exporisnces were with PARBAM, Inc. ar Administictive Assistant, Toyote Gel-
Alr, Inc. as Financing Coordinator andg Y. Finanee, e, 88 a Maketing Citicer. Rir. Batacan
graduated with & Zacheior oV Boince n Menagomond Degreo frem thy Letran Colleyn.

{torn 40, Exucutive Canpons 2

The Company hées an existing maenagomient contract with Hond a Motor ¥Woikd for advice
and avsictance W be provided by Mr. Maximo O, Borronies as 8aenlor Managing Divector and
viith Pikevitie, Inc. for advice and agsistance (o be provided Uy Mr. Rene B. Benitez as
Managing Directer. The dircetore receive per diam each amounting to 210,000 for every Board
mecting they attand.




Ereruiwe (‘ompcqsauun

Year
For the twelve (12)
Months Ended December
31, 2005 (Actual)

Excoulive Officers

Name and »’nnupai Position

fdaximo Q. Borromee ~ Senior Managing
Trector

tiene B. dentez - Managimg Duecter
Victer L. Guerrera — Senior Manager
Falvinna C. Cruz - Manager

Aibert J. Batacan - Managsr -

A¢ Jgregate
_Lompensation (B)

All Executive Ofiicers as a Gioup

i 4,198,362

“For the twelve (12)
Months Ended December
31, 2004 (Actual)

| Greup S
Executive Officers

~ Albertd. Batacen — Manager
| A r-,h,u,twe O‘mers asa C‘omﬂ B

Al Board Directors and Offisers as a

Meaximo O. Borromeo - Senict Managing
Divector

Raie B Benitez - izﬂ')::ag%ng Director
Victor L. Guerrero -- Senicr Manager
Felviring C. Cruz - Manager

Al Board Direntors zod Officers as a

Gu)h*,

4,280,143

3,808,026

3,973,526

ltera 11. Security Swnership of Certain Benedicial Ovners and Management

A, BOD AND OFFICERS OWNING MOKE THANM 5% CQUITY

Titlo and

Class
DISECT
Common  Amalgamated (nvestient Bancorporation
Common Pikeville Bancshares
Common Michael Wee Son Lock
TOTAL
INDIRECT
NONE B
TOTAL
3. SO0 AND OFFICCI S VAT THRECT DWHERSAIP
Titio/Class
Coaumnon Michael Wee Gon i ol
Common Rene B Berntes
Common Rene B. Benitor in tiust S Matius L Denees
Cemvmnen Rone B Bepiiee mohiest for Carmela 1 Senins
Cenrnen Fone B Bemlaz wihestion Latense L Boiiloz

o oo

MN2. of Shares % to Total

48,531,697 61.54%
7,534,402 9.55%
4,392,582 557%
T 0458681 76.67T%
I 0%
40,458,681 76.67%

Mo. of Shares % to Total

4.392.5862 5567%

2,529,793 3.21%

126,479 0 16%

126,479 0 16%
126479 016%

) Q’?L) 230 369%



Commen Joel S. Ferrer
Cainmon Tergsita B. Benitez
Commion Maximo O. Borromeo
Commaon Isidro B. Benitez
Common Emmanuel Laforlzza
Commicn Chia Yan Heng
Common Juan Carlos del Rosario
Comon Augusto P. Nilo
_Common Alty. Eugenio E. Reyes

1.072,470
368473
212,917
134,059
115,939

156
15
10
10

1.36%
047%
0.27%

7%

0.15%
0.00%
0.00%
0.00%
0.560%

C.

Titie!/Class

Common
Common
Common
Commgn

TOTAL
BOD AND OFFICERS WITH IMDIRECT OWNERSHIF

lsidro B. Benitez
Teresita B. Benilez
Rena B. Benilex
Maxima O. Borromeo

9,205,752

No. of Shares

425 334
220,803
102,516

18,964

11.67%

% to Total

0.54%
0.28%
0.13%
0.02%

TOTAL

frem 12, Certain Relationshins and Related Transactions

768,117

0.97%

Dr. Isldro 8. Bealtez and Ms. Terssita B. Benitez are spouses, and Mr. Rene B. Benitez
i8 thioir son,

Related Party Transactons

Tha following iransactions have been aitered into with refated partios:

Ralate A sariy
BARERIAREN Ui A

Aty

Floanents of Transactions

Natare of

Nuture of Redaied

_Balspce St Amouat

inconie Statement Amornt

Mg Reabty and Des clopriesat

arpopaticits

Berinner Bios

e
AC Pawnduop
IO IR AR

A L wranes

Pty Relwionsiip 24108 7hod 2008 2004
Stk hiohla P95 950 [ o
Tayahips 5,000,040 -
Clur  cevr {onbiet HE TR I e PI4,670
Interest i 719.859 28,000
Pyofivomaal foes - 4,350,8¢0 4 GO0 K
Intere g Lacome 177148
Stk bobice Kecnvables 2401 -
Pavablss R RS 6,401
Rentnl - 436,040 452 8338
fuwrest expense - 43,778 9,619
Traraporiaton/
s, Ustiie Stowwholder Others 37,901 127,753

Kecetvables
Payrent of Advances

Hubsidiagy
11,739,608

Subsidrary

Subndiay freceivablvs

Subsidiar Advanced Expenses 67,814

Suhsdaey Receivables

Sefmsdoary Pavaient of Advaoe 4,456,780
RIURSTREN Suteadiay Reccivables

RYTHINTI PR Advaneed frapenas hAtR

11 802,603




] - Flements of Pransactions

Nafure of Kelated  Noture of ___Bulane Sheet Ainount luiconie Statement Amount

Redated paty - Pty Refopouship— dpasactene 2095 2004 2008 2004
Honda Motor World Afliliares Prolessionai Feg 560,000

Others Stochholdors Pocavables 310,805 -

Alliliates Profussional Fue - 700,000 -

Directors Prolessional foes ~ 1.200,000

[hrectors Managomen? jees 1,639.572 - 2,306,962 1.296.647

PART {V - EXHIBITS AND SCHEDULES

fiern 13. Exiibits and Reporis on SEC Forma 17-C
(2} Exhibits

The Company's audlied financial sfataments are heraby atfached as “ANNEX A”.
{&) Reports on SEC Fosm 17-C

The reports on SEC Fonn 17-C filed during the last six menths ended December 31,
2008 are hereby auvached “ANMEX B”,

Guarterly Financial Reporis (Forme Type FCFQ1) for the guarter ending December 31,
2005 were submitted to the SEC on Februmy 14, 2000 and for tho quarter ending September 30,
2005 on Novembser 15, 2005,




SIGNATURES

Pursuant to the requirements of Section 17 of the Code and Section 141 of the Corporation Code, this
report is signed on behalf of the issuer by the undersigned, thereunto duly authorized, in the City of

on , 20 .
> ’ e Cor
- =
TERESITA B. BENITEZ EMMANUEL F. LAFORTEZA
Principal Executive Officer Principal Financial Officer/Comptrolier
4,/' O’// - \%W C.
MAXIMO'O. BORROMEO FELVIRINA C. CRU
Principal Operating Officer Principal Accounting Officer
T T ///’_\’ /

Corporate Secreta

PEETIN]

Lo, 0 cUUl
SUBSCRIBED AND SWORN to before me this 17"'id§§)y of Apnl 2006 affiant(s) exhibiting to
me his/their Residence Certificates, as foliows:

NAMES RES. CERT. NO. DATE OF ISSUE PLACE OF ISSUE
Teresita B. Benitez 24781360 01/02/2006 Makati City
Max O. Borromeo 13838745 01/31/2005 Cebu City
Emmanuel Laforteza 24805788 01/12/2006 Makati City
Felvirina C. Cruz 24805790 01/12/2006 Makati City
Danilo Enrigue Co 08398668 01/04/2006 San Juan, M.M.

A
ats| o oATnLA
e Notary Public
2 s ” BRI
" Sy L
‘T'U """" 3 b Qn(-
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STATEMENT OF MANACEMENT'S RESPONSIBILITY

e Monagement of Makail finaeos Coeoralion s oresponsibls for all information and
wcial stutetnents as of Decemiber 31, 2005, 2004 and 2003. The
genciaily accepied accounting orinciples in
astimates and informed judgmeni of

clations contuined in ihe gudied tine
0 prepared i conformity with
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Hods i fhis vegard, manageinent mdd
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Lt

separt finoncial dasa () madenol weoknos.os irs ihr‘. internal controls; (i) and fraud that involves

ManGaemont of oo ampicysns who excraise sigmificant reles in intermal controls,

Tre Poord of Directon reviews e inonciol siatements oefore such statements are apnroved and

sutzmitiedd to tha stook noiders Of Bie Commany.

Guonas A0 Yelayo, ne indepoandon! auaitons appointed by ihe Beard of Diectors and
audiled the inancial stalemesnits of the compony in accordance with genearally
Fhgiopines and have expressed thair opinion on the faimess of

izoen o the Comoany's Board of Cihactois and

Sy,
Siackhcide:s, have
gccepted wvudiing stondords in the

presenialion uporn camplglion of such cud?t, i the
SACGCENGIGES cn shown in e sUCCaeiing poage
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Report of Independent Auditors

The Stockholders and the Board of Directors
Makati Finance Corporation

2nd Floor, Makati Finance Centre

7823 Makati Avenue, Makati City

We have audited the accompanying balance sheets of Makati Finance Corporation as of

December 31, 2005 and 2004, and the related statements of income, changes in stockholders’ equity
and cash flows for the years then ended. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

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 provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Makati Finance Corporation as of December 31, 2005 and 2004, and the results of
its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the Philippines.

SYCIP GORRES VELAYO & COMPANY

]Renato J. Galve

Partner

CPA Certificate No. 37759

SEC Accreditation No. 0081-A

Tax Identification No. 102-087-055

PTR No. 4180840, January 2, 2006, Makati City

March 16, 2006

SGV & Co is a member practice of Ernst & Young Global
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MAKATI FINANCE CORPORATION

BALANCE SHEETS
December 31
2004
(As restated -
2005 Note 2)
ASSETS
Cash and Cash Equivalents 23,291,906 B5,240,774
Loans and Receivables - net (Notes 6 and 16) 128,725,748 88,310,243
Investment Properties (Note 7) 23,288,212 25,526,072
Property and Equipment - net (Note 8) 6,800,653 2,683,665
Deferred Tax Asset (Note 14) 6,092,585 12,805,900
Other Assets - net (Note 9) 3,021,574 2,446,004
P171,220,678 £137,012,658

LIABILITIES AND STOCKHOLDERS’ EQUITY

Notes Payable (Notes 11 and 16) £37,308,333 213,500,000
Accrued Expenses (Note 18) 3,699,554 4,734,802
Accounts Payable and Other Liabilities (Note 12) 3,940,001 2,504,237
44,947,888 20,739,039

Stockholders’ Equity (Note 13)
Capital stock 78,858,118 76,733,409
Additional paid-in capital 4,347,611 4,347,611
Retained earnings 43,137,061 35,192,599
Net unrealized loss on available-for-sale investments (Note 9) (70,000) —
126,272,790 116,273,619
£171,220,678 P137,012,658

See accompanying Notes to Financial Statements.
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MAKATI FINANCE CORPORATION

STATEMENTS OF INCOME
Years Ended December 31
2004
(As restated -
2005 Note 2)
INTEREST INCOME R33,943,286 36,400,318
INTEREST EXPENSE (Notes 11 and 16) 1,000,030 150,625
NET INTEREST INCOME 32,943,256 36,249,693
PROVISION FOR IMPAIRMENT LOSSES (Note 10) 1,168,642 1,411,203
NET INTEREST INCOME AFTER PROVISION FOR
IMPAIRMENT LOSSES 31,774,614 34,838,490
OTHER INCOME
Service charges 1,088,552 1,489,283
Gain on sale of acquired assets 743,411 45,360
Recovery on asset charged off - 4,000,000
Miscellaneous 4,921,726 666,189
6,753,689 6,200,832
OTHER EXPENSES
Salaries and employees’ benefits (Notes 15 and 16) 3,649,757 4,704,798
Depreciation and amortization (Notes 7 and 8) 2,468,552 1,173,089
Taxes and licenses 2,299,195 2,313,704
Professional fees (Note 16) 2,131,650 5,969,463
Management fees (Note 16) 1,875,868 1,296,047
Transportation and travel (Note 16) 674,525 625,352
Rent (Notes 16 and 19) 499,315 452,545
Amortization of deferred charges (Note 9) 420,930 420,930
Entertainment, amusement and recreation (Note 14) 375,525 322,888
Commissions 367,915 410,944
Unrealized foreign exchange loss 222,531 -
Litigation/asset acquired expenses 51,520 1,170,464
Miscellaneous (Notes 16 and 18) 3,117,438 2,693,517
18,154,721 21,553,741
INCOME BEFORE INCOME TAX 20,373,582 19,485,581
PROVISION FOR INCOME TAX (Note 14)
Current 1,466,363 900,250
Deferred 6,713,315 5,922,762
8,179,678 6,823,012
NET INCOME £12,193,904 P12,662,569
Earnings Per Share (Note 17) P0.15 R0.17

See accompanying Notes to Financial Statements.
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MAKATI FINANCE CORPORATION

STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Net Unrealized

Loss on
Available
Additional For-Sale
Paid-In Retained Investments Total
Capital Stock Capital Earnings (Note 9) Capital Funds
Balance at December 31, 2003 74,818,068 4,347,611 $23,360,751 P P102,526,430
Effect of change in accounting for:
Revenues — PAS 18 - - 1,083,222 - 1,083,222
Retirement Benefits - PAS 19 - - 81,208 - 81,208
Investment Properties - PAS 40 — — 1,836,046 - 1,836,046
Restated balance 74,818,068 4,347,611 26,361,227 - 105,526,906
Net income for the year — — 12,662,569 — 12,662,569
Total income and expense for the year - - 12,662,569 - 12,662,569
Stock dividends 1,915,341 -~ (1,915,341) - -
Cash dividends - (1,915,856) - (1,915,856)
1,915,341 ~ 8,831,372 - 10,746,713
Balance at December 31, 2004 R76,733,409 P4,347,611 P35,192,599 P- 116,273,619
Balance at December 31, 2004
As previously reported 76,733,409 £4,347,611 233,694,363 P- £114,775,383
Effect of change in accounting for:
Revenues ~ PAS 18 - - 1,333,239 - 1,333,239
Retirement Benefits - PAS 19 - - (167,714) - (167,714)
Investment Properties - PAS 40 - - 332,711 - 332,711
Balance at December 31, 2004
as restated 76,733,409 4,347,611 35,192,599 - 116,273,619
Effect of change in accounting for
financial instruments - PAS 39 — — - (100,000) (100,000)
Balance at January 1, 2005, as adjusted 76,733,409 4,347,611 35,192,599 (100,000) 116,173,619
Change in unrealized gain on AFS - - - 30,000 30,000
Net income for the year — — 12,193,904 ~ 12,193,904
Total income and expense for the year - - 12,193,904 30,000 12,223,904
Stock dividends 2,124,709 - (2,124,709) - -
Cash dividends - - (2,124,733) — (2,124,733)
2,124,709 - 7,944,462 30,000 10,099,171
Balance at December 31, 2005 £78,858,118 $4,347,611 43,137,061 (£70,000) 126,272,790

See accompanying Notes to Financial Statements.




MAKATI FINANCE CORPORATION

STATEMENTS OF CASH FLOWS

Years Ended December 31
2004
(As restated -
2005 Note 2)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax R20,373,582 P19,485,581
Adjustments for:
Depreciation and amortization 2,468,552 1,173,089
Provision for impairment losses 1,168,642 1,411,203
Amortization of deferred charges 420,930 420,930
Unrealized foreign exchange loss 222,531 -
Gain on sale of investment properties (346,657) -
Gain on sale of property and equipment (99,999) (151,599)
Changes in operating assets and liabilities:
Decrease (increase) in the amounts of’
Receivables (35,372,161) (28,352,570)
Other assets (816,500) 147,463
Increase (decrease) in the amounts of:
Accrued expenses (1,035,248) 1,909,352
Accounts payable and other liabilities 2,732,277 (199,414)
Net cash used in operations (10,284,051) (4,155,965)
Income taxes paid (2,762,876) (519,817)
Net cash used in operating activities (13,046,927) (4,675,782)
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of property and equipment (6,585,541) (3,354,254)
Purchase of notes receivable (4,100,000) -
Proceeds from sale of property and equipment 100,000 151,599
Net cash used in investing activities (10,585,541) (3,202,655)
CASH FLOWS FROM FINANCING ACTIVITIES
Availments of notes payable 23,808,333 10,471,296
Cash dividends paid (2,124,733) (1,915,856)
Net cash provided by financing activities 21,683,600 8,555,440

(Forward)




Years Ended December

2004
(As restated -
2005 Note 2)
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS (P1,948,868) 677,003
CASH AND CASH EQUIVALENTS AT BEGINNING OF
YEAR 5,240,774 4,563,771
CASH AND CASH EQUIVALENTS AT END
OF YEAR $3,291,906 B5,240,774

See accompanying Notes to Financial Statements.
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MAKATI FINANCE CORPORATION

NOTES TO FINANCIAL STATEMENTS

1.

Corporate Information

Makati Finance Corporation (the Company) operates as a domestic corporation engaged in the sale
of various financial products and services, catering generally to the consumer market. The
Company’s principal place of business is at the 2nd Floor, Makati Finance Centre, 7823 Makati
Avenue, Makati City. The Company was listed in the Philippine Stock Exchange on

January 6, 2003 and is majority owned by Amalgamated Investment Bancorporation (AIB).

The accompanying financial statements of the Company were authorized for issue by the board of
directors (BOD) on March 16, 2006.

Summary of Significant Accounting Policies

Basis of Financial Statement Preparation

The Company’s financial statements have been prepared in compliance with Philippine Financial
Reporting Standards (PFRS). These are the first annual financial statements of the Company
prepared in compliance with PFRS. The accompanying financial statements are prepared using
the historical cost basis except for available-for-sale (AFS) investments that have been measured
at fair value.

Changes in Accounting Policies
On January 1, 2005, the following new accounting standards became effective and were adopted

by the Company:

¢ Philippine Accounting Standard (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 benefit expense relating to past service cost and actuarial gains and
losses. It requires the Company 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 balance sheet date.

The effect of adopting this standard resulted in a transition liability amounting to
P68,999 as of December 31, 2004. Net income in 2004 decreased by £248,922 with a
corresponding increase in liability of the same amount.

o 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 had no material impact on the financial
statements.
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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 provision for general banking risk is treated
as appropriation of retained earnings and should not be included in the determination of net
income for the period. In accordance with this standard, new disclosures were included in the
accompanying financial statements, where applicable.

PAS 32, Financial Instruments: Disclosure and Presentation, covers the disclosure and
presentation of all financial instruments. The standard requires more comprehensive
disclosures about the Company’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, Financial Instruments: Recognition and Measurement, establishes the accounting and
reporting standards for recognizing, measuring, and disclosing information about the
Company’s financial assets and financial liabilities. PAS 39 also covers the accounting for
derivative instruments. The standard has expanded the definition of a derivative instrument to
include derivatives (derivative-like provisions) embedded in non derivative contracts. Under
PAS 39, in determining whether a financial asset is impaired, reference is made to quoted
market rates; in the absence of such quoted market rates, the discounted cash flow method is
to be used.

As allowed under PFRS 1, the effect of adopting PAS 32 and PAS 39 will not result in a
restatement of prior year financial statements. Any cumulative effect of adopting these
standards, however, will be charged against retained earnings as of January 1, 2005.

PAS 39 requires that if there is objective evidence that impairment on loans and other
financial assets carried at amortized cost are incurred, the amount of loss is measured as the
difference between the assets’ carrying amount and the present value of future cash flows.
Prior to January 1, 2005, the adequacy of allowance for impairment losses on loans and other
receivables and risk assets was determined based on management criteria. The effect of
adopting PAS 39 provisions on impairment of financial assets had no impact on the financial
statements.

The effect of adopting the effective interest rate (EIR) method in measuring amortized cost for
loans had no impact on the financial statements. However, the effect of adopting the provision
of PAS 39 on the classification and related measurement of financial assets on the Company’s
financial statements decreased the stockholders’ equity for the net unrealized loss on AFS
amounting to 100,000 as of January 1, 2005.

As of December 31, 2005, the Company has no outstanding derivatives transaction.
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e PAS 40, Investment Property, prescribes the accounting treatment for investment property and
related disclosure requirements. This standard permits the Company 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 Company opted to
adopt the cost method in accounting for its investment property.

The effect of adopting the cost method in accounting for real and other properties owned or
acquired (ROPOA) and investments in real estate that qualified as investment property
resulted in a decrease in net income of 880,053 in 2004.

e PFRS 1, First-Time Adoption of Philippine Financial Reporting Standards, requires an entity
to comply with PFRS effective at the reporting date for its first PFRS financial statements. In
particular, PFRS 1 requires an entity to do the following in the opening PFRS balance sheet
that it prepares as a starting point for its accounting under PFRS: (a) recognize all assets and
liabilities whose recognition is required by PFRS; (b) not recognize items as assets and
liabilities if PFRS do not permit such recognition; (c) reclassify items that it recognized under
previous generally accepted accounting principles (GAAP) as one type of asset, liability or
component of equity, but are a different type of asset, liability or component of equity under
PFRS; and (d) apply PFRS in measuring all recognized assets and liabilities. New disclosure
requirements were included as a result of the adoption of the new standard.

The Company’s transition date is January 1, 2004. The Company prepared its opening PFRS
balance sheet at that date. The Company’s PFRS adoption date is January 1, 2005. In
preparing financial statements in compliance with PFRS 1, the Company has applied certain
mandatory exemption and certain optional exemption from full retrospective application of
PFRS.

Exemption from restatement of comparative financial information for PAS 32 and PAS 39.
The Company elected to apply this exemption. It applied previous GAAP rules to derivatives,
financial assets and financial liabilities and to hedging relationships for the comparative
information for 2004 and prior years. The adjustments required for differences between the
previous GAAP and PAS 32 and PAS 39 were determined and recognized at January 1, 2005.

Exemption in respect of derecognition of financial assets and liabilities

Financial assets and liabilities derecognized before January 1, 2004 are not 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 does not meet the PAS 39
derecognition criteria.
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PFRS 5, Non-current Assets Held for Sale and Discounted Operations, specifies the
accounting for assets held for sale and the presentation and disclosure of discontinued
operations. [t 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 balance sheets and the results of
discontinued operations to be presented separately in the statements of income. The effect of
adopting this standard is not material to the Company’s financial statements.

The following revised standards were also adopted in 2005 but had no material impact on the
Company’s financial statements. Required disclosures were included in the financial
statements where applicable.

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 non-current; 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 Company’s accounting
policies. It also requires changes in the presentation of minority interest in the balance sheets
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 balance sheet 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 disclosures for related parties. It also requires disclosure
of the compensation of key management personnel by benefit type.
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Reconciliation of financial position following the adoption of PFRS follows:

January 1, 2005

December 31, 2004

(end of last period presented

January 1, 2004

(date of transition of PAS 32 and 39) under the previous GAAP) (date of transition)
Effect of Effect of Effect of
Previous Transition to Previous Transition to Previous Transition to
Account Description Item GAAP PFRS PFRS GAAP PFRS PFRS GAAP PFRS PFRS
Asset Accounts
Cash and cash equivalents P5,240,774 P B5,240,774  £5,240,774 P~ P5240,774  P4,563,771 P-  P4,563,771
Loans and receivables 88,310,243 - 88,310,243 88,310,243 - 88,310,243 66,468,472 - 66,468,472
Property and equipment 2,683,665 - 2,683,665 2,683,665 - 2,683,665 502,500 - 502,500
Real and other properties
owned or acquired - net a - - - 25,193361 (25,193,361) - 18,340,430  (18,340,430) -
Investment properties - net a 25,526,072 (250,000) 25,276,072 - 25,526,072 25,526,072 - 20,176,476 20,176,476
Other assets - net b 15,251,904 150,000 15,401,904 15,251,904 - 15,251,904 21,911,851 - 21,911,851
137,012,658 (100,000) 136,912,658 136,679,947 332,711 137,012,658 111,787,024 1,836,046 113,623,070
Liability Accounts
Short-term notes payable 13,500,000 - 13,500,000 13,500,000 - 13,500,000 3,028,704 - 3,028,704
Accounts payable and other liabilities c 7,239,039 - 7,239,039 8,404,564 (1,165,525) 7,239,039 6,231,890 (1,164,430) 5,067,460
20,739,039 - 20,739,039 21,904,564 (1,165,525) 20,739,039 9,260,594 (1,164,430) 8,096,164
Equity Accounts
Capital stock 76,733,409 - 76,733,409 76,733,409 - 76,733,409 74,818,068 - 74,818,068
Additional paid-in capital 4,347,611 - 4,347,611 4,347,611 - 4,347,611 4,347,611 - 4,347,611
Retained earnings d 35,192,599 - 35,192,599 33,694,363 1,498,236 35,192,599 23,360,751 3,000,476 26,361,227
Net unrealized losses on AFS
investments b - (100,000) (100,000) — - - - - -
116,273,619 (100,000) 116,173,619 114,775,383 1,498,236 116,273,619 102,526,430 3,000,476 105,526,906
£137,012,658 (2100,000) P136,912,658 P136,679,947 P332,711 P137,012,658 PR111,787,024  P1,836,046 P113,623,070
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Reconciliation of results of operations for the year ended December 31, 2004 follows:

Effect of
Previous  Transition
Account Description Note GAAP to PFRS PFRS
For the year ended
December 31, 2004
Interest Income £36,400,318 B- R36,400,318
Interest Expense 150,625 - 150,625
Net Interest Income 36,249,693 - 36,249,693
Provision for Impairment Losses e 787,921 623,282 1,411,203
Net Interest Income after Provision for Impairment Losses 35,461,772 (623,282) 34,838,490
Other Income
Recovery on asset charged off 4,000,000 - 4,000,000
Service charges 1,489,283 - 1,489,283
Gain on sale of acquired assets 45,360 - 45,360
Miscellaneous f 416,172 250,017 666,189
5,950,815 250,017 6,200,832
Other Expenses
Professional fees 5,969,463 - 5,969,463
Salaries and employee’s benefits g 4,455,875 248,922 4,704,797
Taxes and licenses 2,313,704 - 2,313,704
Management fees 1,296,047 - 1,296,047
Litigation/asset acquired expenses 1,170,464 - 1,170,464
Transportation and travel 625,352 - 625,352
Rent 452,545 - 452,545
Amortization of deferred charges 420,930 - 420,930
Commissions 410,944 - 410,944
Entertainment, amusement and recreation 322,888 - 322,888
Depreciation and amortization h 293,036 880,053 1,173,089
Miscellaneous 2,693,518 - 2,693,518
20,424,766 1,128,975 21,553,741
Income before Income Tax 20,987,821 (1,502,240) 19,485,581
Provision for Income Tax 6,823,012 - 6,823,012
Net Income 14,164,809 (£1,502,240) $12,662,569

Notes to the reconciliation of balance sheet as of December 31, 2004 and January 01, 2004 and

statements of income for December 31, 2004:

a. The net adjustment to Investment Properties consists of:

January 1, December 31, January 1,
2005 2004 2004
Reclassification from real and other properties
owned or acquired P £25,193,361 18,340,430
Reclassifications of ROPOA to AFS (250,000) - -
Depreciation of properties treated as
investment properties under PAS 40 - (880,053) -
Reversal of allowance on investment
properties - 1,887,075 1,887,075
Recognition of additional aliowance for
impairment - (623,282) -
Adjustment of the property to its fair value - (51,029) (51,029)
(£250,000) P25,526,072 220,176,476

to Available-for-Sale Investments.

The adjustment on Other Assets pertains to reclassification of shares of stocks from ROPOA
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The adjustment to Accounts Payable and Other Liabilities consists of:

December 31, January 1,

2004 2004
Reversal of beginning LRI/MRI payable to income (R1,333,239) (P1,083,222)
Additional retirement expense under PAS 19 248,922 -
Recognition of transition liability (81,208) (81,208)

(R1,165,525)

(P1,164,430)

Following is the summary of the adjustments to Retained Earnings:

December 31, January 1,
2004 2004
Reversal of beginning LRI/MRI payable to income
(item b) P1,333,239 P1,083,222
Reversal of allowance on investment property (item a) 4,861,917 5,485,199
Recognition of accumulated depreciation on
Investment property (4,478,177) (3,598,124)
Additional retirement expense (item f) (248,922) -
Recognition of transition liability (item b) 81,208 81,208
Others (item a) (51,029) (51,029)
P1,498,236 £3,000,476

The adjustment to Provision for Impairment Losses consists of recognition of additional
impairment losses for investment property amounting to £623,282 as of December 31, 2004.

The adjustment to Miscellaneous Income amounting to 250,017 consists of recognition of
the LRI/MRI payable as income as of December 31, 2004 in connection with the provision of

PAS 18.

The adjustment on Salaries and Employee’s Benefits pertains to the recognition of retirement

expense amounting to 248,922,

The adjustment to Depreciation and Amortization pertains to the recognition of the 2004

depreciation expense on investment properties,

Cash and Cash Equivalents

Loans and Receivables

Cash equivalents are short-term highly liquid instruments that are readily convertible to known
amounts of cash with maturities of three months or less from the dates of placement that are
subject to insignificant risk of changes in value.

Loans and receivables are non derivative financial assets with fixed or determinable payments that
are not quoted in an active market and for which the Company has no intention of trading.

Loans and receivables are stated at the outstanding balance, reduced by unearned discounts and
capitalized interest on restructured loans and allowance for impairment losses.
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Receivables are classified as nonperforming or considered impaired when the principal is past
due, or when, in the opinion of management, collection of interest and principal is doubtful.
These receivables will not be reclassified as performing until interest and principal payments are
brought current or the receivables are restructured and future payments appear assured.
Receivables are considered past due when three installment payments are in arrears.

Client’s equity represents the amount withheld by the Company as protection against customer
returns and allowances and other special adjustments, which is equivalent to 30% of the
receivables factored. This is diminished proportionately as the receivables from factoring are
collected.

Investments in Subsidiaries
Investments in subsidiaries in the Company financial statements are accounted for using the cost
method less any impairment in value.

Revenue Recognition

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

Interest Income

Unearned interest income are recognized as income over the terms of the receivable using the EIR.
Interest income on nondiscounted receivables is accrued as earned likewise using the effective
interest method.

Service Charges
Service charges are recognized only upon collection or accrued where there is reasonable certainty
as to its collectibility.

Investment Properties
Initially, investment properties are measured at cost including transaction costs. Subsequent to
initial recognition investment properties are stated at cost less accumulated depreciation.

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 derecognition of an investment property are recognized in the
statements of income in the year of derecognition.

Expenditures incurred after the investment properties have been put into operations, such as
repairs and maintenance costs, are normally charged against current operations in the period in
which the costs are incurred.

Depreciation is calculated on a straight-line basis over the estimated useful life of 15 years from
the time of acquisition of the investment property.

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 derecognition of an investment property are recognized in
the statements of income in the year of derecognition.
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Property and Equipment
Property and equipment are 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, and any directly
attributable costs to bring the asset to its working condition and location for its intended use.
Expenditures incurred after the property and equipment have been put into operation, such as
repairs and maintenance, are normally charged against 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 any resulting gain or loss is credited to or charged
against current operations.

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

Furniture, fixtures and equipment S years

Leasehold rights and improvements 10 years or over the period of
tenancy, whichever is shorter

Transportation equipment S years

The useful life and the depreciation 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 property and equipment are reviewed for impairment when events or
changes in circumstances indicate that the carrying value may not be recoverable. If any such
indication exists and where the carrying values exceed the estimated recoverable amount, the
assets are written down to their recoverable amount (see accounting policy on Impairment of
Assets).

Software Costs

Software costs (included under Other Assets in the balance sheets) include costs incurred relative
to the development of the Company’s software. Costs are amortized over five years on a straight-
line basis from the date of its actual use.

Foreign Currency Transactions and Translation

Foreign currency denominated assets and liabilities are translated using the Philippine Dealing
System weighted average rate (PDSWAR) prevailing at balance sheet date, while foreign
currency income and expenses are translated into their equivalent Philippine pesos based on
PDSWAR at transaction dates. Exchange gains or losses arising from foreign currency
transactions and restatements of foreign currency denominated assets and liabilities are credited to
or charged against current operations.
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Impairment of Financial Assets

An assessment is made at each balance sheet date as to whether there is objective evidence that a
specific financial asset may be impaired. If such evidence exists, any impairment loss is
recognized in the income statement.

For assets carried at amortized cost such as loans and receivables, impairment is based on
estimated cash flows or the fair value of the collateral if the loan is collateral dependent,
discounted at the original effective interest rate.

The impairment losses for financial assets is inherently subjective because it requires material
estimates, including the amounts and timing of expected recoverable future cash flows. These
estimates may change significantly from time to time, depending on available information. In
addition, a provision is made to cover impairment for specific groups of assets where there is a
measurable decrease in estimated future cash flows. Increases to the allowance for impairment
losses are charged to provision for impairment losses in the statement of income. Loans deemed
to be uncollectible are charged against the allowance for impairment losses. Recoveries of
previously charged off amounts are credited to recoveries from impairment losses in the
statements of income.

Interest income is recognized on impaired financial assets based on the rate used to discount future
cash flows to their net present value.

Impairment of Non Financial Assets
At each reporting date, the Company assesses whether there is any indication that its non financial
assets may be impaired.

Where an indicator of impairment exists, the Company makes a formal estimate of recoverable
amount. Where the carrying amount of an asset exceeds its recoverable amount the asset is
considered impaired and is written down to its 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

A previously recognized impairment loss is reversed by a credit to current operations 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.

Income Taxes

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

Deferred income tax liabilities are recognized for all taxable temporary differences. Deferred
income 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 corporate
income tax (RCIT) and unused net operating loss carryover (NOLCO), to the extent that it is
probable that taxable income will be available against which the deductible temporary differences
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and carryforward of unused tax credits from excess MCIT over RCIT and unused tax losses 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 income nor taxable income or loss.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable income will be available
to allow all or part of the deferred income tax asset to be utilized.

Deferred income 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 balance sheet date.

Leases
Operating lease payments are recognized as an expense in the statements of income on a straight-

line basis over the lease term.

Derecognition of Financial Instruments

The derecognition of a financial instrument takes place when the Company has either

(a) transferred substantially all the risks and rewards of ownership or (b) when it has neither
transferred or retained substantially all the risks and rewards but it no longer has control over the
asset or a proportion of the asset.

Offsettin
Financial assets and financial liabilities are only offset and the net amount reported in the

statement of condition when there is a legally enforceable right to set off the recognized amounts
and the Company intends to either settle on a net basis, or to realize the asset and the liability
simultaneously.

Provisions and Contingencies

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

Contingent liabilities are not recognized in the financial statements. They are disclosed 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 probable.
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Retirement Cost

The Company’s retirement cost 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 past service cost is the present value
of any units of future benefits credited to the employees for services in periods prior to the
commencement or subsequent amendment of the plan. Unfunded past service costs and
experience adjustment are amortized over the expected remaining working lives of employees.
Retirement expense includes current service cost plus amortization of past service cost, experience
adjustments and actuarial gains or losses.

Earnings Per Share

Basic earnings per share (EPS) is computed based on the weighted average number of common
shares outstanding after giving retroactive effect to stock dividends declared and stock rights
exercised during the year.

Subsequent Events

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

Significant Accounting Judgments and Estimates

The preparation of the financial statements in compliance with PFRS requires the Company to
make estimates and assumptions that affect the reported amounts of assets, liabilities, income and
expenses, and disclosure of contingent assets and contingent liabilities. Future events may occur
which will 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.

Estimates and judgments 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:

a) Impairment losses of receivables
The Company reviews its loan portfolios to assess impairment at least at each reporting date.
In determining whether an impairment loss should be recorded in the statement of income, the
Company 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, 2005, the carrying value of loans and receivables
amounted to 128.7 million (Note 6).
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(b) Recognition of deferred tax asset
The Company reviews the carrying amount of deferred income taxes at each balance sheet
date and reduced to the extent that it is no longer probably that sufficient income will be
available to all or part of the deferred income tax assets to be utilized. The Company has been
in a taxable income position over the past several years. As of December 31, 2005, deferred
tax assets amounted to 6.1 million (Note 14).

(c) Present value of retirement obligation
The determination of the obligation and cost of pension and other retirement benefits is
dependent on the selection of certain assumptions used by actuaries in calculating such
amounts. Those assumptions include, among others, discount rates, expected returns on plan
assets and salary increase rates. As of December 31, 2005, the carrying value of the
Company’s net retirement liability amounted to 301,867 (Note 15).

Fair Value Measurement

The following table summarized the carrying amounts and fair values of those financial assets and
liabilities not presented on the balance sheet at their fair value.

Carrying Value Fair Value
Financial Asset
Receivables 128,725,748 128,725,748
Financial Liabilities
Notes payable 37,308,333 37,308,333
Accrued expenses 4,130,588 4,130,588
Accounts payable and other liabilities 3,940,001 3,940,001

Receivables
The carrying amounts of receivables approximate fair values due to their short-term maturity.

Financial liabilities
The carrying amounts of financial liabilities approximate fair values due to their short-term
maturity.

Financial Instruments Risk Position

Credit Risk and Concentration of Assets and Liabilities and Off Balance Sheet Items

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation
and cause the other party to incur a financial loss. The Company manages credit risk by setting
limits for individual borrowers, and groups of borrowers and industry segments. The Company
also monitors credit exposures, and continually assesses the credit worthiness of counterparties. In
addition, the Company obtains security where appropriate, enters into collateral arrangements with
counterparties, and limits the duration of exposures. Finally, credit applications go through a
process of screening using the Company’s credit standards to minimize risk.
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Market Risk

Market risk is 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. The value of the financial instruments
held by the Company may change only as a result of changes in foreign currency exchanges rates,
extra ordinary changes in interest rates and other fortuitous events. The Company’s market risk
originates from its holdings in its foreign exchange instruments and equities.

The Company has diversified its loan products to spread both credit risk and market risk. From
having only one product line in year 2000, the Company now has three strong main product lines
and continues to develop other loan packages to create better value added services and discover
new market niches.

Receivables

Receivables consist of:

2005 2004

Loans receivable P187,453,333 P148,759,553
Due from affiliates (Note 16) 16,602,499 16,847,270
Notes receivable 3,877,469 -
Others 14,987,510 7,933,557
222,920,811 173,540,380
Unearned interest income (26,002,407) (34,250,851)
Client’s equity (30,662,716) (13,948,415)
Allowance for impairment losses (Note 10) (37,529,940) (37,030,871)

P128,725,748 £88,310,243

As of December 31, 2005 and 2004, nonperforming receivables amounted to £39.2 million and
P38.7 million, respectively.

Receivables maturing within one year from the respective balance sheet dates amounted to
P187.7 million and 132.4 million as of December 31, 2005 and 2004, respectively.
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7. Investment Properties

The composition and movements in this account follow:

2004
Land Improvements Others Total Total
Cost
Balance at beginning of year P16,207,138 P14,415,644 P250,000 $30,872,782  £34,400,819
Disposals/others (340,873) - (250,000) (590,873))  (3,528,037)
Balance at end of year 15,866,265 14,415,644 - 30,281,909 30,872,782
Accumulated depreciation
and amortization
Balance at beginning of year - 4,478,177 - 4,478,177 3,598,124
Depreciation and amortization - 900,609 -~ 900,609 880,053
Disposals/others — - - - —
Balance at end of year — 5,378,786 - 5,378,786 4,478,177
Allowance for impairment losses
(Note 10) - 1,614,911 - 1,614,911 868,533
Net book value at end of year 215,866,265 P7,421,947 P-  P23,288,212 25,526,072

The aggregate fair value of the investment properties of the Company were P26.53 million and
£27.38 million as of December 31, 2005 and 2004, respectively.

The fair values of the Company’s investment properties were obtained on the basis of recent sales
of similar properties in the same areas as the investment properties and taking into account the
economic conditions prevailing at the time the valuations were made.

8. Property and Equipment

The movements of property and equipment during the year follow:

2005
Furniture,
Fixtures and Leasehold Transportation 2004

Equipment Improvements Equipment Total Total
Cost
Balance at beginning of year 2,403,191 P1,010,809 3,009,320 P 6,423,320 £4,328,118
Additions 19,698 - 5,676,900 5,696,598 2,474,201
Disposal (931,722) (878,831) (377,098) (2,187,651) (378,99%)
Balance at end of year 1,491,167 131,978 8,309,122 9,932,267 6,423,320
Accumulated Depreciation

and Amortization

Balance at beginning of year 2,173,760 977,344 588,551 3,739,655 3,825,618
Depreciation and amortization 103,902 14,829 1,449,212 1,567,943 293,036
Disposal (931,722) (878,831) (365,431) (2,175,984) (378,999
Balance at end of year 1,345,940 113,342 1,672,332 3,131,614 3,739,655
Net Book Value R145,227 P18,636 26,636,790 P6,800,653 P2,683,665
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9.

Other Assets

This account consists of:

2005 2004

Prepaid expenses £1,524,123 £395,909
Software costs 365,875 713,020
AFS investments 180,000 -
Investments in subsidiaries 100,000 100,000
Sales contract receivable - 987,243
Miscellaneous 851,576 249 832
23,021,574 2,446,004

AFS securities pertains to golf club shares reclassified form ROPOA and is net of unrealized
market loss of 70,000 in 2005 and 100,000 in 2004.

The movements in software costs follow:

2005 2004
Balance at beginning of year £713,020 £1,100,950
Additions 73,785 33,000
Amortization for the year (420,930) (420,930)
Net book value at end of year P365,875 £713,020

As of December 31, 2005 and 2004, the investments in subsidiaries pertain to investments in
shares of stock of the following:

Acquisition costs:
Commercial and Consumer Credit Corporation (3C)

(100% owned) £1,000,000

Global Credit and Management Group/3C (GCMGI/3C)
(51% owned) 1,000,000
3C - Pawnshop (100% owned) 100,000
2,100,000
Accumulated equity in net losses (2,000,000)
£100,000

The Company discontinued applying the equity method for its investments in 3C and GCMGI/3C
since the acquisition costs were reduced to zero due to the accumulated share in net losses of these
subsidiaries. 3C and GCMGI/3C have ceased operations in 1999 and 1996, respectively.

As of December 31, 2005, 3C Pawnshop has not yet started commercial operations.
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10. Allowance for Impairment Losses

Changes in the allowance for impairment losses are as follows:

2005 2004
Balance at beginning of year
Receivables £37,030,871 B54,554,306
Investment properties 868,533 4,685,208
AFS investments 3,227,008 -
41,126,412 59,239,514
Provisions 1,168,642 1,411,203
Accounts written off - (19,524,305)
Recovery 76,805 -
Balance at end of year
Receivables (Note 3) 37,529,940 37,030,871
Investment properties 1,614,911 868,533
AFS investments 3,227,008 3,227,008
P42,371,859 B41,126,412

The Company’s receivables were individually assessed as to impairment and those uncollected for

90 days or more were provided with 100% allowance.

11. Notes Payable

This represents unsecured short-term loans from a domestic bank and from stockholders with
annual interest rates ranging from 10% to 12.5% in 2005 and 9% to 15% in 2004.

Notes payable maturing within one year from the respective balance sheet dates amounted to

37,308,333 and R13,500,000 as of December 31, 2005 and 2004, respectively.

12. Accounts Payable and Other Liabilities

This account consists of:

2005 2004

Accounts payable P3,383,506 P1,547,981
Others 556,495 956,256
23,940,001 P2,504,237
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13. Stockholder’s Equity

On May 25, 2004, the BOD approved the declaration of 2.56% stock dividends in the aggregate
amount of 1,915,598 in favor of the stockholders of record as of June 25, 2004, with any
fractional shares to be paid in cash. This stock dividend declaration was approved by the
Company’s stockholders in a meeting held on June 10, 2004,

Also on May 25, 2004, the BOD declared cash dividends amounting to 1,915,599 or £0.0256 per

share.

The movements in the number of shares and capital stock amount for the years ended

December 31, 2005, 2004 and 2003 follow:

2005 2004
Number Number
of Shares Amount* of Shares Amount*
Balance at beginning of year 76,733,409 PB76,733,409 74,818,068 R74,818,068
Increase in the number of
shares as a result of
reduction in par value - - - -
Stock dividends 2,124,709 2,124,709 1,915,341 1,915,341
Issuance — - - -
Balance at end of year 78,858,118 P78,858,118 76,733,409 $76,733,409

*B1 par value per share

14,

Income and Other Taxes

The components of the deferred tax assets included under Other Assets account are as follows:

2005 2004

Deferred tax assets on:
Allowance for impairment losses £6,092,585 R12,664,268
Nondeductible expense - 99,783
Past service cost — 41,849
BR6,092,585 212,805,900

The Company did not set up deferred tax assets on the allowance for impairment losses amounting
to 6.6 million and P3.1 million as of December 31, 2005 and 2004, respectively. The Company
believes that it is not reasonably probable that this temporary difference will be realized in the

future.
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The reconciliation of the statutory income tax to the effective income tax follows:

2005 2004
Statutory income tax £6,621,414 £6,716,103
Tax effects of:
Nondeductible expenses 500,751 164,385
Tax-paid and tax-exempt income (125,739) (89,990)
Others 1,183,252 32,514
Effective income tax 28,179,678 P6,823,012

Effective January 1, 2003, the Company is subject to the value-added tax (VAT) instead of the
gross receipts tax (GRT). However, GRT on banks and financial intermediaries was reimposed
effective January 1, 2004,

RA No. 9337, An Act Amending National Internal Revenue Code, provides that the RCIT rate
shall be increased from 32% to 35% effective July 1, 2005 until December 31, 2008. Starting
January 1, 2009 the RCIT rate shall be 30%. It also provides for the change in GRT rate from 5%
to 7% on non-lending income. However, these amendments were the subject of a temporary
restraining order (TRO) by the Supreme Court (SC). On October 8, 2005, the SC ruled that RA
9337 is constitutional and lifted the TRO. Subsequently, RA No. 9337 took effect on November 1,
2005. With the effectivity of RA No. 9337 on November 1, 2005, the RCIT rate is 35%. Interest
allowed as a deductible expense is reduced by an amount equivalent to 42% of interest income
subjected to final tax.

An MCIT of 2% on gross income is computed and compared with the regular income tax. Any
excess of the MCIT over the regular income tax is deferred and can be used as a tax credit against
future income tax liability for the next three years from the year of inception. In addition, the
NOLCO is allowed as a deduction from taxable income for the next three years from the year of
inception.

15.

Retirement Plan

The Company has a noncontributory and funded retirement plan covering all its officers and
regular employees. The valuation used in determining retirement cost is the projected unit credit
method.

The principal actuarial assumptions used in determining retirement liability for the Bank’s
retirement plan are shown below:

2005 2004
Discount rate 12% 14%
Expected rate of return on assets 7% 7%

Future salary increases 10% 10%
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The amounts recognized in the balance sheets are as follow:

2005 2004
Present value of fund obligation B759,546 £533,591
Fair value of plan assets (389,313) (361,585)
Unrecognized actuarial gains/(losses) (68,366) —
Net pension liability £301,867 £172,006
The movements in the present value of obligation follow:
2005 2004
Balance, January 1 P533,591 £406,929
Retirement expense 225,955 126,662
Balance, December 31 P759,546 £533,591
The movements in the fair value of plan assets recognized follow:
2005 2004
Balance, January 1 B361,585 337,930
Expected return 25,311 23,655
Actuarial gains/losses 2,417 -
Balance, December 31 P389,313 £361,585

Actual return on plan assets amounted to 227,728 and 823,655 as of December 31, 2005 and
2004, respectively.

The amounts included in Salaries and Wages in the statements of income are as follows:

2005 2004
Current cost B91,141 P69,692
Interest cost 64,031 56,970
Expected return on plan assets (25,311) (23,655)

P129,861 £103,007
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16. Related Party Transactions

The following transactions have been entered into with related parties:

Elements of Transactions
Nature of Related  Nature of Balance Sheet Amount Statement of Income Amount
Related party Party Relationship  Transaction 2005 2004 2005 2004
AIB Stockholder Receivables P £96,960 . P
Payables - 9,000,000 - -
Car lease contract 4,314,425 364,670 -
Interest expense - - 719,859 28,000
Professional fees - - 4,360,000 4,000,000
Interest Income - - 177,148 -
Merg Realty and Development
Corporation Stockholder Receivables ~ 2,401 - -
Payables 3,345,710 6,401 - -
Rental - - 456,000 452,545
Interest expense - - 43,778 9,619
Transportation/
Borromeo Bros. Estate Stockholder others - - 87,901 127,753
3C Subsidiary Receivables - 11,802,608 - -
Payment of
Subsidiary advances 11,739,608 - -
3C Pawnshop Subsidiary Receivables - 67,014 - -
Advanced
Subsidiary expenses 67,014 - -
GCMGL/3C Subsidiary Receivables - 4,486,780 - -
Payment of
Subsidiary Advances 4,486,780 - - -
MF Insurance Services Subsidiary Receivables - 80,702 - -
Advanced
Subsidiary expenses 80,702 - - -
Honda Motor World Affiliates Professional Fee - - 500,000 -
Others Stockholders Receivables - 310,805 - -
Affiliates Professional Fee - - 700,000 -
Directors Professional fees - - - 1,200,000
Directors Management fees 1,639,572 - 2,306,902 1,296,647

The remuneration of directors and other members of key management consist of short-term
benefits amounting to 4.9 million in 2005 and £3.9 million in 2004.

17. Earnings Per Share

EPS amounts were calculated as follows:

2005 2004

a. Netincome £12,193,904 P12,662,569
b. Weighted average number of outstanding

common shares 78,858,118 76,733,409

¢. Basic earnings per share (a/b) B0.15 B0.17
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Stock dividends declared in 2005 of 1,915,341 shares have been retroactively effected in the 2004
and 2003 basic EPS.

As of December 31, 2005, 2004 and 2003, there were no shares of stock that have a dilutive effect
on the earnings per share of the Company.

18.

Contingent Liability

In 2003, the Company received a preliminary assessment notice from the BIR for various tax
liabilities covering the taxable year 1999 amounting to £5,326,644. In 2004, the Company entered
into a compromise settlement with the BIR for the settlement of this assessment at £721,700. Of
this amount, 394,879 were paid representing basic deficiency tax and compromise penalty. The
balance represented interest.

19.

Lease Commitment

The Company leases its office space under a lease contract expiring on September 30, 2006. Total
rent expense incurred in 2005 and 2004 amounted to 499,315 and 452,545, respectively. The
rental to be paid in 2006 under the agreement amounts to 8342,000. The lease contract is
renewable annually upon agreement of the lessor and the Company.
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