











I-REMIT, INC. AND SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS

1.

Corporate Information

[-Remit, Inc. (the Parent Company) was incorporated in the Philippines and was registered with
the Securities and Exchange Commission (SEC) on March 5, 2001 and started commercial
operations on November 11, 2001.

The Parent Company, which is domiciled in the Philippines, has its registered office and principal
place of business at 26/F Discovery Centre, 25 ADB Avenue, Ortigas Center, Pasig City. The
Parent Company had its common shares publicly listed with the Philippine Stock Exchange on
October 17, 2007.

The Parent Company and its subsidiaries (the Group) are primarily engaged in the business of
fund transfer and remittance services of any form or kind of currencies or monies, either by
electronic, telegraphic, wire or any other mode of transfer; as well as undertake the delivery of
such funds or monies, both in the domestic and international market, by providing either courier or
freight forwarding services; and conduct foreign exchange transactions as may be allowed by law
and other allied activities relative thereto.

The Parent Company’s subsidiaries and associate are as follows:

Effective Percentage of Ownership

Country of Functional December 31
Incorporation Currency 2008 2007 2006
Subsidiaries:
International Remittance (Canada) Canadian Dollar
Ltd. IRCL) Canada (CAD) 100.00 100.00 95.00
Lucky Star Management Limited Hong Kong
(LSML) Hong Kong Dollar (HKD) 100.00 100.00 51.00
IRemit Global Remittance Great Britain
Limited (IGRL) United Kingdom  Pound (GBP) 100.00 100.00 -
Australian
I-Remit Australia Pty Ltd (IAPL) Australia Dollar (AUD) 100.00 100.00 -
Worldwide Exchange Pty Ltd Australian
(WEPL)* Australia Dollar (AUD) 65.00 65.00 -
[I-REMIT EUROPE Remittance
Consulting AG (IERCAG) Austria Euro (EUR) 74.90 - -
I-Remit New Zealand Limited New Zealand
(INZL) New Zealand Dollar (NZD) 100.00 - -
Power Star Asia Group Limited Hong Kong
(PSAGL) Hong Kong Dollar (HKD) 100.00 - -
Associate:
Singapore Dollar
IRemit Singapore Pte Ltd (ISPL) Singapore (SGD) 49.00 49.00 -

* Consists of direct voting interest of 35.00% and indirect voting interest through IAPL of 30.00%
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On June 29, 2007, the board of directors (BOD) and the stockholders of the Parent
Company approved the following amendments to the articles of incorporation and by-laws
of the Parent Company:

a) On the Articles of Incorporation:
1. Reduction of par value per share from £100.00 to £1.00 per share;
2. Increase in the authorized capital stock of the Parent Company from £200.00 million to
£1.00 billion;
3. Denial of pre-emptive rights; and
Authority of the BOD of the Parent Company to grant stock options, issue warrants or
enter into stock purchase or similar agreements.

b

b) On the By-Laws

1. Period for closing of stock and transfer book or fixing of record date;
2. Period for notice of stockholders’ meeting;

3. Deadline for the submission/revocation of proxies;

4. Number, term of office, qualifications and disqualifications;

5. Additional requirements for independent directors;
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Election of directors
Place of meeting of the BOD;
Vacancies;
Constitution of a nomination committee; and
0. The addition of one or more Vice Chairmen to the list of officers of the Parent Company.

On August 22, 2007, the SEC approved the amended articles of incorporation and by-laws of the
Parent Company.

Summary of Significant Accounting Policies

Basis of Preparation

The accompanying financial statements of the Group and of the Parent Company have been
prepared under the historical cost basis and are presented in Philippine pesos, the Parent
Company’s functional and presentation currency.

Each entity in the Group determines its own functional currency and items included in the
financial statements of each entity are measured using that functional currency. The respective
functional currencies of the subsidiaries are presented under Note 1.

Statement of Compliance
The consolidated financial statements of the Group and of the Parent Company have been
prepared in compliance with Philippine Financial Reporting Standards (PFRS).

Basis of Consolidation

The consolidated financial statements include the financial statements of the Parent Company and
its wholly and majority-owned subsidiaries mentioned in Note 1. The financial statements of the
subsidiaries are prepared for the same reporting year of the Parent Company using uniform
accounting policies for like transactions and other events in similar circumstances.
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Subsidiaries are all entities over which the Group has the power to govern the financial and
operating policies generally accompanying a shareholding of more than one half of the voting
rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another entity.

Subsidiaries are consolidated from the date on which control is transferred to the Group and cease
to be consolidated from the date on which control is transferred out of the Group. Control is
achieved where the Group has the power to govern the financial and operating policies of an entity
so as to obtain benefits from its activities. The results of subsidiaries acquired or disposed of
during the year are included in the consolidated statement of income from the date of acquisition
or up to the date of disposal, as appropriate.

All intra-group balances, transactions, income and expenses and profits and losses resulting from
intra-group transactions are eliminated in full in the consolidation.

Business Combination and Goodwill

Business combinations are accounted for using the purchase accounting method. This involves
recognizing identifiable assets (including previously unrecognized intangible assets) and liabilities
(including contingent liabilities and excluding future restructuring) of the acquired business at fair
value.

Goodwill acquired in a business combination is initially measured at cost being the excess of the
cost of the business combination over the Group’s interest in the net fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities. Following initial recognition, goodwill is
measured at cost less any accumulated impairment losses. Goodwill is reviewed for impairment
annually (see accounting policy on Impairment of nonfinancial assets).

When subsidiaries are sold, the difference between the selling price and the net assets plus
cumulative translation differences is recognized in the statement of income.

Minority Interests

Minority interests represent the portion of net income or loss and the net assets not held by the
Group and are presented separately in the consolidated statement of income and within equity in
the consolidated balance sheet, separately from equity attributable to equity holders of the Parent
Company. Acquisitions of minority interests are accounted for using the parent entity extension
method, whereby the difference between the consideration and the book value of the share of the
net assets acquired is recognized as an additional goodwill.

Changes in Accounting Policies
The accounting policies adopted are consistent with those of the previous financial year except for
the adoption of the following:

e Philippine Interpretation International Financial Reporting Interpretations Committee
(IFRIC) 11, PFRS 2 - Group and Treasury Share Transactions
This Interpretation requires arrangements whereby an employee is granted rights to an entity’s
equity instruments to be accounted for as an equity-settled scheme by the entity even if (a) the
entity chooses or is required to buy those equity instruments (e.g., treasury shares) from
another party, or (b) the shareholder(s) of the entity provide the equity instruments needed. It
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also provides guidance on how subsidiaries, in their separate financial statements, account for
such schemes when their employees receive rights to the equity instruments of the Parent
Company. The adoption of this Interpretation has no impact on the Group’s financial
statements.

e Philippine Interpretation IFRIC-14, The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction
This Interpretation provides general guidelines on how to assess the limit in Philippine
Accounting Standards (PAS) 19, Employee Benefits on the amount of the surplus that can be
recognized as an asset. It also explains how this limit, also referred to as the ‘asset ceiling
test’, may be influenced by a minimum funding requirement. This Interpretation standardizes
current practice and ensures that companies recognize an asset in relation to a surplus on a
consistent basis. The adoption of this Interpretation has no impact on the Group’s financial
statements.

Significant Accounting Policies

Foreign Currency Translation

The consolidated financial statements and the Parent Company financial statements are presented
in Philippine pesos, which is the Parent Company’s functional and presentation currency. Each
subsidiary in the Group determines its own functional currency and items included in the financial
statements of each entity are measured using that functional currency.

Transactions and balances

Transactions in foreign currencies are initially recorded at the functional currency closing rate at
the date of the transaction. For financial reporting purposes, foreign currency-denominated
monetary assets and liabilities are translated in Philippine pesos based on the Philippine Dealing
System (PDS) closing rate prevailing at the balance sheet date, and foreign currency-denominated
income and expenses are translated at the exchange rate at the date of the initial transaction.
Exchange differences arising on translation are taken directly to the statement of income.

Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates as at the dates of the initial transactions. Non-monetary items
measured at fair value in a foreign currency are translated using the exchange rates at the date
when the fair value was determined. Any goodwill arising on the acquisition of foreign operation
and any fair value adjustments to the carrying amounts of assets and liabilities arising on the
acquisition are treated as assets and liabilities of the foreign operation and translated at the closing
rate.

Foreign subsidiaries

As at the reporting date, the assets and liabilities of subsidiaries are translated into the Parent
Company’s presentation currency (the Philippine peso) at PDS closing rate prevailing at the
balance sheet date, and their income and expenses are translated at the exchange rate at date of the
transaction. Exchange differences arising on translation are taken directly to a separate component
of equity under ‘Cumulative translation adjustment’. Upon disposal of a foreign entity, the
deferred cumulative amount recognized in equity relating to the particular foreign operation is
recognized in the consolidated statement of income.



Financial Instruments - Initial Recognition and Subsequent Measurement

Date of recognition

Purchases or sales of financial assets that require delivery of assets within the time frame
established by regulation or market convention are recognized on the settlement date.

Initial recognition of financial instruments

All financial assets and financial liabilities, including trading and investment securities and loans
and receivables, are initially recognized at fair value. Except for financial assets and liabilities
valued at fair value through profit or loss (FVPL), the initial measurement of which includes
transaction costs. The Group classifies its financial assets in the following categories: financial
assets at FVPL, available-for-sale (AFS) investments, held-to-maturity (HTM) investments and
loans and receivables. Financial liabilities are classified as financial liabilities at FVPL carried at
fair value or other financial liabilities carried at cost or amortized cost. The classification depends
on the purpose for which the investments were acquired and whether they are quoted in an active
market. Management determines the classification of its investments at initial recognition and,
where allowed and appropriate, re-evaluates such designation at every reporting date.

As of December 31, 2008 and 2007, the Group had no financial assets and financial liabilities at
FVPL, AFS investments and HTM investments. The Group’s financial instruments include
receivables and other financial liabilities.

Receivables

Receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. After initial measurement, receivables are subsequently carried at
amortized cost using the effective interest rate (EIR) method less any allowance for credit losses.
Amortized cost is calculated by taking into account any discount or premium on acquisition and
fees and costs that are an integral part of the EIR. The amortization is included in ‘Interest
income’ in the statement of income. The losses arising from impairment are recognized in
‘Provision for credit losses’ in the statement of income.

Financial liabilities at amortized cost

Issued financial instruments or their components, which are not designated at FVPL, if any, where
the substance of the contractual arrangement results in the Group having an obligation either to
deliver cash or another financial asset to the holder, or to satisfy the obligation other than by the
exchange of a fixed amount of cash or another financial asset for a fixed number of own equity
shares. The components of issued financial instruments that contain both liability and equity
elements are accounted for separately, with the equity component being assigned the residual
amount after deducting from the instrument as a whole the amount separately determined as the
fair value of the liability component on the date of issue.

After initial measurement, financial liabilities which are not designated at FVPL are subsequently
measured at amortized cost using the EIR method. Amortized cost is calculated by taking into

account any discount or premium on the issue and fees that are an integral part of the EIR.

Financial liabilities at amortized cost include ‘Beneficiaries and other payables’ and ‘Interest-
bearing loans’ among others.



Determination of fair value

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

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation methodologies. Valuation methodologies include net present value
techniques, comparison to similar instruments for which market observable prices exist, option
pricing models, and other relevant valuation models.

Derecognition of Financial Assets and Liabilities

Financial asset

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

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

e the Group retains the right to receive cash flows from the asset, but has assumed an obligation
to pay them in full without material delay to a third part under a ‘pass through’ arrangement;
or

e the Group has transferred its rights to receive cash flows from the asset and either (a) has
transferred substantially all the risks and rewards of the asset, or (b) has neither transferred nor
retained substantially all the risks and rewards of the asset, but has transferred control of the
asset.

Where the Group has transferred its right to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control
of the asset, the asset is recognized to the extent of the Group’s continuing involvement in the
asset.

Financial liability

A financial liability is derecognized when the obligation under the liability is discharged,
cancelled or has expired. Where an existing financial liability is replaced by another from the
same lender on substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a derecognition of the original liability
and the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the statement of income.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount reported in the balance sheet
if, and only if, there is a currently enforceable legal right to offset the recognized amounts and
there is an intention to settle on a net basis, or to realize the asset and settle the liability
simultaneously.




Impairment of Financial Assets

The Group assesses at each balance sheet date whether there is objective evidence that a financial
asset or group of financial assets is impaired. A financial asset or a group of financial assets is
deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one
or more events that has occurred after the initial recognition of the asset (an incurred ‘loss event’)
and that loss event (or events) has an impact on the estimated future cash flows of the financial
asset or the group of financial assets that can be reliably estimated. Evidence of impairment may
include indications that the borrower or a group of borrowers is experiencing significant financial
difficulty, default or delinquency in interest or principal payments, the probability that they will
enter bankruptcy or other financial reorganization, and where there are observable data that
indicates that there is measurable decrease in the estimated future cash flows, such as changes in
arrears or economic conditions that correlate with defaults.

Financial assets carried at amortized cost

For financial assets carried at amortized cost, the Group first assesses whether objective evidence
of impairment exists individually for financial assets that are individually significant, or
collectively for financial assets that are not individually significant. If the Group determines that
no objective evidence of impairment exists for individually assessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses for impairment. Those characteristics are relevant to the
estimation of future cash flows for groups of such assets by being indicative of the debtors’ ability
to pay all amounts due according to the contractual terms of the assets being evaluated. Assets
that are individually assessed for impairment and for which an impairment loss is, or continues to
be, recognized are not included in a collective assessment for impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is
measured as the difference between the asset’s carrying amount and the present value of the
estimated future cash flows (excluding future credit losses that have not been incurred). The
carrying amount of the asset is reduced through use of an allowance account and the amount of
loss is charged to the statement of income. Interest income continues to be recognized based on
the original EIR of the asset. Receivables, together with the associated allowance accounts, are
written off when there is no realistic prospect of future recovery and all collateral has been
realized. If subsequently, the amount of the estimated impairment loss decreases because of an
event occurring after the impairment was recognized, the previously recognized impairment loss is
reduced by adjusting the allowance account. If a future write-off is later recovered, any amounts
formerly charged are credited to the ‘Provision for credit losses’ account.

The present value of the estimated future cash flows is discounted at the financial asset’s original
EIR. If a financial asset has a variable interest rate, the discount rate for measuring any
impairment loss is the current EIR, adjusted for the original credit risk premium.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of such credit risk characteristics as geographical classification. Future cash flows in a group of
financial assets that are collectively evaluated for impairment are estimated on the basis of
historical loss experience for assets with credit risk characteristics similar to those in the group.
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Historical loss experience is adjusted on the basis of current observable data to reflect

the effects of current conditions that did not affect the period on which the historical loss
experience is based and to remove the effects of conditions in the historical period that do not exist
currently. Estimates of changes in future cash flows reflect, and are directionally consistent with
changes in related observable data from period to period (such changes in payment status, or other
factors that are indicative of incurred losses in the group and their magnitude). The methodology
and assumptions used for estimating future cash flows are reviewed regularly by the Group to
reduce any differences between loss estimates and actual loss experience.

A provision for credit losses is made when there is objective evidence based on specific and
collective assessment (such as the probability of insolvency or significant financial difficulties of
the debtor) that the Group will not be able to collect all of the amounts due under the original
terms of the invoice. The carrying amount of the receivable is reduced through the use of an
allowance account.

Revenue Recognition

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

Delivery fees
Revenue from delivery fees is recognized when the service is rendered.

Interest income

Revenue is recognized as interest accrues (using the effective interest method that is the rate that
exactly discounts estimated future cash receipts through the expected life of the financial
instrument to the net carrying amount of the financial asset).

Dividends
Dividend income is recognized when the Group’s right to receive payment is established.

Cash and Cash Equivalent

Cash includes cash on hand and in banks. Cash equivalent is short-term, highly liquid investment
that is readily convertible to known amounts of cash, with original maturity of three months or less
from date of placement and that is subject to insignificant risk of change in fair value.

Investment in an Associate

Associates are entities over which the Group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights. The Group’s
investment in an associate represents its 49% interest in ISPL, an entity based in Singapore.
Investment in an associate is accounted for under the equity method of accounting.

Under the equity method, an investment in associate is carried in the balance sheet at cost plus
post-acquisition changes in the Group’s share in the net assets of the associate. Goodwill relating
to an associate is included in the carrying value of the investment and is not amortized. The
Group’s share in an associate’s post-acquisition profits or losses is recognized under ‘Other
income’ in the statement of income, and its share of post-acquisition movements in the associate’s
equity reserves is recognized directly in equity. When the Group’s share of losses in an associate
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equals or exceeds its interest in the associate, including any other unsecured receivables, the
Group does not recognize further losses, unless it has incurred obligations or made payments on
behalf of the associate. Profits and losses resulting from transactions between the Group and an
associate are eliminated to the extent of the interest in the associate.

Property and Equipment
Property and equipment is stated at cost less accumulated depreciation and amortization and any
impairment in value.

The initial cost of property and equipment comprises its purchase price and any directly
attributable costs of bringing the property and equipment 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 to operations in the year in which the costs are
incurred. In situations where it can be clearly demonstrated that the expenditures have resulted in
an increase in the future economic benefits expected to be obtained from the use of an item of
property and equipment beyond its originally assessed standard of performance, the expenditures
are capitalized as an additional cost of property and equipment.

Depreciation and amortization is calculated on a straight-line basis over the estimated useful life of
the property and equipment as follows:

Office and communication equipment 3 years

Transportation and delivery equipment 3 to 5 years

Furniture and fixtures 3 to 5 years

Leasehold improvements 5 years or the term of the lease,

whichever is shorter

The carrying values of property and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. If any such
indication exists and where the carrying values exceed the estimated recoverable amount, the asset
or cash-generating units are written down to their recoverable amount (see policy on Impairment
of property and equipment, goodwill and intangible assets).

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

The asset’s residual values, useful lives and methods of depreciation and amortization are

reviewed, and adjusted if appropriate, at each financial year-end to ensure that these are consistent
with the expected pattern of economic benefits from the items of property and equipment.
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Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less any accumulated amortization and any
accumulated impairment losses.

The useful lives of intangible assets are assessed to be either finite or indefinite.

Intangibles assets with finite lives are amortized over the useful economic life and assessed for
impairment whenever there is an indication that the intangible assets may be impaired. The
amortization period and the amortization method for an intangible asset with a finite useful life are
reviewed at least at each balance sheet date. Changes in the expected useful life or the expected
pattern of consumption of future economic benefits embodied in the asset is accounted for by
changing the amortization period or method, as appropriate, and treated as changes in accounting
estimates. The amortization expense on intangible assets with finite lives is recognized in the
statement of income in the expense category consistent with the function of the intangible asset.
Intangible assets with indefinite useful lives are tested for impairment annually either individually
or at the cash generating unit level. Such intangibles are not amortized. The useful life of an
intangible asset with an indefinite life is reviewed annually to determine whether indefinite life
assessment continues to be supportable. If not, the change in the useful life assessment from
indefinite to finite is made on a prospective basis.

Gains or losses arising from the derecognition of an intangible asset are measured as the difference
between the net disposal proceeds and the carrying amount of the asset and are recognized in the
statement of income when the asset is derecognized.

Software costs

Software costs included under the other noncurrent assets account in the Group’s balance sheet are
carried at cost less accumulated amortization and any impairment in value. Software costs are
amortized on a straight-line basis over the estimated useful life of the assets of three (3) years.

Impairment of Investment in an Associate, Property and Equipment and Intangible Assets
Associates

After application of the equity method, the Group determines whether it is necessary to recognize
an additional impairment loss of the Group’s investment in its associate. The Group determines at
cach balance sheet date whether there is any objective evidence that the investment in associate is
impaired. If this is the case the Group calculates the amount of impairment as being the difference
between the fair value of the associate and the acquisition cost and recognizes the amount in the
statement of income.

Property and equipment and software costs

At each reporting date, the Group assesses whether there is any indication that its property and
equipment and software costs may be impaired. When an indicator of impairment exists or when
an annual impairment testing for an asset is required, the Group makes a formal estimate of
recoverable amount. Recoverable amount is the higher of an asset’s (or cash-generating unit’s) fair
value less costs to sell and its value in use and is determined for an individual asset, unless the
asset does not generate cash inflows that are largely independent of those from other assets or
groups of assets, in which case the recoverable amount is assessed as part of the cash generating
unit to which it belongs. Where the carrying amount of an asset (or cash generating unit) exceeds
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its recoverable amount, the asset (or cash generating unit) is considered impaired and is written
down to its recoverable amount. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset (or cash generating unit).

An impairment loss is charged to operations in the year in which it arises, unless the asset is
carried at a revalued amount, in which case the impairment loss is charged to the revaluation
increment of the said asset.

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

Goodwill
Goodwill is reviewed for impairment, annually or more frequently if events or changes in
circumstances indicate that the carrying value may be impaired.

Impairment is determined for goodwill by assessing the recoverable amount of the cash generating
unit (or group of cash generating units) to which the goodwill relates. Where the recoverable
amount of the cash generating unit (or group of cash generating units) is less than the carrying
amount of the cash generating unit (or group of cash generating units) to which goodwill has been
allocated, an impairment loss is recognized immediately in the statement of income. Impairment
losses relating to goodwill cannot be reversed for subsequent increases in its recoverable amount
in future periods. The Group performs its annual impairment test of goodwill at balance sheet
date.

Intangible assets

Intangible assets with indefinite useful lives are tested for impairment annually at balance sheet
date either individually or at the cash generating unit level, as appropriate. Intangible assets with
finite lives are assessed for impairment whenever there is an indication that the intangible asset
may be impaired.

Retirement Benefits
The Parent Company has an unfunded, noncontributory defined benefit retirement plan
administered by trustees, covering its permanent employees.

The retirement cost of the Parent Company 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.
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The liability recognized in the balance sheet in respect of defined benefit retirement plans is the
present value of the defined benefit obligation at the balance sheet date less the fair value of plan
assets, together with adjustments for unrecognized actuarial gains or losses and past service costs.
The defined benefit obligation is calculated annually by an independent actuary using the
projected unit credit method. The present value of the defined benefit obligation is determined by
discounting the estimated future cash outflows using interest rate on government bonds that have
terms to maturity approximating the terms of the related retirement liability. Actuarial gains and
losses arising from experience adjustments and changes in actuarial assumptions are credited to or
charged against income when the net cumulative unrecognized actuarial gains and losses at the
end of the previous period exceeded 10.00% of the higher of the defined benefit obligation and the
fair value of plan assets at that date. These gains or losses are recognized over the expected
average remaining working lives of the employees participating in the plan.

Past-service costs, if any, are recognized immediately in income, unless the changes to the
retirement plan are conditional on the employees remaining in service for a specified period of
time (the vesting period). In this case, the past-service costs are amortized on a straight-line basis
over the vesting period.

The defined benefit asset or liability comprises the present value of the defined benefit obligation
less past service costs not yet recognized and less the fair value of plan assets out of which the
obligations are to be settled directly. The value of any asset is restricted to the sum of any past
service cost not yet recognized and the present value of any economic benefits available in the
form of refunds from the plan or reductions in the future contributions to the plan.

Leases

The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement at the inception date of whether the fulfillment of the arrangement is dependent
on the use of a specific asset or assets or the arrangement conveys a right to use the asset. A
reassessment is made after inception of the lease only if one of the following applies:

(a) there is a change in contractual terms, other than a renewal or extension of the arrangement;

(b) arenewal option is exercised or extension granted, unless the term of the renewal or extension
was initially included in the lease term;

(c) there is a change in the determination of whether fulfillment is dependent on a specified asset;
or

(d) there is a substantial change to the asset.

Whether a reassessment is made, lease accounting shall commence or cease from the date when
the change in circumstances gave rise to the reassessment for scenarios (a), (c), or (d) and at the
date of renewal or extension for scenario (b).

Group as a lessee

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are
classified as operating lease. Operating lease payments are recognized as expense in the statement
of income on a straight-line basis over the lease term.
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Share-based Payment

The Parent Company granted a stock purchase program to certain officers, employees and
individuals (see Note 17) which is subject to a lock-up or vesting period of two (2) years which
ends by September 19, 2009 . The Parent Company accounted for the share-based payment as an
equity-settled transaction. The cost of equity-settled transactions is measured by reference to the
fair value of the equity instrument at the date at which they are granted. The expense is
recognized as part of Salaries, wages and employee benefits in the statement of income, together
with a corresponding increase in equity, over the lock-up period of two (2) years. The cumulative
expense recognized for equity-settled transactions at each reporting date until the vesting date
reflects the extent to which the vesting period has expired and the Group’s best estimate of the
number of equity instruments that will ultimately vest. The expense in the statement of income for
the period represents the movement in cumulative expense recognized at the beginning and end of
the period.

Income Taxes

Current income tax

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

Deferred income tax

Deferred 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 tax liabilities are recognized for all taxable temporary differences, including asset
revaluation. Deferred tax assets are recognized for all deductible temporary differences,
carryforward of unused tax credits from excess minimum corporate income tax (MCIT) over the
regular corporate income tax (RCIT), if any, and unused net operating loss carryover (NOLCO), if
any, to the extent that it is probable that taxable income will be available against which the
deductible temporary differences and carryforward of unused tax credits from MCIT and unused
NOLCO can be utilized.

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

Deferred tax assets and deferred tax 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.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set

off current tax assets against current tax liabilities and deferred taxes related to the same taxable
entity and the same taxation authority.
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Current tax and deferred tax relating to items recognized directly in equity is also recognized in
equity and not in the statement of income.

Borrowing Costs
Borrowing costs are recognized as an expense when incurred.

Treasury Stock
Owned capital stock which are acquired are deducted from equity and accounted for at weighted

average cost. No gain or loss is recognized in the statement of income on the purchase, sale, issue
or cancellation of the Parent Company’s own equity instruments.

Earnings Per Share
Basic earnings per share (EPS) is computed by dividing net income for the year by the weighted

average number of common shares issued and outstanding during the year, after giving retroactive
effect to any stock dividends or stock splits, if any, declared during the year. Diluted EPS is
computed by dividing net income applicable to common stockholders by the weighted average
number of common shares issued and outstanding during the year after giving effect to assumed
conversion of diluted potential common shares.

Dividends on Common Shares

Dividends on common shares are recognized as a liability and deducted from equity when
declared and approved by the BOD of the Group. Dividends for the year that are approved after
the balance sheet date are dealt with as an event after the balance sheet date.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of assets embodying economic benefits will be
required to settle the obligation and a reliable estimate can be made of the amount of the
obligation. Where the Group expects a provision to be reimbursed, the reimbursement is
recognized as a separate asset but only when the reimbursement is virtually certain. The expense
relating to any provision is presented in the statement of income, net of any reimbursement.

Contingent Liabilities and Contingent Assets

Contingent liabilities are not recognized in the financial statements but are disclosed unless the
possibility of an outflow of assets embodying economic benefits is remote. A contingent asset is
not recognized in the financial statements but is disclosed when an inflow of economic benefits is
probable.

Subsequent Events

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

Segment Reporting

The Group’s operating businesses are organized and managed separately within a particular
economic environment or geographical areas, with each segment representing a strategic business
unit which is subject to risk and rewards that are different from those of other segments. Financial
information on business segments is presented in Note 26.
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Future Changes in Accounting Policies
The Group has not applied the following PFRS, Amendments to PAS and Philippine
Interpretations which are not yet effective for the year ended December 31, 2008:

Effective in 2009

PFRS 1, First-time Adoption of PFRS - Cost of an Investment in a Subsidiary, Jointly Controlled
Entity or Associate

The amended PFRS 1 allows an entity, in its separate financial statements, to determine the cost of
investments in subsidiaries, jointly controlled entities or associates (in its opening PFRS financial
statements) as one of the following amounts: a) cost determined in accordance with PAS 27; b) at
the fair value of the investment at the date of transition to PFRS, determined in accordance with
PAS 39; or ¢) previous carrying amount (as determined under generally accepted accounting
principles) of the investment at the date of transition to PFRS. The Group expects that this
amendment will not have any significant impact on its financial statements.

Revised PFRS 2, Share-based Payment - Vesting Condition and Cancellations

The Standard has been revised to clarify the definition of a vesting condition and prescribes the
treatment for an award that is effectively cancelled. It defines a vesting condition as a condition
that includes an explicit or implicit requirement to provide services. It further requires non-
vesting conditions to be treated in a similar fashion to market conditions. Failure to satisfy a non-
vesting condition that is within the control of either the entity or the counterparty is accounted for
as cancellation. However, failure to satisfy a non-vesting condition that is beyond the control of
either party does not give rise to a cancellation. The Group will assess the impact of the Standard
on its current manner of reporting shared based payments.

PFRS 8, Operating Segments

This PFRS adopts a management approach to reporting segment information. The information
reported would be that which management uses internally for evaluating the performance of
operating segments and allocating resources to those segments. Such information may be
different from that reported in the balance sheet and statement of income and companies will need
to provide explanations and reconciliations of the differences. PFRS 8 will replace PAS 14,
Segment Reporting and is required to be adopted only by entities whose debt or equity instruments
are publicly traded, or are in the process of filing with the SEC for purposes of issuing any class of
instruments in a public market. The Group will assess the impact of the Standard on its current
manner of reporting segment information.

Amendment to PAS 1, Amendment on Statement of Comprehensive Income

In accordance with the amendment to PAS 1, the statement of changes in equity shall include only
transactions with owners, while all non-owner changes will be presented in equity as a single line
with details included in a separate statement. Owners are defined as holders of instruments
classified as equity.

In addition, the amendment to PAS 1 provides for the introduction of a new statement of
comprehensive income that combines all items of income and expense recognized in the statement
of income together with ‘other comprehensive income’. The revisions specify what is included in
other comprehensive income, such as gains and losses on AFS investments, actuarial gains and
losses on defined benefit retirement plans and changes in the asset revaluation reserve. Entities
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can choose to present all items in one statement, or to present two linked statements, a separate
statement of income and a statement of comprehensive income. The Group will assess the impact
of the Standard in its current manner of reporting all items of income and expenses.

Revised PAS 23, Borrowing Costs

This Standard has been revised to require capitalization of borrowing costs when such costs relate
to a qualifying asset. Borrowing costs are interest and other costs that an entity incurs in
connection with the borrowing of funds. A qualifying asset is an asset that necessarily takes a
substantial period of time to get ready for its intended use or sale. The Group expects that this
Standard will have no impact on its financial statements.

Amendment to PAS 32, Financial Instruments: Presentation and PAS 1 Presentation of Financial
Statements - Puttable Financial Instruments and Obligations Arising on Liquidation

The Standards have been amended to allow a limited scope exception for puttable financial
instruments to be classified as equity if they fulfill a number of specified criteria. The Group
expects that this amendment will not have any significant impact on its financial statements.

Philippine Interpretation IFRIC-13, Customer Loyalty Programmes

This Interpretation addresses accounting by the entity that grants award credits to its customers. It
requires customer loyalty award credits to be accounted for as a separate component of the sales
transaction in which they are granted and therefore part of the fair value of the consideration
received is allocated to the award credits and deferred over the period that the award credits are
fulfilled. The Group expects that this Interpretation will have no impact on its financial statements
as no such schemes currently exist.

Philippine Interpretation [FRIC-16, Hedges of a Net Investment in a Foreign Operation

This Interpretation provides guidance on identifying foreign currency risks that qualify for hedge
accounting in the hedge of net investment; where within the group the hedging instrument can be
held in the hedge of a net investment; and how an entity should determine the amount of foreign
currency gains or losses, relating to both the net investment and the hedging instrument, to be
recycled on disposal of the net investment. Currently, the Group has no hedges of a net
investment in a foreign operation.

Effective 2010
Revised PFRS 3, Business Combinations and PAS 27, Consolidated and Separate Financial

Statements

The revised PFRS 3 introduces a number of changes in the accounting for business combinations
that will impact the amount of goodwill recognized, the reported results in the period that an
acquisition occurs, and future reported results. The revised PAS 27 requires, among others, that
(a) change in ownership interests of a subsidiary (that do not result in loss of control) will be
accounted for as an equity transaction and will have no impact on goodwill nor will it give rise to
a gain or loss; (b) losses incurred by the subsidiary will be allocated between the controlling and
non-controlling interests (previously referred to as ‘minority interests’); even if the losses exceed
the non-controlling equity investment in the subsidiary; and (c) on loss of control of a subsidiary,
any retained interest will be remeasured to fair value and this will impact the gain or loss
recognized on disposal. The changes introduced by the revised PFRS 3 will be applied
prospectively and PAS 27 retroactively with few exceptions. The changes will affect future
acquisitions and transactions with non-controlling interests.
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Amendment to PAS 39, Financial Instruments: Recognition and Measurement - Eligible Hedged
Items

Amendment to PAS 39 addresses only the designation of a one-sided risk in a hedged item, and
the designation of inflation as a hedged risk or portion in particular situations. The amendment
clarifies that an entity is permitted to designate a portion of the fair value changes or cash flow
variability of a financial instrument as a hedged item.

Philippine Interpretation IFRIC 17, Distribution of Non-cash Assets to Owners

This Interpretation covers accounting for two types of non-reciprocal distributions of assets by an

entity to its owners acting in their capacity as owners. The two types of distribution are:

a. distributions of non-cash assets (e.g., items of property, plant and equipment, businesses as
defined in PFRS 3, ownership interests in another entity or disposal groups as defined in
PFRS 5); and

b. distributions that give owners a choice of receiving either non-cash assets or a cash alternative.

This Interpretation addresses only the accounting by an entity that makes a non-cash asset
distribution. It does not address the accounting by shareholders who receive such a distribution

Philippine Interpretation IFRIC 18, Transfers of Assets from Customers

This Interpretation covers accounting for transfers of items of property, plant and equipment by
entities that receive such transfers from their customers. Agreements within the scope of this
Interpretation are agreements in which an entity receives from a customer an item of property,
plant and equipment that the entity must then use either to connect the customer to a network or to
provide the customer with ongoing access to a supply of goods or services, or to do both. This
Interpretation also applies to agreements in which an entity receives cash from a customer when
that amount of cash must be used only to construct or acquire an item of property, plant and
equipment and the entity must then use the item of property, plant and equipment either to connect
the customer to a network or to provide the customer with ongoing access to a supply of goods or
services, or to do both.

Effective 2012
Philippine Interpretation IFRIC-15, Agreements for the Construction of Real Estate

This Interpretation applies to the accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors. It addresses the issue
of whether the construction agreement is within the scope of PAS 11 or PAS 18 or when the
revenue from the construction of real estate should be recognized. The revenue to be recognized
depends on the standard where the construction agreement qualifies. The Group expects that this
Interpretation will have no material impact on its financial statements as it does not enter into
construction contracts to earn revenues.

Improvements to PFRSs

In May 2008, the International Accounting Standards Board issued its first omnibus of
amendments to certain standards, primarily with a view of removing inconsistencies and clarifying
wordings. These are the separate transitional provisions for each standard.

PFRS 5, Non-current Assets Held for Sale and Discontinued Operations

When a subsidiary is held for sale, all of its assets and liabilities will be classified as held for sale
under PFRS 5, even when the entity retains a non-controlling interest in the subsidiary after the

sale.
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PAS 1, Presentation of Financial Statements
Derivative assets and liabilities classified as held for trading are not automatically classified as
current in the balance sheet.

PAS 16, Property, Plant and Equipment
The amendment replaces the term ‘net selling price’ with ‘fair value less costs to sell’, to be
consistent with PFRS 5 and PAS 36, Impairment of Assets.

Items of property, plant and equipment held for rental that are routinely sold in the ordinary course
of business after rental, are transferred to inventory when rental ceases and they are held for sale.
Proceeds of such sales are subsequently shown as revenue. Cash payments on initial recognition
of such items, the cash receipts from rents and subsequent sales are all shown as cash flows from
operating activities.

PAS 19, Employee Benefits

The definition of ‘past service cost’ is revised to include reductions in benefits related to past
services (‘negative past service costs’) and to exclude reductions in benefits related to future
services that arise from plan amendments. Amendments to plans that result in a reduction in
benefits related to future services are accounted for as a curtailment.

The definition of ‘return on plan assets’ is revised to exclude plan administration costs if they have
already been included in the actuarial assumptions used to measure the defined benefit obligation.

The definition of ‘short-term’ and ‘other long-term’ employee benefits is revised to focus on the
point in time at which the liability is due to be settled.

The reference to the recognition of contingent liabilities is deleted to ensure consistency with
PAS 37, Provisions, Contingent Liabilities and Contingent Assets.

PAS 20, Accounting for Government Grants and Disclosures of Government Assistance

Loans granted with no or low interest rates will not be exempt from the requirement to impute
interest. The difference between the amount received and the discounted amount is accounted for
as a government grant.

PAS 23, Borrowing Costs

The definition of borrowing costs is revised to consolidate the types of items that are considered
components of ‘borrowing costs’, i.e., components of the interest expense calculated using the EIR
method.

PAS 28, Investment in Associates

If an associate is accounted for at fair value in accordance with PAS 39, only the requirement of
PAS 28 to disclose the nature and extent of any significant restrictions on the ability of the
associate to transfer funds to the entity in the form of cash or repayment of loans applies.

An investment in an associate is a single asset for the purpose of conducting the impairment test.

Therefore, any impairment test is not separately allocated to the goodwill included in the
investment balance.
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PAS 31, Interest in Joint Ventures

If a joint venture is accounted for at fair value, in accordance with PAS 39, only the requirements
of PAS 31 to disclose the commitments of the venturer and the joint venture, as well as a summary
financial information about the assets, liabilities, income and expense will apply.

PAS 36, Impairment of Assets

When discounted cash flows are used to estimate ‘fair value less cost to sell’ additional disclosure
is required about the discount rate, consistent with disclosures required when the discounted cash
flows are used to estimate ‘value in use’.

PAS 38, Intangible Assets

Expenditure on advertising and promotional activities is recognized as an expense when the either
has the right to access the goods or has received the services. Advertising and promotional
activities now specifically include mail order catalogues.

Reference to there being rarely is deleted, if ever, persuasive evidence to support an amortization
method for finite life intangible assets that results in a lower amount of accumulated amortization
than under the straight-line method, thereby effectively allowing the use of the unit of production
method.

PAS 39, Financial Instruments.: Recognition and Measurement
Changes in circumstances relating to derivatives, specifically derivatives designated or de-
designated as hedging instruments after initial recognition, are not reclassifications.

When financial assets are reclassified as a result of an insurance company changing its accounting
policy in accordance with paragraph 45 of PFRS 4, Insurance Contracts, this is a change in
circumstance, not a reclassification.

The reference to a ‘segment’ is removed when determining whether an instrument qualifies as a
hedge.

Use of the revised EIR (rather than the original EIR) is required when re-measuring a debt
instrument on the cessation of fair value hedge accounting.

PAS 40, Investment Property

The scope (and the scope of PAS 16) is revised to include property that is being constructed or
developed for future use as an investment property. Where an entity is unable to determine the fair
value of an investment property under construction, but expects to be able to determine its fair
value on completion, the investment under construction will be measured at cost until such time as
fair value can be determined or construction is complete.
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3. Significant Accounting Judgments and Estimates

The preparation of the financial statements in compliance with PFRS requires the Group to make
judgments and estimates 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.

Judgments and estimates are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstances.

Judgments
a. Operating leases

The Group as lessee under operating leases

The Group has entered into a commercial property leases as a lessee for its office premises.
The Group has determined, based on an evaluation of the terms and conditions of the
arrangements (i.e., the lease does not transfer ownership of the asset to the lessee by the end of
the lease term, the lessee has no option to purchase the asset at a price that is expected to be
sufficiently lower than the fair value at the date the option is exercisable, and the lease term
ranges from one (1) - five (5) years only), that all significant risks and rewards of ownership
of the properties it leases are not transferable to the Group.

b. Fair value of financial instruments
The fair values of financial instruments that are not quoted in active markets are determined
using valuation techniques. The carrying values of financial assets and financial liabilities of
the Group approximate their market values since these are short-term in nature.

c. Contingencies
The Group may incur contingent liabilities arising from normal pending litigations for and
against customers which are not reflected in the accompanying financial statements.
Management does not anticipate losses from losses from these contingencies that would
adversely affect the Group’s operations. As of December 31, 2008 and 2007, the Group is
neither involved in any litigations nor contingent liability arising from such.

Estimates

a. Credit losses of receivables
The Group reviews its receivables at each reporting date to assess whether an allowance for
credit losses should be recorded in the balance sheet. In particular, judgment by management
is required in the estimation of the amount and timing of future cash flows when determining
the level of allowance required. Such estimates are based on assumptions about a number of
factors and actual results may differ, resulting in future changes to the allowance.

As of December 31, 2008 and 2007, no allowance for credit losses on receivables are recorded
since the Group assessed that there was no objective evidence of impairment on the
receivables. Receivables are carried at 936.88 million and £546.20 million as of

December 31, 2008 and 2007, respectively, for the Group, and £1,032.02 million and

£689.06 million as of December 31, 2008 and 2007, respectively, for the Parent Company
(see Note 7).
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b. Impairment of nonfinancial assets

Property and equipment and software costs

The Group assesses impairment on assets whenever events or changes in circumstances

indicate that the carrying amount of an asset may not be recoverable. The factors that the

Group considers important which could trigger an impairment review include the following:

e significant underperformance relative to expected historical or projected future operating
results;

e significant changes in the manner of use of the acquired assets or the strategy for overall
business; and

e significant negative industry or economic trends.

The Group recognizes an impairment loss whenever the carrying amount of an asset exceeds
its recoverable amount. The recoverable amount is computed using the value in use approach.
Recoverable amounts are estimated for individual assets or, if it is not possible, for the cash-
generating unit to which the asset belongs.

As of December 31, 2008 and 2007, the carrying value of the property and equipment
amounted to £30.87 million and £19.06 million, respectively, for the Group. As of
December 31, 2008 and 2007, the carrying value of the property and equipment amounted to
£17.21 million and £11.64 million, respectively, for the Parent Company (see Note 10).

As of December 31, 2008 and 2007, the carrying value of software cost amounted to
£2.19 million and £1.90 million, respectively, for the Group and the Parent Company
(see Note 12).

Goodwill

The Parent Company’s management conducts an annual review for any impairment in value of
the goodwill. Goodwill is written down for impairment where the net present value of the
forecasted future cash flows from the business is insufficient to support its carrying value. .

The recoverable amount of Goodwill was determined based on value in use calculations using
cash flow projections from financial budgets approved by management covering a five-year
period. The pre-tax discount rate applied to cash flows projections is 13.29%. The following
assumptions were used in computing the value-in-use:

Growth rate estimates - Growth rates were based on experiences and strategies developed for
the various subsidiaries. The prospect for the industry was also considered in estimating the
growth rates.

Discount rates - The discount rate was estimated based on the Parent Company’s weighted
average cost of capital which includes the cost of equity and cost of debt after considering the
gearing ratio.

As of December 31, 2008 and 2007, goodwill amounted to £91.52 million and

£111.44 million for the Group. No impairment losses on goodwill were recognized as of
December 31, 2008 and 2007 (see Note 11).
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c. Recognition of deferred tax assets
Deferred tax assets are recognized for all unused tax losses and temporary differences to the
extent that it is probable that taxable income will be available against which the losses can be
utilized. Significant management judgment is required to determine the amount of deferred
tax assets that can be recognized, based upon the likely timing and level of future taxable
income together with future tax planning strategies.

Management believes that it is not highly probable that certain temporary differences will be
realized in the future. Deferred tax assets on temporary differences as of December 31, 2008
and 2007 amounting to £5.41 million and £5.52 million, respectively, were not recognized in
the financial statements (see Note 24).

d. Present value of retirement obligation
The cost of defined benefit retirement plan and other post employment benefits is determined
using actuarial valuations. The actuarial valuation involves making assumptions about
discount rates, expected rates of return on assets, future salary increases, mortality rates and
future retirement increases. Due to the long term nature of these plans, such estimates are
subject to significant uncertainty.

The assumed discount rates were determined using the market yields on Philippine
government bonds with terms consistent with the expected employee benefit payout as of the
balance sheet date. Refer to Note 16 for the details of assumptions used in the calculation. As
of December 31, 2008 and 2007, the present value of the retirement obligation of the Parent
Company amounted to £6.57 million and £7.77 million, respectively (see Note 16).

4. Fair Value Measurement

The methods used by the Group in estimating the fair value of the financial instruments are:

e The carrying amounts of cash and cash equivalent, receivables and noncurrent assets maturing
within twelve (12) months are assumed to approximate their fair values. This assumption is
applied to liquid assets and the short-term elements of all other financial assets; and

e The carrying amounts of beneficiaries and other payables, and interest-bearing loans

approximate their fair values due to either the demand feature or the relatively short-term
maturities of these liabilities.
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The following tables summarize the carrying amounts and fair values of the financial assets and

financial liabilities:

Consolidated
2008 2007
Carrying Value Fair Value  Carrying Value Fair Value
Financial Assets
Loans and receivables
Cash and cash equivalent P832,637,880 £832,637,880 P681,679,461 P681,679,461
Receivables
Agents 712,559,310 712,559,310 338,419,895 338,419,895
Related parties 28,812,289 28,812,289 157,706,677 157,706,677
Couriers 74,418,358 74,418,358 16,891,618 16,891,618
Others 121,094,998 121,094,998 33,185,754 33,185,754
Other noncurrent assets
Refundable deposits 7,601,892 7,601,892 3,662,046 3,662,046
Financial Liabilities
Financial liabilities at amortized cost
Beneficiaries and other payables
Beneficiaries 115,088,386 115,088,386 47,283,469 47,283,469
Agents, couriers and trading
clients 77,685,038 77,685,038 59,938,881 59,938,881
Advances from related
parties 10,030,390 10,030,390 2,540,838 2,540,838
Accrued interest payable 12,130,521 12,130,521 210,000 210,000
Interest-bearing loans 580,000,000 580,000,000 175,000,000 175,000,000
Parent Company
2008 2007
Carrying Value Fair Value  Carrying Value Fair Value
Financial Assets
Loans and receivables
Cash and cash equivalent £706,875,556 £706,875,556 P474,406,980 P474,406,980
Receivables
Agents 706,886,165 706,886,165 445,547,615 445,547,615
Related parties 130,371,110 130,371,110 193,638,825 193,638,825
Couriers 74,418,358 74,418,358 16,891,618 16,891,618
Others 120,342,604 120,342,604 32,983,788 32,983,788
Other noncurrent assets
Refundable deposits 3,541,152 3,541,152 2,154,125 2,154,125
Financial Liabilities
Financial liabilities at amortized cost
Beneficiaries and other payables
Beneficiaries 113,313,646 113,313,646 47,157,611 47,157,611
Agents, couriers and trading
clients 62,511,418 62,511,418 25,605,528 25,605,528
Advances from related
parties 65,952,329 65,952,329 - -
Accrued interest payable 2,318,666 2,318,666 210,000 210,000
Interest-bearing loans 580,000,000 580,000,000 175,000,000 175,000,000
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Financial Risk Management Objectives and Policies

The Group’s financial instruments mainly comprise of short-term loans from banks and advances.
The main purpose of these financial instruments is to raise funds for the Group’s fulfillment or
delivery of remittance transactions to beneficiaries. The Group has also various other financial
assets and liabilities such as accounts receivable from agents and accounts payable to
beneficiaries, which arise directly from its remittance operations.

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

Credit Risk

The nature of the business exposes the Group to potential risk from difficulties in recovering
transaction money from foreign partners. Receivables from foreign offices and agents arise as a
result of its remittance operations in various regions of the globe. In order to address

this, the Group has maintained the following credit policies: (a) implement a contract that
incorporates a bond and advance payment cover such that the full amount of the transaction will
be credited to the Group prior to their delivery to the beneficiaries which applies generally to all
new agents of the Group and in certain cases to old agents, the advance funding equivalent to their
average daily remittance transactions, to fulfill or deliver their remittance transactions; (b) all
foreign offices and agents must settle their accounts following the next banking day settlement
policy, otherwise, the fulfillment or delivery of their remittance transactions will be put on hold;
(c) evaluation of individual potential partners and preferred associates’ credit worthiness, as well
as a close look into the other pertinent aspects of their partners’ businesses which assures the
Group of the financial soundness of their partner firms; and (d) receivable balances are monitored
daily by the regional managers with the result that the Group’s exposure to bad debts is not
significant.

The Group and the Parent Company’s accounts receivables from agents are highly collectible
which has turnover ranging from 1 to 5 days. The other receivable which includes advances to
related parties is also highly collectible which is due in less than one year.

The receivable from couriers and agents, and banks are advances made to fund the remittance
transactions to beneficiaries but not all were paid out due to invalid and/or cancellations. These
were all credited and liquidated once they were recognized by couriers and banks.

The table below shows the maximum credit exposure (excludes cash on hand) of the Group and
the Parent Company per geographical classification as of December 31, 2008 and 2007 (see
Notes 6 and 7):

Consolidated Parent Company

2008 2007 2008 2007
Asia Pacific £1,328,319,178  £832,195,655 P1,312,821,305 P783,291,867
Europe 141,162,105 88,828,784 154,736,914 89,082,539
North America 255,634,263 272,974,071 228,718,795 256,468,936

Total P1,725,115,546 P1,193,998,510 P1,696,277,014 P1,128,843342
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The table below shows the maximum credit exposure of the Group and the Parent Company per
account classification as of December 31, 2008 and 2007 (see Notes 6 and 7):

Consolidated Parent Company
2008 2007 2008 2007

Loans and receivables
Cash and cash equivalent P£780,628,699  PR644,132,520 P660,717,625 P437,627,371

Receivables
Agents 712,559,310 338,419,895 706,886,165 445,547,615
Related parties 28,812,289 157,706,677 130,371,110 193,638,825
Couriers 74,418,358 16,891,618 74,418,358 16,891,618
Others 121,094,998 33,185,754 120,342,604 32,983,788
Other noncurrent assets
Refundable deposits 7,601,892 3,662,046 3,541,152 2,154,125
Total P1,725,115,546 $£1,193,998,510 $1,696,277,014 £1,128,843,342

There are no past due receivables as of December 31, 2008 and 2007. The Group and the Parent
Company classifies its receivables as high grade. High grade consists of ratings such as excellent,
strong, good, and satisfactory, wherein the borrower has low probability of default and could
withstand normal business cycle.

Foreign Currency Risk

It is the Group’s policy that all daily foreign currencies, which arise as a result of its remittance
transactions, must be traded daily with bank partners only at prevailing foreign exchange rates in
the market. The daily closing foreign exchange rates shall be the guiding rate in providing
wholesale rates and retail rates to foreign offices and agents, respectively (see Note 6). The
trading proceeds will be used to pay out bank loans and other obligation of the Group.

The following table sets forth for the year indicated, the impact of reasonably possible changes in
the rates of other currencies per Philippine peso pretax income.

Parent
2008
Change in nominal Change in nominal

foreign currency Effect on pretax foreign currency Effect on pretax

Currency exchange rate income exchange rate income
CAD +3.78 21,768,098 -1.89 (10,842,638)
AUD +6.65 19,944,632 -2.75 (8,261,248)
uUsD +2.48 7,124,537 -2.30 (6,607,433)
GBP +5.99 4,935,909 -6.14 (5,058,712)
HKD +0.78 2,064,084 -0.97 (2,577,814)
Others +1.73 11,615,529 -4.08 (36,585,422)

Parent
2007
Change in foreign Change in nominal

currency exchange Effect on pretax foreign currency Effect on pretax

Currency rate in % income exchange rate in % income
CAD +0.10 965,509 -0.10 (965,509)
uUsD +0.10 392,819 -0.10 (400,900)
HKD +0.10 241,462 -0.10 (241,936)
GBP +0.10 92,596 -0.10 (92,596)
AUD +0.10 90,782 -0.10 (105,320)

Others +0.10 2,686,586 -0.10 (2,723,368)
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There is no other impact on the Group and Parent Company’s equity other than those already
affecting the profit or loss.

Cash Flow Interest Rate Risk

As of December 31, 2008 and 2007, the Group’s exposure to cash flow interest rate risk is
minimal. The Group’s policy is to manage its interest cost by entering into a fixed rate short-term
loans from banks.

Liquidity Risk

The Group’s objective is to maintain a balance between continuity of funding and flexibility
through the use of short-term debts and advances from stockholders. In addition, the Group
maintains credit facilities with local banks. As of December 31, 2008 and 2007, the Parent
Company has unused credit facilities amounting to £920.00 million and £475.00 million,
respectively (see Note 14).

The tables below summarize the maturity profile of the financial liabilities of the Group and the
Parent Company based on contractual undiscounted payments.

December 31, 2008
Consolidated
Less than S days 5 to 30 days 30 to 60 days Total
Financial liabilities at amortized cost
Beneficiaries and other payables
Beneficiaries £115,088,386 P P P£115,088,386
Agents, couriers and trading
clients 77,685,038 - - 77,685,038
Advances from related parties - - 10,030,390 10,030,390
Accrued interest payable - - 12,130,521 12,130,521
Interest-bearing loans - 291,099,236 293,462,014 584,561,250
£192,773,424 £291,099,236 P315,622,925 £799,495,585
December 31, 2007
Consolidated
Less than 5 days 5 to 30 days 30 to 60 days Total
Financial liabilities at amortized cost
Beneficiaries and other payables
Beneficiaries P£47,283,469 P P P47,283,469
Agents, couriers and trading
clients 43,205,900 - 16,732,981 59,938,881
Advances from related parties - - 2,540,838 2,540,838
Accrued interest payable - - 210,000 210,000
Interest-bearing loans - 176,687,187 - 176,687,187
£90,489,369 P176,687,187 P£19,483,819 £286,660,375
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December 31, 2008
Parent Company
Less than S days 5 to 30 days 30 to 60 days Total
Financial Liabilities
Financial liabilities at amortized cost
Beneficiaries and other payables
Beneficiaries P113,313,646 P P P113,313,646
Agents, couriers and trading
clients 62,511,418 - - 62,511,418
Advances from related parties - - 65,952,329 65,952,329
Accrued interest payable - - 2,318,666 2,318,666
Interest-bearing loans - 291,099,236 293,462,014 584,561,250
P175,825,064 £291,099,236 £361,733,009 P£828,657,309
December 31, 2007
Parent Company
Less than 5 days 5 to 30 days 30 to 60 days Total
Financial Liabilities
Financial liabilities at amortized cost
Beneficiaries and other payables
Beneficiaries P47,157,611 P P P47,157,611
Agents, couriers and trading
clients 8,872,547 - 16,732,981 25,605,528
Advances from related parties - - 2,540,838 2,540,838
Accrued interest payable - - 210,000 210,000
Interest-bearing loans - 176,687,187 - 176,687,187
£56,030,158 P176,687,187 P£19,483,819 £252,201,164
Cash and Cash Equivalent
This account consists of:
Consolidated Parent Company
2008 2007 2008 2007
Cash on hand £52,009,181 37,546,941 £46,157,931 P36,779,609
Cash in banks (Note 23) 780,628,699 564,132,520 660,717,625 357,627,371
Cash equivalent - 80,000,000 — 80,000,000
£832,637,880 P681,679,461 £706,875,556 P474,406,980
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The Group and the Parent Company’s foreign currency-denominated cash in banks with Philippine
pesos (Php) equivalent follow:

Consolidated
December 31, 2008 December 31, 2007
Amount Php Equivalent Amount  Php Equivalent
CAD 1,151,411 P45,003,339 3348207  P140,934,039
USD 1,089,567 52,103,867 144,656 5,915,201
EURO 712,822 47,256,656 - -
HKD 635,319 5,227,840 535,570 2,834,401
AUD 480,315 15,486,902 1,331,954 48,213,821
NZD 155,866 4,191,485 - -
GBP 52,685 3,695,335 104,465 8,607,687
P172,965,424 £206,505,149
Parent Company
December 31, 2008 December 31, 2007
Amount Php equivalent Amount  Php equivalent
USD 1,096,462 P£52,103,867 854,893 P35,289,979
EURO 10,775 714,303 - -
GBP 3,366 236,065 - -
AUD 3 85 1,230,813 44,552,716
CAD 1 30 . _
SGD — - 10,000 284,788
P53,054,350 P80,127,483
Cash in banks earn interest rates ranging as follows:
Consolidated Parent Company
2008 2007 2006 2008 2007 2006
PHP 0.5.00% 1.00% 1.00% 1.00% 1.00% 1.00%
to 2.00% to 2.00% to 2.00% to 2.00% to 2.00% to 2.00%
Foreign Currency- 0.40% 1.00% 1.00% 1.00% 1.00% 1.00%
Denominated to 2.00% to 4.00% to 4.00% to 2.00% to 2.00% to 2.00%
Receivables
This account consists of receivables from:
Consolidated Parent Company
2008 2007 2008 2007
Agents P712,559,310  P338,419,895  P706,886,165  P445,547,615
Couriers 74,418,358 16,891,618 74,418,358 16,891,618
Related parties (Note 23) 28,812,289 157,706,677 130,371,110 193,638,825
Others 121,094,998 33,185,754 120,342,604 32,983,788
936,884,955 546,203,944 P1,032,018237  P689,061,846
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‘Others’ include advances to employees, contractors and trading clients for foreign exchange
transactions. This also includes receivable from BIR on the Company’s excess payments made in
2007 IPO percentage tax and advances made to Taiwan office which amounted to 13.16 million
and £91.07 million, respectively.

The carrying value of receivables from agents, related parties, couriers and others are due on
demand or within one year.

Other Current Assets

This account consists of:

Consolidated Parent Company
2008 2007 2008 2007
Prepaid expenses £10,092,465 £3,956,719 P5,286,805 £1,934,595
Miscellaneous 10,184,791 1,321,629 9,819,647 1,321,629
£20,277,256 P5,278,348 £15,106,452 P3,256,224

I-Remit New Zealand Ltd. has a pending claim for refund amounting to 20.37 million as of
December 31, 2008 for goods and service tax (GST) from Inland Revenue Department, a
government agency of New Zealand which was filed and now under assessment. GST is added to
the price of taxable goods and services at a rate of 12.50% as it includes all types of personal and
real property, services that cover everything other than goods or money and taxable goods and
services that are part of business or taxable activity.

‘Miscellaneous’ consist mostly of office supplies and card inventories.

Investments in Subsidiaries and an Associate

The Group and the Parent Company’s investments in subsidiaries and an associate consist of the
following:

Consolidated Parent Company
2008 2007 2008 2007
Acquisition cost:
Subsidiaries:
IGRL P- P £71,200,000 P71,200,000
LSML - - 42,554,665 42,554,665
IRCL - - 13,444,000 13,444,000
WEPL - - 9,033,072 9,033,072
IAPL - - 8,552,000 8,552,000
PSAGL - - 5,958,800 -
IERCAG - - 3,554,754 -
INZL - - 32,400 -
Associate:
ISPL 12,600,000 12,600,000 12,600,000 12,600,000
12,600,000 12,600,000 166,929,691 157,383,737

(Forward)
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Consolidated Parent Company
2008 2007 2008 2007
Accumulated equity in net income of ISPL
Beginning balance P£2,226,752 P P- P
Equity income during the year 8,873,173 2,226,752 - —
Ending balance 11,099,925 2,226,752 - —

£23,699,925 P14,826,752 £166,929,691 P157,383,737

Acquisition of Subsidiaries

IERCAG, INZL and PSAGL

The financial statements of IERCAG were consolidated with the financial statements of the Parent
Company representing 3.00% of the consolidated assets of the Group as of December 31, 2008.
The same was previously classified as Other investments under Other noncurrent assets as of
December 31, 2007 since its total assets represent 1.00% of the consolidated total assets of the
Group as of December 31, 2007 and therefore not material to the consolidated financial statements
as a whole. The Parent Company’s 74.90% equity interest in [ERCAG amounts to £8.88 million.
The Parent Company’s BOD approved its incorporation on July 8, 2005 as a stock corporation to
be organized and registered in Austria. Accordingly, the Parent Company made an investment of
£3.55 million on July 18, 2005 and an additional investment amounting to £5.33 million on
various dates in 2006.

INZL a subsidiary, started commercial operations on February 13, 2008 and was included in the
consolidated financial statements of the Group. The Parent Company’s BOD approved its
incorporation on August 17, 2007 as a stock corporation to be organized and registered in New
Zealand. Accordingly, the Parent Company made an investment of NZD 1,000.00 (equivalent to
£32,400).

On November 28, 2008, the Parent Company’s BOD ratified the acquisition of the 100.00%
ownership interest in PSAGL for a consideration of £5.96 million. PSAGL is based in Hong
Kong and was incorporated on April 28, 2008 to engage in foreign currencies trading services.

This acquisition of subsidiaries did not result to any net cash flow because the net assets of the
subsidiaries at the date of acquisition represent cash in bank.

IGRL, IAPL and WEPL

On June 2, 2007, the Parent Company’s BOD approved the acquisition of the 100.00% ownership
interest in both IGRL and IAPL for consideration of £71.20 million and £8.55 million,
respectively. IGRL and IAPL are based in United Kingdom and Australia, respectively. These
two entities, which are in the remittance business, have the same operations as the Parent
Company. Accordingly on June 29, 2007, the Parent Company acquired 100.00% ownership
interest in IGRL and IAPL through the execution of deeds of assignment by the previous
stockholders (who are also the stockholders of the Parent Company) of the two entities. Under the
deeds of assignment, the existing advances by the Parent Company to certain stockholders shall be
applied as payment for the purchase of IGRL and IAPL.
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Also, on June 2, 2007, the Parent Company’s BOD approved the acquisition of the 20.00%
ownership interest in WEPL for consideration of £5.60 million. WEPL was incorporated and is
based in Australia, and have the same operations as the Parent Company. Accordingly on

June 29, 2007, the Parent Company acquired 20.00% ownership interest in WEPL through the
execution of deeds of assignment by the previous stockholders (who are also stockholders of the
Parent Company) of the two entities. Under the deeds of assignment, the existing advances of the
Parent Company to certain stockholders shall be applied as payment for the purchase WEPL. On
September 4, 2007, an additional 15.00% ownership interest in WEPL was acquired by the Parent
Company for consideration of £3.43 million.

As discussed in Note 1, WEPL is effectively 65.00% owned by the Parent Company through its
direct interest of 35.00% and indirect interest of 30.00% through IAPL. Accordingly, the financial
statements of WEPL have been included in the consolidated financial statements.

The following is a summary of the fair values of the assets acquired and liabilities assumed (which
approximate their respective carrying amounts) as of the date of the acquisition:

IGRL IAPL WEPL Total
(In thousands)

Cash on hand and in banks £19,332 P17,011 P21,486 £57,829
Receivables 25,827 - 2,174 28,001
Investments - 1,993 - 1,993
Property and equipment 2,049 - 379 2,428
Other noncurrent assets 3,814 - - 3,814
51,022 19,004 24,039 94,065
Accounts payable 29,890 15,910 9,720 55,520
Due to related parties 19,915 1,956 - 21,871
Other liabilities — 265 4,469 4,734
49,805 18,131 14,189 82,125
Net assets 1,217 873 9,850 11,940

Ownership interest acquired 100% 100% 35%
Net assets acquired 1,217 873 3,448 5,538
Goodwill (Note 11) 69,983 7,679 5,585 83,247

Consideration, satisfied by application

of advances to stockholders 71,200 8,552 5,600 85,352
Cash consideration - - 3,433 3,433
Total considerations £71,200 8,552 £9,033 P88,785

Net cash flow from acquisition of subsidiaries amounted to £54.40 million which represents cash
acquired from the subsidiaries amounting to £57.83 million and cash outlay amounting to
$3.43 million.

The Parent Company determined the final purchase price allocation at the end of the twelve month
provisional period including the fair values of the assets acquired and liabilities assumed and

goodwill, accordingly, no adjustment to goodwill was made.

If the combination had taken place at the beginning of the year, total revenue and net income for
the Group would have increased by £40.50 million and £1.30 million, respectively.
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Acquisition of an associate

ISPL

On June 2, 2007, the Parent Company’s BOD approved the acquisition of the 49.00% ownership
interest in ISPL for consideration of £12.60 million. ISPL is based in Singapore. ISPL, which is
in the remittance business, have the same operations as the Parent Company. Accordingly on

June 29, 2007, the Parent Company acquired 49.00% ownership interest in ISPL through the
execution of deeds of assignment by the previous stockholders (who are also stockholders of the
Parent Company) of the two entities. Under the deeds of assignment, the existing advances of the
Parent Company to certain stockholders shall be applied as payment for the purchase of ISPL, or if
there are no existing advances then cash payment shall be made.

The fair value of the net assets of ISPL at this date was £9.35 million and the fair value of the
49% ownership interest acquired was P4.58 million. The difference of £8.02 million between the
consideration and the fair value of the interest acquired in ISPL was recognized as part of
investments in associate.

The monetary authority of Singapore has yet to approve the sale of ISPL to the Parent Company.
Management and its legal counsel believe that the Parent Company’s application for approval will
merit favorable judgment and that any outcome will not affect the Parent Company’s purchase of
49.00% interest in ISPL.

Minority interest in LSML and IRCL

On June 2, 2007, the Parent Company’s BOD approved the acquisition of the 49.00% ownership
interest in LSML and 5.00% ownership interest in IRCL from their respective minority
stockholders for consideration of £24.70 million and £3.10 million, respectively, taking its
ownership in both entities at 100.00%. Accordingly on June 29, 2007, the respective LSML
minority stockholder (who is a stockholder of the Parent Company) and IRCL minority
stockholder executed deeds of assignment to transfer their respective ownership interest to the
Parent Company. Under certain deeds of assignment, the existing advances by the Parent
Company to certain stockholders shall be applied as payment for the purchase of LSML and
IRCL, or if there are no existing advances then cash payment shall be made. The difference of
£20.67 million and £2.54 million between the consideration paid and the minority interest
acquired in LSML and IRCL, respectively, was recognized as goodwill (see Note 11).

The following tables present the summarized financial information of subsidiaries and associate as
of and for the years ended December 31, 2008 and 2007:

2008
Balance Sheet Statement of Income
Total Assets Total Liabilities Revenue Gross Income Net Income
(In thousands)
Subsidiaries:
PAGL 265,701 £9,980 P59,844 P59,831 £49,876
ERCAG 53,027 85,290 7,387 6,752 (18,131)
IRCL 52,919 33,039 97,095 85,768 9,842
IGRL 32,970 31,812 63,000 42,241 67

(Forward)
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2008
Balance Sheet Statement of Income
Total Assets Total Liabilities Revenue Gross Income Net Income
(In thousands)
WEPL P24,653 P14,407 P36,169 P34,976 P10,693
LSML 9,348 3,825 20,951 20,939 3,134
INZL 8,118 9,780 1,182 1,082 (1,721)
IAPL 5,797 2,179 644 354 3,247
252,533 190,312 286,272 251,943 57,007
Associate:
ISPL 4,206 3,652 44,701 43,682 17,214
£256,739 £193,964 £330,973 £295,625 P74,221
2007
Balance Sheet Statement of Income
Total Assets  Total Liabilities Revenue Gross Income Net Income
(In thousands)
Subsidiaries:
IRCL P158,888 P147,148 P72,255 P67,293 P8,043
IGRL 37,205 35,921 65,465 43,624 419
IAPL 33,293 30,905 595 307 2,334
WEPL 22,385 9,153 21,255 20,446 7,714
LSML 6,286 1,472 19,595 19,578 2,356
258,057 224,599 179,165 151,248 20,866
Associate:
ISPL 23,064 10,319 27,586 9,963 9,172
P281,121 £234918 £206,751 P161,211 £30,038
. Property and Equipment
The composition of and movements in this account follow:
2008
Consolidated
Office and Transportation
Communication  and Delivery Furniture Leasehold
Equipment Equipment  and Fixtures Improvements Total
Cost
Balance at beginning of year £25,536,540 £3,428,323 £4,886,733 £17,015,596 £50,867,192
Additions 9,635,877 5,138,517 4,796,594 3,085,260 22,656,248
Disposals - (2,111,362) - - (2,111,362)
Exchange adjustment (647,066) (203,351) (93,466) (943,883)
Balance at end of year 34,525,351 6,455,478 9,479,976 20,007,390 70,468,195
Accumulated Depreciation and
Amortization
Balance at beginning of year 16,083,892 2,461,263 2,804,793 10,459,574 31,809,522
Depreciation and amortization 5,440,737 886,965 1,276,921 2,506,728 10,111,351
Disposals - (2,111,362) - - (2,111,362)
Exchange adjustment (191,693) (1) (2,269) (20,944) (214,917)
Balance at end of year 21,332,936 1,236,855 4,079,445 12,945,358 39,594,594
Net Book Value at End of Year P13,192,415 P5,218,623 £5,400,531 £7,062,032 £30,873,601
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2007
Consolidated
Office and  Transportation
Communication and Delivery Furniture Leasehold
Equipment Equipment and Fixtures  Improvements Total
Cost
Balance at beginning of year P14,924,986 P2,407,788 P3,847,818 P14,124,256 P35,304,848
Additions 7,135,392 1,020,535 1,073,697 3,124,829 12,354,453
Other adjustment 4,560,481 - 39,850 - 4,600,331
Exchange adjustment (1,084,319) — (74,632) (233,489) (1,392,440)
Balance at end of year 25,536,540 3,428,323 4,886,733 17,015,596 50,867,192
Accumulated Depreciation and
Amortization
Balance at beginning of year 10,663,450 1,964,290 2,249,427 8,242,499 23,119,666
Depreciation and amortization 3,736,946 496,973 636,009 2,543,387 7,413,315
Other adjustment 2,641,251 - 11,282 - 2,652,533
Exchange adjustment (957,755) — (91,925) (326,312) (1,375,992)
Balance at end of year 16,083,892 2,461,263 2,804,793 10,459,574 31,809,522
Net Book Value at End of Year 9,452,648 P967,060 £2,081,940 £6,556,022 19,057,670
2008
Parent Company
Office and Transportation
Communication  and Delivery Furniture Leasehold
Equipment Equipment  and Fixtures Improvements Total
Cost
Balance at beginning of year 15,775,911 P3,428,323 £2,932,080 £10,830,081 £32,966,395
Additions 5,294,434 5,019,000 751,777 580,911 11,646,122
Disposals — (2,111,362) — — (2,111,362)
Balance at end of year 21,070,345 6,335,961 3,683,857 11,410,992 42,501,155
Accumulated Depreciation and
Amortization
Balance at beginning of year 10,338,000 2,461,263 1,774,038 6,749,915 21,323,216
Depreciation and amortization 3,629,073 873,023 381,682 1,194,450 6,078,228
Disposals — (2,111,362) — — (2,111,362)
Balance at end of year 13,967,073 1,222,924 2,155,720 7,944,365 25,290,082
Net Book Value at End of Year £7,103,272 P5,113,037 P£1,528,137 P£3,466,627 P£17,211,073
2007
Parent Company
Officeand  Transportation
Communication and Delivery Furniture Leasehold
Equipment Equipment and Fixtures  Improvements Total
Cost
Balance at beginning of year R11,179,690 £2,407,788 £2,192,566 £8,339,144 P24,119,188
Additions 4,596,221 1,020,535 739,514 2,490,937 8,847,207
Balance at end of year 15,775,911 3,428,323 2,932,080 10,830,081 32,966,395
Accumulated Depreciation and
Amortization
Balance at beginning of year 8,038,871 1,964,290 1,381,720 5,376,839 16,761,720
Depreciation and amortization 2,299,129 496,973 392,318 1,373,076 4,561,496
Balance at end of year 10,338,000 2,461,263 1,774,038 6,749,915 21,323,216
Net Book Value at End of Year P5,437,911 967,060 P1,158,042 £4,080,166 P11,643,179
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Details of depreciation and amortization follow:

Consolidated Parent Company
2008 2007 2006 2008 2007 2006
Property and equipment £10,111,351 P7,413,315 P5,973,520 £6,078,228 P4,561,496 P4,011,287
Software cost (Note 12) 1,482,668 1,326,400 918,494 1,482,668 1,326,400 918,494

£11,594,019 P8,739,715 P6,892,014 7,560,896 P5,887,896 $4,929,781

11. Goodwill

Goodwill amounting to 4.98 million in 2006 represents the excess of the acquisition cost of the
65.00% ownership in IRCL, acquired by the Parent Company in 2004, over the fair value of its
identifiable net assets at the date of acquisition. Additions to goodwill in 2007 amounting to
£106.46 million relate to the excess of the acquisition cost over the ownership interest acquired by
the Parent Company in IGRL, IAPL, IRCL, LSML and WEPL (see Note 9).

Movements in goodwill of the Group follow:

2008 2007
Balance at beginning of year P111,441,191 £4,983,052
From acquisition of subsidiaries and
minority interests (Note 9) — 106,458,139
Exchange adjustment (19,924,148) —
Balance at end of year £91,517,043 P111,441,191
12. Other Noncurrent Assets
This account consists of:

Consolidated Parent Company
2008 2007 2008 2007
Input value-added tax (VAT) 26,918,912  $7,936986  P26,918,912  P7,936,986
Refundable deposits 7,601,892 3,662,046 3,541,152 2,154,125
Software cost - net 2,193,133 1,898,834 2,193,133 1,898,834
Other investments - 8,875,108 - 8,875,108
Others 972,971 115,416 44,000 44,000

£37,686,908  P22,488,390 £32,697,197  $£20,909,053
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The Parent Company has applied for tax credits on input VAT with the BIR and is awaiting for the
issuance of tax credit certificates (TCCs). Management believes that the Company will be able to

obtain the TCCs for the outstanding input VAT.

Movements in software cost of the Group and the Parent Company follow:

2008 2007
Cost
Balance at beginning of year £7,470,995 £6,803,502
Additions 1,776,967 667,493
Balance at end of year 9,247,962 7,470,995
Accumulated Amortization
Balance at beginning of year 5,572,161 4,245,761
Amortization (Note 10) 1,482,668 1,326,400
Balance at end of year 7,054,829 5,572,161
Net Book Value at end of year P2,193,133 1,898,834

Other investments as of December 31, 2007 represent the total of the Parent Company’s initial
investment of 3.55 million (representing 74.90% equity interest) and advances of £5.33 million
from IERCAG. The financial statements of IERCAG were not consolidated with the accounts of
the Parent Company since the related accounts were not material to the consolidated financial
statements as a whole. The total assets of IERCAG represented 1.00% of the consolidated total

assets of the Group as of December 31, 2007.

In 2008, the Parent Company consolidated the financial statements of IERCAG and the advances
of £5.33 million was reclassified to receivable from related party in the Parent Company’s

financial statements.

13.

Beneficiaries and Other Payables

This account consists of:

Consolidated Parent Company
2008 2007 2008 2007
Beneficiaries P115,088,386  P47,283,469 PR113,313,646 $47,157,611
Agents, couriers and trading clients 77,685,038 59,938,881 62,511,418 25,605,528
Accrued expenses 54,115,712 18,244,383 25,544,339 11,661,062
Advances from related parties (Note 23) 10,030,390 2,540,838 65,952,329 -
Others 15,171,073 15,357,022 20,869,530 12,413,977
£272,090,599 P143,364,593 P288,191,262 £96,838,178

Others include payables to SSS, Pagibig, Philhealth and other payables to government agencies

and deposits received from trading clients.
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14.

Interest-Bearing Loans

This account includes the Parent Company’s unsecured, short-term interest-bearing peso-
denominated loans.

As of December 31, 2008 and 2007, the outstanding loans payable of the Parent Company
amounted to 580.00 million and £175.00 million, respectively.

In 2008, 2007 and 2006, these loans bear annual interest rates ranging from 8.75% to 13.00%,
7.75% to 9.00% and 6.50% to 7.50%, respectively.

The Parent Company has unused credit facility amounting to £920.00 million and £475.00 million
as of December 31, 2008 and 2007, respectively.

Outstanding loans payable amounting to £580.00 million as of December 31, 2008 were
subsequently paid on various dates in January and February 2009.

15.

Equity

Capital Stock
The Parent Company’s capital stock consists of:

2008 2007 2006
Number of Number of Number of
Shares Amount Shares Amount Shares Amount
Common stock
Authorized - 21 par value per share in 2008
and 2007 and 100 par value per share
in 2006 1,000,000,000  #1,000,000,000 1,000,000,000  £1,000,000,000 2,000,000 £200,000,000
Issued:
Balance at beginning of year 562,417,000 £562,417,000 500,000 £50,000,000 500,000 £50,000,000
Issuance of shares resulting from decrease
in par value - - 49,500,000 - -
Issuances during the year - - 469,417,000 469,417,000 -
Stock dividend - - 43,000,000 43,000,000 -
Balance at end of year 562,417,000 562,417,000 562,417,000 562,417,000 500,000 £50,000,000
Less treasury stock 10,006,200 40,792,350 128,700 128,700 —
Issued and outstanding 552,410,800 £521,624,650 562,288,300 P£562,288,300 500,000 £50,000,000

The details of the issuance of the Parent Company’s shares of stock in 2007 follow:

Capital Paid-in
Excess of Par

Capital Stock Value
Conversion of deposit for future stock subscription
to capital stock £347,000,000 P
Issuance of shares of stock through initial public
offering (IPO), net of transaction costs 107,417,000 364,830,173
Issuance of shares under the stock purchase plan 15,000,000

£469,417,000 P364,830,173
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The movements in the Parent Company’s subscribed capital stock in 2007 follow:

Balance at January 1 £100,000,000
Subscribed 369,417,000

Issuance of stock (469,417,000)
Balance at December 31 -
Subscription receivable —

P

Deposits on Future Stock Subscriptions
Movements in Deposits on future stock subscriptions of the Group and the Parent Company in
2007 follow:

Balance at January 1 £53,000,000
Additional deposits 294,000,000
Conversion to capital stock (347,000,000)
Balance at December 31 P

As discussed in Note 1, on June 29, 2007, the Parent Company’s BOD and stockholders approved
the increase in the Parent Company’s authorized capital stock from £200.00 million divided into
2.00 million shares with par value of £100.00 per share to £1.00 billion divided into 1.00 billion
shares with par value of £1.00 per share.

The Parent Company’s BOD also approved the subscription of the existing stockholders to
£297.00 million worth of shares of the Parent Company at par value of 21.00 per share out of the
£800.00 million increase in the Parent Company’s capital stock. The said subscription, including
the initial unpaid subscription of 50.00 million worth of shares, was paid by the stockholders on
various dates in June 2007.

On August 22, 2007, the SEC approved the Parent Company’s amended articles of incorporation
and by-laws, as well as the issuance of additional shares out of the increase in the Group’s
authorized capital stock amounting to £297.00 million.

Dividends

On April 25, 2008, the BOD of the Parent Company declared cash dividends amounting to

£21.99 million or £0.0391 per share, payable to sharecholders-of-record as of May 15, 2008, which
declaration was subsequently ratified and confirmed by the Parent Company’ shareholders during
their annual meeting held on July 31, 2008. The payment of dividends was made on June 10,
2008.

The BOD declared a 10.83% stock dividend worth £43.00 million to its shareholders on

July 20, 2007, which declaration was subsequently ratified and confirmed by the Parent
Company’s sharcholders during their annual meeting held on the same date. The record date was
August 19, 2007. The stock dividends were distributed to stockholders on August 21, 2007.
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Primary and Secondary Public Offerings

On October 17, 2007, the Parent Company completed the offer and sale through the Philippine
Stock Exchange of 140,604,000 common shares with par value of £1.00 per share in an IPO. The
offer shares consisted of 107,417,000 new common shares issued and offered by the Parent
Company by way of a primary offer and a total of 33,187,000 existing shares offered by the
selling shareholders of the corporation, JTKC Equities, Inc. (21,571,550 common shares),
Surewell Equities (9,956,100 common shares) and JPSA Global Service Co. (1,659,350 common
shares) by way of a secondary offer. The net proceeds from the primary offer, after deducting the
applicable underwriting discounts and commissions and expenses, will be used by the Parent
Company to finance, in part, its expansion in existing and new countries, to cover working capital
requirements, and to partially retire some of the Parent Company’s short-term interest-bearing
loans.

Proceeds from the IPO of 107,417,000 common shares totaled £502.71 million. Total transaction
cost, which was charged against additional paid-in capital, amounted to £30.46 million.

Proceeds from issuance of shares of stock in 2007 follow:

Prior to IPO £294,000,000
During IPO 502,711,560
Share-based payment 11,740,000

£808,451,560

Treasury Stock
On August 15, 2008, the BOD approved the Buy-back Program to acquire up to ten million

(10,000,000) of its shares, representing approximately 1.87% of the Company’s total outstanding
common shares, from the market. During the year, the Parent Company purchased

9,329,000 shares (P40.11 million) under the Buy-back Program and 548,500 shares

(20.55 million) under SSPP (see Note 17).

Capital Management

The primary objective of the Group’s capital management is to ensure that the Group complies
with externally imposed capital requirements and it brings strong credit rating and healthy capital
ratios in order to support its business and maximize shareholder value.

The Group manages its capital structure and makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust the capital structure, the Group may adjust the
dividend payment to shareholders, return capital to shareholders or issue new shares (as discussed
above). No changes were made in the objectives, policies or processes during the years ended
December 31, 2008 and 2007.
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The Group considers the equity attributable to equity holders of the Parent Company as its capital

and monitors its capital using a debt to equity ratio as required by the Board of Investments (BOI),
which is total liabilities divided by total equity. The Group’s policy is to maintain a debt to equity
ratio of 3:1, as required by the BOI. As of December 31, 2008 and 2007, the Group has complied
with its debt-to-equity ratio requirement.

Consolidated Parent Company

2008 2007 2008 2007
Beneficiaries and other payables £272,090,599 P£143,364,593 £288,191,262  £96,838,178
Interest-bearing loans 580,000,000 175,000,000 580,000,000 175,000,000
Retirement liability 5,414,214 5,520,611 5,414,214 5,520,611
Total liabilities P857,504,813 P323,885,204 P873,605,476 P277,358,789
Capital stock P562,417,000 PB562,417,000 P562,417,000 562,417,000
Capital paid-in excess of par value 424,830,173 424,830,173 424,830,173 424,830,173
Retained earnings 196,578,702 87,783,477 147,622,281 91,183,444
Share-based payment 3,155,626 1,000,313 3,155,626 1,000,313
Cumulative translation adjustment (25,604,416) (3,880,092) - -
Treasury stock (40,792,350) (128,700)  (40,792,350) (128,700)
Equity attributable to equity holders

of the Parent Company £1,120,584,735 £1,072,022,171 £1,097,232,730 £1,079,302,230

Debt to equity ratio 0.77:1.00 0.30:1.00 0.80:1.00 0.26:1.00

16. Retirement Plan

The Parent Company has a noncontributory defined benefit retirement plan covering substantially
all of its regular employees. Under this retirement plan, all qualified employees are entitled to
cash benefits after satisfying age and service requirements.

Provisions for pension obligations are established for benefits payable in the form of retirement
pensions. Benefits are dependent on years of service and the respective employee’s latest monthly
salary.

The Parent Company determined its transitional liability for defined benefit retirement plan merely
as the present value of the obligation since the Parent Company had no plan assets at the date of
the adoption. Transitional liability is amortized prospectively over five (5) years starting on
January 1, 2005.

The latest actuarial valuation report on the retirement plan is dated December 31, 2008.

The principal actuarial assumptions used in determining retirement liability for the Parent
Company as of January 1, 2008 and 2007 are as follows:

2008 2007
Discount rate 10.15% 8.29%
Future salary increases 8.00% 8.00%

Average remaining working life (in years) 30.4 30.4
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Discount rate used to arrive at the present value of the obligation as of December 31, 2008 is

15.20%.

The amounts recognized in the balance sheet follow:

2008 2007
Present value of obligation P6,574,511 £7,770,113
Fair value of plan assets 3,168,050 —
3,406,461 7,770,113
Unrecognized amortization:
Actuarial gain (loss) 2,259,981 (1,745,047)
Transitional liability (252,228) (504,455)
Retirement liability B5,414,214 5,520,611
The movement in the fair value of plan assets in 2008 as follows:
Balance at January 1 P
Contributions 3,168,050
Balance at December 31 P3,168,050
The movements in the present value of obligation are as follows:
2008 2007
Balance at January 1 £7,770,113 10,688,426
Current service cost 1,988,492 1,805,258
Interest cost 788,666 886,071
Actuarial gain (3,972,760) (5,609,642)
Balance at December 31 P6,574,511 £7,770,113

The amounts of retirement expense included in Salaries, wages and employee benefits in the

statement of income are as follows:

2008 2007

Current service cost £1,988,492 1,805,258
Interest cost 788,666 886,071
Actuarial loss recognized 32,268 224,494
Amortization of transitional liability 252,227 252,227
23,061,653 £3,168,050

The movements in the retirement liability recognized in the balance sheet are as follows:

2008 2007
Balance at January 1 P5,520,611 £2,352,561
Retirement expense 3,061,653 3,168,050
Contribution (3,168,050) =
Balance at December 31 P5,414,214 5,520,611
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Movements in actuarial loss (gain) are as follows:

2008 2007
Balance at January 1 P1,745,047 £7,579,183
Actuarial gain during the year (3,972,760) (5,609,642)
Actuarial loss recognized (32,268) (224,494)
Balance at December 31 ($2,259,981) 1,745,047

The amounts of experience adjustments relating to the plan liabilities of the Parent Company are
as follows:

2008 2007 2006
Present value of obligation P6,574,511 £7,770,113 P10,688,426
Fair value of plan assets 3,168,050 - -
Changes in assumption 3,766,312) (9,785,892) 6,424,574
Experience adjustments on plan liabilities (206,448) 4,176,250 205,718

On December 18, 2008, the Parent Company funded its retirement plan invested in time deposits
with banks amounting to £3.17 million. The retirement fund is maintained with Sterling Bank of
Asia (SBA), an affiliate, as trustee (see Note 23).

17.

Special Stock Purchase Program

On July 20, 2007, the BOD approved the proposal to set up a SSPP totaling 15,000,000 shares for
the employees of the Parent Company who have been in the service for at least one (1) calendar
year as of June 30, 2007 as well as, BOD, resource persons and consultants of the proponents
(collectively referred to as “the Participants™) of the Parent Company. A Notice of Exemption
under Section 10.2 of the Securities Regulations Code has been approved by the SEC on
September 13, 2007.

All 15,000,000 shares were exercised. The shares subject of the SSPP were sold at par value or
£1.00 per share. Total shares amounting to £11.74 million were paid in full, while the difference
totaling £3.26 million were paid by way of salary loan. Shares acquired through SSPP are subject
to a lock-up period of two (2) years from date of issue which ends by September 19, 2009.

The sale is further subject to the condition that should the officer or employee resign from the
Parent Company prior to the expiration of the lock-up period, the share purchased by such
resigning employee or officer shall be purchased at cost by the Parent Company’s as Treasury
stock. As of December 31, 2008, fifteen (15) employees resigned (thirteen (13) in 2008 and

two (2) in 2007) and their shares totaling 677,200 (548,500 in 2008 and 128,700 in 2007) were
bought back by the Parent Company. The total cost of the shares acquired amounting to 677,200
was recognized as Treasury stock .
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As approved by the Company’s BOD, the fair value of the shares issued under the SSPP was
measured at the grant date using the price-earnings multiple model taking into account the terms
and conditions upon which the shares were granted. The fair value at grant date was

£1.33 per share. This transaction also resulted in an increase in equity by 23.16 million and
£1.00 million recognized as other equity adjustment. The expense arising from the share-based
payment plan is recognized over the two-year lock-up period. For the years ended December 31,
2008 and 2007, the expense recognized under Salaries, wages and employee benefits in the
statement of income amounted to £2.16 million in 2008 and £1.00 million in 2007.

18.

Operating Lease Commitments
The Parent Company has entered into the following lease agreements for its office space:

(a) On September 30, 2008, lease agreement with Sta. Elena Divisoria Condo was made for a
period of sixty (60) months commencing October 01, 2008 to September 30, 2013 with a
10.00% escalation effective on the second year up to the fifth year of the lease term.

(b) Lease agreement with Wynsum Realty was entered into for a period of thirty six (36) months
commencing on September 1, 2008 to August 31, 2010 with a 5.00% escalation on the
aggregate current monthly rental on the second year of the lease term.

(¢) On February 7, 2007, lease agreement with Oakridge Properties was made for a period of
thirty six (36) months commencing on February 1, 2007 to January 31, 2010 with a 10.00%
escalation on the aggregate current monthly rental on the 13th and 25th month of the lease
term.

(d) In December 2005, lease agreement with Oakridge Properties was entered into for a period of
thirty five (35) months, which commenced on February 1, 2006 and expires on
January 31, 2009.

(e) Operating lease agreements with Oakridge Properties were entered into for a period of
fifty-and-a half (50 %2) months, which commenced on September 16, 2002 and expired on
November 30, 2006. These leases have an escalation clause of 10.00% on the 13th month of
the lease term and every year thereafter and may be renewed under the terms and conditions
mutually agreed upon by the Parent Company and the lessor. The lease contract was renewed
for a period of one year, both in 2007 and 2006.

Rent expense pertaining to these leased office spaces by the Parent Company from Oakridge
Properties, Wynsum Realty, and Sta. Elena Divisoria Condo, amounted to £9.48 million in 2008,
£7.07 million in 2007, and £5.39 million in 2006 (see Note 23). Total rent expense of the Parent
Company amounted to £9.95 million, £7.37 million and £6.34 million in 2008, 2007 and 2006,
respectively.
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Subsidiaries have their respective operating lease agreement. The lease contracts are for periods
ranging from 1 to 10 years and may be renewed under the terms and conditions mutually agreed
upon by the Subsidiaries and the lessor.

The Group’s rent expense includes operating lease agreements entered into by the subsidiaries for
the use of its office spaces. Rent expense of the Group amounted to £32.53 million,
£30.15 million and £17.87 million in 2008, 2007 and 2006, respectively.

Future minimum rentals payable under non-cancelable operating leases are as follows:

Consolidated

Parent Company

2008

2007 2008 2007

Within one year

After one year but not more than
five years

More than five years

230,262,633 P54,785,105 £9,956,227 7,491,728

22,495479 69,986,753 10,273,809 1,377,098

1,031,976

P53,790,088 P124,771,858 $20,230,036 P8§,868,826

19.

Marketing Expenses

This account consists of:

Consolidated Parent Company
2008 2007 2006 2008 2007 2006
Marketing and promotions P52,311,765 £29,342,343  P£14,804,921 £38,631,019  £22,194,783 P£12,059,553
Advertising and publicity 5,269,536 1,725,637 479,555 5,269,536 1,725,637 479,555
P57,581,301 P£31,067,980 R15,284,476 £43,900,555 £23.920,420 £12,539,108

20. Other Operating Expenses
This account consists of:

Consolidated Parent Company
2008 2007 2006 2008 2007 2006
Insurance £4,044,574 P1,593,550 P1,242,301 £956,624 P£823,285 P1,013,369
Repairs and maintenance 3,785,376 3,754,837 976,201 585,834 670,218 353,487
Taxes and licenses 2,824,233 1,911,044 1,037,702 2,450,304 1,557,933 860,475
Association dues 1,623,984 1,228,896 1,020,310 1,623,984 1,228,896 1,020,310
Miscellaneous 4,927,248 5,134,826 3,646,377 4,810,182 1,782,044 840,000
P17,205415 P13,623,153 £7,922,891 £10,426,928 6,062,376 P4,087,641
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21.

Foreign Exchange Gains - net and Other Income

Foreign exchange gains - net represent currency exchange income arising from remittance
transactions.

Other income consists of:

Consolidated Parent Company
2008 2007 2006 2008 2007 2006
Interest income P7,213,676 $3,179,220 21,111,298 $5,262,353 $£1,986,501  £987,985
Others 26,443,145 13,739,624 1,630,671 19,043,818 2,325,050 73,255

P33,656,821 £16,918,844 $2,741,969 P24,306,171 P4,311,551 £1,061,240

Interest income pertains to interest earned from deposits and short-term placements with banks.

‘Others’ mainly represents other income of subsidiaries such as rebates, sub-lease rental income
and dividends received from foreign offices which amounted to £11.39 million in 2008 as
recognized by the Parent Company. This also includes the unrealized foreign exchange gains
amounting to £4.72 million and £4.98 million in 2008 and 2007, respectively, from translation of
foreign currency-denominated and cash equivalents, receivables, and beneficiaries and other
payables.

22.

Other Charges

Other charges consist of:

Consolidated Parent Company
2008 2007 2006 2008 2007 2006
Interest expense (Note 14) P13,505,275 £24,330,618 $£22,339,223  P13,249,551 £24,330,547 $£22,339,223
Others 4,291,416 253,939 169,097 1,410,722 196,813 169,097

P17,796,691  P24,584,557  P22,508,320  $14,660,273  P24,527,360  $£22,508,320

Interest expense pertains to interest incurred on interest-bearing loans.



- 46 -

23. Related Party Transactions

In the ordinary course of business, the Group transacts with its subsidiaries and with directors,
officers, stockholders and other related interests. Under the Group’s existing policies, these
transactions are made substantially on the same terms and condition as transactions with other
individuals and businesses of comparable risks. The Group engages in transactions with related
parties consisting primarily of the following:

(a)

(b)

(c)

(d)

(e)

()

€9)

Delivery fees in the Parent Company’s statement of income in 2008, 2007 and 2006, with
subsidiaries and associate are as follows:

2008 2007 2006
IRCL £42,169,099 230,955,164 £21,610,223
IAPL and WEPL 27,782,207 18,582,064 -
IGRL 27,348,257 27,819,528 -
ISPL 22,103,338 15,216,110 -
LSML 7,102,659 5,792,210 6,178,259
IERCAG 2,737,852 - -
INZL 454,796

P£129,698,208 P98,365,076 P27,788,482

Advances from PSAGL represent fees amounting to 59.84 million in 2008 for services
rendered as adviser for various treasury needs and counsel in connection with issues on
financial matters of the Group.

The Parent Company leases office spaces from Oakridge Properties, Wynsum Realty, and
Sta. Elena Divisoria Condo, wherein rent expense amounted to £9.48 million, £7.07 million
and £5.39 million in 2008, 2007, and 2006, respectively.

The Parent Company has office sharing arrangements with Surewell Equities Pte Ltd. in
Singapore, a related party of the Parent Company.

In 2008, the Parent Company has funded its retirement plan amounting to £3.17 million and
maintained with SBA, an affiliate, as trustee.

The Parent Company has deposits amounting to £44.56 million with SBA, an affiliate, as of
December 31, 2008.

Operating cash advances to/from stockholders, associates and companies owned by the
stockholders. The following table shows the details of advances to/from related parties:
Consolidated Parent Company
2008 2007 2008 2007
Advances to related parties (Note 7):
Stockholders P1,392,824 P107,676,270 B-  P106,729,955
Subsidiaries, associates and
affiliates:
ISPL 10,928,314 3,881,295 10,928,314 3,881,295
I-Remit-Taiwan 7,905,602 3,855,446 7,905,602 3,855,446
INZL 3,575,318 - 8,404,686 579,100
[-Remit-USA 1,574,854 30,626,683 1,574,854 30,626,683

(Forward)
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Consolidated

Parent Company

2008 2007

2008 2007

I-Remit-AG
IGRL

IRCL
WEPL
LSML
PSAGL
Others

P- £10,904,780

3,435,377 762,203

£39,375,800 £10,904,780
12,671,874 23,277,696

7,034,622 12,203,374
3,238,711 -
1,431,991 1,397,393
75,973 -
37,728,683 183,103

P28,812,289  P157,706,677

P130,371,110  P193,638,825

Advances from related parties (Note

13):
[-Remit-AG £6,319,822 P- P- P
Stockholders 2,888,071 1,843,515 1,920,77 -
PSAGL - - 64,031,553 -
IAPL 883,528 - - -
INZL 276,176 - - -
Others - 697,323 — —

£10,367,597 P£2,540,838 P£65,952,329 P

Movements in the Parent Company’s advances to stockholders follow:

2008 2007

Balance at beginning of year

Additional advances to stockholders

P£106,729,955 50,698,359

Payment/offset (acquisition of subsidiaries,

associate and minority interests) (Note 9)

28,848,545 181,783,596

(135,578,500) (125,752,000)

Balance at end of year

P- P£106,729,955

The compensation of the key management of the Parent Company in 2008, 2007 and 2006 are as

follows:
2008 2007 2006
Short-term employee benefits 216,227,206 12,723,344 4,763,482
Post employee benefits 1,035,615 695,140 336,879
Share-based program 618,250 166,817 —
P17,881,071 13,585,301 5,100,361
24. Income Taxes
The provision for income tax consists of:
Consolidated Parent Company
2008 2007 2006 2008 2007 2006
Corporate
RCIT B57,164,870 £8,062,328 P- P37,616,889 P1,334,618 P
Final 1,052,470 — - 1,052,470 - —
Deferred - (16,103) 66,098 — — -
£58,217,340  £8,046,225 £66,098 $38,669,359 £1,334,618 P
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RA No. 9337, An Act Amending National Internal Revenue Code, provides that the RCIT rate
shall be 35.00% until December 31, 2008. Starting January 1, 2009, the RCIT rate shall be
30.00%. It also provides that the interest allowed as a deductible expense is reduced by an amount
equivalent to 42.00% until December 31, 2008 and 33.00% starting January 1, 2009 of interest
income subjected to final tax.

In addition, current tax regulations provide for the ceiling on the amount of entertainment,
amusement and recreation (EAR) expenses that can be claimed as a deduction against taxable
income. Under the regulation, EAR expenses allowed as deductible expense for seller of goods or
properties like the Company is limited to the actual EAR paid or incurred but not to exceed 1.00%
of net revenue. An MCIT of 2.00% on modified gross income is computed and compared with the
RCIT. Any excess of the MCIT over the RCIT is deferred and can be used as a tax credit against
future income tax liability for the next three years.

RA No. 9504, An Act Amending National Internal Revenue Code, provides that starting July 1,
2008, the optional standard deduction (OSD) equivalent to 40.00% of gross income may be
claimed as an alternative deduction in computing for the RCIT. For 2008 RCIT computation, the
Company elected to claim itemized expense deductions instead of the OSD.

As of December 31, 2008 and 2007, the Parent Company did not recognize deferred tax asset on
the following temporary differences:

2008 2007
Retirement liability P5,414,214 £5,520,611
Accrued expenses 8,223,367 —
Balance at end of year P13,637,581 5,520,611

Management of the Parent Company believes that it is not highly probable that this temporary
difference will be realized in the future.

A reconciliation of the statutory income tax rates and the effective income tax rates in 2008, 2007
and 2006 follows:

Consolidated Parent Company
2008 2007 2006 2008 2007 2006

Statutory income tax 35.00% 35.00% 35.00% 35.00% 35.00% 35.00%
Tax effects of:

Nondeductible interest expense 0.41 - - 0.66 - -

Interest income subject to final tax 0.42) - - (0.67) - -

Income tax holiday - (29.96) (36.78) - (34.76) (35.82)

Unrecognized deferred tax asset 1.26 1.59 1.94 2.02 1.20 0.82

Others (5.32) — — (3.99) — -

Effective income tax 30.93% 6.63% 0.16% 33.03% 1.44% 0.00%
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25. Earnings Per Share

The basis of calculation for EPS attributable to equity holdings of the Parent Company follows:

2008 2007 2006

a. Net income attributable to equity holdings
of the Parent Company 130,785,730 £106,365,201 £41,708,879

b. Weighted average number of outstanding
common shares of the Parent Company 558,695,875 201,633,775 500,000
c. Basic/diluted earnings per share (a/b) £0.23 £0.53 £83.42

As of December 31, 2008, 2007 and 2006, there were no dilutive potential common shares.

26. Segment Reporting

The Group’s operating businesses are organized and managed separately according to
geographical areas representing a strategic business unit. These segments are the bases on which
the Group report its segment information. Transactions among segments are conducted at
estimated market rates on an arm’s length basis. The Group reports only on a geographical
segment and no secondary business segment was presented since all operations relate to the
remittance business.

The following tables present income and expenditure and certain assets and liabilities information
regarding geographical segments as of and for the years ended December 31, 2008, 2007 and
2006:

2008

North  Adjustments
Philippines _ Asia Pacific Europe America and eliminations Total
(In thousands)

Financial Performance

Revenue R475,781 £118,790 £70,387 £97,095 R R 762,053
Cost of services (162,302) (1,608) (21,394) (11,327) — (196,631)
Gross income 313,479 117,182 48,993 85,768 - 565,422
Operating expenses (220,686) (50,853) (67,519) (71,826) - (410,884)
Other income 24,307 13,707 496 606 (5,459) 33,657
Income before income tax 117,100 80,036 (18,030) 14,548 (5,459) 188,195
Provision for income tax (38,669) (14,808) (35) (4,705) — (58,217)
Net income 78,431 65,228 (18,065) 9,843 (5,459) 129,978
Minority interest — — — — 808 808
Net income attributable to equity

holders of the Parent Company 278,431 P65,228 (R18,065) 29843 (24,651) P2130,786
Financial Position
Total assets 21,970,838 £113,618 £85,996 252,919 (R249,793) 21,973,578
Total liabilities £873,605 240,170 £117,103 £33,039 (R206,412) £857,505
Other Segment Information
Capital expenditure 211,646 22787 27,148 21,075 2 P22.,656

Depreciation and amortization 27,561 P875 21,756 21,402 2 211,594
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2007
North  Adjustments
Philippines Asia Pacific Europe America and eliminations Total
(In thousands)

Financial Performance
Revenue P383,743 P41,445 P65,465 P72,255 (B1,154) P561,754
Cost of services (127,382) (1,114) (21,841) (4,962) — (155,299)
Gross income 256,361 40,331 43,624 67,293 (1,154) 406,455
Operating expenses (168,295) (32,204) (43,284) (58,254) (302,037)
Other income 4312 9,383 210 480 2,533 16,918
Income before income tax 92,378 17,510 550 9,519 1,379 121,336
Provision for income tax (1,334) (5,106) (130) (1,476) — (8,046)
Net income 91,044 12,404 420 8,043 1,379 113,290
Minority interest — — — — (6,925) (6,925)
Net income attributable to equity

holders of the Parent Company P91,044 P12,404 P£420 £8,043 (B5,546) P£106,365
Financial Position
Total assets P1,356,661 P61,963 P37,205 P158,888 (R213,741) £1,400,976
Total liabilities P277,359 P41,530 P£35,921 P147,148 (R178,073) P323,885
Other Segment Information
Capital expenditure £8.847 £1,221 P1,816 £470 P P12,354
Depreciation and amortization £5,888 P538 £944 21,370 P £8,740

2006
North  Adjustments
Philippines Asia Pacific Europe America and eliminations Total
(In thousands)

Financial Performance
Revenue P277,435 P14,515 P P66,830 P P358,780
Cost of services (101,183) 17) — (24,011) — (125,211)
Gross income 176,252 14,498 - 42,819 - 233,569
Operating expenses (134,625) (14,658) - (44,476) - (193,759)
Other income 1,061 138 — 1,543 — 2,742
Income before income tax 42,688 22) - (114) - 42,552
Provision for income tax — (66) — — — (66)
Net income 42,688 (88) - (114) - 42,486
Minority interest — — — — (777) (777)
Net income attributable to equity

holders of the Parent Company P42,688 (P8Y) P (RB114) B777) £41,709
Financial Position
Total assets P758,523 14,439 P £80,058 (R107,828) P745,192
Total liabilities P552,383 £29,001 P P75,490 (R101,790) P555,084
Other Segment Information
Capital expenditure 24,987 2907 P £2,794 P £8,688
Depreciation and amortization £4,930 B613 P 21,349 P £6,892

27.

Notes to Statements of Cash Flows

In 2007, the Parent Company’s principal non-cash investing activity pertains to purchase of
subsidiaries, associates and minority interests as follows (see Note 9):

Consideration:
Satisfied by application of

advances to stockholders

Acquisition of:

Subsidiaries Associate Minority Interests Total
(In thousands)
P85,352 P12,600 P27,800 P125,752
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28. Approval of the Release of the Financial Statements

The accompanying financial statements of the Group and the Parent Company were approved and
authorized for issue by the BOD on March 20, 20009.
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