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ABS-CBN HOLDINGS CORPORATION

January 8, 2008

SECURITIES AND EXCHANGE COMMISSION
SEC Building, EDSA near Ortigas Avenue
Mandaluyong City '

Attention of MS. JUSTINA F. CALLANGAN
Director

Gentlemen:

In response to your letter dated December 11, 2007 that we received yesterday, January 7, 2008, we submit to
you herewith the amended SEC Form 17-Q of ABS-CBN Holdings Corporation as of and for the nine months
ended September 30, 2007 incorporating paragraph 3 and 4 of the Management Discussion and Analysis of
Financial Condition and Results of Operations as follows:

The Company's key performance indicators are focused only on the dividends received by the
registrant to meet the PDR holders’ expectation and monitor the cash and cash equivalents level
to meet its obligations with respect to the Company's current and preceding year's operations.

In May 2007, the Company received cash dividends of R122.37 million for its investment in ABS-
CBN shares and in turn distributed interest of R116.04 million of R0.4267 per PDRs to its holders.

There are no events that will trigger direct or contingent financial obligation that is material to the Company
other than the items discussed in the Notes to Financial Statements.

There are no material off-balance sheet transactions, arrangements, obligations and other relationships of the
Company with unconsolidated entities or other persons created during the period.

There are no known trends, demands, commitments, events or uncertainties that will have material impact on
the Company's liquidity other than those disclosed above and in the notes to financial statements herein
attached. Also, the Company has no material commitments for capital expenditures.

There are no significant elements of income or loss that did not arise from the issuer’s continuing operations or
any seasonal aspects that had a material effect on the financial condition or results of operations.

We hope you find everything in order.

Very truly ypurs,

ENRIQUE I. QUIASON
Corporate Secretary



Part! FINANCIAL INFORMATION

item | Financial Statements

The unaudited Financial Statements for the period ended September 30, 2007 with comparative audited
figures for year ended December 31, 2006 are filed as part of this form. it is prepared in conformity with
accounting principles generally accepted in the Philippines.

Item Il Management Discussion and Analysis of Financial Condition and
Resuits of Operations

The Company has undertaken not to conduct any business other than in connection with the issuance of
Philippine Depositary Receipts [PDRs (see Note 3 of the financial statements)], the performance of
obligations under the PDRs and the acquisition and holding of shares of ABS-CBN Broadcasting Corporation
{ABS-CBN) in respect of which PDRs are issued.

Any cash dividends or other cash distributions distributed in respect of ABS-CBN shares received by the
Company (or the Security Agent on its behalf) shall be applied towards its operating expenses then due
(inciuding but not limited to applicable taxes, fees and maintenance costs charged by the Philippine Stock
Exchange) of the Company (the “Operating Expenses”) for the current and -preceding year. Any further
amount equal to the operating expenses in the preceding year {The “Operating Fund”) shall be set aside to
meet operating or other expenses for the succeeding year. Any amount in excess of the aggregate of the
Operating Expenses paid and the Operating Fund for such period (referred to as ‘“Interest”) shall be
distributed to Holders pro rata on the day after such cash dividends are received by the Company.

The Company's key performance indicators are focused only on the dividends received by the registrant to
meet the PDR holders’ expectation and monitor the cash and cash equivalents level to meet its obligations
with respect to the Company's current and preceding year's operations.

in May 2007, the Company received cash dividends of R122.37 million for its investment in ABS-CBN-shares
and In turn distributed interest of R116.04 million of R0.4267 per PDRs to its holders.

3" Quarter Ended September 30, 2007

The Company posted revenues of R122.6 million for the nine months ended September 30, 2007, 85x from
year ago of 1.5 million of the same period. It is mainly due to dividends received for its investment in ABS-
CBN shares at R0.45 per PDRs that increased its cash and cash equivalents level to R5.1 million as of
September 30, 2007 from R2.2 million as of September 30, 2008. Conséquently, interest income increased
by 110% to R187,801.

In 2006 excess of operating expenses over income resulted to an accrual of *Reimbursement from PDR
holders® of R1,326,671 whereas “Operating fund” of R5.1 million was set aside for the period ended
September 30, 2007 representing excess of income over expenses. The foregoing increased the Receivable
from PDR holders and decreased the Trade and other payables accounts, respectively, in the balance sheets.
(sea Notes 2, 4 and 5 of the financial statements).

Exercise fees decreased by 85% for the second half of 2007 as there were only 30,000 PDRs converted into
ABS-CBN shares versus 200,000 conversion of PDRs in 2006.

The Company declared interest of R116 million or R0.4267 per PDRs from its dividends received in 2007.

Unexplred portion of annual listing fee of P1564,208 to Ph|||pp|ne Stock Exchange is shown as “prepaid
expenses” in the 2007 balance sheet.



3" Quarter Ended September 30, 2006

The Company posted revenues of B129,462 (excluding R1,326,571 Reimbursement from PDR holders) for
the nine months ended September 30, 2008 registering 5x decreased from the year ago level of 610,251, It
is mainly due to lower conversion of PDRs to ABS-CBN shares for the period ended September 30, 2006.
Consequently, exercise fees, realized deferred income and loss on conversion decline by 92%. Also interest
income decreased by 16% due to lower interest rate on short-term investments and decreased in cash level.

Financial condition. Cash and cash equivalents decreased by B619,099 or 22% mainly due to payment of
annual listing fee to Philippine Stock Exchange, where unexpired portion is booked under "Prepaid expenses”
account in the 2006 balance sheet. Accrual of operating expenses in 2006 resulted to. an increase in
“Accounts payable and accrued expenses* account.

Part Il OTHER INFORMATION

The Company has na other information that needs to be disclose other than disclosures made under SEC
Form 17-C, if any.



ABS-CBN HOLDINGS CORPORATION

BALANCE SHEETS
SEPTEMBER 30, 2007 AND DECEMBER 31, 2006

September 30 December 31
2007 2006
{Unaudited) {Audited)
ASSETS
Cash and cash equivalents P 5,094,881 I 2,212,983
Receivabla from PDR holders (Note 3) ) - 511,296
Prepaid expenses 154,208 -
[ 5,249,089 B - 2,724.279
LIABILITY AND EQUITY
Liabitity
Trade and other payables (Note 5) R 7,052,878 R 4,528,068
EQUITY
Capilal stock - R100 par value 30,000 30,000
Advances from a shareholder intended for equity conversion (Note 6) 21,310,515 21,310,515
Deficht {23,144, 304) {23,144,304)
{1,803,789) (1,803,789)
R 5,249,089 R 2,724,279

See accompanying Notes lo Financls! Slaternerds.



ABS-CBN HOLDINGS CORPORATION

STATEMENTS OF OPERATIONS
FOR THE PERIODS ENDED SEPTEMBER 30, 2007 AND 2006
(UNAUDITED)
3rd Quarter ended Septeinbor 30 Nine months ended September 30
2007 2006 , 2007 2006
' (As restated-
Note 2)
REVENUES
Dividends ] g R 12373720 R
Interest income 62,441 35,863 187,801 89,462
Reimbursement from Philippine Depository
Receipts {PDR) hoiders {Note 2 and 35) 415611 488,692 . 1,326,571
Exercise fags (Nole 4) ' . . 3,000 20,000
478,032 524,555 122,584,521 1,436,033
EXPENSES ‘
Operaling expenses (Note 7) 478,052 524 555 1,445,556 1,436,033
Operating fund {Note 4) : - ‘ - 5,081,485 -
Interest ' - - 118,037,480 -
‘ 478,052 524,555 122,564,521 1,436,033
NET INCOME [ - B _ - (-] - P -
Eamlngs Per Share ‘ p - B - R - R -

Sea accomparnying Noles fo Finenciel Statemenis,



ABS-CBN HOLDINGS CORPORATION
STATEMENTS OF CHANGES IN CAPITAL DEFICIENCY
SEPTEMBER 30, 2007 AND 2006

{UNAUDITED)
September 30
2007 2006
{(As Restated-
Note 2}
CAPITAL STOCK - R100 par value
Authorized - 1,000 shares
Subscribed - 400 shares B 40,000 R 40,000
Subscriptions receivable {10,000) {10,000)
30,000 30,000
ADVANCES FROM A SHAREHOLDER INTENDED FOR EQUITY
CONVERSION ‘ R 21,310,515 21,310,515
DEFICIT
Balance at beginning of periods (23,144,304} (23,144,304)
Net loss - - -
Balance at end of periods {23,144,304) (23,144,304)
R 1,803,789 R 1,803,789

Seae accompanying Notes to Financial Siaterments.



ABS-CBN HOLDINGS CORPORATION

STATEMENTS OF CASH FLOWS _
FOR THE PERIODS ENDED SEPTEMBER 30, 2007 AND 2006
(UNAUDITED)
Nine months ended September 30
2007 2006
{As Restated-
Note 2)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income ] - R
Adjustment for; ‘ )
Dividend Income (122,373,720) -
Interest expense 116,037,480 -
Interest income (187,801) (89,482)
Operating loss befare working capital changes {6,524,041) (89,462)
Decrease (increase) in:
Receivable from PDR holders 511,296 {1,326,571)
Prepaid expenses ) (154,208) (82,778)
Increase (decrease) in trade and other payables 2,624,810 790,250
Dividend received 122,373,720 -
Interest Paid {116,037,480) -
Intersst received 187,801 89,462
Net cash provided by (used in) operating activities 2,881,888 {619,099)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIODS - 2,212 983 2,862,508
CASH AND CASH EQUIVALENTS AT END OF PERIODS L 5,084,881 R 2,243,409

See accompanying Notes lo Financial Steterments.



ABS-CBN HOLDINGS CORPORATION

NOTES TO FINANCIAL STATEMENTS

1.

Corporate Information

The Company was incorporated in the Philippines on March 30, 1999 as Worldtech Holdings
Corporation, for the primary purpose of investing, purchasing and holding real and personal properties,
including but not limited to, shares of stock, bonds, debentures, notes, evidances of indebtedness or
other securities or obligations. On September 16, 1999, the Securities and Exchange Commission
approved the change.in the Company's corporate name to ABS-CBN Holdings Corporation (the
Company).

The Company has not conducted any business other than in connection with the issuance of PDRs, the
performance of obligations under the PDRs and the acquisition and holding of shares of ABS-CBN
Broadcasting Corporation {ABS-CBN) in respect of PDRs issued (see Note 4).

" The Company is 50% owned by Lopez, Inc., a Phifippine entity, and 50% owned by certain directors and

officers of Lopez, Inc.

The registerad office address of the Company is 4th Floor, Benpres Building, Exchange Road comer
Meraico Avenue, Pasig City.

Summary of Significant Accounting Policies

Basis of Preparation
The financial statements have been prepared on a historical cost basis and are presented in Philippine

peso, which is the Company’s functional and presentation currency, and all values are. rounded to the
nearest peso, except when otherwise indicated.

Statement of Complian _
The financial slatements have been prepared in compliance with Philippine Financial Reporting
Standards (PFRS).

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

Philippine Accounting Standards (PAS) 39, which was adopted in the cument year. The Company
availed of the exemption under PFRS 1 and applied PAS 39 effective January 1, 2005,

PAS 39 establishes the accounting and reporting standards for recognizing and measuring a company's
financial assets and financial liabilities. It also estabiishes the conditions when financial assets and
financial liabilities should be derecognlzed. A financial asset should be derecognized where:

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

s the Company retains the right to receive cash flows from the asset, but has assumed an obligation to
pay them in full without material delay lo a third party under a “pass-through” arrangement (‘pass
through' test as discussed below); or

= the Company has transferred its rights to recelve cash flows from the asset and either (a) has
transferred substantially all the risks and rewards of the asset (risks and rewards test), or {b) has
neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset (control test).

The Company retains its rights to receive cash flows from its investment in ABS-CBN and assumes a

contractual obligation 1o pay those cash flows to the PDR holders (referred to as "interest”). net of
administrative expenses (a "pass-through” arrangement). The “pass-through” test is met because the
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Company (a) has no obligation to the PDR holders unless it collects equivalent amounts from its investment
in ABS-CBN, (b) is contractually prohibited from seliing or pledging its investment in ABS-CBN other than as
security to the PDR holders for the obligation to pay the cash fiows net of expenses, and (c) has an
obligation to remit any cash flows from the investment in ABS-CBN to the PDR holders without material

delay.

Under this “pass-through” test, the Company is deemed to have transferred substantially the risks and
rewards of its investment in ABS-CBN. Accordingly, the investment in ABS-CBN, the liabilities related to the
issuance of the PDRs and deferred income were derscognized under PAS 39. Dividends received from
ABS-CBN and the related interest due to PDR hoiders is no longer reflected in the statements of income.
Any excess of the dividends received, exercise fees and interest income eamed over the interest distribution
to PDR holders and actual operating expenses is deferred (shown as “Uneamed income” included under
“Trade and other payables® account in the balance sheets) and amortized when applied to the actual
operating expenses of the succeeding years. On the other hand, if the balance of the uneamed income,
exercise fees and the interest income eamed during the year is not enough to cover the actual operating
expenses for the year, the deficiency is reflected as "Receivable from PDR holders” (shown as part of “Other
current assets” account in the balance sheets).

The following amendments to PFRS and Philippine Interpretations are effective for annual periods beginning
on or after January 1, 2006 but are not relevant to the Company:

Amendment to PAS 19, “Employee Benefits”

Amendment to PAS 21, “The Effects of Changes in Foreign Exchange Rates”

Amendments to PAS 39, “Financlal Instruments: Recognition and Measurement”

Philippine Interpretation IFRIC 4, “Determining Whether an Arrangement Contains a Lease”
Philippine Interpretation IFRIC 5, “Rights to Interests Arising from Decommissioning, Restoration and
Environmantai Rehabilitation of Funds®

*  Philippine Interpretation IFRIC 6, “Liabilities Arising from Participating in a Specific Market - Waste
Electrical and Electronic Equipment’

Euture Changes in Accounting Policias ‘
The Company did not early adopt the following new and amended standards and Philippine Interpretations
that have been approved but are not et effective for the year ended December 31, 20086,

Cash and Cash Equivalents
Cash inciudes cash on hand and in banks. Cash equivalents are short-termn, highly liquld investments that

are readily convertible to known amounts of cash with original maturities of three months or less and are
subject to an insignificant risk of change in value,

venue

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

Reimbursement from PDR holders. This represents the amortization of uneamed income when it is applied
to the actual operating expenses. [f the balance of uneamed income, exercise fees and interest income
earmed during the year is not enough to cover the actual operating expenses for the year, the reimbursement
is accrued and is reflected as “Receivable from PDR holders.”

Exercise fees. Revenue is recognized upan payment of exercise price by the POR holders.

Interest income. Revenue Is recognized as interest accrues based on effective interest method.

Financlal Assets and Financial Liabillties

Date of Recognition. Purchases or sale of financial assets that require delivery of assets within the time
frame established by regulation or convention in the marketplace are recognized on the satilement date.
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Derivatives are recognized on trade date basis {i.e. the date that the Company commits to purchase or sell
the asset).

Initial Recognition of Financial Instruments. Financial assets and financial liabilities are recognized initially at
fair value. Transaction costs are included in the initial measurement of all financial assets and liabilities,
except for financial instruments measured at fair value through profit or loss.

The Company recognizes a financial asset or a financial Rability in the balance sheet when it becomes a
party to the contractual provisions of the instrument. In the case of a regular way purchase or sale of
financial assets, recognition and derecognition, as applicable, is done using settiement date accounting.

Financial instruments are classified as liabilities or equity In accordance with the substance of the contractual
arrangement. Interest, dividends, gains and losses relating to a financlal instrument or a component thatis a
financial liability, are reported as expense or income. Distributions to holders of financial instruments
classified as equity are charged directly to equity, net of any related income tax benefits. Financlal
instruments are offset when there is a legally enforceable right to offset and intention to settle either on a net
basis or to realize the asset and settle the liability simultansously.

Financial assets and financial liabilities are further classified into the following categories: financial asset or
financial liability at fair value through profit or loss, loans and receivables, held-to-maturity, available-for-sale
financial assets and other financial liabiitles. The Company determines the classification at initial recognition
and re-evaluates this designation at every reporting date, where appropriate.

All regular way purchases and sales of financial assets are recognized on the trade date (i.e., the date that
the Company commits to purchase the asset). Regular way purchases or sales are purchases or sales of
. financial assets under a contract whose terms require delivery of assets within the period established
generally by regulation or convention In the marketplace.

Financial Asset or Financial Liability at Fair Value through Profit or Loss. Financial assets and financlal
liabilities at fair value through profit or loss include financial assets and liabilities held for trading purposes,
financial assets and financial liabilities designated upon initial recognition as at fair value through profit or
loss, and derivative instruments.

Financial assets and financial liabilities are classified as held for trading if they are acquired for the pumpose
of selling and repurchasing in the near term. Included in this classification are debt and equity securities
which have been acquired principally for trading purposes.

Financial assets and financial liabilities are designated as at fair value through profit or loss by management
on initial recognition when the following criteria are met:

» the designation eliminates or significantly reduces the inconsistent treatment that would otherwise
arise from measuring the assets or liabilities or recognizing gains or losses on them on a different

. basls;

« the assets and liabilities are part of a group of financial assets, financial liabilities or both which are
managed and their perforrmance evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy; or

= the financial instrument contains an embedded derivative, unless the embedded derivative does not
significantly modify the cash flows or it is clear, with litle or no analysis, that it would not be
separately recorded.

The Company has no financial asset or financial liability at fair value through profit or loss.

Held-to-Malurity Investments. Nonderivative financial assets that are quoted in the market with fixed or
determinable payments and fixed maturity are classified as held-to-maturity when the Company has the
positive Intention and ability to hold to maturity. Investments intended to be held for an undefined period are
not included in this classification. Qther long-term investments that are intended to be heid-to-maturity, such
as bonds, are subsequently measured at amortized cost. This cost is computed as the amount initially
recognized minus principal repayments, plus or minus the cumulative amortization using the effective interest

method of any difference between the initially recognized amount and the maturity amount. This calculation
Includas.all fees and points paid or racelvecd between partles to the contract that are an integral parn of the
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effective interest rate, transaction costs and all other premiums and discounts. For investments carried at
amortized cost, gains and losses are recognized in income when the investments are derecognized or

impaired, as well as through the amortizstion process.
The Company has no held-to-malturity investments.

Loans and Receivables. Loans and receivables are non-derivative financial assets with fixed or determinable
paymants that are not quoted in an active market. They are not entered into with the intention of immediate
or short-term resale, are not classlfied as financial assets at fair value through profit or loss, designated as
available-for-sale financial assets or held-to-maturity investments.

After initial measurement, loans and receivables are subsequently measured at amortized cost using the
pffactive interest method less allowance for impairment. Amortlized Is cost is calculated by taking into
account any discount or premium on acquisition and fees and costs that are an integral part of the effective
interest rate. The amortization is included in the interest income in the statement of income. The losses
arising from impairment are recognized in provision for doubtful accounts in the statement of income.

The Company's receivable from PDR holders is included under this category.

Available-for-Sale Financial Assels.

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-
for-sale or are not classified in any of the three preceding categories. They are purchased and held
indefinitely and may be sold in response to liquidity requirements or changes in market conditions.

After initial recognition, available-for-sale financial assets are measured at fair value. The effective yield
component of debt securities classified as available-for-sale financial assets, as well as the impact of
restatement on foreign currency-denominated debt securities classified as available-for-sale, is reported in
the statement of income. The unrealized gains and losses arising from the fair valuation of available-for-sale
financial assets are excluded, net of applicable tax, from the statement of income and are reported as
cumulative translation adjustments in the equity section of the balance sheet and in the statement of changes
in equity.

The Company has no available-for-sale financial assets.

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

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

I fEl lal Asset
The Company assesses at each balance sheet date whether a financial asset or group of financial assets is
impaired.

Assets Carried at Amortized Cost. | there is objective evidence that an Impairment loss on loans and
receivables carried at amortized cost has been ncurred, the amount of the loss is measured as the difference
between the asset's carrying amount and the present value of estimated future cash flows discounted at the
financial asset's original effective interest rate. The carrying amount of the asset shall be reduced either
directly or through use of an allowance account. The amount of the loss shall be recognized in the statement
of income.
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The Company first assesses whether objective evidence of impairment exists individually for financial assets
that are individually significant, and individually or collectively for financial assets that are not individually
significant. If it is determined that no objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, the asset is included in a group of financial assets with similar
cradit risk characteristics and that group of financial assets is collectively assessed for impairment. Assets
that are individually assessed for impairment and for which an impairment loss is or continues to be
recognized are not included in a collective assessment of impairment.

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

Assels Camied at Cost. If there is objective evidence that an impaimment iogs .on an unquoted aquity
instrument that is not carmied at fair value because its fair value cannot be reliably measured, or on a
derivative asset that is linked to and must be seitled by delivery of such an unguoted equity instrument has
been incurred, the amount of the loss is measured as the difference between the asset's carmying amount
and the present value of estimated future cash flows discounted at the current market rate of return for a
similar financial asset.

Available-for-Sale Financial Assets. If an available-for-sale asset is impaired, an amount comprising the
difference between its cost (net of any principal payment and amortization) and its current fair vaiue, less any
impairment loss previously recognized in the statement of income, is transferred from equity to the statement
of income. Reversals in respect of equity instruments classified as available-for-sale are not recognized in
the statement of income. Reversals of impairment losses on deht instruments are reversed through the
statement of income if the increase in fair value of the instrument can be objectively related o an event
accurring after the impaimment loss was recognized in the statement of income,

Deracognition of Fi i nd Liabiliti

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

= the rights to receive cash flows from the asset have expired,

= the Company retains the right to raceive cash flows from the asset, but has assumed an obligation to
pay them in full without material delay to a third party under a ‘pass-through’ arrangement; or

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

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

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

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

Related Parties ‘

Parties are considered to be related if one party has the ability, directly or indiractly, to control the other party
or exercise significant influence over the other party in making financial and operating decisions. Parties are
also considered to be related if they are subject to common control or common significant influence.



income Tax

Current tax. Current tax assets and liabilities for the current and prior periods are measured at the amount
expected to be recovered from or pald to tax authority. The tax rates and tax laws used to compute the
amount are those that are enacted or substantively enacted by the balance sheet date.Current income tax
relating to items recognized directly in equity is recognized in equity and not in the statement of income.

Deferred tax. Deferred income tax is provided, using the balance sheet liability method, on temporary
differences at the balance sheet date between the tax bases of assets and liabilities and their carmrying
amounts for financial reporting purposes. Deferred tax liabiliies are recognized for all taxable temporary
differences, excapt where the deferred tax liability arises from the initial recognition of goodwill or of an asset
or liability in a transaction that is not a business combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss.

Deferred tax assets are recognized for all deductible temporary differences, carry-forward of unused tax
credits and unused tax losses, to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, and the camry-forward of unused tax credits and unused tax
losses can be utilized, except where the deferred tax asset relating to the deductible temporary difference
arises from the initial recognition of an asset or liability in a transaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor taxable profit or loss.

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

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

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

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

Earnings Per Share

Basic earnings per share amounts are calculated by dividing the net income for the period atiributable 1o
shareholders by the weighted average number of common sharas outstanding during the period. The
Company has no dilutive potentlal common shares outstanding.

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

3. Management's Use of Judgment and Estimatas

The financial statements prepared under PFRS require managemant to make estimates and
assumptions that affect the amounts reported in the financial statements and related notes. in preparing
the financial statements, the Company has made Its best estimates and judgment of certain amounts,
giving due consideration to matenrality. The estimates and assumptions used in the accompanying
financial statements are based upon management's evaluation of relevant facts and circumstances as of
the date of the financial statements. Actua! results could differ from such estimates.
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The Company believes that the following represent a summary of these significant estimates and
judgment and related impact and associated risks in its financial statements:

nition of Def Ta ts

The carrying amount of the Company's deferred tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow all
or part of the deferred tax assets to be utilized. However, there is no assurance that sufficient taxable
profit will be generated against which ail or part of deferred tax assets can be applied.

Deferred tax assets not recognized by the Company amounted to 60,696,472 and P61,257,267 as of
December 31, 2006 and 2005, respectively.

Fair Value of Financial Instruments

‘PFRS requires that certain financial assets and liabilities be carried at fair value, which requires the use
of accounting estimates and judgment. While significant components of fair value measurement are
determined using verifiable objective evidence (i.e. foreign exchange rates, interest rates, volatility rates),
the timing and amount of changes in fair value would differ with the methodology used. Any change in
the fair values of these financial assets and liabilities would directly affect the statement of income and

equity.

The fair values of the Company’s financlal Instruments are sat out In Note 10.

Philippine Depositary Receipts (BDRs)

On September 29, 1999, the Company offered 132,000,000 PDRs relating to 132,000,000
ABS-CBN shares. Each PDR was issued for a total consideration of R46.00, which consists of a deposit
of 45,90 and a PDR option price of B0.10. Prior to adoption of PAS 39, "Financial Instruments:
Recognition and Measurement” on January 1, 2005, the deposits were shown as “Philippine Depositary
Receipts” while the PDR option price was shown as “Deferred income” in the balance sheet. The
deferred income Is realized upon exercise of the PDRs (shown as “Realized deferred income” in the
2004 statement of income). The difference between the PDR and investment in ABS-CBN shares at the
time of PDR exercise is shown as "Loss on conversion of PDRs" in the 2004 statement of income.

Each PDR grants the holders, upon payment of the exercise price and subject to certain other conditions,
the delivery of one ABS-CBN share or the sale of and delivery of the proceeds of such sale of one ABS-
CBN share. The Company remains io be the registered owner of the ABS-CBN shares covered by the
PDRs. The Company also retains the voting rights over the ABS-CBN shares.

The ABS-CBN shares are still subject to ownership restrictions on shares of corporations engaged in
mass media and ABS-CBN may reject the transfer of shares to persons other than Philippine naticnals.
The PDRs were listed in the Phifippine Stock Exchange on Oclober 7, 1999, and it may be exercised at
any time from said date. Any cash dividend or other cash distributions distributed in respect of ABS-CBN
shares received by the Company (or the Security Agent on its behalf) shall be applied towards the
operating expenses then due of the Company (including but not limited to applicable taxes, fees and
maintenance costs charged by the Philippine Stock Exchange shown as “Operating Expenses” in the
statements of income) for the current and preceding years. Any further amount equal to the Operating
Expenses in the preceding year (the “Operating Fund”} shall be set aside 1o meet operating or other
expenses for the succeading years. Any amount in excess of the aggregate of the Operating Expenses
paid and the Operating Fund for such period {referred to as “Interest”) shall be distributed to Holders pro-
rata on the day after such cash dividends are recelved by the Company.

Upon exercise of the PDRs, an exercise price of R0.10 per share is paid by the PDR holders. This
exercise price is shown as “Exercise fees” account in the statements of income.

immediately prior to the ciosing of the PDR offering described above, the Lopez, Inc., to which the
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Company is affiliated, transferred 132,000,000 ABS-CBN shares to the Company in relation to which the
PDRs were issued. For as long as the PDRs are not exercised, these shares underlying the PDRs are,

and will continue to be registered in the name of and owned by, and all rights pertaining to these shares,
including voting rights, shall be exercised by the Company. The obligations of the Company to deliver
the ABS-CBN shares on exercise of the right contained in the PORs are secured by the Pledge of
Shares in favor of the Security Agent acting on behalf of each holder of a PDR over the ABS-CBN

shares.

At any time after the initial offering, a shareholder may, at his option and from time to time, deliver shares
to the Company in exchange for an equal number of PDRs. The exchanges are based on prevailing
traded values of ABS-CBN shares at the time of transaction with the corresponding PDR option price.

The details and movements of PDRs and the underlying ABS-CBN shares follow:

investment
Number in ABS-CBN
of Shares Shares PDRs
Balance at December 31, 2005 268,014,800 #12,615,155,288 ™12,588,353,806
Conversion of PDRs s {200,000} (2,250,000) (2,230,000)
Exchanges of ABS-CBN shares with PDRs 4,158,800 74,988 800 _ 74,573,120
Balance at December 31, 2006 271,971,600 ®12,687,804,08 ®12,660,696,926
Conversion of PDRs s {30,000) (615,000) (612,000)
__Exchanges of ABS-CBN shares with PORs - -— - -
Balance at Sspiembar 30, 2007 271,941,800 ®12,687,279,0858 #12,660,084,9

ABS-CBN shares were converted into PDRs at a price ranging from ®18.75 to B26.50 in 2007 and from

R13.00 to B23.50 in 2006.

As discussed in Note 2, the Company adopted PAS 39 effective January 1, 2005. Had the Company not
applied PAS 39, the Company would still have recognized its investment in ABS-CBN shares
(F12.69 billion) and the cormresponding PDRs (R12.66 billion) and deferred income (B27 miliion).

5. Trade and Other Payables

This account consists of.
September 30,2007 December 31,2008
Trade A219,998 f221,028
Accrued expense 503,850 2,548,199
Due to affiliate 1,768,841 1,758,841
Uneamed income (Notes 2 and 5) 4,570,189 -
17,052,878 £4,528,068

6. Advances from a Shareholder

This account represents advances and additional funding made in 1999, 2003 and 2004 by Lopez, Inc.

for the Company's operating expenses.

On April 26, 2008, the BOD approved a2 resolution to convert these advances into equity. These
advances, amounting to R21,310,515, are shown separately as “Advances from a shareholder intended

for equity conversion” in the balance sheet.



7. Operating Expenses
QOperalting expenses consist of:
SEPTEMBER 30
2007 2006
QOutside services R450,076 R482,470
Security and general services 315,000 280,000
Listing fees : 462,624 281,981
Professional services 182,050 278,450
Others ___ 55,808 113,132
P1,445,556 #1,436,033
8. Income Tax

Defarred tax asset represents NOLCO.

As of SEPTEMBER 30, 2007, NOLCO that can be Bpplled as deductions from normal taxable income
follows:

Dates Incurmed ' Expiry Dates Amounts
December 31, 2004 December 31, 2007 ®170,614,784
December 31, 2005 December 31, 2008 1,542,827
December 31, 2006 December 31, 2009 1,260,879

173,418,490

NOLC_O amounting to B1,719,008 expired during the year.

On May 24, 2005, the President signed into law Republic Act (R.A.} No. 9337, amending certain provisions of
the National Revenue Code of 1997, as amended, which took effect on Navember 1, 2005, infroducing the
following changes:

a.

RCIT rate for domestic corporations and resident and non-resident foreign corporations is increased to
35% (from 32%) beginning November 1, 2005 and the rate will be reduced to 30% beginning January 1,
2008, RCIT rate shall be applied on the amount computed by multiplying the number of months covered

by the new rate within the fiscal year by the taxable income of the corporation for the period, dlwded by
12 months.

Power of the President upon the recommendation of the Secretary of Finance to increase the rate of
value added tax (VAT) to 12% (from 10%), after any of the following conditions has been satisfied:

= VAT collection as a percentage of GDP of the previous year excesds two and four-fifth percent (2
4/5%); or

» National government deficit as a percentage of GDP of the previous ysar exceeds one and one-half
percent (1 1/2%).

On January 31, 2008, a Revenue Memorandum Circular No. 7-2006 was. issued approving the
recommendation of the Secretary of Finance to increase VAT to 12% (from 10%) effective February 1,
2006.

Input VAT on completed or finished capital goods should be spread evenly over the useful life or 60
months, whichever is shorter, if the acquisition costs, excluding the VAT component thereof, exceeds

B1 million. On the ather hand, input tax on assembled cr constructed capital goods shall be recognized
at the time of payment to the independent constructors as it involves a sale of service.

Input VAT credit shall not exceed output VAT, otherwise, VAT liability before withholding VAT credits
shall be computed agquivalant to 30% of output VAT.
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On November 21, 2008, the President of the Philippines has signed R.A. No. 9361 which lifted the 70%
cap on input VAT allawing companies to again charge 100% of input VAT to output VAT per quarter.
This new ruiing took effect on December 13, 2006.

Financial Risk Managamant Objectives and Policies

The Company’s principal financial instrument is cash which is used to finance the Company's operations.
Other financial liabilittes of the Company are trade and other payables which arise directly from its
operations.

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

The main risks arising from the Company's financial instruments are liquidity risk and interest rate risk.
The BOD reviews and approves the policies for managing each of these risks. Liquidity risk and interest
rate risk on financial liabilities are minimal since funding is from related parties and such is non interest-
bearing.
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