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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees

Center for Agriculture and Rural Development (CARDE.
20 M.L. Quezon Street, City Subdivision

San Pablo City, Laguna

We have audited the accompanying financial statésrefrCenter for Agriculture and Rural
Development (CARD), Inc. (the Organization), a ook, not-for-profit organization, which

comprise the balance sheets as at December 31a20A0B007, and the statements of revenue and
expenses, statements of changes in equity andngtate of cash flows for the years then ended, and a
summary of significant accounting policies and o#aglanatory notes.

Management’s Responsibility for the Financial Statments

Management is responsible for the preparation aingpfesentation of these financial statements in
accordance with Philippine Financial Reporting 8tads. This responsibility includes: designing,
implementing and maintaining internal control relewto the preparation and fair presentation of
financial statements that are free from materiastatement, whether due to fraud or error; selgctin
and applying appropriate accounting policies; amadting accounting estimates that are reasonable in
the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on éi@sancial statements based on our audits. We
conducted our audits in accordance with Philip@tendards on Auditing. Those standards require
that we comply with ethical requirements and plad perform the audit to obtain reasonable
assurance whether the financial statements ardrimeematerial misstatement.

An audit involves performing procedures to obtaiditevidence about the amounts and disclosures
in the financial statements. The procedures ssdedtpend on the auditor’s judgment, including the
assessment of the risks of material misstatemethiedinancial statements, whether due to fraud or
error. In making those risk assessments, the@uztinsiders internal control relevant to the
Organization's preparation and fair presentatiotheffinancial statements in order to design audit
procedures that are appropriate in the circumstitee not for the purpose of expressing an opinion
on the effectiveness of the Organization's intecoakrol. An audit also includes evaluating the
appropriateness of accounting policies used andetimonableness of accounting estimates made by
management, as well as evaluating the overall ptasen of the financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a bagis f
our audit opinion.
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Opinion

In our opinion, the financial statements presemlyfan all material respects, the financial pasi of
Center for Agriculture and Rural Development (CARDE. as of December 31, 2008 and 2007, and
its financial performance and its cash flows fa ylears then ended in accordance with Philippine
Financial Reporting Standards.

SYCIP GORRES VELAYO & CO.

Janeth T. Nufiez

Partner

CPA Certificate No. 111092

SEC PA Control No. A-223-A

Tax ldentification No. 900-322-673

PTR No. 1566451, January 5, 2009, Makati City

March 21, 2009
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CENTER FOR AGRICULTURE AND

RURAL DEVELOPMENT (CARD), INC.
(A Nonstock, Not-for-Profit Organization)

BALANCE SHEETS

December 31

2008 2007

ASSETS
Current Assets
Cash and cash equivalents (Note 6) P88,992,600 R46,753,387
Short-term investments (Note 7) 195,872,933 54,403,602
Receivables

Receivables from members (Note 8) 1,701,548,236 1,372,506,668

Due from affiliates (Notes 9 and 25) 32,445,742 10,055,605

Other receivables (Note 10) 44,181,251 36,603,806
Prepaid and other current assets (Note 11) 10,823,408 9,822,679

Total Current Assets

2,073,864,170

1,530,145,747

Noncurrent Assets

Available-for-sale investments (Note 12) 19,730,161 26,095,746
Investment in associates (Note 13) 80,605,446 53,166,911
Property and equipment (Note 14) 99,123,768 60,318,352
Investment properties (Note 15) 22,532,827 24,374,151
Other noncurrent assets (Note 16) 62,983,257 54,345,540

Total Noncurrent Assets 284,975,459 218,300,700

P2,358,839,629 P1,748,446,447

LIABILITIES AND EQUITY

Current Liabilities

Accounts payable and accrued expenses (Note 18) P131,101,070 P64,695,273

Current portion of borrowings (Note 19) 576,079,992 283,741,747

Due to members (Note 20) 699,910,549 492,397,219
Total Current Liabilities 1,407,091,611 840,834,239

Noncurrent Liabilities

Noncurrent portion of borrowings (Note 19) 400,169,087 455,815,898
Total Liabilities 1,807,260,698 1,296,650,137

EQUITY 551,578,931 451,796,310

P2,358,839,629 P1,748,446,447

See accompanying Notes to Financial Statements.
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CENTER FOR AGRICULTURE AND

RURAL DEVELOPMENT (CARD), INC.
(A Nonstock, Not-for-Profit Organization)

STATEMENTS OF REVENUE AND EXPENSES

Years Ended December 31

2008 2007

REVENUE

Administrative fee (Note 8) B843,582,566 B517,230,904
Grants 9,991,553 24,825,760
Others (Note 23) 20,157,639 34,860,635
TOTAL OPERATING INCOME 873,731,758 576,917,299
EXPENSES

Project related expenses (Note 22) 697,601,796 439,444,005
Grants and donations 38,989,022 21,899,445
Scholarship 3,482,608 2,818,082
Research 2,606,616 1,901,894
Technology development costs (Notes 17 and 23) 2,231,434 5,496,728
Health program 599,372 886,018
Others (Note 23) 28,438,286 22,256,376
TOTAL OPERATING EXPENSES 773,949,134 494,702,548
EXCESS OF REVENUE OVER EXPENSES P99,782,624 PB82,214,751

See accompanying Notes to Financial Statements.
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CENTER FOR AGRICULTURE AND

RURAL DEVELOPMENT (CARD), INC.
(A Nonstock, Not-for-Profit Organization)

STATEMENTS OF CHANGES IN EQUITY

Years Ended December 31

2008 2007

Balance at January 1

Excess of revenue over expenses

P451,796,307 PB369,581,556

99,782,624 82,214,751

Balance at December 31

P551,578,931 P451,796,307

See accompanying Notes to Financial Satements.
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CENTER FOR AGRICULTURE AND

RURAL DEVELOPMENT (CARD), INC.
(A Nonstock, Not-for-Profit Organization)

STATEMENTS OF CASH FLOWS

Years Ended December 31

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES
Excess of revenue over expenses B99,782,624 B82,214,751
Adjustments for:
Interest expense (Note 22) 70,909,645 47,137,632
Depreciation and amortization (Note 23) 17,128,323 11,161,712
Provision for credit losses (Note 17) 16,946,582 10,303,370
Provision for impairment losses (Note 23) 10,306,516 -
Gain on disposal of property and equipment (362,874) (97,393)
Dividend income (Note 23) (438,144) (834,048)
Equity in net earnings of Associates (Note 13) (1,680,851) (4,691,172)
Interest income (Note 23) (9,784,908) (4,032,363)

Changes in operating assets and liabilities:
Decrease (increase) in the amounts of:
Receivables

(374,264,200)

(642,485,954)

Prepaid and other current assets (1,000,730) 3,641,882
Other non-current assets (8,637,717) 21,667,597
Increase in the amounts of:
Due to members 207,513,330 208,370,373
Accounts payable and accrued expenses 65,487,573 23,450,890
Net cash generated from (used in) operations 91,905,169  (244,192,723)
Interest income received 8,093,376 4,032,363
Interest expense paid (69,991,423) (44,434,554)
Net cash generated from (used in) operating aietsvit 30,007,122  (284,594,914)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale/maturity of:
Property and equipment (Note 14) 3,752,154 579,315
Short-term investments 54,403,602 —
Available-for-sale investments (Note 12) 10,000,000 -
Acquisitions of:
Short-term investments (195,872,933) (54,403,602)

Property and equipment (Note 14)

(57,481,695)

(25,746,077)

Available-for-sale investments (Note 12) (3,634,415) (21,939,459)

Investment in Associates (Note 13) (42,064,200) (6,449,500)
Dividends received (Notes 13 and 23) 6,438,144 1,712,662
Net cash used in investing activities (224,459,343) (106,246,661)

(Forward)
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Years Ended December 31

2008 2007

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from borrowings B567,541,460 B500,329,802
Settlement of borrowings (330,850,026) (126,481,842)
Net cash provided by financing activities 236,691,434 373,847,960
NET INCREASE (DECREASE) IN CASH AND CASH

EQUIVALENTS 42,239,213 (16,993,615)
CASH AND CASH EQUIVALENTS AT BEGINNINING

OF YEAR 46,753,387 63,747,002
CASH AND CASH EQUIVALENTS AT END

OF YEAR (Note 6) P88,992,600 P46,753,387

See accompanying Notes to Financial Satements.
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CENTER FOR AGRICULTURE AND

RURAL DEVELOPMENT (CARD), INC.
(A Nonstock, Not-For-Profit Organization)

NOTES TO FINANCIAL STATEMENTS

1. Organizational Information

Center for Agriculture and Rural Development (CARDE. (the Organization), a nonstock,
not-for-profit organization, was incorporated i tBhilippines on October 14, 1986. The
Organization was registered with the SecuritiesExcthange Commission (SEC) on

March 6, 1987 primarily to undertake, directly firc@ and assist research and development
work and/or economic evaluation for the developnaamt improvement of the quality of life of
people in underdeveloped and depressed areas.

Being not organized for profit and since no part®het income inures to the benefit of any
private individual or member, the Organizationdalhder Section 30 (e) of the Tax Reform Act
of 1997 and as such, income from activities in piiief the purpose for which the Organization
was organized is exempt from income tax.

The registered office of the Organization is lodade 20 M. L. Quezon Street, City Subdivision,
San Pablo City, Laguna. As of December 31, 20@B2807, the Organization had 400 and 315
branches, respectively.

2. Summary of Significant AccountingPolicies

Basis of Preparation

The accompanying financial statements have beqraprd on a historical cost basis, except for
available-for-sale (AFS) investments that have bmeasured at fair value. The Organization’s
financial statements are presented in Philippirsoptine Organization’s functional and
presentation currency.

Statement of Compliance
The accompanying financial statements of the Omgdinin have been prepared in accordance
with Philippine Financial Reporting Standards (PFERS

Changes in Accounting Policies

The accounting policies adopted are consistettt thitse of the previous financial year except for
the following amendment to existing PFRS, and Ppifie Interpretations adopted during the
year:

Amendments to Philippine Accounting Standards (P2&Financial Instruments: Recognition

and Measurement, and PFRS Tinancial Instruments: Disclosures, which allow reclassifications
of certain financial instruments held-for-tradidHT) to either the held-to-maturity (HTM), loans
and receivables or available for sale (AFS) categpas well as certain instruments from AFS
investments to loans and receivables. The adopfitimee amendments to PAS 39 and PFRS 7
have no impact on the financial statements of trga@ization.
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Philippine Interpretation IFRIC 14, PAS IHe Limit on a Defined Benefit Asset, Minimum

Funding Requirements and their Interaction

This Interpretation provides guidance on how &eas the limit in PAS 1&mployee Benefits, on

the amount of the surplus that can be recognizeah asset, and how the pension asset or liability
may be affected when there is a statutory or cotiteh minimum funding requirement. This
Interpretation has no impact on the financial stetets of the Organization.

Summary of Significant Accounting Policies

Foreign Currency Translation

Transactions and balances

For financial reporting purposes, foreign curredeytominated monetary assets and liabilities are
translated into their equivalents in Philippine@éased on the Philippine Dealing System (PDS)
closing rate at the end of the year and foreignetioy denominated income and expenses, at the
PDS weighted average rate for the year. Foreighange differentials arising from foreign
currency transactions and restatements of foraigrescy-denominated assets and liabilities are
credited to or charged against current operatioriseé period in which the rates change.

Non-monetary items that are measured in termsstbfical cost in a foreign currency are
translated using the exchange rates as at the afates initial transactions. Non-monetary items
measured at fair value in a foreign currency aediated using the exchange rates at the date
when the fair value is determined.

Financial Instruments - Initial Recognition and Seduent Measurement

Date of recognition

Purchases or sales of financial assets that redeiineery of the assets within the time frame
established by regulation or convention in the ragolace are recognized on the settlement date.
Amounts due to banks and receivables are recogmibed cash is received by the Organization
or advanced to the borrowers.

Initial recognition of financial instruments

All financial assets and financial liabilities andtially measured at fair value. Except for

financial assets at fair value through profit ®d@¢FVPL), the initial measurement of financial
assets includes transaction costs. The Organmzeléssifies its financial assets in the following
categories: financial assets at FVPL, HTM investtsieAFS investments, and receivables.
Financial liabilities are classified as financialilities at FVPL carried at fair value or other
financial liabilities carried at amortized coSthe classification depends on the purpose for which
the investments were acquired and whether theguwoted in an active market. Management
determines the classification of its investmentgiéial recognition and, where allowed and
appropriate, re-evaluates such designation at eeporting date.

As of December 31, 2008 and 2007, the Organizdtamhno financial assets at FVPL, HTM
investments and financial liabilities at FVPL.
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Determination of fair value

The fair value for financial instruments tradedgtive markets at the balance sheet date is based
on their quoted market price or dealer price qumtat(bid price for long positions and ask price
for short positions), without any deduction fomigaction costs. When current bid and asking
prices are not available, the price of the mostmetransaction is used since it provides evidence
of the current fair value as long as there hasaeth a significant change in economic
circumstances since the time of the transaction.

For all other financial instruments not listed mactive market, the fair value is determined by
using appropriate valuation techniques. Valuatsmhniques include net present value
techniques, comparison to similar instruments foicly market observable prices exist, and other
relevant valuation models.

Receivables

This accounting policy relates to the balance sbagtions ‘Short-term investments’ and
‘Receivables’. These are financial assets withdinr determinable payments and fixed
maturities that are not quoted in an active maakel for which the Organization has no intention
of trading.

After initial measurement, receivables and sharitmvestments are subsequently measured at
amortized cost using the effective interest ratéhoah less allowance for credit losses. Amortized
cost is calculated by taking into account any dist¢@r premium on acquisition and fees and
costs that are an integral part of the effectivergst rate. The amortization is included in the
‘interest income’ in the statement of revenue axpkases. The losses arising from impairment
are recognized in ‘Provision for credit losses’ entProject related expenses” in the statement of
revenue and expenses. Gains and losses are reegdgmithe statement of revenue and expenses
when the receivables are derecognized or impamadigh the amortization process.

AFSinvestments

AFS investments are those which are designatedchsos do not qualify to be classified as
financial assets at FVPL, HTM investments or regkigs. These are purchased and held
indefinitely and may be sold in response to ligryidequirements or changes in market conditions.

AFS investments comprise unquoted equity investen@hiere the Organization’s ownership
interest is less than 20.0% or where control isljiko be temporary are initially recognized at

cost, being the fair value of the investment attilme of acquisition or purchase and including
acquisition charges associated with the investm8nth investments are carried at cost due to the
unpredictable nature of future cash flows and &k bf other suitable methods for arriving at a
reliable fair value.

After initial measurement, AFS investments are sghently measured at fair value. The
effective yield component of AFS debt investmeatsyvell as the impact of restatement on
foreign currency-denominated AFS debt investmestgported in statement of revenue and
expenses.
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When the security is disposed of, the cumulativia galoss previously recognized in equity is
recognized as ‘Other revenue’ in the statemenéwdémue and expenses. Dividends earned on
holding AFS equity investments, if any, are recagdiin the statement of revenue and expenses
as ‘Other revenue’ when the right of the paymestlteen established. The losses arising from
impairment of such investments are recognized awigion for impairment losses’ under ‘Other
expenses’ in the statement of revenue and expenses.

Other financial liabilities at amortized cost

Issued financial instruments or their componentsckvare not designated at FVPL, are classified
as liabilities under ‘Borrowings’ and ‘Due to mem$eor other appropriate financial liability
accounts, where the substance of the contractiaigement results in the Organization having an
obligation either to deliver cash or another firiahasset to the holder, or to satisfy the obligati
other than by the exchange of a fixed amount df casnother financial asset for a fixed number
of own equity shares. The components of issueth@iral instruments that contain both liability
and equity elements are accounted for separatély tie equity component being assigned the
residual amount after deducting from the instrunzen& whole the amount separately determined
as the fair value of the liability component on tfege of issue.

After initial measurement, borrowings, due to meralsnd similar financial liabilities not

qualified as and not designated as FVPL, are sulesgly measured at amortized cost using the
effective interest rate method. Amortized costakulated by taking into account any discount or
premium on the issue and fees that are an intpgrabf the effective interest rate.

Derecognition of Financial Assets and Liabilities

Financial assets

A financial asset (or, where applicable a part bhancial asset or part of a group of financial

assets) is derecognized when:

» the rights to receive cash flows from the asseeeqpired; or

» the Organization retains the right to receive déshs from the asset, but has assumed an
obligation to pay them in full without material dglto a third party under a ‘pass-through’
arrangement; or

* the Organization has transferred its rights toiveceash flows from the asset and either
(a) has transferred substantially all the risks rweards of the asset, or (b) has neither
transferred nor retained the risk and rewards®Bset but has transferred the control of the
asset.

Where the Organization has transferred its righteteive cash flows from an asset or has entered
into a pass-through arrangement, and has neitrggferred nor retained substantially all the risks
and rewards of the asset nor transferred contrileofisset, the asset is recognized to the extent o
the Organization’s continuing involvement in theets Continuing involvement that takes the

form of a guarantee over the transferred asseeasuared at the lower of original carrying amount
of the asset and the maximum amount of consider#tiat the Organization could be required to

repay.
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Financial liabilities

A financial liability is derecognized when the aation under the liability is discharged or
cancelled or has expired. Where an existing firdhiebility is replaced by another from the
same lender on substantially different terms, ertéims of an existing liability are substantially
modified, such an exchange or modification is #dats a derecognition of the original liability
and the recognition of a new liability, and thef@liénce in the respective carrying amounts is
recognized in the statement of revenue and expenses

Offsetting Financial Instruments

Financial assets and financial liabilities are aofifiget and the net amount reported in the balance
sheet when there is a legally enforceable riglsetooff the recognized amounts and the
Organization intends to either settle on a netshasito realize the asset and the liability
simultaneously.

Impairment of Financial Assets

The Organization assesses at each reporting datnevthere is objective evidence that a
financial asset or group of financial assets isaimgd. A financial asset or a group of financial
assets is deemed to be impaired if, and only éfglis objective evidence of impairment as a
result of one or more events that has occurred thfteinitial recognition of the asset (an incurred
‘loss event’) and that loss event (or events) maisrpact on the estimated future cash flows of the
financial asset or the group of financial assed$ thn be reliably estimated. Evidence of
impairment may include indications that the borroaea group of borrowers is experiencing
significant financial difficulty, default or delingency in interest or principal payments, the
probability that they will enter bankruptcy or othimancial reorganization and where observable
data indicate that there is measurable decreabe iestimated future cash flows, such as changes
in arrears or economic conditions that correlati @efaults.

Receivables

For receivables carried at amortized cost, the Qrgéion first assesses whether objective
evidence of impairment exists individually for fim@al assets that are individually significant, or
collectively for financial assets that are not indisally significant. If the Organization
determines that no objective evidence of impairnesigts for individually assessed financial
asset, whether significant or not, it includesadhset in a group of financial assets with similar
credit risk characteristics and collectively asssdgsr impairment. Those characteristics are
relevant to the estimation of future cash flowsdaups of such assets by being indicative of the
debtors’ ability to pay all amounts due accordimghte contractual terms of the assets being
evaluated. Assets that are individually assesseinipairment and for which an impairment loss
is, or continues to be, recognized are not includexdcollective assessment for impairment.

If there is objective evidence that an impairmesslhas been incurred, the amount of the loss is
measured as the difference between the assetgintpamount and the present value of the
estimated future cash flows (excluding future dremises that have not been incurred). The
carrying amount of the asset is reduced througlotiaa allowance account and the amount of
loss is charged to the statement of revenue anehegs. Receivables, together with the
associated allowance accounts, are written off wthere is no realistic prospect of future

recovery and all collateral has been realizedinl§ subsequent year, the amount of the estimated
impairment loss decreases because of an eventimerafter the impairment was recognized, the
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previously recognized impairment loss is reduceddjysting the allowance account. If a future
write-off is later recovered, any amounts formetyarged are credited to the ‘Provision for credit
losses’ under ‘Project related expenses’ in thiestant of revenue and expenses.

For the purpose of a collective evaluation of impeint, financial assets are grouped on the basis
of such credit risk characteristics as industrylateral type, past-due status and term. Futusé ca
flows in a group of financial assets that are abiely evaluated for impairment are estimated on
the basis of historical loss experience for assétscredit risk characteristics similar to thoge i

the Organization. Historical logxperience is adjusted on the basis of currentreiske data to
reflect the effects of current conditions that dat affect the period on which the historical loss
experience is based and to remove the effectsrafittons in the historical period that do not exist
currently. Estimates of changes in future casisleeflect, and are directionally consistent with
changes in related observable data from perio@tiog (such as changes in unemployment rates,
property prices, payment status, or other factuasare indicative of incurred losses in the
Organization and their magnitude). The methodolmgy assumptions used for estimating future
cash flows are reviewed regularly by the Organazato reduce any differences between loss
estimates and actual loss experience.

AFSinvestments
For AFS investments, the Organization assessexhtlmlance sheet date whether there is
objective evidence that a financial asset or grafuimancial assets is impaired.

In case of equity investments classified as AF@stments, this would include a significant or
prolonged decline in the fair value of the investisebelow its cost. Where there is evidence of
impairment, the cumulative loss - measured asifferehce between the acquisition cost and the
current fair value, less any impairment loss ot financial asset previously recognized in the
statement of revenue and expenses - is removeddgoiity and recognized in the statement of
revenue and expenses. Impairment losses on AEStiments are not reversed through the
statement of revenue and expenses. Increasds valiae after impairment are recognized
directly in equity.

Revenue Recognition

Revenue is recognized to the extent that it is gotébthat the economic benefits will flow to the
Organization and the revenue can be reliably medsufhe following specific recognition
criteria must also be met before the revenue isgmrized:

Administrative fees
Administrative fees are recognized as they becameeathd billable.

Grants

Grants received for a specific purpose are injtisdlcognized as a liability to the donors;
otherwise, these grants are recorded in the baoksxame upon receipt. Unutilized grants are
shown as funds held-in-trust under ‘Accounts paganld accrued expenses’ account in the
balance sheet.
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Interest income

Interest income on deposit in banks, short-ternestments and restricted funds is recognized as
interest accrues using the effective interest ralech is the rate that exactly discounts estimated
future cash receipts through the expected lifdefibterest-bearing financial instruments to the
net carrying amount of the financial assets.

Service charges, fees and commissions

Fees on receivable from members are recognizedtio@derm of the credit lines granted to each
borrower. Penalties are recognized only upon ctie or where there is a reasonable degree of
certainty as to their collectibility.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hanh dashks with original maturities of three
months or less from dates of placements and teatdsject to insignificant risk of change in
value.

Investments in Associates

Associates are entities over which the Organizatmmsignificant influence but not control,
generally accompanying a shareholding of betwee@®?2@nd 50.0% of the voting rights.
Investment in an associate is accounted for ureeequity method of accounting.

Under the equity method, an investment in asso@atarried in the balance sheet at cost plus
post-acquisition changes in the Organization’'selhathe net assets of the associate. Goodwiill
relating to an associate is included in the cagyialue of the investment and is not amortized.
The Organization’s share in an associate’s podtiaitipn profits or losses is recognized in the
statement of revenue and expenses, and its shposBacquisition movements in the associate’s
equity reserves is recognized directly in equityhen the Organization’s share of losses in an
associate equals or exceeds its interest in tleeiass, including any other unsecured receivables,
the Organization does not recognize further lossaless it has incurred obligations or made
payments on behalf of the associate. Profits asskls resulting from transactions between the
Organization and an associate are eliminated textent of the interest in the associate.

The financial statements of the associates arg¢igdgtiand the associates’ accounting policies
conform to those used by the Organization for tilamsactions and events in similar
circumstances.

Property and Equipment

Property and equipment include land, building andrbvements, transportation equipment and
furniture and equipment and are carried at costdesumulated depreciations and any impairment
loss.

The initial cost of property and equipment considtiés purchase price, including taxes and any
directly attributable costs to bring the assetdaiorking condition and location for its intended
use. Expenditures incurred after the fixed ads®is been put into operation, such as repairs and
maintenance are normally charged against operaitiahg year in which the costs are incurred
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In situations where it can be clearly demonstrétetithe expenditures have resulted in an
increase in the future economic benefits expeatdrbtobtained from the use of an item of
property and equipment beyond its originally ass@ssandard of performance, the expenditures
are capitalized as an additional cost of propanty equipment. When assets are retired or
otherwise disposed of, the cost and the relatednaglated depreciation are removed from the
accounts, and any resulting gain or loss is redets income or loss in the statement of revenue
and expenses.

Depreciation is computed using the straight-lineéhroe over the estimated useful lives of the
respective assets. Leasehold improvements ardiaetbover the shorter of the estimated useful
lives of the improvements or the terms of the ezldeases.

The estimated useful lives of the depreciabletasse as follows:

Building and improvements 5 to 25 years
Furniture and equipment 3 years
Transportation equipment 3 years

The useful life and the depreciation method avieeveed periodically to ensure that the period and
the method of depreciation and amortization aresisbent with the expected pattern of economic
benefits from items of property and equipment.

The carrying values of the property and equipraeetreviewed for impairment when events or
changes in circumstances indicate the carryingevalay not be recoverable. If any such
indication exists and where the carrying valueserdhe estimated recoverable amount, an
impairment loss is recognized in the statemenéeémue and expenses.

Investment Properties

Investment properties are carried at cost lessraglated depreciation and any impairment loss.
The initial cost of investment properties includiessaction costs representing nonrefundable
taxes such as capital gains tax and documentanpstax that are for the account of the
Organization.

Investment properties are derecognized when theg hither been disposed of or when the
investment property is permanently withdrawn frose and no future benefit is expected from its
disposal. Any gains or losses on the retirementigposal of an investment property are
recognized in the statement of revenue and expé@msles period of retirement or disposal.
Expenditures incurred after the investment propstiave been put into operations, such as
repairs and maintenance costs, are charged agianste in the year in which the costs are
incurred.

Depreciation on buildings and improvements is dated on a straight-line basis over the
estimated useful life of 10 to 25 years from timeetiof acquisition of the investment properties.

Transfers are made to investment property whenpahdwhen, there is a change in use,
evidenced by cessation of owner-occupation or oétraction or development, or commencement
of an operating lease to another party. Transfiersnade from investment property when, and
only when, there is a change in use, evidencedmmencement of owner-occupation or
commencement of development with a view to sale.
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For transfers from investment property to ownerupied property, the deemed cost of property
for subsequent accounting is its depreciated ¢dbeadate of change in use. If the property
occupied by the Organization as an owner-occupieggrty becomes an investment property, the
Organization accounts for such property in accardamith the policy stated under ‘Property and
equipment’ up to the date of change in use.

Impairment of Nonfinancial Assets

Property and Equipment and Investment Properties

At each reporting date, the Organization asseshether there is any indication that its
nonfinancial assets, which include property andmgant and investment properties may be
impaired. When an indicator of impairment existsvhen an annual impairment testing for an
asset is required, the Organization makes a foestahate of recoverable amount. Recoverable
amount is the higher of an asset’s (or cash-geingranit’s) fair value less costs to sell and its
value in use and is determined for an individuakgaunless the asset does not generate cash
inflows that are largely independent of those fiatimer assets or groups of assets, in which case
the recoverable amount is assessed as part chshegenerating unit to which it belongs. Where
the carrying amount of an asset (or cash-generatiityexceeds its recoverable amount, the asset
(or cash-generating unit) is considered impaireatiianvritten down to its recoverable amount. In
assessing value in use, the estimated future tash &re discounted to their present value using a
pre-tax discount rate that reflects current maalssessments of the time value of money and the
risks specific to the asset (or cash-generating.uni

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

For nonfinancial assets, excluding goodwill, areasment is made at each reporting date as to
whether there is any indication that previouslyogrized impairment losses may no longer exist
or may have decreased. If such indication exisésrecoverable amount is estimated. A
previously recognized impairment loss is reversdg it there has been a change in the estimates
used to determine the asset’s recoverable amauwrd #ie last impairment loss was recognized. |If
that is the case, the carrying amount of the as$etreased to its recoverable amount. That
increased amount cannot exceed the carrying antioaivould have been determined, net of
depreciation, had no impairment loss been recodrizethe asset in prior years. Such reversal is
recognized in the statement of revenue and expemdess the asset is carried at a revalued
amount, in which case the reversal is treatedrasauation increase. After such a reversal, the
depreciation expense is adjusted in future yeaafidoate the asset's revised carrying amount,
less any residual value, on a systematic basisitsvegmaining life.

Recoverable amount of property and equipment isas value in use, while investment
properties are based on fair value less costdlto se

Investments in Associates

After application of the equity method, the Orgatian determines whether it is necessary to
recognize an additional impairment loss of the @izgtion’s investment in its associates. The
Organization determines at each balance sheetdeiher there is any objective evidence that
the investment in associate is impaired. If thithe case, the Organization calculates the amount
of impairment as being the difference between #iirevilue of the associate and the acquisition
cost and recognizes the amount in the statemaetvehue and expenses.
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Retirement Cost
The Organization is covered by a noncontributorfineéel benefit retirement plan.

The Organization’s retirement cost is determingdgighe projected unit credit method. Under
this method, the current service cost is the ptessdne of retirement benefits payable in the
future with respect to services rendered in theetuiperiod.

The asset recognized in the balance sheet, inaespdefined benefit pension plans, is the fair
value of the plan assets at the balance sheetedstéhe present value of defined benefit
obligation, together with adjustments for unrecagdiactuarial gains or losses and past service
costs and unrecognized plan assets determined tiredasset ceiling test. The asset ceiling test
requires a defined benefit asset to be measurtbe &wer of the amount of the transition asset
and the total of any cumulative unrecognized netaa@l losses and past service cost and the
present value of any economic benefits availabteerform of refunds from the plan or
reductions in future contributions to the plan.eTefined benefit obligation is calculated
annually by an independent actuary using the pregegnit credit method. The present value of
the defined benefit obligation is determined bycdimting the estimated future cash outflows
using interest rate on government bonds that arerdimated in the currency in which the benefits
will be paid, and that have terms to maturity agpmating the terms of the related retirement
liability.

Actuarial gains and losses arising from experieadjastments and changes in actuarial
assumptions are charged or credited to income Wieenet cumulative unrecognized actuarial
gains and losses at the end of the previous perodeded 10.0% of the higher of the defined
benefit obligation and the fair value of plan assstthat date. These gains or losses are
recognized over the expected average remainingimgplives of the employees participating in
the plan.

Past service cost is the present value of any ohfigure benefits credited to employees for
services in periods prior to the commencement bsesguent amendment of the plan. This is
recognized immediately in income, unless the chamgé¢he pension plan are conditional on the
employees remaining in service for a specifiedquedf time (the vesting period). In this case,
past service costs are amortized on a straightsses over the vesting period.

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

Provisions

Provisions are recognized when an obligation (legaonstructive) is incurred as a result of a
past event and where it is probable that an outibassets embodying economic benefits will be
required to settle the obligation and a reliableveste can be made of the amount of the
obligation.
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Contingent Liabilities and Contingent Assets

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

Leases

The determination of whether an arrangement ispatains a lease is based on the substance of
the arrangement and requires an assessment ofewhie¢hfulfillment of the arrangement is
dependent on the use of a specific asset or aasethie arrangement conveys a right to use the
asset.

Organization as lessee

Leases where the lessor retains substantiallpaltisks and benefits of ownership of the asset are
classified as operating leases. Operating leagagas are recognized as an expense in the
statement of revenue and expenses on a straighbdisis over the lease term.

Organization as lessor

Leases where the Organization does not transfetantially all the risk and benefits of
ownership of the assets are classified as operasgs. Initial direct costs incurred in
negotiating operating leases are added to theingramount of the leased asset and recognized
over the lease term on the same basis as the mecahe. Contingent rents are recognized as
revenue in the period in which they are earned.

Borrowing Costs
Borrowing costs are recognized as expense inghegin which they are incurred.

Subsequent Events

Any post-year-end events that provide additionBdrimation about the Organization’s position at
the balance sheet date (adjusting events), aextedl in the financial statements. Post-year-end
events that are not adjusting events are discliosti notes to the financial statements when
material.

Future Changes in Accounting Policies

The Organization will adopt the standards and prations enumerated below when these
become effective. Except as otherwise indicategl Qrganization does not expect the adoption of
these new and amended PFRS and Philippine Intatjomes to have significant impact on its
financial statements.

Effective in 2009

Amendment to PAS JAmendment on Statement of Comprehensive Income

In accordance with the amendment to PAS 1, thersett of changes in equity shall include only
transactions with owners, while all non-owner ctemyill be presented in equity as a single line
with details included in a separate statement. @svare defined as holders of instruments
classified as equity.
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In addition, the amendment to PAS 1 provides ferittiroduction of a new statement of
comprehensive income that combines all items ajfrimee and expenses recognized in the
statement of income together with ‘Other comprelvensicome’. The revision specifies what is
included in other comprehensive income, such assgaid losses on AFS investments, actuarial
gains and losses on defined benefit pension plati€ldanges in the asset revaluation reserve.
Entities can choose to present all items in ortestant, or to present two linked statements, a
separate statement of income and a statement girebensive income.

PAS 23,Borrowing Costs

The Standard has been revised to require captializaf borrowing costs when such costs relate
to a qualifying asset. A qualifying asset is ageaishat necessarily takes a substantial period of
time to get ready for its intended use or saleadecordance with the transitional requirements in
the Standard, this change in accounting for bomgweosts shall be accounted for prospectively.
Accordingly, borrowing costs will be capitalized qunalifying asset with a commencement date
after January 1, 2009. No changes will be madédorowing costs incurred to this date that have
been expensed.

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

The Standards have been amended to allow a liretteple exception for puttable financial
instruments to be classified as equity if theyifiudf number of specified criteria.

PFRS 1First-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 sepdirsncial statements, to determine the cost of
investments in subsidiaries, jointly controllediges$ or associates (in its opening PFRS financial
statements) as one of the following amounts: af) @eiermined in accordance with PAS 27; b) at
the fair value of the investment at the date aigitgon to PFRS, determined in accordance with
PAS 39; or c) previous carrying amount (as deteechimnder Philippine generally accepted
accounting principles) of the investment at theddttransition to PFRS.

PFRS 2 Share-based Payment - Vesting Condition and Cancellations

The standard has been revised to clarify the defindf a vesting condition and prescribes the
treatment for an award that is effectively canakllé defines a vesting condition as a condition
that includes an explicit or implicit requiremeatgrovide services. It further requires non-
vesting conditions to be treated in a similar fashio market conditions. Failure to satisfy a non-

vesting condition that is within the control oftedt the entity or the counterparty is accounted for
as cancellation. However, failure to satisfy a-weating condition that is beyond the control of
either party does not give rise to a cancellation.

PFRS 80Operating Segments

This PFRS adopts a management approach to repedgrgent information. PFRS 8 will replace
PAS 14,Segment Reporting, and is required to be adopted only by entitiessehdebt or equity
instruments are publicly traded, or are in the pssoof filing with the SEC for purposes of issuing
any class of instruments in a public market.

Philippine Interpretation IFRIC - 1&ustomer Loyalty Programmes
This Interpretation addresses the accounting gty that grants award credits to its customers.
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Philippine Interpretation IFRIC - 16{edges of a Net Investment in a Foreign Operation

This Interpretation provides guidance on identifyforeign currency risks that qualify for hedge
accounting in the hedge of net investment; whetkiwthe group the hedging instrument can be
held in the hedge of a net investment; and howntityeshould determine the amount of foreign
currency gains or losses, relating to both themeatstment and the hedging instrument, to be
recycled on disposal of the net investment. Ciiyethe Organization has no hedges of a net
investment in a foreign operation.

Effective in 2010

Revised PFRS Business Combinations and PAS 27Consolidated and Separate Financial
Satements

The revised PFRS 3 introduces a number of changide iaccounting for business combinations
that will impact the amount of goodwill recognizéide reported results in the period that an
acquisition occurs, and future reported resultse fievised PAS 27 requires, among others, that
(a) change in ownership interests of a subsididuat o not result in loss of control) will be
accounted for as an equity transaction and wilehaw impact on goodwill nor will it give rise to
a gain or loss; (b) losses incurred by the subsidiall be allocated between the controlling and
non-controlling interests (previously referred so'minority interests’); even if the losses exceed
the non-controlling equity investment in the sukzsigt and (c) on loss of control of a subsidiary,
any retained interest will be remeasured to faiwerand this will impact the gain or loss
recognized on disposal. The changes introduceabéyevised PFRS 3 must be applied
prospectively, while changes introduced by reviB&& 27 must be applied retrospectively with a
few exceptions. The changes will affect futureluasitjons and transactions with non-controlling
interest.

Philippine Interpretation IFRIC 1Bistribution of Non-cash Assets to Owners

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

entity to its owners acting in their capacity asnevs. The two types of distributions are:

a. distribution of non-cash assets (e.g. items of gryp plant and equipment, businesses as
defined in PFRS 3, ownership interest in anothétyeor disposal group as defined in
PFRS 5); and

b. distribution that give the owners a choice of reicgj either non cash assets or cash
alternative

This Interpretation addresses only the accountyngrbentity that makes a non cash asset

distribution. It does not address the accountinghmreholders who receive such distribution.

Philippine Interpretation IFRIC 18ransfer of Assets from Customers

This Interpretation covers accounting for transfieitems of property, plant and equipment by
entities that receive such transfers from theitamusrs. Agreements within the scope of this
Interpretation are agreements in which an entitgikes from a customer an item of property
plant and equipment that the entity must then ubereto connect the customer to a network or to
provide the customer with ongoing access to a supfjoods or services, or to do both. This
Interpretation also applies to agreements in whitlentity receives cash from a customer when
that amount of cash must be used only to construatquire an item of property plant and
equipment and the entity must then use the iteprayferty, plant and equipment either to connect
the customer to a network or to provide the customilh ongoing access to a supply of goods or
services or to do both.
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Amendment to PAS 3%inancial Instruments. Recognition and Measurement - Eligible hedged
items

Amendment to PAS 39 will be effective on July 1020which addresses only the designation of
a one-sided risk in a hedged item, and the desamatf inflation as a hedged risk or portion in
particular situations. The amendment clarifies srmentity is permitted to designate a portion of
the fair value changes or cash flow variabilityadinancial instrument as a hedged item.

Effectivein 2012

Philippine Interpretation IFRIC-13greement for Construction of Real Estate

This Interpretation covers accounting for reveno@ associated expenses by entities that
undertake the construction of real estate diramtithrough subcontractors. This Interpretation
requires that revenue on construction of real edtatrecognized only upon completion, except
when such contract qualifies as construction cehtabe accounted for under PAS 11,
Construction Contracts, or involves rendering of services in which caseenue is recognized
based on stage of completion. Contracts involpirayision of services with the construction
materials and where the risks and reward of owneesie transferred to the buyer on a continuous
basis, will also be accounted for based on stagempletion

I mprovements to PFRS

In May 2008, the International Accounting StandaéBdard issued its first omnibus of
amendments to certain standards, primarily witfea\o removing inconsistencies and clarifying
wording. These are the separate transitional pi@mvs for each standard:

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

When a subsidiary is held for sale, all of its &ss@d liabilities will be classified as held fales
under PFRS 5, even when the entity retains a natralbng interest in the subsidiary after the
sale.

PAS 1,Presentation of Financial Statements
Assets and liabilities classified as held for tredare not automatically classified as currenhin t
balance sheet.

PAS 16,Property, Plant and Equipment

The amendment replaces the term ‘net selling prdt ‘fair value less costs to sell’, to be
consistent with PFRS 5. Items of property, plamt aquipment held for rental that are routinely
sold in the ordinary course of business after feata transferred to inventory when rental ceases
and they are held for sale. Proceeds of such astesubsequently shown as revenue. Cash
payments on initial recognition of such items, ¢heh receipts from rents and subsequent sales are
all shown as cash flows from operating activities.

PAS 19,Employee Benefits

The definition of ‘past service costs’ is revisedriclude reductions in benefits related to past
services (‘negative past service costs’) and téuetecreductions in benefits related to future
services that arise from plan amendments. Amentintermplans that result in a reduction in
benefits related to future services are accourdedd a curtailment.

The definition of ‘return on plan assets’ is redde exclude plan administration costs if they have
already been included in the actuarial assumptiges to measure the defined benefit obligation.
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The definition of ‘short-term’ and ‘other long-teremployee benefits is revised to focus on the
point in time at which the liability is due to bettted.

The reference to the recognition of contingentiliiids is revised 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 wilt he exempt from the requirement to impute
interest. The difference between the amount redeand the discounted amount is accounted for
as a government grant.

PAS 23,Borrowing Costs

The definition of borrowing costs is revised to solidate the types of items that are considered
components of ‘borrowing costs’, i.e., componerit#he interest expense calculated using the
effective interest rate method.

PAS 28,Investment in Associates

If an associate is accounted for at fair valuecicoadance with PAS 39, only the requirement of
PAS 28 to disclose the nature and extent of amyifgignt restrictions on the ability of the
associate to transfer funds to the entity in thienfof cash or repayment of loans applies. An
investment in an associate is a single asset éoptinpose of conducting the impairment test.
Therefore, any impairment test is not separatdébcated to the goodwill included in the
investment balance.

PAS 31,Interest in Joint Ventures

If a joint venture is accounted for at fair valueaccordance with PAS 39, only the requirements
of PAS 31 to disclose the commitments of the vesrtand the joint venture, as well as summary
financial information about the assets, liabilitis=®m/enue and expense will apply.

PAS 36,Impairment of Assets

When discounted cash flows are used to estimatevditue less cost to sell’ additional disclosure
is required about the discount rate, consistert digclosures required when the discounted cash
flows are used to estimate ‘value in use’.

PAS 38,Intangible Assets

Expenditure on advertising and promotional acttis recognized as an expense when the entity
either has the right to access the goods or hasvegtthe services. Advertising and promotional
activities now specifically include mail order daigues.

References to there being rarely is deleted, if,@&rsuasive evidence to support an amortization
method for finite life intangible assets that résim a lower amount of accumulated amortization
than under the straight-line method, thereby eiffett allowing the use of the unit of production
method.

PAS 39 Financial Instruments. Recognition and Measurement

Changes in circumstances relating to derivativagsecifically derivatives designated or de-
designated as hedging instruments after initiadgation - are not reclassifications.
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When financial assets are reclassified as a rebah insurance company changing its accounting
policy in accordance with paragraph 45 of PFRBidyrance Contracts, this is a change in
circumstance, not a reclassification.

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

The use of the revised effective interest ratedgiired (rather than the original effective intéres
rate) when re-measuring a debt instrument on tesat®n of fair value hedge accounting.

PAS 40,Investment Properties

The scope (and the scope of PAS 16) is reviseactade property that is being constructed or
developed for future use as an investment propé&htiere an entity is unable to determine the
fair value of an investment property under consiomnc but expects to be able to determine its fair
value on completion, the investment under constraatill be measured at cost until such time as
fair value can be determined or construction is jlete

Significant Accounting Judgments and Estimates

The preparation of the Organization’s financiatest@ents in accordance with PFRS requires the
management to make judgments and estimates tleat #ie reported amounts of assets,
liabilities, revenue and expenses and disclosuomifingent assets and contingent liabilities at
reporting date Future events may occur which edlise the judgments used in arriving at the
estimates to change. The effects of any changstimates are reflected in the financial
statements as they become reasonably determinable.

Judgments and estimates are continually evaluaig@r@e based on historical experience and
other factors, including expectations of futurerdgahat are believed to be reasonable under the
circumstances.

Judgments

() Operating leases
Organization as lessor
The Organization leases out its investment progastifolio on operating leases since all the
significant risks and rewards of ownership of thes®erties are retained by the
Organization.

Organization as lessee

The Organization has entered into commercial ptgpeases with outside parties wherein the
latter retains all the significant risks and revgaodl ownership of those properties leased out
under operating leases. These operating leasasilgjext to one year term and are renewable
yearly upon agreement of both parties.
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(b) Fair value of financial instruments

Where the fair values of financial assets and firariabilities recorded on the balance sheet
cannot be derived from active markets, they arerdehed using a variety of valuation
techniques that include the use of mathematicaletsodrhe input to these models is taken
from observable markets where possible, but whesdg not feasible, a degree of judgment
is required in establishing fair values.

(c) Financial assets not quoted in an active market

The Organization classifies financial assets byuatang, among others, whether the asset is
guoted or not in an active market. Included indglaaluation on whether the asset is quoted in
an active market is the determination on whethemumoted prices are readily and regularly
available, and whether those prices representlaaidaregularly occurring market
transactions on an arm’s length basis.

Estimates
(a) Credit losses on receivables

(b)

The Organization reviews its receivables to assegairment annually. In determining
whether an impairment loss should be recordeddrstatement of revenue and expenses, the
Organization makes judgments as to whether thamyisbservable data indicating that there
is a measurable decrease in the estimated futaheficavs from a portfolio of loans before the
decrease can be identified with an individual loathat portfolio. This evidence may include

observable data indicating that there has beenharse change in the payment status of
customers or national or local economic conditithrad correlate with defaults on the
receivables.

As of December 31, 2008, and 2007, allowance fedittosses on receivables of the
Organization amounted to B38.7 million and B2dilfion, respectively (see Note 17).

As of December 31, 2008 and 2007, the carryingevafureceivables from members
amounted to B1.7 billion and B1.4 billion, regjppety (see Note 8). As of December 31,
2008 and 2007, the carrying value of due fromiatfls amounted to B32.4 million and
P10.1 million, respectively (see Note 9). As @dember 31, 2008 and 2007, the carrying
value of other receivables amounted to P44.2onilind B36.6 million, respectively (see
Note 10).

Impairment of AFSinvestments

The Organization determines that AFS investmemsrapaired when there has been a
significant or prolonged decline in the fair valugow its cost. The determination of what is
significant or prolonged requires judgment. In mgkhis judgment, the Organization
evaluates among other factors, the normal volaiititshare price. In addition, impairment
may be appropriate when there is evidence of detgion in the financial health of the
investee, industry and sector performance, chaingeshnology, and operational and
financing cash flows.

As of December 31, 2008 and 2007, the carryingevafuAFS investments amounted to
R19.7 million and B26.1 million, respectivelygdd¢ote 12).
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Present value of retirement obligation

The determination of the net retirement asset atickement recovery and other employee
benefits is dependent on the selection of certssamaptions used by actuaries in calculating
such amounts. Those assumptions include, amorgsptiiscount rates, expected returns on
plan assets and salary increase rates. Due torthe¢erm nature of this plan, such estimates
are subject to significant uncertainty. In comptia with PFRS, actual results that differ from
the Organization’s assumptions, subject to the%Q0rridor test, are accumulated and
amortized over future periods and therefore, gédiyaatect the recognized expense and
recorded obligation in such future periods.

The expected rate of return on plan assets of 6\WWa%based on market prices prevailing on
the date of valuation, applicable to the periodravieich the obligation is to be settled. The
assumed discount rates were determined using theetnaelds on Philippine government
bonds with terms consistent with the expected eygadenefit payout as of balance sheet
dates. Refer to Note 21 for the details of assiomptused in the calculation.

Net retirement asset recognized under ‘Other noantiassets’ in the balance sheet amounted
to B25.9 million and B20.9 million as of DecemBgy 2008 and 2007, respectively
(see Note 16).

As of December 31, 2008 and 2007, the present \dlthe defined benefit obligation
amounted to B22.0 million and B47.0 million, exdjvely (see Note 21).

Impairment of property and equipment and investment properties

The Organization assesses impairment on assetewdregvents or changes in circumstances

indicate that the carrying amount of an asset nohya recoverable. The factors that the

Organization considers important which could trigge impairment review include the

following:

» significant underperformance relative to expectistbhical or projected future operating
results;

» significant changes in the manner of use of theliaed assets or the strategy for overall
business; and

» significant negative industry or economic trends.

The Organization recognizes an impairment loss etenthe carrying amount of an asset
exceeds its recoverable amount. The recoverabbei@inis computed using the value in use
approach for property and equipment and, fair vidae cost to sell for investment properties.
Recoverable amounts are estimated for individusgtas or if it is not possible, for the cash-
generating unit to which the asset belongs.

The carrying value of property and equipment awvesitment properties as of

December 31, 2008 amounted to B99.1 million &2l ®million, respectively. As of
December 31, 2007, the carrying value of propamtyeguipment and investment properties
amounted to B60.3 million and B24.4 million, exdjvely (see Notes 14 and 15).
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4. Fair Value Measurement

The fair values approximate the carrying valuedif@ancial assets and financial liabilities thed a
liquid or have short-term maturities. These ineledsh and cash equivalents, short-term
investments, receivables, and other assets andlathidities.

Equity securities - For equity investments thatrasequoted, the investments are carried at cost
less any allowance for impairment losses due tatipgedictable nature of future cash flows and
the lack of suitable methods of arriving at a takafair value.

Borrowings - Non current portion of borrowings aiscounted using the current market interest
rates to arrive at its fair value. Refer to nd@efdr the fair values of the non-current borrowings

5. Financial Risk Management Objectives and Policies

The Organization has exposure to the followingsifskm its use of financial instruments:
* Creditrisk

e Liquidity risk

* Market risk

In line with the Organization’s mission gbroviding continued access to integrated microfinance
and social development services to an expanding member ship base by organizing and empowering
women and their families’, risk management framework of the Organizatioroiuwes identifying
and assessing risks, designing strategies andnmapligng policies to mitigate risks, and
conducting evaluation for adjustments needed tomie risks.

The Board of Trustee (BOT) through its Audit Contest (AC) is responsible for monitoring the
Organization’s implementation of risk managemericpes and procedures and for reviewing the
adequacy of risk management framework in relatotihé risks faced by the Organization. The
AC regularly reports to BOT the results of reviestactual implementation of risk management
policies. Risk Management of the Organizatiortisrgythened with conjunction of AC and
Internal Audit (1A) functions. IA undertakes batkgular audit examination and ad hoc reviews of
risk management controls and procedures, the sesithich are reported to the AC.

Credit Risk

The Organization manages its credit risk by praxgdield personnel with thorough trainings for
effective and efficient service delivery to mitigaguch risks. The operations manual is a reference
for every operations personnel. The manual isrtadl fit for the microfinance program clients and
is being updated as new policies and procedurefinalezed and approved by the BOT based on
the clients and staff satisfaction survey, staff amnagement program review and planning
meetings and workshops.

A codified signing authority is in place for evdeyel of receivables processing and approval.
Receivables are guaranteed by co-borrower/guarémetorfamily member. All past due/impaired
accounts are reported on a daily, weekly and mpnithsis. Consistent monitoring for these
accounts is established by competent and diligerstgmnel to maximize recovery. Writing off bad
debt accounts are being approved by the BOT thrdadbresident.
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Research team is continuously conducting marketreb as a tool for updating and developing of
loans products responsive to the needs and denodittaks existing and potential clients.

Intensive management monitoring of the programragdlar internal audit examination are being
conducted. Identified existing and potential itrkegities are being discussed and processed during
the monthly AC meeting. Consequently, a summar®freports are being presented to the
regular quarterly meeting of the BOT.

Maximum exposure to credit risk before collateral held or other credit enhancements
An analysis of the maximum exposure to credit redlating to on-balance sheet assets without
taking into account of any collateral held or otbexdit enhancements is shown below:

2008 2007
Financial Assets
Cash in banks B88,619,073 B46,263,058
Short-term investments 195,872,933 54,403,602
Receivables:
Receivables from members 1,701,548,236 1,372,506,668
Due from affiliates 32,445,742 10,055,605
Other receivables 44,181,251 36,603,806
AFS investments 19,730,161 26,095,746
Restricted funds 22,699,577 19,315,213
Others 14,381,284 14,158,134
Total credit risk exposure B2,119,478,257 B1,579,401,832

The Organization assessed that it has no creliexigosures relating to off-balance sheet items.

Credit Quality

Financial assets other than receivables are watlgtivernment and other reputable financial
institutions and are deemed to be high grade.

Receivables rated as high and standard gradegoeferse accounts that do not have greater than
normal risk or have potential weaknesses only.

High grade represent those accounts granted towers which are availed loans intended for
microeconomic activities.

Standard grade represent those accounts granbedrtawers which have availed loans intended
for financing business capital emergency needsti4puitpose requirements and housing
improvements.
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The table below shows the credit quality of reckiga per class of financial assets as of

December 31, 2008 and 2007 (in thousands):

2008
Neither Past Due nor
Individually Impaired PastDu  Past Dut
Standarc but no an(
High Grade Grade Unratec  Impairec  Impairec Tota
Receivables
Receivables from members BP1,723,830 = B B1,96: P13,15 P1,738,9¢
Due from affiliates — 32,44 - - - 32,44
Other receivables
Accrued administrative fee receivable 24,524 - - - - 24,52
Accounts receivable 19,714 - - - 1,25 20,96
P1,768,068 B2,44 B B1,96 P14,41 P1,816,8¢
2007
Neither Past Due nor
Individually Impaired Past Dt Past Dt
Standa but nc ani
High Grade Grd Unrate Impaire Impaire Tote
Receivables
Receivables from members B1,391,276 - B B B65! B5,01 PB1,396,94
Due from affiliates - 10,05 - - - 10,05
Other receivables
Accrued administrative fee receivable 26,895 - - - - 26,89
Accounts receivable 9,766 - - - - 9,76
B1,427,937 B0,05 B B65! B5,01 P1,443,6€

Aging Analysis of Past Due but not Impaired Recklga per Class of Financial Assets

The following table shows the total aggregate arhofigross past due but not impaired loans and

receivableger delinquency bucket as of December 31, 2008 and 2007 (in thousands):

2008
Past Due but not Impaired
Less tl 6 Past Dui

Neither Past Due 9 Impairec Tota

Loans and receivables
Receivable from customers B1,723,830 E 213 B1,39 B13,15 B1,738,95
Due from Affiliates 32,446 - - 32,44

Other receivables
Accrued administrative fee receivable 24,524 - - 24,52
Accounts receivable 19,714 - 1,25: 20,9
B1,800,514 E Pt B1,39 B14,41 B1,816,8
2007
Past Due but not Impaired
Lessthar 6l Past DL

Neither Past Due 3( 9 Impaire Tote

Loans and receivables
Receivable from customers B1,391,276 B14 1 B B44¢ B5,01. B1,396,94
Due from Affiliates 10,056 - - 10,05

Other receivables

Accrued administrative fee receivable 26,895 - - 26,8
Accounts receivable 9,766 - - 9,7
B1,437,993 E Bl P44t B5,01. B1,443,66
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Liquidity Risk

Liquidity risk is the risk arising from potentiedability to meet obligations when they become due
at a reasonable cost and timely manner. The Qzgom manages liquidity risk by assessing the
gap for additional funding and determining the tsestrce and cost of funds on a monthly basis.
To ensure sufficient liquidity, the Organizationssaside funds to pay currently maturing
obligations. These funds are placed in short-ierstments. Monitoring of daily cash position is
being done to guide the management in making &atesufficient liquidity is maintained. The
Asset and Liability Management Committee was aftaldished to regularly review liquidity
position of the Organization monthly.

The table below shows the maturity profile of fimancial liabilities based on contractual
undiscounted cash flows (in thousands):

2008
Tota
On 3 6 Withir 1
Demand Uptol 1 6 12 1 year 3 Beyond Total

Financial Liabilities
Accounts payable and accrued

expenses

Accounts payable P10,248 P1,042 P8,104 B25,029 P18,583 R63,006 R12,090 P— P75,096

Funds held-in-trust 55 114 1,194 1,380 3,840 6,583 2,799 1,200 10,582

Accrued interest 1,271 8,069 273 - - 9,613 - 9,613
Current portion of borrowings - 8,696 197,321 74,463 295,600 576,080 - - 576,080
Due to members 699,911 - - - - 699,911 - - 699,911
Noncurrent portion of

borrowings - - - - - — 287,923 112,246 400,169
Future interest on borrowings 9,613 7,286 4,459 17,153 16,900 55,411 85,355 16,686 157,452

P721,098 P25,207 P211,351 P118,025 P334,921,410,604 P388,167 P130,132 P1,928,903

2007
Tote
On 3 6 Withi 1
Demand Uptol 1 6 12 1 year 3 Beyond: Total

Financial Liabilities
Accounts payable and accrued

Expenses

Accounts payable B6,199 B661 P11,240 B11,723 B9,812 B39,635 B— = B39,635

Funds held-in-trust - - 99 770 5,003 5,872 4,236 - 10,108

Accrued interest - 958 6,072 1,272 - 8,302 - - 8,302
Current portion of borrowings - 8,631 65,475 76,050 133,586 283,742 - - 283,742
Due to members 492,397 - - - — 492,397 - - 492,397
Noncurrent portion of

borrowings - - - - - - 417,202 38,614 455,816
Future interest on borrowings 4,072 2,337 12,825 16,072 23,891 59,197 63,270 2,750 125,217

B502,668 B12,587 B95,711 P105,887 P172,2922889,145 P484,708 P41,364 P1,415,217

Market Risk

Market risk is the risk of loss to future earninfgr values or future cash flows that may result
from changes in the price of a financial instrumenie value of a financial instrument may
change as a result of changes in interest ratesgfocurrency exchange rates and other market
changes.

Interest raterisk

Interest rate risk is the risk that future casiwB from a financial instrument will fluctuate
because of changes in market interest rates.
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The Organization’s total receivable from membersait at fixed nominal rate of 30.0% per
annum. The shortest term of loan is 6 months vithgelongest term is 1 year.

The Organization pays fixed interest to the memb¢2.5% in 2008 and 3.0% per annum in
2007.

The Organization pays fixed interest to the coediit 2.0% to 12.0% per annum which is payable
from 2 to 5 years.

In order to manage its interest rate risk, thea@ization places its excess funds in high yield
investments and other short-term time deposits.

Foreign currency risk
Foreign currency risk is the risk that the faitueaof future cash flows of a financial instrument
will fluctuate because of changes in foreign exgearates.

The Organization’s principal transactions areiedrout in Philippine Peso (PHP) and its
exposure to foreign currency risk arises primasilih respect to the Organization’s cash,
investment in unquoted stocks and borrowings whirghdenominated in US dollars and euro.

The table below demonstrates the sensitivity obine to reasonably possible changes in foreign
exchange rates. The Organization’s equity is absitive to changes in foreign exchange rates.

Income B USD/PHP FX Income Bi

USD/PHP FX Rate Income Rate Increase/ Income
Increase/Decrease Estimated Effe Decrease Estimated Eff

2008 +5% B1,199,5 +10% B2,399,0
-5% (1,199,5. -10% (2,399,0

2007 +5% R20,5: +10% P441,0
-5% (220,5: -10% (441,0

There is no other effect to equity other thandfiect of a reasonable possible change in the spot
rates on currencies to income after tax.

Cash and Cash Equivalents

This account consists of:

2008 2007
Cash in banks (Note 25) P88,619,073 P46,263,058
Cash on hand 373,527 490,329

P88,992,600 P46,753,387

Cash in banks earned annual interest rates rafiging0.5% to 2.5% in 2008 and 1.0% to 4.0%
in 2007.
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7. Short-term Investments

Short-term investments consist of savings depasitktime deposits with maturities of more than
three months but less than one year from balareet states. In 2008 and 2007, such investments
earned annual interest rates ranging from 1.19%4 10% and 5.3% to 5.5%, respectively.

8. Receivables from Members

This account consists of:

2008 2007
Project assistance receivable P1,602,015,843 B1,277,293,397
Member assistance receivable 136,936,129 119,650,454
1,738,951,972 1,396,943,851
Less allowance for credit losses (Note 17) (37,403,736) (24,437,183)

P1,701,548,236 P1,372,506,668

Project assistance receivable and Member assistacewable earn annual hominal
administrative fee of 30.0% in 2008 and 2007.

As of December 31, 2008 and 2007, project assistegaeivables with carrying value of

B423.9 million and B251.2 million, respectiveliere used as collateral for interest-bearing
borrowings (see Note 19). Project assistancevabkss granted to members are partially secured
by Due to members (see Note 20).

Receivables from members include past due reca&sahounting to B16.4 million and
B5.7 million as of December 31, 2008 and 200 heaetsvely.

9. Due from Affiliates

This account consists of:

2008 2007

CARD Business Development Services Foundation

( CARD BDSF) R28,511,741 P—
CARD Employee Multi Purpose Cooperative

(CARD EMPC) 3,149,029 7,721,710
CARD Mutual Benefit Association (MBA) 632,737 -
CARD-Mutually Reinforcing Institution

Development Institute, Inc. (CMDI) 151,635 1,876,969
CARD Bank, Inc. (CARD Bank) - 456,926
CARD CAMIA 600 -

P32,445,742 RP10,055,605
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Due from CARD BDSF represents a loan granted fitialrworking capital. The loan has a term of 5

years and earns 9% interest per annum.

Due from other affiliates are immediate fundinguiegments of affiliates advanced by the

Organization which are due and demandable.

10. Other Receivables

This account consists of:

2008 2007
Accrued administrative fee receivable B24,524,494 P26,894,938
Others 20,968,195 9,766,301
45,492,689 36,661,239
Less allowance for credit losses (Note 17) (1,311,438) (57,433)
R44,181,251 P36,603,806
Others consist of the following:
2008 2007
Other Microfinance Institutions P10,850,664 B—
PT Triputra Persada Rahmat 3,249,528 -
Receivables from Staff 1,799,331 -
Department of Agrarian Reform (DAR) 1,250,699 -
Southeast Asian Interdisciplinary Development
Institute Foundation (SAIDI) 1,000,000 -
CARD Cambodia Liason Office 907,101 203,881
Grameen Foundation USA 550,545 386,280
KFI Center for Community Development
Foundation, Inc. 83,255 4,075,727
Microventures, Inc. - 1,898,925
Tao Yu Mae Organization - 283,480
Others 1,277,072 2,918,008
P20,968,195 R9,766,301

Receivables from other microfinance institutions sinort-term interest bearing financing granted
to microfinance organizations operating in hardetach areas which aim in improving the life of
the poor communities. Normal terms of these red#&gare 6 months to 1 year.

Receivables from PT Triputra Persada Rahmat araghistance provided by the Organization in
setting up the microfinance program in a particalauntry or area in exchange for part ownership
on the Microfinance institution upon successful liempentation of the microfinance program.

Receivable from DAR represents future fundinghmy department for jointly implementing
Microfinance Capacity Development Program whichsaon the development of cooperatives to
become microfinance institutions. Receivable frof38 pertains to bridge financing granted by
the Organization for the construction of the forimeesearch facility.
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Others include receivables from personnel represgoash advances for micro-economic
business operations such as program monitoringeealdiation.

11. Prepaid and Other Current Assets

This account consists of:

2008 2007
Prepaid expenses P8,136,698 R6,659,623
Supplies on hand 2,686,710 3,163,056

P10,823,408 P9,822,679

12. Available-for-Sale Investments

AFS investments consist of:

2008 2007
Investment in shares of stocks of Responsible
Investments for Solidarity and Empowerment
(RISE) Financing Co. Incorporated P13,411,721 R12,014,721
Investment in preferred stocks of CARD Bank 1,709,000 10,752,600
Others 4,609,440 3,328,425

P19,730,161 P26,095,746

The Organization’s AFS investments represent imvests in non-marketable equity securities.
These investments are carried at cost due to theedictable nature of future cash flows and the
lack of suitable methods of arriving at a reliatale value.

In 2008, the Organization sold most of its investirin preferred stocks of CARD Bank to fund
its purchase of additional common shares of CARDKBaee Note 13).

Others comprise of investment in other microfireimstitutions outside the Philippines.

13. Investment in Associates
This account includes investment in shares of comatock of:

2008 2007

At equity:
Acquisition Cost
CARD Bank - 40.0% owned in 2008 and in 2007 B53,879,500 R19,040,500
Rural Bank of Sto. Tomas (RBST) - 40.0% owned
in 2008 and 2007 17,525,200 10,300,000
71,404,700 29,340,500
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2008 2007
Accumulated equity in net earnings

Balance at beginning of the year P23,826,411 P20,013,853
Equity in net earnings (Note 23) 1,680,851 4,691,172
Dividends received (6,000,000) (878,614)
Balance at end of year 19,507,262 23,826,411

Allowance for impairment losses (Note 23) 10,306,516 —
P80,605,446 P53,166,911

In 2008, the Organization subscribed for additiaeres of CARD Bank and RBST for
B34.8 million and B7.2 million, respectively.

As of December 31, 2007, investment in RBST wakided under AFS investments.

The following table summarizes the financial imf@tion of the Organization’s investments in
associates:

CARD Bank RBST
2008 2007 2008 2007
Total assets B1,242,257,683 B719,502,420 B126,713,701 B71,001,291
Total liabilities 1,048,547,673 585,169,045 126,028,035 70,281,720
Total revenues 403,396,439 224,320,290 31,649,595 5,309,483
Net income (loss) 20,534,674 11,727,929 (5,812,895) (10,519,650)

In 2008, the Organization recognized the shatesses of RBST in 2007 amounting to
R4.2 million. The Organization also recognizedmapairment loss on its investment in RBST
amounting to B10.3 million due to the continuingdes of RBST.

14.

Property and Equipment

The composition of and movements in this accooilitv:

20
Building and Furniture and TransportaticConstruction in |
Land Improvements Equipment Equipme Total
Cost
Balance at beginning of year B30,265,003 B20,509,711 B16,220,299 26B07,! | P93,302,946
Additions - 2,288,015 10,510,426 18,694, 25,9891 57,481,695
Disposals - - (4,461,919) (7,490, (11,952,499)
Balance at end of year 30,265,003 22,797,726 22,268,806 532, 25,989,1 138,832,142
Accumulated Depreciation and
Amortization
Balance at beginning of year - 11,459,460 8,025,004 13,500 32,984,594
Depreciation and amortization - 1,738,642 5,474,972 8,073, 15,286,999
Disposals - (10,667) (2,469,202) (6,083 (8,563,219)
Balance at end of year - 13,187,435 11,030,774 15,490, 39,708,374
Net Book Value P30,265,003 P9,610,291 P11,233,0 22,021, P25,989,. P99,123,768
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2007
Building and Furniture and  Transportation

Land Improvements Equipment Equipment Tote
Cost
Balance at beginning of year B23,557,199 B2094173, B10,468,708 B15,582,468 698882,2¢
Additions 6,707,804 235,800 6,481,929 12,320,544  25,746,0%
Disposals — - (730,338) (1,595,079) (2,35,41
Balance at end of year 30,265,003 20,509,711 162920 26,307,933 93,302,9¢
Accumulated Depreciation and

Amortization

Balance at beginning of year - 9,853,996 5,077,726 10,640,958 25,572,6¢
Depreciation and amortization - 1,605,464 3,658,334 3,991,614 9,255,41
Disposals - - (711,056) (1,132,442) (1,843,4¢
Balance at end of year — 11,459,460 8,025,004 03180 32,984,5¢
Net Book Value B30,265,003 B9,050,251 B8,195,295 B12,807,803 =60,3P8,3¢

During the year, equipment with carrying value2@4 million were disposed resulting to a gain
of B0.4 thousand.

Land with carrying value of B9.5 million as of &enber 31, 2008 and 2007 partially secures
interest-bearing borrowings amounting to B213 oniand B219.5 million as of December 31,
2008 and 2007, respectively (see Note 19).

The Organization granted the CMDI the usufruct ameatain properties consisting of land and
improvements for use as CMDI's office and trainaemter. The grant of the usufruct was made
by the Organization without consideration and fer purpose of assisting the CMDI in its
objective of pursuing the development of microfioain the country as a means of improving the
guality of life of Filipinos. The usufruct shaleldor a period of ten (10) years from July 1, 2005
to June 30, 2015, unless sooner terminated asqadwn the usufruct agreement. The usufruct is
subject to certain terms and conditions as agrgatieoOrganization and CMDI.

The details of depreciation and amortization pressbas project related expenses and other
expenses under the statement of revenue and espelise (see Notes 22 and 23):

2008 2007
Property and equipment P15,286,999 P9,255,412
Investment properties (Note 15) 1,841,324 1,906,300

P17,128,323 P11,161,712

15.

Investment Properties

The composition of and movements in this accooilitv:

2008 2007
Building and Building and
Land Improvements Total Land Improvements Total
Cost
Balance at beginning and
end of year P16,327,507 P18,246,345 P34,573,852P16,327,507 P18,246,345 P34,573,852
Accumulated Depreciationand
Amortization
Balance at beginning of year - 10,199,701 10,199,701 - 8,293,401 8,293,401
Depreciation — 1,841,324 1,841,324 — 1,906,300 1,906,300
Balance at end of year — 12,041,025 12,041,025 - 10,199,701 10,199,701
Net Book Value P16,327,507 P6,205,320 P22,537,8 P16,327,507 P8,046,644 P24,374,151
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The Organization leased the properties to CARDkBaanches.

Direct operating expenses on investment propdtigsgenerated rental income in 2008 and 2007
included under depreciation expense and taxesiegmskes, amounted to B1.9 million and
B2.0 million, respectively.

16.

Other Noncurrent Assets

This account consists of:

2008 2007
Retirement asset (Note 21) B25,902,396 P20,872,193
Restricted funds 22,699,577 19,315,213
Others (Note 25) 14,381,284 14,158,134

P62,983,257 P54,345,540

Restricted funds represent cash deposits heldblysbas collateral for borrowings from
Development Bank of the Philippines (DBP) and GramEoundation (see Note 19). These funds
earn annual interest ranging from 2.8% to 3.1%d008and 2.9% to 3.1% in 2007.

Others represent grant fund from German Savingsidration in 1997 intended as revolving fund
of CARD Bank earning 2.0% annual interest rated@&and 2007.

17.

Allowance for Credit Losses

The details of provision for credit losses in tkegement of revenue and expenses follow:

2008 2007
Project related expenses (Note 22) P16,946,582 P10,122,112
Technology development cost - 181,258

P16,946,582 RP10,303,370

The movements in allowance for credit losses fallow

2008
Receivable from Members
Pro Me
Assist: Assi
Receiv Rece Rec
Balance at beginning of year P23,26& B1,1 B24.,4 B24,4
Provisions for the year charged against
current operations 15,13¢ 5! 15,6 1 16,9
Amount written off (2,637 (¢ (2,7 (2,7
Balance at end of year P35,763 B1,6 B37,4 Bl B38,7
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2007
Receivable from Members
Prc M
Assist Assi
Recei\ Rec Re:
Balance at beginning of year P263 B2,1 B25,7 B25,8
Provisions for the year charged against
current operations 9,809 4 10,3 10,3
Amount written off (10,111 (1,5 (11,6 (11,6
Balance at end of year 2B,26E B1,1 B24,4 B24,4
18. Accounts Payable and Accrued Expenses
This account consists of:
2008 2007
Accounts payable (Note 25) P75,096,128 P39,634,533
Accrued expenses 35,809,838 6,649,891
Funds held-in-trust 10,581,894 10,108,347
Accrued interest 9,613,210 8,302,502

P131,101,070 P64,695,273

Accounts payable include grant payable to certammunity and scholarship projects of the
Organization totaling B29.2 and B15.0 millioroA®ecember 31, 2008 and 2007, respectively.
Funds held-in-trust represents grants that areatkal for a specific purpose which will be
returned to the donor by the Organization if thec#iic purpose is not complied with.

19. Borrowings

This account consists of borrowings from:

2008 2007
Current
Bank of the Philippine Islands (BPI) R150,000,000 R50,000,000
Citibank 120,000,000 -
Oikocredit Foundation Philippines, Inc. (Oikocrgdit 100,750,000 55,750,000
Metropolitan Bank and Trust Company 50,000,000 35,000,000
United Coconut Planters Bank 50,000,000 -
Hongkong Shanghai Banking Corporation 40,000,000 -
Land Bank of the Philippines 35,822,338 20,000,000
People’s Credit and Finance Corporation (PCFC) 16,744,628 72,481,898
Grameen Foundation (Note 16) 7,935,318 5,923,680
(Forward)
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2008 2007
Cordaid P2,027,810 B9,756,194
National Livelihood Support Fund (NLSF) 1,686,898 1,544,743
DBP (Note 16) 1,113,000 16,113,000
Planters Bank - 14,583,333
Grameen Trust — 2,588,899
576,079,992 283,741,747

Noncurrent
Oikocredit 113,000,000 163,750,000
BPI 100,000,000 50,000,000
PCFC 85,364,923 18,409,496
Deutsche Bank 74,895,960 74,895,960
Grameen Foundation (Note 16) 10,038,412 16,310,770
Cordaid 10,000,000 2,779,982
NLSF 3,853,792 5,540,690
DBP (Note 16) 3,016,000 4,129,000
Citibank - 120,000,000
400,169,087 455,815,898

P976,249,079 PB739,557,645

The Oikocredit borrowing is partly secured by thrg@hization’s land (see Note 14), while, the
DBP, NLSF, BPI and PCFC, Planters Bank and Citidaorkowings are secured by the
Organization’s project assistance receivable amognd B423.9 million and B251.2 million as of
December 31, 2008 and 2007, respectively (see 8jote

Financing obtained from creditors are used to filmedOrganization’s project assistance
receivable. Annual interest rates on these loamge from 2.0% (developmental rate) to 12.6% in
2008 and 2007 and are payable in various annual;@aenual and quarterly installments until
2014.

The fair values of non-current borrowings as of @aber 31, 2008 and 2007 discounted using the
current market rates are shown below:

2008 2007
Oikocredit B118,721,461 P162,032,394
BPI 96,800,064 48,122,409
PCFC 82,438,845 17,855,272
Deutsche Bank 82,124,308 83,257,191
Cordaid 13,516,930 2,700,104
Grameen Foundation 9,044,155 12,657,087
NLSF 3,828,376 5,563,452
DBP 3,152,595 4,271,064
Citibank 125,341,801

P409,626,734 P461,800,774
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20.

Due to Members

Due to members represents aggregate contributiomeafbers for capital build-up purposes
which then serve as partial security for repayabbgect assistance receivable granted to them.
The due to members is built up through weekly masilm®ntribution of B40.0 per week in 2008
and R20.0 in 2007.

21.

Employee Benefits

CARD MRI maintain a funded and formal noncontribytdefined benefit retirement plan - the
Multi-Employer Retirement Plan of CARD MRI (Multif&ployer Plan) - covering all of regular
employees. The plan has a projected unit costdbamd is financed solely by the Organization
and three other related companies. The plan cempilith the requirement of Republic Act

No. 7641 (Retirement Law) and provides lump sumefisupon retirement, death, total and
permanent disability, involuntary separation (ex@guse) or voluntary separation after
completion of at least ten (10) years of servicéwhie participating companies.

The principal actuarial assumptions used in det@ngiretirement liability for the Organization’s
retirement plan as of January 1, 2008 and 200%teen below:

2008 2007
Discount rate 10.2% 12.0%
Expected rate of return on assets 6.0 8.0
Future salary increases 8.0 12.0

Discount rate used to arrive at the present valwbligation as of December 31, 2008 and 2007
are 12.4% and 10.2% respectively.

The amounts of retirement asset recognized indlanbe sheet under ‘Other noncurrent assets’
are as follows:

2008 2007
Fair value of plan assets P48,583,594 B41,290,205
Present value of defined benefit obligation 22,007,911 46,983,036
Excess (deficit) 26,575,683 (5,692,831)
Net unrecognized actuarial loss 7,600,144 26,565,024
Amount not recognized as asset due to limit (8,754,269) -
Unrecognized past service cost - non vested benefit 480,838 -
Retirement asset B25,902,396 B20,872,193

Past service cost represents the change in thefoashe retirement benefits from 105% to 110%
of the employee’s monthly salary.
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The major categories of plan assets as a perceotdige fair value of the total plan assets are as
follows:

2008 2007

Government securities 31.9% 32.4%
Time deposits and special savings accounts 68.1% 67.6

100.0% 100.0%

The movements in the fair value of plan assetsgeized are as follows:

2008 2007
Balance at beginning of year R41,290,205 P48,448,500
Contribution paid by employer 8,713,679 -
Expected return 3,449,221 3,875,880
Actuarial gain (loss) 194,054 (11,012,500)
Transfer from the Plan (5,063,565) -
Benefits paid - (21,675)
Balance end of year P48,583,594 B41,290,205

Transfer from the plan represents the re-allopadfofunds from the Organization to its affiliates,
equivalent to the estimated fair value of plan esa#ributable to the employees transferred to the
affiliates in 2008.

The overall expected rate of return on plan agspi®sents expected long-term rate on the
retirement fund investments, net of operating egpsrie.g. trustee’s fee, actuarial valuation fees,
service charges etc.).

The actual return (loss) on plan assets in 200880d amounted to B3,643,275 and
(B7,136,620), respectively.

The movements in the present value of definedfiierigigation are as follows:

2008 2007
Balance at beginning of year P46,983,036 P42,162,500
Actuarial gain (29,514,143) (5,495,879)
Transferred from the Plan (5,063,565) -
Interest cost 4,768,778 3,313,973
Current service cost 3,833,578 7,024,117
Past service cost 1,000,227 -
Benefits paid - (21,675)
Balance at end of year p22,007,911 B46,983,036
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The movements in unrecognized actuarial loss @fellws:

2008 2007
Balance at beginning of year (B26,565,024) (R21,948,600)
Actuarial gain for the year - obligation 29,514,143 5,495,879
Actuarial gain (loss) for the year - plan assets 194,054 (11,012,500)
Actuarial (gain) loss recognized (10,743,317) 900,197
Balance at end of year (B7,600,144) (B26,565,024)

The amounts included in salaries, wages and emplogeefits under ‘Project related expenses
and ‘Other administrative expenses’ account instaéement of revenue and expenses are as

follows:

2008 2007
Amortization of actuarial loss (gain) (P10,743,317) R900,197
Effect of asset limit 8,754,269 —
Interest cost 4,768,778 3,313,973
Current service cost 3,833,578 7,024,117
Expected return on plan assets (3,449,221) (3,875,880)
Past service cost 519,389

P3,683,476 R7,362,407

The movements in the retirement asset are as fellow

2008 2007
Balance at beginning or year P20,872,193 R28,234,600
Actual contributions 8,713,679 -
Retirement expense (3,683,476) (7,362,407)
Balance at end of year P25,902,396 B20,872,193

Information on the Organization’s retirement planthe current and previous years are as
follows:

20( 20( 2006
Fair value of plan assets B48,583,5 P41,290,2 B48,448,500
Present value of defined benefit obligation  (22,007,9. (46,983,0 (42,162,500)
Excess (deficit) 26,575,6 (5,692,8. 6,286,000
Experience adjustments on plan liabilities 18,883,1 (1,115,0: 25,780,800
Experience adjustments on plan assets 194,0! (11,0125 3,764,200
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22. Project Related Expenses

This account consists of:

2008 2007

Salaries, wages and employee benefits
(Notes 21 and 25) P352,522,248 B211,777,387
Interest expense (Note 19) 70,909,645 47,137,632
Transportation and travel 69,126,829 49,101,373
Supplies and materials 33,722,472 20,588,872
Rental expenses 30,817,326 21,911,831
Information technology 21,073,333 3,500,000
Staff training and development 19,603,739 15,168,219
Provision for credit losses (Note 17) 16,946,582 10,122,112
Program monitoring and evaluation 13,062,437 8,542,545
Depreciation expense (Note 23) 12,281,488 6,286,023
Communication and postage 11,899,698 8,062,426
Utilities 7,672,180 5,486,047
Janitorial, messengerial and security 6,971,843 6,375,777
Taxes and licenses 5,381,300 3,424,554
Insurance expense 4,460,825 2,603,311
Seminars and meetings 3,016,282 3,728,686
Client training and development 2,246,121 2,767,402
Others 15,887,448 12,859,808
P697,601,796 B439,444,005

23. Other Revenue and Other Administrative Expenses
These accounts are composed of the following:
2008 2007
Other revenue:

Interest (Notes 6, 7 and 25) B9,784,908 B4,032,363
Rent (Note 25) 3,600,000 3,660,000

Equity in net earnings of Associates
(Note 13) 1,680,851 4,691,172
Unrealized foreign exchange gain 1,317,044 5,747,536
Dividend income (Note 25) 438,144 834,048
Miscellaneous (Note 25) 3,336,692 15,895,516
P20,157,639 B34,860,635

*SGVMC112528*



-36 -

Miscellaneous revenue in 2007 includes incentiveas CARD Bank amounting to B7.78 million.
It is based on the performance of previously aeglbranches by CARD Bank which are

operating under their management.

2008 2007
Other expenses:
Provision for impairment of an Associate
(Note 13) R10,306,516 B—
Depreciation and amortization 4,423,844 3,860,804
Salaries, wages and employee benefits
(Notes 21 and 25) 3,285,454 2,475,411
Transportation and travel 3,521,673 2,409,858
Staff training and development 2,489,587 8,923,566
Program monitoring and evaluation 637,984 304,058
Representation 570,970 522,337
Supplies and materials 210,208 248,242
Communication and postage 176,647 194,593
Insurance 114,473 100,407
Management and other professional fees 82,080 1,194,107
Repairs and maintenance 70,792 64,929
Miscellaneous 2,548,058 1,958,064
P28,438,286 R22,256,376

Depreciation and amortization on property and aegeigt and investment properties totaling
R17.1 million in 2008 and B11.2 million in 20@re included in the following expenses

(see Note 14):

2008 2007
Project related expenses (Note 22) P12,281,488 P6,286,023
Technology development costs 330,200 863,360
Scholarship 55,279 49,004
Research 37,512 102,521
Other expenses 4,423,844 3,860,804
R17,128,323 R11,161,712

Technology development costs are the cost of basidevelopment services where the main
objective is to assist clients in developing theisiness and to provide marketing services for
their product by linking to organizations and trdaies and providing access to bulk sourcing of
goods for the entrepreneurial activity. This ofierawas spun-off and related accounts were
removed from the Organization’s books effective N@@8 and incorporated as CARD BDSF.
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24.

Commitments and Contingencies

There are commitments, guarantees and contingdsilities that arise in the normal course of

the Organization’s operations which are not reéidah the accompanying financial statements.
The management is of the opinion that losses,)if fitam these commitments and contingencies
will not have a material effect on the Organizatidinancial statements as of December 31, 2008
and 2007.

25.

Related Party Transactions

Parties are considered to be related if one pastine ability, directly or indirectly, to contrible
other party or exercise significant influence otrer party in making financial and operating
decision. Parties are also considered to be tkifiteey are subjected to common control or
common significant influence. Related parties fpa@yndividuals or corporate entities.
Transactions between parties are based on terniarsimthose offered to non-related parties.

In the normal course of business, the Organizdtamtransactions with affiliates described below:

Elements of Transaction

Balance Sheet Statement of Revenue and Expenses
Related Party Nature of Transaction 2008 2007 2008 2007
CARD Bank Cash in banks B6,047,264 B2,273,867
Due from affiliate - 456,926
Other noncurrent assets 14,381,284 14,158,134
Accounts payable and accrued expenses 13,610,034 -
Interest income B403,031 B542,927
Dividend income 438,144 834,048
Miscellaneous income - 11,384,443
CMDI Miscellaneous expense - 3,177,653
Due from Affiliate 151,635 1,876,969
CARD MBA Accounts payable and accrued expenses 7,598,786 6,185,447
Other income - 3,100,430
Due from Affiliate 632,737 -
RBST Cash in banks 11,466,886 -
Short term investments 24,063,501 -
Interest income 498,312 -
Accounts payable 80,908 -
CARD BDSF Interest income 1,691,532 -
Accounts payable 2,583,029 -
Due from Affiliate 28,511,741 -
CARD EMPC Due from Affiliates 3,149,029 7,721,710
CARD CAMIA Due from Affiliate 600 -

Other related party transactions include:

a. Lease of property
The Organization leases to CARD Bank office spd@e€ARD Bank's head office and
branch operations. Lease contracts are renewableally. Revenue from these leases, which
represent reimbursement of the Organization’s agguien and other expenses, amounted to
B3.6 million in 2008 and B3.7 million in 2007eancluded as part of ‘Other revenue’ in the
statement of revenue and expenses. There aretstamding receivables arising from these
lease agreements as of December 31, 2008 and 2007.
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b. Project assistance receivable is guaranteed by CKBEB. All the members of the
Organization automatically become a member of CARBA. Every week, members are
required to pay B20.0 in 2008 and 2007 which thga@ization collects on behalf of CARD
MBA. The liability of the Organization arises fraime collections of the weekly contribution
less the certain cost reimbursement fee and any<laaid to members on behalf of CARD
MBA. The reimbursable cost is based on total ctittbes of B20.0 plus a certain percentage
of the total loans releases per month (1.5% arfth @8 loans with maturity of 1 year and of 6
months, respectively).

c. The short-term employee benefit of key managemersigmnel of the Organization amounted
to B4.2 million in 2008 and B3.7 million in 200Post retirement benefit of the key
management personnel amounted to B7.3 millio®@82nd B8.3 million in 2007.

26. Approval of the Release of the Financial Statements

The accompanying comparative financial statemefntseoOrganization were reviewed and
approved for release by the Organization’s BOT ard¥ 21, 2009.
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