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CERTAIN CONVENTIONS AND TERMS USED IN THIS ANNUAL REPORT

Any discrepancies in any table between totals and the sums of the amounts listed are due to

rounding.

Unless the context indicates or otherwise requires, references to "we," "us,”" “our” or “PLDT
Group” in this annual report mean Philippine Long Distance Telephone Company and our
consolidated subsidiaries, and references to "PLDT" mean Philippine Long Distance Telephone
Company, excluding consolidated subsidiaries.

In this annual report, each reference to:

ACeS Philippines means ACeS Philippines Cellular Satellite Corporation, our wholly-
owned subsidiary;

AIL means ACeS International Limited, a 36.99%-owned associate of ACeS
Philippines;

Airborne Access means Airborne Access Corporation, a 51%-owned subsidiary of
ePLDT,;

BCC means Bonifacio Communications Corporation, our 75%-owned subsidiary;
ClarkTel means PLDT Clark Telecom, Inc., our wholly-owned subsidiary;

Digital Paradise means Digital Paradise, Inc., a 75%-owned subsidiary of ePLDT,;
DSL means digital subscriber line;

ePLDT means ePLDT, Inc., our wholly-owned subsidiary;

First Pacific means First Pacific Company Limited;

GSM means global system for mobile communications;

I-Contacts means I-Contacts Corporation, a wholly-owned subsidiary of Smart;
Infocom means Infocom Technologies, Inc., a 99.6%-owned subsidiary of ePLDT;
Level Up! means Level Up!, Inc., a 60%-owned subsidiary of ePLDT;

Mabuhay Satellite means Mabuhay Satellite Corporation (formerly Mabuhay Philippines
Satellite Corporation), our 67%-owned subsidiary;

Maratel means PLDT Maratel, Inc., our 97.5%-owned subsidiary;
netGames means netGames, Inc., an 80%-owned subsidiary of ePLDT;
NTC means the National Telecommunications Commission;

NTT Communications means NTT Communications Corporation, a wholly-owned
subsidiary of Nippon Telegraph and Telephone Corporation;

NTT DoCoMo means NTT DoCoMo, Inc., a majority-owned and publicly traded
subsidiary of Nippon Telegraph and Telephone Corporation;

PAPTELCO means Philippine Association of Private Telephone Companies, Inc.;
Parlance means Parlance Systems, Inc., a wholly-owned subsidiary of ePLDT;
PFRS means Philippine Financial Reporting Standards;

PLDT Global means PLDT Global Corporation, our wholly-owned subsidiary;



Piltel means Pilipino Telephone Corporation, Smart’s 92.1%-owned subsidiary;
SEC means the Philippine Securities and Exchange Commission;

SIM means subscriber identification module;

Smart means Smart Communications, Inc., our wholly-owned subsidiary;

SBI means Smart Broadband, Inc., our wireless broadband provider and a wholly-owned
subsidiary of Smart;

SNMI means Smart-NTT Multimedia, Inc., our wholly-owned subsidiary;
SPi means SPi Technologies, Inc., a wholly-owned subsidiary of ePLDT,;
SPi Group means SPi and its subsidiaries;

SubicTel means PLDT Subic Telecommunications Company, Inc., our wholly-owned
subsidiary;

VAS means value-added service;
Ventus means ePLDT Ventus, Inc., a wholly-owned subsidiary of ePLDT;
Vocativ means Vocativ Systems, Inc., a wholly-owned subsidiary of ePLDT; and

Wolfpac means Wolfpac Mobile, Inc., our wireless content operator and a wholly-owned
subsidiary of Smart.



PART I — BUSINESS AND GENERAL INFORMATION

Item 1. Description of Business
Overview

We are the leading national telecommunications service provider in the Philippines. Through
our three principal business groups — wireless, fixed line, and information and communications
technology — we offer a wide range of telecommunications services to approximately 32 million
subscribers in the Philippines across the nation's most extensive fiber optic backbone and fixed line,
cellular and satellite networks.

We are the leading fixed line service provider in the Philippines with approximately 59% of the
total reported fixed line subscribers nationwide as at December 31, 2007. Smart, our wholly-owned
subsidiary, is the leading cellular service provider in the country, with approximately 37% of total
reported cellular subscribers as at December 31, 2007. Piltel, Smart’s 92.1%-owned subsidiary, had
approximately 18% of total reported cellular subscribers as at December 31, 2007. We have interests in
the information and communications technology sectors, including customer interaction services,
(formerly referred to as call center business), knowledge processing solutions, (formerly referred to as
business process outsourcing), internet and online gaming services and the operation of Vitro™ data
center.

Our common shares are listed and traded on the Philippine Stock Exchange and our American
Depositary Shares, or ADSs, are listed and traded on the New York Stock Exchange. We had a market
capitalization of approximately Php547,841 million (US$13,541 million) as at February 29, 2008,
representing one of the largest market capitalizations among Philippine-listed companies. For the year
ended December 31, 2007, we had total consolidated revenues of Php146,102 million and net income
attributable to equity holders of Php36,004 million.

We operate under the jurisdiction of the NTC, which jurisdiction extends, among other things,
to approving major services that we offer and rates that we charge.

Business Groups
Wireless

We provide cellular, wireless broadband, satellite, and other services through our wireless
business segment. Revenues from our wireless services accounted for 64% of our consolidated
revenues for the year ended December 31, 2007.

Our cellular service, which accounted for about 95% of our wireless service revenues for the
year ended December 31, 2007, is provided through Smart and Piltel. As measured by subscriber base,
Smart is the leading cellular service provider in the Philippines, with 20,339,204 subscribers as at
December 31, 2007, representing a market share of approximately 37%. Piltel, the third largest cellular
service provider in the Philippines and a reseller of Smart's GSM service with its own branding, had
9,701,826 subscribers as at December 31, 2007, representing an estimated market share of 18%. In
2007, the combined number of Smart's and Piltel's subscribers increased by 5,865,646, or 24%, to
30,041,030 partly due to “multiple SIM card ownership,” in which subscribers avail of our services in
addition to having subscriber arrangements with other wireless operators, and our continued expansion
in the lower income segment of the Philippine wireless market, which overall resulted in a decrease in
our average revenue per user, or ARPU. Cellular penetration in the Philippines continues to exceed
expectations, reached over 60% as at December 31, 2007, which was more than 18 times the country's
fixed line penetration, although the existence of subscribers owning multiple SIM cards has likely
overstated this penetration rate to a certain extent.



Smart’s and Piltel’s cellular subscriber gains were predominantly attributable to their respective
prepaid services. Almost 99% of Smart's and all of Piltel’s cellular subscribers as at December 31, 2007
were prepaid service subscribers. The predominance of prepaid service reflects one of the
distinguishing characteristics of the Philippine cellular market. The growth in our prepaid service has
enabled us to increase and broaden our subscriber base rapidly while controlling credit risk and reducing
billing and administrative costs on a per-subscriber basis.

Our cellular subscriber growth has also been driven by text messaging. Text messaging is
extremely popular in the Philippines, particularly on the prepaid platform, as it provides a convenient
and inexpensive alternative to voice and e-mail based communications. Text messaging contributed
significantly to Smart's cellular data service revenue growth in 2007, generating revenues of Php41,265
million, an increase of Php6,616 million, or 19%, over 2006.

Smart's Nokia-provided cellular network is the most extensive in the Philippines, covering
substantially all of Metro Manila and most of the other major population centers in the Philippines. Its
dual-band GSM network allows it to efficiently deploy high capacity 1800 MHz base transceiver
station, or BTS, in dense urban areas while its 900 MHz BTS can be much more economically deployed
in potentially high growth, but less densely populated provincial areas. We have rolled out a 3G
network based on a W-CDMA technology and currently upgrading our wireless broadband facilities.
With 7,825 GSM base stations as at the end of December 2007, Smart’s cellular network covers
approximately 99% of all towns and municipalities in the Philippines, accounting for approximately
99% of the population.

Fixed Line

We are the leading provider of fixed line telecommunications services throughout the country.
Our fixed line business group offers local exchange, international long distance, national long distance,
data and other network and miscellaneous services. We had 1,724,702 fixed line subscribers as at
December 31, 2007. Total revenues from our fixed line services accounted for 35% of our consolidated
revenues for the year ended December 31, 2007.

Our 6,400-kilometer long domestic fiber optic network, or DFON, is supported by an extensive
digital microwave backbone. Our fixed line network reaches all of the major cities and municipalities in
the Philippines, with a concentration in the Metropolitan Manila area. Our network offers the country's
most extensive connections to international networks through three international gateway switching
exchanges, satellite systems and various regional submarine cable systems in which we have interests.
We are currently upgrading our fixed line facilities to NGN as well as expanding our DSL broadband
facilities.

Information and Communications Technology

Through our wholly-owned subsidiary, ePLDT, we provide broad-based integrated information
and communications technology, or ICT, services focusing on infrastructure and solutions for internet
applications, internet protocol-based solutions and multimedia content delivery. ePLDT's principal
activities are the operation of an internet data center under the brand name Vitrom™, customer interaction
services, knowledge processing solutions, and internet and online gaming business. Revenues from our
ICT services accounted for 7% of our consolidated revenues in 2007.



Historical Background

PLDT was incorporated under the old Corporation Law of the Philippines (Act 1459, as
amended) on November 28, 1928, following the merger of four telephone companies under common
U.S. ownership: Philippine Telephone and Telegraph Company, which began operations in Manila in
1905; Cebu Telephone and Telegraph Company; Panay Telephone and Telegraph Company; and
Negros Telephone and Telegraph Company.

In 1967, effective control of PLDT was sold by the General Telephone and Electronics
Corporation, then a major stockholder since PLDT's incorporation, to a group of Filipino businessmen.
In 1981, in furtherance of the then existing policy of the Philippine government to integrate the
Philippine telecommunications industry, PLDT purchased substantially all of the assets and liabilities of
Republic Telephone Company, which at that time was the second largest telephone company in the
Philippines. In 1998, First Pacific Group acquired a significant interest in PLDT. On March 24, 2000,
NTT Communications, through its wholly-owned subsidiary NTT Communications Capital (U.K.)
Limited, or NTTC-UK, became PLDT’s strategic partner with approximately 14% economic and voting
interest in the issued common capital stock of PLDT at that time. On March 14, 2006, NTT DoCoMo
acquired from NTT Communications about 7% of PLDT’s outstanding common shares while NTT
Communications retained ownership of PLDT common shares with a similar 7% equity holding. Since
March 14, 2006, NTT DoCoMo has made additional purchases of shares of PLDT’s common stock and
together with NTT Communications beneficially owned 20.86% of the outstanding shares of PLDT’s
common stock as at February 29, 2008. On February 28, 2007, Metro Pacific Asset Holdings, Inc., a
Philippine affiliate of First Pacific’s affiliates acquired an additional interest of approximately 46% in
Philippine Telecommunications Investment Corporation, or PTIC. This additional investment in PTIC
represents an attributable interest of approximately 6.4% of the then issued common shares of PLDT
and thereby raised First Pacific Group’s beneficial ownership to approximately 28% of PLDT’s shares
of common stock as at that date. First Pacific Group had beneficial ownership of approximately 26.17%
in PLDT’s outstanding common stock as at February 29, 2008. See Item 11. “Security Ownership of
Certain Beneficial Owners, Directors and Officers — Change in Control” for further discussion.

PLDT's original franchise, which was granted in 1928, was last amended in 1991 which
extended its effectivity until 2028. The amended franchise (Republic Act No. 7082), which became
effective on August 24, 1991, also broadened PLDT’s franchise to permit PLDT to provide virtually
every type of telecommunications service. PLDT’s franchise covers the business of providing basic and
enhanced telecommunications services in and between the provinces, cities and municipalities in the
Philippines and between the Philippines and other countries and territories including mobile, cellular,
wired or wireless telecommunications system, fiber optics, multi-channel transmission distribution
systems and their value-added services such as but not limited to transmission of voice, data, facsimile,
control signals, audio and video, information services bureau and all other telecommunications systems
technologies, as are at present available or can be made available through technical advances or
innovations in the future. See Item 3. “Legal Proceedings — Quo Warranto Action” for information
regarding legal proceedings initiated by the Solicitor General with respect to PLDT's franchise.

Strategy
The key elements of our business strategy are:

o Build on our leading positions in the fixed line and wireless businesses. We plan to build
on our position as the leading provider of fixed line service in the Philippines by continuing
to launch new products and services to increase subscriber value and utilization of our
existing facilities and equipment at reduced cost. We plan to build on our position as the
leading wireless service provider in the Philippines by continuing to introduce new products
and services to increase our subscribers' use of our network for both voice and data, as well



as their reliance on our services. We rolled out a 3G network based on a

W-CDMA technology and are expanding our DSL and wireless broadband facilities. Our
operating target is to continue growth in profitability by increasing our revenues while
controlling our costs.

Capitalize on our strength as an integrated provider of telecommunications services. We
offer the broadest range of telecommunications services among all operators in the
Philippines. We plan to capitalize on this position to maximize revenue opportunities by
bundling and cross-selling our products and services, and by developing convergent
products that feature the combined benefits of voice and data, fixed line, wireless and ICT
services utilizing our network and business platforms. We are also lowering our costs by
integrating the operations of our different businesses.

Strengthen our leading position in the data and broadband market. Leveraging on the
inherent strength of our fixed line and wireless businesses, we are committed to further
develop, enhance and lead our fastest growing business segment — broadband, data and
other network services. Consistent with our strategy of introducing innovative products and
services using advanced technology, we have launched various products and services that
address different market needs.

Maintain a strong financial position and improve shareholder returns. In recent years, we
have significantly improved our financial position by utilizing our cash flows principally for
debt reduction. As the cash flows generated by our businesses have increased and our
leverage ratios have improved, we were able to restore the payment of cash dividends to our
common shareholders beginning 2005. Our debt decreased to US$1.6 billion as at
December 31, 2007 and we paid dividends on common shares aggregating Php28,167
million in 2007. As a result of our strong cash flows and lower debt levels, we have
increased our regular cash dividend payout ratio to 70% of our 2007 earnings per share
from 60% in 2006 and 40% in 2005. Further to our regular cash dividend payments and
after having determined that we have capacity to pay additional returns to shareholders, we
paid special cash dividends which effectively increase our dividend pay-out ratio to close to
100% of our 2007 earnings per share and 85% of our 2006 earnings per share. We expect
that a greater proportion of our free cash flows in succeeding years will be utilized for the
payment of cash dividends to common shareholders and investments in new growth areas
while continuing to maintain a healthy balance sheet position. As part of our growth
strategy, we made and may continue to make acquisitions and investments in companies or
businesses. We will continue to consider value-accretive investments in related businesses
such as those in the global outsourcing and off-shoring industry.



Subsidiaries

As part of our competitive and overall development strategy, we have made strategic
acquisitions and investments to further enhance our ability to provide not only basic telephony but also
a wide range of value-added and enhanced services, as well as advanced and bundled services.

Wireless
Smart

In March 2000, PLDT acquired Smart in an all-stock transaction. Smart, currently the market
leader in the high-growth cellular business, was acquired to further strengthen the PLDT Group’s
market leadership in the telecommunications sector. With the combination of Smart’s business with
PLDT’s existing fixed line business, the PLDT Group is generating revenue enhancements as well as
cost and capital expenditure efficiencies.

In October 2003, Smart acquired a majority 80%-interest in Wolfpac. Prior to the acquisition,
Wolfpac was one of Smart’s leading content providers and the only Philippine content provider to have
been nominated twice at the annual GSM Congress for their successes in application development. In
July 2006, the remaining 20% equity interest in Wolfpac was acquired, following the share purchase
agreement signed by Smart on May 8, 2006. The acquisition provides Smart with the opportunity to
have a direct link to the content development community, a key differentiator in cellular service.

On September 2, 2004, Smart entered into a Sale and Purchase Agreement to acquire 100% of
SBI, a company primarily engaged in providing wireless broadband and data services to small and
medium-scale enterprises in the Philippines, for a total consideration of US$45 million of which
payments of US$11 million and US$7 million were made in 2004 and US$4 million in January 2005;
the balance of US$23 million was paid on March 7, 2006. The acquisition aims to strengthen Smart’s
position in the wireless data segment and is in line with Smart’s overall strategy of providing the widest
range of innovative wireless services.

With Smart and PLDT owning 85.6% and 6.5%, respectively, of Piltel's common equity, Piltel
was reconsolidated into the PLDT group's wireless financial position and results of operations starting
the year ended December 31, 2004. On April 25, 2005, PLDT and Smart entered into a subscription
and assignment agreement under which PLDT assigned and transferred to Smart its 767 million Piltel
common shares in exchange for 11 million of Smart's preferred shares. As a result, Smart's
shareholdings in Piltel now represent 92.1% of Piltel's outstanding common shares and PLDT no longer
owns any Piltel common shares.

On June 13, 2007, Smart formed and invested Php1 million in Smart Hub, Incorporated, or SHI,
a corporation created to engage in the development and sale of software, maintenance and support and
other products and information technology related services, particularly electronic money remittance
service. On June 19, 2007, Smart formed SmartConnect Holdings, or SCH in Singapore to engage in
satellite and GSM enabled global telecommunications, and in international trade with affiliates,
subsidiaries, or branch offices in the Asia-Pacific Region and other foreign markets. The initial
capitalization of SCH was SG$2 million, which was increased to SG$7.6 million in October 2007.

On October 1, 2007, Smart (through SCH) and ACeS Philippines signed a share purchase
agreement whereby Smart agreed to purchase ACeS’ Philippines 100% equity interest in SmartConnect
Global Pte. Ltd., or SGP, a private company incorporated in Singapore and engaged in international
trade of satellites and GSM telecommunications. Total acquisition cost was SG$80 thousand, which
represents the costs incurred by ACeS Philippines in setting up SGP.



Mabuhay Satellite

Mabuhay Satellite, incorporated on November 10, 1994, is engaged in the control and operation
of Agila Il, the Philippines' first communication satellite. Agila Il commenced commercial operations
in January 1998. Mabuhay Satellite leases satellite space segments in both the C and Ku bands on Agila
Il satellite. Through Agila Il satellite, Mabuhay Satellite also offers internet backbone access, video and
data broadcasting, and bandwidth-on-demand, facilitating communication links between
telecommunications, broadcast and other public utility companies operating in the Asia-Pacific region.

In February 2001, Mabuhay Satellite received a certification from the U.S. Federal
Communications Commission, or FCC, for its Agila Il satellite, establishing it as the first Asian satellite
on the FCC’s “Permitted Space Station” list. Agila Il joins six other non-U.S. satellites on the select
list. The granting of the certification indicates that Agila Il satellite fully complies with the FCC’s
technical requirements and allows U.S.-owned and operated earth stations in Hawaii to access Agila Il.

ACeS Philippines

ACeS Philippines, incorporated on October 24, 1995, owns approximately 36.99% of AIL. AIL
aims to develop and implement a satellite-based communications system to provide services to users in
the Asia-Pacific region through the Garuda | satellite, or ACeS System and ACeS Service. AlL has
entered into interconnection agreements and roaming service agreements with PLDT and other major
telecommunications operators that will allow ACeS service subscribers to access terrestrial cellular
systems in addition to the ACeS system. Further, AIL has an amended Air Time Purchase Agreement,
or ATPA, with National Service Providers in Asia, including PLDT. For further discussion regarding
the ATPA, please see Note 24 — Contractual Obligations and Commercial Commitments and Note 22 —
Related Party Transactions to the accompanying audited consolidated financial statements in Item 7.

As part of the consolidation process of the PLDT Group’s wireless business, ACeS Philippines’
operation is being managed by Smart. This operational arrangement effectively gives Smart the widest
service coverage in the Philippines through the combination of ACeS Philippines satellite phone service
and Smart’s cellular service.

Fixed Line
ClarkTel

ClarkTel was incorporated on January 28, 1997. It was previously a joint venture between
PLDT, owning 60%, and Clark Development Corporation, or CDC, holding the remaining 40%. In
August 1999, CDC ceded its 40% ownership interest in ClarkTel to PLDT, thus, making ClarkTel a
wholly-owned subsidiary of PLDT. ClarkTel provides basic and enhanced telecommunications services
within the Clark Special Economic Zone, or CSEZ, in Clark Field, Pampanga, and between the CSEZ
and other cities and municipalities in the country as well as other countries and territories worldwide.

Maratel

In June 2001, PLDT acquired 2,439,060 common shares of Maratel, representing 92.3% of
Maratel’s issued and outstanding common stock, for a total consideration of Php451.3 million. In 2003,
PLDT acquired an additional 134,237 common shares of Maratel for a consideration of Php1.3 million,
thereby increasing PLDT’s ownership interest in Maratel to 97.5%. Maratel, incorporated on
August 10, 1951, is a franchised operator of telecommunications services in the province of Lanao del
Norte and the cities of Iligan and Marawi. The acquisition of a controlling interest in Maratel has
improved PLDT’s existing coverage in Mindanao and strengthened its competitive position in the
southern part of the country.



SubicTel

In June 1994, PLDT entered into a joint venture agreement with AT&T and the Subic Bay
Metropolitan Authority, or SBMA, to form SubicTel. In November 1999, PLDT acquired SBMA’s
20% ownership interest in SubicTel for a purchase price of Php180 million, increasing PLDT’s stake in
SubicTel from 40% to 60%. On February 16, 2001, PLDT also acquired AT&T's 40% stake in
SubicTel for a consideration of US$8 million. Consequently, SubicTel became a wholly-owned
subsidiary of PLDT. SubicTel, incorporated on September 28, 1994, is now operating a state-of-the-art
telecommunications system at the Subic Special Economic and Freeport Zone, a former U.S. naval base
that is now home to various multinational companies.

SNMI

On March 24, 2000, PLDT entered into a Stock Purchase Agreement with NTT
Communications to purchase NTT Communications’ 40% ownership interest in SNMI. This stock
purchase transaction was consummated on April 25, 2000. Subsequently, PLDT also acquired Smart’s
60% interest in SNMI, which became a wholly-owned subsidiary of PLDT upon completion of this
transaction on August 14, 2000. SNMI, incorporated on April 29, 1997, was engaged in providing
customized integrated telecommunications solutions to high-volume corporate users. SNMI’s board of
directors and stockholders approved the indefinite suspension of its business operations effective March
31, 2003. SNMI’s operations were absorbed by the corporate business group of PLDT.

BCC

In 2002 and 2003, PLDT entered into a separate Deed of Assignment of Subscription with
Smart and Fort Bonifacio Development Corporation, or FBDC, where Smart and FBDC assigned,
transferred and conveyed in favor of PLDT their total subscription of 750,000 common shares and
750,000 preferred shares of BCC and all their interest and rights therein for a total consideration of
Php93 million. The assignment included subscription payable of Php68 million. The shares represent
75% of the subscribed capital stock of BCC.

BCC was incorporated primarily to own, construct, establish, maintain, lease and otherwise
operate, to the extent allowed by law, communication infrastructure and to provide related services,
including but not limited to, value-added services, within the Fort Bonifacio Global City and Villamor
Air Base.

PLDT Global

PLDT Global, incorporated on December 15, 2000 in the British Virgin Islands, is a wholly-
owned subsidiary with a view of positioning PLDT as a full service global telecommunications player
through a strategy of establishing presence in key countries with substantial Overseas Filipino
Professionals or Workers. The following are wholly-owned subsidiaries of PLDT Global:

e PLDT (HK) Limited is an External Fixed Telecommunications Network Services and Public
Non-Exclusive Telecommunications Service license holder that offers wholesale
termination, remittance, and enterprise solutions, and is a reseller of virtual mobile
operations in Hong Kong, SAR;

e PLDT 1528 Limited is the retail arm of PLDT (HK) Limited;

e PLDT (SG) Pte Limited is a licensed service-based operator that provides wholesale voice
services in Singapore;



e PLDT (SG) Retail Service Pte Limited is a licensed Mobile Virtual Network Operator that
offers prepaid mobile services in Singapore;

e PLDT (US) Limited is a licensed international common carrier that provides a range of
Private Line solutions to its enterprise customers;

e PLDT Online, Inc. is incorporated in the British Virgin Islands and specializes in selling
wholesale and retail products and services through an online portal;

e PLDT (UK) Limited is a licensed public telephone carrier that specializes in registered home
accounts and enterprise solutions; and

e PLDT ltaly S.r.l. is incorporated principally to carry out virtual mobile operations services
as an Enhanced Service Provider in Italy.

Information and Communications Technology
ePLDT

ePLDT is engaged in information and communications technology businesses, focusing on
enabling infrastructure and services for internet applications, internet protocol-based solutions and
multimedia content delivery.

ePLDT is also engaged in the knowledge processing solutions through the acquisition of SPi
and its direct and indirect Philippine and offshore subsidiaries on July 11, 2006 and CyMed, Inc., on
August 11, 2006, a leading medical transcription company based in Richmond, Virginia. Its services
include editorial and content production, digital content conversion, pre-press project management,
litigation support and conversion of medical records/data from handwritten or speech format to
electronic format. On April 12, 2007, SPI acquired, through a wholly-owned U.S.A. subsidiary, 100%
of Springfield Service Corporation, or Springfield, one of the largest players in the medical billing and
revenue cycle management market.

We are focused on developing our customer interaction services which capitalizes on the
availability of English-speaking college graduates in the Philippines with a strong customer service
orientation. ePLDT has established one umbrella brand name, ePLDT Ventus, for all of its customer
interaction service businesses, including Vocativ and Parlance. Ventus provides offshore contact center
outsourcing solutions specializing in inbound customer care. Vocativ provides customer and technical
support to its clients in the Philippines, United States and the United Kingdom, while Parlance provides
exclusive customer support and billing requirements to one of the largest direct-to-home satellite
television providers in the United States. In total, we own and operate approximately 6,400 seats with
5,930 customer service representatives, or CSRs, as at December 31, 2007 compared to approximately
5,600 seats with 5,130 CSRs as at December 31, 2006. In 2007, ePLDT Ventus launched two new sites
bringing our total customer interaction service site count to nine as at December 31, 2007.

ePLDT also operates an Internet Data Center under the brand name Vitro™. Granted by the
Philippine Board of Investments pioneer status as an Internet Data Center, Vitro™ provides co-location
services, server hosting, hardware and software maintenance services, website development and
maintenance services, webcasting and webhosting, shared applications, data disaster recovery and
business continuity services, intrusion detection and internet protocol security services such as firewall
and managed firewall.



ePLDT also currently holds equity interests in the following entities:

a 99.6% interest in Infocom, one of the country’s leading ISPs. Infocom offers consumer
prepaid and postpaid internet access, corporate leased lines, dedicated dial-up, multi-user
dial-up, broadband internet access through DSL; web consulting, development, hosting and
other value-added services. In addition, Infocom, through its Customer Service
Outsourcing Group, handles PLDT group’s nationwide technical helpdesk operations;

a 75% interest in Digital Paradise, an internet café business with the brand Netopia;

an 80% interest in netGames, a publisher for Massively Multi-player Online Games in the
Philippines and the Philippine licensee of Khan Online, Pangya and Flyff, and the owner of
Juanworld, a community gaming portal;

a 60% interest in Level Up!, a leading publisher of online games in the Philippines. Level
Up! was acquired on February 16, 2006;

an 87.5% interest in Digital Paradise Thailand, an affiliate of Digital Paradise, offering
similar products and services with one branch in Bangkok, Thailand;

a 51% interest in Airborne Access, the country’s leading operator of WiFi hotspots, which
provides wireless internet access in hotspots equipped with WiFi access points;

a 50% interest in ePDS, a bills printing company engaged in laser printing and enveloping
services for statements, bills and invoices and other value-added services to companies in
the Philippines;

mySecureSign, Inc., a wholly-owned subsidiary of ePLDT and a principal affiliate of
VeriSign, Inc., which is the largest certification authority and issuer of digital certificates
worldwide;

iPlus Intelligent Network, Inc., a wholly-owned subsidiary of ePLDT providing IT
helpdesk/contact center solutions and terminals for credit, debit and cash card transactions;

a 26.87% equity interest in Philweb, a company primarily engaged in internet-based gaming
and appointed as Principal Technology Service Provider under an agreement with the
Philippine Amusement and Gaming Corporation; and

a 19.17% interest in BayanTrade Dotcom, Inc., or BayanTrade, an e-procurement joint
venture established together with six of the Philippines’ leading conglomerates. Initial
shareholding in BayanTrade was originally 20.5%, which was subsequently diluted to
19.17% in August 2004 due to an equity call to which ePLDT did not subscribe.



Products and Services, Rates and Revenues
Wireless

We provide cellular and wireless broadband, satellite and other services through our wireless
business segment.

Cellular Service

The following table summarizes key measures of Smart's and Piltel’s cellular business as at and
for the years ended December 31, 2007, 2006 and 2005:

Years Ended December 31,

2007 2006 2005

Systemwide cellular subscriber base 30,041,030 24,175,384 20,408,621
Smart 20,339,204 17,201,005 15,424,196
Prepaid 19,997,324 16,882,442 15,144,118
Postpaid 341,880 318,563 280,078
Piltel® 9,701,826 6,974,379 4,984,425
Growth rate of cellular subscribers 24% 18% 6%
Smart 18% 12% 6%
Piltel® 39% 40% 8%
Cellular service revenues (in millions) Php82,334 Php75,605 Php72,409
Voice 36,105 35,221 35,444
Data 44,092 38,672 35,063
Others® 2,137 1,712 1,902
Percentage of cellular service to total wireless revenues 88% 90% 87%

@ Represents Talk ‘N Text, a prepaid service provided by Piltel using Smart’s network. Piltel’s revenue is net of service fees payable to

Smart for using Smart’s network. Piltel does not offer postpaid service.
Refers to other non-subscriber-related revenues consisting primarily of inbound international roaming fees, revenues from Smart’s
public calling offices, revenues from Wolfpac and Smart Money Holdings Corporation and a small number of leased line contracts.

@

Service Plans. Smart markets nationwide cellular communications services under the brand
names Smart Buddy, Smart Gold, and Smart Infinity. Smart Buddy is a prepaid service while Smart
Gold, and Smart Infinity are postpaid services, which are all provided through Smart’s digital network.
Piltel markets its cellular prepaid service under the brand name Talk ‘N Text, which is also provided
through Smart’s network.

Since 2006, Smart and Piltel have focused on segmenting the market by offering sector-specific,
value-driven packages for its prepaid subscribers. These include new varieties of our top-up service
which provide a fixed number of messages with prescribed validity periods and call packages which
allow a fixed number of calls of preset duration. Starting out as purely on-network packages, Smart’s
and Piltel’s top-up services now offer text message bundles available to all networks. Smart also
continues to offer Smart 258, a registration-based service which offers unlimited on-network text
messaging in various load denominations with designated expiration periods.

Smart also has a roster of 3G services which it commercially launched in May 2006. These
services include video calling, video streaming, high-speed internet browsing and downloading of
special 3G content, offered at rates similar to those of 2G services.

Voice Services. Cellular voice services comprise all voice traffic as well as voice value-added
services such as voice mail and international roaming. Voice services remains a significant contributor
to wireless revenues, generating a total of Php36,105 million, or 44%, and Php35,221 million, or 47%,
of cellular service revenues in 2007 and 2006, respectively. Local calls continue to dominate outbound
traffic with 67% of all outbound minutes originating from our cellular service. In 2007, traffic volumes
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from local calls totaled 3,728 million minutes compared to 3,362 million minutes in 2006. National
long distance traffic volumes for 2007 totaled 70 million minutes compared to 73 million minutes in
2006. Outbound international long distance remained at 2% of total outbound traffic with 201 million
minutes and 165 million minutes generated in 2007 and 2006, respectively. The ratio of inbound-to-
outbound international long distance minutes was 11.7:1 for 2007, compared to 12.5:1 in 2006.

Data Services. Cellular revenues from data services include all text messaging-related services
and other data value-added services. The Philippines cellular market is one of the most text messaging-
intensive markets in the world, totaling more than a billion text messages per day. Text messaging is
extremely popular in the Philippines, particularly on the prepaid platform, as it provides a convenient
and inexpensive alternative to voice and e-mail based communications. Text messaging also utilizes
less network capacity than voice, thereby increasing network efficiency.

Text messaging has been one of the key drivers for our cellular subscriber growth. Strong
volume growth in text messaging contributed significantly to Smart's cellular revenue growth in 2007,
generating revenues of Php41,265 million, an increase of Php6,616 million, or 19%, over 2006. In
2007, Smart and Piltel's text messaging systems handled over 25,289 million outbound messages on
standard SMS services with another 187,420 million messages generated by the bucket-priced text
services. This compares to 32,065 million outbound messages on standard SMS services in 2006 and
203,669 million outbound messages generated through bucket-priced text service. Unlimited SMS
services were only made available in March 2005.

We launch from time to time various promotions to stimulate usage and subscriber growth. For
example, in 2005, Smart launched a series of promotions to test the market demand for fixed rate or
“bucket” plans for voice and text. In 2006, Smart introduced low-denomination text packages which
were further refined in 2007 as Smart focused on further segmenting its market by offering sector-
specific, value-driven packages. As a result, Smart continued to successfully defend its market
leadership through innovative voice and text packages that drive activations, boost usage and strengthen
brand equity.

The success of text messaging is a strong indicator of future data usage potential in this market.
In 2007, approximately 54% of Smart’s cellular revenues were derived from data usage, compared to
51% in 2006.

Smart also offers the following value-added cellular services:

o Mobile Banking, launched in collaboration with various banks, allows subscribers to
execute banking transactions such as balance inquiries and transfers over their mobile
telephones;

. Smart Money, launched in conjunction with MasterCard, enables subscribers to pay for
their purchases by transferring money from their bank accounts to their Smart Money
cards as well as reload their prepaid cards electronically; and

o Smart Padala, one of the many innovative initiatives from our Smart Money platform, is
the first cash remittance service through text and is faster and cheaper than traditional
remittance arrangements. It was launched initially as an international remittance service
for overseas Filipino workers but is now available for domestic remittances as well.

Consistent with Smart’s objective to develop new businesses, Smart introduced in 2006 a “fixed
wireless” broadband service under the brand SmartBro to complement PLDT’s DSL in areas that are
currently not covered by the fixed line network. SmartBro is rapidly increasing network coverage in
order to retain “first mover” advantage in areas with limited or no fixed line or broadband coverage.
SmartBro is also pioneering a shared access model in order to propagate broadband and address
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affordability barriers.

Due to the high level of text messaging service usage, we believe that the Philippine market is
well suited for text-based informational and e-commerce services. Our current approach is to continue
maximizing our GSM, or 2G, services while upgrading our network to 3G evolution technology. On
December 29, 2005, Smart was awarded a 3G license by the NTC after being ranked highest by the
NTC in garnering a perfect score on a 30-point grading system designed to gauge the capability of
telecommunication operators to effectively provide extensive 3G services. As a result of the perfect
ranking, Smart received the largest radio frequency allocation of 15 MHz as well as first choice of
frequency spectrum. Smart chose the 1920-1935 MHz and 2110-2125 MHz spectrum, the range that
would best enable it to rapidly deploy its 3G network nationwide and at the same time offer the highest
quality of 3G service.

Rates and Discounts

Our current policy is to recognize a prepaid subscriber as “active” only when the subscriber
activates and uses the SIM card and reloads it at least once during the month of initial activation or in
the immediately succeeding month. A prepaid cellular subscriber is disconnected if the subscriber does
not reload within four months after the full usage or expiry of the last reload.

Smart Buddy and Talk ‘N Text Call and Text prepaid cards are sold in denominations of
Php300, Php500 and Php1,000, which include 33, 83 and 250 free text messages, respectively. We also
recently introduced a Php100 denomination that contains Php100 worth of air time with a validity
period of 10 days. While the stored value of a prepaid card remains valid for a period from the time a
subscriber activates the card, as we launch from time to time promotions with shorter validity periods.
The introduction of our “over-the-air” electronic loading facility Smart Load in 2003 made reloading of
air time credits more convenient and accessible for consumers. Smart Load’s over-the-air reloads have
evolved to respond to market needs and now come in denominations of Php15, Php30, Php50, Php60,
Php115, Php200, Php300 and Php500 with corresponding expiration periods.

Smart Load was followed by Pasa Load, a derivative service, allowing prepaid subscribers to
transfer even smaller denominations to other prepaid subscribers. Our prepaid subscribers are charged
between Php5.50 per minute and Php6.50 per minute for calls within our wireless network and calls
terminating to other cellular or fixed line networks. Voice tariffs on our various prepaid voice packages
range from a low of Php5.50 for four 15-second on-network calls to Php20 for three 3-minute on-
network calls, valid for one day.

We offer both flat rate, or regular, and consumable postpaid plans with monthly service fees
ranging from Php500 to Php3,500. These plans are available with varying amounts of free air time and
text messages and different rates beyond the free minutes and text messages, depending on the monthly
service fee. Monthly service fees for flat rate, or regular, plans are applicable only to local calls and text
messages and for consumable plans to all voice calls, text messages (both local and international) and
value-added services.

Smart is permitted to adjust its cellular air time and national direct dial rates according to
changes in the peso-to-U.S. dollar exchange rate. Under the authorization granted to Smart by the NTC,
Smart is permitted to increase and is required to decrease its air time and national direct dial rates by 1%
for every Php0.25 change in the exchange rate relative to a base rate of Php24.726 to US$1.00.
However, Smart has not implemented any foreign currency adjustments to its rates since November 4,
1998 because of the concern that increased rates may result in decreased usage or switching to other
cellular providers by its subscribers.
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All Smart subscribers pay an international direct dialing rate of US$0.40 per minute. This rate
applies to 201 destinations, including the United States, Hong Kong, Japan, Singapore, the United
Kingdom and the United Arab Emirates. Smart charges US$0.98 per minute for 27 other destinations
and US$2.18 per minute for another ten destinations.

Smart also has in place various promotions to stimulate international usage. In June 2006,
Smart IDD Libre Text Abroad was launched wherein subscribers earned one free international text
message for every minute of IDD calling. In October 2006, this was replaced by International Budget
Text packages. These packages, which have limited duration and varying number of included messages,
enable subscribers to send international text to pre-registered recipients of the subscriber’s choice on
supported overseas carriers.

We sell our cellular services primarily through a network of independent dealers and
distributors that generally have their own retail networks, direct sales forces and sub-dealers. We
currently have nine major dealers, two of which are exclusive. These dealers include major distributors
of cellular handsets whose main focus are telecommunications outlets. Account managers from our
sales force manage the distribution network and regularly update these business partners on upcoming
marketing strategies, promotional campaigns and new products introductions. With the introduction of
Smart Load in May 2003, Smart moved into a new realm of distribution. These over-the-air reloads,
which were based on the “sachet” marketing concept of consumer goods such as shampoo and ketchup,
required a distribution network that approximates those of fast-moving consumer goods companies.
Starting with just 50,000 outlets when it was launched, Smart Load’s distribution network now
encompasses approximately one million retail agents, 80% of which are micro businesses
(e.g., neighborhood stores, individual entrepreneurs, individual roving agents). These micro-retailers
must be affiliated with any of Smart’s authorized dealers, distributors, sub-dealers or agents. With the
prepaid reloading distribution network now extended to corner store and individual retailer levels and
minimum reloading denominations as low as Php10, Smart’s prepaid service becomes even more
affordable and accessible to subscribers.

For prepaid services, we grant discounts to dealers for prepaid phone Kits, air time cards and
over-the-air reloads sold. Smart and Piltel compensate dealers with Php800 in cash per prepaid phone
kit sold. An additional 1% discount based on the suggested retail price is given on cash purchases. Air
time cards and over-the-air reloads are sold to distributors at volume discounts determined by the value
of the cards purchased by the distributors. Discounts given for air time cards sold range from 8% to
8.4% while discounts on over-the-air reloads range from 2.5% to 5%. Air time cards cannot be returned
or refunded and normally expire within six to 12 months after release from the Smart warehouse.

Wireless Broadband, Satellite and Other Services

Overview

We currently provide wireless broadband, satellite and other services through SBI, our wireless
broadband provider, Wolfpac, our wireless content operator, Mabuhay Satellite, and ACeS Philippines.

SBI

Through SBI, we are engaged in providing wireless broadband and data services under the
brand name Smart Bro to residential consumers as well as small and medium-scale enterprises in the
Philippines. As at December 31, 2007, SBI had 301,738 wireless broadband subscribers. Smart Bro
aims to strengthen Smart’s position in the wireless data segment and complements PLDT’s myDSL
service in areas where the latter is not available.
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Wolfpac

Through Wolfpac, we are engaged in the business of consumer mobile applications software
development and consumer mobile content development and other allied services.

PLDT WeRoam

We also offer PLDT WeRoam, or WeRoam, a wireless prepaid or postpaid broadband service,
running on the PLDT Group’s nationwide wireless network (using GPRS, EDGE, WiFi and 3G/HSDPA
technologies).

Mabuhay Satellite

Mabuhay Satellite is engaged in the control and operation of Agila Il satellite. Commencing
commercial operations in January 1998, Agila Il is the Philippines' first communication satellite.
Mabuhay Satellite leases satellite space segments in both the C and Ku bands on the Agila Il. Through
Agila 11, Mabuhay Satellite also offers internet backbone access, video and data broadcasting, and
bandwidth-on-demand, facilitating communication links between telecommunications, broadcast and
other public utility companies operating in the Asia-Pacific region. In 2007, Mabuhay Satellite
generated total revenues of Php987 million and posted a net income of Php121 million.

ACeS Philippines

ACeS Philippines currently owns approximately 36.99% of AIL. In 2007, ACeS Philippines
generated total revenues of Php435 million and posted a net income of Php358 million. AIL aims to
develop and implement a satellite-based communications system to provide services to users in the
Asia-Pacific region through the Garuda | satellite, or ACeS System and ACeS Service. AlL has entered
into interconnection agreements and roaming service agreements with PLDT and other major
telecommunications operators that will allow ACeS service subscribers to access GSM terrestrial
cellular systems in addition to the ACeS system. Further, AIL has an ATPA with National Service
Providers in Asia, including PLDT. For further discussion regarding the ATPA, please see Note 22 —
Related Party Transactions and Note 24 — Contractual Obligations and Commercial Commitments to
the accompanying audited consolidated financial statements in Item 7.

As part of the consolidation process of the PLDT Group’s wireless business, ACeS Philippines’
operation is being managed by Smart. This operational arrangement effectively gives Smart the widest
service coverage in the Philippines through the combination of the coverage of ACeS Philippines with
Smart’s cellular service.

Revenues

Our revenues from wireless broadband, satellite, and other services consist of wireless
broadband service revenues for SBI, rental payments received for the lease of Mabuhay Satellite’s
transponders, charges for ACeS Philippines’ satellite information and messaging services, service
revenues generated from PLDT Global’s subsidiaries, and revenues generated from Wolfpac for
wireless data content.
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Rates

SBI offers its wireless broadband and data services for residential consumers as well as small
and medium-scale enterprises. The wireless broadband service for residential consumers is branded as
Smart Bro and offers a maximum speed of 384 kbps for Php999 per month. Monthly service fees for
corporate data services range from Php999 to Php180,000 depending on the connection speed
requirements. The monthly service fee for users of the Smart Bro Plug-It, a new service introduced in
November 2007, is Php799 and includes 40 hours per month of free internet usage. Users also incur a
one-time charge for the Smart Bro Plug-It modem of Php1,200.

Wolfpac generates revenues from SMS subscriptions, institutional services and downloadable
contents. The subscription price for the SMS subscription and institutional services is pegged at
Php2.50 per SMS, while downloadable contents range from Php10.00 to Php30.00.

WeRoam postpaid offers several packages for its wireless broadband service that include
unlimited internet access with speeds ranging from 40 kbps to 1.8 Mbps with monthly recurring fees of
Php1,000 to Php1,700 depending on the type of plan selected.

WeRoam prepaid offers several packages that include the GPRS/EDGE card and an air time
value for three, six and 12 months with monthly subscription fees based on an initial air time value
ranging from Php10,860 to Php20,940. Once the initial air time value expires, continued use of the
service requires WeLoad or reloading of additional air time value with different denominations and
expiration periods.

Mabuhay Satellite leases its transponders to third parties at average annual rates of
approximately US$0.9 million and approximately US$0.7 million for its C-band and Ku-band
transponders, respectively. ACeS Philippines service mobile subscribers are charged Php13.84 per
minute for local and cell-to-cell calls and for national direct dial services, while residential subscribers
are charged peak-hour rates of Php13.00 per minute and off-peak hour rates of Php8.00 per minute for
domestic calls regardless of destination. For ACeS Philippines system public calling offices, callers are
charged Php4.50 and Php7.00 per minute for calls terminating to fixed line and cellular networks,
respectively. Rates for international long distance calls depend on the country of termination, and range
from US$0.35 per minute for frequently called countries to US$0.85 per minute for less frequently
called countries.

Fixed Line

We provide local exchange, international long distance, national long distance, data and other
network and miscellaneous services under our fixed line business segment.

We offer postpaid and prepaid fixed line services. Initially intended as an affordable alternative
telephone service for consumers under difficult economic conditions, our prepaid fixed line services
now form an important part of our overall churn and credit risk exposure management strategy. PLDT
has consolidated its prepaid fixed line service into Telepwede, which is funded by e-loads (available at
Smart or PLDT e-load retailers). In March 2007, PLDT launched PLDT Landline Plus, a postpaid and
prepaid fixed wireless service where subscribers to the service benefit from a text-capable home phone.
This service is primarily intended for subscribers in areas where PLDT has no facilities and is expected
to increase our fixed line subscriber base.
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Local Exchange Service

Our local exchange service, which consists of our basic voice telephony business, is provided
primarily through PLDT. We also provide local exchange services through our subsidiaries ClarkTel,
SubicTel, Maratel and Piltel. Together, these subsidiaries account for approximately 3% of our
consolidated fixed line subscribers.

The following table summarizes key measures of our local exchange service segment as at and

for the years ended December 31, 2007, 2006 and 2005:
Years Ended December 31,

2007 2006 2005
Number of local exchange line subscribers (at year-end) 1,724,702 1,776,647 1,842,507
Number of fixed line employees (at year-end) 8,080 8,711 9,197
Number of local exchange line subscribers per employee 213 204 200
Total local exchange revenues (in millions) Php16,205 Phpl6,965 Phpl8,561
Local exchange revenues as a percentage of total revenues 10% 12% 13%

Rates

As at December 31, 2007, basic monthly charges for our local exchange service in the
Metropolitan Manila area were Php592.63 for a single-party residential line and Php1,234.02 for a
single business line. Monthly charges vary according to the type of customer (business or residential)
and location, with charges for urban customers generally being higher than those for rural/provincial
customers. Regular installation charges amount to Php1,200 for residential customers and Php1,500 for
business customers. New products launched on promotion or products bundled on existing services
usually waive the installation fee or allows for a minimal installation fee of Php500. Aside from the
basic monthly charges, we charge our postpaid subscribers separately for NDD, IDD and calls to mobile
phones. Calls to PLDT and other landlines within a local area code are free.

Our prepaid fixed line customers generally do not pay a basic monthly charge and are charged
based on usage. Subscribers of TelePwede, our upgraded prepaid fixed line service, are charged a
monthly fee of Php115 per month to receive incoming calls and are charged per usage for outgoing
calls. The TelePwede installation fee is Php1500, including Php127 of preloaded value. The
international and national long distance rates we charge to our prepaid fixed line customers are similar
to the rates we charge to our postpaid customers. (For a detailed description of these rates, see “—
International Long Distance Service — Rates” and “— National Long Distance Service — Rates.”)

The monthly service fee for our PLDT Landline Plus service is available in load denominations
of Php300, Php600 and Php1,000 for residential and business subscribers and includes 150, 600 and
1,000 free local minutes, respectively.

Pursuant to a currency exchange rate adjustment, or CERA, mechanism authorized by the NTC,
we are required to adjust our postpaid monthly local service rates upward or downward by 1% for every
Php0.10 change in the peso-to-dollar exchange rate relative to a base rate of Php11.00 to US$1.00. In
2007, we implemented five downward adjustments and one upward adjustment in our monthly local
service rates, while there were eight downward adjustments and three upward adjustments in 2006. The
average Philippine peso to U.S. dollar rate factored in our monthly local service rates in 2007 was
Php48.67 to US$1.00, compared to an average of Php51.53 to US$1.00 in 2006. This change in the
average peso-to-dollar rate translated to a peso appreciation of 6%, which resulted in a net decrease of
approximately 5% in our average monthly local service rates in 2007. In its letter dated July 16, 2007,
the NTC has approved our request to use annual average exchange rates as our basis in CERA
computation instead of the currently used monthly averages.
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In the first quarter of 2005, House Bill No. 926 was filed and is now pending in the House of
Representatives of the Philippines. The proposed bill provides for the cancellation of the currency
exchange rate mechanism currently in place. If this bill is passed into law or if the NTC issues
guidelines to change the basis of the currency exchange rate mechanism, our ability to generate U.S.
dollar-linked revenues from our local exchange business could be adversely affected.

International Long Distance Service

Our international long distance service consists of switched voice and packet-based voice and
data services that go through our international gateway facilities. We also generate international long
distance revenues through access charges paid to us by other Philippine telecommunications carriers for
incoming international voice calls that terminate to our local exchange network. Our packet-based
voice and data services are transmitted over our existing traditional circuits, VolP systems and the
network of a consortium of dominant carriers in Asia in which PLDT is a member.

The following table shows certain information about our international long distance business for
the years ended December 31, 2007, 2006 and 2005:

Years Ended December 31,

2007 2006 2005

Total call volumes (million minutes) 2,280 2,177 2,266
Inbound call volumes (million minutes) 2,007 1,984 2,117
Outbound call volumes (million minutes) 273 193 149
Inbound-outbound call ratio 7.4:1 10.3:1 14.2:1
Total international long distance service revenues (in millions) Php8,674 Php9,933 Php12,245
International long distance service revenues as a percentage of total

service revenues 6% 7% 9%

International long distance service historically has been a major source of our revenue.
However, primarily due to the steep decline in inbound termination and collection rates and intense
competition, revenues derived from our international long distance service have been declining.

We have been pursuing a number of initiatives to strengthen our international long distance
service business, including by: (i) lowering our inbound termination rates, (ii) identifying and
containing unauthorized traffic termination on our network, (iii) being more selective in accepting
incoming traffic from second- and third-tier international carriers, and (iv) introducing a number of
marketing initiatives, including substantial cuts in international direct dialing rates, innovative pricing
packages for large accounts and loyalty programs for some customers. In addition, through PLDT
Global, we aggregate inbound call traffic to the Philippines at our points of presence and, using our
capacity in submarine cable systems connected to each point of presence, transmit calls to our network.
PLDT Global is also enhancing the presence of PLDT in other international markets by offering new
products and services such as international prepaid cards, mobile services, SMS transit and other global
bandwidth services. We believe these strategies will help us maximize the use of our existing
international facilities, and develop alternative sources of revenue.
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The table below sets forth the net settlement amounts for international calls handled by PLDT,
by country, for the years ended December 31, 2007, 2006 and 2005:

Net Settlement
Years Ended December 31,
2007 2006 2005

(in millions)
United States US$55 US$54 USS$75
Saudi Arabia 28 27 21
United Arab Emirates 18 15 17
Canada 17 18 11
Japan 12 12 25
Italy 10 11 16
Hong Kong 7 8 10
Malaysia 7 3 1
Taiwan 6 4 5
Others 36 33 34
Total US$196 US$185 Us$215

Rates

Since February 1, 2003, a substantial portion of PLDT’s international inbound traffic
terminating on its fixed line network is charged approximately US$0.12 per minute.

Rates for outbound international long distance calls are based on type of service, whether
operator-assisted or direct-dialed. Our rates are quoted in U.S. dollars and are billed in pesos. The peso
amounts are determined at the time of billing. We charge a flat rate of US$0.40 per minute to retail
customers for direct-dialed calls, applicable to all call destinations at any time on any day of the week.

We also offer international long distance services through PLDT Budget Card, a prepaid call
card, which offers low-priced international calling service at IDD call rates ranging from Php3.00 per
minute to Php8.00 per minute depending on the destination to more than 90 destinations (excluding the
Middle East). In April 2007, we introduced the Budget Card Middle East Edition which offers reduced
IDD call rates of Php10 per minute and Php15 per minute to different destinations in the Middle East.
Budget Card and Budget Card Middle East edition are sold in denominations of Php200, Php100 and
Php30 and must be consumed within 30 days from first use.

National Long Distance Service

Our national long distance services are provided primarily through PLDT. This service consists
of voice services for calls made by our fixed line customers outside of their local service areas within
the Philippines and access charges paid to us by other telecommunications carriers for wireless and
fixed line calls carried through our backbone network and/or terminating to our fixed line customers.

The following table shows our national long distance call volumes and revenues for the years
ended December 31, 2007, 2006 and 2005:

Years Ended December 31,

2007 2006 2005
Total call volumes (million minutes) 2,183 2,251 2,348
Total national long distance revenues (in millions) Php6,338 Php6,921 Php7,233
National long distance revenue as a percentage of total revenues 4% 5% 5%

Cellular substitution and the widespread availability and growing popularity of alternative,
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more economical non-voice means of communications, particularly e-mailing and cellular text
messaging, have negatively affected our national long distance call volumes. The integration of some of
our local exchanges into a single local calling area, as approved by the NTC, has also negatively
affected our national long distance call volumes, and consequently, our revenues. Because of this
integration, calls between two exchanges located within the same province are no longer considered
national long distance calls but are treated as local calls.

Rates

Rates for national long distance calls traditionally were based on type of service, such as
whether the call is operator-assisted or direct-dialed. However, in line with its move towards rate
simplification, PLDT simplified these rates in recent years to a flat rate of Php5.09 per minute for calls
originating and terminating to PLDT fixed line network, and for calls terminating to other local
exchange carriers. Additionally in recent years, PLDT simplified its rates for calls terminating to
cellular subscribers to a uniform rate of Php14.00 per minute.

In addition, PLDT launches from time to time promotions to stimulate fixed line usage.

On January 7, 2006, we implemented a monthly flat service rate of Php50 which permits
subscribers to make national long distance calls of unlimited duration for Php10 per call to subscribers
of PLDT and, which permits subscribers who registered for this flat rate service on or before February
24, 2006, to also make such calls to subscribers of Smart and Piltel.

We continue to evaluate the present rate structure of our national long distance services from
per minute toll charges to flat rates per call for calls of unlimited duration. This is envisioned to make
fixed line rates more competitive with VVolP rates and to revitalize interest in fixed line usage. We
continue studying various pricing models in respect of the above new rate plan.

PLDT currently has interconnection arrangements with the majority of other local exchange
carriers, pursuant to which the originating carrier pays: (1) a hauling charge of Php0.50 per minute for
short-haul traffic or Phpl1.25 per minute for long-haul traffic to the carrier owning the backbone
network; and (2) an access charge of Php1.00 per minute to the terminating carrier. PLDT still
maintains revenue-sharing arrangements with a few other local exchange carriers, whereby charges are
generally apportioned 30% for the originating entity, 40% for the backbone owner and the remaining
30% for the terminating entity. For more information on these interconnection arrangements, see “—
Interconnection Agreements.”

Data and Other Network Services

Our data and other network service revenues include charges for leased lines, IP-based, packet-
based and switched-based services. These services are used for domestic and international
communications such as private networking, broadband and narrowband internet-based data
communications, and packet-based communication.

The following table shows information about our data and other network service revenues for
the years ended December 31, 2007, 2006 and 2005:

Years Ended December 31,

2007 2006 2005
Data and other network services (in millions) Php15,921 Php13,725 Php10,399
Number of DSL broadband subscribers 264,291 133,159 88,811
Number of PLDT Vibe narrowband subscribers 230,995 297,250 266,703
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Recognizing the growth potential of data and other networking services, including IP-based
services, and in light of their importance to our business strategy, we have been putting considerable
emphasis on these service segments. These segments registered the highest percentage growth in
revenues among our fixed line services in 2007 and continued to grow in the first quarter of 2008.

The continuous upgrading of our network using next-generation facilities and the completion of
our domestic fiber optic backbone has enabled us to offer a growing range of value-added and
broadband services. With this and other technological upgrades, our infrastructure has developed from
a traditional voice facility to a new packet-switched and IP-based network allowing faster transmission
of voice, video and data.

Our IP-based services include PLDT DSL (myDSL and BizDSL), a broadband internet service
targeted for heavy individual internet users as well as for small and medium enterprises, PLDT Vibe, a
dial-up/narrowband internet service targeted for light to medium residential individual internet users,
and I-Gate, our dedicated leased line internet access service targeted for enterprises and value-added
service providers.

In addition, in 2006, we introduced Shops.work Unplugged, or SWUP, a bundled service using
Smart’s GPRS/EDGE network and PLDT’s virtual private network, or VPN, for retailers and banks that
offers real-time wireless data communication for retailers’ cashiering point-of sale networks, bank
automated teller machines, or ATMSs, and merchants’ swipe card terminals.

In 2007, we continued to broaden our service offerings with the launch of new services and
expansion or enhancement of some of the existing offerings.

Information and Communications Technology

We conduct our information and communications technology, or ICT, businesses through our
wholly-owned subsidiary ePLDT. ePLDT is a broad-based integrated information and communications
technology company, focusing on infrastructure and solutions for internet applications, internet
protocol, or IP, - based solutions and multimedia content delivery. ePLDT's principal businesses are the
operation of (1) knowledge processing solutions, through the SPi Group, (2) customer interaction
services through Vocativ, Parlance and Ventus, (3) an internet data center under the brand name Vitrom,
and (4) internet and online gaming through Infocom, netGames, Digital Paradise, Digital Paradise
Thailand, Level Up! and Airborne Access. Our ICT business segment registered revenues of Php10,799
million, Php6,925 million and Php3,423 million, accounting for 7%, 5% and 2% of our total revenues
for 2007, 2006 and 2005, respectively. The increase in the revenue contribution from our information
and communication technology segment was primarily due to the consolidation of SPi, CyMed and
Level Up! since their acquisition by ePLDT on July 11, 2006, August 11, 2006 and
April 30, 2006, respectively, and has increased with the full-year consolidation of the SPi Group and
Level Up! in 2007.

Knowledge Processing Solutions

ePLDT provides knowledge processing solutions through SPi group, the second largest pure-
play knowledge processing solutions company and the ninth largest independent knowledge processing
solutions service provider worldwide acquired by ePLDT in July 2006. SPi has operations in 19
locations in North America, Europe and Asia. On April 12, 2007, SPi acquired 100% of Springfield,
one of the ten largest players in the medical billing and revenue cycle management marker.

Knowledge processing solution provides services such as: (a) editorial and content production
services to the scholarly scientific, technical and medical (SSTM) journal publishing industry;
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(b) digital content conversion services to information organizations; (c) pre-press project management
services to book publishers; (d) litigation support services which involve conventional coding and
electronic discovery support services for corporations, international law firms, corporate counsels and
government agencies; (e) conversion services of medical record/data form handwritten or speech format
to electronic format and patient scheduling, coding and compliance assistance, consulting and
specialized reporting services; and (f) revenue cycle management services for U.S. medical facilities.

Customer Interaction Services

ePLDT has established one umbrella brand name, ePLDT Ventus, for all of its customer
interaction service businesses, including Vocativ and Parlance. Ventus provides offshore, cost-effective
contact center outsourcing solutions specializing in inbound customer care. Vocativ provides customer
and technical support to its clients in the Philippines, U.S. and U.K., while Parlance provides the
exclusive customer support and billing requirements to one of the largest direct-to-home satellite
television providers in the U.S. In total, we owned and operated approximately 6,400 seats with 5,930
customer service representatives, or CSRs, in 2007 compared to approximately 5,600 seats with 5,130
CSRs in 2006. In 2006, ePLDT Ventus launched two new sites bringing our total customer interaction
services site count to nine in 2007.

Internet and Online Gaming

ePLDT owns a 99.6% interest in Infocom, one of the country's leading internet service
providers, or ISPs. Infocom offers consumer prepaid internet access under the name WarpSpeed and
Speed Tipid, and postpaid internet access; dedicated dial-up and multi-user dial-up corporate leased
lines; broadband internet access through DSL and cable; and website consulting, development and
hosting. ePLDT also owns a 75% interest in Digital Paradise, an internet café business with over 174
branches which assumed the assets of Netopia Computer Technologies, Inc. and the brand Netopia.
ePLDT futher holds an 80%-interest in netGames, a publisher for Massively Multi-player Online Games
in the Philippines and is the Philippine licensee of Khan Online, the country’s first full 3D online game;
a 51% interest in Airborne Access, the country’s leading operator of WiFi hotspots, which provides
wireless internet access in hotspots equipped with Airborne Access WiFi access points and a 60%
equity interest in Level Up!, a leading publisher of online games in the Philippines with about an 80%
share of the online gaming market.

Data Center

ePLDT operates Vitro™, one of the Philippines' first internet data centers. Vitrom™ is a CISCO-
certified co-location service provider. Vitro™ provides co-location, web and server hosting, hardware
and software maintenance services, website development and maintenance services, webcasting and
webhosting, shared applications, data disaster recovery and business continuity services, intrusion
detection and internet protocol security services, as well as firewall and managed firewall services.

Wireless Network Infrastructure
Cellular

Through Smart, we operate a digital GSM network. To meet the growing demand for cellular
services, Smart has implemented an extensive deployment program for its GSM network covering
substantially all of Metro Manila and most of the other population centers in the Philippines. As at
December 31, 2007, Smart had 43 mobile switching centers and 77 text messaging service centers and
7,825 base stations in operation after having added 1,726 base stations to its nationwide cellular network
in 2007, and Piltel had six active cell sites.
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Smart has an operating spectrum of 7.5 MHz in the 900 band supporting both its GSM and
previously its ETACS network and 20 MHz in the 1800 band for GSM and 15 MHz in the 3G band for
W-CDMA. Its dual-band GSM network allows it to efficiently deploy high capacity 1800 MHz base
transceiver stations in dense urban areas while its 900 MHz base transceiver stations can be much more
economically deployed in potentially high growth, but less densely populated provincial areas. The 3G
network revolutionizes mobile technology by providing more capacity, faster data rates and richer data
and video applications. Its initial deployment is seen as feasible in urban areas where there is a demand
for mobile broadband applications and where 3G mobile units are more likely to be available. Spectrum
constraints will not affect the Smart’s expansion plans for GSM in the foreseeable future.

Due to its access to PLDT’s network assets, Smart has been able to achieve significant capital
expenditure savings, which capital expenditures are understood to be significantly less, on a per net
addition basis, than its current competitors. This translates into an improved ability to price
competitively and target the mass market subscriber base in the Philippines, while retaining
profitability. Based on existing equipment purchase contracts, Smart expects incremental capital
expenditure per net additional subscriber to amount to less than US$50.

We expect continued increases in coverage (particularly indoor) in the coming years, as well as
the introduction of new types of BTS for indoor and commercial offices. Smart has introduced the
NanoBTS, a compact and easy-to-deploy solution for indoor coverage and increased efficiencies in
underserved offices and buildings. The new base station equipment uses IP for transport and Smart is
one of the very first operators to deploy this access solution.

Smart was awarded a 3G license by the NTC in 2005 and received the largest radio frequency
allocation of 15 MHz. Smart chose the 1920-1935 MHz and 2110-2125 MHz spectrum, the range that
would best enable it to rapidly deploy its 3G network nationwide and at the same time offer the highest
quality of 3G service. Smart has commenced its 3G network roll-out and continues to extend the reach
of its 3G network in various cities and municipalities nationwide, further improving coverage in major
urban centers and selected provincial areas.

Smart and Piltel have been co-locating their cell sites where their base stations are installed. As
at December 31, 2007, 26 of Smart's mobile switching centers and 214 of Smart's cell sites were housed
in PLDT’s fixed line complexes while 249 of Smart’s cell sites were co-located with Piltel. These
operational synergies have allowed Smart to reduce switch installation time from three months to five
weeks.

Wireless Broadband, Satellite and Other Services

SBI operates a nationwide broadband wireless internet data services. It is operating in the
2.4, 3.5 and 5.7 GHz spectrum, supporting its WiFi, Canopy and eventually WiMax services,
respectively. It offers fixed wireless broadband internet connectivity to both residential and corporate
clients. It also maintains and operates WiFi hotspots installations that serve mobile internet users.
Almost 1,798 of Smart’s base stations are now wireless broadband-capable, covering most of the key
cities and the other populated centers in the country. These are strategically co-located in the Smart’s
cellular base stations that allow it to reach as many subscribers as possible, in the fastest possible way.
For its backbone, it uses the nationwide PLDT and Smart fiber optic and IP backbone that provide
substantial bandwidth capacity to utilize and to grow on demand.

Mabuhay Satellite controls and operates the Agila Il satellite, which has 30 C-band transponders
and 24 Ku-band transponders covering the Asia-Pacific region, the Indian subcontinent and Hawaii. Of
the 54 transponders, six have restricted usage due to satellite interference. Through Agila 11, Mabuhay
Satellite offers internet service, video and data broadcasting, and bandwidth-on-demand, facilitating
communication links between telecommunications, broadcast and other public utility companies
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operating in the Asia-Pacific region. In December 2000, Agila Il joined the U.S. FCC's "Permitted
Space Station™ list, which permits U.S.-owned and operated earth stations in Hawaii to access Agila 1l
for transpacific telecommunications, data, video and internet-over-satellite traffic and vice versa.

ACeS Philippines manages controls and operates its own satellite gateway and other ground
infrastructure, including a 13-meter feeder-link C-band earth station, beam congruency antenna and
equipment that serve as the primary interface between the ACeS system and other telecommunications
networks. It uses the Garuda | satellite to transmit digital voice services to ACeS Philippines’ mobile
and fixed terminal users within the Asian service area.

Fixed Line Network Infrastructure
Domestic

Our domestic telephone network includes installed telephones and other equipment on
customers’ premises, local access lines connecting customers to exchanges, referred to as “outside
plant,” inter-office lines connecting exchanges, and long distance transmission equipment. As at
December 31, 2007, we had 228 central office exchanges compared to 184 in 2006.

We have our own 6,400-kilometer DFON, the country's first telecommunications network using
fiber optics in delivering voice, video, data, and other broadband and multimedia services nationwide.
Our fiber optic network employs synchronous digital hierarchy technology to improve network
performance and reduce operating costs. Our network is composed of in-land and submarine cable
installations and is configured in seven self-healing rings allowing route delivery even in the event of
single link failure per ring. To date, the PLDT DFON is equipped with N x 10 gigabits per second
capacity and is connected directly to four existing international submarine cable systems. We use CS
VEGA, a cable ship which we lease from NTT World Engineering Marine Corporation, or NTT-WEM,
pursuant to a chartered arrangement maintenance contract to maintain the 2,400 kilometers of submarine
cable comprising the submerged portion of our DFON. This seven-year maintenance contract, as
extended, expired last December 31, 2007. We are currently renewing the contract with NTT-WEM on
a monthly basis until such time that a new long-term maintenance contract is in place.

We are currently upgrading our fixed line facilities to NGN, a broad term for certain emerging
computer network technologies that can encompass voice, data and video where all information is
efficiently transmitted via digital packets of data. It is a platform that will allow for more services to be
made available to our fixed line subscribers.

International

We provide international network services using our three international gateway switching
exchanges. As at December 31, 2007, our international long distance facilities allow direct
correspondence with 47 countries/territories (representing 87 correspondents) and can reach 460 foreign
destinations (via direct and transited routes including breakouts) worldwide. We also own interests in
submarine and satellite systems, through which we route most of our international traffic.
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The table below shows the submarine cable systems in which we have interests and the
countries or territories they link:

Cable System Countries Being Linked

G-P Guam and the Philippines

Asia-Pacific Cable Network Korea, Japan, Hong Kong, Taiwan, Australia, Philippines,
Singapore, Malaysia, Indonesia and Thailand

Asia-Pacific Cable Network 2 Philippines, Hong Kong, Japan, Korea, Malaysia, Singapore,
China and Taiwan

Transpacific Cable No. 5 Guam, Japan, Hawaii and the U.S. Mainland

SEA-ME-WE-3 Japan, Korea, China, Taiwan, Hong Kong, Macau, Philippines,

Vietnam, Cambodia, Brunei, Malaysia, Singapore, Indonesia,
Australia, Thailand, Myanmar, Sri Lanka, India, Pakistan, United
Arab Emirates, Oman, Djibouti, Saudi Arabia, Egypt, Cyprus,
Turkey, Greece, Italy, Morocco, Portugal, France, UK, Belgium
and Germany

Americas Cable 1 U.S. Mainland, U.S. Virgin Islands, Brazil, Trinidad and
Venezuela

China-U.S. Cable Japan, China, Taiwan, Korea, Guam and U.S. Mainland

Columbus II Cable U.S. Mainland, Italy, U.S. Virgin Islands, Mexico, Portugal and
Spain

FLAG Cable Japan, Korea, China, Hong Kong, Malaysia, Thailand, India,
United Arab Emirates, Saudi Arabia, Egypt, Italy, Spain and UK

RJK Cable Russia, Japan and Korea

Southern Cross Cable U.S. Mainland, Hawaii, Fiji, Australia and New Zealand

TAT 12/13 Cable U.S. Mainland, UK and France

TVH Cable Thailand, Vietnam and Hong Kong

EAC Cable Japan, Hong Kong, Korea, Taiwan, Singapore and the Philippines

PC-1, Japan-U.S. Cable and TGN Japan and the U.S.

Additionally, on May 2, 2007, a consortium of seventeen major international telecommunication
operators, including PLDT, signed an agreement to build the first high-bandwidth optical fiber
submarine cable system linking Southeast Asia and the U.S. The cable project, known as the Asia-
America Gateway, will span 20,000 kilometers and will use the latest Dense Wavelength Division
Multiplexing technology to provide upgradeable, future proof transmission facilities that will support
bandwidth requirements for new and revolutionary broadband applications. It is expected that the Asia-
America Gateway will cost approximately US$500 million (of which US$50 million represents PLDT’s
investment) and will be ready for service by the first quarter of 2009.

Interconnection Agreements

Since the issuance of Executive Order No. 59 in 1993, which requires non-discriminatory
interconnection of Philippine carriers' networks, we have entered into bilateral interconnection
arrangements with other Philippine fixed line and cellular carriers.

Since January 1, 2004, calls terminating to cellular subscribers originating from fixed line
subscribers are charged a termination rate of Php4.00 per minute.

Since January 1, 2004, local access for cellular operators, including Smart, that terminate calls
to PLDT’s fixed line network were charged at Php3.00 per minute.

Under a separate agreement between PLDT and PAPTELCO, PLDT is the transit facility
provider between Smart, Globe, other local exchange carriers, or LEC, operators and PAPTELCO.
PAPTELCO is comprised of 48 LEC and operating in 144 major telephone exchanges nationwide.
Transit traffic is a service by PLDT to Smart, Globe, other LEC operators and PAPTELCO members
where PAPTELCO members have no direct interconnection with either Smart, Globe and other LEC
operators.
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Since February 1, 2003, international calls terminating to PLDT’s fixed line network were
charged a termination rate of approximately US$0.12 per minute. Also, international calls terminating
to Smart’s cellular network were charged a termination rate of US$0.16 per minute.

Since January 1, 2002, Smart charged a termination rate of Php4.00 per minute for calls
originating from/terminating to another cellular operator’s network. For SMS originating from Smart
and terminating on other operators’ cellular network and for SMS originating from other operators and
terminating on Smart’s cellular network, the charge is Php0.35 per message.

Licenses and Regulation

PLDT, Smart and Piltel provide telecommunications services pursuant to legislative franchises
which expire, in the case of PLDT, on November 28, 2028, in the case of Smart, on March 27, 2017
and, in the case of Piltel, on May 14, 2019. A franchise holder is required to obtain operating authority
from the NTC to provide specific telecommunications services. These approvals may take the form of a
Certificate of Public Convenience and Necessity, or CPCN, or, while an application for a CPCN is
pending, a provisional authority to operate. Provisional authorities are typically granted for a period of
18 months. The Philippine Revised Administrative Code of 1987 provides that if the grantee of a
license or permit, such as a CPCN or provisional authority, has made timely and sufficient application
for the extension thereof, the existing CPCN or provisional authority will not expire until the application
is finally decided upon by the administrative agency concerned.

Smart operates its cellular, international long distance and national long distance services
pursuant to CPCNSs, the terms of which will expire upon the expiration of its franchise. On July 22,
2002, Smart was granted separate CPCNs to operate a cellular mobile telephone system, or CMTS, and
an international gateway facility. On August 26, 2002, Smart was granted a CPCN to install, operate
and maintain nationwide global mobile personal communications via satellite which will also expire
upon expiration of its franchise. On February 19, 2008, Smart was granted a CPCN to establish, install,
maintain, lease and operate an international private leased circuit for a term that is co-terminus with the
expiration of its franchise. Prior to that, Smart was permitted to engage in these activities pursuant to a
provisional authority and a timely filed application for the grant of such CPCN. On the same date, upon
application of Smart, the NTC extended Smart’s provisional authority to construct, install, operate and
maintain a nationwide public calling office and public payphone service from January 14, 2007 to
January 4, 2010.

On December 29, 2005, Smart was awarded a 3G license by the NTC after being ranked highest
in garnering a perfect score on a 30-point grading system designed to gauge the capability of
telecommunication operators to effectively provide extensive 3G services. As a result, Smart received
the largest radio frequency allocation of 15 MHz as well as first choice of frequency spectrum. Smart
chose the 1920-1935 MHz and 2110-2125 MHz spectrum. Smart is required to pay annual license fees
of Php115 million based on the 15 MHz awarded to Smart.

Under the terms of the 3G license, Smart is required to:

e Degin installation and rollout of its 3G network no later than 18 months from the date of the
award;

e start commercial operations no later than 30 months from the date of the award; and

e cover at least 80% of provincial capitals and 80% of chartered cities within five years.

Piltel is authorized to provide virtually every type of telecommunications service, including the
transmission of voice, data facsimile, audio and video and information services, in and between
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provinces, cities and municipalities throughout the Philippines. The franchise, which was last amended
on May 14, 1992, will expire on May 14, 2019 and may be extended by a legislative act of the
Philippine Congress.

The following table sets forth the spectrum system, licensed frequency and bandwidth used by
Smart, Piltel and SBI:

Carrier Spectrum System Frequency Assignment Bandwidth

Smart ETACS/GSM 900 897.5-905/942.5-950 MHz 7.5 MHz

GSM 1800 1725-1730/1820-1825 MHz 5.0 MHz

1730-1732.5/1825-1827.5 MHz 2.5 MHz

1735-1740/1830-1835 MHz 5.0 MHz

1745-1750/1840-1845 MHz 5.0 MHz

1780-1782.5/1875-1877.5 MHz 2.5 MHz

3G (W-CDMA) 1920-1935/2110-2125 MHz 15.0 MHz

Piltel AMPS/CDMA 845-846.5/890-891.5 MHz 1.5 MHz
SBI Wireless broadband 2400-2483.5 MHz * 73 MHz
3400-3590 MHz * 94 MHz
5470-5850 MHz * 123 MHz

*  Smart Broadband frequency assignments on these bands are non-contiguous and on a per station and location basis.

Operators of international gateway facilities and cellular telephone operators, pursuant to
Executive Order No. 109, are required to install a minimum number of local exchange lines. Of these
new lines, operators are required to install one rural exchange line for every ten urban exchange lines
installed. Smart and Piltel were required to install 700,000 and 400,000 lines, respectively, and each has
received a certificate of compliance from the NTC.

PLDT, Smart and Piltel are required to pay various permits, regulation and supervision fees to
the NTC. PLDT was previously engaged in disputes with the NTC over some of the assessed fees. For
more information on the disputes involving PLDT, see Item 3. “Legal Proceedings — NTC Supervision
and Regulation Fees.”

Piltel is engaged in discussions with the NTC relating to the allocation and use of certain 3G
radio frequency bands. On August 23, 2005, the NTC issued Memorandum Circular No. 07-08-2005 or
the Rules and Regulations on the Allocation and Assignment of 3G Radio Frequency Bands, allocating
the 825-845MHz/870-890MHz frequency bands for 3G. In a letter dated December 08, 2005, Piltel
informed the NTC of its intent to upgrade its existing code division multiple access, or CDMA, CMTS
network to 3G.

In a letter dated June 18, 2007, Piltel requested the NTC to affirm Piltel’s right to use the said
frequency band by allowing the joint use thereof by Smart and Piltel which was granted previously by
NTC (through then Commissioner Rio) in a letter dated in a letter dated May 6, 2002, arguing that the
re-allocation of the frequency band was done without due process; that Piltel had been complying with
the mandates of the NTC and had been persistently applying for, and renewing, the Radio Station
Licenses, or RSLs, that it had been paying the spectrum users fees(SUF); and that the above re-
allocation of the frequency band for 3G renders inutile the RSLs with effectivity dates of up to June 30,
2008.

In a letter dated November 27, 2007, Piltel requested to use the 824-835MHZz/869-880MHz

frequency band for 3G services, with a commitment to submit pertinent documents, referring to its letter
of December 8, 2005 on its intent to upgrade its existing CDMA CMTS network to 3G.
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However, in its letter dated December 12, 2007, the NTC denied Piltel’s letter of November 27,
2007, citing that records showed that the radio frequencies 824-835MHz/869-880MHz had been re-
allocated for International Mobile Telecommunications 2000 (IMT2000) or Third Generation 3G
Mobile Telecommunications Services under Memorandum Circular 07-08-2005 and that Piltel had not
applied for the assignment and use of radio frequencies re-allocated for 3G Mobile Telecommunications
Service nor was qualified for the assignment of the same.

In a letter dated December 19, 2007, Piltel requested reconsideration of the December 12, 2007
letter of the NTC, reiterating its commitment to submit necessary documents that may be required by the
NTC. Piltel’s request for reconsideration remains pending with the NTC.

The Philippine Congress is considering two bills that relate to the imposition of franchise tax on
telecoms companies. House Bill, or HB, 1469 proposes to re-impose a 5% franchise tax on gross
receipts on telephone and telegraph services in lieu of the VAT. HB 1560 proposes a franchise tax at
the rate of 3.5% on the first year and 7% thereafter on the gross receipts of telecoms and broadcast
companies, in lieu of the VAT. There are also various bills in Congress which propose to tax
telecommunications services, among them, the imposition of a tax on mobile phone companies on all
text entries to text games; the imposition of a Php0.50 specific tax on SMS to be borne by the cellular
phone companies; and the imposition of a 10% ad valorem tax on all cellular phone calls using 3G.

In order to diversify the ownership base of public utilities, the Public Telecommunications
Policy Act (R.A. 7925) requires a telecommunications entity with regulated types of services to make a
public offering through the stock exchanges representing at least 30% of its aggregate common shares
by the later of the fifth anniversary of the date (a) the law became effective or (b) the entity’s
commencement of commercial operations. PLDT and Piltel have complied with this requirement.
However, Smart has not conducted a public offering of its shares. If Smart is found to be in violation of
R.A. 7925, this could result in a revocation of the franchise of Smart and in the filing of a quo warranto
case against Smart by the Office of the Solicitor General of the Philippines. See Item 6. “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Risks and Uncertainties —
Risks Relating to Us — The franchise of Smart may be revoked due to its failure to conduct a public
offering of its shares” for further discussion.

Competition

Including us, there are nine major local exchange carriers, seven international gateway facility
providers and five cellular service providers in the country. Many new entrants into the Philippine
telecommunications market have entered into strategic alliances with foreign telecommunications
companies, which provide them access to technological and funding support as well as service
innovations and marketing strategies. Consequently, we are facing increasing competition in major
segments of the telecommunications industry, particularly data and other network services segments.
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Cellular Service

There are presently six operating service providers, namely Smart, Piltel, Globe, Innove, Digital
Telecommunications Philippines, Inc., or Digitel, and Express Telecom, or Extelcom. Globe acquired
Innove to form into one operating group while Smart and Piltel, both being part of the PLDT Group,
formed another operating group. These two operating groups have approximately 92% of the Philippine
cellular market. There are therefore effectively two large competitors in the Philippine cellular market.
The third active operator, Digitel commenced its cellular service, Sun Cellular, on March 29, 2003 and
is estimated to have approximately 8% of the cellular market as at December 31, 2007. Extelcom
operates on an analog platform and is estimated to have minimal subscribers. In December 2005, the
NTC awarded four out of five 3G licenses to existing cellular operators Smart, Globe, Digitel and to a
new entrant, Connectivity Unlimited Resources Enterprises, or CURE. The NTC has yet to award a
fifth license to another operator.

Competition in the cellular industry has intensified with the increased availability of affordably
priced handsets offering a range of new functions and the introduction by competitors of new and
improved plans for postpaid subscribers, reduced rates per minute and aggressive marketing and
promotional strategies. The principal bases of competition are price, including handset cost, quality of
service, network reliability, geographic coverage and attractiveness of packaged services. Smart's
network leads the industry in terms of coverage with 7,825 base stations as at December 31, 2007.

As a result of competitive pressures, several service providers, including Smart and Piltel, have,
in the last two years, introduced “bucket” plans providing unlimited voice and text services, and other
promotions. The launch of Sun Cellular’s “24/7”” promotion stimulated a market segment that is
attracted to “bucket” plans for voice and text services. Smart launched “Smart 258”, a registration-
based service which offers unlimited on-networks text messaging in various load denominations with
designated expiration periods. While most of the “bucket” priced plans currently available in the market
are being offered on promotional bases, Smart, Globe and Sun Cellular continue to launch other services
that are designed to encourage incremental usage from existing subscribers and also to attract new
subscribers.

Cellular operators also compete actively in launching innovative products and value-added
services. The growing range of cellular products and services include not only text messaging but also
multi-media messaging, voice mail, text mail, international roaming, information-on-demand, mobile
banking, e-commerce, mobile data, cellular internet access and internet messaging.

On February 14, 2006, Smart opened its 3G network in selected key cities nationwide, making
video calling, video streaming, high speed internet browsing and special 3G content downloads on its
3G network available to subscribers with 3G handsets. Likewise, Globe is currently rolling out its 3G
network.

Consistent with industry practice and Smart’s churn management efforts, Smart "locks" the
handsets it sells to its subscribers, rendering them incompatible with SIM cards issued by competitors
and thereby hindering them from swapping the existing SIM for a SIM of a competing operator.
However, subscribers can have their handsets “unlocked” by unauthorized parties for a nominal fee and
purchase new SIM cards from competing operators. “Unlocking” does not involve significant cost.
Switching to another cellular operator would, however, result in a change of the subscriber’s cellular
telephone number.

In order to avail themselves of promotions and cost efficient network-to-network calling rates,

cellular subscribers in the Philippines have increasingly been subscribing to the services of multiple
wireless operators. As a result, the increases in 2007 in our cellular subscriber base and the penetration
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rate of the wireless market in the Philippines was partly imparted by attributable to such “multiple SIM
card ownership”.

Local Exchange Service

The concerted nationwide local exchange line build-out by various players, as mandated by the
Philippine government, significantly increased the number of fixed line subscribers in the country and
resulted in wider access to basic telephone service. The growth of the fixed line market, however,
remained weak due to the surge in demand for cellular services and, in the past, the general sluggishness
of the national economy. Nevertheless, we have sustained our leading position in the fixed line market
on account of PLDT's extensive network in key cities nationwide. In most areas, we face one or two
competitors. Our principal competitors in the local exchange market are Digitel, Bayan
Telecommunications and Globe, which provide local exchange service through “fixed wireless landline
service."

There are currently four major fixed wireless landline services in the market that adopt the look
and feel of a cellular phone service but provide the same tariff structure of a fixed line service such as
the charging of monthly service fees. The earliest such service was provided by Digitel in the fourth
quarter of 2005 at a fixed monthly rate of Php672. This service is provided mostly in selected areas of
Southern and Northern Luzon where Digitel was lacking fixed cable facilities. Globe quickly followed
suite with similar service at a monthly rate of Php995 which service bundled a wireless landline and
broadband internet connection of 384kbps. This service is offered in limited areas of Metro Manila like
Makati, Las Pifias, the Visayas region and selected areas of Southern Luzon like Cavite and Batangas.

The most aggressive service of this type was launched by BayanTel in the second half of 2006,
which service maintains two major price points open to both residential and business subscribers. This
service is available under two plans, a plan at a monthly rate of Php699 for customers in Metro Manila
and a plan at a monthly rate of Php599 for customers in selected regional areas of the Philippines.

In March 2007, we launched the PLDT Landline Plus, a postpaid and prepaid fixed wireless
service which was initially available only in regional areas where there were no available PLDT fixed
cable facilities, at a flat monthly rate of Php499, and which was subsequently extended to other areas,
including Metro Manila, and increased to a monthly rate of Php600 for residential and Php1,000 for
business subscribers.

International Long Distance Service

Including us, there are 11 licensed international gateway facility operators in the country.
While we have so far been able to maintain a leadership position in this highly competitive segment of
the industry, in recent years, our market share has reduced largely as a result of (1) competition from
other international gateway facility operators and illegal international simple resale operators; (2) an
increase in inbound and outbound international long distance calls terminating to and originating from
the growing number of cellular subscribers; and (3) the popularity of alternative and cheaper modes of
communication such as text messaging, e-mail, internet telephony and the establishment of virtual
private networks for several corporate entities, further heightening the competition.

With respect to outbound calls from the Philippines, we compete for market share through our
local exchange and cellular businesses, which are the origination points of outbound international calls.
We have also introduced a number of marketing initiatives to stimulate growth of outbound call
volumes, including tariff reductions and volume discounts for large corporate subscribers. Digitel and
Globe have also launched new pricing schemes to grow their outbound call volumes.

With respect to inbound calls into the Philippines, we have been pursuing a number of
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initiatives to strengthen our inbound telecommunications traffic, including lowering our termination
rates and identifying and limiting unauthorized traffic termination. In addition, we have also
established, through our wholly-owned subsidiary PLDT Global, presence in key cities overseas to
identify and capture Philippine terminating traffic at its source, maximize the use of our international
facilities and develop alternative sources of revenue.

National Long Distance Service

Our national long distance service business has been negatively affected by the growing number
of cellular subscribers in the Philippines and the widespread availability and growing popularity of
alternative economical non-voice methods of communication, particularly text messaging and e-mail.

In addition, various ISPs have launched voice services via the net to their subscribers nationwide.

While national long distance call volumes have been declining, we have remained a leading
provider of national long distance service in the Philippines due to our significant subscriber base and
ownership of the Philippines’ most extensive transmission network.

PLDT launches from time to time promotions bundled with our other products to attract new
subscribers including free PLDT-to-PLDT NDD service.

Data and Other Network Services

Another rapidly growing segment of the industry is the market for data and other network
services. The growth is spurred by the significant growth in consumer/retail narrowband and broadband
internet access, enterprise resource planning applications, customer interaction services, knowledge
processing solutions, on-line gaming and other e-services that drive the need for broadband and internet-
protocol based solutions both here and abroad. Our major competitors in this area are Globe/Innove,
Bayan Telecommunications, Eastern Telecoms and Digitel. The principal bases of competition in data
services market are coverage, price/value for money, bundles or free gifts, customer service and quality
of service.

Principal Competitors

The table below sets out our principal competitors’ market share and other relevant information
for the year 2007:

Market Share®
Operating Net Income Fixed Cellula
Asset Base Revenues (Loss) Line r
(in millions)
Globe® Php116,621 Php65,509 Php13,277 14% 37%
Digitel® 61,272 6,068 (229) 15% 8%
Bayan Telecommunications® 18,014® 2,600 820 8% -

@ Based on subscriber base.

@ Based on Definitive IS filed with PSE and SEC.

©  Based on unaudited 3Q07 Form 17-Q filed with the PSE.
@ Based on Bayan Media Release for 1H2007.

®  Based on audited 2006 annual report.
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Competitive Strengths

We believe our business is characterized by the following competitive strengths:

Recognized Brands. PLDT and Smart are strong and widely recognized brand names in the
Philippines. We have built the PLDT brand name for 80 years as the leading
telecommunications provider in the Philippines. Smart is recognized in the Philippines as
an innovative provider of high-quality cellular services. Piltel's Talk ‘N Text brand, which
is provided using Smart’s network, has also gained significant recognition.

Leading Market Shares. With approximately 32 million fixed line and cellular subscribers
as at December 31, 2007, we have the leading market positions in both the fixed line and
cellular markets in the Philippines.

Diversified Revenue Sources. As a result of the continued growth of cellular service in the
country, approximately 64% of our total revenues in 2007 were derived from our wireless
business segment. Fixed line revenues, which represented 35% and 40% of our total
revenues in 2007 and 2006, respectively, have declined over the past years as pressures on
traditional fixed line voice revenues, resulting from decreases in our local exchange,
international long distance and national long distance services. We continue to identify and
develop new revenue sources from our cellular, fixed line and ICT businesses.

Advanced Integrated Network. With one of the most advanced and extensive
telecommunications networks in the Philippines, we are able to offer a wide array of
communications services. We are enhancing the capabilities of our fixed line and wireless
networks to allow us to better exploit this competitive strength and achieve higher levels of
network efficiency in providing voice and data services. In addition, we continue our roll
out of 3G and wireless broadband and our upgrade to NGN in order to increase broadband
subscribers, and expand our data/broadband capabilities.

Innovative Products and Services. We have successfully introduced a number of innovative
and award-winning cellular products and services, including Smart Money, Smart Load and
Pasa Load. Smart Load is an “over-the-air” electronic loading facility designed to make
reloading of air time credits more convenient for, and accessible to consumers. Pasa Load
(the term “pasa” means “transfer” in the vernacular), a derivative service of Smart Load that
allows load transfers to other Smart Buddy and Talk ‘N Text subscribers.

Strong Strategic Relationships. We have important strategic relationships with First
Pacific, NTT DoCoMo and NTT Communications. The technological support, international
experience and management expertise made available to us through these strategic
relationships enhance our market leadership and ability to provide and cross-sell a more
complete range of products and services.

Intellectual Property Rights

We do not own any material intellectual property rights apart from our brand names and logos.
We are not dependent on patents, licenses or other intellectual property which are material to our
business or results of operations, other than licenses to use the software that accompany most of our
equipment purchases.
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Major Suppliers

Substantially all the telecommunications equipment thus far obtained in connection with our
development programs has been purchased outside the Philippines, and we expect that a large portion of
the equipment requirements of our future development programs will also be purchased from foreign
sources. Since 1998, Nokia Telecommunications OY has been Smart’s principal supplier of hardware
and software equipment for its GSM network. For PLDT, Nortel has been the selected supplier for
PLDT’s DFON network, with more than 10 expansions undertaken in the past six years. Likewise, for
PLDT’s initial NGN roll-out, UTStarcom was initially selected as the principal supplier for hardware
and software equipment. A significant source of financing for our equipment purchases has been and,
subject to the availability of credit, will continue to be foreign loans requiring repayment in currencies
other than Philippine pesos, principally U.S. dollars.

Governmental Regulations

As a public utility, we are subject to governmental regulations with respect to our operations,
services, rates and ownership. We believe that we are in compliance with all applicable governmental
regulations and that our relations with government regulators are satisfactory despite our protests
against NTC’s assessments of certain fees (see Item 3. “Legal Proceedings — NTC Supervision and
Regulation Fees”). For further discussion on governmental laws and regulations affecting our business,
see Item 6. “Management's Discussion and Analysis of Financial Condition and Results of Operations
— Risks and Uncertainties — Risks Relating to Us — Our business is significantly affected by
governmental laws and regulations, including regulations in respect of our franchises and rates.”

Compliance with Environmental Laws

We have not been subject to any material fines or legal or regulatory action involving non-
compliance with environmental regulations of the Philippines. We are not aware that we are not in
compliance in any material respect with relevant environmental protection regulations.

Employees and Labor Relations

As at December 31, 2007, we had 30,255 employees within the PLDT Group, with 5,415, 8,080
and 16,760 employees in our wireless, fixed line and ICT groups, respectively. PLDT had 7,909
employees at the end of 2007, of which 40% were rank-and-file employees, 55% were management/
supervisory staff and 5% were executives. This number represents a decrease of 617, or approximately
7%, from the staff level as at the end of 2006, mainly as a result of the ongoing manpower rightsizing
program. From a peak of 20,312 at the end of 1994, PLDT’s number of employees has declined by
12,403, or 61%, by the end of 2007. As at December 31, 2006, we had 28,225 and 8,526 employees
within the PLDT Group and PLDT, respectively. The increase in the number of employees within the
PLDT Group from 2006 to 2007 primarily resulted from the acquisition of Springfield by SPi in
April 2007.

PLDT has three employee unions, the members of which in aggregate represent 20% of the
employees of the PLDT Group. We consider our relationship with our rank-and-file employees’ union,
our supervisors' union and our sales supervisors' union to be good.

On November 16, 2006 PLDT and the Manggagawa ng Komunikasyon sa Pilipinas, or MKP,
our rank-and-file employees’ union, concluded and signed a new three-year Collective Bargaining
Agreement, or CBA, covering the period from November 9, 2006 to November 8, 2009. This CBA
provides each member a signing bonus equivalent to one month salary (computed at the salary rate
prevailing prior to November 9, 2006) plus Php15,000; monthly salary increases of Php2,150, Php2,200
and Php2,550 for the first year, second year and third year, respectively; an increase in yearly Christmas
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gift certificate from Php7,000 to Php8,000; an increase in the amount of coverage under the group life
insurance plan from Php500,000 to Php650,000; an additional contribution of Phpl million to the
Educational Loan Fund; Php35,000 funeral assistance for the death of dependent. Other provisions of
this CBA include increases in rice subsidy and professional fee for dependent’s hospitalization.

On March 8, 2005, PLDT and PLDT Sales Supervisors’ Union, or PSSU, concluded and signed
the three-year CBA, covering the period from January 1, 2005 to December 31, 2007. As at the date of
filing of this Annual Report, negotiations are still ongoing for the signing of a new CBA covering the
period from January 1, 2008 to December 31, 2010.

On January 20, 2005, PLDT and Gabay ng Unyon sa Telekomunikasyon ng mga Superbisor, or
GUTS, our supervisors’ union, concluded and signed the three-year CBA covering the period from
January 1, 2005 to December 31, 2007. As at the date of the filing of this Annual Report, negotiations
are still ongoing for the signing of a new CBA covering the period from January 1, 2008 to December
31, 2010.

Pension and Retirement Benefits
Defined Benefit Plans

We have defined benefit pension plans, covering substantially all of our employees, except
Smart, which require contributions to be made to separate administrative fund.

PLDT has a trusteed, non-contributory defined benefit plan covering all permanent and regular
employees. The benefit plan provides benefits upon normal retirement beginning at age 65, early
retirement beginning at age 50 or completion of at least 30 years of credited service, voluntary
resignation with completion of at least 15 years of credited service, total and physical disability, death
and involuntary separation. Benefits are based on the employee's final monthly basic salary and length
of service.

The normal retirement benefit is equal to a percentage of the final monthly basic salary per year
of credited service. The percentage is 100% for those with less than 15 years of service at retirement
and 125% for those with 15 years of service at retirement. Thereafter, the percentage increases by 5%
for every additional year of credited service up to a maximum of 200%. Early retirement benefit is
equal to the accrued normal retirement benefit based on salary and service at the date of early
retirement.

In the event the benefit plan's assets were insufficient to pay the required retirement benefits,
PLDT would be obligated to fund the amount of the shortfall. In addition, claims of PLDT's employees
for retirement benefits that have accrued would rank above the claims of all other creditors of PLDT, in
the event of PLDT's bankruptcy or liquidation.

Defined Contribution Plan

Smart maintains a trustee-managed, tax-qualified, multi-employer plan covering substantially
all permanent and regular employees. The plan has a defined contribution format limiting Smart’s
obligation to specified contribution to the plan. It is being financed by the participating companies
(Smart and its subsidiary, I-Contacts) and contribution by employees is optional.

We spent Phpl1,773 million for pension, retirement and similar benefits for our employees for
the year ended December 31, 2007. In addition, Php603 million was recognized in respect of 616
employees who availed of the enhanced separation package under the PLDT’s manpower rightsizing
program. For more information about the benefit plan including the total amount set aside to provide
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pension retirement or similar benefits, see Note 5 — Income and Expenses and Note 23 — Share-based
Payments and Employee Benefits to the accompanying audited consolidated financial statements in Item
7.

Item 2. Description of Property

We own four office buildings located in Makati City and own and operate 228 exchanges
nationwide, of which 48 are located in the Metropolitan Manila area. The remaining 180 exchanges are
located in cities and small municipalities outside Metropolitan Manila area. We also own radio
transmitting and receiving equipment used for international and domestic communications. As at
December 31, 2007, we had 5,001 cellular cell sites and 7,825 base stations.

As at December 31, 2007, our principal properties, excluding property under construction,
consisted of the following, based on net book values:

e 67% consisted of cable, wire and cellular facilities, including our domestic fiber optic
network, subscriber cable facilities, inter-office trunking and toll cable facilities and cellular
facilities;

e 17% consisted of central office equipment, including three international gateway facilities,
six pure national toll exchanges and 15 combined local and toll exchanges, and our
communications satellite;

e 11% consisted of land and improvements and buildings, which we acquired to house our
telecommunications equipment, personnel, inventory and/or fleet;

o 1% consisted of information origination and termination equipment, including pay
telephones and radio equipment installed for customers use, and cables and wires installed
within customers' premises; and

e 4% consisted of other work equipment.

For more information on these properties, see Note 8 — Property, Plant and Equipment to the
accompanying audited consolidated financial statements in Item 7.

These properties are located in areas where our subscribers are being served. In our opinion,
these properties are in good condition, except for ordinary wear and tear, and are adequately insured.

The majority of our connecting lines are above or under public streets and properties owned by
others.

PLDT's Smart’s, and Piltel’s properties are free from any mortgage, charge, pledge, lien or
encumbrance; however, substantial properties of Mabuhay Satellite are subject to liens while a portion
of ePLDT’s property is subject to liens.

On February 1, 2008, SBI completed the acquisition of certain assets from Cruz Telephone
Company, Inc., or Cruztelco, a local exchange operator offering fixed line services in North Eastern
Mindanao. Please see Note 8 — Property, Plant and Equipment — SBI’s Acquisition of Cluster 3 Assets
from Cruz Telephone Company, Inc., or Cruztelco in the accompanying audited consolidated financial
statements in Item 7 for further discussion.

PLDT has various long-term lease contracts, the bulk of which have lease terms ranging from

two to ten years covering certain offices, warehouses, telecommunications equipment locations and
various office equipments. For more information on these lease arrangements, see Note 24 —
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Contractual Obligations and Commercial Commitments to the accompanying audited consolidated
financial statements in Item 7.

Item 3. Legal Proceedings

Except as disclosed in the following paragraphs, PLDT or any of its subsidiaries is not a party
to, and none of their respective properties is subject to, any pending legal proceedings which PLDT
considers to be potentially material to its and its subsidiaries’ business.

Quo Warranto Action

On June 4, 1990, the Solicitor General of the Philippines instituted legal proceedings in the
Regional Trial Court of Makati City seeking to "oust Philippine Long Distance Telephone Company
(PLDT) from exercising its franchise and/or to revoke, cancel and/or pre-terminate its franchise (Act
No. 3436, as amended) and/or to break up an unlawful monopoly and give equal and fair opportunity to
other service corporations.” The Solicitor General cited constitutional and statutory grounds for his
action. These include alleged foreign investors' participation in the control and management of PLDT
on a basis disproportionate to their holdings of PLDT's capital stock, violation of the requirement that
60% of the capital of a public utility be owned by Philippine citizens, inadequate and costly equipment
and service, and blocking of the right of other parties to provide telephone service in the Philippines.

We believe that these allegations are without merit. The Philippine Congress granted PLDT's
amended franchise under Republic Act No. 7082 notwithstanding the existence of these proceedings and
the opposition of the Solicitor General. The case has been archived by virtue of a court order dated
January 20, 1999. No further action has been taken and the case remains inactive.

NTC Supervision and Regulation Fees, or SRF

Since 1994, following the rejection of PLDT's formal protest against the assessments by the
NTC of SRF, PLDT and the NTC had been involved in legal proceedings before the Court of Appeals
and the Supreme Court. The principal issue in these proceedings was the basis for the computation of
the SRF. PLDT’s position, which was upheld by the Court of Appeals, but, as set forth below, rejected
by the Supreme Court, was that the SRF should be computed based only on the par value of the
subscribed or paid up capital of PLDT, excluding stock dividends, premium or capital in excess of par.

As at December 31, 2007, PLDT has paid, since 1994, a total amount of Php2,541 million in
SRF of which Php2,251 million were paid under protest. The Supreme Court, in a Resolution
promulgated on December 4, 2007, upheld the NTC assessment of SRF based on outstanding capital
stock of PLDT, including stock dividends. On April 3, 2008, PLDT complied with the Supreme Court
Resolution in paying the outstanding principal balance relating to stock dividends in the amount of
Php455 million to the NTC.

See Note 25 — Provisions and Contingencies to the accompanying audited consolidated
financial statements in Item 7 for further discussion.

Taxation
National Internal Revenue Taxes

PLDT has filed various cases against the Commissioner of the Bureau of Internal Revenue for
refunds and/or tax credit of:

e erroneously paid value-added taxes, compensating taxes, advance sales taxes and other
internal revenue taxes on PLDT's importation of various equipment, machinery, and spare
parts; and
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o erroneously paid withholding tax on separation pay of employees who availed of the
benefits under the Manpower Reduction Program.

In the case of the claim for refund of erroneously paid value-added taxes, compensating taxes,
advance sales taxes and other internal revenue taxes on PLDT’s importation of various equipment,
machinery and spare parts, the Supreme Court, on December 15, 2005, rendered a decision partially
granting the claim for refund or tax credit certificates and ordering the Commissioner of Internal
Revenue, or CIR, to issue a Tax Credit Certificate or to refund to PLDT Php95 million representing
erroneously collected advance sales tax and compensating tax. PLDT filed a Motion for Execution with
the Second Division of the Court of Tax Appeals which was opposed by the CIR. The Second Division
of Court of Tax Appeals granted the Motion for Execution but the CIR appealed the said decision to the
Court of Tax Appeals En Banc where the case is currently pending.

The case of the claim for refund of erroneously paid withholding tax on separation pay is still
pending with the Supreme Court.

Local Business and Franchise Taxes

PLDT currently faces various local business and franchise tax assessments by different local
government units.

PLDT believes that under Philippine laws then prevailing, it is exempt from payment of local
franchise and business taxes to local government units and it is contesting the assessment of these taxes
in all these cases. For more information, see Note 25 — Provisions and Contingencies to the
accompanying audited consolidated financial statements in Item 7.

Item 4. Submission of Matters to a VVote of Security Holders

There were no matters submitted to a vote of security holders during the fourth quarter of the
fiscal year covered by this annual report.

PART Il - OPERATIONAL AND FINANCIAL INFORMATION

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Market Information
Common Capital Stock and ADSs

The common shares of PLDT are listed and traded on the Philippine Stock Exchange, or PSE,
and, prior to October 19, 1994, were listed and traded on the American Stock Exchange and Pacific
Exchange in the United States. On October 19, 1994, an American Depositary Receipt, or ADR facility
was established, pursuant to which Citibank, N.A., as the Depositary, issued ADRs evidencing
American Depositary Shares, or ADSs, with each ADS representing one PLDT common share with a
par value of Php5 per share. Effective February 10, 2003, PLDT appointed JP Morgan Chase Bank as
successor depositary of PLDT’s ADR Facility. The ADSs are listed on the New York Stock Exchange,
or NYSE, and are traded on the NYSE under the symbol of “PHI”. The ADS were also listed on the
NYSE Arca. However, on December 18, 2006, PLDT issued a notice of its intent to delist the ADSs
from NYSE Arca after determining that doing so would be in the best interest of PLDT and its
stockholders as it would eliminate duplicative and administrative burdens and costs. The actual
delisting from the NYSE Arca became effective last February 12, 2007.

As at February 29, 2008, a total of 7.0 million shares of PLDT's common capital stock were
traded on the Philippine Stock Exchange. During the same year, the volume of trading was 7.7 million
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ADSs on the New York Stock Exchange.

As at December 31, 2007, 10,857 stockholders were Philippine persons and held approximately
35% of PLDT’s common capital stock. In addition, as at December 31, 2007, there was a total of
approximately 42 million ADSs outstanding, substantially all of which PLDT believes were held in the
United States by 372 holders.

High and low sales prices for PLDT’s common shares on the PSE and ADSs on the NYSE for
each of the full quarterly period during 2007 and 2006 and for the first two months of 2008 were as
follows:

Philippine StockExchange New York Stock Exchange
High Low High Low

2008
First Quarter Php3,175.00 Php2,520.00 US$76.72 US$61.49
January 3,175.00 2,520.00 76.72 62.20
February 3,000.00 2,830.00 75.67 70.13
March 2,905.00 2,600.00 71.65 61.49

2007
First Quarter Php2,820.00 Php2,250.00 US$56.62 US$45.25
Second Quarter 2,730.00 2,390.00 58.88 50.05
Third Quarter 2,950.00 2,270.00 65.16 48.00
Fourth Quarter 3,285.00 2,900.00 76.30 64.90
October 3,285.00 2,900.00 72.50 64.90
November 3,105.00 2,925.00 73.39 67.21
December 3,205.00 2,970.00 76.30 69.62

2006
First Quarter Php1,930.00 Php1,675.00 US$38.09 US$32.20
Second Quarter 2,295.00 1,700.00 43.99 32.15
Third Quarter 2,300.00 1,790.00 45.00 34.57
Fourth Quarter 2,610.00 2,150.00 51.90 42.56
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Holders

As at February 29, 2008, there were 12,336 holders of record of PLDT’s common shares.
Listed below were the top 20 common shareholders, including their nationalities, the number of shares
held, the amount of their holdings, and the approximate percentages of their respective shareholdings to
PLDT’s total outstanding common stocks:

Approximate

Number % to Total
of Shares Amount of Outstanding
Name of Holder of Record Nationality Held Holding Common Stock
1. PCD Nominee Corporation Various 57,898,200 | Php289,491,000
Filipino 26,349,198 131,745,990 44.60
2. J. P. Morgan Asset Holdings (Hong Kong) Ltd. Chinese 38,906,071 194,530,355 20.59
3. Metro Pacific Resources, Inc. Filipino 17,112,534 85,562,670 9.06
4. Philippine Telecommunications
Investment Corporation Filipino 13,338,415 66,692,075 7.06
5. NTT Communications Corporation Japanese 12,633,487 63,167,435 6.69
6. NTT DoCoMo, Inc. Japanese 12,633,486 63,167,430 6.69
7. Social Security System Filipino 5,024,789 25,123,945 2.66
8. Great Pacific Life Assurance Corp. Filipino 726,374 3,631,870 0.38
9. Pan Malayan Management & Investment Filipino 553,200 2,766,000 0.29
10. Manuel V. Pangilinan Filipino 218,350 1,091,750 0.12
11. Cede & Co. American 201,523 1,007,615 0.11
12. Albert del Rosario Filipino 125,004 625,020 0.07
13. Edward &/or Anita Tortorici American 96,874 484,370 0.05
14. Cesar C. Zalamea Filipino 69,992 349,960 0.04
15. Enrique T. Yuchengco Inc. Filipino 59,868 299,340 0.03
16. JDC Invest Realty Filipino 47,708 238,540 0.03
17. Carmencita Reyes Filipino 45,406 227,030 0.02
18. Bing Pua Yok Filipino 41,578 207,890 0.02
19. Par Invest & Realty Filipino 38,390 191,950 0.02
20. China Banking Corporation Filipino 37,606 188,030 0.02
186,158,053 Php930,790,265
Dividends

The following table shows the dividends declared to common shareholders for the year ended
December 31, 2007 and subsequent to December 31, 2007:

Date Amount
Earnings Approved Record Payable Per Total

share Declared
(in millions)
2006 August 8, 2006 August 21, 2006 September 21, 2006 Php50 Php9,379
2006 March 6, 2007 March 20, 2007 April 20, 2007 Php50 9,429
2006 August 7, 2007 August 24, 2007 September 24, 2007 Php40 7,548
Php140 Php26,356
2007 August 7, 2007 August 24, 2007 September 24, 2007 Php60 Php11,322
2007 March 4, 2008 March 19, 2008 April 21, 2008 Php68 Php12,834
2007 March 4, 2008 March 19, 2008 April 21, 2008 Php56 Php10,570
Php184 Php34,726

Our current policy is to declare and pay dividends taking into consideration the interests of our
shareholders as well as our working capital, capital expenditures and debt servicing requirements. Also
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taken into consideration are our ability to meet loan covenant requirements and the required prior
written consents of certain creditors and preferred stockholders (for stock dividends), under certain
conditions, in the declaration and payment of dividends as discussed in Note 17 — Equity and Note 18 —
Interest-bearing Financial Liabilities to the accompanying audited consolidated financial statements in
Item 7. The retention of earnings is necessary to meet the funding requirements of our business
expansion and development programs. Unappropriated retained earnings of PLDT include undistributed
earnings representing accumulated equity in the net earnings of our subsidiaries, which are not available
for distribution as dividends until received in the form of dividends from such subsidiaries (see Note 17
— Equity to the accompanying audited consolidated financial statements in Item 7). Dividends are
generally paid in Philippine pesos. In the case of shareholders residing outside the Philippines, PLDT's
transfer agent in Manila, which acts as the dividend-disbursing agent, converts the peso dividends into
U.S. dollars at the prevailing exchange rates, and remits the dollar proceeds abroad, net of applicable
withholding tax.

Item 6. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

The following discussion and analysis of our financial condition and results of operations
should be read in conjunction with our consolidated financial statements and the related notes as at and
for the years ended December 31, 2007, 2006 and 2005 included elsewhere in this Annual Report. This
discussion contains forward-looking statements that reflect our current views with respect to future
events and our future financial performance. These statements involve risks and uncertainties, and our
actual results may differ materially from those anticipated in these forward-looking statements.

Selected Financial Data and Key Performance Indicators

Consolidated Financial Data

Years Ended December 31,

2007 2006 2005

(in millions, except ratio of earnings to fixed charges)
Statement of Income Data:

TOtal FEVENUES ... Php146,102 Php137,304 Php132,527
WWITEIESS ..o 93,359 84,465 83,340
FiXed 1IN ..o 51,783 55,056 52,306
Information and communications technology ................... 10,799 6,925 3,423

EXPENSES ..ottt 92,845 95,073 93,870

Net income attributable to equity holders ............cccocerenenn. 36,004 35,138 34,135

NELINCOME ... 35,978 35,341 34,502

Net iNCOME MAIgIN ........coviiiirieiiee e 25% 26% 26%

Balance Sheet Data:

Cash and cash equivalents and short-term investments.......... 30,862 25,197 32,809

TOtAl BSSELS .ot 240,158 242,118 250,441

Interest-bearing financial liabilities — net of current portion... 53,387 65,244 97,178
Long-term debt — Net........ccooeiiiiiiee e 53,372 63,769 84,860

TOtal BQUILY eoveeeieeeee s 112,511 104,067 73,891

Other Data:

Net cash provided by operating activities ...........cccocevernenene. 77,418 69,211 76,721
Capital exXpenditures ........ccocooeeeieiinieie e 24,824 20,674 14,990

Net cash used in investing activities ...........cccooeiriinncnnnnns 31,319 35,790 11,694

Net cash used in financing activities ..........ccccoceeveivvivierennn. 44,819 45,900 61,302

@ 2006 and 2005 have been restated to reflect the change in revenue recognition policy for installation fees.
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Overview

We are the largest and most diversified telecommunications company in the Philippines. We
have organized our business into three main segments:

Wireless — wireless telecommunications services provided through our cellular service
providers namely, Smart and Piltel, SBI, our wireless broadband provider; Wolfpac, our
wireless content operator; and Mabuhay Satellite and ACeS Philippines, our satellite and
other services operators;

Fixed Line — fixed line telecommunications services are primarily provided through
PLDT. We also provide fixed line services through PLDT’s subsidiaries ClarkTel,
SubicTel, Maratel, Piltel, PLDT Global and BCC, which together account for
approximately 3% of our consolidated fixed line subscribers; and

Information and Communications Technology — information and communications
infrastructure and services for internet applications, IP-based solutions and multimedia
content delivery provided by ePLDT; customer interaction services provided under the
umbrella brand name ePLDT Ventus, including Ventus, Parlance, and Vocativ;
knowledge processing solutions services provided by the SPi Group (consolidated on July
11, 2006); and internet and online gaming services provided by ePLDT’s subsidiaries
Infocom, Digital Paradise, Digital Paradise Thailand, netGames, Airborne Access, Level
Up!l.

Change in Accounting Policy

Voluntary Change in Revenue Recognition Policy for Installation Fees

In 2007, we changed our revenue recognition policy for fixed line installation fees and have
elected to defer and amortize our installation fees and its corresponding costs over the expected average
periods of the customer relationship of our fixed line subscribers. Prior to 2007, we recognized
installation fees and its corresponding cost outright. The change in revenue recognition policy was
made to better reflect the expected utility of installation fees over the term of customer relationship. We
accounted for the change in accounting policy retroactively and accordingly restated our comparative
financial statements to conform with the said change.
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Results of Operations

The table below shows the contribution by each of our business segments to our total revenues,
expenses and net income (loss) attributable to equity holders for the years ended December 31, 2007,
2006 and 2005. Most of our revenues are derived from our operations within the Philippines. Our
revenues derived from outside the Philippines consist primarily of revenues from incoming international

calls to the Philippines.

For the year ended December 31, 2007
Total revenues
Service
Non-service
Foreign exchange gains (losses)
Interest income
Other income
Expenses
Income (loss) before income tax
Net income (loss)

Net income attributable to equity holders
of PLDT

For the year ended December 31, 2006
Total Revenues
Service
Non-service
Foreign exchange gains (losses)
Interest income
Other income
Expenses
Income (loss) before income tax
Net income (loss)

Net income (loss) attributable to equity
holders of PLDT

For the year ended December 31, 2005
Total Revenues
Service
Non-service
Foreign exchange gains (losses)
Interest income

Equity share in net income of
associates

Other income
Expenses
Income before income tax
Net income

Net income attributable to equity holders
of PLDT

Inter-segment

Wireless Fixed Line ICT Transactions Total
(in millions)

Php93,359 Php51,783 Php10,799 (Php9,839) Php146,102
86,497 48,551 1