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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 20.23%-owned associate of ACeS
Philippines;

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

ARPU means average monthly revenue per user;

BCC means Bonifacio Communications Corporation, our 75%-owned subsidiary;
Clark Telecom 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;

DoCoMo means NTT DoCoMo, Inc.;

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

First Pacific means First Pacific Company Limited;

PFRS means Philippine Financial Reporting Standards;

GSM means global system for mobile communications;

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., (formerly Maranao Telephone Company, 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 Company of Japan;

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

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;

Smart Broadband means Smart Broadband, Inc., (formerly Meridian Telekoms, Inc.) our
wireless broadband provider and a 100%-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,;

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

Telesat means Telesat, Inc., our 94.4%-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;
VSAT means very small aperture terminal; and

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



PART | — 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 26 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 provider in the Philippines with approximately 63% of the total
reported fixed line subscribers nationwide as of December 31, 2006. Smart, our wholly-owned
subsidiary, is the leading cellular service provider in the country, with approximately 41% of total
reported cellular subscribers as of December 31, 2006. Piltel, Smart’s 92.1%-owned subsidiary, had
approximately 17% of total reported cellular subscribers as of December 31, 2006. We have interests in
the information and communications technology sectors, including the operation of Vitro™ data center,
call center and business process outsourcing, or BPO, businesses.

Our common shares are listed on the Philippine Stock Exchange and our American Depositary
Shares, or ADSs, are listed on the New York Stock Exchange. We had a market capitalization of
approximately Php476,151 million as of March 31, 2007, representing one of the largest market
capitalizations among Philippine-listed companies. For the year ended December 31, 2006, we had
consolidated revenues and other income of Php133,641 million and net income attributable to equity
holders of Php35,116 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, VSAT and other services through our
wireless business segment. Revenues from our wireless services accounted for 58% of our consolidated
revenues and other income for the year ended December 31, 2006.

Our cellular service, which accounted for about 93% of our wireless service revenues for the
year ended December 31, 2006, is provided through Smart and its subsidiary, Piltel. Smart is the
leading cellular service provider in the Philippines, with 17,201,005 subscribers as of December 31,
2006, representing a market share of approximately 41%. Piltel, a reseller of Smart's GSM network
with its own branding, had 6,974,379 subscribers as of December 31, 2006, representing an estimated
market share of 17%. In 2006, the combined number of Smart's and Piltel's subscribers increased by
3,766,763, or 18%, to 24,175,384 representing the largest increase in the number of cellular subscribers
in absolute terms in that period among Philippine cellular providers. Cellular penetration in the
Philippines continues to exceed expectations, reaching approximately 48% as of December 31, 2006,
which was nearly 13 times the country's fixed line penetration, although the existence of subscribers
owning multiple SIMs has likely overstated this penetration rate to a certain extent.

Almost 99% of Smart's and all of Piltel’s cellular subscribers were prepaid as of December 31,
2006.



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 2006, generating revenues of Php34,403
million, an increase of Php3,594 million, or 12%, over 2005.

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. With 6,099 GSM base stations
as of the end of December 2006, Smart’s cellular network covers over 99% of all towns and
municipalities in the Philippines, accounting for approximately 99% of the population.

Fixed Line

We are the leading fixed line operator in the Philippines and the largest company providing
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 1,776,647 fixed line subscribers as of December 31, 2006. Revenues
from our fixed line services accounted for 37% of our consolidated revenues and other income for the
year ended December 31, 2006.

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.

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 Vitro™, call center business,
BPO, and Internet and gaming business. Revenues from our ICT services accounted for 5% of our
consolidated revenues and other income in 2006.

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 General Telephone and Electronics Corporation
(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, through its Philippine and other affiliates, 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 15%
economic and voting interest in the issued common capital stock of PLDT. On January 31, 2006, NTT
DoCoMo agreed to acquire from NTT Communications about 7% of PLDT’s outstanding common
shares; NTT Communications retained ownership of PLDT common shares with a similar 7% equity
holding. On February 28, 2007, First Pacific 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% issued common share capital of PLDT, thereby
raising First Pacific’s interest in PLDT to approximately 29%. 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.

Since the implementation of its Subscriber Investment Plan, or SIP, in 1973 pursuant to
Presidential Decree No. 217, which required telephone subscribers to purchase shares of PLDT's
preferred stock, PLDT has developed a broad base of public ownership with 2,189,374 common and
preferred stockholders of record as of December 31, 2006. As approved by the NTC, the SIP was made
optional beginning in 2003 from being compulsory in earlier years. Approximately 2,172,964 of these
stockholders are Philippine persons representing approximately 86% of PLDT's outstanding common
and preferred shares. For purposes of the percentages described in this paragraph, all the ADSs, each
representing one PLDT common share and evidenced by American Depositary Receipts, or ADRs, are
considered to held of record in the United States. See Item 5. “Market for Registrant’s Common Equity
and Related Stockholder Matters — Market Information” for a discussion regarding the ADSs.

Strategy
The key elements of our business strategy are:

e 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 are currently upgrading our fixed line facilities to a
Next Generation Network, or NGN, and have rolled out a 3G network based on a wireless-
code division multiple access, or W-CDMA, technology as well as expanding our DSL and
wireless broadband facilities. Our operating target is to continue growth in profitability by



increasing our revenues while controlling our costs.

o 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 between voice and data, and fixed line
and wireless and ICT. We are also lowering our costs by integrating the operations of our
different businesses.

e Strengthen our leading position in the data market. Leveraging on the inherent strength of
our fixed line business, we are committed to further develop, enhance and lead our fastest
growing business segment — 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.

e Strengthen our financial position. We are working to increase our cash flows available for
debt reduction and dividends by containing our operating costs and generating cash returns
from our investments in subsidiaries. Since December 2002, Smart has been regularly
paying dividends to PLDT to supplement PLDT’s cash flows available for debt reduction.
The cash flows generated by our businesses have increased significantly in recent years
which have allowed us to substantially reduce our debts levels and also restore the payment
of dividends to our shareholders. In 2006, our debt was down to US$1.76 billion and paid
common dividends aggregating Php14,407 million. We expect that a greater proportion of
our free cash flow in succeeding years will be utilized for the payment of common
dividends while continuing to service our maturing debt obligations.

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 (then known as “Wolfpac Communications, Inc.”) 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
Smart Broadband, 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; PLDT no longer
owned any shares on Piltel's common stock.

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 11 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.

Telesat

Telesat, incorporated on June 21, 1991, operates a nationwide communications satellite network
using VSAT technology. Telesat offers voice, facsimile and data transmission services throughout the
Philippines, including areas that are underserved or unserved by local fixed line operators.

Using VSAT technology, Telesat provides point-to-multipoint data transmission services,
usually for intercompany communication of corporate customers; private point-to-point services; and
connectivity for the cell sites of our wireless network in outlying locations. Telesat leases transponder
capacity on Agila Il to provide VSAT services.

ACeS Philippines

ACeS Philippines, incorporated on October 24, 1995, owns approximately 20.23% 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 Air Time Purchase Agreement, or ATPA,
with National Service Providers in Asia, including PLDT. For further discussion regarding the ATPA,
please see “— Contractual Obligations and Commercial Commitments — Unconditional Purchase
Obligations” and Note 20 — 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’
operations has been integrated into Smart. This operational integration 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

Clark Telecom

Clark Telecom was incorporated on January 28, 1997, as Clark Telecommunications Company,
Inc. It was renamed PLDT Clark Telecom, Inc. pursuant to its amended Avrticles of Incorporation,
effective December 29, 1999. Clark Telecom 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 Clark Telecom to PLDT, thus, making Clark Telecom a wholly-
owned subsidiary of PLDT. Clark Telecom 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.

Subic Telecom

In June 1994, PLDT entered into a joint venture agreement with AT&T and the Subic Bay
Metropolitan Authority, or SBMA, to form Subic Telecom. In November 1999, PLDT acquired
SBMA'’s 20% ownership interest in Subic Telecom for a purchase price of Php180 million, increasing
PLDT’s stake in Subic Telecom from 40% to 60%. On February 16, 2001, PLDT also acquired
AT&T's 40% stake in Subic Telecom for a consideration of US$8 million. Consequently, Subic
Telecom became a wholly-owned subsidiary of PLDT. Subic Telecom, 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 cities worldwide. The following are wholly-owned
subsidiaries of PLDT Global:

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

e PLDT (HK) Limited is a Fixed Telecommunications Network Services and Public Non-
Exclusive Telecommunications Service license holder that offers mobile services,
international prepaid calling cards and enterprise solutions;

e PLDT 1528 Limited is the retail arm of PLDT (HK) Limited for its prepaid international
direct dialing, or IDD, cards;

e PLDT (SG) Pte Limited is a licensed service-based operator that provides retail voice
services through international prepaid calling cards;

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

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

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

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 recently engaged in the BPO service by acquiring 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.

ePLDT 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.

We are focused on developing our call center business 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 call center 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 5,600 seats with 5,130 customer service
representatives, or CSRs, as at December 31, 2006 compared to approximately 3,350 seats with 3,625
CSRs as at December 31, 2005. In 2006, ePLDT Ventus launched two new sites bringing our total call
center site count to seven as at December 31, 2006.

ePLDT also currently holds equity interests in the following entities:

e a99.6% 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;

e a75% interest in Digital Paradise, an Internet café business with the brand Netopia;

e 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;

e a60% interest in Level Up!, a leading publisher of online games in the Philippines with
approximately 80% of the online gaming market. Level Up! was acquired on May 1, 2006;

o a51% interest in Digital Paradise Thailand, an affiliate of Digital Paradise, offering similar
products and services with four branches in Bangkok, Thailand;

e ab51% interest in Airborne Access, the country’s leading operator of WiFi hotspots, which
provides wireless Internet access in hotspots equipped with WiFi access points; and

e a50% 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;

e 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;



o 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;

e a25.5% 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;

o a22.5% interest in Stradcom International Holdings, the parent company of Stradcom
Corporation which has an existing concession agreement with the Philippine government
for the modernization of the Philippine Land Transportation Office, including the
computerization of driver’s license issuance, vehicle registration and traffic adjudication
systems; and

e a19.17% 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, VSAT and other services through our
wireless business segment.

Cellular Service
Overview

Our cellular business is provided through Smart and Piltel to over 24 million subscribers, almost
99% of whom are prepaid subscribers. Smart markets nationwide cellular communications services
under the following brand names: for the prepaid market, Smart Buddy, Talk ‘N Text (through its
subsidiary Piltel), addict mobile prepaid, or amp and Smart Kid prepaid and for the postpaid, or billed,
market, Smart Gold, addict mobile and Smart Infinity. Each brand serves a specific segment of the
market and the offerings are differentiated on the basis of handset offerings, content and VAS, etc.

The services and products provided by Smart include wireless voice communications, wireless
data communications (primarily text messaging) and a variety of other VAS, which include (a) Mobile
Banking (banking services delivered over the mobile phone); (b) Smart zed™; (c) Smart Money;

(d) international roaming, as well as other VAS developed on its own platform.



The following table summarizes key measures of Smart's and Piltel’s cellular business as of and
for the years ended December 31, 2006, 2005 and 2004

Years Ended December 31,

2006 2005 2004

Systemwide cellular subscriber base 24,175,384 20,408,621 19,208,232
Smart 17,201,005 15,424,196 14,595,782
Prepaid 16,882,442 15,144,118 14,321,288
Postpaid 318,563 280,078 274,494
Piltel® 6,974,379 4,984,425 4,612,450
Growth rate of cellular subscribers 18% 6% 48%
Smart 12% 6% 45%
Piltel® 40% 8% 61%
Cellular service revenues (in millions) Php75,605 Php72,409 Php66,782
Voice 35,221 35,444 33,412

Data 38,672 35,063 31,828
Others® 1,712 1,902 1,542
Percentage of cellular service to wireless revenues 93% 92% 97%

(1) 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.

(2) 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 and its service brands are strong and widely recognized brand names in
the Philippines. Smart’s approach has been to methodically segment the market and tailor services and
content appropriate to each particular niche. The best example of Smart’s successful market
segmentation strategy is Talk ‘N Text, the brand carried by Smart’s subsidiary, Piltel. Talk ‘N Text is
aimed at the lower-income markets with the objective of serving as a flanker brand against the
competition. Capitalizing on the Filipino’s love for pop culture, Talk ‘N Text extensively uses local
celebrities as its endorsers and the vernacular in its advertising and promotional campaigns. With
approximately seven million subscribers, Talk ‘N Text has the third-largest GSM subscriber base in the
Philippines.

On the postpaid side, we have Smart Gold which serves the broad postpaid market and Smart
Infinity, a premium postpaid plan targeting affluent individuals 35 years and above who are highly
mobile locally and internationally. Smart Infinity offers a round-the-clock dedicated personal concierge
service, international assistance services, premium handset packages and exclusive lifestyle content.

Voice Services. Cellular voice services comprise local (including Smart and Piltel-to-fixed lines
and Smart and Piltel-to-other mobile operators), national long distance and international long distance
calls. Voice remains a major contributor to revenues, generating a total of Php35,221 million, or 47%,
and Php35,444 million, or 49%, of cellular service revenues in 2006 and 2005, respectively. Local calls
continue to dominate outbound traffic with 67% of all outbound minutes originating from this service.
In 2006, traffic volumes from local calls totaled 3,362 million minutes compared to 3,658 million
minutes in 2005. National long distance traffic volumes for 2006 stood at 73 million minutes compared
to 80 million minutes in 2005. Outbound international long distance decreased to 2% from 4% in 2005
of total outbound traffic with 165 million minutes and 169 million minutes generated in 2006 and 2005,
respectively. The ratio of inbound-to-outbound international long distance minutes was 12.5:1 for 2006,
compared to 9.2:1 in 2005.

Text Messaging Service and Other Value-added Services. The Philippines cellular market is
one of the most text messaging-intensive markets in the world, totaling approximately 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
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network efficiency.

Smart continues to offer products and services that provide value to its subscribers. In March
2005, Smart launched a series of promotions, under the brand Smart 258 Unlimited Call and Text, to test
the market demand for fixed rate or “bucket” plans for voice and text. Under these promotions, Smart
and Talk ‘N Text prepaid subscribers had the option, for the duration of the promotion, to register for
unlimited on-network voice calls or unlimited on-network text messaging service.

For 2006, Smart has focused on segmenting its market by offering sector-specific, value-driven
packages such as All Text — a new variety of top-up service providing a fixed number of messages with
prescribed validity periods. Current offerings include All Text 10 Bonus, with a suggested retail price of
Php12, which includes 15 messages without expiration and All Text 20, which includes 100 on-network
messages for Php20, with a validity period of one day. All Text also has a voice counterpart in All Talk
20 which is a call package allowing three calls of up to three minutes each for local on-network calls,
valid for one day. Other voice offerings include: (a) the Flat Rate Call promotion, which allows a
subscriber to make an on-network call of up to three minutes for Php10 or extend the call to five
minutes for Php15; and (b) Tipid Talk, a call package which allows a subscriber to make four calls of up
to 30 seconds each for local on-network calls, valid for one day for Php10 and another variant allowing
four calls of up to 15 seconds each for local on-network calls, valid for one day for Php5.50. All Text
20, All Text 10 Bonus, All Talk 20 and Tipid Talk are now permanent offerings

Strong volume growth in text messaging contributed significantly to Smart's cellular revenue
growth in 2006, generating revenues of Php75,605 million, an increase of Php3,196 million, or 4%,
over 2005. During 2006, Smart and Piltel's text messaging systems handled over 32,052 million
outbound messages on standard SMS services with another 203,669 million messages generated by the
bucket-priced text services. This compares to 40,781 million outbound messages on standard SMS
services in 2005 and 52,373 million outbound messages generated through bucket-priced text service.
Unlimited SMS services were only made available in March 2005.

The success of text messaging is a strong indicator of future data potential in this market. In
2006, approximately 51% of Smart’s cellular revenues were derived from data usage, compared to 48%
in 2005.

Smart recognized early on the importance of diversified and innovative products and services as
a competitive advantage in gaining and retaining market share as well as improving profitability. Smart
has diversified its wireless data revenues beyond text messaging and is well ahead of other players in
the market in terms of enhanced data services. Its catalog of innovations include the award-winning
Smart Money (a mobile cash card) and Smart Load (an over-the-air electronic loading facility), both of
which were honored by the World GSM Congress in 2001 and 2004, respectively, as “Most Innovative
Service for Consumers.” Smart Load has revolutionized the mobile industry with its adaptation of the
“sachet” concept in consumer goods to air time reloads. The concept has since been emulated by other
Asian operators and is regionally referred to as “micro prepaid reloads”. Smart subsequently introduced
Pasa Load, a derivative service of Smart Load, which allows for air time load transfers between
subscribers. 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
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remittance arrangements. It was launched initially as an international remittance service
for overseas Filipino workers but is now available for domestic remittances as well.

We also offer value-added services such as voice mail, information-on-demand, which is a
service that allows subscribers to order information from our content providers whenever desired,
TextMail, which is a service that allows subscribers to send and receive text messages through their
personal computers and location-based services, and Voice Text, where subscribers can record a voice
message of up to 30 seconds and send by text. In addition, Smart has a number of interactive activities,
such as text games and chat services, developed on its own platforms.

On April 1, 2006, Smart rolled-out Smart Click, a chain of mobile Internet cafés. Smart Click
Internet cafés are housed in air-conditioned 40-foot container vans designed to provide remote
communities with high-speed, wireless Internet access nationwide. Smart Click has established 19
mobile Internet cafés as at December 31, 2006.

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 Enhanced Data for GSM
Evolution, or EDGE. EDGE is a technology that would further increase the speed and data capability of
our GSM network. In addition, 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.

Smart expanded its roster of services with the commercial launch of its 3G services in May
2006. These services include video calling, video streaming, high speed Internet browsing and special
3G content downloads, offered at rates similar to those of 2G services, thus making Smart the first
mobile operator in the Philippines to offer 3G services to the public.

Rates and Discounts

Smart Buddy and Talk ‘N Text prepaid cards are sold in denominations of Php300, Php500 and
Php1,000, which include 33, 83 and 250 free text messages, respectively. The stored value of a prepaid
card remains valid for a period of two months from the time a subscriber activates the card. The
introduction of our “over-the-air” electronic loading facility Smart Load in 2003 made reloading of air
time credits more convenient for, and accessible to, consumers. Smart Load’s over-the-air reloads have
evolved to respond to market needs and now come in the following denominations and corresponding
expiration periods:

Denomination Load Expiry Equivalent Values
Php10 1 day 15 text messages
Php20 1 day 100 text messages
Php30 3 days 30 text messages or 3 local call minutes
Php60 6 days 60 text messages or 6 local call minutes
Php115 12 days 115 text messages or 13 local call minutes
Php200 30 days 200 text messages plus 30 free text messages or 25 local call minutes
Php300 60 days 300 text messages plus 33 free text messages or 40 local call minutes

Smart Load was followed by Pasa Load, a derivative service allowing prepaid subscribers to
transfer even smaller denominations to other prepaid subscribers. Pasa Load comes in denominations
of Php2, Php5, Php10 and Php15, all carrying a one-day load expiry. In December 2006, new
denominations of Php20, Php30 and Php60 were introduced for Pasa Load. Smart Buddy subscribers
who reload other Smart Buddy or Talk ‘N Text subscribers via Pasa Load are charged Php1.00.
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Smart Buddy subscribers are charged Php6.50 per minute for calls to Smart Buddy and Talk ‘N
Text subscribers and Php7.50 per minute terminating to other cellular or fixed line networks. Talk ‘N
Text calls to Talk N Text subscribers are charged Php5.50 per minute while calls to Smart Buddy and
other cellular and fixed line subscribers are charged Php6.50 per minute.

Smart Infinity offers both regular and consumable plans with monthly service fees of Php5,000
and Php8,000 (known as Plan 5000 and Plan 8000, respectively). For regular plans, both plans have the
same free text allocation and call and SMS rates but Plan 8000 has a higher free airtime by 393 minutes.
Monthly service fees apply for voice calls and local text messages. For consumable plans, free SMS
allocation and rates for call and SMS are the same for both these plans. Monthly service fees are
applicable to all voice calls, text messages (both local and international), VAS and roaming.

Smart Gold has the following flat rate and consumable plans:

Flat Rate (regular plans) plans are available with monthly service fees ranging from Php500
to Php8,000 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 these plans are applicable only to local calls and text messages. All other
services are billed on top of the monthly service fee. Under these plans, rates for calls to
other mobile operators, landlines and NDD calls are Php1.53 higher than calls within the
Smart network except for Plan 3500 which is Php1.02 higher; and

Consumable plans are available with monthly service fees ranging from Php800 to
Php8,000 with different amounts of free text messages and different rates beyond the free
minutes and text messages. Subscribers to these plans may apply their monthly service fees
to all voice calls, text messages (both local and international) and value-added services.
Rates for calls to other mobile operators, landlines and NDD calls under these consumable
plans are higher by Php0.51 to Php1.02 compared to calls within the Smart network.

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.

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 likewise has in place various promaotions to stimulate international usage. In June 2006,
Smart IDD Libre Text Broad was launched wherein subscribers earned one free international text 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 allowable messages,
enable subscribers to send international text to pre-registered recipients of the subscriber’s choice on
supported overseas carriers.

Charges for point-to-point text messages beyond the allotted free text messages are as follows:

for Smart Buddy subscribers, Php1.00 per message; and
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for Smart Gold and Smart Infinity subscribers, Php0.51 or Php1.02 per message,
depending on air time plan.

Unless otherwise indicated, Smart Buddy, Smart Gold and Smart Infinity subscribers pay the
same charges for SMS-based value-added services, as follows:

Php15.00 per message for international text for Smart Buddy subscribers and Php10.00
per message for international text for Smart Gold plans and Smart Infinity subscribers;

Php2.50 per message for e-text and information-on-demand services, such as news, stock
and entertainment updates;

Php15.00 for downloading ringtones and logos;

Php2.50 per Mobile Banking and Smart Money transaction, such as balance inquiry and
fund transfer;

Php10.00 per subscription download of logos, ringtones;

Php5.00 per logo or ringtone for addict mobile.

For multimedia messaging service, or MMS, and wireless application protocol, or WAP,
services, the charges are as follows:

Php1.00 per MMS for MMS among all Smart subscribers and Php2.00 per MMS for
Smart-to-other networks;

Php15.00 per download of pictures, greeting cards, polyphonic ringtones;

Php5.00 per MMS for e-text and information-on-demand services (such as news, stock
and entertainment updates);

Php2.50, Php5.00 and Php15.00 for downloading via Smart WAP portal if info-based; if
personalization-based, (logo or ringtones), Php15.00 per download); and

Php10 per 30 minutes when surfing outside the Smart WAP portal.

For voice mail retrieval, all Smart subscribers are charged Php6.50 per minute.

In May 2006, Smart began charging the following for its 3G services:

Php10.00 for every 30 minutes of Internet/WAP browsing;

Php15.00 access/transport charge for every 30 minutes of video/audio streaming;
Php20.00 per day for live TV streaming;

Php5.00 per audio clip streaming/video clip streaming;

Php5.00 per daily subscription of video clip streaming;

Php30.00 per weekly subscription of video clip streaming;

Php50.00 per full music track download;

Php30.00 per video ringtone;

Php20.00 per regular clip download;
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. Php30.00 per premium clip download,;
° Php30.00 per regular game download; and

. Php50.00 per premium game download.
All other services have the same fees as corresponding 2G services.

Piltel’s Talk ’N Text prepaid cards are sold in the same denominations as Smart Buddy prepaid
cards. Talk ‘N Text offers a flat rate of Php5.50 per minute for domestic calls and voice mail retrieval
and offer US$0.40 per minute for international dialing calls to all destinations. Talk ‘N Text subscribers
are charged Php1.00 for a regular text message in excess of free text allocations while for value-added
services, such as logo and ringtone downloads, are charged within a range of Php2.50 to Php15.00 per
message. Text games range from Php30.00 to Php50.00 per game download.

Smart continues to offer products and services that provide value to its subscribers. For 2006,
Smart has focused on segmenting its market by offering sector-specific, value-driven packages such as
All Text — a new variety of top-up providing a fixed number of messages with prescribed validity
periods. Current offerings include All Text 10 Bonus, with a suggested retail price of Php12, which
includes 15 messages without expiration and All Text 20, which includes 100 on-network messages for
Php20, with a validity period of one day. All Text also has a voice counterpart in All Talk 20 which is a
call package allowing three calls of up to three minutes each for local on-network calls, valid for one
day. Other voice offerings include: (a) the Flat Rate Call promotion, which allows a subscriber to make
an on-network call of up to three minutes for Php10 or extend the call to five minutes for Php15; and (b)
Tipid Talk, a call package which allows a subscriber to make four calls of up to 30 seconds each for
local on-network calls, valid for one day for Php10 and another variant allowing four calls of up to 15
seconds each for local on-network calls, valid for one day for Php5.50. All Text 20, All Text 10 Bonus,
All Talk 20 and Tipid Talk are now permanent offerings, while the Flat Rate Call promotion is valid
until March 3, 2007. On January 18, 2007, Smart introduced LAHATXt, a top-up service which offers a
bundle of text messages available to all networks. LAHATxt 35 is available to all Smart prepaid
subscribers and provides for 100 text messages to all networks for Php35 with a one day validity period.
On the other hand, Talk ‘N Text subscribers have LAHATxt 20 which allows a subscriber to make 50
text messages to all networks for Php20, also valid for one day.

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 product 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 which 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 over 800,000 retail agents, 80% of which are micro businesses (e.g., neighborhood stores,
entrepreneurs, individual roving agents). These micro-retailers must be affiliated with any of Smart’s
authorized dealers, distributors, sub-dealers and agents. With the prepaid reloading distribution network
now extended to corner store and individual retailer levels and minimum reloading denominations as
low as Phpl0, 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 for Php800 in cash per prepaid phone Kit
sold. An additional 1% discount based on the suggested retail price is given on cash purchases. Air
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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, VSAT and Other Services
Overview

We currently provide wireless broadband, satellite, VSAT and other services through Mabuhay
Satellite and Telesat, ACeS Philippines, our satellite phone service provider, Smart Broadband, our
wireless broadband provider and Wolfpac, our wireless content operator.

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 1l, 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 2006, Mabuhay Satellite
generated revenues and other income of Php1,157 million and posted a net loss of Php108 million.

Telesat

Telesat operates a nationwide communications satellite network using VSAT technology.
Telesat offers voice, facsimile and data transmission services throughout the Philippines, including areas
that are underserved or unserved by local fixed line operators. In 2006, Telesat generated revenues and
other income of Php9 million and posted a net loss of Php51 million.

Using VSAT technology, we also provide the following services:

. point-to-multipoint data transmission services, usually for intercompany communication
for corporate customers;

o private point-to-point services; and

. connectivity for the cell sites of our wireless network in outlying locations.

We lease transponder capacity on Agila 11 satellite to provide VSAT services.
ACeS Philippines

ACeS Philippines owns approximately 20.23% of AIL. ACeS Philippines generated revenues
and other income of Php434 million and posted a net income of Php159 million in 2006. 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. AIL 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 “—
Contractual Obligations and Commercial Commitments — Unconditional Purchase Obligation” and
Note 20 — Related Party Transactions to the accompanying audited consolidated financial statements in
Item 7.
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Smart Broadband

Smart Broadband is engaged in providing wireless broadband and data services to residential
consumers as well as small and medium-scale enterprises in the Philippines. As of December 31, 2006,
Smart Broadband had 121,867 wireless broadband subscribers, of which 120,659 residential subscribers
are under the brand name Smart Bro. 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.

Smart Bro offers two packages for its wireless broadband service:
e Smart Bro Plan 999 — for Internet speed of up to 384 kbps; and

o Smart Bro Computer Station Plan 999 — geared towards entrepreneurs and includes a
monthly subscription, hardware and software, and merchandising materials.

Wolfpac

Wolfpac is primarily engaged in the business of consumer mobile applications software
development and consumer mobile content development and other allied services. Wolfpac is one of
the leading content providers and the only Philippine content provider to have been nominated twice at
the annual GSM Congress for successes in application developments. Wolfpac generated revenues of
Php7 million and posted a net loss of Php119 million in 2006. It aims to provide Smart to have a direct
link to the content development community, a key differentiator in wireless communication service.
The company has various agreements with third parties for musical compositions, original sound
recordings, original movies, caller ringtune and other services.

We also offer PLDT WeRoam, a wireless broadband service offering running on Smart's
nationwide wireless network (using GPRS, EDGE and WIFi technologies) and PLDT's extensive IP
infrastructure. PLDT WeRoam provides workers and remote offices, of large, medium and small
businesses, with continuous wireless data connectivity, wherever the users may be, to their corporate
headquarters’ Intranet and/or the global Internet. In addition, we expanded the PLDT Innovation
Laboratory, or PLDT Innolab, in Manila in partnership with the leading technology companies in the
country. With the expanded PLDT Innolab, more clients as well as people from the academe and
government can now be accommodated and can experience more live industry solutions.

In February 2006, WeRoam introduced a prepaid option and bundled laptops on easy payment
schemes in alliances with PC vendors across the country. WeRoam also made higher speed wireless
broadband available to the market with the launch of WeRoam 3G/HSDPA service in July 2006.

Revenue

Our wireless broadband, satellite, VSAT and other service revenues consist of:

lease payments from the rental of Mabuhay Satellite's C-band and Ku-band transponders,
. revenues generated from Telesat's nationwide satellite network;

° revenues generated from ACeS Philippines’ satellite phone service;

o revenues generated from Smart Broadband’s wireless broadband and data services; and

° revenues generated from Wolfpac for wireless data content.

Rates

17



Mabuhay Satellite leases its transponders to third parties at annual rates of approximately
US$0.9 million and approximately US$0.7 million for its C-band and Ku-band transponders,
respectively. Telesat provides its VSAT services on a cost plus mark-up basis. ACeS 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 a peak-hour rate of Php13.00 per minute and off-peak
hour rate of Php8.00 per minute for domestic calls regardless of destination. For ACeS 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, ranging from US$0.35 per minute for frequently called countries to US$0.85 per minute for
less frequently called countries.

Smart Broadband 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 Php988 per month. Monthly
service fees for corporate data services range from Php2,200 to Php48,000 depending on the connection
speed requirements.

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 Php45.00.

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.

Local Exchange Service
Overview

Our local exchange service, which consists of our basic voice telephony business, is provided
primarily through PLDT.

The following table summarizes key measures of our local exchange service segment as of and
for the years ended December 31, 2006, 2005 and 2004:

Years Ended December 31,

2006 2005 2004
Number of local exchange line subscribers (at year-end) 1,776,647 1,842,507 1,834,306
Number of fixed line employees (at year-end) 8,711 9,197 9,692
Number of local exchange line subscribers per employee 204 200 189
Total local exchange revenues (in millions) Php16,923  Php18,519  Php20,799
Local exchange revenues as a percentage of total
revenues and other income 13% 15% 16%

We also provide local exchange services through our subsidiaries Clark Telecom, Subic
Telecom, Maratel and Piltel. Together, these subsidiaries account for approximately 4% of our
consolidated fixed line subscribers.

We regularly adjust our rates and introduce new products and services in an effort to increase
our number of subscribers, improve our churn management efforts and minimize our credit risk
exposure. Since 1999, we have launched a prepaid fixed line service, introduced additional value-added
services, introduced initiatives aimed at increasing subscription in areas where we have excess capacity
and reduced our installation fees, as described below in the "— Rates" section.
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Initially intended as an alternative affordable telephone service for consumers under difficult
economic conditions, our prepaid fixed line services now form an important part of PLDT’s overall
churn and credit risk exposure management and subscriber retention strategy.

Rates

As of December 31, 2006, basic monthly charges for our local exchange service in the
Metropolitan Manila area were Php594.17 for a single-party residential line and Php1,237.27 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 Php1,999 for residential customers and Php3,500 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. Other than basic
monthly charges, we do not charge our postpaid subscribers for local calls.

In May 2006, PLDT launched Pwede! Card, a convergent product made possible by our NGN
capability. Pwede! Card is the first reloadable PIN-based prepaid card that provides access to a range of
voice and Internet services at affordable rates. Pwede! Card is applicable to a host of fixed line and
wireless services including local, domestic and international long distance calls, text messaging,
payphones and prepaid Internet service. In July 2006, PLDT launched TelePwede, a new brand of our
prepaid fixed line service. TelePwede subscribers are charged Php2 per local call (for an unlimited
duration) and Php5 per hour for Internet connection. TelePwede subscribers can reload for as low as
Php145 per month, which is inclusive of a Php30 load balance that can be used for outgoing calls and a
Php115 access charge for incoming calls.

Our prepaid fixed line customers do not pay a basic monthly charge and are charged based on
usage. The international and national long distance rates we charge to our prepaid fixed line customers
are similar to the rates we charge our postpaid customers. Prepaid fixed line customers are charged
based on usage at a rate of Php1.00 per minute for local calls. For a description of these rates, see
"— International Long Distance Service — Rates" and "— National Long Distance Service — Rates."
Prepaid phone Kits, each containing Php500 worth of pre-stored call credits, are sold for Php1,900 per
unit.

International Long Distance Service
Overview

Our international long distance service consists of 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, voice over Internet
protocol, or VOIP, systems and the network of a consortium of dominant carriers in Asia, where PLDT
is a member.
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The following table shows certain information about our international long distance business for
the years ended December 31, 2006, 2005 and 2004:

Years Ended December 31,

2006 2005 2004

Total call volumes (million minutes) 2,177 2,266 2,373
Inbound call volumes (million minutes) 1,984 2,117 2,216
Outbound call volumes (million minutes) 193 149 157
Inbound-outbound call ratio 10.3:1 14.2:1 14.1:1
Total international long distance revenues (in millions) Php9,933 Php12,245 Php12,803
International long distance revenues as a percentage of total

revenues and other income 7% 9% 10%

International long distance service historically has been a major source of revenue for us.
However, due to the steep decline in inbound termination and collection rates and intense competition,
revenues derived from our international long distance service had been declining through the end of
2002. We adopted a two-pronged initiative in early 2000 with respect to inbound international service
to try to address this issue. First, we lowered our inbound termination rates at that time; by reducing our
rates, we reduced the incentive for unauthorized traffic termination and bypass routings by toll bypass
operators, and therefore were able to recover some lost traffic; and secondly, we intensified our efforts
to identify and contain unauthorized traffic termination and bypass through more effective monitoring
of our international trunks, leased lines and local network. International simple resale operation occurs
when a company rents an international leased line from a Philippine international gateway operator,
aggregates traffic outside the Philippines and carries and terminates this traffic at the local public switch
telephone network in the Philippines. This termination of other unauthorized and international simple
resale can be used to bypass the local access charge system and is illegal in the Philippines.

We are more selective in accepting incoming traffic from new and startup carriers, particularly
second and third tier international carriers. In addition, we adopted a policy requiring prepayment from
certain second and third tier international carriers as a prerequisite for accepting their incoming traffic.

We are also pursuing a number of other initiatives to further strengthen our inbound business.
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.

To stimulate call volume growth and prevent further erosion in our share of outbound
international call traffic, we have introduced 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.
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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, 2006, 2005 and 2004

Net Settlement
Years Ended December 31,
2006 2005 2004

(in millions)
United States US$54 USS$75 US$75
Saudi Arabia 27 21 18
Canada 18 11 10
United Arab Emirates 15 17 13
Japan 12 25 17
Italy 11 16 16
Hong Kong 8 10 7
Kuwait 5 4 4
Taiwan 4 5 6
Others 31 31 64
Total US$185 US$215 US$230

Rates

We adopted the U.S. FCC accounting rate benchmark of US$0.38 per minute for inbound
international calls on January 1, 2000, which represented a settlement rate of US$0.19 per minute, for
international long distance traffic between the Philippines and the United States. Adopting the U.S.
FCC benchmark accounting rate one year ahead of the target date of January 1, 2001 allowed us pricing
flexibility for inbound call traffic. Termination rates for inbound calls from the United States continued
to decline through the end of 2002 to levels below the U.S. FCC benchmark accounting rate under
pressure from unauthorized terminations and bypass operations. Termination rates for inbound calls
from other countries have also been declining generally. As of December 31, 2002, a substantial
portion of PLDT’s international inbound traffic terminating on its fixed line network was charged an
average termination rate of approximately US$0.08 per minute. PLDT increased its termination rates
with carriers accounting for a substantial portion of its international inbound traffic terminating on its
fixed line network to US$0.12 per minute effective February 1, 2003.

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.

On September 15, 2005, we introduced PLDT ID-DSL, a service that allows overseas calls for
registered myDSL plan subscribers using a regular PLDT fixed line or a voice pad dialer for as low as
US$0.10 per minute or US$0.08 per minute, respectively, depending on the subscribers” DSL plan.

To address the market’s demand for low-priced international calls, PLDT modified the Budget
Card, a prepaid call card, offering a reduced IDD rate of Php5 per minute, as a promotional offer
starting September 24, 2005, for calls to 89 overseas destinations including the United States, Canada,
Japan and China. Beginning March 4, 2006, Budget Card has been further modified to Php3, Php5 and
Php8 per minute calls, depending on the destination, and now has 100 overseas destinations. Budget
Cards are sold in denominations of Php200 and Php100, which must be consumed within 30 days from
first use.
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National Long Distance Service
Overview

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 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, 2006, 2005 and 2004:

Years Ended December 31,

2006 2005 2004
Total call volumes (million minutes) 2,251 2,348 1,930
Total national long distance revenues (in millions) Php6,921 Php7,233 Php6,735
National long distance revenue as a percentage of total consolidated
revenues and other income 5% 5% 5%

Cellular substitution and the widespread availability and growing popularity of alternative,
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.

A substantial portion of our national long distance calls were direct-dialed calls. Operator-
assisted calls are charged based on a minimum of three minutes plus operator charges, while direct-
dialed calls are charged on a less costly per minute basis.

Rates

Rates for national long distance calls are based on type of service, such as whether the call is
operator-assisted or direct-dialed. In line with its move towards rate simplification, PLDT simplified
these rates to a flat rate of Php4.50 per minute effective November 2, 2001. At the same time, PLDT
simplified its rates for calls terminating to cellular subscribers from a range of Php10.00 per minute to
Php16.00 per minute to a uniform rate of Php13.75 per minute. Effective March 1, 2003, PLDT
increased the rate for calls terminating to other local exchange carriers from a flat rate of Php4.50 per
minute to Php5.00 per minute. In addition, NDD calls originating from and terminating to PLDT was
also adjusted to Php5.00 per minute from a flat rate of Php4.50 per minute effective June 8, 2003.

On February 10, 2005, PLDT launched its Php10 per call promotion to any PLDT landline
subscriber nationwide and to all Smart and Talk ‘N Text subscribers. This promotion was launched with
the objective of determining a more effective tariff structure that would stimulate landline usage. Under
the promotion, NDD calls between any PLDT landline subscriber nationwide and to all Smart and Talk
‘N Text subscribers are charged Php10 per call instead of being charged on a per minute basis.

On May 12, 2005, PLDT began offering the Php10 per call promotion with an additional Php5
per call exceeding the first three minutes for the same unlimited talktime to Smart and Talk ‘N Text
subscribers. PLDT to PLDT NDD calls below the equivalent Php10 toll usage are charged based on the
regular rate per minute. On August 12, 2005, PLDT ceased offering the Php10 per call promotion to
Smart and Talk ‘N Text subscribers.
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Effective September 12, 2005, PLDT charged an optional Php20 monthly service fee for PLDT
landline subscribers who may want to continue to avail of the Php10 per call promotion for calls within
the PLDT network.

On January 7, 2006, the Php10 per call to PLDT, Smart and Talk ‘N Text subscribers has been
made permanent with a Php50 optional monthly service fee for those who may want to avail of the
service. The offer introduced a shift from the “per minute” charging and allows PLDT landline
subscribers access to approximately 26 million PLDT, Smart and Talk ‘N Text subscribers at a lower
rate. The Phpl10 per call offer covering calls to Smart and Talk “N Text subscribers was capped, limiting
enrollees to those who registered on or before February 24, 2006. PLDT fixed line subscribers,
however, can still register and avail of the unlimited Php10 per call service for national long distance
calls within the PLDT network.

We continue to evaluate the present rate structure of landline from per minute toll charges to
single rate for unlimited calls. This is envisioned to make landline rates competitive with VOIP rates
and to revitalize interest in landline usage. Currently, various pricing models are being studied in
respect of this new rate plan.

PLDT currently has interconnection arrangement 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 Item 6.
"Management's Discussion and Analysis of Financial Condition and Results of Operations — 2006
Compared to 2005 — Revenues and Other Income — Fixed Line — National Long Distance Service."

Data and Other Network Services

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

Years Ended December 31,

2006 2005 2004
Consolidated data and other network services (in millions) Php13,725 Php10,399 Php7,114
Number of DSL broadband subscribers 133,159 88,811 48,289
Number of PLDT Vibe narrowband subscribers 297,250 266,703 257,325

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 this service segment. In 2005, this segment registered the highest percentage growth in
revenues among our fixed line services and continued to grow in 2006.

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.
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IP-based products are bannered by PLDT DSL (myDSL and BizDSL), PLDT Vibe and I-Gate.
PLDT DSL broadband Internet service is targeted for heavy individual Internet users as well as for
small and medium enterprises, while PLDT Vibe, or PLDT’s dial-up/narrowband Internet service, is
targeted for light to medium residential individual Internet users. 1-Gate, our dedicated leased line
Internet access service, on the other hand, is targeted for enterprises and value-added service providers.

In 2006, we continued to broaden our service offerings with the launch of new services and
expansion or enhancement of some of the existing ones.

In June 2006, we introduced Shops.Work Unplugged, or SWUP, to address the need of retailers
and banks for real-time wireless data communication using Smart’s GPRS/EDGE network and PLDT’s
private VPN network. SWUP is a bundled solution that offers wireless VPN connection to retailers’
cashiering point-of sale networking requirements, to bank automated teller machines, or ATMs’ back-up
or remote connections, and to merchants’ swipe card terminal access needs. Retailers will now be able
to reach out to a bigger market in areas where physical connections are unavailable, expand the banking
system with wireless ATMs and release swipe card terminals to more merchants.

In support of the growing data requirements of the small and medium enterprise market, the
network footprints of BRAINS, IP-VPN and Shops.work, PLDT’s private local networking services,
have been expanded with the roll-out of NGN facilities in key business areas across the country.

The continued growth in data services revenues can be attributed to several product offerings.
The steady demand for dedicated connectivity or private networking from the corporate market using
PLDT’s traditional international and domestic data offerings — Fibernet, Arcstar, Acacia, I-Gate,
Diginet, BRAINS, IP-VPN and Shops.work, among others — continues to provide us with a stable
revenue source.

Diginet, our domestic private leased line service, has been providing Smart’s increasing fiber
optic and leased line data requirements.

Information and Communications Technology

We conduct our information and communications technology 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-based solutions and multimedia content delivery. ePLDT's principal businesses are the
operation of: (a) call centers through Vocativ, Parlance and Ventus; (b) BPO; (c) an Internet data center
under the brand name Vitro™; and (d) Internet and gaming through Infocom, netGames, Digital
Paradise, Digital Paradise Thailand, Level Up! and Airborne Access. Our ICT segment registered
revenues of Php7,018 million, Php3,438 million and Php2,415 million, accounting for 5%, 3% and 2%
of our revenues and other income for 2006, 2005 and 2004, respectively.

Call Centers

We are focused on developing our call center business 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 call center 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
aggregate, we own and operate approximately 5,600 seats with 5,130 customer service representatives,
or CSRs, as at December 31, 2006 compared to approximately 3,350 seats with 3,625 CSRs as at
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December 31, 2005. In 2006, ePLDT Ventus launched two new sites bringing our total call center site
count to seven as at December 31, 2006.

Business process outsourcing

ePLDT acquired a 100% equity interest in SPi and its direct and indirect Philippine and offshore
subsidiaries on July 11, 2006. SPi is the second largest pure-play BPO and the ninth largest
independent BPO service provider worldwide. It has operations in 19 locations in North America,
Europe and Asia. On August 11, 2006, SPi acquired 100% of CyMed, Inc., a leading medical
transcription company based in Richmond, Virginia.

Internet and Gaming

ePLDT owns 99.6% interest in Infocom, one of the country's leading 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 182 branches which assumed the assets
of Netopia Computer Technologies, Inc. and the brand Netopia. ePLDT also has an 80%-interest in
netGames, a publisher for Massively Multi-player Online Game in the Philippines and is the Philippine
licensee of Khan Onling, 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; 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. The Philippine
Board of Investments granted Vitro™ pioneer status, which entitles it to tax and other governmental
incentives. Vitro™ 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. In 2006,
Smart has 42 mobile switching centers and 61 text messaging service centers and 6,099 base stations in
operation after having added 117 base stations to its nationwide cellular network in 2006. As of
December 31, 2006, Piltel had six active cell sites.

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
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constraints will not affect the Smart’s expansion plans for GSM in the foreseeable future. Piltel, on the
other hand, has an operating spectrum of 11.5 MHz out of the 12.5 MHz allocated in the 800 MHz band.

Due to its access to PLDT’s network assets, Smart has been able to achieve significant capital
expenditure savings, which 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.

The coming years will see continued increases in coverage (particularly indoor), as well as new
types of BTS for outdoor, street level and commercial office coverage. Smart has introduced the Nokia
ConnectSite GSM solution for wider coverage and increased efficiencies in underserved areas of the
Philippines. The new base station equipment called ConnectSite can be up to 25% more efficient than
traditional outdoor cell sites. Smart is one of the very first operators in the world to adopt this solution.

Smart was awarded a 3G license by the NTC on December 29, 2005. 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