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RFM CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Amountsin Thousands)

December 31
2004
(Asrestated -
2005 Note 3)

ASSETS
Current Assets
Cash and cash equivalents (Note 6) B592,902 P438,101
Short-term cash investments - 73,205
Accounts receivable - net (Notes 4 and 7) 967,259 895,776
Current portion of installment contracts receivable

(Notes 8, 16 and 20) 669,639 315,475
Inventories - net (Notes 9, 16 and 20) 3,788,988 3,781,036
Other current assets - net (Note 10) 146,492 155,252
Total Current Assets 6,165,280 5,658,845
Noncurrent Assets
Installment contracts receivable - net of current portion

(Notes 8, 16 and 20) 196,605 321,168
Available-for-sale investments (AFS) (Note 11) 923,987 -
Investments in shares of stock - net (Notes 11 and 21) 287,376 1,317,770
Property, plant and equipment - net (Notes 2, 13, 16, 18 and 20) 1,153,006 1,171,602
Investment property (Notes 14, 16 and 20) 254,159 259,732
Deferred income tax assets - net (Note 28) 68,164 14,149
Other noncurrent assets - net (Note 15) 233,694 318,308
Total Noncurrent Assets 3,116,991 3,402,729
TOTAL ASSETS P9,282,271 B9,061,574
LIABILITIESAND EQUITY
Current Liabilities
Bank loans (Notes 8, 16 and 20) P680,838 BP503,888
Accounts payable and accrued expenses (Note 17) 1,392,557 1,753,249
Trust receipts and acceptances payable (Note 9) 272,712 170,215
Customers' deposits 475,485 444,684
Current portion of:

Long-term obligations (Note 18) 43,695 14,732

Long-term debt (Notes 5, 13, 14 and 20) 233,326 474,480
Advances from related parties (Note 26) 336,738 28,248
Estimated liability for project development - current portion 407,746 497,767
Provisions (Note 19) 18,124 22,000
Total Current Liabilities 3,861,221 3,909,263

(Forward)



December 31
2004
(Asrestated -
2005 Note 3)
Noncurrent Liabilities
Long-term debt - net of current portion (Notes 5, 13, 14 and 20) B903,391 P887,776
Long-term obligations - net of current portion (Note 18) 154,227 109,162
Estimated liability for project development - net of current
portion 60,182 -
Advances from related parties (Note 26) 38,527 94,764
Net pension obligations (Note 27) 97,196 105,424
Deferred income tax liabilities (Note 28) 11,193 9,309
Total Noncurrent Liabilities 1,264,716 1,206,435
Total Liabilities 5,125,937 5,115,698
Equity
Equity attributableto equity holders of the Parent
Capital stock (Note 21) 3,927,714 3,927,714
Capital in excess of par value 1,053,878 1,053,878
Net unrealized gains on AFS Investments 32,800 -
Retained earnings (deficit) (Note 21) 189,665 (7,199)
5,204,057 4,974,393
Less cost of treasury stock (Note 21) (1,057,164) (1,056,072)
4,146,893 3,918,321
Minority interest 9,441 27,555
Total Equity 4,156,334 3,945,876
TOTAL LIABILITIESAND EQUITY P9,282,271 9,061,574

See accompanying Notes to Consolidated Financial Statements.

* SGVMC305273*



RFM CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF INCOME
(Amountsin Thousands, Except Per Share Data)

Y ears Ended December 31

2004
(Asrestated -
2005 Note 3)
REVENUES (Note 26)
Manufacturing B5,296,687 5,265,512
Real estate (Note 14) 719,405 553,635
Service and others 29,328 31,776
6,045,420 5,850,923
DIRECT COSTS AND EXPENSES (Note 22)
Manufacturing (4,004,706) (3,964,154)
Real estate (480,578) (527,699)
Service and others (34,800) (31,159)
(4,520,084) (4,523,012)
GROSS PROFIT 1,525,336 1,327,911
SELLING AND MARKETING EXPENSES (Note 23) (805,187) (850,158)
GENERAL AND ADMINISTRATIVE EXPENSES (Note 24) (363,271) (344,026)
INTEREST EXPENSE AND FINANCING CHARGES (Notes
8, 16, 18, 20 and 25) (289,604) (247,650)
OTHER INCOME (CHARGES) - Net
Interest income (Note 3) 144,672 42,908
Impairment loss on AFS investments (14,232) -
Equity in net losses of associates (Note 11) (5,618) (27,973)
Impairment in value of investment in
shares of stock (Note 11) - (626,821)
Reversal of provisions (Note 19) - 333,643
Others - net (Note 25) 19,336 7,167
INCOME (LOSS) BEFORE INCOME TAX 211,432 (384,999)
PROVISION FOR INCOME TAX (Notes 28 and 29)
Current (95,396) (64,379)
Deferred 52,132 22,579
(43,264) (41,800)
NET INCOME (LOSS) P168,168 (P426,799)
Attributableto:
Equity holders of the Parent P182,962 (P425,116)
Minority interests (14,794) (1,683)
P168,168 (B426,779)
Earnings (L oss) Per Share (Note 31) B0.12 (B0.27)

See accompanying Notes to Consolidated Financial Statements.

* SGVMC305273*



RFM CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGESIN EQUITY
(Amountsin Thousands)

Attributable to Equity Holders of the Parent
Net Unrealized Retained

Capitd Capitd Gainson AFS Earnings Treasury
Stock in Excess Investments (Deficit) Stock Minority Total
(Note21) of Par Vaue (Note 3) (Note 3) (Note 21) Totd Interest Equity

BALANCESAT DECEMBER 31,

2003, ASPREVIOUSLY

REPORTED 3,927,714 B1,053,878 B- B500,220 (P1,056,072) B4,425,740 B29,238 B4,454,978
Effect of change in accounting for

pension benefits cost — — — (82,303) — (82,303) — (82,303)
BALANCESAT DECEMBER 31,

2003, ASRESTATED 3,927,714 1,053,878 - 417,917 (1,056,072) 4,343,437 29,238 4,372,675
Net loss for the year, as previously

reported - - - (435,880) - (435,880) (1,683) (437,563)
Effect of change in accounting for

pension benefits cost — — — 10,764 — 10,764 — 10,764
Net loss for the year, asrestated — — — (425,116) — (425,116) (1,683) (426,799)
BALANCESAT DECEMBER 31,

2004, ASRESTATED 3,927,714 B1,053,878 B- (B7,199) (P1,056,072) P3,918,321 B27,555 B3,945,876
BALANCESAT DECEMBER 31,

2004, ASPREVIOUSLY

REPORTED 3,927,714 B1,053,878 B- P64,340  (P1,056,072)  P3,989,860 B27,555 4,017,415
Effect of change in accounting for

pension benefits cost — — — (71,539) — (71,539) — (71,539)
BALANCESAT DECEMBER 31,

2004, ASRESTATED 3,927,714 1,053,878 - (7,199) (1,056,072) 3,918,321 27,555 3,945,876
Effect of change in accounting for

financia instruments - - 27,611 13,902 — 41,513 — 41,513
BALANCESAT JANUARY 1, 2005 3,927,714 1,053,878 27,611 6,703 (1,056,072) 3,959,834 27,555 3,987,389
Net unrealized gains on AFS investments - - 5,189 - — 5,189 — 5,189
Net income for the year - - - 182,962 — 182,962 (14,794) 168,168
Total income for the year - - 5,189 182,962 - 188,151 (14,794) 173,357
Dividends of minority interest — — — - — - (3,320) (3,320)
Net movement in treasury stock - - - - (1,092) (1,092) — (1,092)
BALANCESAT DECEMBER 31,

2005 3,927,714 P1,053,878 P32,800 P189,665 (P1,057,164) P4,146,893 B9,441 P4,156,334

See accompanying Notes to Consolidated Financial Statement



RFM CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF CASH FLOWS
(Amountsin Thousands)

Y ears Ended December 31

2004
(Asrestated -
2005 Note 3)
CASH FLOWSFROM OPERATING ACTIVITIES
Income (loss) before income tax and minority interest P211,432 (P384,999)
Adjustments for:
Interest expense and financing charges 289,604 247,650
Depreciation and amortization 146,403 160,837
Interest and financing income (144,672) (42,908)
Provisions for doubtful accounts, impairment
and other losses 107,534 90,572
Impairment of available-for-sale investments 14,232 -
Equity in net losses of associates 5,618 27,973
Unrealized foreign exchange (gains) |osses — net (,779) 1,222
Gain on sale of, investments and property and
equipment - net (77) (26,686)
Dividend income (1,538) -
Impairment in value of investment in shares of stock — 626,821
Reversal of provisions — (333,643)
Operating income before working capital changes 626,757 366,839
Decrease (increase) in:
Accounts receivable and installment contracts
receivable - net (349,395) 266,948
Inventories 97,575 216,904
Short-term cash investments and other current assets 52,769 (256,387)
Increase (decrease) in:
Accounts payable and accrued expenses (275,816) (17,329)
Trust receipts and acceptances payable 102,819 (159,785)
Provisions (3,876) (61,000)
Cash generated from operations 250,833 356,190
Interest paid (227,405) (195,751)
Income tax paid 55,870 (55,634)
Interest received (66,409) 41,079
Net cash provided by operating activities 12,889 145,884
CASH FLOWSFROM INVESTING ACTIVITIES
Proceeds from sale of investments, property and equipment 4,246 110,803
Acquisition of investments and property and equipment (68,521) (52,416)
Increase in other noncurrent assets (55,402) (25,806)
Dividends received 22,238 1,634
Net cash provided by (used in) investing activities (97,439) 34,215

(Forward)



Y ears Ended December 31

2004
(Asrestated -
2005 Note 3)
CASH FLOWSFROM FINANCING ACTIVITIES
Net availments (repayments) of:
Bank loans B181,418 B03,276
Long-term debt (224,273) (50,055)
Increase (decrease) in:
Advances from associates, other related parties
and joint venture partners 258,119 (13,987)
Minority interest (3,320) (1,683)
Deferred credits - (115,000)
Decrease in advances to associates, other related parties
and joint venture partners 27,407 14,712
Net cash provided by (used in) financing activities 239,351 (72,737)
NET INCREASE IN CASH AND CASH EQUIVALENTS 154,801 107,362
CASH AND CASH EQUIVALENTSAT
BEGINNING OF YEAR 438,101 330,739
CASH AND CASH EQUIVALENTSAT
END OF YEAR (Note 6) P592,902 P438,101

See accompanying Notes to Consolidated Financial Statements.



RFM CORPORATION AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

RFM Corporation (the Parent Company) is incorporated in the Philippines and is a public
company under Section 17.2 of the Securities of Regulation Code. Its shares of stock arelisted in
the Philippine Stock Exchange. The Parent Company is engaged in the manufacture and sale of
wheat, branded products, pasta and other flour products; fats and oil products; milk, fruit
concentrates and juices; and meat processing. The major subsidiary, Philippine Townships, Inc.,
isengaged in real estate development and leasing of real estate properties (see Notes 3 and 4).

The accompanying consolidated financial statements were authorized for issue by the Board of
Directors (BOD) on August 10, 2006.

2. Summary of Significant Accounting and Financial Reporting Policies

Basis of Preparation

The consolidated financial statements of the Parent Company and its subsidiaries (the Group)
have been prepared in compliance with accounting principles generally accepted in the
Philippines as set forth in the Philippine Financia Reporting Standards (PFRS). These are the
Group'sfirst consolidated financia statements prepared in accordance with PFRS.

The Group prepared its consolidated financial statements until December 31, 2004 in compliance
with Statements of Financial Accounting Standards/International Accounting Standards.

Statement of Compliance

The Group applied PFRS 1, First-time Adoption of Philippine Financial Reporting Sandards, in
preparing the consolidated financial statements, with January 1, 2004 as the date of transition. An
explanation of how the transition to PFRS has affected the reported financial position, financial
performance and cash flows of the Group is discussed in Note 3.

The consolidated financial statements have been prepared on the historical cost basis, except for
certain financial assets classified as at fair value through profit and loss (FVPL) and available-
for-sale (AFS) investments which have been measured at fair value.

The consolidated financial statements are presented in Philippine peso, the Group’'s functional
currency.



Basis of Consolidation
The consolidated financial statements include the accounts of the Parent Company and the
following subsidiaries which are all incorporated in the Philippines:

Percentage of Ownership
December 31, 2005 and 2004

Cabuyao Meat Processing Corporation [CMPC] (formerly

Bringmenow Inc.)* 100.00
Interbake Commissary Corporation (Interbake) 100.00
Philippine Townships, Inc. and Subsidiaries (Philtown) 100.00

RFM Realty Marketing Corporation** 100.00
Philtown Property Management, Inc.** 100.00
First Tanauan Realty Corporation (FTRC)* 100.00
McKinley Tower, Inc.* 100.00
First San Rafael Realty Corp.** 100.00
Metropolitan Tower Corp. (incorporated in 2004)* 100.00
Philtown Utilities Corporation 100.00
RFM Equities, Inc. and Subsidiaries (RFM Equities) 100.00
RFM Insurance Brokers, Inc. (RIBI) 100.00
Conglomerate Securities and Financing Corporation (CSFC) 88.68
RFM Foods Philippines Corporation (RFM Foods)** 100.00
Southstar Bottled Water Company, Inc.** 100.00
Swift Tuna Corporation (Swift Tuna)** 100.00
FWBC Holdings, Inc. and Subsidiary 83.38
Filipinas Water Bottling Company, Inc. (FWBC) 58.37
Rizal Lighterage Corporation (RLC) 82.98
RFM Canning and Marketing, Inc. (RFM Canning)** 70.00
WS Holdings, Inc. (WHI) 60.00
* In preoperating stage
**  Dormant

Subsidiaries are consolidated from the date on which contral is transferred to the Group and cease
to be consolidated from the date on which control is transferred out of the Group. This control is
normally evidenced when the Group owns, either directly or indirectly, more than 50% of the
voting rights of a subsidiary’s capital stock and is able to govern the financial and operating
policies of the subsidiary so as to benefit from its activities. Minority interests represent the
portion of income and expense and net assetsin CSFC, FWBC, RLC, RFM Canning and WHI not
held by the Group and presented separately in the consolidated statements of income and within
the equity in the consolidated balance sheets, separate from the equity attributable to the Parent
Company.

Consolidated financial statements are prepared using uniform accounting policies for like
transactions and other eventsin similar circumstances. Significant intercompany transactions and
balances, including intercompany profits and unrealized profits and losses, are eliminated.



Interests in Joint Ventures

Interests in joint ventures are accounted for using the proportionate consolidation method, which
involves consolidating a proportionate share of the joint ventures' assets, liabilities, income and
expenses with similar items in the consolidated financial statements on aline-by-line basis.

Investments in Associates

Investments in associates are accounted for under the equity method of accounting. An associate
is an entity in which the Group has significant influence and which is neither a subsidiary nor a
joint venture of the Group. The following are the associates whose investments are accounted for
under the equity method:

Percentage of Ownership
December 31, 2005 and 2004
PSI Tech Redlty, Inc. (PTRI) 60
RFM Science Park of the Philippines, Inc.
(RFM Science Park) 40
SelectaWall’s Land Corporation 35
Philstar Global Corporation 30

The investments in associates are carried in the consolidated balance sheets at cost plus post-
acquisition changes in the Group’s share in net assets of the associates. Goodwill relating to an
associate is included in the carrying amount of the investment and is not amortized. After
application of the equity method, the Group determines whether it is necessary to recognize any
additional impairment loss with respect to the Groups net investment in the associate. The
consolidated statements of income reflect the Group’s share of the results of operations of the
associates. Where there has been a change recognized directly in the equity of the associate, the
Group recognizes its share of any changes, and discloses this when applicable, in the consolidated
statements of changesin equity.

PTRI is considered as an associate inspite of the Group’s 60% equity and more than half of the
voting power because under the shareholders agreement between Philtown and PS|
Technologies, Inc. (PSI), the power to govern the financial and operating policies of PTRI rests
with PSI.

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash with original maturities of
three months or less from dates of acquisition and that are subject to an insignificant risk of
changein value.

Accounting Policies for Financia Instruments Effective January 1, 2005

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

The Group recognizes a financial asset or a financial liability in the consolidated balance sheets
when it becomes a party to the contractual provisions of the instrument.
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Financia instruments are classified as liabilities or equity in accordance with the substance of the
contractual arrangement. Interest, dividends, gains and losses relating to a financial instrument
or a component that is a financial liability, are reported as expense or income. Distributions to
holders of financial instruments classified as equity are charged directly to equity net of any
related income tax benefits. Financial instruments are offset when there is alegally enforceable
right to offset and intention to settle either on a net basis or to realize the asset and settle the
liability simultaneously.

Financial assets are classified into the following categories: Financial asset at fair value through
profit or loss (FVPL), loans and receivables, held-to-maturity (HTM) investments and available-
for-sde (AFS) investments. Financia liabilities are classified into the following categories:
Financia liability at FVPL and other financia liabilities. The Company determines the
classification at initial recognition and, where alowed and appropriate, re-evauates this
designation at every reporting date.

a. Financial Asset or Financial Liability at FVPL

A financial asset or financial liability is classified in this category if acquired principaly for
the purpose of selling or repurchasing in the near term or upon initial recognition, it is
designated by the management at FVPL. Derivatives are also categorized as held at FVPL,
except those derivatives designated and considered as effective hedging instruments. Assets
or liabilities classified under this category are carried at fair value in the balance sheet.
Changes in the fair value of such assets and liabilities are recognized in the statements of
income.

Classified as financial assets at FVPL are the Group’ s investmentsin bond funds.
b. Loansand Receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
and are not quoted in an active market. Such assets are carried at cost or amortized cost in the
balance sheets. Amortization is determined using the effective interest method. Loans and
receivables are included in current assets if maturity is within twelve months from the balance
sheet date. Otherwise, these are classified as noncurrent assets.

c. HTM Investments

HTM investments are quoted non-derivative financial assets with fixed or determinable
payments and fixed maturities wherein the Company has the positive intention and ability to
hold to maturity. Held-to-maturity assets are carried at cost or amortized cost in the balance
sheets. Amortization is determined by using the effective interest method. Assets under this
category are classified as current assets if maturity is within twelve months from the balance
sheet date and as noncurrent assets if maturity date is more than ayear from the balance sheet
date.



d. AFS Investments

AFS investments are non-derivative financial assets that are designated as AFS or are not
classified in any of the three preceding categories. After initial recognition, AFS investments
are measured at fair value with gains and losses being recognized as a separate component of
equity until the financial asset is derecognized or impaired at which time the cumulative gain
or loss previously recognized in equity should be recognized in the statements of income.
Premiums and discounts and directly attributable transaction costs on these investments are
amortized using the effective interest rate method and taken to interest income. Dividends on
AFS equity instruments are recognized in the statements of income when the entity’ s right to
receive payment is established.

The Group hasinvestments in various equity securities classified under this category.

e. Other financial liabilities

This category pertains to financial liabilities that are not held for trading or not designated as
at fair value through profit or loss upon the inception of the liability. These liabilities are
initially recognized at the fair value of the consideration received less any directly attributable
transaction costs. Subsequent to initial recognitions, these liabilities are measured at
amortized cost using the effective interest rate method. Gains and losses are recognized in
profit or loss when the liabilities are derecognized and through the amortization process.

Included under this category are liabilities arising from operations (e.g., payables, accruals),
borrowings (e.g., long-term debt, bank loans), and advances from related parties.

The fair value of investments that are actively traded in organized financial markets is
determined by reference to quoted market prices at balance sheet date. For investments where
there is no active market, a reasonable estimate of fair value is calculated based on expected
cash flows or the underlying net asset base for each investment. In the case of unquoted
equity investments, if the fair value cannot be reliably determined, the investment is carried at
cost subject to impairment.

Derecognition of Financial Assets and Liabilities
A financial asset (or, where applicable, a part of financial asset or part of a group of similar
financial assets) is derecognized when:

the rightsto receive cash flows from the asset have expired;

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

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

When the Company has transferred its rights to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control
of the asset, the asset is recognized to the extent of the Company’ s continuing involvement in the
asset.
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A financia liability is derecognized when the obligation under the liability is discharged or
cancelled or expired.

When an existing financia liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such modification
is treated as a derecognition of the original liability and the recognition of a new liability, and the
difference in the respective carrying amounts is recognized in profit or loss.

Impairment of Financial Assets
The Company assesses at each balance sheet date whether a financial asset or group of financial
assetsisimpaired.

If there is objective evidence that an impairment loss on loans and receivables carried at
amortized cost has been incurred, the amount of the loss is measured as the difference between
the asset’s carrying amount and the present value of the estimated future cash flows (excluding
future credit losses that have not been incurred) discounted at the financial asset’s original
effective interest rate (i.e., the effective interest rate computed at initial recognition). The
carrying amount of the asset shall be reduced either directly or through the use of an allowance
account. The amount of the loss shall be recognized in profit or loss.

The Company first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant, and collectively for financial assets that are not
individually significant. If it is determined that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, the asset is included in a group of
financial assets with similar credit risk characteristics and that group of financial assets is
collectively assessed for impairment. Assetsthat are individually assessed for impairment and for
which an impairment loss is or continues to be recognized are not included in a collective
assessment of impairment

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

Accounting Policies for Financial Instruments Prior to January 1, 2005

Installment contracts receivable (shown as part of receivables in the balance sheets) arising from
the sale of real estate properties are recognized and carried at the original contract price less
allowance for any uncollectible amounts. Trade receivables are carried at original invoice amount
less any allowance for uncollectible accounts. Other receivables are stated at face value less
allowance for doubtful accounts.

An estimate of allowance for doubtful accounts is made when collection of the full amount is not
probable.

Investments in marketable equity securities are carried at the lower of cost or market. Other
shares of stock are carried at cost less allowance for any significant decline in value of the
individual investment. When there is a significant and apparently permanent decline in value of
the individual investment, the carrying amount of the individual investment is written down to its
net realizable value and the decline is charged to operations.
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Investments in marketable equity securities are carried at the lower of cost or market. Other
shares of stock are carried at cost less allowance for any significant decline in value of the
individual investment. When there is a significant and apparently permanent decline in value of
the individual investment, the carrying amount of the individual investment is written down to its
net realizable value and the decline is charged to operations.

Short-term cash investments are carried at cost.

Inventories

Inventories, including goods in process, are valued at the lower of cost and net realizable value
(NRV). Costs incurred in bringing the inventories to their present location and condition are
accounted for as follows:

Finished goods and goods in process - Determined using the weighted average
method

Raw materials - Determined using the weighted average
method

Condominium and residential unitsfor sale - Cost consists of acquisition cost and

expenditures for the construction of the
condominium and residential units,
including capitalized interest

Land held for sale and development - Cost includes capitalized expenditures
for the development and improvement
of land and interest incurred while
development isin progress

Spare parts and supplies - Determined using the weighted average
method

NRV except for spare parts and supplies, is the selling price in the ordinary course of business,
less the costs of completion, marketing and distribution. For spare parts and supplies, NRV isthe
current replacement cost.

Property, Plant and Equipment
Property, plant and equipment, except land, are stated at cost less accumulated depreciation and
amortization, and any impairment in value. Land is stated at cost less any impairment in value.

The initial cost of items of property, plant and equipment consists of its purchase price, including
import duties, taxes and any directly attributable costs of bringing the asset to its working
condition and location for itsintended use. Expendituresincurred after the fixed assets have been
put into operation, such as repairs and maintenance and overhaul costs, are normally charged to
income in the period in which the costs are incurred. In situations where it can be clearly
demonstrated that the expenditures have resulted in an increase in the future economic benefits
expected to be obtained from the use of an item of property, plant and equipment beyond its
originally assessed standard of performance, the expenditures are capitalized as an additional cost
of the item of property, plant and equipment.
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Depreciation and amortization are computed on a straight-line basis over the estimated useful
lives of the assets as follows:

Number of Years

Land improvements 5-20
Silos, buildings and improvements 5-20
Machinery and equipment 5-15
Transportation and delivery equipment 5-15
Office furniture, fixtures and equipment 2-5

Leasehold improvements are amortized over the life of the assets or the lease term, whichever is
shorter.

The residual values, estimated useful lives and depreciation and amortization method are
reviewed periodically to ensure that the residual values of the assets, periods and method of
depreciation and amortization are consistent with the expected pattern of economic benefits from
items of property, plant and equipment.

Fully depreciated assets are retained in the accounts until they are no longer in use and no further
depreciation is credited or charged to current operations. When assets are retired or otherwise
disposed of, the cost and the related accumulated depreciation and amortization and any
impairment in value are removed from the accounts and any resulting gain or loss is credited or
charged to operations.

Investment Property
Investment property consists of properties that are held to earn rentals and not occupied by the
Group. Investment property, except for land, is carried at cost less accumulated depreciation and
amortization and any impairment in value. Depreciation and amortization are computed using the
straight-line method over the useful lives of the assets. Land is carried at cost less any
impairment in value.

Investment property is derecognized when either they have been disposed of or when the
investment property is permanently withdrawn from use and no future economic benefit is
expected from its disposal. Any gains or losses on the retirement or disposal of an investment
property are recognized in the consolidated statement of income in the year of retirement or
disposal.

Transfers are made to investment property when, and only when, there is a change in use,
evidenced by ending of owner-occupation, commencement of an operating lease to another party
or ending of construction or development. Transfers are made from investment property when,
and only when, there is a change in use, evidenced by commencement of owner-occupation or
commencement of development with aview to sale.

Impairment of Nonfinancial Assets

The carrying values of property, plant, and equipment and investment properties are reviewed for
impairment when events or changes in circumstances indicate that the carrying values may not be
recoverable. If any such indication exists and where the carrying values exceed the estimated
recoverable amount, the assets or cash-generating units are written down to their recoverable
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amounts. The recoverable amount of the nonfinancial assets is the greater of net selling price and
value in use. The net selling price is the amount obtainable from the sale of an asset in an
arm'’ s-length transaction. In assessing value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset. For an asset that does not generate largely
independent cash inflows, the recoverable amount is determined for the cash-generating unit to
which the asset belongs. Impairment losses, if any, are recognized in the consolidated statements
of income in those expense categories consistent with the function of the impaired asset.

Goodwill

Goodwill acquired in a business combination is initially measured at cost, which is the excess of
the cost of the business combination over the Group’'s interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities. Following initial recognition, goodwill is
measured at cost less any accumulated impairment losses. Goodwill is reviewed for impairment
annually, or more frequently if events or changes in circumstances indicate that the carrying value
may be impaired.

For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, alocated to each of the Group’s cash-generating units, or groups of cash-
generating units, that are expected to benefit from the synergies of the combination, irrespective
of whether other assets or liabilities of the Group are assigned to those units or groups of units.
Each unit or group of unitsto which the goodwill is so alocated:

represents the lowest level within the Group at which the goodwill is monitored for internal
management purposes; and

is not longer than a segment based on either the Group's primary or secondary reporting
format determined in accordance with Philippine Accounting Standards (PAS) 14, Segment
Reporting.

Impairment is determined by assessing the recoverable amount of the cash-generating unit or
group of cash-generating units, to which goodwill relates. Where the recoverable amount of the
cash-generating unit or group of cash-generating units is less than the carrying amounts, an
impairment loss is recognized. Where goodwill forms part of a cash-generating unit or group of
cash-generating units and part of the operations within that unit is disposed of, the goodwill
associated with the operation disposed of is included in the carrying amount of the operation
when determining the gain or loss on disposal of the operation. Goodwill disposed of in this
circumstance is measured based on the relative values of the operations disposed of and the
portion of the cash-generating unit retai ned.

Provisions and Contingencies

Provisions are recognized when (@) the Group has a present obligation (legal or constructive) as a
result of a past event; (b) it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation; and (c) a reliable estimate can be made of the amount of
the obligation. If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessment
of the time value of money and, where appropriate, the risks specific to the liability. Where
discounting is used, the increase in the provision due to the passage of time is recognized as an
interest expense.
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Contingent liabilities are not recognized in the consolidated financial statements. They are
disclosed when an outflow of resources embodying economic benefits is probable. Contingent
assets are not recognized in the consolidated financial statements but disclosed when an inflow of
economic benefitsis virtually certain.

Revenue Recognition

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

Sale of Goods
Revenue is recognized net of applicable discounts when the significant risks and rewards of
ownership of the goods have passed to the buyer.

Sale of Real Estate

Revenue from sale of rea estate, which includes sale of subdivided land, condominium and
residential units, are recognized upon receipt of sufficient down payments. These are accounted
for under the percentage of completion method where the Group has material obligations to
complete the development of the properties sold. Under this method, the gain on sde is
recognized as the related obligations are fulfilled. The percentage of completion is determined,
after considering the relationship of actual cost incurred to total estimated costs to be incurred on
project completion. Cancellations during the year relating to prior years sales are deducted from
current year’ s revenue and costs.

Cost of real estate sold before the completion of the development is determined on the basis of the
acquisition cost of the land plus the actual development cost incurred and estimated devel opment
costs to complete the project as determined by the project engineers and contractors. The
estimated cost to compl ete the development of real estate sold is shown as “ Estimated liability for
project development” account in the consolidated balance sheets.

Rent
Rent income is recognized on a straight-line basis over the lease term.

Interest
Interest income is recognized as the interest accrues using the effective interest rate method.

Dividend
Dividend income on investment in shares of stock valued at cost is recognized when the
shareholders' right to receive the payment is established.

Pension Benefits Cost

Pension benefits cost is actuarially computed using the projected unit credit method. This method
reflects services rendered by employees to the date of valuation and incorporates assumptions
concerning employees' projected salaries. Pension benefits cost includes current service cost plus
amortization of past service cost, experience adjustments and changes in actuarial assumptions
over the expected remaining average working lives of the covered employees.
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Actuarial gains or losses are recognized as income or expense when the net cumulative
unrecoghized actuarial gains and losses for the plan at the end of the previous reporting year
exceeded 10% of the higher of the defined benefit obligation and the fair value of plan assets at
that date. These gains or |osses are recognized over the expected average remaining working lives
of the employees participating in the plan.

Past service cost is recognized as an expense on a straight-line basis over the average period until
the benefits become vested. If the benefits are aready vested immediately following the
introduction of, or changes to, aretirement plan, past service cost is recognized immediately.

The defined benefit liability is the aggregate of the present value of the defined benefit obligation
and actuarial gains and losses not recognized, reduced by past service cost not yet recognized, and
the fair value of plan assets out of which the obligations are to be settled directly. If such
aggregate is negative, the asset is measured at the lower of such aggregate or the aggregate of
cumulative unrecognized net actuarial losses and past service cost and the present value of any
economic benefits available in the form of refunds from the plan or reductions in the future
contributions to the plan.

If the asset is measured at the aggregate of cumulative unrecognized net actuarial 1osses and past
service cost and the present value of any economic benefits available in the form of refunds from
the plan or reductions in the future contributions to the plan, net actuarial losses of the current
period and past service cost of the current period are recognized immediately to the extent that
these exceed any reduction in the present value of those economic benefits. If there is no change
or increase in the present value of economic benefits, the entire net actuarial losses of the current
period and past service cost of the current period are recognized immediately. Similarly, net
actuarial gains of the current period after the deduction of past service cost of the current period
exceeding any increase in the present value of the economic benefits stated above are recognized
immediately if the asset is measured at the aggregate of cumulative unrecognized net actuarial
losses and past service cost and the present value of any economic benefits available in the form
of refunds from the plan or reductions in the future contributions to the plan. If there is no change
or a decrease in the present value of the economic benefits, the entire net actuarial gains of the
current period after the deduction of past service cost of the current period are recognized
immediately.

L eases

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to
ownership of the leased item, are capitalized at the inception of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments. Lease payments
are apportioned between the finance charges and reduction of the lease liability so asto achieve a
constant rate of interest on the remaining balance of the liability. Finance charges are charged
directly against income.

Capitalized leased assets are depreciated over the shorter of the estimated useful lives of the
assets or the respective lease terms.

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset
are classified as operating leases. Operating lease payments are recognized as an expense in the
consolidated statements of income on a straight-line basis over the lease term.
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Borrowing Costs

Borrowing costs are generally expensed when incurred. Borrowing costs are capitalized if they
are directly attributable to the acquisition, development, improvement and construction of a
qualifying asset. Capitalization of borrowing costs as part of the assets commences when the
expenditures and borrowing costs for the assets are being incurred and activities to prepare the
asset are in progress. Borrowing costs are capitalized until substantially all the activities
necessary to prepare the assets for their intended use are completed. If the resulting carrying
amount of the asset exceeds its recoverable amount, an impairment lossis recorded.

Foreign Currency Transactions and Translations

The consolidated financial statements are presented in Philippine peso, which is the Group’s
functional and presentation currency. Transactions in foreign currencies are recorded using the
exchange rate at the date of the transaction. Exchange gains or losses arising from differences
between exchange rates prevailing at the time of the transactions and exchange rates on settlement
dates are credited to or charged against income. Monetary assets and liabilities denominated in
foreign currencies are restated using the closing rate of exchange at balance sheet date. Exchange
differences arising from trandation of foreign currency items at rates different from those at
which they are originally recorded are credited to or charged against income.

Taxes

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

Deferred Income Tax. Deferred income tax is provided, using the balance sheet liability method,
on al temporary differences at the balance sheet date between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes.

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

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be available to
alow all or part of the deferred income tax asset to be utilized.

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

Deferred income tax assets and liabilities are offset, if alegally enforceable right exists to set off
current income tax assets against currency income tax liabilities and the deferred income taxes
relate to the same taxabl e entity and the same taxation authority.
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Value-added tax (VAT). Revenues, expenses and assets are recognized net of the amount of VAT
except:

where the VAT incurred on a purchase of assets or services is not recoverable from the
taxation authority, in which case the VAT is recognized as part of the cost of acquisition of
the asset or as part of the expense item as applicable; and

when receivables and payables are stated with the amount of VAT included.

The net amount of VAT recoverable from or payable to the taxation authority is included as part
of receivables or payablesin the consolidated balance sheets.

Earnings (Loss) Per Share

Basic earnings (loss) per share is computed by dividing the net income (net 10ss), after recognition
of the dividend requirement of preferred shares, as applicable, by the weighted average number of
common shares outstanding during the year after giving retroactive effect to any stock split and
stock dividends declared during the year.

Segment Reporting
The Group’s operating businesses are organized and managed separately according to the nature
of the products provided, with each segment representing a strategic business unit that offers
different products and serves different markets. Financial information on business segments is
presented in Note 5.

Events After the Balance Sheet Date

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

First-time Adoption of Philippine Financial Reporting Standards (PFRYS)

As stated in Note 2, these are the Group's first consolidated financial statements prepared in
compliance with PFRS. The Group applied PFRS 1 in preparing these financial statements, with
January 1, 2004 as the date of transition. The adoption of PFRS resulted in certain changes to the
Group’'s previous accounting policies, which are referred to in the following tables and
explanations as “previous generally accepted accounting policies (GAAP)". The comparative
figures for the 2004 consolidated financial statements were restated to reflect these changes in
policies, except those relating to Philippine Accounting Standard (PAS) 32, Financial
Instruments: Disclosure and Presentation and PAS 39, Financial Instruments. Recognition and
Measurement.

In preparing these financial statements, the Group elected to apply the following optional
exemptions from full retrospective application:
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Restatement of comparative financial information for PAS 32 and PAS 39

The Group applied previous GAAP rule to financial instruments for the comparative information
for 2004. The adjustments required for the differences between the previous GAAP and PAS 32
and PAS 39 were determined and recognized at the opening balance sheet date of January 1,
2005. Accordingly, the classification and measurement of financial instruments as of
December 31, 2004 under previous GAAP are retained.

Derecognition of financial assets and financial liabilities

The Group elected to apply the mandatory exemption from full retrospective application in
respect of derecognition of financial assets and financial liabilities. Financial assets and financial
liabilities before January 1, 2005 which were derecognized under the previous GAAP will not be
recognized under PFRS unless the financial assets and financial liabilities qualify for PAS 39
recognition criteria. Management elected to apply the PAS 39 derecognition criteria prospectively
for transactions occurring on or after January 1, 2005.

Recognition of cumulative actuarial gains and losses

The Group has elected to recognize all cumulative actuarial gains and losses related to its
retirement plan at January 1, 2004, the transition date. It will, however, apply the corridor
approach for succeeding actuarial gains and |osses.

The reconciliation of the effects of adopting the new and revised accounting standards as they
apply to assets, liabilities and equity and retained earnings as of January 1, 2004 and
December 31, 2004 and on net loss for the year ended December 31, 2004 are set out below:

Explanation of Transition to PFRS
An explanation of the effects of the adoption of PFRS for the January 1, 2004 and December 31,
2004 balancesis set forth in the following tables and notes.

Reconciliation of Equity for 2004 (amounts in thousands)

At December 31, 2004

At January 1, 2004 (end of last period presented
(date of transition) under previous GAAP)
Effect of Effect of
Previous transition Previous  transitionto
Notes GAAP to PFRS PFRS GAAP PFRS PFRS

ASSETS
Current Assets
Cash and cash equivalents £330,739 = £330,739 £438,101 = £438,101
Short-term cash investments 157,143 - 157,143 73,204 - 73,205
Accounts receivable - net 1,402,727 1,402,727 895,776 895,776
Current portion of

installment contracts

receivable 244,945 244,945 315,475 315,475
Inventories - net 3,754,108 - 3,754,108 3,232,600 - 3,232,600
Other current assets -net 131,363 131,363 155,252 155,252
Total Current Assets 6,021,025 — 6,021,025 5,110,409 — 5,110,409
Noncurrent Assets
Installment contracts

receivable - net of

current portion 165,893 — 165,893 321,168 — 321,168

(Forward)
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At January 1, 2004

At December 31, 2004

(end of last period presented

(date of transition) under previous GAAP)
Effect of Effect of
Previous transition Previous  transition to
Notes GAAP to PFRS PFRS GAAP PFRS PFRS
Investment in shares of
stock - net P1,876,372 B— P1,876,372 P1,317,770 B- B1,317,770
Property, plant and
equipment - net 1,311,694 (266,504) 1,045,190 1,431,334 (259,732) 1,171,602
Investment property d - 266,504 266,504 - 259,732 259,732
Deferred income tax
assets- net 19,525 - 19,525 14,487 (338) 14,149
Other noncurrent assets - net 908,313 — 908,313 866,744 — 866,744
Total Noncurrent Assets 4,281,797 - 4,281,797 3,951,503 (338) 3,951,165
TOTAL ASSETS P10,302,822 B-  P10,302,822 £9,061,912 (B338) 9,061,574
LIABILITIESAND
EQUITY
Current Liabilities
Bank loans B350,162 B- B350,162 B503,888 B- B503,888
Accounts payable and
accrued expenses 2,018,788 - 2,018,788 1,753,249 - 1,753,249
Trust receipts and
acceptances payable 330,195 - 330,195 170,215 - 170,215
Customers’ deposits 440,217 - 440,217 444,684 - 444,684
Current portion of
obligations under
capital lease - - - 14,732 - 14,732
Current portion of long-
term debt 535,854 - 535,854 474,480 - 474,480
Advances from related - -
parties - 28,248 - 28,248
Estimated liability for
project development 77,316 - 77,316 497,767 - 497,767
Provisions 416,900 - 416,900 22,000 - 22,000
Total Current Liabilities 4,169,432 - 4,169,432 3,909,263 - 3,909,263
Noncurrent Liabilities
Long-term debt - net 1,304,529 - 1,304,529 887,776 - 887,776
Long-term obligations -net - - - 109,162 - 109,162
Advances from related
parties 137,482 - 137,482 94,764 - 94,764
Deferred credits 115,000 - 115,000 - - -
Net pension obligations a 88,708 80,364 169,072 36,458 68,966 105,424
Deferred income tax
liahilities a 32,693 1,939 34,632 7,074 2,235 9,309
Total Noncurrent
Liabilities 1,678,412 82,303 1,760,715 1,135,234 71,201 1,206,435
Total Liabilities 5,847,844 82,303 5,930,147 5,044,497 71,201 5,115,698
Equity
Equity holders of the
Parent
Capital stock 3,927,714 - 3,927,714 3,927,714 - 3,927,714
Capital in excess of par
value 1,053,878 - 1,053,878 1,053,878 - 1,053,878
Retained earnings a 500,220 (82,303) 417,917 64,340 (71,539) (7,199)
5,481,812 (82,303) 5,399,509 5,045,932 (71,539) 4,974,393
Less cost of treasury stock 1,056,072 - 1,056,072 1,056,072 - 1,056,072
4,425,740 (82,303) 4,343,437 3,989,860 (71,539) 3,918,321
Minority interest 29,238 - 29,238 27,555 - 27,555
Total Equity 4,454,978 (82,303) 4,372,675 4,017,415 (71,539) 3,945,876
TOTAL LIABILITIES
AND EQUITY £10,302,822 B-  P10,302,822 £9,061,912 (B338) £9,061,574
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\  Reconciliation of Net Income for 2004 (amounts in thousands)

Effect of
Previous transition
Notes GAAP to PFRS PFRS

REVENUES B5,850,923 B B5,850,923
DIRECT COSTS AND EXPENSES a (4,525,829) 2,817 (4,523,012)
GROSS PROFIT 1,325,094 2,817 1,327,911
SELLING AND MARKETING

EXPENSES a (852,162) 2,004 (850,158)
GENERAL AND ADMINISTRATIVE

EXPENSES a (350,331) 6,305 (344,026)
INTEREST EXPENSE AND

FINANCING CHARGES (247,650) - (247,650)
OTHER INCOME (CHARGES) - Net
Impairment in value of investmentsin

shares of stock (626,821) - (626,821)
Reversal of provisions 333,643 - 333,643
Equity in net losses of associates (27,973) - (27,973)
Interest income 42,908 - 42,908
Others - net 7,167 - 7,167
LOSS BEFORE INCOME TAX (396,125) 11,126 (384,999)
PROVISION FOR INCOME TAX (41,438) (362) (41,800)
LOSS FROM OPERATIONS BEFORE

MINORITY INTEREST (437,563) 10,764 (426,799)
MINORITY INTEREST 1,683 - 1,683
NET LOSS d (P435,880) P10,764 (B425,116)
Basic Loss Per Share (P0.28) £0.01 (B0.27)

Notes to the Reconciliation of Accounts at January 1
and December 31, 2004 and Net Income for 2004

a Pension Benefits Cost

PAS 19, Employee Benefits, prescribes the accounting and disclosures by employers for
employee benefits (including short-term employee benefits, post-employment benefits, other
long-term employee benefits and termination benefits). The standard requires that short-term
employee benefits shall be recognized as an expense on the period in which the employee has
rendered service to the Group. For post-employment benefits classified as defined benefit
plans, the standard requires: (a) the use of the projected unit credit method to measure the
Group's obligations and costs; (b) the determination of the present value of defined benefit
obligations and the fair value of any plan assets with sufficient regularity; and (c) the
recognition of a specific portion of net cumulative actuarial gains and losses when the net
cumulative amount exceeds the greater of 10% of the present value of the defined benefit
obligation and 10% of the fair value of the plan assets, but aso permits the immediate
recognition of these actuarial gains and losses.
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The change in policy was reflected in the consolidated financial statements on a retroactive
basis and prior year's consolidated financial statements were restated. The restatement
resulted in the recognition of transitional liability amounting to £80.36 million as of January
1, 2004. Retained earnings decreased by £82.30 million and 871.54 million as of January 1
and December 31, 2004, respectively. Net loss decreased by £10.19 million in 2004. The
required disclosures of PAS 19 are presented in Note 27.

Financia Instruments

The Group adopted PAS 32, Financial Instruments: Disclosure and Presentation, which
resulted in additional disclosures included in the Group’s consolidated financia statements
such as the terms and conditions of financial instruments used by the Group, types of risks
associated with financial instruments, fair value information of financial assets and liabilities
and the Group's financial risk management objectives and policies. The standard also
requires financial instruments to be classified as liabilities or equity in accordance with their
substance and not their legal form. The new disclosure requirements are presented in Note 32.

The Group also adopted PAS 39, Financial Instruments: Recognition and Measurement,
which requires a financial asset or financial liability to be recognized initially at fair value.
Subsequent to intial recognition, the Group should continue to measure financial assets at
their fair values, except for loans and receivables, which are to be measured at cost or
amortized cost using the effective interest rate method. Financial liabilities are subsequently
measured at cost or amortized cost, except for liabilities classified as “at fair value through
profit or loss” and derivatives, which are subsequently to be measured at fair value.

The adjustments required for the differences between the previous GAAP and PAS 32 and
PAS 39 were determined and recognized at the opening balance sheet date of January 1, 2005.
Accordingly, the cumulative effect of adopting PAS 39 was adjusted to the January 1, 2005
deficit and the measurement of financial instruments as of December 31, 2004 under the
previous GAAP was retained.

Following are the effects of adopting PAS 39 as of January 1, 2005:

Amounts
Note  (inthousands)

Increase in AFS investments, net of impairment 1oss of

B0.49 million ) B27,118
Decrease (increase) in:

Unrealized gross profit (iii) 3,517

Advances from a stockhol der (i) 10,878

Net unrealized gains on AFS Investments ) (27,611)

Retained earnings (),(i) (13,902)

(i) Under PAS 39, AFS investments are recognized at fair value with changes in the fair
value taken directly to equity until the investment is derecognized or until the investment
is determined to be impaired at which time the cumulative gain or loss previously
reported in equity is included in the consolidated statements of income. In prior years,
AFS investments were measured at the lower of aggregate cost or market.
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Increase in fair value recognized in equity as of January 1, 2005 amounted to
B27.62 million. Impairment in value of AFS investments as of January 1, 2005
amounting to 80.49 million was accordingly charged to retained earnings.

(i) The adjustment resulted from PAS 39 requirement to initialy record a financial asset at
fair value. The Group's advances to other related parties which bear zero or off-market
interest rate, were discounted at rates prevailing at date of grant and subsequently
measured at amortized cost using the effective interest method.

The adoption decreased advances from a stockholder amounting to £10.88 million and
increased retained earnings for the same amount.

(iii) Under PAS 39, a financial asset or financial liability is recognized initially at fair value.
The fair value of a long-term installment contracts receivable or liability that carries no
Interest can be estimated as the present value of all future cash payments discounted using
the prevailing interest rate for a similar instrument with a similar credit rating.
Accordingly, the Group’'s long-term installment contracts receivable and estimated
liability for project development were discounted to reflect the fair value at transition
date.

The change decreased the unrealized gross profit by B3.52 million and increased retained
earnings by the same amount.

The adoption of PAS 39 has nho income tax consequence.
Property, Plant and Equi ppment

PFRS states that depreciation should reflect the useful life of the significant components of
the assets. Under previous GAAP, depreciation was based on the useful life determined for
each category of property, plant and equipment. In 2005, there were changes in the useful
lives of certain machinery and equipment which were accounted for as changes in estimates
and recognized in the current and future years. The change resulted to an increase in
depreciation recognized in 2005 amounting to £1.23 million (see Note 13).

Investment Property

The Group adopted PAS 40, Investment Property, which resulted to the reclassification of the
Group’s land and building and improvements previously classified as property and equipment
to investment property amounting to B254.16 million and 8259.73 million as of December 31,
2005 and 2004, respectively. The Group adopted the cost model in accounting for its
investment property. Additional disclosures required are presented in Note 14.

e. An explanation of how the adoption of PFRS has affected the reported consolidated financial

position and financial performanceis asfollows:

The above changes decreased retained earnings and increased pension benefits costs (see
Note a) by £82.30 million and B71.54 million in 2005 and 2004, respectively.
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The above changes decreased net loss and increased pension benefits costs (net of
deferred tax effect of £362.00, (see Note a) by £10.19 million for the year ended
December 31, 2004.

Except for the changes pertaining to URICI, no deferred income tax assets were
recognized as a result of the above changes since the Group believes that it is not
probable that it will have taxable profits against which the temporary differences can be
utilized.

Effect on the 2004 Consolidated Statement of Cash Flows

There are no material differences between the 2004 consolidated statement of cash flows prepared
under PFRS and the consolidated statement of cash flows presented under previous GAAP, except
for the effects of noncash expense and income items and the restatement of 1oss before income tax
as discussed in the preceeding paragraphs.

Other PAS Adopted
The Group has also adopted the following other PAS:

PAS 1, Presentation of Financial Statements, provides a framework within which a company
assesses how to present fairly the effects of transactions and other events; provides the base
criteriafor classifying liabilities as current or noncurrent; prohibits the presentation of income
from operating activities and extraordinary items as separate line items in the consolidated
statements of income and specifies the disclosures about key sources of estimation,
uncertainty and judgments management has made in the process of applying the Group’'s
accounting policies (see Note 4).

PAS 2, Inventories, reduces the alternatives for measurement of inventories. It does not
permit the use of thelast in, first out formulato measure the cost of inventories.

PAS 8, Accounting Poalicies, Changes in Accounting Estimates and Errors, removes the
concept of fundamental error and the allowed alternative to retrospective application of
voluntary changes in accounting policies and retrospective restatement to correct prior period
errors. It defines material omission or misstatements, and describes how to apply the concept
of materiality when applying accounting policies and correcting error.

PAS 10, Events After the Balance Sheet Date, provides a limited clarification on the
accounting for dividends declared after the balance sheet date.

PAS 17, Leases, provides a limited revision to clarify the classification of alease of land and
buildings and prohibits expensing of initial direct costs in the financial statements of the
lessors.

PAS 24, Related Party Disclosures, provides additional guidance and clarity in the scope of
the standard, the definitions and disclosures for related parties. It also requires disclosure of
the compensation of key management personnel in total and by benefit type. Additional
disclosures required on compensation of key management personnel are included in Note 26.
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PAS 33, Earnings Per Share, prescribes the principles for the determination and presentation
of earnings per share for companies with publicly traded shares, companies in the process of
issuing ordinary shares to the public, and companies that calculate and disclose earnings per
share. The standard also provides additional guidance in computing earnings per share,
including the effects of mandatorily convertible instruments and contingently issuable shares,
among others.

PAS 36, Impairment of Assets, requires the Group to measure the recoverable amount of an
intangible asset with indefinite useful life annually, whether or not there is an indication of
impairment. Goodwill recognized on a business combination is required to be tested for
impairment annually.

Comparative presentation and disclosures have been amended as required by the standards. The
adoption of these standards has no effect on equity and retained earnings as of January 1 and
December 31, 2004 and on net loss in 2004.

Standards Effective Subsequent to 2005

The Accounting Standards Council has also approved the following amendments and new
standards which will become effective after December 31, 2005. The revised disclosures
provided by these standards and amendments will be included in the consolidated financial
statements when these are adopted subsequent to December 31, 2005.

Amendments to PAS 19, Employee Benefits - Actuarial Gains and Losses, Group Plans and
Disclosures (effective January 1, 2006)

Amendments to PAS 39, Financial Instruments. Recognition and Measurement (effective
January 1, 2006)

PFRS 6, Exploration for and Evaluation of Mineral Resources. This standard is effective
January 1, 2006 but will have no impact on the consolidated financia statements.

PFRS 7, Financial Instruments - Disclosures (effective January 1, 2007), which appliesto all
risks arising from al financia instruments, except those instruments exempted under PFRS 7.
While PFRS 7 applies to al entities, the extent of disclosures required depends on the extent
of the entity’s use of financial instruments and its exposure to risk. PFRS 7 requires
disclosures of the following:

a. the significance of financial instruments for an entity's financial position and
performance; and

b. qualitative and quantitative information about exposure to risks arising from financial
instruments, including specified minimum disclosures about credit risk, liquidity risk and
market risk. The quantitative disclosures describe management’s objectives, provide
information about the extent to which the entity is exposed to risk, based on information
provided internadly to the entity's key management personnel. Together, these
disclosures provide an overview of the entity’s use of financia instruments and the
exposures to the risks they create.
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4. Significant Accounting Judgmentsand Estimates

The preparation of the Group’s consolidated financial statements in compliance with accounting
principles generally accepted in the Philippines requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. In preparing the Group’s
consolidated financial statements, management has made its best estimates of and judgments
relating to certain amounts, giving due consideration to materiality. The estimates and
assumptions used in the accompanying consolidated financial statements are based upon
management’s evaluation of relevant facts and circumstances as of the date of the financial
statements. Accordingly, actual results could differ from those estimates, and such estimates will
be adjusted accordingly.

The Group believes the following represent a summary of these significant estimates and
judgments and related impact and associated risksin its consolidated financial statements:

Judgments
Measurement of revenue

Revenue from sale of goods is recognized when significant risks and rewards of ownership of the
goods are transferred to the buyer, which is upon delivery of the goods to the customer.

Selecting an appropriate revenue recognition method for a particular real estate sale transaction
requires certain judgments based on, among others:

Buyer's commitment on the sale which may be ascertained through the significance of the
buyer’sinitia investment; and
Stage of completion of the project.

Determination of the Group’ s functional currency

Based on the economic substance of the underlying events and circumstances relevant to the
Group, the functional currency of the Group has been determined to be Philippine peso. It isthe
currency that mainly influences the sale of goods and the costs of purchases and services, and is
determined in accordance with the provisions of PAS 21, The Effects of Changes in Foreign
Exchange Rates.

Provisions

An estimate of the provision is based on known information at the balance sheet date, net of any
estimated amount that may be reimbursed to the Group. The amount of provision is being
reassessed at least on an annual basis to consider new relevant information.

Provisions amounted to £18.12 million and £22.00 million as of December 31, 2005 and 2004,
respectively (see Note 19).

Estimates

Estimating inventory obsolescence

The Group estimates the allowance for inventory obsolescence related to inventories based on a
certain percentage of non-moving inventories. The level of allowanceis evaluated by management
based on past experiences and other factors affecting the saleability of goods such as present
demand in the market and emergence of new products, among others.
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Allowance for inventory obsol escence amounted to £182.04 million as of December 31, 2005 and
£181.93 million as of December 31, 2004 (see Note 9).

Estimating of percentage of completion of the project

The Group estimates the percentage of completion of the project for the purpose of accounting for
the estimated cost of development as well as revenue to be recognized. The percentage of
completion is determined after considering the relationship of actual cost incurred to total
estimated cost to be incurred on project completion. Cancellations during the year relating to
prior years sales are deducted from current year's revenue and cost. Realized gross profit on
prior years' sales amounted to B37.16 million and B1.11 million in 2005 and 2004, respectively.

Estimating of NRV of inventories

The Group determines the NRV of inventories annually in accordance with the accounting policy
stated in Note 2. In determining the NRV, the Group considers the current selling price of the
inventories and the estimated costs of completion and costs to sell. Inventories amounted to
£3,125.54 million and £3,232.60 million as of December 31, 2005 and 2004 (see Note 9).

Estimating residual values and useful lives of property, plant and equipment

The Group estimates the residual value and useful life of property, plant and equipment based on
a collective assessment of similar businesses, internal technical evaluation and experience with
similar assets. Estimated useful lives of property, plant and equipment are based on the periods
over which the assets are expected to be available for use. The estimated useful lives of property,
plant and equipment are reviewed periodically and are updated if expectations differ from
previous estimates due to physical wear and tear, technical and commercial obsolescence and
legal or other limits on the use of the assets. It is possible, however, that future results of
operations could be materialy affected by changes in the amounts and timing of recorded
expenses brought about by changes in the factors mentioned above. A reduction in the estimated
useful life of any item of property, plant and equipment would increase the recorded operating
expenses and decrease the carrying value of property, plant and equipment and vice versa.

In 2005, there were changes in the useful lives of certain machinery and equipment which were
accounted for as changesin estimates and recognized in current and future years (see Note 3d).

The carrying value of property, plant and equipment amounted to B1,153.01 million as of
December 31, 2005 and £1,171.60 million as of December 31, 2004 (see Note 13).

Determining impairment of nonfinancial assets

The Group determines whether goodwill isimpaired at least on an annual basis. This requires an
estimation of the recoverable amounts which determined based on the value in use calculation
which requires the estimation of cash flows expected to be generated from the continued use and
ultimate disposition of the asset.

Assessing property, plant and equipment and investment properties and other nonfinancial
long-lived assets for impairment includes considering certain indicators of impairment such as
significant changes in asset usage, significant decline in market value, obsolescence or physical
damage of an asset. If such indicators are present, and where the carrying amount of the asset
exceeds its net selling, the asset is considered impaired and is written down to its recoverable
amount.
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Determining the fair value of property, plant and equipment and investment properties, which
require the determination of future cash flows expected to be generated from the continued use
and ultimate disposition of such assets, requires the Group to make estimates and assumptions
that can materialy affect the consolidated financial statements. Any resulting impairment loss
could have a material impact on the consolidated financial statements.

Estimating realizability of deferred income tax assets

The Group reviews the carrying amounts of deferred income tax assets at each balance sheet date
and adjusts the balance of deferred income tax assets to the extent that it is no longer probable
that sufficient taxable profit will be available to allow all or part of the deferred income tax assets
to be utilized.

As of December 31, 2005 and 2004, deferred income tax assets recognized on deductible
temporary differences, NOLCO and MCIT amounted to B68.50 million and £14.15 million,
respectively (see Note 28).

Estimated liability for project devel opment

Obligations to complete the development of real estate projects are recognized in the consolidated
balance sheets and are based on cost estimates made by the Group's contractors and technical
staff. These estimated costs are reviewed at least annually and are updated if expectations differ
from previous estimates mainly due to changes in development plan and prices of materials and
labor. Estimated liability amounted to £467.93 million and £497.77 million as of December 31,
2005 and 2004, respectively.

Estimating pension benefits cost

The determination of the Group’s obligation and cost of pension benefits depends on the selection
by management of certain assumptions used by actuaries in calculating such amounts. Those
assumptions are described in Note 27 and include among others, discount rate, expected rate of
return and rate of compensation increase. Actual results that differ from the Group’ s assumptions
are accumulated and amortized over future periods and therefore, generally affect the recognized
expense and recorded obligation in such future periods. While management believes that the
Group’s assumptions are reasonable and appropriate, significant differences in actual experience
or significant changes in assumptions may materially affect the Group’ s retirement obligation.

Net pension obligations amounted to £97.20 million and £105.42 million as of December 31,
2005 and 2004, respectively. Pension benefits cost amounted to £20.93 in 2005 and £23.64
million in 2004 (see Note 27).

Determining operating lease commitments

The Group has entered into various lease agreements as a lessee. The Group accounts for lease
arrangements where the significant risks and rewards are transferred to the Company as finance
leases (see Note 14). Otherwise, the leases are accounted for as operating leases.

Use of effective interest rate

The Group made reference to the prevailing market interest rates for instruments of the same
tenor in choosing the discount rates used to determine the net present value of long-term, non-
interest bearing receivable from Manila Electric Company (Meralco), advances to and from
subsidiaries, joint venture and associates and other long-term financial assets.
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Receivable from Meralco (including current maturities) included under “Other current assets’ and
“Other noncurrent assets” accounts in the 2005 consolidated balance sheet amounted to
£28.74 million as of December 31, 2005 (see Notes 10 and 15).

Noncurrent advances to related parties amounted to B77.01 million as of December 31, 2004
(see Note 15).

Noncurrent advances from related parties amounted to £38.53 million and £94.76 million as of
December 31, 2005 and 2004, respectively (see Note 26).

Impairment of receivables
The Company reviews at each balance sheet date its receivables to assess impairment, both at the
specific and the collective levels. In determining the impairment to be provided, the Company
takes into account the factors affecting the collectibility of receivables, such as the length of
relationship with the debtor/customer, credit status of debtor based on third party reports and
historical l1oss experience.

As of December 31, 2005 and 2004, the carrying value of receivables amounted to
£1,833.50 million and £1,216.94 million, respectively.

Impairment of available for-sale investments

The Company determines that AFS equity investments are impaired when there has been a
significant or prolonged decline in the fair value below their cost. This determination of what is
significant or prolonged requires judgment. In making this judgment, the Group evaluates among
other factors, the normal volatility in share price. In addition, impairment may be appropriate
when there is evidence of deterioration in the financia health of the investee, industry and sector
performance, changes in technology, and operationa and financing cash flows. As of
December 31, 2005, available-for-sale equity securities amounted to £923.99 million, net of
allowance for impairment losses of 8641.05 million (see Note 11).

Segment I nformation

The Group is organized into three major operating business segments, namely: (1) Branded
Foods, (2) Flour and Bakery Products, and (3) Red Estate. The Group’'s other activities
consisting of insurance, financing, lighterage moving, cargo handling and other services are
shown in aggregate as “ Other Operations.” The operating business segments are the basis upon
which the Group reports its primary segment information.

Segment assets include all operating assets used by a segment and consist principally of operating
cash, receivables, inventories and property, plant and equipment, net of allowance and provisions.
Segment liabilities include al operating liabilities and consist principaly of trade, wages, and
taxes currently payable and accrued liabilities.

Intersegment transactions, i.e. segment revenues, segment expenses and segment results, include
transfers between business segments. Such transfers are accounted for at prices charged to
unaffiliated customers for similar productg/services. Those transfers are eliminated in
consolidation.
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Information with regard to the Group's significant business segments is as follows (amounts in
thousands):

2005
Flour and Unallocated
Branded Bakery Real Other Corporate
Foods Products Estate Operations Balances  Eliminations Consolidated
Net sales
External sales P1,696,742 P2,558,021 719,405 P1,071,252 P P P6,045,420
Intersegment sales — 152,595 — 27,491 — (180,086) —
P1,696,742 2,710,616 P719,405 P1,098,743 P (P180,086)  P6,045,420
Results
Income (loss) from operations
before provision for income
tax and minority interest (P199,435) P441,989 £22,588 P101,989 6,910 (P162,609) B211,432
Provision for doubtful accounts - - - 17,780 9,608 - 27,388
Impairment losses - - - 49,728 14,232 - 63,960
Interest and other financial charges
(income) - net (80,124) 21,547 (27,097) (9,520) (49,738) - (144,932)
Equity in net earnings of
associates - - - - - - (5,618)
Provision for income tax - - - - - - 43,264
Net income (loss) — — — — — — 182,962
Other information
Segment assets 3,620,177 1,752,321 4,786,525 (4,014,648) 2,900,738 (1,042,368) 8,002,745
Investments and advances 377,087 45,032 112,120 (1,082,558) 4,654,113 (2,894,432) 1,211,362
Deferred income tax assets (145) 8,986 32,709 32,506 (5,892 — 68,164
Consolidated Total Assets £3,997,119 21,806,339 24,931,354 (B5,064,700) 27,548,959 (P3,936,800) B9,282,271
Consolidated Total Liabilities P4,993,742 $284,299 P3,368,071  (P4,706,819)  P3,580,766  (P2,394,122)  P5,125,937
Capital expenditures B59,715 £21,299 85,375 £88,017 P118 P P174,524
Depreciation and amortization 38,187 47,140 10,249 49,085 1,740 - 146,401
Noncash expenses other than
depreciation and amortization 90,764 85 38,789 139,542 63,970 — 333,150
2004
Flour and Unallocated
Branded Bakery Real Other Corporate
Foods Products Estate Operations Balances  Eliminations  Consolidated
Net sales
External sales £1,990,408 2,254,975 P553,635 P1,051,905 P P P5,850,923
Intersegment sales - 90,902 - 25,163 - (116,065) -
£1,990,408 2,345,877 P553,635 P1,077,068 P (P116,065)  P5,850,923
Results
Income (loss) from operations
before provision for income
tax and minority interest (P159,069) P347,855 (P295,595) £99,529 (P210,082) (P167,637) (P384,999)
Provision for doubtful accounts - - - 13,839 11,287 - 25,126
Impairment losses - - - 47,123 - - 47,123
Interest and other financial charges
(income) - net (19,133) (6,112) (46,671) (19,985) (112,841) - (204,742)
Equity in net earnings (losses) of
associates - - (88,442) 170,265 (139,984) 30,188 (27,973)
Provision for income tax - - - - - - 41,800
Net income (loss) — — — — — — (426,799)
Other Information
Segment assets 1,307,404 873,149 4,429,033 1,027,638 428,764 (379,540) 7,686,448
Investments and advances 2,674,249 632,421 98,841 (5,876,792) 7,314,100 (3,481,842) 1,360,977
Deferred income tax assets 51 6,037 509 68,881 (61,329) - 14,149
Consolidated Total Assets £3,981,704 21,511,607 24,528,383 (P4,780,273) £7,681,535 (P3,861,382) 99,061,574
Consolidated Total Liabilities 4,770,704 362,215 3,007 (P21,481) 3,378 (P2,125)  P5,115,698
Capital expenditures P147,035 P14,745 2,309 312,647 P520 P P477,256
Depreciation and amortization 27,341 52,331 11,444 67,626 2,874 - 161,616

Noncash expenses other than
depreciation and amortization 30,421 13,883 70,043 3,191 3,000 — 120,538
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6. Cash and Cash Equivalents

2005 2004

(in thousands)
Cash on hand and in banks B349,273 P157,836
Short-term deposits 243,629 280,265
B592,902 £438,101

Cash in banks earn interest at the respective bank deposit rates. Short-term investments are made
for varying periods of up to three months depending on the immediate cash requirements of the
Group, and earn interest at the respective short-term investment rates.

7. Accounts Receivable

2005 2004

(in thousands)
Trade receivables B1,303,444 1,216,692
Advancesto related parties (Note 26) 49,606 -
Other receivables 171,506 212,463
1,524,556 1,429,155
Less alowance for doubtful accounts 557,297 533,379
B967,259 £895,776

8. Installment Contracts Receivable

2005 2004

(in thousands)
Installment contracts receivable (Notes 16 and 20) P866,244 P636,643

Current portion of installment contracts receivable -

net of unrealized gross profit and unearned

interest income of £173.33 million in 2005 and

B23.73 million in 2004 (669,639) (315,475)
Long-term portion - net of unrealized gross profit

of P45.78 million in 2005 and P97.80 million

in 2004 P196,605 P321,168

OMP's installment contracts receivable totaling B303.40 million (share of the Group -
P151.70 million) and 437.80 million (share of the Group - B218.90 million) as of December 31,
2005 and 2004, respectively, were assigned to Export and Industry Bank (EIB), stockholders and
the Parent Company to secure the loans obtained from EIB, and cash advances from the
stockholders and the Parent Company (see Note 16). Philtown’s installment contracts receivable
with carrying value of B53.49 million and B30.10 million as of December 31, 2005 and 2004,
respectively, were used to secure short-term loans obtained from local banks.
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9. Inventories

2005 2004
(in thousands)
Manufacturing
At cost, net of alowance for inventory obsol escence:
Finished goods B156,833 £191,660
Goods in process 2,442 3,342
Raw materials 704,516 491,225
Spare parts and supplies 29,900 27,751
Real Estate
At NRV:

Land held for future devel opment - net of
allowance for impairment loss of
P64.34 million in 2005 and £39.34 million

in 2004 663,452 548,436
Condominium and residential unitsfor sale
(Note 20) 199,737 164,802
At cost:
Land held for sale and development 1,145,164 1,270,373
Condominium and residential unitsfor sale
(Note 20) 886,944 1,083,447

P3,788,988 B3,781,036

Allowance for obsolescence on manufacturing inventories amounted to £182.04 million and
£181.93 million as of December 31, 2005 and 2004, respectively. Write-down of condominium
units for sale to NRV amounted to £9.49 million in 2005 and £8.24 million in 2004.

Under the terms of agreements covering the trust receipts payable, certain raw materials, spare
parts and supplies with carrying value of B272.71 million in 2005 and 170.22 million in 2004
have been released to the Group in trust for the banks. The Group is accountable to the banks for
the value of the trusteed items or their sales proceeds.

Land held for future development stated at NRV represents parcels of land acquired from
different sellers which are either covered by Tax Declaration or Transfer Certificate of Title or
Origina Certificate of Title still in the name of the sellers. The conversion from agricultural land
to either industrial or residential land has not been done yet. These parcels of land are located
mainly in Tanauan City and Sto. Tomas, Batangas. Total unpaid balance related to these parcels
of land amounted to B64.78 million, included under “Accounts payable and accrued expenses’
account in the consolidated balance sheets (see Note 17).

Parcels of land with carrying value of B42.90 million are currently undergoing land registration
proceedings.
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10. Other Current Assets

2004
(Asrestated -
2005 Note 3)
(in thousands)
Financial assetsat FVPL B19,280 P—
Creditable withhol ding taxes 21,553 39,916
Deposits on purchases - net of allowance for losses
of B4.40 million in 2004 11,399 60,341
Current portion of receivable from Meralco - net of
deferred interest income of £3.51 million
(Note 15) 5,866 -
Investment in bond fund - at amortized cost - 4,012
Prepaid expenses and other current assets - net of
allowance for losses of £33.65 million in 2005
and £38.00 million in 2004 88,394 50,983
P146,492 P155,252

Financial assets at FVPL represent investment in the bond fund of a local insurance company
stated at fair value. As of December 31, 2004, these were classified as investment in bond funds
and is stated at the lower cost or market.

11. AFSInvestmentdInvestmentsin Shares of Stock
a AFSInvestments

AFS investments as of December 31, 2005 consist of (amounts in thousands):

Investment in preferred shares £836,799
Marketable equity securities 87,188
£923,987

As of December 31, 2004, these investments were classified under investments in shares of
stock in the 2004 consolidated bal ance sheet.

Investment in preferred shares represents investment in Swift convertible preferred shares
classified as equity in Swift's financial statements. Marketable equity securities mainly
represent investment in Swift common shares. Due to significant and continued losses
sustained by Swift, the Group recognized a loss on impairment in value of its investment in
preferred shares totaling to B556.66 million in 2004 and a loss on significant decline in value
of itsinvestment in common shares of P14.23 million in 2005 and £71.00 million in 2004.
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b. Investmentsin Shares of Stock
This account consists of the following:

2005 2004
(in thousands)

Investments in associates - equity :

Acquisition cost B327,679 B327,679
Impairment of investment in shares of stock (43,207) (43,207)
284,472 284,472
Accumulated equity in net earnings:
Balance at beginning of year 29,222 57,195
Equity in net losses (5,618) (27,973)
Dividends received (20,700) -
Balance at end of year 2,904 29,222
287,376 313,694
Other investments in shares of stock:

Preferred stock - net - 946,275
Common stock - 57,801
P287,376 P1,317,770

The carrying value of certain investments in associates as of December 31, 2005 and 2004
exceeded the underlying share in the net assets of the investees as of those dates by £5.37 million.

The condensed aggregate financial information of the associates as of December 31, 2005 and
2004 follows:

2004
2005 (Asrestated)
(in thousands)

Total assets P1,001,930 1,031,014
Total liabilities 388,405 357,509
Revenue 47,300 56,749
Net loss (22,893) (22,235)

12. Interestsin Joint Ventures

Percentage of Ownership
December 31, 2005 and 2004

OMP 50
Unilever RFM Ice Cream, Inc. (URICI)
(formerly SelectaWall’sInc.) 50
OMP

OMPisajoint venture of Philtown and Urbancorp Realty Developers, Inc.(URDI), sharing 50:50
interest for the construction and development of One McKinley Place, (the Project) in Fort
Bonifacio, Makati City.
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As required in the Memorandum of Agreement (MOA) signed by Philtown, OMP, Export and
Industry Bank and URDI signed in May 2002, Philtown, its joint venture partner and the Parent
Company infused additional advancesto OMP to complete the Project through the direct purchase
from OMP of residential condominium units and installment contracts receivable at the terms and
conditions specified in the MOA. Also, if the initial cash infusion shall not be sufficient to
complete the Project and after exhausting other third party project financing alternatives, the
stockholders shall each simultaneously infuse additional amounts as may be necessary through a
combined bulk purchase of units and installment contracts receivable from OMP on a 50:50
sharing.

After the completion of the Project, the MOA further provides that any remaining unsold
residential condominium units, after full settlement of the Project financing loans, stockholders
advances and other loans or obligations of OMP, shall be assigned to the stockholders on a 50:50
sharing.

URICI

URICI, a 50% joint venture of the Parent Company and Unilever Philippines, Inc. (ULP), is
engaged in manufacturing, distributing, marketing, selling, importing, exporting and dealing inice
cream, ice cream desserts and ice cream novelties and similar food products.

On January 23, 2004, the SEC approved URICI’s application to reduce its authorized capital
stock. Following this approval, URICI's total subscribed and paid up capital stock of
437,000,001 shares or P437.00 million was reduced to 111,000,001 shares or P111.00 million,
with the Parent Company’s shareholding reduced to 55,500,000 shares or £55.50 million,
maintaining its 50% equity interest. Accordingly, the Parent Company received £163.00 million
in March 2004.

Summarized financial information of the joint ventures follows (amounts in thousands):

2004
2005 (Asrestated)
OMP:

Current assets P1,069,514 B1,272,993
Noncurrent assets 5,688 27,887
Current liabilities 1,257,860 585,075
Noncurrent liabilities 110,184 905,815
Revenue 58,656 789,840
Cost and expenses 159,984 933,413
Net loss 176,841 114,081

URICI:
Current assets 591,957 587,275
Noncurrent assets 372,281 375,321
Current liabilities 804,063 672,705
Revenue 1,982,272 1,943,694
Cost and expenses 1,790,612 1,660,224

Net income 118,779 174,902
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13. Property, Plant and Equipment

As of December 31, 2005:;

Land Silos, Machinery Transportation Office Proportionate
and Land Buildings and and and Delivery Furniture Sharein
| mprovements | mprovements _ Equipment Equipment and Fixtures Joint Ventures Total
(Amounts in thousands)
Cost
At January 1 B224,763 P308,461 P1,558,386 B108,085 B130,859 B431,729  PB2,762,283
Additions (Note 16) 58,954 16,183 77,659 3,792 2,664 15,304 174,556
Write-off/disposal (114) (2,633) (137,714) (5,976) (3,366) (2,759) (152,562)
At December 31 283,603 322,011 1,498,331 105,901 130,157 444,274 2,784,277
Accumulated

Depreciation and
Amortization and
Impairment L oss

At January 1 8,126 135,984 1,010,489 93,407 81,258 261,417 1,590,681
Depreciation and

amortization 713 11,071 74,014 5,330 11,525 38,177 140,830
Impairment loss 24,728 24,728
Write-off/disposal (114) (671) (116,016) (5,122) (3,045) - (124,968)
At December 31 8,725 146,384 993,215 93,615 89,738 299,594 1,631,271
Net Book Value at

December 31, 2005 P274,878 P175,627 P505,116 P12,286 P40,419 P144,680  P1,153,006

As of December 31, 2004:

Land Silos, Machinery Transportation Office  Proportionate
and Land  Buildings and And and Delivery Furniture Sharein
Improvements  Improvements  Equipment Equipment  and Fixtures  Joint Ventures Total
(Amounts in thousands)
Cost
At January 1 P160,150 246,409  P1,249,453 £110,199 P125,152 433,937  B2,325,300
Additions (Note 16) 64,762 63,221 330,681 619 6,985 10,985 477,253
Disposals (149) (1,169) (21,748) (2,733) (1,278) (13,193 (40,270)
At December 31 224,763 308,461 1,558,386 108,085 130,859 431,729 2,762,283
Accumulated

Depreciation and
Amortization and
Impairment L oss

At January 1 7,430 126,049 948,592 88,759 69,682 222,365 1,462,877
Depreciation and

amortization 818 10,624 75,850 5,909 12,587 48,277 154,065
Impairment loss - - 7,779 - - - 7,779
Disposals (122) (689) (21,732) (1,261) (1,011) (9,225) (34,040)
At December 31 8,126 135,984 1,010,489 93,407 81,258 261,417 1,590,681
Net Book Value at

December 31, 2004 £216,637 P172,477 P547,897 P14,678 £49,601 £170,312  B1,171,602

Property, plant and equipment includes machinery and equipment with a net carrying amount of
P93.42 million as of December 31, 2005 and 116.84 million as of December 31, 2004 where the
Parent Company is alessee under finance lease (see Note 18).

In addition, machinery and equipment purchased on installment included under property, plant
and equipment amounted to B30.76 million as of December 31, 2005.

Property, plant and equipment with carrying value of B501.98 million in 2005 and
B532.14 million in 2004 were used as collateral for the Group’s various obligations (see Notes 16
and 20).
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14. Investment Property

2004
(Asrestated -
2005 Note 3)
(in thousands)
At Cost

Land 215,215 B215,215
Building and improvements 101,368 101,368
316,583 316,583

Accumulated Depreciation
Balance, January 1 56,851 50,079
Depreciation for the year 5,573 6,772
Balance, December 31 62,424 56,851
Net Book Value P254,159 P259,732

The fair value of the investment property amounted to 2406.53 million and B384.66 million as of
December 31, 2005 and 2004, respectively.

Investment property is leased out to third parties and related parties at different rates generally for
one to two years, renewable at the options of both parties. Rental income amounted to
£19.94 million in 2005 and B18.78 million in 2004. Advance rental amounted to B7.11 millionin
2005 and B7.08 million in 2004.

15. Other Noncurrent Assets

2004
(Asrestated -
2005 Note 3)
(in thousands)
Gooawill:

Beginning balance P198,511 £212,851
Impairment 10ss (7,949) (14,340)
Ending balance 190,562 198,511
Advancesto related parties - net (Note 26) - 77,013

Receivable from Meralco - net of current portion
of B5.87 million 22,879 —
Other noncurrent assets — net 20,253 42,784

P233,694 P318,308

As a customer of Meralco, the Group will receive arefund for overbillings for the period 1994 to
2003 under Phase IV of Meralco’s refund scheme. Under the Meralco refund scheme approved
by the Energy Regulatory Commission, the refund may be received through postdated checks or
as a fixed monthly credit to billings with cash option. The Group opted to receive the refund
through fixed monthly credit to billings amounting to £0.62 million per month for 63 months.
The Group recognized a receivable amounting to 827.78 million, net of deferred interest income
of
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£11.60 million, and a deduction from utilities expense (included under the “Cost of goods sold”
account in the 2005 consolidated statement of income). The receivable was discounted using an
effective interest rate of 14%. The receivable expected to be recovered within one year
amounting to B5.87 million is included under “Other current assets’ account in the 2005
consolidated balance sheet (see Note 10). The deferred interest income amortization in 2005
amounting to £0.96 million is included under “Finance income” account in the 2005 consolidated
statement of income.

16.

Bank Loans

This account represents short-term loans from local banks as follows:

2005 2004
(in thousands)

Parent Company
Peso-denominated loans with interest rate equivalent to 90

day MART 1 plus spread of 3% in 2005 and with

fixed annual interest of 11.1804% in 2004;

collateralized by the Parent Company’ srea estate and

mortgage trust indentures (see Note 20) B62,172 £82,173
Peso-denominated loan bearing an effective annual interest

rate of 15.0716% in 2005 and 2004; secured by

collateral trust agreement 62,185 98,287

Philtown
Peso-denominated loans from local banks with interest
ranging from 12% to 14.5% per annum; secured by
installment contracts receivable and Mortgage Trust
Indenture (MTI) (see Notes 8 and 20) 266,541 39,156

Proportionate sharein loans of joint venture:

OMP
Peso-denominated loans from EIB secured by installment
contracts receivable (see

Note 8) 101,940 108,908
Unsecured short-term loan from alocal creditor bank — 21,969
URICI

Unsecured short-term loans from local banks and lending
investors bearing effective annual interest of 6.9% in
2005 and 7.4% in 2004 188,000 153,395

P680,838 B503,888

The loans obtained from EIB by OMP were used to finance the completion of the Project with
interest ranging from 10% to 14% in both years. These are secured by OMP's installment
contracts receivable wherein collection from these was applied as payments for the said loans (see
Note 8).

The unsecured overdue loan by OMP with other bank in 2004 was fully paid in 2005. The
penalty charges accrued in 2004 amounting to B8.90 million was waived by the Bank and was
deducted from interest expense in 2005.

No interest was capitalized in 2004 and 2005.
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2005 2004
(in thousands)
Trade payables P610,805 P756,616
Accrued expenses 322,816 424,194
Accrued importation 161,964 107,083
Accrued interest 56,337 58,677
Accrued separation pay (Notes 26d) 49,782 49,782
Accrued payroll 32,952 19,006
Income tax payable 27,818 12,358
Subscriptions payable (Note 33) 2,258 111,735
Other payables (Note 15) 127,825 213,798
P1,392,557 P1,753,249
18. Long-term Obligations
This account consists of obligations under:
2005 2004
(in thousands)
Capital leases P99,115 P123,894
Installment contracts 34,038 —
Other long-term payables 64,769 —
197,922 123,894
L ess current portion 43,695 14,732
P154,227 P109,162

Machinery and equipment under capital lease arrangements, shown as part of “Property, plant

and equipment” account in the consolidated balance sheets, follows:

2005 2004

(in thousands)
Cost P99,115 P123,894
L ess accumulated depreciation 5,698 7,052
P93,417 P116,842

The aggregate future minimum payments under capital |eases are as follows:

2005 2004

(in thousands)
Within one year B44,950 £36,391
Over one year up to 2014 112,096 159,917
Total minimum lease obligations 157,046 196,308
L ess amounts representing interest 57,931 72,414
Present value of minimum lease payments 99,115 123,894
L ess current portion 19,132 14,732
Long-term portion B79,983 £109,162
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b. Machinery and equipment under installment purchase arrangements, shown as part of
“Property, plant and equipment” account in the 2005 consolidated balance sheet, follows
(amounts in thousands):

Cost B34,038
L ess accumulated depreciation 3,278
B30,760

The total obligation of the Group amounting to 857.76 million is non-interest bearing and is
payable in monthly installments until 2014. As of December 31, 2005, the balance of the
outstanding obligation at amortized cost using the effective interest rate of 11.44% per annum
amounting to 834.04 million is payable as follows (amounts in thousands):

Within one year B4,448
Over one year up to 2014 29,590
P34,038

Unamortized discount on the long-term obligations under the installment contract amounted
to B18.28 million, net of discount amortization of £5.44 million in 2005.

c. Other payables represent amount of £121.75 million total cost of labor case settlement of the
meat division employees based on the compromise settlement agreed among the Parent
Company, SFI and the meat divison employees in February 2006 (see
Note 26). The amount is payable as follows: (a) lump-sum payment of £49.78 million
payable on March 1, 2006; and (b) the balance of B71.97 million payable in 27 equal
monthly installments from April 1, 2006 to July 1, 2008 broken down as follows (amounts in

thousands):
Within one year B20,115
Over one year up to 2008 44,654

B64,769

Unamortized discount on other long-term payables amounted to £7.23 million as of
December 31, 2005.

19. Provisions

2005 2004

(in thousands)
Balance at beginning of year B22,000 P416,900
Used during the year (3,876) (61,257)
Reversed during the year - (333,643)
Balance at end of year B18,124 £22,000

Provisions are recognized for expected claims against the Group arising from the ordinary course
of business.
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20. Long-term Debt

The details of the long-term debt are as follows:

Interest rates Repayment terms 2005 2004
(in thousands)
Parent Company
ULP 8.8% per annum until Payable out of the Parent B303,048 B356,650
March 31, 2004; 8.99% Company'’s share of future
thereafter dividends declared by
URICI
United Coconut Planters 91-day T-bill plusspread  Payablein 17 equal 130,400 130,400
Bank of 2.5%, payable quarterly quarterly installments of
or simple average of B7.67 million after the three
91-day T-bill and 3-month  years grace period from
PHIBOR plus spread of October 2003
2.5% if T-bill bid yield
multiplied by 1.40 results
to arate equal or lower
than the prevailing 3-month
PHIBOR
Equitable PCI-Bank, 91-day T-bill plusspread  Payablein 17 equal 196,900 196,900
Inc. (EPCIB) of 2.5% payable quarterly  quarterly installments of
or simple average of 91-day £11.58 million to start after
T-bill and 3-month the three years grace period
PHIBOR plus spread of from September 2003
2.5% if T-bill bid yield
multiplied by 1.40 results
to arate equal or lower
than the prevailing 3-month
PHIBOR
Philippine Bank of 90-day T-bill plusspread  Payablein 16 equal 54,675 54,675
Communications of 2.5% payable quarterly  quarterly installments of
(PBCom) - Trust Group B£3.42 million to start after
the three years grace
period from October 2003
EPCIB 91-day T-bill plusspread  Payablein equal quarterly 38,610 148,314
of 2.5%, payable quarterly installments over five years
or simple average of from September 2002,
91-day T-bill and 3-month inclusive of one year grace
PHIBOR plus spread of period
2.5% if T-bill bid yield
multiplied by 1.40 results
to arate equal or lower
than the prevailing 3-month
PHIBOR
KBC Bank, N.V. - USdollar 3 months US$ LIBOR Payablein equal semi- 23,583 75,122

denominated loans

(Forward)

plus spread of 0.75% plus
1.00% facility effective
January 2002

annual installments over five
years from November 2002,
including one year grace
period
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Interest rates Repayment terms 2005 2004
(in thousands)
Bank of the Philippine 90- day T-hill plusspread  Payable in 4 quarterly 885,500 290,000
Islands (see Note 33) of 2.5%, payable quarterly installments of
B£2.25 million over one year
to start after the one year
grace period from
August 2004, and 12 equal
quarterly installments of
B6.75 million over three
years thereafter
Philtown
Land Bank of the Philippines 2005: Interest equivalent  2005: Payable quarterly 223,486 —
(LBP) (restructured) to LBP prevailing lending  until August 31, 2005, and
rate at time of repricing; monthly thereafter until
quarterly interest repricing  May 31, 2010 based on the
until August 31, 2005 and  schedule of contracts to sell
monthly thereafter. assigned to LBP
2004: Interest equivalent to 2004: Payable in quarterly - 239,250
91-day T-bill rateplusa  installments of 0.5 in the
minimum spread of 3.5% 1% and 2™ years; 11
per annum quarterly installments
of 218.75 million
starting July 2004 up to
January 2007 and a balloon
payment of £33.75 million
on April 2007
PBCom Interest based on a91-day Payablein quarterly 80,515 70,945
T-bill rate plus spread of ~ amortizations of
4% per annum, subject to  B7.09 million starting
quarterly repricing and February 7, 2005 up to
payable quarterly in arrears May 7, 2007
1,136,717 1,362,256
Less current portion 233,326 474,480
B903,391 887,776

Parent Company

The advances of 500 million from ULP in 2002 was granted as part of the preconditions for the
sale in 1998 of Philstar.Com's 50% plus one (1) share in its ice cream business to ULP (see
Note 30). The outstanding balance of such advances amounting to £400.00 million as of
December 31, 2003, was converted into a loan (see details of loan from ULP in the foregoing
table presented). The loan is collateralized by the equivalent number of shares of the Parent
Company’s investment in URICI with a carrying value of £290.87 million and £332.38 million as
of December 31, 2005 and 2004.

In accordance with the loan agreements, the Parent Company is restricted from performing certain
corporate acts without the prior consent or approval of the creditors, the more significant of which
relate to entering into merger or consolidation, acting as guarantor or surety of obligation and
acquiring treasury stock. The Parent Company is also required to maintain certain financial ratios
(based on consolidated financial statements) based on the loan covenants with EPCIB and
PBCom. As of December 31, 2005 the Parent Company is in compliance with the terms and
conditions of the loan agreement with these banks.
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The Parent Company (as Mortgagor) and EPCIB (as Trustee) signed a Collateral Trust Agreement
(CTA) providing a collateral pool, which includes certain property, plant and equipment and
investment property of the Parent Company and its subsidiaries for its various obligations.

The Trustee's annua report for the years ended December 31, 2005 and 2004 covers the
following:

2005 2004

(in thousands)
Fair value of the collateral pool B1,631,359 B1,977,811
Outstanding loan secured by the CTA 654,026 793,797
Remaining |oanable amount 428,575 319,280

On August 13, 2004, the Parent Company (M ortgagor/Borrower) and Banco de Oro Universal
Bank-Trust Banking Group (Trustee) entered into a Mortgage Trust Indenture (MTI) providing
a collateral pool for the Parent Company’s obligations consisting of a parcel of land and
building (warehouse). As of December 31, 2005 and 2004, a total of B85.50 million and
£90.00 million loan, respectively was secured by the MTI. Total sound value of the collateral
pool as of March 17, 2006 amounted to B167.32 million.

Philtown

a. Thelong-term debt was obtained from LBP in 2001 with maturity date on February 24, 2005,
which was restructured in June 7, 2002. This loan bears interest equivalent to the 91-day
Treasury Bill rate plus a minimum spread of 3.5% per annum and is payable as follows:
(8 quarterly installments of £500,000 in the first and second years, (b) 11 quarterly
installments of £18.80 million starting July 2004 up to January 2007 and, (c) a balloon
payment of B33.80 million on April 4, 2007. Thisloan is secured by MTI with another local
bank. Properties included in the collateral pool consist of land held for sale and development
and property and equipment with total carrying value of 581.30 million in both years.

The Company was not able to pay the required loan amortizations in 2004. As provided in
the restructuring agreement, the default interest conditionally waived in prior years amounting
to £2.10 million and 2% penalty charges per month were reinstated.

On May 31, 2005, LBP approved the restructuring of Philtown’s loan of £239.25 million
outstanding as of December 31, 2004. Under the new |oan agreement, the term of payment of
the remaining balance of the original loan was changed to five years from May 31, 2005 to
May 31, 2010. The loan is subject to LBP's prevailing lending rate subject to monthly
repricing. The principal is payable monthly based on the schedule of contract to sell (CTS)
assigned to LBP. The proceeds of the said CTS will be the source of repayment of the
restructured loan up to an aggregate amount of £301.00 million as stated in the assignment of
CTS.

b. The three-year term loan obtained from PBCom is also covered by the MTI mentioned above.
The principal amount is payable in 10 equal quarterly amortizations of £7.09 million starting
February 7, 2005 up to May 7, 2007. Interest is based on a 91-day T-hill rate plus spread of
4% per annum, subject to quarterly repricing and payable quarterly in arrears.
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As of December 31, 2005, the Company was not able to obtain approval for the restructuring
of the remaining balance of the loan. Accordingly, the loan has been classified as currently
payable.

In April 2006, PBCom approved the restructuring of Philtown’s loan of 880.52 million. The
restructured loan has a term of five years from January 2, 2006 to January 3, 2011. The
principal amount is payable on monthly installments amounting to £1.34 million for the first
six months and 18 quarterly installment of 84.025 million. Interest rate is fixed at 14% per
annum for the first year to be repriced annually based on the banks' prevailing rate.

21. Capital Stock

Number of shares

at December 31,
2005 and 2004
Authorized:
Preferred stock, 10% cumulative
and convertible - 1 par value 300,000,000
Common stock - B2 par value 2,350,000,000
Common stock:
Issued 1,963,857,703
Treasury shares (409,102,904)
Outstanding 1,554,754,799

The preferred shares will be redeemed by the Parent Company at the full price in which these
were issued on the fifth year from the date of issue. Prior to the redemption of the preferred
shares and at the option of the holder, these are convertible into fully paid common shares. The
conversion rate shall not be less than par.

As of December 31, 2005 and 2004, the Parent Company has 409,102,904 shares held in treasury.

Retained earnings as of December 31, 2005 is restricted in the amount of 1.06 million
representing the cost of shares held in treasury. Also, any undistributed equity in net earnings of
subsidiaries, joint ventures and associates that is included in retained earnings, will only be
available for declaration as dividends when these are actually received.

22. Direct Costs and Expenses

2004

(Asrestated -

2005 Note 3)
(in thousands)

Manufacturing (cost of goods sold):

Raw materials used B3,255,623 £3,093,598
Personnel costs (Notes 25 and 27) 216,110 323,622
Utilities 146,421 139,961

(Forward)
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2004
(Asrestated -
2005 Note 3)
(in thousands)
Depreciation and amortization (Note 25) B101,823 P97,200
Outside services 81,291 73,928
Rental 42,335 35,641
Repairs and maintenance 33,023 37,686
Write-down of condominium units (Note 9) 9,489 8,244
Miscellaneous 118,591 154,274
4,004,706 3,964,154
Red estate:
Cost of red estate sold 462,700 514,744
Depreciation and amortization 4,652 6,715
Miscellaneous 13,226 6,240
480,578 527,699
Services and others:
Depreciation and amortization (Note 25) 729 956
Outside services 13,711 20,911
Miscellaneous 20,360 9,292
34,800 31,159
P4,520,084 P4,523,012
23. Sdlling and Marketing Expenses
2004
(Asrestated -
2005 Note 3)
(in thousands)
Personnel costs (Notes 25 and 27) P170,698 £192,301
Advertisements 135,267 153,070
Outside services 96,200 104,167
Transportation and travel 71,713 55,322
Freight and handling 59,977 51,859
Rental 52,850 65,331
Provision for doubtful accounts 27,388 25,126
Depreciation and amortization (Note 25) 23,532 38,478
Miscellaneous 167,562 164,504
P805,187 B850,158
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24. General and Administrative Expenses

2004
(Asrestated -
2005 Note 3)
(in thousands)
Personnel costs (Notes 25 and 27) B82,727 P97,993
Impairment losses (Notes 13 and 15) 49,728 47,123
Taxes and licenses 18,154 20,153
Outside services 47,521 20,003
Depreciation and amortization (Note 25) 15,666 9,708
Miscellaneous 149,475 149,046
P363,271 B344,026
25. Additional Information on Income and Expenses Accounts
Personnel Expenses
2005 2004
(in thousands)
Salaries and wages B434,021 B576,367
Pension benefits costs (see Note 27) 20,929 23,635
Other employee benefits 13,894 13,584
P468,844 P613,586
Depreciation and Amortization
2005 2004
(in thousands)
Cost of sdes:
Property, plant and equipment B101,632 98,100
Investment property 5,572 6,771
107,204 104,871
Selling and marketing expenses:
Property, plant and equipment 23,532 38,478
Genera and administrative expenses:
Property, plant and equipment 15,666 17,487
P146,402 P160,836
The above amounts are distributed as follows:
2005 2004
(in thousands)
Cost of sales 216,110 B323,622
Selling expenses 170,007 192,878
Administrative expenses 82,727 97,086

P468,844 P613,586
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Interest Expense and Financing Charges

2005 2004
(in thousands)
Interest expense on loans and other borrowings P276,683 B232,217
Amortization of discount on long-term advances to
stockholders 12,921 15,433
P289,604 B247,650
Other Income (Charges)
2005 2004
(in thousands)
Foreign exchange gain - net B8,985 B2, 777
Dividend income 1,539 -
Gain on sale of investments in shares of
stock (Note 26) - 27,340
Miscellaneous 8,812 (22,950)
P19,336 B7,167

26. Related Party Transactions
Significant related party transactions are as follows (amounts in thousands):

a. Saesand purchases of products and services to/from subsidiaries and other related parties:

Sales Purchases
2005 2004 2005 2004
Parent Company B66,418 B63,299 P113,667 £62,869
I nterbake Commissary Corporation 86,175 37,706 66,418 63,299
Rizal Lighterage Corporation 27,492 25,163 - -

b. Avalments/extensions of both interest-bearing and noninterest-bearing cash advances mainly
for working capital purposes and investment activities from/to subsidiaries and other related
parties with no fixed repayment terms. A certain part of the balance of the advances from the
Parent Company is subject to annual interest of 9% on the monthly balance. Total interest
earned by the Parent Company amounted to £7.20 million in 2005 and £6.39 million in 2004.

c. Distributorship services provided by the Parent Company to URICI for the export of frozen
dairy dessert/mellorine. In consideration of the services provided, URICI pays service fees
equivalent to 7% of the total net sales value of goods distributed. Service fees amounted to
B4.96 million and £5.18 million for the years ended December 31, 2005 and 2004,
respectively.



d.

-43-

In June 2003, the Parent Company and Swift entered into a Memorandum of Agreement
(MOA) whereby the Parent Company will purchase and Swift will sell its meat manufacturing
plant consisting of land, buildings, and machinery and equipment located in Cabuyao, Laguna
(the Plant). The MOA provided that the Parent Company will settle the purchase through
assumption of portion of Swift's bank loans. The MOA also provided that the Parent
Company will shoulder the cost of the settlement of the ongoing labor case of the striking
plant employees.

In 2004, the respective BOD of the Parent Company, Swift and CMPC (a wholly-owned
subsidiary of the Parent Company) approved the assignment of the Parent Company’s right in
the MOA to acquire the Plant to CMPC. On November 25, 2004, the Plant was transferred to
CMPC. Accordingly, the Parent Company recognhized a receivable from CMPC of
P300.00 million for the cost of the Plant.

In February 2006, the Parent Company, Swift and the labor union entered into a compromise
settlement of the labor case totaling £121.75 million. Based on the evaluation of the Parent
Company when the meat business was transferred from Swift, the Parent Company accrued
B50.00 million as its estimate for the labor cost. In accordance with the provision of the
MOA, the Parent Company billed CMPC the amount of 71.97 million accounted for in the
Parent Company’s books as follows: B64.77 million representing the present value of the
amount payable to the Plant employees; £44.70 million receivable from CMPC equivalent to
the present value of the receivable; and B27.77 million investment in CMPC equivalent to the
amount of the discount on the receivable (see Notes 13 and 19). CMPC accordingly
recognized the £71.97 million as additional cost of the Plant.

Management services of the Parent Company to RIBI covering the period July 1, 1998 to
June 30, 2001, renewable by mutual agreement of the parties concerned. The agreement was
renewed but no forma contract was executed by the parties. Under the management
agreement, RIBI will pay the Parent Company a yearly management fee equivalent to 5% of
income before tax or a fixed amount based on the level of net sales, whichever is higher.
Management fee for the years ended December 31, 2005 and 2004 under this agreement
amounted to P0.50 million.

Lease of certain warehouse and office spaces by the Parent Company and other subsidiaries
from Philtown with automatic renewal every year unless terminated by the lessee. Rental
income derived by Philtown from related parties amounted to 85.50 million in 2005 and
£7.80 million in 2004. Philtown does not charge rent to the Parent Company.

Noninterest-bearing cash advances received by OMP from Philtown and the Parent Company
to partially finance the construction and development of OMP's Project. Net advances
availed in 2005 and 2004 amounted to £12.70 million and £41.40 million, respectively.
Outstanding payable by OMP to Philtown and the Parent Company amounted to
£439.24 million and 8480.31 million as of December 31, 2005 and 2004, respectively.

Sale of the Parent Company’ s investments in common and preferred sharesin IGLO to Triple
Eight Holdings, Inc., a stockholder, on December 16, 2004. Gain from the sale of this
investment amounting to B16.52 million was recognized in the 2004 consolidated statement of
income.



-44 -

Material intercompany transactions and outstanding balances of the Group were eliminated in the
consolidated financial statements.

Advances to related parties, mainly to RFM-SPPI, an associate, amounted to £49.61 million
(included under “Accounts Receivable’) and 877.01 million (included under “Other Noncurrent
Assets’) as of December 31, 2005 and 2004, respectively.

Advances to other related companies with full valuation allowance (also included under “Other
Noncurrent Assets’) represent the receivables from Asia Food Franchising Corporation
amounting to 8662.34 million in both years, from Rolling Pin, Inc. amounting to £127.40 million
in both years, from Swift Foods, Inc. amounting to £91.40 million and £80.98 million in 2005 and
2004, respectively, and from other related parties amounting £48.88 million and £48.78 millionin
2005 and 2004, respectively.

Advances from related companies consist of

2005 2004
(in thousands)
Current:
Philtown stockholders B294,269 B
Proportionate share in advances from related
companies of joint ventures 7,280 28,248
Others 35,189 -
336,738 28,248
Noncurrent:
Invest Asia (Parent Company stockholder) 38,527 49,800
Others — 44,964
38,527 94,764
P375,265 P123,012

Noncurrent advances from Invest Asia amounting to B38.53 million as of December 31, 2005
is net of unamortized discount of £5.86 million.

The advances from Philtown stockhol ders are payable on demand and are subject to 20% interest
per year.

The classification and measurement of financial instruments as of December 31, 2004 under the
previous GAAP areretained.

Total compensation of key management personnel of the Group for the years ended December 31,
2005 and 2004 consist of salaries amounting to 23.08 million and B28.58 million and pension
benefits cost amounting to 89.69 million and B12.77 million, respectively.
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27. Pension Benefits Cost

The Parent Company and certain subsidiaries have funded, noncontributory defined benefit
retirement plans (the Plans) covering substantially all permanent employees.

a  Net Pension Cost

The components of net pension cost recognized in the consolidated statements of income for
the years ended December 31, 2005 and 2004 are as follows:

2004
(Asrestated -
see Note 3)
(in thousands)

Current service cost

Interest cost on benefit obligation 23,058 17,126
Expected return on plan assets (7,687) (6,078)
Net actuarial 1oss (gain) recognized during the year (1,553) 4,769
Net pension cost B20,929 £23,635

b. Pension Obligations

The details of the net pension obligations and the amounts recognized in the consolidated
balance sheets as of December 31, 2005 and 2004 are as follows:

2004
(Asrestated -
see Note 3)
(in thousands)
Defined benefit obligations B19] P171
Fair value of plan assets (94,175) (66,899)
Unrecognized actuarial (losses) gains
Net pension obligation B97,196 £105,424
Changesin the present value of the defined benefit obligation are as follows:
2004
(Asrestated -
see Note 3)
(in thousands)
Defined benefit obligation, January 1 P171,661 B217
Current service cost 7,111 7,818
Interest cost 23,058 17,126
Actuarial loss (gain) (4,599) 5,867
Benefits paid (5,342) (76,802)

Defined benefit obligation, December 31 B191,889 P171,661
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Changesin the fair value of plan assets are as follows:

2004

(Asrestated -

see Note 3)

(in thousands)

Fair value of plan assets, January 1 P66,899 P48,580
Expected return on plan assets 7,686 6,078
Contributions 26,153 15,181
Benefits paid (2,231) (3,737)
Actuarial gain for the year (4,332 797
Fair value of plan assets, December 31 B94,175 £66,899

The categories of plan assets as a percentage of the fair value of total plan assets are as follows:

2005 2004
Investments in bonds and other instruments 96.73% 97.60%
Receivables 2.23% 2.18%
Cash and cash equivalents 1.04% 0.22%

The overall expected return on the plan assets is determined based on the market prices prevailing
on that date applicable to the period over which the obligation is to be settled. There has been no
significant changes in the expected rate of return on plan assets. The principal assumptions used
in determining pension obligations for the Group’ s plan are as follows:

2005 2004
Discount rate per annum 11%-12% 14%
Expected annual rate of return on plan assets 11% 11%
Future annual increase in salary 5%-7% %

Actuarial valuation is made at least every three years. Annual contribution to the retirement plan
consists of a payment to cover the current service cost for the year plus payment toward funding
the actuarial accrued liability.

28. Income Taxes

a. Thesignificant components of the Group’ s deferred income tax assets are as follows:

2005 2004
(in thousands)
Tax effects of

Allowance for:
Doubtful accounts and possible losses B13,400 P10,221
Empl oyee performance bonus 5,278 -
Inventory losses and obsolescence 1,586 1,280
Provision for local service charges 10,870 -
Others 37,030 2,648

P68,164 14,149
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b. Net deferred income tax liabilities, which represent the proportionate share of the Parent
Company on the deferred income taxes of its joint venture companies, consist of:

2004
(Asrestated,
2005 Note 3)
(in thousands)

Deferred income tax assets:

NOLCO B3,321 £9,850
Allowance for decline in value of
condominium units 5,337 2,638
Allowance for doubtful accounts 457 1,138
Unrealized gross profit on sale of
condominium units - 817
9,115 14,443
Deferred income tax liabilities:
Capitalized interest 19,957 20,959
Deferred sales commission 351 558
Others - 2,235
20,308 23,752
B11,193 £9,309

c. Deferred income tax assets have not been recognized by the individual subsidiary in the
Group to which these temporary differences, NOLCO and MCIT relate because they do not
expect availability of taxableincome to realize the benefit:

2004

(Asrestated,

2005 Note 3)

(in thousands)

NOLCO B572,545 £795,998
Allowances for:

Doubtful accounts and possible |osses 2,223,938 1,940,231

Inventory losses and obsol escence 180,900 173,975

Accrued retirement and separation costs 104,437 125,350

Unrealized gross profit 193,406 149,680

Provision for impairment loss 164,865 39,344

Unamortized past service cost 64,782 -

MCIT 45,612 35,388

Provisionsfor claims 7,624 11,500

Unrealized foreign exchange losses 4,372

Others 3,905 12,205
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d. The NOLCO and MCIT will expire asfollows:

NOLCO:
Inception Y ear Amount  Applied/Expired Balance Expiry Year
(in thousands)
2002 B314,561 P314,561 P 2005
2003 521,365 21,680 499,685 2006
2004 20,695 - 20,695 2007
2005 52,165 - 52,165 2008
P908,786 P336,241 P572,545
MCIT:
Inception Year Amount  Applied/Expired Balance Expiry Year
(in thousands)
2002 9,940 £9,940 B- 2005
2003 13,815 2,306 11,509 2006
2004 18,485 - 18,485 2007
2005 15,618 15,618 2008
P57,858 P12,246 45,612

e. A reconciliation of income tax computed at statutory tax rates to the provision for income tax
follows:

2004
(Asrestated,
2005 Note 3)
(in thousands)

Provision for (benefit from) incometax at 32.5% in

2005 and 32% in 2004 P68,715 (P123,200)
Additionsto (reductionsin) income tax

resulting from:
Nondeductible portion of interest expense 36,445 3,521
Temporary differences, NOLCO and MCIT

without deferred income tax set-up 36,583 76,273
Utilization of NOLCO and MCIT (36,479) (45,491)
Interest income subjected to final tax (38,778) (8,495)
Loss on permanent decline in value of

investments in shares of stock 4,625 22,771
Effect of change in income tax rate (1,266) -
Equity in net losses of associates - 8,951
Reversal of provisions - (106,766)
Loss on impairment in value of investments

in shares of stock - 177,811
Rental income for income tax purposes

(see Note 26) - 39,978

Others (26,581) (3,553)

P43,264 P41,800
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On May 24, 2005, the new Expanded Vaue-Added-Tax (E-VAT) law was signed as Republic
Act No. 9337 or the E-VAT Act of 2005. The E-VAT law took effect on November 1, 2005
following the approval on October 19, 2005 of Revenue Regulations 16-2005 which provides
for the implementation of the rules and regulations of the new E-VAT law. This provides,
among others, for the change in income tax rate from 32% to 35% for the next three years
effective on November 1, 2005, and 30% starting January 1, 2009 and thereafter, among
others.

The E-VAT law aso provides for the increase in VAT rate from 10% to 12%, subject to
certain conditions. Theincreasein VAT rate to 12% became effective on February 1, 2006.

29. Registration with the Board of Investments (BOI)

Philtown is registered with the BOI under the Omnibus Investment Code of 1987 as a new
operator of industrial estate on a nonpioneer status. As a registered enterprise, Philtown is
entitled to certain tax and nontax incentives and privileges. No tax and nontax incentives and
privileges were availed in 2005 and 2004.

30. Commitments and Contingencies

a. As discussed in Note 14, the Parent Company entered into finance leases and installment

b.

contract arrangements covering various machineries and equipment with a third party
supplier.

The Parent Company entered into a Trademark License Agreement with Sunkist Growers, Inc.
(Sunkist) whereby the latter granted the Parent Company exclusive right to use certain of
Sunkist's trademark and trade dress in connection with the manufacture, marketing,
distribution and sale of non-carbonated beverages. The Parent Company agreed to pay afixed
amount of royalty, as stipulated in the Agreement, every year. The Agreement will cease
upon mutual consent of the Parent Company and Sunkist.

In 1998, Philstar.Com (then Selecta) disposed its 50% plus one (1) share in the ice cream
business to ULP. The Joint Memorandum (Memorandum) executed among Philstar.Com,
ULP and the Parent Company dated December 17, 1998 included provisions for the increase
or decrease of the final purchase consideration based on the volume growth of the ice cream
business over a period of five years until 2004. The parties have agreed on the increase in the
price consideration by a specified amount for each percentage increase over the target volume
growth as specified in the Memorandum with a maximum cap of £500.00 million. The
parties have also agreed to a decrease in the price consideration at the same specified amount
or each percentage decrease from the target volume growth with a maximum cap of
£115.00 million. Correspondingly, Philstar.Com has deferred the recognition of
£115.00 million of the gain on disposal of its interest in the ice cream business to ULP until
the final purchase consideration is established by 2004. The Company has assumed al the
rights and obligations of Philstar.Com under the above Memorandum, as part of the transfer
to the Parent Company in 2000 of all assets and liabilities of Philstar.Com that will not be
needed for its entry into the electronic commerce business.
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In 2004, the Company returned the £115.00 million to ULP as the target volume growth of the
ice cream business was not met.

d. Lease of the Parent Company’s parcels of land to a third party classified as finance leases for
aperiod of 25 years until 2027 and 2028. The lessee has the unilateral and irrevocable option
to extend the term for another 25 years. All lease payments were fully paid in 2003.

e. As of December 31, 2005 and 2004, there are pending legal cases against the Group.
Management believes that its position has legal merit and that the resolution of the cases will
not materially affect the consolidated financial statements.

31. Basic Earnings (Loss) Per Share

2004
(Asrestated -
2005 see Note 3)

a.  Net income (loss) attributable to equity holders
of the Parent Company (amountsin thousands) P182,962 (P425,116)
b. Weighted average common shares outstanding 1,554,754,799 1,554,754,799
c. Basic earnings (loss) per share (a/b) P0.12 (P0.27)

32. Financial I nstruments

Financial Risk Management Objectives and Policies

The Group's principal financial instruments include nonderivative instruments such as cash and
cash equivalents, short-term cash investments, AFS investments, short-term and long-term debt
and obligations, and receivables from and payable to related parties. The main purpose of these
financial instruments includes raising funds for the Group’s operations and managing identified
financial risks. The Group has various other financial assets and financial liabilities such as trade
receivables, trade and trust receipts payables, which arise directly from its operations. The main
risk arising from the use of financial instruments are interest rate risk, foreign exchange risk,
commodity price risk, credit risk and liquidity risk.

Interest rate risk
The Group’s exposure to changes in interest rates relate primarily to the Group’s short-term and
long-term debt obligations.

Management is tasked to minimize interest rate risk through interest rate swaps and options, and
having a mix of variable and fixed interest rates on its loans. Presently, the Group’s short-term
and long-term bank loans are market-determined, with the long-term loan interest rates based on
MART-1 plus a certain mark-up. The Group has not entered into interest rate swaps and options
during 2005 and 2004.

Foreign exchange risk
The Group's exposure to foreign exchange risk results from its business transactions and
financing agreements denominated in foreign currencies.



-51-

Management is tasked to minimize foreign exchange risk through the natural hedges arising from
its export business and through currency hedges. Presently, trade importations are immediately
paid or converted into peso obligations as soon as these are negotiated with suppliers.

Commodity price risk

Management is tasked to minimize commaodity risk though commodity hedging. This includes
forward purchases primarily of wheat and freight services. The Group has done opportunistic
hedges in the past that resulted to a financial performance for its Flour Division that is better than
industry norm. The Group did not enter into forward purchases and commodity hedging
arrangements during 2005 and 2004.

Credit risk

Credit risk arises from the risk of counterparties defaulting. Management is tasked to minimize
credit risk though strict implementation of credit, treasury and financial policies. The Group
deals only with reputable counterparties, financia institutions and customers. To the extent
possible, the Group obtains collateral to secure sales of its products to customers. Also, the
Group transacts with financia institutions belonging to the top 25% of the industry, and/or those
which provide the Group with long-term loans and/or short-term credit facilities.

The Group does not have significant concentrations of credit risk and does not enter into financial
instruments to manage credit risk. With respect to credit risk arising from financial assets other
than installment contracts and accounts receivable (such as cash and cash equivalents and
available-for-sale investments), the Group® exposure to credit risk arises from default of the
counteparties, with a maximum exposure equal to the carrying amount of these instruments.

Liquidity risk
Liquidity risk arises from the possibility that the Group may encounter difficultiesin raising fund
to meet commitments from financia instruments.

Management is tasked to minimize liquidity risk though prudent financial planning and execution
to meet the funding requirements of the various operating divisions and companies within the
Group; athough long-term and short-term loans are obtained from financial institutions. This
includes strict implementation of credit and collection policies, particularly in containing trade
receivables, and through capital raising, including equity, as may be necessary. Presently, the
Group has existing long-term loans that funded the capita expenditures and fixed assets.
Working capital requirements, on the other hand, are adequately addressed through short-term
credit facilities from financial institutions. Trade receivables are kept within manageable levels.

Financial Assets and Liabilities
The following summarizes the carrying and fair values of the Group's financial assets and
liabilities as of December 31, 2005:

Carrying
Amount Fair Value
(in thousands)

Financial Assets

Cash and cash equivalents B592,902 £592,902
Accounts receivable - net 967,259 967,259
Installment contracts receivable 866,244 883,671

(Forward)
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Carrying
Amount Fair Value
(in thousands)
AFS investments 923,987 923,987
Financial assets at FVPL 19,280 19,280
Other noncurrent receivables and deposits 48,999 48,795
Financial Liabilities
Bank loans 680,838 680,838
Accounts payable and accrued expenses 1,392,557 1,392,157
Trust receipts and acceptances payable 272,712 272,712
Long-term debt and obligation, including
current maturities 1,334,639 1,342,262

Advances from related parties 375,265 376,768

Fair Value of Financial Instruments
The following methods and assumptions were used to estimate the fair value of each class of
financial instrument for which it is practicable to estimate such val ue.

Due to the short-term nature of the transactions, the carrying amounts of current financial assets
and current financial liabilities approximate their fair market values.

The fair market value of AFS investments has been determined by reference to quoted market
prices at the close of business on the balance sheet date. Investments in ungquoted equity securities
are carried either at their estimated fair value computed based on expected cash flows or
underlying net asset base for each investment, or at historical cost, net of impairment.

The fair value of advances to/from associates and other related parties, refundable deposits,
receivable from Meralco and fixed-rate long-term debt and long-term obligations are based on the
discounted value of future cash flows using the applicable rates for similar types of loans.

The carrying value of floating-rate long-term debt, for which interest rates are repriced quarterly
based on market rates, approximates the fair value.

The following are the maturity profile of the Group’s borrowings:

Group

Less Carrying
than 1year 1to2years 2to 3years 3to4years 4to 5 years Over 5years Vaue
Bank loans £385,562 265,166 £20,425 £9,685 B B £680,838

Long-term debt 216,614 239,322 242,641 246,913 179,416 11,801 1,136,717

Refer to Notes 16 and 20 for the interest rate profile of these liabilities.
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33. Notesto Consolidated Statements of Cash Flows
The Group’ s noncash investing and financing activities pertain to the following:

a.  Assumption by the Parent Company of Swift loans payable amounting to 890.00 million in
2004 as final consideration for the transfer of the Swift's Cabuyao Plant amounting to
£300.00 million to CMPC (see Note 27);

b. Exercise of the Parent Company’s right to put 10,947,678 of its 150,193,647 preferred shares
in Swift at an offer price of £10.00 per share or £109,476,780. The proceeds of the put
exercise were applied as payment of the Parent Company’s unpaid subscriptions in Swift's
common shares in 2005. The exercise was done prior to the amendment of the terms of the
preferred shares of Swift;

c. Capitalization of machinery and equipment under finance lease amounting to £99.12 million
in 2005 and £123.89 million in 2004 and machinery and equipment acquired under
installment arrangement amounting to £34.04 million in 2005 (see Note 19).

34. Subsequent Events

a On May 30, 2006, the Parent Company’s officers purchased 16,179,151 treasury common
shares of the Parent Company at a price of £0.98 per share.

b. On February 23, 2006, the Parent Company, Swift and the labor union of the meat
manufacturing plant entered into a compromise settlement of the labor case for atotal cost of
£121.97 million (see Note 26).



