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CERTAIN CONVENTIONS AND TERMS USED IN THIS REPORT
All of our financial data and all of our operating data presented in this report in respect of 1999 has been
restated to reflect the acquisition of Smart, which occurred in March 2000, in a manner similar to a pooling of
interests.

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

All references to the "Philippines” contained in this report mean the Republic of the Philippines, and all
references to the "U.S." or the "United States" are to the United States of America. Unless the context indicates

"o " on

or otherwise requires, references to "we,” “us,” "our" or "PLDT Group" mean Philippine Long Distance
Telephone Company and its consolidated subsidiaries, and references to "PLDT" mean Philippine Long
Distance Telephone Company, not including its consolidated subsidiaries.
In this report, unless otherwise specified or the context otherwise requires, all references to "pesos,"
"Philippine pesos" or "-R" are to the lawful currency of the Philippines, all references to "dollars," "U.S.
dollars" or "US$" are to the lawful currency of the United States, and all references to "Japanese yen" or "¥"
are to the lawful currency of Japan. Unless otherwise indicated, translations of peso amounts into U.S. dollars
in this report were made based on the volume weighted average exchange rate quoted through the Philippine
Dealing System on December 31, 2001, which was B51.690 = US$1.00. On April 9, 2002, the exchange rate
quoted was £51.042 = US$1.00.

In this report, each reference to:

* ACeS Philippines means ACeS Philippines Cellular Satellite Corporation, our 88.5%-owned subsidiary;

* Clark Telecom means PLDT Clark Telecom, Inc., our wholly-owned subsidiary;

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

* First Pacific means First Pacific Company Limited;

* GSM means global system for mobile communications;

* ISP means Internet service provider; |

» Infocom means Infocom Technologies, Inc., a 99.6%-owned subsidiary of ePLDT;

* Mabuhay Satellite means Mabuhay Philippines Satellite Corporation, our 67%-owned subsidiary;

* MaraTel means Maranao Telephone Company, Inc., our 92.3%-owned subsidiary;

* NTC means the National Telecommunications Commission of the Philippines;

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

*+  NITC-UK means NTT Communications Capital (UK) Ltd., a wholly-owned subsidiary of NTT
Communications;

* Piltel means Pilipino Telephone Corporation, an affiliate in which we own 45.3% of the common stock;
* SMS means short message service;

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



+ Subic Telecom means Subic Telecommunications Company, Inc., our wholly-owned subsidiary;
» Telesat means Telesat, Inc., our 94.4%-owned subsidiary; and
* VSAT means very small aperture terminal.

FORWARD-LOOKING STATEMENTS

Some information in this report may contain forward-looking statements within the meaning of Section
27A of the U.S. Securities Act of 1933 and Section 21E of the U.S. Securities Exchange Act of 1934. We have
based these forward-looking statements on our current beliefs, expectations and intentions as to facts, actions
and events that will or may occur“in the future. Such statements use forward-looking words such as "believe,"
"plan," "anticipate,” "continue," "estimate,

"n " on "non won "o

expect,” "may," "will" or other similar words.

A forward-looking statement may include a statement of the assumptions or bases underlying the forward-
looking statement. We have chosen these assumptions or bases in good faith, and we believe that they are
reasonable in all material respects. However, we caution you that assumed facts or bases almost always vary
from actual results, and the differences between assumed facts or bases and actual results can be material,
depending on the circumstances. When considering forward-looking statements, you should keep in mind the
risk factors and other cautionary statements in this report. You should keep in mind that any forward-looking
statement made by us in this report or elsewhere speaks only as of the date on which we made it. New risks and
uncertainties come up from time to time, and it is impossible for us to predict these events or how they may
affect us. We have no duty to, and do not intend to, update or revise the statements in this report after the date
hereof. In light of these risks and uncertainties, you should keep in mind that any forward-looking statement
made in this report or elsewhere might not occur.




SELECTED FINANCIAL AND OPERATING DATA

The selected consolidated and non-consolidated financial information presented below as of and for the
years ended December 31, 1999, 2000 and 200! should be read in conjunction with, and is qualified in its
entirety by reference to, the audited consolidated and non-consolidated financial statements included
elsewhere in this report. Our consolidated and non-consolidated financial statements are prepared in
accordance with Philippine GAAP, which differ in certain significant respects from U.S. GAAP. For a
discussion of these differences as they relate to our financial statements, see "Management's Discussion and
Analysis of Financial Condition and Results of Operations — U.S. GAAP Reconciliation” and Note 25 to the
accompanying audited consolidated and non-consolidated financial statements as of and for the years ended
December 31, 1999, 2000 and 2001.

Consolidated Financial Data

Years Ended December 31,

1999 2000 2001 2001(1)

(in millions, except ratio of earnings to fixed charges)
Amounts in accordance with Philippine : :

GAAP(2):
Statement of Income Data:
Total operating revenues.........cccceevervevveenans B55,691.8 R62,903.1 B73573.0 US$1,4234
Fixed line .....cococvevecivieieciniiineeieces 43,865.3 45,967.0 46,876.7 906.9
Local exchange service.........ccccoouvuvenenc. 16,187.9 18,977.9 21,8325 4224
International long distance service.......... 15,064.1 13,233.0 11,453.5 221.6
National long distance service ................ 10,218.5 10,550.2 8,388.1 162.3
Data and other network services............. 2,015.6 2,963.2 4,776.5 924
Miscellaneous .......cccccceeeevnenininiienniinnns 379.2 242.7 426.1 8.2
WITELESS .o 11,631.5 16,697.4 26,2274 507.4
Information and communications
teChROIOZY . evveveeiiniiicieccnc e 195.0 238.7 468.9 9.1
Operating €Xpenses ........cccvvreerrerrererncnennnns 42,754.6 50,860.1 56,428.1 1,091.7
Net operating inCome.........coceeceneeerrrernenane, 12,937.2 12,043.0 17,1449 331.7
INEt INCOIMIE .. veteieeeeeeereeteeeeeeeseceeenaeeaaenes 3,094.6 1,108 4 3,417.9 66.1
Balance Sheet Data:
Cash and cash equivalents ........c..cccoveurernee 9,290.2 9,674.3 4,122.7 79.8
Total @SSEtS...c.uevrveeniniinenereeeiereee e 279,062.9 326,152.5 307,622.3 59513
Total long-term debt-net of current
POTHION...uciieiitiec e ee e 142,940.3 179,068.1 149,593.8 2,894.1
Long-term debt ........ccoovvviecieeceeceerereeee 152,384.4 191,924.9 168,879.5 3,267.2
Total debt.......co.oovviviceieiecicievec e 165,342.3 196,041.7 175,341.4 3,392.2
Total liabilities.......c.occovvvvivriiincericecrenen 205,850.3 239,625.1 218,994.7 4,236.7
Total stockholders' equity .......ccccoevvenrnnnn.n. 73,212.5 86,5274 88,627.6 1,714.6
Other Data:
EBITDA(3) ccievieeiieineneieenieieveeee i 31,076.2 33,2549 39,027.8 755.0
Depreciation and amortization..................... 15,3314 17,896.1 21,5374 416.7
Capital expenditures ...........cceevevveervivicneeennnns 22,062.3 27,109.0 30,554.4 591.1
Ratio of earnings to fixed charges(4)........... 1.Ix 1.0x 1.1x 1.1x
Net cash provided by operating
ACHIVILES c.eviveerereeere et 30,887.7 35,7271 40,039.8 774.6
Cash used in investing activities.................. 21,342.2 25,666.9 30,752.8 594.9
Net cash used in financing activities............ (7,946.1) (10,433.3) (14,862.5) (287.5)

Amounts in accordance with U.S. GAAP
Statement of Income Data:

Operating revenues ...........coceeveevereverennnn. . 46,389.4 63,665.6 87,670.3 1,696.1
Operating €Xpenses ......ceeverareerererireseruenas 33,576.3 52,5775 93,3264 1,805.5
Net operating income........c.coceoveerververrerenene. 12,813.1 11,088.1 (5,656.1) (109.4)
Net income (10SS) .....ocevreerrveninnrcrreriinnnnens 932.5 (28,984.0) (20,739.3) (401.2)
Balance Sheet Data:




TOtA] ASSELS.rvveverereeererrresesereerereresessessemeresris P207,325.8 B286,404.6 P289,778.3  US$5,606.1
Total long-term debt-net of current

POTIOM .. ovcveereeecnrereemrre st saenenens 122,212.0 151,387.7 169,844.2 3,285.8
Long-term debt .......ocoovevnerncnciiiiiinns 143,574.6 191,924.9 190,072.5 3,677.2
Total debt.....coeeiiecereeiiciccniecn 150,166.1 196,049.7 196,534.4 3,802.2
Total Habilities ....c.cocevveeierererorncicniiirinans 176,085.0 234,827.6 260,728.1 5,044.1

" Total stockholders' equity ............cwwrvesereerees 31,240.8 51,577.0 29,050.2 562.0
Other Data:
EBITDA(3) ovo e necerereeeeneneeerecis 24,1322 (7,312.1) 8,106.6 156.8
Adjusted EBITDA(S)...cceccrenmmniicriicccninninns 24,132.2 (7,312.1) 24,826.8 480.3
Depreciation and amortization..................... 11,233.7 12,275.1 16,284.9 315.0
Ratio of earnings (loss) to fixed

charges(4) ...cooeveeeoini e — — — —
Net cash provided by operating

ACHIVILIES oo oveevereieeerereaee vt ereeeeree e e 18,233.7 22,851.7 24,746.6 478.7
Cash used in investing activities.................. 18,635.4 26,003.6 30,978.4 599.3
Net cash provided by financing

ACHIVILEES oot enenins 2,402.8 4,207.1 816.8 15.8

Non-Consolidated Financial Data
Years Ended December 31,
1999 2000 2001 2001(1)
(in millions, except ratio of earnings to fixed charges)

Amounts in accordance with Philippine

GAAP(2):

Statement of Income Data:

Total operating revenues.........cc.ccocceccereennene 2417234 £44,270.0 £46,063.5 US$891.1
Local exchange Service.......ccocceceveeerererenne 15,269.3 18,249.6 21,477.6 415.5
International long distance service............. 14,379.3 12,790.0 11,2710 218.0
National long distance service .................. 9,809.8 10,135.9 8,223.6 159.1
Data and other network services................ 2,015.6 2911.0 47144 91.2
Miscellaneous .........ccccoevveveevveiiicneeeeeenens 2494 183.5 376.9 7.3

Operating eXpenses............coveerreerrerireereniens 27,697.6 29,870.5 32,219.7 623.3

Net operating inCome...........cccceveremrierarcnnens 14,025.8 14,399.5 13,843.8 267.8

NEt INCOMIC .cvveiiiieiieeeeieeeieieeeatrcreereeeisresesenes 3,094.6 1,108.4 3,417.9 66.1

Balance Sheet Data:

Cash and cash equivalents ...........cccccienne. 7,073.6 7,780.8 2,336.2 452

Total aSSELS..uuunmrierriiriceiiieei e 221,253.2 264,934.8 264,513.3 5,117.3

Total long-term debt-net of current
POTLION . ceeeviieiecrierere et reemec e 107,408.6 135,296.6 127,240.8 2,461.6

Long-termdebt .........ccovveiininiiiiiiiiccen. 115,4719 146,188.4 141,515.2 2,737.8

Total debt...coveviiiiiiiiie e 121,747.7 146,238.4 143,477.1 2,775.7

Total lHabilities .ov.eiivvieeeeerie e, 148,040.7 178,407.4 175,885.7 3,402.7

Total stockholders’ equity .......ccccoceeverranene 73,2125 86,527.4 88,627.6 1,714.6

Other Data:

EBITDA(G) c.eoeveeeveerieneicreeeeeereeseeeneeereeranenns 21,879.2 23,039.7 27,753.1 536.9

Depreciation and amortization.............c...... 9,187.8 10,121.7 12,676.3 245.2

Capital expenditures ...........occoceevervrerrevenenne 15,863.4 11,520.0 9,684.4 187.4

Ratio of earnings to fixed charges(4)........... 1.3x 1.2x 1.2x 1.2x

Net cash provided by operating activities.... 24,7784 30,558.4 28,018.7 542.1

Cash used in investing activities .................. 17,4814 30,8419 13,752.4 266.1

Net cash provided by (used in) financing
ACHIVILIES cvveivrievireeeiiierireeeiieserrereresbeeneenne s (4,566.9) 201.8 (19,806.0) (383.2)

Amounts in accordance with U.S. GAAP:
Statement of Income Data:

Operating revenues ........c..coovceeiiiniiioieens P41,723.4 B44,270.0 £45,535.0 US$880.9
Operating eXpenses .......c.cuevevererineeeernarcans 27,065.1 31,486.9 36,444.7 705.1
Net operating income.........cocovveiveevicccnn 14,658.3 12,783.1 9,090.3 175.9
Net income (L0SS) «vvveeieerrriirrercrinceeenninienes 932.5 (28,984.0) (20,739.3) (401.2)




Balance Sheet Data:

Total ASSEtS..cvvvierrereiree e 172,285.5 2235112 210,7704 4,077.6
Total long-term debt-net of current

POTHIOM .cc e teceeicecntree et et raaas 107,408.6 135,296.6 127,240.8 2,461.6
Long-term debt ........ccooevecciiciiiiinnncinns 115,471.9 146,188.4 141,515.2 2,737.8
Total debt.....c.oceoveverieciiieeirnecineciriiininens 121,747.7 146,238.4 143,477.1 2,775.7
Total Habilities .......ccooveverrerceeciirreiinenean 141,044.7 171,934.2 181,720.2 3,515.6
Total stockholders' equity ......ccoccovveiivnnnnn 31,240.8 51,577.0 29,050.2 562.0
Other Data:
EBITDA(D) .coeveeeeerireeniererieeireeeceesissisbenenens 17.918.9 (18,041.5) (1,684.6) (32.6)
Depreciation and amortization..........cc..e.ec... 8,020.0 6,838.6 8,086.4 156.4
Ratio of earnings (loss) to fixed

charges(4) ..c.ooeevveioncicirieinrciin e 1.0x — — —
Net cash provided by operating activities..... 18,415.2 21,440.0 16,303.1 3154
Cash used in investing activities.................. 17,877.4 31,768.0 13,939.7 269.7
Net cash provided by (used in) financing

ACHVILIES 1. evvvveerecerreiee e ceeeee e isneas 2,803.4 10,246.3 (7,903.1) (152.9)

(1) We maintain our accounts in Philippine pesos. For convenience, the peso financial information as of and
for the year ended December 31, 2001, has been translated into U.S. dollars at the exchange rate of
B51.690 = US$1.00, the rate quoted through the Philippine Dealing System as of December 31, 2001. This
translation should not be construed as a representation that the Philippine peso amounts represent, or have
been or could be converted into, U.S. dollars at that rate or any other rate.

(2) The consolidated financial information for the year 1999 has been restated to reflect the acquisition of
Smart by PLDT in March 2000 in a manner similar to a pooling of interests method under Philippine
GAAP (see Note 2 to the accompanying financial statements). Piltel is included on a consolidated basis to
June 27, 2001. Although Piltel is not included as a consolidated subsidiary in our consolidated financial
statements under Philippine GAAP with effect from June 27, 2001, we have not restated our financial
statements for prior years to reflect the deconsolidation.

(3) On a consolidated basis, EBITDA is defined as income (loss) before minority interest in net losses of
consolidated subsidiaries and adding back interest expense and related items, taxes, and depreciation and
amortization and is presented because it is generally accepted as providing useful information regarding a
company's ability to service and/or incur debt. EBITDA should not be considered in isolation or as a
substitute for operating income, net income, cash flows from operating activities and other income or cash
flow statement data prepared in accordance with applicable generally accepted accounting principles or as
a measure of PLDT's profitability or liquidity.

(4) For purposes of these ratios, "Earnings (loss)" consist of income (loss) before provision for income tax
(excluding PLDT's share in undistributed income of less than 50% owned affiliates) and fixed charges
(excluding capitalized interest). "Fixed charges" consist of interest (including capitalized interest, discounts
and other financing costs) on all indebtedness, amortization of deferred financing costs and the estimated
financing component of rent expense (i.e., one-third of rent expense).

In 1999 PLDT's earnings on a consolidated and non-consolidated basis under U.S. GAAP, were insufficient
to achieve a coverage ratio of 1:1. Due to PLDT's losses under U.S. GAAP in 2000 and 2001, the ratio
coverage was also less than 1:1. In order to achieve a coverage ratio of 1:1, we must generate additional
consolidated earnings under U.S. GAAP of B1,877.7 million, £35,839.8 million and £23,662.3 million for
the years ended December 31, 1999, 2000 and 2001, respectively. Also under U.S. GAAP, PLDT must
generate additional non-consolidated earnings of B35,702.2 million and £21,177.1 million for the years
ended December 31, 2000 and 2001, respectively to achieve a coverage ratio of ratio of 1:1.

(5) Adjusted EBITDA is defined as EBITDA as defined above in footnote 3 before the effect of asset
impairment charges in 2001 of 16,720.2 million in respect of Smart's and Piltel's analog assets, which are




non-cash charges. Therefore, in 1999, 2000 and 2001, on a non-consolidated basis, PLDT's Adjusted
EBITDA under Philippine GAAP and U.S. GAAP did not differ from EBITDA , and on a consolidated
basis, our Adjusted EBITDA under Philippine GAAP did not differ from EBITDA. We did not have any
asset impairment charges in 1999 and 2000. Because the asset impairment charges are non-cash charges,
we believe that Adjusted EBITDA provides useful information regarding our ability to service and/or repay
debt. Adjusted EBITDA should not be considered in isolation or as a substitute for operating income, net
income, cash flows from operating activities and other income or cash flow statement data prepared in
accordance with applicable generally accepted accounting principles, or as a measure of PLDT's
profitability or liquidity.

(6) On a non-consolidated basis, EBITDA is defined as income (loss) before income tax and adding back
interest expense and related items, taxes, and depreciation and amortization and is presented because it is
generally accepted as providing useful information regarding a company's ability to service and/or incur
debt. EBITDA should not be considered in isolation or as a substitute for operating income, net income,
cash flows from operating activities and other income or cash flow statement data prepared in accordance
with applicable generally accepted accounting principles, or as a measure of PLDT's profitability or
liquidity.

Operating Data (Unaudited)
As of December 31,
1999 2000 2001

Fixed Line

Lines in service(1) occoovvremenvencniecvnesvinnnnes 1,953,071 1,999,922 2,097,366

Cellular (Smart and Piltel)

Number of cellular subscribers..................... 1,482,107 3,515,293 6,368,850
GSM et 191,294 2,699,583 5,970,992
Analog/CDMA ......ccoviieererrceeseeneeenns 1,290,813 815,710 397,858

Number of base stations.........cceeeeeeecvevvenennn. 1,368 2,066 2,805

(1) Lines in service refers to the number of working fixed lines of existing subscribers and includes
subscribers of PLDT, its consolidated subsidiaries and Piltel.




RISK FACTORS
Risks Relating to Us

Our substantial indebtedness could impair our ability to fulfill our financial obligations, service our
other debt and carry out new financings

We have substantial indebtedness. As of December 31, 2001, we had consolidated total indebtedness of
approximately 2175,341.4 million (US$3,392.2 million) and a consolidated ratio of debt to equity of 1.98x.
Our non-consolidated total indebtedness was approximately R143,477.1 million (US$2,775.7 million),
including short-term debt of approximately US$38.0 million, at that date and our non-consolidated ratio of debt
to equity was 1.62x. Our consolidated ratio of earnings to fixed charges was 1.1x and our non-consolidated
ratio of earnings to fixed charges was 1.2x for the year ended December 31, 2001. For an explanation of how
we calculate our consolidated ratio of earnings to fixed charges, see footnote 4 to our consolidated and non-
consolidated financial information under "Selected Financial and Operating Data." Our existing debt contains
covenants which, among other things, require PLDT to maintain certain financial ratios on a consolidated and
non-consolidated basis and limit our ability to incur indebtedness, make investments and incur expenditures.
For a description of some of these covenants, see "Management's Discussion and Analysis of Financial
Condition and Results of Operations — Liquidity and Capital Resources — Financing Activities — Debt
Financing — Covenants."

Our substantial indebtedness and the requirements and limitations imposed by our debt covenants could
have important consequences to you. For example, they could:

» make it more difficult for us to satisfy our debt obligations;

» require us to dedicate a substantial portion of our cash flow to payments on our indebtedness, thereby
reducing the availability of our cash flow to fund working capital, capital expenditures and other
general corporate requirements;

« limit our ability to refinance our debt obligations or incur new debt needed to finance our working
capital, capital expenditure or other requirements;

« limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we
operate; and

« place us at a competitive disadvantage compared to our competitors.

If we are unable to meet our debt service obligations or comply with our debt covenants, we could be
forced to restructure or refinance our indebtedness, seek additional equity capital or sell assets. An inability to
effect these measures successfully could result in declaration of default and acceleration of some or all of our
indebtedness.

A significant portion of our indebtedness is scheduled to mature by the end of 2004

As of December 31, 2001, approximately £69,280.6 million (US$1,340.3 million) principal amount of our
non-consolidated long-term debt and approximately B85,758.5 million (US$1,659.1 million) principal amount
of our consolidated long-term debt was scheduled to mature by the end of 2004.

We do not expect that our available cash, including cash flow from operations, will be sufficient to enable
us to repay the principal of all of these debts at their stated maturities, and we intend to refinance a substantial
portion of these debts during the next 36 months and we expect that we will require substantial new external
financing during the coming 12 months. Our ability to refinance this and our other debt depends on our
successful financial and operating performance, conditions affecting the Philippine and international
economies and financial markets and other factors, including the peso-to-U.S. dollar exchange rate, many of
which are beyond our control. Restrictions under our current indebtedness subject us to various financial tests




which could prevent us from incurring additional debt. We cannot assure you that we will be able to refinance
our maturing debts on terms acceptable to us, or at all. An inability to repay or refinance this debt could
materially and adversely affect our results of operations and financial condmon and could result in declaration
of default and acceleration of some or all of our indebtedness.

We may not be able to maintain compliance with restrictive financial covenants and ratios imposed by
our indebtedness

Our debt instruments contain restrictive covenants and require us to comply with specified financial ratios
and other financial tests at relevant measurement dates calculated in accordance with Philippine GAAP,
principally at the end of quarterly periods.

The principal factors that can negatively affect our ability to comply with these financial ratios and other
financial tests are depreciation of the peso to the U.S. dollar, poor operating performance of PLDT and its
consolidated subsidiaries, asset impairment charges that may be recognized by PLDT and its consolidated
subsidiaries and increases in our interest expenses. Since 97.1% of PLDT's long-term debt is denominated in
foreign currencies, principally in U.S. dollars, many of these financial ratios and other tests are negatively
affected by any weakening of the peso, which declined by 3.3% against the U.S. dollar in 2001 but fluctuated
between a high of B55.013 = US$1.00 on January 18, 2001 and a low of P47.550 = US$1.00 on February 16,
2001. In 2000, the peso depreciated sharply by 24.0% from R40.298 = US$1.00 on January 1, 2000, to P49.986
=US$1.00 on December 31, 2000. As of April 9, 2002, the exchange rate was 51.042 = US$1.00. Certain of
our financial ratios may be adversely affected by impairment charges in respect of certain long-lived assets. In
addition, certain of our financial ratios are adversely affected by increases in interest expense, which may
result from factors including issuance of new debt, the refinancing of lower cost indebtedness by higher cost
indebtedness, depreciation of the peso, the lowering of PLDT's credit ratings or the credit ratings of the
Philippines and general market conditions.

PLDT's ability to maintain compliance with financial covenant requirements measured on a non-
consolidated basis is principally affected by the performance of our fixed line business, which is predominantly
conducted by PLDT. PLDT cannot be assured of the benefit of net revenues and cash flow generated by
Smart's cellular business in assisting in complying with non-consolidated covenants due to restrictions on the
payment of dividends by Smart.

To date, we have maintained compliance with all of our financial ratios and covenants as measured under
our loan agreements. However, if negative factors adversely affect our financial ratios, we may be unable to
maintain compliance with these ratios and covenants or be unable to incur new debt. During 2001, our
performance under certain of these ratios, including our total debt to EBITDA and interest coverage ratios, was
close to the permitted thresholds. In August and September 2001, we obtained amendments to relax certain of
PLDT's covenants setting a maximum ratio of total debt to EBITDA on a non-consolidated basis. Under some
of our loan agreements, this ratio requirement will become more restrictive at the end of the second quarter of
2003 and will continue to become more restrictive in increments thereafter, which will make it more difficult
for PLDT to maintain compliance with this ratio in the future. In the future, our performance under certain of
our ratios may again fall close to the permitted thresholds. Inability to comply with our financial ratios and
covenants or raise new financing could result in a declaration of default and acceleration of some or all of our
indebtedness unless we are able to obtain waivers or amendments from the relevant lenders. The terms of some
of our debt instruments have no minimum amount for cross-default.

For more information on the requirements of our loan agreement covenants and our compliance with them,
see "Management's Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and
Capital Resources — Financing Activities — Debt Financing — Covenants."

Creditors of our subsidiaries will have superior claims to our subsidiaries' cash flow and assets
A growing portion of our consolidated revenues and cash flow from operations has been produced by our

subsidiaries, particularly Smart. Smart and some of our other subsidiaries have substantial internal cash
requirements for debt service, capital expenditures and operating expenses and so may be financially unable to
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pay any dividends to PLDT. In addition, some of our subsidiaries are subject to covenants that restrict them
from distributing cash to PLDT except under certain circumstances. In particular, Smart is subject to loan
covenants that restrict its ability to distribute cash to PLDT. PLDT does not expect to receive any dividends
from Piltel. We cannot assure you that PLDT will receive dividends or other distributions from, or otherwise
be able to derive liquidity from, Smart or any other subsidiary or affiliate in the future.

Creditors of our subsidiaries will have prior claims to our subsidiaries' assets and cash flows. We and our
creditors will effectively be subordinated to the existing and future indebtedness and other liabilities, including
trade payables, of our subsidiaries, except that we may be recognized as a creditor on loans we have made to
subsidiaries. If we are recognized as a creditor of a subsidiary, our claim will still be subordinated to any
indebtedness secured by assets of the subsidiary and any indebtedness of the subsidiary otherwise deemed
senior to indebtedness we hold.

Our businesses require substantial capital investment, which we may not be able to finance

Our projects under development and continuing maintenance and improvement of our networks and
services, including Smart's projects, networks and services, require substantial ongoing capital investment.
Consolidated capital expenditures for the year ended December 31, 2001, including capitalized interest,
amounted to B30,554.4 million (US$591.1 million), an increase of 12.7% over 2000. This was largely the
result of capital outlays of PLDT and Smart of 9,684.4 million (US$187.4 million) and B19,034.3 million
(US$368.2 million), respectively. For the full year 2002, we have budgeted consolidated capital expenditures
of B22,100.0 million (US$427.5 million), of which approximately £12,700.0 million (US$245.7 million) are
budgeted to be spent by Smart, approximately £8,500.0 million (US$164.4 million) by PLDT and the
remainder by our other subsidiaries. PLDT's capital spending is intended principally to finance the continued
build-out of its data and Internet protocol infrastructures and investments in certain international cable projects.
Smart's capital spending is focused on expanding and upgrading its GSM network to meet increased demand
for cellular services. :

Future strategic initiatives could require us to incur significant additional capital expenditures. We plan to
finance a portion of our future capital expenditures from external financing sources, which have not yet been
‘arranged. We cannot assure you that financing for new projects will be available on terms acceptable to us or at
all. If we cannot complete our development programs and other capital projects, our growth, results of
operations and financial condition could be materially and adversely affected.

Our ability to refinance our debt and raise new financing to fund our working capital, capital
expenditures and other needs depends on many factors beyond our control

In addition to our existing available credit facilities, we expect that we will require substantial new external
financing during the coming 12 months in order to fund all of our operating, investment, capital expenditure
and debt service requirements and to refinance and extend the maturities of short and medium-term
indebtedness. Our ability to arrange for this and other financing and the cost of such financing will be
dependent on numerous factors outside of our control, including:

+ general economic and capital market conditions, including the peso-to-U.S. dollar exchange rate;

« the availability of credit from banks or other lenders;

_* investor confidence in us;

* investor views about the Philippines;

 the continued success of our business;

» our credit ratings and the sovereign credit ratings of the Philippines; and

 provisions of tax and securities laws that may be applicable to our efforts to raise capital.
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PLDT's corporate credit ratings were recently downgraded by Moody's Investor Services, Standard &
Poor's Ratings Group and Fitch IBCA, Duff & Phelps to "Ba3," "BB-" and "BB-," respectively. The
downgrades were prompted by concerns over PLDT's ability to refinance its debts, particularly as it has a
relatively short debt maturity structure and a highly leveraged balance sheet. These credit rating downgrades
may significantly affect the availability and the terms of our prospective financing, including financing costs.
In addition, restrictions under our current indebtedness subject us to various financial tests which could prevent
us from incurring additional debt. Inability to arrange such debt could materially and adversely affect our
ability to fund our anticipated operating, investment and capital expenditures as well as our anticipated debt
service requirements, and could result in a default and cross default under our existing debt, thereby adversely
affecting our results of operations and financial condition.

If the peso depreciates against the U.S. dollar, our financial position could be materially and adversely
affected

Substantially all of our indebtedness and associated interest expense, a substantial portion of our capital
expenditures and a portion of our operating expenses are denominated in U.S. dollars and other foreign
currencies, but a significant portion of our revenues is collected in pesos. As of December 31, 2001, 97.0% of
our total consolidated long-term debt and 97.1% of our non-consolidated long-term debt was denominated in
U.S. dollars and other foreign currencies. In 2001, an average of approximately 22.2% of our total operating
and interest expenses on a consolidated basis and 30.1% on a non-consolidated basis were also denominated in
U.S. dollars. A depreciation of the peso against the U.S. dollar increases the amount of our debt obligations and
operating and interest expenses in peso terms. In the event that the peso depreciates against the U.S. dollar, we
may be unable to generate enough funds through operations (such as by raising our service rates, including
through adjustments to rates for local exchange service based on movements in the peso-to-dollar exchange
rate) and other means to offset the resulting increase in our obligations in peso terms. Further, these changes
could cause us not to be in compliance with the financial covenants imposed by our lenders under certain loan
agreements and other indebtedness.

During the last decade, the peso has generally depreciated against foreign currencies. In addition, during
this period, the Philippine economy has also, from time to time, experienced periods of concentrated peso
devaluation and limited availability of foreign currency. Since June 30, 1997, when Bangko Sentral ng
Pilipinas, which is the central bank of the Philippines, announced that it would let market forces determine the
value of the peso, the peso has experienced a significant decline against the U.S. dollar. It depreciated from
B26.376 = US$1.00 on June 30, 1997, to B55.013 = US$1.00 on January 18, 2001, and was at B51.690 =
US$1.00 on December 31, 2001. The exchange rate has ranged from B50.913 = US$1.00 to B51.721 =
US$1.00 between January 1, 2002 and April 9, 2002, and was 51.042 = US$1.00 on April 9, 2002. The peso
may again depreciate due to a range of factors, including:

« political and economic developments affecting the Philippines;
* continuing concerns over the weakness of the economies of the United States and Japan;
¢ the weakening of regional currencies, particularly the Japanese yen, Thai baht and Taiwanese dollar;

« higher demand for U.S. dollars by both banks and domestic businesses to service their maturing U.S.
dollar obligations; and

» some banks' covering their short U.S. dollar positions.
Our results of operations have been, and may continue to be, adversely affected by lower U.S. dollar
revenues caused by declining international settlement rates and competition in international long

distance service

The international long distance business was historically our major source of revenue. However, due to
competition and the steep decline in international settlement rates that are paid to us by foreign
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telecommunications carriers for termination of international calls in the Philippines, revenues generated from
our international long distance business have declined significantly in recent years. These decreases in prices
for international long distance services have not been fully offset by increases in call traffic volume.

We anticipate that prices for international communications and information services, including our
services, will continue to decline in the future, due primarily to:

»  installed and expanding fiber networks and satellite capacities that provide substantially more
transmission capacity than may be needed in the short or medium term;

» substantial increases in the transmission capacity of new and existing networks, including those operated
by our competitors, due to recent technological advances;

* increased competition from other domestic and international telecommunications providers;
» alternative providers offering Internet telephony and broadband capacity; and
» advances in technology.

We cannot assure you that these declines will not materially and adversely affect our financial
performance.

Net settlement payments between PLDT and other foreign telecommunications carriers for origination and
termination of international call traffic between the Philippines and other countries have been our predominant
source of foreign currency revenue. However, in U.S. dollar terms, these payments have been declining.
Continued decline in our foreign currency revenues could increase our exposure to risks from declines in the
value of the Philippine peso against the U.S. dollar. We cannot assure you that we will be able to achieve
adequate increases in our other revenues to make up for any adverse impact of a further decline in our net
settlement payments.

If we are unable to install and maintain telecommunications facilities and equipment in a timely manner,
we may not be able to keep up with our principal competitors, which may have negative implications for
our revenue and profitability

Our business requires the regular installation of new, and the maintenance of existing, telecommunications
transmission and other facilities and equipment. The installation and maintenance of these facilities and
equipment is subject to risks and uncertainties relating to:

+ shortages of equipment, materials and labor;

» work stoppages and labor disputes;

« interruptions resulting from inclement weather and other natural disasters;

» unforeseen engineering, environmental and geological problems; and

* unanticipated cost increases.

Any of these factors could give rise to delays or cost overruns in the installation of new facilities or
equipment or could prevent us from properly maintaining the equipment used in our networks, and could have

a material adverse effect on our results of operations and financial condition.

Our businesses depend on the reliability of our network infrastructure, which is subject to physical,
technological and other risks

The development and operation of telecommunications networks are subject to physical, technological and
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other risks which may cause interruptions in service or reduced capacity for customers. These risks include:
* physical damage;
* power loss;
* capacity limitation;
» software defects; and
* breaches of security by computer viruses, break-ins or otherwise.

The occurrence of any of these risks could have a material adverse effect on our ability to provide services
to customers, and could have a material adverse effect on our business.

Piltel may not generate sufficient cash flow to service its debt and may exhaust the financial support
available to it under PLDT's letter of support

Although Piltel has completed the restructuring of approximately 98% of its debt in accordance with its
debt restructuring plan, we cannot assure you that Piltel will have sufficient cash flow to meet its debt service
and other payment obligations. Currently, Piltel does not generate enough cash flow to make all of the
principal and interest payments due on its debt. As of December 31, 2001, Piltel owed Smart and PLDT
payables in respect of their respective facilities sharing and other agreements amounting to B1,557.9 million
(US$30.1 million) and B523.2 million (US$10.1 million), respectively. As of December 31, 2001, US$61.2
million had not yet been funded under the US$150 million letter of support PLDT issued as part of the debt
restructuring to meet shortfalls in Piltel's operating cash flows. We cannot assure you that the amounts
available under the letter of support will be sufficient to cover Piltel's operating cash flow shortfalls.
Accordingly, Piltel may need to refinance its debt to avoid payment default. We cannot assure you that Piltel
will be able to obtain refinancing on terms acceptable to it or at all or that Piltel will not require additional
financial support to meet its obligations. Under PLDT's agreement with NTT Communications and some of its
loan agreements, PLDT is not permitted to provide any financial support to Piltel in excess of that required
under the letter of support, but we cannot assure you that PLDT will not find it necessary, with the consent of
NTT Communications and the applicable lenders, to provide additional financial support to Piltel in the future.

Piitel is not in compliance with debts that were not restructured and has received a notice of acceleration
of convertible bonds that did not participate in its debt restructuring

Piltel is currently not in compliance with the terms of debt that was not restructured in the debt
restructuring plan, consisting of US$7.5 million principal amount of convertible bonds (approximately US$9.9
million redemption price at the option of the holders), B106.9 million of peso debt and US$6.2 million of other
U.S. dollar debt.

On January 17, 2002, Piltel defaulted on payment of the redemption price of unrestructured convertible
bonds after certain holders exercised their option to require the redemption of their convertible bonds on that
date. Piltel received a notice of acceleration from the trustee for the convertible bondholders in early February
2002. Piltel is currently in discussion with certain of the convertible bondholders and is seeking the
restructuring of such debt on the same terms and conditions of Piltel's debt restructuring plan, but there is no
assurance that Piltel and the bondholders will be able to reach an agreement to resolve the default and notice of
acceleration.

In addition, Piltel is not in compliance with other terms of its unrestructured debt. However, on February 7,
2002, Piltel obtained the necessary consents to include the B106.2 million indebtedness in the restructuring and
expects to sign the restructuring documents in April 2002. Piltel is currently in the process of finalizing with
the holder of the US$6.2 million debt the terms on which that holder would participate in the restructuring.

If Piltel's unrestructured creditors take forceful measures to enforce their claims, it is possible that Piltel
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would be required to submit to a court-supervised rehabilitation proceeding or an involuntary insolvency
proceeding seeking liquidation. All of the Piltel creditors that participated in the debt restructuring agreed in
connection with the debt restructuring that they would submit Piltel to a rehabilitation proceeding under certain
circumstances and petition for the adoption of a plan of rehabilitation that includes the financial terms of the
debt restructuring plan. However, the laws and procedures governing a rehabilitation proceeding in the
Philippine courts remain untested in significant respects. We cannot assure you that a rehabilitation plan which
incorporates the financial terms of the debt restructuring plan would be adopted promptly or at all. Even if such
a rehabilitation plan were adopted, we cannot assure you that Piltel would prove to be financially viable
afterwards.

If Piltel is unable to restructure all its debt on the terms and conditions of the debt restructuring plan or if an
involuntary insolvency proceeding seeking liquidation is commenced against Piltel, Piltel may be required to
draw down some or all of the remaining amounts available under the PLDT letter of support more quickly and
in larger amounts than anticipated by PLDT. Due to the possible impairment of PLDT's investment in Piltel in

those circumstances, PLDT may also be required to write down its investment in Piltel (including any
additional investment from further drawings under the letter of support) sooner than anticipated.

A significant number of PLDT's shares are held by two separate shareholders, which may not act in the
interests of other shareholders or stakeholders in PLDT

Affiliates of First Pacific directly or indirectly own approximately 31.5% of PLDT's common stock. This is
the largest block of PLDT's common stock that is directly or indirectly under common ownership. NTT
Communications, through its wholly owned subsidiary NTTC-UK, owns 15.0% of PLDT's common stock and
has contractual veto rights over a number of major decisions and transactions that PLDT could make or enter
into, including:

* capital expenditures in excess of US$50 million;

» any investments; if the aggregate amount of new investments for the previous 12 months is greater than
US$100 million, determined on a rolling monthly basis;

» any investments in a specific investee, if the cumulative value of all investments made by PLDT in that
investee is greater than US$50 million;

* issuance of common stock or stock that is convertible into common stock;
* new business activities other than those we currently engage in;
+ merger or consolidation; and

* the provision of financial support to Piltel in excess of that remaining available under PLDT's letter of
support.

First Pacific and NTT Communications have also entered into a shareholders' agreement relating to PLDT.
As a result of this agreement and their respective stockholdings, First Pacific and its affiliates and/or NTT
Communications are able to influence our actions and corporate governance, including:

* elections of PLDT's directors; and

« approval of major corporate actions which require the vote of common stockholders.

First Pacific and its affiliates and/or NTT Communications may exercise control over these decisions and
transactions in a manner that could be contrary to your interests.

PLDT's franchise may be revoked if we are unsuccessful in legal proceedings which are pending
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The Constitution of the Philippines requires that at least 60% of the capital of a corporation operating a
public utility in the Philippines be owned by Philippine citizens. In 1990, the then-Solicitor General of the
Philippines instituted legal proceedings seeking to revoke PLDT's franchise on various grounds, including
violation of this requirement. We believe that these proceedings are without merit. In 1991, the Philippine
Congress extended the term of PLDT's franchise until 2028 and broadened PLDT's franchise authority. The
Congress granted this amended franchise to PLDT despite these pending legal proceedings and despite the
opposition of the Solicitor General. The Solicitor General has not taken any further action to pursue or
continue the proceedings on this case. The parties filed their last pleadings in 1992 and since then the case has
remained inactive. Consequently, under a court order dated January 20, 1999, the case has been archived,
though the case can potentially be revived by action of either PLDT or the Solicitor General's office. It is
normal practice for Philippine courts to archive cases that remain inactive for a long period of time. We are not
aware of any court notice for the resumption of the proceedings in this case.

Our business is significantly affected by governmental laws and regulations, including regulations in
respect of our franchises and rates

We operate our business under franchises, each of which is subject to amendment, termination or repeal by
the Philippine Congress. Additionally, PLDT operates pursuant to various provisional authorities and
certificates of public convenience and necessity, or CPCNs, which are granted by the NTC and expire between
now and 2028. Some of PLDT's CPCNs and provisional authorities have already expired. However, PLDT
filed applications for extension of these CPCNs and provisional authorities prior to their respective expiration
dates and continues to conduct its business pending these extensions. Because we filed the applications for
extension on a timely basis, we expect that these extensions will be granted. However, we cannot assure you
that the NTC will grant these extensions. Smart also operates under a franchise and CPCN that expire in March
2017, and various provisional authorities that enable it to operate cellular, international long distance and
national long distance businesses. If a CPCN has not been issued, the NTC may permit an operator to provide
services pursuant to a provisional authority. Provisional authorities are typically granted for periods of one to
three years. The Philippine Revised Administrative Code of 1987 provides that if the grantee of a CPCN or
provisional authority, such as PLDT or Smart, has made timely and sufficient application for the extension of a
CPCN or provisional authority, the existing CPCN or provisional authority will not expire until the application
is finally decided upon by the NTC. However, we cannot assure you that our franchises, CPCNs and
provisional authorities will be renewed. For a description of our licenses, see "Business — Licenses and
Regulation.”

The NTC also regulates the rates we are permitted to charge for services which have not yet been
deregulated, such as local exchange service. We cannot assure you that the NTC will not impose additional
obligations on us that could lead to the revocation of our licenses if not adhered to and/or reduction in our
operating revenues or profitability. In addition, the NTC could adopt changes to the regulations governing our
interconnection with other telecommunications companies or the rates and terms upon which we provide
services to our customers that could have a material and adverse effect on our results of operations.

The NTC may implement proposed changes in billing requirements for cellular operators, which may
have negative implications for our revenues and profitability

On June 16, 2002, the NTC issued Memorandum Circular No. 13-6-2000 proposing that cellular operators,
including Smart and Piltel, be required, among other things:

* to bill their subscribers for cellular calls on a six-second pulse’basis instead of the current per minute
basis; and

+ to extend the expiration date of prepaid card from the current two months to two years.
For a more detailed description of the new billing requirements proposed in NTC Memorandum Circular No.
13-6-2000, see "The Philippine Telecommunications Industry — Regulation and Licensing — Proposed

Billing Requirements for Cellular Operators.” Although Philippine cellular operators obtained a preliminary
injunction restraining implementation of the memorandum circular, on October 9, 2001, the Court of Appeals
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annulled the preliminary injunction and dismissed the cellular operators' complaint against the NTC. On
January 10, 2002, the Court of Appeals denied the cellular operators' motion to reconsider its earlier ruling. On
February 22, 2002, Smart and Pilte} filed a Petition for Review by Certiorari with the Supreme Court to annul
and reverse the decision of the Court of Appeals. Pending the decision of the Supreme Court on the matter, the
NTC cannot implement the billing requirement proposed in the memorandum circular. We cannot assure you
that the NTC will not seek to implement the billing requirements proposed in the memorandum circular if the
case is eventually decided against the cellular operators. If the measures proposed are implemented, Smart and
Piltel's operating revenues could be materially and adversely affected.

We may be subject to significant local business and franchise taxes if we are unsuccessful in legal
proceedings which are pending

We are currently facing various lawsuits for local business and franchise taxes assessed by different local
government units, as described under "Business — Legal Proceedings — Taxation — Local Business and
Franchise Taxes.” Generally, each province may impose franchise tax at a rate up to 0.5% of the gross annual
receipts received or realized within that province. Cities within each province may also impose annual
franchise taxes on gross annual receipts received or realized in those cities, at a rate that may not exceed the
provincial franchise tax rate by more than 50%. In one case, involving the City of Davao, the Supreme Court
has ruled that we are not exempt from payment of local business and franchise taxes. We have filed a motion
for reconsideration with the Supreme Court, which is still pending. We cannot assure you that the Supreme
Court will decide in our favor our motion for reconsideration of the Supreme Court's decision in the City of
Davao case, or that in any of the other cases, the courts will support our position that we are exempt from
payment of local business and franchise taxes. We cannot assure you that other local government units will not
file lawsuits against us or otherwise claim amounts owed in respect of business and franchise taxes. If the
courts rule against us, we will become liable for these taxes, including interest and penalties, for past periods to
the extent these taxes are assessed within five years from the date they were due and for future periods.

As of December 31, 2001, the aggregate amount claimed by the plaintiffs in these lawsuits was B2,294.0
million with respect to PLDT and £196.5 million with respect to Smart. In addition, we have received
assessments for local business and franchise taxes in the aggregate amount of B2,250.1 million, all of which
are under administrative protest. We believe that in the event these lawsuits and protests were decided against
us, in many cases, we would not be liable for the full amounts claimed by the local governments because these
amounts (1) were computed based on the gross annual receipts received or realized not only from within the
related province or city for the related period but also from gross annual receipts received or realized from
other provinces or cities and (2) include assessments for periods occurring more than five years before the
respective lawsuits were filed. Accordingly, in the event these lawsuits are decided against us, we believe that
our potential liability is likely to be significantly lower than the amounts claimed by the plaintiffs.

We face strong competition and may need to increase our marketing expenditures or reduce our rates in
order to compete effectively

We cannot assure you that the number of providers of cellular telecommunication services will not increase
or that competition for cellular telecommunication customers will not lead our cellular subscribers to switch to
other operators or for us to increase our marketing expenditures or to reduce our rates, leading to a reduction in
our profitability.

The Philippine government has liberalized the Philippine telecommunications industry and opened up the
Philippine telecommunications market to new entrants. Including us, there are ten major local exchange
carriers, eleven international gateway facility providers and seven cellular mobile telephone system providers
in the Philippines, two of which have not yet commenced operations. Many new entrants into the Philippine
telecommunications market have entered into strategic alliances with foreign telecommunications companies
which provide them access to technological and funding support as well as service innovations and marketing
strategies. Consequently, we are facing increasing competition in major segments of the telecommunications
industry, including the cellular segment and some service areas in which the government has required one of
our competitors to build and operate a local exchange.
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The cellular telecommunications industry in the Philippines has been particularly competitive, as operators
have sought to develop and maintain market shares and to attract new subscribers. Our principal cellular
competitor, Globe Telecom, Inc., or Globe, acquired another telecommunications provider, Isla
Communications Company, Inc., or Islacom, on June 27, 2001, thereby strengthening Globe as a competitor.
Further consolidation in the industry could result in more vigorous competition. In addition, the NTC has
awarded licenses to Bayan Telecommunications Philippines, Inc., or BayanTel, and Digital Communications
Philippines Inc., or Digitel, to operate cellular telecommunications services, which we expect will create
additional competition in the industry. Digitel has announced that it plans to commence commercial operations
in the second quarter of 2002. In the future, the government may allocate further frequencies and award
additional cellular telecommunications licenses, which would further increase competition.

In order to build and maintain market share in the cellular business, we have incurred significant selling
and promotion expenses, including providing subsidized handsets to customers and dealer commissions. Qur
consolidated operating expenses for the year ended December 31, 2000 increased by 19.0% compared with the
year ended December 31, 1999, reflecting significant selling and promotion expenses of Smart and Piltel
during the first six months of 2000. We anticipate that in the future, we may need to continue expending
significant amounts on selling and promotion expenses to promote existing and new services to build and
maintain our share of the cellular telecommunications market. Competitive pressures on our cellular rates may
also affect our cellular revenues and revenue growth. For example, we have not increased our cellular rates to
reflect fluctuations in the peso-to-U.S. dollar exchange rate since November 1998 because of such competitive
pressure. In addition, our prepaid GSM subscribers can, using their existing handsets, switch their cellular
service to one of our competitors by having their handsets "unlocked" from our service, for a fee, and
purchasing a new SIM card from the desired operator. We cannot assure you that these expenses, rate pressures
and loss of customers will not have a material adverse effect on our financial performance.

Rapid changes in telecommunications technology may adversely affect the economics of our existing
businesses and the value of our assets, increase our required capital expenditures and create new
competition

The telecommunications sector has been characterized recently by rapid technological changes. We cannot
assure you that these developments will not result in competition from providers of new services or the need to
make substantial capital expenditures to upgrade our facilities. For example, if 3G cellular services were to be
introduced in the Philippines, we would be likely to incur significant expenses if we were to roll out those
services.

Our future success will depend, in part, on our ability to anticipate or adapt to such changes and to offer
services that meet customer demands on a competitive and timely basis. We cannot assure you that we will be
able to obtain new technologies on a timely basis or on satisfactory terms or implement them in an appropriate
or effective manner. The development and introduction of new technologies by us or our competitors may
cause significant portions of our existing assets to become obsolete and suffer an impairment in value earlier
than their anticipated useful lives and require us to accelerate their depreciation. In 2001, we recognized
impairment charges in respect of Smart's and Piltel's analog assets and of the value of our investment in Piltel.

The cellular telecommunications industry may not continue to grow or may grow at a slower rate

A significant portion of our consolidated revenues is currently derived from the cellular
telecommunications industry. As a result, we depend on the continued development and growth of the cellular
telecommunications industry. Growth of the cellular communications market depends on many factors beyond
our control, including the continued introduction of new and enhanced cellular devices and consumer
preferences. Any economic, technological or other developments resulting in a reduction in demand for
cellular services may harm our business.
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Risks Relating to the Philippines
Our business may be affected by political or social instability in the Philippines

Our results of operations and financial performance and condition may be influenced by the general
political situation in, and the state of the economy of, the Philippines. In February 1986, a peaceful military
and civilian uprising ended the 21-year rule of President Ferdinand Marcos and installed Corazon Aquino as
President of the Philippines. Between 1986 and 1989, there were several attempted coups d'état against the
Aquino administration, none of which was successful. Political and economic conditions in the Philippines
were generally stable during the 1990's following the election of Fidel V. Ramos as President in 1992.
However, during 2000, his successor President Joseph Estrada was subject to allegations of corruption,
culminating in impeachment proceedings, mass public protests in the metropolitan Manila area, withdrawal of
the support of the military, and his stepping down from office. Then Vice President, Gloria Macapagal-Arroyo,
was sworn in as President on January 20, 2001. On April 25, 2001, Estrada was arrested on a non-bailable
charge of plunder which resulted in public protests by his supporters on May 1, 2001. In response, President
Macapagal-Arroyo declared a week-long "state of rebellion.” On May 14, 2001, the Philippines held legislative
elections, following which President Macapagal-Arroyo's coalition won a majority of the seats in the Senate.

In 2000, a series of kidnapping and terrorist activities by the extremist "Abu Sayyaf” group and armed
conflict between the military and the communist Moro Islamic Liberation Front occurred in Mindanao. This
social unrest negatively impacted the operations of Piltel's fixed line business in Mindanao. Since May 2001,
the Abu Sayyaf group has continued to engage in kidnapping and other terrorist activities in Mindanao and
Palawan. Recently, the United States military and the Armed Forces of the Phillippines have been engaged in
joint military exercises in Mindanao.

In November 2001, members of rebel groups damaged three of our cell sites located in Central Luzon and
one of our relay stations, including some radio facilities, in southern Mindanao in response to PLDT's failure to
pay "revolutionary taxes" demanded by these groups.

We cannot assure you that political events or terrarist activities will not again result in major public protest
or the involvement of the military in politics. Any political instability in the future may have a negative effect
on our results of operations and financial condition. We cannot assure you that the political environment in the
Philippines will be stable or that the current or any future government will adopt economic policies conducive
to sustained economic growth or which do not impact adversely on the current regulatory environment for
telecommunications or other companies.

Our results of operations may be negatively affected by slow or negative growth rates and economic
instability in the Philippines and in Asia

In the past, the Philippines has experienced periods of slow or negative growth, high inflation, significant
devaluation of the peso, imposition of exchange controls, debt restructuring and electricity shortages and
blackouts.

From mid-1997 to 1999, the economies of a number of Asian countries experienced significant downturns.
The regional economic turbulence affected the Philippine economy in a number of ways, including the
depreciation of the peso, increases in interest rates, increases in unemployment and inflation, increased
volatility and a decline in prices in the domestic stock market, the downgrading of the Philippines' local
currency rating and the ratings outlook for the Philippine banking sector and the reduction of foreign currency
reserves. These and other factors led to a slowdown in the growth of the Philippine economy in 1997 and 1998.
Gross domestic product decreased by 0.6% in 1998.

In the second half of 2000 and in 2001, the political developments relating to the allegations of corruption
in the Estrada administration as well as economic events, for example, the growing government fiscal deficit
and a global increase in oil prices, have resulted in increased concerns about the political and economic
stability in the Philippines. This, in turn, has resulted in the depreciation of the peso against the U.S. dollar and
the volatility of the prices of shares traded on the domestic stock market. We cannot assure you that these
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factors will not affect our results of operations in a materially adverse manner.

If foreign exchange controls were to be imposed, our ability to meet our foreign currency payment
obligations could be adversely affected

Approval from or registration with Bangko Sentral ng Pilipinas for the issuance and guarantee of foreign
currency denominated borrowings is not required in order to make our foreign currency payment obligations
legally valid and binding. However, receiving this approval and registration will enable a borrower to access
the banking system to obtain foreign currency to service its debt obligations rather than using other sources of
foreign currency, for example, foreign currency revenue streams.

The Philippine government has, in the past, instituted restrictions on the.conversion of pesos into foreign
currency and the use of foreign exchange received by Philippine companies to pay foreign currency-
denominated obligations. The Monetary Board of Bangko Sentral ng Pilipinas has statutory authority, with the
approval of the President of the Philippines, during a foreign exchange crisis or in times of national emergency,
to:

+ suspend temporarily or restrict sales of foreign exchange;
* require licensing of foreign exchange transactions; or
* require the delivery of foreign exchange to Bangko Sentral ng Pilipinas or its designee banks.

We cannot assure you that foreign exchange controls will not be imposed in the future. If imposed, these
restrictions could materially adversely affect our ability to meet our foreign currency obligations.

You should read our financial statements carefully because corporate disclosure and accounting
standards in the Philippines differ from U.S. GAAP

Our financial statements are prepared in accordance with Philippine GAAP, which differ in certain
significant respects from U.S. GAAP. For a discussion of the principal differences between Philippine GAAP
and U.S. GAAP relative to the accompanying financial statements and a reconciliation of our consolidated and
non-consolidated net income and stockholders’ equity from Philippine GAAP to US. GAAP, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations — U.S. GAAP
Reconciliation” and Note 25 to the accompanying audited consolidated and non-consolidated financial
statements as of and for the years ended December 31, 1999, 2000 and 2001.

As of and for the years ended December 31, 2001 and 2000, U.S. GAAP reconciliation adjustments
resulted in significant differences compared with our Philippine GAAP financial information, included in our
consolidated net income (loss), consolidated stockholders' equity and consolidated long-term debt. These
adjustments resulted principally from differences in treatment of impairment charges in respect of certain long-
lived assets of Smart and Piltel, consolidation of Piltel, accounting for PLDT's acquisition of Smart under the
purchase method of accounting, capitalization of foreign exchange differences and revenue recognition of
instaliation fees, handset sales and prepaid card sales. As of and for the year ended December 31, 2001, we had
consolidated net losses of £20,739.3 million (US$401.2 million) under U.S. GAAP compared with net income
of 23,417.9 million (US$66.1 million) under Philippine GAAP, consolidated stockholders’ equity of B29,050.2
million (US$562.0 million) compared with B88,627.6 million (US$1,714.6 million) and consolidated long-
term debt of R190,072.5 million (US$3,677.2 million) compared with B168,879.5 million (US$3,267.2
million). As of December 31, 2001, our consolidated ratio of debt to equity was 6.77x under U.S. GAAP
compared with 1.98x under Philippine GAAP and our non-consolidated ratio of debt to equity was 4.94x under
U.S. GAAP as compared with 1.62x under Philippine GAAP. As of December 31, 2001, the consolidated and
non-consolidated ratio of earnings to fixed charges under U.S. GAAP was below the coverage ratio of 1:1 as
compared to a ratio under Philippine GAAP of 1.1x and 1.2x, respectively. As of and for the year ended
December 31, 2000, we had a consolidated net loss of B28,984.0 million (US$560.7 million) under U.S. GAAP
compared with net income of R1,108.4 million (US$21.4 million) under Philippine GAAP, consolidated
stockholders’ equity of B51,577.0 million (US$997.8 million) compared with B86,527.4 million (US$1,674.0
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million) and consolidated long-term debt of R196,539.4 million (US$3,802.2 million) under U.S. GAAP
compared with 175,341.4 million (US$3,392.2 million) under Philippine GAAP. As of December 31, 2000,
our consolidated ratio of debt to equity was 3.80x under U.S. GAAP compared with 2.27x under Philippine
GAAP, our non-consolidated ratio of debt to equity was 2.84x compared with 1.69x, our consolidated ratio of
earnings to fixed charges was less than 1:1 compared under U.S. GAAP with 1.0x, under Philippine GAAP and
our non-consolidated ratio of earnings to fixed charges was less than 1:1 under U.S. GAAP compared with
1.2x under Philippine GAAP.

The occurrence of natural catastrophes may materially disrupt our operations
The Philippines has experienced a number of major natural catastrophes over the years including typhoons,
volcanic eruptions and earthquakes which may materially disrupt and adversely affect our business operations.-

We cannot assure you that the insurance coverage we maintain for these risks will adequately compensate us
for all damage and economic losses resulting from natural catastrophes.
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EXCHANGE RATES

The exchange rate between the Philippine peso and the U.S. dollar is not administratively fixed by the
Philippine government. Since August 1, 1992, a market average rate has been determined daily in inter-bank
trading using the Philippine Dealing System, known as the "Philippine Dealing System Reference Rate." The
Philippine Dealing System is a specialized off-floor direct dealing service for the trading of Philippine pesos-
U.S. dollars by member banks of the Bankers Association of the Philippines and Bangko Sentral ng Pilipinas.
All members of the Bankers Association of the Philippines are required to make their Philippine peso-U.S.
dollar trades through this system, which was established by Telerate Financial Information Network of Hong
Kong.

Below is the history of exchange rates between the Philippine peso and the U.S. dollar, expressed in pesos
per U.S. dollar, for the periods indicated, based on the volume weighted exchange rate for each business day in
each of the periods presented:

Year Ended December 31,
Period End Average(1) Low(2) High(3)
1996.....cvenennn. B26.293 826222 R26.173 £26.293
1997...coviinn 40.116 30.164 26.331 40.116
1998 39.145 40.903 37.817 44.027
1999....covennnne 40.298 39.234 37.961 40.920
2000.......cccconen. 49.986 44.779 40.556 51.680
2001 51.690 51.058 48.286 53.526
Source: Philippine Dealing System Reference Rate
(1) Simple average of month-end exchange rates.
(2) Lowest month-end exchange rate for the period.
(3) Highest month-end exchange rate for the period.
Month
Period End Average(1) Low(2) High(3)
2001
October....... R51.956 R51.760 R51.371 B52.058
November... 52.020 51.993 51.786 52.149
December ... 51.690 51.770 51.153 52.058
2002
January ....... 51238 51.389 51.195 51.721
February ..... 51.282 51.284 51.169 51.360
March ......... 51.096 51.056 50.913 51.208

Source: Philippine Dealing System Reference Rate
(1) Simple average of exchange rates for the month.
(2) Lowest exchange rate for the month.

(3) Highest exchange rate for the month.

This report contains conversions of peso amounts into U.S. dollars for your convenience. Unless otherwise
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specified, these conversions were made at the exchange rate as of December 31, 2001 of B51.690 = US$1.00.
You should not assume that such peso amounts represent such U.S. dollar amounts or could have been or could
be converted into U.S. dollars at the rate indicated, or at any particular rate. As of April 9, 2002, the exchange
rate quoted through the Philippine Dealing System was B51.042 = US$1.00.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our audited consolidated and non-consolidated financial statements and the related notes
included elsewhere in this report. This discussion contains forward-looking statements that reflect our current
views with respect to future events and our future financial performance. These statements involve risks and
uncertainties, and our actual results may differ materially from those anticipated in these forward-looking
statements as a result of particular factors such as those set forth under "Risk Factors" and "Forward-Looking
Statements" and elsewhere in this report. Our audited consolidated and non-consolidated financial statements,
and the financial information discussed below, have been prepared in accordance with Philippine GAAP,
which differ in significant respects from U.S. GAAP. For a discussion of the significant differences between
Philippine GAAP and U.S. GAAP as they applyto us, see "— U.S. GAAP Reconciliation” below and Note 25 to
the accompanying audited consolidated and non-consolidated financial statements as of and for the years
ended December 31, 1999, 2000 and 2001. For convenience, certain peso financial information in the
following discussions have been translated to U.S. dollars at the exchange rate at December 31, 2001, of
B51.690 = US31.00, as quoted through the Philippine Dealing System.

Overview

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

« Fixed Line — fixed line telecommunications services primarily provided through PLDT. We also
provide fixed line services through PLDT's affiliate Piltel, and PLDT's subsidiaries Clark Telecom,
Subic Telecom and MaraTel, which together account for less than 5% of our total fixed lines in service;

*  Wireless — wireless telecommunications services provided through our cellular service providers
(PLDT's subsidiary Smart, and PLDT's affiliate Piltel) and satellite operators (PLDTs subsidiaries
Mabuhay Satellite, ACeS Philippines and Telesat); and

» Information and Communications Technology — information and communications infrastructure and
services for Internet applications, Internet protocol-based solutions and multimedia content delivery
provided by PLDT's subsidiary ePLDT, Internet access services provided by ePLDT's subsidiary
Infocom and e-commerce, call centers and IT-related services provided by other subsidiaries and
affiliates of ePLDT, as described in Note 7 to the accompanying financial statements.

On June 4, 2001, Piltel completed the restructuring of approximately P41.1 billion of indebtedness and
other claims, representing approximately 98% of its total liabilities as of that date. On June 27, 2001, PLDT
transferred 208 million common shares of Piltel, representing approximately 12.3% of Piltel's outstanding
common shares, to financial advisors of Piltel to settle part of their fees in connection with the debt
restructuring. As a result, our ownership of Piltel’s outstanding common stock decreased from 57.6% to
approximately 45.3% and Piltel ceased to be treated as a consolidated subsidiary effective June 27, 2001.
‘Accordingly, our consolidated balance sheet as of December 31, 2001 excludes Piltel's financial position and
our consolidated statements of income and cash flows for the year ended December 31, 2001 only include
proportionately Piltel’s resuits of operations up to June 27, 2001. Similarly, unless otherwise indicated, our
operating information stated as of December 31, 2001 only includes proportionately Piltel's operating
information up to June 27, 2001. Under the terms of Piltel's debt restructuring plan, PLDT is not permitted to
demand or receive payment, redemption or distribution in respect of any present and future liability owed by
Piltel to PLDT or any affiliate until all amounts owing to participating creditors have been paid or discharged,
except for payments due in respect of transactions having arm's-length terms. In addition, PLDT is subject to
contractual restrictions in the amount of financial support it can provide to Piltel under the letter of support.
These severe long-term restrictions significantly impair the ability of Piltel to transfer funds to PLDT. Because
of these restrictions, the use of the equity method of accounting was discontinued with respect to our interest in
Piltel under Philippine GAAP. For a more detailed discussion of the Piltel debt restructuring and the
accounting treatment of Piltel, see "Other Information” below and Notes 2, 7 and 25 to the accompanying
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financial statements.

Our consolidated financial information for the year 1999 has been restated to reflect the acquisition of
Smart by PLDT, which occurred in March 2000, in a manner similar to a pooling of interests, as if the
transaction had occurred at the beginning of the year. For a more detailed discussion, see Note 2 to the
accompanying financial statements.

Fixed Line

Local Exchange Service. Local exchange service has been one of our major revenue drivers in the past
several years, contributing an average of approximately 30% of our consolidated operating revenues for each
year since 1999. Local exchange revenues have increased in absolute terms largely as a result of service rate
increases implemented pursuant to the currency adjustment mechanism allowed by the NTC. Under this
mechanism, we are authorized to increase and, if we have increased service rates, required to decrease, our
monthly recurring local exchange service rates by 1% for every B0.10 change in the peso-to-dollar exchange
rate relative to a base rate of B11.00 = US$1.00. Increased local exchange revenues also reflect a higher
average number of fixed lines in service.

International Long Distance Service. Historically, international long distance service was our primary
revenue source. However, international long distance revenues have been declining in both absolute terms and
as a percentage of gross revenues due to the reduction of international settlement rates, reduced calling rates
and increased competition. We have initiated a number of marketing and other initiatives in an effort to prevent
further erosion of our market share and revenue base. In 2001, international long distance services accounted
for 15.6% of our revenues, compared to 21.0% in 2000.

National Long Distance Service. National long distance service revenues have been declining since 1999
in both absolute terms and as a percentage of our total revenues due to a drop in call volumes, an increase in
the proportion of calls subject to revenue sharing with other carriers and the reduction of our national direct
dialing rates. In 2001, national long distance services accounted for 11.4% of our revenues, compared to 16.8%
in 2000. In late 2001, we adopted a revised pricing plan with a view to stabilizing our rates going forward.

Data and Other Network Services. Data and other network services registered the highest percentage
revenue growth of our fixed line service segments in 2001. Recognizing the growth potential of this service
segment and considering its importance to our business strategy, we have put considerable emphasis on the
development of new packet-switched, data-capable and Internet-based networks. In 2001, data and other
network services accounted for 6.5% of our revenues, compared to 4.7% in 2000.

Wireless
Cellular Service

For the year 2001, cellular service was our largest revenue source. Rapid growth in the cellular market has
resulted in a change in our revenue composition and sources of revenue growth. As of December 31, 2001,
Smart and Piltel had the largest and third largest cellular subscriber bases, respectively, in the Philippines. In
addition, the total number of Smart's and Piltel's cellular subscribers increased by 81.2% in 2001 compared to
2000, resulting in the aggregate of Smart's and Piltel's cellular subscribers outnumbering our fixed lines in
service by approximately 3 to 1 as of December 31, 2001. Cellular data services, which include all SMS and
text-related services, ranging from ordinary text to value-added services, contributed significantly to our
revenue increase. Cellular data services generated B7,624.4 million in 2001, representing an increase of
B5,209.5 million, or 215.7%, over the B2,414.9 million generated in 2000. While SMS contributed 6,175.4
million in 2001, its percentage contribution to total cellular data revenues for the year decreased to 81.0% from
93.5% in 2000.

Smart incurred substantial net losses in the first half of 2000, but turned profitable in the third quarter of
2000 by reducing subscriber acquisition costs after achieving a substantial increase in its base of GSM
subscribers. For the year ended December 31, 2001, Smart posted a net income of B3,852.5 million, as against
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a net loss of 2406.1 million for 2000.

A significant portion of the growth in our cellular business is attributable to Smart's and Piltel's prepaid
services delivered over Smart's GSM network. As of December 31, 2001, prepaid GSM subscribers constituted
92.6% of Smart's and Piltel's combined cellular subscriber base. The number of Smart's and Piltel's analog
subscribers has declined significantly and we expect it to continue to decrease, reflecting Philippine cellular
users' preference for digital networks, which are capable of providing a broader range of value-added services,
such as SMS.

Our average monthly revenue per cellular subscriber, or ARPU, has been decreasing, reflecting an increase
in the number of our prepaid subscribers, who generally incur significantly lower air time charges per month
than postpaid subscribers, and the growing popularity of SMS. We cannot assure you that ARPUs will not
continue to decline in the future.

Monthly churn rates for our prepaid GSM service averaged approximately 1.8% in the year ended
December 31, 2001. We believe the principal factors affecting subscriber churn are economic conditions in the
Philippines, network quality and technological factors that necessitate the upgrading of SIM cards. Smart
includes subscriber upgrades of SIM cards in its calculation of churn. Tariffs for cellular services can also be
an important factor affecting churn. However, because the tariff structures offered by the various Philippine
cellular operators have been similar to Smart's tariff structure, we do not believe that tariffs have had a
significant effect on Smart's churn rate in the past three years.

For an explanation of how we calculate churn and the factors affecting our churn rates in 2001, see "—
Results of Operations — 2001 Compared to 2000 — Consolidated Operating Revenues — Wireless —
Cellular Service."

Satellite, VSAT and Other Services

Our revenues from satellite and VSAT services consist mainly of rentals received for the lease of Mabuhay
Satellite's transponders and Telesat's VSAT facilities to other companies. As of December 31, 2001, ACeS
Philippines, our satellite phone service provider, had not yet started commercial operations.

Information and Communications Technology

Incorporated in August 2000, ePLDT's principal businesses are the operation of a data center under the
brand name Vitro{TM) and Infocom, an ISP. PLDT transferred Infocom to ePLDT on December 1, 2001.
Through Vitro(TM), we provide co-location services, server hosting, hardware and software maintenance
services, website development and maintenance services, webcasting and web hosting. Vitro(TM) began
commercial operations in the first half of 2001. Recently, ePLDT has focused on developing its call center
services business, which we expect will account for a significant portion of ePLDT's operating revenues and
capital expenditures in the near future.

ePLDT has a number of strategic investments involving other information technology-related services.
These investments include, among others, interests in the Philippines’ only digital certificate issuer, a company
engaged in the Philippine government's computerization project, a business-to-business exchange established
together with five Philippine conglomerates, an information technology learning center, Internet cafes, and
online directory services. As of December 31, 2001, some of these businesses have launched their commercial
operations.

Critical Accounting Policies

Our consolidated and non-consolidated financial statements are prepared in accordance with Philippine
GAAP, which requires management to make estimates and assumptions that affect amounts reported in our
financial statements and related notes. Philippine GAAP differs in certain significant respects from U.S.
GAAP. Accordingly, we have prepared a description of the significant differences and a reconciliation of
consolidated net income and stockholders' equity from Philippine GAAP to U.S. GAAP below under “— U.S.
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GAAP Reconciliation" and in Note 25 to the accompanying financial statements. In preparing these financial
statements, we have made our best estimates and judgments of certain amounts, giving due consideration to
materiality. Philippine GAAP and U.S. GAAP are regularly revised. In particular, Philippine GAAP is
expected to adopt certain accounting principles issued by the International Accounting Standards Council. The
adoption of new accounting standards could have a significant impact on our financial statements in the year of
change as well as in future years.

We believe the following represent our critical accounting policies under Philippine GAAP and U.S.
GAAP. The impact and any associated risks relating to these policies in our business operations are discussed
elsewhere in "Management's Discussion and Analysis of Financial Condition and Results of Operations" where
such policies affect our reported and expected financial results. For a further discussion of the application of
these and other accounting policies, see "— U.S. GAAP Reconciliation” and Notes 3 and 25 to the
accompanying financial statements.

Impairment of Long-Lived Assets

We review the carrying amount of our long-lived assets whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. Factors which we consider to be
important impairment indicators include: '

* significant underperformance relative to expected historical or projected future operating results;
* significant change in the manner of our use of the assets or in our overall strategic direction; and
* significant negative industry and economic trends.

The review assesses the recoverable values of the relevant assets based on our estimates of the value from
continued use of the asset and its eventual disposition or our best estimate of the fair value of the assets based
on industry trends and reference to market rates and comparable transactions. If an asset write-down is not
considered necessary, the assets' estimated useful lives and salvage values are reviewed to determine if any
adjustments are necessary. While we believe that our assumptions are appropriate and reasonable, significant
changes in our assumptions may materially affect our assessment of recoverable values and may lead to future
additional changes under Philippine GAAP.

Effective January I, 2001, Smart revised the estimated remaining useful lives of certain of its analog
network assets to reflect the effects of obsolescence, the continuing decline in subscribers, competition and
other economic factors which are considered to have shortened the useful economic life of these assets. The
reduction in the estimated useful lives resulted in an additional depreciation charge, under Philippine GAAP,
for the year ended December 31, 2001.

U.S. GAAP requires that an impairment review be performed when certain impairment indicators are
present. The impairment review first compares the future undiscounted cash flows expected to be generated
from the continued use and ultimate disposition of the assets with the book value of the assets. If these cash
flows are not sufficient to recover the book value of the assets, an impairment charge is recognized based on
the comparison between the discounted value of these cash flows and the book value of the assets.

As a result of an impairment review carried on the above mentioned analog assets of Smart and Piltel,
impairment charges were recognized in our consolidated financial statements prepared in accordance with U.S.
GAAP.

An impairment review was also performed under U.S. GAAP as of December 31, 2001 for Piltel's fixed
line network relating to Executive Order No. 109." No impairment charge was recognized as a result of this

In 1993, the Philippine government issued Executive Order No. 109, which required, among other things, that

continued on the following page...
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review since the carrying value of the network at December 31, 2001 was lower than the estimated
undiscounted cash flows from the continued future use and eventual disposal.

The preparation of these estimated future cash flows involves significant judgment and estimations
regarding future subscriber numbers, call patterns, exchange rates, interest rates and other variables. It is
possible that actual cash flows may differ significantly from those forecasts, leading to future additional
impairment charges under U.S. GAAP.

We depreciate our property, plant and equipment based on our best estimates of the useful lives and salvage
values of the relevant assets with reference to technological changes and industry trends and practices.

Estimating Allowances

We estimate the allowance for doubtful accounts related to our trade receivables based on two methods.
The amounts calculated using each of these methods are combined to determine the total amount we reserve.
First, we evaluate specific accounts, mostly of foreign administrators, where we have information that certain
customers may be unable to meet their financial obligations. In these cases, we use judgment, based on the best
available facts and circumstances, including but not limited to, the length of our relationship with the customer
and the current credit status of the customer based on third party credit reports and known market factors, to
record specific reserves for customers against amounts due to reduce our receivables to amounts that we expect
to collect. These specific reserves are re-evaluated and adjusted as additional information is received that
impacts the amounts estimated. Second, a general provision is established as a certain percentage of operating
revenues. This percentage is based on historical collection, write-off experience, current economic trends and
changes in our customer payment terms. The amount and timing of recorded expenses for any period would
differ if we made different judgments or utilized different estimates.

Revenue Recognition

Over 95% of our cellular subscribers are prepaid subscribers. Prepaid cards are generally sold through
dealers and we recognize revenues upon sale of the cards to dealers rather than upon subscriber usage. We
believe that sales to dealers qualify as "outright sales" under Philippine GAAP since the terms of the sales to
dealers do not allow any rights of return. If we recognized the revenue based on subscriber usage, as required
under U.S. GAAP, our consolidated and non-consolidated revenues would have been lower.

Acquisitions and Intangible Assets

Acquisitions have generally been accounted for as purchases. However, the acquisition of Smart was
accounted for in a manner similar to a pooling of interests method because the transfers and exchanges were
between companies under the effective control of a common stockholder.

Purchase accounting requires extensive use of accounting estimates and judgments to allocate the purchase
price to the fair market values of the assets and liabilities purchased. Our business acquisitions typically result
in goodwill, which affects our results of operations for the amount of future period amortization expense.
However, we no longer amortize goodwill under U.S. GAAP effective January 1, 2002. Instead, goodwill is
subject to a periodic impairment test. Determining the value and amortization period of goodwill requires us to
make estimates and assumptions that can materially affect our consolidated financial statements. Future events

...continued from the preceding page

authorized operators of international gateway facilities and nationwide cellular services install a minimum of 300,000
and 400,000 fixed lines, respectively, in pre-assigned service areas of the country. Piltel entered into a Build-Transfer
Agreement with Marubeni Corporation for the design, engineering, installation, commissioning and provisioning of a
fixed line network.
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could cause us to conclude that goodwill associated with an acquired business is impaired. Any resulting
impairment loss could have a material adverse impact on our financial condition and results of operations.

Capitalized Foreign Exchange Differentials

Under Philippine GAAP, when we incur unhedged foreign currency-denominated liabilities arising directly
from the acquisition of property, plant and equipment invoiced in a foreign currency, such as U.S. dollar-
denominated loans to finance equipment purchases, foreign exchange losses on those liabilities are added to
the appropriate property accounts. Foreign exchange gains on those liabilities are deducted from the
appropriate property accounts. We record foreign exchange differentials as adjustments to cost, which is
allowed as an alternative treatment under existing Philippine GAAP. Under U.S. GAAP, these foreign
exchange differentials are instead charged or credited to operations. In recent years, the Philippine peso has
depreciated significantly against the U.S. dollar, resulting in substantial foreign exchange losses, which have
been capitalized in accordance with Philippine GAAP. Treatment of these foreign exchange losses as a direct
charge to operations would result in lower property, plant and equipment and lower net income, and has
resulted in a net loss for certain periods.

The Philippine Accounting Standards Council has distributed for comment Exposure Draft No. 37 "The
Effects of Changes in Foreign Exchange Rates,” which is proposed to take effect on January 1, 2005 and
recommends restrictions on capitalization of foreign exchange differentials under Philippine GAAP. If this
draft is adopted in its current form, we would no longer be able to capitalize foreign exchange differentials
prospectively and would be required to charge these differentials to operations in the year incurred. In addition,
as currently proposed, the transition rules would require that the cumulative undepreciated balance of
capitalized foreign exchange differentials be accounted for either as an adjustment to the opening balance of
retained earnings for the earliest period then presented in a company's financial statements or charged to
operations in the current year.

Investments

The various interests that we hold in companies are accounted for under three methods: consolidation, the
equity method and the cost method. The applicable accounting method is generally determined based on our
voting interest in a company. Majority-owned companies are consolidated, 20% to 50% owned companies are
accounted for using the equity method and our investments in companies over which no significant influence is
exercised or in cases where our investments are temporary are stated at cost.

Effective June 27, 2001, Piitel ceased to qualify as a PLDT subsidiary under existing Philippine GAAP as a
result of the reduction of PLDT's common equity ownership in Piltel to less than majority. PLDT would own
more than 90% of Piltel's common shares if it were to convert its holding of non-voting Piltel preferred shares
into Piltel common shares. However, Philippine GAAP excludes the Piltel preferred shares and the common
shares issuable upon conversion in calculating PLDT's voting interest in Piltel. Those shares are not permitted
to form the basis for consolidation of Piltel prior to conversion.

Under U.S. GAAP, PLDT continues to consolidate Piltel because PLDT has the ability to control Piltel by
acquiring a majority ownership interest in excess of 90% of Piltel's common stock through the conversion of
preferred shares into Piltel common shares without any restrictions or costs to exercise the conversion features.
In addition, PLDT committed to finance cash shortfalls Piltel may experience pursuant to the letter of support
signed by PLDT. Accordingly, PLDT continues to consolidate Piltel's financial statements under U.S. GAAP.

Pension Cost

The determination of our obligation and cost for pension and other retirement benefits is dependent on our
selection of certain assumptions used by actuaries in calculating such amounts. Those assumptions are
described in Note 14 to the accompanying financial statements, and include among others, discount rates,
expected returns on plan assets and rates of compensation increase. In accordance with U.S. GAAP, actual
results that differ from our assumptions are accumulated and amortized over future periods and therefore,
generally affect our recognized expense and recorded obligation in such future periods. While we believe that
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our assumptions are reasonable and appropriate, significant differences in our actual experience or significant
changes in our assumptions may materially affect our pension and other retirement obligations.

Legal Contingencies

We are currently involved in various legal proceedings. Our estimate of the probable costs for the
resolution of these claims has been developed in consultation with outside counsel handling our defense in
these matters and is based upon an analysis of potential results. We do not believe these proceedings will have
a material adverse effect on our consolidated financial position. It is possible, however, that future results of
operations could be materially affected by changes in our estimates or in the effectiveness of our strategies
relating to these proceedings.

Results of Operations

The following table shows the contribution by each of our business segments to our consolidated operating
revenues, operating expenses and net operating income, as a percentage of operating revenues for each of the
years ended December 31, 1999, 2000 and 2001. Most of our revenues are derived from the Philippines. Our
revenues derived from outside the Philippines consist primarily of revenues from incoming international calls
to the Philippines.

1999(1) %(2) 2000(1) Te(2) 2001(3) %(2)
(in millions)
Operating Revenues
Fixed HNE cuecvvivviereereeneervrecerennenns P43.865.3 78.8 B459670 731 R46876.7 637
Wireless 11,631.5 209 16,6974 265 26,2274 35.6
Information and communications
tEChBOLOZY . ceveererrereneamrracameneacnec 1950 _03 2387 _04 4689 _07 -
55,691.8 100.0 62,9031 100.0 73.573.0 100.0
Operating Expenses
Fixed ine.....ccccoovvvvnrerieeencnienenne, 28,456.4 66.6 30,3149 482 32,3090 439
WITEIESS evoveerveir e e s cerrcenens 14,0438 32.8 20,2344 322 23,3394 317
Information and communications
teChOlOY oo 2544 _05 3108 _05 7797 _L1
427546 168 50.860.1 809 56,4281 767
Net Operating Income (Loss)
Fixed Hne....covvvcrvrreevecineiecireecnnenn 15,408.9 277 15,652.1 249 14,567.7 19.8
WITRLESS 1veecrrreceereviresceiererneenrraes (2,412.3) 4.3) (3,537.0) (5.1 2,888.0 39
Information and communications
teChnOlOZY....cecveiiieceeiriereecenene (59.4) 0.2) (72.1) _(0.1) (310.8) _(0.9)

R129372 é 2120430 191 Ri7.1449 233

(1) As restated to reflect the acquisition of Smart by PLDT on March 24, 2000 as if the acquisition had
occurred at the beginning of the periods presented.

(2) Operating expenses and net operating income (loss) are computed as a percentage of operating revenues.
(3) Piltel is not included as a consolidated subsidiary in our consolidated financial statements under Philippine
GAAP with effect from June 27, 2001. We have not restated our financial information for prior years to
reflect the deconsolidation.
2001 Compared to 2000
Consolidated Operating Revenues
Our consolidated operating revenues grew by 210,669.9 million, or 17.0%, to £73,573.0 million in 2001
compared with £62,903.1 million in 2000 largely as a result of the continuing strong growth of our wireless

business. Smart contributed B24,461.2 million in revenues for 2001, an increase of 71.5% from £14,266.6
million in 2000. Smart's 2001 revenue contribution, which was derived mostly from its cellular operations,
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accounted for 33.2% of our consolidated operating revenues in 2001, compared with 22.7% in 2000.
Fixed Line

Our fixed line business provides local exchange service, international and national long distance services,
data and other network services, and miscellaneous services. In 2001, this business generated revenues of
£46,876.7 million, an increase of B909.7 million, or 2.0%, over 2000. The increase was due mainly to
increases in revenues from our local exchange service and data and other network services, partially offset by
decreases in our national and international long distance revenues. However, our fixed line revenues dropped
to 63.7% of consolidated operating revenues in 2001 from 73.1% in 2000 due to the significant growth in our
wireless business.

The following table summarizes our consolidated operating revenues from our fixed line business for the
years ended December 31, 2000 and 2001 by service segment:

2000 % 2001 %
(pesos in miilions)
Fixed line services:
Local exchange.........ccccevvenine R18,977.9 41.3 £21,832.5 46.6
International long distance..... 13,233.0 28.8 11,453.5 24.4
National long distance ........... 10,550.2 23.0 8,388.1 179
Data and other network.......... 2,963.2 6.4 4,776.5 10.2
Miscellaneous ........eeeveoenen.e. 242.7 0.5 426.1 0.9
Total .ooeeeeeeieecreeeeee e £45.967.0 100.0 P46.876.7 100.0

Local Exchange Service
Our local exchange service revenues consist of:
« flat monthly fees for our billed service;
* installation charges and other one-time fees associated with the establishment of customer service;

* local access charges paid by other telephone companies, including cellular operators, for calls that
terminate to our local exchange network;

proceeds from sales of prepaid call cards (gross of commissions and discounts given to dealers, which
are recorded as selling and promotion expenses); and

+ charges for value-added services.

The following table summarizes key measures of our local exchange service business segment as of and for
the years ended December 31, 2000 and 2001:

2000 2001
Consolidated local exchange revenues (in millions).............c........ R18,977.9 R21,832.5
Number of fixed lines in service
PLDT Group(1) «ccccceccerrrnreieerieeeeenesrnrnesreseseesessssssessssssssssnees 1,999,922 2,097,366
PLDT .t e e snstes e aen s e ranae s snn e enan 1,915,985 2,075,109
Number of PLDT employees.......ccccoeveverinriiiciereeeecveeeerseereeeeas - 13,285 12,915
Number of PLDT fixed lines in service per PLDT employee........ 144 161

(1) PLDT Group’s fixed line subscribers as of December 31, 2000 include Piltel's 80,600 fixed line subscribers
but exclude the 76,716 fixed line subscribers as of December 31, 2001.
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Revenues from our local exchange service increased by £2,854.6 million, or 15.0%, to £21,832.5 million-in
2001 compared with £18,977.9 million in 2000 principally due to:

 currency-related adjustments in our monthly local service rates; and
+ higher average number of billed fixed lines in service.

As a percentage of consolidated operating revenues, however, our local exchange service revenues in 2001
remained virtually unchanged at 30%.

During 2001, we implemented ten upward and four downward adjustments in our monthly local service
rates to reflect the movements of the peso-to-dollar exchange rate pursuant to a currency adjustment
mechanism allowed by the NTC. During 2000, we implemented 12 upward adjustments and one downward
adjustment. Under this mechanism, we increase or decrease our monthly local service rates by 1% for every
B0.10 change in the peso-to-dollar exchange rate relative to a base rate of R11.00 = US$1.00. Following a
depreciation of the peso, we increase our local exchange service rates after giving 15 days' prior notice to the
NTC; conversely, we decrease our local exchange service rates immediately following an appreciation of the
peso. The average peso-to-dollar exchange rate in 2001 was B50.46 = US$1.00, compared to the average of
B43.04 = US$1.00 in 2000. Rate adjustments under this mechanism relating to this 17.2% depreciation of the
peso resulted in a 15.7% net increase in our average monthly local service rates, thus increasing our local
exchange revenues. ‘

Despite lower gross fixed line additions in 2001, PLDT achieved a higher number of net additional fixed
lines in service because of lower number of disconnections during the year than in 2000. Gross additions to
PLDT's fixed lines in service in 2001 totaled 427,349, lower by 10.5% than last year's gross additions of
477,515. On a net basis, PLDT added 159,124 fixed lines in 2001, higher by 3.7% than the net additions of
153,516 in 2000.

The increase in PLDT's net fixed line additions was mainly attributable to Teletipid, PLDT's prepaid fixed
line service. Launched in August 2000, Teletipid was initially intended by PLDT as an alternative affordable
telephone service for consumers under difficult economic conditions. At the end of 2000, PLDT had 13,905
Teletipid subscribers, all of which were new subscribers. However, in 2001, Teletipid was incorporated into
PLDT's overall churn and credit risk exposure management and subscriber retention efforts. In 2001, the
number of additional Teletipid subscribers was 130,597, of which 82,002, or 63%, were new subscribers and
48,595, or 37%, were migrated from PLDT's postpaid fixed line service, instead of being disconnected from
the service for non-payment of bills. As of December 31, 2001, active Teletipid subscribers reached 144,502,
representing 7% of PLDT's total fixed lines in service.

Teletipid phone kits, each containing 300 of pre-paid air time, are sold for £1,700.00 per unit. Teletipid
prepaid subscribers are charged based on usage at a rate of 80.50 per minute for local calls and at the same
rates applicable to postpaid fixed line subscribers for national and international long distance calls.

A prepaid fixed line subscriber is recognized as a subscriber when that subscriber activates and uses a
prepaid call card. Prepaid fixed line subscribers can reload their accounts by purchasing air time call cards that
are sold in denominations of BR300 and B500. Reloads are valid for two months. A prepaid fixed line subscriber
is disconnected if that subscriber does not reload within four months after the full usage or expiry of the last
reload. Revenues from the sale of prepaid cards are recognized when sold to dealers or directly to consumers
through PLDT's business offices. All sales of prepaid Teletipid cards, whether through dealers or through
PLDT's business offices, are on a non-refundable basis.

To stimulate fixed line subscriber take-up, effective November 13, 2000, PLDT reduced installation fees by
approximately 41%, from B3,376.59 to B1,999.00, for postpaid residential subscribers and by approximately
35%, from B5,396.31 to B3,500.00, for business subscribers. PLDT also introduced additional value-added
products and services, such as Caller ID and TXT 135, in order to attract new subscribers and retain existing
ones. Caller ID allows subscribers to identify callers by telephone number, while TXT 135 allows one-way text
messaging from PLDT fixed lines to Smart and Piltel GSM handsets. TXT 135 is now capable of international
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text messaging and is undergoing further expansion to allow two-way text messaging. We expect two-way text
messaging to be in service within the first half of 2002.

The ratio of PLDT fixed lines in service per PLDT employee improved from 144 in 2000 to 161 in 2001
due to the increase in PLDT's fixed lines in service and the impact of PLDT's manpower reduction program.
PLDT's workforce was reduced by 370 employees, or 2.8%, in 2001 primarily as a result of the manpower
reduction program.

International Long Distance Service
International long distance revenues generated through our international gateway facilities consist of:

+ inbound call revenues representing settlements from foreign telecommunications carriers for inbound
international calls; :

* access charges paid to us by other Philippine telecommunications carriers for terminating inbound
international calls to our local exchange network; and

+ outbound call revenues representing amounts billed to our customers (other than our cellular customers)
for outbound international calls, net of amounts payable to foreign telecommunications carriers for
terminating calls in their territories.

The following table shows information about our international long distance business for the years ended
December 31, 2000 and 2001:

2000 2001
Consolidated international long distance revenues (in

YL ET0) 11 T OO OO USSR URSUPON 213,233.0 B11,4535

INDBOUNQ.....oceiereeeeee e e 9,937.1 8,984.8

OWbOoUNd ......oeereeeeeeeecee e ere et 3,295.9 2,468.7

Inbound-outbound call ratio ........ccccevceeenreecieecreecieerennn. 3.0:1 3.6:1
International call volumes (in million minutes)

PLDT GIOUP ...veieereteeirie e st seesiecvesessesensene 2,116.8 2,499.0
INBOUNA. ..ottt et e v areaes 1,978.3 23334
OUBOUNQ ...t e 1385 165.6
Inbound-outbound call ratio ........cccccvveveiiiivieiceernnnnes 14.3:1 14.1:1

PLDT oottt csae st ee e s e e rne e srasarnne e 2,113.8 2,495.8
Inbound................. e eesereeentestteeertestanresereaasenarenrennrann 1,977.6 2,332.7
OUWboUNd ......oooieereeerecerree e e e ne s 136.2 163.1
Inbound-outbound call ratio ......ccccceevvieevieeesnircireenennn 14.5:1 14.3:1

Our consolidated international long distance revenues decreased by £1,779.5 million, or 13.4%, to
B11,453.5 million in 2001 from R13,233.0 in 2000 as a result of declines in revenues from both inbound and
outbound international calls. Our international long distance revenues as a percentage of our consolidated
operating revenues also decreased to 15.6% in 2001 from 21.0% in 2000.

Our revenues from inbound international long distance calls for 2001 decreased by B952.3 million, or
9.6%, to B8,984.8 million principally due to continued declines in international settlement rates. This decrease
was partially offset by the effects of the peso depreciation against the U.S. dollar and higher call volumes.

On January 1, 2000, we adopted the U.S. Federal Communications Commission, or U.S. FCC, accounting
rate benchmark, which represented a settlement rate of US$0.19 per minute for international long distance
traffic between the Philippines and the United States. Since then, our settlement rates for inbound calls from
the United States have continued to decline to levels below the benchmark rate. Settlement rates for inbound
calls from other countries have declined as well. Although our settlement rates have generally stabilized, we
cannot assure that they will not decline further in the future.
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The depreciation of the peso increased our inbound international long distance revenues in peso terms
because settlement charges for inbound calls are billed in U.S. dollars or in special drawing rights, an
established method of settlement among international telecommunications carriers using values based on a
basket of foreign currencies, that are translated into pesos at the prevailing exchange rates at the time of billing.

Qur inbound international {ong distance call volumes increased by 17.9% to 2,333.4 million minutes in
2001 largely due to:

» our enhanced competitiveness from flexible pricing that was made possible by our adoption of the
benchmark international accounting rate a year earlier than the date set by the U.S. FCC; and

« our recovery of traffic previously lost to unauthorized traffic termination and bypass routings by
international simple resale operators.

Beginning September 2001, PLDT adopted a policy requiring prepayment from certain second and third
tier international carriers as a prerequisite for accepting their incoming traffic. This prepayment policy also
contributed to the decline in revenues from inbound traffic. Although this prepayment policy has negatively
impacted our inbound international long distance revenues in the near term, we expect that over the longer
term this policy will help us achieve a more stable revenue base and control uncollectible accounts.

Our revenues from outbound international long distance calls for 2001 declined by B827.2 million, or
25.1%, to B2,468.7 million primarily due to substantial reductions in our international direct dialing or IDD
rates, partially offset by the effects of the peso depreciation against the U.S. dollar and higher call volumes.
PLDT reduced its IDD rates for outbound calls an average of US$1.507 per minute to as low as US$0.49 per
minute for off-peak hours and US$0.69 per minute for peak hours effective June 15, 2000. Effective February
1, 2001, PLDT further reduced these rates to a flat rate of US$0.40 per minute applicable to all call
destinations at any time and any day of the week.

The depreciation of the peso increased our outbound international long distance revenues in peso terms
because outbound calls are charged at U.S. dollar rates that are billed to our subscribers in pesos at the

prevailing exchange rates at the time of billing.

Our outbound international long distance call volumes grew by 19.6%, from 138.5 million minutes in 2000
to 165.6 million minutes in 2001, as a result of:

» substantial reductions of our IDD rates; and

* implementation of our various marketing initiatives, including innovative pricing packages for large
accounts and loyalty programs for high-value customers.

National Long Distance Service
Our national long distance revenues consist of:
+ per minute charges for calls made by our fixed line customers outside of the local service areas but
within the Philippines, net of interconnection charges payable for calls carried through the backbone

network of, and/or terminating to the customer of, another telecommunications carrier; and

« access charges received from other telecommunications carriers for calls carried through our backbone
network and/or terminating to our customers.
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The following table shows our national long distance revenues and call volumes for the years ended December
31, 2000 and 2001:

2000 2001
Consolidated national long distance revenues (in
TULHONS)Y 1.ttt e s e nee R10,550.2 P3,388.1
National long distance call volumes (in million minutes)
PLDT GIOUD ..voiveeereerieieneeieierereestreesesreneseemessesesresssnsonesns 3,274.2 2,779.5
PLDT .ottt et sesnea e ente s e 3,255.3 2,756.3

Our national long distance revenues declined by B2,162.1 million, or 20.5%, to £8,388.1 million in 2001
from B10,550.2 million in 2000 due to the combined effects of the following:

« lower call volumes;
« reduced national direct dialing, or NDD, rates; and

+ changes in interconnect arrangements and the percentage of calls subject to revenue sharing with other
carriers.

Likewise, national long distance revenues decreased to 11.4% of our consolidated operating revenues in
2001 from 16.8% in 2000.

Our national long distance call volumes decreased by 15.1% to 2,779.5 million minutes in 2001 compared
with 3,274.2 million minutes in 2000. Cellular substitution and the widespread availability and growing
popularity of alternative, more economical non-voice means of communications, particularly e-mail and
cellular text messaging, have negatively affected call volumes. The integration of some of our local exchanges
into single local calling areas effective August 2000, as mandated by the NTC, has also negatively affected our
national long distance call volumes. Because of this integration, calls between two exchanges located within
the same province are no longer considered national long distance calls but are treated as local calls.

In 2001, PLDT implemented changes in its NDD rates for calls to fixed line subscribers and for those
terminating to cellular subscribers. For calls to fixed line subscribers, PLDT reduced its NDD rates from a
range of £3.25 to B6.60 per minute to a range of B3.00 to B5.00 per minute effective May 1, 2001. On
November 2, 2001, PLDT rebalanced these rates to a flat rate of P4.50 per minute. For calls terminating to
cellular subscribers, PLDT reduced its NDD rates from a range of 212.69 to 214.69 per minute to a uniform
rate of B12.50 per minute effective November 2, 2001. Rate rebalancing aims to simplify our tariff structure in
order to enhance the competitiveness of our products and services, increase our operating efficiencies, and
provide cost savings to our customers. We adopted these simplified pricing plans with a view to stabilizing our
national long distance revenues going forward.

In 2001, 72.4% of our national long distance call volumes were subject to revenue sharing with other
carriers, compared to 69.5% in 2000.

On May 1, 2001, PLDT entered into an agreement with the majority of other local exchange carriers. Under
the new arrangement, the originating carrier pays access charges of (1) B0.50 per minute for short haul or
R1.25 per minute for long haul traffic to the carrier owning the backbone network and (2) B1.00 per minute to
the terminating carrier. PLDT maintains revenue sharing arrangements with a few other local exchange carriers
whereby charges are generally apportioned 30% for the originating entity, 40% for the backbone owner and
another 30% for the terminating entity.

PLDT has also reached a favorable settlement in its negotiations with different cellular operators on access
charges for calls terminating to cellular subscribers. Effective July 2001, access charges paid by PLDT to
cellular operators were reduced to 26.50 per minute for local and long distance calls, and, effective January
2002, access charges paid by PLDT were further reduced to 24.50 per minute. Prior to July 2001, PLDT paid
interconnection charges ranging from a low of B7.69 to a high of 210.94 per minute for calls terminating to
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cellular subscribers, depending on whether the calls were local or long distance.
Data and Other Network Services

In 2001, data and other network services registered the highest percentage growth in revenues among our
fixed line services, continuing the trend in the last two years.

Data and other network services we currently provide include:

+ Traditional bandwidth services — high-speed point-to-point domestic and international digital leased
line services;

» Broadband/packet-based/Internet protocol-based services -— frame relay; asynchronous transfer mode,
or ATM; Internet protocol-virtual private network, or IP-VPN; digital subscriber line, or DSL; Internet
gateway; and wholesale DS3; and :

 Other packet-based switching services — Datapac and integrated services digital network, or ISDN.

Of our total revenues from data and other network services in 2001, traditional bandwidth services
accounted for 67%, broadband/IP-based services accounted for 29%, and other services accounted for the
remaining 4%, compared with 71%, 25% and 4%, respectively, in 2000.

Revenues from our data and other network services grew by B1,813.3 million, or 61.2%, to B4,776.5
million in 2001 compared with £2,963.2 million in 2000. Revenues from our data and other network services
also increased to 6.5% of our consolidated operating revenues in 2001 from 4.7% in 2000.

In 2001, we continued to broaden our service offerings with the launch of new services, such as outsourced
remote dial-up access services and an Internet protocol-based networking service, and expansion or
enhancement of some of the existing ones, including increasing the capacity of our Internet gateway service
and accelerating the deployment of our DSL infrastructure.

Miscellaneous

Miscellaneous revenues are derived mostly from directory advertising and facilities rental. For 2001, these
revenues increased by 2183.4 million, or 75.6%, to B426.1 million from B242.7 million in 2000, and accounted
for 0.6% of our 2001 consolidated operating revenues, compared to 0.4% in 2000.

Wireless

Our wireless business segment offers cellular services as well as satellite, VSAT and other services. Our
wireless revenues include Piltel's revenues for the full year 2000 and for the period January 1 to June 27, 2001.
From the period June 28, 2001 to December 31, 2001, our wireless revenues no longer include Piltel's revenues
except for the 50% share of Piltel's prepaid GSM revenues, net of interconnection expense, accrued by Smart,
as facility service fees, under the revenue sharing agreement between Smart and Piltel governing Piltel's use of
Smart's GSM network. Smart's share of Piltel's GSM revenues continues to be recognized as cellular service
revenues in our consolidated statements of income. Smart also accrues revenues under its three additional
outsourcing agreements with Piltel. These revenues are recognized as "Other Income” under "Other Expenses-
net" account in our consolidated statements of income.
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The following table summarizes our consolidated operating revenues from our wireless business for the years
ended December 31, 2000 and 2001 by service segment:

2000 % 2001 Yo
(pesos in millions)

Wireless services:

Cellular
SMATt covvneeiceieiecenreerrreeeeaeens 213972.1 83.7 B24461.6 933
Piltel o 1.943.5 11.6 998.7 3.8
Sub-total .......ccovvevvreieeeiinens 15,915.6 95.3 25,4603 97.1
Satellite, VSAT and others..... 781.8 4.7 767.1 29
TOtal e 2166974 1000 BP262274 100.0

Wireless service revenues increased by £9,530.0 million, or 57.1%, to £26,227.4 miilion in 2001 from
B16,697.4 in 2000 mainly as a result of the continuing strong growth in our cellular service revenues. As a
percentage of consolidated operating revenues, our wireless service revenues rose to 35.6% in 2001 from
26.5% in 2000.

Cellular Service

Our cellular service revenues consist of:

* revenues derived from sales of cellular prepaid cards;

+ revenues from incoming calls and messages to our customers, net of interconnection expenses; fees from

reciprocal traffic from international correspondents; and revenues from inbound international roaming
calls for the GSM service;

» charges for value-added services;

= facility service fees charged to Piltel for using Smart's GSM network for Piltel's Talk ‘N Text prepaid
cellular service;

» monthly service fees from postpaid subscribers, including (1) charges for calls in excess of allocated free
local calls, (2) toll charges for national and international long distance calls, and (3) charges for text
messages of our GSM service customers in excess of allotted free text messages; and

« other charges, including reconnection and migration charges.

Revenues from the sale of prepaid cards comprise proceeds from sales of prepaid cards and the value of the

associated expenses listed below. These expenses are recorded at the time of sale as part of selling and

promotion expenses:

» the value of prepaid cards given to dealers as commissions for the sales of prepaid cards, which
amounted to £3,362.8 million in 2001 and B2,199.0 million in 2000;

« the value of the free air time included with subscriber identification module, or SIM, cards at the time of
purchase, which amounted to 2288.9 million in 2001 and B705.6 million in 2000; and

+ discounts given on the sale of prepaid cards to dealers, which amounted to B1,800.6 million in 2001 and
B714.8 million in 2000.

Payments made to other carriers arising from the use of cards given in connection with the foregoing are
recorded as part of total interconnection fees to the appropriate carrier and netted against the interconnection

income as calls are made.

Proceeds from the sale of handsets and SIM cards and one-time registration fees are not recorded as
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revenues. Gains on the sale of handsets are offset against selling and promotion expenses. Losses on the sale of
handsets are included in selling and promotion expenses.

Our cellular service revenues in 2001 increased by B9,544.7 million, or 60.0%, to B25,460.3 million, of
which £24,461.6 million came from Smart and 2998.7 million from Piltel, representing Piltel's cellular
revenues for the period January 1 to June 27, 2001. In comparison, our cellular service revenues in 2000
amounted to B15,915.6 million, of which B13,972.1 came from Smart and £1,943.5 million from Piltel,
representing Piltel's cellular revenues for the full year ended December 31, 2000. Cellular service revenues
accounted for approximately 34.6% of our consolidated operating revenues in 2001, compared to 25.3% in
2000. The substantial increase in our cellular service revenues was driven by the strong growth in our cellular
subscriber base.

Prior to July 2001, Smart received interconnection fees at an average of R8.50 per minute for calls
originating from fixed line subscribers. Effective July 2001, these fees were reduced to B6.50 per minute and
were further reduced to B4.50 per minute effective January 2002. Also prior to July 2001, Smart received and
paid interconnection income and charges, respectively, of B1.00 per minute for calls originating/terminating in
another cellular operator's network. Effective July 2001, these charges were increased to £3.00 per minute and
further increased to 24.50 per minute effective January 2002.

As of December 31, 2001, Smart's and Piltel's combined cellular subscribers reached 6,368,850, an increase
of 2,853,557, or 81.2%, over their combined subscriber base of 3,515,293 as of December 31, 2000. As a
result, Smart's and Piltel's cellular subscribers outnumbered our fixed lines in service by 3 to 1 at year-end
2001.

The table below shows the cellular subscribers of Smart and Piltel as of December 31, 2000 and 2001:

2000 2001
Cellular subscriber base.................. 3,515,293 6,368,850
SMArt v 2,858,479 4,893,844
Piltel(1) .o 656,814 1,475,006

(1) As of June 27, 2001, Piltel's cellular subscribers totaled 988,738, of which 784,672 were GSM subscribers
and 204,066 were analog subscribers.

Smart

Smart markets nationwide cellular communications services under four brand names: Smart Buddy, Smart
Gold, PriceBuster and BillCrusher. Smart Buddy and Smart Gold are services provided through Smart's digital
GSM network, whereas PriceBuster and BillCrusher are offered on Smart's analog enhanced total access
communications system, or ETACS, network. Smart Buddy and BillCrusher are prepaid services, while Smart
Gold and PriceBuster are postpaid or billed services.
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The following table summarizes key measures of Smart's cellular business as of and for the years ended
December 31, 2000 and 2001:

2000 2001
Cellular revenues (in millions)..... 213,972.1 P24,461.6

GSM...oiiiie et 11,327.3 23,759.1
VOICLuviieeeeeeeeeeeecreveecerenes 8,338.1 14,219.8
Data...cccooeeeeeeicceeee e 24149 7,624.4
Others(1) ovveeveerveceecie e, 574.3 1,914.9

Analog......ccovevieniiiiiiiinnnen 2,564.7 503.7

Others(2) ooveeereiveeieeeeeeccrresneaans 80.1 198.8

Cellular subscriber base................ 2,858,479 4,893,844

GSM...ooiiiiee e eeetrerenns 2,331,005 4,641,666
Prepaid.......cooiicniniiniininnis 2,263,322 4,569,616
Postpaid........covoveeerernercrerecncene 67,683 72,050

Analog.....cccoceriincneniniiieienne 527,474 252,178
Prepaid.....cocoviiccevinnicniincnins 282,529 87,429
Postpaid......c.coccomveiiniineicninnnns 244 945 164,749

Traffic volumes (in millions)

Calls (in mMInUes)......cocerevercaeanne 1,176.8 1,954.3
National....ooviviveerineinieenieiennns 8539 1,263.7
International .......c.cceeeeereeinnnnen 3229 690.6

Inbound....ccooooovmrvireeeciiieens 294.7 624.8
Outbound .......eceveevereriinee 28.2 65.8
Messages — SMS.......cccviinine 3,861.7 12,328.8

(1) Refers to other non-subscriber-related revenues, such as the facility service fees from Piltel and inbound
international roaming fees.

(2) Refers to all other services consisting primarily of Public Calling Offices, or PCOs, and SMARTalk
payphones and a small number of leased line circuits.

Smart's cellular service revenues increased by R10,489.5 million, or 75.1% to B24,461.6 million in 2001,
- from B13,972.1 million in 2000. The GSM service accounted for 97.1% of Smart's cellular service revenues in
2001, while the analog and other services accounted for the remaining 2.9%. Smart's GSM service revenues in
2001 included approximately £1,508.5 million in facility service fees from Piltel for its Talk 'N Text prepaid
service using Smart's GSM network. The significant decline of B2,061.0 million, or §0.4%, to £503.7 million
in Smart's analog service revenues in 2001 was due to the declining analog subscriber base coupled with
decreasing average revenue per user, or ARPU.

Revenues from cellular data services, which include all SMS and text-related services, including value-
added services, increased by B5,209.5 million, or 215.7%, to 87,624.4 million in 2001 from £2,414.9 million
in 2000. As a result, cellular data services accounted for 31.4% of Smart's cellular revenues in 2001, compared
to 17.4% in 2000. While SMS contributed revenues of 26,175.4 million in 2001, its percentage contribution to
total cellular data revenues for the year decreased to 81.0% from 93.5% in 2000. The decrease reflects the
increasing usage and contribution of other value-added services, such as Smart zed(TM), Smart Money and
international text messaging.

During 2001, Smart's SMS system handled 12,328.8 million outbound messages, an increase of 219.3%
from the 3,861.7 million messages handled during 2000. Smart has implemented a two-phase reduction of its
free text message allocation to subscribers. The first phase, effective September 15, 2001, reduced the
allocation by one-third, while the second phase, effective January 1, 2002, reduced the allocation by a further
one-third of the original allocation for a total reduction of two-thirds. Our experience since the implementation
of these reductions suggests that they have not significantly affected subscriber usage.
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In the last quarter of 2000, Smart launched the value-added cellular services Smart zed(TM), Mobile
Banking and Smart Money to stimulate usage, build customer loyalty and stabilize ARPUs. In 2001, Smart
zed(TM), Mobile Banking and Smart Money generated revenues of B423.7 million, B141.1 million and R12.9
million, respectively. For a description of these value-added services, see "Business — Wireless — Cellular
Service — SMS and Other Value-added Services." In addition, Smart offers several other interactive activities,
such as text games and chat services, developed on its own platform.

Smart's prepaid GSM subscriber base increased by 2,306,294, or 101.9%, to 4,569,616, whereas Smart’s
postpaid GSM subscriber base grew by 4,367, or 6.5%, to 72,050. Prepaid subscribers accounted for 98.4% of
Smart's 4,641,666 GSM subscribers at December 31, 2001, while postpaid subscribers accounted for the
remaining 1.6%. In contrast, Smart's prepaid analog subscriber base declined by 69.1% to 87,429 at December
31, 2001 from 282,529 at December 31, 2000, while Smart's postpaid analog subscriber base decreased by
32.7% to 164,749 at December 31, 2001 from 244,945 at December 31, 2000. Overall, Smart’s analog
subscriber base decreased during the year by 52.2% to 252,178 at the end of 2001.

The following table shows Smart's average ARPUs for the years ended December 31, 2000 and 2001:

2000 2001

GSM

Prepaid.... B395 B591

Postpaid .. 2,140 1,853

Blended... 981 617
Analog

Prepaid.... R278 B117

Postpaid .. 366 114

Blended... 319 115

ARPU is computed for each month by dividing the relevant revenues for the month by the average of the
beginning and ending subscribers for the relevant service for that month. Before January 2001, the beginning
number of subscribers was used as the denominator. ARPUs for 2000 have since been recalculated using the
new method. ARPU for any period of more than one month is calculated as the simple average of the ARPUs
for each month in that period.

GSM ARPU and Churn Rates. Prepaid service revenues consist mainly of proceeds from sales of prepaid
cards booked by Smart as revenues when the cards are sold to dealers (on a non-refundable basis). Average
monthly ARPU for prepaid GSM subscribers for 2001 was B591, compared to 2895 for 2000. Smart also
tracks ARPUs based on subscribers' actual usage of their prepaid cards. On this basis, average monthly ARPU
for Smart's prepaid GSM service for 2001 was B579, compared to B738 for 2000. While the practice of
recognizing revenues when the cards are sold to dealers may result in higher levels of ARPUs when cards are
first released to the market, our experience in the past 12 months has been that ARPUs based on recognition of
revenues upon sale of cards and upon usage of air time converged once a large base of subscribers was attained
and inventory levels of prepaid cards in the distribution network were regularized.

The table below summarizes Smart's average monthly ARPUs for each of the quarters in 2001 for prepaid
GSM subscribers based on sales and usage:. :

First Quarter Second Quarter  Third Quarter  Fourth Quarter
Sales........... B635 8549 B619 B562
Usage......... 8567 B567 £592 B8589

Smart's postpaid GSM service monthly ARPU is calculated in a manner similar to that of prepaid service,
except that it consists mainly of monthly service fees (which may be applied to any type of voice or data
service) and charges on usage in excess of the monthly service fees. Average monthly ARPU for postpaid
GSM subscribers for 2001 was 81,853, compared to B2,140 for 2000. Smart's average monthly biended ARPU
for 2001 for both prepaid and postpaid GSM services was B617, compared to 981 for 2000.

Revenues derived from Smart's 50% share of Piltel's prepaid GSM service under its revenue sharing
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agreement with Piltel are not included in Smart's computations of its ARPUs.

Smart's prepaid ARPUs have decreased as the subscriber base grew and prepaid card distribution
regularized, but usage ARPUs have remained fairly stable in the last four quarters. We can give no assurance
that ARPUs will not continue to decline in the future because, among other reasons, ARPUs tend to decline as
the subscriber base grows and subscriber demographic profiles change.

Churn, or the rate at which existing subscribers have their service canceled in a given period, is computed
based on total disconnections, in the period, net of reconnections in the case of postpaid subscribers, divided by
the average of the beginning and ending numbers of subscribers for the period, all divided by the number of
months in the same period.

A prepaid cellular subscriber is recognized as a subscriber when the subscriber activates and uses the SIM
card in the handset, which already contains B100 of pre-stored air time. Subscribers can then reload by
purchasing prepaid cards that are sold in denominations of B300, 2500 and 21,000 or by purchasing additional
air time through their handsets using Smart Money. Reloads are valid for two months. A prepaid GSM account
is disconnected if the subscriber does not reload within four months after the full usage or expiry of the last
reload.

For Smart's prepaid GSM subscribers, the average monthly churn rate for 2001 was 1.8%, compared to
0.4% in 2000. The churn rate in the fourth quarter of 2001 increased to 2.6% from 2.0% in the third quarter of
© 2001. Smart's churn rate in 2001 was influenced by several factors, including:

* The general economic slowdown in the Philippines, which may negatively impact some subscribers'
abilities to afford the service;

+ Technological advances, which may necessitate the upgrading of SIM cards. The introduction of Smart
zed(TM) and Smart Money in late 2000 required our customers to upgrade earlier issued SIM cards to
new, more advanced ones capable of supporting these services. This cancellation and replacement of
existing SIM cards contributed to increased churn. This phenomenon may recur as Smart continues to
introduce enhanced SIM cards as they become available and encourages its subscribers to upgrade to
make use of Smart's various value-added services; and

+ Network quality in the first half of 2001, which may have contributed to the increased churn rate during
the second half of 2001. As Smart went through rapid subscriber growth in the first half of 2001, its
network at times struggled to cope with the increased traffic. Since then, however, Smart has invested
heavily in increasing its network capacity, and we believe that by the end of 2001, Smart's network
capacity was sufficient to meet its present demands. Smart has budgeted 12,700.0 million in capital
expenditures for 2002, R10,331.7 million of which will be spent on network expansion and
improvement. Smart believes that with this planned expansion and improvement, it will continue to
have sufficient capacity for anticipated increases in its GSM subscriber base in the near future.

As discussed above, a prepaid subscriber is disconnected and therefore recognized in churn if the
subscriber does not reload within four months after the full usage or expiration of the subscriber's last reload.
Reloads are valid for two months. As a result, a subscriber would not be recognized in churn for up to four to
six months after the subscriber may have stopped using the service. These effects may cause our calculated
churn rate for a period to be lower than the actual rate at which subscribers are ceasing to use Smart's services,
and may contribute to more rapid growth in calculated churn following periods of rapid subscriber growth such
as those that have been experienced by Smart. ‘

Smart's churn rates may continue to increase and Smart cannot predict whether, when, or at what level, its
churn rate may eventually stabilize.

The average monthly churn rate for Smart's postpaid GSM subscribers in 2001 was 3.3%, a slight decrease

from 3.4% in 2000. Smart's policy is to redirect outgoing calls to an interactive voice response system if the
postpaid subscriber's account is either 45 days overdue or the subscriber has exceeded the prescribed credit
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limit. If the subscriber does not make a payment within 30 days of redirection, the account is disconnected.
Within this 30-day period, a series of collection activities are implemented, involving the sending of a
collection letter, call-out reminders and collection messages via SMS.

Analog ARPU and Churn Rates. Average monthly ARPUs for prepaid and postpaid analog service in 2001
were 2117 and B114, down from B278 and B366, respectively, in 2000. Blended ARPU for prepaid and
postpaid analog service decreased by 63.9% to B115 in 2001 from a blended ARPU of B319 in 2000.

The churn rate for prepaid and postpaid analog subscribers is computed in the same way as that for prepaid
and postpaid GSM subscribers. The average monthly churn rate for prepaid analog subscribers in 2001
increased to 8.8% from 3.0% in 2000 while the average monthly churn rate for postpaid analog subscribers was
3.3%, a decrease from 4.9% for 2000. <

Piltel

Piltel ceased to be treated as a consolidated subsidiary effective June 27, 2001, after PLDT's ownership
interest in Piltel's outstanding common stock decreased from 57.6% to 45.3% of the total. Accordingly, the
following discussion is based on Piltel's results of operations for the full-year 2000 and proportionately for the
first half of 2001 up to its deconsolidation.

Piltel markets its cellular services under the brand names Talk ‘N Text, Phone Pal and Mobiline. Talk 'N
Text is provided using Smart's GSM network, while Phone Pal and Mobiline are offered through Piltel's
analog/CDMA network. Talk ‘N Text and Phone Pal are prepaid services, while Mobiline is a postpaid service.

The following table shows Piltel's cellular subscriber base as of December 31, 2000 and 2001 and as of
June 27, 2001:

December 31,

June 27,

2000 2001 2001
Cellular subscriber base ... 656,814 1,475,006 988,738
GSM — Prepaid............. 368,578 1,329,326 784,672
Analog/CDMA................ 288,236 145,680 204,066
Prepaid ......cccooveenennee 200,042 76,473 125,294
Postpaid.......cccceeeennenne 88,194 69,207 78,772

At December 31, 2001, Piltel's cellular subscriber base increased by 818,192, or 124.6%, to 1,475,006 from
656,814 at the end of 2000 as a result of the growth of its prepaid GSM service, Talk ‘N Text. Launched in
April 2000, Talk ‘N Text had over 750,000 subscribers at June 27, 2001 and over 1.3 million subscribers at the
end of 2001. Through this prepaid GSM service, Piltel has built the third largest GSM subscriber base in the
Philippines, gaining a foothold in the GSM market. In 2001, revenues generated from Talk ‘N Text amounted to
£1,508.5 million, net of interconnection costs and Smart's revenue share. Of this amount, 575.3 million was
included in our cellular operating revenues, representing Talk ‘N Text revenues for the first half of 2001, and
£1,508.5 million was included in our cellular operating revenues as Smart's revenue share.

Piltel's cellular net revenue contribution to consolidated revenues amounted to 2998.7 million for the first
half of 2001 and B1,943.5 million for the full year 2000. For full year 2001, Piltel's cellular revenues amounted
to B2,360.3 million. Of Piltel's total celluiar revenues for the first half of 2001, 57.6% came from the prepaid
GSM service, 11.0% from the prepaid analog/CDMA services, 8.8% from postpaid analogfCDMA services,
and 22.6% from interconnection with local carriers and other miscellaneous revenues, compared with only
18.2% from prepaid GSM service, 17.1% from prepaid analog/CDMA services, 25.0% from postpaid
analog/CDMA services, and 39.7% from interconnection and other miscellaneous revenues for 2000.

GSM ARPU and Churn Rates. Piltel's GSM ARPU per month is calculated by dividing gross revenues
(including interconnection income attributable to Talk ‘N Text subscribers and before deducting
interconnection costs and Smart's revenue share) for the service by the average of the beginning and ending
subscribers for the month. The average monthly ARPU for any period is then calculated as a simple average of
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the monthly ARPUs for that period. Talk ‘N Text's monthly ARPU for the first half of 2001 was P414,
compared to B1,032 for the same period in 2000. Talk ‘N Text's average monthly churn rate for 2001 was 2.7%,
increasing from 0.8% in January 2001 to 4.5% in December 2001. We believe Piltel's GSM service churn rate
in 2001 was influenced by the general economic slowdown in the Philippines, which may have negatively
impacted some subscribers' abilities to afford the service. In addition, because churn for Talk 'N Text is
computed in an identical manner to that of Smart's prepaid GSM service, a subscriber would not be recognized
in churn for up to four to six months after the subscriber may have stopped using the service. This effect may
contribute to more rapid growth in churn following periods of rapid subscriber growth such as that experienced
by Piltel since the launch of its GSM service.

Analog/CDMA ARPU and Churn Rates. Despite Piltel's focus on the expansion of its prepaid GSM
service, it continues its efforts to manage churn and sustain its presence in the prepaid analog/CDMA market.
Average monthly prepaid ARPU stood at B301 for the first half of 2001, compared to B427 for the same period
in 2000. The average monthly churn rate for 2001 for the prepaid analog/CDMA service was 1.7%, while the

-average monthly churn rate for 2001 for the postpaid analog/{CDMA service was 1.5%.

Satellite, VSAT and Other Services

Our revenues from satellite and VSAT services consist mainly of rentals received for the lease of Mabuhay
Satellite's transponders and Telesat's VSAT facilities to other companies. In 2001, revenues derived from these
services amounted to B767.1 miilion, a decrease of B14.7 million, or 1.9%, from the £781.8 million in 2000.
ACeS Philippines, our satellite phone service provider, started to roll out fixed satellite terminals in the last
quarter of 2001.

Information and Communications Technology

Our information and communications technology business is conducted by ePLDT, a wholly owned
subsidiary we formed in August 2000. ePLDT's principal business is the operation of an Internet data center
under the brand name Vitro(TM). Granted pioneer status as an Internet data center by the Philippine Board of
Investments, Vitro(TM) provides co-location services, server hosting, hardware and software maintenance
services, website development and maintenance services, webcasting and webhosting, shared applications, data
disaster recovery and business continuity services, intrusion detection, and security services such as firewall
and managed firewall. ePLDT also operates Infocom, our ISP. We completed the transfer of PLDT's
investment in Infocom to ePLDT on December 1, 2001 as part of the reorganization of our businesses along
our three major business segments. ePLDT's investments also inctude the following subsidiaries that are
engaged in the call center business:

+ Contact World, Inc., a call center facility capable of accommodating 200 seats and providing services
that include customer acquisition, retention and growth, customer care and support, receivables
management, help desk and technical support to various companies. Contact World commenced
commercial operations in June 2001;

» Parlance Systems, Inc., a call center facility capable of accommodating 500 seats exclusively for one of
the largest direct-to-home service providers in the United States for customer support and billing
requirements. Parlance Systems commenced operations in March 2002 with an initial capacity of 250
seats; and

* Vocativ Systems, Inc., a planned call center facility capable of accommodating 500 seats exclusively for
clients of a global provider of customer relationship management services. We expect Vocativ Systems

to commence commercial operations in the second quarter of 2002.

See Note 7 to the accompanying financial statements for a description of ePLDT's other subsidiaries and
affiliates and their respective businesses.

Revenues generated from our information and communications technology business in 2001 amounted to
P468.9 million, increasing by £230.2 million, or 96.4%, from B238.7 million in 2000, and accounting for less
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than 1% of our consolidated revenues in each of these two years. Infocom, our ISP, contributed revenues of
P333.9 million, an increase of B95.2 million, or 39.9%, over its revenue contribution of 8238.7 million in
2000. ePLDT, which started commercial operations only on February 5, 2001, contributed revenues of £97.2
million from Vitro(TM) operations. Our call center business contributed revenues of £35.5 million, or 7.6%, of
our total revenues derived from our information and communications technology business. Going forward, we
expect revenues from our call center businesses to contribute significantly to our information and
communications technology revenues with the full commercial operations of Vocativ Systems and Parlance
Systems.

Consolidated Operating Expenses

Our consolidated operating expenses in 2001, which include Smart's operating expenses of B19,630.1
million, increased by B5,568.0 million, or 10.9%, to B56,428.1 million from £50,860.1 million in 2000. The
primary factor contributing to this increase was higher non-cash charges, particularly depreciation and
amortization charges, which accounted for 68.5% of the increase. Consolidated operating expenses decreased
to 76.7 % of our consolidated operating revenues in 2001 from 80.9% in 2000.

Fixed Line

Consolidated operating expenses related to our fixed line business totaled £32,309.0 million in 2001, an
increase of £1,994.1 million, or 6.6%, from £30,314.9 million in 2000 largely as a result of higher depreciation
and amortization charges. Excluding non-cash charges, our fixed line consolidated operating expenses
decreased by R1,143.5 million, or 6.7%, to R16,039.4 million. Fixed line-related operating expenses as a
percentage of our total fixed line operating revenues rose to 68.9% in 2001 from 65.9% in 2000.

In the last quarter of 2001, we implemented a number of cost reduction initiatives in our fixed line
operations. These initiatives focused on reducing overtime costs, marketing and advertising expenses,
consultancy fees, billing-related expenses, and travel and training expenses. With these initiatives, we have
been able to manage the increase in our 2001 operating expenses. We intend to make further reductions in our
operating expenses in the future.

The following table shows the breakdown of the total consolidated fixed line-related operating expenses for
the years ended December 31, 2000 and 2001 and the percentage of each expense item to the total:

2000 % 2001 %
(pesos in millions)
Fixed line services:
Depreciation and amortization(1) ....... 210,770.8 355 B13,389.5 414
Compensation and benefits................. 7,310.8 24.1 7,144.1 22.1
Maintenance......c.coviveviireerrevirieereevsinnas 3,141.5 10.3 3,294.8 10.2
Provision for doubtful accounts.......... 2,361.2 7.8 2.880.1 8.9
Selling and promotions ..........ccccceee.. 1,751.2 5.8 1,232.5 3.8
Professional and other service fees..... 1,112.9 3.7 1,007.8 3.1
ReNt.oiiiiiiiiiiie e 839.7 2.8 867.3 2.7
Taxes and licenses ......c..ccceevrvevveerennnes 540.3 1.8 408.3 13
Other operating COStS .........cconvivinnnn. 2486.5 8.2 2.084.6 6.5
Total..oveieee e £30.314.9 100.0 £32 309.0 100.0

(1) Includes depreciation of capitalized foreign exchange losses from revaluation of net dollar liabilities of
24,589.9 million in 2001 and £3,283.1 million in 2000.

Depreciation and amortization charges increased by £2,618.7 million, or 24.3%, to £13,389.5 million. The
increase was attributable to an expanding depreciable asset base, mainly as a result of some completed
projects, which accounted for 1,311.9 million of the increase in depreciation charges, and capitalized foreign
exchange losses from revaluation of our net dolar liabilities incurred in acquiring various telecommunications




equipment, which accounted for the remaining increase of £1,306.8 million in depreciation charges.

Compensation and benefits slightly decreased by B166.7 million, or 2.3%, to B7,144.1 million. This
decrease reflects the effect of PLDT's manpower reduction program and reduced overtime costs, which were
partially offset by salary increases granted to PLDT's non-supervisory employees pursuant to a new three-year
collective bargaining agreement signed in March 2001.

Maintenance expenses increased by 2153.3 million, or 4.9%, to £3,294.8 million primarily due to the effect
of the peso depreciation on dollar-denominated maintenance costs, relating principally to the maintenance of
our domestic fiber optic network.

Provision for doubtful accounts increased by B518.9 million, or 22.0%, to B2,880.1 million on account of
higher provision for anticipated uncollectible accounts from various second-tier international
telecommunications carriers. To address the receivable problem with these second-tier carriers, PLDT adopted
a prepayment policy as a prerequisite for PLDT's acceptance of their incoming international traffic. Our
provision for doubtful accounts in 2001 is equivalent to approximately 6% of our operating revenues,
compared to approximately 5% in 2000.

Selling and promotion expenses decreased by B518.7 million, or 29.6%, to R1,232.5 million mainly due to
a significant drop in PLDT's advertising and public relations expenses during the second half of 2001.

Professional and other service fees declined by 2105.1 million, or 9.4%, to 21,007.8 million as a result of
the reduction of PLDT's consultancy and payment facility expenses. The decrease in PLDT's consultancy and
payment facility expenses was a result of the streamlining of our outsourced services in line with our cost
reduction initiatives.

Rental expense increased by £27.6 million, or 3.3%, to £867.3 million due mainly to the effect of the peso
depreciation on dollar-denominated rental of international satellite circuits.

Taxes and licenses decreased by R132.0 million, or 24.4%, to B408.3 million mainly on account of lower
radio licenses and permit fees paid in 2001 than in 2000 and lower property taxes resulting from disposal of
some of PLDT's idle real properties.

Other operating costs decreased by P401.9 million, or 16.2%, to £2,084.6 million primarily due to reduced
travel and training expenses and the overall reduction in other costs as a result of our cost-cutting efforts.

Wireless

Consolidated operating expenses associated with our wireless business in 2001 totaled B23,339.4 million,
an increase of B3,105.0 million, or 15.3%, from B20,234.4 million in 2000. A significant portion of this
increase was due to higher selling and promotion expenses and depreciation and amortization charges. As a
percentage of our wireless operating revenues, operating expenses associated with our wireless business
dropped to 89.0% in 2001 from 121.2% in 2000 due to the exclusion of Piltel's operating expenses after June
27, 2001 from our consolidated statement of income for the year ended December 31, 2001. Piltel's operating
expenses for 2000 amounted to B6,168.6 million, and for the period January 1 to June 27, 2001 totaled
B2,688.7 million.
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The following table summarizes our consolidated wireless-related operating expenses for the years ended
December 31, 2000 and 2001 and the percentage of each expense item to the total:

2000 % 2001 %
(pesos in millions)
Wireless services:
Selling and promotions........c.c.oceceeveeen R7,379.3 36.5 88,2247 352
Depreciation and amortization(1) ....... 7,090.1 35.0 8,0200 344
Compensation and benefits............... 1,365.9 6.8 1,740.3 7.5
Maintenance...........cocoeviiinrriennernnecinns 917.5 46 1,3305 5.7
RENE.titoteiiiiieieeiiiie s s eeneeeae e 797.5 39 1,241.0 53
Professional and other service fees..... 383.5 1.9 869.9 3.7
Taxes and licenses ......coceeeeverervevienenens 204.0 1.0 322.1 14
Provision for doubtful accounts.......... 636.7 3.1 272.8 12
Other operating costs ........c.ccoeveeveunnen. 1.459.9 7.2 1,318.1 5.6
TOtal. e 2202344 100.0 B23.3394 100.0

(1) Includes depreciation of capitalized foreign exchange losses from revaluation of net dollar liabilities of
R8656.5 million in 2001 and B1,192.0 million in 2000.

Selling and promotion expenses increased by B845.4 million, or 11.5%, to B8,224.7 million, on account of
higher commissions paid and discounts given to dealers due to the significant growth in the cellular subscriber
base. Smart's average subscriber acquisition cost for its GSM subscribers decreased by R499, or 26.2%, from
£1,903 in 2000 to B1,404 in 2001. Subscriber acquisition costs in the third and fourth quarters were higher than
the average at B1,597 and B1,717, respectively. The higher subscriber acquisition costs resulted from increased
handset subsidies as well as a change in the mix of dealer sales (of handset and SIM card sales) resulting in
higher commissions to dealers. In addition, changes in the prices and production life of popular handset models
affect the level of Smart's handset subsidies and may cause fluctuations in subscriber acquisition costs. The
contribution of handset subsidies to total subscriber acquisition costs ranged from a low of 3% in the first half
of 2001 to a high of 29% in the third quarter. As computed, on an average basis for 2001, commissions to
dealers accounted for 70.5% of subscriber acquisition costs while handset subsidies and advertising and
promotions accounted for 16.0% and 13.5%, respectively.

Depreciation and amortization charges increased by £929.9 million, or 13.1%, to B8,020.0 million due to
an expanding depreciable asset base mainly as a result of continued significant expansion and upgrading of
Smart's GSM network. Depreciation charges attributable to the expanding depreciable asset base totaled
approximately R1,685.9 million in 2001 and those attributable to the change in useful life of Smart's analog
network totaled approximately £1,440.0 million. Smart reduced the estimated useful life of its analog network
from 6.80 years to 2.25 years effective January 1, 2001 to reflect the effects of the continuing decline in
Smart's analog subscribers, competition and other economic factors which have shortened the useful economic
life of these assets. However, these increased depreciation charges were partially offset by a decrease in the
depreciation charges contributed by Piltel due to its deconsolidation on June 27, 2001. Piltel's depreciation
charge amounted to £1,504.5 million for the first half of 2001 and £3,165.0 miilion for the full year 2000.

Compensation and benefits rose by £374.4 million, or 27.4%, to B1,740.3 million primarily due to an
increase in Smart's employee headcount from 3,453 as of December 31, 2000 to 5,035 as of December 31,

2001 to meet the staffing requirements of a rapidly expanding cellular network and subscriber base.

Maintenance expense increased by B413.0 million, or 45.0%, to B1,330.5 million as a result of increased
maintenance costs for Smart's additional cellular network equipment.

Rental expense increased by P443.5 million, or 55.6%, to R1,241.0 million on account of higher site rentals
incurred by Smart for its increasing number of base stations and mobile switching centers.
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Professional and other service fees increased by 486.4 million, or 126.8%, to B869.9 million due to higher
professional fees paid to technical consultants for the operation and maintenance of Smart's GSM network.

Taxes and licenses increased by 2118.1 million, or 57.9%, to 8322.1 million as a result of increased NTC
supervision fees and radio permit fees.

Provision for doubtful accounts decreased by B363.9 million, or 57.2%, to 272.8 million reflecting lower
provisioning for anticipated uncollectible accounts due to the declining postpaid analog subscriber base.

Other operating costs decreased by 141.8 million, or 9.7%, to 1,318.1 million mainly due to the effect of
Piltel's deconsolidation amounting to 2489.4 million, which was partially offset by an increase in Smart's other
operating costs by 2353.0 million. The increase in Smart's other operating costs was attributable to the
provisioning for handset inventory obsolescence and increases in various operating expenses, such as printing
and office supplies.

Information and Communications Technology

Consolidated operating expenses associated with our information and communications technology business
amounted to £779.7 million in 2001, an increase of P468.9 million, or 150.9%, from £310.8 million in 2000.
As a percentage of our information and communications technology operating revenues, operating expenses
related to our information and communications technology business rose to 166.3% in 2001 from 130.2% in
2000, reflecting increased costs brought about by ePLDT's commercial operations that started on February 5,
2001 and the start-up nature of ePLDT's businesses and subsidiaries. Rent, professional and other service fees,
and depreciation and amortization comprised the top three highest expenses, contributing 30%, 16.8% and
16.4%, respectively, to total operating expenses related to our information and communications technology
business.

Net Operating Income

Our consolidated net operating income in 2001 amounted to 17,144.9 million, an increase of B5,101.9
million, or 42.4%, from R12,043.0 million in 2000. Accordingly, our consolidated operating margin (net
operating income as a percentage of operating revenues) improved by more than four percentage points to
23.3% from 19.1% in 2000.

On a non-consolidated basis, however, net operating income in 2001 amounted to B13,843.8 million, a
decrease of B555.7 million, or 3.9%, from 14,399.5 million in 2000.

Fixed Line

In 2001, our fixed line business segment contributed an operating income of B14,567.7 million, a decrease
of B1,084.4 million, or 6.9%, from B15,652.1 million in 2000. Although the declines in our national and
international long distance revenues were more than offset by the increases in revenues from our local
exchange service and data and other network services, the overall increase in our consolidated fixed line
operating revenues was insufficient to cover the increase in consolidated fixed line-related operating expenses,
particularly depreciation and amortization charges.

Wireless

Our wireless business segment registered an operating income of B2,888.0 million in 2001, as against an
operating loss of B3,537.0 million in 2000. This turnaround was due to Smart's significant operating income
contribution of B4,831.5 million, which was partly offset by Piltel's wireless-related operating loss of B1,662.1
million for the period January 1 to June 27, 2001.

Information and Communications Technology

In 2001, our information and communications technology business segment posted an operating loss of

47




2310.8 million, an increase of 331.1% from an operating loss of B72.1 million incurred in 2000. This
significant increase in operating losses was attributable to ePLDT, which started commercial operations only
on February 5, 2001, as mentioned earlier.

Other Expenses — Net

The following table shows our consolidated other expenses — net for the years ended December 31, 2000
and 2001:

2000 2001
(in millions)
Interest expense and related items..... 217,164.9 R17,0169
Capitalized interest...........ccovececennenne (2,602.6) (2,403.8)
Interest and other income.................. (2,359.0) (2,000.9)
Other expenses (income).........cocceueee. (956.8) 1.6554
B e 7Y DY B11.246.5 B14.267.6

On a consolidated basis, our other expenses, net of other income, increased by B3,021.1 million, or 26.9%,
to B14,267.6 million in 2001 from B11,246.5 million in 2000 due fo the combined effects of:

* a one-time gain of 2923.6 million realized by PLDT from the termination of a foreign currency swap
agreement in 2000;

< an increase in foreign exchange/swap losses of B838.6 million in the first half of 2001 attributable to
PLDT, Smart and Piltel; and

+ a net loss provision of 2600.0 million for an impairment in value of PLDT's investment in Pilte! after
June 27, 2001.

The minimal increase in interest expense and related items, net of capitalized interest, from £14,562.3
million in 2000 to R14,613.1 million in 2001 was due to the offsetting effects of:

* the B1,084.3 million increase in PLDT's interest expenses as a result of the peso depreciation; and

* the decrease in interest expense of 2566.7 million due to Piltel's deconsolidation and the decreases in
interest expenses of Smart and Mabuhay Satellite amounting to B369.9 million and £63.1 million,
respectively.

Income Before Income Tax and Minority Interest

In 2001, our effective corporate tax rates were 26.3% and 19.6% on a consolidated and non-consolidated
basis, respectively. Our effective corporate tax rates were lower than the 32% statutory corporate tax rate due
to differences between our consolidated income as shown on our financial statements and our taxable income,
as well as the effect of a three year income tax holiday granted to Smart by the Philippine Board of
Investments in connection with the pioneer status awarded to Smart's GSM network expansion project. Our
taxable income is different from income as shown on our financial statements because a portion of our
financial income consists of interest income already subject to 20% final tax and equity in net income of our
subsidiaries, which has also been subject to tax and therefore, as income to PLDT, is not subject to income tax.
Smart's three year income tax holiday will expire in May 2004 and applies to the incremental income generated
from its GSM network expansion. We expect our effective tax rate to increase following the expiration of
Smart's tax holiday.

In 2001, our income before income tax and minority interest in net losses of consolidated subsidiaries was
£2 877.3 million, an increase of B2,080.8 million, or 261.2%, from B796.5 million in 2000. On a non-
consolidated basis, however, income before income tax and equity share in net income of our subsidiaries in

2001 decreased by 23,457.5 million, or 49.5%, to B3,527.2 million from £6,984.7 million in 2000.
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Consolidated provision for income tax in 2001 decreased by B602.1 million, or 33.0%, to 81,219.9 million
from B1,822.0 million in 2000. On a non-consolidated basis, provision for income tax in 2001 also decreased
by 1,235.0 million, or 59.7%, to £833.5 million from B2,068.5 million in 2000.

Net Income

As a result of the foregoing factors and after taking into account our share in net income of subsidiaries
amounting to B724.2 million, our consolidated net income in 2001 stood at £3,417.9 million, an increase of
B2,309.5 million, or 208.4%, from B1,108.4 million in 2000. This substantial increase was largely due to
Smart's net income contribution of £3,852.5 million, a significant turnaround from a net loss of 2406.1 million
incurred in 2000. Five other consolidated subsidiaries also contributed a total net income of 8244.2 million of
which:

e R110.0 million was derived from Mabuhay Satellite, which includes a one-time recognition of a gain
from debt restructuring amounting to £172.6 million;

£49.5 million was derived from Subic Telecom;

£37.5 million was derived from Telesat;

£36.3 million was derived from Clark Telecom; and

£10.9 million was derived from Smart-NTT Multimedia, Inc.

However, the combined net income of 24,096.7 million posted by the foregoing six subsidiaries was
partially offset by the combined net losses of four other subsidiaries amounting to B3,372.5 million of which:

P3,043.6 million was attributable to Piltel, prior to Piltel's deconsolidation effective June 27, 2001;

*

£306.4 million was attributable to ePLDT;

£16.1 million was attributable to MaraTel; and
* B6.4 million was attributable to ACeS Philippines.

See Notes 2 and 7 to the accompanying financial statements for further information on these consolidated
subsidiaries.

However, before taking into account our equity share in net income (losses) of subsidiaries, PLDT's net
income in 2001 decreased by B2,222.5 million, or 45.2%, to B2,693.7 million from B4,916.2 million in 2000.
The decrease was mainly due to (1) an increase in interest expense of about B1,084.3 million in 2001; (2) a
foreign exchange swap loss of B332.6 million in 2001, compared to a foreign exchange gain of R969.9 million
in 2000; and (3) a fall in operating income of B555.7 million in 2001 because the increase in PLDT's operating
expenses outpaced revenue growth during the year.

In contrast to the loss of B0.85 per share of common stock in 2000, we recorded basic earnings per common
share of 211.35 in 2001, after taking into consideration the dividend payments to our preferred shareholders.

2000 Compared to 1999
Consolidated Operating Revenues
Our consolidated operating revenues for 2000 grew by B7,211.3 million, or 12.9%, to B62,903.1 miltion

from B55,691.8 million in 1999 largely driven by the strong growth in our cellular business. Smart and Piltel
contributed 214,266.6 million and £3,073.9 million, respectively, to our 2000 consolidated operating revenues.
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Fixed Line

The following table summarizes our consolidated operating revenues from our fixed line business for the
years ended December 31, 1999 and 2000 by service segment:

1999 % 2000 %
(pesos in millions)

Fixed line services:
Local exchange.......cccccvomennne. B16,1879 369 Bi18,9779 413
International long distance..... 15,064.1 34.3 13,233.0 28.8
National long distance ........... 10,2185 233 10,5502  23.0
Data and other network.......... 2,015.6 4.6 2,963.2 6.4
Miscellaneous.......cocecevvevenenn. 379.2 0.9 242.7 0.5

R438653 100.0 B459670 100.0

Local Exchange Service

After posting a revenue drop in 1999, our local exchange business registered a 17.2% revenue growth in
2000 mainly propelled by currency-related adjustments in service rates resulting from the depreciation of the
peso relative to the dollar coupled with a higher average number of billed fixed lines in service. Local
exchange service revenues for 2000, which include Piltel's and Smart's local exchange service revenues of
B509.8 million and R168.2 million, respectively, grew by B2,790.0 million to £18,977.9 million from the
previous year's £16,187.9 million. As a percentage of our consolidated operating revenues, local exchange
service revenues increased from 29.1% in 1999 to 30.2% in 2000.

During 2000, the peso depreciated by 14% to an average of B44.779 to US$1.00 from an average of
PR39.234 to US$1.00 in 1999. The weakening of the peso contributed to the increase in our local exchange
service revenues because we increased our monthly service rates to reflect the movements of the peso-to-
dollar exchange rate pursuant to the currency exchange rate adjustment mechanism authorized by the NTC.

During 2000, we added on a gross basis, 477,515 fixed lines in service compared to gross additions of
435,282 fixed lines in service in 1999. On a net basis, our fixed lines in service increased by 118,526 in 2000,
compared with a net increase of 165,613 fixed lines in service in 1999. Aggressive marketing and sales
promotion activities sustained net line additions despite higher disconnection rates in 2000 compared to 1999.
Including the local exchange facilities acquired from Smart, our total fixed lines in service at December 31,
2000 reached 1,915,985, up by 153,516, or 8.7%, from 1,762,469 at December 31, 1999. These additional lines
not only contributed to the growth in revenues but also improved the ratio of fixed lines per employee from
134 to 144 despite an increase in PLDT's workforce by 106, or approximately 1%, from 13,179 at year- end
1999 to 13,285 at the end of 2000.

International Long Distance Service

Our international long distance service revenues for 2000 decreased by B1,831.1 million, or 12.2%, to
R13,233.0 million from R15,064.1 million in 1999. As a percentage of consolidated operating revenues, our
international long distance service revenues decreased from 27.0% in 1999 to 21.0% in 2000. Revenues
generated from inbound call traffic accounted for 73% of our international long distance revenues for 2000,
compared with 66% in 1999.

The decrease in our international long distance service revenues was attributable to sharp declines in
international accounting and settlement rates. These declines offset strong growth in call volume, particularly
from inbound traffic, and the positive impact of the peso depreciation against the U.S. dollar in 2000. The
depreciation of the peso had a positive impact on international long distance revenues because inbound calls
are billed in dollars, while outbound calling charges are also based on dollars that are then translated into pesos
at the prevailing exchange rates at the time of billing.

Boosted by the growth in inbound call traffic, our total international long distance call volumes grew by
about 117% in 2000 compared to 1999. Inbound call volumes increased by about 134%, while outbound call
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volumes grew by about 6%. PLDT's ratio of incoming to outgoing call volumes was about 15 to one in 2000
compared to about 7 to one in 1999.

The growth in inbound call traffic was largely driven by our decrease in rates, including our adoption of the
benchmark international accounting rate of US$0.38 per minute on January 1, 2000, a year earlier than the date
set by the U.S. FCC. Our modest growth in outbound call volumes reflected the impact of stiff competition that
characterized the Philippine international long distance market during 2000.

National Long Distance Service

National long distance service revenues for 2000 increased by B331.7 million, or 3.2%, to B10,550.2
million from B10,218.5 million in 1999. As a percentage of consolidated operating revenues, national long
distance service revenues declined to 16.8% in 2000 from 18.3% in 1999. The increase in our national long
distance revenues resulted principally from increased call volumes. During 2000, PLDT's national long
distance call volumes increased by about 15% compared to 1999. Our larger base of fixed lines in service
coupled with growing call traffic from other service operators, including cellular operators, interconnecting
through our network contributed to call volume growth.

Revenue growth was lower than call volume growth due to a change in call mix in favor of more calls that
are subject to revenue sharing with other carriers.

Data and Other Network Services

Revenues from our data and other network services for 2000 increased by B947.6 million, or 47.0%, to -
£2.963.2 million from B2,015.6 million in 1999. These revenues, which in the previous years were reported as
part of national and international long distance revenues, accounted for 4.7% of our consolidated operating

. revenues in 2000, compared with 3.6% in 1999.

Miscellaneous

Miscellaneous revenues generated in 2000 amounted to 2242.7 million, a decrease of B136.5 million, or
36.0%, from B379.2 million in 1999. These revenues accounted for 0.4% of our consolidated operating
revenues in 2000, compared to 0.7% in 1999. Miscellaneous revenues were mainly derived from directory
advertising and facilities rental.

Wireless

The following table summarizes our consolidated operating revenues from our wireless business for the
years ended December 31, 1999 and 2000 by service segment:

1999 % 2000 %
(pesos in millions)
Wireless services:
Cellular.......ooovvvceviineieiennnee, B11,133.1 95.7 BI5915.6 95.3
Satellite, VSAT and others..... 498.4 4.3 781.8 4.7

BIL6315 1000 PI66974 1000

Cellular Service

Our cellular service revenues for 2000 increased by B4,782.5 million, or 43%, to B15,915.6 million from
£11,133.1 million in 1999. These revenues accounted for 95.3% of our consolidated wireless service revenues
in 2000, compared to 95.7% in 1999. Smart's cellular service revenues of B13,972.1 million for 2000
represented a substantial increase of £5,462.9 million, or 64.2%, over 1999. Piltel's cellular service revenues of
P1,943.5 million for 2000 reflected a drop of B680.4 million, or 25.9%, from the previous year despite the
growth in Piltel's subscriber base. The revenue drop was due to the continuing shift of Piltel's subscriber mix
from the billed service to the lower-revenue generating prepaid service.

51




The following table shows Smart's average ARPUs for the years ended December 31, 1999 and 2000:

1999 2000
GSM
Prepaid............. £1,344 2895
Postpaid ........... 2,760 2,140
Blended............ 2,479 981
Analog Prepaid 529 278
Postpaid ........... 752 366
Blended............ 657 319

ARPUs for 1999 and 2000 have been calculated according to the same method as ARPUs for 2001. For
more information, see "— 2001 Compared to 2000 — Consolidated Operating Revenues — Wireless —
Cellular Service — Smart."

The total number of our cellular subscribers increased by 2,033,186, or 137.2%, to 3,515,293 at December
31, 2000 from 1,482,107 at December 31, 1999. This significant increase was driven by the strong growth in
the numbers of Smart and Piltel GSM subscribers. Smart's cellular subscribers increased by 1,833,329, or
178.8%, to 2,858,479 at December 31, 2000, from 1,025,150 at December 31, 1999, and the number of Piltel's
cellular subscribers grew by 199,857, or 43.7%, to 656,814 at December 31, 2000, from 456,957 at December
31, 1999.

Satellite, VSAT and Other Services

Our revenues from satellite and VSAT services consist mainly of rentals received from other companies for
the leasing of transponders and VSAT facilities by Mabuhay Satellite and Telesat, respectively. In 2000,
revenues derived from these services was B781.8 million, an increase of 56.9% from P498.4 million in 1999.

Information and Communications Technology

Incorporated only in August 2000, ePLDT was still in the pre-operating stage as of December 31, 2000. As
a result, within this business segment, only Infocom had operating revenues. In 2000, Infocom contributed
Internet revenues of B238.7 million, an increase of 43.7 million, or 22.4%, from £195.0 million in 1999.
Although Infocom's user base increased significantly during the year, growth in the number of users far
exceeded revenue growth because of lower-priced subscription plans and promotional pricing.

Consolidated Operating Expenses

Our consolidated operating expenses for 2000, which include Smart's and Piltel's operating expenses of
R13,640.4 million and P6,780.1 million, respectively, increased by B8,105.5 million, or 19.0%, to £50,860.1
million from B42,754.6 million in 1999. This increase was largely due to higher non-cash operating costs and
higher selling and promotion expenses attributable to Smart and Piltel.

Fixed Line

Consolidated operating expenses relating to our fixed line business in 2000, which include Smart's and
Piltel's fixed line-related expenses of B599.9 million and £365.7 million, respectively, totaled B30,314.9
million, an increase of 21,858.5 million, or 6.5%, from the previous year's fixed line-related consolidated
operating expenses of B28,456.4 million. The increase was mainly attributable to higher depreciation and
amortization charges. PLDT acquired Smart's fixed line operations on August 31, 2000. As a percentage of
. consolidated operating revenues, fixed line-related consolidated operating expenses increased to 65.9% in 2000
from 64.9% in 1999.
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The following table summarizes our consolidated fixed line-related operating expenses for the years ended
December 31, 1999 and 2000 and the percentage of each expense item to the total:

1999 %% 2000 %
(pesos in millions)

Fixed line services:

- Depreciation and amortization(1)..... R97515 343 R10,770.8 355
Compensation and benefits .............. 6,8959 242 73108 24.1
MaINtENANCE ..vvveveievvnrerieeieirnrareeesns 3,066.2 10.8 3,141.5 10.3
Provision for doubtful accounts........ 2,293.9 8.1 2,361.2 7.8
Selling and promotions .................... 1,981.8 7.0 1,751.2 58
Professional and other services........ 1,049.0 3.7 1,1129 3.7
ReNt.ieiiiieiieeeeeeeceeeeee e 799.1 2.8 839.7 2.8
Taxes and licenses..........cccevemverreanes 469.1 1.6 540.3 1.8
Other operating COstS.......c.ccoerveeenee. 2.149.9 7.5 2.486.5 82
TOtal oo P28.456.4 100.0 R30.3149 1000

(1) Includes depreciation of capitalized foreign exchange losses from revaluation of net dollar liabilities of
R1,167.8 million in 1999 and £3,283.1 million in 2000.

Depreciation and amortization charges increased by £1,019.3 million, or 10.5%, to £10,770.8 million
principally due to the increase in depreciation of capitalized foreign exchange differentials of B2,115.3 million.
This increase was partially offset by the decrease in depreciation of our depreciable asset base relative to 1999
because we retired certain assets during 2000.

Compensation and benefits increased by £414.9 million, or 6.0%, to 27,310.8 million principally as a result
of increases in salaries and benefits of our employees.

Maintenance expense slightly increased by £75.3 million, or 2.5%, to £3,141.5 million mainly due to
higher maintenance costs for outside plant facilities.

Provision for doubtful accounts increased by B67.3 million, or 2.9%, to 22,361.2 million due to provisions
for specifically identified amounts for PLDT's fixed line residential subscribers and various second-tier foreign

administrators.

Selling and promotion expenses decreased by B230.6 million, or 11.6%, to B1,751.2 million mainly
because of a focus on product-specific advertising and a decrease in general corporate advertising.

Professional and other service fees increased by £63.9 million, or 6.1%, to £1,112.9 million mainly due to
higher PLDT consultancy and payment facility expenses.

Rent expense increased by B40.6 million, or 5.1%, to B839.7 million due to PLDT's pole rentals for its
aerial cables.

Taxes and license expenses increased by B71.2 million, or 15.2%, to B540.3 million due to higher NTC
supervision and permit fees paid in 2000.

Other operating costs increased by B336.6 million, or 15.7%, to B2,486.5 million due to higher telephone
billing expenses and other related costs.

Wireless
Consolidated operating expenses related to our wireless business in 2000 totaled £20,234.4 million, an

increase of B6,190.6 million, or 44.1%, over consolidated expenses of R14,043.8 million in 1999. The
substantial increase was a result of Smart's and Piltel's higher selling and promotion expenses to expand their
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shares of the highly competitive Philippine cellular market. As a percentage of consolidated operating
revenues, consolidated operating expenses associated with our wireless service increased to 32.2% in 2000
from 25.2% in 1999.

The following table summarizes our consolidated wireless-related operating expenses for the years ended
December 31, 1999 and 2000 and the percentage of each expense item to the total:

1999 % 2000 %
(pesos in millions)
Wireless services:
Selling and promotions..........ccccoevveue.. 21,6948 12.1 B73793 365
Depreciation and amortization(1)........ 5,551.2 395 7,090.1 35.0
Compensation and benefits.................. 1,241.0 8.8 1,365.9 6.8
Maintenance ......coeeeeeeiverieeeierciieneneeens 965.6 6.9 917.5 4.5
RENL oottt eees e 691.7 49 797.5 3.9
Provision for doubtful accounts........... 1,404.1 10.0 636.7 3.2
Professional and other service fees...... 314.6 22 383.5 1.9
Taxes and licenses .....ccocevveeeierviinreeninn. 94.3 0.7 204.0 1.0
Other operating CoStS........coverreeriinae 2,086.5 _149 1,459.9 7.2
TOtal v e £214.043.8 100.0 B20.2344 100.0

(1) Includes depreciation of capitalized foreign exchange losses from revaluation of net dollar liabilities of
£182.9 million in 1999 and B1,192.0 million in 2000.

Selling and promotion expenses sharply increased by B5,684.5 million, or 335.4%, to 7,379.3 million
because of substantially higher commissions and cellular handset subsidies offered by Smart and Piltel in
connection with their aggressive selling and promotional activities for their cellular services. After, having
achieved the desired growth in its GSM subscriber base in the first half of 2000, Smart began to reduce its
selling and promotion expense in July 2000.

Depreciation and amortization charges increased by RB1,538.9 million, or 27.7%, to £7,090.1 million
principally due to the increases in depreciation of capitalized foreign exchange differentials and depreciable
asset base of £1,009.1 million and 2529.8 million, respectively.

Compensation and benefits increased by 2124.9 million, or 10.1%, to B1,365.9 million, principally as a
result of higher employees' salaries and benefits.

Maintenance expense dropped by B48.1 million, or 5.0%, to B917.5 million mainly due to higher
maintenance costs for Piltel's base stations, as some of these stations are now co-located with Smart base

stations.

Rent expense increased by R105.8 million, or 15.3%, to R797.5 million primarily due to higher
transmission costs incurred by Smart for its nationwide cellular network.

Provision for doubtful accounts dropped by B767.4 million, or 54.7%, to B636.7 million due to an
increasing percentage of Smart's and Piltel's cellular customers that subscribe to prepaid services, as opposed to

postpaid or billed cellular service.

Professional and other service fees increased by 268.9 million, or 21.9%, to B383.5 million due to technical
consultancy fees for the operation and maintenance of our GSM network.

Taxes and licenses increased by R109.7 million, or 116.3%, to B204.0 miilion due to higher NTC
supervisory and radio permit fees.

Other operating costs decreased by £626.6 million, or 30.0%, to £1,459.9 million, mainly due to lower
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transportation and travel expenses and agents training on cellular-related businesses.
Information and Communications Technology

Consolidated operating expenses associated with our information and communications technology business
for the year 2000 amounted to B310.8 million, an increase of B56.4 million, or 22.2%, from 2254.4 million in
1999. As a percentage of total consolidated operating revenues, information and communications technology
operating costs remained relatively flat at 0.5% for the years ended December 31, 2000 and 1999.

Net Operating Income

Oﬁr consolidated net operating income for 2000 was 212,043.0 million, a decrease of B894.2 million, or
6.9%, from 212,937.2 million in 1999. Consequently, our consolidated operating margin decreased to 19.1% in
2000 from 23.2% in 1999.

Fixed Line

Our fixed line services posted an operating income of B15,652.1 million in 2000, a 1.6% increase from
£15,408.9 million in 1999. The overall increase in operating revenues was just enough to cover for higher
operating costs during the year, mainly consisting of non-cash charges such as depreciation and amortization.

Wireless

For the year ended December 31, 2000, consolidated operating losses resulting from our wireless business
amounted to B3,537.0 million, compared to an operating loss in 1999 of B2,412.3 million. This increased
operating loss was primarily due to higher selling and promotional expenses incurred by both Smart and Piltel
as part of the strategy during the first half of the year to increase the number of their GSM subscribers.

Information and Communications Technology

The operating loss attributable to Infocom amounted to £72.1 million in 2000, compared to a loss of B59.4
million in 1999. The higher operating loss resulted mainly from higher selling and promotion expenses
associated with Infocom's strategy to increase its user base. |

Other Expenses — Net

On a consolidated basis, our other expenses, net of our other income, increased by R1,553.7 million, or
16.0%, to B11,246.5 million in 2000 from B9,692.8 million in 1999. The increase was mainly due to higher
interest charges on U.S. dollar-denominated debts as a result of the depreciation of the Philippine peso, net of
an increase in other income resulting from a gain on the termination of a foreign currency swap agreement in
the first quarter of 2000.

Income Before Income Tax and Minority Interest

Income before income tax and minority interest in net losses of our consolidated subsidiaries in 2000 was
B796.5 million, a decrease of 82,447.9 million, or 75.5%, from B3,244.4 million in 1999. On a non-
consolidated basis, however, our income before income tax and equity share in net losses of subsidiaries in
2000 slightly increased by £21.1 million to £6,984.7 million from last year's £6,963.6 million. Provision for
income tax decreased by B193.2 million, or 9.6%, to £1,822.0 million in 2000 from B2,015.2 million in 1999.

Net Income
As a result of the factors discussed above and before taking into account our equity share in net losses of
subsidiaries, our net income of B4,916.2 million for 2000 remained relatively unchanged compared with our

net income of £4,939.2 million for 1999. On a consolidated basis, however, net income for 2000 dropped by
£1,986.2 million, or 64.2%, to B1,108.4 million from B3,094.6 million for 1999 after taking into account our
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equity share in net losses of subsidiaries amounting to 3,807.8 million. In 1999, our equity share in net losses
of subsidiaries was B1,844.6 million.

Losses incurred by subsidiaries in 2000 totaled £3,953.8 million, of which BR3,426.3 million was
contributed by Piltel; 2406.1 million by Smart; and the remaining B121.4 million, by Infocom. Partially
offsetting these losses was the combined net income of B146.0 million posted by seven other subsidiaries,
namely, Mabuhay Satellite, Subic Telecom, Clark Telecom, Telesat, Smart-NTT Multimedia, ePLDT and
ACeS Philippines. ePLDT and ACeS Philippines are still in their pre-operating stages, and the net income of
each of these subsidiaries relates only to interest income derived from placements and savings accounts.

As a result of its marketing cost reduction efforts in the second half of 2000 and the significant growth of
its GSM subscriber base, Smart posted a net income of 21,482.1 million for the second half of 2000,
recovering part of its losses in the first half of the year.

Mabuhay Satellite posted a net income of 290.6 million in 2000. This financial turnaround was attributable
to the strong demand in 2000 for its transponders.

In contrast to the earnings of £12.77 per common share in 1999, we suffered a loss of 0.85 per common
share, both basic and diluted, in 2000 after taking into account the dividend payments to our preferred
shareholders.

Liquidity and Capital Resources

The following table shows our consolidated and non-consolidated cash flows, capitalization and other
selected financial data as of and for the years ended December 31, 1999, 2000 and 2001:

Consolidated Non-Consolidated
1999 2000 2001 1999 2000 2001
(in miilions)
Cash Flows
Net cash provided by
operating £30,887.7 B35,727.1 P40,039.8 24,7784 B30,558<« P28,018.7
ACHVIHES v v crenenes
Cash used in investing
ACHVILES ..o eecencicenicvirmiinieeae 21,3422 25,666.9 30,752.8 17,4814 30,8419 13,752.4
Net cash provided by (used in)
financing activities.................. (7,946.1) (10,433.3) (14,862.5) (4,566.9) 201.8 (19,806.0)
Cash and cash equivalents ......... 9,290.2 9,674.3 4,122.7 7,073.6 7,780.8 2,336.2
Capitalization
Notes payable........cccovieuniniianec 12,9579 4,116.8 6,461.9 6,275.8 50.0 1,961.9
Curreat portion of long-term
debt...ii e 9,444.1 12,856.8 19,285.7 8,063.3 10,891.8 14,2744
Long-term debt — net of
CUITENt POTHON ...ecvocvevnirrcmnnee 142.940.3 179.068.1 149.593.8 107.408.6 135,296.6 127,240.8
165,342.3 196,041.7 175,341.4 121,747.7 146,238 .4 143,477.1
Stockholders equity.........conceen 732125 80.527.4 88.627.6 732125 86.527.4 88.627.6

22385548 _£282569.1 B263.969.0 B1949602 _PB2327658 B232,1047

Other Financial Data

Total aSSLS «...covreemsererrinrinniins B279,0629 B326,152.5 B307,622.3 B221,2532  B264,9348 PB264,5133
Property, plant and

equipment — Dek..................... 225.811.2 272,397.7 256,477.0 161,987.8 198,521.5 197,646.8
Capital expenditures .................. 22,0623 27,109.0 30,554.4 15,863.4 11,520.0 9,684.4

As of December 31, 2001, non-consolidated cash and cash equivalents totaled B2,336.2 million, while
consolidated cash and cash equivalents amounted to £4,122.7 million. Principal sources of cash in 2001 were
cash flows from operations amounting to 240,039.8 million; drawings from existing long-term and short-term
credit facilities totaling R17,044.7 million and B1,581.0 million, respectively; and equity funds raised through
PLDT's subscriber investment plan amounting to £232.3 million. These funds were used principally for capital
outlays of 230,554.4 million, including capitalized interest of B2,403.8 million; interest payments of B16,070.7
million charged to operations; and repayments of long-term debt amounting to 15,829.1 million.

We expect that we will require substantial new external financing during the coming twelve months in
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order to fund all of our operating, investment, capital expenditure and debt service requirements and to
refinance and extend the maturities of our short-term and medium-term indebtedness. We are also seeking to
carry out the sale of a minority interest in Smart or the sale of selected assets, the proceeds of which will
primarily be used to reduce our indebtedness.

Operating Activities

On a consolidated basis, net cash flows from operating activities in 2001 increased by B4,312.7 million, or
12.1%, to B40,039.8 million from B35,727.1 million in 2000 and by B4,839.4 million, or 15.7%, from
£30,887.7 million in 1999, reflecting higher earnings on the back of strong growth in operating revenues,
largely from our wireless business.

Over the past several years, our dependence on our international and national long distance services has
decreased. In 2001, 2000 and 1999, our international and national long distance services together accounted for
approximately 27.0%, 37.8% and 45.4%, respectively, of our consolidated operating revenues. Revenues from
our long distance businesses declined by 16.6% in 2001 and 5.9% in 2000 due to competition and declining
prices. We expect the decline in revenues from our long distance businesses to lower future operating cash
flows.

A growing portion of our consolidated cash flow is generated by our wireless and data businesses, which
accounted for approximately 35.6% and 6.5%, respectively, of our 2001 consolidated operating revenues,
compared to 26.5% and 4.7%, respectively, in 2000. Revenues from local exchange service continued to be
stable at approximately 29.7% of consolidated operating revenues in 2001, 30.2% in 2000 and 29.1% in 1999.

PLDT's contribution to consolidated cash flows from operating activities amounted to £28,018.7 million in
2001, a decrease of 2,539.7 million, or 8.3%, from B30,558.4 million in 2000. This decrease in operating cash
flows was attributable to settlements in 2001 of certain payables outstanding at the end of 2000.

Our subsidiaries, particularly Smart, contributed significant cash from operations. Smart generated cash
from operations of £9,616.8 million in 2001, or approximately 24.0% of consolidated cash flow from
operations, reflecting the continuing strong performance of Smart's business. However, Smart is subject to loan
covenants that restrict its ability to pay dividends, make distributions to PLDT or otherwise provide funds to
PLDT or any affiliate without the consent of its lenders. Some of these covenants contain an absolute
prohibition on paying dividends before January 2003, while others require that a portion of the loan eqilal to
the amount of the dividend be prepaid. Smart is seeking to obtain waivers from its lenders which would permit
it to begin paying dividends to PLDT. We cannot assure you that these waivers will be obtained on a timely
basis, or at all, or what amounts, if any, Smart would be permitted or financially able to distribute.

As of December 31, 2001, intercompany liabilities included (1) PLDT's payables to Smart of B3,932.0
million, consisting of £2,350.2 million in interconnection fees and £1,581.8 million in subscription payable for
Smart's preferred stock, which PLDT intends to settle by the transfer of certain of its assets currently being
used by Smart; (2) Piltel's liabilities to Smart amounting to B1,557.9 million in relation to the facilities,
customer services and administrative support and management service agreements as well as the revenue
sharing agreement entered into by both parties; and (3) Piltel's liabilities to PLDT of B523.2 million for
outstanding interconnection charges. For a detailed discussion of these related party transactions, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations — Related Party
Transactions and Relationships" and Note 13 to the accompanying financial statements.

For the year ended December 31, 2000, our operating activities continued to generate strong cash flows.
Net cash provided by our operating activities for the year, including Smart's net cash provided by operating
activities of £3,219.8 million and Piltel's net cash used in operating activities of 81,972.3 million, amounted to
B35,727.1 million. This amount was 15.7% higher than the 1999 net cash flows from operations of 830,887.7
million.

Investing Activities
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On a consolidated basis, net cash used in investing activities in 2001 increased by B5,085.9 miilion, or .
19.8%, to 30,752.8 million from B25,666.9 million in 2000 as a result of Smart's higher capital spending.
Conversely, net cash used in investing activities on a non-consolidated basis decreased by £17,089.5 million,
or 55.4%, to B13,752.4 million from £30,841.9 million in 2000 on account of PLDT's lower investments.

Consolidated capital expenditures in 2001 totaled B30,554.4 miilion, an increase of B3,445.4 million, or
12.7%, over 2000 primarily due to higher capital spending by Smart. Smart's capital spending of B19,034.3
million in 2001 was used to expand and upgrade its GSM network to meet the increasing demand for cellular
services. PLDT's capital outlay of B9,684.4 million was principally used to finance the continued build-out of
its data and IP infrastructure and investment in Asia Pacific Cable Network 2 and other international cable
projects. ePLDT's capital investment of B1,579.5 million was used to fund its Internet data center, call center
business investments, and other Internet-related initiatives.

In 2001, PLDT made additional investments in some of its subsidiaries and affiliates and in other strategic
acquisitions in the amount of B4,351.2 million. Conversely, PLDT received cash dividends from three
subsidiaries totaling £95.9 million ~~ B50.0 million from Subic Telecom, B27.0 million from Clark Telecom
and B18.9 million from Telesat. Cash investments for 2001 were principally as follows:

¢ PB1,000 million in Smart;

B2,003.3 million in Piltel;

B524.0 million in ePLDT,;

R451.3 million to acquire a 92.3% equity interest in MaraTel in June 2001 to expand and strengthen our
presence in the southern part of the Philippines; and

B363.1 million to acquire AT&T's 40% equity interest in Subic Telecom, making Subic Telecom a
wholly-owned subsidiary of PLDT effective February 16, 2001.

In 2000 and 2001 PLDT provided to Piltel 2,317.2 million (US$48.1 million) and £2,003.3 million
(US$40.7 million), respectively, under the letter of support issued by PLDT as part of Piltel's debt restructuring
to make up for shortfalls in Piltel's operating cash flows. Drawings under the PLDT letter of support are
converted into U.S. dollars at the prevailing exchange rates at the time of the investment. The remaining
undrawn balance under the PLDT letter of support as of December 31, 2001 was US$61.2 million. If, among
other things, Piltel's financial and operating performance were to deteriorate or any amounts were required to
be paid to Piltel's unrestructured creditors in cash to settle their claims (including to Piltel bondholders
claiming US$9.9 million in redemption price of their bonds who have recently sent Piltel a notice of
acceleration of their bonds), additional drawings under the letter of support would likely be required to provide
all or a portion of the funds needed by Piltel. Accordingly, we cannot assure that additional amounts will not
have to be drawn under the letter of support nor can we predict when the remaining undrawn balance under the
letter of support will be exhausted.

Including the B524.0 million cash investment in ePLDT in 2001, PLDT has made B1,178.6 million in
equity investments and B1,569.0 million in advances to fund Virro(TM) and to invest in Stradcom, Sidera,
Contact World, mySecureSign, Netopia, MindStream, eYP.ph, Bayantrade, iPlus and Infocom (see Note 7 to
the accompanying financial statements for a description of these investments). PLDT's equity investments in
ePLDT included B134.6 million in Infocom shares of stock and the third and fourth floors of PLDT's
Information Systems Data Center used by ePLDT for its data center business valued at B270.0 million.

For 2002, we anticipate much lower capital expenditures and reduced equity investments. Our budget for
capital expenditures in 2002 is B22,100 million, of which approximately B8,500 million is budgeted to be spent
by PLDT to serve the growing demand for fixed line data and network services, 812,700 million is budgeted to
be spent by Smart to further expand and upgrade its GSM network to meet the increasing demand for cellular
service, and the remainder is budgeted to be spent by our other subsidiaries.
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We expect PLDT's new equity investments in subsidiaries and affiliates for 2002 will not exceed £1,000
million, of which approximately 2600.0 million (US$11.6 million) is budgeted to be used to fund Piltel's
additional drawings on the letter of support, as mentioned above, and the balance is largely budgeted to be used
to finance ePLDT's various call center and other business initiatives, which PLDT will consider on a case by
case basis.

On a consolidated basis, we used net cash of B25,666.9 million for our investing activities in 2000
compared to £21,342.2 million in 1999. This increase of 24,324.7 million, or 20.3%, in 2000 was mainly due
to our higher capital spending in 2000.

Our consolidated capital expenditures in 2000, including capitalized interest of £2,602.6 million, increased
by 85,046.7 million, or 22.9%, to 827,109.0 million from B22,062.3 million in 1999. The increase was largely
attributable to PLDT and Smart, which spent B11,520.0 million and P14,639.5 million, respectively. Our
consolidated capital expenditures in 1999, including capitalized interest of £3,042.5 million, were B22,062.3
million. PLDT's capital outlay in 2000, which included investments in international submarine cable projects
and the Internet data center, was primarily intended for the creation of additional facilities to support new
products and services in line with its current thrust to focus on the development and implementation of systems
and infrastructures to address the rapidly growing data and Internet markets. Smart's capital spending was for
the expansion and upgrading of its nationwide GSM network to meet the increasing demand for wireless
services.

Financing Activities

On a consolidated basis we used net cash of B14,862.5 million for financing activities in 2001, compared to
£10,433.3 million net cash used in financing activities in 2000 and B7,946.1 net cash used in financing
activities in 1999. On a non-consolidated basis, net cash used in financing activities amounted to 219,806.0
million in 2001, compared to 8201.8 million net cash provided by financing activities in 2000 and 24,566.9 net
cash used in financing activities in 1999. The net cash used in financing activities in 2001 was significantly
higher than in 2000 due to (1) higher interest payments resulting from the depreciation of the peso against the
U.S. dollar, (2) availments of additional loans in 2001 and (3) proceeds from the issuance of PLDT's common
shares to NTTC-UK, a wholly-owned subsidiary of our strategic partner NTT Communications, amounting to
B13,877.8 million in 2000. On a stand-alone basis, Smart's net cash provided by financing activities increased
by £1,439.9 million to 29,057.4 million in 2001 from 87,617.5 million in 2000.

Debt Financing

Our consolidated drawings from existing credit facilities during 2001 totaled 817,044.7 million, mainly
consisting of PLDT's drawdowns of B5,383.0 million, primarily from loan facilities extended and/or
guaranteed by various export credit agencies and Smart's drawdowns of £11,270.3 million, principally from its
Phase 5 GSM loan facilities.

Our consolidated indebtedness at year-end 2001 totaled B175,341.4 million, a decrease of £20,700.3
million, or 10.6%, from B196,041.7 million at the end of 2000. The decrease in consolidated indebtedness was
mainly due to the (1) exclusion of Piltel's indebtedness of B21,774.4 million as of June 27, 2001 as a result of
its deconsolidation and (2) net reduction of PLDT's long-term debt amounting to B8,246.4 million. These
decreases were partially offset by Smart's net addition to long-term debt of B9,575.2 million in 2001.
Unconsolidated indebtedness at the end of 2001 amounted to B143,477.1 million, a decrease of 82,761.3
million, or 1.9%, from B146,238.4 million at year-end 2000. Smart's indebtedness at year-end 2001 stood at
£26,201.9 million, an increase of £10,350.9 million or 65.3%, from £15,851.0 million at the end of 2000.

As of December 31, 2001, Smart had undrawn dollar-denominated long-term loan facilities of US$114.3
million, while PLDT had undrawn committed dollar-denominated long-term loan facilities of US$59.8 million
and unutilized committed peso-denominated long-term loan facilities of P600.0 million. Subsequently, US$9.4
million of PLDT's dollar-denominated undrawn credit facilities was cancelled due to a change in the terms of
the underlying supplier contracts.
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The scheduled maturities of our outstanding indebtedness as of December 31, 2001 are as follows:

Consolidated Non-consolidated

(in millions)
Maturity
2002 ..o B23,814.3 £18,803.0
2003 ..o 35,347.3 29,567.3
2004 ....cooiiiiiiininnnn 26,596.9 20,910.3
2005 i 22,4512 16,680.3
2006 and onwards... 62,631.7 57,516.2

Approximately B108,209.7 million principal amount of our consolidated outstanding indebtedness as of
December 31, 2001 is scheduled to mature over the period 2002 to 2005, of which approximately £385,960.9
million and RB18,621.6 million is attributable to PLDT and Smart, respectively. The remainder of our
outstanding indebtedness is attributable to our other subsidiaries.

On January 25, 2002, PLDT signed two loan agreements with Kreditanstalt fur Weideraufbau, or KfW, of
Germany that will provide PLDT with a new US$149 million facility to refinance in part the repayment
installments under our existing loans from KfW becoming due from January 2002 until December 2004. The
facility is composed of two nine-year loans, inclusive of a two-year grace period during which no principal is
payable, and is to be disbursed over a three-year period. It partly enjoys the guarantee of HERMES, the export
credit agency of the Federal Republic of Germany. Disbursements under this facility, which are made as the
-KfW loans which they are to repay fall due, are currently available. The loan agreements have been amended
to provide that in the event that (1) by June 30, 2002, PLDT has not placed a bond having a principal amount
of at least US$250 million-and having a 10 year term; (2) by June 30, 2002, PLDT has not been granted a loan
from Japan Bank for International Cooperation; (3) by December 31, 2002, Japan Bank for International
Cooperation and/or other similar lenders do not agree to provide PLDT with an aggregate of at least US$100
million and (4) by December 31, 2002, PLDT has not received financing in an aggregate amount of at least
US$350 million from bank loans or the capital markets or other sources, including a sale of shares in Smart,
then KfW will not be obligated to make additional disbursements under the new KfW facility and PLDT will
be required to promptly repay the entire principal amount outstanding under the facility. The portion of the
debt to be refinanced by this facility that matures in 2002, which amounts to US$49.7 million (82,566.7
million), is presented under Long-term debt — net of current portion in our balance sheet as of December 31,
2001.

In June 2000, we obtained from a group of lenders a 21,270.0 million loan in tranches of three-, five- and
ten-year maturities with fixed interest rates per annum of 12.875%, 14% and 15%, respectively. In August
2000, we also entered into loan agreements with three foreign lenders involving an aggregate amount of
US$197.2 million in connection with PLDT's acquisition of Smart's local exchange carrier business. See Note
10 to the accompanying financial statements for further discussion. In April 1999, we issued 10.5% Notes due
2009 in an aggregate amount of US$175 million, representing a partial drawdown from our US$250 miltion
Global Medium Term Note Program. In November 1999, we also issued Fixed Rate Corporate Notes in the
aggregate amount of £1,500.0 million. These peso-denominated notes were issued in three tranches of three-,
five- and seven-year maturities.

Consolidated long-term debt, net of current portion, and stockholders' equity were 2179,068.1 million and
R86,527.4 million, respectively, as of December 31, 2000, compared with 2142,940.3 million and B73,212.5
million, respectively, as of December 31, 1999. On a consolidated basis, our short-term borrowings were
reduced by RB10,895.4 million in 2000 and B4,657.7 million in 1999, while our repayments of long-term debt
amounted to 19,241.3 million in 2000 and £13,838.3 million in 1999.

As of December 31, 2000, PLDT had undrawn committed dollar-denominated long-term loan facilities in
the aggregate amount of US$112.5 million (B5,623.4 million) and unutilized peso-denominated credit facilities
totaling £1,620.0 million.

Covenants
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Our debt instruments contain restrictive covenants and require us to comply with specified financial ratios
and other financial tests at relevant measurement dates, principally at the end of quarterly periods.

The financial tests under our debt instruments, as amended, include maintaining a positive tangible net
worth and compliance with the following ratios:

+ interest coverage ratio on a non-consolidated basis of not less than 150%, 180% or 200%;

« total debt to EBITDA on a non-consolidated basis of not more than 6.0:1 until March 2003, not more
than 5.5:1 from June 2003 to December 2003, not more than 5.0:1 from March 2004 to June 2004, not
more than 4.5:1 from September 2004 to December 2004 and not more than 4.0:1 from March 2005 and
thereafter;

» long-term indebtedness to appraised value of equity/tangible net worth on a non-consolidated basis
ranging from not more than 1.1:1 to not more than 3:1; and

 current ratio on a non-consolidated basis, ranging from not less than 0.9:1 to not less than 1.2:1.

Under the terms of one loan, PLDT is required to estimate its net revenues and debt service requirements
for each upcoming year. Under this loan, PLDT is restricted in its ability to incur any debt unless its projected
net revenues for each year during the term of the debt to be incurred is at least 1.1 times its projected debt
service requirements for that year on all its debt, including any debt to be incurred in that year.

In addition, some of PLDT's debt instruments contain covenants requiring PLDT to comply with specified
financial tests on a consolidated basis adjusted for Piitel to be treated on an equity accounting basis. These
include:

*» long-term debt to tangible net worth of not more than 2.33:1; and

+ total debt to EBITDA of not more than 5.5:1 in 2001, 5.0:1 in 2002, 4.5:1 in 2003 and 2004, and not
more than 4:1 in 2005 and thereafter.

The principal factors that can negatively affect our ability to comply with these financial ratios and other
financial tests are depreciation of the peso to the U.S. dollar, poor operating performance of PLDT and its
consolidated subsidiaries, asset impairment charges that may be recognized by PLDT and its consolidated
subsidiaries and increases in our interest expenses. Since over 97% of PLDT's long-term debt is denominated
in foreign currencies, principally in U.S. dollars, many of these financial ratios and other tests are negatively
affected by any weakening of the peso, which declined by 3.3% in 2001 but fluctuated between a high of
B55.013 = US$1.00 on January 18, 2001 and a low of B47.550 = US$1.00 on February 16, 2001. In 2000, the
peso depreciated sharply by 24.0% from £40.298 = US$1.00 on January 1, 2000, to £49.986 = US$1.00 on
December 31, 2000. As of April 9, 2002, the exchange rate was B51.042 = US$1.00. Certain of our financial
ratios may be adversely affected by asset impairment charges. In addition, certain of our financial ratios are
adversely affected by increases in interest expense, which may result from factors including issuance of new
debt, the refinancing of lower cost indebtedness by higher cost indebtedness, depreciation of the peso, the
lowering of PLDT's credit ratings or the credit ratings of the Philippines, increases in reference interest rates
and general market conditions.

PLDT's ability to maintain compliance with financial covenant requirements measured on a non-
consolidated basis is principally affected by the performance of our fixed line business, which is predominantly
conducted by PLDT. PLDT cannot be assured of the benefit of net revenues and cash flow generated by
Smart's cellular business in assisting in complying with non-consolidated covenants due to restrictions on the
payment of dividends by Smart.

To date, we have maintained compliance with all of our financial ratios and covenants as measured under

our loan agreements. However, if negative factors adversely affect our financial ratios, we may be unable to
maintain compliance with these ratios and covenants or be unable to incur new debt. During 2001, our
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performance under certain of these ratios, including our 150% interest coverage and total debt to EBITDA
ratios, was close to the permitted thresholds. In August and September 2001, we obtained amendments to relax
certain of PLDT's covenants setting a maximum ratio of total debt to EBITDA on a non-consolidated basis.
Under some of our loan agreements, this ratio requirement will become more restrictive at the end of the
second quarter of 2003 and will continue to become more restrictive in increments thereafter, which will make
it more difficult for PLDT to maintain compliance with this ratio in the future. In the future, our performance
under certain of our ratios may again fall close to the permitted thresholds. Inability to comply with our
financial ratios and covenants or raise new financing could result in a declaration of default and acceleration of
some or all of our indebtedness. The terms of some of our debt instruments have no minimum amount for
cross-defauit.

Under PLDT's loan agreements that require maintenance of an interest coverage ratio of at least 150%,
interest coverage ratio is the ratio of PLDT's non-consolidated after-tax net income, excluding equity share in
net income or losses of subsidiaries after adding back interest charges, net of interest capitalized to
construction, on all indebtedness for the 12 months immediately preceding the calculation date to the estimated
aggregate interest charges payable, net of interest to be capitalized to construction, during the 365-day period
following the calculation date on all of PLDT's indebtedness outstanding on such calculation date.

Under PLDT's loan agreements that require maintenance of an interest coverage ratio of at least 180%,
interest coverage ratio is the ratio of our after-tax net income for the 12 months immediately preceding the
calculation date after (1) adding back interest charges, depreciation, amortization and other non-cash charges
(including equity in the net earnings or loss of subsidiaries but excluding provision for doubtful accounts) and
provision for income taxes, and (2) deducting capitalized subscriber acquisition costs, to the estimated
aggregate interest charges payable during the 365-day period following the calculation date on all of PLDT's
" indebtedness outstanding on such calculation date.

Under PLDT's loan agreements that require maintenance of an interest coverage ratio of at least 200%, -
interest coverage ratio is the ratio of our after-tax net income after adding back reserves for higher plant
replacement costs, income taxes, interest charges, depreciation and non-cash charges (including equity in the
net earnings or loss of subsidiaries and provision for doubtful accounts) during 12 consecutive months within
the 15 calendar months immediately preceding the calculation date, to the sum of (1) the estimated aggregate
interest charges on all indebtedness, net of interest capitalized to construction, plus (2) dividends on
mandatorily redeemable preferred stock, in each case scheduled to be paid during the 12 months following the
calculation date.

Non-consolidated total debt to EBITDA is the ratio of PLDT's total indebtedness (not including amounts
payable by PLDT under the Piltel letter of support) to net income for the preceding twelve months, after adding
back interest accrued on all indebtedness; depreciation, amortization and other non-cash charges (including
equity in net earnings or loss of subsidiaries, but excluding provision for doubtful accounts) and provision for
income taxes and deducting any capitalized subscriber acquisition costs.

Non-consolidated long-term indebtedness to appraised value of equity (or under some covenants, to
tangible net worth) is the ratio of PLDT's aggregate indebtedness (or portion of such indebtedness) due more
than one year following the calculation date and par value of all mandatorily redeemable preferred stock to the
sum of the aggregate par value of all of PLDT's outstanding common and convertible preferred stock (other
than preferred stock subject to mandatory redemption), paid-in capital in excess of the par value of such stock,
PLDT's non-consolidated retained earnings, reserve for higher plant replacement costs and revaluation
increment arising from independent certified appraisals of PLDT's telephone plant approved by the NTC.

Non-consolidated current ratio is the ratio of non-consolidated current assets to non-consolidated current
liabilities, excluding from current liabilities 50% of the portion of long-term indebtedness due within one year

of the calculation date.

PLDT's debt instruments contain a number of other negative covenants that, subject to certain exceptions
and qualifications, restrict PLDT's ability to take certain actions without lenders' approval, including:
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« incurring additional indebtedness;

 prepaying other debt;

+ making investments;

¢ extending loans;

« extending guarantees or assuming the obligations of other persons;
* paying dividends or other distributions;

+ disposing of all or substantially all of its assets or of assets in excess of specified thresholds of its
tangible net worth;

e entering into management contracts providing for the management of its business or operations by a
third party;

¢ creating any security interest;

» permitting set off against amounts owed to PLDT; and

* merging or consolidating with any other company.
Refinancing Requirements

PLDT does not expect that its available cash, including cash flow from operations and drawings from
existing credit facilities, will be sufficient to repay the principal of all its debts at their stated maturities,
including US$363.8 million principal amount of debt (including short-term debt) scheduled to mature in 2002,
including US$100 million in principal amount of bonds maturing in August 2002, US$572.0 million principal
amount of debt scheduled to mature in 2003 and US$404.5 million principal amount of debt scheduled to
mature in 2004. Accordingly, PLDT will need to refinance a substantial portion of its debts during the next 36
months and we expect that we will require substantial new external financing during the coming 12 months.
PLDT intends to reduce its capital expenditures and investments, cut dividend payments to common
shareholders, and increase the application of available cash to reduce its indebtedness. Smart is also seeking
waivers of loan covenant restrictions to permit Smart to distribute dividends to PLDT. PLDT is seeking to sell
a minority stake in Smart to generate additional funds and is in discussions with prospective investors in Smart.
We intend to secure additional financings from banks and other institutional lenders, and the capital markets.
Our ability to refinance our debts and the terms on which such refinancing can be obtained will depend on our
successful financial and operating performance, conditions affecting the Philippine and international financial
markets, the Philippine peso-to-U.S. dollar exchange rate, credit ratings and other factors, many of which are
beyond our control. We can make no assurance that we will be able to complete the sale of an interest in Smart
or when and on what terms any such sale may be made. An inability to repay or refinance our debts could
materially and adversely affect our results of operations and financial condition and could result in default on
such debts and cross-default and acceleration of substantially all of our other debts.

PLDT's corporate credit ratings were recently downgraded by Moody's Investor Services, Standard &
Poor’s Ratings Group and Fitch IBCA, Duff & Phelps to "Ba3", "BB-"and "BB-", respectively. The
downgrades were prompted by concerns over PLDT's ability to refinance its debts particularly as it has a
relatively short debt maturity structure and a highly leveraged balance sheet. These credit rating downgrades
may significantly affect the terms of our prospective financing, particularly financing costs. However, none of
our existing indebtedness contains provisions under which rating downgrades would trigger a default, changes
in applicable interest rates or other similar terms and conditions.

Off-Balance Sheet Financing

63




Pursuant to separate Master Receivables Purchase and Sale Agreements with Citibank, N.A., Hong Kong
and Charta Corporation of New York, PLDT ‘made sales of eligible receivables from certain foreign carriers
totaling US$58.6 million (83,029.0 million) in 2001 and US$78.3 million (3,913.9 million) in 2000 that
resulted in losses of US$2.0 million (103.4 million) and US$4.1 million (®204.9 million), respectively. The
losses are included in the "Other Expenses — net" account in our consolidated statements of income, while the
receivables sold have been excluded from our consolidated balance sheets. We do not anticipate that we will
continue to sell receivables under these facilities going forward.

Equity Financing

Through its subscriber investment plan, which requires postpaid fixed line subscribers to buy shares of its
10% Cumulative Convertible Preferred Stock, PLDT was able to raise equity funds of B232.3 million in 2001
and B316.5 million in 2000. In 2000, PLDT also realized proceeds of £13,877.9 million from the issuance of
its: common shares to NTTC-UK resulting in a consolidated year-end 2000 cash and cash equivalent balance of
£9,674.3 million, of which B5,551.6 million was used to partially cover our cash requirements in 2001.

Dividends paid to PLDT shareholders amounted to £1,819.6 million in 2001, B1,875.6 million in 2000 and
R1,649.1 million in 1999, of which P401.5 million, B694.2 million and B582.2 million, respectively, were paid
to common shareholders and the balance to preferred shareholders. PLDT has not paid any cash dividends to
its common shareholders since July 2001, and it does not expect to pay its common shareholders any cash
dividends in 2002.

In order to raise additional equity financing, PLDT may need to increase its authorized capital stock, which
would require approval of shareholders representing two-thirds of PLDT's outstanding shares of capital stock.
If such approval were required, PLDT cannot assure you that it would be able to obtain the approval on a
timely basis, or at all. As a result, PLDT's ability to raise additional financing from the issuance of equity or
equity-linked instruments may be impaired.

Contractual Obligations and Commercial Commitments

Contractual Obligations

The following table discloses our contractual obligations outstanding as of December 31, 2001:

Payments Due by Period
° Less than After
Total 1 vear 1-3 years 4-5 years 5 years
(pesos in millions)
Long-term lease obligations .............. B9,508.3 B1,457.1 B3 1736 B3,026.0 B1,851.6
Unconditional purchase obligations.... 2,780.8 319.5 612.7 546.0 1,302.6
Other long-term obligations 19.574.4 — — 19,5744

B31.863.5 R1.776.6 £3.786.3 357120 2227286

Total ..o
Long-term Lease Obligations

Transponder Lease Agreement. On December 28, 1995, PLDT and Mabuhay Satellite entered into a
Transponder Lease Agreement, as amended on May 10, 2000, pursuant to which Mabuhay Satellite leases to
PLDT C-band transponders on board the Agila II satellite, in consideration of a basic rent. This agreement has
a term of ten years commencing on December 18, 1997, unless earlier terminated in accordance with the terms
thereof. The annual basic rent for the transponders for the current year is US$18.0 million. PLDT is
considering seeking to amend this agreement because of satellite interference affecting some of the leased
transponders. As of March 31, 2002, the aggregate remaining obligation was approximately US$108.5 million.

Under an Acknowledgment and Consent Agreement dated January 4, 1996, PLDT acknowledged and
consented to Mabuhay Satellite's (a) transfer and assignment of atl amounts payable by PLDT under the
Transponder Lease Agreement and (b) grant of a continuing security interest of first priority in all Mabuhay
Satellite's rights, title and interest in, to and under the Transponder Lease Agreement, in favor of the collateral




agent for the benefit of the lenders who are parties to the Omnibus Credit and Security Agreement dated
December 14, 1995.

Municipal Telephone Projects. In 1993, PLDT entered into two lease agreements with the Philippine
Department of Transportation and Communications, or DOTC, covering the telecommunications facilities
established under the Municipal Telephone Act. Under the agreements, PLDT was granted the exclusive right
to perform telecommunications management services, to expand services, and to promote the use of the
DOTC-contracted facilities in certain covered areas for a period of fifteen years. Title to the properties shall be
transferred to PLDT upon expiration of the lease term. In case of cancellation, PLDT is liable to pay 2100
million for each of the two contracts as liquidated damages. The aggregate remaining obligation is
approximately £1,049.2 million.

Domestic Fiber Optic Network Submerged Plant Agreement. On July 4, 2000, PLDT entered into an
agreement with NTT World Engineering Marine Corporation for the submarine cable repair and other allied
services in relation to the maintenance of PLDT's domestic fiber optic network submerged plant for a period of
five years up to July 4, 2005. Under the agreement, PLDT is required to pay NTT World Engineering Marine
Corporation a fixed annual standing charge of US$2.1 million, excluding cost for the use of remotely operated
submersible vehicle at US$5,000 for every day of use and repair cost computed at US$19,000 per day of actual
repair. The aggregate remaining obligation is approximately P434.2 million.

Digital Passage Service Contracts. PLDT has existing Digital Passage Service Contracts with foreign
telecommunication administrations for several dedicated circuits to various destinations for ten to twenty-five
years expiring at various dates. The aggregate remaining obligation is approximately £162.0 million.

Other Long-term Lease Obligations. We have various long-term lease contracts for periods ranging from
two to ten years covering certain offices, warehouses, cell sites, telecommunication equipment locations and
various office equipment.

Unconditional Purchase Obligations

Air Time Purchase Agreement with ACeS International Limited. In March 1997, PLDT entered into a
Founder NSP Air Time Purchase Agreement with PT Asia Cellular Satellite, or ACeS, as amended in
December 1998, under which PLDT has been granted the exclusive right to sell ACeS services in the
Philippines. In exchange, PLDT is required to purchase from ACeS at least US$5.0 million worth of air time
annually over ten years commencing on the commercial operations date of the satellite. In the event ACeS'
aggregate billing revenues is less than US$45.0 million in any year, PLDT is required to make supplemental air
time purchase payments not to exceed US$15.0 million per year during the ten-year term. The aggregate
remaining obligation is approximately £2,584.5 million.

PLDT is endeavoring to amend the agreement because, among other things, a partial satellite loss due to an
anomaly in the L-band antennae of the Garuda I satellite reduced capacity by as much as 40%, the satellite
launch was delayed, technical deficiencies have been discovered and the primary purpose of the business
changed from mobile to fixed line sateliite phone services.

International Affiliate Agreement with VeriSign, Inc., or VeriSign. On September 15, 2000, ePLDT
entered into an agreement with VeriSign for the non-exclusive, non-transferable right and license to use the
VeriSign software, brand and Certification Practice Statement for the purpose of approving, issuing,
suspending or revoking digital certificate for users of the Internet or similar open systems in the Philippines for
a period of seven years. In consideration, ePLDT is required to pay VeriSign a certain percentage of the
revenue derived from the services subject to minimum royalty payments aggregating to US$1.3 million for the
seven-year contract period. In addition, ePLDT was required to pay an annual support fee of US$0.5 million
during the first year and US$0.3 million in each year thereafter. The aggregate remaining obligation is
approximately 196.3 million.

Other Long-term Obligations
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Mandatory Conversion and Purchase of Shares. On June 4, 2001, pursuant to the debt restructuring plan
of Piltel, PLDT issued 2,691,240 Series V, 5,084,029 Series VI and 3,842,000 Series VII Convertible Preferred
Stock in exchange for a total of 58,086,845 Series K, Class I Convertible Preferred Stock of Piltel. Each share
of Series V, VI and VII Convertible Preferred Stock is convertible at any time at the option of the holder into
one PLDT common share. On the date immediately following the seventh anniversary of the issue date of
Series V and Series VI Convertible Preferred Stock and on the eight anniversary of the issue date of the Series
VII Convertible Preferred Stock, the remaining outstanding shares under these series will be mandatorily
converted to PLDT common shares. Under a put option exercisable for thirty days, holders of common shares
received on mandatory conversion will be able to require PLDT to purchase such PLDT common shares for
R1,700 or US$36.132 or JP¥4,071.89 per share, depending on the series.

As of December 31, 2001, a total of 351,019 shares were converted to PLDT common shares consisting of
76,480 Series V and 274,539 Series VI Convertible Preferred Stock. The aggregate value of the put option
based on outstanding shares as of December 31, 2001 is £19,574.3 million, of which B13,427.8 million is
payable on June 4, 2008 and £6,146.5 million on June 4, 2009 if all of the outstanding shares of Series V, VI
and VII Convertible Preferred Stock were mandatorily converted and all the underlying common shares were
put to PLDT. The market value of the underlying common shares is £4,703.7 million, based on the market
price of PLDT's common stock of B417.50 per share as of December 31, 2001.

Commercial Commitments

The table below shows our outstanding commercial commitments, in the form of standby letters of credit,
as of December 31, 2001:

Amount of Commitment Expiration Per Period
Less than 1-3 4-5
Total 1 year years years
(pesos in millions)

Standby letters of credit.... £3,201.3 2361.8 £1,757.5 £1,082.0

Mabuhay Satellite has an existing Omnibus Agreement with a syndicate of local banks which includes issuance
of irrevocable standby letters of credit, as shown in the table above, with an aggregate stated value not
exceeding US$61.9 million in favor of the U.S. Ex-Im Bank, as security under the credit agreement (see
Note 10 to the accompanying financial statements for a more detailed discussion).

Quantitative and Qualitative Disclosures about Market Risks

Our operations are exposed to various risks, including liquidity risk, foreign exchange risk and interest rate
risk. The importance of managing these risks has significantly increased in light of considerable change and
continuing volatility in the Philippine financial markets. With a view to managing these risks, we have
incorporated financial risk management functions in our organization, particularly in our treasury operations.

Liquidity Risk Management

We seek to manage our liquidity profile to enable us to finance our capital expenditures and service our
maturing debts. We intend to use internally generated funds and proceeds from debt and equity issues and sales
of certain assets, such as an interest in Smart, to cover our financing requirements.

As part of our liquidity risk management program, we regularly evaluate our projected and actual cash flow
information and assess conditions in the financial markets for opportunities to pursue fund-raising initiatives.
These initiatives may include availing of bank loans, export credit agency guaranteed facilities, debt capital
and equity market issues.

For a further discussion, see "— Liquidity and Capital Resources — Financing Activities."

Foreign Exchange Risk Management
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1In 2001, the Philippine peso continued to weaken against the U.S. dollar, depreciating to 51.690 = US$1.00 at
December 31, 2001 from B49.986 = US$1.00 at December 31, 2000 and R40.298 = US$1.00 at December 31,
1999. We capitalized foreign exchange losses of £4,240.3 million in 2001 and B35,452.4

million in 2000. Of these losses, B4,530.6 million in 2001 and B36,272.0 million in 2000 were attributable to
foreign currency denominated liabilities used to finance our capital investments and were therefore recorded as
additions to the carrying value of the related property accounts. As of December 31, 2001, capitalized foreign
exchange revaluation losses amounted to £79,290.9 million, of which B14,380.5 million has been cumulatively
charged to operations in the form of annual depreciation expense.

The following table shows our consolidated foreign currency-denominated monetary assets and liabilities
and their peso equivalents as of December 31, 1999, 2000 and 2001:

1999 2000 2001
—US$ _ o] _US$ p US$ B
(in millions)
Assets
Cash and cash
equivalents ........ouveeevnnnee US$133.1 Bs 3637 US$1420 £7,098.0 US$40.3 B2083.1
Accounts receivable ............. 135.7 54684 1313 6.563.2 145.8 7.536.4
268.8 10.832.1 2733 13.661.2 186.1 9.619.5
Liabilities
Accounts payable ............c..... 90.5 3,647.0 388 1,939.5 273 1,411.1
Accrued and other current
liabilities........covvervrnericinns 90.7 3,655.0 125.1 62532 165.0 85288
Notes payable. 187.4 7,551.8 104 519.8 23.0 1,188.9
Long-term debt... 3.5404 142.671.0 3,599.6 179.929.6 3,156.2 163.144.0
3.909.0 157.524.8 37739 188,642.1 33715 174.272.8
Net foreign currency-
denominated
Liabilities....cocvvnrvrrerrenrnnniens US$3.640.2 P1466927 US$3.5006 Bi749809 US$3.1854 P164.6533

While a certain percentage of our revenues are either linked to or denominated in U.S. dollars, substantially
all of our indebtedness, a substantial portion of our capital expenditures and a portion of our operating
expenses are denominated in foreign currencies, mostly in U.S. dollars.

As of December 31, 2001, over 97% of our long-term debts were denominated in foreign currencies,
principally in U.S. dollars. Thus, the weakening of the peso against the U.S. dollar increased both the principal
amount and interest expense on our debt in peso terms. In addition, many of our financial ratios and other
financial tests were negatively affected. If, among other things, the value of the peso against the U.S. dollar
continues to drop from its current level, we may be unable to maintain compliance with these ratios, which
could result in acceleration of some or all of our indebtedness. For further information on our loan covenants,
see "— Financing Activities — Debt Financing — Covenants."

To manage foreign exchange risks, stabilize cash flows, and improve investment and cash flow planning,
we enter into forward foreign exchange contracts, foreign currency swap contracts and other hedging products
aimed at reducing and/or managing the adverse impact of changes in foreign exchange rates on our operating
results and cash flows. However, these hedges do not cover all of our exposure to foreign exchange risks, and
hedges to cover all of our exposure are not currently nor readily available.

Specifically, we use forward foreign exchange contracts and foreign currency swap contracts to manage the
foreign exchange risk associated with our foreign currency-denominated loans. Accordingly, in our results of
operations, we recognize the amortization of forward premiums or discounts over the respective terms of these
contracts. At December 31, 2001, PLDT and Smart had outstanding forward foreign exchange contracts of
US$285.6 million (B14,762.7 million) and US$12.4 million (B659.7 million), respectively, as described more
fully in Note 21 to the accompanying financial statements. Further, PLDT and Smart have outstanding cross-
currency swap and interest rate swap contracts amounting to US$275.0 million as of December 31, 2001.

Interest Rate Risk Management

On a limited basis, we also enter into interest rate swap agreements in order to manage our exposure to
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interest rate fluctuations.

We make use of hedging instruments and structures solely for reducing or eliminating financial risks
associated with our liabilities and not for trading or speculative purposes.

The table below sets out the information about PLDT's derivative financial instruments and other
transactions as of December 31, 2001 that are sensitive to foreign exchange rates and to changes in interest
rates:

Total Fair Value
Over 8.5
Below S vears 5-8.5 years years In Dollars In Pesos In Dollars  In Pesos
(in millions)
Liabilities
Long-term Debt
Fixed Rate
US$ Notes (in
millions) .......cccoeeveneene 753.5 3745 299.0 1,427.0 73,670.0 1,1453 59,145.1
Average interest
TALE....cocvevverivrnnraraneccn 8.51010.625% 7.85 to 10.50% 8.35%
USS$ Fixed Loans (in
mitlions) .....ocoevmviinenne 1148 193.0 — 307.8 15,908.9 329.2 17,017.1
Average interest i
FALE.c.eevreeerrrerenecsrenaa 583%to 5.65%t07.95% —
8.03¢
Japanese Yen (in .
milions) .....ccecovrevevcreen 0 —_ — 0.5 24.2 05 25.0
Average interest
TALe..ocviiiicienecrneaians 7.6% — —
Philippine Peso (in .
millions) ......ccovveviivene 63.6 15.6 — 79.2 4,095.0 79.8 4,1272
Average interest
21 RO 11.18% to 15.0% -
17.50%
Variable Rate
US Dollar (in
millions) ......ccoevovinncens 391.1 339.4 18.4 748.9 38,7104 748.9 38,7104
Average interest
211 TOROTOUUOI 0.15%to 0.20%1t02.05% 1.25% over
2.75%
over London over LIBOR LIBOR
Interbank
Offered Rate,
or
LIBOR
Japanese Yen (in )
millions) ....c.covevveevenenne 1445 317 — 176.2 9,106.7 176.2 9,106.7
Average interest
TALE..coeverrencvrrerinraseaene 0.90% over 0.40% over
Japanese Yen Japanese Yen
LIBOR LIBOR
Forward Foreign
Exchange Agreement
(Receive US$/Pay
Philippine Peso)
Contract Amount (in )
millions) ......ccoeeevvivenn. 2856 — — 285.6 15,036.4 285.6 14,762.7
Average Contractual .
Exchange Rate................ P52.6486
Resettable Cross
Currency Swap
Agreement
(Receive US$/Pay
Philippine Peso)
Contract Amount (in
millions) ....c.cccoeveverninacs 100.0 100.0 5,077.0 100.0 5,169.0
Average Contractual
Exchange Rate.............. Bs50.77

Interest Rate
Derivatives (Receive
US$/@10.5% Fixed
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Rate
interest/Pay Japanese

Yen @ US LIBOR plus 10.5% US — 32 166.2
4.235%0) overerereneenierenenne LIBOR
plus 4.235%

Contract Amount
Interest on US$175.0M

(in millions) ....c.ococvviseines 175.0
Swap with notional Yen

Amount (in

millions) .....occoeevrerinnnne 20,387.5

U.S. GAAP Reconciliation

We prepare and present our financial statements in accordance with Philippine GAAP, which differs in
certain significant respects from U.S. GAAP. The following discussion and analysis of our financial position
and results of operations under U.S. GAAP should be read in conjunction with Note 25 to the accompanying
financial statements. Note 25 to our financial statements provides a reconciliation between Philippine GAAP
and U.S. GAAP of our net income and stockholders' equity for the years ended December 31, 2001 (with
comparative figures for 2000 and 1999}, including a description of the material differences between Philippine
GAAP and U.S. GAAP as they apply to us. We have also included our balance sheets, statements of income,
statements of stockholders' equity and statements of cash flows prepared in accordance with U.S. GAAP to
provide a better understanding of our financial position, results of operations and of cashflows after
recognizing the effects of the differences between Philippine GAAP and U.S. GAAP.

The trend analysis under the following U.S. GAAP discussion should also be read in conjunction with the
above discussion on the results of operations and liquidity and capital resources under Philippine GAAP.

Overview

Certain significant differences relevant to the reconciliation of our financial information from Philippine
GAAP to U.S. GAAP include impairment charges related to certain long-lived assets, the consolidation of
Piltel, the accounting for PLDT's acquisition of Smart under the purchase method, the capitalization of foreign
exchange differences and revenue recognition related to installation fees, handset sales and prepaid card sales.

Impairment of Long-Lived Assets

Under Philippine GAAP, when evidence indicates that the operations of an enterprise will not produce
sufficient revenue to recover all business-related costs for which a property is being used including
depreciation, and when the carrying amount of the property cannot be realized through sale, the property may
be written down to recoverable values. Recoverable value is defined based on estimates of the value from the
continued use of the asset and its eventual disposition or the best estimate of the fair value of the assets based
on industry trends and reference to market rates and comparable transactions. If an asset write-down is not
required, the assets’ estimated useful lives and estimated salvage values are reviewed to determine if any
adjustments are necessary. As a result of impairment reviews performed in 2001, Piltel recognized an
impairment charge in respect of its analog/CDMA assets amounting to R13,984.1 million, and Smart, revised
the estimated remaining useful life of its analog/ETACS assets from 6.8 years to 2.25 years, resulting in an
additional depreciation charge of 21,440.0 million for the year ended December 31, 2001.

U.S. GAAP requires that an impairment review be performed when certain "impairment indicators" are
present. The impairment review first compares the future undiscounted cash flows expected to be generated
from the continued use and ultimate disposition of the assets with the book value of the assets. If these cash
flows are not sufficient to recover the book value of the assets, an impairment charge is recognized based on
the comparison between the discounted value of these cash flows and the book value of the assets. As a result
of an impairment review conducted to certain of our telecommunications equipment in 2001, we determined
that an impairment charge was required for Smart's and Piltel's analog network assets due to the migration of
subscribers to the GSM service and declining analog subscriber base and ARPUs. Consequently, Smart and
Piltel recognized impairment charges amounting to B3,782.5 million and R12,937.7 million for their analog/
ETACS and analog/CDMA assets, respectively, under U.S. GAAP.
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We also performed an asset impairment review of the Executive Order No. 109 network transferred to and
accepted by Piltel with a carrying value of 214,736.5 million as of December 31, 2001. No impairment charge
was required as a result of this review since the estimated undiscounted cash flows from the continued future
use and eventual disposal of these assets were higher than the carrying value of the Executive Order No. 109
network at December 31, 2001.

Consolidation of Piltel

Under Philippine GAAP, the applicable accounting method is generally determined based on the investor's
voting interest in the investee company. Majority-owned companies are consolidated, 20% to 50% owned
companies are accounted for using the equity method of accounting and investments in companies over which
no significant influence is exercised or in cases where our investments are temporary are stated at cost.

Effective June 27, 2001, Piltel ceased to qualify as a consolidated subsidiary under existing Philippine
GAARP as a result of the reduction of PLDT's common equity ownership in Piltel to less than a majority. PLDT
would own more than 90% of Piltel's common shares if it were to convert its holding of non-voting Piltel
preferred shares into Piltel common shares. However, Philippine GAAP excludes the Piltel preferred shares
and the common shares issuable upon conversion in calculating PLDT's voting interest in Piltel. These shares
are not permitted to form the basis for consolidation of Piltel prior to conversion.

Under U.S. GAAP, Piltel continues to be treated as a consolidated subsidiary because PLDT has the ability
to control Piltel by acquiring a majority interest in excess of 90% of Piltel's common shares through the
conversion of PLDT's investment in Piltel preferred shares to Piltel common shares without any restriction or
costs to exercise the conversion features. In addition, PLDT has committed to finance certain cash shortfalls
Piltel may experience up to a maximum of US$150.0 million (of which US$88.8 million has been provided as
of December 31, 2001) pursuant to the letter of support signed by PLDT. Approximately 2600.0 million
(US$11.6 million) is budgeted to fund Piltel's additional drawings on the letter of support for 2002.

Debt Restructuring of Piltel

_ Under Philippine GAAP, the convertible preferred shares issued by PLDT in relation to Piltel's debt
restructuring were recorded at the fair market value of Piltel convertible preferred shares received in the
exchange, which is approximately the par value of the shares. These Piltel convertible preferred shares were
recorded based on the amount of the liabilities set-off. Accordingly, the excess of the loan amount converted
against the value of convertible preferred shares was credited as additional paid-in-capital under Philippine
GAAP.

Under U.S. GAAP, the PLDT preferred shares issued are required to be recorded at the estimated fair value
of the PLDT preferred shares issued at the time of issuance. The excess, if any, of the debt forgiven over the
total of the fair value of PLDT preferred shares issued and future interest payments on the remaining debt
would be recorded as a gain. Thereafter, cash payments under the terms of the debt restructuring are accounted
for as reductions of the carrying amount of the liability, and no interest expense is recognized on the liability
for any period between the restructuring and maturity.

Since the total estimated fair value of such preferred shares of £9,903.3 million and future interest
payments of B11,655.3 million exceeded the debt principal forgiven of £20,080.3 million, no gain was
recorded under U.S. GAAP. The difference between the amount of debt forgiven and the fair value of such
preferred shares of 210,177.0 million is presented as part of "Deferred Credits and Other Liabilities" included
in the consolidated balance sheet as of December 31, 2001 under U.S. GAAP. This amount was reduced to
£9,679.8 million by a charge of B497.2 million pertaining to interest expenses in relation to Piltel's restructured
debt.

Accounting for PLDT's Acquisition of Smart under the Purchase Method

Under Philippine GAAP, transfers or exchanges between entities under common control are accounted for
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at historical cost in a manner similar to that in pooling of interests accounting. On March 24, 2000, PLDT
completed the acquisition of the entire issued capital of Smart. This transaction was accounted for in a manner
similar to a pooling of interests method under Philippine GAAP. Under this method, the former bases for
accounting for both PLDT and Smart were retained; the recorded assets and liabilities of PLDT and Smart
were carried forward to the combined corporation at recorded amounts; and the income of the combined
corporation includes the income of PLDT and Smart as if the transaction occurred at the beginning of the
periods presented.

Under U.S. GAAP, ownership of more than half of the voting shares is necessary in order to apply common
control accounting. Consequently, PLDT's acquisition of Smart was accounted for using the purchase method
of accounting, under U.S. GAAP. The excess of the total acquisition cost over the fair value of the net assets
acquired was B28,191.8 million. Based on management's review and estimate, £5,900.0 million was allocated
to the value of customers acquired. This excess, net of B2,076.8 million pertaining to the value of customers
under the analog service written-off, is being amortized on a straight-line basis over its estimated useful life of
five years.

Capitalization of Foreign Exchange Differences

Under Philippine GAAP, foreign exchange gains or losses arising from differences between the booking
rate and the rate at the date of settlement or balance sheet date, of unhedged assets and liabilities, are charged
or credited to operations, except for foreign exchange differentials related to foreign currency-denominated
- liabilities arising directly from the acquisition -of property, plant and equipment which are invoiced in foreign
currency. Such foreign exchange differentials are regarded as adjustments to cost and are added to or deducted .
from the appropriate property accounts.

Under U.S. GAAP, transaction-based foreign exchange differences are generally charged or credited to
operations as incurred.

Revenue Recognition
Handset Revenues

Under Philippine GAAP, revenues and costs related to the sales and purchases of these items are netted off
and classified as selling and promotional expenses. We consider the sale of these handsets incidental to the
provision of our cellular services. Accordingly, we offset the cost of the provision of these handsets to our
customers against the proceeds we receive on the sale of the handsets.

Under U.S. GAAP, the costs and revenues associated with the sales of handsets are presented at gross
amounts and are recognized immediately upon the sale of handsets, since the handsets may be used on
alternative networks.

Prepaid Card Revenues and Installation Revenues
Under Philippine GAAP, revenues from the sale of prepaid cards are recognized immediately on the sale of
the card to the end user or dealer. Under Philippine GAAP, revenues and related costs in the installation of

fixed line services are recognized immediately.

Under U.S. GAAP, revenues derived from the sale of prepaid cards are recognized based on usage. Any
amounts unused at the end of a reporting period are recognized as deferred revenue in the balance sheet.

Under U.S. GAAP, revenues derived from the installation of fixed line services and related costs are
deferred at the year of installation over the average customer life. Considering churn rates and net subscribers'
additions over the last several years, we estimate that the average period of relationship with subscribers stood

at seven years.

Results of Operations
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The following table shows that contribution of each of our business segments to our consolidated operating
revenues, operating expenses and net operating income for each of the years ended December 31, 1999, 2000
and 2001 under U.S. GAAP and Philippine GAAP.

1999 2000 2001
{Philippine Philippine Philippine
U.S. GAAP GAAP U.S. GAAP GAAP U.S. GAAP GAAP
B % (1 R %(1) B %(1) B Fe(1) B %o (1) B %o(1)
Operating
Revenues
Fixed line................ 43,072.1 929 43,8653 78.8 458183 . 720 459670 731 46,906.3 535  46,876.7 63.7
Wireless .......ccoernias 3,122.3 6.7 11,631.5 20.9 17,608.6 276 16,6974 26.5 40,295.1 460 26,2274 5.6
Information and
communications .
technology ............ 195.0 _0.4 195.0 _03 238.7 _04 238.7 _04 468.9 _05 468.9 _07
46,389.4 1000 55.691.8 1000 63.665.6 1000 62,9031 1000 876703 1000 73,5730 1000
Operating
Expenses
Fixed line......coceeo..  27,100.6 584 284564 511 27,569.3 433 30,3149 482 29,5585 337 32,3090 43.9
Wireless .....coeveeenvens 6,222.4 134 140438 252 246719 38.8 20,2344 322 62,564.2 714 23,3394 31.7
Information and
communications
technology ............ 2533 _05 254.4 _035 336.3 _05 310.8 _05 1,203.7 _14 779.7 _11
33.576.3 223 427546 168 525715 826 308601 209 933264 1065 56,4281 167
Net Operating
Income (Loss)
Fixed line.....c.ocoee.. 159705 345 150489 277 18,249.0 287 15,652.1 249 17,3478 19.8 14,5677 19.8
Wireless. oo (3,100.1) €7y (24123) {43) (7,063.3) 112y (35370 5.7y  (22,269.1) (25.4) 2,888.0 39
Information and
communications
technology ............ (58.3) 0.1 (59.49) 0.2) 97.6) 0.1) (12.1H .1 (134.8) 0.9 (310.8) 0.4
12.813.1 277 129372 232 110881 174 120430 191  (5.656.1) £6.5 171449 233

(1) Computed as percentage of total operating revenues.
Consolidated Operating Revenues

In 2001, our consolidated operating revenues under U.S. GAAP amounted to £87,670.3 million, which was
£14,097.3 million, or 19.2%, higher than our consolidated operating revenues under Philippine GAAP of
£73,573.0 million. In 2000, our consolidated operating revenues under U.S. GAAP of B63,665.6 million was
B762.5 million, or 1.2%, higher than our consolidated operating revenues of B62,903.1 million under
Philippine GAAP. Conversely, in 1999, our consolidated operating revenues of 246,389.4 million under U.S.
GAAP were £9,302.4 million, or 16.7%, lower than our consolidated operating revenues of B55,691.8 million
under Philippine GAAP.

Fixed Line

In 2001, our consolidated fixed line revenues of P46,876.7 million under Philippine GAAP were B29.6
million, or 0.1%, lower than our consolidated fixed line revenues of £46,906.3 million under U.S. GAAP due
to the inclusion under U.S. GAAP of B558.2 million of Piltel's fixed line revenues because it continues to be a
consolidated subsidiary. This Piltel revenue was partially offset by recognition of deferred revenues of B263.5
million representing the value of unused air time from PLDT's sales of prepaid cards. In addition, deferred
revenues of B781.1 million were recognized relating to installation revenues of fixed line services to be
amortized over an estimated period of seven years.

In 2000, our consolidated fixed line revenues of £45,818.3 million under U.S. GAAP were R148.7 million,
or 0.3%, lower than our consolidated fixed line revenues under Philippine GAAP of B45,967.0 million.
Similarly, in 1999, our consolidated fixed line revenues of P43,072.1 million under U.S. GAAP were B793.2
million, or 1.8%, lower than our consolidated fixed line revenues under Philippine GAAP of B43,865.3
million. These lower amounts under U.S. GAAP were due to the exclusion of Smart-related fixed line revenues
from January 1 to March 23, 2000. As PLDT's acquisition of Smart was accounted for using the purchase
method under U.S. GAAP, the consolidation of Smart's revenues began only on March 24, 2000, the date of its
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acquisition.
Wireless

In 2001, our consolidated wireless revenues of £40,295.1 million under U.S. GAAP were B14,067.7
© million, or 53.6%, higher than our consolidated wireless revenues under Philippine GAAP of £26,227.4
million. The difference was mainly attributable to the following:

« gross-up of revenues associated with the sale of handsets amounting to 13,760.5 million, of which
B12,474.7 million and B1,285.8 million were derived from Smart and Piltel, respectively; and

« inclusion of Piltel's wireless revenues of 1,180.6 million as a result of its treatment as a consolidated
subsidiary under U.S. GAAP.

The effect of these factors was partially offset by the deferral under U.S. GAAP of the value of unused air
time from Smart’s and Piltel's prepaid card sales of B873.5 million.

In 2000, our consolidated wireless revenues of B17,608.6 million under U.S. GAAP were 911.2 million,
or 5.5%, higher than our consolidated wireless revenues of B16,697.4 million under Philippine GAAP. This
5.5% difference resulted from the gross-up of Smart's handset revenues of £4,743.8 million and Piltel's handset
revenues of B§98.2 million, partially offset by the:

¢ deferral under U.S. GAAP of unused value of air time from sales of Smart's prepaid cards of £2,181.8
million; and

 reversal under U.S. GAAP of Smart's fixed line revenues prior to its acquisition on March 24, 2000.

In 1999, our consolidated wireless revenues under U.S. GAAP of B3,122.3 million were B8,509.2 million,
or 73.2%, lower than our consolidated wireless revenues under Philippine GAAP of B11,631.5 million because
PLDT accounted for its acquisition of Smart using the pooling of interests method under Philippine GAAP. As
a result, under Philippine GAAP, Smart's revenues were consolidated as if the acquisition occurred at the
beginning of 1999.

ARPUs for Prepaid Services

Smart and Piltel calculate their prepaid monthly ARPUs by dividing gross prepaid service revenues by the
average of the beginning and ending number of subscribers in a particular month. Prepaid service revenues
consist mainly of proceeds from sales of prepaid cards recognized by Smart and Piltel as revenues based on:

« sales of the prepaid cards to dealers and users under Philippine GAAP; and

+ subscribers’ usage of their prepaid cards under U.S. GAAP.

While the practice under Philippine GAAP may result in higher levels of ARPUs when cards are first
released to the market, our experience in the past 12 months has been that ARPUs based on recognition of

revenues upon the sale of prepaid cards and upon the usage of air time converge once a large base of
subscribers was attained and inventory levels of prepaid cards in the distribution network were regularized.
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The folldwing table shows the average ARPUs for Smart's and Piltel's prepaid services for the years ended
December 31, 1999, 2000, and 2001:

1999 2000 2001
Usage Sales Usage Sales Usage Sales

Smart

GSM(1) i N/A B1344 B73g Rg95 B579 B591

Analog/ETACS ....... N/A 529 278 278 141 117
Piltel

GSM(2) coveveeivneenes N/A N/A Ps5o4 Ps530 B375 P391

Analog/CDMA(3) ... N/A N/A N/A 392 N/A 305

(1) GSM service was introduced by Smart in September 1999.
(2) GSM service using Smart's network was introduced by Piltel in April 2000.
(3) Piltel's analog/CDMA network is not capable of tracking subscribers' usage of prepaid air time cards.

Postpaid ARPUs and churn rates are identical under U.S. GAAP and Philippine GAAP as revenue
recognition for postpaid services and recognition of subscribers as active or inactive are the same.

Information and Communications Technology

There are no differences between U.S. GAAP and Philippine GAAP in respect to the revenues in our
information and communications technology business.

Consolidated Operating Expenses

In 2001, our consolidated operating expenses under U.S. GAAP were B93,326.4 million, which was
£36,898.3 million, or 65.4%, higher that our consolidated operating expenses under Philippine GAAP of
£56,428.1 million. Our higher consolidated operating expenses under U.S. GAAP were principally due to non-
recurring non-cash charges, which included asset impairment charge and goodwill amortization and intangible
asset write-off relating to the purchase of Smart. In 2000, our consolidated operating expenses under U.S.
GAAP were B52,577.5 million, which was B1,717.4 million, or 3.4%, higher than our consolidated operating
expense of £50,860.1 million under Philippine GAAP. In 1999, our consolidated operating expenses under
U.S. GAAP were £33,576.3 million, which was £9,178.3 million, or 21.5%, lower than our consolidated
operating expenses under Philippine GAAP of 242,754.6 million.
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Fixed Line

The following table summarizes our fixed line-related consolidated operating expenses for the years ended
December 31, 1999, 2000 and 2001:

1999 2000 2001
Philippine Philippine Philippine
U.S. GAAP GAAP U.S. GAAP GAAP U.S. GAAP GAAP
(in millions)
Depreciation and
AMOTGZAON «..vcvvcesirecennrsecnans 28,4904 B9,751.5 87,7764 £10,770.8 £9.217.1 £13,389.5
Compensation and benefits........ 7,394.9 6,895.9 7,315.7 7,310.8 7,724.8 7,144.1
Maintenance. .......coceevereeresieerannes 2,993.1 3,066.2 3,1384 3,1415 3,306.8 3,294.8
Provision for doubtful
BCCOUDLS ....oevevvereeeceneierrennseenas 2,293.9 2,2939 2,361.2 2,3612 2,880.1 2,880.1
Selling and promotions .............. 1,778.1 1,981.8 1,857.5 1,751.2 1,232.5 1,232.5
Professional and other service
FEES .t 1,040.3 1,049.0 1,112.9 1,112.9 1,007.8 1,007.8
| 1511 S 741.6 799.1 836.3 839.7 954.3 867.3
Taxes and licenses.......... 468.3 469.1 5403 540.3 408.3 408.3
Amortization of goodwill........... 12 — 157.6 _ 693 —
Other operating Costs ................. 1.898.8 2.149.9 24730 2486.5 27575 2,084.6
B27,1006 B2g4s64 _B275693 _B303149 P29.5585 B32.309.0

Asset Impairment Charge
Piltel's EO 109 Network Assets

Piltel performed an impairment review of its Executive Order No. 109 network assets with a carrying value
of B14,736.5 million as of December 31, 2001. No impairment charge was required as a result of this review
since the undiscounted cash flows arising from the continued use and eventual disposition of the assets was
greater than the book value of the assets as at December 31, 2001.

Critical to the impairment review is the assumption that fixed line subscribers will increase from
approximately 32,300 subscribers to about 140,000 subscribers for the next 15 years based on the low
penetration rate of fixed lines in the service area, forecasted population growth and other geographic and
economic factors. Piltel's cash flows to be generated over the economic life of the assets may be affected if
projected subscriber take-up does not materialize as planned. In this case, a write-down of these assets may be
required under U.S. GAAP to the extent that the cash flows to be generated will not cover the carrying value of
- the assets, or in the event that Piltel decides to abandon the use of these assets.

Depreciation and Amortization

In 2001, depreciation and amortization charges under U.S. GAAP were lower when compared to Philippine
GAAP by 24,1724 million, or 31.2%, by £2,994.4 million, or 27.8%, in 2000, and by R1,261.1 million, or
12.9%, in 1999, principally as a result of the exclusion of depreciation on foreign exchange differentials,
capitalized to property, plant and equipment.

In 2001, the Philippine peso depreciated by 3.3% against the U.S. dollar, compared to a 19.4% peso
depreciation against the U.S. dollar in 2000 and 2.9% peso depreciation against the U.S. dollar in 1999. As a
result, in 2001, 2000 and 1999, PLDT recorded increases of £3,337.7 million, B27,586.6 million and B3,252.1
million, respectively, in its property, plant and equipment and a corresponding increase in its debt balances
representing capitalized foreign exchange differentials under Philippine GAAP, as most of PLDT's U.S. doliar
borrowings were related to its expansion program in previous years.

Compensation and Benefits
In 2001, compensation and benefits under U.S. GAAP were B7,724.8 million, which was 2580.7 million, or

8.1%, higher than compensation and benefits under Philippine GAAP of B7,144.1 million. In 2000,
compensation and benefits under U.S. GAAP of B7,315.7 million were B4.9 million, or 0.1%, higher than
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compensation and benefits under Philippine GAAP of B7,310.8 million. In 1999, compensation and benefits
under U.S. GAAP of B7,394.9 million were P499.0 million, or 7.2%, higher than compensation and benefits
under Philippine GAAP of B6,895.9 million. These differences were due mainly to the recognition of
additional pension expense under U.S. GAAP and the reclassification of manpower reduction costs from "other
expenses” under Philippine GAAP to "operating expenses" under U.S. GAAP.

Pension Expense

Under both Philippine GAAP and U.S. GAAP, pension expense is included in compensation and benefits.
Interest on the unfunded actuarial liability, which represents the difference between the expected return on
assets and interest cost, is included as part of pension expense. Under U.S. GAAP, expected rate of return on
plan assets and interest costs are shown separately as a component of net periodic pension cost. Accordingly,
additional pension expenses of B332.9 million, B356.1 million and B352.0 million were recognized in 2001,
2000 and 1999, respectively, under U.S. GAAP.

Manpower Reduction Cost

Under Philippine GAAP, manpower reduction cost is recognized as part of "other expenses.” Under U.S.
GAAP, however, this cost is included as a component of "operating expenses” under compensation and
benefits. PLDT's manpower reduction program is a continuing effort by management to effectively reduce
costs and improve operational efficiency. In 2001, 661 employees participated in the redundancy program and
received separation packages totaling B279.1 million. In 2000 and 1999, 24 employees and 773 employees,
respectively, participated in the manpower reduction program, receiving separation packages totaling B18.8
million and 8394.9 million, respectively.

Amortization of Goodwill

The expense recorded under U.S. GAAP represents PLDT's goodwill amortization relating to its various
investee companies in the fixed line business amounting to B69.3 million, B157.6 million and R1.2 million in
2001, 2000 and 1999, respectively. These are classified as "other expenses” under Philippine GAAP but are
included as "operating expenses” under U.S. GAAP.

Other Operating Expenses

In 2001, maintenance, rent and other operating costs were higher under U.S. GAAP when compared to
Philippine GAAP due to the inclusion of Piltel's expenses, as Piltel continued to be accounted for on a
consolidated basis under U.S. GAAP. In 2000, maintenance, selling and promotions, rent, taxes and licenses,
and other operating costs were also higher under U.S. GAAP than Philippine GAAP due to the exclusion of
Smart's expenses prior to PLDT's acquisition of Smart on March 24, 2000. Conversely, in 1999, these expense
items were higher under Philippine GAAP than U.S. GAAP.
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Wireless

The following table summarizes our consolidated operating expenses from our wireless business for the
years ended December 31, 1999, 2000 and 2001:

1999 2000 2001

Philippine Philippine Philippine
U.S. GAAP GAAP U.S. GAAP GAAP U.S. GAAP GAAP
: (in millions)

Asset impairment charge.... - PR P 2 . 2 £16,720.2 ) >
Cost of cellular handsets

SOI ..o E— — ‘ 8,144.5 —_— 15,865.6 —_
Selling and promotions...... 436.3 1,694.8 2,446.1 7.379.3 74279 8,224.7
Depreciation and

amortization..........c.ccevee.e. 2,714.6 5,551.2 4,463.5 7,090.1 6,949.4 8,020.0
Amortization of ’

goodwill.....c.ccooeinrecinnas 12.1 — 4,359.2 —_ 5,780.5 —_
Write-off of customer

| T SO — —_ — — 2,076.8 —_
Compensation and

benefits ......oovrevrrrececrnanne 5099 1,241.0 1,506.2 1,365.9 1,775.6 1,740.3
Maintenance .. . 313.2 965.6 8299 917.5 1,357.0 1,330.5
REDL ..voeeiiriireeccnieienenne 3822 691.7 699.1 7915 1,4346 12410
Professional and other

service fees ....oovvervnnnnnns 69.7 314.6 3835 383.5 869.9 869.9
Taxes and licenses ............. 69.6 94.3 204.0 204.0 322.1 322.1
Provision for doubtful

ACCOUNLS ...covnareeeerne 339.1 1,404.1 5554 636.7 309.9 272.8
Other operating costs ......... 13757 2,086.5 1.080.5 1.459.9 1,674.7 1,318 1

62224 P14.043.8 P24 671.9 202344 £62.564.2 B23.339.4

Asset Impairment Charge

The asset impairment charge of B16,720.2 million under U.S. GAAP is attributable to charges of B3,782.5
million and 212,937.7 million for Smart's analog/ETACS and Piltel's analog/CDMA assets, respectively. No
impairment charge was recognized in 2000 or 1999.

Impairment of Smart's Analog/ETACS Assets

The following impairment indicators led to the impairment review of Smart's analog/ETACS assets as at
December 31, 2001:

 decline in subscriber numbers for analog cellular services;

« migration of customers from analog services to GSM services;

 general declining economic factors; and

« increased competition in the cellular and fixed line industries adversely affecting ARPUs.

In accordance with Statements of Financial Accounting Standards, or SFAS No. 121, Smart carried out an
impairment review and compared the undiscounted cash flows arising from the continued use and eventual
disposition of the assets to the book value of the assets. As a result of these exercises, it was determined that an
impairment charge was required to be recorded in 2001. The impairment charge recognized was based on
discounted cash flows. The key assumptions inherent in the forecast cash flows were as follows:

* a76% decline in the number of subscribers, to 60,000 by June 2003 from 252,000 postpaid and prepaid

analog subscribers as at December 31, 2001. Smart plans to decommission these analog assets at June

2003;

* a continuous decline in ARPUs from 117 as at December 31, 2001, to B114 at June 2003; and

77




« operating expenses including interconnection fees, dealer commissions and billing expenses, remaining
constant at their December 31, 2001 rates of 12%, 10% and 8% of revenue, respectively, based on
prepaid card sales and 212 per subscriber.

Impairment of Piltel's Analog/CDMA Assets

In August 2001, Piltel's board of directors approved the write-down of Piltel's analog/CDMA network
assets, due to the migration of subscribers to its GSM service following a successful promotional campaign.
The write-down of B6,937.8 million was based upon a valuation prepared by a third party valuation firm, on a
fair value basis.

In December 2001, due to a continued decline in subscriber base, a further impairment review was
performed. Under U.S. GAAP, an additional impairment charge of £6,000.0 million was recognized as a result
of this review, based on forecasted discounted cash flows arising from the continued use of the assets and their
eventual disposition. There was no impact of this impairment charge on the results of operations in 2001 under
Philippine GAAP since PLDT's investment in Piltel's common shares had been reduced to zero as of December
31, 2001.

Cost of Cellular Handsets Sold

Under U.S. GAAP, the cost of handsets sold amounting to 215,865.6 million (of which 213,774.5 million
was attributable to Smart and 22,091.1 million to Piltel) in 2001 and B8,144.5 million (of which B6,230.4
million was attributable to Smart and 21,914.1 million to Piltel) in 2000, in connection with the initial sale of
SIM cards under the GSM service are presented separately as gross amounts. Under Philippine GAAP, the cost
of handsets sold is presented net of prepaid card revenues and excess cost over revenue is considered part of
selling and promotions expenses.

In 1999, no adjustment for costs of handsets sold was made under U.S. GAAP since Smart was accounted
for using the purchase method and Piltel's prepaid GSM service using Smart's network was only launched in
April 2000.

Depreciation and Amortization

In 2001, 2000 and 1999, depreciation and amortization expense under U.S. GAAP was RB1,070.6 million, or
13.3%, B2,626.6 million, or 37.0%, and by B2,836.6 million, or 51.1%, respectively, lower when compared to
Philippine GAAP due to the exclusion of depreciation on foreign exchange differentials capitalized to property,
plant and equipment under U.S. GAAP.

As discussed above, the value of the peso declined relative to the U.S. dollar over the past three years. As a
result, we recorded increases in our wireless business of 2524.6 million, B7,866.8 million and B633.1 million
in our property, plant and equipment and a corresponding increase in our debt balances representing capitalized
foreign exchange differentials under Philippine GAAP in 2001, 2000 and 1999, respectively, as most of our
wireless business's U.S. dollar borrowings were related to our expansion program in previous years.

Selling and Promotions
In 2001, selling and promotions expenses under U.S. GAAP of B7,427.9 million were £796.8 million, or
9.7%, lower than selling and promotions expenses when compared to Philippine GAAP of B8,224.7 million.
This difference was attributable to the following:
» excess of handset costs over revenues from the sale of handsets; and
» reversal of revenue recognized as the sales value of free air time amounting to 2481.8 million, of which
£299.2 million was attributable to Smart and B182.6 million is attributable to Piltel. Under Philippine

GAAP, the sales value of preloaded free air time upon initial purchase of the handsets and SIM cards
are recorded as part of gross revenues. Costs related to free air time in relation to prepaid card sales are
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recorded as part of selling and promotional expenses. Under U.S. GAAP, the sales value of free air time
are presented net of related costs are presented as reduction of gross prepaid card revenues

The effect of these factors was partially offset by the inclusion of Piltel's selling and promotions expenses
of B1,790.1, as it continues to be a consolidated subsidiary under U.S. GAAP.

In 2000, selling and promotions expenses under U.S. GAAP of B2,446.1 million were P4,933.2 million, or
66.9%, lower than selling and promotions expenses under Philippine GAAP of R7,379.3 million due to the
following:

« excess of handset costs over revenues from the sale of handsets;
¢ exclusion of Smart’s selling and promotions expenses from January 1 to March 23, 2000; and

« cost of free air time values amounting to B705.6 million attributable to Smart for the period March 24,
2000 to December 31, 2001

In 1999, selling and promotions expense under U.S. GAAP was P436.3 million, which was B1,258.5
million, or 74.3%, lower than selling and promotion expense under Philippine GAAP of B1,694.8 million,
primarily due to the difference in the accounting for PLDT'’s acquisition of Smart.

Amortization of Goodwill

Under U.S. GAAP, PLDT's acquisition of Smart in March 2000 was accounted for using the purchase
method. As a result, amortization of goodwill amounting to 85,638.4 million and £4,228.8 million in 2001 and
2000, respectively, attributable to the acquisition resulted in a recognition of the excess of the total acquisition
cost over the net assets acquired of B28,191.8 million, of which B5,900.0 million relates to the value of
customers acquired. Accordingly, goodwill value of B22,291.9 million and the remaining intangible asset value
relating to customer lists of £3,823.2 million, net of customer list value written off as discussed below, is being
amortized over its useful life of five years, as estimated by management.

In addition, PLDT's amortization of goodwill relating to its various investee companies in the wireless
business amounting to 2142.1 million, 130.4 million and 12.1 million in 2001, 2000 and 1999, respectively,
were classified as part of "operating expenses” under U.S. GAAP instead of being classified as "other
expenses” under Philippine GAAP.

Write-off of Customer List

As PLDT's acquisition of Smart was accounted for using the purchase method under U.S. GAAP, PLDT
recognized an intangible asset relating to Smart's customer list in the amount of £5,900.0 million. Of the
£5,900.0 million, 82,076.8 million relating to customers under Smart's analog/ETACS service had been written
off as at December 31, 2001. Conversely, goodwill amounting to B22,291.9 million, as described above, was
allocated solely to Smart's GSM business. PLDT acquired Smart on the basis of the strength and future
potential of the GSM business and not of the analog/ETACS service.

Other Operating Expenses

In 2001, higher compensation and benefits, maintenance, rent, provision for doubtful accounts and other
operating costs under U.S. GAAP were attributable to the inclusion of Piltel's expenses because it continued to
be accounted for on a consolidated basis under U.S. GAAP. Conversely, lower maintenance, selling and
promotions, rent, provision for doubtful accounts and other operating costs in 2000 and 1999 under U.S.
GAAP were attributable to the exclusion of Smart's expenses prior to PLDT's acquisition of Smart on March
24, 2000.
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Information and Communications Technology

In 2001 and 2000, operating expenses under U.S. GAAP were B424.0 million, or 54.4%, and 225.5 million,
or 8.2%, respectively, higher than operating expenses under Philippine GAAP due to the reversal of
preoperating expenses, net of amortization during the year and amortization of goodwill relating to Infocom.

Other expenses — net

In 2001, other expenses-net under Philippine GAAP of B14,267.6 million were B2,370.5 million or 14.2%
lower than other expenses-net under U.S. GAAP of 216,638.1 million due to the combined effects of:

« the inclusion of Piltel's other expenses of B14,655.1 million, as a consolidated subsidiary under U.S.
GAAP;

+ the reclassification of Piltel's asset impairment charge of B13,984.1 million as part of "operating
expenses" under U.S. GAAP;

+ the reversal of foreign exchange differences capitalized to property, plant and equipment amounting to
B3,861.8 million;

« the reclassification of interest expense of B497.2 million related to Piltel's debt restructuring charged
directly to operations under Philippine GAAP as deferred credits and other liabilities under U.S. GAAP;

* the reversal of B600.0 million representing provision for permanent decline in value of PLDT's
investment in Piltel under Philippine GAAP as a result of its continued losses since PLDT's investment
in Piltel has been reduced to zero. However, under U.S. GAAP, Piltel is accounted for on a line-by-line
basis as a consolidated subsidiary and therefore requires that the provision of B600.0 million be
reversed;

» reclassification of manpower reduction cost of 279.1 million, as discussed above under “— Fixed Line
— Manpower Reduction Cost," as part of operating expenses under U.S. GAAP;

» adoption of SFAS No. 133 under U.S. GAAP requiring recognition of an additional charge of £97.8
million, representing the change in the fair value of the non-hedge derivative instruments in 2001; and

+ other reclassifications aggregating 2433.1 million.

In 2000, other expenses-net of B45,237.6 million under U.S. GAAP were £33,991.1 million, or 302.2%,
higher than other expenses under Philippine GAAP of B11,246.5 million, due to the reversal of capitalized
foreign exchange differentials of B34,718.2 million. The effect of these capitalized foreign exchange
differentials was partially offset by the exclusion of Smart’s other expenses prior to March 24, 2000 of B412.5
million and the reclassification of amortized goodwill of 314.6 million.

In 1999, other expenses of £12,415.0 million under U.S. GAAP were 82,722.2 million, or 28.1%, higher
than other expenses under Philippine GAAP of B9,692.8 million, due to the reversal of capitalized foreign
exchange differentials of £3,885.2 million. The effect of these capitalized foreign exchange differentials was
partially offset by the exclusion of Smart's other expenses of B979.7 million and the reclassification of
manpower reduction cost of £170.0 million.

Net Income
In view of the above-discussed reconciliation, under U.S. GAAP, we would have had net losses of
B20,739.3 million and B28,984.0 million in 2001 and 2000, respectively, and net income of 8932.5 million in

1999. Under Philippine GAAP, we had net income of B3,417.9 million, B1,108.4 million and B3,094.6 million
in 2001, 2000 and 1999, respectively.
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Liquidity and Capital Resources

The following table shows our consolidated cash flows, capitalization and other selected financial data
under U.S. GAAP aund Philippine GAAP, as of and for the years ended December 31, 1999, 2000 and 2001:

1999 2000 2001
Philippine Philippine Philippine
U.S. GAAP GAAP U.S. GAAP GAAP U.S. GAAP GAAP
(in millions)
Cash Flows
Net cash provided by operating
ACHVIHES ..o Bi8,233.7 B30,387.7 B22,851.7 R35727.1 B24.746.6 R40,039.8
Cash used in investing
ACHVALIES. 1o 18,6354 21,3422 26,003.6 25,666.9 30,9784 30,752.8
Net cash provided by (used in)
financing activities ............cccvueuc. 2,402.8 (7,946.1) 4,207.1 (10,433.3) 816.8 (14,862.5)
Cash and cash equivalents ................ 7,862.0 9,290.2 9,674.3 96743 4,283.2 4,122.7
Capitalization
Notes payable..........cccccoocricnnnn. 6,323.0 12,9579 4,116.8 4,116.8 6,461.9 6,461.9
Current portion of long-term
5 12 T O TV UUOPOIOPPROPPRN 21,6311 9,444.1 40,537.2 12,856.8 20,2283 19,285.7
Long-term debt — net of current .
POLHON cevovecnocerececeiriereercneeeenn e 1222120 142.940.3 1513877 179,068.1 169.844.2 149.593.8
150,166.1 165,342.3 196,041.7 196,041.7 196,534.4 175,341.4
Stockholders' equity............coeinene 31,240.8 73.212.5 51,577.0 86,527.4 29.050.2 88.627.6
181.406.9 238.554.8 2476187 282.569.1 225.584.6 263.969.0
Other Financial Data
Total aSSELS .....coceercecerneriicececrirencanne 207,325.8 279,062.8 292,103.2 326,152.5 289,778.3 307,622.3
Property, plant and
eqUIPMENt — Del..ccovrcvrneicercerannns 156,997.6 225,811.2 197,907.1 272,397.7 200,674.8 256,477.0
Capital expenditures ...........ccccoceuee. 17,048.1 22,062.3 27,109.0 27,109.0 30,290.8 30,5544

Operating Activities

In 2001, on a consolidated basis, net cash flows from operating activities of B24,746.6 million under U.S.
GAAP were B15,293.2 million, or 38.2%, lower than net cash flows from operating activities under Philippine
GAAP of £40,039.8 million. In 2000, consolidated net cash flows from operating activities under U.S. GAAP
of B26,003.6 million were 9,723.5 million, or 27.2%, lower than net cash flows from operating activities
under Philippine GAAP of £35,727.1 million. In 1999, consolidated net cash flows from operating activities of
£18,233.7 million under U.S. GAAP were R12,654.0 million, or 41.0%, lower than net cash flows from
operating activities under Philippine GAAP of R30,887.7 million.

The lower net cash flows from operating activities under U.S. GAAP are primarily due to the classification
of the following as part of operating activities:

« interest paid charged to operations amounting to 16,070.7 million, B14,640.4 million and B12,077.7
million in 2001, 2000 and 1999, respectively; and

« interest received of 1,031.2 million in 2001, B1,844.3 million in 2000, and 82,890.2 million in 1999.

Under Philippine GAAP, interest expense and interest income are added back to net income while interest
paid and interest received are classified as part of financing and investing activities, respectively.

Investing Activities

In 2001, our consolidated cash used in investing activities under U.S. GAAP of B30,978.4 million was
P225.6 million, or 0.7%, higher than our net cash outflows from investing activities under Philippine GAAP of
£30,752.8 million. In 2000, our consolidated cash used in investing activities under U.S. GAAP of B26,003.6
million was B336.7 million, or 1.3%, higher than our net cash outflows from investing activities under
Philippine GAAP of B25,666.9 million. In 1999, our consolidated net cash used in investing activities of
218,635.4 million under U.S. GAAP was B2,706.8 million, or 12.7%, lower than our consolidated cash flows
used in investing activities under Philippine GAAP of B21,342.2 million.
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The higher consolidated cash outflows from investing activities under U.S. GAAP are primarily due to the
reclassification of interest recorded as part of investing activities under Philippine GAAP as an operating
activity under U.S. GAAP. The effect of this reclassification is partially offset by the effect of Piltel's
consolidation under U.S. GAAP in 2001. As of December 31, 2001, capital expenditure pertaining to Piltel
amounted to £109.1 million.

The reclassification of interest received was R1,031.2 million, B1,844.3 million and £2,890.2 million in
2001, 2000 and 1999, respectively, and the effect of Piltel's consolidation in 2001 under U.S. GAAP amounted
to a net cash inflow from investing activities of B88.0 million.

Financing Activities

In 2001, our consolidated net cash provided by financing activities under U.S. GAAP was B816.8 million,
compared with net cash used of B14,862.5 million under Philippine GAAP. Net cash provided by financing
activities in 2000 and 1999 under U.S. GAAP amounted to £4,207.1 million and B2,402.8 million,
respectively, compared with net cash used in financing activities of 210,433.3 million in 2000 and B7,946.1
million in 1999 under Philippine GAAP.

The lower net cash flows provided by financing activities under U.S. GAAP are primarily due to the
classification of interest paid as a component of financing activities under Philippine GAAP, whereas interest
paid is treated as an operating activity under U.S. GAAP. The effect of this reclassification was partially offset
by the negative cash outflow from the effect of the consolidation of Piltel.

The reclassification of interest paid was RB16,070.7 million, B14,640.4 million and R12,077.7 million in
2001, 2000 and 1999, respectively, and the effect of the consolidation of Piltel in 2001 under U.S. GAAP
amounted to a net cash outflow from financing activities of B391.0 million.

Consolidated Indebtedness

Our consolidated indebtedness at year-end 2001 under U.S. GAAP was B196,534.4 million, compared to
R175,341.4 million under Philippine GAAP. The difference of B21,193.0 million, or 12.1%, was due to the
inclusion of representing Piltel's total debt under U.S. GAAP.

The scheduled maturities of our outstanding indebtedness as of December 31, 2001 are as follows:

Consolidated
Philippine
U.S. GAAP GAAP

(in millions)
Maturity
2002 .., R24,756.9 R23,814.3
2003 i, 35,347.3 35,347.3
2004 ... 26,596.9 26,596.9
2005 e, 22,4512 22,4512
2006 and onwards... 82,882.1 62,631.7

Effect of Peso Depreciation

In 2001 and 2000, our operating revenues which have been received in U.S. dollars or in respect of which
we have been able to adjust our service fees to reflect changes in the peso-to-dollar exchange rate have
exceeded our U.S. dollar-linked operating expenses. As a result, the depreciation of the peso against the dollar
over this period had a positive net impact on our operating profit. However, since substantially all of our
indebtedness is denominated in U.S. dollars, such depreciation has also increased our interest expense in peso
terms and increased the peso amounts of our U.S. dollar-denominated indebtedness. PLDT has capitalized its
foreign exchange losses in respect of its U.S. dollar-denominated indebtedness, and net income in future
periods is expected to be negatively affected as a result of higher depreciation expense resulting from such
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capitalization. Qur cash flows are negatively affected by the higher peso cost of repaying U.S. dollar-
denominated debts, and our ability to comply with financial covenants and ratios is negatively affected by the
increase in the amount of our debts and our interest expenses in peso terms.
Impact of Inflation and Changing Prices

Inflation is a significant factor in the Philippine economy, and we are continually seeking ways to minimize
its impact. In recent periods, while decreases in the relative value of the peso have had a significant effect on
us, we do not believe inflation has had a material impact on our operations. The average inflation rate in the
Philippines in 2001 was 6.1%, compared to 4.4% in 2000.
Other Information
Piltel Debt Restructuring

On June 4, 2001, Piltel completed the restructuring of approximately £41.1 billion of indebtedness and
other claims, representing approximately 98% of its total liabilities as of that date. For a more detailed
discussion of the debt restructuring, see Note 7 to the accompanying financial statements.

As a result of the restructuring:

« all claims of participating creditors were settled.

»  B20,500 million of Piltel's debt was released in consideration for Piltel convertible preferred shares
which were mandatorily and immediately converted into PLDT convertible preferred shares.

P20,500 million of Piltel's debt was restructured into loans having 10-year or 15-year terms.

» Piltel's participating creditors received approximately 11.6 million PLDT convertible preferred shares
divided into three series which are denominated in pesos, U.S. dollars and Japanese yen depending on
the currency of the restructured debt. These shares are convertible into an equal number of PLDT
common shares and if not converted earlier will be mandatorily converted upon the seventh, for the
series denominated in pesos and U.S. dollars, or eighth, for the series denominated in Japanese yen,
anniversary of their issuance, or if PLDT becomes, or is about to become, insolvent.

» Piltel granted a first priority security interest in substantially all its real and personal property to the
participating creditors.

* PLDT granted a put option requiring PLDT to purchase the PLDT common shares received in a
mandatory conversion at a purchase price of B1,700, US$36.132 or ¥4,071.89 per share depending on
the series. PLDT would be obligated to pay up to B4,575.3 million, US$183.7 million and ¥15,644.2
million under the put option if all the convertible preferred shares were mandatorily converted and all
the resulting PLDT common shares were put to PLDT. The aggregate value of the put option as of
December 31, 2001 was B19,574.3 million.

*

PLDT issued a letter of support for the benefit of Piltel and its creditors, under which PLDT is obligated
to provide up to US$150 million to make up for shortfalls in Piltel's operating cash flows. As of
December 31, 2001, US$61.2 million remained available under the letter of support.

» PLDT received approximately 58.1 million Piltel convertible preferred shares, which are convertible into
approximately 9,874.8 million Piltel common shares.

Piltel's agreements with participating creditors in the debt restructuring contain covenants requiring Piltel to
comply with certain financial tests. These tests require Piltel to maintain the ratios specified below:

« EBITDA plus the remaining amount of PLDT's funding commitment under PLDT's letter of support
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must be greater than 1.05 times all anticipated financial debt service costs for the following year; and

« EBITDA plus the remaining amount of PLDT's funding commitment under PLDT's letter of support
must be greater than 1.5 times the anticipated interest cost for the following year in the first two
financial years after the completion of the debt restructuring.

These agreements also contain a number of negative covenants that, subject to certain exceptions and
qualifications, restrict Piltel's ability to take certain actions without the approval of participating creditors,
including:

« incurring additional indebtedness;

¢ acquiring any interest in any business;

» paying dividends or other distributions;

» disposing of all or a substantial portion of its assets or assets essential to its business;
* creating security interests;

* maintaining deposits with entities other than participating creditors; and

* entering into transactions with related parties.

Under the debt restructuring plan, until all amounts owing to participating creditors have been paid or
discharged, PLDT will not be permitted to demand or receive any payment, redemption or distribution in
respect of any present and future liability owed by Piltel to PLDT or any affiliate of PLDT, subject to specified
exceptions. These liabilities include equity funding to Piltel and other financial indebtedness owed by Piltel to
PLDT or any affiliate of PLDT, but exclude payments due in respect of transactions having arm's-length terms
and/or in which the pricing is based on market terms. Under the terms of the debt restructuring plan, Piltel is
not permitted to pay in any year an aggregate amount exceeding US$10.0 million to creditors in respect of
unrestructured debt.

Unrestructured Piltel Debt

Piltel is currently not in compliance with the terms of debt that was not restructured in the debt
restructuring plan, consisting of US$7.5 million principal amount (approximately US$9.9 million redemption
price at the option of the holders) of convertible bonds, US$6.2 million of other U.S. dollar debt and 2106.9
million of peso debt. Piltel may not be able to restructure or otherwise pay the claims of its unrestructured debt.
However, default on and acceleration of Piltel's unrestructured indebtedness does not create a cross-default
under Piltel's restructured indebtedness or any indebtedness of PLDT.

On January 17, 2002, Piltel defaulted on payment of the redemption price of unrestructured convertible
bonds upon the exercise of the holders of their option to require the redemption of their convertible bonds on
that date. Piltel received notice of acceleration from the trustee for the convertible bondholders in early
February 2002. Piitel is currently in discussion with certain of the convertible bondholders and is seeking the
restructuring of such debt on the terms and conditions of Piltel's debt restructuring plan, but there is no
assurance that Piltel and bondholders will be able to reach an agreement to resolve the default and notice of
acceleration.

In addition, Piltel is not in compliance with other terms of its unrestructured debt. On February 7, 2002,
Pilte] obtained the necessary consents to include the R106.2 million indebtedness in the restructuring and
expects to sign the restructuring documents in April 2002. Also, Piltel is currently in the process of finalizing
with the holder of US$6.2 million debt on the terms on which that holder would participate in the restructuring.

If Piltel's unrestructured creditors take forceful measures to enforce their claims, it is possible that Piltel
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would be required to submit to a court-supervised rehabilitation proceeding or an involuntary insolvency
proceeding seeking liquidation. All of the Piltel creditors that participated in the debt restructuring agreed in
connection with the debt restructuring that they would submit Piltel to a rehabilitation proceeding in those
circumstances and petition for the adoption of a plan of rehabilitation that includes the financial terms of the
.debt restructuring plan. However, the laws and procedures governing a rehabilitation proceeding in the
Philippine courts remain untested in significant respects. We cannot assure you that a rehabilitation plan which
incorporates the financial terms of the debt restructuring plan would be adopted promptly or at all. Even if such
a rehabilitation plan were adopted, we cannot assure you that Piltel would prove to be financially viable
afterwards.

If Piltel is unable to restructure all its debt on the terms and conditions of the debt restructuring plan or if an
involuntary insolvency proceeding seeking rehabilitation or liquidation is commenced against Piltel, Piltel may
be required to draw down some or all of the remaining amounts available under the PLDT letter of support
more quickly and in larger amounts than anticipated by PLDT. Due to the possible impairment of PLDT's
investment in Piltel in those circumstances, PLDT may also be required to write down its investment in Piltel
(including any additional investment from further drawings under the letter of support) sooner than anticipated.

Investments in Piltel

PLDT initially invested in common shares of Piltel in 1975, which increased to a majority ownership in
1998 and reached 57.6% common share ownership in June 1998. In addition, PLDT holds B4,472.1 million in
preferred shares of Piltel, consisting of B116.2 million received in exchange for the issuance of PLDT
convertible preferred shares as part of Piltel's debt restructuring and £4,355.9 million received in consideration
of drawings under the letter of support issued by PLDT for the benefit of Piltel and its creditors. The Piltel
convertible preferred shares are convertible into £170 million Piltel common shares. On June 27, 2001, PLDT
delivered B208 million Piltel common shares to certain financial advisors of Piltel to settle part of the fees
incurred by Piltel in its debt restructuring. As a result, PLDT's ownership interest in Piltel's outstanding
common stock decreased to approximately 45.3% and Piltel is no longer included in the consolidated balance
sheet of PLDT as of December 31, 2001 under Philippine GAAP.

On August 8, 2001, the Board of Directors of Piltel approved an asset write-down of B13,984.1 million,
which is reflected in Piltel's accounts as of December 31, 2001. This resulted from Piltel's decision to scale
down its analog/CDMA network and the announcement by equipment vendors in recent months of support for
GSM in the 850 Mhz frequency band, which Piltel believes will make it more likely that analog/CDMA
service will be superseded by GSM service on that frequency band. PLDT's attributable share on the asset
write-down amounting to B6,334.8 million was negated by a gain of 7,592.4 million in respect of the increase
in PLDT's share of the net assets of Piltel arising from the completion of Piltel's debt restructuring and the
transfer of Piltel's common shares to certain financial advisors and additional provision of B1,257.6 million in
respect of its investment in Pilte] preferred shares.

The carrying value of PLDT'’s investment in Piltel's common shares has been reduced to zero as a result of
PLDT's accumulated equity in Piltel's losses following the significant losses suffered by Piltel since 1997. The
carrying value of PLDT's investment in Piltel's preferred shares has been reduced to 2948.0 million after taking
into account PLDT's equity in net losses of Piltel up to June 27, 2001 in excess of the carrying amount of
PLDT's investment in Piltel common shares and provisions for the estimated permanent decline in the value of
PLDT's investment in Piltel preferred shares up to December 31, 2001. ‘

Related Party Transactions and Relationships
Companies within the PLDT Group are engaged in arm's-length transactions in the ordinary course of
business. We believe that the terms of these transactions are comparable with those available from unrelated

parties. The following is a discussion of the major agreements with or between members the PLDT Group and
related parties. '
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Agreements with NTT Communications

PLDT is a party to the following agreements with NTT Communications and/or its affiliates:

On September 28, 1999, PLDT entered into a Stock Purchase and Strategic Investment Agreement with
First Pacific and its affiliates and NTT Communications whereby, pursuant to amendments on March 8,
2000 and March 24, 2000, PLDT acquired all of the outstanding stock of Smart from First Pacific and
its affiliates and NTTC-UK, in exchange for newly issued and fully paid common stock of PLDT. As
part of the strategic alliance formed between PLDT and NTT Communications, NTT Communications
made a further strategic investment in PLDT by subscribing for an additional 212.2 million newly
issued shares of common stock of PLDT for a price of approximately 14,700.0 million effectively
making NTT Communications the beneficial owner of 15% of PLDT's common stock. In addition,
PLDT and NTT Communications agreed to establish a joint committee to explore the development and
marketing of products and services between the parties, and PLDT granted to NTT Communications
contractual veto rights over certain decisions and transactions. For more information, see "Risk Factors
— Risks Relating to Us — A significant number of PLDT's shares are held by two separate
stockholders, which may not act in the interests of other shareholders or stakeholders in PLDT";

Simultaneously with the closing of the Stock Purchase and Strategic Investment Agreement, First
Pacific, NTT Communications and NTTC-UK entered into a Shareholders Agreement. Under the
Shareholders Agreement, NTT Communications is entitled to nominate two directors to the PLDT
board of directors and First Pacific and its affiliates are entitled to nominate six directors. The
Shareholders Agreement also entitles NTT Communications to nominate two directors to Smart's board
of directors and, subject to specified conditions, one member to the board of directors of all other PLDT
subsidiaries. NTT Communications is also entitled to appoint members of certain PLDT management
and board committees, including the audit, executive compensation and finance committees described
above under "Management.” Under the Shareholders Agreement, each party agrees to vote its
respective shares of common stock in favor of the nominees designated by the other parties;

Registration Rights Agreement with NTT Communications and NTTC-UK, under which PLDT has
granted to NTT Communications and NTTC-UK the right to have their interests in PLDT's common
stock registered by PLDT on demand, as well as piggy-back registration rights; and

Registration Rights Agreement with First Pacific and a number of its affiliates under which PLDT has
granted to First Pacific and a number of its affiliates the right to have their interests in PLDT's common
stock registered by PLDT on demand, as well as certain piggy-back registration rights.

We are also a party to the following agreements with NTT Communications and/or its affiliates, in respect
of which B6.1 million and B2.1 million were payable as of December 31, 2001 and 2000, respectively:

Arcstar Licensing Agreement and Arcstar Service Provider Agreement with NTT Worldwide
Telecommunications Corporation under which PLDT markets managed data and other services under
NTT Communications' "Arcstar” brand to its corporate customers in the Philippines;

Conventional International Telecommunications Services Agreement with NTT Communications under
which PLDT and NTT Communications have agreed to co-operative arrangements for conventional
international telecommunications services to enhance their respective international businesses;

Internet Services Agreement with NTT Communications under which PLDT and NTT Communications

have agreed on arrangements to coordinate their plans for the deployment and utilization of Internet
protocol transport capacity and the development and promotion of Internet-related and other value-
added services;

Advisory Services Agreement with NTT Communications under which NTT Communications provides
PLDT with technical, marketing and other consultants for various business areas of PLDT;
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SNMI Stock Purchase Agreement under which PLDT acquired 40% of the issued and outstanding stock
of Smart-NTT Multimedia for approximately P42 million;

Smart-NTT Multimedia Agency Agreement with NTT Communications under which Smart-NTT
Multimedia, then a 60% owned subsidiary of Smart, provides a full range of PLDT's
telecommunications services, including leased lines, domestic frame relay, cellular service, and
multimedia services;

Chartered Arrangement Maintenance Contract with NTT World Engineering Marine Corporation under
which, for a period of five years, NTT World Engineering Marine Corporation uses CS PLDT primarily
to maintain the submarine cable comprising the submerged portion of our fiber optic network;

Tradename and Trademark Agreement with NTT Communications under which PLDT has been given
the right to use the tradename "Arcstar" and its related trademark, logo and symbols, solely for the
purpose of PLDT's marketing, promotional and sales activities for the Arcstar services within the
Philippines;

As stated above, First Pacific, through certain of its Philippine and other affiliates, and NTT
Communications, through NTTC-UK, have beneficial interests in approximately 31.5% and 15.0%,
respectively, of PLDT's issued shares of common stock. In addition:

First Pacific and a number of its Philippine and other affiliates then owned a 56.4% direct and indirect
economic interest in Smart and a 17.5% direct and indirect economic interest in PLDT's issued shares of
common stock;

Mr. Manuel V. Pangilinan, our president and chief executive officer and a member of our board, has
shareholdings in First Pacific and Metro Pacific Corporation, which owned shares in Smart that were
exchanged for PLDT common stock in the acquisition. He also held a significant number of shares of
common stock in Smart which were exchanged for shares of common stock of PLDT in the acquisition.
Mr. Pangilinan is the executive chairman of First Pacific and the chairman of the boards of both Metro
Pacific Corporation and Smart;

Mr. Napoleon L. Nazareno, a member of our board, is also a director of Smart and Metro Pacific
Corporation and the president and chief executive officer of Smart. He owns shares in Metro Pacific
Corporation. He also owned shares in Smart which were exchanged for shares of common stock of
PLDT in the acquisition;

Mr. Albert F. del Rosario, a member of our board, is also a stockholder of Metro Pacific Corporation. He
owned shares in Smart which were exchanged for shares of common stock of PLDT in the acquisition;

Atty. Ray C. Espinosa, a member of our board, was a partner and member of the executive committee of

the law firm SyCip Salazar Hernandez & Gatmaitan, until June 30, 2000. SyCip was the Philippine
legal advisor to PLDT with respect to the Stock Purchase and Strategic Investment Agreement and the
various agreements contemplated by that agreement. SyCip also acted as Philippine legal advisor to
First Pacific and its affiliates in the acquisition of a significant interest in PLDT by way of purchase of
interests in Philippine Telecommunications Investment Corporation and acquisition of some of the
outstanding shares of PLDT through market purchases;

Ms. Ma. Lourdes C. Rausa-Chan, our senior vice president and general counsel and corporate secretary,

is a stockholder of Metro Pacific Corporation and, at the time of signing of the Stock Purchase and
Strategic Investment Agreement, was a director of Smart. She owned shares in Smart which were
exchanged for shares of common stock of PLDT in the acquisition;

Mr. Jun R. Florencio, our first vice president, owned shares in Smart which were exchanged for shares
of common stock of PLDT in the acquisition; and
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* Mr. Christopher H. Young, our chief financial advisor, is also a director of Metro Pacific Corporation.
He owned shares in Smart which were exchanged for shares of common stock of PLDT in the
acquisition.

Business Transfer Agreement between PLDT and Smart

Under a local exchange carrier Business Transfer Agreement that was signed on May 15, 2000, Smart
transferred its local exchange carrier business to PLDT on August 31, 2000 in exchange for an amount equal to
the net book value of the transferred assets. PLDT also assumed specified liabilities and obligations relating to
the operation of the local exchange carrier business, including in connection with permits and licenses,
provisional authorities and certain lease and supply contracts.

PLDT Letter of Support in Favor of Piltel

In connection with Piltel's debt restructuring, on June 4, 2001, PLDT issued a letter of support for the
benefit of Piltel and its creditors, under which PLDT is obligated to provide up to US$150 million to make up
shortfalls in Piltel's operating cash flows. As of December 31, 2001, US$61.2 million remained available under
the letter of support.

Agreements between Smart and Piltel

Smart and Pilte] have entered into the following agreements in connection with the integration of their
operations:

* An agreement in 2002 for the co-location, or sharing, of cellular sites selected by agreement of the
parties, whereby Piltel is paid a usage fee of 45,000 per shared site per month, subject to a 10% annual
increase;

* An agreement whereby Smart manages the operation of Piltel's cellular and paging systems, which are
divided into the following three sub-agreements:

* A facilities management agreement in November 2000 under which Smart operates, maintains and
manages the physical facilities and technical services of Piltel's existing cellular and paging systems.
Piltel compensates Smart under the arrangement through a monthly fixed fee of 4,106,909 and a
variable monthly fee of 13,735 per site covered by the agreement. An additional fee of R186,878 per
month and B624 per site is payable at the end of each calendar year upon rendition of the services in
accordance with the agreement. This agreement was amended in May 2001 to include the management,
operation and maintenance of Piltel's [prepaid] cellular telecommunications network in the Executive
Order 109 areas in Mindanao, including Piltel's business and central offices, base stations and public
calling offices in South Cotabato, Saranggani and General Santos, Davao City, Davao del Sur,
Zamboanga del Norte, Zamboanga del Sur and Misamis Occidental;

+ A customer service management agreement on September 15, 2000 under which Piltel outsourced the
operation of its customer service and billing functions for its cellular and paging systems to Smart for a
monthly fee of B8,798,362 and a variable cost of B57, R17 and B25 per postpaid and prepaid cellular
and paging subscriber, respectively. An additional fee of B399,926 per month and Bl per cellular
subscriber per month is payable at the end of each calendar year upon rendition of the services in
accordance with the agreement; and

* An administrative support and management services agreement in September 2000 under which Piltel
pays a monthly fixed fee of B7,782,818. An additional fee of B353,764 per month is payable at the end
of each calendar year upon rendition of the services in accordance with the agreement; and

» A facilities service agreement in March 2000 under which Piltel accesses Smart's existing GSM network

and facilities to enable Piltel to offer prepaid cellular service using GSM technology in exchange for
approximately 50% of Piltel's revenues, net of interconnection expenses.
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As of December 31, 2001, Piltel owed Smart 21,557.9 million accrued under these agreements.
Facilities Management Agreement between Piltel and PLDT

On July 19, 2001, PLDT entered into a facilities management agreement with Piltel under which PLDT
undertook the management, operation and maintenance of Piltel's regional telecommunication and Executive
Order 109 network operations and services, including Executive Order 109 fixed line build out installations,
public calling offices and payphone facilities and the systems required to support these services.

The agreement covers Piltel's regional telecommunication service in Baguio, Puerto Princesa, Masbate and
Boac and Executive Order 109 service in Alabel, Banga, Dapitan, Davao, Digos, Dipolog, General Santos,
Kiamba, Koronadal, Pagadian, Polomolok and Surallah.

Under the agreement, PLDT also undertook the management of the computer system, billing, revenue
assurance and inter-carrier settlements reporting of Piltel's regional telecommunication service in Olongapo
and Subic.

The monthly management fee payable by Piltel is based on cost, and for cost components where margin is
allowed, 15% will be applied. In addition, Piltel will pay a monthly variable cost per account in the amount of
P30.00 for bill generation and 26.00 for bill delivery from an exchange to a subscriber. All third party invoices
will be charged to Piltel at cost, including value added tax. As of December 31, 2001, Piltel owed PLDT
B523.2 million accrued under this agreement.

The agreement supersedes the facilities management agreement between PLDT and Piltel, dated May 12,
2000, under which PLDT undertook the management, maintenance and operation of the regional
telecommunication services of Piltel, including public calling offices and payphone operations located in
Baguio City, Puerto Princesa, Boac and Masbate.

Facilities Management Agreement between Piltel and Subic Telecom

On September 5, 2001, Piltel and Subic Telecom entered into a facilities management agreement under
which Subic Telecom undertook the management, operation and maintenance of the regional telephone
network, customer operations, network operations and pay phones of Piltel in Subic and Olongapo City. The
monthly management fee payable by Piltel is based on cost, and for cost components where margin is allowed,
15% will be applied. In addition, Piltel is required to pay a monthly variable cost per account in the amount of
B44 for repairs and maintenance. All third party invoices are required to be charged on to Piltel at cost,
including value-added tax. This agreement supersedes the facilities management agreement entered into by
Piltel and Subic Telecom on May 29, 2000. The amount payable under this agreement in 2001 was R24.2
million.

Air Time Purchase Agreement between PLDT and PT Asia Cellular Satellite and Related Agreements

In March 1997, PLDT entered into a Founder NSP Air Time Purchase Agreement with PT Asia Cellular
Satellite, as amended in December 1998, under which PLDT was granted the exclusive right to sell ACeS
services in the Philippines. In exchange, PLDT is required to purchase from PT Asia Cellular Satellite at least
US$5.0 million worth of air time annually over 10 years, commencing on the commercial operations date,
which has been set as January 1, 2002. In the event PT Asia Cellular Satellite’s billing revenues are less than
US$45.0 million in any year, PLDT is required to make supplemental air time purchase payments not to
exceed US$15 million per year during the ten year term of the agreement.

PLDT also entered into a Founder NSP Operating Agreement with PT Asia Cellular Satellite, dated as of
March 12, 1997, under which PLDT may:

» authorize distributors to resell ACeS service in the Philippines upon prior approval from PT Asia
Cellular Satellite and
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+ appoint agents to solicit and bill PLDT's or its authorized distributors' subscribers for ACeS services and
to sell terminals on behalf of PLDT.

Under an Assignment and Assumption Agreement dated December 29, 1998, PT Asia Cellular Satellite
agreed to assign and transfer to ACeS International Limited all of PT Asia Cellular Satellite's rights under the
Founder NSP Air Time Purchase Agreement and Founder NSP Operating Agreement.

Under an Acknowledgment of Assignment of Air Time Purchase Agreement entered into on December 29,
1998, by and among PLDT, P.T. Bank Internasional Indonesia and ACeS International Limited, PLDT
consented to the assignment by ACeS International Limited of the Founder NSP Air Time Purchase Agreement
to P.T. Bank Internasional Indonesia as security agent for the benefit of the secured parties under the Security
Agreement dated as of December 29, 1998 which was executed in connection with the Amended and Restated
Credit Agreement dated December 29, 1998 among PT Asia Cellular Satellite, ACeS International Limited,
P.T. Bank Internasional Indonesia and various banks.

Transponder Lease from Mabuhay Satellite to PLDT

On December 28, 1995, PLDT and Mabuhay Satellite entered into a Transponder Lease Agreement, as
amended on May 10, 2000, pursuant to which Mabuhay Satellite leases to PLDT C-band transponders on
board the Agila II satellite, in consideration of a basic rent. This agreement has a term of 10 years commencing
on December 18, 1997, unless earlier terminated in accordance with the terms thereof. Originally, the lease
covered 14 C-band transponders; however, on December 18, 2000, PLDT terminated the Transponder Lease
Agreement with respect to four transponders whose service was interrupted and not restored resulting in
PLDT's inability to access and use the transponders. The annual basic rent for the transponders for the current
year is US$18.0 million.

Under an Acknowledgment and Consent Agreement dated January 4, 1996, PLDT acknowledged and
consented to Mabuhay Satellite's:

» transfer and assignment of all amounts payable by PLDT under the Transponder Lease Agreement and
» grant of a continuing security interest of first priority in all Mabuhay Satellite's rights, title and interest
in, to and under the Transponder Lease Agreement, in favor of the collateral agent for the benefit of the

lenders who are parties to the Omnibus Credit and Security Agreement dated December 14, 1995.

Total fees under these agreements amounted to B926.9 million in 2001, B1,054.7 million in 2000 and
2980.7 million in 1999.

Facilities Management Agreement and Service Agreement between Smart and ACeS Philippines

Smart and ACeS Philippines are parties to a facilities management agreement, dated February 16, 2001,
pursuant to which Smart manages, maintains and operates the ACeS Global Mobile Personal Communications
by Satellite, in exchange for fixed and variable monthly fees.

Under the service agreement, Smart provides administrative support and services in some aspects of ACeS
Philippines' business operations, such as payroll administration and training, finance, audit, legal and
marketing services. Smart is required to remit to ACeS Philippines a facility usage fee equal to a portion of the
revenue, and ACeS Philippines is required to pay Smart's charges for the payphone related services.

Total fees payable to Smart under these agreements in 2001 were £18.0 million.

Other Transactions

PLDT, Smart, Piltel, Clark Telecom, Subic Telecom and MaraTel are parties to various interconnection
agreements with each other. The terms of these agreements are similar to the terms of other interconnection
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agreements with telecommunications providers that are not affiliated with PLDT.

On May 11, 2000, PLDT acquired from Piltel 600,000 shares of common stock of Mabuhay Satellite for
£60 million. On the same date, Piltel assigned to PLDT Piltel's right to subscribe for 617,028 shares of
common stock of Mabuhay Satellite for which Piltel had paid B54 million. In exchange, PLDT paid 854
million to Piltel and assumed the obligation to pay Mabuhay Satellite the unpaid balance of the subscription
price amounting to £7.7 million.

On August 14, 2000, PLDT acquired from Smart 632,076 shares of common stock of Smart-NTT
Multimedia for a total consideration of 263.2 million.

On October 28, 1999, PLDT acquired from Piltel 60,000,000 shares of common stock of Telesat for a total
consideration of B53.4 million.

There have been no loans between PLDT and any related party during the period beginning January 1,
1998 through the date of this report.

The above related party transactions are discussed further in Note 13 to the accompanying financial
statements.
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THE PHILIPPINE TELECOMMUNICATIONS INDUSTRY
Overview

Historically, PLDT has been the predominant fixed line operator in the Philippines. Since 1993, the
Philippine government has sought to liberalize the country's telecommunications industry by opening the
industry to new operators, privatizing government-owned entities and requiring public ownership of new
telecommunications companies. The enactment of Republic Act No. 7925, which is referred to as the Public
Telecommunications Policy Act of the Philippines, in March 1995 reaffirmed, among other things, the
government's liberalization policy. This liberalization has led to a number of new entrants offering products
competing with, or complementary to, those offered by us.

Including us, there are currently ten major fixed line operators, eleven international gateway facility
operators and seven cellular service providers in the Philippines, two of which have not yet commenced
operations. Many of the new entrants have elected to enter into strategic alliances with foreign
telecommunications companies for technological and funding support as well as service innovations and
marketing strategies. For example, Globe/Islacom and Digitel have alliances with Singapore
Telecom/Deutsche Telekom and Telia, respectively.

The following table sets out the main participants in the Philippine telecommunications industry and the
sectors in which they operate:

International
Gateway
Operator Fixed Line Facility Cellular
PLDT (et v X

SMAL(L) cooverieiiiiiie e e
Piltel. oo
BayanTel(2) .oooooiiiiriiiiiiiiis e
Bell Telecommunications Philippines, Inc.(3).......
Digitel(4).ovveieiieiee et
Eastern Telecommunications Philippines, Inc.......
Express Telecommunications Co.(5) ......ccceevrunne
GLOBE(6) ..veeevve ettt
ISIACOM(6) c.vvviiirereiicre et et
Philippine Global Communications Inc.................
Philippine Communications Satellite Corp............
Philippine Telegraph and Telephone Company .....

P M X
PRI M) M
AR P4 XXX

(1) Smart transferred its fixed line operations to PLDT on August 31, 2000.

(2) BayanTel was prevented from launching its cellular operations by an order issued by the Court of Appeals
on September 13, 2000. BayanTel's license was reinstated by the Supreme Court on January 15, 2002.

{(3) Bell Telecommunications was granted a fixed line and international gateway facility license in early 1998
and is required to roll-out 300,000 fixed lines under Executive Order No. 109, discussed below under "—
Regulation and Licensing — Executive Order No. 109 — Local Exchange Service Roll-Out
Requirements.” To date, Bell Telecommunications has not commenced its local exchange roll-out program
or its local exchange or international gateway facility operations.

(4) Digitel has been granted a license to operate cellular service, but has not commenced cellular operations.

(5) Express Telecommunications does not have a local exchange roll-out commitment because its franchise
prohibits local exchange roll-out. Its cellular service license was awarded prior to the issuance of Executive
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Order 109, which is discussed below under "— Regulation and Licensing — Executive Order No. 109 —
Local Exchange Service Roll-Out Requirements."

(6) Globe acquired 100% of Islacom on June 27, 2001.
Fixed Line

Fixed lines have grown significantly in recent years, with subscribed fixed lines increasing from 1.4 million
lines as of December 31, 1995, to approximately 3.2 million lines as of December 31, 2001. This growth is
attributable to the liberalization of the telecommunications industry, which has led to an increase in fixed line
operators, and concerted nationwide build-out of fixed lines in accordance with Philippine law furthering the
government's objective of improving the provision of fixed line services throughout the country. Fixed line
service in the Philippines, however, still remains characterized by relatively low penetration rates. The
following table sets out subscribed fixed lines and the fixed line penetration rate in the Philippines since 1995:

As of December 31, Subscribed Fixed Lines Penetration Rate (%)

1995(1) oo 1,409,639 2.05
1996(1) vevvvverrrrrene, 1,787,700 2.56
1997(1) rrvve. 2,078,000 2.90
1998(2) ovvvovererrenn, 2,491,605 341
1999(2) ..oooo. 2,892,435 3.87
0000 S 3,095,413 4.11
2001(3) cvveeerereee 3,200,000 4.16(4)

(1) Source: International Telecommunications Union; National Statistics Coordination Board, 2000
Philippine Statistical Yearbook; PLDT data.

(2) Source: NTC; National Statistics Coordination Board, 2000 Philippine Statistical Yearbook; Globe and
Islacom releases; PLDT data.

(3) Source: Globe, Digitel and BayanTel releases; PLDT estimates.

(4) Based on an estimated population in the Philippines of 76.8 million extrapolated from year 2000 census
data.

This places the Philippines among the lowest in terms of teledensity in Asia as of 2001, as shown below:

Penetration Rate (%)

Hong Kong SAR(1)... 57.8
Japan(l) oo 58.5
Singapore(1) ...ccccenene 484
South Korea(l)........... 48.4
Malaysia(l) .........c...... 19.9
China(l) .cccoevereinne 114
Thailand(1) ................ 8.6
Philippines(2)............. 42
India(l) ccocoeenereecnnene 32
Indomnesia(l)............... 3.2

(1) Source: Telegraphy, Inc., Telegraphy 2002.

(2) Source: Globe, Digitel and BayanTel releases; PLDT estimates.
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Although penetration rates remain low, growth of the fixed line market has slowed considerably in the last
three years. This is attributable to the following:

« the substitution of cellular services for fixed line services; and
« the general slowdown in the economy.

We compete in the fixed line market in the Philippines primarily against one or two new entrants in each
geographical market. For example, in the provinces of Pampanga and Bulacan, our primary competitor is
Digitel, while in Quezon City, our primary competitor is BayanTel. Small provincial telephone companies are
unlikely to become a major competitive force because they generally have limited access to technology and
funding.

Historically, the Philippines has had a high level of international long distance calls. The high demand for
international long distance services is in part due to the large number of overseas Filipinos who generate
substantial incoming international traffic. For instance, because of the large Filipino population living in the
United States, the United States accounts for the largest volume of incoming international call traffic to the
Philippines.

In December 1996, the U.S. FCC proposed a global reduction of international settlement rates. Under a
proposal agreed with Philippine telecommunications operators, the rates charged by carriers in destination
countries to carriers in originating countries for international long distance calls were to be gradually reduced
to USS$0.38 per minute in 2001. We adopted this target rate on January 1, 2000, one year ahead of the date
required by the U.S. FCC.

Cellular Service

Since 1995, the total cellular market in the Philippines in terms of total subscribers has grown from
approximately 493,862 to approximately 11.10 million as of December 31, 2001, representing an annual
compounded growth rate of 68%. The cellular market experienced particularly significant growth in 2000 and
2001. During the last two years, the number of cellular subscribers grew at a compounded annual growth rate
of 97%, from 2.85 million to 11.10 million, and for the first time, the number of cellular subscribers exceeded
the number of fixed line subscribers. The following table sets out the subscriber growth in the Philippine
cellular market since 1995:

As of December 31, Cellular Subscribers Penetration Rate (%)

1995(1) vvvvverorrrneen 493,862 0.72
1996(2) cvvvveere 959,024 1.37
1997(2) corrervee. 1,343,620 1.88
1998(2) cvvvveere. 1,733,652 2.37
1999(2) cvvvveee 2,849,880 3.81
P00 7 D 6,454,359 8.57
2001(3) cerorrver. 11,098,705 14.50(4)

(1) Source: NTC 1995 Annual Report; National Statistics Coordination Board, 2000 Philippine Statistical
Yearbook.

(2) Source: NTC,; National Statistics Coordination Board, 2000 Philippine Statistical Yearbook.

(3) Source: Globe releases; 2000 annual report of Millicom International Cellular, S.A. (in respect of Express
Telecommunications); PLDT data.

(4) Based upon an estimated population in the Philippines of 76.8 million extrapolated from year 2000 census
data.
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Cellular telephone systems use either analog or digital technology. While analog signals transmit voices as
one continuously varying electrical signal, digital signals consist of a system of discrete pulses that replicate in
numeric form the information contained in the radio wave signal. Digital technology results in increased
transmission speed and improved transmission quality compared to analog technology. This allows digital
cellular service providers to offer a wider array of new data services, such as cellular data transmission and
automatic caller identification. Users of digital cellular equipment also benefit from enhanced call security and
longer battery life. Because of these benefits, significant numbers of analog subscribers in the Philippines have
migrated to digital services.

The following table sets out the technology deployed, the date of commercial launch and the reported
number of subscribers as of December 31, 2001 for each cellular operator:

Year of Cellular Cellular
. Commercial Launch Network Technology Subscribers

SMArt...coovveeeeiei e 1994 Analog/Digital ETACS/GSM 4,893,844
Piltel oo 1991 Analog/Digital AMPS(2)/CDMA/

GSM Reseller 1,475,006
Islacom(1) cooverceiiiiiine, 1993 Digital GSM 121,654
Globe(1) ooviieiiivreiieevecece 1994 Digital GSM 4,466,476
Express Telecommunications. .. 1991 Analog AMPS(2) 141,725(3)

Source: Globe Philippine Securities and Exchange Commission Form 17-Q; 2000 annual report of Millicom
International Cellular, S.A. (in respect of Express Telecommunications).

(1) Globe acquired 100% of Islacom on June 27, 2001.
(2) Advanced mobile phone system.
(3) Subscribers as of December 31, 2000.

Cellular subscriber growth in the Philippines has been driven in part by the introduction of SMS. SMS text
messaging service offered on GSM networks is extremely popular in the Philippines, particularly on the
prepaid platform, because it provides a convenient and cost-efficient alternative to voice and e-mail based
communications. SMS also utilizes less network capacity than voice, thereby increasing network efficiency.

SMS usage in the Philippines is significantly higher than in most other countries, largely due to SMS's low
cost to subscribers. Among other things, subscribers are able to use SMS as an inexpensive alternative to
national long distance telephone calls. Usage of SMS is increasing in the Philippines, and we believe that this
widespread usage of SMS will be sustained in the foreseeable future.

Prepaid phone cards and availability of affordable GSM handsets have brought cellular service within the
reach of lower income groups. Prepaid service also has a positive business impact on cellular operators,
because it reduces credit risk and billing and administrative costs.

Operators in the Philippines are not currently implementing any 3G cellular technology plans because the
Philippine government has not announced plans to make 3G spectrum available to operators. For a more
detailed discussion of 3G, see "— Regulation and Licensing — 3G Radio Frequency Allocation.”

Consolidation

Because of the significant capital expenditures that cellular operators are required to make, the extent of
competition and the potential cost savings associated with economies of scale, industry participants have
recently faced pressure to consolidate their operations. In March 2000, we acquired Smart, which is today the
largest cellular operator in the Philippines, as measured by number of subscribers. On June 27, 2001, Globe,
the second largest cellular operator in the Philippines, acquired Islacom.
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New Entrants

On May 3, 2000, the NTC granted a license to BayanTel to offer digital cellular telecommunications
service using 10 megahertz of frequency on the 1800 megahertz frequency band. Following court proceedings
brought by Express Telecommunications challenging the grant of this license to BayanTel, the license was
suspended on September 13, 2000 by the Court of Appeals and was ordered reinstated by the Supreme Court
on January 15, 2002.

In 2000, the NTC granted a license to Digitel pursuant to which Digitel may offer digital cellular
telecommunications service using 10 megahertz on the 1800 megahertz frequency band. Digitel has announced
that it plans to launch its cellular service in 2002.

Business and Data Communications Services

As the Philippine economy and business environment continues to modernize and expand, businesses are
increasingly utilizing the Internet for their business operations, including sales and marketing, supply chain
management, inter-company communications, database management and data storage. In addition, as data and
other communications requirements grow and become more complex, business operations are becoming
increasingly dependent on communications infrastructure. This demand for data and communications services
has resulted in a number of new businesses that focus on the provision and management of data. These
businesses include:

+ ISPs;
+ VSAT providers that provide ground stations to contact communications satellites;
+ data hosting services that enable users' computers to connect to a central computer to access data;

+ Internet gateway services that connect ISPs to the global Internet to exchange local traffic from within
the country;

+ frame relay services that transmit data in segments to enable high-speed transmission; and
« other "bundled" services.

We expect the growth in business and data communications services to continue as the Internet becomes
more reliable, fixed line penetration rates increase, and developments in infrastructure lower the cost of
transmitting data.

Regulation and Licensing

Telecommunications services in the Philippines are provided as a public service and are governed by
specific regulations and laws. The principal laws governing the telecommunications industry are the 1936
Commonwealth Act No. 146, as amended, referred to as the Public Service Act, and the Public
Telecommunications Policy Act. The Public Service Act seeks to protect the public against unreasonable
charges and poor, inefficient service by public utilities and seeks to prevent ruinous competition. The Public
Telecommunications Policy Act sets forth the current telecommunications policy objectives of the Philippine
government. It also seeks to develop and maintain a viable, efficient, reliable and universal
telecommunications infrastructure which ensures that telecommunications services are available in unserved or
under-served areas, and sets out the functions, powers and responsibilities of the NTC.

The government agency charged with the administration of laws governing the telecommunications
industry is the NTC. The NTC is a collegial body composed of a commissioner and two deputy commissioners
who are appointed by the Philippine President. It is an agency attached to the Department of Transportation
and Communications and as such is subject to its supervision. In the exercise of its quasi-judicial function,
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however, the decisions of the NTC cannot be reviewed by the Department of Transportation and
Communications and may only be appealed to the Court of Appeals or, ultimately, the Supreme Court.

Among the specific functions of the NTC is the granting of permits for the use of radio frequencies for
cellular telephone and telegraph systems and radio communications systems, as well as the sub-allocation of
frequencies of bands allocated by the International Telecommunications Union to the specific services. The
NTC is required to exercise these functions consistent with the national policy that radio frequency spectrum is
a scarce public resource that must be administered in the public interest and in accordance with international
agreements and conventions to which the Philippines is a party. It is the policy of the government to allocate
frequencies to service providers that will use them efficiently and effectively to meet public demand for
telecommunications service and that seek out and utilize new and cost-effective technologies.

Franchises and Certificates of Public Convenience and Necessity

All telecommunications service providers are required to obtain a franchise from the Philippine Congress.
Under the Philippine Constitution of 1987, only citizens of the Philippines or corporations or associations
organized under the laws of the Philippines at least sixty percent of whose capital is owned by such citizens
may be granted a franchise to operate a public utility, which includes telecommunications service providers.
The Constitution provides that no franchise to operate a public utility may be exclusive in character or have a
term longer than 50 years. The Constitution also requires that any franchise must be granted subject to
amendment, alteration or repeal by the Philippine Congress when required to serve the common good. Under
the Public Telecommunications Policy Act, legislative franchises are also subject to an equality clause by
which any advantage, favor, privilege, exemption or immunity granted under franchises issued on or after the
date of enactment of the Public Telecommunications Policy Act automatically becomes part of all previously
granted franchises. The equality clause, however, does not apply to the territory covered by the franchise, the
life span of the franchise or the type of service authorized by the franchise. '

In addition to a legislative franchise, those seeking to operate a telecommunications service are required by
law to obtain a Certificate of Public Convenience and Necessity, or CPCN, from the NTC. This certificate is a
grant of final authority to own, operate and maintain a public telecommunications facility or service. Its term
cannot be shorter than five years nor longer than the life of the legislative franchise. The grant of a CPCN
involves a quasi-judicial proceeding in which the public in general, and the parties affected by the application
as determined by the NTC in particular, are given the opportunity to contest the legal, financial and technical
qualifications or capability of the applicant and oppose the operation of the proposed public service on the
grounds that it will not promote public interest in a proper and suitable manner.

Pending the grant of a CPCN, an applicant may request in its application or petition, the issuance of a
provisional authority, or file a motion, in the same proceedings for the CPCN, for the grant of a provisional
authority to operate a telecommunications service. The provisional authority may be granted if the NTC is
satisfied, based on the application for the CPCN and the attached supporting documents, that the applicant is
prima facie entitled to a CPCN. The grant of a provisional authority, however, is without prejudice to the final
decision of the NTC on the application for a CPCN. A provisional authority is usually granted for a period of
18 months. If a CPCN is not issued prior to the expiration of the provisional authority, the applicant may
request the renewal or extension of the provisional authority by filing a motion in the same proceedings for its
CPCN application. As a matter of practice, the NTC grants requests for renewal or extension of a provisional
authority once it is satisfied that the applicant has substantially complied with the conditions of the provisional
authority and appears to be capable of fulfilling its commitments.

The NTC has the power to revoke a CPCN or a provisional authority whenever the facts on the strength of
which the CPCN or provisional authority was issued have been misrepresented or have materially changed, or
whenever the holder has violated or refused to comply with any order, rule or regulation of the NTC or any
provision of the Public Services Act or the Public Telecommunications Policy Act. The CPCN or provisional
authority may also be revoked on the grounds of unjustified failure to comply with required conditions. A
complaint for revocation of a CPCN or provisional authority may be filed by an appropriate unit of the NTC or
any public utility user, private individual or competing operator. A CPCN or provisional authority may be
revoked only after proper notice and hearing. However, the NTC may, for a good cause, suspend any
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certificate or provisional authority for a period not to exceed 30 days, to avoid serious and irreparable damage
or inconvenience to public or private interests.

Compulsory Interconnection and Cross-Subsidization

The Public Telecommunications Policy Act requires carriers to interconnect their networks with other
networks with the objective of creating a seamless nationwide network. The Philippine government first
adopted compulsory interconnection with the issuance of Executive Order No. 59 on February 24, 1993 by
then President Fidel V. Ramos. Pursuant to this legislation, the NTC issued Memorandum Circular No. 14-7-
2000, dated July 14, 2000, implementing the rules and regulations for the interconnection of networks of
authorized public telecommunications entities. This memorandum circular provides a general framework for
interconnection of public telecommunications networks and public telecommunications services, regardless of
the supporting technologies employed.

Interconnection costs and access charges are determined through bilateral negotiation among
telecommunications carriers. The NTC may on its own initiative intervene in any of these negotiations and
mediate between the parties at any time. Additionally, if the parties do not come to an agreement after 90 days
from commencement of negotiation, the NTC may, upon application of one of the parties, commence
mediation proceedings. If the parties fail to come to an agreement in the course of mediation, the NTC is
authorized to intervene and impose interconnection terms and conditions. The NTC has promoted a policy
allowing international and domestic toll and cellular interconnect services to subsidize local exchange
operators to allow them to earn a rate of return comparable with other segments of the telecommunications
industry. This reflects the policy under the Public Telecommunications Policy Act of providing cross-subsidies
to local exchange operators when they interconnect with local exchanges of other carriers. This cross-subsidy
is required to be imputed in the interconnection fee negotiated by the operators and the carriers and is payable
under the interconnection arrangement. Carriers that are required to operate local exchanges as a result of being
previously granted licenses to provide international and/or cellular services are also required to cross-subsidize
the operations of other local exchange operators that are linked with them.

Executive Order No. 109 — Local Exchange Service Roll-out Requirements

On July 12, 1993, then President Fidel V. Ramos issued Executive Order No. 109 to implement the
Philippine government's objective of improving the provision of local exchange carrier services. The NTC, as a
result, issued regulations to implement Executive Order No. 109. These regulations required all authorized
operators of international gateway facilities to install at least 300,000 local exchange lines within three years
from the date of the grant of a provisional authority for local exchange carrier service. In providing local
exchange carrier services, operators of international gateway facilities are required to maintain a ratio of at
least one rural exchange line for every 10 urban exchange lines installed. These regulations also required all
authorized cellular operators to install at least 400,000 local exchange lines within five years from the date
when the regulations took effect. Operators that provide both international gateway facility and cellular
services are required to install a minimum of 700,000 lines. In implementing Executive Order No. 109, the
NTC divided the country into 11 service areas. The NTC assigned to each international gateway facility and
cellular operator a designated area in which the operator is required to provide local exchange services. Failure
to meet the minimum lines obligation may be grounds for cancellation of an operator's CPCN or provisional
authority after due notice and hearing. Since 1997, the NTC has permitted additional telecommunications
companies to provide local exchange lines in the designated service areas.

The Executive Order No. 109 local exchange service roll-out requirements were adopted by the Philippine
Congress in the Public Telecommunications Policy Act. The Public Telecommunications Policy Act, however,
changed the period of time within which cellular operators are required to comply with their roll-out
requirements, from five years from the date of issuance of the implementing regulations to three years from the
date of issuance of the provisional authority to operate a local exchange service.

The following table sets out the operator, service area, local exchange installation requirements and

reported total number of installed lines for the 10 local exchange operators subject to local exchange
installation requirements by the NTC under Executive Order No. 109, as of December 31, 2000:
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Operator

Assigned Service Area

Smart(1) ..o

Piltel ..o

Digitel ..o,

BayanTel.....cccoceniniiiicninnncne

Philippine Telegraph/Capitol
Wireless InC ....oovvvvvivicvnnninineieeins
Eastern Telecommunications........

Philcom .oooiviiiiiiiiiiiii

Source: NTC.

Region I: Northern Luzon
Region III: Central Luzon
NCR-D: Southern Metro Manila
Region IX-A & [X-B: Western Mindanao
Region X: Northern Mindanao
Region XI-A: Southern Mindanao
Region IV-B: Southern Tagalog
Region XII: Central Mindanao
NCR-C: Eastern Metro Manila
Region VI: Western Visayas
Region VII-A and VII-B:

Central Visayas

Region VIII: Eastern Visayas
Regions [ to V: Northern Luzon,
Cagayan Valley, Central Luzon,
Southern Tagalog, Bicol

NCR-B: Northern Metro Manila
Region V: Bicol

Region VI: Western Visayas
Region VII-B: Central Visayas
Region VIII: Eastern Visayas
Region IX-A: Western Mindanao
Region X: Northern Mindanao
Region XI: Southern Mindanao
NCR-A: Western Metro Manila
NCR-B: Northern Metro Manila

Region I'V-A: Southern Tagalog
Region II: Cagayan Valley
NCR-A: Western Metro Manila
Region IX-B: Western Mindanao
Region X: Northern Mindanao
Region XI-A and XI-B: Southern
Mindanao

(1) Smart transferred its fixed line operations to PLDT on August 31, 2000.

3G Radio Frequency Allocation

Installed Line

Requirements
700,000

400,000

700,000

700,000

300,000

300,000

300,000
300,000

300,000

Reported Total
Number of
Installed Lines

866,954

463,541

790,291

488,531

611,166

466,493

190,456
69,085

64,260

On October 31, 2000, then-President Joseph Estrada signed Executive Order No. 307. Executive Order No.
307 provides that 3G radio frequency spectrum and other parts of the radio frequency spectrum not yet
allocated be allocated by auction, subject to the terms and conditions as approved by a three-member joint
committee. No date for the auction has yet been fixed, and this initiative is currently under review by the

relevant regulatory authorities.

Public Ownership

In order to diversify the ownership base of public utilities, the Public Telecommunications Policy Act
requires a telecommunications entity with regulated types of services to make a public offering through the
stock exchanges of at least 30% of its aggregate common stock by the later of the following:
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« the fifth anniversary of the date the law became effective; and
» the fifth anniversary of the date of the entity's commencement of commercial operations.

PLDT and Piltel have complied with this requirement. Smart believes that it has ten years from the
commencement of its operations, or until August 2004, to conduct a public offering because the Philippine
government has granted franchises to other telecommunications companies requiring a public offering within
10 years from the later of their commencement of operations or the date on which the franchise was granted.
Because the Public Telecommunications Policy Act provides that any advantage granted under existing
franchises automatically becomes part of previously granted telecommunications franchises, Smart believes
that it is also entitled to this 10 year period.

Tariffs

The Public Service Act and the Public Telecommunications Policy Act give the NTC the authority to
regulate telecommunications tariffs and approve all rates charged by operators of telecommunications services,
other than paging, public repeater network services and value-added services. The NTC is authorized to
establish rates for telecommunications services that are "fair, just and reasonable.” In making its determination,
the NTC is required to consider socio-economic factors and financial, technical and commercial criteria,
including the cost of property and equipment, depreciation, working capital and the operator's rate of return on
its investment. Telecommunications companies are free to set rates, within a range established by the NTC, for
services in which the NTC deems there to be sufficient competition, such as international long distance and
cellular communications. Pursuant to NTC circulars, the rates for special features on telephone networks,
cellular mobile telephone service and national and international leased line services have been deregulated.

The NTC may approve an application to increase tariffs after due notice and a hearing upon the petition of
an operator. The NTC may, however, grant provisional authority to increase rates upon filing and compliance
with requirements of publication and notice to affected parties, provided all documents required to justify the
increase are submitted and a formal hearing is held within 30 days from the grant of the provisional authority.
An operator may apply to the NTC to have rates reduced through an administrative process involving the
submission of only supporting documentation without the necessity of a hearing.

The NTC also permits some operators to use a currency exchange rate mechanism, which allows, but does
not oblige, operators to increase and requires operators to decrease, monthly charges depending on the peso-to-
U.S. dollar exchange rate. Under the currency exchange rate adjustment mechanism, a telecommunications
operator, which at the time of application to the NTC had U.S. dollar or other foreign currency denominated
debt, is allowed to adjust telephone tariffs to reflect peso-U.S. dollar exchange rate fluctuations. Following a
grant of authorization by the NTC to an operator, currency exchange rate tariff adjustments are not required to
be approved by the NTC. The permitted rate adjustment may be different for every operator.

The Philippine Congress is currently considering five bills, each of which, if passed by Congress and
enacted into law, would impose a 7% or 10% tax on the gross receipts of cellular operators. The proposed taxes
would apply to both cellular call and cellular data revenue and prohibit cellular operators from imposing
additional charges or fees to compensate for the imposition of the proposed taxes. -

Acts Requiring NTC Approval

Under the Public Service Act, some acts of telecommunications entities require the NTC's approval. These
include:

+ increases in capital stock;

« the sale, transfer, alienation, mortgage, encumbrance or lease of all or substantially all of their assets or
of authorizations to operate telecommunications service; and

« issuances of bonds or evidences of indebtedness payable more than one year following their dates of
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issuance.

The NTC's approval is required to be obtained in a quasi-judicial proceeding. Its decision may be appealed
to the Court of Appeals and, in certain cases, the Supreme Court. However, under the Public
Telecommunications Policy Act, the NTC's approval is no longer required for expanding and upgrading of
facilities in the same areas where previous NTC-approved facilities have been installed, or financing these
facilities, including through increases in capital stock. This type of facilities expansion and upgrading only
requires prior written notice to the NTC.

NTC Fees

The NTC charges telecommunications operators four primary types of fees: permit fees, license fees,
spectrum user fees and annual supervision fees. The permit fee consists of a one-time fee charged upon the
NTC's grant of an authority for the service. License fees consist of annual fees that must be paid by entities
operating radio stations for which licenses have been granted by the NTC. Spectrum fees are paid on an annual
basis by operators who use frequency, such as cellular and cellular local loop operators and inter-exchange
operators that use microwave transmission links. The amount of the spectrum fee is based on a formula which
incorporates the amount of frequency utilized. The annual supervision fee is charged by the NTC to cover the
cost of regulation. :

Limitation on Foreign Investment

The Philippine Constitution prohibits non-Philippine persons from owning more than 40% of the capital of
any public utility, which includes telecommunications service providers such as PLDT. It also provides that
representation of non-Philippine citizens on the board of directors of any public utility is limited to their
proportionate share of the utility's capital stock. We believe that for purposes of these limitations, capital stock
includes both common stock and preferred stock. As of December 31, 2001, non-Philippine persons owned
approximately 12.3% of the total outstanding common and preferred stock of PLDT. In addition, non-
Philippine persons are not permitted to participate in the management of or to assume regular employment with
a public utility, subject to certain exceptions.

Proposed Billing Requirements for Cellular Operators

Pursuant to NTC Memorandum Circular No. 13-6-2000 issued on June 16, 2000, the NTC proposed
requiring cellular phone operators, among other things:

« to provide subscribers with their bills within a specified period or risk forfeiture;

* to extend the expiry date of prepaid cards from the usual two months to two years;

* to provide prepaid subscriber balance updates every time they make phone calls;

« to bill on a per pulse basis using units of six seconds instead of the previous per minute basis; and
* not to bill calls directed to recorded voice messages.

Upon motions filed by Piltel and Islacom, and subsequently by Smart and Globe, on October 27, 2000, the
Regional Trial Court of Quezon City issued an order restraining implementation of this circular for 20 days.
On December 15, 2000, the Regional Trial Court issued a preliminary injunction restraining implementation of
the circular pending determination of the case brought before it. On April 16, 2001, the NTC filed a petition
with the Court of Appeals praying that the Regional Trial Court be restrained from implementing the
preliminary injunction previously issued and that the case filed with the Regional Trial Court be dismissed. On
October 9, 2001, the Court of Appeals, among other things, annulled and set aside the preliminary injunction
issued by the Regional Trial Court and dismissed the case filed by Piltel, Islacom, Smart and Globe with the
Regional Trial Court. On January 10, 2002, the Court of Appeals denied the cellular operators' Joint Motions
for Reconsideration in respect of this ruling. On February 22, 2002, Smart and Piltel filed a Petition for Review
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by Certiorari with the Supreme Court to annul and reverse the decision of the Court of Appeals. Pending the
decision of the Supreme Court on the matter, the NTC cannot implement the billing requirements proposed in
the memorandum circular. If the case is eventually decided against the cellular operators and the memorandum
circular is implemented, we expect that it will have a material adverse effect on Smart’s and Piltel's revenues,
and therefore on our own consolidated revenues. For further information, see "Risk Factors — Risks Relating
to Us — The NTC may implement proposed changes in billing requirements for cellular operators, which may
have negative implications for our revenue and profitability."
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BUSINESS
Overview

We are the leading national telecommunications service provider in the Philippines. Through our three
principal business groups — fixed line, wireless, and information and communications technology — we offer
a wide range of telecommunications services to approximately 8.5 million subscribers in the Philippines across
the nation's most extensive fiber optic backbone and fixed line, cellular and satellite networks.

We are the leading fixed line provider in the Philippines with approximately 68% of the tota! reported fixed
lines in service nationwide as of December 31, 2001. Smart is the leading cellular service provider in the
country, with approximately 44% of total reported cellular subscribers as of December 31, 2001. Piltel, our
45.3%-owned affiliate, had approximately 13% of total reported cellular subscribers as of December 31, 2001.
We have interests in the information and communications technology sectors, including Infocom, one of the
leading ISPs in the Philippines.

We were incorporated on November 28, 1928, following the merger of four telephone companies under
common U.S. ownership. In 1967, General Telephone and Electronics Corporation, our major stockholder
since our incorporation, sold its effective control to a consortium of Filipino businessmen. In 1975, we
acquired our initial interest in Piltel. In 1981, in furtherance of the then-existing policy of the Philippine
government to integrate the Philippine telecommunications industry, we purchased substantially all of the
assets and liabilities of Republic Telephone Company, which at that time was the second largest telephone
company in the Philippines. In 1998, First Pacific, through its Philippine and other affiliates, acquired a
significant interest in us, and it currently beneficially owns 31.5% of our common stock. On March 24, 2000,
NTT Communications, through NTTC-UK, became our strategic partner, owning 15.0% of our common stock.
Simultaneous with NTT Communications' investment, we acquired 100% of Smart in order to strengthen our
position in the cellular sector. ’

Our common shares are listed on the Philippine Stock Exchange and our American depositary shares are
listed on the New York Stock Exchange and the Pacific Exchange. We had a market capitalization of
approximately US$1.8 billion as of April 1, 2002, representing one of the largest market capitalizations among
Philippine-listed companies. For the year ended December 31, 2001, we had consolidated revenues and
EBITDA of B73,573.0 million (US$1,423.4 million) and 839,027.8 million (US$755.0 million), respectively.

Fixed Line

We are the leading fixed line operator in the Philippines and the only company providing fixed line
telecommunications service throughout the country. Our fixed line business group offers local exchange,
international long distance, national long distance, data and other network and miscellaneous services. We had
approximately 2.1 million fixed lines in service as of December 31, 2001. Revenues from our fixed line
services accounted for 67.3% of our consolidated operating revenues in 2001.

We have a 5,400-kilometer long digital fiber optic backbone, which is supported by an extensive digital
microwave backbone. Our fixed line network reaches all of the major cities and municipalities in the
Philippines, with a concentration in the metropolitan Manila area. Our network offers the country's most
extensive connections to international networks through three international gateway switching exchanges,
satellite systems and various regional submarine cable systems in which we have interests.

Wireless

We provide cellular, satellite, VSAT and other services through our wireless business segment. Revenues
from our wireless services accounted for 35.6% of our consolidated operating revenues in 2001.

Our cellular services, which accounted for about 97.1% of our wireless business revenues in the year ended
December 31, 2001, are provided through Smart and Piltel. Smart is the leading cellular service provider in the
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Philippines, with approximately 4.9 million subscribers, representing a market share of approximately 44%, as
of December 31, 2001. Piltel had approximately 1.5 million subscribers, representing a market share of
approximately 13%, as of December 31, 2001. In the year ended December 31, 2001, the combined number of
Smart's and Piltel's subscribers increased by 81.2%, representing the largest increase in the number of cellular
subscribers in absolute terms in that period among Philippine cellular providers. This growth has resulted in
Smart's and Piltel's combined cellular subscribers exceeding our number of fixed lines in service. As of
December 31, 2001, cellular penetration in the Philippines was approximately 14.5%, which was more than
triple the country's fixed line penetration.

. Smart's and Piltel's cellular subscriber gains in 2000 and 2001 were predominaatly attributable to their
prepaid GSM services, which Smart introduced in September 1999 and Piltel introduced in April 2000.
Approximately 98% of Smart's cellular GSM subscribers were prepaid as of December 31, 2001. The
predominance of prepaid service reflects one of the distinguishing characteristics of the Philippine cellular
market. The growth in our prepaid service has enabled us to increase and broaden our subscriber base rapidly
while controlling credit risk and reducing billing and administrative costs on a per-subscriber basis. Piltel acts
principally as a reseller of Smart's digital GSM capacity under its own branding and pricing strategy for voice
and text messaging services.

Our cellular subscriber growth has also been driven by the introduction in 1999 of SMS. SMS is extremely
popular in the Philippines, particularly on the prepaid platform, as it provides a convenient and inexpensive
alternative to voice and ¢-mail based communications. SMS contributed significantly to Smart's ceilular data
service revenue growth in 2001, generating revenues of B6,175.4 million (US$119.5 million), an increase of
B3,917.9 million (US$75.8 million), or 173.6%, over 2000. During 2001, Smart's SMS system handled
12,328.8 million outbound messages, an increase of 219.3%, compared to 3,861.7 million messages handled in
2000.

As of December 31, 2001, Smart's digital GSM network included 2,152 base stations covering 656 cities
and municipalities.

Information and Communications Technology

Incorporated in August 2000, ePLDT is a broad-based integrated information and communications
technology company, focusing on infrastructure and solutions for Internet applications, Internet protocol-based
solutions and multimedia content delivery. ePLDT's principal activities are the operation of an Internet data
center under the brand name Vitro(TM) and Infocom, an ISP. Recently, we have begun to focus on developing
ePLDT's call center services business. As a new business, revenues from our information and communications
technology services accounted for 0.7% of our consolidated operating revenues in 2001.

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

* Recognized Brands. PLDT and Smart are strong and widely recognized brand names in the Philippines.
We have built the PLDT brand name over 70 years as the leading telecommunications provider in the
Philippines. Smart is recognized in the Philippines as an innovative provider of high-quality cellular
services. Piltel's Talk 'N Text brand is also gaining significant recognition.

» Leading Market Shares. With over 8.5 million subscribers as of December 31, 2001, including Piltel's
1.6 million fixed line and cellular subscribers, we have the leading market position in both the fixed line
and cellular markets in the Philippines. ePLDT's subsidiary, Infocom, is one of the leading ISPs in the
Philippines.

 Diversified Product Mix. We have reduced our dependence on our international long distance business,
which accounted for approximately 15.6% of our revenues in 2001, compared to 27.0% in 1999. We
currently generate the balance of our revenue from a range of products, including cellular and local
exchange services, as well as our data and other network services.

104




s Advanced Integrated Network. With one of the most advanced and extensive telecommunications
networks in the Philippines, we are able to offer a wide array of communications services. We are
further integrating our fixed line, wireless and cable networks to allow us to better exploit this
competitive strength and achieve higher levels of network efficiency.

« [Innovative Products and Services. We have successfully introduced new products and services in each
of our business groups. For example, we recently launched a number of innovative and award-winning
cellular value-added services, including Smart zed(TM) and Smart Money. Smart zed(TM) allows
subscribers to access a wide range of local and global information and to personalize their information
requirements and delivery time. Smart Money is the country's first and only mobile cash card and
enables subscribers to pay for purchases of goods and services by transferring funds from their bank
accounts to their Smart Money cards and to reload their prepaid cards electronically.

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

Strategy
The key elements of our business strategy are:

* Build on our leading positions in the fixed line and cellular businesses. We plan to build on our position
as the leading provider of fixed line service in the Philippines by continuing to launch new products and
services to increase subscriber value and utilization of our existing facilities and equipment at reduced
cost. We plan to build on our position as the leading provider of cellular services in the Philippines by
continuing to launch new value-added services to increase our subscribers' use of their handsets and
reliance on our services. We also plan to increase the capacity and improve the quality and indoor
coverage of our cellular network.

s Capitalize on our strength as an integrated provider of telecommunications services. We offer the
broadest range of telecommunications services among all operators in the Philippines. We plan to
capitalize on this position to maximize revenue opportunities by bundling and cross-selling our products
and services between voice and data and fixed line and cellular. We are also lowering our costs by
integrating the operations of our different businesses.

o Strengthen our leading position in the data transmission market. Recognizing the significant growth
potential of data and other network services, including Internet-based services, and their increasing
importance to PLDT's overall business strategy, we are emphasizing the development of our data and
network business segment. We have launched a variety of products and services, including digital
leased lines, frame relay and other packet-based data services. We are progressively introducing ADSL
technology to our network.

s Strengthen our financial position. We are engaged in a number of initiatives to strengthen our financial
position. We are seeking to extend the maturities of our existing indebtedness, to increase our cash flow
from operations and to reduce capital expenditures and operating costs. We may carry out the sale of
selected assets or the sale of equity of PLDT or certain subsidiaries.

Fixed Line

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

Local Exchange Service
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Overview

Our focal exchange services are provided primarily through PLDT. This service consists of our basic voice
telephony business. The following table summarizes key measures of PLDT's local exchange service segment
as of and for the years ended December 31, 1999, 2000 and 2001. On August 31, 2000, Smart transferred its
fixed line business to PLDT.

Years Ended December 31,
1999 2000 2001

Number of PLDT local exchange lines in service (at

PEIIOA-€0d) ..ot 1,762,469 1,915,985 2,075,109
Net additions (redUCHONS) ....eicvviiviiriiieiire et et eere e 165,613 153,516 159,124
GrOWEh TatE (70) .veveveeererereiecrit ittt e es 104 8.7 83
Number of PLDT employees (at period-end) ........c.ccoccceerennnn 13,179 13,285 12,915
Number of PLDT local exchange lines in service per

EIMPLOYEE ...ttt e e 134 144 161
Consolidated local exchange revenues (B millions)................ £16,187.9 R18,977.9 £221,832.5
Growth 1ate {T0) ...ceouiiiieieeieere et reareenes 4.7 17.2 15.0
Local exchange revenues as % of total operating revenues ..... 29.1 30.2 29.7

We also provide local exchange services through our subsidiaries Clark Telecom, Subic Telecom and
MaraTel and through our affiliate Piltel. Together these subsidiaries and Piltel account for less than 5% of our
total fixed lines in service.

We regularly adjust our rates and introduce new products and services in an effort to increase our number
of subscribers, improve our churn management efforts and minimize our credit risk exposure. Since 1999, we
have launched a prepaid fixed line service under the brand name Teletipid, introduced additional value-added
services, such as TXT 135 and Caller ID, introduced initiatives aimed at increasing subscription in areas where
we have excess.capacity and reduced our installation fees, as described below under "— Rates."”

Launched in August 2000, Teletipid is the Philippines' first prepaid fixed line service. Teletipid was
initially intended by PLDT as an alternative affordable telephone service for consumers under difficult
economic conditions. However, in 2001, we incorporated Teletipid into our overall churn and credit risk
exposure management and subscriber retention efforts, and migrated some of our postpaid fixed line
subscribers to Teletipid, instead of disconnecting their service for non-payment of bills. As of December 31,
2001, we had 144,502 active Teletipid subscribers, representing 7% of our total fixed lines in service. For more
information on Teletipid, see "Management's Discussion and Analysis of Financial Condition and Results of
Operations — Results of Operations — 2001 Compared to 2000 — Consolidated Operating Revenues —
Fixed Line -— Local Exchange Service."

In 2001, we launched TXT I35 and Caller ID. TXT [35 allows one-way text messaging from PLDT fixed
lines to Smart and Piltel GSM handsets. TXT 135 is now capable of international text messaging and is
undergoing further expansion to allow two-way text messaging, which we expect to be in service within the
first half of 2002. Caller ID allows subscribers to identify callers by telephone number.

In 1999, we implemented our "Quick Install" and "Quick Connect" programs in areas where we have
excess line capacities. Under these programs, we complete the process of processing service applications to
line installations in three days.

Rates

General. As of December 31, 2001, basic monthly charges for our local exchange service in the
metropolitan Manila area were B616.32 for a single-party residential line and B1,283.70 for a single business
line. Monthly charges vary according to the type of customer (business or residential) and location, with
charges for urban customers generally being higher than those for rural/provincial customers. Installation
charges are currently 21,999.00 for residential customers and B3,500.00 for business customers. These one-
time charges are uniform throughout the country. Other than basic monthly charges, we do not charge our
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postpaid subscribers for local calls.

We adjust our monthly local exchange service rates according to changes in the peso-to-U.S. dollar
exchange rate. Under the authorization granted to us by the NTC, we are permitted to increase and are required
to decrease these rates by 1% for every B0.10 change in the exchange rate relative to a base exchange rate of
R11 to US$1. During 2001, we implemented ten upward and four downward such adjustments in our monthly
local exchange service rates.

Qur Teletipid customers do not pay a basic monthly charge and are charged based upon usage. The
international and national long distance rates we charge to our Teletipid customers are similar to the rates we
charge our postpaid customers. Rates for local calls for our Teletipid customers are 0.50 per minute. For a
description of these rates, see "— International Long Distance Service — Rates" and "— National Long
Distance Service — Rates.” Teletipid phone kits are sold for B1,700 per unit inclusive of 2300 of prepaid air

time.

Rate Rebalancing. Between 1997 and 1999, under a provisional authority granted to us by the NTC, we
implemented a rate rebalancing in order to offset the decline in international settlement rates. Under our
rebalancing scheme, we increased our monthly charges for our local exchange lines and decreased our
international long distance rates. The total increase in local exchange charges paid by our subscribers arising
from our rate rebalancing was 90 per month for residential subscribers and B135 per month for business
subscribers.

International Long Distance Service
Overview

Our international long distance service consists of voice and packet-based voice services that go through
our international gateway facilities. We also generate international long distance revenues through access
charges paid to us by other Philippine telecommunications carriers for incoming international voice calls that
terminate to our local exchange network. Our subsidiary, Subic Telecom, also provides international long
distance services through its own international gateway facility. Our packet-based voice services are
transmitted over our existing traditional circuits, the voice over Internet protocol, or VOIP, network of a
consortium of dominant carriers in Asia, and the asynchronous transfer mode, or ATM, Internet protocol
global backbone of our wholly-owned subsidiary, PLDT Global Corporation.

The following table shows certain information about our international long distance business as of and for
the years ended December 31, 1999, 2000 and 2001.

Years Ended December 31,
1999 2000 2001

Total PLDT call volumes (million minutes) ................ 975 2,114 2,496
Growth 1ate (90) .voeevceercriireierrecveeciriere e eresieaseranes i 117 18
Inbound call volumes (million minutes) ........c.c.cocvee.e. 846 1,978 2,333
Growth rate (%) ...ovevveeieeeeeeie e ecreeenee e sresreens 7 134 18
Outbound call volumes {million minutes).................... 129 136 163
Growth 1at€ (70) cvoveveeeeererieiieeier e se e (26) 6 20
Inbound-outbound call ratio..........c.ccooeiiiiiicnnnnn 7:1 14:1 14:1
Consolidated international long distance revenues

(B MUTHOMS) .ot reneens R15,064.1 £13,233.0 B11,453.5
Growth 1ate (90) ...oovcveeiriiiieiiiieseee e e e nrees e (11.1) (12.2) (13.4)
International long distance revenues as % of total

OPErating FEVENUES ......ooviuveiiririiriiarirecieesecniassnnenns 27.0 21.0 15.6

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

Since 2001, we have become more selective in accepting incoming traffic from some carriers, particularly
second and third tier international carriers. In addition, we adopted a policy in 2001 requiring prepayment from
certain second and third tier international carriers as a prerequisite for accepting their incoming traffic. For a
description of this policy, see "Management's Discussion and Analysis of Financial Condition and Results of
Operations — Results of Operations — 2001 Compared to 2000 — Consolidated Operating Revenues —
Fixed Line — International Long Distance Service."

We are also pursuing a number of other initiatives to further strengthen our inbound business. We are
tapping incremental revenue potential from foreign carriers by using our fiber optic submarine cable capacity
to offer least cost call routing and regional hubbing. We also provide “carrier's carrier service" to new and
emerging domestic and foreign service providers, including transit service that enables carriers to complete
calls to countries to which they do not have a direct connection, and Internet telephony. We have formed
PLDT Global Corporation to establish our presence in several countries in North America, Europe and Asia.
Through arrangements with local carriers in these countries, we plan to aggregate inbound call traffic to the
Philippines at our points of presence and, using our capacity in submarine cable systems connected to each
point of presence, transmit calls to our network. We believe this strategy will help us mitigate the effect of
rapidly declining accounting and settlement rates for inbound traffic, maximize the use of our existing
international facilities, collect inbound international traffic at their sources and develop alternative sources of
revenue, such as carrying traffic without routing through the Philippines.

To stimulate call volume growth and prevent further erosion in our share of outbound international call
traffic, we have introduced a number of marketing initiatives, including substantial cuts in international direct
dialing rates, innovative pricing packages for large accounts and loyalty programs for some customers.

The table below sets forth the net settlement amounts for international calls handled by PLDT, by country,
for the years ended December 31, 1999, 2000 and 2001.

Net Settlement
Years Ended December 31,
1999 2000 2001
(in millions)
United States.. US$105.9 US$107.2 US$81.8
Japan............. 22.6 223 235
Australia......... 11.6 9.0 18.1
Saudi Arabia .. 14.2 124 6.7
Canada............ 4.3 14.4 10.1
Hong Kong..... 7.6 4.8 6.6
Taiwan............ 1.2 1.2 3.6
Singapore....... 1.0 1.3 1.0
Others............. 41.4 29.8 48.8
Total...ooveeneee. US$209.8 1US$2024 US$200.2

Rates
We adopted the U.S. FCC accounting rate benchmark of US$0.38 per minute for inbound international

calls on January 1, 2000, which represents a settlement rate of US$0.19 per minute, for international long
distance traffic between the Philippines and the United States. Adopting the U.S. FCC benchmark accounting
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rate one year ahead of the target date of January 1, 2001 allowed us pricing flexibility for inbound call traffic.
This pricing flexibility enabled us to compete more effectively in the U.S.-Philippine telecommunications
market, where comparatively low international direct dialing rates are now being offered. Our settlement rates
for inbound calls from the United States have continued to decline, to levels below the benchmark accounting
rate. Settlement rates for inbound calls from other countries have also been declining generally.

Rates for outbound international long distance calls are based on the length of the call, country of
destination, and type of service, such as operator-assisted and direct-dialed calls. Our rates are quoted in U.S.
doliars and billed in pesos. The peso amounts are determined at the time of billing.

Effective June 15, 2000, we reduced our international direct dialing rates to as low as US$0.49 per minute
from an average of US$1.507 per minute. Following this rate reduction, our fixed line calls to the ten most
popular call destinations, including the United States, Japan, Hong Kong and Taiwan, which collectively
account for approximately 80% of ail outbound Philippine calls, cost US$0.49 per minute for off-peak hours
and US$0.69 for peak hours. Off-peak hours are Monday to Saturday, from 9:00 p.m. to 7:59 a.m. and all day
Sunday, and peak hours are Monday to Saturday, from 8:00 a.m. to 8:59 p.m. Effective February 1, 2001, we
further reduced our international direct dialing rates to US$0.40 per minute, applicable to all destinations at
any time on any day of the week. :

Our rate rebalancing, increase in our fixed lines in service and strong growth in our cellular business have
resulted in a significant shift in revenue mix from international long distance service to local exchange and
cellular services. The rate rebalancing has reduced the impact of declining international settlement rates and
reduced our dependence on international long distance revenues to subsidize our local exchange operations.

National Long Distance Service
Overview

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

backbone network and/or terminating to our fixed line customers.

The following table shows our national long distance call volumes and revenues as of and for the years
ended December 31, 1999, 2000 and 2001.

Years Ended December 31,
1999 2000 20601

Total PLDT call volumes (million minutes) ....... 2,836 3,255 2,756
Growth 1ate (%0) ...veveeveecnierirririeseresereeeseseneneens 16" 15 (15)
Consolidated national long distance revenues

(B MILONS) et 10,218.5 10,550.2 8,388.1
Growth rate (%0) ...ccovvevreirreeieeeniie e seesnesee e, 222 32 (20.5)
National long distance revenues as % of total

OPEIAtiNG [EVENUES ..ovvveeeranirnieiciie s enrsaeene s 18.3 16.8 114

Cellular substitution and the widespread availability and growing popularity of alternative, more
economical, non-voice means of communications, particularly e-mail and cellular text messaging, have
negatively affected our national long distance call volumes. The integration of some of our local exchanges
into a single local calling area effective August 2000, as mandated by the NTC, has also negatively affected
our national long distance call volumes, and therefore revenues. Because of this integration, calls between two
exchanges located within the same province are no longer considered national long distance calls but are
treated as local calls.

In recent years, we have installed digital switches to replace the remaining outmoded analog switches. This

technological upgrade has enabled us to increase data speed over our telephone lines and to shift customers
from operator-assisted long distance service to lower-cost direct dialing service. As a result, an increasing
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number of our national long distance calls have been direct-dialed calls. Operator-assisted calls are charged
based on a minimum of three minutes plus operator charges, while direct-dialed calls are charged on a less
costly per minute basis.

Rates

Rates for national long distance calls are based on time, distance and type of service, such as whether the
call is operator-assisted or direct-dialed. In 2001, we implemented changes in our NDD rates for calls to fixed
line subscribers and for those terminating to cellular subscribers. For calls to fixed line subscribers, we reduced
our NDD rates from a range of B3.25 to £6.60 per minute to a range of B3 to BS per minute effective May 1,
2001. On November 2, we rebalanced these rates to a flat rate of B4.50 per minute. For calls terminating to
cellular subscribers, we reduced our NDD rates from a range of B12.69 to R14.69 to a uniform rate of R12.50
per minute, effective November 2, 2001. By rebalancing our rates, we aim to simplify our tariff structure in
order to enhance the competitiveness of our products and services, increase our operating efficiencies and
provide cost savings to our customers.

In 2001, PLDT entered into new interconnection agreements with local exchange carriers and cellular
operators. In May 2001, PLDT entered into a new interconnection arrangement with the majority of other local
exchange carriers, pursuant to which the originating carrier pays access charges between R0.50 and P1.00 per
minute to each of the carrier owning the backbone network and the terminating carrier. In addition, effective
January 2002, access charges being paid by PLDT to cellular operators were reduced to £4.50 per minute. For
more information on these interconnection arrangements, see "Management's Discussion and Analysis of
Financial Condition and Results of Operations — Results of Operations — 2001 Compared to 2000 —
Consolidated Operating Revenues — Fixed Line — National Long Distance Service."”

Data and Other Network Services

Recognizing the growth potential of data and other network services, including Internet-based services, and
in light of their importance to our business strategy, we have been putting considerable emphasis on this
service segment. In 2001, this segment registered the highest percentage growth in revenues among our fixed
line services, continuing the trend of the last two years.

The upgrading of our network in recent years through the completion of our domestic fiber optic backbone
has enabled us to offer a growing range of value-added and broadband services. With this and other
technological upgrades, our infrastructure is evolving from a traditional voice facility to a new packet-switched
and Internet-based network that allows faster transmission of voice, video and data. Data services we currently
provide include:

* Traditional bandwidth service — high-speed point-to-point domestic and international digital leased line
services;

+ Broadband/packet-based/Internet protocol-based services — frame relay, ATM, IP-VPN, DSL, Internet
gateway and wholesale DS3; and

+ other packet-based switching services — Datapac and ISDN.
These services are used for the following:
« domestic and international communication;

« broadband data transmission services that transmit data over a range of frequencies and/or bandwidth
into several narrower bands;

+ Internet exchange services that provide ISPs with a primary connection to the global Internet to
exchange local traffic generated within the Philippines;
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+ private networking services that use the public Internet as a backbone for private interconnection
between different locations;

. switched-based services, provided through a fixed bandwidth transmission facility, that allow
establishment of a dedicated connection for the duration of the call; and

+ international packet-based services, provided through bilateral arrangements and global alliances, that
integrate voice, video and data.

In 2001, we continued to broaden our service offerings with the launch of new services and expansion or
enhancement of some of the existing ones.

In March 2001, we launched Remote Access Service, offering customers in the Philippines outsourced dial-
up access to their local area networks and head offices from remote locations using our servers. We have
installed remote access servers at PLDT's local central offices located in 17 key cities throughout the
Philippines.

In April 2001, we launched IP-VPN, a networking service incorporating multi-protocol label switching.
This switching technology assigns a label to each packet of data before it is sent through the public Internet.
The label contains information such as destination, precedence and VPN membership designed to prevent
access to information by persons outside their virtual private network. In June 2001, we expanded the coverage
of our IP-VPN service by making it available throughout Southeast Asia through ACASIA, a joint venture
telecommunications company owned by PLDT, Singapore Telecom, Telekom Malaysia, Jabatan Telecom
Brunei, CAT of Thailand and PT Indosat.

In 2001, we substantially increased the capacity of our I-Gate network by 110 megabits per second to 155
megabits per second to meet increased demand for broadband Internet access. I-Gate is our Internet gateway
service that provides high-speed access to the global Internet. With the activation in December 2001 of the
Asia Pacific Cable Network 2, of which PLDT is a part owner, we expect to further increase I-Gate's capacity
to 300 megabits per second in 2002.

In the second half of 2001, we accelerated the deployment of our DSL infrastructure to meet the growing
demand for high-speed and dedicated Internet access. DSL is a broadband service that allows high-speed data
transmission over ordinary (copper) telephone lines. Our DSL service is now available in Metro Manila and
other key cities in the Philippines.

Wireless

We provide cellular and satellite, VSAT and other services through our wireless business segment.
Cellular Service
Overview

Smart's cellular GSM services are marketed by Smart and Piltel under various brands. Smart's cellular
business is largely focused on providing products and services using its digital GSM network, including
products and services based on SMS technology, such as Smart zed(TM) and Smart Money. In 2000, Piltel
substantially integrated its functional operations with Smart. Piltel resells Smart's GSM service under its Talk
‘N Text brand to prepaid subscribers. Smart and Piltel also offer service on their respective analog/ ETACS and

analog/CDMA networks.

The following table summarizes key measures of Smart's and Piltel's cellular business as of and for the
years ended December 31, 1999, 2000 and 2001:
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Years Ended December 31,

1999 2000 2001
Cellular subscriber base ............cccoverveeee. 1,482,107 3,515,293 6,368,850
SIAT covevviceeeeeceie e et eeve e 1,025,150 2,858,479 4,893,844
GSM ..o 191,294 2,331,005 4,641,666
Prepaid ....ocoooeeeeeeee e 150,961 2,263,322 4,569,616
Postpaid.......c..occeeeerereeiiiiircenienees 40,333 67,683 72,050
ANAIOZ ... 833,856 527,474 252,178
Prepaid(1).ccceveeveeeirinicnnicceievenncas 385,719 282,529 87,429
POStPaid......cccovvivierenrnenirineirniniees 448,137 244,945 164,749
Piltel oo 456,957 656,814 1,475,006
GSM — Prepaid......cccoccocvvrennnenens — 368,578 1,329,326
Analog/CDMA.......ccoiviinininnns 456,957 288,236 145,680
Prepaid(2)...coveeeeeneiecnneineeeeeee 322,132 200,042 76,473
PoStpaid......ccoocoveereeeiiiieiiiins e 134,825 88,194 69,207
Growth rate of cellular subscribers ........ 26.9% 137.2% 81.2%
SMAt..evviiviciice et 29.6% 178.83% 71.2%
GSM ..ot e — 1,118.5% 99.1%
ANALOZ oot 5.4% (36. 1% (52.2)%
Piltel .o 21.2% 43.7% 124.6%
GSM — Prepaid.......cccoococienciveneneee — — 260.7%
Analog/CDMA .......cccovevnniiiinene 21.2% (36.9% (49.5)%
Number of base stations ......oocceveereeveeennn 1,368 2,066 2,805 -
Y 1F:1 ¢ SRS OURUUSURRRURP 1,041 1,740 . 2,486
Piltel oo 327 326 : 319
Cellular revenues (B in millions)............ 11,133.1 15,915.6 25,460.3
SIMAT...iviiiiiiri e e 8,509.2 13,972.1 24,461.6
GSM..o e 690.1 11,327.3 23,759.1
VOICE v ecvee e cvveens 690.1 8,338.1 14,219.8
Data ..ot — 2,414.9 7,624.4
Others....c.oooevviveiiereeene e 50.1 574.3 1,914.9
ANalog......coovinceniniieiren 7,769.0 2,564.7 503.7
Others.......cocoeveeeiiiieiintiineree e — 80.1 198.8
Piltel oo, 2,623.9 1,943.5 998.7(3)
GSM(4) ..ot — 354.5 575.3(3)
VOICE ittt — 233.3 340.0(3)
Data. ..o — 121.3 235.3(3)
Analog/CDMA. ... 2,615.0 1,579.1 417.9(3)
Others.....cooovveieviiineriieecec e 8.9 9.8 5.5(3)
Percentage of Smart revenues to 76.4% 87.8% 96.1%
cellular revenues ........ccoeoeevveenreevennnnn.
Percentage of Piltel revenues to 23.6% 12.2% 3.9%
cellular revenues .....ccooveeevirnvcnnrirennnnn. ‘
Percentage of cellular revenues to
total wireless revenues .............ccocceeeeees 95.7% 95.3% 97.1%

(1) Smart's prepaid analog subscribers are shown net of inactive accounts for all periods prior to December 31,
2000. Prior to October 2000, Smart's prepaid analog subscribers were classified as inactive if they had not
reloaded for at least three months. In October 2000, Smart changed its disconnection policy with respect to
prepaid analog subscribers, eliminating the "inactive” classification and adopting the same disconnection
periods applicable to its prepaid GSM subscribers.

(2) Prior to July 1, 2000, Piltel included in its number of subscribers, other operators’ subscribers who could
utilize Piltel's network by using of Piltel's prepaid cards.

(3) Piltel's revenues from January 1, 2001 through June 27, 2001. Piltel's revenues from June 28, 2001 through
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December 31 2001 are excluded because Piltel was deconsolidated under Philippine GAAP with effect
from June 27, 2001.

(4) Piltel's GSM revenue is net of service fees payable to Smart for using Smart's GSM network. Piltel does
not offer postpaid GSM service.

Service Plans. Smart markets nationwide cellular communications services under the following brand
names: Smart Buddy, Smart Gold, PriceBuster and BillCrusher.

Smart Buddy and Smart Gold are services provided through Smart's digital GSM network, while
PriceBuster and BillCrusher are offered on Smart's analog ETACS network. Smart Buddy and BillCrusher are
prepaid services, whereas Smart Gold and PriceBuster are postpaid or billed services. Of Smart's total cellular
subscribers as of December 31, 2001, 93.4% were Smart Buddy prepaid subscribers, 1.5% were Smart Gold
postpaid subscribers, 3.4% were PriceBuster postpaid subscribers, and 1.7% were BillCrusher prepaid
subscribers. In comparison, of Smart's total cellular subscribers as of December 31, 2000, 79.2% were Smart
Buddy prepaid subscribers, 2.4% were Smart Gold postpaid subscribers, 8.5% were PriceBuster postpaid
subscribers, and 9.9% were BillCrusher prepaid subscribers.

Piltel markets its cellular services under the brand names Talk ‘N Text, Phone Pal and Mobiline. Talk 'N
Text is provided using Smart's GSM network, while Mobiline and Phone Pal are offered through Piltel's
analog/CDMA network. Talk ‘N Text and Phone Pal are prepaid services, while Mobiline is a postpaid service.
As of December 31, 2001, Talk ‘N Text subscribers constituted 90.1% of Piltel's subscribers, while Phone Pal
and Mobiline subscribers constituted 5.2% and 4.7% of Piltel's cellular subscribers, respectively.

SMS and Other Value-added Services. Our cellular subscriber growth has been driven by the introduction
of SMS, a text messaging service on GSM networks. SMS is extremely popular in the Philippines, particularly
on the prepaid platform, as it provides a convenient and cost-efficient alternative to voice and e-mail based
communications. Strong volume growth in SMS contributed significantly to Smart's cellular revenue growth in
2001, generating revenues of 26,175.4 million (US$119.5 million), an increase of 23,917.9 million (US$75.8
million), or 173.6%, over the same period in 2000. The total volume of messages handled by Smart's SMS
system during 2001 increased by 219.3% to 12,328.8 million from 3,861.7 million messages handled during
2000. On September 15, 2001 and January 1, 2002, Smart implemented a two-stage reduction of its free text
allocation to subscribers, reducing by two-thirds subscribers' free text allocations. Qur experience since the
implementation of these reductions suggests that they have not significantly affected subscriber usage.

Our value-added services are primarily based on SMS technology. We offer value-added services such as
voice mail, information-on-demand, which is a service that allows subscribers to order information from our
content providers whenever desired, mobile banking and TextMail, which is a service that allows subscribers to
send and receive text messages through their personal computers. In the last quarter of 2000, Smart {aunched
the following value-added cellular services:

«  Smart zed(TM), a partnership with international cellular operator Sonera zed of Finland, enables
subscribers to personalize their information requirements not only as to the types of information
required but also when the information is required. Sonera zed has introduced a single platform that
provides access to local and global information through SMS or wireless application protocol;

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

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

prepaid cards electronically.

Smart has a number of interactive activities, such as text games and chat services, developed on its own
platforms.
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Smart Money was cited as the "Best Product Innovation" by MasterCard International and the "Most
Innovative GSM Wireless Service for Customers” at the 3rd GSM World Congress held in Cannes, France, in
March 2001.

Piltel offers value-added services through Talk 'N Text, including group text messaging, or Team TEXT,
balance inquiry via text, cell-to-cell instant reload that enables subscribers to reload their accounts through
their handsets. In July 2001, Piltel began offering information-on-demand through the zed(TM) service.

Due to the high level of SMS usage, we believe that the Philippine market is well-suited for text-based
informational and e-commerce services. Our current approach is to maximize our GSM, or 2G, services and to
adopt General Packet Radio Service, or GPRS or 2.5G, as the demand for bandwidth-intensive applications
increases. GPRS allows data transfer at an average speed of up to 115 kilobits per second. Although Smart's
core network is 2.5G-ready, we currently do not plan to fully introduce 2.5G service until 2.5G-compatible
handsets are available at commercial quantities and at affordable prices.

Rates

Smart Buddy prepaid cards are sold in denominations of 2300, B500 and B1,000, which include 33, 83 and
250 free SMS text messages, respectively. The stored value of a prepaid card remains valid for a period of two
months from the time a subscriber activates the card. The peak hour air time rate for Smart Buddy subscribers
is £8.00 per minute, while the off-peak hour air time rate is B4.00 per minute. Charges for national direct dial
services for Smart Buddy subscribers are as follows: R3.00 per minute for calls within the same island, 84.00
per minute for calls between Luzon and Visayas and between Visayas and Mindanao, and BS5.00 for calls
between Luzon and Mindanao. As described under "Management's Discussion and - Analysis of Financial
Condition and Results of Operations — Results of Operations — 2001 Compared to 2000 — Consolidated
Operating Revenues — Wireless — Cellular Service — Smart,"” on September 15, 2001 and January 1, 2002,
Smart reduced its free text message allocations to subscribers by a total two-thirds of the previous free text
message allocations.

Prior to January 1, 2002, Smart Gold offered the following monthly air time plans: B600, B1,200, 1,800,
£3,000 and B4,000. Subscribers that enrolled in these plans prior to January 1, 2002 remained on these plans
following introduction of the plans described below.

Beginning January 1, 2002, Smart Gold subscribers may choose from any of the subscription plans set forth
in the table below:

Smart to Fixed Line
Smart to Smart  /Other Cellular Local

: Rate for SMS  Local Call Rate Call Rate NDD Rate
Free SMS Free Air Monthly Text Messages  (Peak/Off Peak) (Peak/Off Peak) (Peak/Off Peak)
Text Time Service Fee (pesos per {pesos per (pesos per {pesos per
Plan Messages(1)  (in minutes) (in pesos)(2) message) minute)(3) minute)(4) minute)

Gold Standard ... 225 85 600 1.00 7.00/3.00 7.50/4.00 10.50/7.00
Gold Choice...... 401 190 1,335 1.00 6.50/2.00 7.00/4.00 10.00/6.00
Gold Select........ 499 310 1,995 0.50 5.00/2.00 6.50/4.00 9.50/6.00
Gold Premium... 801 600 2,665 0.50 4.00/2.00 5.00/4.00 8.00/6.00

(1) Applies only to point-to-point text messages sent within Smart's network and does not apply to SMS-based
value-added services.

(2) The monthly service fees may be applied to any local, international long distance or national long distance
call, or any text, Smart zed(TM), voice mail or international roaming service.

(3) Air time rates for local calls made to other Smart GSM subscribers.

(4) Air time rates for local calls made to fixed lines and cellular subscribers of other carriers.
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Smart is permitted to adjust its cellular air time and national direct dial rates according to changes in the
peso-to-U.S. dollar exchange rate. Under the authorization granted to Smart by the NTC, Smart is permitted to
increase and is required to decrease its air time and national direct dial rates by 1% for every B0.25 change in
the exchange rate relative to a base rate of £24.726 = US$1.00. However, Smart has not implemented any
foreign currency adjustments to its rates since November 4, 1998 because of the concern that increased rates
may result in decreased usage by its subscribers.

Smart Buddy and Smart Gold subscribers pay an international direct dialing rate of US$0.40 per minute.
This rate applies to 125 destinations, including the United States, Hong Kong, Japan, Singapore, the United
Kingdom and the United Arab Emirates.

Charges for point-to-point text messages beyond the allotted free text messages are as follows:
o for Smart Buddy subscribers, B1.00 per message; and

+ for Smart Gold subscribers, B0.50 or 21.00 per message, depending on air time plan, as listed in the table
above.

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

« B15 per message for international text;

. B2.50 per message for e-text and information-on-demand services, such as news, stock and
entertainment updates;

» B12 for downloading ring tones and logos; and
» R2.50 per Mobile Banking and Smart Money transaction, such as balance inquiry and fund transfer.

For voice mail retrieval, Smart Buddy and Smart Gold subscribers are charged B8.00 per minute during
peak hours and P4.00 per minute during off-peak hours.

We sell our cellular services primarily through a network of independent dealers that generally have their
own retail networks, direct sales forces and sub-dealers. These dealers include major distributors of cellular
handsets. We currently have seven dealers that carry out distribution throughout the Philippines. One dealer,
Telecommunications Distributors Specialists, Inc., currently accounts for more than half of our sales of prepaid
air time cards. Account managers from our dealer sales force manage our dealer network and regularly update
these dealers on our upcoming marketing strategies, promotional campaigns and product development. In
addition, subscribers may reload their prepaid cards electronically using their handsets through Smart Money.

For prepaid services, we pay dealer commissions for phone kits sold in the form of air time cards, which
dealers can then sell to the public. We also sell air time cards to dealers for purposes of allowing consumers to
reload. Air time cards are sold to dealers at volume discounts determined by the value of the cards purchased
by the dealers. Air time cards cannot be returned or refunded and normally expire within six to 12 months after
release from the Smart warehouse. For postpaid services, we pay dealer commissions based upon the air time
plan sold.

Piltel's Talk ‘N Text prepaid cards are sold in the same denominations and offer the same air time rates and
international direct dialing rates as Smart Buddy prepaid cards. Talk ‘N Text subscribers are charged £4.00 per
minute for national direct dial services, regardless of destination. Talk ‘N Text subscribers also pay the same
charges for value-added services, except that Talk ‘N Text subscribers are charged a flat rate of 24.00 per
minute for voice mail retrieval.

Satellite and VSAT
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Overview

We currently provide satellite and VSAT services through Mabuhay Satellite and Telesat. ACeS
Philippines, our satellite phone service provider, started to roll out fixed satellite terminals in the last quarter of
2001, but remains in its pre-operating stage.

Mabuhay Satellite

We currently own 67% of Mabuhay Satellite, which is engaged in the control and operation of the Agila IT
satellite, which began its commercial operations in January 1998 and is the Philippines' first communication
satellite. Mabuhay Satellite leases satellite space segments in both the C and Ku bands on the Agila II. Through
the Agila II, Mabuhay Satellite also offers Internet backbone access, video and data broadcasting, and
bandwidth-on-demand, facilitating communication links between telecommunications, broadcast and other
public utility companies operating in the Asia-Pacific region. In 2001, Mabuhay Satellite generated revenues of
P1,588.0 million and a net profit after tax of R181.6 million.

Telesat

We currently own 94.4% of Telesat, which operates a nationwide communications satellite network using
VSAT technology. Telesat offers voice, facsimile and data transmission services throughout the Philippines,
including areas that are underserved or unserved by local fixed line operators.

Using VSAT technology, we also provide the following services:

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

 private point-to-point service; and

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

We lease transponder capacity on the Agila II to provide VSAT services.
ACeS Philippines

We currently own 88.5% of ACeS Philippines, which owns approximately 20.23% of ACeS International
Limited. ACeS International Limited aims to develop and implement a satellite-based communications system
to provide services to users in the Asia-Pacific region through the Garuda I satellite. ACeS International
Limited has entered into interconnection agreements and roaming service agreements with PLDT and other
major telecommunications operators that will allow ACeS subscribers to access GSM terrestrial cellular
systems in addition to the ACeS system. PLDT is endeavoring to amend the agreement because, among other
things, a partial satellite loss due to an anomaly in the L-band antennae of the Garuda I satellite reduced
capacity by as much as 40%, the satellite launch was delayed, technical deficiencies have been discovered and
the primary purpose of the business changed from mobile to fixed line satellite phone services. For more
information, see "Management's Discussion and Analysis of Financial Condition and Results of Operations —
Related Party Transactions and Relationships — Air Time Purchase Agreement between PLDT and PT Asia
Cellular Satellite and Related Agreements."

Revenue
Our satellite and VSAT service revenues consist of:
* lease payments from the rental of Mabuhay Satellite's C-band and Ku-band transponders, and

+ revenues generated from Telesat's nationwide satellite network.
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Rates

Mabuhay Satellite leases its transponders to third parties at annual rates of US$1.5 million and US$1.0
million for its C-band and Ku-band transponders, respectively. Telesat provides its VSAT services on a cost
plus mark-up basis.

Information and Communications Technology

We conduct our information and communications technology businesses through our wholly-owned
subsidiary ePLDT. Incorporated in August 2000, ePLDT is a broad-based integrated information and
communications technology company, focusing on infrastructure and solutions for Internet applications,
Internet protocol-based solutions and multimedia content delivery. ePLDT's principal activities are the
operation of an Internet data center under the brand name Vitro(TM) and Infocom, an ISP. ePLDT also owns a
majority interest in a 200-seat call center facility and has established two additional 500-seat call centers, one
of which commenced commercial operations it March 2002 and the other of which is expected to commence
operations in the second quarter of 2002.

Infrastructures and Services
Data Center

ePLDT's principal business is the operation of one of the Philippines' first Internet data centers under the
brand name Vitro(TM). The Philippine Board of Investments granted Vitro(TM) pioneer status, which entitles
us to tax and other governmental incentives. Vitro(TM) provides co-location, web and server hosting, hardware
and software maintenance services, managed services, shared applications, data disaster recovery and business
continuity services, intrusion detection and Internet protocol security services, as well as firewall and managed
firewall services.

Internet Service

In December 2001, we transferred to ePLDT our 99.6% interest in Infocom, one of the country’s leading
ISPs. Infocom offers consumer prepaid Internet access under the name WarpSpeed and postpaid Internet
access; dedicated dial-up and multi-user dial-up corporate leased lines; broadband Internet access through DSL
and cable; and website consulting, development and hosting.

Call Centers

ePLDT is focusing on developing its call center services business, which capitalizes on our network
resources and the availability of English-speaking labor in the Philippines. The call center service business is
being or will be undertaken through the following subsidiaries of ePLDT:

» Contact World, Inc., a joint venture with Salmat Pty Limited of Australia, which is 5%-owned by
ePLDT. Contact World operates a center facility capable of accommodating 200 seats and providing
services including customer acquisition, retention and growth, customer care and support, receivables
management, help desk and technical support to companies. Contact World commenced commercial
operations in June 2001.

« Parlance Systems, Inc., a wholly-owned subsidiary of ePLDT, operates a dedicated call center facility,
which commenced operations in March 2002. Pursuant to a guaranteed three year contract with
EchoStar Communications Corp., one of the largest direct-to-home satellite service providers in the
United States, we will build, operate and manage the facility exclusively to provide to Echostar
customer support and billing services. We expect annual revenues of approximately US$3.6 million for
the next several years.

* Vocativ Systems, Inc., a wholly-owned subsidiary of ePLDT, will operate a call center facility capable
of accommodating 500 seats, which we expect will commence commercial operations in the second
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quarter of 2002. Pursuant to a ten year supplier-purchaser agreement with TeleTech Customer Care
Management (Colorado), Inc., a global provider of customer relationship management services, ePLDT
will build, operate and manage the call center facility exclusively for TeleTech's clients worldwide. We
expect annual revenues of approximately US$5.6 million for the next several years.

Other Investments
We also have investments in several other Internet-related businesses, including:

+  100%-owned subsidiary of ePLDT, mySecureSign, Inc., which will issue in the Philippines VeriSign
digital certificates, which are used in e-commerce transactions;

* 20.5% interest in BayanTrade Dotcom, Inc., a business-to-business exchange established together with
six of the Philippines’ leading conglomerates;

* 45% interest in MindStream, Inc., an Internet technology learning center under license with the National
Institute for Information Technology of India for Internet technology courseware;

* 51% interest in EYP.ph Corporation, a company engaged in providing online directory services; and

» debt securities convertible into a 40% interest in Netopia, a leading branded chain of Internet cafes in the
Philippines.

We also own preferred stock convertible into a 22.5% interest in Stradcom International Holdings, Inc., the
parent company of Stradcom Corporation, which has an existing concession agreement with the Philippine
government for the modernization of the operations of the Philippine government's Land Transportation
Office, including the computerization of drivers' license issuance, vehicle registration and traffic adjudication
systems. '

In addition, we hold convertible notes issued by Unilink Communications Corporation, which owns 100%
of the shares of The Philippine Home Cable Holdings, Inc., the Philippines' second largest cable television
operator by subscriber number. The notes are convertible into shares of Unilink and/or exchangeable for shares
of Home Cable. However, because Philippine law currently prohibits direct or indirect foreign ownership of
equity in broadcast companies, we cannot convert or exchange our convertible notes into Unilink or Home
Cable equity. Mediaquest Holdings, Inc., a company wholly-owned by the retirement fund of PLDT's
employees, owns all of the shares of Unilink. Unilink has pledged all of its shares in Home Cable to a group of
lenders as security for a loan of Home Cable. We have also agreed not to demand repayment of the Unilink
convertible notes until these lenders are repaid. Home Cable is currently in payment default under this loan and
is engaged in efforts to restructure its debt. As of the date of this report, the related lenders have not declared
an event of default or accelerated the loan. In the event these lenders declare an event of default under the loan,
the lenders would be entitled to foreclose on or sell the pledged shares in Home Cable and apply the proceeds
to satisfy the loan. As of December 31, 2001, our investment in the Unilink convertible notes amounted to
£2,052.2 million. We have not recorded any adjustment to the value of the Unilink convertible notes because
we believe that their fair value has not changed materially. In the event that Home Cable is unsuccessful in
restructuring its debt or other events occur that indicate that the realizability of the year-to-date carrying value
of the convertible notes or shares of stock in Unilink may have materially declined, we may be required to re-
assess the value of the Unilink notes or shares. For more information, see “Management -— Pension and
Retirement.”

Fixed Line Network Infrastructure
Domestic
Our domestic telephone network includes installed telephones and other equipment on customers' premises,

local access lines comnecting customers to exchanges, referred to as “outside plant,” inter-office lines
connecting exchanges, and long distance transmission equipment.
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The following table gives some basic measures of the development of our domestic telephone network as
of December 31, 1999, 2000 and 2001:

As of December 31,
1999 2000 2001
Number of central office exchanges ... 178 186 187
PLDT fixed lines in SEIVICE ....c.ovvcviieeiiniiitinererccerinis e 1,762,469 1915985 2,075,109
PLDT employees per 10,000 local exchanges in service........ 75 69 62

Over the past ten years we have gradually upgraded from analog exchanges. Since the end of 1999,
substantially all of our nationwide network has been digital. This shift to digital technology has enabled us to
realize savings in network costs, upgrade our network to handle non-voice communications, and offer value-
added and enhanced services such as Caller ID, call forwarding and fixed line text messaging.

In November 1998, we completed our domestic fiber optic backbone, the country's first
telecommunications network using fiber optics in delivering voice, video, data, and other broadband and
multimedia services nationwide. Constructed at a total cost of US$188 million, our fiber optic network
employs synchronous digital hierarchy technology to improve network performance and reduce operating
costs. Our network is composed of in-land and submarine cable installations and is configured in six self-
healing rings and an extension link, allowing route delivery even in the event of link failures. It has an initial
transmission speed of 2.5 gigabits per second and is connected directly to five existing international submarine
cable systems. '

In July 2000, we inaugurated our domestic fiber optic network facilities in Cebu City, the second largest
city in the Philippines. The new facilities enable us to offer a broader range of products and services to meet
the growing telecommunications needs of Cebu-based businesses.

On August 7, 2000, we inaugurated CS PLDT, a cable ship which we lease from NTT World Engineering
Marine Corporation pursuant to a five-year Chartered Arrangement Maintenance Contract. Under the contract,
NTT World Engineering Marine Corporation uses C§ PLDT primarily to maintain the 2,400 kilometers of
submarine cable comprising the submerged portion of our fiber optic network.

In 2002, we plan to increase our transmission and data network capacities substantially. In connection with
this, in 2001, we activated a second fiber pair on our existing fiber cable and the installation of dense
wavelength division multiplexing technology in certain portions of the network. The new system serves the
areas of Luzon, Visayas and Mindanao and also serves the international node connecting the Philippines to the
Asia-Pacific Cable Network 2. The second pair provides an extra 10 gigabits per second of capacity, or the
equivalent of 120,000 voice circuits. Nortel Networks has supplied us with a suite of optical Internet solutions,
including a 10-gigabit per second dense wavelength division multiplexing solution based on Nortel Networks
OPTera(TM) Long Haul 1600 Optical Line System.

International

We provide international network services using three international gateway switching exchanges. As of
December 31, 2001, our international long distance facilities allowed direct correspondence with 50 countries
and could reach 229 foreign destinations worldwide. We also own interests in submarine and satellite systems,
through which we route most of our international traffic.

The table below shows the submarine cable systems in which we have interests and the countries or
territories they link:

Cable System Countries Being Linked
G-P-T ot sne e Guam, the Philippines and Taiwan
B-M-P oo, Brunei, Malaysia and the Philippines
GP s Guam and the Philippines
B8 s Brunei and Singapore
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Hawaii-4/Transpacific-3 ... Guam, Japan, Hawaii and the U.S. Mainland

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

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

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

Transpacific Cable No. 4 ..o Japan, Canada, and the U.S. Mainland

KIN-KK .ttt e sese Kuantan and Kota Kinabalu in Malaysia

Southeast Asia-Middle East Western 32 other countries in Europe, Africa, the Middle

Europe NO. 3 ..o East, the Indian subcontinent, Southeast Asia and

North Asia

HONTAL2 .ot Hong Kong and Taiwan

Asia Pacific ..o Hong Kong, Japan, Singapore, Malaysia and Taiwan

PacRim West.......ccoooviiinn Guam and Australia

MET oo Malaysia and Thailand

Hawaii-5. oo Hawaii and the U.S. Mainland

Cod o e China and Japan

INOTth PACITIC ettt eetraere e vnes Japan, Alaska and the U.S. Mainland

H-J-K i Hong Kong, Japan and Korea

SEA-ME-WE-2...ooiitiiii it 13 countries in South East Asia, the Middle East and

Western Europe, including Singapore, Indonesia,
India, Saudi Arabia, Egypt, Italy,

In April 2000, we and 24 other telecommunications administrations signed a construction and maintenance
agreement for Asia-Pacific Cable Network 2, a 19,000-kilometer long submarine cable that commenced
commercial operations in late 2001 and links the Philippines to China, Hong Kong, Japan, Korea, Malaysia,
Singapore and Taiwan. Under the agreement, Asia-Pacific Cable Network 2 is required to deploy dense
wavelength division multiplexing technology that will initially allow transmission of 40 gigabits per second of
protected traffic. This initial capacity is expected to be upgraded in the future to reach a maximum of 2.56
terabits per second.

Wireless Network Infrastructure
Cellular

Through Smart, we operate a digital GSM network and an analog ETACS network. To meet the growing
demand for cellular services, Smart has implemented an extensive deployment program for its GSM network.
In 2001, Smart added 841 base stations to its nationwide cellular network, bringing to 2,152 Smart's total GSM
base stations in operation. Smart has 29 mobile switching centers, which has raised significantly Smart's GSM
network capacity. Further, Smart activated 12 new SMS centers over the past year, bringing its number of SMS
centers to 27 as of December 31, 2001. As of December 31, 2001, Piltel had 319 cell sites, 146 of which had
analog and digital capability, and 173 of which only had analog capability.

Smart and Piltel have been co-locating their cell sites where their base stations are installed. To date, 22 of
Smart's 29 mobile switching centers and 44 of Smart's cell sites are housed in our complexes while 129 cell
sites are co-located with Piltel. These operational synergies have allowed Smart to reduce switch installation
time from three months to five weeks.

Satellite and VSAT

Mabuhay Satellite controls and operates the Agila II satellite, which has 30 C-band transponders and 24
Ku-band transponders covering the Asia-Pacific region, the Indian subcontinent and Hawaii. Of the 54
transponders, six have restricted usage and another six cannot be utilized due to satellite interference. Through
Agila II, Mabuhay Satellite offers Internet service, video and data broadcasting, and bandwidth-on-demand,
facilitating communication links between telecommunications, broadcast and other public utility companies
operating in the Asia-Pacific region. In December 2000, Agila II joined the U.S. FCC's "Permitted Space
Station" list, which permits U.S. owned and operated earth stations in Hawaii to access Agila II for transpacific
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telecommunications, data, video and Internet-over-satellite traffic and vice versa.

The national communications satellite network which Telesat operates uses VSAT technology to provide
voice, facsimile, video and data transmission services to areas in the country that are still underserved or
unserved by local telephone operators. Telesat leases transponder capacity from Agila II to provide VSAT
services such as multipoint-to-multipoint and point-to-multipoint data transmission services, private point-to-
point service, and connectivity for the cell sites of our cellular network in outlying locations.

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

Interconnection A greements

Since the issuance of Executive Order 59 in 1993, which requires interconnection of Philippine carriers'
networks, we have entered into bilateral interconnection arrangements with other Philippine fixed line and
cellular carriers. On April 6, 2001, July 2, 2001 and July 10, 2001, PLDT signed separate amended
interconnection agreements with PAPTELCO, Smart and Globe, respectively.

For local calls originating from PLDT and terminating to the cellular network of Smart and Globe, Smart
and Globe charge PLDT a rate of 4.50 per minute effective January 1, 2002. From July 1, 2001 to December
31, 2001, Smart and Globe charged PLDT 6.50 per minute. Prior to July 1, 2001, PLDT retained an origination
charge of 2.00 on every call terminating to the network of Smart or Globe. The new arrangement will also
apply to national long distance calls originating from PLDT and terminating to the cellular network of either
Smart or Globe. Under the new agreement, there will be no distinction between access charges for local calls
and national long distance calls.

Under a separate agreement between PLDT and PAPTELCO, PLDT will be the transit facility provider
between Smart and Globe and PAPTELCO. Transit traffic is an accommodation by PLDT to Smart, Globe and
PAPTELCO members where PAPTELCO members have no direct interconnection with either Smart or Globe.

Licenses and Regulation

PLDT and Smart provide telecommunications services pursuant to legislative franchises, which expire, in
the case of PLDT, 25 years from November 28, 2003 or the date its current franchise is due to expire and, in
the case of Smart, 25 years from March 27, 1992 or the date its current franchise was granted. A franchise
holder is required to obtain operating authority from the NTC to provide specific telecommunications services.
These approvals may take the form of a CPCN, or, while an application for a CPCN is pending, a provisional
authority to operate. See "The Philippine Telecommunications Industry — Regulation and Licensing."

PLDT operates its business pursuant to a number of provisional authorities and CPCNs, the terms of which
expire at various times between now and 2028. PLDT's CPCNs to provide services to most of the metropolitan
Manila area, Davao and other Philippine cities expire in 2003. Although some of PLDT's CPCNs and
provisional authorities have already expired, PLDT filed timely applications for extension of these CPCNs and
provisional authorities prior to their respective expiration dates. PLDT continues to conduct its business
pending these extensions. PLDT expects that the NTC will grant these extensions, however, we cannot assure
you that this will occur. See "Risk Factors — Risks Relating to Us — Our business is significantly affected by
governmental laws and regulations, including regulations in respect of our franchises and rates." Piltel holds a
CPCN to provide a nationwide cellular telephone service, which expires in August 2019.

Smart operates its national long distance service pursuant to a CPCN, the terms of which will expire upon

the expiration of its franchise. Smart operates its other businesses under provisional authorities. A list of these
provisional authorities and their terms are set forth in the table below:
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Service Expiration Date

International Gateway Facility .........cccccoevoreneicirenncerinenenne December 15, 2003
Cellular Mobile Telephone System ......c.coccvvevriceniciennane November 16, 2003
Global Mobile Personal Communications via Satellite....... May 22, 2002

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

Carrier Spectrum System Frequency Assignment Bandwidth
Smart... TACS/GSM 900 897.5905/942.6-950 Mhz 7.5 Mhz
GSM 1800 1725-1730/1820-1825 Mhz 5.0 Mhz

1730-1732.5/1825-1827.5 Mhz 2.5 Mhz

1735-1740/1830-1835 Mhz 5.0 Mhz

1745-1750/1840-1845 Mhz 5.0 Mhz

Piltel.... AMPS/CDMA 825-835/845-846.5 Mhz  11.5 Mhz

Operators of international gateway facilities and cellular telephone operators, pursuant to Executive Order
109, are required to install a minimum number of local exchange lines. Of these new lines, operators are
required to install one rural exchange line for every 10 urban exchange lines installed. Smart and Piltel were
required to install 700,000 and 400,000 lines, respectively, and [each] has received a certificate of compliance
from the NTC. ‘

PLDT and Smart are required to pay various permit, regulation and supervision fees to the NTC. PLDT and
Smart are currently engaged in disputes with the NTC over some of the assessed fees. For more information on
the disputes involving PLDT, see "— Legal Proceedings — NTC Fees."

In a letter dated January 17, 2002, the NTC requested that Smart pay the following fees in respect of its
CPCNs and provisional authorities:

Case No. Fee
92-303 ... R3,750,000
93-482 ... 62,510,950
94-220 ... 878,830
96-248 ... 6,815,500
Total ...... R73.955.280

On December 19, 1997, Smart filed an Urgent Ex Parte Motion and Manifestation regarding the permit fee
assessed by the NTC for CPCN 93-482. Smart contended that the fee should have been calculated on the basis
of the actual local exchange carrier project cost, and- that therefore the fee should be 20.1 million. The NTC
has not yet resolved this issue. As of the date of this report, Smart has not paid the assessments set forth above.

Competition

The enactment of the Public Telecommunications Policy Act in March 1995 consolidated the government's
various policy issuances governing the telecommunications industry and reaffirmed, among other things, the
policy of liberalizing the industry and opening up the telecommunications market to new entrants. See "The
Philippine Telecommunications Industry — Regulation and Licensing" for a discussion of the Public
Telecommunications Policy Act. Including us, there are 10 major local exchange carriers, 11 international
gateway facility providers, and seven cellular service providers in the country, including two providers that
were granted cellular licenses in 2000. Many new entrants into the Philippine telecommunications market have
entered into strategic alliances with foreign telecommunications companies, which provide them access to
technological and funding support as well as service innovations and marketing strategies. Consequently, we
are facing increasing competition in major segments of the telecommunications industry, particularly local
exchange, international long distance and cellular.

Local Exchange Service
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The concerted nationwide local exchange line build-out by new entrants in recent years, as mandated by the
Philippine government, significantly increased the number of fixed lines in service in the country and resulted
in wider access to basic telephone service. The growth of the fixed line market has considerably weakened due
to the surge in demand for cellular services and the general slowdown of the national economy. Nevertheless,
we have sustained our leading position in the fixed line market on account of PLDT's large line installation
programs in the last few years. In most areas, we face one or two competitors. Our principal competitors in the
local exchange market are Digitel, BayanTel and Globe. The principal bases of competition in the local
exchange market are price, quality of response and repair services, speed of network access and availability of
calling features. In addition to competition from other traditional local exchange operators, we are also facing
increasing competition from cellular operators for subscriber take-up.

International Long Distance Service

Including us, there are 11 international gateway facility operators in the country. While we have so far been
able to maintain a leadership position in this highly competitive segment of the industry, in recent years, our
market share has eroded largely as a result of stiff competition not only from other international gateway
facility operators but also from international simple resale operators. Rapid advances in technology have also
given rise to alternative and cheaper means of long distance communications, such as SMS, e-mail and Internet
telephony, further heightening the competition.

With respect to inbound calls into the Philippines, we currently compete for market share primarily through
pricing. For example, we adopted the benchmark accounting rate level of US$0.38 per minute set by the U.S.
FCC one year ahead of the targét date of January 1, 2001. This provided us with increased flexibility to
terminate more U.S. traffic into the Philippines, minimize unauthorized traffic termination through
international simple resale operations and recover traffic lost due to bypass routings. We have also established
points of presence in key cities overseas to capture traffic at its source, maximize the use of our internationat
facilities and develop alternative sources of revenue.

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

National Long Distance Service

We remain the leading provider of national long distance service in the Philippines. We have preserved our
leadership position in the domestic long distance market due to our significant subscriber base and ownership
of the Philippines’ most extensive domestic fiber optic network, complemented by a nationwide digital
microwave backbone. Until recently, this backbone was the only nationwide backbone infrastructure in the
country.

In 1999, the Telecommunication Infrastructure Corporation of the Philippines, or TelicPhil, a consortium of
seven other telecommunications companies led by BayanTel, completed its nationwide fiber optic backbone
transmission network. This alternative backbone competes with our own nationwide transmission network and
long distance facilities. Smart has a 6.3% shareholding in TelicPhil.

Recently, we have also faced competition for national long distance service from the growing number of
cellular subscribers, as well as the widespread availability and growing popularity of alternative economical
non-voice methods of communication, particularly e-mail and SMS.

Data and Other Network Services
Another rapidly growing segment of the industry is the market for data and other network services,
including Internet-based services, spurred by the significant growth of the Internet and e-commerce. Our

principal competitors in this area are BayanTel, Globe and Eastern Telecommunications. The principal bases
of competition in the data services market are price, customer service and quality of service and network
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redundancy.
Cellular Service

Competition in the cellular business has intensified with the introduction by competitors of affordably
priced handsets offering a range of new functions and features, new and improved plans for postpaid
subscribers, reduced rates per minute and aggressive marketing and promotional strategies. Smart's principal
competitor in this area is Globe, which acquired Islacom in June 2001. The principal bases of competition are
price, including handset cost, quality of service, network reliability, geographic coverage and attractiveness of
packaged services.

Cellular operators are also competing actively against each other in launching innovative products and
value-added services. The growing range of cellular products and services now include text messaging, voice
mail, text mail, international roaming, information-on-demand, mobile banking, e-commerce, and mobile data
and cellular Internet access.

Consistent with industry practice and our churn management efforts, we "lock” the handsets we sell to our
subscribers, rendering them incompatible with SIM cards issued by our competitors. However, our subscribers
may have their handsets "uniocked" by unauthorized parties, for a fee, and purchase new SIM cards from
competing operators. Although "unlocking” does not involve significant cost, a subscriber would be required to
seek out an establishment that would perform the "unlocking.” In addition, switching to another cellular
operator would result in a change of the subscriber's cellular telephone number.

We expect competition to increase in the future as new competitors enter the cellular telecommunications
market. Digitel has announced that it will commence commercial operations in the second quarter of 2002. In
addition, in January 2002, the Supreme Court reinstated BayanTel's license to provide cellular
telecommunications service.

Environmental Matters

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

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

PLDT owns four office buildings located in Makati City and owns and operates 187 exchanges nationwide,
of which 60 are located in the metropolitan Manila area. The remaining 127 exchanges are located in small
cities and municipalities outside metropolitan Manila area. We also own radio transmitting and receiving

equipment used for international and domestic communications.

As of December 31, 2001, our principal properties, excluding property under construction, consisted of the
following, based on book value:

e 42% consisted of cable and cellular facilities, including our domestic fiber optic network, subscriber
cable facilities, inter-office trunking and toll cable facilities and cellular facilities;

» 40% consisted of central office equipment, including three international gateway facilities, seven pure
national toll exchanges and 16 combined local and toll exchanges;
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. 11% consisted of land and improvements and buildings, which we acquired to house our
telecommunications equipment;

+ 2% consisted of information origination and termination equipment, including, pay telephones and radio
equipment installed for customers use, as well as cables and wires installed within customers' premises;
and

* 5% consisted of other work equipment.
For more information on these properties, see Note 6 to the accompanying financial statements.

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

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

PLDT's properties are free from any mortgage, charge, pledge, lien or encumbrance. Except for the
properties covered by chattel mortgages in favor of Nordbanken AB and ABN Amro Bank AB to secure an
outstanding loan of US$10,068,303, all properties of Smart are free from any mortgage, pledge, lien or
encumbrance. Substantial properties of Piltel and Mabuhay Satellite are subject to liens.

Legal Proceedings

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

Quo Warranto Action

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

We believe that these allegations are without merit. The Philippine Congress granted PLDT's amended
franchise under Republic Act No. 7082 notwithstanding the existence of these proceedings and the opposition
of the Solicitor General. The case has been archived by virtue of a court order dated January 20, 1999. No
further action has been taken and the case remains inactive. For additional information regarding this case, see
"Risk Factors — Risks Relating to Us — PLDT's franchise may be revoked if it is unsuccessful in legal
proceedings which are pending."

NTC Fees

Since 1994, following the NTC's rejection of PLDT's formal protest against the assessments by the NTC of
permit, supervision and regulation fees, PLDT and the NTC have been involved in legal proceedings before the
Court of Appeals and the Supreme Court. The basis of these legal proceedings is the NTC's inclusion of stock
dividends and capital in excess of the par value of stock in computing these fees, and the NTC's assessment of
administrative fees for the increase in PLDT's authorized capital stock even in the absence of NTC's
performance of regulatory services. As of September 30, 2001, PLDT has paid under protest B611.30 million
in supervision and regulation fees and B97 million in permit fees.

The Court of Appeals held that the annual supervision and regulation fees should be assessed and collected
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only on the basis of the par value of PLDT's outstanding capital stock exclusive of capital in excess of par. On
appeal filed by the NTC, the Supreme Court, in its decision dated July 28, 1999, ordered the NTC to recompute
the fees to be imposed on PLDT on the basis of PLDT's capital stock subscribed or paid, which was defined as
the "total amount of the capital that persons have agreed to take and pay for." However, the subsequent
assessment issued by the NTC for outstanding supervision and regulation fees also included the amount of
stock dividends in the basis of calculation, which PLDT believes is contrary to the dispositive portion of the
Supreme Court decision. In view of this, and NTC's failure to resolve PLDT's protest, PLDT filed with the
Court of Appeals a Petition for Certiorari and Prohibition with an Application for a Temporary Restraining
Order/Writ of Preliminary Injunction to invalidate and permanently enjoin the enforcement of the NTC
assessment. Initially, the Court of Appeals issued a temporary restraining order. Thereafter, on December 4,
2000, the Court of Appeals issued a writ of preliminary injunction enjoining the implementation of the NTC's
assessment. On February 12, 2001, the Court of Appeals dismissed PLDT's petition. PLDT filed a Motion for
Reconsideration of this dismissal. Because the statutory deadline for the payment of the supervision and
regulation fees is September 30 of each year, PLDT filed with the Court of Appeals an Urgent Motion for Re-
Issuance of Restraining/Injunctive Writ, which was granted on September 26, 2001, to be effective until the
Motion for Reconsideration is resolved. On March 21, 2002, the Court of Appeals denied PLDT's Motion for
Reconsideration and dissolved the restraining/injunctive writ. PLDT intends to file an appeal with the Supreme
Court.

Victor C. Fernandez

On December 9, 1999, a holder of preferred shares of stock of PLDT, Victor C. Fernandez, filed a petition
against the incumbent directors of PLDT questioning the validity of the resolutions of the board of directors of
PLDT then authorizing the acquisition of Smart. Fernandez claimed that he would suffer injury from dilution
of his shares and the possible revocation of PLDT's franchise in view of the violation of the Philippine
Constitution's foreign equity restrictions if these resolutions were implemented. Fernandez also claimed that
the approval rights to be granted to NTT Communications in connection with the Smart acquisition would
constitute foreign intervention in the management and operation of public utility and that the Smart shares
being acquired by PLDT were overvalued. The respondent directors denied all these claims and have
articulated their legal arguments in their answer to the complaint.

Fernandez's application for a restraining order to enjoin the holding of the PLDT stockholders' meeting on
December 10, 1999 was denied by the Philippine SEC. At this meeting, the stockholders approved the
resolutions passed by the board of directors authorizing the acquisition of Smart. On June 20, 2000,
Fernandez's application for a writ of preliminary injunction was denied.

In view of the provisions of Republic Act No. 8799 enacted in July 2000, referred to as the Securities
Regulations Code, transferring the jurisdiction of intra-corporate controversies to the Regional Trial Court, the
Philippine SEC transferred the case to the Regional Trial Court of Manila. By a motion filed by the parties, the
case was later ordered transferred to the Regional Trial Court of Makati City, the proper venue pursuant to the
Rules of Procedure Governing Intra-Corporate Controversies. The case was raffled to and is now pending
before Branch 142 of the Regional Trial Court of Makati City.

On February 13, 2002, the Makati Court issued an order directing the parties to advise the court of any
development, arrangement, status or pending incident within 15 days from receipt of the order and set a
hearing on April 22, 2002 for a review conference. The respondent directors filed their compliance with this
order in March 2002.

Taxation

National Internal Revenue Taxes

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

+ erroneously paid value added taxes, compensating taxes, advance sales taxes and other internal revenue
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taxes on PLDT's importation of various equipment, machinery, and spare parts;

erroneously paid withholding tax on separation pay of employees who availed of the benefits under the
Manpower Reduction Program; and

« overpaid value added taxes which were paid based on gross billings, not on gross receipts.

These cases are pending with the Supreme Court and the Court of Tax Appeals, respectively.

Local Business and Franchise Taxes

PLDT currently faces various suits for local business and franchise taxes assessed by different local
government units. PLDT believes that under prevailing Philippine laws, it is exempt from the payment of local
business and franchise taxes to local government units and it is contesting the assessment of these taxes in all
these cases.

On August 8, 2001, PLDT received a decision, dated July 16, 2001, on its petition filed with a Regional
Trial Court of the City of Makati appealing the denial of PLDT's protest of the assessments for local franchise
taxes in the aggregate amount of 8594.7 million for the years 1992 to 1994 and R1,100 million for the last
three quarters of 1995 up to 1998. This decision ordered PLDT to:

submit its audited financial statements showing its gross receipts for the period from October to
December 31, 1992, 1993, 1994, 1995, 1996, 1997 and 1998, so that the City of Makati can make the
proper assessment of the tax due; '

pay the City of Makati the sum equivalent to 0.5% of the total gross receipts realized during the period
October 1 to December 31, 1992, 1993, 1994, 1995, 1996, 1997 and 1998 after determination of
PLDT's annual gross receipts for the subject years; and

» henceforth pay its franchise and business taxes pursuant to Section 137 of Republic Act 7160.

PLDT filed an appeal with Supreme Court on September 20, 2001. In its appeal, PLDT argued, among
other things, that:

the right of the City of Makati to assess PLDT for any alleged deficiency in franchise tax for the years

1992 to 1994 in the approximate amount of B594.7 million has prescribed because the Local
Government Code provides for a period of five years within which an assessment can be made by the
local government unit and the City of Makati assessed these alleged taxes against PLDT only on May
24, 1999;

PLDT is exempt from local franchise and business taxes by virtue of the equality of treatment clause
under the Public Telecommunications Policy Act as confirmed by the Department of Finance through
the Bureau of Local Government Finance and is not therefore liable to pay the City of Makati
deficiency tax for the years 1995 to 1998 in the amount of approximately B1,100 million; and

assuming (without admitting) that PLDT is liable to pay the franchise tax, the approximate B1,684.0
million total assessment is erroneous as it was based on PLDT's total annual gross receipts derived from
its overall business operations, while the Local Government Code provides that the franchise tax which
can be imposed by the local government unit shall be based on the annual gross receipts derived from
within the taxing local government unit territory or, in this case, from the operations of PLDT within
the City of Makati only.

In a resolution dated October 22, 2001, the Supreme Court remanded the case to the Court of Appeals. As
required by the Court of Appeals, the City of Makati has filed its Comment and PLDT has filed its Reply to the
Comment. The case is now pending before the Court of Appeals.
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PLDT is also protesting the assessment by the City of Makati of a franchise tax deficiency for 1999 in the
amount of B298.0 million. On February 26, 2001, PLDT filed a petition in the Regional Trial Court of Makati
City to compel the Office of the Makati City Treasurer and the Makati City Law Department to act on PLDT's
protest of the assessed franchise tax deficiency for 1999. This case has been suspended pending review by the
Court of Appeals of the decision of the Makati City Regional Trial Court in the action in respect of the 1992 to
1998 assessments described above or until further notice.

On December 7, 2001, another case was filed by PLDT against the City of Makati protesting the
assessment of local franchise and business taxes for the year 2000 in the amount of B307 million.

In another case entitled PLDT vs. the City of Davao, on August 22, 2001, the Supreme Court denied
PLDT's Petition for Review on Certiorari and affirmed the decision of the Davao City Regional Trial Court
upholding the assessment of local franchise tax in the amount of £3.68 million for the year 1999 and denying
PLDT's claim for a refund of erroneously paid franchise tax for the year 1997 and the first to the third quarters
of 1998. The Supreme Court held that although the withdrawal of tax exemptions under the Local Government
Code does not preclude Congress from granting subsequent exemptions, the issue is whether, after the
withdrawal of PLDT's exemption under the Local Government Code, PLDT again became entitled to
exemption by virtue of Section 23 of Republic Act No. 7925. The Supreme Court ruled that PLDT is not
entitled to this exemption, and cited rules in statutory construction holding that tax exemptions are highly
disfavored, and that legislative intent must be ascertained from a consideration of the statute as a whole and not
merely of a particular provision. The decision stated that the term "exemption” in Section 23 is too general and
it does not appear that, in approving Section 23 of Republic Act No. 7925, Congress intended it to operate as a
blanket tax exemption to all telecommunications entities. As such, the Supreme Court held that Section 23 of
Republic Act No. 7925 cannot be considered as having amended PLDT's franchise so as to entitle it to
exemption from local franchise tax. On October 1, 2001, PLDT filed a Motion for Reconsideration of the
Supreme Court decision.

PLDT has filed other cases pertaining to the assessments made by other local government units, however,
these cases involve amounts significantly lower than the assessments in the cases against the City of Makati.
Some of these cases are pending decision by the respective regional trial courts. In each of the other cases in
which an unfavorable decision has been rendered against PLDT, PLDT has filed a Petition for Review with the
Supreme Court.

PLDT is also a respondent in a case filed by the Province of Pangasinan with the Court of Appeals. On
September 12, 2001, the Court of Appeals reversed the decision of the Regional Trial Court of Lingayen,
Pangasinan and held that PLDT is exempt from the payment of the local franchise and business taxes. The
Court of Appeals denied the Motion for Extension of Time to file a Motion for Reconsideration of the decision
of the Regional Trial Court filed by the City of Pangasinan and also denied the Motion for Reconsideration of
the Court of Appeals' denial of the Motion for Extension of Time. The Province of Pangasinan filed a
manifestation of its intention to elevate the case to the Supreme Court. PLDT is awaiting the appeal of the
Province of Pangasinan to the Supreme Court.

Similarly, in a case filed by PLDT against the City of Cebu, the Regional Trial Court declared PLDT
exempt from the payment of local franchise tax and granted PLDT's claim for refund. This decision became
final on July 6, 2001; however, the City of Cebu filed a Petition for Relief of Judgment with a prayer for
preliminary injunction, citing the Supreme Court's decision in the Davao case.

In addition, we have received assessments for local business and franchise taxes in the aggregate amount of
R2,250.1 million, all of which are under administrative protest.

As of December 31, 2001, the aggregate amount claimed by the plaintiffs in these lawsuits was B2,294.0
million with respect to PLDT and R196.5 million with respect to Smart. We believe that in the event these

lawsuits were decided against us, we believe that our potential liability is likely to be significantly lower than
the amounts claimed by the plaintiffs.

Mabuhay Satellite Arbitration
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Mabuhay Satellite is presently the respondent in an arbitration commenced by Space Systems Loral, Inc. as
a result of a dispute between the parties concerning a joint venture between them. The arbitration hearing has
been completed and the parties are awaiting the decision of the arbitrator. If determined adversely to Mabuhay
Satellite, the arbitration could result in a finding that Mabuhay Satellite owes Space Systems Loral up to
approximately US$18,000,000.

Piltel

In 1999 and 2001, the Philippine SEC investigated Piltel for alleged failure to fully and fairly disclose
Piltel's financial condition and the status of its debt obligations. To the knowledge of the Company, these
investigations did not result in an adverse finding against Piltel or PLDT. However, the Philippine SEC
imposed a fine on Piltel for late filing of the disclosure to the Philippine SEC of the default on the payment of
Piltel's debts.

Recently, a Piltel sharcholder notified Piltel that it has reasonable grounds to believe that Piltel
misrepresented or failed to disclose various liabilities in various audited financial statements. Although no
claim has been filed against Piltel, we cannot assure you that a claim on this or other bases will not be filed in
the future.
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Directors, Key Officers and Advisors

MANAGEMENT

The names, ages, positions and periods of service of our directors, key officers and advisors as of the date

of this report are as follows:

Name Age
Antonio O. Cojuangeo ......ccocvvereenine 50
Manuel V. Pangilinan ....................... 55
Helen Y. Dee.....oooeiciiiiiiccccan 57
CorazonS.delaPaz.......cccceie. 61
Ray C. Espinosa........cccoccvvveiviinnvennne 45
Napoleon L. Nazareno ..............o.... 52

Rev. Fr. Bienvenido F. Nebres, S.J... 62

Albert F. del Rosario......cccoeeeeveeenn. 62
Pedro E. ROXaS.....cccoooveeiiiirereee, 46
Taketo Suzuki ....oocooveeiiviiinniiiniiris 57
Mitsuhiro Takase .......coceevvivieviininns 54
Ricardo R. Zarate ........cocoeeeviiiiiiinnns 60
Antonio R. Samson .............ccoevv . 56
Ma. Lourdes C. Rausa-Chan............. 48
Anabelle L. Chua .....ccooovveveviviinnns 41 |
George N. Lim ..o 49
Rosalie R. Montenegro ..........cc.cc...... 52
Alfredo S. Panlilio .....cccooveviiivieiiinnnns 39
Claro Carmelo P. Ramirez ......... vereas 41
Ariel A.Roda.......ocoooiiiiiiie 39
Victorico P. Vargas........ccocennnnnnn, 50
Jun R. Florencio....ocoooevvcevenenncnnnnnnnes 46
Christopher H. Young......cccoceovninns 44
Anastacio R. Martirez ....cccccocooeeeevnes 48
Peter . Lawrence ....c..cccovevvevivvneennns 43
Donald J. Rae.....cccoeoeieeevninnriniieeenens 40

Position(s)

Director

Chairman of the Board
Director

President

Chief Executive Officer
Director

Director

Director

Director

President and Chief Executive Officer
of Smart

Director

Director

Director

Director

Chief Operating Advisor
Director

Director

Executive Vice President
Executive Vice President
Senior Vice President,

General Counsel and Corporate
Secretary

Senior Vice President and Treasurer

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

Senior Vice President

First Vice President and Auditor
General

Chief Financial Advisor

Head, Personal Communications and
Mobile Services Division of Smart
Chief Financial Advisor to Smart
Chief Operations Advisor to Smart

Date of Appointment
April 21, 1982

November 24, 1998
November 24, 1998

June 18, 1986

September 25, 2001
November 24, 1998
November 24, 1998

November 24, 1998
November 24, 1998
March 1, 2001
March 24, 2000

March 24, 2000
March 1, 2001
June 1, 1987

April 27, 1999
January 5, 1999
November 24, 1998

February 26, 2002
February 1, 1999
February 26, 1999
July 10, 2000
May 8, 2001

July 1, 1999
August 10, 2000
February 15, 2000
March 28, 2000

November 24, 1998
September 1, 1993

November 9, 1998
January 1, 1999

The business address of Napoleon L. Nazareno, Anastacio R. Martirez, Peter J. Lawrence and Donald J.
Rae is Smart Tower 1I, Ayala Avenue, Makati City, Philippines. The business address of each of the other
directors, key officers and advisors identified above is the Ramon Cojuangco Building, Makati Avenue, Makati

City, Philippines.

In connection with the initial acquisition of its interests in PLDT, First Pacific and its affiliates agreed to
vote to support the election of Antonio O. Cojuangco as a director and non-executive chairman of PLDT for a
period of two years, expiring in November 2000, and Helen Y. Dee as a director of PLDT for two years,

expiring in June 2001.
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The following is a brief description of the business experience during the past five years of each of our
directors, key officers and advisors.

Mr. Antonio Q. Cojuangco, the chairman of our board, served as president and chief executive officer of
PLDT for over 12 years until November 1998, when he assumed the chairmanship of the board. He also holds
the chairmanship of the Bank of Commerce, FCB Manila and CAP Life Insurance Corporation, and sits on the
boards of C&O Investment Realty Corporation, Kuok Phil. Properties, Inc. and Philippine
Telecommunications Investment Corporation.

Mr. Manuel V. Pangilinan, PLDT's president and chief executive officer and chairman of the board of
Smart, founded and was the managing director of First Pacific prior to his appointment as its executive
chairman in February 1999. He is also the chairman of Metro Pacific Corporation, Fort Bonifacio Development
Corporation, FPB Bank Holding Company, Inc., First Pacific Davies Holdings, Inc., a member of the
supervisory board of P.T. Darya Varya Laboratoria tbk, and president commissioner of P.T. Indofood Sukses
Makmur tbk. He also holds directorships in Negros Navigation Co., Inc., Metro Asia Link Holdings, Inc.,
Bonifacio Land Corporation, Enterprise Investments Holdings, Inc. and several property development and
management companies. Mr. Pangilinan is also the chairman of the board of some subsidiaries of PLDT.

Ms. Helen Y. Dee is the chairman and president and/or chief executive officer of Hydee Management &
Resources Corporation, Tameena Resources, Inc. and House of Investments, and chairman of Lander
Corporation and Manila Memorial Park Cemetery Inc. She is the president and/or chief executive officer of
Moira Management, Inc., HI-Daie Trading Co., Inc. and Equitas Insurance Brokers, Inc. She is the vice
chairman of Zurich Insurance (Taiwan Ltd.) and also sits on the boards of Chailease Finance Corporation, KK
Converter, Inc. and EEI Corporation.

Ms. Corazon S. de la Paz is the chairman and president of the Social Security System. Until June 30,
2001, she was a senior partner and the chairman of Joaquin Cunanan & Co., a member firm of
PricewaterhouseCoopers Worldwide. She is a director of San Miguel Corporation, Equitable PCI Bank, Ionics
Corporation, Philex Mining Corporation and Republic Glass Holding Corp. She is also a trustee of several
educational and non-profit organizations.

Atty. Ray C. Espinosa is a managing director of ePLDT. Until June 30, 2000, he was a partner and
member of the executive committee of the law firm SyCip Salazar Hernandez & Gatmaitan. He is a member of
the boards and/or corporate secretary of Cyber Bay Corporation, Bright Moon Cable Networks, Inc., Triumph
International (Philippines), Inc. and Hotel Interactive Systems, Inc. Atty. Espinosa is also a director of some
subsidiaries of PLDT.

Mr. Napoleon L. Nazareno is the president and chief executive officer of Smart and the executive
chairman, president and chief executive officer of Piltel. From August 1, 1995 until December 1999, he was
the president and chief executive officer of Metro Pacific Corporation and is currently on its board of directors.
He is the chairman of the board of I-Contacts Corporation and Intercommerce Network Services, Inc. He also
holds directorships in Metro Pacific Corporation, Fort Bonifacio Development Corporation, Bonifacio Land
Corporation, ACeS Cellular Corp., several property development and management companies and some
subsidiaries of PLDT.

Rev. Fr. Bienvenido F. Nebres, S.J. is the president of the Ateneo de Manila University and a member of
the board of trustees of several other private educational institutions. He is chairman of the board of Center for
Leadership and Change, Inc., a leadership training institution, and LEAP, Inc., which works with farmers.

Mr. Albert F. del Rosario is currently the Philippine Ambassador Plenipotentiary and Extraordinary to the
United States of America. He is the chairman of Gotuaco del Rosaric and Associates Inc., Philippine Indocoil
Corporation, Salim Philippines Inc., Free Rural Eye Clinic Foundation and the Executive Committee of Asia
Traders Insurance Corporation, and the president of ADR Holdings Inc., ARS Reinsurance Brokers Inc. and
Pacific Plaza Towers Management Services Inc. Mr. del Rosario also sits on the boards of Infrontier
(Philippines) Inc., LR Phil. Realty Corporation, Philippine Telecommunications Investment Corporation,
Metro Strategic Infrastructure Holdings Inc., Pacific Plaza Condominium Corporation, Pacific Plaza Towers

131




Condominium Corporation and the Philippine Cancer Society.

Mr. Pedro E. Roxas is the chairman and chief executive officer of Central Azucarera Don Pedro and
Central Azucarera de La Carlota. He is the president of Roxaco Land Corporation and the executive vice
president and treasurer of Roxas & Company, Inc. He is also the chairman of Batangas Assets Corporation and
holds directorship in Banco Santander Philippines, Inc., Philippine Sugar Millers Association, Inc. and Fuego
Development Corporation. Mr. Roxas is also a director of the following non-profit organizations: Fundacion
Santiago, Hospital Espanol de Santiago, Club Punta Fuego, Roxas Antonio & Eduardo Gargollo Foundation,
Philippine Business for the Environment and Habitat for Humanity.

Mr. Taketo Suzuki is chief operating advisor of PLDT. He was the vice chairman of the board of directors
and a senior technical advisor of Smart from 1995 to March 2000. He is a board advisor of NTT World
Telecommunications Company.

Mr. Mitsuhiro Takase is the senior vice president-general affairs department and the legal and internal
audit department of NTT Communications. Mr. Takase has also been a member of the board of directors of
NTT Communications since June 16, 2001. From 1996 to 1998, he was the vice president — strategic planning
and international cooperation department of the global business headquarters of NTT Corporation, in charge of
strategic planning and general personnel! matters for NTT's international/overseas business. Prior to that, he
was in charge of the marketing and management of consulting/engineering projects mainly in Asian countries,
as vice president and general manager of the Telecommunications Consulting Department of NTT
International Corporation.

Mr. Ricardo R. Zarate is an executive vice president of PLDT and is now head of PLDT's fixed line
business. From 1996 to 2000, he was the executive vice president for the network services group, in charge of
operations and maintenarnce, regional business and technical and operations support. He also sits on the boards
of several PLDT-affiliated companies, including Smart, and is a member of the board of trustees of the PLDT
Beneficial Trust Fund.

Mr. Antonio R. Samson is an executive vice president of PLDT. He is concurrently president and chief
executive officer of Mediaquest Holdings, Inc. Since joining PLDT in 1982, he has been a senior officer in
various capacities. His business experience includes strategic planning, human resources and administration,
public relations and advertising, property management and media relations. Mr. Samson is also a director of a
subsidiary of PLDT.

Ms. Ma. Lourdes C. Rausa-Chan was the group vice president for legal affairs of Metro Pacific
Corporation and was the corporate secretary of some subsidiaries of Metro Pacific Corporation prior to her
election as general counsel and corporate secretary of PLDT in November 1998. She served as a director of
PLDT from March 17, 2000 to February 28, 2001 and is a member of the boards and/or corporate secretary of
some subsidiaries of PLDT.

Ms. Anabelle L. Chua, was a vice president at Citibank, N.A. where she worked for 10 years prior to her
appointment as first vice president in March 1998, as treasurer in February 1999 and as senior vice president
on February 26, 2002. She has over 15 years of experience in the areas of corporate finance, treasury, financial
control and credit risk management. Ms. Chua is also a director of some subsidiaries of PLDT and is a member
of the board of trustees of the PLDT Beneficial Trust Fund.

Mr. George N. Lim is senior vice president for the network development and provisioning group of PLDT.
He is also a director of Philippine Bright Moon Cable, Tarlac Cable, Satellite Cable TV (Pangasinan), Cavite
Cable (Imus), Isla Cable (Tanauan, Batangas), Hotel Interactive Systems, FilCredit Finance, Capital
Development Corporation and several PLDT subsidiaries. ’

Ms. Rosalie R. Montenegro is senior vice president for multi-channel contact centers and service quality
group of PLDT. Prior to that, she served as consumer banking head of ABN-AMRO Savings Bank and vice
president for remote banking of ABN-AMRO Consumer Bank, Singapore Regional Office from 1997 to 1999.
She also worked as vice president for customer service of telecoms/information/media and entertainment of
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BayanTel and was vice president for global consumer banking, CitiPhone banking and service quality director
of Citibank N.A. from 1985 to 1996. Ms. Montenegro is also a director of and president of Vocativ Systems,
Inc. and Parlance Systems, Inc.

Mr. Alfredo S. Panlilio is senior vice president for the corporate business group of PLDT. He has over 15
years of experience in the field of business development and information technology. He held management
positions at IBM. Philippines, Inc. Prior to joining PLDT in July 1999, he was the vice president for business
development of the Lopez Communications Group (ABS-CBN Broadcasting, BayanTel and SKYCable). Mr.
Panlilio is also a director of Acasia Communications, Sdn. Bhd. and some subsidiaries of PLDT.

Mr. Claro Carmelo P. Ramirez is senior vice president for the retail business group of PLDT. He has
over 20 years of work experience in the field of marketing. He worked as associate director for Colgate
Palmolive Company, Global Business Development in New York, and as marketing director for Colgate
Palmolive Argentina, S.A.I.C. Prior to his appointment as senior vice president in July 1999, he was the
marketing director of Colgate Palmolive Philippines, Inc. He is also the chairman of Contact World, Inc. and a
director of a subsidiary of PLDT.

Mr. Ariel A. Roda has over 15 years of work experience in the field of information technology. He held
various positions in Manila Electric Company and was senior manager, head-information technology prior to
his appointment as a first vice president for information systems of PLDT in April 1999. He is a managing
director of ePLDT and president of mySecureSign, Inc. He is a director of some subsidiaries of PLDT.

Mr. Victorico P. Vargas has over 20 years of work experience in the field of human resource
management. Prior to his appointment as senior vice president for human resources and organization
development of PLDT in February 2000, he was the human resources head of Citibank N.A., Philippines, and
country human resources officer of Citibank, N.A., Bangkok.

Mr. Jun R. Florencio is our auditor general and first vice president for audit and assurance. He held
various positions in the finance department of Eastern Telecommunications and was the financial controller of
Smart for four years prior to his appointment as vice president and head of the financial reporting and control
sector of PLDT in April 1999.

Mr. Christopher H. Young, our chief financial advisor, served with PricewaterhouseCoopers in London
and Hong Kong from 1979 until 1987, at which time he joined First Pacific in Hong Kong as group financial
controller. He joined Metro Pacific Corporation in 1995 as finance director, a position he held until he joined
us in November 1998. He is currently a director of Metro Pacific Corporation and Bonifacio Land Corporation.

Mr. Anastacio R. Martirez is currently the head of personal communications and mobile services of
Smart. He has been involved in general and marketing management for over 25 years with experience in
consumer packaged goods, consumer and industrial lighting, telecommunications and banking. He has also
held senior marketing positions for SKYCable, Philipps Electronics and Lighting and Citytrust Banking
Corporation. He is also a director of some subsidiaries of PLDT.

Mr. Peter J. Lawrence, chief financial advisor to Smart, is a chartered accountant and spent a number of
years as a senior tax consultant with Arthur Andersen & Co. (Australia). He joined First Pacific in 1991 as
vice-president for group taxation and, in January 1996, was promoted to the position of finance director —
Asia Link Holdings Limited (the telecommunications arm of First Pacific).

Mr. Donald J. Rae, the chief operations advisor to Smart, served as the chief operating officer for Time
Telecommunications Sdn. Bhd. in Malaysia prior to joining Smart. He also spent over ten years with Deloitte
& Touche Consulting specializing in the Asian telecommunications sector.

Terms of Office

The directors of PLDT are elected each year to serve until the next annual meeting of stockholders and
until their successors are elected and qualified. The term of office of all officers is coterminous with that of the
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board of directors that elected or appointed them.
Family Relationships

None of the directors or key officers of PLDT are related to each other.
Compensation

The aggregate compensation paid to the directors, the chief executive officer and all other key officers as a
group for 2001 was B187.2 million.

Each of the directors, including the members of the advisory board of PLDT, is entitled to a director's fee in
the amount of 2125,000 for each meeting of the board attended, except Manuel V. Pangilinan, who has waived
his right to receive a director's fee. Each of the 15 members or advisors on the audit, executive compensation
and finance committees is entitled to a fee in the amount of B50,000 for each committee meeting attended.

There are no agreements between PLDT and any of its directors and key officers providing for benefits
upon termination of employment, except for such benefits to which they may be entitled under PLDT's
retirement plan.

Executive Stock Option Plan

On April 27, 1999 and December 10, 1999, the board of directors and stockholders, respectively, of PLDT
approved the executive stock option plan covering a total of 1,289,745 shares of common stock and the
amendment of the seventh article of the Articles of Incorporation of PLDT denying the pre-emptive right of
holders of common stock to subscribe for any issue of the 1,289,745 shares of common stock pursuant to the
executive stock option plan.

Stock options may be granted pursuant to the executive stock option plan to management executives and
advisors/consultants of PLDT. The executive compensation committee of our board determines the eligibility
of a management executive or advisor/consultant to receive a stock option, as well as the number of shares of
common stock to be covered by each stock option.

Stock options granted under the executive stock option plan become fully vested after the completion of
five years from the relevant option offer date. An option holder may exercise his option to purchase that
number of vested shares of common stock underlying his option, in whole or in part, at the price at B§14 per
share, subject to adjustment upon the occurrence of specific events described in the executive stock option
plan. The option holder is required to give written notice of exercise to the executive compensation committee,
indicating the number of vested shares to be purchased, accompanied by payment in cash of the full amount of
the purchase price for those shares.

Share Ownership
The following table sets forth information regarding ownership of our common stock and executive stock

options as of March 31, 2002 by our continuing directors, executive officers and advisors. Each individual
below owns less than 1% of our outstanding common stock.

Shares of
Common Stock
Underlying
Shares of Executive
Name of Qwner Common Stock Stock Options(1)
Antonio O. Cojuangco.........ccceveveenne * —
Manuel V. Pangilinan............coceceneeecee * 97.571
Helen Y. Deeuvrrveieeiiiiecceieveces * —_—
Corazon S.delaPaz........ccoovvvviniivennnns * —
*

Ray C. ESpinosa .......ccceeevinienencniens —
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Napoleon L. Nazareno.......cccccoeieeneee
Rev. Fr. Bienvenido F. Nebres, S.J .....
Albert F. del Rosario ....ov.ueveeveevveecnnnn.
Pedro E. ROXAS covvveieeeeeeeeeeeeveeeees
Taketo SUZUKI.....coovvviviiiviiiiiieier e
Mitsuhiro TaKase.....covevvvrvrvvvrerrinraennnns
Ricardo R. Zarate .......ooovveevvviveiiicennan,
Antonio R. Samson ......c..cccoovvviannnee
Ma. Lourdes C. Rausa-Chan. ...............
Anabelle L. Chua........cccccvvviiniinns
George N. Lim....cccocoovvicnnnnininienns
Rosalie R. Montenegro...........oc.cconiene
Alfredo S. Panlilio...coovvviiiiiiiiiininnnen.
Claro Carmelo P. Ramirez...................
Ariel A.Roda v
Victorico P. Vargas......cccceveveveinnenne
Jun R. FIOrencio ..oooovvevervvvvvevenevnvniannnns
Anastacio R. Martirez ..........c.cccoevveeen.
Christopher H. Young .......cccceveurnnenene
Peter J. Lawrence .....cooovvivvvveiieeceerennns
Donald J. Ra€ ...couvviviviviiiiiiiiiiiviiinviinns —

¥R R K K K K KR K K K ¥ K K KK X X ¥ ¥
F—
(93]
[ (o)
n
[,

* Less than 1% of the outstanding common stock

(1) As of March 31, 2002, under PLDT's executive stock option plan, options to purchase 265,153 common
shares have been granted to the executive officers listed in the table above. No options have been granted
to directors. All outstanding options are exercisable at an exercise price of 2814.00 per share and have an
expiration date of December 10, 2009. No outstanding options were exercisable until December 10, 2001,
at which time 25% became exercisable. An additional 25% will vest annually on December 10, 2002, 2003
and 2004.

Audit, Executive Compensation and Finance Committees

Our board of directors is authorized under the bylaws to create committees as it may deem necessary. Some
of the committees formed were the audit, executive compensation and finance committees, the purpose of
which is to assist our board of directors.
Audit Committee

Our audit committee is composed of four members, two of whom are regular members of our board of
directors. The member directors are Fr. Bienvenido F. Nebres, S.J., who is also the chairman, and Pedro E.
Roxas. The other members of the audit committee are Juan B. Santos and Roberto R. Romulo. Taketo Suzuki,
who is a member of our board of directors, is an advisor to the audit committee.

As provided for in the audit committee charter, the purpose of the audit committee is:

*+ to oversee our accounting and financial reporting principles and policies and internal audit controls and
procedures;

* to oversee our financial statements and the independent audit thereof;

« to select, evaluate and, where deemed appropriate, replace our outside auditors, or nominate our outside
auditors to be proposed for stockholder approval in any proxy statement; and

+ to evaluate the independence of our outside auditors.
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Executive Compensation Committee

Our executive compensation committee is composed of four members, three of whom are regular members
of our board of directors. Albert F. del Rosario, who chairs the committee, Atty. Ray C. Espinosa and Pedro E.
Roxas are regular members of our board of directors. The fourth member of the committee is Oscar S. Reyes.
Taketo Suzuki, who is a member of our board of directors, is an advisor to the committee.

Finance Committee

Our finance committee is composed of four members, three of whom are regular members of our board of
directors. Corazon S. de la Paz, who chairs the committee, Antonio O. Cojuangco and Napoleon L. Nazareno
are regular members of our board of directors. Christopher H. Young is the fourth member. Mitsuhiro Takase
is an advisor to the committee.

Employees and Labor Relations

As of December 31, 2001, PLDT's total number of employees was 12,915, of which 57% were rank and
file, 40% were management/supervisory staff and 3% were executives. This number represents a decrease of
370 employees, or approximately 2.8%, from the staff level as of the end of 2000, mainly as a result of the
manpower reduction program we initiated in 1995. From a peak of 20,312 at the end of 1994, the number of
our employees declined by 7,397, or 36%, by the end of 2001. “

We consider our relationship with our rank and file employees union, our supervisors' union and our sales
supervisors' union to be good. We are currently engaged in a dispute with our supervisors' union regarding
wages and signing bonuses, among other things. On March 4, 2002, we and our supervisors' union agreed to
submit the matter to the Department of Labor and Employment for resolution. We were also involved in a
labor dispute with the sales supervisors' union in 1999, in connection with which the Department of Labor and
Employment settled the dispute and awarded a salary increase to union members. The Department of Labor
and Employment, among other things, dismissed the union's allegations against PLDT of union busting and
unfair labor practices.

Pension and Retirement Benefits

PLDT has a trusteed, non-contributory defined benefit plan covering all permanent and regular employees.
The benefit plan provides benefits upon normal retirement beginning at age 65, early retirement beginning at
age 50 or completion of at least 30 years of credited service, voluntary separation beginning at age 40 and
completion of at least 15 years of credited service, total and physical disability, death and involuntary
separation. Benefits are based on the employee's final monthly basic salary and length of service.

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

The benefit plan's assets include indirect ownership of 100% of the shares of Home Cable. As described
under "Business — Information and Communications Technology — Other Investments," all of the shares of
Home Cable are pledged to a group of lenders as security for a loan of Home Cable, in respect of which Home
Cable has defaulted on payment. As of the date of this report, the related lenders have not declared an event of
default or accelerated this loan. In the event these lenders declare an event of default under the loan, the lenders
would be entitled to foreclose on or sell the shares in Home Cable to satisfy amounts outstanding under the
loan, and the benefit plan would lose its indirect ownership in these shares.

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

We spent 2920.1 million for pension, retirement and similar benefits for our employees for the year 2001.
For more information about the benefit plan, see Note 14 to the accompanying financial statements.
Employees' Stock Plan

Since 1966, PLDT has had an employees' stock plan under which shares of common capital stock may be
offered and sold to our regular employees, other than directors, at a discount from market value. On September
27, 1999, our board of directors approved the amendments to the employees stock plan changing the plan name
to "PLDT Stock Purchase Plan” and limiting the coverage of the plan to rank-and-file and supervisory
employees. These amendments were approved by our stockholders at a special meeting held on December 10,
1999.

Beginning January 3, 2000 to March 31, 2000, we made our ninth offering under the PLDT Stock Purchase
Plan, under which we made available up to 991,200 shares of common stock to all eligible employees as of
January 3, 2000. The shares were offered at a discounted price of B877.63 per share, which was 85% of the
average market price of our common stock on the Philippine Stock Exchange on January 3, 2000. The 36-
month installment payment period began on April 30, 2000 and will end on April 15, 2003. As of December
31, 2001, the maximum number of shares remaining to be offered under the plan was 2,164,713 shares. We
believe that the PLDT Stock Purchase Plan gives our employees the opportunity to invest in our company on
beneficial terms and broadens our shareholder base.

Legal Proceedings

On April 10, 2001, a group of private individuals filed a complaint with the Office of the Ombudsman
against former President Joseph Estrada and other individuals, including Mr. Manuel V. Pangilinan, who is our
president, chief executive officer and one of our directors. The complaint alleged that the defendants were
involved in acts involving direct and indirect bribery, corruption of public officials, illegal giving or offering of
gifts to public officials and/or "economic plunder.” In the case of Mr. Pangilinan, the complaint alleged that a
B20 million check issued by Mr. Pangilinan was deposited in a bank account owned by former President
Estrada. The Office of the Ombudsman reviewed the charges against Mr. Pangilinan to determine whether
there is probable cause to warrant prosecution of the charges before the Sandiganbayan, a special court that
hears anti-graft cases. Mr. Pangilinan has filed a counter-affidavit with the Office of the Ombudsman to refute
the allegations against him and believes, based on the advice of his counsel, that the complaint against him was
without merit. The investigation by the Office of the Ombudsman into the matters raised by the complaint and
its prosecution of Mr. Estrada continues.
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OWNERSHIP OF CAPITAL STOCK

The following table sets forth information regarding ownership of PLDT common stock as of March 31,
2002 for all shareholders known to us to beneficially own 5% or more of PLDT's common stock. All shares of
PLDT's common stock have one vote per share.

Number of Shares Percentage

Name of Beneficial Owner . Beneficially Held(1) of Class
First Pacific(2) .ocooeecrvivivennenens 53,238,376 31.50
PCD Nominee Corporation(3) ... 45,064,139 26.66
Citibank, N.A., Manila(4) .......... 31,464,890 18.61
NTT Communications(5)........... 25,266,971 14.95
Social Security System(6).......... 12,543,129 7.42

(1) Under the rules of the U.S. Securities and Exchange Commission, and as used in this table, "beneficial
ownership” means the sole or shared power to vote or direct the voting or to dispose or direct the
disposition of any security. In addition, a person is deemed to be the beneficial owner of securities that can
be acquired within 60 days from March 31, 2002, through the exercise of any option or warrant. Common
stock subject to options or warrants that are currently exercisable or exercisable within 60 days are deemed
outstanding for computing the ownership percentage of the person holding such options or warrants, but
are not deemed outstanding for computing the ownership percentage of any other person. The amounts and
percentages are based upon 169,031,501 shares of common stock outstanding as of March 31, 2002.

(2) Consists of shares held by affiliates of First Pacific, including 25,994,263 shares held of record and 40,000
shares held in street name by and for Philippine Telecommunications Investment Corporation; 6,717,319
shares held of record and 455,000 shares held in street name by and for Larouge B.V.; 2,919,260 shares
held of record by Asia Link, B.V.; and 17,112,534 shares held of record by Metro Pacific Resources, Inc.

(3) Registered owner of shares beneficially owned by participants in the Philippine Central Depository, a
private company organized to implement an automated book entry system of handling securities

transactions in the Philippines.

(4) Shares held of record by Citicorp Trade Services Limited, Citibank, N.A., Manila's nominee. Citibank,
N.A., Manila is the depository of shares underlying American Depository Shares.

(5) Shares heid of record by NTTC-UK, which is a wholly-owned subsidiary of NTT Communications.
(6) Includes 7,518,340 shares held of record by PCD Nominee Corporation.

As of March 31, 2002, 86.9% of the outstanding capital stock of PLDT was registered in the names of
Philippine persons.
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CERTAIN INDEBTEDNESS
Overview of PLDT's Indebtedness

PLDT obtains credit from a variety of sources, including bank loans and capital markets issuances. As of
December 31, 2001, PLDT on an non-consolidated basis had US$2,775.7 million aggregate principal amount
of outstanding indebtedness (including short-term debt). Approximately 97.1% of PLDT's non-consolidated
long-term debt is denominated in currencies other than Philippine pesos, predominately U.S. dollars, and
33.8% accrues interest at a floating rate. US$1,663.0 million of this debt is scheduled to mature through 2005.

PLDT's aggregate outstanding indebtedness on an unconsolidated basis as of December 31!, 2001 and their
respective maturities are shown below:

Aggregate Qutstanding
Indebtedness
Maturity

(in millions)
2002 . US$363.8 B18,803.0
2003 .0 572.0 29,567.3
2004 ... 404.5 20,910.3
2005 ..., 3227 16,680.3
2006 and onwards ... 1,112.7 57,5162

For a discussion of some of the covenants, including financial ratios, negative pledges and defauits under
our debt instruments, see "Management's Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources — Financing Activities — Debt Financing — Covenants."

Loans Supported by Export Credit Agencies

In order to obtain imported components for our network infrastructure in connection with our expansion
and service improvement programs, we have obtained loans extended and/or guaranteed by various export
credit agencies. These financings account for a significant portion of PLDT's indebtedness.

Kreditanstalt fur Wiederaufbau, or KfW, a German state-owned development bank, is our largest creditor.
As of December 31, 2001, we owed US$474.9 million aggregate principal amount to KfW, as follows:

« US$359.9 million provided under various export credit agency-backed facilities in connection with our
expansion and service improvement programs;

+ US$58.9 million provided for the 15% down payment portion without guarantee/insurance cover from
export credit agencies; and

+ US$56.1 million provided under three other credit facilities.

Interest on these loans accrues at various fixed rates ranging from 5.65% to 8.03%, and various variable
rates based on LIBOR plus 0.55% to 1.5%, in each case payable semi-annually. US$95.5 million of our KfW
loans matures in 2002, US$88.9 million matures in 2003, US$87.7 million matures in 2004, US$82.5 million
matures in 2005 and US$120.3 million matures in 2006 or later. Principal and interest on these loans are
generally payable in equal semi-annual installments.

On January 25, 2002, PLDT signed two loan agreements with KfW that will provide PLDT with a new
US$149 million facility to refinance in part the repayment instaliments under our existing loans from KfW
becoming due from January 2002 until December 2004. The facility is a nine-year loan, inclusive of a two-year
grace period during which no principal is payable, and is to be disbursed over a three-year period. One of the
agreements enjoys the guarantee of HERMES, the export credit agency of the Federal Republic of Germany.
Disbursements under this facility, which are made as the KfW loans which they are to repay fall due, are

139




currently available. The loan agreements have been amended to provide that in the event that (1) by June 30,
2002, PLDT has not placed a bond having a principal amount of at least US$250 million and having a 10 year
term, (2) by June 30, 2002, PLDT has not been granted a loan from Japan Bank for International Cooperation,
(3) by December 31, 2002, Japan Bank for International Cooperation and/or other similar lenders do not agree
to provide PLDT with an aggregate of at least US$100 million and (4) by December 31, 2002, PLDT has not
received financing in an aggregate amount of at least US$350 million from bank loans or the capital markets or
other sources, including a sale of shares in Smart, then KfW will not be obligated to make additional
disbursements under the new KfW facility and PLDT will be required to promptly repay the entire principal
amount outstanding under the facility.

PLDT has also obtained loans extended and/or guaranteed by other export credit agencies, including Japan
Bank for International Cooperation, formerly known as the Export Import Bank of Japan, the Export Import
Bank of the United States, and the respective export credit agencies from France, Italy, Israel, Sweden,
Denmark, Canada, Australia, Singapore and the United Kingdom, in the aggregate outstanding principal
amount of US$292.0 million as of December 31, 2001. Interest on these loans accrue at various fixed rates
ranging from 5.83% to 7.95% and various variable rates based on the lender's cost of funds plus 0.20% and
LIBOR plus 0.15% to 1.95%, and are payable either quarterly or semi-annually. US$59.8 million matures in
2002, US$57.8 million matures in 2003, US$56.4 million matures in 2004, US$45.2 million matures in 2005
and US$72.8 million matures in 2006 or later.

Bank Loans
¥19.807 Billion Term Loan

In December 1997, in connection with a refinancing of its maturing debt, PLDT obtained a Japanese yen
term loan from a syndicate of foreign banks, ¥19.015 billion of which is outstanding as of the date of this
report. Amounts borrowed under the facility accrue interest at a floating rate equal to Japanese Yen LIBOR
plus 0.9% and annual facility fees of 0.15%, payable semi-annually. 94% of the original principal amount of
this loan is payable at maturity. This loan has a final maturity on June 18, 2003.

US3150 Million Term Loan

In connection with PLDT's fixed line expansion projects, PLDT obtained a US$150 million term loan,
which was subsequently assigned to Norddeutsche Landesbank Girozentrale, Singapore Branch, US$103.5
million of which was outstanding as of the date of this report. Interest on this loan accrues at a rate of LIBOR
plus 1.75%, payable semi-annually. PLDT also pays annual fees of 0.95%, payable semi-annually. The
outstanding principal amount of this loan is payable at maturity. This loan is scheduled to mature on December
22,2003.

Local Exchange Transfer Loans

In connection with the transfer of Smart's local exchange business to PLDT, PLDT entered into loan
agreements with Nederlandse Financierings-Maatschappij Voor Ontwikkelingslanden N.V., or FMO, of the
Netherlands, Exportkreditnamden, or EKN, of Sweden and Export Credits Guarantee Department, or ECGD,
of the United Kingdom for loans in the principal amounts of US$135 million, US$35.7 million and US$26.5
million, respectively, approximately US$172.8 million of which was outstanding as of December 31, 2001.
These loans were amended in August 2001 to increase the maximum total debt to EBITDA ratio that PLDT on
an unconsolidated basis is permitted to maintain for the terms of the loans. Approximately US$80.2 million of
the FMO loan accrues interest at an annual rate of LIBOR plus 2.05% and matures on September 1, 2007,
while approximately US$42.7 million of the FMO loan accrues interest at an annual rate of LIBOR plus 1.95%
and matures on September 1, 2005. The EKN and ECGD loans accrue interest at annual rates of 7.89% and
7.15%, respectively, and both loans mature on December 31, 2007. Principal and interest on these loans are
payable in equal semi-annual installments.

JBIC 4 Program of the Development Bank of the Philippines
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In connection with the Asia Pacific Cable Network 2 project, PLDT entered into a loan agreement with
Citibank, N.A., as facility agent, and a syndicate of banks in the aggregate principal amount of 1.7 billion,
BI1.1 billion of which was drawn and outstanding as of December 31, 2001. The loan is funded under the Japan
Bank for International Cooperation Facility for Private Sector Development of the Development Bank of the
Philippines. This loan accrues interest at an annual rate of 11.18%, payable quarterly, and has a final maturity
on October 26, 2005.

Principal is payable in quarterly installments as set forth below:

Percentage of Principal Payable

Quarterly Payment Number on Each Quarterly Payment Date
Payments 1-7................. 3.5%
Payments 8-11.................. 8.875%
Payments 12-15................ 10.00%

Fixed Rate Global Bonds

PLDT has eight series of non-amortizing fixed rate global bonds outstanding, as follows:

Principal Amount Interest Rate Maturity
US$100,000,000 .. 9.125%  August 1, 2002
US$125,000,000 .. 8.50%  June 30, 2003
US$204,265,000 .. 10.625%  June 2, 2004
US$150,000,000 .. 9.875%  August 1, 2005
US$175,000,000 .. 9.25%  June 30, 2006
US$200,000,000 .. 7.85% March 6, 2007
US$175,000,000 .. 10.50%  April 15, 2009
US$300,000,000 .. 8.35% March 6, 2017

B2 .77 Billion Peso Fixed Rate Corporate Notes

In connection with PLDT's service improvements and expansion programs, PLDT entered into two loan
agreements, pursuant to each of which PLDT issued fixed rate corporate notes in three tranches. Interest on
each of the notes is payable semi-annually.

Under the first loan agreement, PLDT borrowed an aggregate of R1.5 billion, of which B230 million
accrues interest at an annual rate of 13.965% and matures on November 11, 2002, B500 million accrues
interest at an annual rate of 15.137% and matures on November 9, 2004, and 8770 million accrues interest at
an annual rate of 15.816% and matures on November 9, 2006.

Under the second loan agreement, PLDT borrowed an aggregate of R1.27 billion, of which R360 million
accrues interest at an annual rate of 12.875% and matures on June 9, 2003, R100 million accrues interest at an
annual rate of 14.0% and matures on June 9, 2005 and P810 million accrues interest at an annual rate of 15.0%
and matures on June 9, 2010.

Smart

As of December 31, 2001, Smart had US$419.8 million aggregate principal amount of term loans
outstanding, which are scheduled to mature as follows:

Aggregate Outstanding
Indebtedness
Maturity

(in millions)
2002, US$88.5 24,5749
2003 e, 93.2 4,818.9
2004 ..o, 89.4 4,622.1
2005 e 89.1 4,603.1
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2006 and onwards... 59.6 3,080.3

The loan facilities for Phases 1 to 4 of the GSM network expansion are repayable in ten equal semi-annual
installments with final repayments due in October 2005 and April 2006 and have annual interest rates ranging
from 5.16% to 7.75%.

On June 8 and June 14, 2001, Smart signed its GSM Phase 5 financing comprised of US$195 million and
B] billion loans, respectively. The US$195 million loans are payable over five to six years, with final
repayments due in September 2006, March 2007 and June 2007 and have interest rates of LIBOR plus 1.425%
in respect of US$150 million and LIBOR plus 3.25% in respect of US$45 million. The B1 billion facility is
payable quarterly with final repayment in December 2005 and bears interest at 12.81%. As of December 31,
2001, both loan facilities were fully drawn.

On December 13, 2001, Smart signed its GSM Phase 5B financing of US$100 million, which has the same
terms as the Phase 5 US$195 million loans described above. As of December 31, 2001, the Phase 5B facility
was undrawn but has been fully drawn in the first quarter of 2002.

In addition, on January 9, 2002, Smart signed a loan facility in the amount of B300 million. This loan has
been fully drawn.

Smart's loan agreements contain restrictions which limit- Smart's ability to pay dividends, make
distributions to its stockholders or otherwise provide funds to its stockholders or affiliates without the consent
of the lenders. In addition, some of these loan agreements restrict Smart's ability to enter into transactions with
affiliates except on arms length terms and for valuable consideration.

Smart's loan agreements also contain a number of covenants requiring Smart to comply with certain
financial tests and customary and other defaults that permit the lender to accelerate amounts due under the
loans or terminate their commitments to extend additional funds under the loans. These defaults include:

+ cross defaults and cross accelerations that permit a lender to declare a default if Smart is in default under
another loan agreement. These cross default provisions are triggered upon a payment or other default
permitting the acceleration of Smart debt, whether or not the defaulted debt is accelerated;

+ failure by Smart to comply with certain financial ratio covenants referred to above;

« any reduction in PLDT's ownership of Smart stock below 51% of the total of each class of Smart stock
outstanding;

¢ any reduction in First Pacific's and its affiliates' collective ownership of PLDT common stock below
17.5% of the total common stock outstanding or 17.5% of the voting power of the total common stock
outstanding; and

* the occurrence of any material adverse change in circumstances that the lender reasonably believes
materially impairs Smart's ability to perform its obligations under its loan agreement with the lender or that the
lender believes materially impairs an applicable guarantor's ability to perform its obligations under an
applicable guaranty.
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TAXATION

The following is a summary of material Philippine, Hong Kong and United States federal tax
consequences to United States Holders (as defined below) of ownership of shares of Common Capital Stock
(“Common Stock™), ADRs and GDRs (collectively, the “Equity Securities”) and of PLDT’s 10.625% Notes
due 2004, 9.875% Notes due 2005, 9.125% Notes due 2002, 8.5% Notes due 2003, 9.25% Notes due 2006,
7.85% Notes due 2007, 8.35% Notes due 2017 and 10.5% Notes due 2009 (the “Debt Securities” and,
collectively with the Equity Securities, the “Securities”). This summary is based upon laws, regulations,
rulings, income tax treaties, administrative practice and judicial decisions in effect at the date of this Annual
Report (including the Philippine National Internal Revenue Code of 1997 (the “Philippine Tax Code”), the
income tax treaty between the Philippines and the United States (the “Philippines-United States Tax Treaty”),
and the United States Internal Revenue Code of 1986, as amended (the “United States Tax Code™) and the
Treasury Regulations promulgated thereunder (the “Regulations™)). Legislative, judicial or administrative
changes or interpretations may alter or modify the statements and conclusions set forth herein. Any such
changes or interpretations may be retroactive and could affect the tax consequences to holders of Securities.

This summary does not address all tax aspects that may be important to a holder of Securities. The
tax treatment of a holder of Securities may vary depending on such holder’s particular situation, and certain
holders (including holders such as dealers, insurance companies, tax-exempt organizations, financial
institutions and persons who own, constructively or actually, 10% or more of the total voting power or total
value of PLDT'’s stock) may be subject to special rules not discussed. Moreover, except as expressly noted, the
state, local and foreign tax consequences are not discussed below. The summary of United States federal
taxation deals only with Securities held as capital assets by United States Holders whose functional currency is
the United States dollar. For purposes of this summary, the term “United States Holder” means a beneficial
owner, for United States federal income tax purposes, of a security that is (i) a citizen or resident of the United
States, (ii) a corporation or partnership created or organized under the laws of the United States or any state of
the United States, (iii) an estate whose income is includable in gross income for United States federal income
tax purposes regardless of its source, (iv) a trust if (a) a court within the United States is able to exercise
primary supervision over the administration of the trust and (b) at least one United States person has authority
to control all substantial decisions of the trust, or (v) a person or entity otherwise subject to United States
federal income taxation on a net income basis in respect of the Securities. The summary of Philippine taxation
deals only with United States Holders that hold securities as capital assets.

HOLDERS ARE URGED TO CONSULT THEIR OWN TAX ADVISORS AS TO THE
PARTICULAR TAX CONSEQUENCES OF THE OWNERSHIP AND DISPOSITION OF
SECURITIES, INCLUDING THE APPLICABILITY AND EFFECT OF ANY STATE, LOCAL OR
FOREIGN TAX LAWS.

Equity Securities
Philippine Taxation

Taxes on Exchange of ADRs for Common Stock and GDRs for Convertible Preferred Stock

Philippine capital gains or stock transaction taxes and documentary stamp taxes may be payable upon
the transfer of shares of Common Stock to a holder of ADRs or shares of Convertible Preferred Stock to a
holder of GDRs. See “Capital Gains Tax and Stock Transaction Tax” and “Documentary Stamp Taxes.”

Taxation of Dividends

Under the Philippine Tax Code, dividends paid by a Philippine corporation to non-resident aliens
engaged in trade and business within the Philippines are subject to tax at a rate of 20%. Dividends paid to non-
resident aliens not engaged in trade and business within the Philippines are subject to tax at a rate of 25%.
Dividends paid to non-resident non-Philippine corporations not engaged in a trade or business in the
Philippines by domestic corporations liable to tax under the Philippine Tax Code are generally subject to
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income tax at the rate of 32% subject to applicable preferential tax rates under tax treaties in force between the
Philippines and the country of domicile of such non-resident non-Philippine corporation. The 32% rate for
dividends paid to non-resident non-Philippine corporations may be reduced to a special 15% rate if (i) the
country in which the non-resident non-Philippine corporation is domiciled imposes no taxes on foreign source
dividends (this condition is not satisfied in the case of such corporations domiciled in the United States) or (ii)
the country in which the non-resident non-Philippine corporation is domiciled allows a credit against the tax
due from the non-resident non-Philippine corporation taxes deemed to have been paid in the Philippines
equivalent to 17% (this latter condition is not satisfied, in the case of corporations domiciled in the United
States, if such corporations own less than 10% of the voting stock of PLDT). Under rulings issued by
Philippine tax authorities, Hong Kong is viewed as falling within clause (i) and, thus, companies that are
organized in Hong Kong that are not engaged in trade or business in the Philippines may be entitled to the
benefit of the special 15% rate. Such rulings, however, were based upon the laws of Hong Kong as in effect at
the time such rulings were issued, and any subsequent changes in the relevant laws of Hong Kong may affect
the validity of such rulings. ‘

As further discussed below, in respect of regular quarterly cash dividends payable on shares of the
underlying Convertible Preferred Stock while such shares are on deposit with the Depositary, PLDT intends to
make payments of withholding tax pursuant to the terms of such Convertible Preferred Stock, at the rate of
15%, which is the rate applicable to dividends payable to residents of the domicile of the registered
shareholder, which is a company organized in Hong Kong not engaged in trade or business in the Philippines.
PLDT reserves the right to change the rate at which it makes payments of withholding tax whenever it deems it
appropriate under applicable law.

Holders will receive regular quarterly cash dividends paid in respect of the Convertible Preferred
Stock, but not on the Common Stock issuable on conversion of such Convertible Preferred Stock, free and
clear of withholding tax, such withholding tax being an obligation of PLDT pursuant to the terms of the
Convertible Preferred Stock. Any other dividends will be subject to withholding tax at the relevant applicable
rate.

If the holder of Common Stock is a non-resident foreign partnership which is treated as a corporation
for Philippine tax purposes, dividends on the Common Stock should be subject to a final withholding tax of
32%. Cede & Co., the partnership nominee of Depository Trust Company (“DTC”), should qualify as a non-
resident foreign partnership that would be treated as a corporation for Philippine tax purposes.

In certain circumstances where the holder holds Common Stock, a tax treaty rate may be applicable
with respect to the Philippine withholding tax. For instance, holders under such circumstances and as to which
the Philippines-United States Tax Treaty would be applicable would be eligible for a treaty rate of 25%. (The
20% treaty rate and the special 15% rate described are generally not applicable in the case of non-resident non-
Philippine corporations domiciled in the United States which own less than 10% of the voting stock of PLDT.)
Holders are required, however, to establish to the Philippine taxing authorities their eligibility for such treaty
rate. Philippine tax authorities have prescribed, through an administrative issuance, procedures for availment
of tax treaty relief. PLDT intends to pay withholding tax at the reduced treaty rate in respect of shares the
registered holder of which is Cede & Co., on the basis that Cede & Co. is a resident of the United States for
purposes of the Philippines-United States Tax Treaty. PLDT reserves the right to change the rate at which it
makes payments of withholding tax whenever it deems it appropriate under applicable law.

Capital Gains Tax and Stock Transaction Tax

The Philippine Tax Code provides that gain from the sale of shares of stock in a Philippine
corporation shall be treated as derived entirely from sources within the Philippines, regardless of where the
shares are sold. Subject to applicable tax treaty rates, the rate of tax on such gain, where the stock is not
disposed of through a Philippine stock exchange, is 5% for gains not exceeding 100,000 pesos and 10% for
gains in excess of that amount. The rate is the same for both non-resident individuals and non-resident non-
Philippine corporations. While this tax is not collected through withholding, the Philippine Tax Code prohibits
a transfer from being recorded on the books of the corporation unless the Philippine Commissioner of Internal
Revenue certifies that the tax has been paid or certain other conditions are met. Under the Philippine Tax
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Code, non-resident individuals and non-resident non-Philippine corporations may net capital gains and losses
during a taxable year in determining their total capital gains tax.

The sale of shares which are listed in and sold through the PSE are subject to the stock transaction tax
imposed at the rate of 1/2 of 1% of the gross selling price. This tax is required to be collected and paid to the
Government by the selling stockbroker on behalf of his client. Sales of shares other than through a Philippine
stock exchange will be subject to Philippine capital gains tax in the manner described above. Should a share
be listed on a Philippine stock exchange and sold through the exchange, the exemption provided under the
Philippines-United States Tax Treaty (as discussed below) may not be applicable, since the sale would be
subject to the stock transaction tax, which is a percentage tax which may not qualify as an income tax for
purposes of the Philippines-United States Tax Treaty.

Under the Philippines-United States Tax Treaty, capital gains derived by a United States resident from
the sale of shares of stock of a Philippine corporation will not be subject to Philippine tax unless the shares are
those of a corporation over 50% of the assets of which consist of real property interests located in the
Philippines. PLDT does not believe that it currently is such a corporation.

PLDT believes that transfers of ADRs and GDRs should not be subject to Philippine capital gains
taxes and stock transaction taxes because the transfers of such ADRs and GDRs will be effected outside of the
Philippines.

Conversion Feature

PLDT believes that there would be no Philippine capital gains taxes upon the conversion of shares of
Convertible Preferred Stock into shares of Common Stock.

Documentary Stamp Taxes

The Philippines imposes a documentary stamp tax upon transfers of shares of stock issued by a
Philippine corporation at a rate of one peso and 50 centavos on each 200 pesos, or fractional part thereof, of the
par value of the shares. The documentary stamp tax is collectible wherever the document is made, signed,
issued, accepted or transferred, when the obligation or right arises from Philippine sources or the property is
situated in the Philippines. PLDT believes that there should be no Philippine documentary stamp taxes payable
upon the transfer of ADRs or GDRs outside of the Philippines.

Estate and Donor’s Taxes

The transfer of shares of a Philippine corporation upon the death of a registered holder to his heirs by
way of succession, whether such an individual was a citizen of the Philippines or an alien, regardless of
residence, will be subject to Philippine estate tax at progressive rates ranging from 5% to 20% of the net estate,
if the net estate is over 200,000 pesos. The net estate of the decedent is computed by deducting certain
allowable expenses from the value of the gross estate. The gross estate is determined by including the value at
the time of death of all properties, real or personal, tangible or intangible, wherever situated, provided,
however, that, in the case of a non-resident decedent, who at the time of death is not a citizen of the
Philippines, only that part of the entire gross estate that is situated in the Philippines is included in the taxable
estate.

The Philippines imposes donor’s taxes on the basis of the total net gifts made during a calendar year
in accordance with a schedule provided by law. The rates range from 2% to 15% if the net gifts made during
the calendar year exceed 100,000 pesos. The rate of tax with respect to net gifts made to a stranger (one who is
not a brother, sister, spouse, ancestor, lineal descendant, or relative by consanguinity in the collateral line
within the fourth degree of relationship) is a flat rate of 30%.

Shares of stock of a deceased stockholder or shares that have been donated may not be transferred on
the books of the corporation without a certificate from the Philippine Commissioner of Internal Revenue that
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the applicable estate or donor’s taxes have been paid. In the case of ADRs and GDRs, however, there is no
corresponding requirement, unless a transfer of the ADRs and GDRs would also entail a change in the
registration of the underlying shares.

Transfers of property by way of succession or donation by Philippine citizens and residents are
subject to Philippine estate and donor’s taxes. Transfers by persons who are not Philippine citizens or
residents are subject to Philippine estate and donor’s taxes only when the property transferred is situated in the
Philippines. Under the Philippine Tax Code, shares of a Philippine corporation are considered to be situated in
the Philippines.

Estate and gift taxes will not be collected in respect of intangible personal property
(i) if the deceased at the time of death, or the donor at the time of donation, was a citizen and resident of a
foreign country which at the time of his death or donation did not impose a transfer tax of any character in
respect of intangible personal property of citizens of the Philippines not residing in that foreign country, or (ii)
if the laws of the foreign country of which the deceased or the donor was a citizen and resident at the time of
his death or donation allow a similar exemption from transfer or death taxes of every character or description
in respect of intangible personal property owned by citizens of the Philippines not residing in that foreign
country.

Hong Kong Taxation

No tax will be payable in Hong Kong in respect of any income from, or gains arising on the disposal
of ADRs, GDRs or shares of Common Stock, nor will any tax, duties or other levies of whatsoever nature be
payable in Hong Kong on the transfer of any such securities except that gains from the sale of property by
persons carrying on a trade, profession or business in Hong Kong where such gains are derived from or arise in
Hong Kong from such trade, profession or business will be chargeable to Hong Kong profits tax. A holder or
an owner of such securities may thus be assessable to profit tax in Hong Kong on gains arising on the disposal
of ADRs, GDRs or shares of Common Stock if such gains are derived in Hong Kong from a Hong Kong
business of dealing or trading in securities carried on by such holder or owner.

United States Federal Taxation

For the United States federal income tax purposes discussed herein, United States Holders of GDRs or
ADRs will be treated as the owners of the underlying shares of Convertible Preferred Stock or Common Stock.
Deposits and withdrawals by United States Holders of shares of Convertible Preferred Stock or Common Stock
in exchange for GDRs or ADRs will not be subject to United States federal income tax.

Taxation of Dividends

Distributions made by PLDT with respect to Convertible Preferred Stock or Common Stock, to the
extent made out of current or accumulated earnings and profits of PLDT, as determined for United States
federal income tax purposes, will be includable in income by a United States Holder as ordinary foreign-source
dividend income on the date received by the Depositary or, in the case of shares held directly by the United
States Holder, the United States Holder. Such dividends will not be eligible for the dividends-received
deduction generally allowed to corporations. The amount of the dividend will equal the amount, determined
on the date of distribution, of United States dollars received by the Depositary or, in the case of shares held
directly by the United States Holder, the United States Holder, plus the United States dollar value of any

- Philippine taxes withheld from such-dividend. To the extent that a distribution exceeds the Holder’s allocable
share of PLDT’s current or accumulated earnings and profits, such distribution will first be treated as a
nontaxable return of capital, applied against and in reduction of the Holder’s tax basis in the shares. Amounts
received in excess of the Holder’s basis will be treated as received in exchange for the shares and taxed as
capital gain, which will be long-term capital gain if the Holder’s holding period for the shares is more than one
year. A reduced tax rate on capital gains may apply to certain United States Holders. See ‘“—United States
Federal Taxation—Sale or Other Disposition of GDRs, ADRs or Shares.”
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Philippine taxes withheld from a dividend should, subject to the limitations and tax return disclosure
requirements in the United States Tax Code and the Regulations, and to applicable provisions of the
Philippines-United States Tax Treaty, be eligible for credit against a United States Holder’s U.S. federal
income tax liability or deductible for purposes of computing such liability. . For foreign tax credit purposes,
dividend income generally will constitute “passive income” or, in the case of certain United States Holders,
- “financial services income.” The availability of a foreign tax credit or a deduction for Philippine withholding
taxes remitted by PLDT on behalf of a United States Holder is discussed below.

Certain Withholding Tax Payments

Holders will receive regular quarterly cash dividends paid in respect of the Convertible Preferred
Stock, but not on the Common Stock issuable on conversion of such Convertible Preferred Stock, free and
clear of withholding tax, such withholding tax being an obligation of PLDT pursuant to the terms of the
Convertible Preferred Stock. PLDT intends to make such payments of withholding tax based on an applicable
withholding tax rate of 15%. A United States Holder that receives dividends free and clear of withholding tax
will be treated for United States federal income tax purposes as having received an additional distribution with
respect to the Convertible Preferred Stock in the amount of the withholding tax which is paid to the Philippine
Bureau of Internal Revenue on behalf of such United States Holder. Such a deemed additional distribution will
generally be subject to the rules described above under “Taxation of Dividends.” The amount of the Philippine
withholding tax, and thus the amount of additional income deemed to have been received by the United States
Holder, will be equal to the initial amount of tax paid by PLDT (based on the applicable withholding tax rate)
divided by the difference between one and the applicable withholding tax rate. For example, assuming a $100
dividend received free and clear of a withholding tax of 15% (the rate believed by PLDT to be the applicable
withholding tax rate; see “Philippine Taxatiom—Taxation of Dividends™), the United States Holder will be
treated as having paid Philippine withholding tax of, and as having received additional income in the amount
of, $15/(1-.15), or $17.65. Although, as indicated, such additional income will generally be taxable to such
United States Holder, except to the extent described below, the additional tax should be creditable against such
United States Holder’s United States federal income tax to the extent such United States Holder is able to
utilize foreign tax credits. In the case of United States Holders who are unable to utilize fully foreign tax
credits, the increased taxable income arising from such payment could result in a net after-tax yield that is less
than that available to a holder who is able to use the foreign tax credit.

The Philippines-United States Tax Treaty generally provides for a maximum Philippines withholding
tax rate of 25% with respect to dividends paid to United States Holders that are entitled to the benefits of the
treaty. If Philippine withholding tax were to be imposed at a rate in excess of 25% with respect to dividends
paid to United States Holders entitled to the benefits of the treaty, such United States Holders would have to
comply with Philippine certification and reporting requirements in order to obtain treaty benefits. To the
extent that such United States Holders do not comply with such requirements, they may not be permitted to
claim a foreign tax credit to the extent that the Philippine withholding tax imposed exceeds the treaty rate,
depending upon whether such excess taxes qualify for United States federal income tax purposes as a
“compulsory payment.” Under applicable Regulations, a taxpayer is required to exhaust effective and practical
remedies to reduce the rate of tax (including the invocation of competent authority proceedings under the
Philippines-United States Tax Treaty) under Philippine law in order to assure that such excess taxes are
creditable. If such remedies exist but have not been availed of, the credit would not be available for such
excess taxes. However, a deduction for Philippine withholding taxes may still be available as noted above. In
the case of individuals, such deduction may, however, be subject to certain limitations on itemized deductions.

Sale or Other~ Disposition of GDRs, ADRs or Shares

A United States Holder will recognize capital gain or loss upon the sale of GDRs, ADRs or shares of
Common Stock in an amount equal to the difference between such United States Holder’s basis in the ADRs,
GDRs or shares of Common Stock and the amount realized upon the sale. Such gain or loss generally will be
long-term capital gain or loss if, at the time of sale, exchange or retirement, the ADR, GDR or Common Stock
has been held for more than one year. Long-term capital gain of a non-corporate United States Holder is
generally subject to a maximum tax rate of 20% in respect of property held for more than one year. Generally,
any such gain or loss realized will be treated as United States source income or loss. United States Holders
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may not be eligible to credit against their United States federal income tax liability amounts paid in respect of

the Philippine stock transaction tax. See “—Philippine Taxation—Capital Gains Tax and Stock Transaction
Tax.”

Conversion Feature

In general, no gain or loss will be recognized for United States federal income tax purposes on a
conversion of Convertible Preferred Stock into Common Stock except with respect to cash received in lieu of
fractional shares of stock. The tax basis for Common Stock received upon conversion will be equal to the
basis of the Convertible Preferred Stock converted and the holding period of the Common Stock received upon
conversion will include the holding period of the Convertible Preferred Stock.

Tax Information Reporting and Backup Withholding

Dividends on, and proceeds from the sale or other disposition of, GDRs, ADRs or shares of Common
Stock received and distributed by the Depositary are subject to United States information reporting. Under
current Regulations, backup withholding is not required to be collected by the Depositary in respect of
dividends and sales proceeds if the holder of shares of Convertible Preferred Stock, Common Stock, ADRs or
GDRs (i) provides the Depositary with such holder’s correct taxpayer identification number in the manner
required by law, certifies that such holder is not subject to backup withholding rules and otherwise complies
with the backup withholding rules or (ii) otherwise establishes an exemption. The amount of any backup
withholding taxes from a payment to a United States Holder would be allowed as a credit against the United
States federal income tax liability of such holder and may entitle such holder to a refund, provided that the
required information is furnished to the Internal Revenue Service (“IRS”).

Federal Estate Tax

Subject to certain statutory limitations and exceptions, United States estate tax applies to the entire
estate, wherever situated, of a decedent who was a United States citizen or resident. A credit is generally
available for any estate, inheritance, legacy or succession taxes paid to a foreign country with respect to
property situated in that country and included in the decedent’s gross estate, subject to the limitations
established by United States Tax Code and the Regulations. Convertible Preferred Stock and Common Stock
would be properly deemed situated in the Philippines for this purpose and ADRs, and GDRs should also be
deemed situated in the Philippines for this purpose. The credit is limited to the amount of United States federal
estate tax attributable under statutory rules to such property.

The United States Tax Code does not authorize a comparable credit for foreign gift or donor’s tax
such as those imposed by the Philippines. See “—Philippine Taxation—Estate and Donor’s Taxes.”

Debt Securities
Philippine Taxation

Taxation of Interest

The Debt Securities are represented by Global Securities deposited with a custodian for, and
registered in the name of, Cede & Co., a partnership nominee of DTC. Under the Philippine Tax Code, interest
on the Debt Securities received by non-resident alien individuals engaged in trade and business within the
Philippines is taxed at 20%. Interest received by non-resident alien individuals not engaged in trade or
business within the Philippines is taxed at 25% and interest received by non-resident foreign corporations not
engaged in trade or business within the Philippines is taxed 32%. However, interest received by non-resident
foreign corporations on “foreign loans” is subject to a final withholding tax of 20%. “Foreign loans” include
any loan contract payable in foreign currency which is entered into by a Philippine resident individual or
corporation with a non-resident. Therefore, if the registered holder of a Debt Security is a non-resident
corporation or a foreign partnership, which is treated as a corporation for Philippine tax purposes, the Debt
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Securities will be considered “foreign loans™ and interest thereon should be subject to a final withholding tax
of 20%. Any tax treaty in force between the Philippines and the country of domicile of the non-resident holder
may provide for reduced withholding tax on interest. Cede & Co. should qualify as a non-resident foreign
partnership that is treated as a corporation for Philippine tax purposes.

In the case of Debt Securities issued with original issue discount (“OID”), withholding tax on OID
should be paid at issuance if the Debt Securities have maturities of less than one year, and at redemption in all
other cases. The Debt Securities consisting of 10.625% Notes due 2004, 9.875% Notes due 2005, 9.125%
Notes due 2002, 8.5% Notes due 2003, 9.25% Notes due 2006, 7.85% Notes due 2007, 8.35% Notes due 2017
and 10.5% Notes due 2009 were originally issued to the public at prices of 99.485%, 99.987%, 100%,
99.687%, 99.677%, 99.924%, 99.624% and 99.651%, respectively, of their principal amounts. Accordingly,
Philippine withholding tax on such original issue discount will be payable at maturity.

Most tax treaties to which the Philippines is a party provide for reduced withholding tax rate of 15%
in cases where the interest arising in the Philippines is paid to a resident of the other contracting state and the
recipient is the beneficial owner of the interest. Under the Philippines-United States Tax Treaty, the final
withholding tax is reduced to 15% where the interest arises in the Philippines and is paid to a resident of the
United States. However, the reduced tax rate will not apply if the registered holder carries on business in the
Philippines through a permanent establishment and the holding of the Debt Securities is effectively connected
with such permanent establishment. In general, as long as a United States Holder of the Debt Security which is
a resident of the United States under the Philippines-United States Tax Treaty does not carry on business in the
Philippines through a permanent establishment, interest paid on the Debt Securities will be subject to
withholding tax at the 15% rate. PLDT intends to pay withholding tax at the reduced treaty rate on the basis
that the registered holder of the Debt Security, Cede & Co., is a resident of the United States for purposes of
the treaty. PLDT reserves the right to change the rate at which it makes payments of withholding tax whenever
it deems it appropriate under applicable law.

Although interest paid on the Debt Securities is generally subject to Philippine withholding taxes as
described above, the payment of such taxes with respect to the interest on the Debt Securities will be made by
PLDT without deduction of any amounts therefor from the interest to be remitted to the beneficial owners of
the Debt securities. Such beneficial owners will generally receive the same amounts they would have received
had no such withholding taxes been imposed.

The effect of such contract or provision is to make the Debt Securities “tax-free covenant bonds.”
With respect to interest on tax-free covenant bonds, PLDT is required to withhold a tax equal to 30% of the
interest if the interest is payable to a nonresident alien or to a citizen or resident of the Philippines.

However, where applicable, the Philippines-United States Tax Treaty would reduce the withholding
rate on “‘tax-free covenant bonds” to 15%. PLDT intends to pay withholding tax at the reduced treaty rate on
the basis that the registered holder of the Debt Security, Cede & Co., is a resident of the United States under
the Philippines-United States Tax Treaty. PLDT reserves the right to change the rate at which it makes
payments of withholding tax whenever it deems it appropriate under applicable law.

Taxation of Capital Gains

The Philippine Tax Code provides that gains, profits and income derived from the sale of personal
property, other than stock in a Philippine corporation, effected outside the Philippines shall be treated as
derived entirely from sources within the country in which such property is sold. Since non-resident alien
individuals and non-resident non-Philippine corporations are subject to Philippine income tax only on their
income from sources within the Philippines, any transfers of the Debt Securities effected outside the
Philippines by non-resident alien individuals and non-resident non-Philippine corporations will not be subject
to Phitippine income taxes. Moreover, un