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SECURITIES AND EXCHANGE COMMISSION

SEC FORM 17-A
ANNUAL REPORT PURSUANT TO SECTION 17
OF THE SECURITIES REGULATION CODE AND SECTION 141
OF THE CORPORATION CODE OF THE PHILIPPINES

1.For the fiscal year endedMarch 31, 2007

2.SEC ldentification Number PW- 94 3. BIR Tax Identification No430-000-707-922

4.Exact name of registration as specified in higrter PAL HOLDINGS, INC.

5. Philippines 6. ( SEC Use Only)
(Province, country or other jurisdiction of Industry Classification Code:
incorporation or organization)

7.7/F Allied Bank Center, 6754 Ayala Avenue, MakatCity 1200
Address of principal office Postal Code
8. (632) 816-3421 local 3785 / 736-8466

Registrant’s telephone number, including area code

9. Baguio Gold Holdings Corporation
Former name, former address, former fiscal yéahanged since last report

10. Securities registered pursuant to Section 812naf the SRC

Number of Shares of Common Stock Outstanding
Title of Each Class and Amount of Debt Outstanding

Common Stock 5,421,567,685 shares



11. Are any or all of these securities listed om Rthilippine Stock Exchange?
Yes[X] No[ ]

12. Check whether the registrant:

(a) hasfiled all reports to be filed by Sectiohdf the SRC and SRC Rule 17 thereunder
or Section 11 of the Revised Securities Act (RSAJ 8SA Rule 11 (a)-1 thereunder
and Section 26 and 141 of the Corporation eCofithe Philippines during the
preceding 12 months (or for such shorter period te registrant was required to file

such reports);

Yes[X] No[ ]

(b) has been subject to such filing requirementsife past 90 days.

Yes[X ] No [ ]

13. Aggregate market value of the voting stock hglchon-affiliates of the registrant is
P 459,830,280 as of March 31, 2007

DOCUMENTS INCORPORATED BY REFERENCE



PART | - BUSINESS AND GENERAL INFORMATION
Item 1. Business

a) Corporate History

PAL Holdings, Inc., (the Company), was incorporaied1930 as “Baguio Gold Mining
Company”. In 1996, the Securities and Exchange @ission approved the change in the
Company’s name to “Baguio Gold Holdings Corpordtiand the change in its primary purpose
to that of a holding company.

On May 30, 1997, the stockholders approved thesam® in the Company’s authorized capital
stock from 200 million common shares to 4 billioonumon shares both at P1 par value per
share. On April 13, 1998, the stockholders amenidedncrease in the Company’s authorized
capital stock from 4 billion common shares to 2iBidm common shares and 1.2 billion
preferred shares both at P1 par value per shareAugust 30, 1999, the stockholders further
amended the authorized capital stock from 2.8dsiliommon shares and 1.2 billion preferred
shares to 400 million common shares-hipar value per share this was approved by the SEC
October 2, 2000.

On July 26, 2006 and September 19, 2006, the Bafadirectors (BOD) approved the increase
in authorized capital stock of the Company from ®#dllion divided into 400 million common
shares with a par value of P1 per share to P #0rbidivided into 20 billion common shares.

On August 17, 2006, the Board of Directors (BODpraped the acquisition of the following
holding companies which collectively control 84.6786 Philippine Airlines ( PAL); Pol
Holdings, Inc., Cube Factor Holdings, Inc., Ascaildlings, Incorporated., Sierra Holdings &
Equities, Inc., Network Holdings & Equities, Ineand Maxell Holdings Corporation.

On January 19, 2007 the Securities and Exchanger@sion (SEC) approved the increase in
authorized capital stock and change in corporateenaf Baguio Gold Holdings Corporation to
PAL Holdings, Inc.

b) Description of Subsidiaries

The following companies are 100% owned by PAL Huddi, Inc.

1. Ascot Holdings, Incorporated - incorpodate March 17, 1992

2. Cube Factor Holdings, Inc. - incorpodab® March 11, 1992

3. Pol Holdings, Inc. incorporated on February 17, 1993
4. Network Holdings & Equities Inc. - incorpordten March 17, 1992

5. Sierra Holdings & Equities, Inc. - incorpted on March 17, 1992

6. Maxell Holdings Corp. - imporated on June 02, 1999

These Companies are special purpose entities oyéavestor groups to acquire ownership
and hold investment in Philippine Airlines, Inc.AB which is equivalent to 81.57%. They
were organized primarily to engage in purchasentein, possession or in any other manner to
acquire shares of stock, franchise, patents, bandsigages, obligations, debts or credits of
any person or entity legally constituted withinwithout the Philippines. These companies
also collectively own 82.33% of PR Holdings, Inchieh owns 3.764% of PAL. This
effectively gave the 6 holding companies 84.67% enship in PAL.

Philippine Airlines, Inc.




Philippine Airlines, Inc. (PAL), a corporation omgjaed and existing under the laws of the
Republic of the Philippines, was incorporated ofbrBary 25, 1941. It is the national flag
carrier of the Philippines and its principal adpis to provide air transportation for passengers
and cargo within and outside the Philippines.

PAL continues to fly to the most popular domes#icrputes and the international and regional
points that are either most visited by Filipinos pyovide a good source of visitors to the

Philippines. As of 31 March 2007, PAL'’s route netivgovered 17 points in the Philippines

and 32 international destinations.

PR Holdings, Inc.

PR Holdings, Inc. (PR) was organized by a consortof investors for the purpose of bidding
for and acquiring the shares of stock of PAL incdance with the single-buyer requirement of
the bidding guidelines set by the seller, the NaioGovernment of the Republic of the
Philippines. PR acquired on March 25, 1992 67%efoutstanding capital stock of PAL.

PR was partially dissolved or liquidated on Noven®el998 with a decrease in its authorized
capital stock and retirement of some of its sharegxchange of PAL shares to retiring
stockholders as return of capital.

As a holding company, PR’s primary purpose is tocpase, subscribe, acquire, hold, use,
manage, develop, sell, assign, exchange or dispbseal and personal property, including
shares of stocks, debentures, notes and otheritsexaf any domestic or foreign corporation.

Principal products or services and their markets imlicating their relative contributions to sales
or revenues of each product or service:

i) Percentage of sales or revenues and net incomantributed by foreign sales

PAL's operations for FY2006-07 are described devid:

During the year, PAL carried an average of 19,0@3spngers (10,379 domestic and 8,623
international) and 347 tons of cargo (182 tons dsiim@nd 165 tons international) per day.

Operations Summary: Systemwide

FY 2006-2007 (in million PHP) Dom Intl Sys
Total Transport Revenues 12,242 50,541 62,783
% to Total Transport Revenues 19.5% 80.5% 100%

NET REVENUES BY ROUTE



Based on FY2006-07 results, the revenue contribdijoroute is shown below.

Transpacific 36.1%
Asia & Australia 44.0%
Total International 80.1%
Total Domestic 19.9%
Total System 100.0%

International Passenger Services

As of 31 March 2007, PAL's international route netkvcovered 32 cities (including 8 under joint
service/codeshare arrangements with other intenmaticarriers) in 17 countries.

24 on-line points: Guam, Honolulu, Las Vegas, Rageles, San Francisco, Vancouver,
Melbourne, Sydney, Fukuoka, Nagoya, Okinawa, Os@k&yo, Pusan,
Seoul, Hongkong, Beijing, Shanghai, Xiamen, TaiBahgkok Jakarta,
Saigon, Singapore

8 points under joint

service/code share

arrangement:  Bahrain, Bandar Seri Begawan, Ddbabai, Kota Kinabalu, Kuala
Lumpur, Macau, Muscat

Transpacific

During the year, PAL flew an average of 21 flightsveek to North America utilizing B747-400s
and A340-300s : 9 times weekly non-stop flightd. ¢z Angeles; 8 times weekly non-stop services
to San Francisco; and 4 times a week to Vancowit,an extension to Las Vegas. Technical stop
on the return flights of Transpacific services ezquired in either Honolulu or Guam at certain
times of the year to compensate for adverse windlitions.

PAL also operated 3 times weekly non-stop servioeblonolulu. Guam was served 5 times a
week. The Airline is entitled to fly to 33 other WRies for unlimited frequencies under certain
terms and conditions of the Philippines-US bildtaggeement.

Asia and Australia

PAL operated 121 departures per week out of MarithCebu to 9 countries in Asia and Australia.

PAL flew 28 times a week to Hongkong; 14 times &kvto Singapore; 13 times a week to Tokyo;

11 times a week to Seoul; 7 times a week to BangBalgon, Shanghai and Taipei; 6 times a week
to Fukuoka, Nagoya and Xiamen; 5 times a week @ak@s4 times a week to Beijing and Pusan.

Jakarta is served 4 times a week with the extensidour Singapore flights to Jakarta. Okinawa

(triangulated with Fukuoka) is served 4 times akv&AL also operated 3 times weekly services on
the Manila-Melbourne-Sydney-Manila route.

Domestic Passenger Services



The domestic network covered 17 cities and townghé Philippines. In FY2006-07, PAL flew
approximately 3.2 billion ASKs on its domestic resitwhich represented 15.3% of the Airline's
total capacity. PAL operated all its jet aircréB747-400, A340-300, A330-300, A320-200, A319-
100 and B737s) on its domestic routes. PAL serfredfdllowing domestic destinations: Bacolod,
Butuan, Cagayan de Oro, Cebu, Cotabato, Davaopl®jp General Santos, lloilo, Kalibo,
Legazpi, Manila, Puerto Princesa, Roxas, Taclobagbilaran, and Zamboanga.

Joint Services and Code Share Agreements

PAL continues to employ codesharing and otherdattlliances to broaden its route network and
establish presence in cities where it does not fly.

PAL maintains codeshare agreements with Malaysidinds (in place since February 1999)
covering a total of 13 weekly flights between Kudlampur and Manila, Kota Kinabalu and
Manila, Kota Kinabalu and Cebu, and Kuala Lumputt @ebu

PAL also codeshares with Emirates Airlines (in plaince September 1999) on 10 times weekly
non-stop flights between Dubai and Manila; with lt2gt Pacific (in place since November 2001) on
daily services between Hongkong and Cebu; with Qaitavays (in place since August 2002) on 9
times weekly service between Doha and Manila; Wtyal Brunei Airlines (in place since March
2004) on 5 times weekly flights between Bandar 8mgawan and Manila; with Air Macau (in
place since September 2004) on 4 times weekly@s\between Macau and Manila; and with Gulf
Air (in place since March 2006) on daily flightstiveen Bahrain and Manila.

PAL's daily services between Manila and Saigonagrerated under a codeshare agreement with
Vietnam Airlines (in place since July 2001). PAlLs@lhas a similar agreement with Garuda
Indonesia (since March 2001) on 4 weekly PAL-opmidlights between Manila and Jakarta.

PAL codeshares with Air Philippines (in place sihday 2002) on regular domestic services which
the latter operates.

Frequent Flyer Programs

The PAL Mabuhay Miles provides opportunities foaviel rewards through accumulation of
mileage credits earned on flights with PAL and partairlines. Members also earn miles through
purchases and availment of services from partnebkshments including credit cards, banks,
telecommunications, hotels and resorts, tour opesatruise services, insurance, car rentals, and
other merchandise companies. PAL Mabuhay Miles dasebsite, "www.mabuhaymiles.com”,
which provides access to account information, agtdits on promotions and offers.

The SportsPlus Card is a privilege card designedgorts enthusiasts, which grants members the
benefit of extra free baggage allowance.

ii) Distribution methods of the products or services
There are a total of six (6) sales and ticket effilm Manila, twenty- two (22) in other citiestire
Philippines, and twenty-four (24) located in foreigtations. There are forty-four (44) general sales
agents in selected international points and five ¢bmestic sales agents which handle the

promotions and sales of PAL's products and services

PAL's website, "www.philippineairlines.com”, hasbaoking facility which provides interactive



booking of flights and ticket purchase. It alsotzons additional web pages that feature detailed
descriptions of PAL destinations and a calendadestination festivities. Functionalities include
fares and tour modules, online training registratimute maps, flight schedules, dropdown lists,
and online cargo booking.

Flight information via SMS/text messaging continiee be available to passengers. Cellphone
subscribers can download the exact flight depaduarckarrival information through text messaging.

iii) Status of any publicly-announced new product bservice

During the year, PAL also introduced improvementgs product and service offerings. PAL is in
near completion of implementing electronic tickgtifor all flights. The e-ticket is an electronic
version of the paper ticket which is stored in Agine's computer system. E-ticketing eliminates
the need for the passenger to carry a paper tieikech is replaced by an itinerary receipt which is
e-mailed, faxed, or can be picked up at any PAketioffice.

PAL introduced the 'One by One' inflight serviceiethoffers the ala carte service method, new
delectable signature dishes, and new dining wafée new service is available to First and
Business Class passengers on trans-Pacific flights.

The newly renovated international and domestic MalyuLounges in the Mactan Terminal were
inaugurated in September 2006.

The PAL Swingaround and PALakbayan are PAL's taogm@ams which continue to offer holiday
packages in PAL's international and domestic dastins.

iv) Competitive business conditions and the regisant’'s competitive positions in the

industry and methods of competition

PAL continues to maintain a strong market shaiisimternational routes despite competition with
flag carriers of the host countries where PAL flaawl with the 'fifth freedom' carriers which fly to
the Philippines en route to their final destinasion

The following table shows main competitors and RBAbtal market and capacity share per route

PAL's Market and Capacity Share

Route Market Capacity Airline Competitors
Share Share
Transpacific 34.7% 34.2% Northwest Airlines, Air Canada, Korean

Airlines, Asiana  Airlines, Japan Airlines,
Cathay Pacific, Eva Airways, China Airlines,
Continental Airlines, Palau Micronesia Air

Asia and Australia 31.5% 33.3% Japan Airlines, Cathay Pacific, Singapore
Airlines, Thai Airways, Korean Airlines
Asiana Airlines, China Airlines, Eva Airways,
Qantas Airways, China Southern Airlines,
Dragon Air, China Eastern Airlines, Royal
Brunei Lufthansa, Air France, KLM, Northwest
Airlines, Malaysia Airlines, Cebu Pacific, Jetstar
Asia, Kuwait airways, Air Niugini



PAL competes with the biggest carriers in the rérlindustry. Northwest Airlines, Continental
Airlines and Japan Airlines are among the worlés biggest airlines in terms of fleet size,
passengers carried, and total sales. Cathay €aSifigapore Airlines, China Airlines, Korean
Airlines, Thai Airways, and Qantas Airways are liegdcarriers in the Asia and Pacific region.
Most of these international airlines belong to ldrgest alliances in the industry (including tharSt
Alliance, Wings, Sky Team and One World).

PAL still has the biggest share in the domesticketaat 51.1% in the fiscal year ending March
2007. Cebu Pacific fared second to PAL with a 4®O1Barket share. Other domestic carriers are
Air Philippines with 8.4% and Asian Spirit with @of the market.

The continuous enhancement of products and servioespetitive fares, and an excellent safety
record, enables PAL to hold its market share ledder On the trans-Pacific routes, PAL has the
advantage of providing the only nonstop servicemminland USA and Canada. The distinct
Filipino flavor in the PAL inflight service whichppeals strongly to the Filipino ethnic passengers
is another advantage over the non-Filipino carriers

V) Sources and availability of raw materials and tie names of principal suppliers

PAL'’s jet fuel suppliers are: Air BP Limited, PTeamina, World Fuel Services, Win Both
International Corporation, PTT Public Company Liit China Aviation Oil Supply Limited
Corporation, Shanghai Pudong International Airgarel Supply Co. Limited, Petron Corporation,
Japan Energy Corporation, China Resources Petrol@ampany Limited, Chevron Global
Aviation, Pacific Fuel Trading Corporation, Hyundailbank Company Limited, S-Oil
Corporation, Pilipinas Shell Petroleum Corporatma Singapore Petroleum Company Limited.

PAL'’s inflight catering requirements are provided ibs own inflight kitchen in Manila for all
outgoing flights. For incoming flights, major suigps include Flying Foods and Hacor in the

United States, Singapore Airport Terminal Servited (SATS) in Singapore and Tokyo Flight
Kitchen in Japan.

Vi) Dependence on one or a few major customers andentify any such major
customers

PAL has a large network of customers all over tlogldvand is not dependent on one or
a few major customers.

Vii) Transactions with and/or dependence on relategarties

The Company’s significant transactions with relapedties are described in detail in
Note 17 of the Notes to Consolidated Financialestents.

Viii) Patents, trademarks, licenses, franchises, noessions, royalty, agreements or labor
contracts, including duration;

Maintenance

PAL has a ten-year Technical Services Agreemenf]T8th Lufthansa Technik Philipines (LTP),
which started in September 2000 for the maintenanceoverhaul requirements of its fleet. PAL's



Aircraft Engineering Department provides plannimgonitoring and control of all maintenance
activities and technical compliance of aircraftgieies and accessories with airworthiness standards
and industry-accepted standards for safety, rdiipband customer acceptability.

Manhour rates for maintenance requirements aretiaggo with LTP in accordance with the terms
of the PAL-LTP TSA. Maintenance materials and pante sourced from the original equipment
manufacturers which include Airbus Industrie, BagirGeneral Electric, CFM International,
Honeywell, Goodrich, and Nordam Singapore.

Petron and Shell are PAL's jet fuel suppliers i@ Ehilippines. Fuel uplifted in the international
stations for the return flights are arranged with bil companies that offer the most advantageous
service at the particular airports.

Franchise

PAL operates under a franchise, which extends utheéoyear 2034, granted by the Philippine
Government under Presidential Decree No. 1590. prasided for under the franchise, PAL is
subject to:

a. corporate income tax based on net taxable iacom

b. franchise tax of two percent of the gross reeederived from non-transport, domestic
transport and outgoing international transport apens, whichever is lower, in lieu of all
other taxes, duties, fees, and licenses of any, kiatlire, or description, imposed by any
municipal, city, provincial or national authority government agency, except real property
tax.

As further provided for under its franchise, PAanccarry forward as a deduction from taxable
income net loss incurred in any year up to fivergdallowing the year of such loss (see Note 21).
In addition, the payment of principal, interesgdeand other charges on foreign loans obtained by
PAL, and all rentals, interest, fees and othergémpaid by PAL to lessors for the lease of aitcraf
engines, spares, other flight or ground equipmeemd, other personal property are exempt from all
taxes, including withholding tax, provided that trebility for the payment of said taxes is assumed
by PAL.

On May 24, 2005, the Expanded-Value Added Tax f&)Vlaw was signed as Republic Act (RA)

No. 9337 or the E-VAT Act of 2005. The E-VAT lawak effect on November 1, 2005 following

the approval on October 19, 2005 of Revenue ReagulédRR) No. 16-2005 which provides for the
implementation of the rules of the E-VAT law. Angpthe relevant provisions of RA No. 9337 are
the following:

a. The franchise tax of PAL is abolished;

b. PAL shall be subject to the corporate income tax
c. PAL shall remain exempt from any taxes, dytieyalties, registration license, and other
fees and charges, as may be provided by PAL'’s liaag

d. Change in corporate income tax rate from 3@%59%6 for the next three years effective on
November 1, 2005, and 30% starting on Januaryd9 20d thereafter;

e. 70% cap on the input VAT that can be clainmgairast output VAT; and,
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f. Increase in the VAT rate imposed on goods sewices from 10% to 12% effective on
February 1, 2006.

On November 21, 2006, the President signed intoR&No. 9361 which amends Section 110(B)
of the Tax Code. This law, which became effectveDecember 13, 2006, provides that if the
input tax, inclusive of the input tax carried o¥esm the previous quarter exceeds the output tax,
the excess input tax shall be carried over to tleeeeding quarter or quarters (the 70% cap on the
input VAT that can be claimed against output VATswdeleted). The Department of Finance
through the Bureau of Internal Revenue issued RR2\2D07 to implement the provisions of the
said law. Based on the regulation, the amendnigadt apply to the quarterly VAT returns to be
filed after the effectivity of RA No. 9361, exceWiAT returns covering taxable quarters ending
earlier than December 2006.

iX) Need of any government approval of principal poducts or services

Airline operations are regulated by the Philipp@®d@vernment through the Civil Aeronautics Board
(CAB) with regard to new routes, tariffs, and sahled; the Air Transportion Office (ATO) for
aircraft and operating standards; and airport aittés for airport slots. PAL also conforms to the
standards and requirements set by different foregnauthorities including the US Federal
Aviation Authority (US FAA), the European AviatioBafety Agency (EASA), the Direction
Generale De L'Aviation Civile (DGAC) for the Frenadfegistered Airbuses, and the Irish
Airworthiness Authority (IAA) for the Irish registed aircraft.

In coordination with the different government agirtsport agencies - the ATO and the Department
of Transportation and Communications (DOTC) - PAlitiates improvement programs for the

facilities in the country's domestic and internagibairports to conform with international standard
and enhance the safety of PAL’s operations.

X) Effects of existing or probable government regu@tions on the business

The Company strictly complies with and adheresxisteng and probable government regulations.

Xi) Estimate of the amount spent during each of théast three fiscal years on research
and development activities, and if applicable thex@ent to which the cost of such
activities are borne directly by customers;

NOT APPLICABLE
Xii) Cost and effects of compliance with environmetal laws

PAL, the Company’s major subsidiary has fully comeglwith the following major environmental

laws:
1. Republic Act (RA) 8749 “Clean Air Act” - CbsP425,178.00 for the period
covering FY2006-2007.

2.  DENR Administrative Order (AO) No0.34 “Reed Water Usage and Classification”. Cost:
none to PAL for the period FY2006-2007.

11



DENR Administrative Order No. 35 “Revisefllient Regulations of 1990”
LLDA Board Resolution No. 33, 41 & 42 “Implementati of the Environmental User’s Fee
System within the Laguna de Bay Region” - Costnélto PAL for the period FY2006-2007.

Presidential Decree No. 1151 “Philippine EEmvmental Code” - Cost: none to PAL for the
period FY2006-2007.

Presidential Decree No. 1586 “Establishing armi®®Bnmental Impact Assessment System”
Cost: None to PAL for the period FY2006-2007.

Republic Act No. 6969 “Toxic and Hazardous Wastenbgement” — Cost: None to PAL for
the period FY2006-2007.

7. Presidential Decree No. 1067 “The Water Codiefhilippines” — Cost: P12,513.75 for the

period FY2006-2007

The effects of PAL’s compliance with environmeritals are as follows:

1. Regulatory compliance

Nogakowd

Resource utilization
Waste generation reduction
Environmental cost reduction
Improved public image and community relations
. Improved positive perception of regulators Al@IOs
Strengthening of  PAL's commitment to continyalimprove its environmental
performance in all aspects of its operations
Forging a partnership with ABS CBN'’s Bantay iKatan, DENR, PRI and Gulf Oil in
“Do-the- Environment-Good” projects
Appreciation and recognition from the DENR foe company’s commitment as adoptor of
the “Green Philippine Highways” project.

xiii)  Total number of employees and number of fultime employees

The Company and its subsidiaries namely Ascot Hgkli Incorporated, Pol Holdings,
Inc., Cube Factor Holdings, Inc., Sierra Holding€E&uities Inc., Network Holdings &
Equities, Inc., Maxell Holdings Corporation has negular employee. The Company
does not have any plan of hiring employees withaénsuing twelve months.

PAL Employees :

A. All budgeted and approved organizatiatanges, including headcount additions and
replacements are approved by the Management CosenaiftPAL.
B. Count of Employees per Category (as adrdt 31, 2007)
Number of CBA Expiration Date
TYPE OF EMPLOYEES Employees TOTAL Remarks

12



With Without
CBA CBA
Rank & File in other 1,569 111 1,680 PALEA: on
departments* moratorium
Operations*
Aircraft Engineering 4 39 43
Airport Services 1,901 158 2,059
Flight Operations (ground) 82 40 122
Cabin Services (ground) 36 38 74
Catering Services 458 .33 491
Inflight Planning & Standards 7 13 20
Foreign Local Hires 67 131 198 | SIN: Jan. 1,2006- Currently
Dec.31,2008; under
Japan: expired on May| negotiation
31,2007;
US:July 1,2003 - June
30,2008
Line Pilots 415 415
Cabin Crew** 1,332 41 1,373
Administrative Employees 1,028 1,028
Expatriates 23 23
TOTAL 5,456 2,070 7,526
* PALEA members (Philippine Airlines Employees’ Agsation)

* FASAP members (Flight Attendants and Stewardsadksation of the Philippines)

C. List of Supplemental Benefits
1) Travel Benefits
2) Monthly Rice Allocation
3) 13"and 14 Month Bonus
4) Vacation Leave (15-20 days)
5) Sick Leave (15-20 days)
6) Birthday Leave (1 day)
7) Emergency Leave (5 days)
8) Enroliment in the PAL Dependents’ Medical Plan
9) Burial Aid
10) Group Protection Insurance
11) Group Personal Accident Insurance
12) Eyeglasses
13) Perfect Attendance Incentive Award

Note: There has not been any strike or threatemkdstrial action for the last 9 years.

Xiv)  Major risk/s involved in each of the businesse of the Company and subsidiaries.
and the procedures being undertaken to identify, asess and manage such risks

Investment risk — the Company has available-foe-savestment which has
unpredictable market prices.

Price risk- price fluctuations in cost of fuel whits based primarily in the international
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Item 2.

price of crude oil. Substantial increases in fuedts or the unavailability of sufficient
quantities of fuel is harmful to the business.

Regulatory risk — PAL is subject to extensive regjohs which may restrict growth or
operations or increase their costs.

Competition - PAL is exposed to increased comipetitvith major international and
regional airlines.

Security and safety risk - the impact of terroagtcks on the airline industry severely
affected the overall air travel of passengers.

Financial market risk- fluctuations of interest anarency rates.

Economic slowdown — reduces the demand or neediffdaravel for both business and
leisure.

Procedures undertaken to manage risks

- PAL continues to comply with applicable statutedes and regulations pertaining to
the airline industry in order to maintain the reqdiforeign and domestic governmental
authorizations needed for their operations.

- Increase in fuel cost and shortage in fuel camedimnes be offset by increase in
passenger fares or the curtailment of some schddadrvices.

-Airlines have been required to adopt numerous tehdl security measures in an
effort to prevent any future terrorist attacks, aaré required to comply with more
rigorous security guidelines.

- PAL sees to it that it has remain competitivetliie areas of pricing, scheduling
(frequency and flight times), on-time performantequent flyer programs and other
services.

- Proper fund management and monitoring is beimgedo avoid the adverse effects in
the results of operations of the Company, cashdland financial risks are managed to
provide adequate liquidity to the Company.

Properties

The Company does not own any property. It hasnmuia lease contract for its office
space with a monthly rental efl®,200. The lease contract is renewable annuatly a
expires in May 2008. The Company has no plansqfiiging any property in the next
twelve months.

PAL'’s properties and equipment include its aircfigfet, various parcels of land, and buildings.

The Company’s fleet as of March 31, 2007 coaét

Owned - Boeing 737-300 1
Under finance leases:

Boeing 747-400
Airbus 340-300

4
4
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Airbus 330-300
Airbus 320-200

Under operating leases:
Boeing 747-400
Boeing 737-300
Boeing 737-400
Airbus A320-200
Airbus A319-100
Total 32

w 0

WO R PR

Aircraft covered by capital lease agreements traaister substantially all the risks and give rights

equivalent to ownership are treated as if thesebleseh purchased outright, and the corresponding
liabilities to the lessors, net of interest charge® classified as Aircraft Secured Claims under
Liabilities Covered by the Rehabilitation Plan iretBalance Sheets. The Aircraft Secured Claims
provide for quarterly or semi-annual installmergsnerally ranging over 7 to 15 years until 2014

including balloon payments for certain capital Emsit the end of the lease term, at fixed interest
rates ranging from 6.03% to 7.96% and/or floatimgrest rates based on certain margins over six-
month London Interbank Offered Rate (LIBOR), aslizgple.

Aircraft covered by operating lease agreementsaborterms ranging from 3 to 8 years. Total
operating lease payments amounted to PHP 1,393i8nrfior 2007 and PHP 1,644.5 million in
2006.

PAL owns land and buildings located at various dstimeand foreign stations.
A. Domestic Properties

1.Bacolod City 200,042 sg.m. (mortgaged)
2.Mandurriao, lloilo 1,300 & 1,700 sq.m. (morggal)
3.Maasin, lloilo 3,310 & 9,504 sq.m.

4.Legazpi St., Makati 853 & 879 sg.m.
5,Somerset Millenium, Makati 39 sg.m.

6.Malate 266.40 sqg.m.
7.Paranaque City 375 sq.m. (mortgaged)
8.Quezon City 627.1 sq.m.

9.Bacoor, Cavite 126 sq.m.

10. Ozamiz City 10,000 sqg.m.

B. Foreign Properties

Two (2) condominium units, San Mateo, Daly C@glifornia
Walnut Orchard, Glen County, California

Two (2) condo units, Hongkong

Two (2) office units, Sydney, Australia

Three (3) office units, Singapore

One (1) shop unit, Singapore

ogrwbE

In addition, PAL owns cargo buildings located & fbllowing domestic stations:
a. Zamboanga - 300 sqg.m.

b. Cebu - 1,215 sg.m.
c. Puerto Princesa - 192 sq.m.
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d. lloilo - 1,000 sg.m.
e. Butuan - 192 sq.m.
f. Kalibo - 192 sq.m.
g. Legaspi - 192 sg.m.

The land where these buildings are situated asetetom the Air Transportation Office (ATO).

PAL’s existing ground facilities service PAL's owaquirements and some of the requirements of
the foreign airlines that fly to the PhilippineShese major ground facilities as of April 2007 ase
follows:

ThePAL Learning Center (PLC) in Ermita, Manila is a modern training facilitf.he Center aims

to continue to provide world-class training to gvemployee regardless of area of specialization,
reinforce the culture of service, and develop evemployee into the total PAL professional
committed to PAL’s corporate values.

The facility serves as the home for the AirlineTsaining and Development Department, with the
Airline’s seven training units, namely: Corpor&téCommercial Training Sub-department, Flight
Deck Crew Training Sub-department, Inflight Sergidgaining Division, Human Factor Division,
PAL Personality Development Division, External Triag & Development Services, and Training
Administration & Logistics Division.

Likewise, the PLC is the headquarters of PAL’s sabffices under the Office of the Country
Manager-Philippines, i.e., Passenger Sales, AgeSalgs, Metro Manila and Luzon Sales &
Services and the Ticket Office.

The PLC boasts of new and modern training equipraadtfacilities, such as 13 classrooms, two
(2) computer-based training (CBT) rooms; one (kpit mock-up trainer (CMT) room as follows:
one (1) flight management system (FMS-747) andeth{B) flight management guidance system
trainer (FMGS-Airbus); Frasca 172R simulator roonitight service simulators for B747, A340,
B737 and cabin safety simulator; a grooming roomspeech laboratory for personality
development; five (5) computer training rooms. @ facilities include an auditorium/ projection
room, museum, gym, canteen and a medical clinibe PLC building with a total floor area of
6,787.56 sg. m. is leased from the Tan Yan Kee #ation. A 4,328.80 sg.m. lot space is used for
parking and driveway, with a 1,539.00 sq.m. anreaXipg.

The PAL Inflight Center (IFC) along Baltao St., Pasay houses PAL's inflighthén which is
capable of producing more than 3.7 million mealsuatly to service PAL'’s catering requirements.
PAL held 48% market share in terms of meal traydpotion while 52% was the combined share of
MacroAsia and Miascor.

PAL IFC has a total land area of 22,093.00 sq.nwliith 68% is allocated to Catering Services
and the remaining 32% for Cabin Services, warehauskeother offices. The land and building are
leased from Manila International Airport AuthoriyllAA).

The modermMNAIA Centennial Terminal 2 in Pasay that was inaugurated in August 1999 bas b
the home of PAL’s flight operations. For the fitishe since PAL was founded 66 years ago, PAL’s
entire flight operation is housed in one terminadhis gives PAL a genuine hub for its operations
where passengers from domestic flights connectlesaip onto international flights and vice versa.

The terminal boasts of complete facilities for PAlpassengers’ comfort and convenience; two

Mabuhay Lounges — one each for domestic and irtiere passengers, a big ticket office and
spacious check-in and pre-departure areas.

16



It is also the home of the Airport Services Groug ather support offices, i.e., Operations Control
Center, Line Maintenance International Divisionrokaft Interior Maintenance Division, Flight
Dispatch, Ticket Office, Treasury, Safety and Matimffice.

Various airport support offices servicing PAL’s éggn airline customers were retained at the
NAIA 1, together with the Sampaguita Lounge. The areasipied by PAL are leased from
MIAA.

The recently upgradeBAL Cargo Terminal (PCT) near NAIA 1 in Pasay which houses PAL’s
domestic and international cargo operations andssaffices at the NAIA measures 5,727.55
sg.m.(warehouse) and 1,050.88 sq.m. (office spa€)l handle432.48 tonnes of outbound cargo
and 99.24 tonnes of inbound cargo daily (includkes4 otheinternationacarriers coming in and out
of Manila that are serviced by PAL). The land dmahk the PCT stands is leased from the MIAA.

PAL’s Data Center (DCB) along Airport Road, Pasayis the core of one of the most extensive
computer systems in the Philippines. It houses(®ydMainframe Computers, one hundred twenty
(120) Unix systems, and PC servers. These equipmen the sophisticated systems like
Reservations and Departure Control which are uséle daily operation of the airline. The DCB
is also the center of applications development anaihtenance, housing close to one hundred
twenty (120) analysts and programmers. It is #i®ohub of PAL’s domestic network, connecting
the various PAL ticket offices and airpart¥he DCB, comprising 3,588.35 sq.m., is leasethfr
the MIAA.

Other major ground facilities includeMaintenance Base Complex (MB¢in Nichols, Pasay City
composed of the North and South sectors which refdhe areas north and south of Andrews
Avenue respectively. It covers an area of 104&8%g.m. (open) and 1,768.01 sq.m. (covered)
land space leased from the MIAA. It also houséoeal Area Network (LAN) and Wide Area
Network (WAN) that links together all of PAL’s dostic on-line and office stations as well as the
other major offices in Metro Manila.

MBC houses the Operations Group. Other facilikbesited in the MBC include Flight Operations
and the B737 Flight Simulator Building, Aircraft @ineering, Airworthiness Management,

Communications Operations, Fuel Management, Empldgenefits, Medical, Sports Complex,

Corporate Logistics & Services, Operations Accoumti Ground Property, Material Sales
Management, Comat Handling, Safety, Security, GdourEquipment Management,

Communications Maintenance, Network Management &edmn System, Construction and
Facilities Management, Reservations Control Cehtdesales, General Materials Warehouse,
Central Finance Records Warehouse, Aircraft Rec@fdsehouse, Ticket Vault and other support
offices. MBC also houses the K-9 Kennel Facility.

PAL owns thePAL Center building located along Legazpi St., Makati wittcdal floor area of
11,267.62 sgq.m. It houses the Executive Officesm@ercial Group, Finance Group, Legal
Department, Corporate Secretary’s Office and thm&xiic and International Ticket Offices.

The total rental payments for these ground faesitand other equipment amounted to PHP 398.8
million and PHP 379.9 million in fiscal years end2D7 and 2006, respectively.

Item 3. Legal Proceedings
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On 14 November 2006, PAL and the Manila Internatiohirport Authority (MIAA) filed with the
Court of Appeals in CA-G.R. CV No. 72976 (Manilddmational Airport Authority vs. Philippine
Airlines, Inc.) a Compromise Agreement, pursuanwtoch, PAL will (i) pay to MIAA the total
amount of Php 2.9 billion through monthly instalime of Php 34.9 million due within the first five
(5) days of each month, for a period of seven @ry commencing on the month immediately
following the approval by the Court of the Agreermand (ii) to pay in full all current billings from
April 2006 onwards issued by MIAA not later thafiden days from actual receipt of such billing.

On 26 March 2007, the Court of Appeals promulgateddecision approving the Compromise
Agreement, notice of which was served to PAL orA@4il 2007

The Company and the other subsidiaries is not wegbin, nor any of its properties the subject of
any legal proceeding involving an amount exceedittP 3,109.6 million (10% of its current
assets) as at the end of fiscal year March 31,.2007

Iltem 4. Submission of Matters to a Vote of Secusi Holders

There were no matters submitted to a vote of #gduolders during the fourth quarter
of the fiscal year ended March 31, 2007.

PART Il - OPERATIONAL AND FINANCIAL INFORMATION
Iltem 5. Market for Registrant’'s Common Equity and Related Stockholder Matters

(a) Market Price of and Dividends on Registrantisriinon Equity and Related Stockholder
Matters

1. Market Information

The market for the registrant's common equity is Ehilippine Stock Exchange. The
high and low sales prices for each quarter forpth three years are as follows:

2007 HIGH LOW
Second Quarter Php4.75 Php 3.30
First Quarter 4.20 3.10

2006
Fourth Quarter 4.00 2.80
Third Quarter 5.40 1.20
Second Quarter 1.68 0.80
First Quarter 1.08 0.78

2005 High Low
Fourth Quarter 0.72 0.62
Third Quarter 0.90 0.70
Second Quarter 0.73 0.59
First Quarter 1.50 1.04

As of July 27, 2007, the latest practicable tradilage, PAL Holdings’ was traded at

P 7.30.
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2. Holders

The number of shareholders of record as of June2@07, was 6,827 and common
shares outstanding as of the same date were 5672635.

The top 20 stockholders as of June 30, 2007 aialaws :

Stockholders’ Name No. of Shares Held % to Total
1  Trustmark Holdings Corp. 5,297,280,230 97.2075
2 Pan Asia Securities Corp. 35,886,022 0.6619%
3 Wonderoad Corporation 10,251,679 0.1891%
4 Anthony Te 5,000,000 0.0922%
5 Emmanuel P. Te 5,000,000 0.0922%
6 R. Coyiuto Securities, Inc. 4,743,461 0.0875%
7  Cynthia Manalang 4,000,000 0.0738%
8 Citisecurities, Inc. 3,297,260 0.0608%
9 Fisher Tan Chua 2,003,182 0.0369%
10 BPI Securities, Inc. 1,802,574 0.0332%
11 Luys Securities, Inc. 1,039,276 0.0192%
12 Abacus Securities Corp. 977,537 0.0180%
13 Regina Capital Development Corp. 958,900 0.0177%
14 R.S.Lim& Co., Inc. 946,000 0.0174%
15 ATR Securities, Inc. 897,574 0.0166%
16 Standard Securities Corp. 877,549 0.0162%
17 Accord Capital Equities Corp. 836,236 0.0154%
18 Ansaldo Godinez & Co., Inc. 823,186 0.0152%
19 Wealth Secuirities, Inc. 691,869 0.0128%
20 SB Equities, Inc. 655,125 0.0121%

* The Company has no preferred shares.

3.Dividends

a.) The Company did not declare any cash divideludi®g the past three years in the
period ended March 31, 2007. The Board of Direcimiay declare dividends only
from the surplus profits arising from the busine§the Company and in accordance
with the preferences constituted in favor of prefdrstock when and if such preferred
stock be issued and outstanding.

b.) There are no other restrictions that limit #i@lity to pay dividends on common
equity or that are likely to do so in the future.

4. Recent Sales of Unregistered or Exempt Secsiriiecluding Recent Issuance of
Securities Constituting an Exempt Transaction {fierpast three years)

On 22 January 2007, the Company issued 5,021,56Hh68 shares to Trustmark
Holdings Corporation (Trustmark) as subscriptiorihte increase in capital pursuant to
a debt-to equity transaction.

On 01 March 2007 the Securities and Exchange Cosimnisconfirmed that the

issuance of these new shares to Trustmark is exieamptthe registration requirements
of Section 8 of SRC.

19



Iltem 6. Management’s Discussion and Analysis (M&)

Restatement to Philippine Peso

In line with the adoption oPAS 21, The Effects of Changes in Foreign CurrdRates PAL
determined that its functional currency is the W8at. On May 20, 2005, the Philippine Securities
and Exchange Commission approved the Company’scagiph to use its functional currency, the
US dollar, as its presentation currency. Accordingffective April 1, 2005, the Company
proceeded in measuring its results of operatiodsfiaancial position in US dollar.

Since the functional and presentation currencyhef@ompany is in Philippine peso, for purposes
of combination of the financial statements in adeoice withPAS 27, Business Combinatithere
is a needor PAL and its subsidiaries to restate its finahstatements to the Philippine peso.

The restatement to Philippines peso used the follgwrocedures:

a.) Assets and liabilities for each balance sheetented (including comparatives) were translated
at the closing rate as of balance sheet date;tyeepgept for capital stock, were translated usirey
average Philippine Dealing System (PDS) rates lier period April 2006 to March 31, 2007.
Capital stock was translated using historical edtéhe time PAL Holdings,Inc. and PAL became
under common control.

b.) Income and expenses for each income statgiinehiding comparatives) were translated using
the average PDS rates for the period April to M&@@7and 2006 respectively.

c.) All resulting exchange differences were retpgd as a separate component of equity under
the caption cumulative translation adjustment.

Consolidation

The consolidated financial statements referred dosist of the financial statements of the
Company, the parent company and its subsidiafiég financial statements of the subsidiaries are
prepared as of March 31 of each year using comsistecounting policies as those of the Parent
Company. Companies included in the consolidati@the 6 holding companies namely; Ascot
Holdings, Inc., Cube Factor Holdings, Inc., Netwétkldings & Equities Inc., Sierra Holdings &
Equities, Inc., Pol Holdings, Inc. and Maxell Haids Corporation.. These companies collectively
own 81.57% of PAL. PR which is 82.33% owned by éhkolding companies and has 3.764% of
PAL was also included in the consolidation. Theftectively gave PAL Holdings’ 84.67%
ownership over PAL. The Company used the poolingntérests method in the consolidated
financial statements. Business combinations oftiestunder common control are currently
scoped-out of PFRS3, Business Combinations, thokngoof interests methods was used.

Results of Operations

a) FY 2007 vs. FY 2006

The Company’s consolidated net income after taremsed significantly from PHP 1,273.3 million
last year to PHP 7,026.4 million for the fiscal yeaded March 31, 2007. PAL'’s reported income
of PHP 7,091.2 million is so far their highest eearned in its 66 years history. The significant
growth in the Company’s financial performance bg%bcan be attributed to the continued growth
in profit margin coupled with the increase in tlet henefit from PAL’s income tax position.

Consolidated revenues for the current fiscal ypargased to PHP 69,716.7 million from last years’
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figure of PHP 66,956.8 million. The 4.1% growthsa@rought about mainly by the increase in net
yield per Revenue Passenger Kilometer (RPK) artdémumber of passengers carried. Revenue,
also includes among others, recoveries from sugesarecognized; credit memorandum received
from Boeing with respect to the Settlement Agreenaerd Release in relation to the Boeing 747-
400 Purchase Agreement; and the difference betwleriace amount of the MIAA claims, as
stipulated in the compromise agreement, versugatihezalue of the liability. Full discussion on
this can be read in Note 15 of the Notes to coda#d financial statements.

Consolidated expenses for 2007 dropped by 1.6%e ddtrease in expenses was brought about
mainly by the effect of the appreciation of the IPpine peso vis-a-vis the US dollar from an
average of level, expenses against the previouswaad have resulted to higher expenses related
to flying operations, maintenance, aircraft & tr@ffervicing, and passenger service offset by the
decrease in other expenses.

The increase in flying operations can be attedub increases in fuel expenses, aircraft leasas a
cockpit crew cost. Fuel cost grew by PHP 1,949illam or 9.8 % over last year’s total of PHP
19,880.3 million as a result of the escalationenfjel prices per barrel from an average of US$
71.79 in 2006 to US$ 79.81 in 2007. The phasingf various A320-200 aircraft during the last six
months of the previous fiscal year as well as tiizva of new A319-100s and the corresponding
phase-out of various B737s had the effect of irgingpaircraft lease charges by PHP 279.1 million.
Likewise, improvements implemented by PAL in théofs pay increased cockpit crew cost by
PHP 475.4 million or 41.7%.

Higher aircraft, component and engine repair costetributed mainly to the increase in
maintenance expenses. As a result of more flightsated in 2007, aircraft and traffic servicing
expenses slightly increased as well. Growth in gagsr traffic as well as improvements
implemented by PAL in cabin crew benefits likewisereased passenger service expenses.

The continued appreciation of the Philippine Pesoavvis the US Dollar resulted in a lower
foreign exchange loss recognized, consequentlyciedu“other expenses” by PHP 1,363.7 million
or 61% from the 2006 figure of PHP 2,247.9 million.

In accordance with PAS 1Mcome Taxesa reassessment was done on deferred tax assets and
liabilities on all deductible temporary differencesich resulted in the recognition of a deferred
benefit from income tax amounting to PHP 2,768.Rioni.

b) FY 2006 vs. FY 2005

The Company’s consolidated net income after tae tog 26% from PHP 1,012.5 million in the
fiscal year ended 2005 to PHP 1,273.3 million ia fiscal year 2006. The restatement was a result
of the retroactive recognition of an additionalblldy representing sick leave/vacation leave
benefits pertaining to prior years, based on anteaetuarial valuation report. Consequently, an
increase in expenses by PHP 321.5 million was mazed.

Consolidated revenues grew by 11.7 % due mainlthéancrease in the number of passengers
carried as well as in the net yield per revenuesgrager kilometer (RPK). Starting April 1, 2005,
revenues also included recoveries arising fromreurges during the year. Prior years’ comparative
amounts were restated to conform with this presiemta

Total expenses for the current fiscal year roséhy % to PHP 66,231.4 million. The increase of
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PHP 6,957.8 million was largely due to higher castsirred for flying operations and maintenance.

Fuel, which contributed the largest increase inflyoperations expenses was brought about by
higher fuel consumption and aviation fuel pricemiran average price per barrel of US$ 53.77 in
2005 to US$ 71.79 in 2006. Higher aircraft, congrdrand engine repair costs incurred during the
current fiscal year increased the maintenancelyo22.4%

The adoption of certain new accounting standards$ the following effect on the results of
operations.

PAS 21, The Effects of Changes in Foreign Exch&wajes prohibits the capitalization of foreign
exchange gains and losses. It requires foreighasge gains and losses to be recognized in current
income. With the transition of the Company’s preéagan of its financial statements to US dollars,
the Philippine peso and currencies other than theltllar were considered foreign currencies. Any
movement of exchange rates of these currenciea-vis-the US dollar are now recognized as
foreign exchange gain or loss in the income staténmeluded under the caption “Others” in the
expenses.

The foreign exchange loss of PHP 836.0 million gaiped in FY 2005-2006 was a result of the
conversion of the US dollar foreign exchange lasshe Philippine peso in accordance with the
translation procedure under PAS Zhe Effects of Changes in Foreign Exchange Ratdss was
61.8% higher than the foreign exchange loss rezegnin the previous yeatr.

PAS 39, Financial Instruments: Recognition and Meesent requires a financial asset or
financial liability to be recognized at fair valu&he standard also covers the accounting for
derivative instruments. Under the standard, evernydtive instrument is recorded in the balance
sheet as either an asset or liability measuretsdair value. Derivatives that do not qualify as
hedges are adjusted to fair value and are inclunlétle determination of net income. Likewise,
PAS 39 requires that if there is a substantial ghan the terms of the financial liabilities (j.e.
Liabilities Covered by the Rehabilitation Plan)getbarrying values of these financial liabilities
subjected to modifications should be derecognizéte effect of the adoption of PAS 39 on the
financial assets and liabilities as well as the ¥alue changes on the derivative instrumentsHer t
current fiscal year amounted to PHP 629.6 milliorgluded in Other Expenses in the Income
Statement.

Consolidated Net income before income tax amoutdddHP 725.4 million, an increase of 8.5%
from the previous fiscal year of PHP 668.4 million.

There were provisions for income tax recognizedthar year for both current and deferred taxes
where a net gain of PHP 547.9 million is expectetdnefit future operations. This contributed to
a higher net income of PHP 1,273.3 million in ttsedl year ended March 2006.

Financial Condition

FY 2007 vs FY 2006

The Company’s consolidated assets as of March @17 2mounted to PHP 92,837.8 million, an
8% decrease over the March 31, 2006 balance of RI984.5 million. The decline was a result
of the net decrease in available-for-sale investmemoperty and equipment, advance payments to
aircraft and engine manufacturers, and currentoéinel non current assets.
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The decline in the fair values of available-foresatvestments resulted to the decline of 67% in
Available —for —sale investments.

Property, plant and equipment decreased by 8% Rblid 58,088.8 million as of March 31, 2006 to
PHP 53,013.1 million as of March 31, 2007. Thiisaccount of higher depreciation expense
recognized during the year, which had the effegediicing the net carrying values of the property
plant and equipment. The Settlement Agreement aieaRe entered into with Boeing with respect
to the Boeing 747-400 purchase agreement redueeadiiance payments to aircraft & engine
manufacturers balance as of March 31, 2007 to @et®0%.

The restatement of foreign currency denominatedeatirassets to the current exchange rates
resulting from the appreciation of the Philippinesp vis-a-vis the US dollar contributed to the
decrease in the total current assets. Other cumedtnoncurrent assets as of March 31, 2007
dropped by 29% to PHP 2,960.4 million and by 20% i 2,941.7 million respectively. This was
primarily due to the effect of remeasurement to failue of certain financial assets as well as
derivative instruments.

The Company’s decrease in notes payable by 74%aamd payable by 100% is related to the
increase in advances from related parties by 208% @esult of the acquisition of the six holding
companies which has liabilities amounting to PHRPO23illion, PHP 9.0 million of which was
assumed by the Company to Trustmark and was ectaw/into equity at PHP 1.80 per share.

The increase in income tax payable by 399% is diregher consolidated net income for the year.

Total liabilities decreased by 17% from PHP 109,62tion in 2006 to PHP 91,442.9 million. In
2007. Liabilities covered by the rehabilitatiompl(current and non-current portion) decreased by
PHP 10,574.5 million or 19% over the March 31, 2@@&unt. This was mainly due to servicing of
outstanding debts in accordance with the AmendédRastated Rehabilitation plan.

The decrease in deferred tax liabilities (net) BY7is due to the recognition of deferred tax assets
on all deductible temporary differences considethng improvement in the current and forecasted
results of operations of PAL and the lower defetgedliability in 2007 in relation to the changes i
exchange rates affecting non-monetary assets ahdities in accordance with PAS 12, Income
taxes.

The net decline in the reserves and other nonculiedilities balances by 18% was primarily due
to the Settlement Agreement and Release enteredvithh Boeing with respect to the Boeing 747-
400 purchase agreement; adjustment on the liahitiger frequent flyer program based on awards
earned and awards redeemed offset by the effeabedlifference between the face amount and fair
value of MIAA claims (refer to Note 15 of the notesconsolidated financial statements).

Consolidated stockholders’ equity as of March 31072amounted to PHP 1,394.9 million, up by
116% from PHP (8,636.7) million in March 31, 2006The improvement was a result of the net
income after tax generated for the fiscal year 280@ the increase in authorized capital stock of
PAL Holdings from PHP 400 million to PHP 20 billipRHP 5.0 billion of which was subscribed by
Trustmark by way of conversion of loan to equity @ctober 2006. A minority interest in
consolidated subsidiaries amounting to PHP 2,36lfomwas recognized upon the consolidation of
the 6 holding companies and PR

FY 2006 vs FY 2005
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The Company’s consolidated total assets as of M&Lth2006 amounted to PHP 100,984.5
million,. A decrease of 11% over the March 3102®alance of PHP 112,982.6 million. The

decline was mainly due to the net decrease in ptppexd equipment and advance payments to
aircraft and engine manufacturers offset by tloegiase in current and other noncurrent assets.

Property and equipment and advance payments tafii& engine manufacturers balance as of
March 31, 2006 decreased by 16% and 78% rasplcas compared with the March 31, 2005
figures. The reduction reflects the effect of fhmal settlement with Airbus in June 2005 with
respect to the terminated Airbus 320-200 Purchageeient; and the adjustment recognized on
the claims made by manufacturers to reflect managémbest estimate of the asset’s recoverable
amount and related liabilities’ settlement amounif&he depreciation expense recognized for all
flight and ground property and equipment duringfiteal year also had the effect of reducing the
net carrying values of these assets.

Consolidated current and other noncurrent assets &arch 31, 2006 grew by 16% and 21%

respectively, due to the increases in cash and eqgivalents by 21% as a result of higher cash
earnings from operations; and in other assetsdnt and noncurrent) primarily due to the dffec

of the implementation dPAS 39, Financial Instruments: Recognition and Measuremeittere

the Company recognized derivative assets resuitomg the remeasurement to fair value of certain
financial assets as well as derivative instruments.

Available for sale investments (current and norentyrof PHP 2,772.3 million consisted primarily
of the Company’s investments in US Treasury bonidk maturities within one year and equity
securities.

Consolidated total liabilities dropped by 12% owee March 31, 2005 figure of PHP 125,126.6
million. Liabilities covered by the rehabilitatignian (including current portion) decreased by PHP
12,327.3 million or 18% over the March 31, 2008ufe. This was mainly due to servicing of
outstanding debts in accordance with the rehatiditaplan. Also, the adoption d?PAS 39
Financial Instruments: Recognition and Measureméat the effect of recognizing the fair value
of the restructured financial liabilities with tpeevious liabilities being derecognized.

The net decline in the reserves and other noncuhailities balances by 55% or PHP 5,643.1

million was mainly a result of the adjustment remiagd on the claims made by manufacturers to
reflect management’'s best estimate of the assetsverable amount and related liabilities’

settlement amounts.

The Company recognized noncurrent derivative ligdd resulting from the remeasurement to fair
value of various derivative financial instrumentsthwthe adoption of PAS39, Financial
Instruments: Recognition and Measuremstsdrting Aprill, 2005.

Accounts payable, was up by 8% over the March B053ue to the effect of the adoption of PAS
39, Financial Instruments: Recognition and Measuwaimstarting April 1, 2005, where the
Company recognized current derivative liabilitiesulting from the remeasurement to fair value of
various derivative financial instruments.

Higher accruals recognized for landing and takdex#t as well as for engine and component repair
costs contributed to the increase in accrued exgsehyg 18% over the March 31, 2005 figure of
PHP 9,094.4 million.

The business combination resulted to a negativekistadders’ equity of PHP (8,636.7) million As

of March 31, 2006. This is due to the restatemaraide using the pooling of interest method. The
acquisition cost was greater than the net bookevaitthe equity of PAL as of April 1, 2005. This
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is still an improvement over last year by 29% .Tihprovement was a result of the accumulated net
income generated for the period April 2005 to Ma20B6 which effectively increased the minority
interest by 57% The adoption BAS 39, Financial Instruments: Recognition and Meesent,
beginningApril 1, 2005 also had the effect of increasing skackholders’ equity balance resulting
from changes in fair value of derivatives that wdesignated and qualified as effective hedges.
Under this new accounting standard, these hedgeeeorded in the stockholders’ equity until the
hedged itemsra recognized in earnings.

TOP FIVE KEY PERFORMANCE INDICATORS OF PAL

Mission Statement

Key Performance Indicator

Measerd Methodology

To maintain aircraft with the
highest degree of
airworthiness, reliability and
presentability in the most cos
effective manner

[

Aircraft Maintenance Check
Completion

Number of checks performed less numi
of maintenance delays over number of
checks performed

per

To conduct & maintain safe,
reliable, cost & effective flight
operations

Number of aircraft related
accidents/incidents

By occurrence and monitoring by Flight
Operations Safety Office

To achieve On-Time
Performance on all flights
operated

Percentage Division from
Industry Standards (OTP
Participation)

Number of flights operated less numbe
of flights delayed over total flights
operated

To provide safe, on time,
quality and cost effective
inflight service for total
passenger satisfaction

Number of safety violations
incurred by cabin crew

Number of incidents of safety violation
incurred by cabin crew per month

To maximize revenue
generation in passenger and
cargo sales through increase
yields by diversifying market
segments and efficient
management of seat inventor
and cargo space

0l

y

Net Revenues generated fron
passengers and cargoes carr

n Percentage Deviation from
eéBludget/Forecasted Revenues

There are no known trends, demands, commitmen&nte\r uncertainties that may
have a material impact on the Group’s liquidity.

including any default or acceleration of an obligat

Events that will trigger direct or contingemdncial obligation that is material to the company

On June 27, 2007, the BOD of the Company apprdvedssumption of the outstanding liability of

the Holding Companies to Trustmark amounting to,848.3 million.

converted into additional paid-in-capital of thenGmany.

Such receivable will be

On July 19, 2007, the BOD of the Company approved Gompany’s acquisition of the 81.57%
aggregate ownership of the Holding Companies in Pa#id their 82.33% ownership in PR, 3.76%
owner of PAL. The acquisition will be made by wayaodacion en pago to pay-off P 12,118,390
out of the P 23,117,157 liability of the Holding @panies to the Company. The remaining
receivable of the Company from the Holding Compsraéler the dacion en pago, amounting to
P10,998,767, will be converted into additional paiidl capital in the Holding Companies.

il There are no known material off-balance shemtdactions, arrangements, obligations (including
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contingent obligations), and other relationshipshef company with unconsolidated entities or other
persons created during the reporting period.

iii Commitments for capital expenditures

PAL will be transferring its principal offices to mew location and is exploring the optimal
arrangement for the property that will be vacated.

As part of its refleeting program, PAL took deliyesf one (1) Airbus 320-200 aircraft in April
2007 and one (1) Airbus A 319-100 in May 2007 ungjeerating lease agreements. Also, two (2)
brand new Boeing 777-300ER aircraft on operatirggds are scheduled to be delivered in 2010;
while another two (2) new Boeing 777-300ER aircralfich were directly ordered by PAL from
Boeing are scheduled to be delivered in 2010 aid 20

On April 13, 2007, PAL entered into a 12-year fioatease agreement in support of the acquisition
of one (1) Airbus 320-200 which was delivered onriA@0, 2007. The agreement provides for
fixed semi-annual principal and interest paymerith & balloon payment at maturity. This delivery
is part of the Purchase Agreement with Airbus foren(9) Airbus A320-200 on firm order for
delivery in 2008 and 2009 with options for five ¢&pre aircraft for delivery from 2010 to 2013.

On May 22, 2007, PAL finalized a supplemental agrest with Boeing relating to its exercise of
purchase rights (under the Purchase AgreementBa#ing signed on October 30, 2006) for two
(2) Boeing 777-300 ER aircraft for delivery in 2012

iv. There are no known trends, events or uncerésrihat have had or that are reasonably expected
to have material favorable or unfavorable impact ret sales or revenues of income from
continuing operations.

v .There are no significant element of income thdtnot arise from continuing operations.

vi. The causes for any material change from pet@mgeriod which shall include vertical and
horizontal analyses of any material item:

Results of our Horizontal (H) and Vertical (V) ays¢s showed the following material
changes:

Cash and cash equivalents - H- 9%

Available-for-sale- investment — H — (67%)

Expendable- H —25%

Other current assets — (29%)

Property, plant and equipment — cost H — (8%)

Property, plant and equipment — at appraiseaegal H-20%
Advance payments to aircraft and engine manuifexg H- (100%)
Available-for-sale-investments- Noncurrent — 84

Other noncurrent assets — H-(20%)

10. Notes payable — H (74%)

11. Current portion of liabilities by the rehaaliion plan — H-30%
12. Accounts payable — H-9%

13. Accrued liabilities — H-(13%)

CoNoOR~LONE
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14.
15.
16.
17.
18.

19.
20.
21.
22.
23.
24.

25.
26.
27.
28.
29.
30.

All

Advances from related parties — H - 205%

loans payable — H- (100%)

Income tax payable — H- 399%

Unearned transportation revenue — H- 5%

Liabilities covered by the rehabilitation plamet of current portion — H-(25%) V —
(13%)

Deferred tax liabilities — net H-(77%)

Reserves and other noncurrent liabilities -1884)

Capital stock — H- 1255% V — 5%

Additional paid in capital — H — 100%

Cumulative translation adjustment — net ofteslaleferred tax — H — 79%

Net changes in fair value of available-for sakestments, net of related deferred
tax — H-619%

Revaluation increment in Property — net ofteglaleferred tax — H — 24%

Deficit — H — (41%) V —(6%)

Minority interest — H- 59%

Income before income tax — H-529% V- 6%

Provision for income tax — H — 350%

Net income — H- 452% V- 8%

of these material changes were explained in menagement’s discussion and

analysis of financial condition and results of @gtems stated above.

vii. PAL experiences a peak in holiday travel dgrithe months of January, April, May, June and

December.

B. Information on Independent Accountant and ofRelated Matters

(1) External Audit Fees and Services

a.) Audit and Audit-Related Fees

1.

Yr.

The audit of the Company’s annual financial estegnts or services that are
normally provided by the external auditor in cortimt with statutory and
regulatory filings or engagements for 2007 and 2006

2007 - Estimated at P 150,000 inclusive afaf-pocket expenses for the audit of

2007 financial statements.

Yr.

2006 - P 140,560 audit fee and out-of-pookegpenses for the audit of 2005

financial statements.

b.) Tax Fees — None

Yr.

2007 - P 757,120 various tax services

2006 - None

c.) All Other Fees — None

d.) The audit committee’s approval policies andcpoures for the above services:
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Iltem 7.

Item 8.

Item 9.

1. Directors and Executive Officers of the Ragist

Upon recommendation and approval of the audit cdtemithe appointment of the external
auditor is being confirmed in the annual stockhrdtmeeting. On the other hand, financial
statements should be approved by the Board of Direbefore its release.

Financial Statements

See accompanying Index to Financial StatermamisSupplementary Schedules

Changes in and Disagreements With Accountason Accounting and Financial
Disclosure

There are no changes in, and disagreements wittegfigrant’'s accountants on any
accounting and financial disclosure during the éhmeost recent fiscal years in the
period ended March 31, 2007 or in any subsequéstiim period.

PART Il - CONTROL AND COMPENSATION INFORMATION

At present, the Company has eleven (11) directbtsreunder are the Company’s
incumbent directors and executive officers, theimes, ages, citizenships, positions held,
term of office as director/officer, period servesldirector/officer, business experience for
the past five years, and other directorships helather companies:

Name

Age

Citizen-
ship

Position /Term of
Office/Period Served

Business Experience/Other Directorship with
the last 5 years

Lucio C. Tan

73

Filipino

Chairman/1 year/lyear

Chairman of Philippine Aek Inc., Asia

Brewery Inc., Himmel Industries Inc., Fortupe
Tobacco Corp., Tanduay Holdings, Ingc.,
Tanduay Distillers, Inc., Eton Properties

n

Philippines, Inc. Grandspan Development

Corp., Lucky Travel Corp., majority
stockholder of Allied Banking Corp., Director
of Phil. National Bank, majority stockholder pf

Century Park Hotel and Charter House, Inc.

Mariano C.
Tanenglian

67

Filipino

Treasurer & Director/ 1
year/ 1 year

Director of Basic Holdings Corp., Philippin

Airlines Inc., Asia Brewery Inc., Etonh

Properties Philippines, Inc., Treasurer of Allied
Banking Corp., Himmel Industries Inc., Fortune

Tobacco Corp., Tanduay Holdings, In
Tanduay Distillers, Inc., Tanduay Bran
International, Inc., Charter House In
Grandspan Development Corp.

Harry C. Tan

61

Filipino

Director/ 1 Year/ 1 Year

Managing Director of CtesrHouse, Director

of Basic Holdings Corp., Philippine Airline
Inc., Fortune Tobacco Corp.,, Tobac
Recyclers Corp., Eton Properties Philippin
Inc. Asia Brewery Inc., Tanduay Distillers, In

President of Century Park Hotel, Landc
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Realty Corp., Chairman of Tobacco Boa
Vice-President of Lucky Travel Corp.

Macario Te

7

Filipino

Director/ 1 Year/ 1 Year

Director of Philippine timal Bank, PNB
Remittance Center Inc., PNB General Insur
Inc., PNB Holding Corporation, PN
Investment, Ltd, PNB Capital & Investme

Corp., PNB-IFL and PNB Europe PLC.

Oriental Petroleum & Minerals Corp

Waterfront Phils, Beneficial PNB-Life Corp.

Bulawan Mining Cop., Nissan North Edseé
Chairman of MT Holdings Corp.; previous
director of Palawan Consolidated Mini
Corp., Traders Royal Bank and Traders Ho
Gotesco Land, Alcorn Petroleum & Minerg
Corp., Associated Devt Corp. Pacific Rim (
Resources Corp., Link World Constructi

Development Corp., Suricon Resources Corp.

y
ng
tel,
s
Dil
DN

Wilson T. Young

51

Filipino

Director/ 1 Year/ 1 Year

Director of Tanduay Holgs, Inc, Tandua
Distillers, Inc., Tanduay Brands Internatiorn
Inc., Eton Properties Philippines,Inc., Flor
Cana Shipping, Inc, Air Philippines, Ing
Victorias Milling Co., Inc., Asian Alcoho

Corp., Vice-Chairman of UERM Medical

Center, Board Member of University of t
East, COO- Absolut Chemicals, Inc. and Td
Bulk Corp.

al
De

ne
tal

Jaime J. Bautista

50

Filipino

President and Director/ 1
Year/ 1 Year

Philippine Airlines, Inc. — President and CO
Lucio Tan Group of Companies — CFO, Ba
Capital Investment Corp. — President, Mem
of Board of Trustees-University of the Ea
Director of MacroAsia Corp, Macroasia-Eurg
Catering Services and Macroasia Menz
Airport Services Corp.; Director of Eto
Properties Philippines, Inc..; Member of Boa
of Trustees - UERM Medical Cent
Foundation. Past President and CEO of

Philippines and President of PNB Forex Inc.

O,
SiC
ber
st;
pSt
ies
n
ard
1
Air

Lucio K. Tan Jr.

41

Filipino

Director/ 1 Year/ since July
26, 2006

Director-Macroasia Corporation, CEO-Tandy
Distillers, Inc. EVP-Fortune Tobacco Cor
EVP- Foremost Farms, Inc., Director, Ef
Properties Philippines, Inc, Tanduay Brar
International, Inc., Tanduay Holdings, In
Philippine  Airlines, Inc., Alliedbanker
Insurance Corp., Gem Holdings, Inc., Dunm
Holdings Corp.

Michael G. Tan

41

Filipino

Director/1 year since July
26, 2006

COO- Asia Brewery, Inc., Director-Ai
Philippines, Allied Bankers Insurance Cor,
Philippine Airlines Foundation, Inc., Etd
Properties Philippines, Inc., Asia’s Emergi
Dragon Corp., Tanduay Holdings, In
Tanduay Brands International, Inc.
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\ir
nd
PR

Ruben M. Co 53 | Filipino | Independent Director/1 Owner/Proprietor of Global Arch Design
year/since Septemberl9,
2006

Ma. Cecilia L. 53 | Filipino | Corporate Secretary/ 1 Corporate Secretary of Eton Propert

Pesayco Year/ 1 Year Philippines, Inc., Allied Banking Corp., Allie
Savings Bank, Tanduay Holdings Inc. A4
Philippines, Inc., East Silverlane Realty g
Dev't Corp. and Asst. Corp. Secretary of
Holdings, Inc.

Regnar C. Rivera 77| Filipino Independent Director/1 | Director — Eton Properties Philippines, Inc.,

Year/1 year Allied Banking Corp. Ltd. Hong Kong , Allied

Savings Bank, Allied Leasing & Finance Corp.
Chairman of Allied Forex Corporation, Rivera
Farms, Inc., L'lloreens International, Inc.

Delfin C. 67 | Filipino Director/1 Year/ 1 year. | Consultant-Allied Banki@grporation,

Gargantiel, Jr. Director, Allied Savings Bank, Director, Allied
Forex Company , previously; Executive Vice
President — Operations Group of Allied
Banking Corporation., Unimark Investments
(SPV-AMC) Corp. — Member, Executive
Committee

Susan T. Lee 37| Filipino |  Chief Finance Officer/ 1 | Tanduay Holdings, Inc.- Asst. to the CFO and

Year/l Year Finance Manager

2. Significant Employees

There are no other significant employees who spe&ed by the registrant to make a
significant contribution to the business.

3. Family Relationship

Chairman Lucio C. Tan is the father of Mr. Lucio Kan Jr. and Mr. Michael Tan
while Mr. Mariano C. Tanenglian and Harry C. Taa hrothers of Mr. Lucio C. Tan.

4, Pending Legal Proceedings (last 5 years)

Messrs. Lucio C. Tan and Mariano Tanenglian wegggdd on December 01, 1998 in
their capacities as Chairman and Director/Treasuespectively, of Fortune Tobacco
Corporation, of violation of Section 253 of the dithtional Internal Revenue Code, in
relation to Section 45 (on corporate income taurret), Section 100 and 114 ( value-added
tax returns), Section 127(b) ( ad valorem tax), &mttion 252(b) and (d) thereof, in
Criminal Cases Nos. 98-38181 to 98-38189 beforen®@rar5 of the Metropolitan Trial
Court of Marikina City. In a ‘Joint Order” promwdted on 6 October 2006, the foregoing
cases were dismissed and the above-named accusedegitted. On 27 October 2006,
an Entry of Judgment for the said case was issyedeoMTC.

Except for the foregoing, the other directors akreceative officers of the Corporation
are not involved in any bankruptcy petition by gaeist any business of which such person
was a general partner or executive officer eitlieh@time of the bankruptcy or within two
years prior to that time; any conviction by finaldpment, including the nature of the
offense, in a criminal proceeding, domestic or ifgmeexcluding traffic violations and other
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minor offenses; being subject to any order, judgneerdecree, not subsequently reversed,
suspended or vacated, of any court of competensdiotion, domestic or foreign,
permanently or temporarily enjoining, barring suspiag or otherwise limiting his
involvement in any type of business, securitiesnmodities or banking activities; and
being found by a domestic or foreign court of cotapejurisdiction (in a civil action), the
Commission or comparable foreign body, or a doroesti foreign Exchange or other
organized trading market or self regulatory orgatian, to have violated a securities or
commodities law or regulation, and the judgment hat been reversed, suspended, or
vacated.

Item 10. Executive Compensation

The Company’s president and chief executive effees well as the other officers do not
receive a fixed basic monthly salary. PAL Holdinlgas not entered into an employment
contract with any of its executive officers. Pwastito Section 13, Article Il of the
Company’s By-laws, the directors of the Corporatame entitled to a per diem of ten
thousand Pesos-1P,000.00) for their attendance in the Annual Stotdters’ Meeting. A
transportation and monthly allowance of P 10,008iven to the Board members as well.
The directors and executive officers received mthir bonus nor any other remuneration
in cash or in kind. The directors and executiviicefs hold no outstanding warrant or
option.

a.) Standard Arrangements — Other than the stditeglizance and per diem of the directors,
there are no other standard arrangements to whiehdirectors of the Company are
compensated, or are to be compensated, directhdwectly, for any services provided
as a director, including any additional amountsaée for committee participation or
special assignments, for the last completed figeat and the ensuing year.

b.) Other Arrangements — None

c.) Employment contract or compensatory plan cragement - None

Warrants and Options Outstanding: Repricing

a.) There are no outstanding warrants or optiotd tnethe Company’s CEO, the named
executive officers, and all officers and directassa group.

b.) This is not applicable since there are no autiing warrants or options held by the

Company’s CEO, executive officers and all officersl directors as a group.

Iltem 11. Security Ownership of Certain Beneficial @vners and Management as of June
30, 2007

(1) Security Ownership of Certain Record and Bera Owners of more than 5%

Title of | Name, address of record owner Name of No. of Percent
class and relationship with Issuer| Beneficial Shares Held

Owner and | Citizenship
Relationship
with Record
Owner
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Common| Trustmark Holdings Filipino 5,297,280,230| 97.708
Corporatiori %
SMI Compound, C. Raymundp *
Ave., Maybunga, Pasig
City/(Shareholder)

* Trustmark Holdings Corp.(TMHC) is owned and corlgdlby the Lucio Tan Group of
Companies. Mr. Lucio Tan shall have the voting ppewver the shareholdings of TMHC.

(2) Security Ownership of Management

Name of Amount and
Title of class beneficial nature of Percent of
owner record/beneficial Citizenship Class

ownership *

Common Lucio C. Tan 1,000 “r"  Filipino Nil
Common Mariano C.

Tanenglian 1,000“r"  Filipino Nil
Common Harry C. Tan 1,000” r" Filipino Nil
Common Macario Te 1" r"  Filipino Nil
Common Wilson T. Young 500" r" Filipino Nil
Common Jaime J. Bautista 500" r” Filipino Nil
Common Lucio Tan Jr. 1000 “r" Filipino Nil
Common Ruben Co 500"r" Filipino Nil
Common Regnar C. Rivera 20007r" Filipino Nil
Common Michael Tan 1000"r"  Filipino Nil
Common Delfin 5007r" Filipino Nil

Gargantiel,Jr.
* All shares held by management are of record.

Security ownership of all directors and officersaagroup is 9,001 representing
0.00% of the Company’s total outstanding capitatist

(3) Voting Trust Holders of 5% or More

The Company has no recorded stockholder holdingemiian 5% of the
Company’s common stock under a voting trust agre¢me

(4) Changes in Control

There are no arrangements which may result in agghan control of the registrant.

Item 12. Certain Relationships and Related Tnasactions

1. In addition to Note 17 of the Notes to the Consakd Financial Statements on
page 86 the following are additional relevant edigparty disclosures:

The Company’s cash and cash equivalents are deggséced with Allied
Banking Corporation, an affiliate, at competitiveearest rates. The Company also
has a lease and stock transfer agency agreemdntheitsaid bank at prevailing
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3.

rates. There are no preferential treatment inaris transactions with the Bank.
There are no special risk or contingencies involsiede the transactions are done
under normal business practice.

a.) Business purpose of the arrangements:

We do business with related parties due to strotigemhich is based on trust
and confidence and easier coordination.

b.) Identification of the related parties transawctibusiness and nature of
relationship:

1.Allied Banking Corporation — deposits/placemenesital and stock transfer
services

2.MacroAsia Corporation — investments
c.) Transaction prices are based on prevailing etagtes.

d.) Transactions have been fairly evaluated siheeGompany adhere to industry
standards and practices.

e.) There are no any ongoing contractual or otbemngitments as a result of the
arrangement.

Not applicable — there are no parties that faitside the definition “ related
parties” with whom the Company or its related marthave a relationship that
enables the parties to negotiate terms of maténgaisactions that may not be

available from other, more clearly independentipardon an arm’s length basis.

Not applicable — the Company has no tretiteas with promoters.
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PART IV - EXHIBITS AND SCHEDULES

Iltem 13. Exhibits and Reports on SEC Form 17-C
(a) Exhibits - The other exhibits, as iraded in the Index to Exhibits are either not aille
to the Company or require no answer.
(b) Reports on SEC Form 17-C
SEC Form 17-C (Current Reports) which have béed @luring the year are no longer
filed as part of the exhibits.

LIST OF ITEMS REPORTED UNDER SEC FORM 17-C (DWR THE LAST 6
MONTHS)

| Date of Report | Subject Matter Disclosed

19 September 2006 Annual Stockholders’ Meeting

o Approval of the Annual Audited Financial
Statements as of March 31, 2006

o0 Increase in authorized capital stock from P 400
million to P 20 billion divided into 20 billion
shares with a par value of P 1.00 per share.

o Amendment of Articles of Incorporation to reflect
the increase in authorized capital stock

o Election of Directors

o Appointment of SGV & Company as External
Auditors

Organizational Meeting

o Election of Officers
o Appointment of the members of the Board
Committees

22 March 2007 Approval of the Deferment of the hajdof the
Annual Stockholders meeting which is scheduled
on the last Tuesday of May of every year as stated
in the Company’s By-Laws.
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Iltem 14.

Item 15.

Item 16.

Item 17.

PART V - CORPORATE GOVERNANCE

Evaluation System

The Compliance officer is currently in charge ofviesving and evaluating the
provisions of the Manual on Corporate Governanseawis the Self Rating Form.

Measures undertaken to Fully Comply

Measures are slowly being undertaken by the Companfully comply with the
adopted leading practices on good corporate gomesand one of them is the election

of independent directors.

Deviations

The Company is taking steps towards full complian€ets Corporate Governance
Manual.

Plan to improve

The Company will improve its Corporate Governan¢emwappropriate and warranted,
in its best judgment.
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SIGNATURES

Pursuant to the requirements of Section 17 of the Code Section 141 of the Corporation Code,
this report is signed on behalf of the issuer by the undersigned, thereunto duly authorized in the

City of Makati on July 27

, 2007

ot

LUCIO C. TAN

Principal Executive Off icer
A

JAIME J. BAUTISTA

Principal Operating Officer

e

SU;SA]DI T LEE
Principal Financial Officer

SUBSCRIBED AND SWORN to before me this

Not Applicable

Comptroller

Not Applicable

Principal Accounting Officer

i
02‘ , 2007affiants

exhibiting to me their Community Tax Certificates, as follows :

DATE OF ISSUE PLACE OF ISSUE

NAMES RES. CERT.NO.
Lucio C. Tan 13879209
Jaime J. Bautista 10573817
Ma. Cecilia L. Pesayco 15134317
Susan T. Lee 14747146

Doc. No. 2 ?/{
Page No.

Book No. |44
Series of [

Feb. 17, 2007 Marikina City
Feb. 22, 2007 Manila

Jan. 18, 2007 Makati City
Feb. 23, 2007 Manila

n'?// AR ANARN
UNTI Y 207
PTR, 1EPL.PG353%0

RO _JU;_S/OS 07-82
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PAL HOLDINGS, INC.
INDEX TO FINANCIAL STATEMENTS AND SUPPLEMENTARY SCH EDULES
SEC FORM 17-A

Page No.
FINANCIAL STATEMENTS
Statement of Management's Responsibility for Fimngristatements 38-39
Report of Independent Auditors 42-43
Balance Sheets as of March 31, 2007 and 2006 44-45
Statements of Income for the Period Ended Mar¢i2@Q7 , 2006 and 2005 46
Statements of Changes in Equity for the Years &ndgrch 31, 2007, 2006 and 47-48
2005

Statements of Cash Flows for the Years Ended M2itcB007,2006 and 2005 49-50
Notes to Financial Statements 51-102
SUPPLEMENTARY SCHEDULES
Report of Independent Auditors on Supplementare8ales 103
A. Marketable Equity Securities and Other ShortAT €ash Investments *
B. Amounts Receivable from Directors, Officers, Hoypes, Related Parties,

and Principal Stockholders (Other than Relateddzrt *

Non-Current Marketable Equity Securities, Otheng-Term Investments

in Stock, and Other Investments *
D. Indebtedness of Unconsolidated SubsidiariesRamiated Parties *
E. Intangible Assets and Other Assets *
F. Long- Term Debt 104-108
G. Indebtedness to Related Parties *
H. Guarantees of Securities of Other Issuers *
l. Capital Stock 109
J. Index to Exhibits *

* These schedules, which are required by Part I'6(e3RC Rule 68, have been omitted because
they are either not required, not applicable oritiiermation required to be presented is included
in the Company’s financial statements.
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PAL Holdings, Inc.

7" Floor, Allied Bank Center, 6754 Ayala Ave., Makati City

STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of PAL Holdings, Inc. is responsible for all information and
representations contained in the consolidated financial statements for each of the three
years in the period ended March 31, 2007. These financial statements have been prepared
in conformity with Philippine Financial Reporting Standards and reflect amounts that are
based on the best estimates and informed judgment of management with an appropriate
consideration to materiality.

In this regard, management maintains a system of accounting and reporting which
provides for the necessary internal controls to ensure that transactions are properly
authorized and recorded, assets are safeguarded against unauthorized use or disposition
and liabilities are recognized. The management likewise discloses to the Company’s
external auditor: (i) all significant deficiencies in the design or operation of internal
controls that could adversely affect its ability to record, process, and report financial
data;(i1) material weaknesses in the internal controls; and (iii) any fraud that involves
management or other employees who exercise significant roles in internal controls.

The Board of Directors reviews the consolidated financial statements before such
statements are approved and submitted to the stockholders of the Company.

Sycip Gorres Velayo & Co., the independent auditors appointed by the stockholders,
have examined the consolidated financial statements of the Company in accordance with
Philippine Standards on Auditing and have expressed their opinion on the faimess of
presentation upon completion of such examination, in their report to the stockholders and
Board of Directors. -

{ . Signed under oat by the following:
\

Lh[oé \T\m -

Chairman of the Board

4
Jaime J. Bautista
President
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PAL HOLDINGS, INC.

7/F Allied Bank Center, 6754 Ayala Avenue, Makati City
Tel. # 8163421 local 3785

REPUBLIC OF THE PHILIPPINES)
CITY OF MANILA )

BEFORE ME, Personally appeared the following persons on ]

Name CTC/Passport No. Date/Place of [ssue
Lucio C. Tan 13879209 17 Feb. 2007 / Marikina City
Jaime J. Bautista 10573817 22 Feb 2007 / Manila
Susan T. Lee 14747146 23 Feb.2007 / Manila

Known to me and to me known to be the same persons who executed the foregoing instrument,
and acknowledged that he executed the same as his free act and deed for the use and purpose
hereinabove set forth.

This instrument consisting of two (2) pages, including this whereon the acknowledgement is
written, has been signed by the party on each and every page thereof.

IN WITNESS WHEREQF, I have hereunto set my hand and affixed my official seal, this

day of =« . r.,-i?ﬂlyanila, Philippines.

Doc. No. VQC?/
Page No. EZ

Book No. ﬁt ;Cff/
Series of 2007
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PAL HOLDINGS, INC.
(Formerly Baguio Gold Holdings Corporation)
AND SUBSIDIARIES

Consolidated Financial Statements
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PAL HOLDINGS, INC.
(Formerly Baguio Gold Holdings Corporation)
AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(Amounts in Thousands)

March 31
2007 2006

ASSETS
Current Assets
Cash and cash equivalents (Notes 5, 17 and 25) P20,573,060 P18,876,518
Available-for-sale investments (Notes 3, 5, 6, &id a5) 668,384 2,009,077
Receivables - net (Notes 7, 17 and 25) 5,608,216 5,474,162
Expendable parts, fuel, materials and supplies€8dt 1,285,851 1,031,755
Other current assets (Notes 8, 9 and 25) 2,960,408 4,165,813
Total Current Assets 31,095,919 31,557,325
Noncurrent Assets
Property and equipment (Notes 10, 12, 14 and 17):

At cost - net 53,013,145 58,088,784

At appraised values - net 2,089,821 1,738,604
Advance payments to aircraft manufacturer (Note 15) - 2,327,689
Deposits on aircraft leases (Notes 17, 23 and 25) 2,787,859 2,843,003
Available-for-sale investments (Notes 3, 6, 17 a&) 909,386 763,243
Other noncurrent assets (Notes 5, 11, 15, 17, 828h 2,941,719 3,665,829
Total Noncurrent Assets 61,741,930 69,427,152

Total Assets P92,837,849 PR100,984,477
LIABILITIES AND EQUITY (CAPITAL DEFICIENCY)
Current Liabilities
Notes payable (Notes 12, 17 and 25) P1,243,999 BP4,843,806
Current portion of Liabilities Covered by the Retltigdtion Plan

(Notes 2, 3, 14 and 25) 7,986,326 6,129,547
Accounts payable (Notes 17 and 25) 5,739,430 5,287,408
Accrued liabilities (Notes 13, 15, 17 and 25) 9,361,211 10,700,412
Advances from related parties (Notes 17, 22, 252ah)d 14,266,459 4,680,711
Loans payable (Notes 17 and 25) - 9,337,765
Income tax payable 218,761 43,842
Unearned transportation revenue - net 6,598,063 6,271,357
Total Current Liabilities 45,414,249 47,294,848
Noncurrent Liabilities
Liabilities Covered by the Rehabilitation Plan t nécurrent portion

(Notes 2, 3, 14, 17 and 25) 37,953,877 50,385,170
Accrued employee benefits payable (Note 19) 3,327,745 3,183,307
Deferred tax liabilities - net (Note 21) 960,434 4,138,989
Reserves and other noncurrent liabilities (Note 15) 3,786,626 4,618,851
Total Noncurrent Liabilities 46,028,682 62,326,317
Total Liabilities 91,442,931 109,621,165

(Forward)
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March 31
2007 2006
Equity (Capital Deficiency)
Attributable to the equity holders of the parent:
Capital stock (Notes 2 and 16) R5,421,568 B400,000
Additional paid-in capital (Note 2) 4,029,287 12,033
Deposits for future stock subscription (Note 17) - 4,814,850
Cumulative translation adjustment - net of reladeterred tax
(Notes 3 and 25) (3,331,586) (1,860,443)
Net changes in fair values of available-for-salestments - net of
related deferred tax (Notes 3, 6 and 25) 197,687 27,511
Revaluation increment in property - net of relatieflerred tax
(Note 10) 1,270,393 1,020,824
Deficit (8,559,400) (14,537,023)
Treasury stock - 55,589 shares, at cost (Note 16) (56) (56)
(972,107) (10,122,304)
Minority interests 2,367,025 1,485,616
Total Equity (Capital Deficiency) 1,394,918 (8,636,688)
Total Liabilities and Equity (Capital Deficiency) B92,837,849 PR100,984,477

See accompanying Notes to Consolidated Financ#&eBtents.
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PAL HOLDINGS, INC.

(Formerly Baguio Gold Holdings Corporation)

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

(Amounts in Thousands, Except Earnings Per Share)

Years Ended March 31

2007 2006 2005
REVENUE
Passenger B54,593,744 B54,608,901 B49,287,373
Cargo 6,016,554 6,329,995 5,863,172
Interest income (Note 17) 1,264,069 818,565 974,623
Others (Notes 15 and 17) 7,842,320 5,199,383 3,816,844
69,716,687 66,956,844 59,942,012
EXPENSES(Note 18)
Flying operations 30,277,639 29,820,714 25,418,031
Maintenance (Note 17) 10,018,924 9,606,569 7,850,864
Aircraft and traffic servicing 8,219,496 8,210,931 7,984,923
Financing charges (Notes 12, 14 and 17) 4,519,446 4,929,422 5,008,839
Passenger service 4,389,934 4,344,201 4,254,509
Reservation and sales 3,913,230 3,909,865 3,696,263
General and administrative (Note 17) 3,046,797 3,042,803 2,608,321
Others (Note 15) 771,182 2,366,923 2,451,835
65,156,648 66,231,428 59,273,585
INCOME BEFORE INCOME TAX 4,560,039 725,416 668,427
BENEFIT FROM INCOME TAX (Note 21)
Current 301,817 151,311 74,374
Deferred (2,768,215) (699,192) (418,458)
(2,466,398) (547,881) (344,084)
NET INCOME B7,026,437 B1,273,297 B1,012,511
Attributable to:
Equity holders of parent R5,939,284 B1,078,718 P878,371
Minority interests 1,087,153 194,579 134,140
B7,026,437 B1,273,297 B1,012,511
Basic/Diluted Earnings Per Share* R1.3574 P2.6972 P2.1962

* Computed based on the weighted average numbsswéd and outstanding shares of stock of 4,375,861n 2007, and

399,944,411 in 2006 and 2005.

See accompanying Notes to Consolidated Financ&#éBients.
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PAL HOLDINGS, INC.

(Formerly Baguio Gold Holdings Corporation)

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (CAPITAL DEFI CIENCY)

FOR THE YEARS ENDED MARCH 31, 2007, 2006 AND 2005
(Amounts in Thousands)

Attributable to Equity Holders of the Parent
Net Changes

in Fair
Values of
Cumulative Available-
Capital Additional Deposits for ~ Translation for-8al  Revaluation
Stock Paid-in  Future Stock  Adjustment Investments ncrdment in Treasury
(Notes 2 Capital Subscription (Notes 3  (Notes 3, 6 Property Stock Minority
and 16) (Note 2) (Note 17) and 25) and 25) (Note 10) Deficit  (Note 16) Total Interests Total

BALANCES AT MARCH 31, 2004 P400,000 P12,033 P4.8,850 (P2,700,770) P— P1,024,339 (P17,376,708) (B56913,826,312) B840,942 (P12,985,37(C
Transfer of portion of revaluation increment in

property realized through depreciation- net of

related deferred tax - - - - - (20,225) 23,887 - 3,662 - 3,662
Effect of foreign exchange translatidifference (Note 3) — — — (147,997) — — — — (147,997) (26,798) (174,795
Total income and expense for the year recognized

directly in equity - - - (147,997) - (20,225) 23,887 - (144,335) (26,798) (171,133
Net income for the year — — — — — — 878,371 — 878,371 134,140 1,012,511
Total income and expense for the year — — - (149,99 — (20,225) 902,258 — 734,036 107,342 841,378
BALANCES AT MARCH 31, 2005 400,000 12,033 4,814,850 (2,848,767) - 1,004,114 (16,474,450) (56)13,092,276) 948,284 (12,143,992
Effect of change in accounting for financial

instruments (Note 3) - - - 629,048 118,066 - 842,245 - 1,589,359 287,961 1,877,320
Effect of foreign exchange translation differeniete 3) — — — 19,039 — — — — 19,039 3,448 22,487
BALANCES AT APRIL 1, 2005 400,000 12,033 4,814,850 (2,200,680) 118,066 1,004,114 (15,632,205) (56011,483,878) 1,239,693 (10,244,18¢
Share in net changes in fair values of derivative

financial instruments - net of related deferred ta - - - 959,892 - - - - 959,892 173,809 1,133,701
Net changes in fair values of available-faie investmen

- net of related deferred tax (Note 6) - - - - (88,884) - - - (88,884) (16,270) (105,154
Realization of changes in fair values of availdblesale

investments through disposal - - - - (1,671) - - - (1,671) - (1,671
Transfer of portion of revaluation increment in

property realized through depreciation - net of

related deferred tax and foreign exchange adjugtme - - - - - 16,710 16,464 - 33,174 6,007 39,181

(Forward)
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Attributable to Equity Holders of the Parent

Net Changes
in Fair
Values of
Cumulative Available-
Capital Additional Deposits for  Translation for-8al  Revaluation
Stock Paid-in  Future Stock  Adjustment  Investments ncrdment in Treasury
(Notes 2 Capital Subscription (Notes 3 (Notes 3, roperty Stock Minority
and 16) (Note 2) (Note 17) and 25) 6, and 25) (Note 10) Deficit  (Note 16) Total Interests Total
Effect of foreign exchange translation difference
(Note 3) B— P— BP-  (P619,655) B— B— P— BP-  (P619,655) (R112,202) (R731,857)
Total income and expense for the year recognized
directly to equity - - - 340,237 (90,555) 16,710 16,464 - 282,856 51,344 334,200
Net income for the year — — — — — — 1,078,718 — 1,078,718 194,579 1,273,297
Total income and expense for the year — — 340,237 (90,555) 16,710 1,095,182 — 1,361,574 245,923 1,607,497
BALANCES AT MARCH 31, 2006 400,000 12,033 4,814,850 (1,860,443) 27,511 1,020,824 (14,537,023) (56) (10,122,304) 1,485,616  (8,636,688)
Share in net changes in fair values of derivative
financial instruments - net of related deferred ta - - - (831,273) - - - - (831,273) (150,520) (981,793)
Effect of foreign exchange translation
difference (Note 3) - - - (639,870) - - - - (639,870) (115,862) (755,732)
Net changes in fair values of available-for-sale
investments - net of related deferred tax (Note 6) - - - - 170,176 - - - 170,176 8,506 178,682
Transfer of portion of revaluation increment in
property realized through depreciation- net of
related deferred tax and foreign exchange
adjustment - - - - - (38,339) 38,339 - - - -
Increase in revaluation increment due to appraisat
of related deferred tax (Note 3) — — — — — 287,908 — — 287,908 52,132 340,040
Total income and expense for the year recognized
directly to equity - - - (1,471,143) 170,176 249,569 38,339 - (1,013,059) (205,744) (1,218,803)
Net income for the year — — — — — — 5,939,284 — 5,939,284 1,087,153 7,26,4
Total income and expense for the year — — (14, 170,176 249,569 5,977,623 — 4,926,225 881,409 58a7
Conversion of deposits for future stock subscriptio
advances from related parties (Note 17) — —  (4,814,850) — — — — —  (4,814,850) —  (4,814,850)
Conversion of advances from parent company to gquit
(Notes 2 and 22) 5,021,568 4,017,254 - - - - - - 9,038,822 - 9,038,822
BALANCES AT MARCH 31, 2007 P5,421,568 P4,029,287 P— (P3,331,586) P197,687 P1,270,393 (P8,559,400) (P56) (P972,107) P2,367,025 P1,394,918

See accompanying Notes to Consolidated Financé&estents.
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PAL HOLDINGS, INC.

(Formerly Baguio Gold Holdings Corporation)

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in Thousands)

Years Ended March 31

2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax B4,560,039 B725,416 P668,427
Adjustments for:
Depreciation (Notes 10 and 18) 6,259,453 7,829,122 7,200,684
Financing charges 4,519,446 4,929,422 5,008,839
Interest income (1,264,069) (818,565) (974,623)
Dividend income (329,391) (154,024) -
Foreign exchange loss - net 378,567 1,008,208 175,404
Realization of hedge and non-hedge derivatives (1,435,167) (239,620) -
Recovery in value of marketable equity securities - - (134,640)
Loss on disposal of available-for-sale investments - 3,198 -
Realization of changes in fair value of availafuesale
investments through disposal (2,504) -
Loss (gain) on disposal of property and equipment,
and others (527,627)  (1,432,906) 1,839,794
Operating income before working capital changes 12,161,251 11,847,747 13,783,885
Decrease (increase) in:
Receivables (2,108,453) 867,447 (467,552)
Expendable parts, fuel, materials and supplies 158,030 (227,201) (279,955)
Other current assets 554,906 (21,597) (67,818)
Increase (decrease) in:
Accounts payable 454,178 (1,071,789) 522,861
Accrued liabilities 1,081,058 1,844,807 607,470
Unearned transportation revenue 729,155 (502,742) 1,843,042
Net cash settlement on derivative transactions 1,629,373 1,551,422 -
Provision (reversal of allowance) for doubtful agots 919,708 (633,728) 435,852
Net increase in accrued employee benefits payable 144,438 560,378 396,888
Increase in other noncurrent liabilities 275,088 2,361,513 131,847
Net cash generated from operations 15,998,732 16,576,257 16,906,520
Financing charges paid (3,349,721) (3,932,135) (3,994,818)
Interest received 1,028,149 663,017 782,112
Income taxes paid (including final and withheldeak (135,106) (118,821) (239,487)
Net cash from operating activities 13,542,054 13,188,318 13,454,327
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property and equipment (Note 10) (2,991,493) (2,486,272) (1,127,945)
Investments in available-for-sale instruments (339,390) -
Proceeds from disposal of:
Available-for-sale instruments 953,295 39,306 -
Property and equipment 124,154 163,369 105,681
Marketable securities - - 804,971
Dividends received 329,391 154,024 -

(Forward)
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Years Ended March 31

2007 2006 2005

Return of various deposits B110,888 B280,397 B12,984
Additional various deposits made (9,715) (167,627) (24,838)
Net changes in other noncurrent assets (372,527) 500,913 37,384
Net cash from (used in) investing activities (1,856,007)  (1,855,280) (191,763)
CASH FLOWS FROM FINANCING ACTIVITIES
Payments of Liabilities Covered by the RehabilitatPlan

(Note 14) (8,839,181)  (7,061,735) (7,875,728)
Availments of notes payable (Note 12) 1,665,000 2,375,000 200,000
Payments of notes payable (Note 12) (1,615,000) (2,015,000) (250,000)
Advances from related parties 52,125 - —
Net cash used in financing activities (8,737,056) (6,701,735) (7,925,728)
EFFECT OF EXCHANGE RATE CHANGES

ON CASH AND CASH EQUIVALENTS (1,252,449) (1,320,318) (417,259)
NET INCREASE IN CASH AND CASH
EQUIVALENTS 1,696,542 3,310,985 4,919,577
CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR 18,876,518 15,565,533 10,645,956
CASH AND CASH EQUIVALENTS

AT END OF YEAR (Note 5) P20,573,060 P18,876,518 15,565,533

See accompanying Notes to Consolidated Financé#éBients.
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PAL HOLDINGS, INC.
(Formerly Baguio Gold Holdings Corporation)
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Thousands, Except Number of Shares and Par Value Per Share)

1. Corporate Information

PAL Holdings, Inc., formerly known as “Baguio Gold Holdings Corporatidtite Parent
Company), was incorporated in the Philippines on May 10, 1930 under the nagweo‘&mold
Mining Company” originally to engage in mining and other mineral egpilan activities. On
September 23, 1996, the Parent Company changed its primary purpose toetigagig in the
business of a holding company and changed its corporate name to Baguidi@dillgs
Corporation.

The Parent Company is a subsidiary of Trustmark Holdings Corpor@trustmark) and is part
of the Lucio Tan Group of Companies.

The Parent Company’s Board of Directors (BOD) and its stockisoljgroved the change of the
Parent Company’'s name to PAL Holdings, Inc. in separate meetitgjsomeOctober 20 and
December 13, 2000, respectively. The change of the Parent Compang svaanapproved by
the Philippine Securities and Exchange Commission (SEC) on January 19, 2007.

The Parent Company’s registered office address is 7th FlooedAlank Center, 6754 Ayala
Avenue, Makati City.

The Parent Company and its subsidiaries (collectively reféeorbdrein as “the Group”), through
Philippine Airlines, Inc. (PAL), the Philippine national flag carrier andrttagor subsidiary of the
Parent Company, is primarily engaged in air transport of passerger cargo within the
Philippines and between the Philippines and several internationatatesis. These business
activities are further described in Note 26.

The consolidated financial statements were authorized for issue by the BOD a8,R0{7.

2. Status of Operations and Reorganizations
a. Increase in capital stock of the Parent Company

On July 26 and September 19, 2006, at separate meetings, the Parent GoBpanyby a
vote of at least a majority of its entire membership, andttiekisolders of at least two thirds
(2/3) of the outstanding shares of stock, approved the increase in zedhcaipital stock of
the Parent Company from B400,000 divided into 400 million shares with jp&r afa21.00
per share to B20,000,000 divided into 20 billion shares with par value of Bi $itape Out

of the increase in the authorized capital stock, 5.02 billion shatbsawiotal par value of
B5,021,568 have been subscribed and in payment thereof, the Parent Compaahytaagre
convert to equity a part of its debt to Trustmark, in the amouri9@38,822, at a rate of
B1.80 per share. Accordingly, as a result of the conversion, Tru&noarkership over the
Parent Company increased from 69.16% to 97.73%.
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The increase in authorized capital stock was approved by the Rigli§iC on January 19,
2007.

b. Groupreorganizations

The BOD and stockholders of the Parent Company approved the acqui$ilio@% of the
outstanding capital stock of Ascot Holdings, Incorporated, POL Holdimgs, Network
Holdings & Equities Inc., Sierra Holdings & Equities, Inc. and Makigldings Corporation
(collectively, the Holding Companies) for B136,000 in separate meétigld on August 17,

2006 and September 19, 2006, respectively (see Note 22). The Holding Companies
collectively, own 84.67% of PAL and 82.33% of PR Holdings, Inc. (PR), 3.76% osfner
PAL. Pursuant to the acquisition by the Parent Company on October 2, 2006nplsaid
approvals, the Holding Companies, as well as PAL and PR, inditlbctdugh the Holding
Companies, became subsidiaries of the Parent Company.

The business combination involving the Parent Company and the Holding Cempalhi
belonging to the Lucio Tan Group and under common control, was accountedifar &m
pooling of interests. Accordingly, the Parent Company recognized thassets of the
acquired subsidiaries equivalent to their book values. Comparateresrestated to include
balances and transactions as if the subsidiaries had been acquihedbaginning of the
earliest period presented. The difference between the considepidn(or liability
incurred) and the combined equities of the Holding Companies, amountid®, it?B,147 is
reflected within the Group’s equity (capital deficiency), and prieskas part of Deficit as if
the companies had always been combined.

Note 27 discusses the financial restructuring approved by the BODnen2¥, 2007 and
July 19, 2007.

c. Status of PAL’s rehabilitation

On June 7, 1999, the Philippine SEC confirmed its approval of PAL'sn8etkand Restated
Rehabilitation Plan (Rehabilitation Plan) dated March 15, 1999. Theppihdi SEC also

appointed a Permanent Rehabilitation Receiver (PRR) to, amongtboihgs, monitor and

supervise the strict and faithful implementation of the Rehatilita?lan. With the approval
of the Rehabilitation Plan, the exercise of creditors’ and thirdgsantights under various

agreements became subject to Philippine SEC jurisdiction. Asfode Rehabilitation Plan,

various liabilities were restructured (reflected as Litib8i Covered by the Rehabilitation
Plan in the consolidated balance sheets, see Note 14).

On May 28, 2007, the BOD of PAL authorized management to initiatsaobtain required
approvals and file necessary applications and other documents foroffeseu exit from
rehabilitation and quasi-reorganization of PAL.

3. Summary of Significant Accounting and Financial Reporting Policies

Basis of Preparation

The accompanying consolidated financial statements have been prepdeedhe historical cost
convention, except for land and buildings and improvements which aredcatrieevalued
amounts, and available-for-sale investments and derivative financralnmestts which are carried
at fair value. The consolidated financial statements of the Group are presertigigrnié peso,
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the Parent Company’s functional currency and presentation currermgys ilh the consolidated
financial statements are rounded to the nearest thousand, except when otherwigsg indicat

Statement of Compliance
The consolidated financial statements have been prepared in complidticePhilippine
Financial Reporting Standards (PFRS).

Changes in Accounting Policies
The accounting policies adopted are consistent with those of the prewgaus, except as
follows:

The Group has adopted the following amendments to PFRS and Philippipeeiatgons [based
on interpretations issued by the International Financial Reportingptatations Committee
(IFRIC)], which became effective to the Group beginning April 1, 2006:

Amendments to Philippine Accounting Standard (PAS) HS\ployee Benefitsprovided
additional option to recognize all actuarial gains and losses imategdoutside of profit or
loss (i.e., in equity). If the new option is adopted, actuarial gainéoasds are presented in a
statement of changes in equity titled “Statement of Recognmmzame and Expenses”. This
change has no recognition nor measurement impact as the Group chasapply the new
option offered to recognize all actuarial gains and losses immediately outgidgipdr loss.

Amendments to PAS 3%inancial Instruments: Recognition and Measurement - Amendment

for Financial Guarantee Contractsamended the scope of PAS 39 to require financial
guarantee contracts that are not considered to be insurance cdotisctecognized initially
at fair value and to be remeasured at the higher of the amoumhisheté in accordance with
PAS 37,Provisions, Contingent Liabilities and Contingent Assatsd the amount initially
recognized less, when appropriate, cumulative amortization recognizettordance with

PAS 18,Revenue This amendment did not have an effect on the consolidated financial

statements.

Amendments to PAS 3%inancial Instruments: Recognition and Measurement - Amendment

for Hedges of Forecast Intragroup Transactipamended the scope of PAS 39 to permit the
foreign currency risk of a highly probable intragroup forecast actim to qualify as the
hedged item in a cash flow hedge, provided that the transaction isidatexin a currency
other than the functional currency of the entity entering into tlaamiséiction and that the
foreign currency risk will affect the consolidated statementinabme. As the Group
currently has no such transactions, the amendment did not have aroeffeetconsolidated
financial statements.

Amendments to PAS 3%inancial Instruments: Recognition and Measurement - Fair Value
Option, amended the scope of PAS 39 to restrict the use of the option tmatesany
financial asset or any financial liability to be measuredatvalue through the consolidated
statement of income. The Group had not previously used this option; heramehdment
did not have an effect on the consolidated financial statements.

Philippine Interpretation IFRIC Determining Whether an Arrangement Contains a Lease
provided guidance in determining whether arrangements contain a teashkich lease
accounting must be applied. This Interpretation has no impact on theidatesbfinancial
statements.
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Adoption of the revised accounting standards and interpretation did ndttoesu restatement
of prior years’ consolidated financial statements. Additional asscks required by the revised
standards were included in the consolidated financial statements, where applicable

Future Changes in Accounting Policies

The following are the new and revised accounting standards and Phillppengretations that
will become effective to the Group subsequent to March 31, 2007. Thsededisclosures
provided by these standards and Interpretations will be included in rthg'& consolidated
financial statements when the Group adopts them subsequent to March 31, 2007.

PFRS 7 Financial Instruments: Disclosureand the complementary amendments to PAS 1,
Presentation of Financial Statements: Capital DisclosueSective for annual periods
beginning on or after January 1, 2007), introduce new disclosures to impeowgdrmation
about financial instruments. It requires the disclosure of quadtatind quantitative
information about exposure to risks arising from financial instrumemnttuding specified
minimum disclosures about credit risk, liquidity risk and marksk, ras well as sensitivity
analysis to market risk. The amendments to PAS 1 introduceslises about the level of an
entity’s capital and how it manages capital. The Group is clyrassessing the impact of
PFRS 7 and the amendments to PAS 1 and expects that the main additional disclosures will be
the sensitivity analysis to market risk and the capitallaisices required by PFRS 7 and the
amendments to PAS 1.

PFRS 8,0perating Segment&ffective for annual periods beginning on or after January 1,
2009), requires a management approach to reporting segment informatt®S & will
replace PAS 145egment Reportingind is required to be adopted only by entities whose debt
or equity instruments are publicly traded, or are in the procedbngf With the Philippine
SEC for purposes of issuing any class of instrument in a public market.

Philippine Interpretation IFRIC &cope of PFRS (2ffective for annual periods beginning on
or after May 1, 2006), requires PFRS Zhare-based Paymentto be applied to any
arrangements where equity instruments are issued for considexdiitin appears to be less
than fair value.

Philippine Interpretation IFRIC 9Reassessment of Embedded Derivatifeftective for
annual periods beginning on or after June 1, 2006), establishes that the dasess the
existence of an embedded derivative is the date an entitpdcsimes a party to the contract,
with reassessment only if there is a change to the contradign#icantly modifies the cash
flows.

Philippine Interpretation IFRIC 10nterim Financial Reporting and Impairmegffective
for annual periods beginning on or after November 1, 2006), prohibits thesakadr
impairment losses on goodwill and available-for-sale equity ime&sis recognized in the
interim financial reports even if impairment is no longer prese the annual balance sheet
date.

Philippine Interpretation IFRIC 11PFRS 2 - Group and Treasury Share Transactions
(effective for annual periods beginning on or after March 1, 2007), regarrangements
whereby an employee is granted rights to an entity’s equity instruments to be addouais
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an equity-settled scheme by the entity even if (a) the esttdgses or is required to buy those
equity instruments (e.g., treasury shares) from another party, ehglghareholders of the
entity provide the equity instruments needed. It also provides guidanicew subsidiaries,
in their separate financial statements, account for such scheh®s the subsidiary’s
employees receive rights to the equity instruments of the parent.

Philippine Interpretation IFRIC 1Z%ervice Concession Arrangemelgsfective for annual
periods beginning on or after January 1, 2008), covers contractual arearigemsing from
private entities providing public services.

The Group is still evaluating the effect of these new accoustarglards and Interpretations and
expects that their adoption will have no significant impact on theotidaged financial
statements when implemented.

The following are new IFRIC Interpretations that have been appraved July 23, 2007 by the
IFRIC:

IFRIC Interpretation 13,Customer Loyalty Programme@ffective for annual reporting
periods beginning on or after July 1, 2008) which prescribes that loyalty awards areetcount
for as a separate component of the sales transaction in whichréhgyanted, in accordance
with 1AS 18, Revenue Under the Interpretation, a portion of fair value of the considerati
received is allocated to the loyalty award credits and isrmefeuntil the awards are
redeemed. The Interpretation also requires that an entity mugtjagginent in determining

the appropriate method of measuring award credits and the other components of the sale.

IFRIC Interpretation 14,The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interactideffective for annual reporting periods beginning on or
after January 1, 2008) which provides that the asset ceiling test Ufslel9, Employee
Benefits limits the measurement of the net pension asset in respgdedined benefit plan
at the balance sheet date to the total of 1) any cumulative unreedgiet actuarial losses
and past service costs and 2) the present value of any economidsbémaf will be
“available to the employer” in the form of refunds from the plarreatuction in future
contributions to the plan. The Interpretation specifies that so longf@sds from the plan
will be realizable at some point during the life of the plan @ faal settlement, they will be
considered to be “available to the employer” at the balance daegtregardless of whether
or not the entity intends to settle the plan. The Interpretationefudarifies that the entity
controls the asset only if there is an unconditional right to thumdef The Interpretation also
prescribes how the following are determined: 1) economic benefits avasadlesduction in
future contributions 2) how the availability of reductions in future doutions is affected by

a minimum funding requirement and 3) when a minimum funding requiremenginerise

to a liability.

Consolidation

The consolidated financial statements consist of the financiehsats of the Parent Company
and its subsidiaries which as mentioned in Note 2 were acquired in 200&. financial
statements of the subsidiaries are prepared as of March 31 lofyeac using consistent
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accounting policies as those of the Parent Company. The followirsylbseliaries of the Parent
Company as of March 31, 2007:

Nature of Operations Percentage of Ownership

Through direct holdings:

Ascot Holdings, Incorporated Holding company 100.00%
Cube Factor Holdings, Inc. Holding company 100.00%
Maxell Holdings Corporation Holding company 100.00%
Network Holdings & Equities, Inc.  Holding company 100.00%
POL Holdings, Inc. Holding company 100.00%
Sierra Holdings & Equities, Inc. Holding company 100.00%
Through indirect holdings:
PR Holding company 82.33%
PAL Air transport 84.67%
Abacus Distribution Systems Lessor of computerize
Philippines, Inc. reservations systems 70.28%

Pacific Aircraft Ltd. Aircraft financing-

related company 84.67%
Pearl Aircraft Ltd. Aircraft financing-

related company 84.67%
Peerless Aircraft Ltd. Aircraft financing-

related company 84.67%
Synergy Services Corporation Manpower supply 54.19%

Subsidiaries are consolidated from the date on which control isdresto the Group and cease
to be consolidated from the date on which control is transferred outheofGtoup. All
intercompany accounts and transactions with subsidiaries are eliminated.

The equity and net income attributable to minority interests otdnsolidated subsidiaries are
recognized and, where material, are shown separately in the cotesbllnElance sheet and
consolidated statement of income, respectively.

Minority interest represents the interest in a subsidiary, whidlet owned, directly or indirectly
through subsidiaries, by the Parent Company. If losses applicaliie taimority interest in a
subsidiary exceed the minority interest's equity in the subsidibey.excess, and any further
losses applicable to the minority interest, are charged aghmshajority interest except to the
extent that the minority has a binding obligation to, and is able tog m@add the losses. If the
subsidiary subsequently reports profits, the majority interedibisaged with all such profits until
the minority interest’s share of losses previously absorbed byn#jerity interest has been
recovered. Minority interest represents the interests in PAL and PR not hiakd Gyoup.

Business Combinations
Business combinations between the Group entities subject to the aainth® same ultimate
shareholders (“transactions under common control”) are accounted fitar diona pooling of
interests. The assets and liabilities of the acquired subssliand the Parent Company are
reflected at their carrying values. Comparatives werdatexs to include balances and
transactions as if the subsidiaries had been acquired at the begaining earliest period
presented as if the companies had always been combined. The difference between the
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consideration provided (and liabilities assumed) and the share inttlasssts of the acquired
entities is accounted for as contributions from or distributions tekbhters and is reflected in
equity as part of Deficit.

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash equivalents are shortgaiyn,liduid
investments that are readily convertible to known amounts of cébkhoviginal maturities of
three months or less from dates of acquisition and that are stdbjeat insignificant risk of
change in value.

Financial and Derivative Instruments

Effective April 1, 2005, financial assets and financial liabgitiearried in the consolidated
balance sheet include cash and cash equivalents, receivablesnenisstdeposits on aircraft
leases, short-term and long-term loans, and derivative instrursents as commodity and
currency derivative instruments.

The Group recognizes a financial asset or a financial liabilitthe consolidated balance sheet
when it becomes a party to the contractual provisions of the insttumall regular way
purchases and sales of financial assets are recognized ondiheldta, i.e., the date the Group
commits to purchase the assets. Regular way purchases orasalesirchases or sales of
financial assets that require the delivery of assets withenperiod generally established by
regulation or convention in the market place.

The fair value for financial instruments traded in active ®iarlat the statement of condition date
is based on their quoted market prices or dealer price quotationwii@dor long positions and
ask price for short positions), without any deduction for transactios.c®%hen current bid and
asking prices are not available, the price of the most re@@rgaiction is used since it provides
evidence of the current fair value as long as there has not Isgnifecant change in economic
circumstances since the time of the transaction.

For all other financial instruments not listed in an active etatke fair value is determined by
using appropriate valuation techniques. Valuation techniques include distaragk flow
methodologies, comparison with similar instruments for which maskservable prices exist,
option pricing models, and other relevant valuation models. In the abskeaaeliable basis of
determining fair value, investments in unquoted equity securitiescamried at cost net of
impairment.

Financial instruments are classified as debt or equity in acooedaith the substance of the
contractual arrangement. Interest, dividends, gains, and loss@sgrédaa financial instrument
classified as a debt, are reported as expense or income. Distisbtd holders of financial
instruments classified as equity are charged directly to eqéitgancial instruments are offset
when the Group has a legally enforceable right to offset and interséstle either on a net basis
or to realize the asset and settle the liability simultaneously.

Financial assets are classified as either financial assdair value through profit or loss, loans
and receivables, held-to-maturity investments or available-for-sadstiments, as appropriate.

Financial liabilities are classified as either financiabilities at fair value through profit or loss
or other financial liabilities.
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When financial assets and financial liabilities are recognizgdlly, they are measured at fair
value. In the case of financial assets not at fair value thrprafit or loss and other liabilities,

fair value at initial recognition includes any directly attrdale transaction cost. The Group
determines the classification of its financial instruments upatmlimecognition and, where

allowed and appropriate, reevaluates this designation at each financiahgear-e

Financial Assets and Financial Liabilities at Fair Value Through Profit or Loss

Financial assets and financial liabilities at fair valueotigh profit or loss include financial
instruments held for trading and financial instruments designated upg@h facognition as at
fair value through profit or loss.

Financial instruments classified in this category are desdras at fair value through profit or
loss by management on initial recognition when the following criteria are met:

The designation eliminates or significantly reduces the inconsisteatment that would
otherwise arise from measuring the assets or recognizing gaifssses on them on a
different basis, or

The assets or liabilities are part of a group of financiadtassr financial liabilities, or both
financial assets and financial liabilities, which are managed their performance is
evaluated on a fair value basis, in accordance with a documestednanagement or
investment strategy, or

The financial instrument contains an embedded derivative, unlessntbedéed derivative
does not significantly modify the cash flows or it is clearhwittle or no analysis, that it
would not be separately recorded.

Assets and liabilities classified under this category areechat fair value in the consolidated
balance sheet, with any gains or losses being recognized in the consolidatedhstaiteroeme.

The Group accounts for its derivative transactions (including embeditadhtives) under this
category with fair value changes being reported directly to tposfiloss, except when the
derivative is treated as an effective accounting hedge, irhvaaise the fair value change is either
reported in profit or loss with the corresponding adjustment from theebeiignsaction (fair
value hedge) or deferred in equity (cash flow hedge).

Upon adoption of PAS 39 for derivatives on April 1, 2005, a reduction in Defic4238,B28 (net
of tax and minority interests’ share) and increase in Cumuldtaeslation adjustment of
P629,048 (net of tax and minority interests’ share) were recognized.

Loans and Receivables

Loans and receivables are nonderivative financial assetsinethdr determinable payments that
are not quoted in an active market. This category includes tesmvables arising from
operations, deposits for aircraft leases and security and refundigbsits. Such assets are
carried at amortized cost using the effective interestmathod. Gains and losses are recognized
in income when the loans and receivables are derecognized or inpame through the
amortization process. Loans and receivables are included in cussets & maturity is within 12
months from the balance sheet date. Otherwise, these are classified as noagsgtent
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Held-to-Maturity Investments

Nonderivative financial assets with fixed or determinable paysnent fixed maturities are
classified as held-to-maturity when the Group has the positivetioimeand ability to hold them
to maturity. Investments intended to be held for an undefined periodoariacluded in this
classification. Where the Group sells other than an insignifiaergunt of held-to-maturity
investments, the entire category would be tainted and recldssiite available-for-sale
investments. Other long-term investments that are intendedheldy¢o-maturity, such as bonds,
are subsequently measured at amortized cost. This cost is conaguted amount initially
recognized minus principal repayments, plus or minus the cumulatieetization using the
effective interest method of any difference between the igiti@cognized amount and the
maturity amount. This calculation includes fees paid or receivieeeba parties to the contract
that are an integral part of the effective interest ramjance costs and all other premiums and
discounts. For investments carried at amortized cost, gains &&s$ lae recognized in income
when the investments are derecognized or impaired, and through thezatoorprocess. Assets
under this category are classified as current assets ifritgais within 12 months from the
balance sheet date and as noncurrent assets if maturity dadesishan a year from the balance
sheet date.

The Group has no held-to-maturity investments as of March 31, 2007 and 2006.

Available-for-Sale Investments

Available-for-sale investments are nonderivative financiaé@sthat are designated as available-
for-sale or are not classified in any of the three precediregoages. After initial recognition,
available-for-sale investments are measured at fair waliregains or losses being recognized as
a separate component of equity until the investment is derecogmizadtil the investment is
determined to be impaired at which time the cumulative gain srpiesviously reported in equity
is included in the consolidated statement of income. The effegict and (where applicable)
results of foreign exchange restatement for available-for-salestments are reported
immediately in the consolidated statement of income. These falamssets are classified as
noncurrent assets unless the intention is to dispose such assetsl@ithonths from the balance
sheet date.

Available-for-sale investments represent the Group’s investnientnited States (US) Treasury
bonds and various equity instruments.

Upon adoption of PAS 39 for available-for-sale investments on April 1, 200Bicrease in Net
changes in fair values of available-for-sale investments1d8@66 (net of tax and minority
interests’ share) and increase in Deficit amounting to B1,663 were recognized.

Other Financial Liabilities

Other financial liabilities pertain to financial liabilitiésat are not held for trading nor designated
as at fair value through profit or loss upon the inception of theitiabiThese include liabilities
arising from operations (e.g., payables and accruals) or borrowiggsn@es payable, advances
from related parties, Liabilities Covered by the RehabilitaRtan and obligations arising from
finance leases).

The liabilities are recognized initially at fair value amd aubsequently carried at amortized cost,
taking into account the impact of applying the effective intersst method of amortization (or
accretion) for any related premium, discount and any directly attributabledtianseosts.
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Fair Value of Financial Instruments

The fair value of financial instruments (including derivatives) #ne actively traded in organized

financial markets is determined by reference to quoted marietspat balance sheet date. For
instruments where there is no active market, fair value tesrmened using generally accepted
valuation techniques.

Derivatives and Hedge Accounting

Freestanding Derivatives

For the purpose of hedge accounting, hedges are classified prigithvédy as: a) a hedge of the
fair value of an asset, liability or a firm commitment (faalue hedge); or b) a hedge of the
exposure to variability in cash flows attributable to an assilmlity or a forecasted transaction
(cash flow hedge). The Group did not designate any of its derisa®/éair value hedges. The
Group designated its pay-fixed, receive-floating interest matgs and certain fuel derivatives as
cash flow hedges.

At the inception of a hedge relationship, the Group formally desigaattslocuments the hedge
relationship to which the Group wishes to apply hedge accounting andskhenainagement
objective and strategy for undertaking the hedge. The documentatiodeimddentification of
the hedging instrument, the hedged item or transaction, the nature rigktteing hedged and
how the entity will assess the hedging instrument’s effectagime offsetting the exposure to
changes in the hedged item’s fair value or cash flows attrilmutalthe hedged risk. Such hedges
are assessed on an ongoing basis to determine that they actwallypden highly effective
throughout the financial reporting periods for which they were designated.

In cash flow hedges, changes in the fair value of a hedging instruha qualifies as a highly
effective cash flow hedge are included in the consolidated stateyhehanges in equity under
“Cumulative translation adjustment” account, net of related defeare The ineffective portion
is immediately recognized in the consolidated statement of income.

For cash flow hedges with critical terms that match thoskeohédged items and where there are
no basis risks (such as the pay-fixed, receive floating inteasstswaps), the Group expects the
hedges to exactly offset changes in expected cash flows relatitige hedged risk (e.g.,
fluctuations in fuel price and benchmark interest rates). This assessment opffextyeness is
performed on a quarterly basis by the Group by comparing the ctércas of the hedges and the
hedged items to ensure that they continue to match and by evallitiogrtinued ability of the
counterparties to perform their obligations under the derivatives contracts.

For cash flow hedges with basis risks (such as crude oil deesantered into as proxy hedges
for forecasted jet fuel purchases), the Group assesses thiveffess of its hedges (both on a
prospective and retrospective basis) by using a regression modielermine the correlation of
the percentage change in prices of underlying commodities used to fetdfieel to the
percentage change in prices of jet fuel over a specified pdratdst consistent with the hedge
time horizon.

If the hedged cash flow results in the recognition of an assetliabifty, gains and losses
initially recognized in equity are transferred from equity to inebme in the same period or
periods during which the hedged forecasted transaction or recognie¢maBability affect the
consolidated statement of income.
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When the hedge ceases to be highly effective, hedge accountisgastdiued prospectively. In
this case, the cumulative gain or loss on the hedging instrumettah&ieen reported directly in
equity is retained in equity until the forecasted transaction accuihen the forecasted
transaction is no longer expected to occur, any net cumulative giissgoreviously reported in
equity is charged against the consolidated statement of income.

For derivatives that are not designated as effective accourgniges, any gains or losses arising
from changes in fair value of derivatives are recognizedttiirecthe consolidated statement of
income.

Embedded Derivatives

Embedded derivatives are accounted for at fair value through prédiss when the entire hybrid
contracts (composed of the host contract and the embedded derivegiveyt accounted for at
fair value through profit or loss and when the economic risks ofriibe@ded derivatives are not
closely related to those of their respective host contracts.

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

the rights to receive cash flows from the asset have expired;

the Group retains the right to receive cash flows from the,dssgehas assumed an obligation
to pay them in full without material delay to a third party under a “pass-throughiyement;
or

the Group has transferred its rights to receive cash flows finenasset and either (a) has
transferred substantially all the risks and rewards of thet,ass (b) has neither transferred
nor retained substantially all the risks and rewards of the, degehas transferred control of
the asset.

When the Group has transferred its rights to receive cash flowsan asset and has neither
transferred nor retained substantially all the risks and revedrtiie asset nor transferred control
of the asset, the asset is recognized to the extent of the Gommisuing involvement in the
asset.

A financial liability is derecognized when the obligation under tiabillty is discharged,
cancelled or has expired.

When an existing financial liability is replaced by another fram 4ame lender on substantially
different terms, or the terms of an existing liability are satigally modified, such modification
is treated as a derecognition of the carrying value of thenafiability and the recognition of a
new liability at fair value, and any resulting difference is recognized intnolioss.

On April 1, 2005, the adoption of PAS 39 required assessing whether maaiifsced financial
liabilities (e.g., restructuring) are considered substantiahelichanges were substantial, the fair
values of the restructured financial liabilities were recagphizvith the previous liabilities being
derecognized and the differences reported in profit or loss during thed p&hen the
modifications were effected; otherwise, the carrying valuetheffinancial liabilities prior to

61



-12 -

modification were retained. The impact of adopting these provisabaisng to the derecognition
of financial liabilities resulted in a reduction in Deficit 820,580 (net of tax and minority
interests’ share) as of April 1, 2005.

Impairment of Financial Assets
Financial assets are reviewed for impairment at each balance sheet date.

For financial assets carried at amortized cost, wheneverptabable that the Group will not
collect all amounts due according to the contractual terms avadbes, an impairment loss has
been incurred. The amount of the loss is measured as the diffeetneen the asset’s carrying
amount and the present value of estimated future cash flows discaurttesl financial asset’s

original effective interest rate. The carrying amount of akset is reduced either directly or
through the use of an allowance account. Any loss determined is rsadgmithe consolidated

statement of income.

The Group initially assesses whether objective evidence of imeai exists individually for
financial assets that are individually significant, and indiviguall collectively for financial
assets that are not individually significant. If it is detesd that no objective evidence of
impairment exists for an individually assessed financial asbether significant or not, the asset
is included in a group of financial assets with similar cradit characteristics and that group of
financial assets is collectively assessed for impairméssets that are individually assessed for
impairment and for which an impairment loss is or continues to logmeed are not included in
a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decesabése decrease can be
related objectively to an event occurring after the impairmeas recognized, the previously
recognized impairment loss is reversed. Any subsequent revdrsal impairment loss is
recognized in the consolidated statement of income, to the exterthé¢haarrying value of the
asset does not exceed its amortized cost at the reversal date.

If an available-for-sale investment is impaired, an amount cemgrihe difference between its
cost (net of any principal payment and amortization) and its cufeentvalue, less any
impairment loss previously recognized in profit or loss, is traredefrom equity to the
consolidated statement of income.

Reversals in respect of equity instruments classified atablafor-sale are not recognized in
profit. Reversals of impairment losses on debt instrumentseaeesed through profit or loss, if
the increase in fair value of the instrument can be objectreddyed to an event occurring after
the impairment loss was recognized in profit or loss.

If there is objective evidence that an impairment loss on finhassets carried at cost such as an
unquoted equity instrument that is not carried at fair value bedaus# value cannot be reliably
measured, or on a derivative asset that is linked to and mustthel 9y delivery of such an
unquoted equity instrument has been incurred, the amount of the loss is measured asatheediffer
between the asset's carrying amount and the present value wiatesti future cash flows
discounted at the current market rate of return for a similar financial asset

Offsetting Financial Instruments
Financial assets and financial liabilities are offset anch&@texmount reported in the statement of
condition if, and only if, there is a currently enforceable legal right to offseetogmnized
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amounts and there is an intention to settle on a net basis, orif® & asset and settle the
liability simultaneously. This is not generally the case withster netting agreements, and the
related assets and liabilities are presented gross in the consolidated baé&eice

Expendable Parts, Fuel, Materials and Supplies

Expendable parts, fuel, materials and supplies are stated awtbedf cost and net realizable
value. Cost is determined using the weighted average methodedleable value represents the
current replacement cost.

Property and Equipment

Property and equipment (except land and buildings and improvementdptae &t cost less
accumulated depreciation and any impairment in value. Land isl statevalued amount, less
any impairment in value. Buildings and improvements are statedvatued amounts less
accumulated depreciation and any impairment in value. Revalued anverrgsdetermined

based on valuations undertaken by professionally qualified appraiseralu&ions are made
with sufficient regularity. In 2007, the Group obtained updated apprajsaits and recorded an
aggregate appraisal increase of B504,554 (net of minority interests’ share).

For subsequent revaluations, the accumulated depreciation at thefddwe revaluation is
eliminated against the gross carrying amount of the asset amuethemount restated to the
revalued amount of the asset. Any resulting increase in thésasseying amount as a result of
the revaluation is credited directly to equity as Revaluatiorement in property, net of the
related deferred tax liability. Any resulting decrease ieatly charged against the related
revaluation increment to the extent that the decrease does notd etkeeeamount of the
revaluation increment in respect of the same asset.

The initial cost of property and equipment comprises its purchass pny related capitalizable
borrowing costs attributed to progress payments incurred on accoumcrafitaacquisition and
other significant assets under construction and other directlipuattble costs of bringing the
asset to its working condition and location for its intended use. Metwiérs’ credits that
reduce the price of the aircraft, received from aircraft armgine manufacturers, are recorded
upon delivery of the related aircraft and engines. Such crediepptied as a reduction from the
cost of the property and equipment (including those under finance lease).

Expenditures incurred after the property and equipment have been put iratioopesuch as

repairs and maintenance costs, are normally charged to incomepertbé in which the costs
are incurred. In situations where it can be clearly demonstthtddthe expenditures have
resulted in an increase in the future economic benefits expectedbidieed from the use of an
item of property and equipment beyond its originally assessed staotig®iformance, the

expenditures are capitalized as additional cost of property and equipment.

Actual costs of heavy maintenance visits for passenger fhisre capitalized and depreciated
based on the estimated number of years or flying hours, whicheapplisable, until the next

major overhaul or inspection. Generally, heavy maintenance argiteequired every five to six

years for airframe and 10 years for landing gear. On the other kagde overhaul and

component repair costs are expensed as incurred.
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Depreciation is computed on a straight-line basis over the foltpestimated useful lives of the
assets:

Number of Years

Buildings and improvements 81to021
Passenger aircraft (owned and under finance lease) 18to 20
Other aircraft 10
Spare engines 18 to 20
Rotable and reparable parts 3to0 18
Other ground property and equipment 3to 15

The estimated useful lives, depreciation method, and residual \aakiesviewed periodically to
ensure that the period and method of depreciation and residual valuesnaigent with the
expected pattern of economic benefits from items of property and equipmAay changes in
estimate arising from the review are accounted for prospectively.

When assets are sold or retired, their costs, accumulated depreciation anganyentin value
and related revaluation increment are eliminated from the ac¢@mut@ny gain or loss resulting
from their disposal is included in the consolidated statement of income.

The portion of Revaluation increment in property, net of related réefeax, realized through
depreciation or upon the disposal or retirement of the property is transferred it Defic

Construction in progress represents the cost of aircraft and emgudification in progress and
buildings and improvements and other ground property under construction. Cdmstinct
progress is not depreciated until such time when the relevaris assecompleted and readily
available for use.

Asset Retirement Obligation

The Group is required under various aircraft lease agreementsoi@ e leased aircraft to their
original condition and to bear the cost of dismantling and restoratithve &nd of the lease term.
The Group provides for these costs over the terms of the leases, ¢wa aircraft flown hours
until the scheduled checks.

Investment Properties
Investment properties include parcels of land and building and buildjprgwements not used in
operations.

Investment properties are measured initially at cost, incluahggransaction costs. The carrying
amount includes the cost of replacing part of an existing invesimepérty at the time that cost
is incurred if the recognition criteria are met; and excludesdkes of day-to-day servicing of an
investment property. These investment properties are subsequesdlyuned at cost less
accumulated depreciation (except land) and any impairment in valaad is subsequently

carried at cost less any impairment in value.

Depreciation of building and building improvements is computed usingirthigrg-line method
over their estimated useful life of 8.4 years.

Investment properties are derecognized when either they havelispesed of or when they are
permanently withdrawn from use or no future economic benefit is expected from theiablispos
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Any gains or losses on the retirement or disposal of an invespragrdrty are recognized in the
consolidated statement of income in the year of retirement or disposal.

Transfers are made to investment property when, and only when,isharehange in use,
evidenced by cessation of owner-occupation, commencement of an opegasegtd another
party or completion of construction or development. Transfers are ek investment
property when, and only when, there is a change in use, evidenced by cem@enof owner-
occupation or commencement of development with a view to sale.

Impairment of Non-Financial Assets

The carrying values of non-financial assets are revieweiinfmirment when events or changes
in circumstances indicate that the carrying values may natdowerable. If any such indication
exists and where the carrying values exceed the estimateerablevamounts, the assets or cash
generating units are written down to their recoverable amounts.reEbgerable amount is the
greater of net selling price and value-in-use. In assessing-wvause, the estimated future cash
flows are discounted to their present value using a pretax discouritatteftects current market
assessments of the time value of money and the risks spedifie asset. For an asset that does
not generate largely independent cash inflows, the recoverable aimoletermined for the cash
generating unit to which the asset belongs. Impairment lossasy,fare recognized in the
consolidated statement of income.

Leases

The determination of whether the arrangement is, or containseai¢ebased on the substance of
the arrangement at inception date of whether the fulfillment oaitrengement depends on the
use of a specific asset or assets or the arrangement coavaght to use the asset. A
reassessment is made after the inception of the lease,of #my following applies: (a) there is a
change in contractual terms, other than a renewal or extension afrdéimgement; (b) a renewal
option is exercised or extension granted, unless the term of the temeaxéension was initially
included in the lease term; (c) there is a change in the detstiom of whether fulfillment is
dependent on a specified asset; or (d) there is substantial change to the asset.

Finance leases, which transfer to the Group substantially atistkee and benefits incidental to
ownership of the leased item, are capitalized at the inceptidredéase at the fair value of the
leased property or, if lower, at the present value of the minineasel payments. Obligations
arising from aircraft under finance lease agreements assified as Aircraft Secured Claims
under Liabilities Covered by the Rehabilitation Plan in the consolidated balante shee

Lease payments are apportioned between financing charges and redutiimiease liability so
as to achieve a constant rate of interest on the remaining babhrtbe liability. Financing
charges are charged directly against income.

Leases where the lessor retains substantially all the aistksbenefits of ownership of the asset
are classified as operating leases. Operating lease exgenseognized in the consolidated
statement of income on a straight-line basis over the terms of the leasmene

Provisions and Contingencies

Provisions are recognized when (i) the Group has a present oblifjatahor constructive) as a
result of a past event, (ii) it is probable that an outflow dfueses embodying economic benefits
will be required to settle the obligation, and (iii) a reliatdéreate can be made of the amount of
the obligation. Where the Group expects a provision to be reimbursed, for example under an
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insurance contract, the reimbursement is recognized as a sepssatebut only when the
reimbursement is virtually certain. If the effect of theetimalue of money is material, provisions
are determined by discounting the expected future cash flows aiba pate that reflects current
market assessments of the time value of money and, where apjgroibréarisks specific to the
liability. Where discounting is used, the increase in the provisiortaltiee passage of time is
recognized as interest expense.

Contingent liabilities are not recognized in the consolidated finkustéements. They are
disclosed unless the possibility of an outflow of resources embodyimmgomic benefits is
remote. A contingent asset is not recognized in the consolidateacifihastatementdut
disclosed when an inflow of economic benefits is probable. If ittisally certain that an inflow
of economic benefits will arise, the asset and the related inioraeognized in the consolidated
financial statements.

Revenue and Related Commissions
Revenue is recognized to the extent that it is probable thactmeraic benefits will flow to the
Company and the revenue can be reliably measured.

Passenger ticket and cargo waybill sales are initiattpnded as Unearned transportation revenue
in the consolidated balance sheet until recognized as Revenue iong@idated statement of
income when the transportation service is rendered by PAL. Rewsmeéncludes recoveries
from surcharges during the year.

The related commission is recognized as expense in the same wheadthe transportation

service is provided and is included as part of Reservation arglisalee consolidated statement
of income. The amount of commission not yet recognized as expensatesl as a prepayment
and is reflected as a reduction of Unearned transportation revertne aonsolidated balance
sheet.

Interest and Dividend Income

Interest on cash, cash equivalents and other short-term casimientssand investments in bonds
is recognized as the interest accrues using the effectimesttrate method. Dividend income
from available-for-sale equity investments is recognized winen Group’s right to receive
payment is established.

Liability Under Frequent Flyer Program

PAL operates a frequent flyer program called “Mabuhay MileShe incremental cost of
providing awards in exchange for redemption of miles earned by mensbaccrued in the
accounts as an operating cost and a liability after allowingfi@s which are not expected to be
redeemed. The liability is adjusted periodically based on awarded awards redeemed, and
changes in the frequent flyer program.

Retirement Benefits Cost

Retirement benefits cost under the defined benefit plan is adlpadigtermined using the
projected unit credit method. Actuarial gains and losses arenigedgas income or expense
when the net cumulative unrecognized actuarial gains and losst®e fplan at the end of the
previous reporting year exceeded 10% of the higher of the defined balafdation and the fair
value of plan assets at that date. These gains or lossexagaized over the expected average
remaining working lives of the employees participating in the plan.
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Past service cost is recognized as an expense on a stnagghédiis over the average period when
the benefits become vested. If the benefits are alreadydvéesteediately following the
introduction of, or changes to, a retirement plan, past service cost is recognizstidataiy.

Retirement benefits cost includes current service cost, ihtawes amortization of unrecognized
past service costs, actuarial gains and losses, experienceraditssteffect of any curtailment or
settlement and changes in actuarial assumptions over the expeetagearemaining working
lives of covered employees. The defined benefit liability isadpgregate of the present value of
the defined benefit obligation and actuarial gains and losses notizethgreduced by past
service cost not yet recognized, and the fair value of plansasseof which the obligations are
to be settled directly. If such aggregate is negative, $hetas measured at the lower of such
aggregate or the aggregate of cumulative unrecognized netialctosses and past service cost
and the present value of any economic benefits available in theofoefunds from the plans or
reductions in the future contributions to the plan.

If the asset is measured at the aggregate of cumulatieeagmized net actuarial losses and past
service cost and the present value of any economic benefitaldedit the form of refunds from
the plan or reductions in the future contributions to the plan, net attloemsas of the current
period and past service cost of the current period are recognimeetliately to the extent that
they exceed any reduction in the present value of those economic seiifefitere is no change
or an increase in the present value of economic benefits, the eetirctuarial losses of the
current period and past service cost of the current period arenisedgmmediately. Similarly,
net actuarial gains of the current period after the deduction ofspagte cost of the current
period exceeding any increase in the present value of the economfitsbstated above are
recognized immediately if the asset is measured at thegajgrof cumulative unrecognized net
actuarial losses and past service cost at the present value abaoynéc benefits available in the
form of refunds from the plan or reductions in the future contributionsetgplan. If there is no
change or a decrease in the present value of the economic benefits, the entiteariat gains of
the current period after the deduction of past service cost ofutihhent period are recognized
immediately.

Retirement benefits cost under the defined contribution plan is based oratiisiesti amount of
contribution and is recognized as expense in the same year atatbhd employee services are
rendered.

Borrowing Costs

Borrowing costs are generally expensed as incurred. Borrowing aestapitalized if they are
directly attributable to the acquisition or construction of a qualifyasset. Capitalization of
borrowing costs commences when the activities to prepare thé assén progress and
expenditures and borrowing costs are being incurred. Borrowing costagitalized until the

assets are substantially ready for their intended use.

Income Taxes

Current tax

Current tax assets and liabilities for the current and prioogerare measured at the amount
expected to be recovered from or paid to the taxation authoritiestaX hates and tax laws used

to compute the amounts are those that have been enacted or subgtanticedd as of balance

sheet date.
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Deferred tax

Deferred tax is provided, using the balance sheet liability methoal] temporary differences at
the balance sheet date between the tax bases of assets ami@diant their carrying amounts
for financial reporting purposes.

Deferred tax liabilities are recognized for all taxable termpomifferences, including asset
revaluations. Deferred tax assets are recognized for all de@udebhporary differences,
carryforward benefits of unused tax credits and unused net operatir@atogsver (NOLCO), to
the extent that it is probable that sufficient taxable profit Wl available against which the
deductible temporary differences and carryforward benefits of unasedrédits and unused
NOLCO can be utilized. Deferred tax, however, is not recognized wiagises from the initial
recognition of an asset or liability in a transaction that isanbtisiness combination and, at the
time of the transaction, affects neither the accounting profit nor taxable prafésor |

Deferred tax liabilities are not provided on non-taxable temporafgréifces associated with
investments in domestic subsidiaries and associates.

The carrying amount of deferred tax assets is reviewed htbedance sheet date and reduced to
the extent that it is no longer probable that sufficient taxable profit will béabiato allow all or
part of the deferred tax asset to be utilized. Unrecognized eléftxx assets are reassessed at
each balance sheet date and are recognized to the extent tlsabécbane probable that future
taxable profit will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at thatesx that are expected to apply to the
period when the asset is realized or the liability is sethaded on tax rates (and tax laws) that
have been enacted or substantively enacted as of balance sheet date.

Income tax relating to items recognized directly in equityegnized in equity and not in the
consolidated statement of income.

Deferred tax assets and deferred tax liabilities are affagegally enforceable right exists to set
off current tax assets against current tax liabilities anddéferred taxes relate to the same
taxable entity and the same taxation authority.

Functional Currency and Foreign Currency Translation

Each entity in the Group determines its own functional currency andetins included in the
separate financial statements of each entity are measurad tie functional currency.
Transactions in foreign currencies are initially recorded irfuhetional currency rate at the date
of the transaction. Outstanding monetary assets and liabilitesileated in foreign currencies
are translated using the functional currency rate of exchangelaicbasheet date. All
differences are taken to profit or loss. Non-monetary items dhatmeasured in terms of
historical cost in a foreign currency are translated usingtbbaage rates at the dates of the
transactions. Non-monetary items measured at fair value aneggii currency are translated
using the exchange rates at the date when the fair value was determined.

The results of operations and financial position of all Group enfitiesre of which has the
functional currency of a hyperinflationary economy) that have fundtionaencies different
from the Philippine peso presentation currency, which is the functiodgbr@sentation currency
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of the Parent Company, are translated into the presentation currency as follows:

a. assets and liabilities for each balance sheet presentdthaskated at the closing rate at
balance sheet date;

b. income and expenses for each income statement presented aegetlaasithe monthly
average exchange rates (unless this average is not a reasapgbbximation of the
cumulative effect of the rates prevailing on the transactioesdat which case income and
expenses are translated at the dates of the transactions);

c. capital stock and other equity items resulting from trar@actiwith equity holders
(i.e., additional paid-in capital) and equity items resulting frononme and expenses directly
recognized in equity (i.e., revaluation increment in property) amshated using the rates
prevailing on the transaction dates; and

d. all resulting exchange differences are recognized as a tepamponent of equity, in the
account “Cumulative translation adjustment”.

On consolidation, exchange differences arising from the translatidgheohet investment in
foreign operations are taken to equity. When a foreign operationdi®sdisposed of, exchange
differences that were recorded in equity are recognized in the consolidateteatad&éincome.

Earnings Per Share
Basic earnings per share is computed by dividing the net incontbeforear by the weighted
average number of issued and outstanding shares of stock during the year.

The Parent Company does not have any potential common share with dilutive effect.

Events After the Balance Sheet Date

Post-year-end events that provide additional information about the Grougismpasithe balance
sheet date (adjusting events), if any, are reflected in the deisal financial statements. Post-
year-end events that are not adjusting events are disclosednotéseto consolidated financial
statements when material.

Summary of Significant Accounting Judgments and Estimates

The preparation of the consolidated financial statements in accordahc®FRS requires the
Group’s management to exercise judgments, make estimates aaslsusgtions that affect the
amounts reported in the consolidated financial statements and accaomgpaoyes. These
judgments, estimates and assumptions are based on management’s evaludéeanffaets and
circumstances as of the date of the comparative consolidatedidinstatements. Future events
may occur which will cause the assumptions in arriving at ttima&®s to change. The effects of
any change in estimates are reflected in the consolidated @hastatements as they become
reasonably determinable. Revisions to accounting estimatescagnized in the period in which
the estimate is revised if the revision affects only thabgeor in the period of the revision and
future periods if the revision affects both current and future periods.
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Determination of functional currency

Judgment is exercised in assessing various factors in deterrtiieifignctional currency of each
entity within the Group, including prices of goods and services, competttost and expenses,
and other factors including the currency in which financing is priynaridertaken by the entity.
Additional factors are considered in determining the functional cyrreha foreign operation,
including whether its activities are carried as an extensighatfof the Parent Company rather
than being carried out with significant autonomy.

The Parent Company, based on the relevant economic substance of thgngdiedumstances,
has determined its functional currency to be Philippine peso. Heigurrency of the primary
economic environment in which it operates. The functional currencyAtf Rs major
subsidiary, has been determined to be the United States (US) dollar.

Classification of financial instruments

The Group exercises judgment in classifying a financial instryneerts component parts, on
initial recognition as either a financial asset, a finandaility or an equity instrument in
accordance with the substance of the contractual arrangement agefittigons of a financial
asset, a financial liability or an equity instrument. The substaha financial instrument, rather
than its legal form, governs its classification in the consolidated balande shee

Determination of fair value of financial instruments (including derivatives)

The Group records all financial instruments at fair value and subsequentds camtain financial
assets and financial liabilities at fair value, which requingensive use of accounting estimates
and judgment. Valuation techniques are used particularly for finaasigdts and financial
liabilities (including derivatives) that are not quoted in anvactinarket. Where valuation
techniques are used to determine fair values (discounted cash floan opidels), they are
periodically reviewed by qualified personnel who are independent dafabtiang function. All
models are calibrated to ensure that outputs reflect actuadmizomparative market prices. To
the extent practicable, models use only observable data as valimgide. However, other
inputs such as credit risk (whether that of the Group or the courtespaforward prices,
volatilities and correlations, require management to develop a&stsnor make adjustments to
observable data of comparable instruments. The amount of changesvaiuas would differ if
the Group uses different valuation assumptions or other acceptahbledwlegies. Any change
in fair value of these financial instruments (including derivejwvould affect the consolidated
statement of income and consolidated statement of changes in equity.

Fair values of financial assets and liabilities are presented in Note 25.

Application of hedge accounting

The Group applies hedge accounting treatment for certain qualifyihgtiles after complying
with hedge accounting requirements, specifically on hedge documentatsignaten and
effectiveness testing. Judgment is involved in these areaghwhtlude management
determining the appropriate data points for evaluating hedge eéfieetis, establishing that the
hedged forecasted transaction in cash flow hedges are probable ofnggcamd assessing the
credit standing of hedging counterparties.

Estimation of allowance for doubtful accounts

The allowance for doubtful accounts relating to receivablesimmasd as the difference between
the carrying amount of the receivables (at amortized cost) lenghresent value of estimated
future cash flows (using the original effective rate). The amount and timingartiesl expense
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for any period could therefore differ based on the judgments or essim&tde. An increase in
the Group’s allowance for doubtful accounts would increase its recordeéraj and
administrative expenses and decrease its current assets.

The carrying value of receivables, net of allowance for doubttdwads, as of March 31, 2007

and 2006 amounted to B5,608,216 and B5,474,162, respectively. The related allowance for
doubtful accounts as of March 31, 2007 and 2006 amounted to BR3,356,723 and R2,686,460,
respectively (see Note 7).

Application of effective interest method of amortization and impactvigioas in cash flow
estimates

The Group carries certain financial assets and financial itiebilat amortized cost, which is
determined at inception of the instrument, taking into account anydesds paid or received,
transaction costs and premiums or discounts, along with the cashaftauhie expected life of
the instrument. In cases where the Group revises its estimlat@sh flow receipts or payments
change on its financial assets or financial liabilities, theu@radjusts the carrying amounts to
reflect actual and revised estimated cash flows. The Groafcugttes the carrying amount by
discounting the estimated future cash flows using the financiat assfinancial liability’s
original effective interest rate, with the resulting adjustieeing recognized in the consolidated
statement of income.

Determination of net realizable value of expendable parts, fuel, materials and supplies

The Group’s estimates of the net realizable values of expendatite fueel, materials and
supplies are based on the most reliable evidence available tahéhthe estimates are made, of
the amount that the expendable parts, fuel, materials and suppliegacted to be realized. A
new assessment is made of net realizable value in each subsemuiEtt. When the
circumstances that previously caused expendable parts, fuel, tsaaedasupplies to be written
down below cost no longer exist or when there is a clear eviderarein€rease in net realizable
value because of change in economic circumstances, the amount oit¢héown is reversed so
that the new carrying amount is the lower of the cost and theeckviet realizable value. The
expendable parts, fuel, materials and supplies as of March 31, 2007 and 2006irgmount
B1,285,851 and B1,031,755, respectively, are stated at the lower of cost seadizadile value
(see Note 8).

Valuation of property and equipment under revaluation basis

The Group’s land and buildings and improvements are carried at rdvaleunts, which
approximate their fair values at the date of the revaluatios, dag subsequent accumulated
depreciation and any accumulated impairment losses. The valuatiprepefty and equipment
are performed by qualified professional appraisers using acceptalbigion techniques and
methods. Revaluations are made regularly to ensure that tlyingaamounts do not differ
materially from those which would be determined using fair values at balant¢elatee

The resulting revaluation increment, net of related deferredniatkei valuation of these assets
based on appraisal reports amounted to B1,270,393 (net of minority intehesesamounting to
B230,031) and B1,020,824 (net of minority interests’ share amounting to B184,84R) as
March 31, 2007 and 2006, respectively. These are presented as “Rewxalnatement in
property”, net of the related deferred tax, and the portion transfear&eficit resulting from
their realization, in the equity section of the consolidated baldmeet &and in the consolidated
statement of changes in equity.
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Estimation of useful lives and residual values of property and equipment aestnient
properties

The Group estimates the useful lives of property and equipment arstineve: properties based
on internal technical evaluation and experience with similar @asdestimated useful lives and
residual values of property and equipment and investment propertiesvaaeed periodically
and updated if expectations differ from previous estimates due to physical weaaratettenical
and commercial obsolescence and other limits on the use of the. a¥bet carrying amount of
property and equipment, net of accumulated depreciation, as of March 31, 20@0Q6d
amounted to B55,102,966 and B59,827,388, respectively (see Note 10). The caroyngad
investment properties, net of accumulated depreciation, as of Mar2B@®1Land 2006 amounted
to B72,518 and B82,109, respectively. The investment properties aredniald@thers” under
Other noncurrent assets in the consolidated balance sheets (see Note 11).

Based on current assessment of management, PAL revised thatedtuseful lives of certain
passenger aircraft and ground property (see Note 10). The chanliedrés an increase in
depreciation of B645,015 in 2007.

Impairment of non-financial assets

The Group determines whether its non-financial assets are imhpaihen events or changes in
circumstances indicate that the carrying values may not lwaeble. If any such indication
exists and where the carrying values exceed the estimateeraolmyamounts, the non-financial
assets are written down to their recoverable amounts. The rabm/amount is the greater of
net selling price and value-in-use. Computing for value-in-use ex@in estimation of the
value-in-use of the cash-generating units to which the assets bdistighating the value-in-use
requires the Group to make an estimate of the expected futurefloashfrom the cash-
generating unit and also to choose a suitable discount rate in ohdcutate the present value
of those cash flows. In discounting, the Group uses an applicable disaeuspeaific to its non-
financial assets. As of March 31, 2007 and 2006, the aggregate carajiregof the Group’s
non-financial assets amounted to B55,175,484 and B59,909,497, respectively. No impairment loss
was recognized in 2007, 2006 and 2005.

Estimation of retirement and other benefits cost

The Group’s retirement benefits cost relating to its defined ligriah is actuarially computed.

This entails using certain assumptions like salary increasesn on plan assets and discount
rates. Accrued employee benefits payable as of March 31, 2007 and 2006 eaimtmunt
B3,327,745 and B3,183,307, respectively. Unrecognized net actuarial loss amounted
B1,378,369 and B1,574,025 as of March 31, 2007 and 2006, respectively, which resulted from
changes in actuarial assumptions. See Note 19.

Estimation of liability for tickets sold but not yet processed

The Group assesses at each balance sheet date its liabilitgkbts sold but not yet serviced
based on historical trends, the timing and amount of tickets usech¥et bn other airlines and

the amount of tickets sold that will not be used. Unearned transportavenue, net of the
related prepaid commission, amounted to B6,598,063 and B6,271,357 as of March 31, 2007 and
2006, respectively.

Estimation of liability under the Frequent Flyer Program

The incremental cost of providing awards in exchange for redemptiomile§ earned by

members is accrued in the accounts as an operating cost and a liability afieraugpsihe miles
-23 -
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which are not expected to be redeemed. The accrued cost is basatbos &stimates with
respect to the incremental fuel, food and other costs incurred in prgvalich schemes.
Additional assumptions are made, based on general customer behaaatingghe likelihood

of a customer redeeming the miles from the Group. Changes in cost estimatesalmaethods,

among other factors, could have a significant effect on the Grougéemation of its financial
results. Liability under the frequent flyer program amounted to R29208R546,367 as of
March 31, 2007 and 2006, respectively (see Note 15).

Provisions

The Group provides for present obligations (legal or constructivelewhes probable that there

will be an outflow of resources embodying economic benefits thatwilequired to settle said
obligations. Management exercises judgment in assessing the ptpludliie Group becoming

liable. An estimate of the provision is based on known informatidralance sheet date. The
amount of provision is being reassessed at least on an annuabbesisitder new and relevant
information. Accrued provisions amounted to B1,562,231 and B3,472,400 as of March 31, 2007
and 2006, respectively (see Note 15).

Classification of leases

Management exercises judgment in determining whether substaatialie significant risks and
rewards of ownership of the leased assets are transferred @&dbp. Lease contracts, which
transfer to the Group substantially all the risks and rewardseimi@l to ownership of the leased
items are capitalized. Otherwise, they are considered as operating leases

PAL has lease agreements covering some of its aircredtesmhe lease terms approximate the
estimated useful lives of the aircraft. These leaseslassified by the Group as finance leases.
The net carrying value of these aircraft amounts to B42,025,407 and B49,0451 2%ach 31,
2007 and 2006, respectively (see Note 10).

The Group also has lease agreements where it has determire thisks and rewards related to
the properties are retained with the lessors. The leasebenefore, accounted for as operating
leases (see Note 23).

Recognition of deferred tax assets

The Group assesses at each balance sheet date and recognired @defassets to the extent of
probable taxable profit and reversing taxable temporary differe¢he¢will allow the deferred

tax assets to be utilized (see Note 21). Management uses judgmdegdgtimates in assessing the
probability of future taxable profit, aided by forecasting and budgeticiogniques. Deferred tax

assets recognized amounted to B7,312,687 and B6,520,496 as of March 31, 2007 and 2006,
respectively.

Cash and Cash Equivalents

2007 2006
Cash B2,154,889 B1,769,511
Cash equivalents 18,418,171 17,107,007

P20,573,060 P18,876,518

As of March 31, 2007 and 2006, cash and cash equivalents include B8,450,126 and B8,647,339
(excluding cumulative interest earned), respectively, which were part BBtlbd 3,400 capital
-24 -
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infusion made by PAL’s majority stockholders and new investoraime 1999 (June 4 equity
infusion). The Philippine SEC ordered that the June 4 equity infusion shouldeoke and

disbursed only for the operations of PAL and in accordance with the @rchprovisions of the
Rehabilitation Plan. Otherwise, the disbursement must be approvedttwrized by the

Philippine SEC. The other portion of the funds from the June 4 equity anfasnounting to

P251,390 (excluding cumulative interest earned) as of March 31, 2006 usleédcunder

Available-for-sale investments in the 2006 consolidated balance sheet.

Short-term cash investments pertaining to the June 4 equity infasioanting to B111,381 as of
March 31, 2007 and 2006 were used to collateralize standby lettersliof drkese are shown as
part of Other noncurrent assets in the consolidated balance sheets (see Notes 11 and 23).

Available-for-Sale Investments

The Group’s available-for-sale investments include investments in &&dny bonds (amounting
to B668,384 and B2,009,077 as of March 31, 2007 and 2006, respectively) and various equity
investments (amounting to B909,386 and B763,243 as of March 31, 2007 and 2006, respectively).

The carrying value of these investments includes accumulatedlinadegain of 80,812 and
B29,518 (net of related deferred tax) as of March 31, 2007 and 2006, re$peatiateés deferred
in Net changes in fair values of available-for-sale investmén the equity section of the
consolidated balance sheets.

The movements in “Net changes in fair values of available-for-saletineets” are as follows:

2007 2006
Balance at beginning of year B32,493 R139,320
Transferred to consolidated statements of income 15,044 (78,107)
Mark-to-market gain (loss) during the year 163,636 (28,699)
Foreign exchange adjustments 2 (21)
211,175 32,493
Less share of minority interests 13,488 4,982
Balance at end of year B197,687 27,511

The fair values of quoted available-for-sale investments wetermined based on published
prices in the active market. Unquoted available-for-sale imags with no available market
prices are measured at cost, net of impairment losses, if any.

Receivables
2007 2006
General traffic B4,903,476 B4,514,182
Others (Note 17) 4,061,463 3,646,440
8,964,939 8,160,622
Less allowance for doubtful accounts 3,356,723 2,686,460

P5,608,216 P5,474,162

Other receivables include accounts under litigation, accounts aflidefagents, and receivables
from lessors.
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8. Expendable Parts, Fuel, Materials and Supplies

2007 2006
At cost:
Fuel R966,751 R748,954
Materials and supplies 231,345 248,167
Expendable parts 55,112 -
1,253,208 997,121
At net realizable value - expendable parts 32,643 34,634

P1,285,851 P1,031,755

The expendable parts have an aggregate cost of B150,485 and B101,190rek 81 M2D07 and
2006, respectively.

In line with the various purchase agreements and fuel hedging dtiansa(see Note 25), the
Group has short-term standby letters of credit amounting to B53,039 I88J0BL as of
March 31, 2007 and 2006, respectively, which serve as security or mapgsits to the various
fuel suppliers and hedging counterparties.

The cash used to collateralize the standby letters of crediheluded under Other current assets
in the consolidated balance sheets.

9. Other Current Assets

2007 2006
Derivative assets (Note 25) B1,721,443 B2,585,321
Deposits 198,799 324,290
Prepayments and others 1,040,166 1,256,202
B2,960,408 B4,165,813
10. Property and Equipment
March 31, 2007
Re- Foreign
April 1, Disposals/ classifications/ Exchange  March 31,
2006 Additions Retirements Transfers Adjustments 2007
At Cost:
Cost
Passenger aircraft owned
(Note 14) B1,097,288 = B- B- (263,082) BR1,034,206

Passenger aircraft under
finance lease (Notes 14

and 17) 77,751,412 - - -  (4,469,817) 73,281,595
Other aircraft 377,239 50 (18,477) 8,885 (21,258) 346,439
Capitalized overhaul cost 2,776,703 755,773 (76,309) (1,111) (181,652) 3,273,404
Spare engines 4,661,670 - - - (267,992) 4,393,678
Rotable and reparable
parts (Note 12) 7,543,298 994,662 (581,962) - (435,737) 7,520,261
(Forward)
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Re- Foreign
April 1, Disposals/  classifications/ Exchange  March 31,
2006 Additions Retirements Transfers Adjustments 2007
Other ground property
and equipment
(Note 12) B10,417,406 PB190,845 (P135,783) B21,808 (BR602,366) B9,891,910
104,625,016 1,941,330 (812,531) 29,582 (6,041,904) 99,741,493
Accumulated depreciation
Passenger aircraft owned (727,415)(233,936) - - 52,315 (909,036)
Passenger aircraft under
finance lease (28,706,289) (4,397,531) - - 1,847,632 (31,256,188)
Other aircraft (297,586) (38,972) 18,477 - 18,027 (300,054)
Capitalized overhaul cost (1,384,796) (450,253) 70,120 - 96,669 (1,668,260)
Spare engines (1,988,921) (320,311) - - 128,715 (2,180,517)
Rotable and reparable
parts (5,078,966) (530,117) 509,974 - 292,887 (4,806,222)
Other ground property
and equipment (9,906,593) (219,296) 133,223 (555) 573,403 (9,419,818)
(48,090,566) (6,190,416) 731,794 (555) 3,009,648 (50,540,095)
Net book value 56,534,450 (4,249,086) (80,737) 29,027 (3,032,256) 49,201,398
Construction in progress 28,137 311,023 - (27,362) (14,347) 297,451
Predelivery payments
(Note 23) 1,526,197 2,173,373 - - (185,274) 3,514,296
Total P58,088,784R1,764,690) (B80,737) B1,665 (P3,231,877)P53,013,145
At Appraised Values:
Appraised values
Land (Note 12) R1,479,694R353,277 (R33,318) B- (R99,425) P1,700,228
Buildings and
improvements
(Note 12) 391,716 171,338 - (2,221) (30,109) 530,724
1,871,410 524,615 (33,318) (2,221) (129,534) 2,230,952
Accumulated depreciation
Buildings and
improvements (132,806) (69,037) — 555 60,157 (141,131)
Net book value P1,738,604 P455,578 (BP33,318) (R1,666) (B69,377) P2,089,821
March 31, 2006
Re- Foreign
April 1, Disposals/ classifications/ Exchange March 31,
2005 Additions Retirements Transfers  Adjustments 2006
At Cost:
Cost
Passenger aircraft owned
(Note 14) P1,174,268 =5 =5 = (R76,980) P1,097,288
Passenger aircraft under
finance lease (Notes 14
and 17) 83,144,816 8,738 — 51,994 (5,454,136) 77,751,412
Other aircraft 419,909 18,996 (35,061) - (26,605) 377,239
Capitalized overhaul cost 2,899,620 231,131 (169,687) - (184,361) 2,776,703
Spare engines 4,988,712 - - - (327,042) 4,661,670
Rotable and reparable
parts (Note 12) 8,241,832 834,581 (1,012,481) - (520,634) 7,543,298
Other ground property
and equipment
(Note 12) 11,042,525 256,675  (156,781) 7,598  (732,611) 10,417,406
111,911,682 1,350,121 (1,374,010) 59,692 (7,322,369) 104,625,016

Accumulated depreciation
Passenger aircraft owned

(Forward)

(732,022) (46,024) -

50,631 (727,415)
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Disposals/
Additions Retirements

Re-
classifications/

Exchange

Foreign

Transfers Adjustments

March 31,

2006

Passenger aircraft under

finance lease (R26,589,468) (R4,080,165) P— P- P1,963,344 (R28,706,289)
Other aircraft (299,849)  (53,514) 35,061 - 20,716 (297,586)
Capitalized overhaul cost (1,176,185) (457,638) 154,518 - 94,509 (1,384,796)
Spare engines (1,877,548) (248,738) - - 137,365 (1,988,921)
Rotable and reparable parts(4,606,686) (1,420,730) 599,293 - 349,157 (5,078,966)
Other ground property
and equipment (9,244,908) (1,479,184) 134,220 - 683,279 (9,906,593)
(44,526,666) (7,785,993) 923,092 — 3,299,001  (48,090,566)
Net book value 67,385,016  (6,435,872) (450,918) 59,592 (4,023,368) 56,534,450
Construction in progress 59,510 34,627 - (63,772) (2,228) 28,137
Pre-delivery payments
(Note 23) - 1,619,156 - - (92,959) 1,526,197
Total B67,444,526 (R4,782,089)(P450,918) (P4,180) (P4,118,555) P58,088,784
At Appraised Values:
Appraised values
Land (Note 12) B1,583,502 P— P— P- (P103,808) PR1,479,694
Buildings and
improvements
(Note 12) 425,933 923 - (7,598) (27,542) 391,716
2,009,435 923 - (7,598) (131,350) 1,871,410
Accumulated depreciation
Buildings and
improvements (105,005) (43,129) — — 15,328 (132,806)
Net book value B1,904,430 (B42,206) P— (B7,598) (P116,022) P1,738,604

If land and buildings and improvements were carried at cost tessnalated depreciation, the
amounts as of March 31, 2007 and 2006 would be as follows:

2007 2006
Cost:

Land B12,440 B46,963
Buildings and improvements 105,547 113,827
117,987 160,790

Accumulated depreciation on
buildings and improvements (72,422) (21,998)
BP45,565 R138,792

Property and equipment used to secure Notes Payable and Liabibiesred by the
Rehabilitation Plan are described in Notes 12 and 14.

Operating Fleet
PAL'’s operating fleet consists of:

2007 2006

Owned - Boeing 737-300 1 1
Under finance leases:

Boeing 747-400 4 4

Airbus 340-300 4 4

Airbus 330-300 8 8

Airbus 320-200 3 3

(Forward)
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2007 2006
Under operating leases (Note 23):

Boeing 747-400 1 1
Boeing 737-300 1 3
Boeing 737-400 1 2
Airbus 320-200 6 6
Airbus 319-100 3 —
32 32

Land and Building and Improvements

PAL will be transferring its principal offices to a new ldoat and is exploring optimal
arrangement for the property that will be vacated.

11.

Other Noncurrent Assets

2007 2006
Derivative assets (Note 25) B27,435 B1,332,819
Long-term security deposits (Notes 5 and 23) 1,931,959 1,163,998
Unapplied manufacturers’ credits (Note 15) 619,492 735,550
Others - net 362,833 433,462

P2,941,719 P3,665,829

As of March 31, 2007 and 2006, Long-term security deposits include ceasimand cash
equivalents and short-term investments amounting to 139,588 and B142,57Tivedgpesed
to collateralize various surety bonds issued (as required undereg¢fa¢ proceedings) in
connection with certain litigations.

12.

Notes Payable

The Group enjoys an omnibus credit facility with Allied Banking Caamgion (ABC), an

affiliated company (see Note 17), which is covered by a reateestortgage on certain real
properties and chattel mortgage on certain ground equipment and ratdbteparable parts,
having an aggregate net carrying value of B1,520ah87R1,302,636 as of March 31, 2007 and
2006, respectively.

In 2007 and 2006, additional short-term loans were availed of from ABC aimgpuia
R1,665,000 and R2,375,000, respectively. Of these loans, B6@#HA@9B559,975 remained
outstanding as of March 31, 2007 and 2006, respectively. The outstanding shddaies from
ABC as of March 31, 2007 and 2006 carry fixed interest rates rangimg&500% to 10.500%
and 8.478% to 10.173%, respectively. Related interest expense amounted to ERTBIRRB
and B33,251 in 2007, 2006 and 2005, respectively.

Notes payable as of March 31, 2007 include portion of pre-delivery payrasmsnting to
P634,006 (see Note 10) due in 2008, in relation to PAL's Purchase Agreéonenine
Airbus 320-200 aircraft (see Note 23). These notes payable cardyrfites ranging from 4.64%
to 5.58% per annum. Interest relating to these notes payable amoon&88,5671 in 2007 was
capitalized as part of property and equipment (see Note 10).

78



-29 -

13. Accrued Liabilities

2007 2006
Landing and take-off fees (Note 15) R4,729,123 P6,083,249
Maintenance (Note 17) 2,379,461 2,125,666
Others (Note 25) 2,252,627 2,491,497

P9,361,211  PR10,700,412

14. Liabilities Covered by the Rehabilitation Plan

The liabilities that were restructured (see Note 2) consist of:

2007 2006

Aircraft Secured Claims (Note 17) B35,960,239 B46,234,912
Other Secured Claims (Note 17) 2,422,132 2,939,641
Terminated Operating Lease Claims 679,136 667,100
Unsecured Claim@Note 17) 6,878,696 6,673,064
45,940,203 56,514,717

Less current portion 7,986,326 6,129,547

P37,953,877 P50,385,170

! Treated as Unsecured Claims under the Rehabitit&ian.

The movements in Liabilities Covered by the Rehabilitation Plan are asd$ollow

2007 2006
Beginning of year B56,514,717 P68,291,604
Payments (8,839,181) (7,061,735)
Accretion 1,219,686 960,911
Foreign exchange adjustments and others (2,955,019) (5,676,063)
End of year B45,940,203 B56,514,717

Aircraft Secured Claims
Aircraft Secured Claims pertain to purchases of the following aircraft:

2007 2006

Four Boeing 747-400 aircraft (substantially

guaranteed by the Export-lmport Bank of

the United States) B4,780,571 B7,712,682
Four Airbus 340-300 and eight Airbus 330-

300 aircraft [substantially guaranteed/ insured

by Three European Export Credit

Agencies (ECASs)] (Note 17) 28,099,084 34,867,809
Three Airbus 320-200 aircraft 3,080,584 3,654,421

35,960,239 P46,234,912

PAL has finance lease agreements with leasing companiesngptyiee above aircraft. Under
these agreements, PAL has the option to purchase the airctaft thi¢ lease periods at specified
prices.
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The Aircraft Secured Claims under the Rehabilitation Plan prdeidguarterly or semi-annual
installments, generally ranging from seven to 15 years until 201dding balloon payments for
certain finance leases at the end of the lease term, atrakesl ranging from 6.03% to 7.96%
and/or floating interest rates based on certain margins ovencsith London Interbank Offered
Rates (LIBOR), as applicable.

Details of the treatment of Aircraft Secured Claims under the Rehabilifatan are as follows:

a. Grace period of one year from March 15, 1999 on principal payments ioFlibt Secured
Aircraft Claims and Partially Secured Aircraft Claimscls that principal repayments will
resume on the first scheduled repayment date after March 15, 2000;

b. An extension of final maturity by three years for Fully Secudyedraft Claims (subject to a
maximum maturity of 15 years from the original initial funding gladad four years for
Partially Secured Aircraft Claims;

c. Conversion of the unpaid and accrued interest (excluding all interersting at the default
interest margin) amounting to B3,419,329 as of March 15, 1999 for Fully 8e&iceaft
Claims and as of June 23, 1998 for Partially Secured AircrafinSl@ncluding unpaid swap
costs relative to the interest rate swap agreements, discussler Interest Rate Swaps in
Note 25) into long-term liabilities and the inclusion of this amourgaas of the outstanding
principal balances;

d. Waiver of all post-petition interest (including all interestraing at the default interest
margin) owed to Partially Secured Aircraft Creditors (includingaid swap costs relative to
the interest rate swap agreements, discussed under Interes$vi&gis in Note 25) accruing
from June 23, 1998 until the date of their acceptance of the Rehabilitation Plan; and,

e. Repayments of current interest to Aircraft Secured Creditorghly in arrears (commenced
on April 15, 1999), provided that following the first principal payment dateestructured in
respect of a Fully Secured Aircraft Claim, interest paymetitsevert to the original interest
payment dates set forth in the original lease agreements.

As a result of the restructuring, the differences between thelaamount of principal and
interest under the original agreements and the principal, includpitplczed interest payable
amounting to an aggregate of 6,014,058, will be treated as a separele. Interests on these
amounts are to be paid based on three-month and six-month LIBOR plus.m&untractual
interest rates under the original agreements remain unchanged.

PAL assigned to the lessor its rights and interest over thandae yen (JP¥)-denominated
deposits with the initial deposit amount aggregating to JP¥8,848,386 (or B3,5261869
R3,858,081 as of March 31, 2007 and 2006, respectively) and all interest adbenegn
maintained by PAL to secure the payment of the obligations for Jegpdreveraged Leases
(JLLs) on one Boeing 747-400, two Airbus 340-300, and one Airbus 330-300 aircraft. tbader
Rehabilitation Plan, the integrity of the JLLs is not to be &by the financial restructuring of
the underlying loans and the JLLs are therefore treated as Unimpaired Claims.

The original lease agreements contain, among other things, provigigagling merger and
consolidation, disposal of all or substantially all of PAL’'s assets and ownership aral bgrihe
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present managing stockholder company. The restructuring terrtiserdtathe Airbus 340-300,
Airbus 330-300 and Airbus 320-200 financing include, among other things, provisi@ndingg
permitted indebtedness and investments, related party transactsses$, disposals, capital
expenditures and declaration of dividends. Certain covenants underttbhetoemg terms shall
cease to apply upon the later to occur of: (a) June 7, 2004 (five afearshe implementation
date of the Rehabilitation Plan) and (b) the Philippine SEC confirtiiag PAL is no longer
subject to rehabilitation procedures under Philippine laws.

As of March 31, 2007, the Group’s minimum lease commitments for air&ecured Claims
under the restructuring terms are as follows:

Year ending March 31

2008 B8,625,828
2009 8,081,121
2010 7,664,237
2011 6,581,413
2012 5,745,150
2013 2,249,072
2014 and thereafter 6,564,144
Total minimum lease payments 45,510,965
Less executory costs 155,355
Net minimum lease payments 45,355,610
Interest (8,988,854)
Effect of adoption of PAS 39 (Note 3) (425,618)
Foreign exchange differences 19,101
Present value of net minimum lease payments B35,960,239
Other Secured Claims
Other Secured Claims consist of:
Outstanding Loan Securities
Balances Carrying Values
2007 2006 Description 2007 2006
US$60,000 syndicatedP2,362,295 B2,762,225 - Collateral Trust Indenture over B710,622 B816,072
loan facility certain rotables and reparables.
(Note 17)
Others 59,837 177,416 - Mortgage on a Bell Helicopter; or 31,196 63,027

- Guarantee by the Republic of the
Philippines.

P2,422,132 P2,939,641 P741,818 BP879,099

The Other Secured Claims under the Rehabilitation Plan providedithly, quarterly or semi-
annual installments, generally ranging over five to eight yeats fiscal year 2009 at fixed
interest rates ranging from 8.3% to 9.5% per annum or floating ihtates based on one-month
and three-month LIBOR plus margin, as applicable.

Details of the treatment of Other Secured Claims under the Rehabilitaioarfel as follows:

a. Grace period of three years from March 15, 1999 on principal paymettghat principal
repayments will resume on the next scheduled payment date after March 15, 2002 and an
-32 -
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extension of final maturity by five years. A revised repaynssmedule will be calculated
and the amortization in each of years three and four shall bedit@t5% of the outstanding
principal in each year;

b. Conversion of the pre-petition interest (excluding interest aagrrai the default interest
margin) amounting to B46,250 as of June 23, 1998 into long-term liabilmiemelusion of
this amount as part of the outstanding principal loan balance;

c. Waiver of interest accruing at the default interest maagid post-petition interest accruing
from June 23, 1998 until the date of acceptance of the Rehabilitatiomy@ther Secured
Creditors; and,

d. Repayments of current interest to Other Secured Creditors mon#riears (commenced on
May 17, 1999), provided that following the first principal payment dateessuctured in
respect of a Fully Secured Aircraft Claim, interest paymeritsevert to the original interest
payment dates set forth in the original loan agreements.

The original loan agreements contain, among other things, provisigasdireg merger and
consolidation, disposal or encumbrance of all or substantially all bfsRP#ssets and declaration
or payment of any dividend. Certain terms and conditions (includingotiegding covenants,
events of default and the applicable repayment terms) of the do@@naents are being negotiated
and to be amended, where appropriate, to reflect the terms of theilRaten Plan and PAL’s
financial status.

As of March 31, 2007, the annual maturities of Other Secured Claims thedeestructuring
terms are as follows:

Year ending March 31

2008 R2,003,561
2009 408,784
Total 2,412,345
Add effect of adoption of PAS 39 (Note 3) 9,787
R2,422,132

Terminated Operating Lease Claims

In accordance with the Rehabilitation Plan, PAL terminated 26 apgrédases relating to
Boeing 747-200, Airbus 340-200, Airbus 300-B4, Fokker 50, and Shorts 360 aircraft. Any claims,
net of security deposits and maintenance reserves held by tles)esssulting from the
termination of operating leases (Terminated Operating Leasen$)l are treated as Unsecured
Claims.

On June 3, 2005, PAL finalized a Settlement Agreement with AirbAsSSAirbus), Airbus
Leasing Il, Inc. (AIL) and A340 Leasing Limited (A340LL) in respetthe terminated leases of
four Airbus 300-B4 aircraft and Airbus 340-200 aircraft wherein Airbuk,akid A340LL agreed
to waive all of their claims against PAL for their lossesregards the early termination of the
subleases including the unpaid rentals, maintenance reserves and remarkegting cos

Unsecured Claims
The restructured Unsecured Claims are noninterest-bearing anduterid0% of the principal
and 100% of accrued but unpaid interest as of June 23, 1998.
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Details of the treatment of Unsecured Claims under the Rehabilitation Blas fllows:

a. Waiver of all interest (including interest accruing atdéfault interest margin) accruing after
June 23, 1998;

b. Conversion of the accrued but unpaid interest (excluding interestiray at the default
interest margin) amounting to B331,781 as of June 23, 1998 as part of tthetus=d
Unsecured Claims; and,

c. Repayment as follows: 5% of the restructured Unsecured Ctagable on June 7, 2000,
31% on June 7, 2009, 32% on June 7, 2010 and the remaining 32% on June 7, 2011.

For purposes of valuation of the Unsecured Claims (including Terrdimaperating Lease
Claims) for balance sheet carrying value, PAL used a discotenbfal2% per annum (PAL’s
estimated borrowing cost for instruments of similar type and tehathe time of deemed
issuances of the restructured Unsecured Claims) to restatdngecured Claims (including
Terminated Operating Lease Claims) to present value. Adjoggnme present value resulting

from the passage of time and the interest portion of prepaymedéesan@unted to B1,030,499 in

2007, B964,449 in 2006 and B1,091,531 in 2005 and were recognized as part of Financing charges
in the consolidated statements of income.

As of March 31, 2007, the amounts payable on the Unsecured Claims (incluetimghated
Operating Lease Claims) under the restructuring terms are as follows:

Percentages
Maturity Dates of Face Value
June 7, 2010 31 P3,770,708
June 7, 2011 32 3,878,104
June 7, 2012 32 3,109,448
Face value 10,758,260
Less imputed interest 3,200,428
Present value B7,557,832

Excess Cash Flow Recapture

Under the Excess Cash Flow Recapture mechanism of the ReltiailPlan, at the end of any
six-month period starting September 30, 1999, any Excess Cash Flow rfthining cash
balance, excluding certain funds, in excess of the greater of B2,042,90tameetage of the
preceding six months’ revenue of PAL) will be used to prepay Hidibieditors on a pro rata
basis. Such prepayments in respect of indebtedness will be apphedrise order of maturity of
claims.

PAL made the first two prepayments under the Excess Cash Floapflee mechanism totaling
B767,188 in 2001 and 2003. On February 17, 2006, PAL made its third prepayment amounting
to B975,204 under the Excess Cash Flow Recapture mechanism for tientixperiod ended
September 30, 2005. On August 18, 2006, PAL made its fourth prepayment amoanting t
B263,539 under the Excess Cash Flow Recapture mechanism for the sixpaoatd ended
March 31, 2006. On February 20, 2007, PAL made its fifth prepayment of B2,408dQditig

the B2,209,554 computed under the Excess Cash Flow Recapture mechani@rsiomntonth

period ended September 30, 2006).
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PAL’s obligations under the Excess Cash Flow Recapture mechamihtesminate on the last
to occur of: (a) June 7, 2004 (five years after the implementatienofithe Rehabilitation Plan);
(b) PAL’s public offering (as defined in the Rehabilitation Planjt®thares; and, (c) the end of
the fiscal year in which PAL has achieved profits calculateda amumulative basis over the
preceding three fiscal years. With respect to each partigpateditor class, rights to receive
prepayments under the Excess Cash Flow Recapture mechanism wotétralsate on the date
on which creditors of that creditor class have been returned todhginal pre-restructuring
repayment profiles.

15.

Reserves and Other Noncurrent Liabilities

2007 2006
Provisions P1,562,231 B3,472,400
Liability under the Frequent Flyer Program 292,099 546,367
Other noncurrent liabilities (Note 25) 1,932,296 600,084

P3,786,626 P4,618,851

Provisions consist substantially of probable claims under laboedeldisputes and other
litigations. The decrease in accrued provisions in 2007 is prindhréyto the reversal of claims

of aircraft and engine manufacturer amounting to B2,327,689 which have i \wm 2007.

The timing of the cash outflows of these provisions is uncertain as it depends upon the ofitcome
the Group’s negotiations and/or legal proceedings, which are curmagbing with the parties
involved.

Disclosure of additional details beyond the present disclosures emmudsy prejudice the
Group’s position and negotiating strategy. Thus, as allowed by PABr&visions, Contingent
Liabilities and Contingent Assetsnly general descriptions were provided.

Advance Payments to and/or Claims by Aircraft Manufacturers

As discussed in detail below, the aircraft purchase agreeméhtg\inbus S.A.S. (Airbus) and
The Boeing Company (Boeing) covering eight Airbus 320-200 and seven B@EaP0 aircraft
were terminated.

Under the Rehabilitation Plan, in circumstances which result gtteement and a return of the
advance payments, PAL will apply the proceeds, firstly, toesdttbt obligations secured on the
advance payments, and secondly, to prepay certain creditors. mhomtaof claims exceeds the
advance payments, the shortfall will be treated either as Ureskeclaims or Trade Creditor
Claims, as applicable.

a. Airbus
On June 3, 2005, PAL finalized a Settlement Agreement with Airbusspect of the 1996
Airbus 320-200 Purchase Agreement wherein Airbus and PAL waiveddhaéins against
each other arising out of the termination of the Airbus 320-200 Purchase Agreement.

b. Boeing
In June 1998, PAL received notices of termination of the purchasenagméfrom Boeing in

relation to the three undelivered Boeing 747-400 aircraft. On April 7, 1B88ng filed
Notices of Claims with the Philippine SEC for claims on theeseBoeing 747-400 aircraft

amounting to B6,195,885. These claims cover actual or compensatory damages which include

-35-
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but are not limited to remarketing costs, interest accruatds ©f storage, maintenance and
insurance, and other related costs.

On October 30, 2006, PAL entered into a Settlement Agreement arab&elgh Boeing in
respect of the Boeing 747-400 Purchase Agreement. Under the SettlAgreement,
Boeing and PAL released and discharged each other of all claisisgaout of the
termination of the Boeing 747-400 Purchase Agreement. Boeing providedaPzkdit
memorandum amounting to B3,139,605, which the latter received net of B277,980vakic
applied as advance payment for the Purchase Agreement covedrgoting 777-300ER
(see Note 23). The B3,139,605 is included in Other revenue in the 2007 coedolidat
statement of income.

Claims by Manila International Airport Authority (MIAA)

PAL and MIAA entered into a Compromise Agreement on November 14, 2006h wias
approved by the Court of Appeals on March 26, 2007. Under the Compromisen&gte®AL
agreed to pay MIAA the total amount of B2,932,799, including related Vi&dugh equal
monthly installments over a period of seven years. These paymiinserve as full and final
settlement of MIAA’s claim against PAL for landing and tak&fees, parking fees, lighting
charges and tacking fees for the period December 1, 1995 to March 31, R@®&ability was
recognized at fair value at inception and the resulting differbateeen the face amount and the
fair value amounting to B855,567 was recognized as Other revenue 20QFeconsolidated
statement of income.

As of March 31, 2007, accrued liability to MIAA amounting to B2,108,915, excludilaged
VAT, consists of B584,631 that is included as part of Accrued landinga&nebff fees (see
Note 13) classified under current liabilities, and B1,524,284 that igdiedlas part of Other
noncurrent liabilities in the consolidated balance sheet. As of March 31, 2006, acaiilig 10
MIAA amounted to B3,035,000 and is included as part of Accrued landing andftdkes (see
Note 13).

Other Contingencies

The Group is involved in various other labor disputes, litigationgnsjaand tax assessments
that are normal to its business. Based on the opinion of the Grouplsctagssels on the
progress and legal grounds of these cases, the Group believesdbes inot have a present
obligation arising from a past event and/or the likely outcome atichaed potential cash
outflow cannot be reasonably determined as of this time. As such, nisignowas made for
these other contingencies.

16.

Capital Stock

The following summarizes the changes in the capital stock acéouthe fiscal years ended
March 31:

2007 2006
Number of Number of
Shares Amount Shares Amount
Authorized - B1 par value per share
(Note 2) 20,000,000,000 220,000,000 400,000,000 B400,000

85



-36-

2007 2006
Number of Number of
Shares Amount Shares Amount
Issued:
Beginning of year 400,000,000 B400,000 400,000,000 B400,000
Issuance of shares (Note 2) 5,021,567,685 5,021,568 - -
End of year 5,421,567,685 5,421,568 400,000,000 400,000
Treasury stock- 55,589 shares, at cost (55,589) (56) (55,589) (56)
Issued and outstanding 5,421,512,096 B5,421,512 399,944,411 B399,944
a. Theissued and outstanding shares are held by 6,844 and 7,113 equity holdtarels 31,

2007 and 2006, respectively.

The Company has 55,589 treasury shares amounting to B56. Future esmirggtricted
from dividend declaration to the extent of the cost of these treasury shares.

17.

Related Party Transactions

The Group, in the normal course of business, has transactions withated parties relating to

leases of aircraft and ground property, availment of loans, tempiorggtments of funds, and

purchases of goods and services, among others. The significaad ngdaity transactions are as
follows:

a.

As of March 31, 2006, the Group has loans (B9,337,765) and notes payable (BR4,283,831) to
and advances (R4,680,711) from related parties. These liabilitiespnierarily availed of

from related parties in the prior years in connection with the fundinghe Group’s
investment in PAL.

In 2006, these liabilities aggregating to B18,302,307 and the deposits dioe ftbck

subscription amounting to B4,814,850 were assigned by the various crediteesGbup to

Trustmark. As a result of the assignment, the deposits for fgtok subscription were
reverted to liabilities.

A portion of the liabilities to Trustmark amounting to B9,038,822 wasectmu/to equity on
January 19, 2007 upon approval by the Philippine SEC of the increase in sépita

(see Note 2). The balance of the remaining advances from hrnksas of March 31, 2007
amounted to R14,078,335. Also, the Parent Company has advances amounting to B50,000
used to pay filing fees, taxes and other expenses relating toguisiacn of the shares of

stock of the Holding Companies, the change in corporate name and thasadn the
authorized capital stock (see Notes 1 and 2). Such advances are payable upon demand.

The Parent Company has outstanding liability to related partiesare former stockholders
of the Holding Companies amounting to B136,000 arising from its acquisftitve Holding
Companies (see Note 2). This liability is payable upon demand.

In December 2000, through regular buy-trade transaction, the Parent ryoimpaght
88 million common shares (7.04% equity interest) of MacroAsia CorpargiviAC).
Controlling owners of the Parent Company are also close famityoees of certain members
of the key management of MAC. Likewise, certain memberb@Parent Company’s BOD
are also officers of MAC.
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Dividends received from this investment amounted to B2,640 and B1,760 inr2DR305,
respectively.

PAL has finance lease agreements with certain af@lli@@mpanies pertaining to three
Airbus 330-300 aircraft (see Note 14). Deposits on leases of samfeiamounted to
R2,756,759 and R2,737,158 as of March 31, 2007 and 2006, respectively. Financing charges
related to the finance lease obligations amounted to B621,490 in 2007, B699,755and2006
B706,357 in 2005. Related accrued interest amounted to B90,118 and B103,186 as of
March 31, 2007 and 2006, respectively.

PAL has a Technical Services Agreement (TSA) with Luf§aaTechnik Philippines (LTP), a
related party, which took effect on September 1, 2000. The TSA provVidesiuring the
entire duration of the agreement, LTP will serve as the smleeaclusive provider to PAL of
aircraft-related technical services and management ofegllined routine and nonroutine
maintenance work necessary to achieve the sound operation and optigadiaum of PAL's
fleet.

The TSA will remain effective for a period of 10 years unap@&mber 1, 2010. Within the
framework of the TSA, the Group entered into a Heavy Maintenagoacg® Agreement for
D1-Checks (4C/5Y) of Airbus 340-300, Airbus 330-300 and Airbus 320-200 for the period
June 1, 2002 to March 17, 2004. On April 20, 2005, the Group and LTP signed an amendment
to the Heavy Maintenance Service Agreement effective fdamuary 1, 2004 until the
duration of the TSA unless otherwise amended.

Total related maintenance and repair costs charged to operationstathto B8,965,490,
B8,424,844 and B7,011,855 in 2007, 2006 and 2005, respectively. In addition, related
expendable parts sold to LTP amounted to B19,789 in 2007, B17,748 in 2006 and B22,707 in
2005.

In connection with the sale of Maintenance and Engineering fasiliti LTP, PAL and LTP
entered into several transition services agreements whefdbwilt render to LTP various
services such as information technology support, training and medical servioag, @thmers.

Revenue earned from the said transition services agreermatisiéd under “Others” in the
revenue section of the consolidated statements of income) amourt&®,868 in 2007,
P98,290 in 2006 and P84,187 in 2005.

As of March 31, 2007 and 2006, the Group has outstanding amounts payable to aatéastim
unbilled charges of LTP totaling B2,295,418 and B1,739,525, respectively, neppliedtha
credits from and advance payments to LTP amounting to B346,343 and B455&11 as
March 31, 2007 and 2006, respectively. Receivable from LTP amounted to B@R@d36
B212,971 as of March 31, 2007 and 2006, respectively.

The transactions with Air Philippines Corporation (APC), a edlgiarty, pertain to the joint
services and code share agreements, and endorsements of passemgeysflight
interruption.

As of March 31, 2007, the Group has a net receivable from APC (shopartasf Other
receivables) amounting to B215,819. As of March 31, 2006, the Group has sai¢ pa
APC (shown as part of Accounts payable) amounting to B175,779.
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As discussed in Note 14, as of March 31, 2007 and 2006, Other Securedi@ihidesloans
obtained from related parties totaling B1,181,172 and B1,381,113, respeciikelyelated
financing charges on these loans represent 4% of total financingeshfar 2007 and 2% of
total financing charges for 2006 and 2005. Related accrued interesseridaes amounted
to B7,618 and B5,474 as of March 31, 2007 and 2006, respectively.

As discussed in Note 12, the Group has outstanding short-term notdsdepsyaABC
amounting to B609,993 and B559,975 as of March 31, 2007 and 2006, respectively. Also, the
trust fund of PAL is being managed by ABC.

As of March 31, 2007 and 2006, cash and short-term cash investments @inchad#e Cash

and cash equivalents, Available-for-sale investments and Other nemicassets in the
consolidated balance sheets) with ABC amounted to PB10,581,833 and B9,602,136,
respectively. The related interest income on these investraemisnted to B261,992 in
2007, B204,209 in 2006 and B750,538 in 2005.

As of March 31, 2007 and 2006, the Group has cash and outstanding money plat@ments
standby letters of credit with Oceanic Bank, a related pamguating to 280,285 and
R241,619, respectively.

A portion of the outstanding currency forward contracts (see Notef2b¢ Group is entered
into with a related party.

. Management, accounting, statutory reporting and compliance, and adrii@steavices are

provided by a related party at no cost to the Parent Company.

The compensation of key management personnel of the Group amounted to R420036
R39,811 in 2006 and R37,452 in 2005.

18. Expenses

The significant components of expenses by nature are as follows:

2007 2006 2005
Fuel and oil B20,304,486 B19,880,256 PB15,088,818
Maintenance (Note 17) 10,018,924 9,606,569 7,850,864
Crew and staff costs (Note 19) 6,268,964 5,668,159 4,955,404
Depreciation (Note 10) 6,259,453 7,829,122 7,200,684
Financing charges (Notes 12, 14 and 17) 4,519,446 4,929,422 5,008,839
Groundhandling charges 3,021,806 3,200,812 3,167,227
Landing and take-off fees 2,479,063 2,685,020 2,699,301
Aircraft lease rentals 1,730,925 1,581,837 1,669,888
Passenger food 1,134,349 1,300,766 1,268,772
19. Employee Benefits
2007 2006

Regular retirement benefits
Other benefits

P2,518,297 PB2,533,704

809,448

649,603

P3,327,745 B3,183,307
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The Group has a noncontributory defined benefit retirement plan cowatipgrmanent and
regular employees with benefits based on years of service and latest coiopensat

The following tables summarize the components of the retiremaefitsecost recognized in the
consolidated statements of income and the amounts recognized in the consolidated lbeddsice s

The details of net retirement benefits cost under the defined benefit plan @lieves: f

2007 2006 2005
Current service cost B417,767 B270,379 P144,329
Interest cost on benefit obligation 273,667 203,435 179,544
Expected return on plan assets (2,108) (1,924) (2,833)
Net actuarial loss recognized during the year 20,589 53,186
P689,326 B492,479 B374,226
Actual return on plan assets P17,130 B2,029 B1,760
The details of retirement benefits liability are as follows:
2007 2006
Defined benefit obligation B4,480,529 P4,131,138
Fair value of plan assets (583,863) (23,409)
3,896,666 4,107,729
Unrecognized net actuarial loss (1,378,369) (1,574,025)
Benefit liability B2,518,297 P2,533,704
Changes in present value of defined benefit obligation are as follows:
2007 2006
Defined benefit obligation, April 1 B4,131,138 B2,115,361
Interest cost 273,667 203,435
Current service cost 417,767 270,380
Benefits paid (194,676) (92,277)
Actuarial loss (gain) on obligation (147,367) 1,634,239
Defined benefit obligation, March 31 B4,480,529 B4,131,138
Changes in fair value of plan assets are as follows:
2007 2006
Fair value of plan assets, April 1 P23,409 R21,380
Expected return on plan assets 2,108 1,924
Actual contributions to the plan 737,992 92,277
Benefits paid (194,676) (92,277)
Actuarial gain on plan assets 15,030 105
Fair value of plan assets, March 31 B583,863 B23,409
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The major categories of plan assets as a percentage @fithvaltie of total plan assets are as
follows:

2007 2006
Cash 62% 5%
Investments in government securities 37% 93%
Receivables 1% 2%
100% 100%

The overall expected return on the plan assets is determineddmaetedmarket prices prevailing
on the date applicable to the period over which the obligation is tettbeds There has been no
significant change in the expected rate of return on plan assets.

The principal assumptions used in determining retirement bene$tgar the Group’s plans are
as follows as of April 1 of each year:

2006 2005 2004
Number of employees 7,214 7,406 7,279
Discount rate per annum 8.58% - 12.37% 12% 12%
Expected annual rate of return on plan assets 9% 9% 9%
Future annual increase in salary 7-12% 7% 7%

As of March 31, 2007, the following are the assumptions: discount rasnpem of 7% - 9%,
expected annual rate of return on plan assets of 9% and future anneakénan salary of
7% - 12%.

Relevant amounts for 2007 are as follows:

Defined benefit obligations P4,480,529
Fair value of plan assets (583,863)
Deficit 3,896,666
Experience adjustment on plan liabilities 147,367
Experience adjustment on plan assets 15,030

Retirement benefits cost under the defined contribution plan amountegil81R3 in 2007,
B135,359 in 2006 and B159,056 in 2005.

The Group expects to contribute about B723,255 to the retirement fundainykse ending
March 31, 2008.

20. PAL’s Franchise

PAL operates under a franchise, which extends up to the year 2034ddvgritee Philippine
Government under Presidential Decree No. 1590. As provided for undeativhise, PAL is
subject to:

a. corporate income tax based on net taxable income, or

b. franchise tax of two percent of the gross revenue derived fromaneport, domestic
transport and outgoing international transport operations, whichever és, lowlieu of all
other taxes, duties, fees, and licenses of any kind, nature, or description, imposed by any
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municipal, city, provincial or national authority or government ageaggept real property
tax.

As further provided for under its franchise, PAL can carry foiwas a deduction from taxable
income net loss incurred in any year up to five years following theogfesuch loss (see Note 21).
In addition, the payment of the principal, interest, fees, and othereshamy foreign loans
obtained by PAL, and all rentals, interest, fees and other charigebypRAL to lessors for the
lease of aircraft, engines, spares, other flight or ground equipment, and ososaperoperty are
exempt from all taxes, including withholding tax, provided that the ltgkiibr the payment of
said taxes is assumed by PAL.

On May 24, 2005, the Expanded-Value Added Tax (E-VAT) law was sign&epsblic Act
(RA) No. 9337 or the E-VAT Act of 2005. The E-VAT law took effect dovember 1, 2005
following the approval on October 19, 2005 of Revenue Regulation (RR) No. 16-2066 w
provides for the implementation of the rules of the E-VAT law. oAgithe relevant provisions of
RA No. 9337 are the following:

c. The franchise tax of PAL is abolished;

d. PAL shall be subject to the corporate income tax;

e. PAL shall remain exempt from any taxes, duties, royaltigstration license, and other fees
and charges, as may be provided by PAL'’s franchise;

f. Change in corporate income tax rate from 32% to 35% for the nee years effective on
November 1, 2005, and 30% starting on January 1, 2009 and thereafter;

g. 70% cap on the input VAT that can be claimed against output VAT; and,

h. Increase in the VAT rate imposed on goods and services from d %% effective on
February 1, 2006.

On November 21, 2006, the President signed into law RA No. 9361 which amends
Section 110(B) of the Tax Code. This law, which became effectivBemember 13, 2006,
provides that if the input tax, inclusive of the input tax carried éngm the previous quarter
exceeds the output tax, the excess input tax shall be carried over sodceeding quarter or
guarters (the 70% cap on the input VAT that can be claimed agaipstt MAT was deleted).

The Department of Finance through the Bureau of Internal Revenue iRsuéNo. 2-2007 to
implement the provisions of the said law. Based on the regulatioaptbedment shall apply to

the quarterly VAT returns to be filed after the effectivifyRA No. 9361, except VAT returns
covering taxable quarters ending earlier than December 2006.

21. Income Taxes

a. In accordance with PAS 1Hhcome Taxesa deferred tax asset or liability is recognized
related to temporary differences arising from changes in exclmateggdue to measurement of
the PAL's nonmonetary assets and liabilities in its functionaleogy, which is different
from the currency used in determining the PAL’s taxable incomess: | As a result, PAL
recognized net deferred tax liability amounting to B4,336,782 and BR6,139,267 as of
March 31, 2007 and 2006, respectively, in relation to changes in excharngeffatging
PAL’s nonmonetary assets and liabilities.
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b. As of March 31, 2007 and 2006, the Parent Company did not recognize defessetaon
the carryforward benefits of NOLCO amounting®tbs,558 and B7,587 as of March 31, 2007 and

2006, respectivelyas management believes that the Parent Company may not haversuff
future taxable profit to allow all or part of the deferred tax assets to be utitizld future.

As of March 31, 2007, the Parent Company’'s NOLCO for income tax purplosesre

available for deduction from future taxable income are as follows:

Balance as of

Available until
fiscal year
ending

Incurred during fiscal year ended Amount Expired Applied March 31, 2007 Tax effect March 31
March 31, 2004 P1,858  (R1,858) B B B 2007
March 31, 2005 2,666 - - 2,666 933 2008
March 31, 2006 3,063 - - 3,063 1,072 2009
March 31, 2007 69,829 - - 69,829 24,440 2010
P77,416  (P1,858) B B75558  P26,445
PAL’s deferred tax assets (liabilities) recognized as of March 3k doHaws:
2007 2006
Deferred tax assets on:
Unrealized foreign exchange adjustments - net P4,696,866 P6,205,261
Accrued retirement benefits cost and
unamortized past service cost contribution 1,097,901 -
Allowance for doubtful accounts 1,039,366 -
Reserves and others 478,554 315,235
7,312,687 6,520,496
Deferred tax liabilities on:
Changes in exchange rates related to
nonmonetary assets and liabilities - net (4,336,782) (6,139,267)
Net present value adjustments on
financial liabilities (1,466,279) (1,700,338)
Revaluation increment in property (634,680) (503,241)
Cumulative translation and fair value
adjustments - net (481,495) (1,071,914)
Prepaid commission and others (1,353,885) (1,244,725)
(8,273,121) (10,659,485)
Net deferred tax liabilities (R960,434) (B4,138,989)

In 2006, deferred tax assets on PAL’s deductible temporary differgraceaining to reserve
for losses (B3,472,400), allowance for doubtful accounts (B2,488,632), unrealizgd fore
exchange losses (R2,484,284) and accrued retirement benefits cost andizethmast
service cost contribution (B2,907,309) were not recognized. Considerimgpiferement in
the current and forecasted results of operations of PAL, defexegbsats on all of PAL's

deductible temporary differences have been recognized in 2007.

PAL’'s NOLCO amounting to B1,657,135 incurred in 2004, B917,389 incurred in 2003 and

R1,077,740 incurred in 2002 were applied against taxable income in 2005.
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e. The Holding Companies and PR have not recognized deferred texassie¢ carryforward
benefits on the unused NOLCO amounting to B4,725 and BR291 as of March 31, 2007 and
2006, respectively, and deductible temporary differences amounting to &d8af
March 31, 2007. Management believes that the Holding Companies andyPRotizave
sufficient taxable profit to allow all or part of the deferredome tax assets to be utilized in
the future.

f. A reconciliation of the Group’s provision for income tax computed baseticome before
income tax at the statutory tax rates to the benefit from in¢armshown in the consolidated
statements of income is as follows:

2007 2006 2005
Provision for income tax at statutory tax rates 1,596,014 B241,174 B213,009
Adjustments resulting from:
Deductible temporary differences
used/recognized in current year but for
which no deferred tax assets were

recognized in prior years (3,894,846) (1,711,277) (692,131)
Nondeductible portion of interest expense 138,024 74,399 21,981
Nondeductible expenses 68,303 - -

Movement in deductible temporary
differences for which no deferred tax

assets were recognized (924) 1,036,645 149,222
Change in income tax rate - (94,274) -
Interest income subjected to final tax and

exempted from tax, and others - net (372,969) (94,548) (36,165)

Benefit from income tax (B2,466,398) (P547,881) (P344,084)

g. RR No. 10-2002 defines expenses to be classified as entertainment, amasehmecreation
(EAR) expenses and sets a limit for the amount that is dedufttiti@x purposes, i.e., 1% of
net revenue for sales of services and 0.50% of net sales feradajeods. EAR expenses
amounted to R14,842 in 2007, R25,509 in 2006 and R19,638 in 2005.

h. On November 21, 2006, the President signed into law Republic Act (BAY361 which
amends Section 110 (B) of the Tax Code. This law, which became effentdecember 13,
2006, provides that if the input tax, inclusive of the input tax carried fowm the previous
guarter exceeds the output tax, the excess input tax shall be camietb dhie succeeding
guarter or quarters. The Department of Finance, through the BIR] iRewenue Regulation
(RR) No. 2-2007 to implement the provisions of the said law. Based aedbktion, the
amendment shall apply to the quarterly VAT returns to be filedr dfte effectivity of
RA No. 9361 except VAT returns covering taxable quarters ending retivéie December
2006.
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22. Note to Consolidated Statements of Cash Flows
Noncash activities consist of:

Years Ended March 31
2007 2006 2005

Investing activities
Liabilities for purchases of property and
equipment P1,393,809 PB543,400 B605,173
Sale of property and equipment on account - 8,543 16,534
Financing activity
Conversion of advances from parent company
to equity (Note 2) 9,038,822 - -

23. Commitments

Leases

As of March 31, 2007, PAL has operating lease agreements with trespeone
Boeing 747-400, one Boeing 737-300, one Boeing 737-400, six Airbus 320-200 and three
Airbus 319-100 aircraft (see Note 10).

In connection with PAL’s outstanding operating lease agreemerd$ March 31, 2007, PAL
provided deposits or irrevocable standby letters of credit to ®sorie as security. These
deposits and irrevocable standby letters of credit (included asfp@ther noncurrent assets in

the consolidated balance sheets) amount to B436,075 and B282,290 as of March 3dd 2007 a
2006, respectively.

In December 2005 and February 2006, PAL signed operating lease agse&mnehe lease of
four brand-new Airbus 319-100 and two brand-new Airbus 320-200 aircraft, reghgctis part
of its refleeting program. Three of the aircraft have beeivaded as of March 31, 2007. In
addition, one Airbus 320-200 aircraft was delivered in April 2007 and one ABHAs100
aircraft was delivered in May 2007.

In December 2006, PAL signed operating lease agreements forade ¢ two brand-new
Boeing 777-300ER aircraft also as part of its refleeting program. The tevafaare scheduled to
be delivered in 2010.

The Group’s estimated future minimum lease commitments forottegding firm commitments
as of March 31, 2007 are as follows:

Within one year P2,119,909

After one year but not more than five years 12,782,327

After more than five years 15,725,782
B30,628,018

Aircraft Purchases

On December 6, 2005, PAL finalized a Purchase Agreement with Awbesein the Group

placed a firm order for nine Airbus 320-200 aircraft for deliver®08 to 2009 and options for
five aircraft for delivery in 2010 to 2013. PAL took delivery of dkigbus 320-200 aircraft in

April 2007.
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On April 13, 2007, PAL entered into a 12-year finance lease agredmesnipport of the
acquisition of one Airbus A320-200 aircraft which was delivered on Ap®il 2007. The
agreement provides for fixed semi-annual principal and interestguagwith a balloon payment
at maturity.

On October 30, 2006, PAL finalized a Purchase Agreement with Boeingeiwhibe Group
placed a firm order for two Boeing 777-300ER aircraft for deliverg010 to 2011 and purchase
rights for two aircraft for delivery in 2012 and 2013.

On May 22, 2007, PAL finalized a supplemental agreement with Bodatgneto its exercise of
purchase rights for two Boeing 777-300ER aircraft for delivery in 2012.

24,

Financial Risk Management Objectives and Policies

The Group’s principal financial instruments, other than derivativaspdse of loans, cash and
cash equivalents, investments and deposits. The main purpose of naesefiinstruments is to
raise financing for the Group’s operations. The Group has various atlaecibl assets and
liabilities such as trade receivables and trade payables, \ahig# directly from its operations.
The main risks arising from the use of financial instrumergsfareign exchange risk, interest
rate risk, fuel price risk, liquidity risk and credit/counterparty risk.

PAL also uses derivative financial instruments to managexjesures to currency, interest and
commodity price risks arising from the PAL’s operations anddtgces of financing. The details
of PAL’s derivative transactions, including the risk managermbjectives and the accounting
results, are discussed in this note and in Note 25.

Foreign exchange risk

The Group is exposed to foreign exchange risk arising from varioegyfoticket sales and
receivables in currencies other than the functional currency of FML manages this exposure
by entering into foreign currency forwards and swaps.

Cash flow interest rate risk

PAL’s policy on interest rate risk is designed to limit PakEXxposure to fluctuating interest rates.
Before taking into account the effects of interest hedging, tie ohfixed rate to floating rate
borrowings is 0.8:1 as of March 31, 2007 and 2006.

PAL has interest rate swap agreements (either as fnelgsgainstruments or embedded in certain
long-term liabilities) to manage its interest rate exposetative to the financing of three
Airbus 330-300, two Airbus 340-300 and one Boeing 747-400 aircraft.

The interest rate swap agreements relative to the finan€irgp Airbus 330-300 aircraft require
the exchange, at semi-annual intervals, the difference betwees f4dd interest rates and the
counterparties’ floating interest rates. The effect of tleeemp agreements (aggregate notional

amount of US$67,699 and US$82,009 as of March 31, 2007 and 2006, respectively) is to

effectively fix PAL's interest rate exposure under these fimgnagreements to rates ranging
from 6.50% to 6.61%.

With respect to the junior loan financing of one Airbus 330-300, two Airbus3880and one
Boeing 747-700 aircraft, PAL agreed with the counterparties to exchatgsemi-annual
intervals, the difference between PAL’s floating interest rates and theecparttes’ fixed

95



- 46 -

interest rates. These swap agreements (aggregate notional amdl@&8(F92 and US$9,382 as
of March 31, 2007 and 2006, respectively) effectively convert PAk&dfinterest rate exposure
relative to these junior loan financing agreements ranging from 7t@@05% into floating rate
exposure based on six-month LIBOR plus margin.

Fuel price risk

PAL is exposed to price risk on jet fuel purchases. This siskdnaged by a combination of
strategies with the objective of managing price levels witli acceptable band through various
types of derivative and hedging instruments. In managing thisfisati risk, PAL has a
portfolio of swaps, collars, compound structures with sold options or option matiais with
extendible or cancellable features. PAL implements such degatemymanage the risks within
acceptable risk parameters and minimize the cost of hedging.

PAL'’s fuel derivatives are viewed as economic hedges and are not held foaspequrposes.

Short-term exposures are hedged primarily with fuel derivaingexed to jet fuel. On long-term
exposures, PAL also uses fuel derivatives indexed to crude oil as Ipedges due to liquidity
constraints in the refined oil products market (i.e., jet fuel).

Liquidity risk

Liquidity risk arises from the possibility that the Group may encountecdifies in raising funds
to meet commitments from financial instruments or that a méokelerivatives may not exist in
some circumstances.

The Group’s objectives to manage its liquidity profile are:oag¢risure that adequate funding is
available at all times; b) to meet commitments as thisg avithout incurring unnecessary costs;

C) to be able to access funding when needed at the least posstblancbd) to maintain an
adequate time spread of refinancing maturities. The currerlitiebtotaling R24,546,696 is due

in fiscal year 2008. The maturity profile of noncurrent Liabilitiésvered by the Rehabilitation
Plan amounting to B37,953,877 is discussed in Note 14 while the payment terms of the moncurre
MIAA liability amounting to B1,524,284 is discussed in Note 15.

Credit/counterparty risks

Credit risk arises from the possibility that agents and othktode may not be able to settle
obligations to PAL within the normal terms of trade. To manage ritkis PAL periodically
assesses the financial viability of agents and other debtors.

The utilization of derivatives exposes PAL to credit risks toatid arise from the default of the
counterparty (counterparty risk). To manage this risk, PAL applenterparty selection based
on credit ratings and regularly reviews such credit ratings. &80 enters into master netting
arrangements and implements counterparty and transaction limégoid a concentration of
credit risk. The maximum credit exposure for derivatives (before takingaccount the effects of
netting and collateral, if any) is equal to the positive carrymiges. These collaterals reduce,
but do not eliminate, the potential maximum credit exposure arising from deriviaéimeactions.

The Group does not expect any significant deterioration in the crealitdisg of its
counterparties. It has no significant concentrations of crediaridkdoes not enter into financial
instruments to manage credit risk. The Group’s maximum credit es@asthe fair value of its
financial assets (see Note 25).
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25. Financial Instruments

Fair Values
The table below presents a comparison by category of the caaryiognts and fair values of the
Group’s financial instruments as of March 31, 2007 and 2006:

2007 2006
Carrying Fair Carrying Fair
Values Values Values Values
Financial Assets
Cash and cash equivalents B20,573,060 B20,573,060 B18,876,518 B18,876,518
Receivables 5,608,216 5,608,216 5,474,162 5,474,162
Available-for-sale investments 1,577,770 1,577,770 2,772,320 2,772,320
Miscellaneous deposits
(included under Other
current assets) 198,799 198,799 324,291 324,291
Deposits on aircraft leases 2,787,859 2,788,052 2,843,003 2,839,218
Derivative assets (included
under Other current assets
and Other noncurrent
assets) 1,748,878 1,748,878 3,918,140 3,918,140
Security deposits (included
under Other noncurrent
assets) 1,931,959 1,931,959 1,163,998 1,203,441
P34,426,541 P34,426,734 B35,372,432 B35,408,090
Financial Liabilities
Notes payable B1,243,999 B1,243,999 B4,843,806 P4,843,806
Accounts payable 5,739,430 5,739,430 5,287,408 5,287,408
Accrued liabilities (excluding
Derivative liabilities) 9,090,617 9,090,617 10,224,848 10,224,848
Advances from related parties 14,266,459 14,266,459 4,680,711 4,680,711
Loans payable - - 9,337,765 9,337,765
Liabilities Covered by the
Rehabilitation Plan 45,940,203 48,852,028 56,514,717 60,133,890
Derivative liabilities (included
under Accrued liabilities
and Reserves and other
noncurrent liabilities) 387,520 387,520 737,084 737,084
Other noncurrent liabilities 1,524,284 1,422,546 — —
P78,192,512 P81,002,599 B91,626,339 B95,245,512

The following methods and assumptions are used to estimate thealiaér of each class of
financial instruments:

Cash and cash equivalents and Receivables

The carrying amounts of cash and cash equivalents approximataltedr v he carrying amounts
of receivables approximate fair value due to their short-term settleméod.per
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Current financial instruments

Similarly, the historical cost carrying amounts of receivablascellaneous deposits, notes
payable, accounts payable and accrued liabilities approximate direirafues due to the short-
term nature of these accounts.

Debt investments (Available-for-sale investments)

The fair values of debt investments are generally based upon quat&dt prices. If market
prices are not readily available, fair values are estisnlayeobtaining quotes from counterparties
or from independent entities that offer pricing services, by adpistie quoted market prices of
comparable investments, or by computing the present value of expexthdflows using
appropriate risk-adjusted discount rates.

Equity investments (Available-for-sale investments)

The fair values of equity investments are generally based upordgueidet prices. Unquoted
equity investments are carried at cost (subject to impairnfeth@ fair value cannot be reliably
determined or where the variability in the range of fair value estimasegnisicant.

Security deposits

The fair value of refundable deposits is determined using discourgbdloe techniques based
on prevailing market rates. Discount rates used range from 56/6%5% in 2007 and 6.25% to
6.37% in 2006.

Liabilities Covered by the Rehabilitation Plan

The fair value of long-term liabilities (whether fixed or fliog) is generally based on the present
value of expected cash flows with discount rates that are baséskedjusted benchmark rates
(in the case of floating rate liabilities with quarterly repriciing, tarrying value approximates the
fair value in view of the recent and regular repricing basediment market rates). The discount
rates used range from 7.53% to 5.18% and 7.50% to 4.92% for US dollar-denonoaatechl|
2007 and 2006, respectively. The discount rates used range from 3.20% to 2dL8%086 to
2.10% for JRYdenominated loans in 2007 and 2006, respectively.

Derivatives

The fair value of forward exchange contracts is calculated farerece to current forward
exchange rates for contracts with similar maturity profil@he fair value of interest rate swap
transactions is the net present value of estimated future cash flows.

The fair values of fuel derivatives that are activelgi&d on an organized and liquid market are
based on published prices. In the absence of an active and liquid,naadketepending on the
type of instrument and the underlying commodity, the fair value ofderVatives is determined
by the use of either present value methods or standard option valuaii@sm The valuation
inputs on these fuel derivatives are based on assumptions developeat&envable information,
including (but not limited to) the forward curve derived from publisheflitures prices adjusted
for factors such as seasonality considerations and the volatihi take into account the impact
of spot prices and the long-term price outlook of the underlying commodite fair values of
fuel derivatives with extendible or cancelable features areedbas quotes provided by
counterparties.
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Derivative Financial Instruments

The derivative financial instruments set out in this section len entered into to achieve
PAL's risk management objectives, as discussed in Note 24. sPAétivative financial
instruments are accounted for at fair value through profit or lasgpe for interest rate swaps
and certain fuel derivatives (which are accounted for as cash flow hedges).

The table below provides information about PAL’s derivative financial ingnisnoutstanding as
of March 31, 2007 and 2006 and the related fair values.

2007 2006
Asset Liability Asset Liability
Fuel derivatives B1,738,608 P291,520 P3,877,981 P612,872
Interest rate swaps - 91,805 - 124,212
Currency forwards 10,270 4,195 40,159 -

As of March 31, 2007 and 2006, the positive and negative fair valuesidtoer positions that

will settle in 12 months or less are classified under Otheegtuassets (B1,721,443 in 2007 and
R2,585,321 in 2006) and Accrued liabilities (BR270,594 in 2007 and B475,564 in 2006),
respectively. The positive and negative fair values of divev@ositions that will settle in more
than 12 months are classified under Other noncurrent assets (BR27,435 im@®/, 382,819 in
2006) and Other noncurrent liabilities (B116,926 in 2007 and B261,520 in 2006), rekpective
The derivative balances include amounts arising from derivagitiements that are currently due

to PAL and to hedging counterparties. The amounts totaled B92,625 in 200178498 in

2006 (included in Derivative assets) and P25,886 in 2006 (included in Deriviabilities),
respectively.

Fuel Derivatives

PAL accounted for certain fuel derivatives as cash flow heageasich instruments are utilized to
reduce the variability of the cash flows of forecasted jetpuethases. These hedges, consisting
of fuel caps and floors (collar structures), and fixed swapsrdcedito specified fuel indices and
have various monthly maturities up to June 2008.

As of March 31, 2007 and 2006, the aggregate notional amounts of the collar stractoweged

for as cash flow hedges totaled 1,590,000 and 3,040,000 barrels, with a net paisitigkie of
R1,458,902 and B3,361,336, respectively. The unrealized positive fair v@uéazafincluded

under “Cumulative translation adjustment” in the equity section ofcthresolidated balance
sheets amounted to B936,526 and R1,956,664 for the year ended March 31, 2007 and 2006,
respectively.

PAL’s other fuel derivatives, which provide economic hedges aggn$tel price risk, are not
accounted for as accounting hedges. These derivatives includagedecollars, written calls,
swaps and other structures with extendible or cancelable feahgreseacarried at fair values in
the consolidated balance sheet, with fair value changes being tepomeediately in the

consolidated statement of income.

As of March 31, 2007 and 2006, the aggregate outstanding notional volume ofl¢hgaéives
totaled 3,070,000 and 1,589,000 barrels, with a net negative fair value of B104,438161889,
respectively.
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Interest Rate Swaps

The interest rate swap agreements relative to the finawéibgo Airbus 330-300 aircraft have
aggregate notional amounts of US$67,699 and US$82,009 as of March 31, 2007 and 2006,
respectively, and expiry dates from August 27, 2009 to September 24, 2009.r tHade
agreements, PAL agreed with the counterparties to exchangemaarsmal intervals, the
difference between PAL'’s fixed interest rates and the countm@aitbating interest rates. The
effect of these swap agreements is to effectively fix BAhterest rate exposures under these
financing agreements to rates ranging from 6.50% to 6.61%. As didausder Aircraft Secured
Claims, the unpaid swap costs amounting to B51,940 as of March 31, 199%wmezder into
long-term liabilities in 1999 and included as part of the outstandingipainbalances of the
related Aircraft Secured Claims.

As of March 31, 2007 and 2006, the estimated negative fair valuekefse tnterest rate swap
agreements amounted to BR91,805 and P124,212, respectively. Financing chatbes
consolidated statements of income include swap costs on the imEeestwap agreements of
P48,918 in 2007, 143,446 in 2006 and B290,052 in 2005.

The unrealized negative fair value after tax included under “Catimeltranslation adjustment” in
the equity section of the consolidated balance sheets amounted to P60,360 and B8h&§eédor
ended March 31, 2007 and 2006, respectively.

Currency Forwards
PAL'’s currency forwards are carried at fair value in thesolidated balance sheets, with the fair
value changes being reported immediately in the consolidated statements of income

As of March 31, 2007, the outstanding currency forwards (with their cegperotional amounts

in equivalent US$ amounts and average forward rates) includesdlPiorwards (US$13,133 at
JR¥114.21/US$), Philippine peso (B) sell forwards (US$2,400 at B49.07/US$), liansttallar
(AUD) sell forwards (US$2,000 at AUD1.26/US$) and Canadian dollar (C#éd) forwards
(US$855 at CAD1.17/US$). The net mark-to-market gain of these forwards amounted to B6,075.

As of March 31, 2006, the outstanding currency forwards pertaintoséR¥Yorwards with a
notional amount of US$14,124 at a forward rate e£1FY74/US$. The net mark-to-market gain
amounted to P42,605. The currency forwards have various maturitiesceetleng 362 and 279
days in 2007 and 2006, respectively.

Hedge Effectiveness of Cash Flow Hedges
Below is a rollforward of the Group’s cumulative translation adjests on cash flow hedges for
the years ended March 31, 2007 and 2006:

2007 2006

Beginning of year P1,762,854 R742,972
Changes in fair value of cash flow hedges 132,214 2,514,243
Transferred to consolidated statements of income (1,664,477) (725,562)
Tax effects of items taken directly to or transferred

from equity 528,501 (661,274)
Foreign exchange adjustments (35,307) (107,525)
End of year B723,785 P1,762,854
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For the years ended March 31, 2007 and 2006, the effective positivalterchanges on PAL’s
cash flows hedges that were deferred in equity amounted to P876,16@®f (nex) and
P1,874,077 (net of tax), respectively. Total ineffectiveness foyahes ended March 31, 2007
and 2006, which were recognized immediately in the consolidated staserog income
amounted to B207,332 and B479,674, respectively.

Fair Value Changes on Derivatives
The net changes in the fair values of all derivative instrusnmtthe years ended March 31,

2007 and 2006 are as follows:

2007 2006

Beginning of year P3,030,447 P1,890,031
Net changes in fair values of derivatives:

Designated as accounting hedges 132,214 2,993,917

Not designated as accounting hedges (164,926) (101,167)

(32,712) 2,892,750

Fair value of settled instruments (1,629,373) (1,551,422)

Foreign exchange adjustments (99,628) (200,912)

End of year P1,268,734 P3,030,447

26. Segment Information

PAL’'s domestic and international flight destinations constitute réjgsortable geographical
segments, consistent with how PAL’'s management internally dsgaggs financial information
for the purpose of evaluating performance and making operating decisions.

Segment information for each reportable geographical segmembusisn the following table.
Reclassifications were made on the 2006 and 2005 segment results dancomfthe 2007
classifications.

2007 2006 2005

International:

Revenue B50,540,770 B50,788,678 B44,873,608

Income 4,079,029 1,329,299 2,787,876
Domestic:

Revenue 12,242,249 13,289,041 12,632,592

Income (loss) (269,470) (45,014) 827,996
Total:

Revenue 62,783,019 64,077,719 57,506,200

Income 3,809,559 1,284,285 3,615,872

The reconciliation of total income reported by reportable geograpsecmhent to net income in
the consolidated statements of income is presented in the folloabiley tReclassifications were
made on the 2006 and 2005 results to conform to the 2007 classifications.
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2007 2006 2005

Total segment income of

reportable segments B3,809,559 B1,284,285 B3,615,872
Add (deduct) unallocated items:

Non-transport revenue and

other income 4,225,586 1,915,294 1,371,220
Non-transport expenses and
other charges (3,475,106) (2,474,163) (4,318,665)
Benefit from income tax 2,466,398 547,881 344,084
Net income B7,026,437 B1,273,297 B1,012,511

The details of revenue earned from each business segment (pgssarge and others) are
shown in the consolidated statement of income.

The Group’s major revenue-producing asset is its fleet of #irawhich is employed across
PAL’s route network (see Note 10). Management considers thatithao reasonable basis for
allocating such assets and related liabilities and cash flowgebgraphical and business
segments.  Accordingly, geographical and business segment asslilitjes, and other
information on cash flows and capital expenditures are not disclosed.

27.

Events After the Balance Sheet Date

In line with the continuing financial restructuring of the Group, on Jun2®¥7, the BOD of the
Parent Company approved the assumption by the Parent Company of thedmddiability of
the Holding Companies to Trustmark, amounting to B14,078,335 as of June 27, 2007.
simultaneous meeting, the BOD of Trustmark agreed to convertrsoetvable from the Parent
Company (after the assumption) into additional paid-in capital of the Parent Company.

On July 19, 2007, the BOD of the Parent Company approved the Parent Conaeaoysition of
the 81.57% aggregate ownership of the Holding Companies in PAL, an@2t@3% ownership
in PR, 3.76% owner of PAL. The acquisition will be made by way otedan pago to pay-off
P12,118,390 out of the B23,117,157 liability of the Holding Companies to the Parepagy.
The remaining receivable of the Parent Company from the Holdingp@urs after the dacion en
pago, amounting to B10,998,767, will be converted into additional paid-in capited Holding
Companies.

The additional paid-in capital resulting from the conversion into eaiditile Parent Company’s
obligation to Trustmark (see Note 2) will be used to wipe out the Parent Compangits defi

On July 19, 2007, the BOD also approved the Parent Company’s acquisititve &f.8%
aggregate ownership of certain individuals in PAL, equivalent to B86,059.
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PAL HOLDINGS, INC. AND SUBSIDIARIES

Schedul¢ F Liabilities Covered by the Rehabilitation Plan

March 31, 2007
(Amounts in Thousand PHP)

Amount Amount Amount
Type of Obligation Authorized by Shown as Shown fas

Indenture Current Long-term Total Remarks
Aircraft Secured Claims -P - P 5982765 P 29,977,474P 35,960,239 See Annex A
Other Secured Claims - 2,003,561 418,571 2,422,132 See Annex B
Trade Creditor Claims - - - -
Estimated Terminated Operating Lease Claims* 61,13 679,136 See Annex C
Unsecured Claims* - - 6,914,125 6,914,125 See Annex D

P - P 7,986,326 P 37,989,306 P 45,975,632

* Net of imputed interest
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PAL HOLDINGS, INC. AND SUBSIDIARIES
Schedul¢ F

March 31, 2007
(Amounts in Thousand PHP)

Liabilities Covered by the Rehabilitation Plan - ANNEX A

Amount Amount Amount Original Original Restructured Payment
Type of Obligation Authorized by Shown af Shown 3s Lease Term | Lease Term | Lease Term Terms
Indenture Current Long-term|  Beginning End End
Aircraft Secured Claims -P - P 1,898,352 P 2,882,219 1994; 1996 2007-2008 2009-2011  quarterly or semi-annual
Four Boeing 747-400 aircraft ( substantially
guaranteed by the Export - Import Bank
of the United States)
Four Airbus 340-300 and eight Airbus 330-300 3,726,7 24,377,358 1998 2010 2012-2014  semi-annual
aircraft ( substantially guaranteed/insured
by Three European Export Credit
Agencies)
Three Airbus 320-200 aircraft 362,687 2,717,897 1998 2013 2013 semi-annual
P - P 50982765 P 29,977,474
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PAL HOLDINGS,INC. AND SUBSIDIARIES

SCHEDULE F - LIABILITIES COVERED BY THE REHABILITAT ION PLAN - ANNEX B
MARCH 31, 2007

(Amounts in Thousand PHP)

Type of Obligation Restructured Restructured Fixed Floating Payment Issue Original
Amount Shown | Amount Shown as | Interest Rate Interest Rate Term Date Maturity
as Short-term Long-term Date
Other Secured Claims
US$60 syndicated loan facility P 2,000,186 P 362,109 3 month LIBOR plus quarterly 1998 2004
margin of 2.10%
Others 3,375 56,462 8.3% 3 month LIBOR plus semi-annual, quarterly  1990; 1997  2002; 2004

margin of 2.5%

P 2,003,561 P 418,571

Restructured

Maturity
Date

2009

2007- 2009
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PAL HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE F - LIABILITIES COVERED BY THE REHABILITAT ION PLAN - ANNEX C

MARCH 31, 2007
(Amounts in Thousand PHP)

Aircraft Terminated Lease
Type Operating Lease Expiry
Claim Date
Net Present Value
Estimated Terminated Operating Lease Claims
SD-360 P 11,379 1999
B747-200 344,077 1999 - 2000
F50 323,680 1998
P 679,136

Restructured Payment terms:
June 7, 2000 - 5%
June 7, 2009 - 31%
June 7, 2010 - 32%
June 7, 2011 - 32%

Early Lease
Termination
Date

1998

1998

1998-1999
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PAL HOLDINGS, INC. AND SUBSIDIARIES

SCHEDULE F- LIABILITIES COVERED BY THE REHABILITATI ON PLAN - ANNEX D

MARCH 31, 2007
(Amounts in Thousand PHP)

Type of Obligation Claims of Original Original Floating Original Original
Unsecured Fixed Interest Rate Issue Maturity
Creditors Interest Rate Date Date
Net Present Value
Unsecured Claims
Foreign-currency denominated loan:
US$178.5 floating rate note - R 5,542,496 - 2% per annum over 11/22/96 01/16/00
6 month LIBOR
Others Loans 1,174,614 10.75% 1.5-4.5% per annum over various various
1 month LIBOR
6,717,110
Peso denominated loan 197,015 19.50% weighted average yield rate for various various
364-day treasury bill
P 6,914,125
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PAL HOLDINGS, INC. AND SUBSIDIARIES
Schedule | Capital Stock
March 31, 2007

Number of
Shares Reserve Number of Shares Held By
Number of for Options,
Number of Shares Issued Warrants, Directors,
Shares and Conversions, apd Officers an
Title of Issue Authorized Outstanding Other Right Rdties Employees Others
Common Stock 20,000,000,000 5,421,567,185 - 5,297,280,230 9,001 124,277,954
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