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PART | — FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements

Our consolidated financial statements as at December 31, 2009 (unaudited) and December 31,
2008 (audited) and for the years ended December 31, 2009, 2008 and 2007 and related notes (pages F-
1 to F-130) are filed as part of this report on Form 17-C.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

In the following discussion and analysis of our financial condition and results of operations,
unless the context indicates or otherwise requires, references to ““we,” “us,” ““our” or “PLDT Group”’
mean the Philippine Long Distance Telephone Company and its consolidated subsidiaries, and
references to “PLDT”” mean the Philippine Long Distance Telephone Company, not including its
consolidated subsidiaries (please see Note 2 — Summary of Significant Accounting Policies of the
accompanying unaudited consolidated financial statements for a list of these subsidiaries, including a
description of their respective principal business activities).

The following discussion and analysis of our financial condition and results of operations
should be read in conjunction with the accompanying unaudited consolidated financial statements and
the related notes. Our unaudited consolidated financial statements, and the financial information
discussed below, have been prepared in accordance with Philippine Financial Reporting Standards, or
PFRS, which has certain differences from International Financial Reporting Standards as issued by the
International Accounting Standards Board. PFRS differ in certain significant respects from generally
accepted accounting principles in the U.S.

The financial information appearing in this report and in the accompanying audited
consolidated financial statements is stated in Philippine pesos. All references to “Philippine pesos,”
“Php” or “pesos” are to the lawful currency of the Philippines; all references to “U.S. dollars,”
“US$” or “dollars™ are to the lawful currency of the United States; all references to ““Japanese yen,”
“JP¥”” or “yen” are to the lawful currency of Japan and all references to “Euro” or “€”” are to the
lawful currency of the European Union. Unless otherwise indicated, translations of Philippine peso
amounts into U.S. dollars in this report and in the accompanying unaudited consolidated financial
statements were made based on the exchange rate of Php46.43 to US$1.00, the volume weighted
average exchange rate as at December 31, 2009 quoted through the Philippine Dealing System.

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

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

4Q 2009 Form 17-C Page 1 of 42
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Financial Highlights and Key Performance Indicators

December 31, Increase (Decrease)
2009 2008 Amount %
(in millions, except for earnings per common share,
operational data and exchange rates) (Unaudited) (Audited)
Consolidated Statements of Financial Position
Total assets Php280,148 Php252,558 Php27,590 11
Property, plant and equipment — net 161,256 160,326 930 1
Cash and cash equivalents and short-term
investments 42,143 40,354 1,789 4
Total equity attributable to equity holders of PLDT 98,575 105,531 (6,956) (7)
Notes payable and long-term debt 98,729 73,911 24,818 34
Net debt® to equity ratio 0.57x 0.32x - -
Years Ended December 31, Increase (Decrease)
2009 2008 Amount %
(Unaudited) (Audited)
Consolidated Income Statements
Revenues Php147,993 Php145,582 Php2,411 2
Expenses 90,111 85,786 4,325 5
Other expenses 3,043 5,305 (2,262) (43)
Income before income tax 54,839 54,491 348 1
Net income attributable to equity holders of PLDT 39,781 34,635 5,146 15
Pre-tax income margin 37% 37% - -
Net income margin 27% 24% - -
Earnings per common share
Basic 210.38 181.65 28.73 16
Diluted 210.36 181.64 28.72 16
Consolidated Statements of Cash Flows
Net cash provided by operating activities 74,386 78,302 (3,916) (5)
Net cash used in investing activities 49,132 17,014 32,118 189
Capital expenditures 28,069 25,203 2,866 11
Net cash used in financing activities 20,293 45,464 (25,171) (55)
Operational Data
Number of cellular subscribers 41,328,641 35,224,604 6,104,037 17
Number of fixed line subscribers 1,816,541 1,782,356 34,185 2
Number of broadband subscribers 1,614,407 995,916 618,491 62
Fixed Line 559,664 432,583 127,081 29
Wireless 1,054,743 563,333 491,410 87
Number of employees 29,035 29,904 (869) 3)
Fixed Line® 7,947 7,813 134 2
Wireless 5,507 5,602 (95) 2
Information and Communications Technology 15,581 16,489 (908) (6)
Exchange Rates Php per US$
December 31, 2009 46.43
December 31, 2008 47.65
December 31, 2007 41.41

@ Net debt is derived by deducting cash and cash equivalents and short-term investments from total debt (notes payable and long-term debt,

including current portion).

@ Increase in headcount was primarily due to the acquisition of Philcom.

4Q 2009 Form 17-C Page 2 of 42
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Overview

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

o  Wireless —wireless telecommunications services provided by Smart Communications,
Inc., or Smart, Pilipino Telephone Corporation, or Piltel, (on August 17, 2009, Smart
acquired the cellular business of Piltel) and Connectivity Unlimited Resources Enterprises,
or CURE, our cellular service providers; Smart Broadband, Inc., or SBI, Blue Ocean
Wireless, or BOW, Airborne Access Corporation, and Primeworld Digital Systems, Inc.,
or PDSI, our wireless broadband service providers; Wolfpac Mobile, Inc., or Wolfpac, and
Chikka Holdings Limited, or Chikka, and Subsidiaries, or Chikka Group, our wireless
content operators; Mabuhay Satellite Corporation, or Mabuhay Satellite, and ACeS
Philippines Cellular Satellite Corporation, or ACeS Philippines, our satellite operators;

e  Fixed Line —fixed line telecommunications services primarily provided by PLDT. We
also provide fixed line services through PLDT’s subsidiaries, namely, PLDT Clark
Telecom, Inc., PLDT Subic Telecom, Inc., PLDT-Philcom, Inc. (formerly known as
Philcom Corporation) or Philcom, PLDT-Maratel, Inc., SBI, PDSI, Bonifacio
Communications Corporation, and PLDT Global Corporation, or PLDT Global, all of
which together account for approximately 4% of our consolidated fixed line subscribers;
and

e Information and Communications Technology, or ICT —information and communications
infrastructure and services for internet applications, internet protocol, or IP-based solutions
and multimedia content delivery provided by ePLDT, Inc., or ePLDT, and BayanTrade,
Inc.; knowledge processing solutions provided by SPi Technologies, Inc. and its
subsidiaries, or SPi Group; customer interaction solutions provided under the umbrella
brand name ePLDT Ventus, through ePLDT Ventus, Inc., or Ventus, Parlance Systems,
Inc. and Vocativ Systems, Inc.; internet access and online gaming services provided by
Infocom Technologies, Inc., or Infocom, Digital Paradise, Inc., netGames, Inc. and Level
Up!, Inc., or Level Up!; and e-commerce, and IT-related services provided by other
investees of ePLDT, as discussed in Note 10 — Investments in Associates and Joint
Ventures of the accompanying unaudited consolidated financial statements.

We registered consolidated revenues of Php147,993 million in 2009, an increase of Php2,411
million, or 2%, as compared with Php145,582 million in 2008, primarily due to an increase in our
service revenues by Php2,774 million resulting largely from an increase in the service revenues of our
wireless and fixed line businesses, which was primarily due to increases in the number of our cellular
and broadband subscribers partially offset by decreases in average revenue per subscriber.

Consolidated expenses increased by Php4,325 million, or 5%, to Php90,111 million in 2009
from Php85,786 million in 2008, largely resulting from increases in compensation and employee
benefits, depreciation and amortization, asset impairment, rent and other operating expenses partly
offset by lower provisions, professional and other contracted services, and communication, training and
travel.

Consolidated other expenses decreased by Php2,262 million, or 43%, to Php3,043 million in
2009 as compared with Php5,305 million in 2008. The decrease was primarily due to the combined
effects of the following: (i) net foreign exchange gains of Php909 million in 2009 as compared with net
foreign exchange losses of Php6,170 million in 2008 due to the appreciation of the Philippine peso to
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the U.S. dollar in 2009 to Php46.43 on December 31, 2009 from Php47.65 on December 31, 2008; (ii)
an increase in other income of Php404 million primarily due to gain on fair value adjustment of
investment properties and gain on the dissolution of Mabuhay Space Holdings Limited, a joint venture
between Mabuhay Satellite and Space Systems/Loral, Inc.; (iii) an increase in equity share in net
earnings of associates and joint ventures by Php178 million due to the share in net earnings of Manila
Electric Company, or Meralco, from July 14, 2009 (Piltel acquired 20% equity of Meralco) to December
31, 2009; (iv) lower interest income by Php129 million due to lower average interest rate on money
market placements and special deposits; (v) an increase in net financing costs by Php452 million mainly
due to higher interest on loans and other related items — net, on account of PLDT’s and Smart’s higher
average loan balances, depreciation of foreign exchange rate and lower capitalized interest; and (vi) net
losses on derivative financial instruments of Php1,006 million on account of loss on mark-to-market
valuation on foreign currency swaps in 2009 as against net gains on derivative financial instruments of
Php3,812 million in 2008 due to the effect of the de-designation of foreign currency swaps and option
contracts.

Consolidated net income attributable to equity holders of PLDT increased by Php5,146 million,
or 15%, to Php39,781 million in 2009 from Php34,635 million in 2008. The increase was mainly due to
the combined effects of the following: (a) decrease in other expenses by Php2,262 million; (b) an
increase in consolidated revenues by Php2,411 million; (c) decrease in the consolidated provision for
income tax by Php4,449 million due to a reduction in the regular corporate income tax rate from 35% to
30% beginning January 2009 and availment of optional standard deduction, or OSD, in the computation
of income tax by our wireless business units; and (d) an increase of Php4,325 million in consolidated
expenses. Likewise, our consolidated basic and diluted earnings per common share increased to
Php210.38 and Php210.36, respectively, in 2009 from Php181.65 and Php181.64, respectively, in 2008.
In 2009, as a result of the share buyback program implemented since 2008, there were 186.8 million
PLDT common shares outstanding as compared with 187.5 million PLDT common shares outstanding
in 2008.

4Q 2009 Form 17-C Page 4 of 42
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Results of Operations

The table below shows the contribution by each of our business segments to our revenues,
expenses, other income (expenses) and net income for the years ended December 31, 2009 and 2008.
The majority of our revenues are derived from our operations within the Philippines.

For the year ended

December 31, 2009 (Unaudited)
Revenues
Expenses
Other income (expenses)
Income before income tax
Net income
Net income attributable to

equity holders of PLDT

For the year ended

December 31, 2008 (Audited)
Revenues
Expenses
Other expenses
Income (loss) before income tax
Net income (loss)
Net income (loss) attributable to

equity holders of PLDT

Increase (Decrease)

Revenues

Expenses

Other income (expenses)

Income before income tax

Net income (loss)

Net income (loss) attributable to
equity holders of PLDT

Inter-segment

Wireless Fixed Line ICT Transactions Total
(in millions)

Php97,524 Php51,373 Php11,549 (Php12,453) Php147,993
52,432 39,081 11,289 (12,691) 90,111
1,149 (4,170) 216 (238) (3,043)
46,241 8,122 476 - 54,839
33,727 5,864 504 - 40,095
33,394 5,854 533 - 39,781
95,597 49,686 10,983 (10,684) 145,582
47,589 35,733 13,267 (10,803) 85,786
2,640 2,476 1 188 5,305
45,368 11,477 (2,285) (69) 54,491
29,333 8,220 (2,186) (69) 35,298
28,458 8,215 (1,969) (69) 34,635

Amount % Amount % Amount % Amount Amount %

(in millions)

Php1,927 2 Phpl,687 3 Php566 5 (Php1,769) Php2,411 2
4,843 10 3,348 9 (1,978) (15) (1,888) 4,325 5
3,789 144 (1,694) 68 217 21,700 (50) 2,262 43
873 2 (3,355) (29) 2,761 121 69 348 1
4,394 15 (2,356) (29) 2,690 123 69 4,797 14
4,936 17 (2,361) (29) 2,502 127 69 5,146 15

4Q 2009 Form 17-C
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Wireless

Revenues

Revenues generated from our wireless business amounted to Php97,524 million in 2009, an
increase of Php1,927 million, or 2%, from Php95,597 million in 2008. The following table summarizes
our total revenues from our wireless business for the years ended December 31, 2009 and 2008 by
service segment:

Increase (Decrease)

2009 % 2008 % Amount %
(in millions)
Wireless Services:
Service Revenues:
Cellular Php88,410 91 Php87,518 92 Php892 1
Wireless broadband, satellite and others 7,419 7 6,075 6 1,344 22
95,829 98 93,593 98 2,236 2
Non-Service Revenues:
Sale of cellular handsets, cellular SIM-packs and
broadband data modems 1,695 2 2,004 2 (309) (15
Total Wireless Revenues Php97,524 100 Php95,597 100 Php1,927 2

Service Revenues

Our wireless service revenues increased by Php2,236 million, or 2%, to Php95,829 million in
2009 as compared with Php93,593 million in 2008, mainly as a result of the growth in the cellular and
wireless broadband subscriber base. In particular, revenues from voice services increased due to the
introduction of new unlimited voice offers, the favorable effect of the depreciation of the weighted
average exchange rate of the Philippine peso to the U.S. dollar on our dollar-linked revenues to
Php47.64 in 2009 from Php44.47 in 2008, as well as the growth in international inbound call volumes in
2009 as compared with 2008. Revenues from short messaging service, or SMS, on the other hand,
decreased due to the increase in the number of multi-SIM holders, intense competition and the
continued decline in SMS yield as a result of aggressive SMS offers. Since the growth in our cellular
subscriber base was mainly in the lower income segment of the Philippine wireless market, average
monthly cellular ARPUs for 2009 were lower as compared with 2008. As a percentage of our total
wireless revenues, service revenues contributed 98% in both 2009 and 2008.

Cellular Service

Our cellular service revenues in 2009 amounted to Php88,410 million, an increase of Php892
million, or 1%, from Php87,518 million in 2008. Cellular service revenues accounted for 92% of our
wireless service revenues in 2009 as compared with 94% in 2008.

4Q 2009 Form 17-C Page 6 of 42
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The following table shows the breakdown of our cellular service revenues and other key
measures of our cellular business as at and for the years ended December 31, 2009 and 2008:

Increase (Decrease)

2009 2008 Amount %
(in millions)

Cellular service revenues Php88,410 Php87,518 Php892 1
By service type 85,922 85,079 843 1
Prepaid 79,284 78,743 541 1
Postpaid 6,638 6,336 302 5

By component 85,922 85,079 843 1
Voice 38,850 37,275 1,575 4

Data 47,072 47,804 (732) (2)
Others® 2,488 2,439 49 2

@ Refers to other non-subscriber-related revenues consisting primarily of inbound international roaming fees, revenues from Smart’s

public calling offices and share in PLDT’s WeRoam and PLDT Landline Plus services, a small number of leased line contracts, revenues
from Wolfpac and other Smart subsidiaries.

Increase (Decrease)

2009 2008 Amount %
Cellular subscriber base 41,328,641 35,224,604 6,104,037 17

Prepaid 40,893,098 34,826,468 6,066,630 17
Smart Buddy 23,762,814 20,501,617 3,261,197 16
Talk ’N Text® 17,050,713 14,308,493 2,742,220 19
Red Mobile® 79,571 16,358 63,213 386

Postpaid 435,543 398,136 37,407 9

Systemwide traffic volumes (in millions)

Calls (in minutes) 13,327 6,708 6,619 99
Domestic — outbound 10,404 3,810 6,594 173
International 2,923 2,898 25 1
Inbound 2,733 2,677 56 2
Outbound 190 221 (31) (14)
SMS count 279,496 249,691 29,805 12
Text messages 277,869 248,051 29,818 12
Domestic 277,558 247,751 29,807 12
Bucket-Priced 256,391 223,373 33,018 15
Standard 21,167 24,378 (3,211) (13)
International 311 300 11 4
Value-Added Services 1,608 1,614 (6) -

Financial Services 19 26 ) 27)

@ The transfer of Piltel’s cellular business to Smart was completed on August 17, 2009.
@ The Red Mobile brand was launched in November 2008.

Revenues attributable to our cellular prepaid service amounted to Php79,284 million in 2009, an
increase of Php541 million, or 1%, over the Php78,743 million earned in 2008. Prepaid cellular service
revenues accounted for 92% and 93% of cellular voice and data revenues in 2009 and 2008,
respectively. Revenues attributable to Smart’s postpaid cellular service amounted to Php6,638 million
in 2009, an increase of Php302 million, or 5%, over the Php6,336 million earned in 2008, and accounted
for 8% and 7% of cellular voice and data revenues in 2009 and 2008, respectively.
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Voice Services

Cellular revenues from our voice services, which include all voice traffic and voice value-added
services, or VAS, such as voice mail and outbound international roaming, increased by Php1,575
million, or 4%, to Php38,850 million in 2009 from Php37,275 million in 2008 primarily due to the
introduction of new unlimited voice offers, the favorable effect of the depreciation of the weighted
average exchange rate of the Philippine peso to the U.S. dollar on our dollar-linked revenues to
Php47.64 in 2009 from Php44.47 in 2008 and the growth in inbound international call volumes.
Cellular voice services accounted for 44% of our cellular service revenues in 2009 as compared with
43% in 2008.

Domestic outbound calls totaled 10,404 million minutes in 2009, an increase of 6,594 million
minutes, or 173%, as compared with 3,810 million minutes in 2008 mainly due to increased usage
resulting from unlimited voice offerings. International inbound and outbound calls totaled 2,923 million
minutes in 2009, an increase of 25 million minutes, or 1%, as compared with 2,898 million minutes in
2008, mainly due to an increase in cellular subscriber base.

On June 26, 2009, Smartalk, Smart’s unlimited voice offering, was made available to Smart
Buddy and Smart Gold subscribers nationwide. The new service does not require any change in SIM or
cellular phone number and enables Smart Buddy and Smart Gold subscribers to make unlimited calls to
any subscriber on the Smart network. Smart subscribers could avail of the service, via registration or
via retailer loading, by purchasing loads for unlimited calls which come in two denominations:
“Smartalk 100” which offers five days of unlimited calls for Php100 and “Smartalk 500” which offers
30 days of unlimited calls to any subscriber on the Smart network for Php500.

Buoyed by the widespread acceptance of the service, Smart launched a variant in October 2009,
the Smartalk Plus, which offers unlimited calling and on-net texting during off-peak hours and reduced
rates during peak hours. Smartalk Plus’ Php100 load denomination is valid for five days and provides
on-net unlimited calls and SMS from 10:01 p.m. to 5:00 p.m. and, call and SMS rates of Php2.50 per
minute and Php0.20 per SMS, respectively, from 5:01 p.m. to 10:00 p.m.

Data Services

Cellular revenues from our data services, which include all text messaging-related services, as
well as VAS, decreased by Php732 million, or 2%, to Php47,072 million in 2009 from Php47,804
million in 2008. Cellular data services accounted for 53% and 55% of our cellular service revenues in
2009 and 2008, respectively.
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The following table shows the breakdown of our cellular data revenues for the years ended
December 31, 2009 and 2008:

Increase (Decrease)

2009 2008 Amount %
(in millions)
Text messaging
Domestic Php42,905 Php43,477 (Php572) Q)
Bucket-Priced 26,797 26,461 336 1
Standard 16,108 17,016 (908) (5)
International 1,668 1,808 (140) (8)
44,573 45,285 (712) (2)
Value-added services
Standard® 1,057 1,325 (268) (20)
Rich Media® 998 679 319 47
Pasa Load 413 470 (57) (12)
2,468 2,474 (6) -
Financial services
Smart Money 27 41 (14) (34)
Mobile Banking 4 4 - -
31 45 (14) (31)
Total Php47,072 Php47,804 (Php732) (2)

@ Includes standard services such as info-on-demand, ringtone and logo download, etc.
@ Includes Multimedia Messaging System, or MMS, internet browsing, General Packet Radio Service, or GPRS, etc.

Text messaging-related services contributed revenues of Php44,573 million in 2009, a decrease
of Php712 million, or 2%, as compared with Php45,285 million in 2008, and accounted for 95% of our
total cellular data revenues in each of 2009 and 2008. The decrease in revenues from text messaging-
related services resulted mainly from the increase in the number of subscribers who also hold SIM cards
from other cellular operators and who selectively use such SIM cards in their calls and SMS, intense
competition, the continued decline in SMS vyield as a result of aggressive SMS offers and alternative
means of communication. Text messaging revenues from the various bucket-priced plans totaled
Php26,797 million in 2009, an increase of Php336 million, or 1%, as compared with Php26,461 million
in 2008. On the other hand, standard text messaging revenues decreased by Php908 million to
Php16,108 million in 2009 from Php17,016 million in 2008. The decrease in international text
messaging revenues was mainly due to the higher average/effective rate of roaming costs in 2009.

Standard text messages totaled 21,167 million in 2009, a decrease of 3,211 million, or 13%, as
compared with 24,378 million in 2008 mainly due to a shift to bucket-priced text services. Bucket-
priced text messages in 2009 totaled 256,391 million, an increase of 33,018 million, or 15%, as
compared with 223,373 million in 2008.

VAS, which contributed revenues of Php2,468 million in 2009, decreased by Php6 million from
Php2,474 million in 2008 primarily due to lower usage of standard services and Pasa Load, which is a
service allowing prepaid subscribers to transfer small denominations of air time credits to other prepaid
subscribers, owing to the continued patronage of low-denomination top-ups partially offset by higher
usage of rich media services.

Subscriber Base, ARPU and Churn Rates

At the end of 2009, Smart (including Piltel’s Talk ‘N Text subscribers which were transferred to
Smart on August 17, 2009) and CURE cellular subscribers totaled 41,328,641, an increase of 6,104,037,
or 17%, over their combined cellular subscriber base of 35,224,604 at the end of 2008. Our cellular
prepaid subscriber base grew by 17% to 40,893,098 in 2009 from 34,826,468 in 2008, while our cellular
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postpaid subscriber base increased by 9% to 435,543 in 2009 from 398,136 in 2008. Prepaid
subscribers accounted for 99% of our total subscriber base in each of 2009 and 2008. Prepaid and
postpaid subscribers reflected net activations of 6,066,630 and 37,407, respectively, in 2009 and
5,127,318 and 56,256, respectively, in 2008.

Our net subscriber activations for the years ended December 31, 2009 and 2008 were as
follows:

Increase (Decrease)

2009 2008 Amount %
Prepaid 6,066,630 5,127,318 939,312 18
Smart Buddy 3,261,197 504,293 2,756,904 547
Talk ’N Text® 2,742,220 4,606,667 (1,864,447) (40)
Red Mobile® 63,213 16,358 46,855 286
Postpaid 37,407 56,256 (18,849) (34)
Total 6,104,037 5,183,574 920,463 18

@ The transfer of Piltel’s cellular business to Smart was completed on August 17, 2009.
@ The Red Mobile brand was launched in November 2008.

For Smart Buddy, the average monthly churn rate for 2009 and 2008 was 4.2% and 4.7%,
respectively, while the average monthly churn rate for Talk ’N Text subscribers was 5.0% and 4.8% in
2009 and 2008, respectively. The average monthly churn rate for Red Mobile subscribers was 12.3% in
20009.

The average monthly churn rate for Smart’s postpaid subscribers were 1.9% and 1.2% for 2009
and 2008, respectively. Smart’s policy is to redirect outgoing calls to an interactive voice response
system if the postpaid subscriber's account is either 45 days overdue or if the subscriber has exceeded
the prescribed credit limit. If the subscriber does not make a payment within 44 days of redirection, the
account is temporarily disconnected. If the account is not settled within 30 days from temporary
disconnection, the account is then considered as churned. From the time that temporary disconnection
is initiated, a series of collection activities are implemented, involving the sending of a collection letter,
call-out reminders and collection messages via text messaging.

The following table summarizes our cellular average monthly ARPUs for the years ended
December 31, 2009 and 2008:

Gross® Decrease Net® Decrease
2009 2008 Amount % 2009 2008 Amount %

Prepaid

Smart Buddy Php261  Php290  (Php29) (10) Php207  Php230 (Php23) (10)

Talk *N Text 161 194 (33) @an 133 158 (25) (16)

Red Mobile 20 48 (28) (58) 13 39 (26) (67)
Prepaid — Blended® 218 254 (36) (14) 175 203 (28) (14)
Postpaid — Smart 1,817 2,065 (248) (12) 1,313 1,483 (170) (11)
Prepaid and Postpaid Blended” 235 274 (39) (14) 188 217 (29) (13)

@ Gross monthly ARPU is calculated by dividing gross cellular service revenues for the month, including discounts, allocated content-
provider costs and interconnection income but excluding inbound roaming revenues, by the average number of subscribers in the month.

@ Net monthly ARPU is calculated by dividing gross cellular service revenues for the month, including interconnection income net of
interconnection expense, but net of discounts and content-provider costs, by the average number of subscribers in the month.

©  The average monthly ARPU of Smart Buddy, Talk N Text and Red Mobile.

@ The average monthly ARPU of all prepaid and postpaid cellular subscribers.
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Prepaid service revenues consist mainly of charges for subscribers’” actual usage of their loads.
Prepaid blended gross average monthly ARPU in 2009 was Php218, a decrease of 14%, as compared
with Php254 in 2008. The decrease was primarily due to a decline in the average outbound and inbound
domestic voice and text messaging revenue per subscriber in 2009 as compared with 2008. On a net
basis, prepaid blended average monthly ARPU in 2009 was Php175, a decrease of 14%, as compared
with Php203 in 2008.

Gross average monthly ARPU for postpaid subscribers decreased by 12% to Php1,817 as net
average monthly ARPU also decreased by 11% to Php1,313 in 2009 as compared with Php2,065 and
Php1,483 in 2008, respectively. Prepaid and postpaid gross average monthly blended ARPU was
Php235 in 2009, a decrease of 14%, as compared with Php274 in 2008. Net average monthly prepaid
and postpaid blended ARPU decreased by 13% to Php188 in 2009 from Php217 in 2008.

Our average quarterly prepaid and postpaid ARPUs for 2009 and 2008 were as follows:

Prepaid Postpaid
Smart Buddy Talk ’N Text Red Mobile Smart
Gross?” Net® Gross®” Net® Grosst?”) Net® Gross®” Net®

2009

First Quarter Php272 Php216 Php176 Phpl144 Php25 Phpl14 Php1,863 Php1,364
Second Quarter 269 212 168 138 16 10 1,816 1,278
Third Quarter 249 197 148 122 19 12 1,801 1,307
Fourth Quarter 252 203 152 127 18 15 1,791 1,304
2008

First Quarter 292 230 207 163 - - 2,013 1,472
Second Quarter 294 232 199 159 - - 2,134 1,510
Third Quarter 285 223 178 148 - - 2,078 1,505
Fourth Quarter 291 234 192 162 48 39 2,037 1,445

@ Gross quarterly ARPU is calculated based on the average of the gross monthly ARPUs for the quarter.
@ Net quarterly ARPU is calculated based on the average of the net monthly ARPUSs for the quarter.

Wireless Broadband, Satellite and Other Services

Our revenues from wireless broadband, satellite and other services consist mainly of wireless
broadband service revenues from SBI, rentals received for the lease of Mabuhay Satellite’s
transponders, charges for ACeS Philippines’ satellite information and messaging services and service
revenues generated by the mobile virtual network operations of PLDT Global’s subsidiary. Gross
revenues from these services in 2009 amounted to Php7,419 million, an increase of Php1,344 million, or
22%, from Php6,075 million in 2008 principally due to the growth in subscribers of our wireless
broadband business complemented by the favorable effect of the depreciation of the weighted average
exchange rate of the Philippine peso to the U.S. dollar to Php47.64 in 2009 from Php44.47 in 2008 on
our U.S. dollar and U.S. dollar-linked revenues, partially offset by lower satellite transponder rental
revenues owing to lower rental charges and a decrease in the number of transponders being leased out.

SBI offers a number of wireless broadband services and had a total of 1,037,720 subscribers in
2009, an increase of 490,630 subscribers, or 90%, as compared with 547,090 subscribers in 2008. Our
postpaid wireless broadband subscriber base grew by 13,094, or 3%, to 436,037 in 2009 from 422,943
in 2008, while our prepaid wireless broadband subscriber base increased by 477,536, or 385%, to
601,683 in 2009 from 124,147 in 2008. Wireless broadband service revenues contributed Php5,383
million to wireless service revenues in 2009, representing an increase of Php1,056 million, or 24%, as
compared with Php4,327 million in 2008.
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SmartBro, SBI’s fixed wireless broadband service linked to Smart’s wireless broadband-
enabled base stations, allows subscribers to connect to the internet using an outdoor aerial antenna
installed in a subscriber’s home.

We offer SmartBro Plug-It, which provides instant internet access, through the use of a wireless
modem, in places where there is Smart network coverage. On April 13, 2008, we launched SmartBro
Plug-It Prepaid, which offers 30-minute internet access for every Php10 worth of load. In March 2009,
we introduced SmartBro Share-It, which allows users to share their broadband access with other
computers in a home network via a WiFi router. SmartBro Share-It runs on a High Speed Packet
Access, or HSPA, 850 network ready for transfer capacities of up to 2 Mbps. Effective December 3,
2009, various plans, where monthly fees depend on hours of internet usage, were replaced with Plan 999
which includes unlimited hours of internet usage and speed of up to 2Mbps.

On May 24, 2009, Smart introduced Sandbox, the latest web platform from Smart which unites
social networking, online media content downloading, as well as web services. Browsing on the portal
is free of charge but downloading content is charged accordingly. Content is delivered straight to the
subscriber’s mobile and the cost for any requested music, game and video is automatically charged to
the subscriber’s prepaid load or added to the monthly service fee for postpaid subscribers.

Non-Service Revenues

Our wireless non-service revenues consist of proceeds from sales of cellular handsets, cellular
SIM-packs and broadband data modems. Our wireless non-service revenues decreased by Php309
million, or 15%, to Php1,695 million in 2009 as compared with Php2,004 million in 2008 primarily due
to the lower average retail price of cellular phonekits and SIM-packs, partly offset by increased sales of
broadband data modems.

Expenses

Expenses associated with our wireless business in 2009 amounted to Php52,432 million, an
increase of Php4,843 million, or 10%, from Php47,589 million in 2008. A significant portion of this
increase was attributable to rent, depreciation and amortization, asset impairment, compensation and
employee benefits, professional and other contracted services, and other expenses, partially offset by
lower expenses related to provisions, and communication, training and travel expenses. As a percentage
of our total wireless revenues, expenses associated with our wireless business accounted for 54% and
50% in 2009 and 2008, respectively.

Cellular business expenses accounted for 85% of our wireless business expenses, while wireless
broadband, satellite and other business expenses accounted for the remaining 15% of our wireless
business expenses in 2009 as compared with 90% and 10%, respectively, in 2008.
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The following table summarizes the breakdown of our total wireless-related expenses for the
years ended December 31, 2009 and 2008 and the percentage of each expense item to the total:

Increase (Decrease)

2009 % 2008 % Amount %
(in millions)

Wireless Services:
Depreciation and amortization Php13,237 25 Php11,975 25 Php1,262 11
Rent 10,553 20 9,267 20 1,286 14
Compensation and employee benefits® 6,059 12 5,433 11 626 12
Cost of sales 4,363 8 4,236 9 127 3
Repairs and maintenance 4,340 8 4,230 9 110 3
Selling and promotions 4,051 8 3,781 8 270 7
Professional and other contracted services 2,904 6 2,529 5 375 15
Asset impairment 2,026 4 1,006 2 1,020 101
Taxes and licenses 2,022 4 1,872 4 150 8
Communication, training and travel 972 2 1,091 2 (119) (11)
Insurance and security services 781 1 722 2 59 8
Amortization of intangible assets 126 - 133 - ) (5)
Provisions - - 897 2 (897) (100)
Other expenses 998 2 417 1 581 139

Total Php52,432 100 Php47,589 100 Php4,843 10

@ Includes salaries and employee benefits, long-term incentive plan, or LTIP, pension and manpower rightsizing program, or MRP, costs.

Depreciation and amortization charges increased by Php1,262 million, or 11%, to Php13,237
million in 2009 principally due to increased depreciation on the growing asset base of 3G and
broadband networks, and broadband customer-deployed equipment, partly offset by a decrease in the
depreciable asset base of our 2G network.

Rent expenses increased by Php1,286 million, or 14%, to Php10,553 million on account of an
increase in international and domestic circuits leased by Smart from PLDT, as well as higher site rental
expenses. In 2009, we had 5,539 cell sites, 9,727 cellular/mobile broadband base stations and 2,007
fixed wireless broadband-enabled base stations, as compared with 5,284 cell sites, 8,477 cellular/mobile
broadband base stations and 1,986 fixed wireless broadband-enabled base stations in 2008.

Compensation and employee benefits expenses increased by Php626 million, or 12%, to
Php6,059 million primarily due to increased provision for LTIP, MRP cost, merit-based increases, and
employee upgrades and promotions. The increase was partly offset by a decrease in employee
headcount of Smart and subsidiaries by 94 to 5,454 in 2009 as compared with 5,548 in 2008. For
further discussion of our LTIP, please see Note 25 — Share-based Payments and Employee Benefits of
the accompanying unaudited consolidated financial statements.

Cost of sales increased by Php127 million, or 3%, to Php4,363 million primarily due to higher
sales volume of broadband data modems in 2009 and an increase in retention transactions, partly offset
by the lower combined average cost of cellular phonekits and SIM-packs.

Repairs and maintenance expenses increased by Php110 million, or 3%, to Php4,340 million
mainly due to an increase in network maintenance costs and electricity consumption, partly offset by
lower fuel costs for power generation and lower software maintenance expenses.

Selling and promotion expenses increased by Php270 million, or 7%, to Php4,051 million
primarily due to higher advertising, promotional campaigns and public relations expenses.
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Professional and other contracted services increased by Php375 million, or 15%, to Php2,904
million primarily due to the increase in call center service fees, partly offset by lower contracted service
fees, payment facility fees, consultancy and technical service fees.

Asset impairment increased by Php1,020 million, or 101%, to Php2,026 million mainly due to
higher impairment on fixed assets and intangibles, higher provision for uncollectible receivables and
higher provision for obsolescence of slow-moving handsets and broadband routers and modems.

Taxes and licenses increased by Php150 million, or 8%, to Php2,022 million primarily due to
higher business-related taxes and license fees.

Communication, training and travel expenses decreased by Php119 million, or 11%, to Php972
million primarily due to lower travel, training, fuel, communication and hauling expenses incurred in
20009.

Insurance and security services increased by Php59 million, or 8%, to Php781 million primarily
due to the increase in the number of sites and higher salary rate of security guards.

Amortization of intangibles decreased by Php7 million, or 5%, to Php126 million primarily due
to the full amortization of technical application relating to SBI, partly offset by the amortization of
licenses relating to BOW.

Provisions of Php897 million in 2008 pertained to provisions for assessments. Please see Note
27 — Provisions and Contingencies to the accompanying unaudited consolidated financial statements for
further discussion.

Other expenses increased by Php581 million, or 139%, to Php998 million primarily due to
higher various business and wireless operational-related expenses.

Other Income (Expenses)

The following table summarizes the breakdown of our total wireless-related other income
(expenses) for the years ended December 31, 2009 and 2008:

Change
2009 2008 Amount %
(in millions)
Other Income (Expenses):
Gains (losses) on derivative financial instruments — net Php1,166 (Php241) Php1,407 584
Interest income 1,139 1,197 (58) (5)
Foreign exchange gains (losses) — net 387 (1,771) 2,158 122
Equity share in net losses of associates (68) (119) 51 (43)
Financing costs — net (2,619) (2,029) (590) 29
Others 1,144 323 821 254
Total Php1,149 (Php2,640) Php3,789 144

Our wireless business segment generated other income — net of Php1,149 million in 2009, an
increase of Php3,789 million, or 144%, as against other expenses — net of Php2,640 million in 2008
primarily due to the combined effects of the following: (1) net foreign exchange gains of Php387
million in 2009 as against net losses on foreign exchange revaluation of Php1,771 million in 2008
mainly due to the appreciation of the Philippine peso to the U.S. dollar in 2009; (2) net gains on
derivative financial instruments of Php1,407 million mainly due to a gain in the mark-to-market
valuation of Php1,170 million relating to the derivative option of the exchangeable note purchased as
part of the Meralco share acquisition by Piltel; (3) increase in other income by Php821 million mainly
due to Smart’s equipment rental and gain on dissolution of Mabuhay Space Holdings Limited (please
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see to Note 10 — Investments in Associates and Joint Ventures of the accompanying unaudited
consolidated financial statements for further discussion); (4) decrease in equity share in net losses of
associates by Php51 million, mainly from the decline in equity share in net losses in BOW
complemented by the share in net earnings of Meralco of Php398 million from July 15, 2009 (Piltel
acquired 20% equity of Meralco) to December 31, 2009, net of amortization of share in Meralco
intangibles of Php41 million and depreciation of fair value adjustment of certain Meralco property and
equipment of Php59 million, partly offset by a Php381 million loss on the re-measurement of Smart’s
investment in BOW; and (5) higher net financing costs by Php590 million primarily due to higher
interest on loans and other related items — net on account of Smart’s higher average loan balances,
foreign exchange rate, interest rate, and lower capitalized interest.

Provision for Income Tax

Provision for income tax decreased by Php3,521 million, or 22%, to Php12,514 million in 2009
from Php16,035 million in 2008. In 2009, the effective tax rate for our wireless business was 27% as
compared with 35% in 2008 mainly due to the reduction in the regular corporate income tax rate from
35% to 30% beginning January 2009 and availment of OSD in the computation of regular corporate
income tax.

Net Income

Our wireless business segment recorded a net income of Php33,727 million in 2009, an increase
of Php4,394 million, or 15%, from Php29,333 million recorded in 2008 on account of an increase of
Php3,789 million in other income — net, a decrease of Php3,521 million in provision for income tax and
a Php2,236 million increase in wireless se