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MESSAGE TO STOCKHOLDERS ‘

To Our Stockholders

Gl laced a difficult business environment in
2002, The Philippine’s economic difficulties

as well as the depressed international market

demand forced most of SGI businesses into
untenable market situations where Ijghl competition has
sqm_‘.t_"/.l_‘nl ])r(:l‘il margins. However, SGIremains committed
to its mission of in\,':_‘sling and :]v\':-]{:ping business
Llllth‘l‘lakings that capitalize on Filipino expertise in strategic

Philippine industries.

To achieve our mission in these difficult tmes,
the COMpPany acted to minimize the impact ot the negative
business conditions and rn:;1|jg,|1 corporate resources Lo
support new business growlh drivers, We aimed at |t‘)\»\-‘¢:1‘ing
costs h}-‘ f_:nnsulidating nmnt.t[‘a&ﬂl.lring related businesses with
limited growth opportunitics. This enabled us to free some
assets for other potential uses and to raise cash for new

investment opportunitics,

One of the results of our consolidation cfforts
is the :slt'ungthcning of our balance sheet, which will |)1‘0\'idv
the platform for l:mg-l(‘.rn'] viahility. Despite the decline in
revenues, the company increased its cash level o £2.054
Billion in 2002 which is a 33% increase from 2001, Efforts
to raise operation cfficiency resulted ina 14% gross profit
to revenue ratio. This enabled the company to improve its

gross I)rr}i'il in 2002 }':)v 4% against 10% reported in 2001,

We focused on growth businesses such as the

Broadband Cable Services offercd by the Destiny Group of

Companies. While l)cxtin}_-"s cable television business
gl'uwlh was hindered by the abrupt loss of key program
channels, we will continue our efforts to protect the Filipim)
cable ill(lkl.‘\'l!'}" and consumers |>_\_; prm-'i(ling {lll:llh}_-’ programs,
Desting’s Broadband Data Businesses, both Satellite and
Cable, delivered revenue growth and will be further
supported by strategic investments in infrastructure
upgrades and cfficient service operations that will produce

maore \"'c'llllL‘ i‘f'}T' our customenrs.,

Whilt’. we rermain ()plimisl-itﬁ_'a;b'nut i.lu- Fulure.,
we also a(‘.‘kli:‘n‘vl(:(]gu that the (.'}lhlllel!gf’.& s()f @2%&?& neither
abated nor have been resolved. However, -wc_%xpg'.e;}_cggmggd
by the recent decisive actions of the Dé]ﬁ\rtn.wnt .o"{.":
Transportation and Communication and the National

Telecommunications Commission, which ¢learly indicate

that slrongel 'L'gulal.nrv actions will soon be taken to protect
o < B
[Jesting and all other cable operators [raom unfair business

I}TI!L,'| ees ()EI prngram IIIH{ content ]}1'(]\"i(|!_‘.]'.\'.

In these ditficult times, we will continue 1o
CRCTCISE p]'udvm‘v an .-1[:])|_\' (inancial di.\‘(:i]ﬂim‘. Lo our
operations without s;l(']'i['i('ing our ;1|1i]il_§,-‘ Ly |}]'t)\-‘i£|£‘ the best
(]lJ.-lle._\_' of service to our customers and partners, But we
also expect the Torecasted weakness in the }’]1i|i}:|:inv and
Asian rv.girm ceonomy and other |'nilig;11[ng circumstances

\VI‘H continue |.'11[_‘ ])T'L‘..‘\'}ill!'(_' an our Ef()['[)()i';l[(' revenues,

Our answer to these difficult times is 1o
further st]'(_‘.ngﬂ'mn both our board of directors and
l‘n't)ihssinr1;1] management team that has worked with Tocus
and perseverance 1o steer SGl through dilficult times and
[)(J.‘iili[}l] it for future Qr{zwlh. lam [:rr)u:.l to hea part ol the
SGI management team and I am confident that it will

continue to ])Uild lh(‘ \-'illll(' H[I{]UT L‘{]l]]ll.’\n\_-’.

sincerely,

PrestpEnT S8 CHEr Execumive OFricer




Review or O

BA_ND SERVI CF;s

n accordance Wlth the apprmral glven by the
.-'Cnmpany stockholders on November 21, 2002,
‘Management has pursucd the acquisltlon of the
: _:'Destlny Group. On May 135, 2003, governmcnt
= approval for the transactlon was obtalncd which
- allowed the consummation of this transaction.
‘While the results of this new investment are not

- yet included in SGI’s 2002 results, we present

. below a discussion of Destiny’s operations.

- CableTelevision

~ _The arbitrary pulloutiof key program channels
of the STAR Group weighed heavily on Destiny
. Cable’s sales-efforts and brought down 2
“subsctiber numbers to the same level of ye
= end 2001 Desplte this, revenues reached P58
. _'Mrﬁmn, witha 20% growth against P480 Million
~ in 2001. However, profltablllty was als‘u
pressured by an increase in cost of programs
being charged by foreign program providers. In
response to these difficult conditions,
management pursued an aggre'ssiﬁve cost
reduction program, which included a reduction
of the company’s outstanding debt from the US
Eximbank, postponed major capital investments
and reduced employees and contractual hires.

This has s-,-"" 1f‘1cantly conserved company’s
resources, which will serve as the platform for

new marketing plans and activities for 2003.
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Broadband Internet and Corporate Services

Destiny’s Broadband Internct and Data services achieved signi[‘i cant growlh in data traffic that it required
a major upgrade to a DS-3 level (45 MB) International Private Line (IPL) connection to meet the growing

subscriber demand. Consumer Internet subscribers level g

rew by more than 50%, which firmly established
Destiny as the leader in broadband cable Internet services in the country. Gross revenues also grew by
the same rate and delivered more than P118 Million. Corporate Services accounts, which is a new business
group focusing on high value customers, also grew by more than 50%. This was achieved despite a growth
strategy for this business segment that has been cautious and controlled owing to the numerous undetined
paramcters that affect the bandwidth quality in the local cable infrastructure as subscriber numbers and

usage increasc.

Satellite Services

The Destiny Satellite group performance contracted in terms of number of customer accounts due to a
strategic business reorganization, which refocused this business group on the key service of VSAT (Very
Small Aperture Terminal) and supporting services of Fiber Leased lines and ISAT services. However, this

r(:lhcusing resulted in a 23% improvement over |)udgctcd revenues which reached £67.8 Million.
[[. CONSUMER ELECTRONICS

Marketing & Distribution

Solid Distributor’s (SDI) main concern for the year was the negative effects brought about by the corporate
restructuring of its principal supplier Aiwa Japan, which eventually merged with Sony Corporation of
Japan in November 2002. The market uncertainty on the brand’s direction and futurce caused SDIs dealers
to reduce orders drastically. In addition, the discontinuance of the NTSC television line-up for the
Philippine market limited SDIs sales to primarily audio products, a category which has been experiencing
shrinking demand. The result was a sales achievement of P482 Million, 50% less than that of 2001, and
a net loss belore tax of 73 Million in 2002.

Solid Video Corporation (SVC) also experienced a 25% decrease in revenues {rom Professional and
Broadcast Equipment sales as the Philippine broadcast and production industry also suffered a significant
slowdown in 2002. The company reported a net loss of P6 Million due to a significant write-down of

deferred tax assets of £28 Million.

Manufacturing Services

The ongoing regional trade liberalization of AFTA led in the loss of Solid Laguna Corporation’s (SLC)
two principal customers, Sony Philippines and JVC, who shilted from local assembly to CBU importation,
Consequently, management decided to cease the manufacturing operation of SLC’s consumer clectronics

division in December 2002 to avoid losses from operations. Despite this, SLC still managed to earn
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£24.7 Million in net income from the residual ll'lilllllllili‘lU!'i]'lg business in 2002, Notable was the 102
Million sales posted by SLC-Plastic Division principally boosted by new orders from a major exporter of
office printers. Meanwhile, Clark Plastics Manufacturing Corporation posted a sales revenue of £ 75
million in 2002, Unfortunately, its largely unutilized capacity due to depressed demand in the Clark

Industrial Zone pulled down profitability.

Combined service operations from Solid Elcctronics Corporation and Solid Electronics Services, Inc.,
(the only authorized Service Network for Sony and Aiwa in the country) resulted in gross revenues of
190 Million in 2002 which is slightly above the P184 Million of the previous year. However, cost cutting
and productivity enhancement, as well as more efficient spare parts management improved gross income
b}-‘ 17%. Consequent |}_-‘ combined net income amounted to 5 Million, im pr()\-'ing over 2001 s net income
of P4 Million. The Solid Service network also completed the integration of Sony and Aiwa repair in its 32

Service Centers nationwide,
[1l. REAL ESTATE

Solid Manila Corporation (SMC) and other Solid Group Companies involved in real state, reported
revenues of 124 Million in 2002, an increase ol 30% [rom 95 Million in 2001, The increase in revenue
and the improvement in net income was duc to successful sales efforts to grow the rental business as well
as lower direct and operations costs. For 2003, SMC looks forward to further increasing rental occupancy

and disposal of non-st rategic asscts.
IV. OTHER SERVICES

Omni Logistics Corporation (OLC) revenues amounted to £36 Million, lower by £2 Million against
2001 due to decreased volume, an effect of the general slowdown in local consumer demand. OLC,
however, managed to stay positive in net income despite higher costs of operation brought about by
increased price of transportation fuel. OLC expects to expand to its service and clientele in areas such as
third party w:ll‘(‘h()using; SKD ;'\s:ﬁ&'nnhly and technical service,

Solid Manila Finance Inc. (SMFI) experienced a revenue decline of 19% in 2002, due to fewer loan
availments as SMFI tightened credit screening, SMFI successfully cut its interest costs by 45% by liquidating
selected loans. Hence, despite the decline in revenue, it was able to achieve a net income of P6 Million,

16% hi ghcr than previous year.
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STATEMENT OF MANAGEMENT'S RESPONSIBILITY FOR
FINANCIAL STATEMENTS

The management of Solid Group Inc. is 1‘u.s‘ponsib|(7 for all information and representation contained in the
financial statements for the vears ended December 31,2002, 2001 and 2000. The financial statements have
been prepared in conformity with g(‘.!'l(‘l‘.’lll}f accepted accounting principles in the Philippines and reflects
amounts that are based on the best estimates and informed judgement of management with an appropriate

consideration to materiality.

In this regard, management maintains a system t)ihc:t(.‘ounting and reporting which provides for the necessary

ouarded

internal controls to ensure that transactions are properly authorized and recorded, assets are safeg
against unauthorized use or disposition and liabilities are recognized. The management likewise discloses to
the Company’s audit committee and to its 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;
(i) material weaknesses in the internal controls; and (iii) any fraud that involves management or other employees

who excercise signil‘i(::m! roles in internal controls.

The Board of Directors reviews the financial statements before such statements are approved and submitted to

the stockholders ol the Company.

SyCip GorresVelayo & Co., the independent auditors appointed by the stockholders, has examined the linancial
statements ol the Company in accordance with gcn{-rally accepted auditing standards in the Philippines and
has expressed its opinion on the fairness of presentation upon completion of such examination, inits report to

the Board ol Directors and stockholders.

i / s
Davip S. Lim ASusan L. Tan

Presssiy ane Crier Execonive Orsces %(l' PURMAN OF 13E Boarp
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REPORT OF INDEPENDENT AUDITORS

-
=’, SGV & ‘ O ® 5yCip Gorres Velayo & Co. ® Phone: (632} 891-0307

6760 Avala Avenue Fax: (632) 8190872
1226 Makati City www.sgv.com.ph
Fhilippines

The Stockholders and the Board of Directors

Solid Group Inc.

We have audited the accr.)mpan}-’ing consolidated balance sheets of Solid Gmup Inc. and Subsidiaries as of
December 31, 2002 and 2001, and the related consolidated statements of income, changes in stockholders’
equity and cash flows ftor each of the three years in the p(:rio(l ended December 31, 2002, These tinancial
statements are the 1‘(-‘.sptmsi|)ilit}-' of the Compan}-”s management. Our I‘L:sp()nsihilit}' Is to express an opinion

on these linancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the Philippines. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement

presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Solid Group Inc. and Subsidiaries as of December 31, 2002 and 2001, and the results
of their operations and their cash flows for cach of the three years in the period ended December 31, 2002 in

conformity with accounting principles generally accepted in the Philippines.

As explained in Note 2 to the consolidated financial statements, the Company has given retroactive effect to

the chaugc in its consolidation policy to conform with the new tinancial accounting standard on consolidation,

.%M.JLLBAC :

ch'21, 2003
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CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assels
Cash and cash t‘(lui\'ah_‘nls (Note 3)
Receivables - net (Notes 4 and 12)
Inventories - net (Notes 5 and 17)
Land and development costs
Other current assets - nel (Notes 6 and 16}
Total Carrent Assets
Noncurrent Assets
Investments and advances (Notes 7 and 12)
Property, plant and equipment - net (Notes 8, 17 and 17)
Other noncurrent assets - net (_.\'mc‘.c 9, 12 and 16)

Total Noncurrent Asscts

LIABILITIES AND STOCKHOLDERS® EQUITY

Current Liabilities
Accounts payable and accrued expenses (Notes 10, 15 and 16)
Estimated liability for development of land sold
Income tax pavable
Total Curvent Liabilities

Minority Interest

Stockholders’ l';'quit\_*
Capital stock
Additional lmitl-in ('ﬂ.[lil;l]

Retained carnings (deficity (Notes 7 and 11)

Treasury shares (Note 11)
Total Stockholders” Equity

See gecompany iniy Nores to Consolidared Financial Sratementy,

2002

P2,054,145,384
417,953,089
70,041,088
579,920,458
61,002,446
3,183,062,465

926,132,210
2,981,545,772
184,215,630
4,091,893,612

P7,274,956,077

P337,839,784
40,756,998
27,025,478

405,622,260
407,513,418

2,030,975,000
4,589,076,596

 (42,616,817)
6,577,434,779

(115,614,380)
6,461,820,399
P7,274,956,077

December 31

20001
{As restatod -

see Note 2)

P1,542 689,730
659,787,228
418,589,670
547,413,564
101,429,047

3,269 909,239

841,262,763
3.213,013.121

211,643,306
4,265,919,190

P7,535,828,429

P435, 189,780
43,169,920
16,846,826

495,206,526
411,977,234

2,030,975 ,000
4 589 076,596
123,423,235
6,743,474 831
(114,830,162
6,628 644,669
P7,535,828,429
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CONSOLIDATED STATEMENTS OF  INCOME

CONTINUING OPERATIONS:
REVENUES

Sales (Notes 12 and [8)

Services (Notes 12 and 18)

DIRECT COSTS
Cost fJ{-g[ll![!h’ sold (Notes 12, 13 and 15)
Cost of services (Notes 12 and 18)

GROSS PROFIT

RENT INCOME

OPERATING EXPENSES (Notes 14 and 15)
OPERATING INCOME (LOSS)

OTHER INCOME (CHARGES) - Net
Interest (Note 123

Foreign exchanpe gain

Others

INCOME (LOSS) FROM CONTINUING
OPERATIONS BEFORE INCOME TAX AND
MINORITY INTEREST

PROVISION FOR INCOMETAX (Note 16}

Current

Deferred

INCOME (LOSS) FROM CONTINUING
OPERATIONS BEFORE
MINORITY INTEREST

MINORITY INTEREST

INCOME (LOSS) FROM CONTINUING
OPERATIONS (Note 19)

DISCONTINUING OPERATIONS {Note 17)

Loss from aperations (net ol income taxes)

I.!).‘\'.\' J‘I'(J]"l"l EI[.‘iI]US'dl 'dl'l(] [lllpail’ll‘ll'[]l l‘)lld.‘if‘:(\r:‘i
(net of income taxes)

LOSS FROM DISCONTINUING OPERATIONS

NET INCOME (LOSS)

Earnings (L()ssj Per Share {Note 19)

Continuing Operations

Discontinuing Operations

S qecmpairegy Notes te Conseldidarad Prsanaal Sraremens.

2002

P708,176,206
220,250,133
928,426,339

634,120,649
159,854,699
793,975,348
134,450,991
95,002,893
(395,412,733)
(165,958,849)

75,668,477
725,123
26,151,693
102,545,293

(63,413,556)
35,068,661

11,91 8,455
4().,_987,1 16

(110,400,672)
4,463,836
(105,936,836)
(9,489,232)
(50,613,984)
(60,103,216)
(P166,040,052)
(P0.06)

(0.03)
(P0.09)

Years Ended December 31

2001
{As restated
see Note 2)

I’1,088,004,527
285,352,228
1,373,356,755

990,918,937
243,989,215
1,234,908,152
138,448 603
70,837,649
(465,660 ,832)
(256,374,580)

90,093,142
7,803,137
59,182
97,955,461

(158,419,119)

31,090,507
4,292,966
35,383,473

(193,802,592)
19,936,408

(173,866,184)
(78,402 344

(559,684,822)
(638,087,166)

(P811,953,350)

(PO, 1)
(0.35)
(P0.45)

2000
{As restated-
sce Note 2)

P1,951,783,422
314,574,582
2,266,358,004

1,504,302 884
187,508,584
1,691,811 468
74,546,536
74,716,125
(492,803,477)
156,459,184

136,325,079

260.023,257
(4,266 497)

392 (081,839

548 541,023
22,711,796

95,812,795
118,524 591

430,016,432
(139,643,601)
290,372 831
(173,839,740)
(173,839,740)
P116,533,091

PO.16

{0,103
1’006



SOLID GROUP ING. AND SUBSIDIARIES

STATEMENTS OF CHANGES

CAPITAL STOCK - | par value (Note 7)
5,000,000,000 shares
2,030,975,000 shares

Authorized

lssuedd
ADDITIONAL PAID-IN CAPITAL

RETAINED EARNINGS (DEFICIT) (Notes 7 and 11}
Balance at |wgim'1ing af vear
Net income (loss)

Balance at end of vear

TREASURY SHARLS (Note 11)
Balance at beginning of vear
Treasury shares acquired during the year

Balance at end of year

annual report 2002

IN STOCKHOLDERS EQuiTy

Years Ended December 31

2002

2,030,975,000
4,589,076,596
123,423,235

(166,040,052)
(42,616,817)

(114,830,162)
(784,218)
(115,614,380)

P6,461,820,399

2001

P2,030,975,000
4,589,076,596
935,376,585

(811,953,350)
123,423,235

(96,448,501)
(18,381,661)
(114,830,162)

16,628,644,669

Seeacomipanytig Notey o Conselidared Financial Stotemerits.

2000

1°2,030,975,000
4.589,076,596
818,843,494

116,533,091
935,376,585

(89,640,679)
(6,807,822)
(96,448,501)

1°7,458,979,680



SOLID GROUP INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS

CONTINUING OPERATIONS:

CASH FLOWS IF'ROM OPERATING ACTIVITIES
Income (loss) rom continuing operations before income
tax and mnority intercest
Adjustments for:
I)cpru:ial‘irm and amortization
Interest income
Provisions for:
Inventory losses
Doubtlul accounts
Loss (gain) on sale/retirement of praperty and
cquipment
Unrealized i'm'vig_n cxt.‘hangc gain
Interest expense
(}iu:‘rm i.ng .im:nm:_‘hi}{:‘.{.i.n‘f_: \«-'nrl(ing_ ulpilal L‘ll&!llg(‘.‘:
Decrease (increase) in:
Receivables
Inventories
Land and development costs
Other current assets
Increase (decrease) in:
Accounts pavable and accrued expenses
Estimated ]i.l]‘li|[t__\-‘ on land and property (Iv\-'v.lnprn{‘.n!s
Trust receipts and aceeptances [Juy:;hl{‘
Cash generated from operations
Cash paid during the vear for income tax

Net cash provided by operating activitics
) =

CASH FLOWS FROM INVESTING ACTIVITIES
Additional investments and advances

Interest received

Reduction in (additions to) other assets

Additions to property and cquipment

Procecds from sale/retirement of property andl cquipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Acquisition of treasury shares

Payments of dividends

Net cash used in financing activitics

INCREASE (DECREASE ) IN CASH AND CASH
EQUIVALENTS
CONTINUING OPERATIONS
DISCONTINUING OPERATIONS (NOTE 17)

CASH AND CASH EQUIVALENTS AT
BEGINNING OFYEAR

CASH AND CASH EQUIVALENTS
AT END OFYEAR

Sew avzosmpanping Norar to Comsolidared Finanaal Sunsments,

110
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OF CAasH Frows

2002

(P63,413,556)

99,840,428
(57,457,638)

13,186,398
5,789,094

3,244,051

1,188,777

148,786,206

238,358,799

(32,506,886)
83,108,559

(61,658,931)
(2,412,921)

374,863,603
(25,658,561)
349,205,042

(84,869,447)
57,457,638
28,685,181

(13,926,557)
3,244,051

(9,409,134)

(784,218)

(784,218)

339,011,690
172,443,964

1,542,689,730

P2,054,145,384

Years Ended December 31

2001
{As restated
sce Note 2)

(P158 419,119

204792 639
(90,093,142)

25,222,955
20,949,649

(145,167)
(85,729}
2,222,086

189,086,559
239,689,182

2.980,949

(37.161,644)
(22,096,053}

374,721,079
(21,617,462)
353,103,617

(337,134,874}
90,093,142
84,931 095

(28,097,666)
1,167,714
(189,040,589)

(18,381,661)
(100,000,000}
(118,381,661

45,681,367
(16,972,760)

1,513,981,123

P1,542,689,730 P

2000
{As restated-

see Note )

P548,541,023

137,154,853
(116,957 907)

4,486,465
16,179,171

12,562,995
(4,409, 848)

2,138,333

599 695,085

(325,833, 141)
(50,721,463)

(4,206,950

28,007,007
56,674,671
(195,354,137)
108,261,022
(24.345.110)
83.915.912

(451,637,332)
116,957,907
(6,957.634)
(121,487,540}
38,876,751
(424,247 848)

(6,807,822)

(6,807,822

(347.139,758)
(24,805,338)

1,885,926,219

1,513,981,123
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

I.  General

Saliil Cironpr T (Parcn) Commpany) anal its sobsidiaries (esllectiv

v, the Comparyy were

wenrporated i the Philippines and are cngaged nuainly in manofactoring, wlling, rading

andd rendering ol serviees related Lo comsumer clectronics ard |\'d-’ngnl'|'s'.u| estale properlics,

e principal activitics of the Company are deseribed i ™Nate | Cin o consolidated hasis,
the number of cmplovees was 6310 and 922 as of Decembuer 31, 2007 and 2001, r

istered ollice address

seetively,

is holidd House, 2285 Don Ching Roces Avenae
Clity,

The € U S T

crsion), Maka

itormerly Pasong Tamn Fx

The Cormpany's core conaumer electronics buginess has been severely alleeted by the intense

vompetition e imported produces ss a result of import liberalization which made it e
ot cEeient Lo i port {'Hlllpll'“‘ st than tevmanabaeture |r>('\\i|_\'. Mareower, the tfr\mpan_\f\'
mannlacturing agrecments with Sony Philippines Ine, (SPE) and Adwa Singapore, L Adway
eapired ad were ot renewed  This, the Comnpany clowsed the consumer electronics aperations
ofits major subsidiarivs Solid Corporation (SO SSEC, Tne (3SEC) anel Kita Carporation
(R prioe to 2002 and Salid Laguna Corperation (3107 in 2002,

ond o constwner electranios, several subsidiarios were consolidated

Amidst the declining

tostreamline the organizational strocture tosustain aperatanal efficieney, Solid Distributors,

PaithAscop neowith 500 as the survivi

E
Ine. (5120 was mergy

goompany. Salid Electronies
Clarporation (5107 absorhed the operations of o i‘l__=|':1 | incial s

vicw operations and SLC

was nserged with Solid City Incdusteial and Commerclal Corporation with 810
ratity,

a5 Lhe surviving

The Company is currently pursuing the acquisition of the Desting Group ol Companics

i accordance

Vi

(Desting Graup), o group c‘ng\\grnl in hreadband calse and satellite - 4,
with the stocklolders’ approval in Movember 2000, The Company i currently l'l\J]h'ill\'I‘Illg
Irinsiness alliances with ather companies, which will enhanee e valoe of is investment in
e Thest i o, The Campany also e peets is service business to further Ipeone in the
fuare,

mumary of Signilicant Accounting Policies

al |'r'\_‘_|_\¢|'ali|_rr|
e consolidated Hmncial statemests ol the Commipay have been prepared in conformity
with accounting principles gencrally aceepted in the Philippines and under the historical

Cost convenlion,

.-1|r|rsEs|'l<Jn of New Statements of Financial A connting Stanulards (SEAS)
International Accounting Standards (A5}

To cordarm with SEAS 27048 29 Consolidated Tinancial Statements and Accounting for
Investments in Subsidiaries,” the Compans, ellective January 1, 2002, consolidated Bl
s Starworld Llarparation (starwarldy aned 45

ol Laguna Tnternational Tndustrial
The
Company previously sccaunted for the nvestments in Starwarld and THI wsing the equity

Park, ne. (LI, whaose linaneial and operating |\r']i\ ies ave contralled b the Lampa

method . Prior vear consolidated Trancial statements woere restated o include Stavsvorld

aned LIS assers aggrepating PR3 million ansd lishilities agprepating Po% 3 millian, The

restatermenl had no effect on stockhalders! COUILY Q1 canstlidatied net income (oss),

Adduption of the follmving other new standards i 2002 did ot sl in restatements of

Jrrior yiar linancial statements. Additional disclosures l'l‘(|:li|‘€‘{| by thie nesw standarmds, however,

were inchided inprioe vear financial statements, where applicahle,
*SPAS TEAAS 16, "Praperty, Plant and Equiprment;

* SFAS 2A0AS 24 Related I'arty 13is losures;”
SEAS 28148 28 M Accounting lor lnvestioents in Associates;” and
= SEAS 36A1AS 36 Imparrment of Assers”

he Company carly adopted the presisions o
i M1,

e | Fseontinuing f}]\c'l'ﬂl‘ivﬂﬂ-‘l

Mew Accounting Standards Ellective in 2003

The Acconnting Standards Conmeil has approved the following aceounting standards which
will he effictive in 2001

= SEAS TOATAS 1 *Tvents After the Balance Sheet Date)” which |Jr'\':\'c'ri|w.~: the account ing
and disclosires velated o :u|j||.t[i(|g_', andd non-adjusting .«'uh*cqu(‘nt CVENLE:

= SFAS 37
thecriteria lor the recognition and bases for measurement ol provisions, contingent liabilities

&8, Provistons, Contingent 1 dabilitie:

nl Comtingent Assers " which provides

aned Contin

atssets, ICalso specilicos the disclosares that shaubd be included with respect
Lo these items.

SOHOATAS 10 and SPAS 35/1A5 37 0 2003 and, hased on

does not belivve the effect ol adoption will e material,

The Company will adopt SE

Current Ciroumatances,

AR ESIAS B8

masirement ol intangible

“ntangible Assets " which cstabilishes the criteri

tor the recognition and

et Intangible assets that arc recognized should be amortined

soenerally over 20 vears, The new standard al:

vrequires that expenditures on rescarch,

start-up, training, advertising anid velocation he expensed as mearred s This will result in g

retroactive adjustment o beginning retamed carnings i 2008 of P18 million relating (o

al uramartized portion of preoperal ing wx reases as ol December 31, 20032

reversal

Basis ol Consnlication

The consalidated linancial statements comprise the Tinancial statements of the Parent

Company and its subsidiaries as of December 31 ol cach year, as follows:

Percentage of

2w 1
S and Subsidiaeies (LRI
Solid Video Corparation (8]
Kita (N
bR (IES
s (RELH]
SEL | ety
AN Electronics Crparation T
sobid Manila Carparation (SMO) and Subsidiaries (REl)
Sulied Manila Finance, fne, (REE]
Oimni Logistivs Corporation HER
Solid Broadhand Cerporation (preoperating company) | 03

The subsidiavies ol ST are as follows:

Perventage of

Ownearship
Clark Plasnies Manutacturing Corporation ( Clark) | (30
Sobicd Clectronies Services, Inc. ([E]
SsEC ps
ltersiar | lnL1|ing-\ Company, I, [2%0]

The subsidiaries o SME are as follows;

Prreentage of

Orwnership

Skwwaorld Lorporation 75
starworkd 50
Lo 45

The subsidiarics are consolidated fram the date nnowhich conteal is transteried to the Parent
Company and cease to be consolidated fram the date onowhich contol is cansferred out of

the Parent Company,

salilated fmancial statements are prepared vsing uniform aceannting policies e like

tramsactiong and ather events in similar circumstanees, Intercompany balances and

transsetions, including intereompany profies and uneealized protics and losses, ave eliminated,

Investiment in Associate

The Company’s 33% imvestment in SPH s accounted for under the equity method aof

accounting This Is an entity in which the Company has significant influence and which i

nesther asubsidiary nor a joint veatue ol the Company, The investment in SPH s carried in

thecomsalidated balance sheets at cost plus post acquisition changes in the Compane's share
Tess any impaiement in value, The cansolidated statements ol income

reflect the Company's

i nel assets af S0

share ol the results ol operations ol the asseciate, Uneealized gaing
arising from transactions with the assoviate are eliminaved to the cxtent of the Company™s

interest an the associate, against the investment n the associate. Unvealized losses are

liriratesd .ti.|ni|.1('|} bt only o e extent that there is no evidene: {Il‘il\illilii'l'll('l\l in the
value of the assets transderred.

Oither long-term investments in shares ol stock (included as part of “Other noncorrent
assets” aveount in e consolidated balance shoets ) are carried at cost less any impairment i

value:

Cash and Cash Equivalents

Cash includes cash on hand and n banks, Cash equivalems are short-teem, highly liouid
investments that are readily comvertible to known amounts of cash with oviginal maturities

al three manths o less and are subject Lo an insignificant risk .,I'r-imn‘;!_‘- in value.

Beceivables
Beveivables are recognized and carvied at original inveice amount less an allowanee for any
tible amounts, An s

uneolle imate for dowbtful aceounts is made when collection of the

Tl amaunt is nolonger probable.

lnventarics

Trventarios are valued a the Joswer of cost or net realizable value.
Lot ineur
for as follows:

alin bringing cach product toits present Jocation and condition arc accounted



Raw materials, supplies and others - purehase cost on o moving average methad;

Finished goods, merchandize determined ona moving average method;
imventaries and wark in pracess cost includes divect materials and labor ani
a proporuen of manolacturing overhead

costs hased on normal eperating capacity,

Met realivable value lor Hnished gownds aned work in provess is the estimated .\l'”ll\g rice in

the ordinary caurse of business, less estimated costs of completion and the estimated casts

necessary Lo make the sale. Met realizable value dor raw materials and supplics is the eurrent

replacement cost,

Land and Development {osts

Lamel i carried ar cost. Expenditures for development and improvements of land are
art of the cost al the land

capitalized as

Praperty, plant anl i

Ly, Plapt and T

ntare stated at cost less accumulated fll'])l'{'l'le‘l'llt)]‘-., armertizatian
aneh any impairment in varlue.

The in

impart duties, tax

| vost of [rraperty, |ri<ml and l'qllil)l\’\l‘.lll a'nl\\p]'i. w5 It |}L||'<'|m5<' ]'n'it'l:, inr|;uliz|51

s anid amy directly attributable costs of bringing the asset 1o its working

condlition and lecation or s intended vse. Brpenditures ineurred atter the fixed assers
have heen put intg aperation, such as repairs and maintenance, are normally <'h.\|‘_‘:‘c| ta
income in the period the costs are meurred. by sitoations swhere it can be clearky demanstrated
that the expenditures have resulted inan inerease in the futore cconomic benefi

ewpeied

Lo b bt aizeed Tramn the use ol an jtem al property, plant and cquipment bevand its originally

assessed standarvd b perfoemanee, the copenditares are capitalived as an additional cost of

property, plant and equipment.

Diepreciation and amartization are computed using the straight-line methad over the falleing

smated vseful Hyes:

T 10 25 years
5 to L years
D e b ovears

Buildings and improvements
Macl hll\( ryand cquipment
Furpiture, lixture:

anl ollice :'f|ui||rnc‘n|
lransper tation cquiprent 5 wuars

Leasehokl improvements 2o 15 years or aver term

i

of lease, whichever 15 shorter
Toids aned equipment
Nhers I-2 years

-2 wears

The vseful life and depreciation method are reviewed peviodically to ensure that the period
aned method of depreciation are consistent with the expected pattern ol connomic benefits
Fresen e ol property, J\|\u|| anel couipiment,

ol atcost, T
L Uomstraction i
s ot depreciated watd suelh time as the relevant assets are completed and putinto

Comstroction in progre
st al o ridLicn, |1|.|ul anl Ee[uipnent anil esther direet ¢

s, inchuded in property, plant and cquipment, is

includes
e
operational s,

Starting January |, 2002 the carryi
Jor smpairment when events or chang
may nod e revoverabde, [Fany such indivation exists and wheve the car rying values exeeed

values ol property, plant and eouipment are reviewed
| Y| [

5 i cirewmstances mdicate that the varrying value

the eatimated recoverable Al the assets or cash- s !ImL units are written down to
their recoverable amount. The recoverable smount of property, plant and couipment is the
stimated (uturee

greater of net selling price or value in vse. Tn assessing value in use, the

vash lows are dis

unted o their present value using a pre-tax discount rate that reflects
current market assessments of the time value of maney and the risks specilic 1o the asset

Foaran

o1 that dees not generate largely independent cash intlows, the recoverable ameount

i determined for the &i’lﬁh-gt'n\'l'.ﬂill'}_" unit towhich the assi |h‘.|()|!c"&_ Impairment losses

are recognived inthe consolidated statements of income.

Foevenue

Rivenue

s recignized to the extent that it is probable that the ceonomic benefits will {low

Lo the oy ancd the revenie can be r\:|i.ﬂJ|J\u micasural,
Sales are recagmized aponlelivery and hilling of goods to the customers.
Revenues from sale of land are accounted toe under the full acerusl methed . Under this

methad, gain s not recognized until the earnings process is victually complete and
colleatibility ol the sales price is reasonably assured. The cast of Tand sold is deternuned an

the hasis of the acquisition cost of the Land phus its full develapment costs, which inelides
imaterd cost lor Tuture developmaent works as determined by the Company’s technical
stall. The cost to complete the evelapment ol the solil portion of the sulbdivided laors is

showwen under “Estimated liabilive for development of land sald” account in the consalidated

balance sheets,

Service income is recagnized when services are rendered. Rental income is revegnieed

using the acerual method based on the o isting lease agreements,

Interest income on Loans and finance receivables of a financing subsidiary is recopnized when

annual reporl 2002

carned, How
vt b receivabile that remaim outstanding bevond their maturity dates is recognized only

ver, inaveordance with the Financing Company Act ol 1998 interest income
upon actual collection

Other interest s revognized as the interest acerucs,

Ruetiremaent Costs

The Parent Company ard certain subsidiarics have funded noncontributors retirement |J|:!I]H.

aedministered by Trustee, covering theie permanent emplovecs. Retivement costs are

actuarially dite rmined uging the projected unit eredit method | This method retlects service

riened
employees
ol past service cost, experience adjustments anl changes in actuarial assumptions over the

o by ernployvees 1o the dare of valuation anil incorporates assUmplions von

II\IIl_\

“projected salavies. Retirement costs include current sevvice cost plus amartization

wapevted average remaining working lives of the covered cmplovecs,

ctians

Transactions in loripn curreneies ave recorded vsing the exchange rates at the dates of the

transactions. Monetary assets and labilities denominated in foreign currencies are restated
msing the rate of exchange at the balance sheer date. Al differences are taken 1o the
conselidated statements of incame,

ool Lialilities

Dreferred income tax is ]JI'(J\'ill('{l using the Halility racthodd . Dreleveed tax
are recognized for the future tax consequences attributable to thes () diferences between

thee linancial reporting hases of asses and Habilities and their related tax hases; and

(23 carrylorward benefit of the minimum corporate incone tax (MOCET

pand net operating

loss carryover (NOLCOY, Delerred tax assets and liabi sare mcasured using the tax rate

Nears

expected o apply o taxable income il in which these temparary differences are
expuected to be recovered arsettled and MOTT and NOLCCY are expected 1o be applicd.

valuation allowance is provided For deferred tax ssets when it s more likely than not that

some or alb ol the deterred tax assets will not be realivzed i the futare, Any ¢

hange in the
valuation: allowan

an deferred tax assets is included in the computation of the provision
for deferred income tax for the vear,

Eavnings iLoss) Per Share

Larnings (lossh per shave is computed by dividing net incomie (lass) for e vear with the

welghted average number of (>l[|‘-tantl|l1g‘ shares duri ing s the vear aller giving retroactive offect

o stock divide mla arstock splits declared during the year, it anv.

ud Cz

h Eguivalents
['his account consists af;

002 2001

P222, 768 792 1249 475,974
1,831,876,592 1,293,201
P2,054,145,384 "1, 510,689,

Cash on hand and in banks
Short-term deposits

ArTEE T

Cash in bank at the respective bank deposit rates, Short-term deposits are
macle for varving periods depending on the immediate cash requiremnents of the Campany
aned carn interest at short term |l"|rn.~:il rates,

4. Receivables

This account consists of:

2002 2001
P343, 706,680 1'659 311 314
5(],! F9, 047

Finance receivables - cuerent (e Note 123 H1,095,025
Others 108,482,926
533,284,631
115,331,542 16,
T - PLIT 953,089 Pos9, 787 208
5. Inventories
This aceount consists ol
2002 2001

_T-in iH{'ll .'t"(J(Jd.'i anel merchandise inventories P‘JZ -1‘-5.! B79 P357,875,784
Work in praces 6,639,892 22,732,075

14,358,927

9,413,795
122,850,493
52,821,820
:00?8 673

Raw materials GFd 353 TG

Supplics and others

s allesvance lor inventory

Qs

P?ll,(M— 1 ,usﬁ__



‘annual report 2002

6. Other Current Assets

This account consists ol

2002 0
Prepail taxes PI2,174,649  P26,0490,943
Prepayvments 14,538,831 11,348,275
Tnput value added rax 5,461,194 2027503
Daaferredd tax assets - net (Hee Note 16} 2,357,286 47,257 832
Others 470,156

61,002,446

7. Investments and Advances
The details of investments and advances are presented below,

W2 D1

Tovestrment in SPLL - at equity
-'\c'c|ni:-i|i|n| st P35,000,000 1745 LR 00

A urnulated cquity in net losses (35,000,0000 (35,000,000}
Advances to related parties - net
{see Note 12) #41.26

10 PE4L2

763
63

926,132,210
P926,13%

Firane

sigmificant.

il indormation of SPH is ne longer presented because the investment is aot comsidered

.-\l'q_ui.»ii[ir_s_l_l__l_rl" thie Drestiny Cirouyr

On August Th, 2002 the Parent Company's oand ol directors approved to continue the
J\'Ll“]
aned their wholly awned subsidiarics
par value of P1a share. The

ion af the Desting Group comprising ol Desting Cable Tne, (DU, Desting, Ine. (DI
thraugh the issuance ol 1,026,000,000 shares with a
aveuisition was ratilicd by the Parent Company's stockholders

o November 21, 20020 The agrecments are still p\'ntting clearance and :\[}]Jrlw:ﬁ Tay

atony bodics,

The Parent Company is currently evaluating possible business alliances with other companies
which will enhance the value ol it mvestments in the Desting Group.

cances 1o Related Pa
lated pard
|J|an toaceuire the Destiny Group. These advances are collatera

Wit ity
stock.

Addvanves to e rainly consist af advanees toothe D

tiny (:I'{Il][) i line
weed by D1 shares ¢

Urndistributed Retained Farnings of Subsidiari
Undistributed carnings ol subsidiaries amonnting to PE77,905 847 in 2002 and

PRSI0, 334 in 2001, are not currently available For dividend declaration,

8. Property, Plant and Equipment

[hiz accaount consists of:
Balance at

Disporsals/ December 31,

Balance at
January 1,

2002 Additions  Retirements 02
Clesst

Pand 12 333, 385861 P3,231,302 POPLAMGGLT. G
Buildings and improvenents |, 243 595 934 1,789,436 1,245,483,380
Machioery and couiprment R SR R 1 156,379 (223.616,530 440,526,733
1-|||'|\i|u|'<-.I fixtnres and

olfice cquipment T3187,072 G55 B8 {1 SR IR 164,943,893
Tramsportation cauipment 105,592 728 1,208,220 {7,205,914) 94,592,034
| easchold improvenents [T B i B3%363 (11,333,527 56,057,107
Tonls and cquipment 23,314,999 B ] {2,711,386) 20,868,693
Others A0 926 52 {3744 S0 dy 5, 380,641

616,314,665 15,266, (167111209, 4,369,469,694

g

Acecumulated depreciation
ancl ameetization aml

itnpairient loss;

Buildings and improvements 389461, 118 143,774,598 733,236,016

Machinery and cquipment 99 986,529 12 780,907 (158,283,540 354,483,954
Furniture, fixtuees and

olfice Couipment 137,571 545 110,065, 294 {10,867, 718) 136,723,421

Transporiation cquipment 5824 616 6,480,868

Leasehold improvements fi, 246, 254 4 A8 9E 56,365,319

Tewrls aml couipment |8, 38,95, 1,100,510 17,260,817

Others 7,016,620 93,100 _ 4,364,857

| A03.896, 358 178,232,924 (193,209.810) 1,388,919,252

COnstruction in-progress E it ‘J‘J.‘;,Ei i)

P3,203,003,121(1'67,

555.050) (Ped,851.399) P2,981,545,772
Impaivment loss an assets relating to building amd improvements and machinery and
cauipment of discontinuing aperations armounied 1o P46 442 459 0 2002 and 1*559 684 527
in 2001,

9. Other Noncurrent Assets
This avvount consists of:

202 2001
Finance receivables - net of current |m.1:1..i0|.|.
(see Note 12)
Pre-aperating expenses
Dreferred tax assels - net (see Note Lo}
nk —ret {see Wote 1 6)

P58,568,4 26
19,930,250
16,908,135 :
B8, THR.819 62,951,756

O PIB4,215,630 121104506

0. Accounts Payable and Accrued Expenses

This acvount cansists af’

2002 200010

Trade P201,548,172  P284,001 369
Acerued salarivs and divectors! fees 33,796,877 12,021,073
Acerued incentives 23,619,247 Y 966,933
Chutput tax 22,488,619 R
Relundable dep 22.071.219 19,979,058
Dretereed tax lahilitics  net (see Note 16y 14,866,368 48,716,637
Others 19,049,242 36,923,111
P337.839,784  P435, 189,780

1. Treasury Shares

Retained carnings S'I}!’]'('F[J(Jrllli]l.}}‘ o the treasury shares amounting 1o P15, 614,350,
M1 14 430, 162 and P96 448, 500 as of Decemnber 31, 20072, 20010 and 2000, |'|‘.~i]!\'i'li\-‘u.‘|\-, e
not currently available for dividend declaration. Changes in number of treasury shares are

as lallows:

2002 20l 2000
206,913,000

Balance at beginning of year [66 945,000 162,043,000

Treasury shares avejuired lll!'l"lng
39,970,000
206,913,000

the <k S0 000

Lalance at end ol v

12, Related Party Transactions

' l_‘om[lany,in the normal course of business, has iransactions with companivs that are

cwned by its ultimate majority stockholders, These are summarized as follows:

a. Sale of goods and services aggregating P45 million in 2002, 1327 million in 2001 and
133 million in 2000,

b Lease of properties sggregating P44 million in 2007, P51 million in 2001 and
4.5 million in 2000;

v Sale of machinery and equipment, with a carrying value ol P19.2 million, 1o foreign
company onwned by the majority sharcholders for 225 million in 2007,

d, Extension of business loans which bear interest al [1%0n 2002 2001 and 2000 These
loarns are secured by surety apreements with the shareholders af the affiliates; and

e Extensionavailment of non interest bearing cash advances to/team the Desting Group,
which is bemg acquired by the Company (see Note 7).

Outstanding receivables arising fram these transactions that are included in the

consalidated balanee sheets are summarized below.

2302 2001

Trade P63,758,952  Pal, 779,639
Finance receivables 147,158,600 173,896, 2602
P2i0,917,552 P '

13, Cost of Goods Sold (Continuing Operations)

This account consists ol

202 2001 2000
Merchandise P501,397,104 Pa60 414,200 11,013, 344 719
Raw materials used 49,743,985 144 661,743 67,025,879
Diveet labor 17,089,528 32,988, 817 17,010,396
Depreciation 12,667,153 96,731,409 26,314,045
Change in inventorics (415,022) 6,897 418 |, 182 403
Land sold - = T a0 79T
ihers {(see Wote 15) 53,627,901 49,225,330 1 5

Ph

4,120,649 P990 914 937 P'1,



4. Operating Expenses (Continuing Operations)
Ihis account cansists of:

2002 2001
Personnel costs (see Note 15y P97.954,684  P92.042,99

[Jl‘]:l'uu.ﬂjc:l\ ancl amortization 64,215,541 105,061,230

Adlvertising and promations 52,326,995 62552161
!’|'<||_1r1'l_v1:1‘|1|1u-rm|1r\'£‘,
itilities and insurance IR, 204,761 93,199

Taxes and licenses 30,327,990 19,727,079

Chutside sey % 15,364,980 177124

Provision lor inventory losses 13,186,398 25.861,747

.].I\U].‘ilitlrl.llil}ll aned travel 426917 5,380,623 283

Pravision for doubtful accounts 5,789,094 PALREE R T A 16,179,171

tal 73,773,073 FHTIH 044 127,591,126
P395.412,733 Pdis 660,532

15. Retirement Benefits

[he Parent Company and certain subsidiaries have funded  nonconteibutory and sciuarially
l'||r|1|nm'l| retiremment [.\|:m~' cvering HIJlWldllliU”}' all l‘lll]]|<]_\'\'l:s.'”‘.x' benelits are based an
years of service and the latest compensation of employees, Total retirement expense lor
2002, 2000 ad 2000 amounted ta 211 million, % million; and P8 million, vespuetiviely

As ol Decomber 31, 2002 the Batest actuarial valuation date, the actuarial present value of

retirement benelits amounted v PIOS million. The fair value of the plan sssers and the

unfunded present value of retirement heoelits amounted o about PSS milon aml P45

million, respectively, The principal actuarial assamptions used to determine retirement

beretics were annual salary increase ol 1% amd anannoal retuen on Pl assets ol 8% to
1%
red
pavments towarid funding the actuarial acerued liabilivy,

Actuarial valuation s made at least every two years: Annual contribution 1o the

rement pla consists ol payments covering the current service cost for the year plus

. Income Tax

Certin subsidiaries dre 1|L|J_§- regi tered with Clark J)e-\-ulrs!;rm'ul Corporation under the
Bases Conversion aml 1‘?\'\!.‘]0}')][1('[11 Act of 1992 (Section 15 ol l‘h'|:|1|1|ir At Na, F227,
Section b of Exeoutive Onder Mo 8Uhand Proclamation Mo, a3y, as Clack Special Evonamic
Zoneenterprises which entitle them o ax and duty free importation of raw materials,

\'.J||i1.a| gnc:clﬁ\ :

uipment, householland persoml e, and exemption from national and

v osubsidiarie ¢ taxed at

Tocal taxes. | ol eross meome as delined ander the rules
&

\g_m'w-l:in;!:1|1(:i|‘ giatration.

Sly_ni{]canl components of delerred tax assers - net are as follows;

2002 Ml
Current deterred tax assers - {shown as part -
sl e current assets" account)
NOLCO PI17,068,228  P13,98%9,659

Allowance for doubntul acounts 29.363,374 1H,39 179
Allowance for ioventory losses 15,281,987 18,462 1
Averucil warrantios 2706, 388 4,378,923
MO 2,274,208 EFAR. 337
Linrealiced Iill'\tign t_'xril.mgd_' e Q10,457
Avcroed retirement 417,695 Z 29500
Oithers 1,468,710 1,118,333
&N 191,047 735
[ ess valuation allowance 66,833,761

Nancurrent deferred tax assets - (shown
as parl ol *Other noneurrent assets” aveount )
WY
Impairment oss

P31,223,115
13,754,902

[27 704 446

1,604,360

Llnamiirtized [l service cosly 985,637

MOTT 11,500,262 14,941,146

Advance rental 1,999,681 1490 947

Alleseance for doubthal secounts 602,726 LEE 40|

s 455,825 475,954
60,552, 148 47,235,310

Less valuation allowanee 43,644,013 442344909

© PI6YOSI3S PRO91,4

002 o0

Current deferred tax Habilities - (shiwwn as
part of *Accounts pavable and acerued exponses”
acrount)

Llnrealized i‘c:l':'ign I‘K(:h:ln‘t"l: wain PLOOTT033 149 390 745
Acorued retirement {600,550y {600, 2400
3thers {B10,115) (8, 598)

P14 866,368 #5871 E'\,fw’)?
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A reconciliation between the statutory tax rate and the effective tax vate onincome {loss)

Iram continuing operations hefore income tax and minority interest, Tnllaws:

20602 001 R
Statutory tix rate {32%4) (32%) 3%
Incame tax effects of:
Tnterest ineome subjected to final tax - (25) 7
Tax lows position 19 14
|)1_-p]'\:t'iatinn o n|)p]'<\1'.~.\| nerease 14 14
Onhiers 23 (5
in valuation allowance 75 45
© tax rate T 2%

17. Discontinuing Opertions

Di.";nn!inuing Hpc:l':ﬂimw pvl'min e the comsumer electronics l‘ml!ml;lc'1uriug wisingss ol
the following subsidiaries:

Kia

The agreement granting Kiaanon transterable right and lieense tomanofacture and assemble
comsumer clectronic products hearing the tademark “Arwa” and toosell the same o Adwa
Singapare Lud, (Alwa) l'!PiH'll an :'\|||'i] 1, 2000 Kita le:EJ'lk'fl aperations in ."\|)1'l| YL
Kita's total assets {after impairment lossp and habilities, amonnted 1o T304 million and

P2 Y million, r<'-‘|wc'|i\'n|}:,ah ol December 31, 2002 and 11552 million and 334 million,
I't'spx‘l't"i\'\'h'. as of Dheeernber 31, 2001,

SO
The Manufacturing and Component Supply Agreements providing that SPH shonld parebase

Sony ]arntlm't:: anel velated jrarts aned components, as detined in the coment, cxelusively

I the Parent Cempany wore terminated on September 30, 20020 S1C shut down s

apuerations in December ZO0Y 510 total assets (abter impaiement Toss) and liahilities,
amannied tee P30S 4 million and PSa.7 million, respaey livee

A4 S millicn and 32,9 millian, |'l'.\'lh‘1‘t1'\l'|_\-', as of December 31, 20010,

sod Devember 3102002 and

The statements of income and cash flows of discontinning operations in 2002, 2001 and
2000 are presented below:

2002 M0 2000

Digcontinuing operations: (Nate 17)

Sales (Nete 18) PSO2441,917  PRIILTIS 99 12, 447,506,052
245

Comt ol gords sald (Note 15) 583,765,639 BOS, 306,850 2 92

Gross profit 8,676,278 (3,212,041 10,790,186

Chierating expenses 18,276,459 72033 68 J14 048
(2,600,181)  (38,820,927) (203, 248,184;

. OIne ($ |1.)r_gft':.,\
||n||airlr|<'n! lesss { INotes 8 and 17} (6,442,454

(559 6, 82N

Cth net (17,214,253) (17,133,934 it Dek 418
N . (63,656,712) (500 518 Yol i, 068,414
Lawss brom discontinuing operations
~ before inceme (73,256,893) (635 639 688) (169,179 966)
Prowision lor (henelit fram)

e lax

Current 631,225 T &,250,373

Lets

{1,590, 5949
4,659

166y (173,839,710

(13,153,677) :
Mt leass (P[\O,”B,zlﬁ) [CERN

L 2002 2001 006)
Dhscontinuing operations (Note 17)
Net cash praviche
aperating e P127,177.836 (123 01,085 (P00, 715)

Neteash pravided by (used iny

45,266,128 6,728,329 (23,904 673)
Net Inerease (deerease) in vash N ' )

ale

PI72,443964  (P16,972, 760y (P24.805,338)
Kita and SLU wrote down carrving amounts of relaled property, plant and couipmoentand
iventorics tonet realizable values. The weite desvn was chavged o impairment loss in the

consoldated sttements of income,

18, Agrecments

Agreement with Sony Corporation {Sany)

O May 91997 dhe Parent Campany eatered inte an agreement with Sony lora period ol
8 vears until 2005, to jeintly invest and arganice SPEL whose primary purpose is to sell and
market in the Philippines

Tain consumer type electronic prodacts bearing the trademark
“sony " The Parest Company invested an equivalent share ol $3% ownership in SPE whicl
started commercial cperations an Octaber 1, 1997, a0 which date the Parent Company and

SC ceasel allselling activitios direct o dealers and transferred this activity to SPH



Relative 1o the agrecmment, the Parent Company and SEC enteved into an aller-Sales Serviee
Agreement and Network Support Agre
cand oul-ol warranty
i of which, SPH Ji

i

wnl which provide that SEC shall provide in-

n
! based ona certain percentage ol SPH sales,

services or Sony products sold in the Philippines,
yaa lee o sl
The Alter-Sales Service Agrecment and Network Suppart Agreement were renewed anl
extendol up Liy .‘i:'|i|rm|\|

i, 2003, NuL\\'!t]\.\'Lumliug the limited teem of the ahove

agreements, Somy has assured the Parent Company that it has no intention ol appointing
anyhody ather than SEC or any subsidiary of the Parcnt Campany to perform after sales
service activities for SPH oe for SPH o perform such serviee diveetly to eml-users during
the effectivity of the agreement,

A dliscussed in Note 17, the Manufacturing and Camponent Supply Agreements with 311
were terminated in September 2002 which resulted in the closure of SLOS consumer
electronics manubacturing operations,

Lzt 1'|111[(J|'.~hi]: Avrecment with Awa
The Distributorship Agreement with Aiwa Coo, Lul, | which granted Ascap (merged with
SO0 in 2000y 4 non-exclusive di.\'lrih\llraz':ihii) in the l’hi|ipiainc's of ertain Aiwa [_lrc)t'U{.'tri.

excluding duty feee vones aml shops, expired on Augast 31, 2002, xtension ol the

apreement i uncertain because of the ongoing business restructuring of ATWA. However,

SO sl continues to distribute AWA products.

19, Earnings (Loss) Per Share
Larnings ilassy per shave is computed as Tollows:

_ _ 2002 001 2000
MNet income {liss) (a)
Continuing oper,
Discantinuing operations— (60,103,217)

(P16 )

ions (P105,936,835)  (°173,866, 1841 P290, 172 831
(638,087,166) (173,819,740}
$11,953,350) P11

-\f\"vi\g_]\lu_-cT average shares

oty 000 1,524,062,000 1,864,440,333

mciing ib)
[:{ar'mng. (Taas) por share

Continuing operations (14 Ly PO le
Discontinuing operations (035 (0,10
(A5 P00k

20. Contingencies

Certain subsiciarios are involved in litigation lor cortain claims, which arise in the normal

course of husiness, These include, among athers, the follswing:

a0 i invelved in Fitigarion and dispure witha local bank concerning letters of credit ssoed

in vonnection with shipments ol electranic parts to SC. The bank sceks pavmient of I'L545

millicn,

b 20001, a complaing was Gled against SLO by a music company, belure the Department of
Justicn: For alleged infringement of cop ights oo sound recording. Payment for damages of

PLS million was being claimed by the music company. SEC has already filed counter

alliclavits,

e S0 amd SMU man parcels ol Tand that are being sulijeet 1o expropriation coverage under

agrarian retarm, These parcels of land lave s carrying value of P6E million.

o] SMLU has a pareel of land witha careving value of PTES million that is suliject 1o claims by
ying | ¥

third s whe filed court cases against SMC, The case is sull pending with the Court of

Appeals

The abewe Titigations ave stll pending resolution, Management belicves that the ultimate

Lahility v loss, i any, with respeet taosuch |irigmjnn.\ will ot materially allect the financial

pesition and results of operation of the Farent Company and its subsidiaries

21, Segment In formation

Consumer clectronicos comprizes ol trading and rendering ol repair services, Real estare

activities include leasing and development and sale of industrial estate,

annual report 2002
Other actraties include fnancing and logisties services,

Business Seesments

The lollowing tablis present revenue and income infoemation and certain asset and liabilicy
inforimation regar ding Lusiness segmenls lear the years coded Drecember 31, 2002 and 2000

Clomsumer 2002

Year cnded Diecember 31, 2002 ¢ Total
Revenue {L'nmimljng)
Sales ta external enstamers Rl P93 P3ig 1,023
Inte went sales il 2u 10 70
Total revenue 921 124 48 1,093
Result {cantining) (134 Fl &0 (P126)
Unallocated income 16
Minority interests 4
Pt loass {oonlinuing ) {(P106)
Assits and liabilitics
Segment assets (BT [*3.658] PI8Y P4,733
Unallocated assets 2,541
Total assets P'.F_.Z?Ai
Segment Habaliy P171 Pl&s 1" 356
Unallocated liabilitics 49
Total liabilitics I P405
Othe coment inlormation . )
Lyepre atic n aned amortization P52 44 s riog

Consumer 2001
Year ended December 31,2000 Llectronios Real Fstate Oithers Total

(I Millions

R;'\'l']\(ll"
sales to external customoers 1,268 Y] P10k P14
Ier-segment sales 25 b 33
Total revenue 1,268 s P14 P1L477
JLesult
Segment result (P54} (114 " (P167)
Lnallucate z R
Net Joss (P173)
Assets and labilities
5 werl assels P21 57, P64 p2249 6,027
Llnallocated assers 1,508
Total assets _ P2,157 P64 P29 P7,535
Sepment liahilities P22 224 P13 Pire
Unallocated liabilivies - - 176
Total lishilities B P495
Other segment mformtion
Depreciation and amortization P8k PR 145 P205

Al segment revenues ave divectly attributable 4o the sepnents, Segment assets include all
aperatic

sets used I?_\-' A segment and consist print:ipalh of cash, receivabdes inventorics,
property, plant and equipment, net ol allowances. Segment lahilites include all operating
liahilities wsed by @ segment and consist principally of teade weeounts pavable and other
acerued lahilities. Segmentassets and liabilities do not include deferred income taxes,

between busines:

al segment results include tr sewments, such

transters are aceounted for at competitive market prices charged to unatfiliated customers

lor similar goods, Those transters are eliminated in consalidation,
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