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PART I-FINANCIAL INFORMATION

Item 1. Financial Statemcnts.

The financial statements are filed as part of this FORM 17-Q.

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

Results of Operations

Nine months ended September 30, 2003 Com

DIGITEL s operating revenues increased to P4,766.7 million for the nine months ended September
30. 2003 or a 9.1% increase from P4,367.1 million for the nine months ended September 30, 2002
buoved by DIGITEL’s wireless service. The wireless service accounted for 15.6% or P 743.8
million of DIGITELs operating revenues.

Despite the 12.2% increase in domestic and international inpayment revenues due to the
implementation of higher nccess charges, fixed-line revenues dropped to P3,761.5 million for the
nine months ended September 30, 2003 from P4,106.4 million for the same period in 2002. The
decline resulted from the combined effects of: (a) lower monthly recurring charges consisting of
line rentals and foreign currency adjustments and installation charges; (b) lower domestic billed
revenues resulting from a 33.3% increase in access charges being charged by a major local
carmier coupled with a decline in domestic toll traffic due to the growing popularity of the Shon
Messaging Service offered by CMTS providers: and (c) lower international billed revenues due
o 2 change in IDD rate to USS 0.40 per minute to be at par with existing rates offered by cellular
companies.

Data and internet services revenues also decreased to P261.4 million for the nine months ended
September 30, 2003 from P289.8 million for the same period in 2002,

Consolidated costs and expenses increased to P4,976.6 million for the nine months ended
September 30, 2003, or a 45.1 % increase from P3.429.6 million for the same period in 2002. The
increase was primarily due to the expenses incurred relative to the launching of its wireless service.
This included cost of sales, advertising and commission expenses totaling P974.1 million. Further,
the Company adopted SFAS 38 / IAS 38 in 2003, “Intangible Assets™.

Fixed line costs and expenses, however. decreased by P71.6 million or 2.2% due to lower
subscriber installation cost and rental expense. On the other hand, costs and expenses of data and
miemet services decreased i P102.0 million or 37.9% primarilv due to termination of lease of [P
ports from a foreign carrier during the last quarter of 2002 following the Company’s acquisition of
AsiaNetcom's submarine cable facilities.



As a result of the foregoing, DIGITEL s consolidated operating loss reached P209.9 million for
the nine months ended September 30, 2003 compared to a P937.5 million Dpf:: ating income for
the same period in 2002.

Consolidated other charges — net (principally interest expense, net of interest income) amounted
to P836.5 million for the nine months ended September 30, 2003, an §.1% decrease from P910.0
million for the nine months ended September 30, 2002. As a result, consolidated pre-tax
accounting loss is P1,046.4 million for the nine months ended September 30, 2003 compared to
pre-tax accounting income of P27.5 million for the nine months ended September 30, 2002,

DIGITEL registered a consolidated net loss of P722.8 million for the nine months ended

September 30, 2003, from a net income of P18.9 million for the nine months ended September
30, 2002.

Financial Position

Total assets reached P42.939.0 million as of September 30, 2003, a 3.4% increase from
P41.546.4 million at the end of 2002,

Cash and cash equivalents, likewise, increased by P329.2 million or 53.5% in 2003 primarily due
to advances from affiliates and loan proceeds offset by the Company’s continuing investments in
telecommunications infrastructure and loan repayvments and interest payments during the nine
months ended September 30, 2003. As of September 30, 2003, cash and cash equivalents include
F531.5 million investments in escrow account, which will be used to pay off a currently maturing
obligation.

Accounts receivable — trade (net) registered a dechine of 12.0% or P294.3 million due to
settlements of certain intercarrier accounts. Total collection from connecting carriers for the
nine months ended September 30, 2003 was P1,431.7 million.

Prepaid expenses and other current assets increased by P443.6 million or 96.2% arising from
recognition of input taxes on property additions.

Property and Equipment — net increased to P36,251.6 million as of September 30, 2003, a 11.3%
increase from P32,562.3 million as of December 31, 2002. Additions to property and equipment
manifested the Company’s continuing investments in its telecommunications facilities.

Other assets decreased by P2,669.1 million or 80.6% primarily due to withdrawal of investment
in escrow account to pay off liabilities in connection with the company’s investment in its
telecommunications facilities. This is also due to the adoption of SFAS 38/IAS 38. “Intangible
Assels™.

Accounts payable and accrued expenses increased by P830.5 million or 23.7% primarily due to
additional accruals of intersst and other expenses for the nine months ended September 30, 2003,

Long term debts (current and non-current) aggregating to P18,123.7 million consisted of suppliers’
credits, bank financing, financial lease obligations and minimum capacity purchase agreement
which amounted to P13,095.0 million, P1,825.4 million. P2.461.6 million and P741.7 million,
respectively. as of September 30, 2003,



Capital stock stood at P8,975.7 million as of September 30, 2003 and December 31. 2002.
Retained earnings amounted to P1,320.0 million and P2,409.1 million as of September 30, 2003
and December 31, 2002, respectively.

Consolidated EBITDA (ezmings before interest, taxes, depreciation and amortization) amounted
to P1.813.4 million for the nine months ended September 30, 2003, a 33.9% decrease from
P2.741.3 million for the nine months ended September 30, 2002. Consolidated cash flow from
operating activities amounted to P1,765.1 million for the nine months ended September 30, 2003
compared 1o P1,231.3 million during the same period in 2002. Net cash financing from external
sources for the nine months ended September 30 amounted to P1,214.9 million in 2003 and
P1,322.6 million in 2002. Capital expenditures amounted to P5.283.0 million for the nine months
ended September 30, 2003 against P2.398.7 million during the same period in 2002.
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DIGITAL TELECOMMUNICATICNS PHILS., INC.

CONSOLIDATED BALANCE SHEETS
{In Thousand Pesos)

September 30 December 31
2003 2002
{Unaudited) (Audited)
ASSETS
Current Assets
Cash and cash equivalents Q44 252 P 615,798
Accounts receivable:
Trade [ net of allowance for doubtful accounts of PE32,375 as of
September 30, 2003 and PE75,110 as of Decamber 31,2002) ( Note 2 ) 2,164,248 2458282
Others 2261856 168,375
Inventories 621,501 799 030
Due from affiliates 245 231 558 546
Deferred tax assets - nat GE0 468 312355
Prepaid expenses and other curment asseis 904,512 461,062
Total Current Assets 5,767,908 5,384 448
Investments in Subsidiaries and Associates | net ) 275,162 286 342
Property and Equipment -net 36,251,605 32562 272
Other Assets G44 315 3,313,375
42538 990 P 41 545 437
LIABILITIES AND STOCKHOLDERS® EQUITY
Current Liabilities
Accounts payable and accreed expenses { Note 2) 4335301 P 3,504 822
Inceme Tax Payable . 366
Current portion of long-term liabilities | Mote 3 ) 6,475,378 5,380,380
Total Current Liabilifies 10,810,679 8,885 568
Deferred Tax Liabilities - net 446 377 434 300
Long-term Liabilities - net of current portion [ Motes 2 and 3 ) 11 648 316 13.491 735
Due to affiliates ( Note 2 ) 9,737 849 7,349,974
Total Liabilities 32 643221 30,161,577
Stockholders’ Equity
Capital stock 8,975 749 8,975,749
Retained gamings 1,320,020 2408 111
Total Stockholders’ Equity 10,285,769 11,384,860
42938930 P 41,546,437

Note: Accounting principles and methods of computation ysed in ihe annual sudiied financial statements

a5 of December 31, 2002 were also apolied in the ntenm financial stalemenis a5 of Seplember 30, 2003



DIGITAL TELECOMMUNICATIONS PHILS., INC.

CONSOLIDATED STATEMENTS OF INCOME
(In Thousand Pesos except Earnings (Loss) Per Share)

For the Nine Months ended For the Three Months ended

September 30 . September 30
2003 2002 2003 2002

{ Unaudited ) ( Unaudited ) ( Unaudited ) ( Unaudited

NET OPERATING REVENUES P 476669 P 4367110 P 1645027 P 1,390,173
COST AND EXPENSES

Operating and general expenses 2853276 1,625,792 1,060,215 524935

Depreciation and amortization 2,023,295 1,803,821 703,695 607 408

4,976,571 3,429,613 1,763,910 1,132,343

INCOME ( LOSS ) FROM OPERATIONS (209,875) 937 497 {118.883) 257,830

OTHER CHARGES - Net (835.475) {909,960} {223.162) (325.357)

INCOME (LOSS) BEFORE INCOME TAX (1.0456.350) 27.537 (342.043) (67.527)

PROVISION FOR INCOME TAX (323.583) 8,661 (97.872) (20.655)

NET INCOME (LOSS) P (722,767)P 18876 P {244173) P (46,872)

BASIC EARNINGS (LOSS) PER SHARE P (0.11370)P 0.00297 P  (0.03841) P (0.00737)

DILUTED EARNINGS (LOSS) PER SHARE P (0.10825) P 0.00283 P (0.03857) P (0.00702)

MNofs® Accouniing prncipies and methods of compulabion used in the annual audited financial slalements
as of December 31, 2002 were aiso appied in the interim financial sisiements as of Seplember 30, 2003 and 2002



DIGITAL TELECOMMUNICATIONS PHILS., INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(In Thousand Pesos =xcept no. of shares and par value)

September 30
2003 2002
{ Unaudited ) { Unaudited )

CAPITAL STOCK
Capital stock - P 1 par value

Authorized - 9,000,000,000 common shares

Issued - §,356,976.300 shares P 6,356,976 P 6,356,976
ADDITIONAL PAIDIN CAPITAL 2618773 2618773
RETAINED EARNINGS
Balance, beginning of the period 2,409,111 2,380,038
Effect of Aduptiqn of SFAS 38/ IAS 38 [ Note 1) (366,324)
Net income (loss) for the period (722,767) 18,876
Balance, end of the period 1,320,020 2,398 912
TOTAL STOCKHOLDERS' EQUITY P 10,285768 P 11,374 662

Nors . Acoouriing prewcapies a0 mehoos of compulation used m Ihe Brnull audited fnancial stalements

3z of Decembar 31 2002 were alsn aopisd i the e Snancal Saterwels 5 of Sepiember 30 2003 and 2002



DIGITAL TELECOMMUNICATIONS PHILS., INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
{In Thousand Pesos)

For the Nine Months ended

Faor the Three Months ended

September 30 " September 30
2003 2002 2003 2002
( Unaudited ) {Unaudited ) (Unaudited) (Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net Income { loss § P (T22767) P 18876 P (244173} P (46.872)
Adjustments to reconcile net income ( loss) to net cash
provided by operating activities:
Depreciation and amortization 2023205 1,803,821 703,595 B07 408
Provision for doubtful accounts 278 600 286 536 97,515 51,514
Provision for income tax - deferred {336,036) (B9 (102,029) (22,824)
Changes in operating assets and liabilities
Decrease (Increase) in:
Accounis receivable (43,077 35,078 (162 320) 282 404
Inventories 177,528 45 551 (19.527) 25,335
Prepaid expenses and other current assets (£43,550) (403 859) (222 295} (107, 794)
Increase | decrease ) in accounts payable and accrusd expenses 830,115 (849 535) 30,570 (640,010
Met cash provided by operating aclivities 1,765,108 1,231,258 81,735 199,161
CASH FLOWS FROM INVESTING ACTIVITIES:
Additions ta property and equipment (5.283,034) [2,395,708) {1,481,995) (B9, 740}
{Increase) Decrease n:
Due from affiliales 323315 {361,149) 64 822 (940.300)
Cher asssts 2305373 {211,187) 582 908 (68,227
Met cash used in investing activities (2.654,346) {2 971,042) [B34.266) (1.078.2687)
CASH FLOWS FROM FINANCING ACTIVITIES:
Increase (decreass) in long term liabilities:
Proceeds from loans 72,063 55,021 0 28,012
Payment of loans {1,545 008) (1,496,002} (569.419) (553,642)
Increase in due to affiliates 2,387 875 2,753 623 1.657 610 1,508,041
Met cash provided by financing activities 1,214 930 1,322 642 988 191 972 411
EFFECT OF EXCHAMNGE RATE CHANGES IN CASH
AMD CASH EQUIVALENTS - CAPITALIZED 3472 2.131 4485 5,653
MET INCREASE { DECREASE ) IN CASH AND CASH EQUIVALENTS 329 164 {415,011} 240,146 09,003
CASH AND CASH EQUINALENTS AT BEGINMING OF PERIOD B15.708 808 814 704,816 304 800
CASH AND CASH EQUIVALENTS AT END OF PERIOD F 044 OB P 493,803 P 044962 P 493803

Note: Accouniing principles and methods of computabon uged in the annual audited Snancial statements as of December 37, 2002 were als0 applied in the infenm fnancial salements as of

Sepiember 30, 2003 and 2002
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DIGITAL TELECOMMUNICATIONS PHILS., INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Basis of Preparation

l'he accompanying financial statements have been prepared in accordance with accounting
principles generally accepted in the Philippines (Philippine GAAP) and under the historical
COsL convent iUI'I.

I'he preparation of financial statements in accordance with Philippine GAAP requires the
Group to make estimates and assumptions that affect the reported amounts of income,
expenses, assets and liabilities and disclosure of contingent assets and liabilities.
Management believes that actual results will not be materially different from those estimates.

The Group adopted Statement of Financial Accounting Standards (SFAS) 16/International
Accounting Standards (IAS) 16, “Property, Plant and Equipment,” SFAS 24/IAS 24, “Related
Party Disclosures,” SFAS 27/IAS 27, “Consolidated Financial Statements and Accounting for
Investments in Subsidiaries,” SFAS 28/1AS 28, “Accounting for [nvestments in Associates.”
and SFAS 36/1AS 36. “Impairment of Assets.” effective January |, 2002,

The adoption of the new standards in 2002 did not result in the restatement of prior vear
financial statements. Additional disclosures required by the new standards, however, were
included in the financial statements, where applicable.

New Accounting Standards Effective Subsequent to 2002
The Accounting Standards Council (ASC) approved the following accounting standards
which will be effective subsequent to 2002:

» SFAS 10/IAS 10, “Events After the Balance Sheet Date:” prescribes the accounting and
disclosure related to adjusting and non-adjusting subsequent events.

« SFAS 17/1AS 17, “Leases,” prescribes the accounting policies and disclosures to apply to
finance and operating leases. Finance leases are those that transfer substantially all risks
and rewards of ownership to the lessee.

A lessee 15 required to capitalize finance leases as assets and recognize the related
liabilities at the lower of the fair value of the leased asset and the present value of the
minimum lease payments. The lessee should also depreciate the leased asset. On the
other hand, lessee should expense operating lease pavments,

Currently, the Group is reviewing all of their lease agreements to ascertain whether such
leases gqualify as finance leases. The Group will adopt SFAS 17/1AS 17 in 2004 and.
based on current ¢ircumstances, does not believe that the financial statement impact of
the adoption will be material,

o  SFAS 21/AS 21, “Changes in Foreign Exchange Rates.” provides restrictive conditions
for the capitalization of foreign exchange losses. The Group will adopt SFAS 21/IAS 21
in 2005 on a retroactive basis. As of September 30, 2003, undepreciated capitalized



foreign exchange losses included in property and equipment amounted to 23.8 billion.
Upon adoption in 2005, any undepreciated capitalized foreign exchange losses will be
adjusted against beginning retained earnings and prior years’ financial statements
presented will be restated.

* 5FAS 37/1AS 37, “Provision, Contingent Liabilities and Contingent Assets,” provides the
criteria for the recognition and bases for measurement of provisions, contingent liabilities
and contingent assets. It also specifies the disclosures that should be included with
respect to these items.

= SFAS 38/AS 38, “Intangible Assets,” establishes the criteria for the recognition and
measurement of intangible assets. Intangible assets that are recognized should be
amortized generally over 20 years. The new standard also requires that expenditures on
research start-up, training, advertising and relocation be expensed as incurred.

Principles of Consolidation

The consolidated financial statements include the accounts of Digital Telecommunications
Phils.. Inc. (Parent Company) and its wholly owned subsidiaries, Digitel Information
Technology Services, Inc. (DITSI) and Digitel Mobile Phils., Inc. (DMPI),

All significant intercompany balances and transactions have been eliminated in the
consolidation.

Revenue Recognition _

Net operating revenues include the value of all telecommunications services provided and are
recognized when earned and stated net of other foreign and local carriers’ interconnection
fees under existing correspondence and interconnection and settlement agreements.
Interconnection fees and charges are based on agreed rates with other foreign and local
carriers and any unpaid amounts are shown as traffic settlement payables under “Accounts
pavable and accrued expenses” account in the balance sheets. Inbound revenues, included as
part of net operating revenues, represent settlement received from telecommunications
providers who sent trallic to the Parent Company’s network and any uncollected revenue is
shown as traffic settlement receivables under “Accounts receivable” account in the balance
sheets. Inbound revenues are based upon agreed transit and termination rates with other
carriers.

Both the interconnection fees and charges and inbound revenues are accrued based on actual
volume of traffic monitored by the Parent Company from the switch. Adjustments are made
to the accrued amount [or discrepancies between the traffic volume per Parent Company’s
records and per records of other carriers. These adjustments are recognized as they are
determined and are mutually agreed on by the parties.

Installation fees received from landline subscribers are also credited to “Net operating
revenues” account shown in the statements of income. The related labor costs on installation,
which exceed the installation fees, are also charged to operations.

The proceeds from sale of prepaid cards are initially recognized as-deferred revenues and are
shown under “Accounts payable and accrued expenses™ account in the balance sheets.
Revenue is realized upon actual usage of the airtime value of the card or e%pmtmn of the
unused value of the card, whichever comes earlier.



Cash and Cash Equivalents

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

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are recognized and carried at billable amounts less an allowance for
doubtful accounts, An allowance for doubtful accounts is maintained at a level considered
adequate to provide for potential uncollectible receivables. The level of this allowance is
evaluated by management on the basis of factors that affect the collectibility of the accounts.
A review of the age and status of receivables, designed 1o identify accounts to be provided
with allowance, is made on a continuous basis.

Inventories

Inventories are stated at the lower of cost or net realizable value. Cost is determined using
the moving average method. Net realizable value is the selling price in the ordinary course of
business less direct cost to sell.

Property and Equipment

Property and equipment are carried at cost less accumulated depreciation and amortization
and any impairment in value, Cost includes the cost of borrowed funds used during
installation of significant property and equipment and foreign currency exchange differentials
arising from restatement to prevailing exchange rate of foreign currency denominated
liabilities related to the acquisition of property.

Depreciation and amortization is computed using the straight-line method over the following
estimated service or useful life of each type of asset:

Years
Buildings and improvements 25
Central office equipment 15
Investments in cable systems 15
Outside plant facilities I3
Telecommunications facilities under capital lease 13
Vehicle and work equipment F=D

The useful life and depreciation and amortization method are reviewed periodically to ensure
that the method and period of depreciation and amortization are consistent with the expected
pattern of economic benefits from items of property and equipment.

Projects under construction represent properties under construction and are stated at cost.
This includes cost of construction and other direct costs. Projects under construction are not
depreciated until such time as the relevant assets are completed and put into operational use.

Costs of maintenance and repairs are charged to operations. Renewals and betterments which
extend the useful lives of property and equipment are capitalized to the appropriate property
accounts.  When assets are retired or otherwise disposed of, both the cost and related
accumulated depreciation and amortization are removed from the accounts and any resulting
gain or loss is credited or charged to current operations.



Impairment of Assets

An assessment is made at each balance sheet date of whether there is any indication of
impairment of an asset, or whether there is any indication that an impairment loss previously
recognized for an asset in prior years mav no longer exist or may have decreased. If any such
indication exists, the asset’s recoverable amount is estimated. An asset’s recoverable amount
is calculated as the higher of the asset’s value in use or its net selling price.

An impairment loss is recognized only if the carrying amount of an asset exceeds its
recoverable amount. An impairment loss is chatged to operations in the period in which it
arises.

A previously recognized impairment loss is reversed only if there has been a change in the
estimates used to determine the recoverable amount of an asset, but not to an amount higher
than the carrving amount that would have been determined (net of any depreciation and
amortization), had no impairment loss been recognized for the asset in prior years. A reversal
of an impairment loss is credited to current operations.

[nvestments in Subsidiaries and Associates

The Parent Company’s investments in wholly owned subsidiary DMPI and 40%-owned joint
venture, Digitel Crossing (DC), are accounted for in the parent company financial statements
under the equity method of accounting. The investments are carried at cost plus post-
acquisition changes in the Parent Company’s share of net assets of the associates. less any
impairment value. The statements of income reflect the Parent Company’s share of the
results of operations of the subsidiaries and associates.

Other Investments

Effective in 2002, the investment in DITSI is accounted for under the cost method after its
assets and liabilities and its business have been assumed by the Parent Company. Previously,
such investment was accounted for under the equity method. The carrying amount
{(previously accrued) of the investment at that date became the cost of the investment in
DITSI after the transfer.

Deferred Charges

Expenditures pertaining to business development, start-up and project costs are initially
deferred and amortized over a period of 5 to 10 vears when the related activities or projects
become operational (see MNote 1 on New Accounting Standards Effective Subsequent to
2002).

Pension Costs
Pension costs represent estimated retirement benefits required to be paid under Republic Act
MNo. 7624 (R.A. No. 7641) to qualified employees.

Borrowing Costs

Borrowing costs are generally recognized as expense in the year in which these costs are
incurred, except those borrowing costs that are directly attributable to the acquisition,
development, improvement and construction of property and equipment which are capitalized
as part of the cost of such fixed assets.

The capitalization of borrowing costs as part of the cost of fixed assets: (a) commences when
the expenditures and borrowing costs for the fixed assets are being incurred and activities that
are necessary to prepare the fixed assets for their intended use are in progress; (b) suspends



during extended periods in which active development, improvement and construction of the
fixed assets are interrupted; and (¢) ceases when substantially all the activities necessary to
prepare fixed assets for their intended use are complete.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable
to the differences between the financial reporting bases of assets and liabilities and their
related tax bases: carryforward benefit of the minimum corporate income tax (MCIT) and net
operating loss carryover (NOLCO). Deferred tax assets and liabilities are measured using the
lax rates applicable to taxable income in the years in which those temporary differences are
expected to be recovered or settled and MCIT and NOLCO are expected to be applied.
Deferred tax assets are reduced by valuation allowance recognized for the portion of deferred
tax assets for which it is more likely that a tax benefit will not be realized.

Foreien Currency Transactions

Foreign currency transactions are recorded based on the Philippine Dealing System weighted
average rate (PDSWAR) prevailing at the time of the transactions. Any gain or loss resulting
from the transactions is credited or charged to operations, except those pertaining to foreign
currency liabilities related to the acquisition of property and equipment which are included in
the carrving amount of the assets. All foreign currency denominated monetary assets and
liabilities are restated at the PDSWAR at balance sheet date and the resulting exchange
differential is credited or charged to current operations.

Related Parties

Parties are considered to be related if one party has the ability. directly or indirectly. to
control the other party or exercise significant influence over the other party in making
financial and operating decisions. Parties are also considered to be related if they are subject
to commeon contrel or common significant influence. Related parties may be individuals or
corporate entities, Transactions between related parties are based on terms similar to those
offered to non-related parties.

Earnings Per Share

Earnings per share is computed by dividing net income for the year by the weighted average
number of common shares issued and outstanding during the year after giving retroactive
adjustment to any stock dividend or stock split declared in the current year.




