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PILTEL

June 26, 2009

THE PHILIPPINE STOCK EXCHANGE
Philippine Stock Exchange Center
Exchange Road, Ortigas Center

Pasig City

Attention:

Gentlemen:

In connection with the filing of the SEC Form 19-1 last June 24, 2009 by SMART
Communications, Inc. (“SMART”) with respect to SMART’s intention to undertake a
voluntary tender offer for the remaining 839,979,054 common shares of Pilipine Telephone
Corporation (“Piltel”) in the hands of the public (the “Tender Offer”), we are submitting
herewith a copy of the Fairness Opinion of CLSA Exchange Capital, Inc. which is intended
for inclusicn in the SEC Form 19-1 as Annex “E” thereof.

Very truly yours,

PILIPINO TELEPHONE CORPORATION

i
MA. LOURDES C. RAUSA-CHAN
Corporate Secretary

SMART TOWER 6799 AYALA AVENUE, MAKATI CITY 1226 PHILIPPINES TEL (632) 754-08-08 P.O. BOX NO. 1518, MCPC, 1226 MAKATI CITY
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SECURITIES AND EXCHANGE COMMISSION Facsimile; 18F (6322) 888-1011
SEC Building, EDSA, Greenhills ) 8440100
Mandaluyong City : 17F (632) 844-6167
. . . " E-mail : picazolaw@indanel.com
- Attention: *  Director Justina ¥. Callangan : P main@ﬁazmaw_com
Corporate Finance Department

P.O. Box No. 2153 MCRO

Gentlemen:

We write on behalf of our client, SMART Communications, Inc.
{“SMART™), in connection with the filing of the SEC Form 19-1
with respect to SMART’s intention to undertake a voluntary tender
offer for the remaining 839,979,054 common shares of Pilipino
Telephone Corporation (“Piltel”) in the hands of the public (the
“Tender Offer™). We are submitting herewith a copy of the Fairness
QOpinion of CLSA Exchange Capital, Inc. with respect to Tender
Offer, for inclusion as Annex “E” of the SEC Formi 19-1.

Very truly yours,

PICAZO BUYCO TAN FIDER & SANTOS
A. ALICIA PICAZO-SAN JUAN
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24 Junc 2009

Pilipino Telephore Corporation
25" Floor, Smart Tower

6799 Ayala Avenue

Makati City 1200

Attention:  The Indcpendent Board Committee

Gentlemen:

Fairness Opinion

Smart Communication Inc.’s Tender Offer
For the Minority Shares of Pilipino Telephone Corporation

We refer to our engagement pursuant to which CLSA Exchange Capital, Inc. and its affiliates
(“CLSA™) has been appointed as the independent financial advisor to advise the mdependent
board commiitee (the “Independent Committee™) which acts on behalf of the independent
sharcholders of Pilipino Telephone Corporation (“Piltel” or the “Company™) in connection
with Smart Communication, Inc.’s (“Smarl”) proposed tender offer for the shares held by
Piltel’s independent sharcholders (“the Tender Offer”).

This letter has been prepared for inclusion in the Circular issued by the Company to ils
sharcholders, Capitalized terms used in this letter shall have the same meanings as defined in

the Circular unless the confext otherwise requires.

1. Background e the Tender Offer

On 13 March, 2009, Philippine Long Distance Telephone Company (“PLDT”) and Piltel, (the
“PLDT Group”} announced the Proposed Acquisition by Piltel of 223 million shares of
Manila Electric Company (“Meralco™) from the Lopez Group representing 20% of Meralco’s
total outstanding common shares, for a cash consideration of PHP 20.07 billion or PHP 90 per
share. PLDT and Piitel also announced that Piltel has agreed to purchasc an Exchangeable
Note to be issued by First Philippine Utililies Corporation with a face value of PHP 2 billion,
exchangeable at the option of Piltel into 22.2 Million wnderlying Mcralco shares and which
will constitute part of the 20% Meralco shares to be acquired by Piltel (the “Announcement™).
Wec understand that under the agreement, PLDT, Pilic and the Lopez Group agreed, as well,
on certain governance matters such as the nomination of directors and senior management
officers of Meralco. As disclosed by PLDT, the PLDT Group does not expect to invest further
in Mcralco boyond 20%,

Cl5& Exr.h!t‘lﬁ;('-ﬂp[ta!, Ine. B
3/F Corporeta Businzes Ceater, 151 Pesea de Roxas, Mekati City, #Fhippines 1200
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As disclosed in the Announcement and other public disclosures, the acquisition of a stake in
Meralco constituies a sirategic investment for the PLDT Group that could lead to significant
opportunitics {or operational and business synergies and result in new revenue streams and
cost savings for both organtzations.

PLDT is a teleconumunications service provider in the Philippines. Through its three principal
business groups - wircless, fixed line, and information and communications {cchnology -
PLDT offers a wide range of telecommunications services to its subscribers in the Philippines.
PLDT's subsidiaries and affiliates include Smart and Piltel, both cellular service providers,
and cPLDT, an integrated information and communications techuology provider.

Meralco is the largest distributor of electricity in the Philippines with a service area spanning
8,937 square kilometers and servicing about a guarter of the fofal Philippinc population.
Meraico has a customer base of around 4.5 million, comprising commercial, industrial, and
" regidential customers. In addition to elecirical distribution, Meralco operates other related
businesses, including e-Meralco Ventures ("EMVI”) which operates a fiber optic nctwork of
over 1,000 kilometers and provides leased lineg connections, metro ethernel conncctions and
disaster recovery transport services,

Piltel 15 a 92.81% subsidiary of Smart which is wholly owned by PLDT. Piltel provides a
prepaid GSM service, known as Talk 'N Text, using the GSM platform of Smart. Under
Piltel’s Articles of Incorporation, Piltel is permitted to make investments in other busincsscs
outside of the telecommunications business. The Announcement stated further that Piltel had a
sizeable cash position (net of committed dividend payments) which may be used to partially
fund its purchase of the Meralco shares.

We understand that the Proposed Acquisition shall have a closing date no later than 31 Augusi
2009 and shall require, inter alia, the approval by the sharcholders of Piltel at its Annual
General Meeling (hat is currently scheduled for 30 June 2009, In addilion, we understand
that, during that meeting, Piltel intends to seek shareholder approval for the following
Proposed Transactions, which were approved by the Board of Dirsctors of Piltel on 13 March
and 20 April 2009;

o Sale of Piltel’s “Talk “N text” brand to Smart for a consideration of approximaicly
PHP 8,004 Million; -

» Transfer of Piltel’s existing “Talk N Text” subscriber base and products/scrvices (o
Smart in consideration of a one-time payment equivalent to the average subscriber
acquisition cost in 2008 of Smart for its “SMART Buddy” subscribers of
approximately PHP 73.00 per subscriber; and

s Sale to Smart of Piltel’'s GSM fixed assets at net book valuc estintated at
appm*ﬂmately PHP 2,370 Million.

Once the Proposed Transactions are completed, the cellular business of Piltel will be
consolidated into Smart, and Piltel will cease to be a telecommunications services company.
Al this poind, Piltel will become an invesiment holding company.

CLSA Exchange Capltal, Ing.
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In view of this change in business direction, Smart, which currently owns 92.81% of Piltel, is
voluntarily undertaking this Tender Offer in order to give mmority stockholders of Piltcl an
oxit opporfunity under terms that it deems are fair and reasonable, For dissenting stockholders,
this Tender QOffer preempts and provides an alfernative to the exercise of their appraisal right
to demand payment from Piltel for the fair value of their shares.

11, Summary Description of the Tender Offer

On 19 June 2009, Smart disclosed to the ndependent Board Committee the proposed terms of
the tender offer for Piltel’s shares. The broad torms of the Tender Offer, which were publicly
disclosed on same date, are as follows:

Offeron: Smarl Communicalions, Inc.

Tender Offer: Smart Communications, Inc., the registered and benefictal owner ol an
aggregale of 10,846,762,336 shares of Piltel representing approximalely
92.81% of the issued and outstanding capital stock, intends to offer lo
acquirc the remaining 839,979,054 public shares, representing
approximately 7.19% of the total outstanding common sharcs of Pilte] for a
constderation of P 8.50 per share, payable in cash and in full on the
seltlement date of 12 August 2009,

Offer Period: I July 2009 at 9:30 am. to 29 July 2009 at 12:00 noon
Closing Date: 29 July 2009

1L Principal Factors Considered in Formulating gur Opinion

In formulating our opinion with regard to the Tender Offer, we have relied on the information,
opinions, and facts supplied, and representations made to us by the Directors and
represeniatives of the Company. We have assumed that all such information, opinions, facts,
and representations, which have been provided to us by the Directors and representatives of
the Company, and for which they are wholly responsible, are true and accuraie in all material
respects. We have also relied on certain information available to the public and we have
~assumed such information (o be accurate and reliable. We have not independently verificd the
accuyracy of such information. Further, we have relied on the representations of the Directors
of the Company that they have made all reasonable enguiries, and that, to the best of their
knowledge and belief, there are no other facts, the omission of which would make any
statement contained in the Announcement and this Circular untrue or misleading.

We consider that we have reviewed sufficient infermation to enable us lo reach an informed
view regarding the Tender Offer to justify our opinton, relying on the accuracy of the
information provided by the Company, as well as to provide a reasonable basis for our advice.
H is not within our ferms of reference to comment on the commercial feasibility of the Tender
Offer, which remains the responsibility of the Directors. As the indcpendent financial advisor
to the Independent Board Committee and the Independent Sharcholders, we have not been
involved in the negotiations in respect of the terms and conditions of the Tender Offer. Qur
opinion with regard fo the ferms and conditions theroof has been formed on the assumption

CL5A Exchange Capiial, fng, _
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that all obligations to be performed by each of the partics to the Tender Offer will be fully
performed in accordance with the terms and conditions thereol. Further, we have no reason to
suspect thal any material facts or information have been omitted or withheld from the
information supplicd or opinions expressed to us nor to doubt the truth, accuracy and
completeness of the information, facts and representations provided, or the reasonableness of
the opinions expressed, to us by the Company, ils Directors, and its representalives, uor have
we conducted any form of independent investigation into the business aflairs or assets and
liabilities of the Company. Accordingly, we do not warmrant the accuracy or conipleteness of
any such information. '

Qur opinion is necessarily based upon iarket, economic, and other conditions as they existed
and could be evaluated, and on the information publicly available to s, as of the datc of this
opinion. We have no obligation lo update this opinion lo lake into account events occurring
alter the date that this opinion is delivered to the Independent Board Committee and the
Independent Sharcholders. As a result, circomsiances could develop prior to completion of the
Offer that, if known to us at the time we rendered our opinton, could have altered our opinion.

In addition, our opinion is also subject to the following qualifications:

a)  We are instructed to act as the independent [inancial advisor to the Independent Board
Committee and the Independent Sharcholders in relation to the Tender Offer. As such,
he scope of our review, and consequently, our opinion does not include any statement or
opinion as to the commercial merits or strategic rationale of the Tender Offer;

)  We do not express any ophtion or siatcment as to whether any simmilar terms or
transactions akin to the termms proposed for the Tender Offer are or might be available
from any independent third partics, nor as to whether any independent third partics
might offer to enter into similar transactions;

¢) It is not possible to confirm whother or not the Tender Offcr is in the interests of gach
individual Independent Shareholder and each Indepondent Shareholder should consider
his/her/its vote on the merits or otherwise of the Tender Offer in light of his/herfits own
circunistances and from hisfher/its own point of view having regard to all the
circmstances {(and not only the financial perspectives offered in this lctier) as well as
his/her/its own abjectives;

@)  In preparing this letter and in giving any opinion or advice, we have only had regard to
the Tender Offor and necessary circumsfances thercof in connection only with the
Tender Offer, and not in connection with any other business plan, strategy or transaction,
past or prosent, with regard fo the Company or the Group as a whole, which falls beyond
the scope of our opinion in connection with the Tender Offer;

¢) Wo oxpress no opinion as to whether the Tender Offer will be completed nor whether it
will be successful;

fy  Nothing contained in this leiter should be construed as us cxpressing any view as to the
trading price or market trends of any sccuritics of the Company at any particular time;

CLSA Exchange Capltal, tne.
3/F Cerporata Business Cantar, 151 Paseo de Roxes, Makati City, Philipplnes 1200
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g} Nothing contained in this letier should be construed as a recommendation to hold, scli,
or buy any securitics of the Company; and

h}  We wore not requested to, and did not provide, advice concerning the structure, the
specific amownt of consideration, the timing, pricing, sizc, feastbility, or any other
aspects of the Tender Offer.

This letter is solely for the information of the independent Board Committee and the
Independent Sharcholders in connection with their consideration of the Tender Offer and, is
not (o be quoted or referred to, in whole or in part, nor shall this letter be wsed for any other
purpose, without our prior written consent.

CLSA is licenscd by the Republic of the Philippines Securities and Exchange Commission as
an investment house, pursnant to Presidenfial Dooree 129, Under such decroe, CLSA is
authorized to act as financial consuliant, investment adviser, or broker (Sec. 7.6). . We,
together with our affiliatcs, provide a full range of invesiment banking and brokerage scrvices,
which, in the course of normal trading activities, may from fime to time effect transactions and
hold securities, including derivative securities, of the Company, its subsidiaries or its
substantial shareholder for our own account and the accounts of our customers. CLSA will
reccive a fee from the Company for rendering this opinion, The Company has alse agreed to
indemnify CLSA and certain related persons agaiust liabilities and expenses in connection
with this engagement.

In arriving at our opinion, we have taken in fo consideration, among others, each of the
following principal factors and rcasons set out below. Our conclusions are based on the results

of all analyses taken as a whole.

IV. Analysis of the Tender Qffer

In formulating our opinion of the Tender Offer, we have considered the fi ollowing data:

a) Premiums or discounis paid in comparable tender offer (rangactions;
b) Trading multiples of comparable compauies; and
¢} The historical share price performance of Piltel.

All the information gathered in this analysis has been derived from sources available to the
public. We have assumed such information lo- be accurate and reliable and have nol
independently verified the accuracy of such information.

a) Premiums or discounts paid in comparable tender offer transactions

We have examined a number of tender offer transaclions that have taken place over the past
36 months. To the extent possible, we selected iransactions where a significant sharcholder
was either seeking to increase ifs slake in a company which it already controlled or was
required by existing laws to conduct a mandatory tender offer by virtae of such shareholder
proviously acquiring cffective control of the company.

Information on tender offer ransactions was taken from Morgermarket. Mergermarket, part of
the Mergermarket Group provides propristary intclligence on potential deal flow, potential

CL5A Exchange Capltal, Inc.
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mandales and valuations, The Mergermarket Group is part of the Financial Times Group,
publisher of the Financial Times newspaper and FT.com.

The transactions analyzod include i) Philippine tender offor transactions, i) Asian
lelccommunication company tender offer transactions, and 1it) Asian tender offer transactions
across all industries.

For thesc transaclions, we compared the price per share offered to the target company
sharcholders by the tendering party to the share price of the target company’s stock which
existed one day, thirly days and ninety calendar days immediately prior (o the date of
announcement of the transaction which triggered the tender offer. We porformed such
analysis lo arrive at the premiums (or discounts) to the larget company’s historical share
prices offered by the tendering party.

In the three Philippine iransactions analyzed below, a significant shareholder made a tender
offcr for shares held by munority sharcholders. We further notc that in the three Philippine
transactions {(SMB, Petron and EPCIB), the price offered o the minority sharcholders was the
same price at which the M&A transactions were concluded and therefore may be considered
{o include a conirol preminm,

Philippine Tender Offer Deals

" Farget .

20-Feb-09 San Mipuel Brewery  Kirin Holdings Co. 5.75% {9%) (i0%%) (49%)
65-Jan-08 Petron Corporation SEA Refinery Holdings 60% 19% 15% 5%
29-Aug-06 Egnitable PCT Bank SM Tovestments Corp. 0% 2% 7% 27%
| High - 23% 1% 2%
Average 11% o T% 2%

Medlan 19% 15% 5%
o Low (%)  (W%)  (4%)

Source: Mergermarket

We also analyzed three fransactions mvolving companics in the Asian telecommunications
sector. Both Tata Tcleservices (Maharashtra) Limited (“TTML™) and Indosat Tbk, PT
(“Indosal™) primarily provide wircless services to its retail customers, while Asia Salcllite
Telecommunications (“AsiaSa(’™") provides satellite communication services to iis clients. All
transactions sought to acquire stakes owned by minority investors in the target.

The AsiaSal {ransaction was the result of the majority sharcholder seeking to increase its stake
in the targot, while the TTML and Indosat tender offcrs were related to acquisilions of
significant stakes in the target companies by strategic investors through M&A transaclions.

CLSA Exchange Capltal, Inc.
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Aslan Tndr ﬂ'er!)‘l‘elm Indusiry

Tata Teleservices

14-Nov-08  Todia NTT DoCaobido fne. 20.00% AT 41% {14%)
{Maharashtra) Limited
8-hin-08 Indoncsia  Tndosad Tk, PT Cntar Telecom QSC - 24.19% 1% 17% 15%
14-Feb-07 HK Asia Satellite Modemday Limifed  31.10%  13% 18% 11%
e Telecomsmunications S

High % 41% 5%

Average 21% 25% 4%

Median 3% 18% 1i%
Low 13%  17%  (14%)

Source: Mergermarket

The other Asian tender offer transactions that we inchided in our data set include companies in

different sectors where as far as can we could detenmine, the transactions were primarily made

by the majorily shareholder or sharcholder gronps for all or a portion of the shares held by
_minoerity sharcholders.

Asian '!‘enr Offer Deals-All Industries _

T 304

. L e B S T Prive-
. DK Leather DK-MY Holdings
15-Dec-08  Malaysia o otion Sdn Bhd 15.18% 30% 18% 6%
. South . Irevo Assa Abloy
T Koren 44.81% 9% 24% 1%
. — 8P Chemicals
15-Sep-08  Singapore 8P Chemicals Ftd, Holdings 144, 250705 0% 20% 24%
. Indostrial Conerete LIM Corporation
3-8ep-08  Malaysia Products Berhad Berhad 36, 55% 18% 15% 18%
Haong Gold Peak Industrics Weil Glfyry
12-Nov-D7 Kon Limited Intermational
£ tm Limited 16.03% 18% 13% 16%
Hyundai
y - " F
12-Nov-07 ;2:::2; 16;: ::;‘ f;;?l](eﬁ?‘tem Co Communications &
L Network 45.00% 26% 27% 36%
. Hyundai
12-Nov-y7 i:::g; gong;i‘;ﬁ?[‘i‘;f Communications &
on e Network 25.00% 8% 27¢% 1%
South CI Cheiljedang R . ) :
ONov-07  worea  Corporation €I Corporation 29.20% 9%  26%  NA
31-0ct-07 Soulh Hankuk Electric Glass  Asshi Glass Co : ‘
Korea Co. Lid. Lid. 37.24%, 12% 22% 13%%
23-Ang-07  India Ambuja Cements Holcim [imited 20.00% 18% 13% 35%
. . . . Alfa Laval
26-Feb-07  Hidia Alka Faval (Indig) Lid Corporats AB 13.00% 194 4% 504
23-lar-07  Indonesin  PT Branta Mulia Thk Kordsa Globat A.8. 25.19% 0% 0% NA
' High 30% 271% 36%
Avernge 15% 17% 17%
Medinn 18% 19% 15%
Low % @ 1%

Source: Merge_i:ﬁiér_ﬁet

ot

 Grcliange Caphtat, Tne.

3/F Carparate Business Cepter, IH1 Paseo de ﬂ;;m, Malabi City, Philippinas 1204
Yel: (63-2) 8154686 Fpu: (63-2) 16 1383 . (63-2) 817 9545



We observe that the Tender Offer is eguivalent {o the following preminms to the Company’s
closing price one day, 30 days, and 90 days prior to the disclosurc on 13 March 2009 of the
Proposed Acquisition and Proposed Transactions in relation to which Smarl has expressed its
intention to make a tendor offer:

Pate 12-Mar-09
Piltel Closing Share Price

We nole that the premiums to the one day prior and 30 day prior share price of Piltel resulting
from the Tender Offer arc above the highest preminms paid over the one day prior and 30 day
prior and are alinost equal to the highest premium paid over the 90 day price in the sample of
Philippine transactions.

The premiums that result from the Tender Offer are also within the range of preminms paid in
comparable {ransactions for similar Asian tclecommunicafions companies and within the
rango of premiums paid for other similar Asian tender offer deals.

b) Trading maltiples of comparable companies

In our analysis of the Tender Offer, we considered the irading nmltiples of Philippine Long
Distance Telephone Company PLDT”) and Globe Telecom (“Globe™), both of which ars
Philippine corporations that derive a significant portion of revenue from providing mobile
services to retail clienls in the Philippines. We note that PLDT consolidates both mobile
service providers Smart and Piltel in its financial results.

For completeness, we also examined the trading mmltiples of Asian telccomminnications
companics {hat (i) operate in Asia, ex-Japan, (ii) are publicly traded, and (iii) are primarily
engaged in providing wireless mobile telecommunications services. We nole however that the
enviromment and characteristics of each market is different from Piltel’s market.

Earnings per share (“EPS”) estimates and other financial information were taken from latest
available data provided by Bloomberg Profcssional Service (“Bloomberg™). Bloomberg is
one of the largest providers of financial, econontic, trading, and other information to
subscribers. Bloomberg Professional is a continuous data feed service that includes real-limg,
historical and descriptive data, analytics and news on a number of markets and securilics.
Bloomberg EPS and EBITDA estimates used in this study are the mean of broker estimaics
which are publicly available to them and are quoted in United States dollars (“USD”). When a
conversion to Philippine pcso (“PHP”) is necessary for (he purpose of this analysis, we
apphied the same exchange rate used by Bloomberg as of the date of the estimate.

CLSA Exchange Capitaf, inc. o
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The foilowing table outlines our ﬁndiﬁgs: :

Philippine Telecos
PLOT Philippines 9,008 9,631 10.5% 5 0x
Globe Telecom Phitippines 2,580 3275 9.5x 4.0x
Digitel .| Prilippines .. - A7 711 -NA. NA
Southeast Asian Telcos :
thdosat Indonesia . 250 4178 1214 4.2%
Tetakomunikasi ' tndonasia 14,452 16,378 12.4% 4.6x
indonesta .
MobiteOne Singapore 438 1,057 8.4x B.1x
StarHub L td Singapore 2,429 2,875 11.3x 8.4%
Advanced info Service Thalland 7,529 7,845 14 9% 5.8x
Total Access Comm Thaitand 2,088 2,505 14.2x 4. 4%
Other Asian Telcos
China Mobila {HK) China 107 BAT 171,187 11.8x 51x
China Unicom China 32,139 35,145 10.6x 3.6x
|dea Callular India 5‘024 8,507 28.9x 11.7%
Reliance India 12,573 19,308 11.3x © 10.4x
Communications
KT Freetel 3. Korea 3,348 4 6536 8.7x 3.9%
LG Telecom S Korea 1,843 2,436 0.5x 3.4x
SK Telecom 8. Korea 14,017 13,038 9.4x 4.2%
Dig Malaysia 4,765 4,784 15.2x 7.5%
Far EasTone . Taiwan 3,834 3,866 12.8x 5 1x
Taiwan Mobile Taiwan 5,368 6,586 13.2x% 7.9x%
High R . e TR
Average 12.7x 5.6x
Median 11.5x 5.0%
Low 8.5x 31x
Piltel @ PHP 8.50 | Philippines 2,080 1,862 b4 5.6x
Source: Bloomberg
Asof 22 June 2009

Based on the table above, we noie that the P/E multiple for Piltel that resnlts from the Tender
Offer is cquivalent to 8.4x Blocomberg’s consensus forecast of Pilte!’s 2009 earnings. This is
within the range of wireless telecommunications companies in Asia (the “Asian
Comparables™) as a whole. '

We further note that the Tender Offer results in an EV/EBITDA mwltiple for Piltel of 3.6x
Bloomberg’s consensus 2009 EBITDA forecast for Piltel which is wilhin the range of the
EV/EBITDA mmitiples of the Philippine comparables and within the range of the
EV/EBITDA multiples of the Asian Comparables taken as a whole.
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¢} Historical share price of Piltel

The following chart sels forth (i) the historical share price of Piltel for the period from 2
January 2008 to 19 June 2009, and (i) the Offer price for Pilicl’s shares.
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Source: Technistock

The data illusirates that the Tender Offer price is within the upper range of Piltel’s closing
sharg price during the period and is 13% above the Company’s Volume Weighted Average
Price (VWAP) of 7.53 per share for the same period.

For information purposes only, from 2 January 2008 to one day prior to the Announcement
date, there was a decrease of 8% in Pilte!’s share price, while the PSE Index decreased by
49% during the same pertod.

1n addition o the above discussions, we would like to draw attention to the following additional
matters that, while CLSA has not considered for the purpose of this evaluation, the Independent
Shareholders may wish lo consider in their own evaluation of the Tender Offer:

a) Relationship between Piltel and Smart

Piltcl’s prepaid Global Sysiem for Mobile Communications (“GSM™) service, Talk ‘N Text,
operates on the GSM platform of Smart. The rclationship between Piltel and Smart s
governed by an Omnibus Service Agreement (“OSA™) and a supplementary Memorandum of

CLSA Exchange Capltal, Inc,
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Agreement (“MOA”) which covers: (i) Piltel’s use of Smart’s GSM network and facilities;
(n) Smart’s management, operations and maintenance of Piltel’s cellular mobile telephone
system; (iti) Smart’s management of Piltel’s cellular mobile telephone system (“CMTS”)
customer service operations; and (iv) Smart’s provision of administrative support and services
in cerfain agpects of Piltel’s CMTS business operations. The agroements provided that Pilicl’s
services revenues were shared with Smart al a rate of 80% - 20% in Favor of Pilie! until 2008,
then at 70%-30% starting January 1, 2009 until December 31, 2010, Pilicl pays for marketing
the Talk ‘N Text brand, acquiring subscribers, selling handsets and phone cards, and
providing customer services, while Smart provides and manages the GSM infrastructure
network.

The OSA, which is valid uniil 2010, is automatically renewed every six months until
terminated by either party. A nomber of factors however could significantly affect the
financial condition of Piltel. A rencwal of the OSA that results in an increascd share for Smart
in Piliel’s revenue, in order to cover Piltel’s cost of using Smart’s GSM network, will result in
# reduction in service revenucs and net income for Piltel. Further, should the OSA be
terminated by Smart, Pilicl would pot be able to provide its Talk ‘N Text service unless it
were to invest in its own GSM network infrastmictore. If these were to occur, Piltel would risk
losing its subscriber base to its competitors.

b) Rationale for the Offer-Change of Corporate Business Purpose of Pilte!

During the meeting of the Board of Dircctors of Piltel on 13 March 2009, the Board approved
the Proposed Transactions and Proposed Acquisition, subject to the approval of al least 2/3 of
the total outstanding shares of capilal stock of Piliel, which will result in Piliel ceasing to
conducl ils business as a telecommunications services company and will transform Pilfel into
an mvestment holding company. In view of this change in business direction, Smart, which
currently owns 92.81% of Pilicl, is undertaking this Tender Offer voluntarily in order to give
Independent Sharcholders, including those who have dissented to this change in business
- direction, an exit opportunity under terms that are fair and reasonable. For dissenting
stockholders, this Tender OfTer provides an alternative to the exercise of their appraisal right
to demand payment from Pilicl for the fair value of their shares.

¢} The Financial Impact of the Proposed Transactions on Piltel

As discussed previously in this letter, assuming the completion of the Proposcd Transactions
and Proposed Acquisition described above, Pilte! will be transformed into a holding company
for the PLDT Group’s 20 per cent interest in Meralco. As Merakco is a listed Philippine
company the caloulation of the Net Assel Value (NAV) of the Company will be dependent on
the share pricc performance of Meralce. As an illustration, the Pro Forma Net Asset Value of
the Company based on Meralco’s share price information as of close of market on 16 June
2009, may be determined as the product of Meralco’s closing price and the nnmber of shares
owned by Piltel, divided by the number of Piltel shares ontstanding.

This value may be affected by volatility in Meraleo’s share price. Over the last 12 montlhs,
Meralco’s highest sharc price was PHP 154,00 on 16 June 2009 and its lowest sharc price was
PHP 36.50 on 24 June 2008, These prices are uscd in the table below to illustrate how the
Company’s NAV, if calculated using the above formula, may vary in the span of fwelve
months:
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e Vatio of
" PhPper

A “Meralco'. . 20%
s Share. o {PRPmn) s -
12 month high price 154.00 171,633
12 month low price- 36.50 40,679

Source: Technistock

Upon completion of the Proposed Transactions and Proposed Acquisition, Piltel’s income 15
anticipaled to arise mainly [rom dividends declared by Meralco that accruc to its 20 percent
share holding. This amount may vary signilicantly depending on Meralco’s operations as
well as the regulatory ¢nvironment. For illustrative purposes only, dividends declared by
Meralco over the last threc vears were as follows:

2007 1.6000
2008 1.0025

Source: Technistock

Had Piltct already owned 20 percent of Meralco’s comimon stock in 2006, it would not have
received any dividends in that year. It would have received dividends amouniing to PHP 2229
million 1 2007, and PHP223.5 million in 2008.

d) Liquidity of Piltel’s Shares Post Offer

Although we cannot detcoming at this time the number of Independent Shareholders that will
choose to accopt the Tender Offer, in the cvent the comtemiplated Tender Offor by Smart
should proceed and the free float of Piltel is.significantly reduced, there is a possibility that the
common shares would notl be actively traded or the trading volume would fall below the
trading vohime requirciment of the PSE. In such casc, Piltef could be subject to an involuntary
delisting proceeding and its shares would no longer be listed and traded i the PSE.
Conszequently, any capital gains generated from their subsequent sale or transfer will be
subject to the prevailing capital gains taxes.

VL Conclusion

Thus, having considered the terms of Smart’s Tender Offer for the shares held by Piltel’s
Independent Shareholders, and having completed an analvsis of (i) the transaction premniums ol
comparable tender offer transactions, and (ii} the trading multiples for comparable public
telecommunications companies, and (i) the historical sharc price performance of the Company,
our {indings are as follows:

(i) The premium being offered to Piltel’s Independent Sharcholders resuliing from tho
Tender Offer Price for Piltel shares is above the highes{ premiums paid over the one
day prior price and 30 day prior price and is nearly equal to the highest promium paid
over the 90 day prior price in the sample of Philippine comparable tender offer
transactions, The resulting premiums from the Tender Offer arc also within the range
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of premiums paid in comparable transactions for similar Asian icleccommunications
companies and other Asian tender offer deals;

(i}  Bascd on trading multiples of comparable telecommunications companies, the P/E and
EV/EBITDA multiples lor Piltel resnlting {rom the Tender Offcr Price are within the
range of P/E and EV/EBITDA multiples of the Asian Comparables;

(iii) The Tender Offer Price is at the upper range of Piltel’s historical share price range for
the period from Janwary 1, 2008 to June 2009 and 13% above the volume weighted
average price [or the same period.

In light of the above analysis it is our view that the terms of the Tender Offer are fair and
reasonable. '

This letter 15 provided to the Independont Board Committee and the Independent Sharcholders of
the Company it connection with and for the purposes of their evaluation of the Tender Offer. This
letier may not be disclosed, referred to, or commumicated in whote or in part to any third party for
any purpose whatsoever cxcept with our prior written approval, provided that a copy of this [ctier
may be included in the Circular and in the tender offer materials fo be distributed to the
Independent Sharcholders in connection with the Tender Offer, and may be reflomred to or
disclosed, in whole or i part; in any other documents that the Company or Smari may be
required by laws or regulalions to provide or submit to the Securities and Exchange Commission
or the Philippine Stock Exchange in connection with the Tender Offer,

Yours faithfully,
For and on behalf of
CLSA Exchange Capital, Inc,

DANILO S. FELICIANO
Managing Dircetor
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