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Loans and Derivative Liabilities at

2006 Cash Receivables AFS Assets Amortized Cost Total
FINANCIAL LIABILITIES

Accounts Payable - trade P o o P P5303,670,215 $5,303,670,215
Due to PNOC 350,844,177 350,844,177
Royalty fee payable 1,944,322,923  1,944,322,923
Long-term debt 36,831,709,967 36,831,709,967
Total £10,032,415,184 $4,259,439,729 $1,353,898,508  £344,000,987 £44,430,547,282 £60,420,301,690
Capital Management

The primary objective of the Company’s capital management is to ensure that it maintains a
healthy capital ratio in order to comply with its financial loan covenants and support its business
operations.

The Company manages and makes adjustment to its capital structure as it deems necessary. To
maintain or adjust its capital structure, the Company may increase the levels of capital
contributions from its creditors and owners/shareholders through debt and new shares issuance,
respectively.

The Company monitors capital using the debt to equity ratio, which is long-term liabilities divided
by total liabilities plus stockholders’ equity. The Company’s policy is to keep the debt to equity
ratio not more than 70:30. The Company’s long-term liabilities include royalty fees payable (net
of current portion), obligations to power plant contractors (net of current portion), long-term debt
(net of current portion), retirement benefit obligation and other long-term liabilities. Total
liabilities are current liabilities (which includes trade and other payables, income tax payable,
current portion of long -term debt and obligations to power plant contractors) plus long-term
liabilities. Equity includes capital stock attributable to common and preferred shares, unrealized
gains reserve and retained earnings.

Table below shows the Company’s debt to equity ratio as at December 31, 2007 and 2006.

2007 2006
Current liabilities P6,791,327,461 P13,750,239,296
Noncurrent liabilities 23,426,126,799 36,267,510,508
Stockholders’ equity 34,853,280,606 27,374,712,978

Debt to equity ratio 36.0% 46.9%
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43.

Commitments and Contingencies

Stored Energy

On various dates, the Company entered into Addendum Agreements to the PPA for the Unified
Leyte and GRSC for BacMan 2 projects, where any excess generation above the nominated energy
or take-or-pay volume will be credited against payments made by NPC for the periods it was not
able to take electricity or steam, where applicable. As of December 31, 2007, the commitment for
stored energy follows (in gigawatt-hours):

Unified Leyte 4,326.6
BacMan 2 - Cawayan 306.1

44,

Prior Period Adjustments

The financial statements for 2006 and 2005 have been restated to effect the following prior period
adjustments:

In million pesos
Effect on retained earnings as of January 31,
increase (decrease)

2007 2006 2005
Adjustment in provision for taxes (P615.74) (P451.65) (£379.65)
Adjustment in accounting for
financial instruments and
embedded derivatives (963.92) (203.83) (338.63)
Net effect of recognition and reversal
of expenses 1.69 (571.55) —
(P1,577.97) (21,227.03) (R718.28)

These corrections including effects of early adoption of Philippine Interpretation IFRIC 12
brought about an increase in net income in 2006 by £80.42 million and a decrease of £741.93
million in 2005’s net income. Relatively, these adjustments resulted in an increase and a decrease
of the basic/diluted earnings per share in 2006 and 2005 by £0.007 per share and £0.062 per share,
respectively.
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Independent Auditors’ Report
On Supplementary Schedules

The Stockholders and the Board of Directors
PNOC Energy Development Corporation
Energy Complex, Merritt Road

Fort Bonifacio, Taguig

We have audited in accordance with auditing standards generally accepted in the Philippines, the
financial statements of PNOC Energy Development Corporation included in this Form 17-A and have
issued our report thereon dated January 22, 2008. Our audit was made for the purpose of forming an
opinion on the basic financial statements taken as a whole. The schedules listed in the Index to
Financial Statements and Supplementary Schedules are the responsibility of the Company’s
management. These schedules are presented for purposes of complying with the Securities Regulation
Code (SRC) Rule 68 and are not part of the basic financial statements. These schedules have been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, fairly state in all material respects the financial data required to be set forth therein in relation
to the basic financial statements taken as a whole.

SYCIP GORRES VELAYO & CO.
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Ladislao Z. Avila, Jr.

Partner
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PTR No. 0017573, January 3, 2008, Makati City
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PNOC ENERGY DEVELOPMENT CORP.

INDEX TO SUPPLEMENTARY SCHEDULES
Form 17-A, Item 7

Supplementary Schedules

A.

Marketable Securities — (Current Marketable Equity Securities and
Other Short-Term Cash Investments

. Amounts Receivable from Directors, Officers, Employees, Related

Parties and Principal Stockholders (Other than Related Parties)

Non-Current Marketable Equity Securities, Other Long-Term
Investment in Stocks, and other Investments

Indebtedness of Unconsolidated Subsidiaries and Related Parties

Intangible Assets — Other Assets

Long-Term Debt

Indebtedness to Related Parties (Long-Term Loan from Related
Companies)

Guarantees of Securities of Other Issuers

Capital Stock

Not Applicable

Exhibit 2





