Risk Management System

PhilWeb Corporation and its Subsidiaries (the Group) activity are exposed to a variety of risks
and those activities involve the analysis, evaluation, acceptance and management of some
degree of risk or combination of risks. Taking risk is core to the business, and the operational
risks are an inevitable consequence of being in business. The Group’s aim is therefore to
achieve an appropriate balance between risk and return and minimize potential adverse effects
on the Group’s financial performance.

The Group’s BOD has overall responsibility for the establishment and oversight of the
Company’s risk management framework. The Group’s risk management policies are established
to identify and analyze these risks, to set appropriate transaction limits and controls, and to
monitor and assess the risks and compliance to internal control policies. Risk management
policies and structures are reviewed regularly to reflect changes in market conditions and the
Group’s activities.

Risk Management Policies

The main risks arising from the use of financial instruments are credit risk, liquidity risk and
market risks such as foreign currency risk and interest rate risk. The Group’s policies for
managing the aforementioned risks are summarized below.

Credit Risk

Credit risk represents the risk of loss the Group would incur if counterparties fail to perform
their contractual obligations. The Group’s internet gaming businesses are made on cash basis
and internet gaming operators are covered by required security deposits. Other receivables
arise from one-off transactions and are due and demandable on a short term basis. Due to
these reasons, management believes that the Group’s exposure to credit risk is manageable

Credit Quality

In monitoring and controlling credit extended to counterparty, the Group adopts a
comprehensive credit rating system based on financial and non-financial assessments of its
customers. Financial factors being considered comprised of the financial standing of the
customer while the non-financial aspects include but are not limited to the assessment of the
customer’s nature of business, management profile, industry background, payment habit and
both present and potential business dealings with the Group.

The credit quality of financial assets is managed by the Group using internal credit ratings such
as high grade, standard grade and low grade.

High Grade - pertains to deposits or placements to counterparties with good credit rating or
bank standing. For receivables, this covers accounts of good paying customers, with good credit
standing and are not expected by the Group to default in settling obligations, thus credit risk is
minimal. This normally includes large prime financial institutions and well established



companies.

Standard Grade - there is a moderate concentration of credit risk with respect to these financial
assets. These refer to accounts of satisfactory financial capability and credit standing but with
some elements of risks where certain measure of control is necessary in order to mitigate risk
of default.

Low Grade - there is a high concentration of credit risk with respect to these financial assets.
These refer to accounts from customers in default due to financial difficulties and without clear
indication of full recoverability.

Liquidity Risk

Liquidity risk is the risk of not being able to meet funding obligation such as the repayment of
liabilities or payment of asset purchases as they fall due. The Group’s liquidity management
involves maintaining funding capacity to finance capital expenditures and service maturing
debts, and to accommodate any fluctuations in asset and liability levels due to changes in the
Group’s business operations or unanticipated events created by customer behavior or capital
market conditions. The Group maintains a level of cash and cash equivalents deemed sufficient
to finance its operations. It also maintains a portfolio of highly marketable and diverse financial
assets that assumed to be easily liquidated in the event of an unforeseen interruption of cash
flow. The Group also has committed lines of credit that it can access to meet liquidity needs. As
part of its liquidity risk management, the Group regularly evaluates its projected and actual
cash flows. It also continuously assesses conditions in the financial markets for opportunities to
pursue fund raising activities. Fund raising activities may include obtaining bank loans and
capital market issues both onshore and offshore.

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest
rates and other market prices will affect the Group’s income or the value of its holdings of
financial instruments. The objective of market risk managements is to manage and control
market risk exposures within acceptable parameters, while optimizing the return. The Group is
subject to various risks, including foreign currency and prices.

Interest Rate Risk

Interest rate risk is the risk that future cash flows from a financial instrument (cash flow interest
rate risk) or its fair value (fair value interest rate risk) will fluctuate because of changes in
market interest rates. The Group’s exposure to changes in interest rates relates primarily to
notes receivable. Receivables issued at fixed rates expose the Group to fair value interest rate
risk. On the other hand, receivables issued at variable rates expose the Group to cash flow
interest rate risk.



Fair Value Sensitivity Analysis for Fixed-rate Instruments

The Group does not account for any fixed-rate financial assets or financial liabilities at fair value
through profit or loss, and the Group does not designate derivatives (interest rate swaps) as
hedging instruments under a fair value hedge accounting model. Therefore, a change in interest
rates at the reporting date would not affect profit or loss.

The Group manages its interest cost by using an optimal combination of fixed and variable rate
debt instruments. Management is responsible for monitoring the prevailing market-based
interest rate and ensures that the mark-up rates charges on group’s borrowings are optimal
and benchmarked against the rates charged by other creditor banks.

Foreign Currency Exchange Risk

Foreign currency exchange risk is the risk that changes in foreign exchange rates will affect
the Group’s income. The Group’s exposure to foreign currency exchange risk is minimal and
limited to its US dollar denominated receivable



