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PHILIPPINE SEVEN CORPORATION

ek Flood The Cotumbia Tower, Orthgas Avenue, Mandaluyong Clty 1550 Philippines
Talephone Nos. [632) 724 44-41 to 53 / 705-32-K)
whwwe T-gleven com ph

August 10, 2011

SECURITIES AND EXCHANGE COMMISSION

SEC Building, Edsa

Mandaluyong City

Attention - CORPORATION FINANCE DEPARTMENT

Subject - AMENDED SEC FORM 17-C RE: CASH DIVIDEND DECLARATION

Dear Sir:

This refers to Philippine Seven Corporation (PSC) SEC FORM 17-C Dividend
Deciaration submitted to Securities and Exchange Commission last July 22, 2011. We
noticad that the attachments for the number 2 (Cash Dividend) of Ikem 9 of the said

report were not included in the filing.

in connection to this, we are submitting herewith the Amended SEC FORM 17-C
regarding Cash Dividend Declaration with the foliowing attachments:

1. Certification by the Corporate Secretary on the board resolution approving the cash
dividend declaration; and

2. Copy of the Audited Financial Statements as of the last year, stamped received by
SEC and BIR and used as basis for the cash dividand declaration (with reconciliation

of retained eamings).

Thank you.

Very truly yours,

t
/
JUDE‘ITg A. JAVIER

Compliance Specialist

IQUEZ
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11.

SECURITIES AND EXCHANGE COMMISSION
SEC FORM 17-C
CURRENT REPORT UNDER SECTION 17

OF THE SECURITIES REGULATION CODE
AND SRC RULE 17.2 (c) THEREUNDER

Date of Report : August 10, 2011

SEC Identification Number : 108476

BIR Tax Identification No. : 000-390-189-000

Exact Name of Issuer as specified in its charter :  Philippine Seven Corporation

Province, Country or other jurisdiction : PHILIPPINES

Industry Classification Code: (SEC Use only)

Address of principal office : 7" Floor, The Columbia Tower
Ortigas Avenue, Mandaluyong
City 1501

Issuer’s Telephone number, including area code : (632) 724-4441 to 51

Former name of former address, if changed since

last report : n/a
Securities Registered pursuant to Sections 8 and 12 of the SRC or Sections 4 and 8
Title of Each Class Number of Shares of Common Stock
Outstanding and Amount of Debt
Outstanding
Shares Outstanding — Common 301,428,666

Units — Warrants 0

Indicate the item number reported herein :

Item 9. Other Events



[tem 9. Other Events

The Board of Directors of PHILIPPINE SEVEN CORPORATION, in its Special Meeting of
July 21, 2011 held at Opal A-C, 4" Level, Crowne Plaza Galleria Manila, Ortigas Avenue cor.
ADB Avenue, Quezon City, there being a quorum, the Board of Directors during said meeting
has approved a cash dividend declaration of ten Centavos (Php0.10) per share. The record
date for the entitlement to said cash dividend shall be on August 19, 2011 and the payment
date shall be on September 13, 2011:

In compliance with the requirements of the Commission, attached herewith are the
following documents:

1. Certification by the Corporate Secretary on the board resolution approving the cash
dividend declaration; and
2. Copy of the Audited Financial Statements as of the last year, stamped received by

SEC and BIR and used as basis for the cash dividend declaration (with reconciliation of
retained earnings).

SIGNATURE
Pursuant to the requirements of the SecuritiesiRégn Code, the issuer has duly caused
this report to be signed on its behalf by the usigeed duly authorized for the purpose.
PHILIPPINE SEVEN CORPORATION

By: -

ATTY. EVELYN S. BENRIQUWEZ

Corporate Secretary
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REFLBLIC OF THE PHILIPFPINES)
opaGIG CITY )8S.

SECRETARY'S CERTIFICATE

I, EVELYN S. ENRIQUEZ, Filipino, of legal age, with office address at the 7'
Floor, The Columbia Tower, Crtigas Avenue, Mandaluyong City, having been duly swom
i accordance with law, hereby depose and certify that:

1. 1 am the Corperate Secretary of PHILIPPINE SEVEN CORPORATION (the
“Corporation”), a corporation duly organized and existing under and by virtue of the law
of the Republic of the Philippines, with principal ofhice address at the 7" Floor, The
Columbia Tower, Ortigas Avenus, Mandaluyong City, Philippines:

2. As such Corporate Secretary, { have custody of the partinent books and
records of the Corporation;

3. According to said records, at the special maeting of the Board of Directors
of the Corpaoration held at the Opal A-C, 4™ | evel, Crowne Flaza Galleria Manila, Ortigas
Avenue cor. ADB Avenue, Quezon City, on 21 July 2011, at which meseting & quorum
was present and voting throughout the following resolutions were approved and
adopled:

"RESOLVED, that lhe Board of Direclars of Philippine Sewven
Corporation (the "Corporation”) hereby appivve the declaration of cash dividand
in the amount of Ten Cenlavos (PO.10) per share. The record date for entitemant
to said cash dividend shall be an August 18, 2011, which is not more than 20
days from tha declaration and the payme dale shall be on September 13, 2011,
which is not later than 12 trading days from recoid date,

“RESOLVED. ALSO, thal for purposes of payment of the Cash
Dividends, Banco De Oro Linibank, Inc. - Trusl and Investments Group, the
authorized iransfer agent of the Corporalion, through the following Officers
signing jointly, be authordzed to prepare, sign, issue and mail the cash dividend
checks to slockbolders entitied ta receive the same in the amounts due them
based on ihe above-mentioned deciarstion, less any applicable tax, which
chacks shall be drawn from the bank account of {he Corporation opened and
maintained for the said purpose:

ADODRA A YANGA - Sr. Asst. Vice President
CARLA B. SALONGA, - Senior Manager

“RESOLVED, FINALLY, that any one of lhe Chaiman uf the Board,
Fresident, Treasurer or Caorporale Secretary s hereby authorized o file the
necessary petition and other requisite documents and papers to securs approvals
from the appropriate government agencies and other entilies to implement the
foregaing resolution.”

IN WITNESS WHEREOF, | have hereunto set my hand this day of
2011 at Mandaluyong City.
‘l.-l"!s:—;—u\.h ww-d & = l,."

E‘GEL 5 EN
Corporate Secletary

SUBSC%?D AND SWORN, o before me this day of
| AUG 08 ; at paisttg 0§ Y . Philippines,
affiants exhibited to me her her SSS I3 No. 0372848505,

Doc. No.: F&2, NOTARY PUBLIC

o No 2 X5, (" P

Serias of 2071.

Paga T of 1
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Philippine Seven Corporation
and Subsidiaries

Consolidated Financial Statements
December 31, 2010 and 2009
and Years Ended December 31, 2010, 2009 and 2008

and

Independent Auditors’ Report

SyCip Gorres Velayo & Co.

SGVsCo

Zll ERNST & YOUNG



SyCip Gorres Velayo & Co.
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i"f ERN.';T& YOUNG Phone: (632) 891 0307

Fax:(632) 819 0872
www.sgv.com.ph

BOA/PRC Reg. No. 0001
SEC Accreditation No. 0012-FR-2

INDEPENDENT AUDITORS’ REPORT

The Stockholders and the Board of Direc
Philippine Seven Corporation

We have audited the accompanying financial statésrerPhilippine Seven Corporation ¢
Subsidiaries, which comprise the consolidated waameets as at December 31, 2010 and 2009, and
the consolidated statements of comprehensive incoomsolidated statements of changes in equity
and consolidated statements of cash flows for e&tie three years in the period ended

December 31, 2010, and a summary of significanb@uting policies and other explanatory
information.

Management's Responsibility for the Financial Stateent:

Management is responsible for the preparation amgfesentation of these financial statemer
accordance with Philippine Financial Reporting Stads, and for such internal control as
management determines is necessary to enableeparption of financial statements that are free
from material misstatement whether due to fraueroor.

Auditors’ Responsibilit

Our responsibility is to express an opinion on ¢#@sancial statements based on our audits. We
conducted our audits in accordance with Philip@Btendards on Auditing. Those standards require
that we comply with ethical requirements and plad perform the audit to obtain reasonable
assurance whether the financial statements ardriveematerial misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and disclo:

in the financial statements. The procedures salatgpend on the auditor’s judgment, including the
assessment of the risks of material misstatemethedfinancial statements, whether due to fraud or
error. In making those risk assessments, the audbittsiders internal control relevant to the efgity
preparation and fair presentation of the finansiatements in order to design audit proceduresatieat
appropriate in the circumstances, but not for tingpse of expressing an opinion on the effectivenes
of the entity’s internal control. An audit also indes evaluating the appropriateness of accounting
policies used and the reasonableness of accowdiigates made by management, as well as
evaluating the overall presentation of the finahsiatements.

We believe that the audit evidence we have obtamsdfficient and appropriate to provide a basis f
our audit opinion.

A member firm of Ernst & Young Global Limited



Sl FrRNST & YOUNG
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Opinion

In our opinion, the consolidated financial statetegamesent fairly, in all material respects, the
financial position of Philippine Seven Corporatiemd Subsidiaries as of December 31, 2010 and
2009, and their financial performance and theihd&mwvs for each of the three years in the period
ended December 31, 2010 in accordance with Philgpinancial Reporting Standards.

SYCIP GORRES VELAYO & CO.

Chattns 0 MLt
ulie Christine O. Mateo
Partner
CPA Certificate No. 93542
SEC Accreditation No. 0780-A
Tax Identification No. 198-819-116
BIR Accreditation No. 08-001998-68-2009,

June 1, 2009, Valid until May 31, 2012
PTR No. 2641553, January 3, 2011, Makati City

February 11, 2011



PHILIPPINE SEVEN CORPORATION

BALANCE SHEETS
December 31

2010 2009
ASSETS
Current Assets
Cash and cash sguivalents (Note 4} £307,170.971 FIRO 041,040
Rereivables (Wotes 5 and 24) 155,789,320 143 066,57
Inventories - at cost (MNote 6) 42,419,577 415,652,671
Prepaviments and other current assats (Note 7) 228,319,587 171,866,264
Total Current Assets 1.0%,699 455 1.120,326,544
Nopcurrent ASscts
Investment in shares of stock of subsidiarics (Note &) H7,741,864 37,741,864
Property and equipment (Noto Y} 1,535,727 430 [,162,955,748
Depasits {MNote 10} 186,610,820 130,551,368
Dieferred income tak assets - net (Note 24) 34,809,401 39,590,786
Goodwil? and other noncrrrent assets (Nowe 110 87.568.520 160,193,149
Toral Norcurrent Assets 1.836.450 435 L33 D7 nals
TOTAL ASSETS PIOZLISRE90 =1 58] 2946 467
LIABILITIES AND EQUITY
Current Liabilities
Baalk loans (Nolc 2] B320,000,000 F0,000,000
Accounts oashle wnd actoued expenges {Notes 123 aml 23) E037.607,237 0% A1 793

Income tzx pavable
Olher cinrent liabifities (Note 14)

Total Current i.inLilities

Moneurreani Liabilities
Deposits payable (Note 15)

v 41,756,315
2749 938 514

37127061

L, T0,302,166

217,294,043
L 7 RRD,SET

142,562,157

F19,567,054

Net refirement ohligatians {Mate 23) 51,809,637 51,218,330
Deferved revenue - net of curent pertion (Note 16) 7,000,300 1,836,046
Total Noncurrent Liabilities 201.672.074 173,041.430
Tatal Liabilities 1,901,974 440 1,782.722.027

{Forward)}




PHILIPPINE SEVEN € ORPORATION AND SUBS| DIARTES

CONSOLIDATED BALANCE, SHELTS
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" 2008

RECENARSEED P 1 e 2
T

ASSETS - B!

Current Assets j

Cash and cash equivalents (Note 4) P358,729,334 R44R 830,888
Short-term mvestment 10,141,555 -
Recevables{Nole 5) - - = = 158342635 140,140,105
Inventonies - at cost (Note 6) 402,419,577 415,652,6T1
Prepayments and other current assets (Nate 7) 232,669,446 174,383 392
Total Current Assets 1,162,302,747 1] 79,007 056
Nopcurrent Assets

Property and equipment (Note §) 1,607,296,761 1,227,244 430
Deposits (Note 9) 181,196,390 151,328,033
Deferred income tax assets - net (Note 27) 44,827,991 44,624 601
Goodwill and other noreurrent assets (Note 10) WL549470  107,087.572
Total Noncurrent Assets 1930.870.612  1530.284.636
TOTAL ASSETS _ _ _P3,093,173.350  B2,709.201 692
LIABILITIES AND EQUITY

Current Liabilities

Bank loans (Note 11] 320,000,000 P340,000,000
Accounts payable and acericd expenses (Note 12) L078,339407 1027609605
Income tax payable 45,289,647 18,354,398
Other current labilities (Notes 13 and 25) ] 263,799,298 211,934,980
Total Current Liabilities _ LT09428352 1617898983
Noncurrent Liabilities

Deposits payable (Note [4) 142,862,137 119,967,054
Net retirement obligations (Note 24) 37,453,542 55,667,123
Cumulative tedeemnable preferred shares (Note 15) 6,000,000 6,000,000
Deferred reveric - net of current portion (Note 16) 7,000,300 1,856,046
Total Noncurrent Liahilities 213,316,019 183,490,223
Total Liabilities 1922744371 1.801,389.206

(Forward)




December 31

2010 2009

Equity
Capital stock (Note 17) - B1 par value
Authorized - 400,000,000 shares
Issued - 302,114,918 and 287,761,172 shares as of
December 31, 2010 and 2009, respectively

[held by 684 and 717 equity holders in 2010 aD@?

respectively (Note 1)]
Additional paid-in capital
Retained earnings (Note 17)
Other component of equity - revaluation incrememtamd
[net of deferred income tax liability (Notes 8 a2it)]

P302,114,918 PB287,761,172
293,525,037 293,525,037
574,482,384 326,309,628

3,229,895 3,229,895

Cost of 686,250 shares held in treasury

1,173,352,234 910,825,732
(2,923,246)  (2,923,246)

Total Equity

1,170,428,988 907,902,486

TOTAL LIABILITIES AND EQUITY

P3,093,173,359 B2,709,291,692

See accompanying Notes to Consolidated FinanciéBients.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2010 2009 2008
REVENUE
Revenue from merchandise sales B7,612,243,056 B6,033,322,488 B5,412,969,204
Franchise revenue (Note 32) 442,822,680 303,815,142 250,855,661
Marketing income (Note 20) 338,765,461 236,502,860 136,211,215
Rent income (Note 26) 37,361,844 52,265,323 36,502,151
Commission income (Note 32) 29,271,506 22,130,513 21,213,531
Interest income (Notes 4, 9, 22 and 26) 5,355,769 4,839,945 4,186,908
Other income (Notes 5, 26 and 32) 78,278,268 35,685,902 17,988,516
8,544,098,584 6,688,562,173 5,879,927,186
EXPENSES
Cost of merchandise sales (Note 18) 5,585,270,478 4,371,715,990 3,909,886,731
General and administrative expenses
(Note 19) 2,531,390,104 2,050,959,329 1,788,432,900
Interest expense (Notes 11, 15 and 21) 16,398,169 26,482,817 25,332,855
Unrealized foreign exchange loss 378,900 485,170 709,256
Loss on retirement of property and equipment 67,751 - -
Loss on sale of property and equipment - - 890,771
Loss from typhoon (Note 8) - 3,285,171 -
Impairment loss on goodwill (Note 10) - - 4,611,368
Other expenses 4,957,262 4,802,647 5,335,886
8,138,462,664 6,457,731,124 5,735,199,767
INCOME BEFORE INCOME TAX 405,635,920 230,831,049 144,727,419
PROVISION FOR INCOME TAX
(Note 27) 128,755,672 75,040,398 60,455,768
NET INCOME 276,880,248 155,790,651 84,271,651
OTHER COMPREHENSIVE INCOME
Effect of change in tax rate in 2009 - - 230,707
- — 230,707
TOTAL COMPREHENSIVE INCOME P276,880,248 B155,790,651 B84,502,358
BASIC/DILUTED EARNINGS PER
SHARE (Note 28) RP0.92 P0.52 P0.28

See accompanying Notes to Consolidated FinanciéBients.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2010, 2009 and 2@

Additional Revaluation
Paid-in RetainedIncrement on Treasury
Capital Stock Capital Earnings Land Total Stock Total

BALANCES AS OF DECEMBER 31, 2007 B237,938,250B293,525,037 136,070,248 B2,999,188 PB670,532,723 (R2,923,246) PB667,609,477
Stock dividends (Note 17) 23,725,200 —  (23,725,20Dp - — — -

Total comprehensive income for the year - — 84,271,651 230,707 84,502,358 — 84,502,358

BALANCES AS OF DECEMBER 31, 2008 261,663,450 293,525,037 196,616,699 3,229,895 755,035,081 (2,923,246) 752,111,835
Stock dividends (Note 17) 26,097,722 - (26,097,722 - — — -

Total comprehensive income for the year - — 155,790,651 — 155,790,651 — 155,790,651

BALANCES AS OF DECEMBER 31, 2009 287,761,172 293,525,037 326,309,628 3,229,895 910,825,732 (2,923,246) 907,902,486

Stock dividends (Note 17) 14,353,746 - (14,353,746) - - - -
Cash dividends (Note 17) - - (14,353,746) - (14,353,746) - (14,353,746)
Total comprehensive income for the year - - 276,880,248 - 276,880,248 - 276,880,248

BALANCES AS OF DECEMBER 31, 2010 B302,114,918R293,525,037 P574,482,384 P3,229,895R1,173,352,234 (P2,923,246)P1,170,428,988

See accompanying Notes to Consolidated FinancééBients.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOW S

Years Ended December 31
2009

2010 2008

CASH FLOWS FROM OPERATING
ACTIVITIES
Income before income tax
Adjustments for:
Depreciation and amortization

R405,635,920 P230,831,049 R144,727,419

(Notes 8 and 19) 291,803,754 203,905,718 179,639,006
Interest expense (Notes 11, 15, and 21) 16,398,169 26,482,817 25,332,855
Interest income (Notes 4, 9, 22 and 26) (5,355,769) (4,839,945) (4,186,908)
Net retirement obligations (Note 24) 1,786,458 19,839,386 5,712,335
Provision for impairment of receivables
(Notes 5 and 19) 1,622,883 9,798,327 7,069,507
Loss from/on:
Retirement of property and equipment 67,751 - -
Typhoon (Note 8) - 3,285,171 -
Impairment of goodwill (Note 10) - - 4,611,368
Sale of property and equipment - - 890,771
Amortization of:
Deferred revenue on
exclusivity contract (Note 16) (5,476,190) (3,913,691) (3,913,690)
Software and other program costs
(Notes 10 and 19) 3,089,728 3,053,728 2,105,126
Deferred lease (Notes 10 and 26) 1,414,700 1,475,524 1,902,361
Deferred revenue on finance lease
(Notes 16 and 26) (709,665) (1,310,151) (1,310,151)
Unrealized foreign exchange loss 378,900 485,170 709,256
Operating income before working
capital changes 710,656,639 489,093,103 363,289,255
Decrease (increase) in:
Receivables 12,678,131 1,646,383 (84,012,620)
Inventories 13,233,094 (76,096,286) (15,582,536)
Prepayments and other current assets (58,286,054) (56,529,837) (51,262,076)
Increase (decrease) in:
Accounts payable and accrued expenses 50,754,902 180,337,730 264,264,524
Other current liabilities 21,551,666 31,737,028 67,121,759
Deposits payable 22,895,083 36,714,408 (15,400,829)
Deferred revenue (Notes 16 and 32) 5,133,336 — 11,741,071
Cash generated from operations 778,616,797 606,902,529 540,158,548
Income taxes paid (118,023,813)  (68,854,934) (39,567,887)
Interest received 3,711,520 3,138,083 2,180,738
Net cash from operating activities 664,304,504 541,185,678 502,771,399

(Forward)



Years Ended December 31

2010 2009 2008
CASH FLOWS FROM INVESTING
ACTIVITIES
Additions to:
Property and equipment (Note 8) (B671,923,830) (P362,393,990) (R415,095,771)
Software and other program costs
(Note 10) (161,900) (286,000) (6,788,085)
Decrease (increase) in:
Deposits (28,984,235) (17,644,957) (22,233,272)
Goodwill and other noncurrent assets 6,339,916 (11,952,821) 49,840
Acquisition of short-term investments (10,141,555) - -
Collection of lease receivable (Note 26) 1,775,466 2,782,500 2,887,500
Proceeds from sale of property and equipment - - 14,982,823
Net cash used in investing activities (703,096,138) (389,495,268) (426,196,965)
CASH FLOWS FROM FINANCING
ACTIVITIES
Availments of bank loans (Note 11) 290,000,000 510,000,000 415,000,000
Payments of bank loans (Note 11) (310,000,000) (500,000,000) (460,000,000)
Interest paid (16,577,074) (27,254,709) (24,858,765)
Cash dividends paid (14,353,746) - -
Net cash used in financing activities (50,930,820) (17,254,709) (69,858,765)
EFFECT OF EXCHANGE RATE
CHANGES ON CASH AND CASH
EQUIVALENTS (378,900) (485,170) (709,256)
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS (90,101,354) 133,950,531 6,006,413
CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR 448,830,888 314,880,357 308,873,944
CASH AND CASH EQUIVALENTS AT
END OF YEAR (Note 4) P358,729,534 B448,830,888 P314,880,357

See accompanying Notes to Consolidated Finantig¢®ents.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information and Authorization for Issuance of Financial Statements

Corporate Information

Philippine Seven Corporation (the Company or P%@3 incorporated in the Philippines and
registered with the Philippine Securites and Exgg Commission (SEC) on
November 29, 1982. The Company and its subsidigdellectively referred to as “the Group”),
are primarily engaged in the business of retailimgrchandising, buying, selling, marketing,
importing, exporting, franchising, acquiring, heidi distributing, warehousing, trading,
exchanging or otherwise dealing in all kinds of gy items, dry goods, food or foodstuffs,
beverages, drinks and all kinds of consumer needsquirements and in connection therewith,
operating or maintaining warehouses, storages\vetglivehicles and similar or incidental
facilities. The Group is also engaged in the mansnt, development, sale, exchange, and
holding for investment or otherwise of real estateall kinds, including buildings, houses and
apartments and other structures.

The Company is controlled by President Chain Staebuan) Holdings, Ltd., an investment
holding company incorporated in Malaysia, which ev#6.59% of the Company’s outstanding
shares. The remaining 43.41% of the shares argyetld. The ultimate parent of the Company
is President Chain Store Corporation (PCSC, ingatted in Taiwan, Republic of China).

The Company has its primary listing on the PhiligoStock Exchange. As of December 31, 2010
and 2009, the Company has 684 and 717 equity lmldEspectively.

The registered business address of the Compafyhis-loor, The Columbia Tower, Ortigas
Avenue, Mandaluyong City.

Authorization for Issuance of the Financial Statetae

The consolidated financial statements as of Dece®be2010 and 2009 and for each of the three
years in the period ended December 31, 2010 wehmigzed for issue by the Board of Directors
(BOD) on February 11, 2011.

2. Summary of Significant Accounting Policies and Finacial Reporting Practices

Basis of Preparation

The consolidated financial statements are prepareter the historical cost basis, except for
parcels of land, which are carried at revalued atho'he consolidated financial statements are
presented in Philippine Peso (Peso), which is th@gany’s functional currency.

Statement of Compliance
The consolidated financial statements, which aepgred for submission to the SEC, are prepared
in compliance with Philippine Financial Reportingi&dards (PFRS).

Changes in Accounting Policies

The accounting policies adopted are consistent thitke of the previous financial year except for
the following new and amended PFRS, Philippine Aiotimg Standards (PAS) and Philippine
Interpretations based on International FinanciapdRéng Interpretations Committee (IFRIC)
interpretations, which became effective on Jantag010.
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Amendments to Standards and Interpretations

PFRS 2 Share-based Payment (Amendment) - Group Caskdé&tlare-based Payment
Transactions

The amendment to PFRS 2 clarified the scope anddbeunting for group cash-settled share-
based payment transactions.

PFRS 3 (RevisedBusiness CombinationandPAS 27 (Amended)Consolidated and

Separate Financial Statements

PFRS 3 (Revised) introduces significant changealenaccounting for business combinations
occurring after becoming effective. Changes affketvaluation of non-controlling interest,
the accounting for transaction costs, the initedognition and subsequent measurement of a
contingent consideration and business combinaahseved in stages. These changes will
impact the amount of goodwill recognized, the réguabrresults in the period that an
acquisition occurs and future reported results.

PAS 27 (Amended) requires that a change in the mhiginterest of a subsidiary (without
loss of control) is accounted for as a transactidih owners in their capacity as owners.
Therefore, such transactions will no longer gise iio goodwill, nor will it give rise to a gain
or loss. Furthermore, the amended standard chahgescounting for losses incurred by the
subsidiary as well as the loss of control of a &liag/. The changes by PFRS 3 (Revised) and
PAS 27 (Amended) affect acquisitions or loss oftadrof subsidiaries and transactions with
non-controlling interests after January 1, 2010.

PAS 39 Financial Instruments: Recognition and Measurenf@mendment) - Eligible

Hedged Items

The amendment clarifies that an entity is permitizdlesignate a portion of the fair value
changes or cash flow variability of a financialtmsnent as a hedged item. This also covers
the designation of inflation as a hedged risk atipno in particular situations. The Group has
concluded that the amendment has no impact oniriaadial position or performance of the
Group, as the Group has not entered into any sedgds.

Philippine Interpretation IFRIC 1Distributions of Non-cash Assets to Owners

This interpretation provides guidance on accounfiog arrangements whereby an entity
distributes non-cash assets to shareholders eithardistribution of reserves or as dividends.
The interpretation has no effect on either, tharisial position or the performance of the
Group.

The adoption of the above amendments to Standadigerpretation did not have any impact on
the financial statements of the Group.

Improvements to PFRS 2008

PFRS 5Noncurrent Assets Held for Sale and Discontinue@r@jons clarifies that when a
subsidiary is classified as held for sale, allassets and liabilities are classified as held for
sale, even when the entity remains a non-contmplinterest after the sale transaction. The
amendment is applied prospectively and has no itmpacthe financial position or the
financial performance of the Group.



Improvements to PFRS 2009
The following improvements in PFRS, which are difexin 2010, does not have a significant
impact on the Group’s financial statements:

PFRS 5,Noncurrent Assets Held for Sale and Discontinuecr@jons clarifies that the
disclosures required in respect of noncurrent assed disposal groups classified as held for
sale or discontinued operations are only thosewwein PFRS 5. The disclosure requirements
of other PFRS only apply if specifically requireat such noncurrent assets or discontinued
operations.

Improvements to PAS Rresentation of Financial Statementdarifies that the terms of a
liability that could result, at anytime, in its 8etent by the issuance of equity instruments at
the option of the counterparty do not affect issification.

Improvements to PAS Btatement of Cash Flowsxplicitly states that only expenditure that
results in a recognized asset can be classifiadcash flow from investing activities.

Improvements to PFRS &perating Segmentglarifies that segment assets and liabilities
need only be reported when those assets and tiedbifire included in measures that are used
only by the chief operating decision maker.

Improvements to PAS 17,eases removes the specific guidance on classifying lasda
lease. Prior to the amendment, leases of land wkassified as operating lease. The
amendment now requires that leases of land arsifitsas either ‘finance’ or ‘operating’ in
accordance with the general principles of PAS 1The amendment will be applied
retrospectively.

PAS 36,Impairment of Assetglarifies that the largest unit permitted foroatiting goodwill,
acquired in a business combination, is the opeyradggment as defined in PFRS 8 before
aggregation for reporting purposes.

PAS 38, Intangible Assetsclarifies that if an intangible asset acquired anbusiness
combination is identifiable only with another ingginle asset, the acquirer may recognize the
group of intangible assets at a single asset pedvte individual assets have similar useful
lives. It also clarifies that the valuation teafunes presented for determining the fair value of
intangible assets acquired in a business combmé#tiat are not traded in active markets are
only examples and are not restrictive on the methbat can be used.

New Accounting Standards, Interpretations, and Adngnts to
Existing Standards Effective Subsequent to Decer®begp010

The Group will adopt the following standards, iptetations and amendments to existing
standards enumerated below when these becomeifedExcept as otherwise indicated, the
Group does not expect the adoption of these new aménded PFRS and Philippine
Interpretations to have a significant impact onfthancial statements.

Effective in 2011

PAS 24 (AmendedRelated Party Disclosures

The amended standard is effective for annual ped@djinning on or after January 1, 2011. It
clarified the definition of a related party to silifypthe identification of such relationships and
to eliminate inconsistencies in its application.heTrevised standard introduces a partial
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exemption of disclosure requirements for governanelsted entities. Early adoption is
permitted for either the partial exemption for gowaent-related entities or for the entire
standard.

PAS 32,Financial Instruments: Presentation (Amendment)asS§ification of Rights Issues

The amendment to PAS 32 is effective for annualioger beginning on or after
February 1, 2010 and amended the definition ohanftial liability in order to classify rights
issues (and certain options or warrants) as egustyuments in cases where such rights are
given pro rata to all of the existing owners of Sa@me class of an entity’'s non-derivative
equity instruments, or to acquire a fixed numbethaf entity’s own equity instruments for a
fixed amount in any currency.

Philippine Interpretation IFRIC 1dAmendment) Prepayments of a Minimum Funding
Requirement

The amendment to Philippine Interpretation IFRIC 54 effective for annual periods
beginning on or after January 1, 2011, with reteatipe application. The amendment
provides guidance on assessing the recoverable rammua net pension asset. The
amendment permits an entity to treat the prepaymieatminimum funding requirement as an
asset.

Philippine Interpretation IFRIC 1E&xtinguishing Financial Liabilities with Equity

Instruments

Philippine Interpretation IFRIC 19 is effective fannual periods beginning on or after
July 1, 2010. The interpretation clarifies thauigg instruments issued to a creditor to
extinguish a financial liability qualify as consrdéion paid. The equity instruments issued are
measured at their fair value. In case that thimotbe reliably measured, the instruments are
measured at the fair value of the liability extiiged. Any gain or loss is recognized
immediately in profit or loss.

Effective in 2012

PAS 12,Income Taxes (Amendment) - Deferred Tax: Recovyespaerlying Assets

The amendment to PAS 12 is effective for annualioger beginning on or after
January 1, 2012. It provides a practical solutmthe problem of assessing whether recovery
of an asset will be through use or sale. It intaedua presumption that recovery of the
carrying amount of an asset will normally be thriosgle.

PFRS 7Financial Instruments: Disclosures (Amendmentsjsc@sures-Transfers of
Financial Assets

The amendments to PFRS 7 are effective for annesiogls beginning on or after
July 1, 2011. The amendments will allow users ofaficial statements to improve their
understanding of transfer transactions of finan@abets (for example, securitizations),
including understanding the possible effects of aslys that may remain with the entity that
transferred the assets. The amendments also reglditonal disclosures if a disproportionate
amount of transfer transactions are undertakemarthe end of a reporting period.

Philippine Interpretation IFRIC 1#\greement for Construction of Real Estate

This interpretation, effective for annual periodsgyimning on or after January 1, 2012, covers
accounting for revenue and associated expensestitg® that undertake the construction of
real estate directly or through subcontractors.e Titerpretation requires that revenue on
construction of real estate be recognized only upampletion, except when such contract
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qualifies as construction contract to be accouftedinder PAS 11Construction Contracts

or involves rendering of services in which caseerese is recognized based on stage of
completion. Contracts involving provision of see$é with the construction materials and
where the risks and rewards of ownership are tearest to the buyer on a continuous basis
will also be accounted for based on stage of cotiople

Effective in 2013

PFRS 9Financial Instruments: Classification and Measurerne

PFRS 9, as issued in 2010, reflects the first pbasee work on the replacement of PAS 39
and applies to classification and measurementraingtial assets and financial liabilities as
defined in PAS 39. The standard is effective fanuwal periods beginning on or after
January 1, 2013. In subsequent phases, hedgendicgpand derecognition will be addressed.
The completion of this project is expected in e@t 1.

Improvements to PFRS effective subsequent to 2010

In May 2010, the International Accounting StandaBizard (IASB) issued its omnibus of
amendments to the following standards, primarilyhva view to removing inconsistencies and
clarifying wording.

Revised PFRS Business Combinations

Transition requirements for contingent consideratirom a business combination that
occurred before the effective date of the revigeldrifies that the amendments to PFRS 7,
PAS 32 and PAS 39 that eliminate the exemptiortdmtingent consideration, do not apply to
contingent consideration that arose from businessbmations whose acquisition dates
precede the application of PFRS 3 (as revised @8R0

Measurement of non-controlling interests (NQlmits the scope of the measurement choices
that only the components of NCI that are presemiarship interests that entitle their holders
to a proportionate share of the entity's net asgethe event of liquidation, shall be measured
either: (1) at fair value or (2) at the present erghip instruments’ proportionate share of the
acquiree’s identifiable net assets.

Other components of NCI are measured at their aitopui date fair value, unless another
measurement basis is required by another PFRFRERS 2.

Un-replaced and voluntarily replaced share-based/mant awards Requires an entity
(in a business combination) to account for the aeginent of the acquiree’s share-based
payment transactions (whether obliged or volulytari.e., split between consideration and
post combination expenses. However, if the engplaces the acquiree’s awards that expire
as a consequence of the business combination, Hreseecognized as post-combination
expenses.

The amendment also specifies the accounting faredhased payment transactions that the
acquirer does not exchange for its own awardsested - they are part of NCI and measured
at their marked-based measure; if unvested - theyreeasured at market based value as if
granted at acquisition date, and allocated betW&&inand post-combination expense.

Amendment to PFRS 7kinancial Instruments: Disclosuresemphasizes the interaction
between quantitative and qualitative disclosures thie nature and extent of risks associated
with financial instruments which should be appliettospectively.
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Amendments to quantitative and credit risk disctesiare as follows:

- clarifies only those financial assets whose cagyamount does not reflect the maximum
exposure to credit risk.

- requires, for all financial assets, disclosure fré financial effect of collateral held as
security and other credit enhancements regardiegatihount that best represents the
maximum exposure to credit risk (e.g., a descniptid the extent to which collateral
mitigates credit risk).

- removes disclosure of the collateral held as sBguother credit enhancements and an
estimate of their fair value for financial assdtattare past due but not impaired, and
financial assets that are individually determinethé impaired.

- removes the requirement to specifically disclosericial assets renegotiated to avoid
becoming past due or impaired.

- clarifies that the additional disclosure requirent financial assets obtained by taking
possession of collateral or other credit enhancésreme only applicable to assets still held
at the reporting date.

* Amendment to PAS 1Presentation of Financial Statemenidarifies that an entity will
present an analysis of other comprehensive incameach component of equity, either in the
statement of changes in equity or in the notekadihancial statements.

« Amendment to PAS 27Consolidated and Separate Financial Statemedtrifies that the
consequential amendments from PAS 27 made to PASH&LEffects of Changes in Foreign
Exchange Rate$?AS 28,Investments in Associateend PAS 3linterests in Joint Ventures
apply prospectively for annual periods beginningasnafter July 1, 2010 or earlier when
PAS 27 is applied earlier.

The Group has not yet adopted the above amendmaedtanticipates that these changes will have
no material effect on the financial statements.

Basis of Consolidation
The consolidated financial statements include tteants of the Company and the following
subsidiaries:

Country of Percentage of

Incorporation Ownership
Convenience Distribution Inc. (CDI) Philippines 100
Store Sites Holding, Inc. (SSHI) Philippines 100

Subsidiaries are those entities in which the Comges an interest of more than one half of the
voting rights or otherwise has power to govern fimancial and operating policies through
interlocking directorships such that substantialdfitgs from the subsidiaries’ activities flow tceth
Company. Subsidiaries are fully consolidated fitbi date on which control is transferred to the
Company. They are de-consolidated from the datevbich control ceases. The results of
subsidiaries acquired or disposed of during the geaincluded in profit or loss from the date of
acquisition or up to the date of the disposal,pgBs@priate.
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SSHI's capital stock, which is divided into 40% coon shares and 60% preferred shares are
owned by the Company and by Philippine Seven Catmor-Employees Retirement Plan through
its trustee, Bank of the Philippines Islands-Adgketnagement and Trust Group (BPI-AMTG),
respectively. These preferred shares which acmdepay guaranteed preferred dividends and are
redeemable at the option of the holder (see No)eai®d recognized as a financial liability in
accordance with PFRS. The Company owns 100% of’'SSdmmon shares, which, together
with common key management, gives the Company cbower SSHI.

The financial statements of the subsidiaries aepamed for the same reporting year as the
Company, using uniform accounting policies. Intenpany transactions, balances and unrealized
gains and losses are eliminated in full.

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Castvadgpis are short-term, highly liquid
investments that are readily convertible to knowrmants of cash with original maturities of three
months or less from the date of acquisition antlah@ subject to an insignificant change in value.

Financial Instruments
The Group recognizes a financial asset or a firgdizbility in the consolidated balance sheet
when it becomes a party to the contractual prorssaf the instrument.

Financial assets and financial liabilities are grgped initially at fair value. Transaction coatg
included in the initial measurement of all finahcéssets and financial liabilities, except for
financial instruments measured at fair value thropigpfit or loss (FVPL).

All regular way purchases and sales of financigktsare recognized on the trade date, i.e. the
date the Group commits to purchase or sell thendilzh asset. Regular way purchases or sales of
financial assets require delivery of assets withetime frame generally established by regulation

in the market place.

The Group classifies its financial assets as fiinassets at FVPL, held-to-maturity (HTM)
financial assets, loans and receivables or aveilftblsale financial (AFS) assets. Financial
liabilities, on the other hand, are classified itisee financial liabilities at FVPL or other finaiat
liabilities. The classification depends on thepmse for which the financial assets and financial
liabilities were acquired. Management determirtes ¢lassification at initial recognition and,
where allowed and appropriate, re-evaluates thégydation at every balance sheet date.

Financial Assets

a. Financial Assets at FVPL
Financial assets at FVPL include financial assetd-for-trading and those designated upon
initial recognition as at FVPL.

Financial assets are classified as held-for-tradittgey are acquired for the purpose of selling
in the near term.

Financial assets are designated as at FVPL omlimé@cognition when any of the following
criteria are met:

» the designation eliminates or significantly reduties inconsistent treatment that would
otherwise arise from measuring the assets or rézogngains or losses on them on a
different basis; or
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» the assets are part of a group of financial asgeiish are managed and their performance
is evaluated on a fair value basis, in accordanitie &vdocumented risk management or
investment strategy; or

 the financial asset contains an embedded derivativiess the embedded derivative does
not significantly modify the cash flows or it isealr, with little or no analysis, that it would
not be separately recorded.

Financial assets at FVPL are recorded in the categed balance sheet at fair value. Changes
in fair value are accounted for directly in pradit loss. Interest earned is recorded as interest
income, while dividend income is recognized acawgdio the terms of the contract, or when
the right of the payment has been established.

As of December 31, 2010 and 2009, the Group hdmancial assets as at FVPL.

The Group assesses whether embedded derivativescprieed to be separated from the host
contracts when the Group first becomes a partheéccbntract. Re-assessment only occurs if
there is a change in the terms of the contract shificantly modifies the cash flows that
would otherwise be required.

An embedded derivative is separated from the Hoanéial or non-financial asset contract
and accounted for as a derivative if all of thédiwing conditions are met:

« the economic characteristics and risks of the euhbedlerivative are not closely related
to the economic characteristic of the host contract

e a separate instrument with the same terms as thedaad derivative would meet the
definition of a derivative; and

« the hybrid or combined instrument is not recogniasdrVPL.

Embedded derivatives that are bifurcated from thst bontracts are accounted for as financial
assets at FVPL. Changes in fair values are indurd@rofit or loss.

As of December 31, 2010 and 2009, the Group hamitstanding embedded derivatives.

HTM Financial Assets

HTM financial assets are quoted non-derivative rftial assets with fixed or determinable
payments and fixed maturities wherein the Groupthapositive intention and ability to hold

to maturity. HTM financial assets are subsequetdlyied either at cost or amortized cost in
the consolidated balance sheet. Amortization ierdened by using the effective interest rate
method. Assets under this category are classdcdurrent assets if maturity is within

12 months from balance sheet date. Otherwiseg hiesclassified as noncurrent assets.

As of December 31, 2010 and 2009, the Group hadesignated any financial asset as HTM.

Loans and Receivables

Loans and receivables are non-derivative finaragakts with fixed or determinable payments
that are not quoted in an active market. Loansraodivables are subsequently carried either
at cost or amortized cost in the consolidated lzalameet. Amortization is determined using
the effective interest rate method. Loans andivabkes are classified as current assets if
maturity is within 12 months from balance sheetedaOtherwise, these are classified as
noncurrent assets.
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The Group’s loans and receivables consist of casti eash equivalents, short-term
investments, receivables and deposits as of DeaeBih@010 and 2009.

d. AFS Financial Assets
AFS financial assets are non-derivative finaneasets that are either designated in this
category or not classified in any of the other gatiges. Financial assets may be designated at
initial recognition as AFS if they are purchased dreld indefinitely, and may be sold in
response to liquidity requirements or changes inketeconditions. AFS financial assets are
carried at fair value in the consolidated balarfeeets Changes in the fair value of such assets
are accounted for in the consolidated statemerbofprehensive income until the financial
asset is derecognized or until the financial aissé¢termined to be impaired at which time the
cumulative gain or loss previously reported in tdomsolidated statement of comprehensive
income is recognized in profit or loss. AFS fin@h@assets are classified as current assets if
maturity is within 12 months from balance sheetedaOtherwise, these are classified as
noncurrent assets.

The Group’s AFS financial assets consist of unqlidgteestments in preferred shares of a
public utility company included as part of “Goodwind other noncurrent assets” in the
consolidated balance sheets as of December 31,£@12009.

Financial Liabilities

a. Financial Liabilities at FVPL
Financial liabilities at FVPL include financial bdities held-for-trading and those designated
upon recognition at FVPL.

Financial liabilities are classified as held-faaeing if they are acquired for the purpose of
selling in the near term.

Financial liabilities are designated as at FVPLirotial recognition when any of the following
criteria are met:

« the designation eliminates or significantly redut®s inconsistent treatment that would
otherwise arise from measuring the liabilities @agnizing gains or losses on them on a
different basis; or

« the liabilities are part of a group of financiahbilities which are managed and their
performance is evaluated on a fair value basisadcordance with a documented risk
management or investment strategy; or

» the financial instrument contains an embedded dgvie, unless the embedded derivative
does not significantly modify the cash flows oisitclear, with little or no analysis, that it
would not be separately recorded.

Financial liabilities at FVPL are recorded in thensolidated balance sheet at fair value.
Changes in fair value are accounted for directlgriofit or loss. Interest incurred is recorded
as interest expense.

As of December 31, 2010 and 2009, the Group hadersignated any financial liability as at
FVPL.
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b. Other Financial Liabilities
This category pertains to financial liabilities tlzme neither held-for-trading nor designated as
at FVPL upon the inception of the liability. OtHarancial liabilities are subsequently carried
at amortized cost, taking into account the impé&etpplying the effective interest rate method
of amortization (or accretion) for any related prem, discount and any directly attributable
transaction costs.

Other financial liabilities are classified as @nt liabilities if maturity is within the normal
operating cycle of the Company and it does not hens®nditional right to defer settlement of
the liability for at least 12 months from balanteeat date. Otherwise, these are classified as
noncurrent liabilities.

The Group’s other financial liabilities consist lsdnk loans, accounts payable and accrued
expenses, other current liabilities and cumulathegleemable preferred shares as of
December 31, 2010 and 2009.

Determination of Fair Values

Fair value is determined by reference to the tretima price or other market prices. If such

market prices are not readily determinable, thevfalue of the consideration is estimated as the
sum of all future cash payments or receipts, distali using the prevailing market rates of

interest for similar instruments with similar matigs.

Day 1 Profit
Where the transaction price in a non-active maigdlifferent from the fair value from other

observable current market transactions in the dasteument or based on a valuation technique
whose variables include only data from observabéeket, the Group recognizes the difference
between the transaction price and fair value (a Dayofit) in profit or loss unless it qualifiesrfo
recognition as some other type of asset. In cadesrevuse is made of data which is not
observable, the difference between the transagtime and model value is only recognized in
profit or loss when the inputs become observablevloen the instrument is derecognized. For
each transaction, the Group determines the apjattepriethod of recognizing the day 1 profit.

Offsetting Financial Instruments
Financial assets and financial liabilities are effand the net amount is reported in the
consolidated balance sheet if, and only if, thera currently enforceable legal right to offset the
recognized amounts and there is an intention tbeseh a net basis, or to realize the asset and
settle the liability simultaneously.

Impairment of Financial Assets
The Group assesses at each balance sheet dateewadthancial asset or a group of financial
assets is impaired.

Financial Assets Carried at Amortized Cost

If there is objective evidence that an impairmession loans and receivables has been incurred,
the amount of impairment loss is measured as fferelnce between the financial asset’s carrying
amount and the present value of estimated futusd fiaws (excluding future expected credit
losses that have not been incurred) discountdtkediniancial asset’s original effective interedera
(i.e., the effective interest rate computed aiahitecognition). The carrying amount of the asset
is reduced by the impairment loss, which is recogphin profit or loss.

The Group first assesses whether objective evidehaapairment exists for financial assets that
are individually significant and collectively forinfincial assets that are not individually
significant. Objective evidence includes obsergatdta that comes to the attention of the Group
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about loss events such as but not limited to sigamt financial difficulty of the counterparty, a
breach of contract, such as a default or delinguéménterest or principal payments, probability
that the borrower will enter bankruptcy or otheraficial reorganization. |If it is determined that
no objective evidence of impairment exists for adividually or collectively assessed financial
asset, whether significant or not, the asset ilmided in the group of financial assets with similar
credit risk characteristics and that group of ficiahassets is collectively assessed for impairment
Assets that are individually assessed for impaitmeemd for which an impairment loss is or
continue to be recognized are not included in dectVe assessment of impairment. The
impairment assessment is performed at each bakirest date. For the purpose of a collective
evaluation of impairment, financial assets are peou on the basis of such credit risk
characteristics such as customer type, paymemtrpjgiast-due status and term.

Loans and receivables, together with the relatémlvahce, are written off when there is no

realistic prospect of future recovery and all deital has been realized. If, in a subsequent gerio

the amount of the impairment loss decreases andlébeease can be related objectively to an
event occurring after the impairment was recogniteel previously recognized impairment loss is
reversed. Any subsequent reversal of an impairioest is recognized in profit or loss, to the

extent that the carrying value of the asset doégexwmeed its amortized cost at the reversal date.

Financial Assets Carried at Cost

If there is objective evidence that an impairmession an unquoted equity instrument that is not
carried at fair value because its fair value catueoteliably measured, or on a derivative assét tha
is linked to and must be settled by delivery ofls@m unquoted equity instrument has been
incurred, the amount of the loss is measured adiffezence between the asset’s carrying amount
and the present value of estimated future cashsfldigscounted at the current market rate of return
of a similar financial asset.

Financial Assets Carried at Fair Value

If an AFS financial asset is impaired, an amoumbhgising the difference between its cost (net of
any principal payment) and its current fair valless any impairment loss previously recognized
in profit or loss, is transferred from the consatetl statement of comprehensive income to profit
or loss.

In case of equity securities classified as AFSrfaia asset, objective evidence would include a
significant or prolonged decline in the fair valakthe financial assets below its cost or where
other objective evidence of impairment exists. Teermination of what is “significant” or
“prolonged” requires judgment. The Group treatgrigicant” generally as 20% or more of the
original cost of investment, and “prolonged” asagee than six months. In addition, the Group
evaluates other factors, including normal volatilit share price for unquoted equities.

Impairment losses on equity investments are nagreexd through profit or loss. Increases in fair

value after impairment are recognized directly mnsolidated statement of comprehensive

income. Reversals in respect of equity instrumetassified as AFS financial asset are not

recognized in profit or loss. Reversals of impa@ntlosses on debt instruments are recognized in
profit or loss if the increase in fair value of timstrument can be objectively related to an event
occurring after the impairment loss was recognimeutofit or loss.

In case of debt securities classified as AFS firdrasset, impairment is assessed based on the
same criteria as financial assets carried at apeaftcost. Future interest income is based on the
reduced carrying amount and is accrued based oratbef interest used to discount future cash
flows for the purpose of measuring impairment loSsich accrual is recorded as part of “Interest
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income” in profit or loss. If, in subsequent yetie fair value of a debt security increases aed th
increase can be objectively related to an eveniraog after the impairment loss was recognized
in profit or loss, the impairment loss is reveriembugh profit or loss.

Derecognition of Financial Assets and Liabilities

Financial Assets

A financial asset (or, where applicable, a paradinancial asset or a part of a group of similar
financial assets) is derecognized when:

» the right to receive cash flows from the assetdxaéred;

« the Group retains the right to receive cash flonwsnfthe asset, but has assumed an obligation
to pay them in full without material delay to arthparty under a pass-through arrangement;
or

» the Group has transferred its right to receive déshs from the asset and either (a) has
transferred substantially all the risks and rewafdthe asset, or (b) has neither transferred nor
retained substantially all risks and rewards ofdbget, but has transferred control of the asset.

Where the Group has transferred its rights toiveceash flows from an asset and has neither
transferred nor retained substantially all thegiakd rewards of the asset nor transferred control
of the asset, the asset is recognized to the egfetite Group’s continuing involvement in the
asset. Continuing involvement that takes the fofra guarantee over the transferred asset is
measured at the lower of the original carrying amiaf the asset and the maximum amount of
consideration that the Group could be requirecpay.

Financial Liabilities
A financial liability is derecognized when the dadtion under the liability is discharged,
cancelled or has expired.

Where an existing financial liability is replacey &nother from the same lender on substantially
different terms, or the terms of an existing ligpiare substantially modified, such an exchange or
modification is treated as a derecognition of thigioal liability and the recognition of a new
liability, and the difference in the respectivergarg amounts is recognized in profit or loss.

Inventories

Inventories are stated at the lower of cost andreaizable value (NRV). Cost of warehouse
merchandise is determined using the first-in, 4inst method. NRV is the selling price in the
ordinary course of business, less the estimatedofasarketing and distribution. The Group is
using the retail method in measuring the cost ®fsibre merchandise inventory. Under this
method, cost is determined using the average gnadg and is reviewed on a regular basis to
ensure that it approximates actual costs.

Value-Added Tax (VAT)

Input VATIs the 12% indirect tax paid by the Group in tharse of the Group’s trade or business
on local purchase of goods or services, includasg¢ or use of property, from a VAT-registered
entity. For acquisition of capital goods oWR¥,000,000, the related input taxes are deferred and
amortized over the useful life or 60 months, whigreis shorter, commencing on the date of
acquisition.

Output VATpertains to the 12% tax due on the sale of medikarand lease or exchange of
taxable goods or properties or services by the &rou
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If at the end of any taxable month the output VATeeds the input VAT, the excess shall be paid
by the Group. Any outstanding balance is includedler “Accounts payable and accrued
expenses” account in the balance sheet. If thetin\T exceeds the output VAT, the excess
shall be carried over to the succeeding month onth® Excess input VAT is included under
“Prepayments and other current assets” accoumeitbalance sheet. Input VAT on capital goods
may, at the option of the Group, be refunded odited against other internal revenue taxes,
subject to certain tax laws.

Revenue, expenses and assets are recognizedthetaohount of VAT.

Advances to Suppliers

Advances to suppliers are down payments for adgpnsi of property and equipment not yet
received. Once the property and equipment arevertethe asset is recognized together with the
corresponding liability.

Property and Equipment
Property and equipment, except for land, are ahraie cost less accumulated depreciation and
amortization, and any impairment in value.

Land is carried at revalued amount less any impaitrim value. The difference between cost and
revalued amount goes to the consolidated statewfenbmprehensive income. The revalued
amount is determined by a professionally qualifretependent appraiser.

The initial cost of property and equipment consistsits purchase price and any directly
attributable costs of bringing the asset to itskivay condition and location for its intended use.
Expenditures incurred after the assets have bedéninpo operation, such as repairs and
maintenance and overhaul costs, are recognizedifit pr loss in the period in which the costs
are incurred. In situations where it can be cledemonstrated that the expenditures have resulted
in an increase in the future economic benefits etgueto be obtained from the use of an item of
property and equipment beyond its originally assgstandard of performance, the expenditures
are capitalized as an additional cost of the assets

Construction in progress is stated at cost. Thkides cost of construction and other direct costs
Construction in progress is not depreciated unithstime the relevant assets are completed and
put into operational use.

Depreciation and amortization commence once thetasge available for use. It ceases at the
earlier of the date that it is classified as norentr asset held-for-sale and the date the asset is
derecognized.

Depreciation is computed on a straight-line metbeer the estimated useful lives of the assets as
follows:

Years
Buildings and improvements 10to 12
Store furniture and equipment 5 to 1(
Office furniture and equipment 3to5
Transportation equipment 3to5
Computer equipment 3

Leasehold improvements are amortized over themestd useful life of the improvements,
ranging from five to ten years, or the term of lrse, whichever is shorter.



-14 -

The assets’ estimated useful lives and depreciatiod amortization method are reviewed
periodically to ensure that the period and methiodepreciation and amortization are consistent
with the expected pattern of economic benefits fthenitems of property and equipment. When
assets are retired or otherwise disposed of, tret 0o revalued amount and the related
accumulated depreciation and amortization and erpairment in value are removed from the
accounts and any resulting gain or loss is recaghia profit or loss. The revaluation increment
in equity relating to the revalued asset solddagferred to retained earnings.

Fully depreciated assets are retained in the bootilsdisposed.

Software and Program Cost

Software and program cost, which are not spedljiddentifiable and integral to a specific
computer hardware, are shown as part of “Goodwiltl ather noncurrent assets” in the
consolidated balance sheet. These are carried sit less accumulated amortization and any
impairment in value. Amortization is computed orsteaight-line method over their estimated
useful life of five years.

Impairment of Property and Equipment and Softvear@ Program Cost

The Group assesses at each balance sheet datemtiette is an indication that a nonfinancial
asset may be impaired. If any such indicationtexisr when annual impairment testing for an
asset is required, the Group makes an estimatbeohsset’s recoverable amount. An asset’s
recoverable amount is the higher of an asset’'ssi generating unit’s fair value less costs to sell
and its value-in-use and is determined for an iddi@ asset, unless the asset does not generate
cash inflows that are largely independent of tHose other assets or groups of assets. For land,
the asset’s recoverable amount is the land’s higig@rice, which may be obtained from its sale
in an arm’s length transaction. For goodwill, tieset's recoverable amount is its value-in-use.
Where the carrying amount of an asset exceed®dtsverable amount, the asset is considered
impaired and is written down to its recoverable anto In assessing value-in-use, the estimated
future cash flows are discounted to their presahie; using a pre-tax discount rate that reflects
current market assessments of the time value oegnand risks specific to the asset. Impairment
losses, if any, are recognized in profit or lossthinse expense categories consistent with the
function of the impaired asset.

An assessment is made at each balance sheet datewdsether there is any indication that
previously recognized impairment losses may no déorexist or may have decreased. If such
indication exists, the recoverable amount is egttha A previously recognized impairment loss
is reversed only if there has been a change ineSienates used to determine the asset’s
recoverable amount since the last impairment |lass necognized. If that is the case, the carrying
amount of the asset is increased to its recovemhleunt. That increased amount cannot exceed
the carrying amount that would have been determinetiof depreciation and amortization, had
no impairment loss been recognized for the asgatevious years. Such reversal is recognized in
profit or loss, unless the asset is carried atloegaamount, in which case, the reversal is treated
as a revaluation increase. After such reversal,digpreciation charge is adjusted in the future
periods to allocate the asset’s revised carryinguant) less any residual value, on a systematic
basis over its remaining useful life.

Deposits
Deposits are amounts paid as guarantee in rel&iomoncancelable agreements entered into by

the Group. Deposits include rent deposits fordedsanchise and service agreements. These
deposits are recognized at cost and can be refwrdagaplied to future billings.
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Business Combinations and Goodwill

Business combinations are accounted for usingdheisition method. The cost of an acquisition
is measured as the aggregate of the consideratiosférred, measured at acquisition date fair
value and the amount of any non-controlling interies the acquiree. For each business
combination, the acquirer measures the non-comtgolhterest in the acquiree either at fair value
or at the proportionate share of the acquiree’stitlable net assets. Acquisition costs incurred
are expensed and included in administrative expgense

When the Company acquires a business, it assdssdgancial assets and financial liabilities
assumed for appropriate classification and desigman accordance with the contractual terms,
economic circumstances and pertinent conditionatathe acquisition date. This includes the
separation of embedded derivatives in host comttacthe acquiree.

If the business combination is achieved in statdesacquisition date fair value of the acquirer’s
previously held equity interest in the acquireeeisneasured to fair value at the acquisition date
through profit or loss.

Any contingent consideration to be transferred hmy acquirer will be recognized at fair value at
the acquisition date. Subsequent changes to thedlae of the contingent consideration, which
is deemed to be an asset or liability, will be grdaed in accordance with PAS 39 either in profit
or loss or as a change to other comprehensive iacdfithe contingent consideration is classified
as equity, it should not be re-measured until finally settled within equity.

Goodwill, included in “Goodwill and other noncurtesssets” in the consolidated balance sheet,
represents the excess of the cost of an acquigitren the fair value of the businesses acquired.
Following initial recognition, goodwill is measureat cost less any accumulated impairment
losses.

Goodwill is reviewed for impairment, annually or reofrequently if event or changes in

circumstances indicate that the carrying value t@ympaired. Impairment is determined for

goodwill by assessing the recoverable amount of cheh-generating unit or group of cash-
generating units to which the goodwill relates. aMhthe recoverable amount of the cash-
generating unit or group of cash-generating ursttess than the carrying amount of the cash-
generating unit or group of cash-generating urdtswhich goodwill has been allocated, an

impairment loss is recognized. Impairment lossésing to goodwill cannot be reversed in future
periods.

Cumulative Redeemable Preferred Shares

Cumulative redeemable preferred shares that exthiaitacteristics of a liability is recognized as a
financial liability in the consolidated balance shenet of transaction cost. The corresponding
dividends on those shares are charged as inteqgshge in profit or loss.

Deferred Revenue
Deferred revenue is recognized for cash receiveihfmme not yet earned. Deferred revenue is
recognized as revenue over the life of the revenméract or upon delivery of goods or services.

Capital Stock
Capital stock is measured at par value for all ehassued and outstanding. When the Group

issues more than one class of stock, a separab@racis maintained for each class of stock and
number of shares issued and outstanding.
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When the shares are sold at premium, the differbeteeen the proceeds and the par value is
credited to the “Additional paid-in capital” accdunwWhen shares are issued for a consideration
other than cash, the proceeds are measured bgithafue of the consideration received. In case
the shares are issued to extinguish or settladbdity of the Group, the shares shall be measured
either at the fair value of the shares issued iovedue of the liability settled, whichever is neor
reliably determinable.

Treasury Stock
Treasury stock is stated at acquisition cost andeducted from equity. No gain or loss is

recognized in profit or loss on the purchase, saljance or cancellation of the Group’s own
equity instruments.

Revenue Recognition

Revenue is recognized to the extent that it is giotbthat the economic benefits will flow to the
Group and the amount of revenue can be measurettlyel The Group has assessed its revenue
arrangements against the criteria enumerated W#W8r18,Revenue Recognitipand concluded
that it is acting as principal in all arrangemergscept for its sale of consigned goods. The
following specific recognition criteria must alse met before revenue is recognized:

Merchandise Sales

Revenue from merchandise sales is recognized whensignificant risks and rewards of
ownership of the goods have passed to the buyenerie is measured at the fair value of the
consideration received, excluding discounts, returgbates and sales taxes.

Franchise

Franchise fee is recognized upon execution of tlwechise agreement and performance of initial
services required under the franchise agreemerdnchise revenue is recognized in the period
earned.

Marketing
Revenue of marketing is recognized when serviceridered. In case of marketing support funds,
revenue is recognized upon achievement of the noimirpurchase requirement of the suppliers.

Rent
Rent income is accounted for on a straight-linesbasger the term of the lease.

Commission
Commission income is recognized upon the sale n$igoed goods.

Interest
Interest income is recognized as it accrues basedeoeffective interest rate method.

Costs and Expenses Recognition
Costs of merchandise sold are recognized in poofibboss at the point of sale. Expenses are
recognized in profit or loss upon utilization oétkervices or when they are incurred.

Other Comprehensive Income
Other comprehensive income comprises items of ilrcantd expense (including items previously
presented under the statement of changes in eqbéiare not recognized in profit or loss for the
year in accordance with PFRS.
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Retirement Benefits

Retirement benefits cost is determined using togepted unit credit actuarial valuation method.
Actuarial gains and losses are recognized as incomexpense when the net cumulative
unrecognized actuarial gains and losses for eadhvidual plan at the end of the previous
reporting year exceeded 10% of the higher of tlesgmt value of the retirement obligations and
the fair value of the net plan assets as of thet. ddhese gains or losses are recognized over the
expected average remaining working lives of thelegges participating in the plan.

Past service cost is recognized as an expenseofit pr loss on a straight-line basis over the
average period until the benefits become vestédhel benefits are already vested following the
introduction of, or changes to the plan, past serebst is recognized immediately.

The net retirement obligation is the aggregatthefpresent value of the retirement obligation and
actuarial gains and losses not recognized redugqrhét service cost not yet recognized and the
fair value of the net plan assets out of which gdiions are to be settled directly. If such
aggregate is negative, the asset is measured &bvilee of such aggregate or the aggregate of
cumulative unrecognized net actuarial losses amstl g&rvice cost and the present value of any
economic benefits available in the form of refumdni the plan or reductions in the future
contributions to the plan.

Leases

Finance leases, which transfer to the lessee sulahaall the risks and rewards of ownership of
the asset, are capitalized at the inception ofehse at the fair value of the leased propertyf or,
lower, at the present value of the minimum leasgreats. Lease payments are apportioned
between the interest income and reduction of thedeeceivable so as to achieve a constant rate
of interest on the remaining balance of the redsesalnterest income is recognized directly in
profit or loss.

Leases where the lessor retains substantiallhallisks and rewards of ownership of the asset are
classified as operating leases. Operating leagseeognized as an expense in profit or loss on a
straight-line basis over the lease term.

The determination of whether an arrangement igootains a lease is based on the substance of
the arrangement and requires an assessment of exhtbid fulfillment of the arrangement is
dependent on the use of a specific asset or amsdtthe arrangement conveys a right to use the
asset. A reassessment is made after inceptidredéase only if one of the following applies:

a. there is a change in contractual terms, other sghamewal or extension of the arrangement; or

b. a renewal option is exercised or extension is gdntnless the term of the renewal or
extension was initially included in the lease teom;

c. there is a change in the determination of whethiitifnent is dependent on a specified asset;
or

d. there is a substantial change to the asset.

Where a re-assessment is made, lease accountihgaihanence or cease from the date when the
change in circumstance gave rise to the re-assessarescenarios (a), (c) or (d) above, and the
date of renewal or extension for scenario (b).
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Borrowing Costs
Borrowing costs directly attributable to the a@ifinn, construction or production of an asset that

necessarily takes a substantial period of time &b rgady for its intended use or sale are
capitalized as part of the cost of the respectsse®. All other borrowing costs are expensed in
the period they occur. Borrowing costs consisintérest and other costs that an entity incurs in
connection with the borrowing of funds.

Foreign Currency-denominated Transactions

Transactions in foreign currency are initially resdied at the exchange rate at the date of
transaction. Outstanding foreign currency-denotethamonetary assets and liabilities are
translated using the applicable exchange ratelahta sheet date. Exchange differences arising
from translation of foreign currency monetary iteatsrates different from those at which they
were originally recorded are recognized in profitass.

Income Tax

Current Income Tax

Current income tax assets and liabilities for thierent and prior periods are measured at the
amount expected to be recovered from or paid taakation authorities. The tax rates and tax
laws used to compute the amount are those thatthesre enacted or substantively enacted at the
balance sheet date.

Deferred Income Tax
Deferred income tax is recognized on all tempothfferences at the balance sheet date between
the tax bases of assets and liabilities and tlaerying amounts for financial reporting purposes.

Deferred income tax liabilities are recognized &r taxable temporary differences. Deferred
income tax assets are recognized for all deductétgorary differences to the extent that it is
probable that sufficient future taxable profits Iwlile available against which the deductible
temporary differences can be utilized.

Deferred income tax relating to items recognizedatly in equity is recognized in profit or loss.

The carrying amount of deferred income tax asieteviewed at each balance sheet date and
reduced to the extent that it is no longer probabé sufficient future taxable profits will be
available to allow all or part of the deferred imem tax assets to be utilized. Unrecognized
deferred income tax assets are reassessed at alariteb sheet date and are recognized to the
extent that it has become probable that sufficfahire taxable profits will allow the deferred
income tax assets to be recovered.

Deferred income tax assets and liabilities areswesl at the tax rates that are expected to apply
to the period when the asset is realized or th®libais settled, based on tax rates (and tax Jaws
that have been enacted or substantively enactbe ailance sheet date.

Deferred income tax assets and liabilities arsetffif a legally enforceable right exists to skt o
deferred income tax assets against deferred incaméabilities and the deferred income taxes
relate to the same taxable entity and the samédaxauthority.

Earnings (Loss) Per Share

Basic earnings (loss) per share is calculated imdidg the income or (loss) for the year
attributable to common shareholders by the weightestage number of shares outstanding during
the year, excluding treasury shares.
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Diluted earnings (loss) per share is calculatedipiding the net income or (loss) for the year
attributable to common shareholders by the weightedtage number of shares outstanding during
the year, excluding treasury shares and adjustethéeffects of all potential dilutive common
shares, if any.

In determining both the basic and diluted earnithgss) per share, the effect of stock dividenfls, i
any, is accounted for retroactively.

Segment Reporting

Operating segments are components of an entitywfuch separate financial information is
available and evaluated regularly by managemendeiciding how to allocate resources and
assessing performance. The Group considers the gperation as its primary activity and its
only business segment. Franchising, renting op@nries and commissioning on bills payment
services are considered an integral part of thee siperations.

Provisions

Provisions are recognized when: (a) the Group haesent obligation (legal or constructive) as a
result of a past event; (b) it is probable thabatilow of resources embodying economic benefits
will be required to settle the obligation; and &cjeliable estimate can be made of the amount of
the obligation. If the effect of the time valuerabney is material, provisions are determined by
discounting the expected future cash flows at atgxerate that reflects current market
assessments of the time value of money and, wimm®priate, the risks specific to the liability.
Where discounting is used, the increase in theigimvdue to the passage of time is recognized
as interest expense. When the Group expects aismmovor loss to be reimbursed, the
reimbursement is recognized as a separate asgeivoeh the reimbursement is virtually certain
and its amount is estimable. The expense relatirany provision is presented in profit or loss,
net of any reimbursement.

Contingencies
Contingent liabilities are not recognized in thensolidated financial statements. They are

disclosed unless the possibility of an outflow eBources embodying economic benefits is
remote. Contingent assets are not recognized énctinsolidated financial statements but
disclosed when an inflow of economic benefit islaole. Contingent assets are assessed
continually to ensure that developments are apjatgly reflected in the consolidated financial
statements. If it has become virtually certaint tra inflow of economic benefits will arise, the
asset and the related income are recognized icotisolidated financial statements.

Events after the Balance Sheet Date

Post year-end events that provide additional infdimm about the Group’s position at the balance
sheet date (adjusting events) are reflected ircdmsolidated financial statements. Post year-end
events that are non-adjusting events are disclasetthe notes to the consolidated financial
statements when material.

Use of Significant Accounting Judgments, Estimatesnd Assumptions

The preparation of the consolidated financial staets in accordance with PFRS requires
management to make judgments, estimates and assomfftat affect the amounts reported in the
consolidated financial statements and notes. THgnents, estimates and assumptions used in
the consolidated financial statements are based upemagement’s evaluation of relevant facts
and circumstances as of balance sheet date. Fatangts may occur which can cause the
assumptions used in arriving at those judgment§imates and assumptions to change.
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The effects of any changes will be reflected indbasolidated financial statements of the Group
as they become reasonably determinable.

Judgments

In the process of applying the Group’s accountinticges, management has made the following
judgments, apart from those involving estimatiowbjch have the most significant effect on
amounts recognized in the consolidated financaikstents:

Determination of Functional Currency

Based on the economic substance of the underlyiogrostances relevant to the Company, the
functional currency of the Company has been detexthio be the Peso. The Peso is the currency
of the primary economic environment in which then@any operates. It is the currency that
mainly influences the revenue, costs and experfdbge €ompany.

Classification of Financial Instruments

The Group classifies a financial instrument, oiciisnponents, on initial recognition as a financial
asset, liability or equity instrument in accordanegéth the substance of the contractual
arrangement and the definitions of a financial d&dility or equity instrument. The substance
of a financial instrument, rather than its legainfp governs its classification in the consolidated
balance sheet.

Financial assets are classified as financial assetsVPL, HTM financial assets, loans and
receivables and AFS financial assets. Financaddilliies, on the other hand, are classified as
financial liabilities at FVPL and other financigbilities.

The Group determines the classification at inigdognition and, where allowed and appropriate,
re-evaluates this classification at every balamessdate.

The Group’s financial instruments include loans aeckivables, AFS financial assets and other
financial liabilities (see Note 29).

Classification of Leases

a. Finance lease as lessor
The Group entered into a sale and leaseback trémsadth an armored car service provider
where it has determined that the risks and rewasid$ed to the armored vehicles leased out
will be transferred to the lessee at the end ofdhse term. As such, the lease agreement was
accounted for as a finance lease (see Note 26).

b. Operating lease as lessee
The Group entered into various property leases revitehas determined that the risks and
rewards related to the properties are retained thighessors. As such, the lease agreements
were accounted for as operating leases (see Npte 26

c. Operating lease as lessor
The Company entered into property subleases dedsed properties. SSHI also entered into
lease agreements on properties which it owns. btmpany and SSHI determined that it
retains all the significant risks and rewards oéséh properties which are leased out on
operating leases (see Note 26).

Impairment of Property and Equipment and Softwaareé Program Costs

The Group determines whether its items of propargt equipment and software and program
costs are impaired on an annual basis. This regjain estimation of the value-in-use of the cash-
generating units to which the assets are allocafte preparation of the estimated future cash
flows in determining value-in-use involves signdint judgment, estimation and assumption.
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While management believes that the assumptions exa&dappropriate and reasonable, significant
changes in these assumptions may materially atfiecassessment of recoverable values and may
lead to future impairment charges.

The carrying value of property and equipment anftwsme and program costs amounted
to B1,612,379,628 and B1,235,255,125 as of Desmer8fh, 2010 and 2009, respectively
(see Notes 8 and 10). Based on management’s judgthere were no indicators of impairment
in the Group’s nonfinancial assets, thus, no impairt loss needs to be recognized in 2010, 2009
and 2008.

Estimates

The key assumptions concerning the future and dtgisources of estimation uncertainty at the
balance sheet date that have a significant riskaoing a material adjustment to the carrying
amounts of assets and liabilities follow:

Determination of Fair Values

The fair value for financial instruments tradedairtive markets at the balance sheet date is based
on their quoted market price or dealer price quanat(bid price for long positions and ask price
for short positions), without any deduction fornsaction costs. When current bid and asking
prices are not available, the price of the mosemetransaction provides evidence of the current
fair value as long as there has not been a significhange in economic circumstances since the
time of the transaction.

For all other financial instruments not listed im active market, the fair value is determined by
using appropriate valuation techniques. Valuatemhniques include net present value techniques,
comparison to similar instruments for which marlogiservable prices exist, options pricing
models, and other relevant valuation models.

Note 29 presents the fair values of the finanaigtruments and the methods and assumptions
used in estimating their fair values.

Impairment of Loans and Receivables

The Group reviews its loans and receivables at egobrting date to assess whether a provision
for impairment should be recognized in profit osdmr loans and receivables balance should be
written off. In particular, judgment by manageméentequired in the estimation of the amount
and timing of future cash flows when determining kel of allowance required. Such estimates
are based on assumptions about a number of faatatsactual results may differ, resulting in
future changes to the allowance. Moreover, manageravaluates the presence of objective
evidence of impairment which includes observablia dlaat comes to the attention of the Group
about loss events such as but not limited to sigamt financial difficulty of the counterparty, a
breach of contract, such as a default or delinguéménterest or principal payments, probability
that the borrower will enter bankruptcy or otheraficial re-organization.

In addition to specific allowances against indivatly significant loans and receivables, the Group
also makes a collective impairment allowance agarposures which, although not specifically
identified as requiring a specific allowance, havegreater risk of default than when originally
granted. This takes into consideration the cregit characteristics such as customer type,
payment history, past due status and term.

The carrying value of loans and receivables armemlitd B571,226,437 and BR628,448,541 as of
December 31, 2010 and 2009, respectively (see 28)te Allowance for impairment on loans and
receivables amounted to B3,627,492 and B10,833a84of December 31, 2010 and 2009,
respectively (see Notes 5 and 30). Provision figndirment amounted to B1,622,883 in 2010,
R9,798,327 in 2009 and R7,069,507 in 2008 (séesNwand 19).
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Impairment of AFS Financial Assets

In determining the fair values of financial assetanagement evaluates the presence of significant
and prolonged decline in the fair value of shaieepbelow its cost, the normal volatility in the
share price, the financial health of the investad #the industry and sector performance like
changes in operational and financial cash flowsy Mdication of deterioration in these factors
can have a negative impact on their fair value.e Tetermination of what is “significant” or
“prolonged” requires judgment. The Group treatigrigicant” generally as 20% or more of the
original cost of investment, and “prolonged” asagee than six months.

The carrying value of AFS financial assets amournted®1,320,575 and B2,314,575 as of
December 31, 2010 and 2009 (see Notes 10 and 8)impairment losses were recognized in
2010, 2009 and 2008.

Decline in Inventory Value

Provisions are made for inventories whose NRVlaweer than their carrying cost. This entails
determination of replacement costs and costs nages make the sale. The estimates are based
on a number of factors, the age, status and reabiigy of inventories.

The carrying value of inventories amounted to 2409,577 and B415,652,671 as of
December 31, 2010 and 2009, respectively (see B)oteNo provisions for decline in inventory
value were recognized in 2010, 2009 and 2008.

Estimation of Useful Lives of Property and Equipmen
The Group estimates the useful lives of its prigpand equipment based on a period over which
the assets are expected to be available for use.

Property and equipment, net of accumulated degieni and amortization, amounted to
R1,607,296,761 and B1,227,244,430 as of DeceBih@010 and 2009, respectively (see Note 8).

Impairment of Goodwiill

The Group determines whether goodwill is impairetbast on an annual basis. This requires an
estimation of the value-in-use of the cash-genagatinits to which the goodwill is allocated.
Estimating the value-in-use amount requires manageno make an estimate of the expected
future cash flows from the cash-generating unita@sd to choose a suitable discount rate in order
to calculate the present value of those cash flows.

The carrying value of goodwill amounted to P65,584 as of December 31, 2010 and 2009
(see Note 10). No impairment losses were recodnize2010 and 2009, while impairment loss
recognized on goodwill amounted to B4,611,368008(see Note 10). Based on the assessment
made by the Group, there is no impairment of gobidas the carrying value of the cash-
generating units exceeds the computed value-irasisé December 31, 2010 and 2009.

Estimation of Retirement Benefits

The determination of the obligation and retirembenefits is dependent on management’s
assumptions used by the actuary in calculating smobunts. Those assumptions are described in
Note 24 and include, among others, discount raéesapnum, expected annual rate of return on
plan assets and salary increase rates. Actudtgdbat differ from the Group’s assumptions are
accumulated and amortized over future periods dwedetore, generally affect the recognized
expense and recorded obligation in such futureodsri While the Group believes that the
assumptions are reasonable and appropriate, sigmifidifferences in the actual experience or
significant changes in the assumptions may malgéfiect the retirement obligations.
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The Group’s net retirement obligations amounted Bf%67,453,582 and B55,667,123 as of
December 31, 2010 and 2009, respectively. Retinemigenefits cost amounted to

R11,220,501 in 2010, B21,979,689 in 2009 and283701 in 2008. Further details about the
assumptions used are disclosed in Note 24.

Provisions and Contingencies

Judgment is exercised by management to distindueslveen provisions and contingencies. The
Group provides for present obligations (legal onstouctive) where it is probable that there will
be an outflow of resources embodying economic benéfat will be required to settle said
obligations. An estimate of the provision and amggncy is based on known information at
balance sheet date, net of any estimated amournntnabe reimbursed to the Group. If the effect
of the time value of money is material, provisi@msl contingencies are discounted using a current
pre-tax rate that reflects the risks specific te tkability. The amount of provision and
contingency is being re-assessed at least on arabbasis to consider new relevant information.

As of December 31, 2010 and 2009, the Group hagigioa for litigation losses amounting to
R7,066,290 and B12,578,122, respectively, amepisrted under “Accounts payable and accrued
expenses” in the consolidated balance sheets.idRyos and contingencies are further explained
in Note 34.

Realizability of Deferred Income Tax Assets

Deferred income tax assets are recognized forealporary deductible differences to the extent
that it is probable that sufficient future taxalpeofits will be available against which the
deductible temporary differences can be utilizédanagement has determined based on business
forecast of succeeding years that there is enoaghbte profits against which the recognized
deferred income tax assets will be realized.

The Group’s recognized deferred income tax assetaiated to B46,653,929 and B51,387,363 as
of December 31, 2010 and 2009, respectively (sd¢e Rlp).

4. Cash and Cash Equivalents

2010 2009
Cash on hand and in banks B322,975,839 BR432,900,994
Cash equivalents 35,753,695 15,929,894

P358,729,534 PB448,830,888

Cash in banks earn interest at the respective Hephksit rates. Cash equivalents are made for
varying periods up to three months depending onirttieediate cash requirements of the Group
and earn interest at the respective cash equivialtes.

Interest income from savings and deposits amoutatd®3,675,553 in 2010, B3,387,088 in 2009
and B2,180,738 in 2008, respectively (see Note 22)

5. Receivables

2010 2009
Suppliers B58,816,472 B69,278,890
Franchisee 40,871,647 46,051,611
Insurance receivable 10,986,094 1,905,773
Employees 10,321,643 6,906,248

(Forward)
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2010 2009
Store operators B9,718,957 B6,075,955
Rent 5,709,582 4,755,572
Current portion of lease receivable -
net of unearned interest income
amounting to B378,850 and B332,436
as of December 31, 2010 and 2009, respectively
(Note 26) 1,212,430 2,187,564
Deposits 1,009,864 1,009,864
Due from Philseven Foundation, Inc. (PFI)
(Note 25) 888,425 323,477
Others 22,435,013 12,489,099
161,970,127 150,984,053
Less allowance for impairment 3,627,492 10,843,948

P158,342,635

P140,140,105

The classes of receivables of the Group are aswell

» Suppliers - pertains to receivables from the Grewgippliers for display allowances, annual
volume discount and commission income from diffessrvice providers.

» Franchisees - pertains to receivables for the itorgrioans obtained by the franchisees at the

start of their store operations.

» Employees - includes car loans, salary loans askl shortages from stores which are charged

to employees.

* Rent - pertains to receivables from sublease agretnwith third parties, which are based on

an agreed fixed monthly rate or as agreed upohédyparties.

» Store operators - pertains to the advances givehitgd party store operators under service

agreements (see Note 32).

Receivable from suppliers are noninterest-beanmbaae generally on 30 to 90 day terms.

In 2010, the Company collected R8,606,678 fromitiserance company as insurance proceeds
from the Company’s properties destroyed by Ond@e (Note 8). As of December 31, 2010,
outstanding receivable from the insurance compalatad to the claim amounted to R10,858,906.
The gain amounting to B19,465,584 is includedGitér income” in the 2010 profit or loss.

Movements in allowance for impairment are as folow

2010
Suppliers Others Total
Beginning balances R7,535,300 P3,308,648 P10,843,948
Provision for the year (Note 19) 204,716 1,418,167 1,622,883
Write-off (7,140,854) - (7,140,854)
Recovery of bad debts (217,376) (1,481,109) (1,698,485)
Ending balances P381,786 P3,245,706 P3,627,492
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2009
Suppliers Others Total
Beginning balances B6,605,041 B2,135,133 Bg,740,
Provision for the year (Note 19) 7,535,300 2,263,02 9,798,327
Write-off (6,605,041) (976,212) (7,581,253)
Recovery of bad debts - (113,300) (113,300)
Ending balances P7,535,300 P3,308,648 P10,843,94
6. Inventories
2010 2009

At cost (Note 18):
Warehouse merchandise
Store merchandise

P235,157,252
180,495,419
P415,652,671

P200,869,257
201,550,320
P402,419,577

7. Prepayments and Other Current Assets

2010 2009
Deferred input VAT B128,689,605 B88,368,544
Advances to suppliers 46,036,750 44,291,320
Prepaid rent 32,972,222 23,163,308
Advances for expenses 3,268,768 5,460,880
Prepaid uniform 2,400,798 1,105,330
Supplies 1,915,107 1,445,555
Current portion of deferred lease (Notes 10 and 26) 1,363,270 1,425,742
Others 16,022,926 9,122,713

P232,669,446

P174,383,392

8. Property and Equipment

Movements in property and equipment are as follows:

2010
Store Office
Buildings and  Furniture and Furniture and Transportation Computer Leasehold  Construction
Land Improvements Equipment Equipment Equipment Equipment _Improvements In-Progress Total

Costs/Revalued Amount

Beginning balances B&3B21 B2,273,901,153

P44,481,000 P106,835234 P838,669,091 P3412683, P31,477,634 P234,546,575 P632,372,530

Additions - 2,477,677 364,185,866 83,407,721 7,246,905 160096 91,525,378 107,064,274 671,923,830
Disposals - - (26,007,646) (5950,893)  (1,099,583)  (2,080,394)  (4,326,878) - (39,465,394)
Reclassifications — — — — — — 109,323,054 (109,323,054) —
Ending balances 44,481,000 109,312,911 1,176,847,311 419,230,096 623056 248,482,190 828,894,084 41,487,041  2,906:89
Accumulated Depreciation
and Amortization

Beginning balances - 55,131,255 358,677,752 170,264,855 20,393,889 ,318D15 279,870,057 — 1,046,656,723
Depreciation and

amortization (Note 19) - 4,884,908 123,939,882 45,462,652 4,626,521 4M267 72,782,765 - 291,803,754
Disposals - - (26,007,646) (5,883,148)  (1,099,583)  (2,080,394) (4,326,878) - (39,397,649)
Reclassifications — 762 (992,626) 18,465 363,913 (370,177) 979,663 — —
Ending balances - 60,016,925 455,617,362 209,862,824 24,284,740 919870 349,305,607 — 1,299,062,828
Net Book Values P44,481,000 P49,295,986 R721,929 PR209,367,272 P13,340,216 P48,506,820 B8BM477 P41,487,041 P1,607,296,761




-26 -

2009
Store Office
Buildings and  Furniture and  Furniture and ~ Tramgimn Computer Leasehold Construction
Land _Improvements Equipment Equipment Equipment iffnent _Improvements In-Progress Total
Costs/Revalued Amount
Beginning balances P44,481,000 P106,053,132 ,BG3H11 PR272,075,851 P26,056,994 PR214,549,22999,P33,189 P15,631,887 P1,991,344,886
Additions - 782,102 158,765,465 61,112,527 5,420,64 19,997,353 53,328,694 62,987,209 362,393,990
Disposals - - (20,377,442) (4,497,653) - - (54,962,628) - (79,837,723)
Reclassifications — — (13,082,543) 13,082,543 — — 34,873,275 (34,873,275) —
Ending balances 44,481,000 106,835,234 838,669,09341,773,268 31,477,634 234,546,575 632,372,530 48%21 2,273,901,153
Accumulated Depreciation
and Amortization

Beginning balances - 49,663,042 306,461,567 1449320 16,959,659 117,352,566 284,655,788 - 919,803,5
Depreciation and

amortization (Note 19) - 5,468,213 73,029,711 39,489 3,434,230 44,966,349 46,891,726 - 203,965,71
Disposals - - (20,377,442) (4,497,653) - - (51,677,457) - (76,552,552)
Reclassifications — — (436,085) 436,085 — — — — —
Ending balances - 55,131,255 358,677,751 170,264,85 20,393,889 162,318,915 279,870,057 — 1,046,686,72
Net Book Values P44,481,000 P51,703,979 P479,991,339 P171,588,4 P11,083,745 P72,227,660 P352,502,473 PABIU5 P1,227,244,430

On February 5, 2007, the Group revalued its laitd @ost amounting to B39,866,864 at appraised
value of B44,481,000, as determined by a profeallio qualified independent appraiser. The
appraisal increase of B3,229,895, net of B1,384deferred income tax liability, resulting from
the revaluation was credited to “Revaluation inaatmon land” account presented under equity
section of the consolidated balance sheets. Themed value was determined using the market
data approach, wherein the value of the land iedam sales and listings of comparable
properties registered within the vicinity.

Fully depreciated property and equipment that aite keeing used in operations amounted to
B585,711,873 and BP498,262,619 as of December 28,0 and 2009, respectively.
On September 26, 2009, nine of the Company’s stwege devastated by the typhoon “Ondoy”.
The Company recognized loss from the said typhonauating to B3,285,171, which represents
the net book value of the property and equipmestrdged by the typhoon as of that said date.

As of December 31, 2010 and 2009, the carrying evadti the Group’s capitalized interest
amounted to B1,677,864 and B3,342,600, resphctive

9. Deposits
2010 2009
Rent P142,148,088 PB116,115,962
Utilities 23,969,222 22,131,783
Refundable 11,805,629 10,326,979
Others 3,273,451 2,753,309
P181,196,390 P151,328,033
Refundable
Refundable deposits on rent are computed at aredrtiast as follows:
2010 2009
Face value of security deposits B26,918,039 B26,835,877
Additions 1,073,247 958,162
Refunded (600,000) (876,000)
Unamortized discount (15,585,657) (16,591,060)

P11,805,629 P10,326,979
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Movements in unamortized discount are as follows:

2010 2009
Beginning balance B16,591,060 B17,521,299
Additions 257,859 235,348
Amortization (Note 22) (1,035,216) (987,606)
Refunded (228,046) (177,981)
Ending balance B15,585,657 B16,591,060

10. Goodwill and Other Noncurrent Assets

2010 2009
Goodwill P65,567,524 P65,567,524
Deferred lease - net of current portion (Note 26) 10,492,697 11,761,052
Garnished accounts 9,676,376 10,856,648
Software and program cost 5,082,867 8,010,695
Lease receivable - net of current portion (Note 26) 4,748,411 4,265,477
AFS financial assets 1,320,575 2,314,575
Others 4,661,020 4,311,601

R101,549,470 P107,087,572

Goodwill

On March 22, 2004, the Group purchased the leddelights and store assets of Jollimart
Philippines Corporation (Jollimart) for a total eiteration of B130,000,000. The excess of the
acquisition cost over the fair value of the assetjuired was recorded as goodwill amounting to
B70,178,892.

The recoverable amount of the goodwill was estihdiased on the value-in-use calculation using
cash flow projections from financial budgets apguby senior management covering a five year
period. The pre-tax discount rate applied to ¢bmh projections is 10.65% in 2010 and 10.27%

in 2009. The cash flows beyond the five-year kace extrapolated using a 3% growth rate in
2010 and 2009 that is the same as the long-ternageegrowth rate for the retail industry.

No store acquired from Jollimart was closed in@®01n 2009, the Group has closed one store out
of the 25 remaining stores it purchased from Jalitmas of 2009. No impairment loss was

recognized in 2010 and 2009. In 2008, the Growsed nine stores which resulted to the

recognition of impairment loss amounting to B4,868

Goodwill is allocated in the group of cash genapunit (CGU) which comprises the working
capital and property and equipment of all the paseld stores’ assets.

Key assumptions used in value-in-use calculatior2910 and 2009 follow:

Sales and cost ratio

Sales and cost ratio are based on average vathess/ed in the three years preceding the start of
the budget period. These are increased over thigebuperiod for anticipated efficiency
improvements. Sales are projected to increasevbytd three percent per annum while the cost
ratio is set at 68.00% - 70.00% of sales per annum.
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Discount rates

Discount rates reflect management’s estimateefrisks specific to the CGU. Management
computed for its weighted average cost of capMdACC). In computing for its WACC, the
following items were considered:

« Average high and low range of average bank lendites as of year-end
¢ Yield on a 10-year Philippine zero coupon bondfasatuation date

e Market risk premium

« Company relevered beta

* Alpha risk

Growth rate estimates

Rates are based on average historical growth ratehwis consistent with the expected average
growth rate for the industry. Annual inflation arate of possible reduction in transaction count
were also considered in determining growth rateslus

Deferred Lease
Deferred lease pertains to day 1 loss recognize@fondable deposits on rent, which is amortized
on a straight-line basis over the term of the eeldéases.

Movements in deferred lease are as follows:

2010 2009
Beginning balance B13,186,794 B14,577,388
Additions 257,859 235,348
Amortization (Note 26) (1,414,700) (1,475,524)
Refunded (173,986) (150,418)
Ending balance 11,855,967 13,186,794
Less current portion 1,363,270 1,425,742
Noncurrent portion B10,492,697 B11,761,052

Garnished Accounts
Garnished accounts pertain to the amount set &sidbe Group, as required by the courts, in
order to answer for litigation claims should theulés be unfavorable to the Group (see Note 34).

Software and Program Cost
Movements in software and program cost are asvistio

2010 2009

Cost

Beginning balance B14,500,085 P14,214,085
Acquisition 161,900 286,000
Ending balance 14,661,985 14,500,085
Accumulated Amortization

Beginning balance 6,489,390 3,435,662
Amortization (Note 19) 3,089,728 3,053,728
Ending balance 9,579,118 6,489,390

Net Book Values B5,082,867 B8,010,695
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11. Bank Loans

Bank loans represent unsecured Peso-denominatettteim borrowings from various local
banks, payable in lump-sum in 2010 and 2009 withuahinterest rates ranging from 4.20% to
5.20% in 2010, 4.90% to 5.50% in 2009 and 6.75®&®0% in 2008, which are repriced monthly
based on market conditions.

Movements in bank loans are as follows:

2010 2009
Beginning balance B340,000,000 B330,000,000
Availment 290,000,000 510,000,000
Payments (310,000,000) (500,000,000)

Ending balance B320,000,000 B340,000,000

Interest expense from these bank loans amount&i6¢033,249 in 2010, B26,070,437 in 2009,
and B24,908,055 in 2008 (see Note 21). Intermpalle amounted to B509,972 and B641,417 as
of December 31, 2010 and 2009, respectively (s¢e No).

12. Accounts Payable and Accrued Expenses

2010 2009
Trade payable B905,064,399 B864,748,683
Rent (Notes 26 and 34) 59,026,978 80,927,422
Employee benefits 34,009,286 26,820,981
Utilities 31,187,454 17,666,410
Advertising and promotion 18,831,169 7,049,972
Outsourced services 8,042,071 6,497,194
Security services 3,610,705 2,292,041
Bank charges 2,181,700 1,852,100
Interest (Notes 11 and 15) 874,892 1,053,797
Others 15,510,753 18,701,005

P1,078,339,407

P1,027,609,605

13. Other Current Liabilities

2010 2009

Non-trade accounts payable B164,122,488 BR138,118,326
Output VAT 25,721,487 3,904,917
Withholding taxes 18,896,178 18,711,796
Retention payable 18,459,378 15,236,991
Service fees payable 15,694,145 11,006,733
Royalty (Note 25) 8,465,255 6,719,659
Current portion of deferred revenue on:

Exclusivity contract (Notes 16 and 32) 1,934,524 3,913,690

Finance lease (Notes 16 and 26) 589,567 1,310,151
Others (Note 25) 11,916,276 13,012,717

P265,799,298

P211,934,980
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Non-trade accounts payable pertains to payableuppliers of goods or services that are not
directly related to the Company’s ordinary couwgeusiness.

14.

Deposits Payable

2010 2009
Franchisees B75,679,031 B70,812,875
Service agreements 55,282,328 38,309,233
Rent 11,900,778 10,844,946

P142,862,137 PB119,967,054

15.

Cumulative Redeemable Preferred Shares

Cumulative redeemable preferred shares, whichredeemable at the option of the holder,
represent the share of PSC-ERP through its truBReAMTG, in SSHI's net assets pertaining to
preferred shares. PSC-ERP is entitled to an anftiaaranteed Preferred Dividend” in the
earnings of SSHI starting April 5, 2002, the dateew the 25% of the subscription on preferred
shares have been paid, in accordance with the Gxrpo Code.

The guaranteed annual dividends shall be calculsted paid in accordance with the
Shareholder’'s Agreement dated November 16, 200@hwhpiovides that the dividend shall be
determined by the BOD of SSHI using the prevailimgrket conditions and other relevant factors.
Further, the preferred shareholder shall not ppdte in the earnings of SSHI except to the extent
of guaranteed dividends and whatever is left ofrdtained earnings be declared as dividends in
favor of common shareholders. Guaranteed prefediedlends included as part of “Interest
expense” in the consolidated statements of compse#eincome amounted to B364,920 in 2010,
R412,380 in 2009 and B424,800 in 2008 (see Nbte IBterest payable included under “Accounts
payable and accrued expenses” in the consolidaaéthde sheets amounted to B364,920 and
P412,380 as of December 31, 2010 and 2009, regplgdisee Note 12).

16.

Deferred Revenue

2010 2009
Deferred revenue on exclusivity contract (Note 32) B3,199,405 P—
Deferred revenue on finance lease (Note 26) 1,866,965 1,856,046
Deferred revenue - others 1,933,930

P7,000,300 BP1,856,046

Deferred Revenue on Exclusivity Contract
Movements in deferred revenue on exclusivity awettare as follows:

2010 2009
Beginning balance B3,913,690 B7,827,381
Additions 6,696,429 -
Amortization (Note 32) (5,476,190) (3,913,691)
5,133,929 3,913,690
Less current portion 1,934,524 3,913,690

Noncurrent portion P3,199,405 P—
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Deferred Revenue on Finance Lease
Movements in deferred revenue on finance leasasfellows:

2010 2009

Beginning balance B3,166,197 P4,476,348
Less amortization (Note 26) 709,665 1,310,151
2,456,532 3,166,197

Less current portion 589,567 1,310,151
Noncurrent portion B1,866,965 P1,856,046

17. Equity

On July 29, 2010, the Company’s BOD and at leddto2the Company’s stockholders approved
the recommendation for a stock dividend declaratiorresponding to 5% of the outstanding
common shares of the Company of 287,074,922 sharesjuivalent of 14,353,746 common
shares. Record date of entitlement is August 27020

On the same day, the Company’s BOD approved thamion of cash dividend in the amount of
five centavos per share on its outstanding 2879224shares. The record date for entitlement to
said cash dividend is August 27, 2010. Cash diddeamounted to B14,353,746.

On June 25, 2009, the Company’s BOD approved themmendation for a stock dividend

declaration corresponding to 10% of the outstandbognmon shares of the Company of
260,977,200 shares or equivalent of 26,097,722 camshares. The stock dividends approved by
the Company’'s BOD were approved by at least 2/3thf Company’s stockholders on

July 16, 2009. Record date of entitlement is Aud4st2009.

On June 18, 2008, the Company’'s BOD approved themmendation for a stock dividend

declaration corresponding to 10% of the outstandbognmon shares of the Company of
237,252,000 shares or equivalent of 23,725,200 acamshares. The stock dividends approved by
the Company’'s BOD were approved by at least 2/3thef Company’s stockholders on

July 17, 2008. Record date of entitlement is Audist2008.

Movements in the number of shares issued arellas/fo

2010 2009
Beginning balance 287,761,172 261,663,450
Issuance of stock dividends 14,353,746 26,097,722
Ending balance 302,114,918 287,761,172
18. Cost of Merchandise Sales

2010 2009 2008
Merchandise inventory, beginning B415,652,671 B339,556,385 B323,973,849
Net purchases 5,572,037,384 4,447,812,276 3,925,469,267

5,987,690,055 4,787,368,661 4,249,443,116
Less merchandise inventory,
ending 402,419,577 415,652,671 339,556,385
B5,585,270,478 B4,371,715,990 B3,909,886,731
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19. General and Administrative Expenses

2010 2009 2008

Communication, light and water B528,123,729 B371,580,742 B331,736,206
Outside services (Note 32) 389,212,920 299,568,215 259,118,700
Rent (Note 26) 341,397,389 325,249,255 272,009,467
Depreciation and amortization

(Note 8) 291,803,754 203,905,718 179,639,006
Personnel costs (Note 23) 287,246,482 285,712,784 250,613,003
Advertising and promotion 101,175,106 73,763,919 54,152,935
Royalties (Note 25) 90,693,176 70,386,281 62,035,597
Trucking services 89,415,946 68,511,742 67,017,425
Repairs and maintenance 86,964,361 60,593,879 54,152,174
Supplies 81,307,138 56,019,871 63,439,914
Taxes and licenses 68,340,335 64,648,509 53,122,933
Warehousing services 58,179,955 48,668,549 45,010,978
Entertainment, amusement and

recreation 36,145,205 25,874,891 20,181,424
Transportation and travel 23,642,048 26,539,417 23,210,852
Inventory losses 14,659,113 10,639,655 9,142,227
Dues and subscription 5,143,890 5,123,248 3,959,684
Insurance 4,216,516 4,634,768 4,214,915
Amortization of software and

program costs (Note 10) 3,089,728 3,053,728 2,105,126
Provision for impairment of

receivables (Note 5) 1,622,883 9,798,327 7,069,507
Others 29,010,430 36,685,831 26,500,827

P2,531,390,104 B2,050,959,329 P1,788,432,900

20. Marketing Income

2010 2009 2008
Display charges B161,168,392 B119,307,326 B76,550,421
Promotions 112,766,444 84,413,455 37,512,628
Marketing support funds 64,830,625 32,782,079 22,148,166

P136,211,215

P338,765,461 PB236,502,860

21. Interest Expense

2010 2009 2008
Interest on bank loans B16,033,249 B26,070,437 B24,908,055
Guaranteed preferred dividends
(Note 15) 364,920 412,380 424,800
P16,398,169 P26,482,817 B25,332,855
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22. Interest Income

2010 2009 2008
Interest on:
Bank deposits (Note 4) B3,675,553 B3,387,088 B2,180,738
Finance lease (Note 26) 403,887 465,251 614,154
Accretion of refundable deposits 1,035,216 987,606 1,392,016
Accretion of notes receivable 241,113 — —
B5,355,769 B4,839,945 B4,186,908
23. Personnel Costs
2010 2009 2008
Salaries and wages B172,492,050 B167,739,054 B157,963,246
Employee benefits 103,533,931 95,994,041 83,929,056
Retirement benefits cost
(Note 24) 11,220,501 21,979,689 8,720,701

P287,246,482

P285,712,784

P250,613,003

24. Retirement Benefits

The Group maintains a trusteed, non-contributcgfingd benefit retirement plan covering all
qualified employees. Normal retirement benefits equal to the employee’s retirement pay as
defined in Republic Act No. 7641 multiplied by tiiears of service. Normal retirement date is
the attainment of age 60 and completion of at l@astyears of service.

The following tables summarize the components eff netirement benefits cost recognized in
profit or loss and the funding status and amousitegnized in the consolidated balance sheets:

a. Net retirement benefits cost for the yearagréollows:

2010
PSC CDI Total
Current service cost B3,706,434 B705,342 P4,411,776
Interest cost 6,749,595 520,065 7,269,660
Expected return on plan assets (430,680) (30,255) (460,935)
Net retirement benefits cost B10,025,349 B1,195,152 B11,220,501
2009
PSC CDI Total
Current service cost P345,868 B146,754 B492,622
Interest cost 20,284,950 1,347,433 21,632,383
Expected return on plan assets (554,917) (42,468) (597,385)
Net actuarial losses 436,078 15,991 452,069
Net retirement benefits cost B20,511,979 B1,407,7 B21,979,689
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2008
PSC CDI Total
Current service cost B4,353,211 B124,321 B4/327,
Interest cost 4,229,201 135,003 4,364,204
Expected return on plan assets (543,538) (41,597) (585,135)
Net actuarial loss (gain) 552,819 (88,719) 464,100
Net retirement benefits cost B8,591,693 129,008 B8,720,701

Net retirement obligations recognized by the Gratgas follows:

2010
PSC CDI Total
Present value of retirement
obligations B72,897,778 P5,615,558 B78,513,336
Less fair value of net plan assets 10,750,804 522,878 11,273,682
Unfunded retirement obligation 62,146,974 5,092,680 67,239,654
Unrecognized net actuarial
gain (losses) (10,337,337) 551,265 (9,786,072)
Net retirement obligations P51,809,637 P5,643,945 P57,453,582
2009
PSC CDI Total
Present value of retirement
obligations P62,438,440 P4,864,964 P67,303,404
Less fair value of net plan assets 7,178,008 504,25 7,682,259
Unfunded retirement obligation 55,260,432 4,360,713 59,621,145
Unrecognized net actuarial
gains (losses) (4,042,102) 88,080 (3,954,022)
Net retirement obligations B51,218,330 B4,448,793 B55,667,123

Changes in the present value of the retirermleligations are as follows:

2010
PSC CDI Total
Beginning balances P62,438,440 P4,864,964 P67,303,404
Current service cost 3,706,434 705,342 4,411,776
Interest cost 6,749,595 520,065 7,269,660
Benefits paid (6,248,673) - (6,248,673)
Actuarial losses (gains) 6,251,982 (474,813) 5,777,169
Ending balances B72,897,778 P5,615,558 P78,513,336
2009
PSC CDI Total
Beginning balances B54,006,788 B4,174,204 P6313
Current service cost 345,868 146,754 492,622
Interest cost 20,284,950 1,347,433 21,632,383
Benefits paid (1,613,202) - (1,613,202)
Actuarial gains (10,585,964) (803,427) (11,389,391)
Ending balances P62,438,440 P4,864,964 P67,303,4




-35 -

d. Changes in the fair value of net plan assetssarfollows:

2010
PSC CDI Total
Beginning balances R7,178,008 B504,251 P7,682,259
Expected return on plan assets 430,680 30,255 460,935
Contribution 9,434,042 - 9,434,042
Benefits paid (6,248,673) - (6,248,673)
Actuarial losses (43,253) (11,628) (54,881)
Ending balances R10,750,804 P522,878 P11,273,682
2009
PSC CDI Total
Beginning balances B6,165,743 B471,869 B6,637,61
Expected return on plan assets 554,917 42,468 897,3
Contribution 2,140,303 - 2,140,303
Benefits paid (1,613,202) - (1,613,202)
Actuarial losses (69,753) (10,086) (79,839)
Ending balances B7,178,008 B504,251 B7,682,259
Breakdown of the Group’s net plan assets arelbsw&
2010 2009
Investments in trust and mutual funds 41.90% 11.70%
Investments in equity securities 58.10% 88.30%
100.00% 100.00%

Actual return on plan assets amounted to B387id2010 and B485,164 in 2009 for PSC and
B18,627 in 2010 and B32,382 in 2009 for CDI.

The overall expected rate of return on plan assedetermined based on the market prices
prevailing on the date applicable to the periodravieich the obligation is to be settled.

The Company expects to contribute B6,000,008stdefined benefit plan in 2011. CDI does not
expect to contribute to its defined benefit pla2@il.

The principal assumptions used in determiningettement benefits cost for the Group’s plan at
the beginning of the year are as follows:

PSC CDI
2010 2009 2010 2009
Number of employees 669 742 21 20
Discount rate per annum 10.81% 37.56% 10.69% 32.28%
Expected annual rate of
return on plan assets 6.00% 9.00% 6.00% 9.00%

Salary increase rate 6.00% 5.00% 6.00% 6.00%
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Amounts for the current and prior four periods asdollows:

2010
PSC CDI Total
Present value of retirement
obligations R72,897,778 P4,864,964 R77,762,742
Fair value of net plan assets 10,750,804 522,878 11,273,682
Unfunded retirement obligation 62,146,974 5,092,680 67,239,654
Experience gain adjustments on
retirement obligations (6,251,982) (857,124) (7,109,106)
Experience loss adjustments on
plan assets (43,253) (11,628) (54,881)
2009
PSC CDI Total
Present value of retirement
obligations B62,438,440 P4,864,964 B67,303,404
Fair value of net plan assets 7,178,008 504,251 827269
Unfunded retirement obligation 55,260,432 4,360,713 59,621,145
Experience gain adjustments on
retirement obligations (12,458,512) (857,124) (13,315,636)
Experience loss adjustments on
plan assets (69,753) (10,086) (79,839)
2008
PSC CDI Total
Present value of retirement
obligations B54,006,788 B4,174,204 P58,180,992
Fair value of net plan assets 6,165,743 471,869 376682
Unfunded retirement obligation 47,841,045 3,702,335 51,543,380
Experience loss adjustments on
retirement obligations 46,616 2,532,432 2,579,048
Experience loss adjustments on
plan assets (283,759) (21,716) (305,475)
2007
PSC CDI Total
Present value of retirement
obligations B50,892,911 R1,674,978 R52,567,889
Fair value of net plan assets 6,039,312 462,193 016655
Unfunded retirement obligation 44,853,599 1,212,785 46,066,384
Experience loss (gain)
adjustment on retirement
obligations 2,872,179 (94,636) 2,777,543
Experience loss adjustments on
plan assets (477,943) (28,521) (506,464)
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2006
PSC CDI Total

Present value of retirement

obligations R44,889,567 R1,784,759 P46,674,326
Fair value of net plan assets 6,139,207 462,580 016787
Unfunded retirement obligation 38,750,360 1,322,179 40,072,539
Experience gain adjustment on

retirement obligations (3,964,900) - (3,964,900)

The discount rate of PSC and CDI as of Decembe2@10 are 10.12% and 9.62%, respectively,
based on market rates consistent with the obligadiothe defined benefit plan. Future annual
increase in salary as of December 31, 2010 is 6.08%pected rate of return as of
December 31, 2010 is 6.00%.

25.

Related Party Transactions

Related party relationships exist when one paay the ability to control, directly or indirectly

through one or more intermediaries, the other parggxercise significant influence over the other
party in making financial and operating decisior&uch relationships also exist between and/or
among entities which are under common control Wigh reporting enterprise, or between and/or
among the reporting enterprises and their key mamagt personnel, directors or its stockholders.

Significant transactions with related parties ¢stnsf:

a. Licensing agreement of the Group with Seven EleWen, (SEI), a stockholder organized in
Texas, U.S.A. This grants the Group the exclusight to use the 7-Eleven System in the
Philippines. In accordance with the agreementGhaup pays, among others, royalty fee to
SEIl based on a certain percentage of monthly grales, net of gross receipts tax.

Royalty fees recorded by the Group amounted ta@30176 in 2010, B70,386,281 in 2009,
and B62,035,597 in 2008. Royalty fees are paid monthly basis.

Royalty payable included under “Other current libs” amounted to B8,465,255 as of
December 31, 2010 and P6,719,659 as of Decemb&089.

b. PSC has transactions with PFI, a foundatiom widmmon key management of the Group,
consisting of noninterest-bearing advances pertgiprimarily to salaries, taxes and other
operating expenses initially paid by PSC for PFAmounts due from PFI amounted to
P888,425 and B323,477 as of December 31, 201QG0RI respectively. Amount due to PFI
included under others in “Other current liabilitiesnmounted to B12,099 and B18,650 as of
December 31, 2010 and 2009.

c. Compensation of key management personnel dodlass:

2010 2009 2008
Short-term employee benefits P33,663,181 B32,583,183 B15,451,726
Post-employment benefits 1,662,152 1,752,710 358,512
Other long-term benefits 376,073 376,073 294,118

P35,701,406 P34,711,966 P16,104,356
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26. Leases

a.

In March 2007, PSC entered into a five-year satklaaseback finance lease agreement with
an armored car service provider. The lease hdsrnts of renewal and no escalation clauses.
Unguaranteed residual values accruing to the Coynaarounted to B300,000.

In March 2010, the Company amended its agreemeht tive armored car service provider

extending the lease term for another five yearsfidarch 1, 2010 to February 1, 2015,

imposing 7% interest per annum on the restructload obligation and reducing its monthly

rental payments. The unguaranteed residual vatiezsiag to the Company was retained. The
restructuring resulted in the recognition of a gamaccretion amounting to B849,890 and is
reported under “Other income” in profit or loss.

Future minimum lease receivable under this leas# Becember 31 are as follows:

2010 2009
Within one year B1,591,280 P2,520,000
After one year but not more than five years 5,339,053 4,500,000
Total minimum lease payments 6,930,333 7,020,000
Less unearned interest income 969,492 566,959
Present value of future minimum lease payments 5,960,841 6,453,041
Less current portion 1,212,430 2,187,564
Noncurrent portion B4,748,411 B4,265,477

Collection of lease receivable amounted to B3,466 in 2010 and B2,782,500 in 2009.

Present value of lease receivable as of Decembisr&lfollows:

2010 2009
Within one year B1,212,430 P2,187,564
After one year but not more than five years 4,748,411 4,265,477
Total minimum lease payments 5,960,841 6,453,041
Less current portion 1,212,430 2,187,564

Present value of future minimum lease payments B4,748,411 B4,265,477

Unearned interest income as of December 31, 20802809 amounted to B969,492 and
B566,959, respectively. Related interest incomeumted to B403,887 in 2010, B465,251 in
2009 and B614,154 in 2008.

Difference between the original lease agreemegmesent value of minimum lease payments
at the date of lease inception against the carryatge of the finance lease asset resulted in a
deferred revenue on finance lease amounting t698/53, which is to be amortized on a
straight-line basis over the lease term. Defemedenue amounted to B2,456,532 and
B3,166,197 as of December 31, 2010 and 2009, auittent portion amounting to B589,567
and B1,310,151 in 2010 and 2009, respectively, aodcurrent portion amounting to
R1,866,965 and B1,856,046 as of December 31, @84 @009, respectively. Amortization of
deferred revenue amounted to B709,665 in 201®4r#10,151 in 2009 and 2008.

PSC has various lease agreements with third paslatng to its store operations. Certain
agreements provide for the payment of rentals basedarious schemes such as an agreed
percentage of net sales for the month and fixedthhprate.



-39 -

Rental expense related to these lease agreemerdantad to B312,975,325 in 2010,
R295,747,766 in 2009 and B242,449,643 in 2008th©total rent expense, B1,902,221 in
2010, B663,802 in 2009 and B478,829 in 2008 ipsrta contingent rent of some stores based
on percentage ranging from 1.5% to 3.0% of mercisendales. Amortization of deferred
lease amounted to 324,200 in 2010, B385,02a08 and B811,861 in 2008 (see Note 19).

The approximate annual minimum rental paymentsS{E Bnder its existing lease agreements
as of December 31 are as follows:

2010 2009
Within one year P48,966,221 B58,103,466
After one year but not more than five years 93,993,928 126,794,701
More than five years 3,131,450 7,066,790

P146,091,599 PB191,964,957

c. CDI entered into a 15-year operating leaseraonffor the lease of its warehouse effective
November 1, 2005. The lease is subject to an &swalrate of 7.0% after every two years
starting on the third year of the lease.

Rent expense related to this lease agreementrdetbto B22,925,240 in 2010, 2009 and
2008. Amortization of deferred lease amounted=19090,500 in 2010, 2009 and 2008
(see Note 19).

The approximate annual minimum rental paymentSF under its existing lease contract as
of December 31 are as follows:

2010 2009
Within one year B21,058,664 P20,815,812
After one year but not more than five years 92,747,776 89,696,376
More than five years 130,516,307 154,626,371
Total B244,322,747 B265,138,559

The Company also has other various short-term abiper leases pertaining to rental of
warehouse fixtures and equipments. Related rgmrese amounted to B4,082,124 in 2010,
B5,100,725 in 2009 and B4,732,223 in 2008.

d. The Group has various sublease agreementshiithparties which provide for lease rentals
based on an agreed fixed monthly rate or as agneea by the parties. Rental income related
to these sublease agreements amounted to B3436ih,2010, B52,265,323 in 2009 and
B36,502,151 in 2008.

27. Income Tax

a. The components of the Group’s provision for (berfedim) income tax are as follows:

2010 2009 2008
Current:
RCIT B124,265,727 B80,682,849 B62,259,735
Final tax on interest income 693,335 627,617 436,148
124,959,062 81,310,466 62,695,883
Deferred 3,796,610 (6,270,068) (2,240,115)

P128,755,672 PB75,040,398 P60,455,768
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b. The components of the Group’s net deferred incareassets are as follows:

2010
PSC CDI SSHI Total
Deferred income tax assets:
Accrued rent B12,040,725 B5,667,367 BP- P17,708,092
Net retirement obligations 15,542,890 1,693,184 - 17,236,074
Unamortized discount on
refundable deposit 4,675,697 - — 4,675,697
Provision for litigation losses 2,119,887 - - 2,119,887
Allowance for impairment on
receivables 1,088,248 - - 1,088,248
Deferred revenue on
exclusivity agreement 1,540,179 - - 1,540,179
Unamortized past service cost 1,994,721 42,280 - 2,037,001
Unamortized discount on
receivable 135,081 - - 135,081
Unrealized foreign exchange
loss 113,670 — — 113,670
39,251,098 7,402,831 — 46,653,929
Deferred income tax liabilities:
Deferred lease expense 3,556,790 - - 3,556,790
Unamortized capitalized
interest 503,359 - — 503,359
Unamortized discount on
purchase of refundable
deposit 381,548 - - 381,548
Revaluation increment in land — — 1,384,241 1,384,241
4,441,697 — 1,384,241 5,825,938
Net deferred income tax assets
(liability) P34,809,401 P7,402,831(P1,384,241)R40,827,991
2009
PSC CDI SSHI Total

Deferred income tax assets:
Accrued rent

B15,470,251R5,034,539 B— B20,504,790

Net retirement obligations 15,365,499 1,334,638 - 16,700,137
Unamortized discount on

refundable deposit 4,977,318 - - 4,977,318
Provision for litigation losses 3,773,437 - - 3,773,437
Allowance for impairment on

receivables 3,253,184 - — 3,253,184
Deferred revenue on

exclusivity agreement 1,174,107 - - 1,174,107
Unamortized past service cost 505,033 48,879 - 553,912
Unamortized discount on

receivable 207,415 - - 207,415
Unrealized foreign exchange

loss 145,551 - - 145,551
Unearned rent 97,512 - — 97,512

44,969,307 6,418,056 — 51,387,363

(Forward)
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2009
PSC CDI SSHI Total
Deferred income tax liabilities:
Deferred lease expense P3,956,038 B— B— P3,956,038
Unamortized capitalized
interest 1,002,780 - - 1,002,780
Unamortized discount on
purchase of refundable
deposit 419,703 - - 419,703
Revaluation increment in land - — 1,384,241 1,384,241
5,378,521 — 1,384,241 6,762,762
Net deferred income tax assets
(liability) P39,590,786 P6,418,056(P1,384,241)B44,624,601

c. The reconciliation of the provision for incotee computed at the statutory income tax rate to
provision for income tax shown in the consolidastdtements of comprehensive income
follow:

2010 2009 2008

Provision for income tax

computed at statutory income

tax rate P121,690,776  B69,249,315  BR50,654,597
Adjustments for:

Nondeductible expenses:

Inventory losses 4,397,733 3,353,737 3,292,664
Interest expense and

others 3,114,649 1,662,459 1,790,317
Loss from typhoon - 985,551 -
Donation expense - 216,000 -
Impairment loss on

goodwill - - 1,613,979

Nontaxable income:

Other income (61,290) (112,855) (2,927,020)
Interest income on

accretion - - (487,206)

Tax effect of rate
difference between final
tax and statutory tax rate
on bank interest income (386,196) (313,809) (327,110)
Effect of change in
tax rate in 2009 — 6,845,547

P128,755,672 P75,040,398 P60,455,768

d. RA 9504, effective on July 7, 2008 allows availmehbptional standard deductions (OSD).
Corporations, except for nonresident foreign campions, may now elect to claim standard
deduction in an amount not exceeding 40% of theisgincome. The Group did not avail of
the OSD for the computation of its taxable incom@010 and 2009.
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28. Basic/Diluted Earnings Per Share

2010 2009 2008
a. Netincome P276,880,248 P155,790,651 PB84,271,651
b. Weighted average number
of shares issued 302,114,918 302,114,918 302,114,918
c. Less weighted average

number of shares heid

treasury 686,250 686,250 686,250
. Weighted average number

shares outstandin@-c) 301,428,668 301,428,668 301,428,668

e. Basic/diluted earnings per
share(a/d) P0.92 B0.52 B0.28

o

The Group does not have potentially dilutive commshares as of December 31, 2010, 2009 and
2008. Thus, the basic earnings per share is equlaetdiluted earnings per share as of those dates.

The Group’s outstanding common shares increased 287,761,172 to 302,114,918 as a result of

stock dividend issuance equivalent to 14,353,74@noon shares approved on July 29, 2010.

Therefore, the calculation of basic/diluted earsipgr share for all periods presented has been
adjusted retrospectively.

29. Financial Instruments

The following tables summarize the carrying vadunel fair value of the Group’s financial assets
and financial liabilities per class as of Decemker

2010 2009
Carrying Value Fair Value Carrying Value Fair Value
FINANCIAL ASSETS
Loans and Receivables
Cash and cash equivalents
Cash on hand and in banks B322,975,839 PB322,975,839 BR432,900,994 B432,900,994
Cash equivalents 35,753,695 35,753,695 15,929,894 15,929,894
358,729,534 358,729,534 448,830,888 448,830,888
Short-term investments 10,141,555 10,141,555 - -
Receivables:
Suppliers 58,434,686 58,434,686 61,743,590 61,743,590
Franchisee 40,871,647 40,871,647 46,051,611 46,051,611
Insurance claims 10,986,094 10,986,094 1,905,773 1,905,773
Employees 10,321,643 10,321,643 6,906,248 6,906,248
Store operators 9,718,957 9,718,957 6,075,955 6,075,955
Rent* 5,925,582 5,925,582 4,755,572 4,755,572
Current portion of lease receivable 1,212,430 1,363,599 2,187,564 2,584,612
Deposits 1,009,864 1,009,864 1,009,864 1,009,864
Due from PFI 888,425 888,425 323,477 323,477
Others 19,189,307 19,189,307 9,180,451 9,180,451
158,558,635 158,709,804 140,140,105 140,537,153
Deposits:
Utilities 23,969,222 23,969,222 22,131,783 22,131,783
Refundable 11,805,629 15,894,383 10,326,979 14,053,354
Others 3,273,451 3,273,451 2,753,309 2,753,309

39,048,302 43,137,056 35,212,071 38,938,446
*Includes short-term refundable deposits amountin§216,000 as of December 31, 2010 reported urftRrepaymentsanc
other current assets” in the balance sheet.

(Forward)



-43 -

2010 2009
Carrying Value Fair Value Carrying Value Fair Value

Other noncurrent assets - lease
receivable (net of current portion) B4,748,411 B4,915,991 B4,265,477 B4,843,464

Total Loans and Receivables 571,226,437 575,633,940 628,448,541 633,149,951
AFS Financial Assets 1,320,575 1,320,575 2,314,575 2,314,575
TOTAL FINANCIAL ASSETS B572,547,012 PB576,954,515 P630,763,116 P635,464,526

FINANCIAL LIABILITIES
Other Financial Liabilities

Bank loans 320,000,000 320,000,000 340,000,000 340,000,000

Accounts payable and accrued expenses:
Trade payable 905,064,399 905,064,399 864,748,683 864,748,683
Employee benefits 34,009,286 34,009,286 26,820,981 26,820,981
Utilities 31,187,454 31,187,454 17,666,410 17,666,410
Advertising and promotion 18,831,169 18,831,169 7,049,972 7,049,972
Outsourced services 8,042,071 8,042,071 6,497,194 6,497,194
Security services 3,610,705 3,610,705 2,292,041 2,292,041
Bank charges 2,181,700 2,181,700 1,852,100 1,852,100
Interest 874,892 874,892 1,053,797 1,053,797
Others** 15,508,753 15,508,753 18,701,005 18,701,005

1,019,310,429 1,019,310,429 946,682,183 946,682,183

Other current liabilities:

Non-trade accounts payable 164,122,488 164,122,488 138,118,326 138,118,326
Retention payable 18,459,378 18,459,378 15,236,991 15,236,991
Service fees payable 15,694,145 15,694,145 11,006,733 11,006,733
Royalty 8,465,255 8,465,255 6,719,659 6,719,659
Others 11,916,276 11,916,276 13,012,717 13,012,717
218,657,542 218,657,542 184,094,426 184,094,426

Cumulative redeemable preferred shares 6,000,000 6,000,000 6,000,000 6,000,000

TOTAL FINANCIAL LIABILITIES B1,563,967,971 PB1,563,967,971 R1,476,776,609 PB1,476,776,609
**Excludes withholding taxes payable amounting®0 as of December 31, 2010 and 2009.

Fair Value Information

Current financial assets and financial liabilities

Due to the short-term nature of the related tretisas, the fair value of cash and cash equivalents
receivables (except for lease receivables), acesopayable and accrued expenses and other
current liabilities approximates their carrying amoas of balance sheet date.

Lease receivables

The fair value of lease receivable is determinedlisgounting the sum of future cash flows using
the prevailing market rates for instruments wittmiar maturities as of December 31, 2010 and
2009, which is 4.64% and 5.51%, respectively.

Utility and other deposits
The fair value of utility and other deposits apgneates its carrying value as it earns interest
based on repriced market conditions.

Refundable deposits

The fair value of deposits is determined by distmg the sum of future cash flows using the
prevailing market rates for instruments with simit@aturities as of December 31, 2010 and 2009
ranging from 2.74% to 6.09% and 4.41% to 8.57%peesvely.
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AFS financial assets
The fair value of unquoted AFS financial assetsasreasonably determinable, thus, balances are
presented at cost.

Bank loans
The carrying value approximates fair value becaafseecent and monthly repricing of related
interest based on market conditions.

Cumulative redeemable preferred shares

The carrying value approximates fair value becagseesponding dividends on these shares that
are charged as interest expense in profit or lossbased on recent treasury bill rates repriced
annually at yearend.

Fair Value Hierarchy
As of December 31, 2010 and 2009, the Group hafinamcial instruments measured at fair
value.

. Financial Risk Management Objectives and Policies

The main risks arising from the Group’s finandi@truments are credit risk, liquidity risk and
interest rate risk. The BOD reviews and approva@iigs for managing each of these risks and
they are summarized below.

Credit Risk

Credit risk is the risk that one party to a finat@nstrument will cause a financial loss to thieest
party by failing to discharge an obligation. Tleeeivable balances are monitored on an ongoing
basis with the result that the Group’s exposutienfgairment is managed to a not significant level.
The Group deals only with counterparty duly appcolg the BOD.

The following tables provide information regarditige maximum credit risk exposure of the
Group as of December 31:

2010 2009

Cash and cash equivalents:

Cash in bank (excluding cash on hand) P248,539,958 P340,150,666

Cash equivalents 35,753,695 15,929,894
284,293,653 356,080,560
Short-term investments 10,141,555 -
Receivables:
Suppliers 58,816,472 69,278,890
Franchisee 40,871,647 46,051,611
Insurance claims 10,986,094 1,905,773
Employees 10,321,643 6,906,248
Store operators 9,718,957 6,075,955
Rent* 5,925,582 4,755,572
Current portion of lease receivables 1,212,430 2,187,564
Deposits 1,009,864 1,009,864
Due from PFI 888,425 323,477
Others 22,435,013 12,489,099
162,186,127 150,984,053

*Includes short-term refundable deposits amounto®216,000 as of December 31, 2010 reported ufilEpayments andthel

current assets” in the balance sheet.

(Forward)
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2010 2009
Deposits:

Utilities B23,969,222 B22,131,783
Refundable 11,805,629 10,326,979
Others 3,273,451 2,753,309
39,048,302 35,212,071

Other noncurrent assets:
Lease receivables - net of current portion 4,748,411 4,265,477
AFS financial assets 1,320,575 2,314,575
6,068,986 6,580,052

P501,738,623

P538,012,788

*Includes short-term refundable deposits amounto®216,000 as of December 31, 2010 reported ufideEpayments and

other current assets” in the balance sheet.

The following tables provide information regarditige credit risk exposure of the Group by

classifying assets according to the Group’s cnedibgs of debtors:

2010
Neither Past Due nor Impaired Past Due
Standard Or
High Grade Grade Impaired Total
Cash and cash equivalents
Cash in bank P248,539,958 B— B- PB248,539,958
Cash equivalents 35,753,695 — — 35,753,695
284,293,653 — — 284,293,653
Short-term investments 10,141,555 — — 10,141,555
Receivables
Suppliers - 13,814,889 45,001,583 58,816,472
Franchisee - 40,871,647 - 40,871,647
Insurance claims - 10,986,094 - 10,986,094
Employees - 9,929,725 391,918 10,321,643
Store operators - 9,718,957 - 9,718,957
Rent - 5,925,582 - 5,925,582
Current portion of lease
receivables - 1,212,430 - 1,212,430
Deposits - - 1,009,864 1,009,864
Due from PFI - 888,425 - 888,425
Others — 20,591,089 1,843,924 22,435,013
— 113,938,838 48,247,289 162,186,127
Deposits
Utilities - 23,969,222 - 23,969,222
Refundable - 11,805,629 - 11,805,629
Others — 3,273,451 — 3,273,451
- 39,048,302 - 39,048,302
Other noncurrent assets
Lease receivables - net of
current portion - 4,748,411 - 4,748,411
AFS financial assets — 1,320,575 - 1,320,575
— 6,068,986 — 6,068,986
P294,435,208 P159,056,126 B48,247,289 P5016238,
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2009
Neither Past Due nor Impaired Past Due
Standard or
High Grade Grade Impaired Total
Cash and cash equivalents
Cash in bank P340,150,666 B— B- B340,150,666
Cash equivalents 15,929,894 - - 15,929,894
356,080,560 — — 356,080,560
Receivables
Suppliers - 59,836,520 9,442,370 69,278,890
Franchisee - 46,051,611 - 46,051,611
Employees - 6,906,248 - 6,906,248
Rent - 4,755,572 - 4,755,572
Current portion of lease
receivables - 2,187,564 - 2,187,564
Insurance claims - 1,905,773 - 1,905,773
Store operators — 6,075,955 — 6,075,955
Deposits - 1,009,864 - 1,009,864
Due from PFI - 323,477 - 323,477
Others — 9,180,451 3,308,648 12,489,099
— 138,233,035 12,751,018 150,984,053
Deposits
Utilities - 22,131,783 - 22,131,783
Refundable - 10,326,979 - 10,326,979
Others — 2,753,309 — 2,753,309
— 35,212,071 — 35,212,071
Other noncurrent assets
Lease receivables - net of
current portion - 4,265,477 - 4,265,477
AFS financial assets — 2,314,575 - 2,314,575
- 6,580,052 — 6,580,052
P356,080,560 P180,025,158 B12,751,018 B549866

Class

Description

The Group uses the following criteria to rate arediality:

High Grade

Financial assets that have a recogmaredyn or local

third party rating or instruments which carry
guaranty/collateral.

Standard Grade Financial assets of companies divatthe apparent

ability to satisfy its obligations in full.
The credit qualities of the financial assets wesgdnined as follows:

Cash and cash equivalents are classified as hagtegince these are deposited or transacted with
reputable banks which have low probability of ingoicy.

Receivables, deposits and other noncurrent assetslassified as standard grade since these
pertain to receivables considered as unsecuredtfimchparties with good paying habits.
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The following tables provide the analysis of finmhassets that are past due but not impaired and
past due and impaired:

2010
Aging analysis of financial assets past due but himpaired Past due and
31to60days 61 to 90 days > 90 days Total  impaired Total
Receivables:
Suppliers B7,533,090 B9,420,501 B27,666,206 4,829,797 B381,786 B45,001,583
Others - - - - 3,245,706 3,245,706
P7,533,090 P9,420,501 P27,666,206 P44,619,797R3,627,492 P48,247,289
2009
Aging analysis of financial assets past due buimptired Past due and
31lto60days 61 to 90 days > 90 days Total impaired Total
Receivables:
Suppliers R1,737,877 P60,844 P108,349 B1,907,070 PBBG5, R9,442,370
Others - — — — 3,308,648 3,308,648
B1,737,877 BP60,844 BP108,349 B1,907,070 B10433 P12,751,018

Receivables from suppliers are noninterest-beathare generally on 30-day to 90-day terms.
There are no significant concentrations of cradk within the Group.

Liquidity Risk

Liquidity risk is the risk that an entity will enaater difficulty in meeting obligations associated
with financial instruments. The Group seeks to aggnits liquidity profile to be able to finance

its capital expenditures and service its maturielgtsl To cover for its financing requirements, the
Group intends to use internally generated fundssafek of certain assets.

As part of its liquidity risk management prograre tGroup regularly evaluates projected and
actual cash flow information and continuously assesconditions in the financial markets for

opportunities to pursue fund raising initiative$hese initiatives may include drawing of loans

from the approved credit line intended for workirapital and capital expenditures purposes and
equity market issues.

The tables below summarize the maturity profiléhef financial assets of the Group:

2010
More than More than
Three months three months one year More than
orless tooneyear tofive years five years Total
Cash and cash
equivalents

Cash B322,975,839 B- B- B- PB322,975,839
Cash equivalents 35,753,695 - - - 35,753,695

358,729,534 - - - 358,729,534
Short-term investments - 10,141,555 - - 10,141,555
Receivables
Suppliers 45,001,583 13,433,103 - - 58,434,686
Franchisee 40,871,647 - - - 40,871,647
Insurance claims - 10,986,094 - - 10,986,094
Employees 10,321,643 - - - 10,321,643
Store operators 9,718,957 - - - 9,718,957
Rent 5,925,582 - - - 5,925,582

(Forward)
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2010
More than More than
Three months three months one year More than
orless tooneyear tofive years five years Total
Current portion of lease
receivables B295,221 B917,209 B- B- B1,212,430
Deposits 1,009,864 - - - 1,009,864
Due from subsidiaries - 888,425 - - 888,425
Others 1,925,200 17,264,107 - - 19,189,307
115,069,697 43,488,938 - - 158,558,635
Deposits
Utilities - - 23,969,222 - 23,969,222
Refundable - - 11,805,629 - 11,805,629
Others - - 3,273,451 - 3,273,451
- - 39,048,302 - 39,048,302
Other noncurrent assets
Lease receivables - net of
current portion - - 4,748,411 - 4,748,411
AFS financial assets - - - 1,320,575 1,320,575
- - 4,748,411 1,320,575 6,068,986
P473,799,231 P53,630,493 P43,796,713 P1,320,579572,547,012
2009
More than More than
Three months three months one year More than
orless tooneyear tofive years five years Total
Cash and cash
equivalents
Cash R432,900,994 B— B— B- P432,900,994
Cash equivalents 15,929,894 - - - 15,929,894
448,830,888 - - — 448,830,888
Receivables
Suppliers 61,635,241 108,349 - - 61,743,590
Franchisee 46,051,611 - - - 46,051,611
Employees 6,906,248 - - - 6,906,248
Rent 4,755,572 - - - 4,755,572
Current portion of lease
receivables 534,502 1,653,062 - - 2,187,564
Insurance claims - 1,905,773 - - 1,905,773
Store operators 6,075,955 — — - 6,075,955
Deposits 1,009,864 - - - 1,009,864
Due from subsidiaries - 323,477 - - 323,477
Others 9,180,451 — — — 9,180,451
136,149,444 3,990,661 — — 140,140,105
Deposits
Utilities - - 22,131,783 - 22,131,783
Refundable - - 10,326,979 - 10,326,979
Others - - 2,753,309 — 2,753,309
- - 35,212,071 - 35,212,071

(Forward)



- 49 -

2009
More than More than
Three months three months one year More than
orless tooneyear tofive years five years Total
Other noncurrent assets
Lease receivables - net of
current portion B— R4,265,477 B— B4,265,477
AFS financial assets — — — 2,314,575 2,314,575
- 4,265,477 2,314,575 6,580,052
P584,980,332 P3,990,661 P39,477,548 BP2,314,57%630,763,116

The tables below summarize the maturity profilehaf financial liabilities of the Group based on

remaining undiscounted contractual obligations:

2010
More than
Three months three months More than
or less to one year one year Total
Bank loans R170,821,194 B152,479,267 P— B323,300,461
Accounts payable and accrued
expenses

Trade payable

Employee benefits
Utilities

Advertising and promotion
Outsourced services
Security services

Bank charges

Interest

Others

905,064,399
34,009,286
31,187,454
18,831,169

8,042,071
3,610,705
2,181,700
874,892
15,508,753

- 905,064,399
34,009,286
- 31,187,454
- 18,831,169
- 8,042,071
- 3,610,705
- 2,181,700
- 874,892
- 15,508,753

1,019,310,429

- 1,019,310,429

Other current liabilities

Non-trade accounts payable 13,657,982 150,464,506 - 164,122,488
Retention payable - 18,459,378 - 18,459,378
Service fees payable - 15,694,145 - 15,694,145
Royalty 8,465,255 - - 8,465,255
Others - 11,916,276 - 11,916,276
22,123,237 196,534,305 - 218,657,542
Cumulative redeemable preferred
shares 6,000,000 - - 6,000,000
P1,218,254,860 P349,013,572 P— P1,567,268,432
2009
More than
Three months three months More than
or less to one year one year Total
Bank loans P100,408,333 P244,049,167 P—  P344,457,500
Accounts payable and accrued
expenses

Trade payable

Employee benefits
Utilities

Advertising and promotion
Outsourced services
Security services

Bank charges

(Forward)

864,748,683
26,820,981
17,666,410
7,049,972
6,497,194
2,292,041
1,852,100

864,748,683
- 26,820,981
17,666,410
- 7,049,972
6,497,194
- 2,292,041
1,852,100
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2009
More than
Three months three months More than

or less to one year one year Total

Interest B1,053,797 B— B— B1,053,797

Others 18,701,005 — — 18,701,005
946,682,183 — — 946,682,183

Other current liabilities

Non-trade accounts payable — 138,118,326 - 138,118,326
Retention payable — 15,236,991 - 15,236,991
Service fees payable - 11,006,733 - 11,006,733

Royalty 6,719,659 - - 6,719,659
Others — 13,012,717 — 13,012,717
6,719,659 177,374,767 - 184,094,426

Cumulative redeemable preferred
shares - - 6,000,000 6,000,000

P1,053,810,175 P421,423,934 6,000,000 P1,481,234,109

Interest rate risk

Interest rate risk is the risk that the fair va@refuture cash flows of a financial instrument will
fluctuate because of changes in market interessrafThe Group’s fair value and cash flows
interest rate risk mainly arise from bank loandwfibating interest rates. The Group is expecting
to substantially reduce the level of bank loansr dvee. Internally generated funds coming from
its cash generating units and from its franchidhginess will be used to pay off outstanding
debts and consequently reduce the interest ratesaxp.

The maturity profile of financial instruments tlaat exposed to interest rate risk are as follows:

2010 2009
Due in less than one year B320,000,000 B340,000,000
Rate 4.20%-5.20% 4.90%-5.50%

Interest of financial instruments classified asfing rate is repriced at intervals of 30 days.e Th
other financial instruments of the Group that am imcluded in the above tables are
noninterest-bearing and are therefore not subgeicit¢rest rate risk.

The following table demonstrates the sensitivityatoeasonably possible change in interest rates,
with all other variables held constant, of the Grsuincome before income tax (through the
impact on floating rate borrowings):

2010 2009
Increase/ Effect on Increase/ Effect on
Decrease in Income Before Decrease in Income Before
Basis Points Income Tax Basis Points Income Tax
Bank loans - floating interest rate +100 B3,200,000 + 100 B3,400,000
-100 (3,200,000) - 100 (3,400,000)

There is no other impact on the Group’s equity othan those already affecting profit or loss.

31.

Capital Management

The primary objective of the Group’s capital mamagat is to ensure that it maintains a strong
credit rating and healthy capital ratios in ordeistipport its business and maximize shareholder
value.
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In the light of changes in economic conditions, Beoup manages dividend payments to
shareholders, pay-off existing debts, return cafitahareholders or issue new shares. The Group
mainly uses financing from local banks. The Groopsiders equity contributed by shareholders
as capital. The Group manages its capital strudiyreeeping a net worth of between 30% and
50% in relation to its total assets. The Grougsworth ratio is 38% as of December 31, 2010
and 33% as of December 31, 2009. No changes werke rim the objectives, policies and
processes during the year.

2010 2009
Capital stock B302,114,918 B287,761,172
Additional paid-in capital 293,525,037 293,525,037
Retained earnings 574,482,384 326,309,628
1,170,122,339 907,595,837
Less cost of shares held in treasury 2,923,246 2,923,246
P1,167,199,093 B904,672,591
Total assets B3,093,173,359 B2,709,291,692
Net worth 38% 33%

As of December 31, 2010 and 2009, the Group wiastalmeet its objective.

32. Significant Agreements

a. The Group has various store franchise agreemerits third parties for the operation of
certain stores. The agreement includes a one-iarechise fee payment and an annual
7-Eleven charge for the franchisee, which is edqoa certain percentage of the franchised
store’s gross profit. Franchise fee amounted4i® 202,044 in 2010, 32,828,051 in 2009 and
P35,401,274 in 2008 and franchise revenue for ThEleven charge amounted to
R402,620,636 in 2010, B270,987,091 in 2009 &idbR54,387 in 2008.

b. The Group has service agreements with third pafieshe management and operation of
certain stores. In consideration thereof, theestgrerator is entitled to a service fee based on
a certain percentage of the store’s gross profit @perating expenses as stipulated in the
service agreement. Service fees included undesidmuservices shown as part of “General
and administrative expenses” in profit or loss anted to P134,893,173 in 2010,
B109,601,229 in 2009 and B103,170,576 in 2008.

c. The Group has an agreement with its phone cardlisumgffective January 1, 2000. Under
the arrangement, the Group earns commission osaleeof phone cards based on a certain
percentage of net sales for the month and a fixemthly rate. Commission income
amounted to B29,271,506 in 2010, B22,130,51809 2nd B21,213,531 in 2008.

d. The Group has entered into an exclusivity agreematit Unilever RFM Ice Cream, Inc.
(Unilever) on October 1, 2007. Upon the effecyivf the agreement, all existing branches of
7-Eleven shall exclusively carry Selecta ice crgawducts, and 7-Eleven should not carry
any other ice cream product including similar orgtlal products. The agreement is for a
period of three years starting October 1, 2007 stmall continue in force and effect until
December 31, 2010. In June 2008, the Company vwetea total consideration of
P11,741,071 in relation to the agreement, to beramed over three years. Income from
exclusivity contract included under “Other income”profit or loss amounted to B3,913,691
in 2010 and 20089.
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e. The Group has entered into a 3-year exclusivitytremh with Pepsi-Cola Products Philippine
Inc. (PCPPI) effective April 2010 to March 2013. €Tkontract indicates that all slurpee
products of 7-Eleven will be exclusively supplieg BCPPI. The Group received a one-time
signing bonus amounting to B4,464,286 upon thecsffity of the exclusivity supply contract
amortized over three years. Income from exclugiebntract with PCPPI included under
“Other income” in profit or loss amounted to BBXI71 in 2010. Deferred revenue as of
December 31, 2010 amounted to B3,348,214 (seesNBtand 16).

f. In 2010, the Group collected a signing bonus amiogrb B2,232,143 from Foodsphere, Inc.
(Foodsphere) for awarding half of the Company'sstexy Hotdog Stock Keeping Units
(SKUs) to Foodsphere for the next five years stgrtdanuary 1, 2010. Income from
exclusivity contract with Foodsphere included undéther income” in profit or loss
amounted to B446,429 in 2010. Deferred revenuef d3ecember 31, 2010 amounted to
P1,785,715 (see Notes 13 and 16).

g. The Group has entered into a Memorandum of AgreeM@A) with Chevron Philippines,

Inc. (CPI) on August 6, 2009, wherein CPI has grdnihe Group as authorized co-locator for
a full term of three-years to establish, operatel/@n franchise its 7-Eleven stores in
CPI service stations. Both parties have identi#8dCPI service stations, wherein the Group
will give the Retailers of these service stationsetter Offer to Franchise (LOF) 7-Eleven
stores. Upon acceptance of the Retailers of thi, ltkke Retailers will sign a Store Franchise
Agreement (SFA) with the Group. If LOF is not guotel by one of the 22 original service
stations identified, that service station will beplaced with another mutually acceptable
service station site.

Upon signing of the MOA, CPI will execute an updbaltex Retail Agreement with each of

the 22 service station Retailers, which shall haell term of three years and which will be

co-terminus with the SFA. The parties may alsamiifig additional CPI service stations upon

mutual agreement in writing as provided in the M@#d such changes shall form part of the
agreement.

As of December 31, 2010 and 2009, the Company Ineady opened 25 Retailers franchised
stores.

33. Segment Reporting

The Group considers the store operations as itg business segment based on its primary
business activity. Franchising, renting of projgsrand commissioning on bills payment services
are considered an integral part of the store ojperst

The products and services from which the storeadjmrs derive its revenues from are as follows:

* Merchandise sales

* Franchise revenue

¢ Marketing income

* Rentincome

¢ Commission income
* Interest income
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The segment’s relevant financial information isa@kws:

2010 2009 2008
REVENUE
Revenue from merchandise salesR7,612,243,056 B6,033,322,488 P5,412,969,204
Franchise revenue 442,822,680 303,815,142 250,855,661
Marketing income 338,765,461 236,502,860 136,211,215
Rent income 37,361,844 52,265,323 36,502,151
Commission income 29,271,506 22,130,513 21,213,531
Interest income 5,355,769 4,839,945 4,186,908
Other income 78,278,268 35,685,902 17,988,516
8,544,098,584 6,688,562,173 5,879,927,186
EXPENSES
Cost of merchandise sales 5,585,270,478 4,371,715,990 3,909,886,731
General and administrative
expenses:
Depreciation and amortization 294,893,483 203,905,718 179,639,006
Others 2,236,612,313 1,847,053,611 1,608,793,894
Interest expense 16,398,169 26,482,817 25,332,855
Impairment loss on goodwiill - - 4,611,368
Other expenses 5,288,221 8,572,988 6,935,913

8,138,462,664 6,457,731,124  5,735,199,767

INCOME BEFORE

INCOME TAX 405,635,920 230,831,049 144,727,419
PROVISION FOR

INCOME TAX 128,755,672 75,040,398 60,455,768
SEGMENT PROFIT P276,880,248 PB155,790,651 P84,271,651
SEGMENT ASSETS P3,093,173,359 P2,709,291,692 B2,269,796,932
SEGMENT LIABILITIES P1,922,744,371 PB1,801,389,206 PB1,517,685,097

34. Provisions andContingencies

The Group is a party to various litigations involy, among others, employees suing for illegal
dismissal, back wages and damage claims, lessmiricg for lease payments for the unexpired
portion of the lease agreements in cases of preftation of lease agreements, claims arising
from store operations and as co-respondents witiufaaturers on complaints with the Bureau of
Food and Drugs, specific performance and othet claims. All such cases are in the normal
course of business and are not deemed to be coedide material legal proceedings. Further,
these cases are either pending in courts or urrdéesp, the outcome of which are not presently
determinable. Management and its legal couns@\eethat the liability, if any, that may result
from the outcome of these litigations and claim mot materially affect their financial position
or financial performance.

As of December 31, 2010 and 2009, the Companyphasgsions amounting to B7,066,290 and
R12,578,122, respectively, pertaining to probédds on litigations.
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The table below summarizes the movements in thepaay’s provision as of December 31.:

2010 2009
Beginning of the year RP12,578,122 B-
Provisions during the year 4,098,267 12,578,122
Payments during the year (9,610,099) -

B7,066,290 P12,578,122

35. Note to Consolidated Statements of Cash Flows

The principal non-cash transaction of the Groupeurfithancing activities pertains to the issuance
of stock dividends amounting to PB14,353,746 in ®0&and B26,097,722 in 2009.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES
GUPPLEMENTARY SCHEDULE OF RETAINED EARNINGS
AVAILABLE FOR DIVIDEND DECLARATION
DECEMBER 31, 2010

The Secentes and Exchangs Commission 1ssued Memorandum Cireular No, 1 series of
2008 on December 3. 2008, which provides guidance on the decermmation of retzined
eamings avaliable for dividend declaration.

te reconciliation of relsingd enmings available for dividend declaration 3 of
Decerber 31, 2010 follows;

napprepriated retained earmings available for dividend
distribution, betinning 8240 089 453

Net income during tie period closed to retained emmngs  #176,880248
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INDEPENDENT AUDITORS® REFOD !{'1'
ON SUPPLEMENTARY SCHEDULES

The Stockholders and the Roard of [hrectors
Philippine Seven Corporation

7th Floot, The Cotumbia Tower

Ortigas Avenue. nMandahuvong City

We have audited in aecordance with Phiippine Standards on Auditing, the conselidated financial
stalements of Philippine Seven {orporation and Subsidiaries (the Group) as ol und for the vear ended
Pecember 31, 2010 included m this Form 17-A and have issued our report ihereon dated

Febmary 11, 2011 Our audit was made [or the pUrposSe & [ torming an opimoen on the hasie fmancisl
qratements taken as a whole. The schedules Hsted inthe Index to Financial Statcmenls and
Supplementary Schedules ang the scheduie of rerained surnings available for dividend declarution 1s
of December 3%, 2011 arc the responsIhiiny of the Group’s management, These schedules arc
presented for pumeses | complving with the Seouniies Reguiarion Code Rule 68 and Securities and

Exchance Commiss:on \femoruncurmn Circular Ne. il Games of 2008 and are nat part of thc hasic

- ancial satements, These sehedules uve been suhiecied 10 the auditing procecures applied in the
4udit of (he bas:c financial SEleEnes and . 1m our opinion, fairly state ir: all material respeets. e
Anancial dats required ie e el orth therein in reludan 16 186 “sic Opancial STATEMENts Laken 45 5

whole,
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