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SECURITES AND EXCHANGE COMMISSION
SEC FORM 20- IS
INFORMATION STATEMENT PURSUANT TO SECTION 20
OF THE SECURITIES REGULATION CODE
1. Check the appropriate box:
Preliminary Information Statement

X Definitive Information Statement

2. Name of Registrant as specified in its charter: PHILIPPINE SEVEN CORPORATION

3. Country of Incorporation: PHILIPPINES
4. SEC ldentification Number: 108476
5. BIR Tax ldentification Number: 000-390-189-000

6. Address of Principal Office:
7" Floor, The Columbia Tower
Ortigas Avenue, Mandaluyong City
1550
7. Telephone Number: (632) 724-4441 to 51
8. Date, time and place of the meeting of security holders:
July 29, 2010 (Thursday)
3:00 p.m.
Ruby B, Level 4 Crowne Plaza Galleria Manila
Ortigas Avenue corner Asian Development Bank Avenue , Quezon City
9. Approximate date on which the Information Statement is first to be sent or given to security holders:
June 30, 2010
10. In case of proxy solicitations:

Name of Person Filing the Statement/Solicitor: N/A

Address and Telephone No.:

11. Securities registered pursuant to Sections 8 and 12 of the Code or Sec. 4 & 8 of the RSA:

Title of Each Class Number of Shares of Common Stocks
Outstanding or Amount of debt Outstanding

Common 287,074,920
Warrants -0-

12. Are any or all registrant’s securities listed on the Stock Exchange?

Yes X No

Title of each Class Listed Shares Stock Exchange

Common Shares 287,761,170 Philippine Stock Exchange



PHILIPPINE SEVEN CORPORATION
7" Floor, The Columbia Tower
Ortigas Avenue, Mandaluyong City
Tel. Nos. 724-4441 to 51
Fax No. 705-52-09

Notice is hereby given that the annual stockholders meeting of PHILIPPINE SEVEN

CORPORATION (the “Corporation”), will be held at the Ruby B, Level 4 Crowne Plaza Galleria
Manila, Ortigas Avenue corner Asian Development Ban  k Avenue, Quezon City , on Thursday, 29
July 2010 at 3:00 P.M . for the purpose of taking up the following:

9.

10.

Certification of Quorum and Call to Order
Approval of Minutes of the Annual Stockholders Meeting held on July 16, 2009

a. Chairman’s Message
b. President’s Report

Approval of 2009 Audited Financial Statements

Ratification of Actions Taken by the Board of Directors, Executive Committee, Board
Committees and Management since the last annual stockholders meeting

Approval of Stock Dividend Declaration
Election of the Board of Directors for 2010
Appointment of External Auditors

Other Matters

Adjournment

For purposes of the meeting, only stockholders of record as of June 15, 2010 are entitled to vote
in the said meeting.

For your convenience in registering your attendance, please have some available form of
identification, such as company |.D., passport or driver’s license. Registration will start at 2:00 p.m.

LYN S. ENRIQUEZ

Corporate Secretary



PHILIPPINE SEVEN CORPORATION
INFORMATION STATEMENT

This Information Statement is being furnished to stockholders of record of Philippine Seven Corporation as
of June 15, 2010 in connection with its annual stockholders’ meeting.
WE ARE NOT ASKING FOR A PROXY AND YOU ARE REQUESTED NOT TO SEND US A PROXY.

Iltem 1. Date, Time and Place of Meeting of Shareh olders

Date of Meeting : July 29, 2010
Time of Meeting : 3:00 P.M.
Place of Meeting : Ruby B, Level 4 Crowne Plaza Galleria Manila

Ortigas Avenue corner ADB Avenue, Quezon City,

Complete Mailing Addres ~ : Philippine Seven Corporation
7" Floor, The Columbia Tower
Ortigas Avenue, Mandaluyong City 1550

This Information Statement will be first sent or given to security holders on June 30, 2010.
Iltem 2. Dissenter’s Right of Approval

The stockholders of the Company may exercise their right of appraisal against any proposed corporate
action which qualifies as an instance under Section 81 of the Corporation Code which gives rise to the exercise of
such appraisal right pursuant to and in the manner provided in Section 82 of the Corporation Code.

Any stockholder of a corporation shall have the right to dissent and demand payment of the fair value of
his shares in the following instances:

1. In case any amendment to the articles of incorporation has the effect of changing or restricting
the rights of any stockholders or class of shares, or of authorizing preferences in any respect
superior to those of outstanding shares of any class, or of extending or shortening the terms of
corporate existence.

2. In case of sale, lease, of exchange, transfer, mortgage, pledge or other disposition of all or
substantially all of the corporate property and assets as provided in this code; and

3. In case of a merger or consolidation.

An appraisal right is also available to dissenting shareholders in case the corporation decides to invest its
funds in another corporation or business as provided for in Section 42 of the Corporation Code.

Item 3. Interest of Certain Persons in Matters  to be Acted Upon

None of the members of the Board of Directors or senior management has any substantial interest in the
matters to be acted upon by the shareholders in the stockholders meeting, except for the election of directors. The
following are the incumbent directors for the year 2009 - 2010 (prior to the 29 July 2010 Annual Stockholders
Meeting):

1. Vicente T. Paterno 7. Yun-Huei Chang-Jen
2. Jose Victor P. Paterno 8. Yen-Sen Yang

3. Jorge L. Araneta 9. Wen-Chi Wu

4. Diana P. Aguilar 10. Alfredo C. Ramos*

5. Chung-Jen Hsu 11. Michael B. Zalamea*
6. Chien-Nan Hsieh

* Independent Director

The Board of Directors and senior management, as a group, own 28,782,200 common shares which
constitute approximately 10.01% of the issued and outstanding common stock. The Board of Directors of the
Company is not aware of any party who has indicated an intention to oppose the motions set forth in the Agenda.

Cumulative voting is allowed for the election of the members of the Board of Directors. Each stockholder
may vote the number of shares of stock outstanding in his own name as of the record date of the meeting for as
many persons as there are directors to be elected or he may cumulate said shares and give one candidate as
many votes as the number of directors to be elected multiplied by the number of his shares shall equal, or he may
distribute them on the same principle among as many candidates as he shall see fit; provided that the total number



of votes cast by him shall not exceed the number of shares owned by him as shown in the books of the corporation
multiplied by the whole number of directors to be elected and provided, however, that no delinquent stock shall be
voted

A. CONTROL AND COMPENSATION INFORMATION
Item 4. Voting Securities and Principal Holders Th  ereof

As of May 31, 2010, there were 287,074,920 shares of the common stock of Philippine Seven
Corporation outstanding and entitled to vote for election of directors and matters scheduled for approval at the
Annual Meeting. Only holders of the company'’s stock as of the close of business on record date of June 15, 2010
acting in person or by proxy on the day of the meeting are entitled to notice and to vote at the Annual Meeting to
be held on July 29, 2010.

For the purpose of electing the directors, shareholders entitled to vote as of above record date shall vote
cumulatively in accordance with Section 24 of the Corporation Code to elect the 11 directors of the company.
Each share entitled to vote shall be entitled to 11 votes.

For the purpose of approving the other matters set forth in the Agenda of the Annual Meeting, the
shareholders entitled to vote as of above record date shall be entitled to (1) vote for each share entitled to vote.

a) Asof May 31, 2010 the following are the record and beneficial owners of more than 5% of registrant’s
voting securities:

Relationships of Amount and Percent of
the record Nature of Outstanding
Title of Name and Address of Record/Beneficial " ) owner’'s Record/Benefici Common
Citizenship .
Class Owner representative al Stock
with the issuer Ownership May 31,
and said owner 2010
President Chain Store (Labuan) Holding, .
Common | [td.1 Malaysian Stockholder 162,451,721(R) 56.59%
7(E), Main Tower, Financial Park, Labuan,
Malaysia
Asian Holdings Corporation 2 o
4th Floor, Uni-Oil Bldg., Commerce Ave. Filipino Stockholder 35,342,590 (R) 12.31%
Common | qr Acacia St., Madrigal Business Park,
Ayala Alabang, Muntinlupa City
Vicente Paterno s " 1,210,000 (R)
Common | And children Filipino Chairman 27.566,755(B) 10.01%
16 Hidalgo Place, Hidalgo Village /Stockholder 28,776,755 L
Rockwell, Makati City
Common Progressive Development Corp. 4 Filipino Stockholder 24,397,328 (R) 8.50%
18th Aurora Tower, Cubao, Quezon City
Footnotes:

1

) Mr. Chang-Sheng Lin of President Chain Store ( Labuan) Holding, Ltd. has the voting power in behalf of the Corporation

. Ms. Elizabeth Orbeta or Ms. Diana P. Aguilar has the voting power in behalf of Asian Holdings Corp.
3 Mr. Vicente T Paterno has the power of attorney to vote the 27,566,755 shares of his children: Ma. Cristina Paterno-5,557,591; Jose Victor
Paterno- 10,568,243 ; Paz Pilar P. Benares - 5,424,051; Ma. Elena P. Paterno- 864,831; Ma. Theresa P. Dickinson- 5,152,039.

4. Mr. Jorge L. Araneta has the voting power in behalf of Progressive Development Corp.

b) Security Ownership of Management as of May 31, 2010

Title of Class Name of Beneficial Amount & Nature o_f Citizenship Percent of Class
Owner Beneficial Ownership

1,210,000 (R) 0.42%
Common Vicente T. Paterno 27,566,755 (B) Filipino

28,776,755 * 10.1%
Common Jose Victor P. Paterno 10,568,243 Filipino 3.68%
Common Jorge L. Araneta 1° Filipino 0.00%
Common Diana P. Aguilar 13 Filipino 0.00%
Common Alfredo C. Ramos 1° Filipino 0.00%
Common Michael B. Zalamea 1° Filipino 0.00%
Common Chung-Jen Hsu 1° R.O.C. 0.00%




Common Chien-Nan Hsieh 1° R.O.C. 0.00%
Common Yun-Huei Chang-Jen 1° R.O.C. 0.00%
Common Wen-Chi Wu 1° R.O.C. 0.00%
Common Yen-Sen Yang 1° R.O.C. 0.00%
Common Evelyn Sadsad-Enriquez 2,239° Filipino 0.0008%
Common Liwayway T. Fernandez 3,197° Filipino 0.0011%

* Shares directly owned by Vicente T. Paterno is 1,210,000 which is 0.42%, and he has power of attorney for 27,566,755 shares held by his
5 children including above shares of Jose Victor Paterno — 10,588,243 (3.68%)

2 Directly owned shares

% Qualifying shares

c) Power of Attorney to vote shares of 5% or more

Mr. Vicente T. Paterno, Chairman of the Board, has the power of attorney for 27,566,755 shares
or 9.59% for said shares collectively owned by his children namely, Ma. Theresa Paterno-Dickinson—
5,152,039 shares; Jose Victor P. Paterno—10,568,243 shares; Paz Pilar Paterno-Benares — 5,424,051
shares; Ma. Cristina P. Paterno — 5,557,591 shares and Ma. Elena P. Paterno — 864,831 shares.

d) Changes in Control

There has been no arrangement which may result in a change in control of the Company. There
has been no change in control of the Company since Y2000 or the past 9 years.

Item 5. Directors and Executive Officers of the Reg

a) Directors and Corporate Officers

istrant

The Board of Directors is responsible for the overall management and direction of the Corporation. The
Board meets at least twice every year or as needed to review and monitor the Corporation’s financial position and

operation.

The directors of the Company are elected at the Annual Stockholders meeting to hold office for one (1)
year and until the next succeeding annual meeting or until their respective successors have been elected and
gualified. The officers are likewise elected annually by the Board of Directors to serve for one (1) year and until
their respective successor have been elected and qualified. The members of the Board of Directors and
corporate officers of the Company are the following:

Term of No. of
NAME AGE | Present | Year(s) Business Experience
Position In
Service
CHIN-YEN KAO 81 9yrs. 9 yrs. Chairman - Uni-President Enterprise Corp.; President
Honorary Chairman of the Chain Store (BVI) Holdings Ltd.; PCSC (China) Limited;
Board Uni-President Development Corp.; Tong-Jeng
Development Corp.; President International Development
Citizenship: R.O.C. Corp.
Director- President Chain Store (Labuan) Holdings Ltd.;
PCSC (China) Drugstore Limited; PCSC (China)
Restaurant Limited; PCSC (China) Supermarket Limited;
President Chain Store (BVI) Holdings Ltd.
VICENTE T. PATERNO 84 27 yrs. 27 yrs. Chairman - Store Sites Holding Inc., PhilSeven
Chairman of the Board Foundation, Inc.
and Director Former Director - State Land Investment Inc., First
Philippine Holdings Corporation; Benpres Holdings
Citizenship: Filipino Corporation
YEN-SEN YANG 50 4yrs. & | 4yrs. & Vice-President - President Chain Store Corp.;
Vice- Chairman and 6 mos. 6 mos. Director — Cold Stone Creamery Taiwan Ltd.;
Director President Being Corp.; 21 Century Enterprise Co., Ltd.;
Duskin Serve Taiwan Co.; Books.com. Co., Ltd.; President
Citizenship: R.O0.C Chain Store Tokyo Marketing Corporation; Philippine
Seven Corp; Pet Plus Co., Ltd.
Presiclerc Limited; Shanghai Cold Stone Ice Cream
Corporation




Supervisor — President FN Business Corp.; President
Information Corp.

JOSE VICTOR P. 42 5yrs. 12 yrs. President & CEO, Philippine Seven Corporation
PATERNO Chairman & President — Convenience Distribution, Inc;
President and Director Former Vice-President for Operations— Philippine Seven
Corporation
Citizenship: Filipino
JORGE L. ARANETA 74 21 yrs. 21 yrs. Chairman & CEO - Araneta Center Inc./ Philippine Pizza
Director Inc./ Progressive Development Corporation
Citizenship: Filipino
DIANA P. AGUILAR 46 11 yrs. 11 yrs. Director - Asian Holdings Corporation/ WenPhil
Director 8 mos. 8 mos. Corporation/ Electronic Commerce Payments Network
Inc./ Artemis Electronic Systems, Inc./ DAJ Property
Holdings Corp./ Gate Distribution Enterprises, Inc./ ERA
Citizenship: Filipino Philippines, Inc.
Director & Treasurer - Land & Housing Dev't. Corporation/
Cable Entertainment Corp.
Treasurer - Franchise One Corporation
Board of Trustee — De La Salle Santiago Zobel
Treasurer — Foundation for International Research Skills &
Training, Inc.
ALFREDO C. RAMOS 65 7yrs. & 21 yrs. Chairman & President —National Bookstore, Inc./ The
Independent Director 7 mos. Philodril Corp./ Vulcan Industrial & Mining Corp./Atlas
Consolidated Mining & Development Corp. / Vulcan
Material Corp.
Chairman of the Board -Anglo Philippine Holdings
Citizenship: Filipino Corporation/ Cacho Hermanos, Inc./ The Music One Corp.
President — Abacus Book and Card Corp./ Crossings
Department Store, Corp./ Power Books, Inc./ Alakor Corp.
Vice-Chairman — Shang Properties Inc.
Director — Vulcan Materials Corp.
Governor — National Book Development Board
MICHAEL B. ZALAMEA 45 S5yrs.& | S5yrs. & Director — Active Alliance, Inc./ Philippine Coastal Storage
Independent Director 5 mos. 5 mos. & Pipeline Corp./Clark Pipeline & Depot Company Inc./
Wespak Holdings, Inc.
Citizenship: Filipino Former Portfolio Manager — Global Fund, American
International Group, Inc.
CHUNG-JEN HSU 62 9 yrs. 9 yrs. Chairman- President Drugstore Business Corp.; Capital

Director

Citizenship: R.O.C.

Inventory Services Corp.; Wisdom Distribution Service
Corp.; President YiLan Art and Culture Corp.; President
Information Corp.; Bank Pro E-Service Technology Co.,
Ltd.; Duskin Serve Taiwan Co.; Mister Donut Taiwan
Corp.; Muji  Taiwan Co., Ltd.; Retail Support
International Corp.; President FN Business Corp.;
Afternoon Tea Taiwan Co., Ltd.; Rakuten Taiwan Co.,
Ltd.; Pet Plus Co., Ltd.; 21 Century Enterprise Co.,
Ltd.; President Chain Store (Hong Kong) Holdings
Limited ; Ren-Hei  Investment  Corp. ; Mech-President
Corp.; President Transnet Corp.; President Collect
Services Co. Ltd.; ;

Vice Chairman- Uni-President Department Store Corp.;
Uni-President Development Corp.

Director-Tong-Jeng  Development  Corp.;  Shanghai
President Logistics Co., Ltd.; Uni-President Cold-Chain
Corp.; Uni-President Oven Bakery Corp.; President
Coffee Corp.; President Pharmaceutical Corp.; Tong-Ho




Development Corp.; Presicarre Corp.; President
Baseball Team Corp; Ton Yi Pharmaceutical
Corp.; Philippine Seven Corp.; Presiclerc
Limited; Shanghai President Starbucks Coffee Corp.;
President International Development Corp.; Dayeh
Takashimaya Taiwan Inc.; Nanlien International Corp;
Shan Dong President Yinzuo Commercial Limited; PK
Venture Capital Corp.; Wuhan Uni-Presidemt Oven Fresh
Bakery Co., Ltd.; President Chain Store (Shanghai)
Ltd.; Cold Stone Creamery Taiwan Ltd.; PCSC
(SICHUAN) Hypermarket Limited; PCSC (CHENGDU)
Hypermarket Limited; Shanghai Cold Stone Ice Cream
Corporation; PCSC AFTERNOON TEA SHANGHAI
LTD.; President Cosmed Chain Store (Shen Zhen)
Co.,Ltd.; Shenzhen Cosmed-Livzon Pharmacy Chain
Store Co.,Ltd; PCSC AFTERNOON TEA CAYMAN
LTD. ; President Coffee (Cayman)Holdings Ltd.; Duskin
China(BVI)Holding Limited.; eASPNet Inc.;

President- President Chain Store Corporation; Ren-Hei
Investment Corp.

CHIEN-NAN HSIEH
Director

Citizenship: R.O.C.

55

9 yrs.

9 yrs.

Senior Vice-President- President Chain Store Corporation;
Chairman- Q-ware Communications Co., Ltd.

Director - Ren-Hui Investment Corp.; Capital Inventory
Services Corp.; Wisdom Distribution Service Corp.; Uni-
President Cold-Chain Corp.; President Information Corp.;
Bank Pro E-Service Technology Co., Ltd.; Books.com. Co.,
Ltd.; Rakuten Taiwan Co., Ltd.; President Musashino
Corp.; Retail Support International Corp.; Q-ware Systems
& Services Corp.; Retail Support Taiwan Corp.; President
Logistics International Corp.; Chieh-Shuen Logistics
International Corp.; Philippine Seven Corp; PCSC
(VIETNAM) SUPERMARKET LIMITED; President Chain
Store (Hong Kong) Holdings Limited; Zhuhai Livzon
Drugstore Chain Company Limited

President- Books.com. Co., Ltd.

WEN-CHI WU
Director

Citizenship: R.O.C.

40

lyr.
and

6 mos.

lyr.
and

6 mos.

Financial Office Manager — President Chain Store
Corporation

Director — Philippine Seven Corp.; President Investment
Trust Corp.

Supervisor — Capital Inventory Services Corp.; President
Being Corp.; Pet Plus Co., Ltd.; Uni-President Oven
Bakery Corp.; Books.com. Co., Ltd.; Muji Taiwan Co., Ltd.;
Wuhan Uni-President Oven Fresh Bakery Co., Ltd.;
Shanghai President Starbucks Coffee Corp.; President
Chain Store (Shanghai) Ltd.; Shan Dong President Yinzuo
Commercial Limited

YUN-HUEI CHANG-JEN
Director

Citizenship: R.O.C.

58

6 mos.

6 mos.

Chairman- Cold Stone Creamery Taiwan Ltd.; Uni-
President Oven Bakery Corp.

Vice Chairman-;Uni-President Yellow Hat Corp.

Director- President Drugstore Business Corp.; President
FN Business Corp.; President YiLan Art and Culture Corp.;
21 Century Enterprise Co., Ltd.; President Transnet Corp.;
President Collect Services Co. Ltd.; Pet Plus Co., Ltd,;
Mech-President Corp.; Duskin Serve Taiwan Co.;
Afternoon Tea Taiwan Co., Ltd.; Mister Donut Taiwan
Corp.; Muji Taiwan Co., Ltd.; President Organics, Co.;
Philippine Seven Corp; PCSC AFTERNOON TEA
SHANGHAI LTD.; President Chain Store (Shanghai) Ltd.;
Shanghai President Logistic Co., Ltd.; Mister Donut
Shanghai Co., Ltd.; President Cosmed Chain Store (Shen
Zhen) Co., Ltd.; Zhuhai Livzon Drugstore Chain Company
Limited; Shan Dong President Yinzuo Commercial Limited;




PCSC (SICHUAN) Hypermarket Limited; PCSC
(CHENGDU) Hypermarket Limited; Shanghai Cold Stone
Ice Cream Corporation
¢ President- Cold Stone Creamery Taiwan Ltd.; Afternoon
Tea Taiwan Co., Ltd.
PING-YUN WANG 41 3yrs. 3 yrs. « Vice President for Operations & Marketing
Vice-President « Exec. Committee member- Philippine Seven Corporation
« Director —Convenience Distribution, Inc.
Citizenship: R.O.C. « 16 years with 7-Eleven Taiwan
YU-HSIU TSAI 50 lyr& | 1lyr & ¢ Treasurer/CFO and VP-Finance & Administration —
Treasurer/CFO 10 mos. | 10 mos. Philippine Seven Corporation
Vice-President « Vice Pres & Director - Convenience Distribution Inc.
Director- Store Sites Holding Inc. Manager — 7-Eleven
President Chain Store
Citizenship: R.O.C. - Director — Administrative Department of Starbucks Taiwan
e Director — Administrative Department of Starbucks
Shanghai
¢ Director — Director Administrative Department Cold Stone
Creamery
EVELYN SADSAD- 46 6yrs.& | 20yrs. |« Legal and Corporate Services Division Mgr. - Philippine
ENRIQUEZ 5 mos. Seven Corporation
Corporate Secretary « Compliance Officer- Philippine Seven Corporation
« Corporate Secretary - Convenience Distribution Inc./ Store
Sites Holding, Inc./ Ferguson Park Tower Condominium
N o Corporation, Phil-Seven Foundation, Inc.
Citizenship: Filipino » President — Columbia Owners’ Association Inc.
¢ Former Asst. Corporate Secretary and Head of Legal and
Corp. Affairs - Philippine Seven Corporation

a) The Executive Officers

As of May 31, 2010, the Executive Officers and Management of the Corporation are the following:

Executive Officers

Name

Honorary Chairman of the Board

Chin-Yen Kao

Chairman of the Board

Vicente T. Paterno

Vice-Chairman

Yen-Sen Yang

President & CEO

Jose Victor P. Paterno

Vice-President for Operations, Marketing &
Business Development

Ping-Yun Wang

Treasurer and CFO
Vice-President for Finance & Administration

Yu-Hsiu Tsai

Corporate Secretary, Compliance Officer
Legal & Corporate Services Division Manager

Atty. Evelyn S. Enriquez

Comptroller

Lawrence M. de Leon

Marketing Director

Michael Chuaunsu

Operations Division Manager

Liwayway T. Fernandez

General Merchandise Division Manager

Jose Ang, Jr.

Business Development Division Manager

Francis S. Medina

Internal Audit Division Manager

Eduardo P. Bataclan (until Feb 2010)

HR Division Manager

Violeta B. Apolinario

Corporate Planning & MIS Division Manager

Jason Jan Ngo

Strategic Merchandise Division Manager

Armi C. Andrade

Procurement Resources Division

Eduardo P. Bataclan

b) Identifying Significant Employees

Other than aforementioned Directors and Executive Officers identified in the item on Directors and
Executive Officers in this Annual report, there are no other employees of the Company who may have
a significant influence in the Company’s major and/or strategic planning and decision-making.




c)

d)

Family Relationships

i. Mr. Jose Victor P. Paterno, President of PSC and concurrent Chairman and President of
Convenience Distribution Inc. (CDI), a wholly owned subsidiary of PSC, is the son of PSC
Chairman of the Board, Mr. Vicente T. Paterno.

ii. Ms. Diana P. Aguilar, director of PSC, is related to PSC Chairman, Mr. Paterno, by affinity within
the 3rd degree.

iii. Mr. Raymund Aguilar, Director of Gate Distribution Enterprises, Inc. and EC Payment Network
Inc., a supplier of the Company, is the spouse of Ms. Diana P. Aguilar

Independent Directors
The independent directors, Mr. Alfredo C. Ramos and Mr, Michael B. Zalamea are not officers or

substantial shareholders of Philippine Seven Corporation nor are they the directors or officers of its
related companies.

f) Litigation

g

h)

To the knowledge and/or information of the Company, the above-named directors of the Company, the
present members of its Board of Directors and its Corporate Officers are not, presently or during the
past 5 years, involved or have been involved in any material legal proceeding affecting/involving
themselves or their property before any court of law or administrative body in the Philippines or
elsewhere. Likewise, to the knowledge and/or information of the Company, the said persons have not
been convicted by any final judgment of any offense punishable by the laws of the Republic of the
Philippines or the laws of any nation/country.

f) Pending Legal Proceedings

The Company is a party to certain litigations involving minor issues, from time to time, before the
Department of Trade and Industry, employees suing for illegal dismissal, back wages and damage
claims, claims arising from store operations and as co-respondents with manufacturers on complaints
with BFAD, actions on leases for specific performance and other civil claims. The Company also filed
criminal cases against employees and other persons arising from theft, estafa and robbery; civil
claims for collection of sum of money, specific performance and damages. All such cases are in the
normal course of business and are not deemed or considered as material legal proceeding as stated
in Part I, Paragraph (C) of “Annex C” of SEC checklist 17-A.

Qualification of Directors

To the knowledge and/or information of the Company, the above-named directors have all the
qualifications and none of the disqualifications as provided in the Company’s Manual on Corporate
Governance and the revised Securities Regulation Code.

Certain Relationships and Related Transactions

The Company has lease and/or sublease agreements with Wenphil Corporation and Progressive
Development Corporation for commercial spaces in excess of the requirements of the Company for its
7-Eleven stores, and supply arrangement for certain products/services carried by the stores with Gate
Distribution Enterprises Inc.(GATE) and Electronic Commerce Payments Network Inc. (ECPAY).

Ms. Diana P. Aguilar, director of the company, is a director of Wenphil Corporation (owner of Wendy’s
Philippine franchise), GATE and ECPAY. She is also the wife of Mr. Raymund Aguilar, a director of
GATE and President of ECPAY which is the supplier of physical and electronic phone cards (e-pins) of
the company and the system provider for e-pins and bills payment. Mr. Jorge L. Araneta, also a
director of the Company, is the Chairman and President of Progressive Development Corporation
(owner of Pizza Hut Philippine franchise).

The Company has warehousing and distribution management contract with Convenience Distribution
Inc. (CDI), its wholly-owned subsidiary. The Chairman of the Board and President of CDI, Mr. Jose
Victor Paterno, is the son of Mr. Vicente Paterno, the Chairman of the Board of PSC.

The Company, from time to time, makes purchases of equipment from President Chain Store
Corporation (and its subsidiaries/affiliates), which is the parent company of President Chain Store
(Labuan) Holding Ltd., holding 56.59% of PSC'’s outstanding shares. Certain products are also
purchased from Uni- President Corporation which is the parent company of President Chain Store



Corporation.
Store Sites Holding Corporation is a landholding company affiliated with PSC and it leases on long
term basis certain parcels of land to PSC for its operation of 7-Eleven Stores.
i) Election of Directors
The directors of the Company are elected at the Annual Stockholders’ Meeting to hold office for one (1)
year and until their respective successors have been elected and qualified.

The nominees to the Board of Directors were submitted to and pre-screened by the Nomination and
Governance Committee of the Corporation:

1. Vicente T. Paterno 7. Nan-Bey Lai

2. Jose Victor P. Paterno 8. Yen-Sen Yang

3. Jorge L. Araneta 9. Wen-ChiWu

4. Diana P. Aguilar 10. Antonio Jose U. Periquet
5. Chung-Jen Hsu 11. Michael B. Zalamea

6. Chien-Nan Hsieh

j) Independent Directors

As of the date of this report, the nominees for independent directors are Messrs. Michael B. Zalamea
and Antonio Jose U. Periquet. Their nominations were submitted by Ms. Ma. Christina P. De Leon and
Paz Pilar P. Benares, respectively, stockholders of the Corporation, and pre-screened by the
Nomination Committee of the Corporation in compliance with SEC Circular No. 16 on the Guidelines on
Nomination and Election of Independent Directors. They are neither officers nor substantial
shareholders of Philippine Seven Corporation nor are they directors or officers of its related companies.
Their shareholdings in the Corporation are less than 2% of the Corporation’s outstanding capital stock
pursuant to Section 38 of the SRC. The Committee has determined that each of the nominees for
election as independent director meets the criteria set out in SRC Rule 38. A brief description of the
business experiences of Mr. Michael B. Zalamea is included in Item 9 Part Ill of this report. The
business experiences of the new nominees for independent director, Mr. Antonio Jose U. Periquet, and
director, Mr. Nan-Bey Lai, are as follows:

New Nominees Personal Information and Business Experiences
Antonio Jose U. Periquet * Age: 49 years of age
(for independent director) « Degree: MBA. University of Virginia (1990), MSc

Development Economics, Oxford University (1988),
AB Economics, Ateneo de Manila (1982)
Citizenship: Filipino « Chairman and Managing Director - Deutsche Regis

Partners Inc.

¢ Country Strategist & Head of Equities Research —
Deutsche Bank

¢ Chairman — Pacific Main Holdings, Inc.

« Director — Capstone Technologies, Inc.

¢ Director, The Straits Wine Company, Inc.

¢ Trustee — The Beacon International School

Nan-Bey Lai * Age: 59 years
(for director) « Degree: BA, Business Administration, Tunghai
University
¢ Senior Vice President — President Chain Store
Citizenship: R.O.C.  Director — President Information Corp., President

Collect Services Co., Ltd., Mech-President Corp., Uni-
President Oven Bakery Corp., Bank Pro E-Service
Technology Co., Ltd., Afternoon Tea Taiwan Co., Ltd,
Q-ware Systems & Srvices Corp., President Being
Corp.

Nomination Procedure:

1. Astockholder may recommend the nomination of a director to the Nomination Committee;

2. The nominating stockholder shall submit his proposed nomination in writing to the Nomination &
Governance Committee, together with the acceptance and conformity of the would-be nominee.

3. The Nomination & Governance Committee shall screen the nominations of directors prior to the
stockholders’ meeting and come up with the Final List of Candidates.

4. Only nominees whose names appear in the Final List of Candidates shall be eligible for election as
independent director.



Iltem 6. Compensation of Directors & Executive Offi  cers

For the calendar years December 31, 2009, 2008, 2007, and 2006, the total salaries allowances and
bonuses paid to the directors and executive officers are as follows:

(@) (b) (c) (d) (e)

Name/Position Year Salaries Bonus Others
Chairman and Top 4
Vicente T. Paterno
Chairman
Jose Victor P. Paterno
President
Ping-Yun Wang
Vice-President
Yu-Hsiu Tsai
Treasurer
Michael Chuaunsu
Marketing Director

Total 2010* 5,713,173.16 6,486,091.13
2009 5,426,112.36 6,369,768.51
2008 4,375,302.24 5,233,364.21 N/A
2007 5,092,181.94 5,919,489.44
2006 5,091,011.52 5,740,839.28
All other Officers and Directors as a 2010* 5,980,927.24
Group Unnamed 2009 5,497,840.32 5,713,034.49
2008 4,809,256.92 5,492,966.49 N/A
2007 5,584,417.68 5,166,120.31
2006 6,107,402.56 4,624,234.41
4,870,830.87

« Estimated compensation of director and executive officers for the ensuing year.

The company has certain standard arrangements with respect to compensation and profit sharing. Per
diems of 2 7,500 (as may be fixed by the Board from time to time) are given for every regular or special
meetings of the Board of Directors or Executive or Board Committees attended.

In addition to per diems, profit sharing is provided in the Code of By-laws in an amount not exceeding 15%
of the net profits of the corporation (after tax), which shall be distributed to the members of the Board of Directors
and Executive Committee members and officers of the corporation in such amounts and manner as the Board may
determine. Profit share exceeding 15% of net profits after tax of the corporation shall be submitted to stockholders
for approval. The last profit sharing in 1996 was set at 5% of net income after tax thereon. The directors and the
executive officers did not receive any profit sharing in the years after 1996.

There are no existing options, warrants or stock plan arrangements and none are held by the directors,
executive and corporate officers of the Corporation.

Iltem 7. Independent Public Accountants

The accounting firm of Sycip Gorres Velayo and Company (SGV) was appointed as the Corporation’s
auditor in 2005. Since their appointment, the Corporation has no disagreement with them on any matters relating
to accounting principles and practices, financial statement disclosures or auditing scope or procedures. The same
auditing firm has been endorsed for re-appointment by the Audit Committee to the Executive Committee. The Audit
Committee is composed of the Chairman and independent director, Alfredo Ramos, and members, Diana P.
Aguilar and Jose Victor P. Paterno. The Executive Committee approved the endorsement and will nominate the
appointment of the said auditing firm for stockholders’ approval at the scheduled Annual Meeting of the
Stockholders. The said auditing firm has accepted the Corporation’s invitation to stand for re-election this year and
has designated Ms. Julie Christine Ong-Mateo as the audit partner to handle the 2010 audit for the Company.

Audit services of SGV for the fiscal year ended December 31, 2009 included the examination of the
consolidated financial statements of the Company, preparation of final income tax returns and other services related
to filing made with the Securities and Exchange Commission.

The company is in compliance with SRC Rule 68, paragraph 3(b)(iv) requiring the rotation of external
auditors or engagement partners who have been engaged by the company for a period of five (5) consecutive years
or more as of December 31, 2002. The present engagement partner is Ms, Julie Christine Ong-Mateo, an SEC
accredited auditing partner of SGV, and in her second year of assignment in the Corporation. Representatives of
SGV shall be present during the annual meeting of stockholders on July 29, 2010. They are also expected to
respond at the Annual Stockholders Meeting to appropriate questions from stockholders pertaining to said financial



statements as needed.
Iltem 8. External audit fees and services

The following table summarizes the fees paid or accrued for services provided by our external auditors for
the fiscal years ended December 31, 2009 and 2008:

2009 | 2008
(in thousands)
Audit Fees P 1,491 P 1,340
Tax Fees 274 400
All Other Fees 120 201
Total P1,885 P1,941

Audit Fees. This category includes the audit of our annual financial statements, review of interim financial
statements and services that are normally provided by the independent auditors in connection with statutory and
regulatory filings or engagements for those fiscal years. This category also includes the advise on audit and
accounting matters that arose during, or as a result of the audit or the review of interim financial statements.

Tax Services. This category includes tax compliance, tax advice and tax planning services performed
by our independent auditors.

All Other Fees. This category consists primarily of fees for consultations, special engagements relating to
dollar purchases in accordance with the requirements of the Bangko Sentral ng Pilipinas and other incidental
expenses.

The fees presented above includes out-of-pocket expenses incidental to our independent auditors’ work,
which amounts do not exceed 5% of the agreed-upon engagement fees.

Our Audit Committee pre-approves all audit and non-audit services as these are proposed or endorsed
before these services are performed by our independent auditors.

ISSUANCE AND EXCHANGE OF SECURITIES
Iltem 11. Financial and Other Information

The Management'’s Discussion and Analysis and the Company’s consolidated audited financial statements
for fiscal years ended December 31, 2009 and 2008, including schedules for Property & Equipment, Accumulated
Depreciation, Non-trade Receivables and Capital Stock, are attached hereto as Annexes “A” and “D”, respectively.
The Company’s 2009 Annual Report will be distributed to stockholders of record during the Annual Meeting.

D. OTHER MATTERS
Item 15. Action with respect to Reports

During the scheduled Annual Stockholders meeting, the following reports shall be submitted to the
stockholders for approval:

1. Approval of the Minutes of the July 16, 2009 Annual Stockholders Meeting;

2. Approval of the Annual Report of Management and the Audited Financial Statements for the Fiscal Year
ending December 31, 2009;

3. Ratification of all Acts and Resolutions of the Board of Directors, Executive Committee, Board Committees
and Management during the year 2009 as discussed in the Minutes of the Meetings of the Board of
Directors, Executive Committee and Audit Committee, which include the approval of contracts, loans,
investments or purchases in the ordinary course of trade or business, management report and financial
statements of the Corporation, and appointment of corporate officers, corporate signatories and
amendments thereof.

A brief summary of Minutes of the 2009 Annual Stockholders’ Meeting and relevant resolutions of the
Board of Directors and the Committees for ratification by the stockholders are attached as Annexes “B” and “C.”

Item 16. Other Proposed Action

1. Election of Directors including the independent directors
2. Appointment of External Auditors



3. Approval of Stock Dividend Declaration
Item 17. Voting Procedures
Vote required for approval

For election of directors, a shareholder may vote such number of shares for as many persons as there are
directors to be elected or he may cumulate said shares and give one candidate as many votes as the number of
directors to be elected multiplied by the number of his shares, or he may distribute them on the same principle to as
many candidate as he shall see fit.

For approval of stock dividend declaration, the vote of at least 2/3 of total outstanding shares entitled to
vote is required.

Method by which votes will be counted

All matters subject to a vote, except in cases where the By-laws provides otherwise, shall be decided by
the plurality vote of stockholders present in person or by proxy and entitled to vote thereat, a quorum being
present.

Unless required by law, or demanded by a stockholder present in person or by proxy at any meeting, and
entitled to vote thereat, the vote on any question need not be by ballot. On a vote by ballot, each ballot shall be
signed by the stockholder voting, or in his name by his proxy if there be such proxy, and shall state the number of
shares voted by him. The counting thereof shall be supervised by the external auditors or the stock transfer agent
of the Company.

UPON THE WRITTEN REQUEST OF A STOCKHOLDER, THE COMPANY WILL PROVIDE,
WITHOUT CHARGE, A COPY OF THE COMPANY'S SEC FORM 17 -A (ANNUAL REPORT) DULY
FILED WITH THE SECURITIES AND EXCHANGE COMMISSION. THE STOCKHOLDER MAY BE
CHARGED A REASONABLE COST FOR PHOTOCOPYING THE EXHI BITS.

ALL REQUESTS MAY BE SENT TO:
psc-corp@7-eleven.com.ph

or

PHILIPPINE SEVEN CORPORATION
7™ FLOOR, THE COLUMBIA TOWER,

ORTIGAS AVENUE, MANDALUYONG CITY
1501

SIGNATURE

After reasonable inquiry and to the best of my knowledge and belief, | certify that the information set forth
on this report is true, complete and correct. This report is signed in the City of Mandaluyong on June 15, 2010.

Pursuant to the requirements of the Securities Regulation Code, the issuer has duly caused this report to
be signed on its behalf by the undersigned hereto authorized.

PHILIPPINE SEVEN CORPORATION
Issuer
June 15, 2010

E YNS.ENRW

Corporate Secretary



ANNEX “A”

Management’s Discussion and Analysis or Plan of Ope rations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the accompanying consolidated financial statements and the related notes as of December 31,
2009 and 2008. This discussion contains forward-looking statements that reflect our current views with respect to
future events and our future financial performance. These statements involve risks and uncertainties and our actual
results may differ materially from those anticipated in these forward-looking statements. On a periodic basis, we
evaluate our estimates, including those related to revenue recognition, goodwill, capitalized assets and income
taxes. We base our estimates on historical experience and on various assumptions that are believed to be
reasonable under the circumstances.

SELECTED FINANCIAL DATA

2009 2008 2007

(amount in thousands, except EPS)
SYSTEM WIDE SALES B7,075,772 P 6,240,714 B5,556,395

Statement of Income Data:
Revenues and other income

Sales of merchandise 6,033,322 5,412,969 4,952,027
Franchise revenue 303,815 250,856 204,272
Marketing income 236,503 136,211 97,680
Rent income 52,265 36,502 39,649
Others (net) 35,686 17,989 32,885
Cost and expenses
General & administrative expenses (2,050,959) (1,788,433) (1,683,290)
Interest expense (26,483) (25,333) (31,527)
Cost of merchandise sold (4,371,716) (3,909,887) (3,534,557)
Total comprehensive income 155,791 84,502 57,827
Earnings per share B0.54 B0.29 P0.19
Cash Flow Data:
Net cash from operating activities B541,186 B502,771 B267,097
Net cash used in investing activities (389,495) (426,197) (218,328)
Net cash used in financing activities (17,255) (69,859) (68,358)
Balance Sheet Data:
Total assets B2,710,676 B2,269,797 21,878,708
Total liabilities 1,802,773 1,517,685 1,211,099
Total stockholders’ equity 907,903 752,112 667,609
OVERVIEW

Philippine Seven Corporation (PSC or the Company) operates the largest convenience store network in the country.
It acquired from Southland Corporation (now 7-Eleven Inc.) of Dallas, Texas the license to operate 7-Eleven stores
in the Philippines on December 13, 1982. Operations commenced with the opening of its first store on February 29,
1984 at the corner of Kamias Road and EDSA Quezon City, Metro Manila. Considering the country's economic
condition at that time, the Company grew slowly in its first few years of existence. In 1993, PSC, encouraged by the
resurgent national economy, stepped up its rate of expansion.

As of December 31, 2009, 7-Eleven has grown by 90 stores to end the year with 447 stores. The retail chain of
convenience stores is sustained by a manpower complement of 1,130 employees engaged in store operations and
in various support service units. Despite the growing competition in the convenience retailing business, the
Company maintains its leadership in the industry.

7-Eleven derives its revenues principally from retail sales of merchandise, commissions, rentals and franchising
activities. The primary expenses consist of cost of goods, general and administrative expenses, interest expense
and income taxes.

PSC seeks to meet the needs of its customers and maintain a leadership position in the C-store industry by taking
advantage of economies of scale, technology, people and a widely recognized brand. Its vision is to be the best
retailer of convenience for emerging markets.



EINANCIAL CONDITION AND RESULTS OF OPERATIONS IN 20 09

Results of Operations

At the end of calendar year 2009, PSC registered net income of R£155.8 million. This represents an increase of 84
percent from 2008 earnings of R84.5 million. The improved earnings result was driven by aggressive store
expansion, highlighted by the strategic alliance with Chevron Philippines and introduction of new products. System-
wide revenue, a measure of sales of all corporate and franchise operated stores, increased by 13 percent to 7.1
billion in 2009 from R6.2 billion in the same period the previous year.

The improvement in sales can be attributed to the company’s intensified marketing and merchandising programs.
The convenience store chain was able to surmount last year’s economic slowdown through the introduction of new
food service items such as Hotta Rice, Hot Beverages, and year-round value promotions. Strategic partnerships
with suppliers enabled 7-Eleven to launch novel marketing promotions such as the Bingo Promo and the Big Bite
Match. These efforts resulted in the continued patronization of regular 7-Eleven customers and, in turn, led to an
increase in sales.

Moreover, the Company’s expansion program resulted into the opening of 90 new stores all over Luzon and the tie-
up linking the top convenience store in the country with Chevron Philippines as 7-Eleven opened 25 new stores at
various Caltex gas stations.

New franchise operators also boosted the store base and resulted into higher franchise revenues of £303.8 million.

EBITDA (earnings before interest, taxes, depreciation and amortization) went up by 32 percent from £349.7 million
in 2008 to R461.2 million last year.

Revenue and Gross Margin

The Company registered total revenue from merchandise sales of £6.0 billion in 2009, an increase of 11.5 percent
compared to £5.4 billion in 2008. Cost of merchandise sold rose by £461.8 million to 24.4 billion at the end of 2009.

System-wide sales grew by 13% or 2835.1 million to £7.1 billion in 2009. PSC ended 2009 with 447 stores, higher
by 21% compared to the 2008 level of 368. Some underperforming stores were closed during the year. Out of the
total store base, 43% are corporate run, while the rest are franchise-operated

Gross Profit stood at £1.7 billion, while GP in relation to sales went up by 85 points partly due to the dilution
brought about by the increase in Company’s sales to franchise stores which are accounted for at zero mark-up.
Notwithstanding this factor, gross profit ratio to sales improved slightly to 27.5 percent during the year.

Products in the services category, which form part of the Company’s commission income, are physical cards, bills
payment and consigned goods. Commission income rose by 4% to £22.1 million.

Other Income

Other income consists of marketing income, franchise revenue and rent from rentable spaces. The Company’'s
total other income increased by £82.0 million, to £592.6 million as a result of the following;

Marketing income grew by £100.3 million from the 2008 level, at a rate significantly higher than previous years.
This is due to increased supplier-supported ad and promo spending, driven by system innovations that allow an
increasing number of options for our supplier partners to build their brands in our stores. For example, our POS
system can apply a discount when a manufacturer's brand of drink and snack are purchased together. Our goal is
to become the preferred trade partner for manufacturer's brand building needs.

The Company’s share in the gross profit of franchise-operated stores is recognized as franchise revenue and it
climbed to £303.8million from £250.9 million in 2008. This was the result of the increase in number of franchise-
operated stores that reached 254 at the end of the calendar year. Further, rent income grew to 252.3 million.

No significant element of income came from sources other than the result of the Company’s continuing operations.
General and Administrative Expense

General and administrative expense which is comprised of store operating and selling expenses as well as
headquarter expenses went up by 13% or 2262.5 million and totaled to £2.0 billion in 2009.

Communication, light and water were the highest contributor and accounted for almost one fifth of the total G & A
expenses for the year. This is followed by rent expense with 16% share, outsourced services with 15% and
personnel costs at 14% share. Service fees paid to store operators under the service agreement with PSC
accounted for 37% of the total outsourced services.



Personnel costs aggregated to £285.7 million, versus £250.6 million in 2008. Ratio to sales was 4.7% in 2009 and
4.6% in 2008. Personnel costs include salaries and wages at 2167.7 million, employee benefits at £96.0 million
and pension costs at £22.0 million. The Company continued to outsource store personnel to contain costs.
Pension cost significantly increased during the year due to the higher present value of retirement obligations
assessed by the actuary which was the result of the use of a lower market discount rate relative with the reference
rate used in 2008. Combined personnel and outsourced services, net of service fees improved in relation to
revenue.

Moreover, rent expense incurred is pegged R325.2 million or 5.4% of sales against 2 272.0 million or 5.0% in 2008.
Rent expense in operating leases net of sublease rent income, per store, per month grew in 2009 due to rental rate
escalation

Interest Expense

Cost of debt servicing in 2009 totaled to £26.5 million, an increase of 4.5% compared with 2008 level of R25.3
million. Outstanding loan balance at the end of 2009 was pegged at £340.0 million, up from R330.0 million a year
ago.

Net Income

Net income for the year significantly increased by 84% to £155.8 million. This was primarily due to better sales,
continuing support from trade suppliers and store expansion highlighted by the strategic alliance with Chevron
Philippines, Inc. Furthermore, lower corporate tax rate favorably affected the bottom-line.

The net income generated during the year translated into a 2.2% return on sales and 17.2% return on equity. The
key ratios in 2009 are much better compared to the ROS and ROE of 1.4% and 11.2%, respectively, at end-2008.
Moreover, EPS is pegged 20.54 and R0.29, in 2009 and 2008, respectively.

The Company’s shares on the other hand were trading at 13 times 2009 earnings at the end of last year compared
to the price earnings multiple of 10 times in the preceding year.

Financial Condition

Total assets grew by 2440.9 million or 16% to £2.7 billion at the end of 2009. Cash and cash equivalents during
the year increased to 2448.8 million from R314.9 million at the beginning of last year. Receivables went down by
P11.3 million as a result of the decline in collectibles related to supplier support and financing schemes to
franchisees. Moreover, inventories went up by £76.1 million attributable to the growing number of stores. Further,
prepayments increased by £36.4million coming from advance rent paid for new stores and down payments to
equipment sellers. The aforementioned factors resulted into a net increase in total current assets by 2255.2 million.

Total current liabilities went up by £233.8 million or 86% mainly due to the increase in trade payables and accrued
expenses. However, current ratio improved to 0.73 to 1 as of December 31, 2009 against last year of 0.67 to 1.

Property and equipment, net of accumulated depreciation increased by R155.2 million mainly due to capital
expenditure spent in relation to store expansion.

Stockholders’ equity at the end of 2009 comprises 33.5% of total assets, compared to 33.1% beginning of year
level. Debt to equity ratio is pegged at 2, both in 2009 and 2008.

Liguidity and Capital Resources

The Company obtains the majority of its working capital from these sources:

=  Cash flows generated from retailing operations and franchising activities
=  Borrowings under the revolving credit facility extended by banks

PSC believes that operating activities and available working capital sources will provide sufficient liquidity in 2010 to
fund oits operating costs, capital expenditures and debt service. The following are the discussion of the sources
and uses of cash for the year 2009.

Cash Flows from Operating Activities
Net cash generated by operating activities in 2009 reached £541.2 million, higher compared to the £502.8 million

generated in 2008. Better sales and higher pre-tax income in 2009 resulted to higher cash inflow from operating
activities.



Cash Flows from Investing Activities

Net cash used in investing activities reached £389.5 million in 2009 compared to net cash out flow of R426.2 million
in 2008. Major cash outlay went to the procurement of store equipment, new store constructions and store
renovations. There were 90 new stores opened in 2009 including the conversion of more than 20 ex-Starmart
outlets, operated by Chevron Philippines dealer, to 7-Eleven convenience stores.

Majority of the company’s commitments for capital expenditures for the year are for new store constructions and
renovations. Funds for these expenditures are expected to come from the anticipated increase in cash flows from
retail operations and from additional borrowings if the need for such may arise.

Cash Flows from Financing Activities

Net cash outflow from financing activities reached £17.3 million. The year ended with outstanding bank loans of
£340.0 million, an increase of just 3% from R330.0 million at the beginning of the year. The Company was able to
limit its borrowings because of improved profitability in 2009.

PSC expects to reduce the level of its debt within the next three years to minimize the impact of interest expense in
the net income and consequently reduce the leverage ratios.

FINANCIAL CONDITION AND RESULTS OF OPERATIONS IN 20 08

Results of Operations

Revenue and Gross Margin

The Company registered total revenues of P5.4 billion in 2008, an increase of 9% compared to the P4.9 billion in
2007. Cost of merchandise sold rose by P375.3 million to P3.9 billion at the end of 2008.

System-wide sales, which represents the overall retail sales to customers of corporate and franchise-operated
stores grew by 12% or P684.3 million to P6.2 billion in 2008. PSC ended the year with 368 stores, an 18%
increase compared to the 2007 level of 311. Out of the total, 45% or 167 stores are company-owned, while 55% or
201 stores are franchise-operated.

Gross profit stood at P1.5 billion, while gross profit as a percentage of sales declined slightly partly due to the
dilution brought about by the increase in the Company’s sales to franchise stores accounted for at zero mark-up.
Real GP% improved in 2008 as a result of better category mix and reduced out of stock position.

Commission income amounted to P21.2 million in 2008, 3% lower than last year. This was the result of the
consumers being more updated in technology advancement than they were years ago and competition brought
about by other retail channels offering physical cards.

Other Income

Other income consists of marketing income, franchise revenue and rent income from rentable spaces. The
Company’s total other income increased to P445.7 million as a result of the following;

Marketing income, which pertains mainly to promotional support and display rental, had grown by P38.5 million
from the 2007 level. This can be attributed mainly to the increase in display allowance which grew considerably in
2008. The Company continues its strong partnership with suppliers in building the profitable preferred brand.

Franchise revenue, on the other hand climbed to P250.9 million at the end of 2008 from P204.3 million in the same
period the previous year. This was the result of the increased number of franchise-operated stores. The number of
stores operated under the conventional franchise package or FC1 increased to 121 stores. On the other hand,
stores under labor franchise or service agreement (SA) increased to 80 stores.

General and Administrative Expense

General and administrative expense which is comprised of store operating and HQ expenses went up by six
percent or P105.1 million and totaled to P1.8 billion in 2008. As a percentage of sales, general and administrative
expense is pegged at 33% in 2008 and is lower against the level set a year ago.

Communication, light and water accounted for 18.5% of the total expense and were the highest contributor. This is
followed by rent expense with 15% share, outsourced services with 14.5% and personnel costs with 14% share in
the total general and administrative expense in 2008. Service fees paid to store operators accounted for 40% of the
total outsourced services.



Moreover, communication, light and water amounted to P331.7 million or 6.1% of total revenue and grew by one
and a half percent versus the same period in 2007. Bulk of this expense category pertains to electricity which
comprises 94% of the total.

Personnel costs aggregated to P250.6 million, versus P316.2 million in 2007. Ratio to sales was 4.6% and 6.4% in
2008 and 2007, respectively. Personnel costs include salaries and wages at P158 million, employee benefits at
P83.9 million and pension costs at P8.7 million. The company utilized outsourced services to contain costs.
Combined personnel and outsourced services showed a marked improvement in 2008.

Rent expense incurred is pegged P272.0 million or 5.0% of sales against P260.0 million or 5.2% in 2007.
Operating lease payments on a monthly basis rose by 3% in 2008 and can be attributable to rental escalations.

Service fees are higher by 24%, from P83.2 million in 2007 to P103.2 million. This is primarily due to SA
conversions during 2007, which operated as SA store, full year in 2008.

Interest Expense

Cost of debt servicing in 2008 totaled P25.3 million, lower by 20% than last year’s level of P31.5 million. Loan pre-
termination and lower interest rates are the factors for the decline. Outstanding loan balance at the end of 2008
was pegged at P330 million, down from the P375.0 million a year ago.

Net Income

Net income for the year increased by 54% to P84.3 million primarily due to better sales, contained costs and
improved support from trade suppliers

The Company’s net income translated into a 1.6% return on sales and 11.2% return on equity. The key ratios in
2008 are improvements from the previous year. Moreover, EPS is pegged P0.32 and P0.21, in 2008 and 2007,
respectively.

Financial Condition

Total assets grew by P385.5 million or 20.5% to P2.26 billion at the end of 2008. Cash and cash equivalents
increased to P314.9 million from P308.9 million at the beginning of 2008. Receivables went up by P72.8 million as
a result of the increase in suppliers’ support and collectibles from the franchisees. Moreover, inventories went up
by P15.6 million as a result of the increased number of stores. Further, prepayments increased by P51.3 million
arising from advance rental payments for new stores. This resulted into an aggregate increase in total current
assets by P145.6 million.

Total current liabilities rose by P308.3 million or 29% due mainly to the increase in trade payables and accrued
expenses. Current ratio stood at .67 tol as of December against last year’s .72 to 1.

Property and equipment, net of accumulated depreciation increased by P219.6 million because of the construction
cost incurred and acquisition of new equipment deployed to new stores.

Stockholders’ equity at the end of 2008 comprises 33% of total assets, compared to 36% at the beginning of the
year. Debt to equity ratio stood at 2 to 1, compared to 1.8 to 1 a year ago.

Liquidity and Capital Resources

We obtain the majority of our working capital from these sources, cash flows generated from retailing operations
and franchising activities and borrowings under revolving credit facility

Cash Flows from Operating Activities

Net cash generated by operating activities in 2008 almost doubled the level set in 2007 and reached P502.8 million.
The higher cash flow provided by operations can be attributed to the increase in recurring income brought about by
improved sales and better cost management. In addition, the level of payables were unusually higher at the end of
the year due to the two week holiday declared by the government resulting into the inability of suppliers to collect.

Cash Flows from Investing Activities

Net cash used in investing activities reached P426.2 million in 2008 compared to net cash out flow of P218.3 million
in 2007. Major cash outlay went to the procurement of store equipment, new store constructions and store
renovations. Total acquisitions of property and equipment went up this year by P190.4 million against the 2007
level.



Cash Flows from Financing Activities
Net cash outflow from financing activities during the year stood at P69.9 million. The year ended with outstanding

bank loans of P330.0 million, a reduction by P45.0 million from the P375.0 million balance at the beginning of the
year. The Company was able to pre-pay some of its loan as a result of improved profitability in 2008.

Discussion and Analysis of Material Events and Unce rtainties

1. There were no known trends, events and uncertainties that will have a material impact on liquidity after the
balance sheet date.

2. There were no material off-balance sheet transactions, arrangements and obligations of the Company with
unconsolidated entities during the reporting period.

3. The Company’s commitment for capital expenditures in 2010 amounts to £615.0 million. Bulk of the said
amount will be spent on construction of new stores, acquisition of store and computer equipment.
Financing of the capital expenditures will come mainly from internal funds.

4. All of the Company’s income was earned in the ordinary course of business.

5. There are no seasonal aspects that have a potentially material effect on the financial statements.

6. The Company’'s financial risk management objectives and policies are discussed in Note 30 of the
December 31, 2009 Audited Consolidated Financial Statements.

7. There are no other known trends, events and uncertainties that will have a material impact on the
Company’s liquidity.

DISCUSSION OF THE COMPANY'S KEY PERFORMANCE INDICAT ORS

System Wide Sales
System-wide sales represents the overall retail sales to customers of corporate and franchise-operated stores.
Revenue from Merchandise Sales

Revenue corresponds to the retail sales of corporate owned and sales made by stores under labor franchise. This
also includes merchandise sales to franchise operated stores.

Net Income Margin

Measures the level of recurring income generated by continuing operations relative to revenues and is calculated
by dividing net income over revenue from merchandise sales.

Return on Equity (ROE)

The ratio of the net income over stockholders’ equity and indicates the level of efficiency with which a company
utilizes owners’ capital.

Earnings per Share (EPS)
EPS is the ratio of net income earned during the year relative to the number of issued and outstanding common

shares after due consideration to potentially dilutive shares and retrospective effect of stock dividend declaration, if
any. This is an indicator of profitability per unit of shareholding to the Company.

FOR THE YEAR 2009 2008
Systemwide Sales (in ‘000s) 7,075,772 6,240,714
Revenue from Merchandise Sales (in ‘000s) 6,033,322 5,412,969
Net Income Margin 2.6% 1.6%
Return on Equity 17.2% 11.2%
Earnings Per Share 0.54 0.29
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A. Description of the General Nature and Scope of  Business of the Company and its Subsidiaries

Philippine Seven Corporation (“PSC”) was registered with the Securities and Exchange Commission
(“SEC”) on November 1982. It acquired from Southland Corporation (now Seven Eleven, Inc.) of Dallas, Texas the
license to operate 7-Eleven stores in the Philippines in December 13, 1982. Operations commenced with the
opening of its first store in February 29, 1984 at the corner of Kamias Road and EDSA Quezon City, Metro Manila.
Considering the country’s economic condition at that time, the Company grew slowly in its first few years of
existence.

In July 1988, PSC transferred the Philippine area license to operate 7-Eleven stores to its affiliate, Phil-
Seven Properties Corporation (“PSPC"), together with some of its store properties. In exchange thereof, PSC
received 47% of PSPC stock as payment. Concurrent with the transfer, PSC entered into a sublicensing agreement
with PSPC to operate 7-Eleven stores in Metro Manila and suburbs. As part of PSPC’s main business, it acquired
or leased commercial properties and constructed retail store buildings, leasing the buildings to PSC on long term
basis together with most of the capital equipment used for store operations. In effect, PSC concentrated on
managing its stores and effectively took the role of a pure retailer.

In May 1996, the stockholders of both PSC and PSPC approved the merger of the two companies to
advance PSC group’s expansion. In October 30, 1996, SEC approved the merger and PSPC was then absorbed by
PSC as the surviving entity. With the consolidation of the respective lines of business of PSC and PSPC, PSC'’s
retailing strengths were complemented by PSPC'’s property and franchise holdings. Their management as a single
entity enhanced operational efficiency and strengthened ability to raise capital for growth. PSC listed it shares
(SEVN) in the Philippine Stock Exchange and had its initial public offering in February 04, 1998. The shares were
offered at the price of P4.40 per share from its par value of P1.00 per share. In September 17, 1998, PSC
established Convenience Distribution Inc. (“CDI’), a wholly owned subsidiary, to provide a centralized warehouse
and distribution system to service its 7-Eleven stores.

With the effectivity of the Retail Trade Liberalization Act (R.A. 8762) on March 25, 2000, foreign entities
were allowed to invest in an existing retail company subject to the requirements of the law. President Chain Store
Corporation of Taiwan (PCSC), which is also the 7-Eleven licensee in Taiwan operating about 2,700 stores,
purchased 119,575,008 common shares of PSC or 50.4% of PSC's outstanding capital stock at the price of P8.30
per share. The purchase was made under a tender offer during October 9 to November 7, 2000 by President Chain
Store (Labuan) Holdings, Ltd., a Malaysian investment holding company, wholly-owned by PCSC. The acquisition is
meant to forge a strategic alliance which aims to provide PSC with technical support from PCSC in strengthening its
organizational structure and operating systems. This shall enable PSC to pursue store expansion plans on sound
and profitable basis. A new affiliate, Store Sites Holdings Inc., was also established on November 9, 2000, as the
entity to own land properties of the Company. These land properties are leased to PSC by SSHI. The
Corporation’s area license to operate 7-Eleven Stores in the Philippines was renewed in August 2007 for another
term of 20 years, renewable every 10 years. The Renewal Area License Agreement has been approved by and
registered with the Intellectual Property Office as of September 25, 2007.

The Corporation initiated the establishment of PhilSeven Foundation Inc. in October 2007 to support its
corporate social responsibility programs.

The company had a manpower complement of 1,879 personnel, 707 of whom are regular employees, 423
contractual/probationary and 749 cooperative members to augment temporary needs during peak hours or season
in the stores and the support services units. There is no existing labor union in the company and collective
bargaining agreement. There is an Employees Council which communicates to management the employee
concerns. There has been no strike or threat to strike from the employees for the past three years.

At year end, PSC is operating 447 stores, 166 of which are franchise stores, 88 stores are operated under
a service agreement, and the remaining 193 are company-owned stores. The store franchise and service
agreements have a minimum term of 5 years each, renewable for a similar term. The stores under franchise and
service agreement are indicated in the store list provided in the discussion of Leases herein.

Currently, PSC considers three major competitors in maintaining its leadership in the Convenience Store
(“C-Store”) Industry. There are a number of other small players including Gas Marts, but their store count and sales
volume as a group by itself is not significant to be considered. PSC concluded in August 2009 a non-exclusive tie-
up with Chevron Philippines Inc. and opened 25 7-Eleven Stores in certain identified Caltex gasoline stations. The
Company continues to sustain its leadership by putting stores in strategic locations, carrying product assortment fit
for such market.

In spite of the growing competition in convenience store (“C-Store”) businesses, the Corporation maintains
its leadership in the industry. The Corporation estimates its market share in branded C-store businesses as of
December 31, 2009, in terms of number of C-store outlets in Metro Manila and adjacent provinces, as follows:



Number of Market Share

C- stores (as of 31 Dec 2009)
7-Eleven 447 43%
Mercury Self-Serve* 287 28%
Ministop 281 27%
San Miguel Food Shop 13 1%
TOTAL 1028 100%

*only 47 stores operate 24 hours

The majority shareholder, PCSC, has hands-on experience and know how in operating more than 4,750
7-Eleven Stores in Taiwan and continually providing technical expertise, logistics infrastructure and marketing
support program to build the Corporation’s business systems for its store expansion program. The continuous
improvement of the Corporation’s supply chain shall generate further efficiencies to effectively compete with the
entry of other players in the C-store business. The successful franchise program is another mover to achieve the
expansion plans and to dominate the c-store market.

The average number of customers that transact in the stores is about 1,032 per day per store with an
average purchase transaction of about R 48.21. The stores carry a wide range of beverages, food service items,
fresh foods, hot foods, frozen foods, confectioneries, cookies and chips, personal care products, groceries and
other daily needs and services for modern convenience which neighborhood residents, commuters, students and
other urban shoppers would look for in a convenience store. Also offered in the store are proprietary product lines
under the 7-Eleven trademark such as:

Trademarks Description of Product Application Status
Date
1. Slurpee Frozen carbonated beverage, prepared | Aug. 19, 1992 Registered for 20 years from
with a variety of high-quality syrups, Aug. 19, 1992 to Aug. 18,
properly  brixed, and served in 2012
standardized, trademark SLURPEE cups
2. Super Big Bite Sandwiches, hotdogs and buns Apr. 20, 1994 Registered for 20 years from
April 20, 1994 to Apr. 19, 2014
3. Big Gulp Post-mix fountain beverage, prepared | Nov. 16, 1992 Registered for 20 years from

with a variety of high quality syrups

Nov. 16, 1992 to November
15, 2012

PSC also sells its developed or own branded products/services under the following trademarks:

Trademarks Description of Product Application Status
Date
1.Nature’s Instant Noodles Dec. 17,1993 | Registered for 20 years from
Harvest Dec. 17, 1993 to Dec. 16,

2013

2. Hot Cup Quick
Mix

Instant pre-packed hot beverages sold in
7-Eleven stores

June 02, 1997

Registered for 20 years from
Dec. 05, 2004 to Dec. 04,
2024

3. Quick Bites Fast food items carried under umbrella | Jan. 13, 1997 - Pending-
brand consisting of siopao, siomai,
others

4. Tea Eggs Egg boiled in different herb formulation Sept. 16, 1996 - Pending -

5. Medi-express Pharmaceutical Jan. 19, 2006 Registered for 10 years from

April 14, 2008 to April 14,
2018

6. Pastariffic Pasta meals with variants April 11, 2006 -Pending -

7.Pinoy Rice Meal | Ready-to-eat meals with variants June 05, 2006 - Pending -

8.Rice Meal | Ready-to-eat rice meals with variants June 05, 2006 - Pending -

Express

9. 24-Hr Express Receiving from customers payments to | June 05, 2006 - Pending -

Payment various establishments

10. Café 24/7 Brewed Coffee, Hot  Chocolate, February 23, Registered for 10 years from
Cappuccino, Hot Tea, and Other Coffee 2007 February 16, 2009 to February
and Cholocate Variants 16, 2019

11. Daily Bread Different variants of bread May 18, 2007 Registered for 10 years from

May 19, 2008 to May 19, 2018

12. Hotta Rice

Ready to eat rice meals with different
variants

Sept. 22, 2008

Registered for 10 years from
February 23, 2009 to February
23, 2019




Further, the products or services carried by the stores as described above are generally categorized as
General Merchandise which accounts for 76%, Food Service and Cupdrinks for 23% and Services at 1%.

The merchandise stocks are supplied by over 300 vendors/suppliers and are mostly governed by the standard
trading terms contract prescribed by the Company. Among the largest suppliers for the products carried by the
stores are San Miguel Corporation, Universal Robina Corporation, Coca Cola Bottlers Phils. Inc., Unilever RFM Ice
Cream Inc., Pepsi Cola Products Phils. Inc., Philip Morris Philippines Manufacturing Inc., San Miguel Purefoods
Company, Inc., Seven Dragons Food Galore, Inc., Del Monte Philippines Inc. and Absolute Sales Corporation.

B. Market Price of and Dividends on Registrant's Co mmon Equity and Related Stockholders Matters

Market Information

The Company’s common shares were listed in the Philippine Stock Exchange on February 04, 1998. The
trading record of the Company'’s shares as of December 31, 2008 and 2009 are as follows:

December 31, 2008

Month Open High Low Close Volume
1" Quarter 5.00 5.00 5.00 5.00 10,000
2" Quarter 3.35 3.35 3.35 3.35 1,000
3" Quarter 2.00 2.00 2.00 2.00 20,000
Last Transaction
August 29, 2008 | 2.00 | 2.00 | 2.00 | 2.00 | 20,000

December 31, 2009

Month Open High Low Close Volume

1% Quarter - - - - -

2" Quarter 2.50 2.50 2.50 2.50 1,000
3" Quarter 2.50 2.50 2.50 2.50 8,000

4™ Quarter 7.00 7.00 7.00 7.00 7,000

Latest Trading

Jan. 29, 2010 7.20 7.20 7.20 7.20 3,000
Feb. 25. 2010 10.00 11.00 10.00 11.00 3,705,000
Mar. 03, 2010 14.00 14.00 13.75 13.75 1,400
April 5, 2010 14.00 14.00 14.00 14.00 1,000
April 14, 2010 14.00 14.00 14.00 14.00 500
April 20, 2010 13.00 13.00 12.50 12.50 6,900
April 22, 2010 11.00 11.00 11.00 11.00 1,796,400
April 23, 2010 12.00 12.00 12.00 12.00 100
May 05, 2010 12.00 12.00 12.00 12.00 5,000
May 20, 2010 12.00 12.00 12.00 12.00 4,000

Stock/Cash Dividends

A 10% stock dividend was declared in 2008. Another stock dividend declaration was approved by the
stockholders during the annual meeting last 16 July 2009. The stock dividend corresponds to 10% of the
outstanding capital stock of the Corporation of 260,977,200 or equivalent to 26,097,720 common shares.
Stockholders of record as of August 14, 2009 were entitled to said stock dividend and the shares corresponding to
said dividend were issued to stockholders on payment date last September 09, 2009. There is no restriction that
limits the ability of the Company to pay dividends on common equity other than the unavailability of unrestricted
retained earnings. Total outstanding capital stock of the Corporation after the payment of the stock dividend is
287,074,920. Likewise, there was no sale of any unregistered securities.

Holders

As of May 31, 2010, there were 719 shareholders of the Company’s outstanding common shares totaling
287,074,920 shares.



The top 20 shareholders and their corresponding shareholdings as of May 31, 2010 are as follows:

Tcltllaesc;f SHAREHOLDER CITIZENSHIP  SUBSCRIPTION % HOLDINGS
Common ;;ZSS'?E{‘JICM'” Store (Labuan) Malaysian 162,451,721 56.50%
Common 2. Asian Holdings Corporation Filipino 35,342,590 12.31%
Common 3. Progressive Development Corp. Filipino 24,397,328 8.50%
Common 4. PCD Nominee Corporation Filipino 14,226,214 4.96%
Common 5. Jose Victor P. Paterno Filipino 10,568,243 3.68%
Common 6. Agus Development Corp. Filipino 5,943,738 2.07%
Common 7. Ma. Cristina P. Paterno Filipino 5,557,591 1.94%
Common 8. Paz Pilar P. Benares Filipino 5,424,051 1.89%
Common 9. Anglo Philippine Holdings Corporation Filipino 5,243,392 1.83%
Common  10. Ma. Theresa P. Dickinson Filipino 5,152,039 1.79%
Common 11. Ma. Elena P. Locsin Filipino 4,559,221 1.59%
Common 12. Maria Henrietta R. Santos Filipino 1,272,391 0.44%
Common 13. Vicente T. Paterno Filipino 1,210,000 0.42%
Common 14. Seven Eleven, Inc. American 1,116,680 0.39%
Common 15. Dante G. Santos Filipino 1,110,445 0.39%
Common 16. Ma. Elena P. Paterno Filipino 864,831 0.30%
Common 17. Manuel U. Agustines Filipino 509,579 0.18%
Common 18. Socorro Paz P. Paterno Filipino 212,095 0.07%
Common 19. Antonio Diaz Sta Maria Filipino 121,000 0.04%
Common  20. Felicia R. Santos Filipino 98,080 0.03%

D. COMPLIANCE WITH LEADING PRACTICES ON CORPORATE G OVERNANCE

1.

Election of independent Directors
In April 2002 the Company disclosed to the SEC that it has complied with the requirement to elect
independent directors.

Manual of Corporate Governance
In August 2002, the Board of Directors approved the adoption of its Manual of Corporate Governance.

Creation of Board Committees: Audit, Nomination and Compensation
In July 2002, the Board has constituted the abovenamed committees and appointed their members to
enable them to organize and perform the functions as provided in the Manual of Corporate Governance.

Compliance with the designation of a Compliance Officer

Corporate Governance Self-Rating Form
The Corporation has submitted to SEC its Corporate Governance Self Rating Form on July 2003.

In 2004, amendment of the Code of By-Laws of the Corporation to include the procedure for electing
independent directors pursuant to SEC Circular No. 16, Series of 2002, and the revised Implementing
Rules and Regulations of the Securities Regulation Code.

Yearly issuance of Certifications by Compliance Officer

Compliance Officer submits every January of each year to the SEC its certifications on substantial
compliance with leading practices and principles on good corporate governance, and the attendance at
board meetings by the directors.

8. July 2007- Inclusion of the Governance Committee in the Nomination Committee to form Nomination &

10.

Governance Committee.

Accomplished and submit the 2007 Corporate Governance Scorecard and Survey Form as per SEC
Memo Circular No. 2 dated 09 August 2007.

Holding of Corporate Governance seminar provided by Sycip Gorres Velayo & Company last August 07,
2008 to all executive officers and senior management of the Corporation.



11.

12.

13.

14.

15.

16.

October 2007 — Creation of PhilSeven Foundation Inc. to support the CSR program of PSC

November 10, 2008-Submission of 2008 Corporate Governance Scorecard for Publicly Listed Company
to SEC.

January 2009- Submission to SEC on Disclosure on Directors’ Attendance in Corporate Governance
Seminar and amendment to Manual of Corporate Governance to include attendance to such training prior
to assumption to office by a director.

March 26, 2009 — participated in Corporate Governance Scorecard survey sponsored by Asian Institute of
Management.

August 24, 2009 - Adoption of Code of Ethics

December 18, 2009- Submission of 2009 Corporate Governance Scorecard for Publicly Listed Company
to SEC.

Plans on Improvement

1.

List of Directors, Corporate Officers, Executive Co

The Corporation shall continue with setting up an evaluation procedure to measure compliance with the
Manual of Corporate Governance:

a. Develop a Corporate Governance Evaluation form and conduct periodic compliance survey;

b. Obtain external and internal audit findings on effectiveness of oversight of Company’s accounting
and financial processes;

c. Monitor Board and other Committees minutes and attendance;

d. Develop compliance review system with risks owners.

Provide workshop/seminars to operationalize the Manual, evaluation system and compliance review as
part of the Company’s training program

The Corporation shall continue to adopt the International Accounting Standards as they are approved as
Philippine Accounting Standards.

mmittee and Board Committees Chairmen and members

BOARD OF DIRECTORS

Name Position

1. Vicente T. Paterno Chairman of the Board and Director
2. Yen-Sen Yang Vice-Chairman and Director

3. Jose Victor P. Paterno President & Director

4. Chung-Jen Hsu Director

5. Chien- Nan Hsieh Director

6. Wen-Chi Wu Director

7. Yun-Huei Chang-Jen Director

8. Diana P. Aguilar Director

9. Jorge L. Araneta Director

10. Alfredo C. Ramos
11. Michael B. Zalamea

EXECUTIVE COMMITTEE

Independent Director
Independent Director

Name Position

1. Vicente T. Paterno Chairman of the Board and Executive Committee

2. Jose Victor P. Paterno Member and President

3. Alfredo C. Ramos Member and Independent Director

4. Diana P. Aguilar Member and Director

5. Yu-Hsiu Tsai Member and Treasurer and Vice President

6. Ping-Yun Wang Member and Vice President for Operations & Marketing

AUDIT COMMITTEE

Name Position

1. Alfredo C. Ramos Chairman and Independent Director
2. Jose Victor P. Paterno Member and President

3. Diana P. Aguilar Member and Director



COMPENSATION COMMITTEE

Name

Yen-Sen Yang -
Jose Victor P. Paterno -
Michael B. Zalamea -
Yu-Hsiu Tsai -
Ping-Yun Wang -

agrwnE

NOMINATION & GOVERNANCE COMMITTEE

ped

ame

1. Vicente T. Paterno
2. Alfredo C. Ramos
3. Diana P. Aguilar
4. Evelyn S. Enriquez

CORPORATE OFFICERS

Chin-Yen Kao
Vicente T. Paterno
Yen-Sen Yang

Jose Victor P. Paterno
Ping-Yun Wang
Yu-Hsiu Tsai

Evelyn S. Enriquez

Position

Chairman and Vice-Chairman of the Board
Member and President

Member and Independent Director
Non-voting member/Treasurer

Non-voting member/Vice-President

Position
- Chairman of the Board and the Committee
- Member and Independent Director
- Member and Director
- Non-voting member and Corporate Secretary

- Honorary Chairman of the Board

- Chairman of the Board

- Vice-Chairman

- President

- Vice-President for Operations & Marketing
- Treasurer/VP for Finance & Administration
- Corporate Secretary



ANNEX “B”

MINUTES OF THE 2009 ANNUAL STOCKHOLDERS’ MEETING
PHILIPPINE SEVEN CORPORATION

HELD ON JULY 16, 2009 at 3:00 PM

Ruby A & B, Level 4 Crowne Plaza Galleria Manila
Ortigas Avenue Corner ADB Avenue, Quezon City

CERTIFICATION OF QUORUM AND CALL TO ORDER

Upon request of the Chairman, Mr. Vicente T. Paterno, the Corporate Secretary, Atty. Evelyn S. Enriquez,
announced that the Philippine Seven Corporation’s (the “Corporation” or “PSC”) stock and transfer agent, Bank of
the Philippine Islands, in accordance with the Code of By-laws, sent notice of the meeting to all stockholders of
record of the Corporation as of June 03, 2009. She added that the notice was published in the Classified Section of
the July 02, 2009 issue of the Philippine Star. She also said that based on the computation of PSC’s Stock and
Transfer Agent, out of 260,977,200 shares of stock of the Corporation outstanding and entitled to vote, 216,882,844
shares or 83.10% were represented at the meeting in person and/or by proxy, and that accordingly, a quorum for

the meeting existed. Thereupon, the Chairman called the meeting to order.

APPROVAL OF MINUTES OF THE LAST STOCKHOLDERS' MEETI NG
On motion duly made and seconded, the reading of the minutes of the last stockholders’ meeting of the

Corporation held on July 17, 2008 was dispensed with and said minutes was approved as recorded.
MANAGEMENT REPORT AND APPROVAL OF 2007 AUDITED FINA NCIAL STATEMENTS

The Chairman of the Board, Mr. Vicente T. Paterno, read his message to the stockholders and the
President, Mr. Jose Victor P. Paterno, reporting the 2008 Review of Operations. The Treasurer, Mr. Yu-Hsiu Tsai,
rendered the financial highlights of the audited consolidated financial statements for Y2008.

Print copies of the 2008 Annual Report and Audited Financial Statements were distributed to the
stockholders during the meeting.

After responding to some questions and comments, on motion duly made and seconded, the stockholders
approved and accepted the report on operations for Y2008 and the audited financial statements for the same year.

“RESOLVED, that the stockholders hereby approve the 2008 Annual Report and the

Audited Consolidated Financial Statements of Philippine Seven Corporation for Y2008 as

presented.”

RATIFICATION OF ALL CORPORATE ACTS

On motion duly made and seconded, the stockholders unanimously ratified all acts of the Corporation, its
Board of Directors, Executive Committee, Board Committees and Management from the last annual stockholders’

meeting to the present.

“RESOLVED, that the stockholders hereby approve and ratify all the actions taken by the
Philippine Seven Corporation Board of Directors, Executive Committee, the Board Committees
and Management for Y2008 and up to the present.”

ELECTION OF MEMBERS OF THE BOARD

The Articles of Incorporation of the Corporation provides for 11 directors. The Corporate Secretary
clarified that the names of nominees presented to the stockholders were submitted to the Nomination Committee in
its meeting on April 02, 2009 and were cleared to have complied with the “non-compete” provision of PSC’s Code of
By-laws. The said names of nominees also include the Final List of Candidates eligible for election as independent

directors, pre-screened pursuant to the procedures provided in the SEC Circular No. 16 on the Guidelines on



Nomination and Election of Independent Directors. Hence, the following are the names of nominees submitted to
and screened by the Nomination Committee (in alphabetical order):

. Wen-Chi Wu

. Yen-Sen Yang

. Yun-Huei Chang-Jen

. Alfredo C. Ramos (independent director)

. Michael B. Zalamea (independent director)

. Diana P. Aguilar

Jorge L. Araneta

. Chien-Nan Hsieh

Chung-Jen Hsu 1
. Vicente T. Paterno

. Jose Victor P. Paterno
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On motion duly made, seconded and unanimously carried, the above-named nominees were nominated

as directors and independent directors of the Corporation. There being no objection, the nomination was closed.

On motion duly made, seconded and unanimously carried, the stockholders approved that the body
dispensed with the individual casting of votes and agreed to vote and count the shares of all the shareholders
present and/or represented in favor of the 11 nominees. Hence, the above-named nominees were duly elected as
directors of the Corporation for a term of one (1) year and until their successors shall have been duly elected and
qualified.

APPOINTMENT OF EXTERNAL AUDITOR

The stockholders were informed that present auditor, Sycip Gorres Velayo & Co. (SGV), was appointed
Company auditor in 2005. The Audit Committee and the Executive Committee endorsed the re-appointment of
SGV, subject to stockholders’ ratification, and SGV had accepted the invitation to stand for re-election this year. The
current engagement partner, Mr. Aldrin M. Cerrado, has completed his 4" year of assignment in PSC. For the
2009 audit, SGV has assigned a new audit partner, Ms. Julie Christine Ong-Mateo, to enable the Company’'s
compliance with Rule 68 of the Securities Regulation Code requiring rotation of external auditors or engagement

partners who have served the company for a period of 5 consecutive years.

On motion duly made and seconded, the stockholders unanimously approved the re-appointment of Sycip
Gorres Velayo & Co. as the external auditor of the Corporation for 2009.

‘RESOLVED, that the stockholders of Philippine Seven Corporation ( the “Corporation”)
hereby approve and ratify the appointment of Sycip Gorres Velayo and Company (SGV) as the
external auditors of the Corporation for 2009”

APPROVAL OF STOCK DIVIDEND

At its June 2009 meeting, the Board of Directors considered an update study on its stock dividend
declarartion program. Last year, the Company issued a 10% stock Dividend. This year, the study reviewed the
Company’s 2008 financial statements, projected income targets, and the cash flow to sustain the expansion plans
of the next 3 years (2009-2011). In order to limit borrowing to conservative levels, another stock dividend
declaration of 10% recommended by the Executive Committee. The Board of Directors, in its meeting of June 25,
2009, approved the recommendation for a stock dividend declaration of 10% of the outstanding capital stock of the
corporation. The recommended stock dividend is now submitted for approval by at least 2/3 of the stockholders of

the corporation. The actions for approval are summarized as follows:

1. Stock dividend declaration of 10% of the outstanding capital stock of the Corporation of 260,977,200
shares or equivalent to 26,097,720 common shares;

2. Issuance of 26,097,270 common shares with par value of P1.00 per share from the authorized and
unissued capital stock of the Corporation for distribution as stock dividend,;



3. Any fractional shares resulting from the stock dividend shall be rounded off to the nearest one (1),
following the rules of rounding off.

4. Record date for entitlement to stock dividend shall be August 14, 2009 which is at least 30 days from
the approval by the stockholders of the Corporation (July 16, 2009);

5. Payment date of the stock dividend shall be on September 09, 2009, which is 18 trading days from
the said record date;

On motion duly made and seconded, all the stockholders representing 83.10% of the outstanding capital
stock of the Corporation approved and ratified the following resolutions:

“RESOLVED, that the Stockholders of Philippine Seven Corporation (the
“Corporation”) hereby approve a stock dividend declaration corresponding to 10% of the
outstanding capital stock of the Corporation of 260,977,200 shares or equivalent to 26,097,720
common shares and the issuance of 26,097,720 common shares with par value of P1.00 per
share from the authorized and unissued capital stock of the Corporation for distribution as
stock dividend;”

“RESOLVED, FURTHER, that any fractional shares resulting from the declaration of
stock dividend shall be rounded off to the nearest one (1), following the rules of rounding off;”

“RESOLVED, ALSO , that the record date for entittement to the said stock dividend
shall be on August 14, 2009 which is at least thirty (30) days from the approval thereof by
stockholders owning at least 2/3 of the outstanding capital stock of the Corporation in its annual
meeting of July 16, 2009, and the payment date shall be September 09, 2009, which is
eighteen (18) trading days from the said record date;”

“RESOLVED, FINALLY , that any one of the Chairman of the Board, President,
Treasurer or Corporate Secretary is hereby authorized to file the necessary petition and other
requisite documents to secure approvals from the appropriate government agencies and other
entities to implement the foregoing resolutions.”

VIll. ADJOURNMENT

There being no further business to transact, on motion duly made and seconded, the Chairman adjourned

the meeting.

Certified Correct:

EVELYN S. ENRIQUEZ
Corporate Secretary
Attested by:

VICENTE T. PATERNO
Chairman of the Board



ANNEX “C”

RELEVANT RESOLUTIONS APPROVED BY THE

BOARD OF DIRECTORS AND BOARD COMMITTEES
FOR RATIFICATION BY THE STOCKHOLDERS

Organizational Meeting of the Board of Directors - July 16, 2009

« Approved the presentation of the Update Report on Operations for year-to-date June 30, 2010
and the interim financial statements for the same period

«  Election of Corporate Officers

The Board of Directors nominated and elected the following corporate officers:

Honorary Chairman of the Board - Chin-Yen Kao

Chairman of the Board - Vicente T. Paterno
Vice-Chairman - Yen-Sen Yang

President - Jose Victor P. Paterno
Treasurer/VP for Finance and Administration - Yu-Hsiu Tsai

VP for Operations & Marketing - Ping-Yun Wang
Corporate Secretary - Evelyn Sadsad-Enriquez

«  Designation of members of Executive and other Board Committees

The Board of Directors, pursuant to Section 21 of the Code of By-laws, designated the following
as members of the Executive Committee:

1. Vicente T. Paterno - Chairman of the Board and Executive Committee
2. Jose Victor P. Paterno - Member and President
3. Alfredo C. Ramos - Member and Independent Director
4. Diana P. Aguilar - Member and Director
5. Yu-Hsiu Tsai - Member and Treasurer/CFO and
Vice President for Finance & Administration
6. Ping-Yun Wang - Member and Vice President for Operations & Marketing

The Board of Directors also designated the members of the committees, including one (1)
independent director in each committee, as follows:

Audit Committee:

Chairman: Alfredo C. Ramos - Independent Director
Members: Jose Victor Paterno - President and Director
Diana P. Aguilar - Director

Compensation Committee:

Chairman: Yen-Sen Yang - Vice-Chairman & Director
Members: Michael B. Zalamea - Independent Director
Jose Victor P. Paterno - President and Director

Non-voting Members:
Yu-Hsiu Tsali - Treasurer/VP for Finance & admin
Ping-Yun Wang - VP for Operations & Marketing

Nomination & Governance Committee:

Chairman: Vicente T. Paterno - Chairman of the Board & Director
Members: Alfredo C. Ramos - Independent Director
Diana P. Aguilar - Director

Non-voting Member:
Evelyn S. Enriquez - Corporate Secretary



V.

V.

Approval of the corporate signatories of the Corporation by updating the names of the corporate
officers as appointed above as authorized signatories by virtue of the positions they hold in the
Corporation

Approval of resolution to authorize Management of the Corporation to enter into agreements and
contracts for co-branding, strategic alliances, business conversion/purchases, joint ventures, co-
development and other arrangements on a non-exclusive basis pursuant to the expansion
program of the Corporation.

Approved the presentation on the update report on the programs and activities of PhilSeven
Foundation, Inc.

Approved the resolution to increase meeting per diem of directors and designated corporate
officers from P5,000.00 to P7,500.00 per actual meeting attended

Board of Directors Meeting- November 10, 2009

Approved the presentation of the Update Report on Operations for year-to-date September 30,
2009 and the interim financial statements for the period

Presentation of the non-exclusive arrangement concluded by PSC with Chevron Philippines, Inc
for the establishment of 7-Eleven stores in selected Caltex gas stations.

Approved resolutions for the renewal of credit line facilities with BPI, Chinatrust, Metrobank and
Citibank

Reiterated and approved resolution authorizing the Executive Committee to approve interim
financial statements and the consolidated audited financial statements of the Corporation

Approved the 3-year plan targets(2010-2012) and the 2010 Annual Plan

Approval of the amendment of the Articles of Incorporation to include the phrase “Doing Business
under the name and style of 7-Eleven”

Executive Committee Meeting October 08, 2009

Approved the presentation on the Report on Operations for year-to-date August 31, 2009 and the
interim financial statements for the period

Approval of the renewal of credit lines facilities from BPI, Metrobank and Chinatrust upon its
maturity, subject to favorable repricing and term on each availment, and to apply the credit lines
with other offering banks franting favorable terms

Approval of the presentation of 3-year plan targets (2010-2012) and 2010 Annual Plan and
recommend to Board of Directors for approval

Audit Committee- December 02, 2009

Approval of the internal audit report as of September 30, 2009
Approved the presentation of the 2009 audit scope and plans by SGV

Noted and approved the presentation of the projected financial statements of the Corporation by
year end which is estimated to exceed the target for the year.

Audit Committee Meeting — February 12, 2010

Presentation and the approval of the audited consolidated financial statements of the Corporation
for the year ending December 31, 2009 and for endorsement to Executive Committee’s Approval

Approval of recommendation to re-appointment of Sycip Gorres Velayo and Company as external
auditor

Noted the creation of the Procurement Division to centralize all purchases of non-trade items.



VI. Executive Committee Meeting — February 12, 2010

« Noted the recommendation of the Audit Committee to approve the consolidated audited financial
statements of the Corporation for the period ending December 31, 2009.

« Approved the presentation of the Update Report on Operations for year-to-date January 30, 2010
and the interim financial statements for the period

« Approval of the revised 2010 annual plan and budget

« Approval of the re-structure of lease arrangement with Armored Delivery and Manpower Services
(ADAMS) for another 5 years or until 2015

« Approval of resolution to write-off doubtful accounts amounting to P7.1M as accounts payable

arising from inactive suppliers as noted in the report of the 2009 audited financial statements of
the Corporation

VII. Executive Committee Meeting- March 01, 2010
« Approval of the audited consolidated financial statements for the period ending December 31,
2009 which reported a net income of P155.8 M or an increase of 84% from 2008 earnings of
P84.5 M. The Corporation submitted a disclosure to SEC and PSE of the significant earnings
results.

* Approved the recommendation of Audit Committee for the re-appointment of SGV as external
auditors for 2010 subject to ratification of stockholders in the annual meeting in July

« Noted the creation of the Procurement Division and approved the resolution to indicate Head of
Procurement Division as the signatory for all non-trade purchase orders for issuance by the
Corporation

e Approved lease re-structure of ADAMS for another 5 years with 7% interest charge.

« Approval of resolution for the authorized representative and signatory of the Corporation to pursue
the claim for refund from MERALCO
VIII. Nomination and Governance Committee Meeting-  April 13, 2010
« Approved the Final List of Candidates for election as directors in the Corporation for the annual
meeting in July 2010
IX. Executive Committee Meeting- April 13, 2010

« Approved the endorsement of the Nomination Committee of the final list of candidates for election
as PSC directors and independent directors in the annual stockholders’ meeting in July 2010

«  Setting of the record date of June 03, 2010 for determining; the stockholders of PSC entitled to
vote in its annual stockholders meeting on 15 July 2010 ( 3™ Thursday of July as fixed by the By-
laws)

X. Executive Committee Meeting- May 18, 2010

« Approved the resolution to re-set the annual stockholders’ meeting date to July 29, 2010 and
the record date to June 15, 2010

« Noted the presentation on study on dividend declaration for presentation to the Board of Directors
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INDEPENDENT AUDITORS’ REPORT

The Stockholders and the Board of Directors
Philippine Seven Corporation

‘We have audited the accompanying financial statements of Philippine Seven Corporation and
Subsidiaries, which comprise the consolidated balance sheets as at December 31, 2009 and 2008, and
the consolidated statements of comprehensive income, consolidated statements of changes in
stockholders” equity and consolidated statements of cash flows for each of the three years in the period

- ended December 31, 2009, and a summary of significant accounting policies and other explanatory
notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Philippine Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Philippine Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion, ‘

L
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Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of Philippine Seven Corporation and Subsidiaries as of December 31, 2009 and
2008, and their financial performance and their cash flows for each of the three years in the period
ended December 31, 2009 in accordance with Philippine Financial Reporting Standards.

SYCIP GORRES VELAYO & CO.

?u.w Chains, 0 Werter

Julie Christine O. Mateo

Partner

CPA Certificate No. 93542

SEC Accreditation No. 0780-A

Tax Identification No. 198-819-116

PTR No. 2087560, January 4, 2010, Makati City

February 12, 2010
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STATEMENT OF MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The management of Philippine Seven Corporation is responsible for all information and representations
contained in the consolidated financial statements for the years ended December 31, 2009, 2008 and
2007. The consolidated financial statements have been prepared in conformity with generally accepted
accounting principles in the Philippines and reflect amounts that are based on the best estimates and
informed judgment of management with an appropriate consideration to materiality.

In this regard, management maintains a system of accounting and reporting which provides for the
necessary internal controls to ensure that transactions are properly authorized and recorded, assets
are safeguarded against unauthorized use or disposition and ligbilities are recognized. The
management likewise discloses to the company's audit committee and its external auditor: (i) all
significant deficiencies in the design or operation of internal controls that could adversely affect its
ability to record, process, and report financial data; (ii) material weaknesses in the internal controls;
and (iiijany fraud that involves management or other employees who axercise significant roles in
internal controls.

The Board of Directors or the Executive Committee or the Audit Committee, as authorized by the
Board, reviews the financial statements before such statements are approved and submitted to the
stockholders of the Company.

Sycip Gorres Velaye and Company, the independent auditors appointed by the Stockholders, has
examined the financial statements of the Company in accordance with generally accepted auditing
standards in the Philippines and has expressed its opinion on the fairness of presentation upon
completion of h examination, in its report to the Board of Directors and/or Executive Committee or
and Stockholders.

JOSE VICTOR PATERNO
President

% i 5&-\;
YU-HSIU TSAI
Chief Financial Officer and Treasurer

APR 07 2010
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PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31

2009 2008
ASSETS
Current Assets
Cash and cash equivalents (Note 4) P448,830,888 B314,880,357
Receivables (Note 5) 140,140,105 151,465,494
Inventories - at cost (Note 6) 415,652,671 339,556,385
Prepayments and other current assets (Note 7) 174,383,392 117,947,178
Total Current Assets 1,179,007,056 923,849,414

Noncurrent Assets

Property and equipment (Note 8)

Deposits (Note 9)

Deferred income tax assets - net (Note 27)
Goodwill and other noncurrent assets (Note 10)

1,227,244,430
151,328,033
46,008,842
107,087,572

1,072,041,329
132,695,470
39,738,774
101,471,945

Total Noncurrent Assets

1,531,668,877

1,345,947,518

TOTAL ASSETS

P2,710,675,933

P2,269,796,932

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities

Bank loans (Note 11)

Accounts payable and accrued expenses (Note 12)
Income tax payable

Other current liabilities (Note 13)

B340,000,000
1,027,609,605
38,354,398
211,934,980

B330,000,000
848,043,767
25,898,866
180,197,953

Total Current Liabilities

1,617,898,983

1,384,140,586

Noncurrent Liabilities

Deposits payable (Note 14) 119,967,054 83,252,646
Net retirement obligations (Note 24) 55,667,123 35,827,737
Deferred income tax liability (Note 27) 1,384,241 1,384,241
Cumulative redeemable preferred shares (Note 15) 6,000,000 6,000,000
Deferred revenue - net of current portion (Note 16) 1,856,046 7,079,887
Total Noncurrent Liabilities 184,874,464 133,544,511

Total Liabilities

1,802,773,447

1,517,685,097

(Forward)



December 31

2009

2008

Stockholders’ Equity
Capital stock (Note 17) - B1 par value
Authorized - 400,000,000 shares
Issued - 287,761,172 and 261,663,450 shares as of
December 31, 2009 and 2008, respectively
[held by 717 and 724 equity holders in 2009 ab@i&?

respectively (Note 1)]

P287,761,172

P261,663,450

Additional paid-in capital 293,525,037 293,525,037

Retained earnings (Notes 17) 326,309,628 196,616,699
Other component of equity - revaluation incrementamd

[net of deferred income tax liability (Notes 8 &2id)] 3,229,895 3,229,895

910,825,732 755,035,081

Cost of 686,250 shares held in treasury (2,923,246) (2,923,246)

Total Stockholders’ Equity 907,902,486 752,111,835

TOTAL LIABILITIES AND STOCKHOLDERS'
EQUITY

P2,710,675,933

B2,269,796,932

See accompanying Notes to Consolidated Financidé®ients.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2009

2008

2007

REVENUE

Revenue from merchandise sales
Franchise revenue (Note 32)
Marketing income (Note 20)
Rent income (Note 26)
Commission income (Note 32)
Interest income (Notes 9, 22 and 26)
Other income (Note 32)

P6,033,322,488
303,815,142
236,502,860

52,265,323
22,130,513

4,839,945
35,685,902

B5,412,969,204
250,855,661
136,211,215

36,502,151
21,213,531

4,186,908
17,988,516

R4,952,027,491
204,271,553
97,680,051
39,648,977
21,924,224
3,401,675
32,885,092

6,688,562,173

5,879,927,186

5,351,839,063

EXPENSES

Cost of merchandise sales (Note 18)

General and administrative expenses
(Note 19)

4,371,715,990

2,050,959,329

3,909,886,731

1,788,432,900

3,534,557,477

1,683,290,082

Interest expense (Notes 11, 15, 21 and 32) 26,482,817 25,332,855 31,527,417
Loss from typhoon (Note 8) 3,285,171 - -
Unrealized foreign exchange loss 485,170 709,256 901,052
Impairment loss on goodwill (Note 10) - 4,611,368 -
Loss on sale of property and equipment - 890,771 215,566
Other expenses 4,802,647 5,335,886 5,090,027
6,457,731,124 5,735,199,767 5,255,581,621
INCOME BEFORE INCOME TAX 230,831,049 144,727,419 96,257,442
PROVISION FOR INCOME TAX
(Note 27) 75,040,398 60,455,768 41,429,304
NET INCOME 155,790,651 84,271,651 54,828,138
OTHER COMPREHENSIVE INCOME
Appraisal increase in value of land - net of
deferred income tax liability
(Notes 8 and 27) - - 2,999,188
Effect of change in tax rate in 2009 - 230,707 -
— 230,707 2,999,188
TOTAL COMPREHENSIVE INCOME P155,790,651 P84,502,358 P57,827,326
BASIC/DILUTED EARNINGS PER
SHARE (Note 28) P0.54 B0.29 B0.19

See accompanying Notes to Consolidated Finantid¢®ents.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2009, 2008 and 200

Additional Revaluation
Paid-in Retained  Increment on Treasury

Capital Stock Capital Earnings Land Stock Total
BALANCES AS OF DECEMBER 31, 2006 P237,938,250 PB2%25,037 B81,242,110 P-  (B2,923,246) B609,782,151
Total comprehensive income for the year - — 54,828,138 2,999,188 - 57,827,326
BALANCES AS OF DECEMBER 31, 2007 237,938,250 2935P37 136,070,248 2,999,188 (2,923,246) 667,609,477
Issuance of stock dividends (Note 17) 23,725,200 £23,725,200) - - -
Total comprehensive income for the year - — 84,271,651 230,707 — 84,502,358
BALANCES AS OF DECEMBER 31, 2008 261,663,450 2935P37 196,616,699 3,229,895 (2,923,246) 752,111,835
Issuance of stock dividends (Note 17) 26,097,722 £26,097,722) - - -
Total comprehensive income for the year - -155,790,651 - — 155,790,651
BALANCES AS OF DECEMBER 31, 2009 P287,761,172 B2%25,037 P326,309,628 P3,229,895 (P2,923,246R907,902,486

See accompanying Notes to Consolidated Financé®tents.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

2009 2008 2007
CASH FLOWS FROM OPERATING
ACTIVITIES
Income before income tax B230,831,049 B144,727,419 P96,257,442
Adjustments for:
Depreciation and amortization
(Notes 8 and 19) 203,905,718 179,639,006 159,634,386
Interest expense (Notes 11, 15, 21 and 32) 26,482,817 25,332,855 31,527,417
Provision for impairment of receivables
(Notes 5 and 19) 9,798,327 7,069,507 346,678
Interest income (Notes 9, 22 and 26) (4,839,945) (4,186,908) (3,401,675)
Loss from/on:
Typhoon (Note 8) 3,285,171 - -
Impairment of goodwill (Note 10) - 4,611,368 -
Sale of property and equipment - 890,771 215,566
Amortization of:
Deferred revenue on
exclusivity contract (Note 16) (3,913,691) (3,913,690) -
Software and other program costs
(Notes 10 and 19) 3,053,728 2,105,126 1,050,536
Deferred lease (Notes 10 and 26) 1,475,524 1,902,361 1,719,810
Deferred revenue on finance lease
(Notes 16 and 26) (1,310,151) (1,310,151) (764,254)
Unrealized foreign exchange loss 485,170 709,256 901,052
Operating income before working
capital changes 469,253,717 357,576,920 287,486,958
Decrease (increase) in:
Receivables 1,646,383 (84,012,620) (21,565,134)
Inventories (76,096,286) (15,582,536) 7,952,655
Prepayments and other current assets (56,529,837) (51,262,076) 2,970,950

Increase (decrease) in:

Accounts payable and accrued expenses 180,337,730 264,264,524 (26,287,053)
Other current liabilities 31,737,028 67,121,759 418,348
Deposits payable 36,714,408 (15,400,829) 42,905,608
Net retirement obligations 19,839,386 5,712,335 3,226,561
Deferred revenue (Notes 16 and 32) — 11,741,071 -
Cash generated from operations 606,902,529 540,158,548 297,108,893
Income taxes paid (68,854,934) (39,567,887) (30,940,362)
Interest received 3,138,083 2,180,738 928,110
Net cash from operating activities 541,185,678 502,771,399 267,096,641

(Forward)



Years Ended December 31

2009

2008

2007

CASH FLOWS FROM INVESTING
ACTIVITIES

Additions to:
Property and equipment (Note 8)
Software and other program costs

(R362,393,990)

(R415,095,771)

(R224,680,639)

(Note 10) (286,000) (6,788,085) (3,226,000)

Decrease (increase) in:

Deposits (17,644,957) (22,233,272) -

Goodwill and other noncurrent assets (11,952,821) 49,840 (3,789,217)
Collection of lease receivable (Note 26) 2,782,500 2,887,500 840,000
Proceeds from sale of property and equipment - 14,982,823 12,528,004
Net cash used in investing activities (389,495,268) (426,196,965) (218,327,852)
CASH FLOWS FROM FINANCING

ACTIVITIES
Availments of bank loans (Note 11) 510,000,000 415,000,000 688,000,000
Payments of:

Bank loans (Note 11) (500,000,000) (460,000,000) (717,700,000)

Long-term debt (Note 32) - - (6,500,000)
Interest paid (27,254,709) (24,858,765) (32,158,168)

Net cash used in financing activities

(17,254,709)

(69,858,765)

(68,358,168)

EFFECT OF EXCHANGE RATE
CHANGES ON CASH AND CASH

EQUIVALENTS (485,170) (709,256) (901,052)
NET INCREASE (DECREASE) IN CASH

AND CASH EQUIVALENTS 133,950,531 6,006,413 (20,490,431)
CASH AND CASH EQUIVALENTS AT

BEGINNING OF YEAR 314,880,357 308,873,944 329,364,375
CASH AND CASH EQUIVALENTS AT

END OF YEAR (Note 4) P448,830,888 P314,880,357  P308,873,944

See accompanying Notes to Consolidated Finantad¢®ents.



PHILIPPINE SEVEN CORPORATION AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information and Authorization for Issuance of Financial Statements

Corporate Information

Philippine Seven Corporation (the Company or P8& incorporated in the Philippines and registered
with the Philippine Securities and Exchange Comimis§SEC) on November 29, 1982. The Company
and its subsidiaries (collectively referred to #se“Group”), are primarily engaged in the businafss
retailing, merchandising, buying, selling, markgtinmporting, exporting, franchising, acquiring,
holding, distributing, warehousing, trading, exohiag or otherwise dealing in all kinds of grocery
items, dry goods, food or foodstuffs, beverageskdrand all kinds of consumer needs or requirement
and in connection therewith, operating or maintainwarehouses, storages, delivery vehicles and
similar or incidental facilities. The Group is @le€ngaged in the management, development, sale,
exchange, and holding for investment or otherwfseal estate of all kinds, including buildings uses
and apartments and other structures.

The Company is controlled by President Chain Sfbeduan) Holdings, Ltd., an investment holding
company incorporated in Malaysia, which owns 56.58P4he Company’s outstanding shares. The
remaining 43.41% of the shares are widely helde Tltimate parent of the Company is President Chain
Store Corporation (PCSC, incorporated in Taiwarpu®éc of China).

The Company has its primary listing on the Philigp5tock Exchange. As of December 31, 2009, 2008
and 2007, the Company has 717, 724 and 703 statdspkespectively.

The registered business address of the Companithigloor, The Columbia Tower, Ortigas Avenue,
Mandaluyong City.

Authorization for Issuance of the Financial Statetee
The consolidated financial statements were autbdripr issue by the Board of Directors (BOD) on
February 12, 2010.

2. Summary of Significant Accounting Policies and Finacial Reporting Practices

Basis of Preparation

The consolidated financial statements have beepaped under the historical cost basis, except for
parcels of land, which are carried at revalued arhouThe consolidated financial statements are
presented in Philippine Peso (Peso), which is thmgany’s functional currency.

Statement of Compliance
The consolidated financial statements, which wenepared for submission to the SEC, have been
prepared in compliance with Philippine FinanciapBeing Standards (PFRS).

Changes in Accounting Policies

The accounting policies adopted are consistent thitise of the previous financial year except fa& th
following new and amended PFRS, Philippine AccontiStandards (PAS) and Philippine
Interpretations based on International FinancialpdRéng Interpretations Committee (IFRIC)
interpretations which became effective on Janua®009.

New Standards and Interpretations

PAS 1,Presentation of Financial Statements (Revised)

The revised standard separates owner and non-aliaeges in equity. The consolidated statement of
changes in equity includes only details of trarieastwith owners, with non-owner changes in equity
presented in a reconciliation of each componenéafity. In addition, the standard introduces the



statement of comprehensive income; it presentgealis of recognized income and expense, either in
one single statement, or in two linked statemeifitse Group has elected to present a single comrdetid
statement of comprehensive income. The adoptichisfrevised standard resulted to the presentation
of income and expense items that are classifiecbagprehensive income in the consolidated statement
of comprehensive income.

PAS 23,Borrowing Costs (Revised)

The revised PAS 23 requires capitalization of being costs that are directly attributable to the
acquisition, construction or production of a quafify asset. A qualifying asset is an asset that
necessarily takes a substantial period of timestaeady for its intended use or sale.

In accordance with the transitional requirementstio$ standard, the Group will adopt this as a
prospective change in accounting policy. Accorfinigorrowing costs will be capitalized on qualifgi
assets with commencement date after January 1, 2088 Group has no transactions within the scope
of this standard, thus, the adoption of this steshdiédd not have an impact on the consolidated firan
statements.

PFRS 80perating Segment

PFRS 8 replaced PAS 18egment Reportingand adopts a full management approach to idémgify
measuring and disclosing the results of an entdpsrating segments. The information reported would
be that which management uses internally for etialgighe performance of operating segments and
allocating resources to those segments. Suchniafiton may be different from that reported in the
consolidated balance sheet and profit or loss dm dompany will provide explanations and
reconciliations of the differences. This standiardnly applicable to an entity that has debt anityg
instruments that are traded in a public markethat files (or is in the process of filing) its fimzal
statements with a securities commission or sinplarty. The adoption of this standard resulted to
additional disclosures presented in Note 33.

Philippine Interpretation IFRIC 1&ustomer Loyalty Program

This interpretation requires customer loyalty awaredits to be accounted for as a separate componen
of the sales transaction in which they are grantédportion of the fair value of the consideration
received is allocated to the award credits androegfe This is then recognized as revenue over the
period that the award credits are redeemed. Tioei@Ghas no transactions within the scope of this
interpretation, thus, the adoption of this intetatien did not have an impact on the consolidated
financial statements.

Philippine Interpretation IFRIC 1&{edges of a Net Investment in a Foreign Operation

This interpretation is to be applied prospectivelhis provides guidance on the accounting for@dghe
of a net investment. As such it provides guidameedentifying the foreign currency risks that diyal
for hedge accounting in the hedge of a net investnvehere within the group the hedging instrument
can be held in the hedge of a net investment; amdan entity should determine the amount of foreign
currency gains or losses, relating to both theimatstment and the hedging instrument, to be redycl
on disposal of the net investment. The Groupnitasansactions within the scope of this interpieta
thus, the adoption of this interpretation did navé an impact on the consolidated financial statésne

Philippine Interpretation IFRIC 18ransfers of Assets from Customers

This interpretation is to be applied prospectiviglytransfers of assets from customers receivedron o
after July 1, 2009. The interpretation providefgnce on how to account for items of propertynpla
and equipment received from customers or cashighaceived and used to acquire or construct assets
that are used to connect the customer to a netarotd provide ongoing access to a supply of goads o
services or both. When the transferred item ntbetslefinition of an asset, the asset is measur&dra
value on initial recognition as part of an exchatrgasaction. The service(s) delivered are idexttiind

the consideration received (the fair value of teget) allocated to each identifiable service. Reeds
recognized as each service is delivered by théyerthe Group has no transactions within the safpe
this interpretation, thus, the adoption of thiemptetation did not have an impact on the constitla
financial statements.



Amendments to Standards and Interpretations

PAS 27,Consolidated and Separate Financial Statementsst Goan Investment in a Subsidiary, Jointly
Controlled Entity or Associate

The amendment prescribes changes in respect dfalding companies’ separate financial statements
including (a) the deletion of ‘cost method’, makithg distinction between

pre-acquisition and post-acquisition profits nogenrequired; and (b) in cases of reorganizationsrev

a new parent is inserted above an existing pafetheayroup (subject to meeting specific requiretsgn
the cost of the subsidiary is the previous carrangpunt of its share of equity items in the sulasidi
rather than its fair value. All dividends will lsecognized in profit or loss. However, the paymet
such dividends requires the entity to consider twethere is an indicator of impairment. The riewis

to PAS 27 is to be applied prospectively. The &idapof this amendment did not have any impact on
the consolidated financial statements of the Group.

PAS 32 Financial Instruments: PresentatipandPAS 1,Presentation of Financial Statements - Puttable
Financial Instruments and Obligations Arising omjlidation

These amendments specify, among others, that puftabncial instruments will be classified as dgui
if they have all of the following specified featarda) the instrument entitles the holder to rezjtire
entity to repurchase or redeem the instrumentdeith an ongoing basis or on liquidation) for a@ta
share of the entity’s net assets; (b) the instrdrigeim the most subordinate class of instrumensith no
priority over other claims to the assets of thatgmn liquidation; (c) all instruments in the subdmate
class have identical features; (d) the instrumemsdhot include any contractual obligation to paghc
or financial assets other than the holder’s righa tpro-rata share of the entity’s net assets;(enthe
total expected cash flows attributable to the umegnt over its life are based substantially in ipraf
loss, a change in recognized net assets, or a ehanbe fair value of the recognized and unrecogghi
net assets of the entity over the life of the imstent. The adoption of these amendments did nat ha
any impact on the consolidated financial statemehtise Group.

PFRS 1First-time Adoption of Philippine Financial Reparntj Standards - Cost of an Investment in a
Subsidiary, Jointly Controlled Entity or Associate

The amended PFRS 1 allows an entity, in its sepdmancial statements, to determine the cost of
investments in subsidiaries, jointly controlled ite$ or associates (in its opening PFRS financial
statements) as one of the following amounts: (8} determined in accordance with PAS 27;

(b) at the fair value of the investment at the d#téransition to PFRS, determined in accordandé wi
PAS 39,Financial Instruments: Recognition and Measuremeanmt(c) previous carrying amount (as
determined under previous generally accepted atiomuprinciples) of the investment at the date of
transition to PFRS. The adoption of this amendnudtnot have any impact on the consolidated
financial statements of the Group.

PFRS 2Share-based Payment - Vesting Condition and Catemils

The standard has been revised to clarify the difinbf a vesting condition and prescribes thetineat

for an award that is effectively cancelled. Itides a vesting condition as a condition that inekidn
explicit or implicit requirement to provide servgelt further requires

non-vesting conditions to be treated in a simishion to market conditions. Failure to satisfyon-
vesting condition that is within the control ofhedt the entity or the counterparty is accountedafor
cancellation. However, failure to satisfy a nomstieg condition that is beyond the control of eithe
party does not give rise to a cancellation. Thap#idn of this amendment did not have any impact on
the consolidated financial statements of the Group.

PFRS 7 Amendmentdmproving Disclosures about Financial Instruments

The amendments to PFRS Financial Instruments: Disclosuresequire additional disclosures about
fair value measurement and liquidity risk. Faifugameasurements related to items recorded at fair
value are to be disclosed by source of inputs uairligree level fair value hierarchy, by class, dtir
financial instruments recognized at fair valueatidition, a reconciliation between the beginning an
ending balance for level 3 fair value measuremé&ntsow required, as well as significant transfers
between levels in the fair value hierarchy. The raaneents also clarify the requirements for liquidity
risk disclosures with respect to derivative tratisas and financial assets used for liquidity



management. The fair value measurement disclosuréghe liquidity risk disclosures which are not
significantly impacted by the amendments are pteskin Note 30.

Philippine Interpretation IFRIC Reassessment of Embedded Derivatigad PAS 39 Amendments -
Embedded Derivatives

Amendment to Philippine Interpretation IFRIC 9 rizggs an entity to assess whether an embedded
derivative must be separated from a host contrherwvihe entity reclassifies a hybrid financial assg

of the fair value through profit or loss categofyhis assessment is to be made based on circurastanc
that existed on the later of the date the entitst fbecame a party to the contract and the dasnyf
contract amendments that significantly change &ésé ¢lows of the contract.

PAS 39 now states that if an embedded derivativenatabe reliably measured, the entire hybrid
instrument must remain classified as at fair véitweugh profit or loss. The adoption of this ammedt

did not have any impact on the consolidated firerstatements of the Group.

Improvements to PFRS adopted by the Group stag@mgiary 1, 2009

In May 2008, the International Accounting StandaBasrd issued its first omnibus of amendments to
certain standards, primarily with a view to remayinconsistencies and clarifying wording. There are
separate transitional provisions for each standare adoption of the following amendments resuited
changes in accounting policies but did not haveimmpact on the consolidated financial statements of
the Group.

* PFRS 5Non-current Assets Held for Sale and Discontinupér@tions
- When a subsidiary is held for sale, all of itsets and liabilities will be classified as held for
sale under PFRS 5, even when the entity retaimmeacantrolling interest in the subsidiary after
the sale.

« PAS 1,Presentation of Financial Statements
- Assets and liabilities classified as held fording in accordance with PAS 39 are not
automatically classified as current in the consabd balance sheet.

e PAS 16,Property, Plant and Equipment

- Replaced the term ‘net selling price’ with ‘faialue less cost to sell’, to be consistent with
PFRS 5 and PAS 3@npairment of Assets

- Items of property, plant and equipment held femtal that are routinely sold in the ordinary
course of business after rental, are transferréaventory when rental ceases and they are held
for sale. Proceeds of such sales are subsequgmiyn as revenue. Cash payments on initial
recognition of such items, the cash receipts fremts and subsequent sales are all shown as
cash flows from operating activities.

¢ PAS 18,Revenue

- The amendment adds guidance (which accompaniestémelard) to determine whether an
entity is acting as a principal or as an agent. fEla¢ures to consider are whether the entity (a)
has primary responsibility for providing the gooaisservice; (b) has inventory risk; (c) has
discretion in establishing prices; and (d) beagesciiedit risk.

- The amendment specifies no transitional provisithstefore it is effective immediately and
retrospectively.

- The Group has assessed its revenue arrangemeiistabase criteria and concluded that it is
acting as principal in all arrangements. The reeenecognition policy has been updated
accordingly.

* PAS 19 Employee Benefits
- Revises the definition of ‘past service costsinolude reductions in benefits related to past
services (‘negative past service costs’) and tduebecreductions in benefits related to future
services that arise from plan amendments. Amendntenplans that result in a reduction in



benefits related to future services are accourtedd a curtailment.

- Revises the definition of ‘return on plan ass&isxclude plan administration costs if they have
already been included in the actuarial assumptiogsd to measure the defined benefit
obligation.

- Revises the definition of ‘short-term’ and ‘otHeng-term’ employee benefits to focus on the
point in time at which the liability is due to betted.

- Deletes the reference to the recognition of cgyant liabilities to ensure consistency with PAS
37,Provisions, Contingent Liabilities and ContingersisAts

PAS 20,Accounting for Government Grants and DisclosureSafernment Assistance

- Loans granted with no or low interest rates wik be exempt from the requirement to impute
interest. The difference between the amount redeare the discounted amount is accounted
for as a government grant.

PAS 23,Borrowing Costs

- The definition of borrowing costs is revised tonsolidate the two types of items that are
considered components of ‘borrowing costs’ into etige interest expense calculated using the
effective interest rate method calculated in acaoceg with PAS 39.

PAS 28 Investment in Associates

- If an associate is accounted for at fair valuadoordance with PAS 39, only the requirement of
PAS 28 to disclose the nature and extent of angifgignt restrictions on the ability of the
associate to transfer funds to the entity in thienfof cash or repayment of loans will apply.

- Aninvestment in an associate is a single assah& purpose of conducting the impairment test.
Therefore, any impairment test is not separateiycated to the goodwill included in the
investment balance.

PAS 29 Financial Reporting in Hyperinflationary Economies

- Revises the reference to the exception thatssset liabilities should be measured at historical
cost, such that it notes property, plant and eqaiggras being an example, rather than implying
that it is a definitive list.

PAS 31 Interest in Joint Ventures
- If a joint venture is accounted for at fair valueaccordance with PAS 39, only the
requirements of PAS 31 to disclose the commitmehtke venturer and the joint venture, as well as
summary financial information about the assetsijlitees, income and expense will apply.

PAS 36,Impairment of Assets

- When discounted cash flows are used to estinfaie value less cost to sell’, additional
disclosure is required about the discount ratesistent with disclosures required when the
discounted cash flows are used to estimate ‘valusse’.

PAS 38,Intangible Assets

- Expenditure on advertising and promotional atiéigi is recognized as an expense when a
company either has the right to access the gootia®received the services. Advertising and
promotional activities now specifically include haider catalogues.

- Deletes references to there being rarely, if guersuasive evidence to support an amortization
method for finite life intangible assets that résuin a lower amount of accumulated
amortization than under the straight-line methbdreby effectively allowing the use of the unit
of production method.

PAS 39 Financial Instruments: Recognition and Measurement

- Changes in circumstances relating to derivativepecifically derivatives designated or re-
designated as hedging instruments after initiadgetion - are not reclassifications.

- When financial assets are reclassified as a trexfulan insurance company changing its
accounting policy in accordance with paragraph #®ERS 4,Insurance Contractsthis is a
change in circumstance, not a reclassification.



- Removes the reference to a ‘segment’ when detémmiwhether an instrument qualifies as a
hedge.

- Requires use of the revised effective intere® @ather than the original effective interesejat
when re-measuring a debt instrument on the cessatifair value hedge accounting.

e PAS 40,Investment Properties
- Revises the scope (and the scope of PAS 16)ctade property that is being constructed or
developed for future use as an investment propérhere an entity is unable to determine the
fair value of an investment property under constong but expects to be able to determine its
fair value on completion, the investment under tmgtion will be measured at cost until such
time as fair value can be determined or constrandia@omplete.

e PAS 41 Agriculture
- Removes the reference to the use of a pre-taoulig rate to determine fair value, thereby
allowing use of either a pre-tax or post-tax distowate depending on the valuation
methodology used.
- Removes the prohibition to take into account célslws resulting from any additional
transformations when estimating fair value. Insteagh flows that are expected to be generated
in the ‘most relevant market’ are taken into ac¢oun

New Accounting Standards, Interpretations, and Adngnts to

Existing Standards Effective Subsequent to Decer@bg?009

The Group will adopt the following standards, iptetations and amendments to existing standards
enumerated below when these become effective. pExa® otherwise indicated, the Group does not
expect the adoption of these new and amended PR&RBlalippine Interpretations to have a significant
impact on the consolidated financial statements.

New Standard and Interpretations

PFRS 3, Business Combination§Revised), and PAS 27Consolidated and Separate Financial
StatementéAmended)

PFRS 3 (Revised) introduces significant changahenaccounting for business combination occurring
after July 1, 2009. Changes affect the valuatiénnen-controlling interest, the accounting for
transaction costs, the initial recognition and sglyent measurement of a contingent consideratidn an
business combinations achieved in stages. Theaageb will impact the amount of goodwill
recognized, the reported results in the period dhaacquisition occurs and future reported resulise
PAS 27 (Amended) requires that a change in the shipe interest of a subsidiary (without loss of
control) is accounted for as a transaction with essnin their capacity as owners. Therefore, such
transactions will no longer give rise to goodwilgr will it give rise to a gain or loss. Furthemapthe
amended standard changes the accounting for lossesed by the subsidiary as well as the loss of
control of a subsidiary. The changes by PFRS ¥iged) and PAS 27 (Amended) will affect future
acquisitions or loss of control of subsidiaries &rahsactions with non-controlling interests (poaly
referred to as ‘minority interests’). PFRS 3 (Red) will be applied prospectively while PAS 27
(Amended) will be applied retrospectively with avfeexceptions. This standard is currently not
applicable and thus, is not expected to have amdinpn the consolidated financial statements of the
Group.

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

This interpretation, effective for annual perioggimning on or after January 1, 2012, covers adaugin
for revenue and associated expenses by entitiesiticiertake the construction of real estate diyamtl
through subcontractors. The interpretation reguitgat revenue on construction of real estate be
recognized only upon completion, except when sumftract qualifies as construction contract to be
accounted for under PAS 1Cpnstruction Contractsor involves rendering of services in which case
revenue is recognized based on stage of complettmmtracts involving provision of services witheth
construction materials and where the risks and mwé ownership are transferred to the buyer on a



continuous basis will also be accounted for basestage of completion. This interpretation is eatly
not applicable and thus, is not expected to havienpact on the consolidated financial statementhef
Group.

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

This interpretation is effective for annual periobsginning on or after July 1, 2009 with early
application permitted. This interpretation covarsounting for all non-reciprocal distribution om
cash assets to owners. It provides guidance om whescognize a liability, how to measure it ahd t
associated assets and when to derecognize theaasskdbility and the consequences of doing sdés Th
interpretation is currently not applicable and thiasot expected to have an impact on the coretelit
financial statements of the Group.

Amendments to Standards

PAS 39 Financial Instruments: Recognition and Measuremdgitgible Hedged Items

Amendment to PAS 39 addresses only the designafian one-sided risk in a hedged item, and the
designation of inflation as a hedged risk or pariio particular situations. The amendment clarifrest

an entity is permitted to designate a portion &f fhir value changes or cash flow variability of a
financial instrument as a hedged item. This intgiion is currently not applicable, thus, is not
expected to have an impact on the consolidateddinhstatements of the Group.

PFRS 2 AmendmentsGroup Cash-settled Share-based Payment Transactions

The amendments to PFRS 2, Share-based Paymeetdj\efffor annual periods beginning on or after
January 1, 2010, clarify the scope and the accogirfor group cash-settled share-based payment
transactions. This interpretation is currently applicable, thus, is not expected to have an impac
the consolidated financial statements of the Group.

Improvements to PFRS to be adopted by the Groufingfalanuary 1, 2010

The omnibus amendments to PFRSs issued in 2009 issred primarily with a view to removing
inconsistencies and clarifying wording. The ameedts are effective for annual periods with finahcia
years beginning on or after January 1, 2010 exo#jetrwise stated. The Group has not yet adopted the
following amendments and anticipates that thesengdm will have no material effect on the
consolidated financial statements.

* PFRS 2Share-based Payment
- Clarifies that the contribution of a business omfation of a joint venture and combinations
under common control are not within the scope ®R8R even though they are out of scope of
PFRS 3Business Combinatior{fRevised).

» PFRS 5Non-current Assets Held for Sale and Discontinupér@tions
- Clarifies that the disclosures required in respatthoncurrent assets and disposal groups
classified as held for sale or discontinued openatiare only those set out in PFRS 5. The
disclosure requirements of other PFRSs only adpdpecifically required for such noncurrent
assets or discontinued operations.

* PFRS 80perating Segment
- Clarifies that segment assets and liabilities neaty be reported when those assets and
liabilities are included in measures that are usethe chief operating decision maker.

* PAS 1, Presentation of Financial Statements
- Clarifies that the terms of a liability that coutdsult, at anytime, in its settlement by the
issuance of equity instruments at the option ofcitnenterparty do not affect its classification.

* PAS 7,Statement of Cash Flows
- Explicitly states that only expenditure that resutt a recognized asset can be classified as a
cash flow from investing activities.



» PAS 17 leases
- Removes the specific guidance on classifying lad Eease. Prior to the amendment, leases of
land were classified as operating lease. The amentinow requires that leases of land are
classified as either ‘finance’ or ‘operating’ incacdance with the general principles of PAS 17.
The amendment will be applied retrospectively.

* AS 36,Impairment of Assets
- Clarifies that the largest unit permitted for aliting goodwill, acquired in a business
combination, is the operating segment as defineBRRS 8 before aggregation for reporting
purposes.

e PAS 38,ntangible Assets
- Clarifies that if an intangible asset acquired ibusiness combination is identifiable only with
another intangible asset, the acquirer may recegthie group of intangible assets as a single
asset provided the individual assets have sim#eful lives. It also clarifies that the valuation
techniques presented for determining the fair valugntangible assets acquired in a business
combination that are not traded in active marke¢samly examples and are not restrictive on
the methods that can be used.

» PAS 39/Financial Instruments: Recognition and Measurement

- Clarifies that (a) a prepayment option is considatiesely related to the host contract when the
exercise price of a prepayment option reimbursedethder up to the approximate present value
of lost interest for the remaining term of the homttract;
(b) that the scope exemption for contracts betwaeracquirer and a vendor in a business
combination to buy or sell an acquiree at a futlate applies only to binding forward contracts,
and not derivative contracts where further actibp<either party are still to be taken; and (c)
that gains or losses on cash flow hedges of adstdtansaction that subsequently results in the
recognition of a financial instrument or on casiwflhedges of recognized financial instruments
should be reclassified in the period that the hddgeecast cash flows affect profit or loss.

» Philippine Interpretation IFRIC ®Reassessment of Embedded Derivatives
- Clarifies that it does not apply to possible reass®nt at the date of acquisition, to embedded
derivatives in contracts acquired in a businesshioation between entities or businesses under
common control or the formation of joint venture.

» Philippine Interpretation IFRIC 16jedge of a Net Investment in a Foreign Operation
- States that, in a hedge of a net investment imeign operation, qualifying hedging instruments
may be held by any entity or entities within thewp, including the foreign operation itself, as
long as the designation, documentation and effeséigs requirements of PAS 39 that relate to a
net investment hedge are satisfied.

Basis of Consolidation
The consolidated financial statements include theoants 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 Compeas an interest of more than one half of thengpti
rights or otherwise has power to govern the finainaind operating policies through interlocking
directorships such that substantial benefits frhensubsidiaries’ activities flow to the Company.



SSHI’s capital stock, which is divided into 40% aoon shares and 60% preferred shares are owned by
the Company and by Philippine Seven Corporation{Byges Retirement Plan through its trustee, Bank
of the Philippines Islands-Asset Management andstT@roup (BPI-AMTG), respectively. These
preferred shares which accrue and pay guarantedermmd dividends and are redeemable at the option
of the holder (see Note 15) are recognized as andial liability in accordance with PFRS. The
Company owns 100% of SSHI's common shares, whigjether with common key management, gives
the Company control over SSHI.

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

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cashadepis are short-term, highly liquid investmethztt
are readily convertible to known amounts of casth wriginal maturities of three months or less from
the date of acquisition and that are subject tmsignificant change in value.

Financial Instruments
The Group recognizes a financial asset or a fimiebility in the consolidated balance sheet witen
becomes a party to the contractual provisions efriktrument.

Financial assets and financial liabilities are guped initially at fair value. Transaction costse
included in the initial measurement of all financasets and financial liabilities, except for ficéal
instruments measured at fair value through prafibss (FVPL).

All regular way purchases and sales of financiaktssare recognized on the trade date, i.e. theetidat
Group commits to purchase or sell the financiaéaglegular way purchases or sales of financiatass
require delivery of assets within the time framagally established by regulation in the marketgla

The Group classifies its financial assets as fir@rassets at FVPL, held-to-maturity (HTM) finaricia
assets, loans and receivables or AFS financialtas&éancial liabilities, on the other hand, are
classified as either financial liabilities at FVBL other financial liabilities. The classificatialepends
on the purpose for which the financial assets andntial liabilities were acquired. Management
determines the classification of its investmentmisial recognition and, where allowed and appiafer;
re-evaluates this designation at every balance sia¢e.

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-traditigey are acquired for the purpose of sellinghie
near term.

Financial assets are designated as at FVPL oalinétognition when any of the following criteria
are met:

» the designation eliminates or significantly redudbe inconsistent treatment that would
otherwise arise from measuring the assets or rédogngains or losses on them on a different
basis; or

» the assets are part of a group of financial asghish are managed and their performance is
evaluated on a fair value basis, in accordance avidbcumented risk management or investment
strategy; or

» the financial asset contains an embedded derivatinkess the embedded derivative does not
significantly modify the cash flows or it is cleavjth 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. Changesiin fai
value are accounted for directly in profit or losgerest earned is recorded as interest incomie wh
dividend income is recorded as other income acngrth the terms of the contract, or when the
right of the payment has been established.

As of December 31, 2009 and 2008, the Group hdmancial asset as at FVPL.

The Group assesses whether embedded derivativesegu@ed to be separated from the host
contracts when the Group first becomes a parti¢ocbntract. Re-assessment only occurs if there
is a change in the terms of the contract that fggmtly modifies the cash flows that would
otherwise be required.

An embedded derivative is separated from the hiasné€ial or non-financial asset contract and
accounted for as a derivative if all of the follogiconditions are met:

« the economic characteristics and risks of the eab@dlerivative are not closely related to the
economic characteristic of the host contract;

* aseparate instrument with the same terms as thedrad derivative would meet the definition
of a derivative; and

« the hybrid or combined instrument is not recogniasdVPL.

Embedded derivatives that are bifurcated from tbst ltontracts are accounted for as financial
assets at FVPL. Changes in fair values are indlidéhe profit or loss.

As of December 31, 2009 and 2008, the Group hasitstanding embedded derivatives.

HTM Financial Assets

HTM financial assets are quoted non-derivativerfgial assets with fixed or determinable payments
and fixed maturities wherein the Group has thetmasintention and ability to hold to maturity.
HTM financial assets are subsequently carried e#lieost or amortized cost in the consolidated
balance sheet. Amortization is determined by utliegeffective interest rate method. Assets under
this category are classified as current assetsitirity is within

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

As of December 31, 2009 and 2008, the Group hadewmgnated any financial asset as HTM.

Loans and Receivables

Loans and receivables are non-derivative finarasakts with fixed or determinable payments that
are not quoted in an active market. Loans andvables are subsequently carried either at cost or
amortized cost in the consolidated balance shéatortization is determined using the effective
interest rate method. Loans and receivables assified as current assets if maturity is within 12
months from balance sheet date. Otherwise, thesglassified as noncurrent assets.

The Group’s loans and receivables consist of cadhcash equivalents, receivables and deposits as
of December 31, 2009 and 2008.

AFS Financial Assets

AFS financial assets are non-derivative finanaisets that are either designated in this category
not classified in any of the other categories.aRaial assets may be designated at initial recognit
as AFS if they are purchased and held indefinitalyl may be sold in response to liquidity
requirements or changes in market conditions. AR&hcial assets are carried at fair value in the
consolidated balance sheet. Changes in the fairevaf such assets are accounted for in the
consolidated statement of comprehensive incométhetifinancial asset is derecognized or until the
financial asset is determined to be impaired atctvhime the cumulative gain or loss previously
reported in the consolidated statement of compighierncome is recognized in profit or loss. AFS
financial assets are classified as current asbetgturity is within 12 months from balance sheet
date. Otherwise, these are classified as nonduassets.



The Group’s AFS financial assets consist of ungligt@estments in preferred shares of a public
utility company included as part of “Goodwill andher noncurrent assets” in the consolidated
balance sheets as of December 31, 2009 and 2008.

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-foaeting if they are acquired for the purpose ofiisglin
the near term.

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

« the designation eliminates or significantly redudbs inconsistent treatment that would
otherwise arise from measuring the liabilities ecagnizing gains or losses on them on a
different basis; or

e the liabilities are part of a group of financiahbilities which are managed and their
performance is evaluated on a fair value basisadnordance 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 or it isedlr, with little or no analysis, that it would not
be separately recorded.

Financial liabilities at FVPL are recorded in ttensolidated balance sheet at fair value. Changes
in fair value are accounted for directly in prdfit loss. Interest incurred is recorded as interest
expense.

As of December 31, 2009 and 2008, the Group hasdesignated any financial liability as at
FVPL.

b. Other Financial Liabilities
This category pertains to financial liabilities trere neither held-for-trading nor designated as at
FVPL upon the inception of the liability. Othemndincial liabilities are subsequently carried at
amortized cost, taking into account the impact pblging the effective interest rate method of
amortization (or accretion) for any related premiudiscount and any directly attributable
transaction costs.

The Group’s other financial liabilities consisthnk loans, accounts payable and accrued expenses,
other current liabilities and cumulative redeemahieferred shares as of December 31, 2009 and
2008.

Determination of Fair Values

Fair value is determined by reference to the tretitma price or other market prices. If such market
prices are not readily determinable, the fair vadfighe consideration is estimated as the sum lof al
future cash payments or receipts, discounted usiagprevailing market rates of interest for similar
instruments with similar maturities.

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

current market transactions in the same instruroefitased on a valuation technique whose variables
include only data from observable market, the Grmgognizes the difference between the transaction
price and fair value (a Day 1 profit) in profit lass unless it qualifies for recognition as sonfeptype

of asset. In cases where use is made of data wkiclot observable, the difference between the
transaction price and model value is only recoghineprofit or loss when the inputs become obsdevab



or when the instrument is derecognized. For eazhséction, the Group determines the appropriate
method of recognizing the day 1 profit.

Offsetting Financial Instruments

Financial assets and financial liabilities are etffand the net amount is reported in the conselitiat
balance sheet if, and only if, there is a curreatijorceable legal right to offset the recognizetants
and there is an intention to settle on a net bawisto realize the asset and settle the liability
simultaneously.

Impairment of Financial Assets
The Group assesses at each balance sheet datemaditancial asset or a group of financial asssets
impaired.

Financial Assets Carried at Amortized Cost

If there is objective evidence that an impairmerssion loans and receivables has been incurred, the
amount of impairment loss is measured as the diffez between the financial asset’s carrying amount
and the present value of estimated future cashsfi@xcluding future expected credit losses thaehav
not been incurred) discounted at the financial tssseiginal effective interest rate (i.e. the efige
interest rate computed at initial recognition). eToarrying amount of the asset is reduced by the
impairment loss, which is recognized in profit 0ss.

The Group first assesses whether objective evidehdmpairment exists for financial assets that are
individually significant and collectively for finamal assets that are not individually significant.
Objective evidence includes observable data thatesoto the attention of the Group about loss events
such as but not limited to significant financiaffidulty of the counterparty, a breach of contratich as

a default or delinquency in interest or principalyments, probability that the borrower will enter
bankruptcy or other financial reorganization. lisidetermined that no objective evidence of impaint
exists for an individually or collectively assesdathncial asset, whether significant or not, theed is
included in the group of financial assets with smcredit risk characteristics and that groupiedficial
assets is collectively assessed for impairmensetssthat are individually assessed for impairnagit

for which an impairment loss is or continue to beognized are not included in a collective assessme
of impairment. The impairment assessment is peiddrat each balance sheet date. For the purpose of
a collective evaluation of impairment, financialsets are grouped on the basis of such credit risk
characteristics such as customer type, paymemriigtast-due status and term.

Loans and receivables, together with the relat@mvahce, are written off when there is no realistic
prospect of future recovery and all collateral basn realized. If, in a subsequent period, theusutnof

the impairment loss decreases and the decreadseaaated objectively to an event occurring atter
impairment was recognized, the previously recoghimepairment loss is reversed. Any subsequent
reversal of an impairment loss is recognized irfipoo loss, to the extent that the carrying vatighe
asset does not exceed its amortized cost at tieesa\date.

Financial Assets Carried at Cost

If there is objective evidence that an impairmesslon an unquoted equity instrument that is notech

at fair value because its fair value cannot babdli measured, or on a derivative asset that kedirto

and must be settled by delivery of such an unquetgdty instrument has been incurred, the amount of
the loss is measured as the difference betweemgdbket’s carrying amount and the present value of
estimated future cash flows discounted at the otimarket rate of return of a similar financialetss

Financial Assets Carried at Fair Value

If an AFS financial asset is impaired, an amoumhjgasing the difference between its cost (net of an
principal payment) and its current fair value, lasy impairment loss previously recognized in frofi
loss, is transferred from the consolidated statémiecomprehensive income to profit or loss.

In case of equity securities classified as AFS rfgial asset, objective evidence would include a
significant or prolonged decline in the fair valakthe financial assets below it®st or where other



objective evidence of impairment exists. The deieation of what is “significant” or “prolonged”
requires judgment. The Group treats “significag€nerally as 20% or more of the original cost of
investment, and “prolonged” as greater than six tii&n In addition, the Group evaluates other fagtor
including normal volatility in share price for unmfed equities.

Impairment losses on equity investments are nadreed through profit or loss. Increases in faiugal
after impairment are recognized directly in cordatied statement of comprehensive income. Reversals
in respect of equity instruments classified as AlR&ncial asset are not recognized in profit orslos
Reversals of impairment losses on debt instrumremetsecognized in profit or loss if the increaséain
value of the instrument can be objectively relatedn event occurring after the impairment loss was
recognized in profit or loss.

In case of debt securities classified as AFS firmrasset, impairment is assessed based on the same
criteria as financial assets carried at amortizest.c Future interest income is based on the reduce
carrying amount and is accrued based on the raitterest used to discount future cash flows far th
purpose of measuring impairment loss. Such acésuakorded as part of “Interest income” in profit

loss. If, in subsequent year, the fair value deht security increases and the increase can betejly
related to an event occurring after the impairntess was recognized in profit or loss, the impaitme
loss is reversed through profit or loss.

Derecognition of Financial Assets and Liabilities

Financial Assets

A financial asset (or, where applicable, a par fihancial asset or a part of a group of similaaricial
assets) is derecognized when:

« therights to receive cash flows from the asseelepired;

» the Group retains the right to receive cash flawmfthe asset, but has assumed an obligation to pay
them in full without material delay to a third pattnder a pass-through arrangement; or

« the Group has transferred its rights to receivé dlasvs from the asset and either (a) has trarederr
substantially all the risks and rewards of the tasse (b) has neither transferred nor retained
substantially all risks and rewards of the asagthls transferred control of the asset.

Where the Group has transferred its rights toiveogash flows from an asset and has neither eamsf
nor retained substantially all the risks and rewastithe asset nor transferred control of the agiset
asset is recognized to the extent of the Groupistimeing involvement in the asset. Continuing
involvement that takes the form of a guarantee tiveitransferred asset is measured at the lowsreof
original carrying amount of the asset and the marinamount of consideration that the Group could be
required to repay.

Financial Liabilities
A financial liability is derecognized when the g@ation under the liability is discharged, canceled
has expired.

Where an existing financial liability is replaceg another from the same lender on substantially
different terms, or the terms of an existing lidpilare substantially modified, such an exchange or
modification is treated as a derecognition of thigioal liability and the recognition of a new lidity,

and the difference in the respective carrying ansisrecognized in profit or loss.

Inventories
Inventories are stated at the lower of cost and reatizable value (NRV). Cost of warehouse
merchandise is determined using the current cositade NRYV is the selling price in the ordinary cem
of business, less the estimated cost of marketidgdéstribution. The Group is using the retail hoet
in measuring the cost of its store merchandisentorg. Under this method, cost is determined using
the average gross profit and is reviewed on a aedpdsis to ensure that it approximates actuascost



Value added tax

Input value added tax (VAT the 12% indirect tax paid by the Group in tharse of the Group’s trade

or business on local purchase of goods or servinekjding lease or use of property, from a VAT-
registered entity. Value added tax on capital gome spread evenly over the useful life or 60 hnt

whichever is shorter.

Output VATpertains to the 12% tax due on the sale of medibarand lease or exchange of taxable
goods or properties or services by the Group.

If at the end of any taxable month the output VATeeds the input VAT, the excess shall be paidchby t
Group. If the input VAT exceeds the output VATethxcess shall be carried over to the succeeding
month or months. Input VAT on capital goods mayhat option of the Group be refunded or credited
against other internal revenue taxes, subjectrtaiogax laws.

Revenue, expenses and assets are recognizedthetashiount of VAT.

Advances to suppliers

Advances to suppliers are down payments for adprisi of property and equipment not yet received.
Once the property and equipment are received, gbet & recognized together with the corresponding
liability.

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

Land is carried at revalued amount less any impsitnin value. The difference between cost and
revalued amount or the revaluation increment indlagpes to the consolidated statement of
comprehensive income. The revalued amount is mé@ted by a professionally qualified independent
appraiser.

The initial cost of property and equipment conststs purchase price and any directly attribugabl
costs of bringing the asset to its working conditémd location for its intended use.

Expenditures incurred after the assets have begintouoperation, such as repairs and maintenande a
overhaul costs, are recognized in profit or losthaperiod in which the costs are incurred. tnadions
where it can be clearly demonstrated that the adipees have resulted in an increase in the future
economic benefits expected to be obtained fronu#ieeof an item of property and equipment beyond its
originally assessed standard of performance, theraditures are capitalized as an additional cothef
assets.

Construction in progress is stated at cost. Thisudes cost of construction and other direct costs
Construction in progress is not depreciated unthstime the relevant assets are completed anthtout
operational use.

Depreciation and amortization commence once thetsiase available for use. It ceases at the eaflie
the date that it is classified as investment priypar noncurrent asset held-for-sale and the degasset
is derecognized.

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

Years
Buildings and improvements 10to 12
Store furniture and equipment 510 10
Office furniture and equipment 3to5
Transportation equipment 3to5
Computer equipment 3

Leasehold improvements are amortized over thenattd useful life of the improvements, ranging
from five to 10 years, or the term of the leaseictvaver is shorter.



The assets’ estimated useful lives and depreciatimhamortization method are reviewed periodidally
ensure that the period and method of depreciatidraanortization are consistent with the expected
pattern of economic benefits from the items of proypand equipment.

When assets are retired or otherwise disposed hef, cbst or revalued amount and the related
accumulated depreciation and amortization and mpairment in value are removed from the accounts
and any resulting gain or loss is recognized infiprmr loss. The revaluation increment in the

consolidated stockholders’ equity income relatiagthte revalued asset sold is transferred to rataine
earnings.

Software and Program Cost

Software and program cost, which are not spediifiégdentifiable and integral to a specific compute
hardware, are shown as part of “Goodwill and otf@rcurrent assets” in the consolidated balance.shee
These are carried at cost, less accumulated ambotizand any impairment in value. Amortization is
computed on a straight-line method over their estith useful life of five years.

Impairment of Property and Equipment and Softvesra Program Cost

The Group assesses at each balance sheet datemtiette is an indication that a nonfinancial asset
may be impaired. If any such indication exists,wdren annual impairment testing for an asset is
required, the Group makes an estimate of the assetverable amount. An asset’s recoverable amoun
is the higher of an asset’s or cash generatin¢suait value less costs to sell and its value$e-and is
determined for an individual asset, unless thetadses not generate cash inflows that are largely
independent of those from other assets or groupssdts. For land, the asset’s recoverable ani®unt
the land’s net selling price, which may be obtaiffieoin its sale in an arm’s length transaction. For
goodwill, the asset’'s recoverable amount is itueah-use. Where the carrying amount of an asset
exceeds its recoverable amount, the asset is @esdidmpaired and is written down to its recoverabl
amount. In assessing value-in-use, the estimatedef cash flows are discounted to their preseluieya
using a pre-tax discount rate that reflects curreatket assessments of the time value of money and
risks specific to the asset. Impairment losseanif, are recognized in profit or loss in thoseemse
categories consistent with the function of the imgzhasset.

An assessment is made at each balance sheet datevasther there is any indication that previously
recognized impairment losses may no longer exishay have decreased. If such indication exists, th
recoverable amount is estimated. A previouslpge&zed impairment loss is reversed only if theme h
been a change in the estimates used to determmeaghet’s recoverable amount since the last
impairment loss was recognized. If that is theec#ise carrying amount of the asset is increaséts to
recoverable amount. That increased amount canxueied the carrying amount that would have been
determined, net of depreciation and amortizati@d ho impairment loss been recognized for the asset
in previous years. Such reversal is recognizegrafit or loss, unless the asset is carried atloeda
amount, in which case, the reversal is treated asvaluation increase. After such reversal, the
depreciation charge is adjusted in the future perio allocate the asset’s revised carrying amdess,
any residual value, on a systematic basis oveeitgining useful life.

Deposits
Deposits are amounts paid as guarantee in relédiamoncancelable agreements entered into by the

Group. Deposits include rent deposits for leasmdhise and service agreements. These depaosits ar
recognized at cost and can be refunded or apmiégtdre billings.

Goodwill

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

Goodwill is reviewed for impairment, annually or radrequently if events or changes in circumstances
indicate that the carrying value may be impaired.

The Group performs its impairment test of goodaihually. Impairment is determined for goodwill by



assessing the recoverable amount of the cash-degeuait or group of cash-generating units to vahic
the goodwill relates. Where the recoverable amafnthe cash generating unit or group of cash-
generating units is less than the carrying amofitie cash-generating unit or group of cash-geimgrat
units to which goodwill has been allocated, an impant loss is recognized. Impairment lossesirgjat
to goodwill cannot be reversed in future periods.

Cumulative Redeemable Preferred Shares

Cumulative redeemable preferred shares that exbifdtacteristics of a liability is recognized as a
financial liability in the consolidated balance sheet of transaction cost. The correspondingdéivils
on those shares are charged as interest expeps#fitror loss.

Deferred Revenue
Deferred revenue is recognized for cash receivedificome not yet earned. Deferred revenue is
recognized over the life of the revenue contraatpmm delivery of goods or services.

Capital Stock
Capital stock is measured at par value for alleh#&sued. When the Group issues more than os® cla

of stock, a separate account is maintained for ekads of stock and number of shares issued.

When the shares are sold at premium, the differbatgeen the proceeds and the par value is credited
to the “Additional paid-in capital” account. Whshares are issued for a consideration other thsim ca
the proceeds are measured by the fair value ofdhsideration received. In case the shares aredss

to extinguish or settle the liability of the Groupe shares shall be measured either at the fhie

the shares issued or fair value of the liabilititled, whichever is more reliably determinable.

Treasury Stock
Treasury stock is stated at acquisition cost anigédkicted from the stockholders’ equity. No gailoses

is recognized in profit or loss on the purchase, sasuance or cancellation of the Group’s ownitgqu
instruments.

Revenue Recognition

Revenue is recognized to the extent that it is @lotéthat the economic benefits will flow to theoGp

and the amount of revenue can be measured relidlhlg. Group has assessed its revenue arrangements
against the criteria enumerated under PAS 18 amdtleded that it is acting as principal in all
arrangements. The following specific recognitioitecia must also be met before revenue is receghiz

Merchandise Sales

Revenue from merchandise sales is recognized wieesignificant risks and rewards of ownership of
the goods have passed to the buyer. Revenue suneglaat the fair value of the consideration resbiv
excluding discounts, returns, rebates and salestax

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

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

Commission
Commission income is recognized upon the sale m§igned goods.

Rent
Revenue from rent is accounted for on a straigigtiasis over the term of the sub-lease.

Interest
Revenue from interest is recognized as it accrassdon effective interest rate method.



Cost and Expenses Recognition
Cost is recognized in profit or loss at the poihtale. Expenses are recognized in profit or lgsm
utilization of the service or when they are incdtre

Other Comprehensive Income

Other comprehensive income comprises items of imcamd expense (including items previously
presented under the statement of changes in edéypare not recognized in profit or loss for year

in accordance with PFRS.

Retirement Benefits

Retirement benefits cost is determined using thgepted unit credit actuarial valuation method.
Actuarial gains and losses are recognized as inamexpense when the net cumulative unrecognized
actuarial gains and losses for each individual @lathe end of the previous reporting year exceeded
10% of the higher of the present value of the eaignt obligations and the fair value of the netpla
assets as of that date. These gains or lossescagnized over the expected average remainingimgrk
lives of the employees participating in the plan.

Past service cost is recognized as an expensefit @r loss on a straight-line basis over therage
period until the benefits become vested. If thedfies are already vested following the introduataf,
or changes to the plan, past service cost is rézedimmediately.

The net retirement obligation is the aggregatehef present value of the retirement obligation and
actuarial gains and losses not recognized redugquhbt service cost not yet recognized and the fair
value of the net plan assets out of which obligetiare to be settled directly. If such aggregsate i
negative, the asset is measured at the lower dfi siggregate or the aggregate of cumulative
unrecognized net actuarial losses and past setosteand the present value of any economic benefits
available in the form of refund from the plan oduetions in the future contributions to the plan.

Leases

Finance leases, which transfer to the lessee sutadha all the risks and benefits of ownershiptbé
asset, are capitalized at the inception of theel@aghe fair value of the leased property omifdr, at

the present value of the minimum lease paymeni@sé @ayments are apportioned between the interest
income and reduction of the lease receivable 20 ashieve a constant rate of interest on the m&ngi
balance of the receivable. Interest income is neizegl directly in profit or loss.

Leases where the lessor retains substantiallyhallrisks and benefits of ownership of the asset are
classified as operating leases. Operating leagaqas are recognized as an expense in profitssrda
a straight-line basis over the lease term.

The determination of whether an arrangement is;ontains a lease is based on the substance of the
arrangement and requires an assessment of whathéulfilment of the arrangement is dependent on
the use of a specific asset or assets and thegamamt conveys a right to use the asset. A resmses

is made after inception of the lease only if on¢heffollowing applies:

a. there is a change in contractual terms, other &h@mewal or extension of the arrangement; or

b. arenewal option is exercised or extension is gdninless the term of the renewal or extension was
initially included in the lease term; or

c. thereis a change in the determination of whethiéiliinent is dependent on a specified asset; or

d. there is a substantial change to the asset.

Where a re-assessment is made, lease accountiigceimemence or cease from the date when the
change in circumstance gave rise to the re-assesdorescenarios a, ¢ or d above, and the date of
renewal or extension for scenario b.

Borrowing Costs
Borrowing costs directly attributable to the aifion, construction or production of an asset that

necessarily takes a substantial period of timeetorgady for its intended use or sale are capétdles



part of the cost of the respective assets. All obioerowing costs are expensed in the period tloeyio
Borrowing costs consist of interest and other ctigsan entity incurs in connection with the bavirg
of funds.

Foreign Currency-Denominated Transactions

Transactions in foreign currency are initially rebed at the exchange rate at the date of transactio
Outstanding foreign currency-denominated monetasets and liabilities are re-translated using the
applicable exchange rate at balance sheet datehabkge differences arising from translation of ifgme
currency monetary items at rates different fromstéhat which they were originally recorded are
recognized in profit or loss.

Income Tax

Current Income Tax

Current income tax assets and liabilities for ¢hierent and prior periods are measured at the amoun
expected to be recovered from or paid to the taradiuthorities. The tax rates and tax laws used to
compute the amount are those that have been eractaetdstantively enacted at the balance sheet date

Deferred Income Tax
Deferred income tax is recognized on all tempodiffgrences at the balance sheet date betweetaxhe
bases of assets and liabilities and their carrgimgunts for financial reporting purposes.

Deferred income tax liabilities are recognizeddthitaxable temporary differences. Deferred inedax
assets are recognized for all deductible tempadifgrences and carryforward benefits of unused net
operating loss carryover (NOLCO) and excess of mimh corporate income tax (MCIT) over regular
corporate income tax (RCIT) to the extent thas ipiobable that taxable profit will be availableiagt
which the deductible temporary differences andytarward benefits of unused NOLCO and excess of
MCIT over RCIT can be utilized.

Deferred income tax relating to items recognizégadly in the consolidated stockholders’ equity is
recognized in the consolidated statement of congmskie income.

The carrying amount of deferred income tax assatsviewed at each balance sheet date and retiiced
the extent that it is no longer probable that sigfit taxable profit will be available to allow alt part
of the deferred income tax assets to be utilized.

Deferred income tax assets and liabilities areswmesl at the tax rates that are expected to applyet
period when the asset is realized or the liabitgettled, based on tax rates (and tax laws)thag
been enacted or substantively enacted at the heakdreet date.

Deferred income tax assets and liabilities arsedffif a legally enforceable right exists to sét o
deferred income tax assets against deferred in¢caxnkabilities and the deferred income taxes eetat
the same taxable entity and the same taxation diytho

Earnings (Loss) Per Share

Basic earnings per share is calculated by dividimg income or (loss) for the year attributable to
common shareholders by the weighted average nuafitstrares outstanding during the year, excluding
treasury shares.

Diluted earnings per share is calculated by dngdihe net income or (loss) for the year attriblgtab
common shareholders by the weighted average nuafitsérares outstanding during the year, excluding
treasury shares and adjusted for the effects gioddintial dilutive common shares, if any.

In determining both the basic and diluted earnipgs share, the effect of stock dividends, if aay,
accounted for retroactively.

Segment Reporting
Operating segments are components of an entityfach separate financial information is available




and evaluated regularly by management in decidiogv Ho allocate resources and assessing
performance. The Group considers the store operats its primary activity and its only business
segment. Franchising, renting of properties amdroissioning on bills payment services are consitlere
an integral part of the store operations.

Provisions

Provisions are recognized when: (a) the Group hagsent obligation (legal or constructive) assulte

of a past event; (b) it is probable that an outflofwesources embodying economic benefits will be
required to settle the obligation; and (c) a rdéadstimate can be made of the amount of the dhdiga

If the effect of the time value of money is matkrigrovisions are determined by discounting the
expected future cash flows at a pre-tax rate #ifte¢ats current market assessments of the timeevafiu
money and, where appropriate, the risks speciftbediability. Where discounting is used, the #wse

in the provision due to the passage of time isgei®d as interest expense. When the Group expects
provision or loss to be reimbursed, the reimbursgnterecognized as a separate asset only when the
reimbursement is virtually certain and its amosngéstimable. The expense relating to any provison
presented in profit or loss, net of any reimbursgime

Contingencies
Contingent liabilities are not recognized in trensolidated financial statements. They are disdos

unless the possibility of an outflow of resourceshedying economic benefits is remote. Contingent
assets are not recognized in the consolidated diahstatements but disclosed when an inflow of
economic benefit is probable. Contingent assetsaasessed continually to ensure that developments
are appropriately reflected in the consolidatedritial statements. If it has become virtually aierthat

an inflow of economic benefits will arise, the asaed the related income are recognized in the
consolidated financial statements.

Events after the Balance Sheet Date

Post year-end events that provide additional infgrom about the Group’s position at the balanceishe
date (adjusting events) are reflected in the caofatgld financial statements. Post year-end ewbats
are non-adjusting events are disclosed in the nttethe consolidated financial statements when
material.

Use of Significant Accounting Judgments, Estimatesnd Assumptions

The preparation of the consolidated financial statets in accordance with PFRS requires management
to make judgments, estimates and assumptions ffest dhe amounts reported in the consolidated
financial statements and accompanying notes. wUtgnjents, estimates and assumptions used in the
consolidated financial statements are based uponagesnent’s evaluation of relevant facts and
circumstances as of balance sheet date. Futurgsewgy occur which can cause the assumptions used
in arriving at those judgments, estimates and agsans to change. The effects of any changeshsill
reflected in the consolidated financial statemenfthe Group as they become reasonably determinable

Judgment
In the process of applying the Group’s accountimdicies, management has made the following

judgments, apart from those involving estimatiomkjch have the most significant effect on amounts
recognized in the consolidated financial statements

Determination of Functional Currency

Based on the economic substance of the underlyingrastances relevant to the Group, the functional
currency of the Group has been determined to béPt#s®. The Peso is the currency of the primary
economic environment in which the Group operatésis the currency that mainly influences the
revenue, costs and expenses of the Group.

Classification of Financial Instruments
The Group classifies a financial instrument, orciisnponents, on initial recognition as a finaneisdet,
liability or equity instrument in accordance withet substance of the contractual arrangement and the



definitions of a financial asset, liability or etpinstrument. The substance of a financial insent,
rather than its legal form, governs its classifamain the consolidated balance sheet.

Financial assets are classified as financial asge®/PL, HTM financial assets, loans and rece®abl
and AFS financial assets. Financial liabilitier, the other hand, are classified as financial lit&ds at
FVPL and other financial liabilities.

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

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

Classification of Leases

a. Finance Lease as Lessor
The Group entered into a sale and leaseback tramsaadth an armored car service provider where
it has determined that the risks and rewards il&tethe armored vehicles leased out will be
transferred to the lessee at the end of the lease tAs such, the lease agreement was accounted fo
as a finance lease (Note 26).

b. Operating Lease as Lessee
The Group entered into various property leasesraviidhas determined that the risks and rewards
related to the properties are retained with thedess As such, the lease agreements were accounted
for as operating leases (Note 26).

c. Operating Lease as Lessor
The Group entered into property subleases onatseld properties. The Group determined that its
lessors retain all the significant risks and rewaaod these properties which are leased out on
operating leases (Note 26).

Estimates

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

Determination of Fair Values

The fair value for financial instruments tradedaictive markets at the balance sheet date is based
their quoted market price or dealer price quotatifirid price for long positions and ask price fbors
positions), without any deduction for transactiarsts. When current bid and asking prices are not
available, the price of the most recent transagbi@vides evidence of the current fair value aglas
there has not been a significant change in econointiemstances since the time of the transaction.

For all other financial instruments not listed im active market, the fair value is determined bingis
appropriate valuation techniques. Valuation techesjinclude net present value techniques, compariso
to similar instruments for which market observapléces exist, options pricing models, and other
relevant valuation models.

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

Impairment of Loans and Receivables

The Group reviews its loans and receivables at eggbrting date to assess whether a provision for
impairment should be recognized in its profit csd@r loans and receivables balance should beswvritt
off. In particular, judgment by management is ieggiin the estimation of the amount and timing of
future cash flows when determining the level obalnce required. Such estimates are based on
assumptions about a number of factors and actsaltsemay differ, resulting in future changes te th
allowance. Moreover, management evaluates theepcesof objective evidence of impairment which
includes observable data that comes to the attemticthe Group about loss events such as but not



limited to significant financial difficulty of theounterparty, a breach of contract, such as a Hefau
delinquency in interest or principal payments, @iulity that the borrower will enter bankruptcy or
other financial re-organization.

In addition to specific allowances against indidatly significant loans and receivables, the Grolgo a
makes a collective impairment allowance againsosMpes which, although not specifically identified
as requiring a specific allowance, have a greakraf default than when originally granted. Thtikes
into consideration the credit risk characterisosh as customer type, payment history, past duesst
and term.

The carrying value of loans and receivables anemlrib B628,448,541 and B507,848,995 as of
December 31, 2009 and 2008, respectively (Note 28Jlowance for impairment on loans and
receivables amounted to B10,843,948 and B8,74@40f December 31, 2009 and 2008, respectively
(Notes 5 and 30). Provision for impairment amodnteR9,798,327 in 2009,

B7,069,507 in 2008 and B346,678 in 2007 (Not@sdb19).

Impairment of AFS Financial Assets

In determining the fair values of financial assetanagement evaluates the presence of significaht a
prolonged decline in the fair value of share pbetow its cost, the normal volatility in the shamice,
the financial health of the investee and the inguahd sector performance like changes in operaltion
and financial cash flows. Any indication of debestion in these factors can have a negative impact
their fair value. The determination of what isdfsificant” or “prolonged” requires judgment. The
Group treats “significant” generally as 20% or moféhe original cost of investment, and “prolonged
as greater than six months.

The carrying value of AFS financial assets amoutte2,314,575 as of December 31, 2009 and 2008
(Notes 10 and 29). No impairment losses were mzed in 2009, 2008 and 2007.

Decline in Inventory Value

Provisions are made for inventories whose NRV lameer than their carrying cost. This entails
determination of replacement costs and costs negess make the sale. The estimates are based on a
number of factors, the age, status and recoverabflirealizable value of inventories.

The carrying value of inventories amounted to®@32,671 and B339,556,385 as of
December 31, 2009 and 2008, respectively (NoteNg).provisions for decline in inventory value were
recognized in 2009, 2008 and 2007.

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

Property and equipment, net of accumulated degtieniand amortization, amounted to
B1,227,244,430 and B1,072,041,329 as of Dece®ih@009 and 2008, respectively (Note 8).

Impairment of Property and Equipment and Softvearé Program Costs

The Group determines whether its items of propany equipment and software and program costs are
impaired on an annual basis. This requires amastin of the value-in-use of the cash-generatimitsu

to which the assets are allocated. The preparatiche estimated future cash flows in determining
value-in-use involves significant judgment, estimatand assumption. While management believes that
the assumptions made are appropriate and reaspsidnéicant changes in these assumptions may
materially affect the assessment of recoverablgegaind may lead to future impairment charges.

The carrying value of property and equipment arithsoe and program costs amounted

to B1,235,255,125 and B1,082,819,752 as of DemeBth 2009 and 2008, respectively (Notes 8 and
10). Based on management’s assessment, there neeirdicators of impairment in the Group’s
nonfinancial assets, thus, no impairment loss neetls recognized in 2009, 2008 and 2007.

Impairment of Goodwill
The Group determines whether goodwill is impairédeast on an annual basis. This requires an



estimation of the value-in-use of the cash-genggatnits to which the goodwill is allocated. Esiting

the value-in-use amount requires management to raakestimate of the expected future cash flows
from the cash-generating unit and also to choamétable discount rate in order to calculate tresent
value of those cash flows.

The carrying value of goodwill amounted to B65,584 as of December 31, 2009 and 2008,
respectively (Note 10). No impairment losses wemsgnized in 2009 and 2007, while impairment loss
recognized on goodwill amounted to B4,611,368068(Note 10).

Estimation of Retirement Benefits

The determination of the obligation and retiremeenefits is dependent on management’s assumptions
used by actuaries in calculating such amounts.s@lagsumptions are described in Note 24 and include
among others, discount rates per annum, expectachbrate of return on plan assets and salaryasere
rates. Actual results that differ from the Grougesumptions are accumulated and amortized ousefut
periods and therefore, generally affect the recoaghiexpense and recorded obligation in such future
periods. While the Group believes that the assiomptare reasonable and appropriate, significant
differences in the actual experience or signifiagmnges in the assumptions may materially affest t
retirement obligations.

The Group’s net retirement obligations amounte@%5,667,123 and B35,827,737 as of December 31,
2009 and 2008, respectively (Note 24). Retirerbenkfits cost amounted to

B21,979,689 in 2009, B8,720,701 in 2008 and 2683 in 2007 (Notes 23 and 24). Further details
about the assumptions used are disclosed in Note 24

Realizability of Deferred Income Tax Assets

Deferred income tax assets are recognized foewrdporary deductible differences to the extentithat
probable that taxable profit will be available aggiwhich the deductible temporary differences lzan
utilized. Management has determined based on éssiforecast of succeeding years that there is
enough taxable profit against which the recognitefgrred income tax assets will be realized.

The Group’s recognized deferred income tax assetsuated to B51,387,363 and B41,782,617 as of
December 31, 2009 and 2008, respectively (Note 27).

4. Cash and Cash Equivalents

2009 2008
Cash on hand and in banks B432,900,994 B314,241,734
Cash equivalents 15,929,894 638,623

P448,830,888 PB314,880,357

Cash in banks earn interest at the respective Bapgsit rates. Cash equivalents are made foingary
periods up to three months depending on the imreedish requirements of the Group and earn interest
at the respective cash equivalent rates.

5. Receivables

2009 2008
Suppliers B69,278,890 B61,650,671
Franchisee 50,439,162 82,600,166
Employees 6,906,248 5,137,033
Rent 4,755,572 1,805,472

Current portion of lease receivable -
net of unearned interest income
amounting to B332,436 and B465,251



as of December 31, 2009 and 2008, respectively

(Note 26) 2,187,564 2,317,248
Insurance claims 1,905,773 938,402
Store operators 1,688,404 -
Deposits 1,009,864 -
Due from Philippine Foundation, Inc. (PFI)

(Note 25) 323,477 53,883
Others 12,489,099 5,702,793

150,984,053 160,205,668
Less allowance for impairment 10,843,948 8,740,174
P140,140,105 P151,465,494

The classes of receivables of the Group are asafsll

* Suppliers - pertains to receivables from the Gregpppliers for display allowances, annual volume
discount and commission income from different sargroviders.

» Franchisee - pertains to receivables for the irorgribans obtained by the franchisees at the start
their store operations.

» Employees - includes car loans, salary loans asi shortages from stores which are charged to
employees.

* Rent - pertains to receivables from sublease agreenwith third parties, which are based on an
agreed fixed monthly rate or as agreed upon bydhnges.

e Store operators - pertains to the advances givethitd party store operators under service
agreements (Note 32).

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

Movements in allowance for impairment are as foow

2009
Suppliers Others Total

Beginning balances P6,605,041 B2,135,133 P8,740,174
Provision for the year (Note 19) 7,535,300 2,263,027 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 P10,843,948

2008
Suppliers Others Total
Beginning balances B7,019,993 B719,987 B7,739,980
Provision for the year (Note 19) 4,934,374 2,135,133 7,069,507
Write-off (5,349,326) (719,987) (6,069,313)
Ending balances B6,605,041 P2,135,133 B8,740,174
6. Inventories

2009 2008

At cost (Note 18):
Warehouse merchandise

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

B175,581,160
163,975,225
P339,556,385

Store merchandise




7. Prepayments and Other Current Assets

2009 2008
Deferred input value-added tax (VAT) P88,368,544 R66,075,401
Advances to suppliers 44,291,320 7,847,838
Prepaid rent 23,163,308 15,464,928
Advances for expenses 5,460,880 11,077,907
Supplies 1,445,555 1,436,762
Current portion of deferred lease (Notes 10 and 26) 1,425,742 1,519,365
Prepaid uniform 1,105,330 1,045,510
Prepaid taxes and licenses - 1,867,481
Others 9,122,713 11,611,986

P174,383,392

P117,947,178

8. Property and Equipment

Movements in property and equipment are as follows:

2009
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 P44,481,000 P106,053,132 P713,363,611

P2728515, P26,056,994 P214,549,222 P599,133,189

RBI15887 P1,991,344,886
362,393,990

Additions - 782,102 158,765,465 61,112,527 5,420,640 19,897,3 53,328,694 62,987,209
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 44,481,000 106,835,234 838,669,091 341,773,268 731684 234,546,575 632,372,530 43,745,821 2,273,861
Accumulated Depreciation
and Amortization

Beginning balances - 49,663,042 306,461,568 144,210,934 16,959,659 392566 284,655,788 - 919,303,557
Depreciation and

amortization (Note 19) - 5,468,213 73,029,711 30,115,489 3,434,230 443866, 46,891,726 - 203,905,718
Disposals - - (20,377,442)  (4,497,653) - - (51,677,457) - (76,552,552)
Reclassifications - - (436,085) 436,085 - - - - -
Ending balances — 55,131,255 358,677,752 170,264,855 20,393,889 318815 279,870,057 — 1,046,656,723
Net Book Values P44,481,000 P51,703,979 P479,9839 PR171,508,413 P11,083,745 B72,227,660 BRE473 P43,745,821 PB1,227,244,430

2008
Store Office
Buildings and ~ Furniture and  Furniture and  Tramsgton Computer Leasehold Construction
Land Improvements Equipment Equipment Equipment __uifigent _Improvements In-Progress Total
Costs/Revalued Amount
Beginning balances P44,481,000 P104,385,538 B98@B19 R240,570,651 B25,206,994 PR180,499,1:3492,P50,509 P25,366,630 P1,678,858,772
Additions - 1,667,594 201,696,186 36,387,334 100w, 53,602,342 109,934,135 10,708,180 415,095,771
Disposals - - (54,755,870) (4,882,134) (250,000)  (19,552,251)  (8,586,937)  (14,582,465) (102,609,657)
Reclassifications — — 224,976 — — — 5,635,482 (GAR) —
Ending balances 44,481,000 106,053,132 713,363,61272,075,851 26,056,994 214,549,222 599,133,189 31887 1,991,344,886
Accumulated Depreciation
and Amortization

Beginning balances - 45,179,341 307,595,172 12%52386 14,406,685 96,201,950 237,870,843 - 826,480,61
Depreciation and

amortization (Note 19) - 4,483,701 52,611,210 23,838 2,802,974 40,509,549 55,371,884 - 179,689,00
Disposals - - (53,744,814) (4,795,377) (250,000)  (19,358,933)  (8,586,939) -  (86,736,063)
Ending balances - 49,663,042 306,461,568 144,240,93 16,959,659 117,352,566 284,655,788 - 919,303,557
Net Book Values P44,481,000 P56,390,090 P4060432 P127,864,917 P9,097,335 P97,196,656 P314@1 P15,631,887 P1,072,041,329

On February 5, 2007, the Group revalued its lartl wdst amounting to B39,866,864 at appraisecevalu

of B44,481,000, as determined by a professiongliglified independent appraiser.

The appraisal

increase of B3,229,895, net of B1,384,241 defdrreome tax liability, resulting from the revaligat

was credited to “Revaluation increment on land”cartt presented under the stockholders’ equity
section of the consolidated balance sheets. Themed value was determined using the market data
approach, wherein the value of the land is basesht®s and listings of comparable properties reidt

within the vicinity.

Fully depreciated property and equipment that dile leing used in operations amounted to B
498,262,619 and B472,529,940 as of December 89, &0d 2008, respectively.

On September 26, 2009, nine of the Company’s stwere devastated by the typhoon “Ondoy”. The



Company recognized loss from the said typhoon ammgrio B3,285,171, which represents the net

book value of the property and equipment destrdyethe typhoon as of that said date.

9. Deposits
2009 2008
Rent P116,115,962 B97,645,367
Utilities 22,131,783 21,766,646
Refundable 10,326,979 9,314,578
Others 2,753,309 3,968,879
P151,328,033 P132,695,470
Refundable
Refundable deposits on rent are computed at aradrtiast as follows:
2009 2008
Face value of security deposits B26,835,877 B26,835,877
Additions 958,162 —
Refunded (876,000) -
Unamortized discount (16,591,060) (17,521,299)
P10,326,979 B9,314,578
Movements in unamortized discount are as follows:
2009 2008
Beginning balance B17,521,299 B18,913,315
Additions 235,348 —
Amortization (Note 22) (987,606) (1,392,016)
Refunded (177,981) -
Ending balance B16,591,060 B17,521,299
10. Goodwill and Other Noncurrent Assets
2009 2008
Goodwill P65,567,524 B65,567,524
Deferred lease - net of current portion 11,761,052 13,058,023
Garnished accounts 10,856,648 2,783,692
Software and program cost - net 8,010,695 10,778,423
Lease receivable - net of current portion (Note 26) 4,265,477 6,453,041
AFS financial assets 2,314,575 2,314,575
Others 4,311,601 516,667
B107,087,572 B101,471,945
Goodwill

On March 22, 2004, the Group purchased the leédelyhts and store assets of Jollimart Philippines
Corporation (Jollimart) for a total consideratiohR130,000,000. The excess of the acquisitiont cos
over the fair value of the assets acquired wasdecbas goodwill amounting to

B70,178,892.

The recoverable amount of the goodwill was estahditased on the value-in-use calculation using cash
flow projections from financial budgets approved ¢Bnior management covering a five year period.
The pre-tax discount rate applied to cash flowexntipns is 10.27% in 2009 and 10.22% in 2008. The
cash flows beyond the five-year period are extragol using a 3% growth rate in 2009 and 2008 that i
the same as the long-term average growth ratdéoretail industry.



As of December 31, 2009 and 2008, the Group ls®dlone and nine stores, respectively, out 03%he
stores it purchased from Jollimart, which resultedhe recognition of impairment loss on goodwill
amounting to P4,611,368 in 2008. No impairmessés were recognized in 2009 and 2007.

Goodwill is allocated in the group of cash gernagatnit (CGU) which comprises the working capital
and property and equipment of all the purchase@stassets.

Key assumptions used in value-in-use calculatio909 and 2008 follow:

Sales and cost ratio

Sales and cost ratio are based on average vathés/ad in the three years preceding the starhef t
budget period. These are increased over the bymgeid for anticipated efficiency improvements.
Sales are projected to increase by two to threeepeiper annum while the cost ratio is set at 88.00
70.00% of sales per annum.

Discount rates

Discount rates reflect management’s estimatebeofisks specific to the CGU. Management computed
for its weighted average cost of capital (WACC). cbmputing 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 bondfastuation date

» Market risk premium

e Company relevered beta

» Alpharisk

Growth rate estimates
Rates are based on average historical growth rAteual inflation and rate of possible reduction in
transaction count were also considered in detengigrowth rates used.

Deferred Lease

Deferred lease pertains to day 1 loss recognizegfoimdable deposits on rent, which is amortized on
straight-line basis over the term of the relatedés.

Movements in deferred lease are as follows:

2009 2008
Beginning balance B14,577,388 B16,479,749
Additions 235,348 -
Amortization (Note 26) (1,475,524) (1,902,361)
Refunded (150,418) -
Ending balance 13,186,794 14,577,388
Less current portion 1,425,742 1,519,365
Noncurrent portion B11,761,052 P13,058,023
Software and Program Cost
Movements in software and program cost are asvistlo
2009 2008
Cost
Beginning balance B14,214,085 B7,426,000
Acquisition 286,000 6,788,085
Ending balance 14,500,085 14,214,085
Accumulated amortization
Beginning balance 3,435,662 1,330,536



Amortization (Note 19) 3,053,728 2,105,126
Ending balance 6,489,390 3,435,662
Net Book Values B8,010,695 B10,778,423

AFES Financial Assets
AFS financial assets include unquoted investmémtpreferred shares of a public utility company.

These are carried at cost less any impairment ifossy.

11.

Bank Loans

Bank loans represent unsecured Peso-denominatetitaim borrowings from various local banks,
payable in lump sum in 2009 and 2008 with annu@rést rates ranging from 4.90% to 5.50% in 2009,
6.75% to 8.60% in 2008 and from 7.47% to 8.60%0672 which are repriced monthly based on market

conditions.

Movements in bank loans are as follows:

2009 2008
Beginning balance B330,000,000 B375,000,000
Availment 510,000,000 415,000,000
Payments (500,000,000) (460,000,000)
Ending balance B340,000,000 B330,000,000

Interest expense from these bank loans amount&@26¢070,437 in 2009, B24,908,055 in 2008 and B
31,115,655 in 2007 (Note 21). Interest payablewarted to B641,417 and B1,400,889 as of December
31, 2009 and 2008, respectively (Note 12).

12. Accounts Payable and Accrued Expenses

2 2008
009
Trade payable B864,748,683 B697,108,015
Rent (Note 26) 80,927,422 85,020,970
Employee benefits 26,820,981 22,364,011
Utilities 17,666,410 12,288,794
Advertising and promotion 7,049,972 4,242,668
Outsourced services 6,497,194 5,764,897
Security services 2,292,041 2,395,139
Bank charges 1,852,100 1,678,000
Interest (Note 15) 1,053,797 1,825,689
Others 18,701,005 15,355,584

P1,027,609,605

P848,043,767

13. Other Current Liabilities

2009 2008
Non-trade accounts payable B138,118,326 P120,494,703
Withholding taxes 18,711,796 11,929,960
Retention payable 15,236,991 15,129,370
Service fees payable 11,006,733 5,610,981
Royalty (Note 25) 6,719,659 5,671,223



Current portion of deferred revenue on:

Exclusivity contract (Notes 16 and 32) 3,913,690 3,913,691
Finance lease (Notes 16 and 26) 1,310,151 1,310,151
Output VAT 3,904,917 10,099,637
Others (Note 25) 13,012,717 6,038,237

P211,934,980

P180,197,953

14.

Deposits Payable
2009 2008
Franchisees B70,812,875 P46,932,856
Service agreement 38,309,233 25,779,332
Rent 10,844,946 10,540,458
P119,967,054 B83,252,646

15.

Cumulative Redeemable Preferred Shares

Cumulative redeemable preferred shares, whichegieemable at the option of the holder, repregent t
share of PSC-ERP through its trustee, BPI-AMTGSBHI's net assets pertaining to preferred shares.
PSC-ERP is entitled to an annual “Guaranteed Regfdividend” in the earnings of SSHI starting Apri

5, 2002, the date when the 25% of the subscrigiivpreferred shares have been paid, in accordance
with the Corporation Code.

The guaranteed annual dividends shall be calculatet paid in accordance with the Shareholder’s
Agreement dated November 16, 2000 which providasttie dividend shall be determined by the BOD
of SSHI using the prevailing market conditions amitier relevant factors. Further, the preferred
shareholder shall not participate in the earnifg33HI except to the extent of guaranteed dividemab
whatever is left of the retained earnings be dedlas dividends in favor of common shareholders.
Guaranteed preferred dividends included as péifntdrest expense” in the consolidated statemehts o
comprehensive income amounted to B412,380 in 226924,800 in 2008 and B366,240 in 2007 (Note
21). Interest payable included under “Accountsabéy and accrued expenses” in the consolidated
balance sheets amounted to B412,380 and B424s8if(December 31, 2009 and 2008, respectively.

16.

Deferred Revenue
2009 2008
Deferred revenue on finance lease (Note 26) B1,856,046 B3,166,197
Deferred revenue on exclusivity contract (Note 32) - 3,913,690
P1,856,046 B7,079,887
Deferred Revenue on Exclusivity Contract
Movements in deferred revenue on exclusivity cttare as follows:
2009 2008
Beginning balance B7,827,381 B11,741,071
Amortization (Note 32) (3,913,691) (3,913,690)
3,913,690 7,827,381
Less current portion 3,913,690 3,913,691
= B3,913,690
Deferred Revenue on Finance Lease
Movements in deferred revenue on finance leasasafellows:
2009 2008




Beginning balance B4,476,348 B5,786,499
Less amortization (Note 26) 1,310,151 1,310,151
3,166,197 4,476,348

Less current portion 1,310,151 1,310,151
B1,856,046 B3,166,197

17. Equity

On June 25, 2009, the Company’s BOD approved tbemmendation for a stock dividend declaration
corresponding to 10% of the outstanding commoneshaf the Company of 260,977,200 shares or
equivalent of 26,097,722 common shares.

On July 16, 2009, at least 2/3 of the Company’scldtolders approved the stock declaration
corresponding to 10% of the outstanding commoneshand the issuance of 26,097,722 common shares
with par value of B1 amounting to B26,097,722cd®d date of entitlement is

August 14, 2009.

On June 18, 2008, the Company’s BOD approved tbemmendation for a stock dividend declaration
corresponding to 10% of the outstanding commoneshaf the Company of 237,252,000 shares or
equivalent of 23,725,200 common shares (Note 28).

On July 17, 2008, at least 2/3 of the Company'scldtolders approved the stock declaration

corresponding to 10% of the outstanding commoneshand the issuance of 23,725,200 common shares
with par value of B1 amounting to B23,725,20@cd®d date of entitlement is August 15, 2008.

Movements in the number of shares issued arellas/fo

Net purchases

4,447,812,276

3,925,469,267

2009 2008
Beginning balance 261,663,450 237,938,250
Issuance of stock dividend 26,097,722 23,725,200
Ending balance 287,761,172 261,663,450
18. Cost of Merchandise Sales
2009 2008 2007
Merchandise inventory, beginning  B339,556,385 B323,973,849 R331,926,504

3,526,604,822

4,787,368,661

Less merchandise inventory, ending 415,652,671

4,249,443,116

339,556,385

3,858,531,326

323,973,849

P4,371,715,990

P3,909,886,731

P3,534,557,477

19. General and Administrative Expenses

2009 2008 2007
Communication, light and water B371,580,742 P331,736,206 B327,122,522
Rent (Note 26) 325,249,255 272,009,467 259,971,947
Outside services (Note 32) 299,568,215 259,118,700 178,731,357
Personnel costs (Note 23) 285,712,784 250,613,003 316,211,171
Depreciation and amortization 203,905,718 179,639,006 159,634,386
Advertising and promotion 73,763,919 54,152,935 44,634,182
Royalties (Note 25) 70,386,281 62,035,597 54,906,673
Trucking services 68,511,742 67,017,425 55,385,303



Taxes and licenses

Repairs and maintenance

Supplies

Warehousing services

Transportation and travel

Entertainment, amusement and
recreation

Inventory losses

Provision for impairment of
receivables

Dues and subscription

Insurance

Amortization of software and
program costs

Others

64,648,509
60,593,879
56,019,871
48,668,549
26,539,417

25,874,891
10,639,655

9,798,327
5,123,248
4,634,768

3,053,728
36,685,831

53,122,933
54,152,174
63,439,914
45,010,978
23,210,852

20,181,424
9,142,227

7,069,507
3,959,684
4,214,915

2,105,126
26,500,827

67,127,410
43,659,408
53,799,176
39,466,267
16,811,529

20,458,960
16,597,039

346,678
4,044,167
3,851,316

1,050,536
19,480,055

P2,050,959,329

P1,788,432,900

P1,683,290,082

20. Marketing Income

2009 2008 2007
Display charges P119,307,326 R76,550,421 R44,573,947
Promotions 84,413,455 37,512,628 44,216,543
Marketing support funds 32,782,079 22,148,166 8,889,561
P236,502,860 P136,211,215 B97,680,051
21. Interest Expense
2009 2008 2007
Interest on:
Bank loans R26,070,437 B24,908,055 B31,115,655
Long-term debt (Note 32) - - 45,522
Guaranteed preferred dividends 412,380 424,800 366,240
P26,482,817 B25,332,855 P31,527,417
22. Interest Income
2009 2008 2007
Interest on:
Bank deposits B3,387,088 B2,180,738 P2,228,578
Finance lease (Note 26) 465,251 614,154 347,883
Accretion of refundable deposits 987,606 1,392,016 825,214
B4,839,945 P4,186,908 B3,401,675
23. Personnel Costs
2009 2008 2007
Salaries and wages B167,739,0564 P157,963,246 P195,618,948
Employee benefits 95,994,041 83,929,056 113,463,590
Retirement benefits cost
(Note 24) 21,979,689 8,720,701 7,128,633

P285,712,784

P250,613,003

P316,211,171




24. Retirement Benefits

The Group maintains a trusteed, non-contribut@fineéd benefit retirement plan covering all quetifi
employees. Normal retirement benefits are equathto employee’s retirement pay as defined in
Republic Act No. 7641 multiplied by the years ofvége. Normal retirement date is the attainment of
age 60 and completion of at least five years ofiser

The following tables summarize the componentsetfratirement benefits cost recognized in profit or
loss and the funding status and amounts recogimziée consolidated balance sheets:

a. Net retirement benefits cost for the year arfobows:

2009
PSC CDI Total
Current service cost B345,868 P146,754 P492,622
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 P20,511,979 P1,467,710 P21,979,689
2008
PSC CDI Total
Current service cost B4,353,211 P124,321 B4,477,532
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 P8,591,693 P129,008 8,720,701
2007
PSC CDI Total
Current service cost R3,526,882 R146,985 R3,673,867
Interest cost 3,649,522 140,282 3,789,804
Expected return on plan assets (675,313) (50,884) (726,197)
Net actuarial loss (gain) 480,398 (89,239) 391,159
Net retirement benefits cost P6,981,489 R147,144 B7,128,633
Net retirement obligations recognized by the Grargas follows:
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 7,178,008 504,251 7,682,259
Unfunded retirement obligation 55,260,432 4,360,713 59,621,145
Unrecognized net actuarial
gain (loss) (4,042,102) 88,080 (3,954,022)
Net retirement obligations P51,218,330 P4,448,793 P55,667,123
2008
PSC CDI Total
Present value of retirement
obligations B54,006,788 B4,174,204 P58,180,992
Less fair value of net plan assets 6,165,743 491,86 6,637,612




Unfunded retirement obligation 47,841,045 3,702,335 51,543,380
Unrecognized net actuarial losses (14,994,391) (721,252) (15,715,643)
Net retirement obligations P32,846,654 B2,981,083 B35,827,737

c. Changes in present value of the retiremengatitins are as follows:

2009
PSC CDI Total
Beginning balances B54,006,788 B4,174,204 P58,180,992
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 B67,303,404
2008
PSC CDI Total
Beginning balances B50,892,911 B1,674,978 P3B88
Current service cost 4,353,211 124,321 4,477,532
Interest cost 4,229,201 135,003 4,364,204
Benefits paid (2,927,849) (224,070) (3,151,919)
Actuarial loss (gain) (2,540,686) 2,463,972 (76,714)
Ending balances P54,006,788 P4,174,204 P58480,9
d. Changes in the fair value of net plan assetsiafollows:
2009
PSC CDI Total
Beginning balances 6,165,743 B471,869 B6,637,612
Expected return on plan assets 554,917 42,468 597,385
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 P7,178,008 P504,251 P7,682,259
2008
PSC CDI Total
Beginning balances P6,039,312 P462,193 B6,5681,50
Expected return on plan assets 543,538 41,597 385,1
Contribution 2,794,501 213,865 3,008,366
Benefits paid (2,927,849) (224,070) (3,151,919)
Actuarial losses (283,759) (21,716) (305,475)
Ending balances P6,165,743 P471,869 P6,637,612
Breakdown of the Group’s net plan assets arel&sv&
2009 2008
Cash in bank B162 R1,303
Investments in equity securities and trust and
mutual funds 7,686,311 6,647,004
Liabilities (4,214) (10,695)
B7,682,259 P6,637,612

Actual return on plan assets amounted to B485(18809 and B259,779 in 2008 for PSC and
B32,382 in 2009 and B19,881 in 2008 for CDI.



The overall expected rate of return on plan assetstermined based on the market prices prevailing

the date applicable to the period over which thH&ahon is to be settled.

PSC and CDI expect to contribute B4,000,000-4@D P00, respectively, to their defined benefitpin

2010.
The principal assumptions used in determiningragtement benefits cost for the Group’s plan &e a
follows:
PSC CDI
2009 2008 2007 2009 2008 2007
Number of employees 699 742 795 20 19 19
Discount rate per 10.81% 37.56% 8.31% 10.69% 32.28%  8.06%
annum
Expected annual rate of
return on plan assets 6.00% 9.00% 9.00% 6.00% 9.00%  9.01%
Salary increase rate 6.00% 5.00% 5.00% 6.00% 5.00%  5.00%
Amounts for the current and prior periods are #evi:
2009
PSC CDI Total
Present value of retirement
obligations P62,438,440 P4,864,964 P67,303,404
Fair value of net plan assets 7,178,008 504,251 7,682,259
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 (69,753) (10,086) (79,839)
2008
PSC CDI Total
Present value of retirement
obligations P54,006,788 R4,174,204 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 P1,674,978 B52,567,889
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) 2,872,179 (94,636) 2,777,543
Experience loss adjustments on (477,943) (28,521) (506,464)
2006
PSC CDI Total
Present value of retirement
obligations P44,889,567 1,784,759 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)
2005
PSC CDI Total
Present value of retirement
obligations P37,269,186 B3,282,261 B40,551,447
Fair value of net plan assets 5,842,432 595,542 376044
Unfunded retirement obligation 31,426,754 2,686,719 34,113,473
Experience gain adjustment on
retirement obligations (9,579,134) - (9,579,134)
25. Related Party Transactions

Related party relationships exist when one paaty the ability to control, directly or indirectlgrough

one or more intermediaries, the other party or @sgersignificant influence over the other party in
making financial and operating decisions. Suchti@hships also exist between and/or among entities
which are under common control with the reportingeeprise, or between and/or among the reporting
enterprises and their key management personnettdis or its stockholders.

Transactions between related parties are accotmted arm’s-length prices or on terms similattiose
offered to non-related entities in an economicaediynparable market.

Significant transactions with related parties ¢sinsf:

a. Licensing agreement of the Group with Seven Elelrem, (SEI), a stockholder organized in Texas,
U.S.A. This grants the Group the exclusive rightise the 7-Eleven System in the Philippines. In
accordance with the agreement, the Group pays, goihers, royalty fee to SEI based on a certain
percentage of monthly gross sales, net of grosspisctax.

Royalty fees recorded by the Group amounted tq3B281 in 2009, B62,035,597 in 2008 and B
54,906,673 in 2007. Royalty fees are paid on athtpbasis.

Royalty payable included under “Other current liibs” amounted to B6,719,659 and
B5,671,223 as of December 31, 2009 and 2008, ataglg.

b. PSC has transactions with PFI, a foundatioh a@mmon key management of the Goup, consisting
of noninterest-bearing advances pertaining primaolsalaries, taxes and other operating expenses
initially paid by PSC for PFl. Amounts due fromIR#fnounted to
P323,477 and P53,883 as of December 31, 20092808, respectively. Amount due to PFI
included under others in “Other current liabiliti@nounted to R18,650 as of December 31 2008.

c. Compensation of key management personnel dodl@ss:

2009 2008 2007
Short-term employee benefits B32,583,183 B15,451,726 B18,357,896
Post-employment benefits 1,752,710 358,512 2,256,441
Other long-term benefits 376,073 294,118 —
P34,711,966 B16,104,356 B20,614,337

26. Leases

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



Future minimum lease payments under this leasé @saember 31 are as follows:

2009 2008
Within one year B2,520,000 B2,782,500
After one year but not more than five years 4,500,000 7,020,000
Total minimum lease payments 7,020,000 9,802,500
Less unearned interest income 566,959 x1,032,211
Present value of future minimum lease payments 6,453,041 8,770,289
Less current portion 2,187,564 2,317,248

P4,265,477 P6,453,041

Collection of lease receivable amounted to BE25@) in 2009 and B2,887,500 in 2008.

Present value of lease payments as of December&&lfollows:

2009 2008
Within one year B2,187,564 P2,317,248
After one year but not more than five years 4,265,477 6,453,041
Total minimum lease payments 6,453,041 8,770,289
Less current portion 2,187,564 2,317,248
Present value of future minimum lease payments B4,265,477 P6,453,041

Unearned interest income as of December 31, 2002608 amounted to B566,959 and
B1,032,211, respectively. Related interest incameunted to B465,251 in 2009, B614,154 in 2008
and B347,883 in 2007.

Difference between the present value of the mimmntease payments at the date of lease inception
against the carrying value of the finance leasedtagsulted in a deferred revenue on finance lease
amounting to B6,550,753, which is to be amortized straight-line basis over the term of the lease
Deferred revenue amounted to B1,856,046 and 8396 as of December 31, 2009 and 2008.
Amortization of deferred revenue amounted to BQ,B31 in 2009 and 2008 and B764,254 in 2007.

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

Rental expense related to these lease agreemeatsited to R295,747,766 in 2009, B242,449,643
in 2008 and B231,418,192 in 2007. Of the total expense, B663,802 in 2009, B478,829 in 2008
and B1,054,585 in 2007 pertains to contingentaéabme stores based on percentage ranging from
1.5% to 3.0% of merchandise sales. Amortizatiodeférred lease amounted to B385,024 in 2009,
P811,861 in 2008 and B1,174,560 in 2007.

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

2009 2008
Within one year B58,103,466 B69,316,737
After one year but not more than five years 126,794,701 164,360,319
More than five years 7,066,790 17,337,068

P191,964,957 P251,014,124

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

Rent expenses related to this lease agreemeimtisnéed to B22,925,240 in 2009, 2008 and 2007.



Amortization of deferred lease amounted to BE13®Djn 2009 and 2008 and
B545,250 in 2007.

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

2009 2008
Within one year B20,815,812 B19,680,994
After one year but not more than five years 113,806,440 110,512,189
More than five years 130,516,307 154,626,371
Total B265,138,559 P284,819,554

The Company also has other various short-termatipgr leases pertaining to rental of warehouse
fixtures and equipments. Related rent expense aredo B5,100,725 in 2009, B4,732,223 in 2008
and B3,908,705 in 2007.

The Group has various sublease agreementdhinithparties which provide for lease rentals based
on an agreed fixed monthly rate or as agreed ugdhéparties.

Rental income related to these sublease agresragmunted to B52,265,323 in 2009, B36,502,151
in 2008 and B39,648,977 in 2007.

The approximate annual minimum sublease paymerected to be received under its existing
sublease agreements as of December 31 are asdollow

2009 2008
Within one year B623,731 B669,515
After one year but not more than five years 714,800 1,338,531

P1,338,531 P2,008,046

27. Income Tax

a. The components of the Group’s provision for incdeeare as follows:

b.

2009 2008 2007
Current:
RCIT B80,682,849 B62,259,735 B41,716,094
Final tax on interest 627,617 436,148 487,190
income
81,310,466 62,695,883 42,203,284
Deferred (6,270,068) (2,240,115) (773,980)

B75,040,398 P60,455,768 P41,429,304

The components of the Company’s and CDI’s net dedeincome tax assets are as follows:

2009
PSC CDI Total
Deferred tax assets:

Accrued rent B19,243,688 B5,034,539 B24,278,227
Net retirement obligations 15,365,499 1,334,638 16,700,137
Unamortized discount on

refundable deposit 4,977,318 - 4,977,318
Allowance for impairment o

receivables 3,253,184 - 3,253,184

Deferred revenue on



exclusivity agreement 1,174,107 - 1,174,107

Unamortized past service 505,033 48,879 553,912
cost
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
Deferred tax liabilities:
Deferred lease expense 3,956,038 - 3,956,038
Unamortized capitalized
interest 1,002,780 - 1,002,780
Unamortized discount on
purchase of refundable 419,703 - 419,703
deposit
Accrued rent income - -
5,378,521 - 5,378,521
P39,590,786 P6,418,056 P46,008,842
2008
PSC CDI Total
Deferred tax assets:
Accrued rent expense R21,445,027 P4,061,265 R25,506,292
Net retirement obligations 9,853,996 894,325 10,748,321
Allowance for impairment o
receivables 2,622,052 - 2,622,052
Deferred revenue on
exclusivity contract 2,348,214 - 2,348,214
Unamortized past service 167,683 55,478 223,161
cost
Unrealized foreign exchange
loss (gain) 213,742 (965) 212,777
Other accrued expense 121,800 - 121,800
36,772,514 5,010,103 41,782,617
Deferred tax liabilities:
Unamortized capitalized 1,502,201
interest 1,502,201 -
Accrued rent income 541,642 - 541,642
2,043,843 - 2,043,843
P34,728,671 P5,010,103 P39,738,774

Deferred income tax liability pertains to taxabdenporary difference on revaluation increment in
land of SSHI, which was recognized only in the adidated financial statements amounting to B
1,384,241 as of December 31, 2009 and 2008, regplgct

The reconciliation of the provision for incotas computed at the statutory income tax rate to
provision for income tax shown in the consolidagtatements of comprehensive income follow:

2009 2008 2007

Provision for income tax

computed at statutory income

tax rate of 30% in 2009

and 35% in 2008 and 2007 B71,911,161 B50,610,083 P34,268,786
Adjustments for:

Nondeductible expenses:



Inventory losses 3,353,737 3,292,664 5,740,408
Interest expense and

others 1,662,459 1,790,317 3,223,992

Loss from typhoon 985,551 - -

Donation expense 216,000 - -
Impairment loss on

goodwill - 1,613,979 -

Nontaxable income:
Cash dividend from a
domestic corporation (2,700,000) - -
Bank interest income (313,809) (327,110) (365,392)

Other income (74,701) (2,882,506) (1,072,495)
Interest income on
accretion - (487,206) (365,995)
Effect of change in
tax rate in 2009 - 6,845,547 -
Provision for income tax B75,040,398 B60,455,768 B41,429,304

e. Republic Act (RA) No. 9337, which became effectime November 1, 2005, amended various
provisions in the 1997 National Internal Revenuéé&oThe reforms introduced by
RA No. 9337 included the increase in the RCIT faie 32% to 35% beginning November 1, 2005,
with a reduction thereof to 30% beginning Januar2d09. RA No. 9337 also provided for the
increase in unallowable interest rate from 38% &864beginning November 1, 2005, with a
reduction thereof to 33% beginning January 1, 2009.

f. RA 9504, effective on July 7, 2008 allows availmeritoptional standard deductions (OSD).
Corporations, except for nonresident foreign camfions, may now elect to claim standard
deduction in an amount not exceeding 40% of theisgincome. The Group did not avail the OSD
for the computation of its taxable income in 2008 &008.

28. Basic/Diluted Earnings Per Share

2009 2008 2007
Net income P155,790,651 P84,271,651 P54,828,138
b. Weighted average number
of shares issued 287,761,172 287,761,172 287,761,172

c. Less weighted average

number of shares held in

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

shares outstandir(ty-c) P287,074,922 P287,074,922 B287,074,922

e. Basic/diluted earnings per
share(a/d) P0.54 P0.29 P0.19

The Group does not have potentially dilutive comrsbares as of December 31, 2009, 2008 and 2007.
Thus, the basic earnings per share is equal tdililed earnings per share as of those dates.

The Group’s outstanding common shares increasad 261,663,450 to 287,761,172 as a result of stock
dividend issuance equivalent to 26,097,722 comniames approved on July 16, 2009. Therefore, the
calculation of basic/diluted earnings per shareafbperiods presented has been adjusted retrogplgct

29. Financial Instruments

The following table summarizes the carrying vatual fair value of the Group’s financial assets and
financial liabilities per class as of December 31:



2009

2008

Carrying Value

Fair Value Carrying Value

Fair Value

FINANCIAL ASSETS

Loans and Receivables

Cash and cash equivalents
Cash

P432,900,994 B432,900,994

B314,241,734

B314,241,734

Cash equivalents 15,929,894 15,929,894 638,623 638,623
448,830,888 448,830,888 314,880,357 314,880,357
Receivables:
Suppliers 61,743,590 61,743,590 55,045,630 55,045,630
Franchisee 50,439,162 50,439,162 82,600,166 82,600,166
Employees 6,906,248 6,906,248 5,137,033 5,137,033
Rent 4,755,572 4,755,572 1,805,472 1,805,472
Current portion of lease receivable 2,187,564 2,584,612 2,317,248 2,328,007
Insurance claims 1,905,773 1,905,773 938,402 938,402
Store operators 1,688,404 1,688,404 - -
Deposits 1,009,864 1,009,864 - -
Due from PFlI 323,477 323,477 53,883 53,883
Others 9,180,451 9,180,451 3,567,660 3,567,660
140,140,105 140,537,153 151,465,494 151,476,253
Deposits:
Utilities 22,131,783 22,131,783 21,766,646 21,766,646
Refundable 10,326,979 14,053,354 9,314,578 11,838,241
Others 2,753,309 2,753,309 3,968,879 3,968,879
35,212,071 38,938,446 35,050,103 37,573,766
(Forward)
2009 2008
Carrying Value Fair Value Carrying Value Fair Value
Other noncurrent assets - lease
receivable (net of current portion) B4,265,477 PB4,843,464 P6,453,041 B6,405,327
Total Loans and Receivables 628,448,541 633,149,951 507,848,995 510,335,703
AFS Financial Assets 2,314,575 2,314,575 2,314,575 2,314,575

TOTAL FINANCIAL ASSETS

P630,763,116 P635,464,526

P510,163,570

P512,650,278

FINANCIAL LIABILITIES
Other Financial Liabilities

Bank loans P340,000,000 B340,000,000 P330,000,000 PB330,000,000
Accounts payable and accrued expenses:
Trade payable 864,748,683 864,748,683 697,108,015 697,108,015
Employee benefits 26,820,981 26,820,981 22,364,011 22,364,011
Utilities 17,666,410 17,666,410 12,288,794 12,288,794
Advertising and promotion 7,049,972 7,049,972 4,242,668 4,242,668
Outsourced services 6,497,194 6,497,194 5,764,897 5,764,897
Security services 2,292,041 2,292,041 2,395,139 2,395,139
Bank charges 1,852,100 1,852,100 1,678,000 1,678,000
Interest 1,053,797 1,053,797 1,825,689 1,825,689
Others 18,701,005 18,701,005 15,355,584 15,355,584
946,682,183 946,682,183 763,022,797 763,022,797
Other current liabilities:
Non-trade accounts payable 138,118,326 138,118,326 120,494,703 120,494,703
Retention payable 15,236,991 15,236,991 15,129,370 15,129,370
Service fees payable 11,006,733 11,006,733 5,610,981 5,610,981
Royalty 6,719,659 6,719,659 5,671,223 5,671,223
Others 13,012,717 13,012,717 6,038,237 6,038,237
184,094,426 184,094,426 152,944,514 152,944,514
Cumulative redeemable preferred shares 6,000,000 6,000,000 6,000,000 6,000,000

TOTAL FINANCIAL LIABILITIES B1,476,776,609 P1,476,776,609 P1,251,967,311

P1,251,967,311

Fair Value Information
Current financial assets and financial liabilities

Due to the short-term nature of the related tretimas, the fair value of cash and cash equivalents



receivables (except for lease receivables), aceopayable and accrued expenses and other current
liabilities approximates their carrying amount &palance 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 with simiaaturities as of December 31, 2009 and 2008, lwhic
is 5.51% and 6.63%, respectively.

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

Refundable deposits

The fair value of deposits is determined by distimg the sum of future cash flows using the priawai
market rates for instruments with similar matusties of December 31, 2009 and 2008 ranging from
4.41% to 8.57% and 6.73% to 9.52%, respectively.

AFS financial assets
The fair value of unquoted AFS financial assetfd$ reasonably determinable, thus, balances are
presented at cost.

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

Cumulative redeemable preferred shares

The carrying value approximates fair value becazmeesponding dividends on these shares that are
charged as interest expense in profit or loss ased on recent treasury bill rates repriced anynaall
yearend.

Fair value Hierarchy
As of December 31, 2009 and 2008, the Group hdmancial instrument measured at fair value.

30.

Financial Risk Management Objectives and Policies

The main risks arising from the Group’s finandiadtruments are credit risk, liquidity risk andarst
rate risk. The BOD reviews and approves policies rhanaging each of these risks and they are
summarized below.

Credit Risk

Credit risk is the risk that one party to a finah@nstrument will cause a financial loss to theestparty

by failing to discharge an obligation. The recbieabalances are monitored on an ongoing basis with
the result that the Group’s exposure to impairniemanaged to a not significant level. The Group
deals only with counterparty duly approved by tt@B

The following table provides information regardifg maximum credit risk exposure of the Group as of
December 31:

2009 2008
Cash and cash equivalents:
Cash in bank (excluding cash on hand) P340,150,666 PR117,428,091
Cash equivalents 15,929,894 638,623
356,080,560 118,066,714
Receivables:
Suppliers 61,743,590 55,045,630
Franchisee 50,439,162 82,600,166

Employees 6,906,248 5,137,033



Rent 4,755,572 1,805,472

Current portion of lease receivables 2,187,564 2,317,248
Insurance claims 1,905,773 938,402
Store operators 1,688,404 -
Deposits 1,009,864 -
Due from PFI 323,477 53,883
Others 9,180,451 3,567,660
140,140,105 151,465,494
Deposits:
Utilities 22,131,783 21,766,646
Refundable 10,326,979 9,314,578
Others 2,753,309 3,968,879
35,212,071 35,050,103
(Forward)
2009 2008
Other noncurrent assets:
Lease receivables - net of current portion B4,265,477 B6,453,041
AFS financial assets 2,314,575 2,314,575
6,580,052 8,767,616

P538,012,788  P313,349,927

The following table provides information regarditig credit risk exposure of the Group by classgyin
assets according to the Group’s credit ratingsebtats:

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 P— B- PB340,150,666
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 - 50,439,162 - 50,439,162
Employees - 6,906,248 - 6,906,248
Rent - 4,755,572 - 4,755,572
Current portion of lease - 2,187,564 - 2,187,564
Insurance claims - 1,905,773 - 1,905,773
Store operators - 1,688,404 — 1,688,404
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 P12,751,018 P548/356,




2008

Neither Past Due nor Impaired Past Due
Standard or
High Grade Grade Impaired Total
Cash and cash equivalents
Cash in bank R117,428,091 B— BP—- PR117,428,091
Cash equivalents 638,623 — — 638,623
118,066,714 - — 118,066,714
(Forward)
2008
Neither Past Due nor Impaired Past Due
Standard or
High Grade Grade Impaired Total
Receivables
Suppliers B- B51,671,352 B9,979,319 B61,650,671
Franchisee - 82,600,166 - 82,600,166
Employees - 5,137,033 - 5,137,033
Rent - 1,805,472 - 1,805,472
Current portion of lease - 2,317,248 - 2,317,248
Insurance claims - 938,402 - 938,402
Due from PFI - 53,883 - 53,883
Others — 3,567,660 2,135,133 7,508,265
— 148,091,216 12,114,452 160,205,668
Deposits
Utilities - 21,766,646 - 21,766,646
Refundable - 9,314,578 - 9,314,578
Others — 3,968,879 — 3,968,879
— 35,050,103 — 35,050,103
Other noncurrent assets
Lease receivables - net of
current portion - 6,453,041 - 6,453,041
AFS financial assets — 2,314,575 - 2,314,575
— 8,767,616 - 8,767,616
B118,066,714 P191,908,935 B12,114,452 B322,090

The Group uses the following criteria to rate drediality:

Description
Financial assets that have a recogifiredyn or local third
party rating or instruments which carry guarantiateral.

Class
High Grade

Financial assets of companies aéatthe apparent ability
to satisfy its obligations in full.

Standard Grade

The credit qualities of the financial assets wardmined as follows:

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

Receivables, deposits and other noncurrent assedassified as standard grade since these péotain
receivables considered as unsecured from thirdegastith good paying habits.

The following table provides the analysis of finmh@ssets that are past due but not impaired astl p
due and impaired:



2009
Aging analysis of financial assets past due but hiompaired

Past due and

31to 60 days 61 to 90 days > 90 days Total imped Total
Receivables:
Suppliers P1,737,877 B60,844 P108,349 P1,900,0 B7,535,300 B9,442,370
Others - - - - 3,308,648 3,308,648
P1,737,877 P60,844 P108,349 B1,907,070 PB)®BB P12,751,018
2008
Aging analysis of financial assets past due btiimpaired Past due and
31to60days 61 to 90 days > 90 days Total impaired Total
Receivables:
Suppliers P1,353,588 B1,040,457 R980,233 B238 B6,605,041 B9,979,319
Others — — — — 2,135,133 2,135,133
P1,353,588 P1,040,457 R980,233 P3,374,278 74BA74 R12,114,452

Receivables from suppliers are noninterest-beamfare 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 associateidh
financial instruments. The Group seeks to mantmglquidity profile to be able to finance its cegi
expenditures and service its maturing debts. Terctor its financing requirements, the Group idt&n
to use internally generated funds and sales odiceassets.

As part of its liquidity risk management prograre tGroup regularly evaluates projected and actual
cash flow information and continuously assesseslitions in the financial markets for opportunities
pursue fund raising initiatives. These initiativeay include drawing of loans from the approvediitre
line intended for working capital and capital exgitures purposes and equity market issues.

The table below summarizes the maturity profil¢hef financial assets of the Group:

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 P432,900,994 B— P— P— P432,900,994
Cash equivalents 15,929,894 — — — 15,929,894
448,830,888 - - — 448,830,888
Receivables
Suppliers 61,635,241 7,643,649 - - 69,278,890
Franchisee 50,439,162 - - - 50,439,162
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 1,688,404 - - - 1,688,404
Deposits 1,009,864 - - - 1,009,864
Due from subsidiaries - 323,477 - - 323,477
Others 9,180,451 3,308,648 - - 12,489,099
136,149,444 14,834,609 - — 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




(Forward)

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— B- P4,265,477 P— B4,265,477
AFS financial assets — — — 2,314,575 2,314,575
— — 4,265,477 2,314,575 6,580,052
P584,980,332 P14,834,609 B39,477,548 P2,314,579641,607,064
2008
More than More than
Three months three months one year More than
orless tooneyear tofive years five years Total
Cash and cash
equivalents
Cash B314,241,734 B— B— B- B314,241,734
Cash equivalents 638,623 — — — 638,623
314,880,357 — — — 314,880,357
Receivables
Suppliers 54,065,397 7,585,274 - - 61,650,671
Franchisee 82,600,166 - - - 82,600,166
Employees 5,137,033 - - - 5,137,033
Rent 1,805,472 - - - 1,805,472
Current portion of lease
receivables 657,361 1,659,887 - - 2,317,248
Insurance claims - 938,402 - - 938,402
Due from subsidiaries - 53,883 - - 53,883
Others 3,567,660 2,135,133 — — 5,702,793
147,833,089 12,372,579 — — 160,205,668
Deposits
Utilities - - 21,766,646 - 21,766,646
Refundable - - 9,314,578 - 9,314,578
Others - — 3,968,879 — 3,968,879
— — 35,050,103 — 35,050,103
Other noncurrent assets
Lease receivables - net of
current portion - - 6,453,041 - 6,453,041
AFS financial assets — — — 2,314,575 2,314,575
— — 6,453,041 2,314,575 8,767,616
B462,713,446 PB12,372,579 P41,503,144 B2,314,57%518,903,744

The table below summarizes the maturity profiletlod financial liabilities of the Group based on
remaining undiscounted contractual obligations:

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 864,748,683 - - 864,748,683
Employee benefits 26,820,981 - - 26,820,981
Utilities 17,666,410 — - 17,666,410



Advertising and promotion 7,049,972 - - 7,049,972

Outsourced services 6,497,194 - - 6,497,194
Security services 2,292,041 - - 2,292,041
Bank charges 1,852,100 - - 1,852,100
Interest 1,053,797 - - 1,053,797
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 P6,000,000 P1,481,234,109
2008
More than
Three months three months More than
or lesss to one year one year Total
Bank loans B60,287,945 B282,519,833 = B342,807,778
Accounts payable and accrued
expenses
Trade payable 697,108,015 - - 697,108,015
Employee benefits 22,364,011 - - 22,364,011
Utilities 12,288,794 - - 12,288,794
Outsourced services 5,764,897 - - 5,764,897
Advertising and promotion 4,242,668 - - 4,242,668
Security services 2,395,139 - - 2,395,139
Interest 1,825,689 - - 1,825,689
Bank charges 1,678,000 - - 1,678,000
Others 15,355,584 — — 15,355,584
763,022,797 — — 763,022,797
Other current liabilities
Non-trade accounts payable — 120,494,703 - 120,494,703
Retention payable - 15,129,370 - 15,129,370
Service fees payable - 5,610,981 - 5,610,981
Royalty 5,671,223 - - 5,671,223
Others — 6,038,237 - 6,038,237
5,671,223 147,273,291 - 152,944,514

Cumulative redeemable preferred
shares - - 6,000,000 6,000,000
P828,981,965 P429,793,124 6,000,000 P1,264,775,089

Interest Rate Risk

Interest rate risk is the risk that the fair vatueuture cash flows of a financial instrument illctuate
because of changes in market interest rates. ThapG fair value and cash flows interest rate risk
mainly arise from bank loans with floating interesttes. The Group is expecting to substantialiijuce

the level of bank loans over time. Internally gexted funds coming from its cash generating units an
from its franchising business will be used to pdfyautstanding debts and consequently reduce the
interest rate exposure.

The maturity profiles of financial instruments tlaaie exposed to interest rate risk are as follows:

2009 2008
Due in less than one year B340,000,000 B330,000,000
Rate 4.90%-5.50% 6.75%-8.60%

Interest of financial instruments classified asfing rate is repriced at intervals of 30 days.e Bther
financial instruments of the Group that are notuded in the above tables are noninterest-bearidg a
are therefore not subject to interest rate risk.



The following table demonstrates the sensitivitya teasonably possible change in interest ratdls, ali
other variables held constant, of the Group’s inedrafore income tax (through the impact on floating
rate borrowings):

2009 2008
Increase/ Effect on Increase/ Effect on
Decrease inIncome Before  Decrease in Income Before
Basis Points Income Tax Basis Points Income Tax
Bank loans - floating interest + 100 B3,400,000 +100 B3,300,000
rate

- 100 (3,400,00C - 100 (3,300,00C

There is no other impact on the Group’s equity othan those already affecting the 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 order to supfis business and maximize shareholder value.

In the light of changes in economic conditions, @r®up manages dividend payments to shareholders,
pay-off existing debts, return capital to shareboddor issue new shares. The Group mainly uses
financing from local banks. The Group considersitygcontributed by shareholders as capital. The
Group manages its capital structure by keepingtavoeth of between 30% and 50% in relation to its
total assets. The Group’s net worth ratio is 33%faDecember 31, 2009 and 2008. No changes were
made in the objectives, policies and processesgdltine year.

2009 2008
Capital stock B287,761,172 B261,663,450
Additional paid-in capital 293,525,037 293,525,037
Retained earnings 326,309,628 196,616,699
907,595,837 751,805,186
Less cost of shares held in treasury 2,923,246 2,923,246
P904,672,591 B748,881,940
Total assets B2,710,675,933 P2,269,796,932
Net worth 33% 33%

As of December 31, 2009 and 2008, the Group is @bineet its objective.

32. Significant Agreements

a. The Group has various store franchise agreemertksthird parties for the operation of certain
stores. The agreement includes a one-time framdbés payment and an annual 7-Eleven charge for
the franchisee, which is equal to a certain peeggntof the franchised store’'s gross profit.
Franchise fee amounted to B32,828,051 in 20094B3,274 in 2008 and B51,389,093 in 2007, and
franchise revenue for the 7-Eleven charge amount&270,987,091 in 2009, B215,454,387 in 2008
and B152,882,460 in 2007.

b. The Group has service agreements with third paftiethe management and operation of certain
stores. In consideration thereof, the store operiatentitled to a service fee based on a certain
percentage of the store’s gross profit and opayaitpenses as stipulated in the service agreement.
Service fees included under outside services aswstas part of “General and administrative
expenses” in profit or loss amounted to B109,604,th 2009, B103,170,576 in 2008 and B
83,248,355 in 2007.

c. The Group has an agreement with its phone cardlisumgifective January 1, 2000. Under the
arrangement, the Group earns commission on theo$aleone cards based on a certain percentage



of net sales for the month and a fixed monthly.ra8®mmission income amounted to B22,130,513
in 2009, P21,213,531 in 2008 and R21,924,220072

d. The Group has entered into an exclusivity agreemeétit Unilever RFM Ice Cream, Inc. on
October 1, 2007. Upon the effectivity of the agneat, all existing branches of
7-Eleven shall exclusively carry Selecta ice cr@aotucts, and 7-Eleven should not carry any other
ice cream product including similar or parallel guots. The agreement is for a period of three
years starting October 1, 2007 and shall continulerice and effect until December 31, 2010. In
June 2008, the Group received a total consideratid®l1,741,071 in relation to the agreement, to
be amortized over three years. Income from exdglystontract included under “Other income” in
profit or loss amounted to B3,913,691 in 2009R&913,690 in 2008.

e. The Group has entered into a Memorandum of AgreefM®A) with Chevron Philippines, Inc.
(CPI) on August 6, 2009, wherein CPI has granted@loup as authorized co-locator for a full term
of three-years to establish, operate and/or fraecits 7-Eleven stores in CPI service stationsth Bo
parties have identified 22 CPI service stationsensim the Group will give the Retailers of these
service stations a Letter Offer to Franchise (L@Bleven stores. Upon acceptance of the Retailers
of the LOF, the Retailers will sign a Store Frasehhgreement (SFA) with the Group. If LOF is
not accepted by one of the 22 original serviceastatidentified, that service station will be reged
with another mutually acceptable service statita si

Upon signing of the MOA, CPI will execute an updb€altex Retail Agreement with each of the 22
service station Retailers, which shall have atiidin of three years and which will be co-terminus
with the SFA.

As of December 31, 2009, the Company has alreadyenp25 Retailers franchised stores.

f. Long-term debt in 2007 consists of unsecured naaourpromissory notes with a local bank,
payable in equal monthly installments starting loa $ixth month after the lending date until March
2007 with fixed interest rate of 11.67% for thesfi24 months, the rate thereafter shall be at the
prevailing lender rate. Full settlement of thenl@mounted to B6,500,000 in 2007. Interest expens
from these long-term debts amounted to B45,522@7.

33. Segment Reporting

The Group considers the store operations as itg lmminess segment based on its primary business
activity. Franchising, renting of properties amanmissioning on bills payment services are consitler
an integral part of the store operations.

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

* Merchandise sales
* Franchise revenue

e Marketing income
 Rentincome

» Commission income
e Interest income

The segment’s relevant financial information is@lws:

2009 2008 2007
REVENUE
Revenue from merchandise B6,033,322,488 B5,412,969,204 P4,952,027,491
sales

Franchise revenue 303,815,142 250,855,661 204,271,553



Marketing income 236,502,860 136,211,215 97,680,051
Rent income 52,265,323 36,502,151 39,648,977
Commission income 22,130,513 21,213,531 21,924,224
Interest income 4,839,945 4,186,908 3,401,675
Other income 35,685,902 17,988,516 32,885,092

6,688,562,173

5,879,927,186

5,351,839,063

EXPENSES
Cost of merchandise sales
General and administrative
expenses:

4,371,715,990

3,909,886,731

3,534,557,477

Depreciation and amortization 203,905,718 179,639,006 159,634,386

Others 1,847,053,611 1,608,793,894 1,523,655,696
Interest expense 26,482,817 25,332,855 31,527,417
Impairment loss on goodwill - 4,611,368 -
Other expenses 8,572,988 6,935,913 6,206,645

6,457,731,124

5,735,199,767

5,255,581,621

(Forward)
2009 2008 2007
INCOME BEFORE
INCOME TAX P230,831,049 R144,727,419 P96,257,442
PROVISION FOR
INCOME TAX 75,040,398 60,455,768 41,429,304
SEGMENT PROFIT 155,790,651 P84,271,651 P54,828,138

SEGMENT ASSETS
SEGMENT LIABILITIES

P2,710,675,933 P2,269,796,932 P1,855,901,764
P1,802,773,447 P1,517,685,097 P1,198,252,210

34. Contingencies

The Group is a party to various litigations inviaty, among others, employees suing for illegal
dismissal, back wages and damage claims, lessairsiey for lease payments for the unexpired portion
of the lease agreements in cases of pre-terminatiolease agreements, claims arising from store
operations and as co-respondents with manufactarecemplaints with the Bureau of Food and Drugs,
specific performance and other civil claims. Alch cases are in the normal course of businesarand
not deemed to be considered as material legal pdinwgs. Further, these cases are either pending in
courts or under protest, the outcome of which atepresently determinable. Management and itd lega
counsel believe that the liability, if any, thatynasult from the outcome of these litigations ataims

will not materially affect their financial positicor financial performance.

35.

Note to Consolidated Statements of Cash Flows

The principal non-cash transaction of the Groupeurfihancing activities pertains to the issuance of
stock dividends amounting to B26,097,722 in 2089 R23,725,200 in 2008.

In 2007, the principal non-cash transaction of @®up under investing activities pertains to the
disposal of transportation equipment with undepteci cost of B4,985,000, which was transferreéteo
Group in settlement of an outstanding receivabtenfran armored car service provider. This was
subsequently transferred back to the latter aftéerang into a sale and leaseback transaction uader
finance lease agreement.



