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Petron continually strives to be a more
people-and planet-friendly organization as
it builds more modern facilities that comply
with the strictest global environmental
standards, succeeding to generate more
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employment and help the local economy
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PETRON CORPORATION ¢ Sustaining Momentum

To be the Leading Provider of Total Customer Solutions in
the Energy Sector and its Derivative Businesses. We will
achieve this by:

= Being an integral part of our customers’ lives, delivering
consistent customer experience through innovative

products and services;

= Developing strategic partnerships in pursuit of growth
and opportunity;

= Leveraging our refining assets to achieve competitive
advantage;

e Fostering an entrepreneurial culture that encourages
teamwork, innovation and excellence;

e Caring for community and the environment;

e Conducting ourselves with professionalism, integrity
and fairness;

e Promoting the best interest of all our stakeholders.
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PETRON CORPORATION is the largest oil refining and marketing
company in the Philippines. Supplying nearly 40% of the country’s oil
requirements, our world-class products and quality services fuel the
lives of millions of Filipinos. We are dedicated and passionate about
our vision to be the leading provider of total customer solutions in the
energy sector and its derivative businesses.

We operate a refinery in Limay, Bataan, with a rated capacity of
180,000 barrels a day. Our ISO-14001-certified refinery processes crude
oil into a full range of petroleum products including LPG, gasoline,
diesel, jet fuel, kerosene, industrial fuel oil, solvents, asphalts, and
the petrochemical feedstocks—mixed xylene and propylene.

From the refinery, we move our products mainly by sea to our
32 depots and terminals situated all over the country. Through this
nationwide network, we supply fuel oil, diesel, and LPG to various
industrial customers. The power sector is our largest customer.

We also supply jet fuel at key airports to international and domestic
carriers.

Through more than 1,260 service stations, we retail gasoline, diesel
and kerosene to motorists and public transport operators. We also sell
our LPG brand Gasul to households and other consumers through an
extensive dealership network.

We operate a world-class lube oil blending plant at our Pandacan
Terminal, where we manufacture lubes and greases. These are also sold
through service stations and sales centers.

We are expanding our non-fuels businesses which include our
convenience store brand “Treats.” We have partnered with major
fast-food chains and other consumer services to give our customers
a one-stop full service experience. We are also putting up additional
company-owned and company-operated service stations in strategic
locations.



Message To Our Stockholders

NICASIO |. ALCANTARA
Chairman and
Chief Executive Officer

KAMAL M. AL-YAHYA
President

PETRON CORPORATION + Annual Report 2007

SUSTAINING MOMENTUM

2007 was another challenging year for us, with international
crude oil pricesgoing to new record highsand averaging 11%
above 2006 levels. While an appreciating peso softened the
iImpact of higher crude costs, this also weakened our export
performance. Meanwhile, competition in the local industry
remained at fever pitch as refiners and importers alike
sought to increase market share. But again, your company
made good on its commitment to continue to create value
for shareholders. For the third straight year, we delivered a
netincome in excess of P6 billion.

This consistent performance points to the robustness of the growth platform that we laid
down a few years ago when we redefined our vision/mission: to be the leading provider of total
customer solutions in the energy sector and its derivative businesses. We have pursued market
dominance and products and market diversification in the service of this goal, complementing
these with cost and asset efficiency, organizational effectiveness, and corporate social
responsibility programs.

Our P6.4 billion net income for 2007 affirms the success of our strategic framework. The
accomplishments that enabled us to achieve this record income level can be seen to support
our major strategies.

MARKET DOMINANCE

Petron continued to lead the market, managing to grow its domestic sales at 3.2%—slightly
higher than the industry demand growth of 3%. Our market share improved to 38.9% from
38.8% in 2006.

We maintained our lead in all the trades except in lubes, where we remained a strong
No. 2. Worth noting is the increase in our market share in the LPG trade by almost 5 percentage
points, rising to 34.0% from 29.1% in 2006. While the increase in volumes was to be expected
with our acquisition of Chevron’s retail LPG business, we also saw higher sales in our traditional
LPG markets.

We continued to expand our Retail network, aiming to preserve our leadership in the
segment of the market that accounts for nearly half of the country’s oil demand. Tapping into
areas with high volume potential, we constructed 40 new service stations. Our market share in
this highly competitive trade increased to 36.1% from 34.8% in 2006.
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PRODUCTS AND MARKET DIVERSIFICATION
Our diversification efforts continued to pay off in 2007.

Sales from our non-fuel businesses grew nearly 33%, with franchises (e.g., Jollibee,
Chowking, Gloria Jean’s) showing a revenue growth of around 53% and convenience (Treats)
stores, 23%.

Our entry into non-traditional outlets for our lubes has likewise been highly successful.
Our lube exports to Cambodia increased by almost 75% in 2007. Domestically, sales
generated by Petron Service Centers were up 17.5% while those of distributors more than
doubled. To further boost our lube sales, we also opened 5 Petron Car Care Centers during
the year.

In the autoLPG market, we have the highest market share at nearly 30%, which is
7 percentage points ahead of our nearest competitor. Our share is nearly double than what we
had in 2006, when we were only the second largest player in this sub-sector.

COST AND ASSET EFFICIENCY
During the year, we continued our efforts to improve efficiency and manage costs in our supply
chain and other key areas.

Our Bataan refinery met its target for processing efficiency and did better than target for
operational availability. Mixed xylene production was higher than planned, and improved from
solvent grade to the more valuable isomer grade in the second quarter.

Petron had significantly lower crude freight costs compared to the other refiner in the
country, sustaining a historical trend. By entering into contracts of affreightment to guarantee
availability of quality vessels, we also enjoyed better-than-market freight rates and obtained
savings of over $3 million.

In domestic product transshipment, we proceeded with our Shipping Alliance Project, which
aims to replace our contracted marine fleet with modern, high-performance, and safer vessels
while managing costs. Three out of 6 vessels in the program were in service by end 2007, with
the remaining 3 for commissioning in early 2008.

In the area of finance, our costs for the year were significantly lower than in 2006. Working
capital financing was obtained at better-than-market lending rates. Furthermore, agility in the
timing of hedging activities resulted in P1.1 billion in forex gains.

Asset management and other financial transactions contributed around 193 million to the
bottom line, while our insurance subsidiaries brought in #177 million in income.

ORGANIZATIONAL EFFECTIVENESS
Petron continued to pursue programs designed to enhance employee productivity, including
initiatives in information technology and human resource management.

Attesting to the success of its HR programs, Petron was one of the top finalists for the
Personnel Management Association of the Philippines (PMAP) Employer of the Year Award.

In an employee opinion survey done across Asia by a global company, Petron scored higher
than the Asian norm in 14 out of 15 categories. The survey results highlighted employees’
pride in the company, as well as understanding of business goals and alignment of their work
to these goals.
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CORPORATE SOCIAL RESPONSIBILITY (CSR)
Our commitment to CSR programs remained a major theme in Petron’s corporate agenda.

Under our flagship project which is HOPE or Helping Filipino Children and the Youth
Overcome Poverty through Education, the company’s support extended to over 6,000 school
children in public elementary schools. In the school year ending in 2007, there were 380
outstanding and 55 first honor students among these children. The first batch of more than
1,000 students will be graduating in March 2008.

The company also built 8 Petron Schools in 2007, bringing the total of such schools to 21,
with a total of 81 classrooms.

2007 also marked the launch of our new major environmental initiative called “Life and
Livelihood: Sustaining the Tubbataha Reefs and the Sulu Sea.” In partnership with World
Wide Fund (WWF) Philippines, Petron aims to help preserve what is considered an invaluable
resource for marine biodiversity in the country.

MOVING TO THE PETROCHEMICAL DECADE

The next phase of Petron’s growth is anchored on diversification into petrochemicals. While
our fuels business will continue to provide a stable earnings base, petrochemical feedstocks—
with the global market premiums they command relative to fuels—will take us to a new growth
trajectory.

At the end of 2007, construction work on phase one of our Refinery Masterplan was well
advanced. Both the Petro Fluidized Catalytic Cracker (PFCC) and the Propylene Recovery Unit
(PRU) were close to 100% completion. The remaining work is focused on the Benzene-Toluene-
Xylene (BTX) unit, where construction is expected to be completed by early 2009.

Succeeding phases of our Refinery Masterplan are on the drawing board. We are aiming to
complete the strategic transformation of Petron within the next decade. But even as early
as 2008, we expect to see the dawn of our petrochemical age. Your company is headed for
exciting new horizons.

NICASIO I. ALCANTARA KAMAL M. AL-YAHYA
Chairman and Chief Executive Officer President
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Operating Highlights
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Imarkable accomplishment given that
Dubaicrude reached new highs, hitting
e than $90/barrel in November 2007. This
increased our costs and put pressure
1 ou vorking capital. Industry players remained
aggressive, increasing their investments in the fight
for market share.

Nevertheless, we posted a net income of P6.4
billion—the highest registered by Petron. This marked
seven straight years of profitability following the loss
we incurred at the onset of the new millennium.

Clearly, our strategies are working.
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Petron refuses to be complacentdespite itsstrong leadership
position. We continue to broaden our horizons by exploring
other avenues for growth while unlocking the potential of
our existing resources.

NETWORK EXPANSION

We added more Petron service stations across the country to bring our products and services

closer to consumers. With 1,269 service stations nationwide at the end of 2007, our company
continues to have the largest retail network in the country. Petron service stations comprise
30% of the oil industry’s total station count.

With our extensive network and marketing campaigns such as Sandosenang Milyonaryo,
Petron remains the No.1 player in the highly-competitive Reseller trade with 36.1% of the
market. This segment comprises nearly 50% of total domestic consumption.

We also expanded our market in the LPG sector with the acquisition of Chevron’s LPG
retail business in May 2007. This acquisition—involving both dealerships and branded refillers
—resulted in a remarkable 24.2% growth in our LPG volumes, the strongest posted in the
sector. This was complemented by the establishment of 84 Gasul branch stores, bringing the
total to 275.

Our LPG sales were also boosted by the increase in autoLPG facilities in Petron service
stations. This enabled us to capture around 30% of the autoLPG market, making us the sales
leader in this segment.

With a 34.0% market share by yearend, our Gasul and Xtend brands continue to be the most
preferred LPG products.

We likewise managed to sustain our edge over our competitors in other trades.

While there was a slight drop in our Industrial sales as some customers shifted to alternative
fuels or decreased operations, this was mitigated by our acquisition of several major accounts
such as United Parcel Services (UPS), La Farge Cement and Malaysian Airlines. We remained the
dominant player in this segment with 41% of total volumes.

Our sales to National Power Corporation (NPC) jumped by nearly 18% with the increased
utilization of oil-fired power plants. Petron supplied 57.6% of NPC’s requirements—which is
36% more than our nearest competitor. We also maintained a 100% share of fuel supply for the
national government, the Armed Forces of the Philippines and the Philippine National Police.

Meanwhile, Petron posted growth in the lubes and greases sector with a 7.3% increase in
volumes—the highest in the industry. This allowed us to remain a strong second as we shaved
off the lead of our closest competitor by 1.1 percentage points by the end of 2007.
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This was supported by the establishment of more Petron Car Care Centers (PCCC) in
strategic, high-traffic areas. PCCC is Petron’s branded and franchiseable vehicle maintenance
center that provides affordable, convenient, reliable, and efficient upkeep and repair services
at par with or even better than casa service quality.

All our efforts resulted in a 3.2% increase in our domestic sales, further cementing our
leadership in the industry with 38.9% share of the total market.

WORLD-CLASS PRODUCTS
Product quality continuously evolves in Petron. Our products are constantly tested and
improved to give our customers more value for their money.

In 2007, we introduced three new variants of Sprint 4T Motor Qil: Enduro, Rider, and
Extra. While each is formulated to suit particular driving situations, all provide outstanding
lubrication performance and reliable engine-cleaning action that consumers have come to
trust through the years.

We also improved on the formulation of our XCS Plus premium gasoline. The New Petron
XCS Complete Combustion System is the only gasoline in the Philippine market with organic
combustion enhancers that promote a cleaner and better burn. This translates to reduced
emissions, smoother acceleration, and better fuel economy.

Other new products include Hydrotour SW 68 oil for machines and tools lubrication, and
Octapower CI-9150 fuel additive which is used to optimize heavy fuel oils through more
efficient combustion and improved heat transfer.

Meanwhile, Petron also began blending 1% Coco Methyl Ester (CME) for its automotive and

industrial diesel fuels in compliance with the Biofuels Act of 2006.
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NEW MARKETING VENTURES

While we ensure that our core business remains intact and well-supported, we also continue to
embrace other markets and broaden our business within the petroleum retail industry in order
to sustain our growth momentum.

In 2007, we continued to strengthen our network of non-fuel retail establishments, mostly
food-related, through our subsidiary Petron Marketing Corporation.

We added four more outlets to our convenience store chain Treats, bringing the total
outlet count to 48 nationwide. We also franchised outlets of Jollibee and Chowking, two of
the most popular fastfood chains in the country. Other food stores with new outlets in our
service stations include Subway, Monterey, Ineng’s BBQ, and Lapid’s Chicharon. Non-food retail
outlets, on the other hand, include Cool Toyz and even a Nike outlet store.

Both our fuels and non-fuels businesses were further supported by a 28% growth in the
number of Petron Fleet Card holders. The Petron Fleet Card is still the one and only motorist
card with microchip technology that allows more efficient fleet management.

Collectively, our non-fuels businesses contributed nearly 390 million to our revenues
in 2007.
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We believe that maintaining the efficiency of our
operations and our people is just as vital as expanding
markets and boosting sales in our quest for business
sustainability. We make it a point to preserve and fortify
our internal resources so that when faced with adverse
external situations, we are able to thrive and meet
unexpected challenges.

OPERATIONAL EFFICIENCY AND SAFETY

One of our more notable achievements for 2007 is the improved operational availability of

our process units at our Petron Bataan Refinery to 95.7%. This is 2.5% better than 2006. This
was made possible by the continuous implementation of plant reliability and maintenance
programs, as well as the continuing training of our refinery personnel.

We also managed to extract more value from our refinery by improving the quality of our
mixed xylene (MX) production. We replaced our heat exchanger in one of our refinery units
to improve our MX from solvent grade to isomer grade which fetches a better price in the
international market.

Processing efficiency of crude oil at our Bataan refinery stood at 99.3%, while we continued
to reduce fuel and power consumption to improve energy efficiency.

We have also put in place tighter monitoring procedures in line with inter-island or crossbay
product deliveries. This allowed us to promptly determine the necessary vessel repairs and
upgrades, improve product measuring accuracy, and readily spot abnormal product losses
during transport. As a result, there has been a significant reduction of our shore-to-shore oil
losses in the last three years.

Another major part of supply chain improvement is the acceleration of our Shipping Alliance
Project. Under this project, we aim to contract modern, high-performance and safer vessels.
This reflects our commitment to transport products across the country in a safe and efficient
manner. Already in service are double-hull and double-bottom vessels M/T Ashton, M/T Petro
Anica, M/T Daniela Natividad and M/T Cecilia Luisa.
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Meanwhile, we fortified our efforts to conduct our operations in an environment-friendly
manner, as evidenced by the ISO-14001 certification of a majority of our facilities nationwide.
This certification means that the environmental management systems we have in place are at
par with, or even exceed, international standards.

Last year, four more of our depots (located in Tacloban, Ormoc, Nasipit, and General
Santos) were granted the 1ISO-14001 certification, bringing the total count of ISO-14001 certified
facilities to 11 as of year end 2007. The other facilities are located in Mandaue, Bacolod, lloilo,
Zamboanga, Tagoloan, Davao, and Jimenez.

We also constructed a new 15,000-barrel storage tank and loading facilities for Jet A-1
fuel at our Limay Terminal last year. The presence of these facilities puts us in a strategic
position to serve potential customers at the Diosdado Macapagal International Airport in Clark,
Pampanga, and will result in operational savings in the long-term. Incidentally, Petron acquired
the account of United Parcel Services (UPS), one of the biggest aviation fuel customers in
Pampanga’s economic hub.

Our efforts toward operational efficiency are always fully backed by programs that enhance
safety awareness. For instance, we continued to implement our Contractor Safety Management
or CSM Program which requires all of our contractors to comply with our safety and health
standards prior to working within our facilities.

Regular training on oil spill response and fire-fighting was likewise conducted, not only for
our own personnel but for major customers and industry partners as well. Poster and Slogan-
Making Contests, as well as the posting of safety reminders in all facilities, helped frontload
the importance of safety in the minds of employees. Underscoring the success of our safety
initiatives is our combined record of 16,037,958 man-hours without lost time incidents. This
impressive record includes all of our facilities nationwide.

FURTHER TECHNOLOGICAL INNOVATIONS
We continue to adopt the latest technologies to ensure that internal processes unlock more

value out of our present assets and improve our overall organizational effectiveness. These are
essential in supporting refining, supply and marketing efforts.

In 2007, we rolled out the Inventory-Driven Delivery System (IDDS)—a project aimed at
bringing fuel inventory closer to our customers or select service stations. This will result in
better product availability and increased utilization of bigger capacity tank trucks.

We continued to align our IT (Information Technology) systems with the principles of
Knowledge Management through continuous improvements in our SAP system and the Petron
Hub, our company’s intranet portal. These IT systems allow us to optimize available data in
support of business objectives as well as to remotely collaborate on projects.

Alongside our Knowledge Management initiatives, we began developing a standardized
set of data security procedures and guidelines in line with our pursuit of an ISO-certified
Information Security Management System (ISMS).

Meanwhile, we launched the Strategic Sourcing Project, the first of three phases of Petron’s
Procurement Improvement Program which aims to streamline and make transparent our
materials and services procurement process while promoting alliances with the best suppliers.
The next phases of this program involve developments on e-procurement and outsourcing.
All in all, the Procurement Improvement Program is projected to produce annual cost savings
amounting to $2 million.

17
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Recognizing that Petron operates in a mature and relatively
unpredictable industry with only modest growth potential,
we continued to implement our strategic transformation
program. This is focused on diversifying into petrochemical
feedstock production—a very promising revenue stream—
and broadening our overseas markets.

THE DAWN OF OUR PETROCHEMICAL AGE

Petrochemical feedstocks are the raw material for products used in the manufacture of
everyday items such as food packaging, appliances, suitcases, furniture, DVD’s and even car
parts. As a commodity, it is far less socially-sensitive than petroleum fuels, our main product
line. Production of petrochemical feedstocks such as propylene therefore guarantees improved
margins and a wider market for the company.

Our diversification strategy is anchored on our $300-million Refinery Master Plan, centered
on leveraging our existing refinery assets to produce high-value petrochemical feedstocks such
as propylene, benzene, toluene, and mixed xylene.

2007 saw us putting the final touches on two of the three major components of our Refinery
Master Plan—the Petro Fluidized Catalytic Cracking Unit (PetroFCC) and its accompanying
Propylene Recovery Unit (PRU). These facilities allow us to extract propylene from our refinery
streams, as well as produce more high-value white products like diesel, gasoline and LPG.

We also started work on the Benzene-Toluene-Xylene (BTX) extraction unit, another
component of the Refinery Master Plan. This unit will allow us to double our mixed xylene

production and extract benzene and toluene from our refinery streams.
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The PetroFCC has a conversion capacity of 19,000 barrels per day while the PRU will
produce 140,000 metric tons of propylene annually.

From a national perspective, these units lessen the dependence of the local petrochemical
industry on imports and encourage more investments in this vital sector. Additionally, this major
investment underscores our belief in the country’s growth prospects and our commitment to
contribute to the national economy.

REGIONAL MARKET EXPANSION

Petron is poised to further increase its presence in the Asia-Pacific market through a
partnership with Innospec, a leading global fuel additives supplier. Essentially, it is a strategic
business collaboration through which Innospec gains more proximity to the regional market
while allowing Petron to tap Innospec’s regional customer network for its own lubricants and
specialty chemicals.

In line with the agreement, Petron began constructing in 2007 a world-class fuel additives
plant in Subic Bay Freeport which will serve as Innospec’s Asian supply hub. Aside from
supplying Innospec’s customers in the Asia-Pacific, we will also source our fuel additives from
this facility thus realizing cost-savings. Petron, as Innospec’s exclusive toll blender in the
region, will operate this facility through its subsidiary Petron Freeport Corporation. The plant
will commence operations by mid-2008.

Meanwhile, Petron will also render technical support services to Innospec in the region,
as well as directly participate in marketing fuel additives to select markets in Southeast Asia,
Northeast Asia, China, and India.

The venture is expected to lay a solid foundation for our regional expansion as we fuse our

technical and marketing expertise with Innospec’s strong presence in Asia.
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Petron vigorously pursued various programs that promote
not only professional development but a healthy work-
life balance among its employees. We likewise continued
to pursue our corporate governance programs as part of
our commitment to improve from within and serve our
stakeholders better.

INVESTING IN OUR PEOPLE

In June 2007, we invited tycoon Lance Gokongwei of the JG Summit Group, one of the
country’s largest conglomerates, to inspire our leaders with his success story in “An Hour With
A Champion.” Incidentally, this regular initiative has earned for Petron the 2007 Integrated
Marketing Communications Award for Best Internal Marketing Program from the University
of Asia and the Pacific, as well as two 2007 Gold Quill Awards of Merit from the International
Association of Business Communicators.

We also held various seminars that promoted greater awareness of the company’s vision
and mission among employees as well as improved management skills. Such professional
development programs were complemented by projects that promote personal well-being,
including painting workshops and sports tournaments.

We also fared favorably in a regional employee opinion survey we joined that was conducted
by a global company, scoring higher than the Asian norm in 14 out of 15 survey categories.

We drew More Strength fro

m With

BANKING ON OUR INTEGRITY

Once again, Petron secured the “PRS Aaa” credit rating from the Philippine Rating Services—
the highest possible rating for credit-worthiness for corporates. This underscores our very
strong capacity to meet our financial commitments.

Meanwhile, our company also retained the honor of being one of the best-governed publicly-
listed companies based on the 2007 Corporate Governance (CG) Scorecard by the Institute
of Corporate Directors (ICD). This is the third straight year that our company has earned this
distinction from the ICD, an organization accredited by the Securities and Exchange Commission
(SEC) to determine the level of CG observance of publicly-listed corporations relative to the
global standards set by the Organization for Economic Cooperation and Development or OECD.

Such recognitions, coupled with our proven astuteness in leveraging them, have time
and again helped us sustain our financial health and our negotiating strength with banking
partners.

One of the testaments to this fact was our success in obtaining the lowest interest rates
on short-term loans in 2007 which averaged better than the prevailing market lending rates
ranging from 5.6% to 9.12%. This achievement, coupled with prudent hedging decisions and
a favorable foreign exchange environment, allowed us to lower our financing cost by about a
billion pesos compared to 2006.

Our sound financial moves helped offset the pressures on our cash resources that we
anticipated in light of record high crude prices and ongoing capital investments.
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We make it a point to complement our business growth
Initiatives with equally sustained efforts in promotingsocial
development. The expansion of our business also means
stronger support for our Corporate Social Responsibility
(CSR) programs.

FUELING HOPE
Our Fuel H.O.P.E. or Helping Filipino Children and the Youth Overcome Poverty through

Education program continued to be at the forefront of Petron’s corporate social responsibility
(CSR) agenda in 2007. Our banner project, Tulong Aral ng Petron, supports over 6,000
underprivileged children in public elementary schools in Metro Manila and Mindanao. Out of
this group of scholars, nearly 380 are recognized as outstanding students and over 55 are first
honors. Our first batch of 1,000 Tulong Aral scholars graduates in March 2008.

We continued to enhance this program through the help of our business partners such as
the Department of Social Welfare and Development (DSWD), Department of Education (DepEd),
World Vision, the Philippine Psychology Research and Training House, and ShoeMart.

Through our strong partnerships with Habitat for Humanity and Gawad Kalinga, we
constructed 8 more Petron Schools to provide 40 new classrooms. At the end of 2007, we
already had 21 Petron Schools across the country.

We likewise sustained our support to youth education, focusing on enhancing the
entrepreneurial spirit of high school and college students. Through our Youth in Entrepreneurship
and Leadership or YIELD Program, select students from the Muntinlupa Business High School
completed a 240-hour on-the-job training in several of our service stations. Our Junior
Achievement of the Philippines and WIWAG Business Weeks programs, meanwhile, continued
to equip college students with practical business knowledge, with our very own employees

serving as mentors.
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PRESERVING TUBBATAHA REEF
Our people-oriented CSR programs are matched by equally notable environmental initiatives.

We launched our landmark program called “Life and Livelihood: Sustaining the Tubbataha Reef
and the Sulu Sea” in partnership with World Wide Fund Philippines (WWF-Philippines). This will
provide livelihood opportunities to the Municipality of Cagayancillo, which has jurisdiction over
Tubbataha Reef. This in turn promotes the preservation of Tubbataha Reef—the only UNESCO

marine heritage site in Southeast Asia.

ENGAGING OUR EMPLOYEES
Our employee volunteers continued to be at the heart of these socio-civic projects; in 2007,

776 employees put in at least 13,425 hours in volunteer work. Their generous and sincere
support to Petron’s CSR programs helped us make a positive impact on at least 130,000
beneficiaries nationwide.

All these initiatives enabled us to make a more meaningful contribution as an active partner

of the government in poverty alleviation and sustainable development.

Despite the challenges of a more competitive and volatile
businessenvironmentin2007,ourwill tosustainourgrowth
momentum remained resolute. We are fueled by our desire
to provide our stakeholders with the best products and
services. We are fueled by our commitment to bring reliable
energy to millions of Filipinos. More importantly, we are
fueled by our determination to positively contribute to the
national economy. WE FUEL SUCCESS!
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Corporate Governance

Petron is deeply committed to implement programs and policies that will promote and instill best
practices in good governance in the workplace and in its business dealings with other companies—
policies that go beyond compliance.

The Compliance Officer monitors the company’s adherence to the provisions and requirements of its
Corporate Governance Manual as well as the other Manuals which clearly spell out approving authorities
and limits, policies, and procedures including contracting and bidding rules. The Officer ensures that
Petron complies with all disclosure requirements of the Securities and Exchange Commission (SEC)
and the Philippine Stock Exchange (PSE). To enhance transparency, all disclosures are posted in the
company’s website: www.petron.com. A separate disclosure section was created in the website’s
homepage to make readily available to stakeholders, information regarding the company’s operations
and corporate concerns.

Under the tight monitoring of the Compliance Officer, the company has maintained its zero-penalty
status with the SEC and PSE for the period.

THE BOARD OF DIRECTORS

Petron has a total of ten directors, two of whom are independent. The nomination and election of
two independent directors is pursuant to Rule 38.1 of the Securities Regulations Code and Section Il of
the company’s Corporate Governance Manual. Representing the interest of the minority stockholders,
independent directors must be free from any business interests or relationship with the company which
could or appear to affect the exercise of independent judgment.

The nomination for independent directors is announced in major newspapers and a copy of the
nomination form is made available in the company website and at the Office of the Corporate Secretary.
Nominations are carefully screened by the Nomination Committee and submitted to the Board of
Directors, which in turn endorses the names of the candidates to the stockholders for election at the
annual meeting. Only those appearing in the Final List of Candidates prepared by the Committee shall
be eligible for election as independent directors. No nominations are entertained on the floor.

The directors sign Conflict-of-Interest Statements, disclosing their respective business interests to
ensure that these are not in competition with Petron. They are also made aware of the requirement
to inform the SEC and the PSE of any acquisition and disposal of Petron shares. Upon assumption of
office, the directors are required to attend basic corporate governance seminars. The company also
coordinates with accredited providers of good corporate governance seminars to ensure that directors
are kept abreast with the latest developments and best practices in this important area.

In 2007, Petron President and Director Mr. Kamal M. Al-Yahya attended the basic course while
Mr. Alberto A. Pedrosa joined the Professional Directors Program, both provided by the internationally-
recognized Institute of Corporate Directors (ICD). Other directors and officers have already attended
orientation programs on corporate governance here and abroad.

BOARD MEETINGS AND PERFORMANCE

The schedule of board meetings for the entire year is fixed at the start of the year. Apart from the
quarterly board meetings and the annual stockholders’ meeting, the Board also holds special board
meetings through video conferences.

In 2007, the Board had four regular meetings, three special meetings, and Board Committee
meetings. Their attendance to these meetings are shown in Table 1.

The company continues to implement a performance evaluation system to promote higher awareness
among directors for the competent and responsible performance of their duties and functions. Essentially,
the evaluation is made among the directors. Evaluation forms are required to be accomplished at the
end of the year assessing the performance of the Chairman and the President by the Directors; the Board
Committee Chairman by the respective members; and the Directors by the Chairman and the President.
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TABLE 1
BOARD MEETING DATES COMMITTEE
MEMBERSHIP

DIRECTORS EXECUTIVE/ ATTENDED =
NON-EXECUTIVE / | CORPORATE § & 5 s | = g 5 g
INDEPENDENT GOVERNANCE | & = = = = § g g

g =5 =1 - ) ]

DIRECTOR SEMINAR s |3 22238 g

Nicasio I. Alcantara Executive ® e ® ® Y Y e e ® o
Director

Khalid D. Al-Faddagh (e) | Executive ® ® Y ® ® ® ® ® o
Director

Kamal M. Al-Yahya Executive Y e o o
Director

Khalid G. Al-Buainain Non-Executive ® ® e e ® e ® ® e
Director

Bernardino R. Abes Non-Executive e ® e Y e e Y e ®
Director | |

Abdullah O. Al-Baiz Non-Executive e e e Y Y e ®
Director

Herminio S. Aquino (f) Non-Executive ® ® Y ® e ® ® e
Director

Michael T. Defensor Non-Executive ® ® o
Director

Nabilah M. Al-Tunisi Non-Executive e e e ® e ®
Director

Alberto A. Pedrosa Non-Executive ® e e e e e ® ® ®
Director

Douhan H. Al-Douhan Independent ® ® e ® ® ® Y Y Y ® ®
Director

Emilia T. Boncodin Independent e ® e ® ® Y Y Y Y ® ®
Director

Notes: a. Special Board Meeting through video conferencing
b. Special Board Meeting
c. Annual Stockholders’ Meeting
d. Organizational/Regular Board Meeting
e. Mr. Al-Faddagh resigned effective August 31, 2007. He was replaced by Mr. Kamal M. Al-Yahya on September 1, 2007
f. Mr. Aquino resigned on October 31, 2007 and was replaced by Michael T. Defensor on November 8, 2007

BOARD COMMITTEES

Pursuant to the company’s By-Laws, Petron has in place committees which assist the Board in ensuring
that Management carries out its policies and directives, especially in the areas of operational safety
and care for the environment as well as transparency and good governance. These are the Nomination,
Compensation and the Audit Committees. The two independent directors are members of all Petron
Board Committees. The members of the Committees are shown in Table 2.

1.Nomination
The Nomination Committee is composed of six members, with an Independent Director as Chairman.
Its main responsibility is to pre-screen and shortlist candidates proposed to become members
of the Board of Directors. It ensures that the members of the Board of Directors have all the
appropriate qualifications and none of the disqualifications as prescribed under the Corporation
Code, Company By-Laws and Corporate Governance Manual.

For 2007, the Nomination Committee endorsed the appointments of Ms. Nabilah M. Al-Tunisi,
who replaced Mr. Basil A. Abul-Hamayel in February; Mr. Kamal M. Al-Yahya for Mr. Khalid D. Al-
Faddagh last September; Mr. Michael T. Defensor for Mr. Herminio S. Aquino last November; and
the nominations for Petron Directors and the Final List of Candidates for Independent Directors for
the annual meeting.
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TABLE 2

DIRECTORS EXECUTIVE/ NON-EXECUTIVE/ NOMINATION AUDIT
INDEPENDENT DIRECTOR
e

PETRON CORPORATION ¢ Sustaining Momentum

COMPENSATION

Nicasio |. Alcantara Executive Director L d
Khalid D. Al-Faddagh Executive Director L L d
Kamal M. Al-Yahya Executive Director C O
Khalid G. Al-Buainain* Non-Executive Director L d
Abdallah I. Al-Saadan Non-Executive Director b
Bernardino R. Abes Non-Executive Director O
Abdullah O. Al-Baiz Non-Executive Director L d
Herminio S. Aquino Non-Executive Director L4

Michael T. Defensor Non-Executive Director O

Nabilah M. Al-Tunisi | Non-Executive Director b L d

Alberto A. Pedrosa Non-Executive Director L

Douhan H. Al-Douhan Independent Director L L4 L d
Emilia T. Boncodin Independent Director L L4 L d

* Mr. Buainain resigned on February 7, 2008 and was replaced by Mr. Abdallah I. Al-Saadan on February 29, 2008.

2.Compensation
The Compensation Committee is composed of seven members, with the Chairman of the Board and
the President acting as Committee Chairman and Vice-Chairman, respectively, but without voting
rights. The Committee considers and approves the salary structure as well as the promotion of
Division Heads/Vice Presidents. It likewise evaluates other compensation policies and corporate
benefits plans to ensure that remuneration and other employee benefits are adequate and
competitive.

It takes into consideration the conduct of compensation/benefits benchmarking activities
or surveys in determining the competitiveness of compensation packages for directors, officers
and employees. No director or officer can decide or allow any adjustment in his/her own
remuneration.

The Committee conducted several meetings in 2007. Materials were promptly distributed to
the members prior to the meetings.

3. Audit

The Audit Committee has four members, with an Independent Director as Chairman. The Committee
assesses the effectiveness of the company’s internal control systems and adherence to its policies
as well as laws and regulations that affect Petron’s business. It reviews the activities of the
Internal Audit Manager and the External Auditor.

In July 2007, the Committee recommended to the Board and the shareholders the appointment
of Punongbayan & Araullo (P&A) as Petron’s independent auditors for three years (2007-2009),
subject to a yearly performance appraisal by the company. In coordination with the Internal
Audit Manager, P&A reviewed the results of the tax compliance audit that was conducted in
2006 and the quarterly and annual financial statements of Petron and its Subsidiaries which
were endorsed to and approved by the Board. The Audit Committee, on a regular basis, monitors
the company’s compliance with laws affecting its business operations, including new financial
reporting standards.
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RAISING THE LEVEL OF GOOD CORPORATE GOVERNANCE

Petron’s commitment is not only a matter of providing directors and senior officers with continuing
updates and developments in corporate governance and best practices thru attendance in directorship
programs. The provision of prompt and accurate communication to its stakeholders of material
information affecting Petron’s business is considered equally important. Ultimately, the practice of
greater transparency promotes good governance and investor confidence.

The company has the Stockholders Services group that takes care of shareholder concerns and
queries and prepares the logistics for annual meetings. For the 2007 stockholders’ meeting, the Public
Affairs Department established a Help Desk to facilitate requests of attending stockholders, in addition
to the usual telephone and mail inquiries. It also invited the Philippine Stock Exchange and the Brokers’
Association to answer stockholders’ concerns about the stock market and assist those who want to buy
additional shares or dispose of their shares.

It also has an Investor Relations group which provides updated and relevant information to
analysts, fund managers and other stakeholders, including quarterly performance results and financial
statements. It also conducts company briefings with stock analysts, banks and fund managers, both
local and foreign.

RISK MANAGEMENT
Petron Corporation follows an enterprise-wide risk management framework for identifying, mapping
and addressing the risk factors that affect or may affect its businesses.

The company’s risk management process is a bottom-up approach, with each division mandated to
conduct regular assessments of its risk profile and formulate action plans for managing identified risks.
As Petron’s operation is an integrated value chain, risks may emanate from every process and some
could cut across divisions. The results of these activities flow up to the Management Committee and
eventually, the Board through the company’s annual business planning process and quarterly updates on
major risks and mitigation strategies.

Oversight and technical assistance is likewise provided by corporate units with special duties.
The adequacy of risk management policies and the determination of the risk appetite pass through
the Risk and Investment Management Committee, which is composed of the Chairman of the Board,
President, and Vice Presidents of the company. The Financial Analysis Planning and Risk Management
Department is mandated with the overall coordination and development of the enterprise-wide risk
management process. A cross-functional Commodity Risk Management Committee oversees crude
oil and petroleum product hedging transactions. The Financial Risk Management Unit is in charge of
foreign exchange hedging transactions. The Transaction Management Unit provides backroom support
for all hedging transactions. The Health, Safety and Environment Department oversees compliance
with the domestic and international standards and manages risks related to health, safety and
environment. The Internal Audit Department has been tasked with the implementation of a risk-
based auditing.

RECOGNITION

Petron has received recognition from the ICD for its corporate governance practices. Since the start
of its Corporate Governance Scorecard in 2005, the ICD has named Petron as one of the country’s
Best-Governed Publicly-Listed Companies for three years in a row, with the number of participants
increasing from 49 in 2005 to 138 publicly-listed companies in 2007. The rating is premised on five
categories, namely: Rights of Shareholders, Equitable Treatment of Shareholders, Role of Stakeholders
in Corporate Governance, Disclosure & Transparency and Board Responsibility. For 2007, Petron scored
100% in two categories, namely: Equitable Treatment of Shareholders and Role of Stakeholders in
Corporate Governance, and higher than average score in the three other categories.

29



30 PETRON CORPORATION + Sustaining Momentum PETRON CORPORATION + Annual Report 2007 31

Audit Committee Report Financial Highlights

The Board of Directors In Million Pesos, Except per Share Amount 2007 2006
Petron Corporation

Sales 210,520 211,726
The Audit Committee assists the Board of Directors in its oversight function with respect to the adequacy and effectiveness of internal control Net Income (loss) 6,395 6,018
environment, compliance with corporate policies and regulations, integrity of the financial statements, the independence and overall direction Operating Expenses 5 325 4482
of the internal audit function, and the selection and performance of the external auditor. Income from Operations 9,908 9,730
In the performance of our responsibilities, we report that in 2007: DS, [ATETEE 37 ¢ [Egarmens cap P

Total Assets 104,474 87,516

Total Equity 37,788 32,253

* We reviewed and discussed with Controllers management the quarterly and annual financial statements of Petron Corporation and

Subsidiaries and endorsed these for approval by the Board.
(In Pesos Per Share)

= For greater transparency and in accordance with good corporate governance practice, the Board of Directors decided to change the Earnings Per Share 0.68 0.64
company’s external auditors, SGV & Co., whose services have been engaged by Petron for 13 consecutive years. Based on the evaluation Cash Dividend Declared 0.10 0.10
of technical and financial proposals submitted by the next 3 biggest accounting firms in the country, the Committee recommended to
the Board and the shareholders the appointment of Punongbayan & Araullo as Petron’s independent auditors for 2007-2009, subject to
yearly performance appraisal and contract renewal.

* The independent auditors, Punongbayan & Araullo, presented to and discussed with the Committee the scope and timing of their annual NET INCOME SALES REVENUE
audit plan, audit methodology, and focus areas related to their audit of the 2007 financial statements, including the new accounting in Million Pesos in Miltion Pesos
standards that are effective in 2007 and subsequent years. 7,000 250,000

6,395

« The Company’s former external auditors, SGV