STATEMENT OF MANAGEMENT S HESPONSIRILITY -

FOR FINANCIAL STATEMENTS

The management of Petron Curporstion (the™ Compasy™) and Subsidinries, = responsible

fior the jon and fair presontation of the finescial statements as 5t and for the yean ended
Thecern 31, 101 and 000, inchading the sdditional components attached therein, in
mmumnmmwmmkmmmm
reapongbility inchudes designing mnd inpl ting vkermal controls relevant o the preparstion

and fair presentation of financial ctatements that sre fies froem material misstatement, whether due

1o frand o orros, selecting and applying appropriate acoounting pelicics, and making scooanting
cstimstes thet sre rescnnable in the circumstances.

The Boprd of Dircctors reviews and epproves the fnancinl statements and submits the sere 1o
the stoschdoldom

Mﬂnhaf & Co, CPAs, the independert suditors appointed by the stockholders, has
audied | e fAnancisl satements of the Company in scconfance with Philippine Standerds on
Auditing, and in i report to the stockholders or member, has expressed ifs opinion on e
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CERTIFICATION

i I
The undegsigned, EFREN P. GABRILLO, in his capacity as the Cont-ollgr of PETRON
COBRPORATION (hereinafler referred to 83 the “Corporation™), 8 corporation duly
organized|and existing under Philippine laws with principal office addiess at San Migum
Corp. Head Offlce Complex, 40 San Miguel Ave., Mandaluyong City, 1550

HEREBY CERTIFIEE AMD 8TATEE TILAT:

1. Pursuant to SEC Memorandum Civenlar 06 Series of 20006, a eomputer €I iz
submitled herewith.

2. The said computer CD contains the basic and materal data in the
Corporation’s Awdited Financial Statements for 201 1.

3. This Certification 183 herchy submitied conformahly o SEC's reportonal
requirements and for whatever legal purpose it may serve,

DOME this Fth day of March 2012 at Ortigas, Mandaluyong City, Metro Manila,
Philippines.

EFREN AMRILLO
Assl. Vice President - Controllers

SUBSCRIBED AND 5WORN TO before me, a Notary Fublic | in the City
of Mandaluyong, Metro Manila, this MAR 28 212 sffiant bging personplly known to
me and signed this instrument in my presence and avowed er penaltyjof law to the
whole truth of contents thereof.
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PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011 and 2010
(With Comparative Figures for 2009)
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HEPORT ON INDEPENDENT AUDMTORS

The Board of Directors and Stockhalders
Petron Cnrporation and Sobeidisries
SMC Head Office Complex

40 San Migwel Avenue
Mandaluyong City

We bave audited in sccordance with Philippine Siandards on Auditing, the consolidated financial
statements of Petron Corporation {(the “Croup™) and Subsidiares as at end for the vear ended
December 31. 2011, and have isswed our report thereon dated March 7, 2012

Oar mudit was made for the purpose of forming en opinion on the consoliduted Gnancinl
statements izken as a whole. The accompanying Schedule of Reconcilintion of Retained
Earmings Available for Dividend Declaration, Tahular Schedule of Philippine Financial Reporting
Standards, Supplementary Schedules (A-1) and Map of the Conglomerute within which the
Ciroup belomgs o atl December 31, 200 1, presentod as attachiments to the sudited consolidated
financial statements of the Group, sre the responsibility of the Group®s management. These
schedules are presented for purposes off complying with Securitics snd Exchange Commission
Mbemiorn Ch‘cuhrl."ib.1I.Sﬁ|uf1mmiﬂfhumﬁuﬂﬂuﬁ#m#ﬂrw
Earmings Avatlable for Dévidend Declaration end Securities Regulation Code Rule 68, A4s
Amerded, and sre not pan of the consolidated financial stetements. These schedubes have been
aubjected th the suditing grovedures applival in the audic of the consolidacd fasncial smements
and, in our opinion, fuirly state in all materil respects, the financial statemonts date required 1o
be wet I'urﬂJ therein in relstion to the consolidated Minancial staternents taken as & whole,

MANABAT SANAGUSTIN & CO., CPAs

A S SANAGUSTIN
Fartner
CPA License Mo, 0030599
SEC Accreditation No. B026-AR-3, Group A, valid uaiil Jaouary 4, 2015
Tax Identification No. 124-282.616
BIR Accreditation Wo. 08-001987-7-2010
lssued June 30, 2010; vakid until June 29, 2013
PTR MNo. 3174027TMA
Tssued Jagwary 2, 20012 st Makati City

March 7, 2012
Makati City, Metra Manila
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REPORT OF INDEFENDENT AUDITORS

|
The Board of Directors and Stockholders
Peron Corparation and Subsidiaries
SMC Head Office Complex
40 San Miguel Avense
Mandaluyong City

We have audited the accompamy ing consolidated financia) statements of Petron Corporation and
Bubsidisries, which comprise the consclidated statements of Minancial position as &2
December 31, 2011 and 2000, and the consolidated statementy of incomee, cones|idated
sintements of compreheative income, consolidsted statements of changes in equity and

cons| iated satements of cash MNows for the vears then ended, and notes, comprising & summeny
of siznificant scoounting policies and other explanatory information,

Mursrgemen! 5 Resporgibiliy for the Coosolidared Fivanciol Siaremenis

Maragement & responsible for the prepacstion and fair presentation of these conselidated
nancial stalkments in actondance with Philippine Financial Reporting Standards, and for such
internud control as management determiney is necessary 1o enable the preparation of consol idated
finnncial satpments that are free from materisl misststoment, whether doe to fraud or error,

Avditors " Regpansibiiy

Onar pesponsibality {8 1o expeess an opinion on these coneolidated financial sistements based on
our aucits. We conduoted our sudits n accordance with Philippine Standsrds on Audming, Those
standards requing that we comply with cthical reguiresnents and plan and perfiorm e audit 1o
cbtain reasonable assurancs about whether the consclidated financial staterments ane free from
material nEstatement.

An audit imvolves porforming procedures to obtain aedit evidence about the amounts and
disclogures in the coasolidated Mnancial satements, The procedures welocted depend on the
mudimors’ jedgment, including the asssssment of the ritks of matariz] missusement of the
consolidated financizl stmicments, whetheor due to friud o error. In making those risk
assessmants, the auditors consider infernal contral relevant to fhe entity”’s preparation and fair
presentation of the consolidaied Gnencial salemients in order 1o design auckil procedisres thi ane
appropriale (0 the clreumstances, but not for the purpese of expoessing an opinion on the
effectivencss of the entity”s intermal control. An awdit also inclsdes evaluating the
spproprizteness of accounting pokcies used and the reasonableness of pecounting estimates made
by managemgnt, as well as evaluating the overll presentation of the consolidated financial
slaterenta.

We believe that the sodit evidence we bave obtained & sufficient and sppropriate to provide a
basis for our sudit opinion,



Cpiminn

In our opinjon, the consolidsted financial statements presen fairly, in all material respects. the
correnlidated financial position of Petron Corporation and Subsidisries a2 st December 11, 2011
and 2010, and i1s consolidated finencial performance and its consolidated cash flows for the yesrs
then ended in accondance with Phillippine Finaoncial Reporting Standards.

Cheher Motter

The cornsolidated financial statements of Petron Corporation &nd Subsidiuries &s &1 and for the
your ehded Decermber 31, 2009 ware audited by other asditon whose report thereon dated
March 28, 2014, expressed an usgualified opinion on those satements.

MW'IJSAEAGLE'ITH CO. & CPAs

s

JORGE MA. 5. SANAGUSTIN
Partagy
CPA License Mo, 0030390
SEC Accreditation No. G026-AR-3, Group A, valid ontil January 4, 2015
Tox Identilication No. 124-282-616
BIR Accreditstion Mo, 08-001987-7-2010
Tesmed June 30, 2000, vilid until Jume 20, 2013
FTE No. 31 M4027TMA
lssuad Janusry 2, 2002 at Makati Caty

Mamch 7, 2002
Makati Cil‘:rr}ﬁlm Maniln
|






| PETRON CORPORATION AND SUBSIDI
CONSOLIDATED STATEMENTS OF FINANC
{ Amounts in Million Pesos)

1AL

ma e e s e __Nave 2011 2010
ASSETS
Currenl Assels
Cash and cukh equivalents 6 33, 34 P13 E13 P43 984
Financial aseets of faie value throngh
profit or loss 7.3 34 137 27
Available-for-sale financial asscts 5 13 34 - 1"
Treade and ather receivables - net 492713 W 16,605 24 166
Inventories | 4 37,763 28,1453
{ither curren] assels [4 5,178 4,286
W6, i 101,086
_Asgets held foe sale ! i 523
Tetal Current Assels 96,616 101,906
Noacarrent| Assets
Avnilable-for-sale finsncial asseis 851 M 1,036 L 1]
Property, ;ﬂT! and cquipment - net 4 13 38 50,440 34,957
[mvesiments in associates 4 11 1,508 Bl
Investmeni property - nel 413 T84 19
Dieferred 1nx 4, 24 15 IR
Dither nong masel - net 4, 14 15, 34 24,383 23,016
Totzl Noncarreni Assets 79,179 59947
P178,708 PI&l RIS
LIABILITIES AND EQUITY
Current Linbilities
Short-term loans i3 33 4 P40, 593 P3z,457
Libilities for crude 2il and petroleum
product importation LA L) 13,842 10,194
Trade wnd other payables 228N TA81 6.744
Derovative liabilities 33 34 55 30
Incime tax T8 14
Current portign of long-term debi - net 17,33, 3 4,124 11,517
Tuotsl Curvent Lighilities 6,073 &1.9%

— e

Farmaed



December 31

Note 2011 2010
Noncurrent Liabilities
Long-term debt - net of current portion 17,33, 34 P45,744 P42,885
Retirement benefits liability 29 671 249
Deferred tax liabilities 26 1,819 1,958
Asset retirement obligation 4,18 1,061 815
Other noncurrent liabilitie 19, 33, 3. 740 60¢
Total Noncurrent Liabilities 50,035 46,516
Total Liabilities 116,108 108,472
Equity Attributable to Equity Holders
of the Parent Company 20
Capital stock 9,475 9,475
Additional paid-in capital 9,764 9,764
Retained earnini 40,088 33,74¢
Other reserves 70 83
Total Equity Attributableto Equity Holders
of the Parent Company 59,397 53,07(
Non-controlling interest 290 274
Total Equity 59,687 53,344
P175,795 P161,816

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010
(With Comparative Figures for 20(
(Amounts in Million Pesos, Except Per Share Amounts

Note 2011 2010 2009
SALES 27, 3¢ P273,956 P229,09. P176,53
COST OF GOODS SOLD 21 250,826 209,280 161,583
GROSS PROFIT 23,130 19,814 14,948
SELLING AND
ADMINISTRATIVE EXPENSES 22 (8,296) (7,303 (5,748
INTEREST EXPENSE AND
OTHER FINANCING CHARGES 25 (5,124) (4,297) (4,251)
INTEREST INCOME 25 1,380 827 20t
SHARE IN NET LOSSES OF
ASSOCIATES 11 (137) (151 -
OTHER INCOME - Net 25 168 1,409 597
(12,009) (9,515) (9,197)
INCOME BEFORE INCOME TAX 11,121 10,299 5,751
INCOME TAX EXPENSE 26, 35 2,636 2,375 1,492
NET INCOME P8,485 P7,924 P4,259
Attributableto:
Equity holders of the Parent Comp 31 P8,469 P7,89 P4,24(
Non-controlling interest 16 30 19
P8,485 P7,924 P4,259
BASIC/DILUTED EARNINGS
PER COMMON SHARE
ATTRIBUTABLE TO EQUITY
HOLDERS OF THE PARENT
COMPANY 31 P0.78 PO.77 P0.45

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARSENDED DECEMBER 31, 2011 AND 2010

(With Comparative Figures for 20(
(Amounts in Million Pesos)

Note 2011 2010 2009
NET INCOME P8,485 P7,92. P4,25¢
OTHER COMPREHENSIVE
INCOME (LOSS)
Unrealized fair value gains (losses) on
available-for-sale financial assets (net
of tax effects of P10 and P14 in 2010
and 2009, respectively) 8, 20 Q) 22 34
Exchange differences on translation of
foreign operations 20 (12) 2 11
OTHER COMPREHENSIVE
INCOME (LOSS) FOR THE
YEAR - NET OF TAX (13 24 45
TOTAL COMPREHENSIVE
INCOME FOR THE YEAR P8,472 P7,948 P4,304
Attributableto:
Equity holders of the Parent Comp P8,456 P7,91 P4,28!
Non-controlling interest 16 30 19
P8,472 P7,948 P4,304

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF CHANGESIN EQUITY
FOR THE YEARSENDED DECEMBER 31, 2011 AND 2010
(With Comparative Figures for 2009)
(Amounts in Million Pesos)

Equity Attributableto Equity Holder s of the Parent Company
Retained Earnings

Additional Non-
Capital paid-in Appro-  Unappro- Other controlling Total
Note Stock capital priated priated Reserves Total Interest Equity
Asof January 1, 2011 P9,475 P9,764 P15,543 P18,205 P83  P53,070 P274  P53,344
Unrealized fair valuelosson
available-for-salefinancial
assets - - - - (€ @ - @
Exchange differences on
translation of foreign
operations - - - - (12) (12 - (12
Other comprehensive loss (13) (13) (13)
Net incomefor the year - - - 8,469 - 8,469 16 8,485
Total comprehensveincome
(loss) for the year - - - 8,469 (13) 8,456 16 8,472
Appropriation for capital
projects 20 - - 9,628 (9,628) - - - -
Cash dividends 20 - - - (2,129) - (2,129) - (2,129)
Asof December 31, 2011 P9,475 P9,764 P25,171 P14,917 P70  P59,397 P290  P59,687
As of January 1, 2010 P9,375 P - P15,492 P12,014 P59 P36,940 P2487,184
Unrealized fair value gain on
available-for-sale financial
assets, net of tax - - - - 22 22 - 22
Exchange differences on
translation of foreign operations - - - - 2 2 - 2
Other comprehensive income - - - - 24 24 - 24
Net income for the year - - - 7,894 - 7,894 30 7,924
Total comprehensive income for
the year - - - 7,894 24 7,918 30 7,948
Appropriation for capital
projects 20 - - 51 (51) - - - -
Cash dividends 20 - - - (1,652) - (1,652) - (1,652)
Issuance of shares 20 100 9,764 - - - 9,864 - 9,864
As of December 31, 2010 P9,475 P9,764 P15,543 P18,205 P83 P53,070 P274 34253,
As of January 1, 2009 P9,375 P - P23,920 (P654) P14 P32,655 P225 P32,880
Unrealized fair value gain on
available-for-sale financial
assets, net of tax - - - - 34 34 - 34
Exchange differences on
translation of foreign
operations - - - - 11 11 - 11
Total comprehensive income - - - - 45 45 - 45
Net income for the year - - - 4,240 - 4,240 19 4,259
Total comprehensive income for
the year - - - 4,240 45 4,285 19 4,304
Reversal of appropriation for
capital projects 20 - - (8,428) 8,428 - - - -
As of December 31, 2009 P9,375 P - P15,492 P12,014 P59 P36,940 P2487,184

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

CONSOL IDATED STATEMENTSOF CASH FLOWS
FOR THE YEARSENDED DECEMBER 31, 2011 AND 2010
(With Comparative Figures for 20(

(Amounts in Million Pesos)

Note 2011 2010 2009
CASH FLOWSFROM
OPERATING ACTIVITIES
Income before income tax P11,121 P10,299 P5,751
Adjustments for:
Share in net losses of associates 11 137 151 -
Retirement benefits cost 29 422 197 317
Interest expense and other financing
charge 25 5,124 4,29 4,251
Depreciation and amortization 24 3,657 3,540 3,588
Interest income 25 (1,380) (827) (205)
Unrealized foreign exchange losses
(gains) - net 123 (1,053) 66
Other gain (78) (76) (26)
Operating income before working
capital changes 19,126 16,528 13,742
Changes in noncash assets, certain
current liabilities and others 32 (13,639) 4,123 (4,902)
Interest paid (5,309) (3,897) (4,311)
Income taxes paid (752) (108) (91)
Interest receive 1,364 807 214
Net cash flows provided by operating
activities 790 17,453 4,652
CASH FLOWSFROM INVESTING
ACTIVITIES
Net additions to (including disposals):
Property, plant and equipment 12 (19,070) (4,417) (1,928)
Investment proper 13 96 - -
Decrease (increase) in:
Other receivables (637) 6,087 1,135
Other noncurrent assets 2,232 939 (241)
Reductions from (additions to):
Financial assets at fair value through
profit or loss 9) 40 14
Long term investments and advar (5,374) (24,084 -
Available-for-sale financial asse 125 194 (673
Net cash flows used in investing
activities (22,637) (21,241) (1,693)

Forward



Note 2011 2010 2009

CASH FLOWSFROM

FINANCING ACTIVITIES
Proceeds from availment of loans P134,354 P204,941 P166,214
Payments of:

Loans (131,148) (178,913) (168,836)

Cash dividenc 20 (1,886) (1,628 -
Issuance of preferred stock - 9,864 -
Increase (decrease) in other

noncurrent liabilities 338 334 (114)
Net cash flows provided by (used in)

financing activities 1,658 34,598 (2,736)

EFFECTSOF EXCHANGE RATE

CHANGESON CASH AND

CASH EQUIVALENTS 28 189 (65)
NET INCREASE (DECREASE) IN

CASH AND CASH EQUIVALENTS (20,161) 30,99¢ 15¢
CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR 43,984 12,985 12,827
CASH AND CASH EQUIVALENTS

AT END OF YEAR 6 pP23,823 P43,984 P12,985

See Notes to the Consolidated Financial Statements.



PETRON CORPORATION AND SUBSIDIARIES

NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 AND 2010
(With Comparative Figures for 2009)
(Amounts in Million Pesos, Except Par Value, Numbkghares and
Per Share Amounts, Exchange Rates and Commodityné&s)

1. Reporting Entity

Petron Corporation (the “Parent Company” or “Petravaes incorporated under the laws
of the Republic of the Philippines and is registevéth the Philippine Securities and
Exchange Commission (SEC) on December 22, 1966e ddnsolidated financial

statements as at December 31, 2011 and 2010 anehébr of the three years in the
period ended December 31, 2011 comprise the fiabstEtements of Petron Corporation
and Subsidiaries (collectively referred to as tlBrdup”) and the Group’s interest in
associates and jointly controlled entity. Petrsrihie largest oil refining and marketing
company in the Philippines supplying nearly 40%tha# country’s fuel requirements.

Petron’s vision is to be the leading provider dfatccustomer solutions in the energy
sector and its derivative businesses.

Petron’s shares of stock are listed for tradinghat Philippine Stock Exchange (PSE).
SEA Refinery Holdings B.V. (SEA BV), a company imgorated in The Netherlands and
owned by funds managed by the Ashmore Group, wasrPg parent company prior to

2010.

On December 24, 2008, San Miguel Corporation (S SEA BV entered into an
Option Agreement granting SMC the option to buy ¢néire ownership interest of SEA
BV in its local subsidiary, SEA Refinery CorporatidSRC). The option may be
exercised by SMC within a period of two years frbecember 24, 2008.

On April 29, 2010, the Board of Directors (BOD) tbhe Parent Company endorsed the
amendment of Petron’s Articles of Incorporation &@ydLaws increasing the number of
directors from ten (10) to fifteen (15) and quortnom six (6) to eight (8). The same
was approved by the stockholders during their anmeeting on July 12, 2010. The
amendment was approved by the SEC on August 18, 201

On April 30, 2010, SMC notified SEA BV that it wi#xercise its option to purchase
16,000,000 shares of SRC from SEA BV, which is agipnately 40% of the outstanding
capital stock of SRC. SRC owns 4,696,885,564 comsiares of Petron, representing
approximately 50.1% of its issued and outstandimigiroon shares. SMC conducted a
tender offer for the common shares of Petron assaltr of its intention to exercise the
option to acquire 100% of SRC from SEA BV under @@ion Agreement. A total of
184,702,538 Petron common shares tendered wersecr@t the PSE on June 8, 2010,
which is equivalent to approximately 1.97% of thsuied and outstanding common stock
of Petron. On June 15, 2010, SMC executed the Dé&hle for the purchase of the
16,000,000 shares of SRC from SEA BV.

On July 30, 2010, the Petron Corporation Employ&sdirement Plan (PCERP) bought
2,276,456,097 common shares in Petron comprisinG2846 of the total outstanding

capital stock thereof from SEA B.V. The purchasd agale transaction was executed
through the facilities of the PSE.



On August 31, 2010, SMC purchased additional 1637398 common shares of Petron
from SEA BV through a special block sale crosseth@tPSE. The said shares comprise
approximately 16% of the outstanding capital stottRetron.

On October 18, 2010, SMC also acquired from thelipubtotal of 530,624 common
shares of Petron, representing approximately 0.006%e outstanding capital stock of
Petron.

On December 15, 2010, SMC exercised its optiorctpuiae the remaining 60% of SRC
from SEA BV pursuant to the option agreement. Witk exercise of the option, SMC
beneficially owns approximately 68.26% of the cansting and issued shares of stock of
Petron. As such, on that date, SMC obtained confr6RC and Petron.

On January 24, 2012, PCERP sold 695,300,000 oftdtemon shares in Petron to
various foreign institutional investors through tleilities of the PSE. With the sale of
PCERP’s shares in Petron, Petron’s public floatdased to 14.88%.

The registered office address of Petron is No. 48 Bliguel Avenue, Mandaluyong
City.

2. Basisof Preparation

Statement of Compliance

The consolidated financial statements have begraped in compliance with Philippine
Financial Reporting Standards (PFRS). PFRS inclstatements named PFRS and
Philippine Accounting Standards (PAS) and Philigpinterpretations from International
Financial Reporting Interpretations Committee (IERI issued by the Financial
Reporting Standards Council (FRSC).

The accompanying consolidated financial statemerits the year ended
December 31, 2011 (including comparatives for tbary ended December 31, 2010 and
2009) were approved and authorized for issue b3®B on March 7, 2012.

Basis of Measurement
The consolidated financial statements of the Groape been prepared on a historical
cost basis of accounting, except for the following:

= derivative financial instruments are measurediatvidue;

» financial assets at fair value through profit csdqFVPL) are measured at fair
value;

= available-for-sale (AFS) financial assets are meshbat fair value; and

= defined benefit asset (liability) is measured &srtht total of the fair value of the
plan assets, less unrecognized actuarial lossgs)gad the present value of the
defined benefit obligation.

Functional and Presentation Currency

The consolidated financial statements are presente@hilippine peso, which is the
Parent Company’s functional currency. All valuegressed in Philippine peso are
rounded off to the nearest million (P000,000), @teehen otherwise indicated.




Basis of Consolidation
The consolidated financial statements include do@ants of the Parent Company and its
subsidiaries. These subsidiaries are:

Percentage Country of
Name of Subsidiary of Ownership Incorporation
2011 2010
Overseas Ventures Insurance Corporation (Ovincor) 100.00 100.00 Bermuda
Petrogen Insurance Corporation (Petrogen) 100.00 100.00 Philippines
Petron Freeport Corporation (PF 100.00 100.0C  Philippines
Petron Singapore Trading Pte., Ltd. (PSTPL) 100.00  100.00 Singapore
Petron Marketing Corporation (PMC) 100.00 100.00  Philippines
New Ventures Realty Corporation (NVRC) &
Subsidiary 40.00 40.00 Philippines

On May 13, 2010, the Parent Company incorporatePR3n Singapore. PSTPL has an
initial capitalization of Singapore Dollar 1 millioand handles crude, ethanol, catalysts
and additives procurement, crude vessel charteaimtj commodity risk management.
PSTPL started commercial operations on July 190201

NVRC is considered as a subsidiary of Petron despiining only 40% as Petron has the
power, in practice, to govern the financial andrapeg policies of NVRC, power to
appoint or remove the majority of the members efBOD of NVRC and power to cast
majority votes at meeting of the BOD of NVRC.

A subsidiary is an entity controlled by the Groupontrol exists when the Group has the
power, directly or indirectly, to govern the findalcand operating policies of an entity so
as to obtain benefit from its activities. In asseg control, potential voting rights that

are presently exercisable or convertible are takienaccount. The financial statements
of the subsidiaries are included in the consoldidteancial statements from the date
when the Group obtains control, and continue todresolidated until the date when such
control ceases.

The consolidated financial statements are prepfmethe same reporting period as the
Parent Company, using uniform accounting policeedike transactions and other events
in similar circumstances. Intergroup balances @adsactions, including intergroup
unrealized profits and losses, are eliminated ieparing the consolidated financial
statements.

Non-controlling interests represent the portiompuafit or loss and net assets not held by
the Group and are presented in the consolidateadns¢éats of income, consolidated
statements of comprehensive income and within gquithe consolidated statements of
financial position, separately from the Group’s iggattributable to equity holders of the
Parent Company.

Non-controlling interests represent the interestsheld by the Group in NVRC.



3. Significant Accounting Policies

The accounting policies set out below have beerlieabgonsistently to all periods
presented in the consolidated financial statemexisept for the changes in accounting
policies as explained below.

Adoption of New or Revised Standards, Amendmen&tamdards and Interpretations

The FRSC approved the adoption of a number of merevised standards, amendments
to standards, and interpretations (based on IFRi€pretations) as part of PFRS.

Adopted Effective 2011

The Group has adopted the following PFRS startemgudry 1, 2011 and accordingly,
changed its accounting policies in the followingam:

Amendment to PAS 32Financial Instruments: Presentation - Classificat of
Rights Issuespermits rights, options or warrants to acquirixad number of the
entity’s own equity instruments for a fixed amooh&ny currency to be classified as
equity instruments provided the entity offers tights, options or warrants pro rata
to all of its existing owners of the same classitef own non-derivative equity
instruments. The amendment is applicable for anpeaods beginning on or after
February 1, 2010. The adoption of this amendmenstémdard did not have a
material effect on the consolidated financial stents.

Philippine Interpretation IFRIC 1%Extinguishing Financial Liabilities with Equity
Instrumentsaddresses issues in respect of the accountirtigebglebtor in a debt for
equity swap transaction. It clarifies that equitgtruments issued to a creditor to
extinguish all or part of a financial liability ira debt for equity swap are
consideration paid in accordance with PAS B®@ancial Instrumentsparagraph 41.
The interpretation is applicable for annual peribdginning on or after July 1, 2010.
The adoption of this Philippine interpretation didt have a material effect on the
consolidated financial statements.

Revised PAS 24Related Party Disclosurg2009), amends the definition of a
related party and modifies certain related partgcldsure requirements for
government-related entities. The revised standareffective for annual periods
beginning on or after January 1, 2011. The adoptiothis revision to standard did
not have a material effect on the consolidatedhiiied statements.

Prepayments of a Minimum Funding Requirement (Amends to Philippine
Interpretation IFRIC 14: PAS 19 - The Limit on aflbed Benefit Asset, Minimum
Funding Requirements and their Interaction) These amendments remove
unintended consequences arising from the treatofearepayments where there is a
minimum funding requirement and result in prepaytser contributions in certain
circumstances being recognized as an asset rathreran expense. The amendments
are effective for annual periods beginning on ¢eralanuary 1, 2011. The adoption
of these amendments did not have a material effecthe consolidated financial
statements.



= Improvements to PFRS 201€bntain 11 amendments to 6 standards and 1
interpretation. The following are the said amendisiém PFRS and interpretation:

- PFRS 3,Business Combination§he amendments: (a) clarify that contingent
consideration arising in a business combinatiorviptsly accounted for in
accordance with PFRS 3 (2004) that remains outstgrat the adoption date of
PFRS 3 (2008) continues to be accounted for inrdecee with PFRS 3 (2004);
(b) limit the accounting policy choice to measnom-controlling interests upon
initial recognition at fair value or at the non-tanling interest’s proportionate
share of the acquiree’s identifiable net asset®gtruments that give rise to a
present ownership interest and that currently lerttite holder to a share of net
assets in the event of liquidation; and (c) exp#rel current guidance on the
attribution of the market-based measure of an aerdsishare-based payment
awards issued in exchange for acquiree awards bateensideration transferred
and post-combination compensation cost when anitgega obliged to replace
the acquiree’s existing awards to encompass vdilnteeplaced unexpired
acquiree awards. The amendments are effectivanional periods beginning on
or after July 1, 2010. The adoption of these amemds did not have a material
effect on the consolidated financial statements.

- PAS Z, Consolidated and Separate Financial Statement®ie amendments
clarify that the consequential amendments to PASTB#& Effects of Changes in
Foreign Exchange Rate$?AS 28, Investments in Associateand PAS 31,
Interests in Joint Venturesesulting from PAS 27 (2008) should be applied
prospectively, with the exception of amendmentsltiegy from renumbering.
The amendments are effective for annual periodsinbew on or after
July 1, 2010. The adoption of these amendmexdtsidli have a material effect
on the consolidated financial statements.

- PFRS 7,Financial Instruments: DisclosuresThe amendments add an explicit
statement that qualitative disclosure should be emid the context of the
guantitative disclosures to enable users to evalbetter an entity’'s exposure to
risks arising from financial instruments. In addlitj the existing disclosure
requirements have been amended and removed. Téedaments are effective
for annual periods beginning on or after Januar301,1. The adoption of these
amendments did not have a material effect on thesalwated financial
statements.

- PAS 1, Presentation of Financial StatemenfShe amendments clarify that
disaggregation of changes in each component otyegtising from transactions
recognized in other comprehensive income is algoired to be presented either
in the statement of changes in equity or in theesiot The amendments are
effective for annual periods beginning on or afi@nuary 1, 2011. The adoption
of these amendments did not have a material effetche consolidated financial
statements.

- PAS 34,Interim Financial Reporting The amendments add examples to the list
of events or transactions that require disclosurden PAS 34 and remove
references to materiality in PAS 34 that describt®r minimum disclosures.
The amendments are effective for annual periodsinbgw on or after
January 1, 2011. The adoption of these amendnikditeot have a material
effect on the consolidated financial statements.



- Philippine Interpretation IFRIC 13Customer Loyalty Programmes The
amendments clarify that the fair value of awardditsetakes into account the
amount of discounts or incentives that otherwiselld/de offered to customers
that have not earned the award credits. The amemdnare effective for annual
periods beginning on or after January 1, 2011. Hudwoption of these
amendments did not have a material effect on thesamated financial
statements.

Additional disclosures required by the revised déads, amendments to standards and
interpretations were included in the consolidatedricial statements, where applicable.

New or Revised Standards, Amendments to Standardslrderpretations Not Yet
Adopted

A number of new or revised standards, amendmerggatalards and interpretations are
effective for annual periods beginning after Japudar2011, and have not been applied in
preparing the consolidated financial statementise Group does not plan to early adopt
these new or revised standards, amendments toastendnd interpretations and the
extent of the impact has not been determined.

The Group will adopt the following new or revisadredards, amendments to standards
and interpretations in the respective effectiveesiat

= Disclosures - Transfers of Financial Assets (Amesmdms to PFRS 7)require

additional disclosures about transfers of finaneisdets. The amendments require
disclosure of information that enables users ofdhesolidated financial statements
to understand the relationship between transfefieg@incial assets that are not
derecognized in their entirety and the associasddities; and to evaluate the nature
of, and risks associated with, the entity’s contiguinvolvement in derecognized
financial assets. Entities are required to appty amendments for annual periods
beginning on or after July 1, 2011.

= Deferred Tax: Recovery of Underlying Assets (Amemignto PAS 12, Income
Taxes)introduces an exception to the current measurepramtiples of deferred tax
assets and liabilities arising from investment proy measured using the fair value
model in accordance with PAS 4@yestment Property The exception also applies
to investment property acquired in a business coatimin accounted for in
accordance with PFRS 3 provided the acquirer sulesgly measure these assets
applying the fair value model. The amendments giatied the guidance of
Philippine Interpretation Standards InterpretatiGammittee (SIC) - 21]ncome
Taxes - Recovery of Revalued Non-Depreciable As#et$AS 12, and as a result
Philippine Interpretation SIC - 21 has been withdra The effective date of the
amendments is for periods beginning on or afteudgnl, 2012 and will be applied
retrospectively.



Presentation of Items of Other Comprehensive Inc(dngendments to PAS.1The
amendments: (a) require that an entity presentraggp the items of other
comprehensive income that would be reclassifiegrtdit or loss in the future if
certain conditions are met from those that wouldenébe reclassified to profit or
loss; (b) do not change the existing option to @mésprofit or loss and other
comprehensive income in two statements; and (Q)ghe title of the statement of
comprehensive income to statement of profit or lassl other comprehensive
income. However, an entity is still allowed to usber titles. The amendments do
not address which items are presented in other cghepsive income or which items
need to be reclassified. The requirements of ofERS continue to apply in this
regard. The effective date of the amendmentsripéoiods beginning on or after
January 1, 2013.

PFRS 10Consolidated Financial Statement®FRS 10 introduces a new approach
to determining which investees should be consdifl@nd provides a single model
to be applied in the control analysis for all intees. An investor controls an
investee when: (a) it is exposed or has rightsarable returns from its involvement
with that investee; (b) it has the ability to atféltose returns through its power over
that investee; and (c) there is a link between pamd returns. Control is reassessed
as facts and circumstances change. PFRS 10 sdpsr$®AS 27 (2008) and
Philippine Interpretation SIC — 12, ConsolidatioBpecial Purpose Entities. The new
standard is effective for annual periods beginmingr after January 1, 2013.

PFRS 11Joint Arrangement®?FRS 11 focuses on the rights and obligationsiof jo
arrangements, rather than the legal form (as i®ntly the case). It (a) distinguishes
joint arrangements between joint operations andt jeentures; and (b) always
requires the equity method for jointly controlledtides that are now called joint
ventures; they are stripped of the free choice sihgi the equity method or
proportionate consolidation. PFRS 11 supersedes F3AS and Philippine
Interpretation SIC -13Jointly Controlled Entities - Non-Monetary Contrimns by
Venturers. The new standard is effective for annual periodgirbeng on or after
January 1, 2013.

PFRS 12Disclosure of Interests in Other Entitie®FRS 12 contains the disclosure
requirements for entities that have interests imsgliaries, joint arrangements (i.e.,
joint operations or joint ventures), associates/@ndinconsolidated structured

entities, aiming to provide information to enabkers to evaluate the nature of, and
risks associated with, an entity’s interests ineotantities; and the effects of those
interests on the entity’s financial position, fic&@l performance and cash flows. The
new standard is effective for annual periods begomon or after January 1, 2013.

PFRS 13Fair Value MeasurementPFRS 13 replaces the fair value measurement
guidance contained in individual PFRS with a singleurce of fair value
measurement guidance. It defines fair value, éskes a framework for measuring
fair value and sets out disclosure requirementsfdar value measurements. It
explains how to measure fair value when it is regfior permitted by other PFRS.

It does not introduce new requirements to measssets or liabilities at fair value
nor does it eliminate the practicability exceptidosfair value measurements that
currently exist in certain standards. The new siaohés effective for annual periods
beginning on or after January 1, 2013. Early apyilbn is permitted and required to
be disclosed.



PAS 19,Employee Benefitsafnended 2011). The amended PAS 19 includes the
following requirements: (a) actuarial gains andséssare recognized immediately in
other comprehensive income; this change will remtwe corridor method and
eliminate the ability for entities to recognize alanges in the defined benefit
obligation and in plan assets in profit or loss,ialthis currently allowed under
PAS 19; and, (b) expected return on plan assetsgnézed in profit or loss is
calculated based on the rate used to discount ¢fined benefit obligation. The
adoption of the amended or revised standard ignesgtjfor annual periods beginning
on or after January 1, 2013.

PAS 27,Separate Financial Statemer{®011). PAS 27 (2011) supersedes PAS 27
(2008). PAS 27 (2011) carries forward the existmgrounting and disclosure
requirements for separate financial statementd) sgime minor clarifications. The
adoption of the amendment is required for annuaioge beginning on or after
January 1, 2013.

PAS 28, Investments in Associates and Joint Venty@2&11). PAS 28 (2011)
supersedes PAS 28 (2008). PAS 28 (2011) makes di@ving amendments:
(a) PFRS 5Noncurrent Assets Held for Sale and Discontinuee@r@jons,applies

to an investment, or a portion of an investmengrirassociate or a joint venture that
meets the criteria to be classified as held foe;sahd (b) on cessation of significant
influence or joint control, even if an investmem a&n associate becomes an
investment in a joint venture @ice versathe entity does not remeasure the retained
interest. The adoption of the amended or revigaddsrd is required for annual
periods beginning on or after January 1, 2013.

PFRS 9 (2009) is the first standard issued as @fag wider project to replace
PAS 39. PFRS 9 (2009) retains but simplifies theech measurement model and
establishes two primary measurement categorieifancial assets: amortized cost
and fair value. The basis of classification depemshe entity’s business model and
the contractual cash flow characteristics of thearicial asset. The guidance in
PAS 39 on impairment of financial assets and hedgeunting continues to apply.
PFRS 9 (2010) adds the requirements related tal#ssification and measurement
of financial liabilities, and derecognition of fineial assets and liabilities to the
version issued in November 2009. It also inclutesse paragraphs of PAS 39
dealing with how to measure fair value and accogntdr derivatives embedded in a
contract that contains a host that is not a firelrecsset, as well as the requirements
of Philippine Interpretation - IFRIC ®Reassessment of Embedded Derivatividse
adoption of the new standard is required for anpggiods beginning on or after
January 1, 2015.

Philippine Interpretation IFRIC-15Agreements for the Construction of Real Estate,
applies to the accounting for revenue and assaciatgenses by entities that
undertake the construction of real estate direatlythrough subcontractors. It
provides guidance on the recognition of revenuergmeal estate developers for
sales of units, such as apartments or housesplaif; i.e., before construction is
completed. It also provides guidance on how torddtee whether an agreement for
the construction of real estate is within the scopBAS 11,Construction Contracts

or PAS 18,Revenugand the timing of revenue recognition. The iBpihe SEC
issued a notice dated August 5, 2011 that defersattoption of this interpretation
indefinitely.



Financial Assets and Financial Liabilities

Date of RecognitioriThe Group recognizes a financial asset or a firtiability in the
consolidated statements of financial position whdrecomes a party to the contractual
provisions of the instrument. In the case of ailgway purchase or sale of financial
assets, recognition is done using settlement datuating.

Initial Recognition of Financial Instrumentdzinancial instruments are recognized

initially at fair value of the consideration givéin case of an asset) or received (in case
of a liability). The initial measurement of finaak instruments, except for those

designated at FVPL, includes transaction costs.

The Group classifies its financial assets in thikofdng categories: held-to-maturity
(HTM) investments, AFS financial assets, financisets at FVPL and loans and
receivables. The Group classifies its financiablilities as either financial liabilities at
FVPL or other financial liabilities. The class#Higon depends on the purpose for which
the investments are acquired and whether they aed in an active market.
Management determines the classification of itarfoial assets and financial liabilities at
initial recognition and, where allowed and apprat&] re-evaluates such designation at
every reporting date.

Determination of Fair Value.The fair value of financial instruments traded itivze
markets at the reporting date is based on theiteguanarket price or dealer price
guotations (bid price for long positions and askceifor short positions), without any
deduction for transaction costs. When currentasid ask prices are not available, the
price of the most recent transaction provides ewideof the current fair value as long as
there is no significant change in economic circameés since the time of the
transaction.

For all other financial instruments not listed in active market, the fair value is
determined by using appropriate valuation techréguéaluation techniques include the
discounted cash flow method, comparison to simitetruments for which market
observable prices exist, options pricing modelsatheér relevant valuation models.

‘Day 1’ Profit. Where the transaction price in a non-active maiskdifferent from the
fair value of the other observable current markatgactions in the same instrument or
based on a valuation technique whose variablesideclonly data from observable
market, the Group recognizes the difference betvileeriransaction price and fair value
(a ‘Day 1’ profit) in profit or loss unless it qui@s for recognition as some other type of
asset. In cases where use is made of data wh&mmar observable, the difference
between the transaction price and model value lig r@eognized in profit or loss when
the inputs become observable or when the instrunierderecognized. For each
transaction, the Group determines the approprisgthad of recognizing the ‘Day 1’
profit amount.

Financial Assets

Financial Assets at FVPL. A financial asset is classified at FVPL if it ilassified as
held for trading or is designated as such upoimlmiécognition. Derivative instruments
(including embedded derivatives), except those wm@meby hedge accounting
relationships, are classified under this category.

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



Financial assets may be designated by managemenitialt recognition as at FVPL
when any of the following criteria is met:

» the designation eliminates or significantly reduttessinconsistent treatment that
would otherwise arise from measuring the assete@rgnizing gains or losses
on a different basis;

= the assets are part of a group of financial asshish are managed and their
performances are evaluated on a fair value basisadcordance with a
documented risk management or investment strategy;

= the financial instrument contains an embedded dtviz, unless the embedded
derivative does not significantly modify the cakiwfs or it is clear, with little or
no analysis, that it would not be separately retzegh

The Group uses commodity price swaps to protech@syin on petroleum products from
potential price volatility of international crudendh product prices. It also enters into
short-term forward currency contracts to hedgecitsrency exposure on crude oil
importations. In addition, the Parent Company idagtified and bifurcated embedded
foreign currency derivatives from certain non-fineh contracts.

Derivative instruments are initially recognized fair value on the date in which a
derivative transaction is entered into or bifurdatend are subsequently re-measured at
fair value. Derivatives are presented in the cbdated statements of financial position
as assets when the fair value is positive andahdities when the fair value is negative.
Gains and losses from changes in fair value ofetliesivatives are recognized under the
caption marked-to-market gains (losses) includegaas of “Other Income (Expenses)”
in the consolidated statements of income.

The fair values of freestanding and bifurcated fmadv currency transactions are
calculated by reference to current exchange rasescdntracts with similar maturity
profiles. The fair values of commodity swaps aet¢edmined based on quotes obtained
from counterparty banks.

The Group’s financial assets at FVPL and derivasiggets are included in this category
(Note 7).

The carrying values of financial assets underdhiegory amounted to P237 and P227 as
of December 31, 2011 and 2010, respectively (Ndje 3

Loans and Receivablesoans and receivables are non-derivative finanasslets with
fixed or determinable payments and maturities #ratnot quoted in an active market.
They are not entered into with the intention of iediate or short-term resale and are not
designated as AFS financial assets or financigtasg FVPL.

Subsequent to initial measurement, loans and rakeis are carried at amortized cost
using the effective interest rate method, lessiapairment in value. Any interest earned
on loans and receivables shall be recognized as gfafinterest income” in the
consolidated statements of income on an accrua.b@snortized cost is calculated by
taking into account any discount or premium on &itjon and fees that are integral part
of the effective interest rate. The periodic anzation is also included as part of
“Interest income” in the consolidated statementsirafome. Gains or losses are
recognized in profit or loss when loans and reddasare derecognized or impaired, as
well as through the amortization process.
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The Group’s cash and cash equivalents, trade amer oéceivables, due from related
parties and long-term receivables are includetii;dategory (Notes 6, 9 and 14).

Cash includes cash on hand and in banks which @tedsat face value. Cash
equivalents are short-term, highly liquid investtsethat are readily convertible to
known amounts of cash and which are subject tasignificant risk of changes in value.

The combined carrying values of financial assetdeunthis category amounted to
P74,303 and P90,819 as of December 31, 2011 arg] &xpectively (Note 34).

HTM Investments HTM investments are quoted non-derivative finahassets with
fixed or determinable payments and fixed maturitteswhich the Group’s management
has the positive intention and ability to hold tatarity. Where the Group sells other
than an insignificant amount of HTM investments #ntire category would be tainted
and reclassified as AFS financial assets. Aftdlalirmeasurement, these investments are
measured at amortized cost using the effectiveaataate method, less impairment in
value. Any interest earned on the HTM investmestiall be recognized as part of
“Interest income” in the consolidated statementsirafome on an accrual basis.
Amortized cost is calculated by taking into accowmy discount or premium on
acquisition and fees that are integral part of ¢fffective interest rate. The periodic
amortization is also included as part of “Interi@esbme” in the consolidated statements
of income. Gains or losses are recognized in ppoofloss when the HTM investments
are derecognized or impaired, as well as througlathortization process.

As of December 31, 2011 and 2010, the Group haswestments accounted for under
this category.

AFS Financial AssetsAFS financial assets are non-derivative financiededs that are
either designated in this category or not clagkitiader any of the other financial asset
categories. Subsequent to initial recognition, theymeasured at fair value and changes
therein, other than impairment losses and foreigireocy differences on AFS debt
instruments, are recognized in other compreheris@me and in equity. The effective
yield component of AFS debt securities, as wellh@simpact of restatement on foreign
currency-denominated AFS investment securitiesgpsrted as part of “Interest income”
in the consolidated statements of income. Thealizesl gains and losses arising from
the changes in fair value of AFS financial assets,of tax, are excluded from profit or
loss and are recognized as other comprehensivenaaeported in the consolidated
statements of comprehensive income and in the tdated statements of changes in
equity. Any interest earned on AFS debt securiball be recognized as part of
“Interest income” in the consolidated statementsirfome on an accrual basis.
Dividends earned on holding AFS equity securitiesracognized as “Dividend income”
when the right of collection has been establishé&then individual AFS financial assets
are either derecognized or impaired, the relatediraolated unrealized gains or losses
previously reported in equity are transferred td eecognized in profit or loss.

Where the Group holds more than one investmeritdrsame security, these are deemed
to be disposed on a first-in, first-out basis.etest and dividends earned on holding AFS
financial assets are recognized in “Other Inconegbant in the consolidated statements
of income when the right to receive payment haslestablished. The losses arising
from impairment of such investments are recogniaedmpairment losses in profit or
loss.

AFS financial assets also include unquoted equistruments with fair values which

cannot be reliably determined. These instrumergscarried at cost less impairment in
value, if any.
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The Group’s investment in equity and debt securitieluded under “AFS” account are
classified under this category (Note 8).

The carrying values of financial assets under tasegory amounted to P1,036 and
P1,161 as of December 31, 2011 and 2010, resplctiete 34).

Financial Liabilities

Financial Liabilities at FVPL.Financial liabilities are classified under this egairy
through the fair value option. Derivative instrurtee (including embedded derivatives)
with negative fair values, except those coverechbgige accounting relationships, are
also classified under this category.

The Group carries financial liabilities at FVPL ngitheir fair values and reports fair
value changes in profit or loss.

The Group’s derivative liabilities are classifiedder this category.

The carrying values of financial liabilities undéis category amounted to P55 and P30
as of December 31, 2011 and 2010, respectivelye(Ra}.

Other Financial Liabilities.This category pertains to financial liabilities thare not
designated or classified as at FVPL. After initidasurement, other financial liabilities
are carried at amortized cost using the effectiterest rate method. Amortized cost is
calculated by taking into account any premium acdunt and any directly attributable
transaction costs e.g. debt issue costs that asdared an integral part of the effective
interest rate of the liability.

Included in this category are the Group’s lial@ktiarising from its short term loans,
liabilities for crude oil and petroleum product iorfation, trade and other payables,
long-term debt, cash bonds, cylinder deposits @hdraoncurrent liabilities (Notes 15,
16, 17 and 19).

The combined carrying values of financial liabd&i under this category amounted to
P111,643 and P104,843 as of December 31, 2011Gi@) spectively (Note 34).

Debt Issue Costs

Debt issue costs are considered as directly at#fifber transaction cost upon initial
measurement of the related debt and subsequentheiralculation of amortized cost
using the effective interest method.

Embedded Derivatives
The Group assesses whether embedded derivativescatieed to be separated from host
contracts when the Group becomes a party to thieamin

An embedded derivative is separated from the hostract and accounted for as a
derivative if all of the following conditions arean a) the economic characteristics and
risks of the embedded derivative are not closelgted to the economic characteristics
and risks of the host contract; b) a separate unsnt with the same terms as the
embedded derivative would meet the definition ofiexivative; and c) the hybrid or
combined instrument is not recognized at FVPL. SReasment only occurs if there is a
change in the terms of the contract that signitigamodifies the cash flows that would
otherwise be required.
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Derecognition of Financial Assets and Financiabilities
Financial AssetsA financial asset (or, where applicable, a pad @ihancial asset or part
of a group of similar financial assets) is deredoggh when:

" the rights to receive cash flows from the asspires;

" the Group retains the right to receive cash flnom the asset, but has
assumed an obligation to pay them in full withowttenial delay to a third party
under a

“pass-through” arrangement; or

" the Group has transferred its rights to receivghdbows from the asset
and either: (a) has transferred substantiallyhalrisks and rewards of the asset;
or (b) has neither transferred nor retained suliathnall the risks and rewards
of the asset, but has transferred control of tisetas

When the Group has transferred its rights to receash flows from an asset and has
neither transferred nor retained substantiallyttad! risks and rewards of the asset nor
transferred control of the asset, the asset isgrézed to the extent of the Group’s
continuing involvement in the asset. Continuingalvement that takes the form of a
guarantee over the transferred asset is measurdte dower of the original carrying
amount of the asset and the maximum amount of deretion that the Group could be
required to repay.

Financial Liabilities. A financial liability is derecognized when the gation under the
liability is discharged, cancelled or expired. Whan existing financial liability is
replaced by another from the same lender on suimtgmifferent terms, or the terms of
an existing liability are substantially modifiedjch an exchange or modification is
treated as a derecognition of the original liapiaind the recognition of a new liability.
The difference in the respective carrying amousitecognized in profit or loss.

Impairment of Financial Assets
The Group assesses at reporting date whetherracfal@sset or group of financial assets
is impaired.

A financial asset or a group of financial assetdéemed to be impaired if, and only if,
there is objective evidence of impairment as altexfuone or more events that have
occurred after the initial recognition of the asgat incurred loss event) and that loss
event has an impact on the estimated future casgtsfof the financial asset or the group
of financial assets that can be reliably estimated.

Assets Carried at Amortized CoBbr assets carried at amortized cost such as kahs
receivables, the Group first assesses whether tolgeevidence of impairment exists
individually for financial assets that are indivally significant, or collectively for
financial assets that are not individually sigréfic. If no objective evidence of
impairment has been identified for a particularafinial asset that was individually
assessed, the Group includes the asset as partgajup of financial assets pooled
according to their credit risk characteristics arallectively assesses the group for
impairment. Assets that are individually assessadimhpairment and for which an
impairment loss is, or continues to be, recogniaeel not included in the collective
impairment assessment.
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Evidence of impairment for specific impairment pagps may include indications that
the borrower or a group of borrowers is experiegdimancial difficulty, default or
delinquency in principal or interest payments, @yrenter into bankruptcy or other form
of financial reorganization intended to allevidbte financial condition of the borrower.
For collective impairment purposes, evidence ofdimpent may include observable data
on existing economic conditions or industry-wideelepments indicating that there is a
measurable decrease in the estimated future gash @f the related assets.

If there is objective evidence of impairment, theoant of loss is measured as the
difference between the asset’s carrying amounttla@gresent value of estimated future
cash flows (excluding future credit losses) disdednat the financial asset’s original
effective interest rate (i.e., the effective instreate computed at initial recognition).
Time value is generally not considered when thectfdf discounting the cash flows is
not material. If a loan or receivable has a vasgatalte, the discount rate for measuring
any impairment loss is the current effective indemate, adjusted for the original credit
risk premium. For collective impairment purposespairment loss is computed based
on their respective default and historical lossegignce.

The carrying amount of the asset shall be redudtdéredirectly or through use of an
allowance account. The impairment loss for thequeshall be recognized in profit or
loss. If, in a subsequent period, the amount efithpairment loss decreases and the
decrease can be related objectively to an eventroog after the impairment was
recognized, the previously recognized impairmersisIis reversed. Any subsequent
reversal of an impairment loss is recognized infipiar loss, to the extent that the
carrying value of the asset does not exceed itst&@®ad cost at the reversal date.

AFS Financial Assetdf an AFS financial asset is impaired, an amowrhprising the
difference between the cost (net of any principayrpent and amortization) and its
current fair value, less any impairment loss on fimancial asset previously recognized
in profit or loss, is transferred from equity tafit or loss. Reversals in respect of equity
instruments classified as AFS financial assets rave recognized in profit or loss.
Reversals of impairment losses on debt instrumemetsecognized in profit or loss, if the
increase in fair value of the instrument can bescibjely related to an event occurring
after the impairment loss was recognized in pafibss.

In the case of an unquoted equity instrument ca derivative asset linked to and must
be settled by delivery of an unquoted equity insteat, for which its fair value cannot be
reliably measured, the amount of the loss is medsas the difference between the
asset’'s carrying amount and the present value toha&®d future cash flows from the

asset discounted using its historical effective dtreturn on the asset.

Classification of Financial Instruments Between Desid Equity
From the perspective of the issuer, a financiatrimsent is classified as debt instrument
if it provides for a contractual obligation to:

" deliver cash or another financial asset to anaghéty;

" exchange financial assets or financial liabilittath another entity under
conditions that are potentially unfavorable to @reup; or

" satisfy the obligation other than by the exchaofa fixed amount of
cash or another financial asset for a fixed nunolbewn equity shares.
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If the Group does not have an unconditional rightavoid delivering cash or another
financial asset to settle its contractual obligatithe obligation meets the definition of a
financial liability.

Offsetting Financial Instruments

Financial assets and financial liabilities are efffand the net amount is reported in the
consolidated statements of financial position ifdaonly if, there is a currently
enforceable legal right to offset the recognizesants and there is an intention to settle
on a net basis, or to realize the asset and gb#ldéiability simultaneously. This is not
generally the case with master netting agreemanis,the related assets and liabilities
are presented gross in the consolidated staterogfitencial position.

Inventories

Inventories are carried at the lower of cost antrealizable value. For petroleum
products, crude oil, and tires, batteries and awess (TBA), the net realizable value is
the estimated selling price in the ordinary cowsbusiness, less the estimated costs to
complete and/or market and distribute. For mdteead supplies, net realizable value is
the current replacement cost.

For financial reporting purposes, Petron uses tred-in, first-out method in costing
petroleum products (except lubes and greases, vemd@solvents), crude oil, and other
products. Cost is determined using the movingayermethod in costing lubes and
greases, waxes and solvents, materials and supiplestories. For income tax
reporting purposes, cost of all inventories is deieed using the moving-average
method.

For financial reporting purposes, duties and tarésgied to the acquisition of inventories
are capitalized as part of inventory cost. Fooine tax reporting purposes, such duties
and taxes are treated as deductible expenses yednéhese charges are incurred.

Transactions under Common Control

Transactions under common control entered intoontemplation of each other, and
business combination under common control designedthieve an overall commercial
effect are treated as a single transaction.

Transfers of assets between commonly controllediestare accounted for using the
book value accounting.

Non-controlling Interests

For acquisitions of non-controlling interests onafter January 1, 2010, the acquisitions
are accounted for as transactions with ownersdin ttapacity as owners and therefore no
goodwill is recognized as a result of such transast Any difference between the
purchase price and the net assets of acquiredy @stitecognized in equity. The
adjustments to non-controlling interests are basea proportionate amount of the net
assets of the subsidiary.

Investments in Associates

The Group’s investments in associates are accountednder the equity method of
accounting from the date when it becomes an adsociAn associate is an entity in
which the Group has significant influence and whigmmeither a subsidiary nor a joint
venture. Significant influence is presumed to exiken the Group holds between 20
and 50 percent of the voting power of another gntit
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Under the equity method, the investment in an agsois initially recognized at cost and

the carrying amount is increased or decreasecctgreze the Group’s share of the profit
or loss of the associate after the date of aciprisitThe Group’s share of the profit or

loss of the associate is recognized in the Gropg§it or loss. Dividends received from

an associate reduce the carrying amount of thesiment. Adjustments to the carrying
amounts may also be necessary for changes in thigpGrproportionate interest in the

associate arising from changes in the associatésr comprehensive income. Such
changes include those arising from the revaluatioproperty, plant and equipment and
from foreign exchange translation differences. Wreup’s share of those changes is
recognized in other comprehensive income.

Goodwill relating to an associate is included ie tarrying amount of the investment
and is not amortized.

After application of the equity method, the Growgtedmines whether it is necessary to
recognize any additional impairment loss with resge the Group’s net investment in
the associate. Profits and losses resulting framsactions between the Group and the
associate are eliminated to the extent of theestan the associate.

Upon acquisition of the investment, any differeiegween the cost of the investment
and the investor's share in the net fair value lg Bssociate’s identifiable assets,
liabilities and contingent liabilities is accountddr in accordance with PFRS 3.
Consequently:

a. goodwill that forms part of the carrying amountaof investment in an associate
iS not recognized separately, and therefore is tested for impairment
separately. Instead, the entire amount of the invest in an associate is tested
for impairment as a single asset when there isctibge evidence that the
investment in an associate may be impaired.

b. any excess of the Group’s share in the net faiuevabf the associate’s
identifiable assets, liabilities and contingentbiities over the cost of the
investment is excluded from the carrying amourthefinvestment and is instead
included as income in the determination of the @i®©hare in the associate’'s
profit or loss in the period in which the investrhenacquired.

The Group discontinues applying the equity methdemvits investment in an associate
is reduced to zero. Additional losses are providely to the extent that the Group has
incurred obligations or made payments on behatfhefassociate to satisfy obligations of
the associate that the Group has guaranteed orwageecommitted. If the associate
subsequently reports profits, the Group resumelyiaigpthe equity method only after its

share of the profits equals the share of net lossesecognized during the period the
equity method was suspended.

The financial statements of the associates areapeddor the same reporting period as

the Parent Company. The accounting policies obsoaciates conform to those used by
the Group for like transactions and events in singircumstances.
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Interest in a Joint Venture

The Group’s 33.33% joint venture interest in PaadaDepot Services, Inc. (PDSI),

included under “Other noncurrent assets - net” aet@ the consolidated statements of
financial position, incorporated on September Z®4Aunder the laws of the Republic of
the Philippines, is accounted for under the equigthod of accounting. The interest in
joint venture is carried in the consolidated staets of financial position at cost plus
post-acquisition changes in the Group’s share tninm@me (loss) of the joint venture,

less any impairment in value. The consolidatedestants of income reflects the

Group’s share in the results of operations of tiet jventure presented as part of “Other
Income (Expenses) - Others” account (Note 25). Ghmup has no capital commitments
or contingent liabilities in relation to its intestan this joint venture.

Results of operations as well as financial posibatances of PDSI were less than 1% of
the consolidated values and as such are assessed amterial; hence, not separately
disclosed.

Property, Plant and Equipment

Property, plant and equipment, except land, ard¢edstaat cost less accumulated

depreciation and amortization and any accumulategairment in value. Such cost

includes the cost of replacing part of the propgptgnt and equipment at the time that
cost is incurred, if the recognition criteria aretimand excludes the costs of day-to-day
servicing. Land is stated at cost less any impaitnin value.

The initial cost of property, plant and equipmeoimprises its construction cost or
purchase price, including import duties, taxes amy directly attributable costs in

bringing the asset to its working condition andalii@n for its intended use. Cost also
includes any related asset retirement obligationl &merest incurred during the

construction period on funds borrowed to finance tonstruction of the projects.

Expenditures incurred after the asset has beeninpotoperation, such as repairs,
maintenance and overhaul costs, are normally rézegras expense in the period the
costs are incurred. Major repairs are capitalaggart of property, plant and equipment
only when it is probable that future economic bésefssociated with the items will flow

to the Group and the cost of the items can be medsaliably.

Construction in progress represents structuresrucaolestruction and is stated at cost.
This includes the costs of construction and othiexctl costs. Borrowing costs that are
directly attributable to the construction of prdageplant and equipment are capitalized
during the construction period. Construction imgyess is not depreciated until such
time that the relevant assets are ready for use.

For financial reporting purposes, duties and taeésted to the acquisition of property,
plant and equipment are capitalized. For incomeaeporting purposes, such duties and
taxes are treated as deductible expenses in théhese charges are incurred.

For financial reporting purposes, depreciation antbrtization are computed using the
straight-line method over the estimated usefukligéthe following assets:

Number of Years

Buildings and related facilities 2-25
Refinery and plant equipment 5-16
Service stations and other equipment 11/2-10
Computers, office and motor equipment 2-10
Leasehold improvemer 10 or the term of the leas
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whichever is shorter
The remaining useful lives, residual values, deptiEn and amortization method are
reviewed and adjusted periodically, if appropriaie, ensure that such periods and
method of depreciation and amortization are coasfstvith the expected pattern of
economic benefits from the items of property, plamd equipment.

For income tax reporting purposes, depreciationandrtization are computed using the
double-declining balance method.

The carrying values of property, plant and equipinaea reviewed for impairment when
events or changes in circumstances indicate that ddrrying value may not be
recoverable.

Fully depreciated assets are retained in the a¢sauntil they are no longer in use and no
further depreciation and amortization are recoghineprofit or loss.

An item of property, plant and equipment is derecogd when either it has been
disposed of or when it is permanently withdrawnnfrase and no future economic
benefits are expected from its use or disposaly dain or loss arising on the retirement
and disposal of an item of property, plant and gepeint (calculated as the difference
between the net disposal proceeds and the carayimgunt of the asset) is included in
profit or loss in the period of retirement or dispb

Investment Property

Investment property consists of properties heldeton rentals and/or for capital
appreciation but not for sale in the ordinary ceur$ business, use in the production or
supply of goods or services or for administrativegoses. Investment property, except
for land, is measured at cost including transactiosts less accumulated depreciation
and amortization and any accumulated impairmenvdiue. The carrying amount
includes the cost of replacing part of an existmgestment property at the time the cost
is incurred, if the recognition criteria are methdaexcludes the costs of day-to-day
servicing of an investment property. Land is staecost less any impairment in value.

For financial reporting purposes, depreciation ffite units is computed on straight-line

basis over the estimated useful lives of the asde?€ years. For income tax reporting

purposes, depreciation is computed using the deddxéning balance method. The

residual values, useful lives and method of deptixri and amortization of the assets are
reviewed and adjusted, if appropriate, at eacmfira year-end.

Investment property is derecognized either whemag been disposed of or when it is
permanently withdrawn from use and no future ecdondmenefit is expected from its

disposal. Gains and losses on the retirement @pbshl of investment property are
recognized in profit or loss in the period of retirent or disposal.

Transfers are made to investment property whenpahdwhen, there is a change in use,
evidenced by ending of owner-occupation or commesgee of an operating lease to
another party. Transfers are made from investmpesgerty when, and only when, there
is a change in use, evidenced by commencement ef cilvner-occupation or
commencement of development with a view to sale.

For a transfer from investment property to ownesupied property or inventories, the
cost of property for subsequent accounting isatsying amount at the date of change in
use. If the property occupied by the Group aswanes-occupied property becomes an
investment property, the Group accounts for sucipgnty in accordance with the policy
stated under property, plant and equipment updal#tte of change in use.
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Cylinder Deposits
The LPG cylinders remain the property of the Greug are loaned to dealers upon
payment by the latter of an equivalent 100% ofabguisition cost of the cylinders.

The Group maintains the balance of cylinder depasitan amount equivalent to three
days worth of inventory of its biggest dealers, ounho case lower than P200 at any
given time, to take care of possible returns byeatsa

At the end of each reporting period, cylinder déigoshown under “Other Noncurrent
Liabilities” account in the consolidated statemeuoitginancial position, are reduced for
estimated non-returns. The reduction is creditegttly to profit or loss.

Intangible Assets
Intangible assets acquired separately are measomednitial recognition at cost.

Subsequently, intangible assets are measured tatesssaccumulated amortization and
any accumulated impairment losses. The usefus lofeéntangible assets are assessed to
be either finite or indefinite.

Intangible assets with finite lives are amortizegerothe useful life and assessed for
impairment whenever there is an indication thatititangible asset may be impaired.
The amortization period and the amortization methseld for an intangible asset with a
finite useful life are reviewed at least at eadtaficial year-end. Changes in the expected
useful life or the expected pattern of consumptbiuture economic benefits embodied
in the asset is accounted for by changing the armatidin period or method, as
appropriate, and are treated as changes in acoguestimates. The amortization
expense on intangible assets with finite liveseisognized in profit or loss consistent
with the function of the intangible asset.

Amortization is computed using the straight-linetiheg over 5 to 10 years.

Gains or losses arising from disposal of an intaleghsset are measured as the difference
between the net disposal proceeds and the cargingunt of the asset and are
recognized in profit or loss when the asset isacEgpized.

As of December 31, 2011 and 2010, the Group hastiegiand pending trademark
registration for its products for a term of 10 @ y&ars. It also has copyrights for its 7-
kg LPG container, Gasulito with stylized letter “Bid two flames, for Powerburn 2T,
and for Petron New Logo (22 styles). Copyrightslige during the lifetime of the

creator and for another 50 years after creatordhde

The amount of intangible assets is included unberdaption of Others in the “Other
Noncurrent Assets” in the consolidated statemeinfisancial position.

Expenses incurred for research and developmenntefnial projects and internally

developed patents and copyrights are expensedcagad and are part of “Selling and
Administrative Expenses” account in the consolidatatements of income.
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Impairment of Non-financial Assets

The carrying values of property, plant and equiptniewestment property and intangible
assets with finite lives are reviewed for impairmemhen events or changes in
circumstances indicate that the carrying values matybe recoverable. If any such
indication exists, and if the carrying value excette estimated recoverable amount, the
assets or cash-generating units are written dowthéd recoverable amounts. The
recoverable amount of the asset is the greateaioivélue less costs to sell or value in
use. The fair value less costs to sell is the arnobtainable from the sale of an asset in
an arm’s length transaction between knowledgeabidling parties, less costs of
disposal. In assessing value in use, the estinfatede cash flows are discounted to
their present value using a pre-tax discount taé teflects current market assessments
of the time value of money and the risks specdithie asset. For an asset that does not
generate largely independent cash inflows, theveredle amount is determined for the
cash-generating unit to which the asset belonggaiment losses of continuing
operations are recognized in the consolidated mties of income in those expense
categories consistent with the function of the iirgzhasset.

An assessment is made at each reporting datewaldiher there is any indication that
previously recognized impairment losses may nodorgxist or may have decreased. If
such indication exists, the recoverable amountsismated. A previously recognized
impairment loss is reversed only if there has baerhange in the estimates used to
determine the asset’s recoverable amount sinclaghémpairment loss was recognized.
If that is the case, the carrying amount of thetssincreased to its recoverable amount.
That increased amount cannot exceed the carryinguaimthat would have been
determined, net of depreciation and amortizatioad mo impairment loss been
recognized for the asset in prior years. Suchrsavas recognized in profit or loss.
After such reversal, the depreciation and amortinatharge is adjusted in future periods
to allocate the asset’s revised carrying amoust #ny residual value, on a systematic
basis over its remaining useful life.

Provisions

Provisions are recognized when the Group has: gresent obligation (legal or
constructive) as a result of past event; (b) grigbable (i.e., more likely than not) that an
outflow of resources embodying economic benefitdl Wwe required to settle the
obligation; and (c) a reliable estimate can be nadbe amount of the obligation. If the
effect of the time value of money is material, psions are determined by discounting
the expected future cash flows at a pre-tax raeréflects current market assessment of
the time value of money and those risks specifith® liability. Where discounting is
used, the increase in the provision due to theguessf time is recognized as interest
expense. Where some or all of the expenditureinedjtio settle a provision is expected
to be reimbursed by another party, the reimburséstall be recognized when, and only
when, it is virtually certain that reimbursementlwie received if the entity settles the
obligation. The reimbursement shall be treatedaaseparate asset. The amount
recognized for the reimbursement shall not excedesl amount of the provision.
Provisions are reviewed at each reporting date aafjdsted to reflect the current best
estimate.

The Group recognizes provisions arising from legatl/or constructive obligations
associated with cost of dismantling and removing item of property, plant and
equipment and restoring the site where it is latatiee obligation for which the Group
incurs either when the asset is acquired or amaecmence of using the asset during a
particular year for purposes other than to prodoeentories during the year.
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Capital Stock
Common Shares

Common shares are classified as equity. Incremewsts directly attributable to the
issue of common shares are recognized as a deddiciion equity, net of any tax effect.

Preferred Shares

Preferred shares are classified as equity ifribis-redeemable, or redeemable only at the
Parent Company’s option, and any dividends arerglisnary. Dividends thereon are
recognized as distributions within equity upon awat by the Parent Company’s BOD.

Preferred shares are classified as a liability i§ redeemable on a specific date or at the
option of the shareholders, or if dividend paymeats not discretionary. Dividends
thereon are recognized as interest expense irt prdfiss as accrued.

Revenue

Revenue is recognized to the extent that is prebtilat the economic benefits will flow
to the Group and revenue can be reliably measurée. following specific criteria must
also be met before revenue is recognized:

Sale of Goods Revenue is recognized when there is persuasnderee that an
arrangement exists, delivery has occurred, tite thansferred, selling price is fixed or
determinable and collectibility of the selling pits reasonably assured.

Interest Income Revenue is recognized as the interest accrakimgtinto account the
effective yield on the asset.

Rental IncomeRevenue from investment property is recognized atraight-line basis
over the term of the lease. Rent income is indumepart of other income.

Dividend Income. Revenue is recognized when the Group’s right abhaaeholder to
receive the payment is established.

Revenue is measured by reference to the fair vafuthe consideration received or
receivable by the Group for goods supplied andises\provided, excluding sales tax [or
value-added tax (VAT)] except where:

= the sales tax incurred on a purchase of asse&raceas is not recoverable from the
taxation authority, in which case the sales tareognized as part of the cost of
acquisition of the asset or as part of the expéaseas applicable; and,

= receivables and payables that are stated withntioeiat of sales tax included.

The net amount of sales tax recoverable from, galpi@ to, the taxation authority is
included as part of “Trade and Other Receivables™Trade and Other Payables”
account in the consolidated statements of finaqmaltion.

Cost and Expense Recognition
Costs and expenses are recognized upon receipbdsgutilization of services or at the
date they are incurred.
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Leases

The determination of whether an arrangement is;amtains, a lease is based on the
substance of the arrangement and requires an ass#ssf whether the fulfillment of the
arrangement is dependent on the use of a spestiet @r assets and the arrangement
conveys a right to use the asset. A reassessmemde after the inception of the lease
only if one of the following applies:

(a) there is a change in contractual terms, other thaenewal or extension of the
arrangement;

(b) a renewal option is exercised or extension grantel@ss the term of the renewal
or extension was initially included in the leasarte

(c) there is a change in the determination of wheth#illfnent is dependent on a
specific asset;

(d) there is a substantial change to the asset.

Where a reassessment is made, lease accountihgaimahence or cease from the date
when the change in circumstances gives rise toghgsessment for scenarios (a), (c) or
(d) above, and at the date of renewal or extens@iod for scenario (b).

Group as Lessedzinance leases which transfer to the Group sutislignall the risks
and benefits incidental to ownership of the leapedperty, are capitalized at the
inception of the lease at the fair value of theséshproperty or, if lower, at the present
value of the minimum lease payments. Lease paymam@ apportioned between the
finance charges and reduction of the lease ligh#ld as to achieve a constant rate of
interest on the remaining balance of the liabilfjnance charges are reflected in profit
or loss.

Leased asset is depreciated over its estimatedilubief. However, if there is no
reasonable certainty that the Group will obtain exhip by the end of the lease term,
the asset is depreciated over the shorter of tmaged useful life of the asset and the
lease term.

Leases which do not transfer to the Group substantall the risks and benefits of
ownership of the asset are classified as operddiages. Operating lease payments are
recognized as an expense in profit or loss onagsirline basis over the lease term.
Associated costs such as maintenance and insuaamexpensed as incurred.

Group as Lessol.eases where the Group does not transfer sulsdtaratl the risks and
benefits of ownership of the assets are classdgdperating leases. Rent income from
operating leases is recognized as income on gstdime basis over the lease term.
Initial direct costs incurred in negotiating an ging lease are added to the carrying
amount of the leased asset and recognized as ansxpver the lease term on the same
basis as rent income. Contingent rents are recedras income in the period in which
they are earned.

Borrowing Costs
Borrowing costs are capitalized if they are dingdlttributable to the acquisition or

construction of a qualifying asset. Capitalizat@hborrowing costs commences when
the activities to prepare the asset are in progaagsexpenditures and borrowing costs
are being incurred. Borrowing costs are capitdlizatil the assets are substantially
ready for their intended use. If the carrying antoaf the asset exceeds its recoverable
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amount, an impairment loss is recognized.

Employee Benefits

The Group has a tax qualified and fully funded niedi benefit pension plan covering all
permanent, regular, full-time employees administeby trustee banks. Retirement
benefits cost is actuarially determined using thejguted unit credit method. This
method reflects service rendered by employees uphéo date of valuation and
incorporates assumptions concerning employeeségtej salaries. Retirement benefits
cost includes current service cost, interest cespected return on plan assets,
amortization of unrecognized actuarial gains arsdds and past service costs and effect
of any curtailments or settlements. Past servicgt is recognized as an expense on a
straight-line basis over the average period umid benefits become vested. If the
benefits are already vested immediately followihg introduction of, or changes to the
plan, past service cost is recognized immediatsham expense. Actuarial gains and
losses are recognized as income or expense whemetheumulative unrecognized
actuarial gains and losses at the end of the pusvieporting year exceed the greater of
10% of the present value of the defined benefitgalibn or the fair value of plan assets
at that date. These gains or losses are recognizadthe expected average remaining
working lives of the employees participating in fian.

The defined benefit liability is the aggregate lod¢ ppresent value of the defined benefit
obligation, reduced by actuarial gains and lossespast service costs not yet recognized
and the fair value of plan assets out of whichdbkgations are to be settled directly. If
such aggregate is negative, the resulting asse¢ésured at the lower of such aggregate
or the aggregate of cumulative unrecognized netaaiel losses and past service costs
and the present value of any economic benefitdabtaiin the form of reductions in the
future contributions to the plan.

If the asset is measured at the aggregate of ctireilanrecognized net actuarial losses
and past service costs and the present value okemyomic benefits available in the
form of reductions in the future contributions teetplan, net actuarial losses of the
current period and past service costs of the ctperiod are recognized immediately to
the extent that they exceed any reduction in teeqt value of those economic benefits.
If there is no change or an increase in the pregaloe of the economic benefits, the
entire net actuarial losses of the current perioti @ast service costs of the current period
are recognized immediately. Similarly, net actalagiains of the current period after the
deduction of past service costs of the currenbpegxceeding any increase in the present
value of the economic benefits stated above aregrézed immediately if the asset is
measured at the aggregate of cumulative unrecafymizs actuarial losses and past
service costs and the present value of any econbermefits available in the form of
reductions in the future contributions to the pldhthere is no change or a decrease in
the present value of the economic benefits, theeenet actuarial gains of the current
period after the deduction of past service costshef current period are recognized
immediately.

The Group has a corporate performance incentivgrano that aims to provide financial
incentives for the employees, contingent on theiezgiment of the Group’s annual
business goals and objectives. The Group recog@igkievement of its business goals
through key performance indicators (KPIs) whichased to evaluate performance of the
organization. The Group recognizes the relatecces@ when the KPIs are met, that is
when the Group is contractually obliged to payhlibeefits.
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The Group also provides other benefits to its eyges as follows:

Savings Plan The Group established a Savings Plan wherefibdi employees may
apply for membership and have the option to couteitb% to 15% of their monthly base
pay. The Group, in turn, contributes an amountivedent to 50% of the employee-
member’s contribution. However, the Group’s 50%rshapplies only to a maximum of
10% of the employee-member’'s contribution. Theilgg Plan aims to supplement
benefits upon employees’ retirement and to enceummgployee-members to save a
portion of their earnings. The Group accountstliis benefit as a defined contribution
pension plan and recognizes a liability and an egedor this plan as the expenses for its
contribution fall due. The Group has no legal ongtructive obligations to pay further
contributions after payments of the equivalent eygi-share. The accumulated savings
of the employees plus the Group’s share, inclugiagings, will be paid in the event of
the employee’s: (a) retirement, (b) resignatioreraftompleting at least five years of
continuous services, (c) death, or (d) involunsegaration not for cause.

Land/Home Ownership PlanThe Group established the Land/Home Ownerstap,Rin
integral part of the Savings Plan, to extend a tome-financial assistance to Savings
Plan members in securing housing loans for resaemirposes.

Foreign Currency

Foreign Currency Translations

Transactions in foreign currencies are translatetthe respective functional currency of
Group entities at exchange rates at the dateseofrémsactions. Monetary assets and
liabilities denominated in foreign currencies at tieporting date are retranslated to the
functional currency at the exchange rate at thtg.ddhe foreign currency gain or loss
on monetary items is the difference between aneftzost in the functional currency at
the beginning of the year, adjusted for effectinteliest and payments during the year,
and the amortized cost in foreign currency traeslat the exchange rate at the end of
the year.

Nonmonetary assets and liabilities denominatedirifin currencies that are measured
at fair value are retranslated to the functionatency at the exchange rate at the date
that the fair value was determined. Nonmonetaynd in a foreign currency that are
measured in terms of historical cost are translagdg the exchange rate at the date of
the transaction. Foreign currency differencesiragion retranslation are recognized in
profit or loss, except for differences arising dme tretranslation of AFS equity
investments, a financial liability designated dsedge of the net investment in a foreign
operation that is effective, or qualifying cashwilbedges, which are recognized in other
comprehensive income.

Foreign Operations

The assets and liabilities of foreign operationg;luding goodwill and fair value
adjustments arising on acquisition, are transléeBhilippine peso at exchange rates at
the reporting date. The income and expenses efgioroperations, excluding foreign
operations in hyperinflationary economies, arediated to Philippine peso at average
exchange rates at the reporting dates.
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Foreign currency differences are recognized in rotbemprehensive income, and
included as part of “Other Reserves” in equity. ldwer, if the operation is not a wholly-
owned subsidiary, then the relevant proportion&igres of the translation difference is
allocated to the non-controlling interests. Wheforaign operation is disposed of such
that control, significant influence or joint conltis lost, the cumulative amount in other
reserves related to that foreign operation is ssifi@d to profit or loss as part of the gain
or loss on disposal. When the Group disposes of pait of its interest in a subsidiary
that includes a foreign operation while retainimntrol, the relevant proportion of the
cumulative amount is reattributed to non-contrgflinterests. When the Group disposes
of only part of its investment in an associate @ntj venture that includes a foreign
operation while retaining significant influencejoint control, the relevant proportion of
the cumulative amount is reclassified to profitass.

When the settlement of a monetary item receivabla for payable to a foreign operation
is neither planned nor likely in the foreseeableirfe, foreign exchange gains and losses
arising from such a monetary item are considerefbrim part of a net investment in a
foreign operation and are recognized in other cefmgmsive income, and presented in
the “Other reserve” in equity.

Taxes

Current Tax. Current tax is the expected tax payable or recé&vaib the taxable income
or loss for the year, using tax rates enacted lostantively enacted at the reporting date,
and any adjustment to tax payable in respect ofique years.

Deferred Tax.Deferred tax is recognized in respect of tempodifierences between
the carrying amounts of assets and liabilities fioancial reporting purposes and the
amounts used for taxation purposes.

Deferred tax liabilities are recognized for allddle temporary differences, except:

= where the deferred tax liability arises from thitiah recognition of goodwill or of an
asset or liability in a transaction that is notusihess combination and, at the time of
the transaction, affects neither the accountin@itgror taxable profit or loss; and

= with respect to taxable temporary differences dased with investments in
subsidiaries, associates and interests in jointuves, where the timing of the
reversal of the temporary differences can be ctlattaand it is probable that the
temporary differences will not reverse in the &meable future.

Deferred tax assets are recognized for all dededi#mporary differences, carryforward
benefits of unused tax credits - Minimum Corpodatmme Tax (MCIT) and unused tax
losses - Net Operating Loss Carry Over (NOLCO)th® extent that it is probable that
taxable profit will be available against which tlieductible temporary differences, and
the carryforward benefits of MCIT and NOLCO canubiéized, except:

= where the deferred tax asset relating to the désdedemporary difference arises
from the initial recognition of an asset or liatyiliin a transaction that is not a
business combination and, at the time of the tctimsg affects neither the
accounting profit nor taxable profit or loss; and

= with respect to deductible temporary differencesoasted with investments in
subsidiaries, associates and interests in jointtuves, deferred tax assets are
recognized only to the extent that it is probablat the temporary differences will
reverse in the foreseeable future and taxabletpuifibe available against which the
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temporary differences can be utilized.
The carrying amount of deferred tax assets is wedeat each reporting date and reduced
to the extent that it is no longer probable thdficant taxable profit will be available to
allow all or part of the deferred tax asset to bkzad. Unrecognized deferred tax assets
are reassessed at each reporting date and arenizbdo the extent that it has become
probable that future taxable profit will allow tHeferred tax asset to be recovered.

Deferred tax assets and liabilities are measurddeatax rates that are expected to apply
in the year when the asset is realized or theliiplis settled, based on tax rates (and tax
laws) that have been enacted or substantively edattreporting date.

In determining the amount of current and defereed the Group takes into account the
impact of uncertain tax positions and whether doiddtl taxes and interest may be due.
The Group believes that its accruals for tax liib8 are adequate for all open tax years
based on its assessment of many factors, incluidigpretation of tax law and prior
experience. This assessment relies on estimattsassumptions and may involve a
series of judgments about future events. New métion may become available that
causes the Group to change its judgment regardiegadequacy of existing tax
liabilities; such changes to tax liabilities withpact tax expense in the period that such a
determination is made.

Current tax and deferred tax are recognized initpoofloss except to the extent that it
relates to a business combination, or items reeednidirectly in equity or in other
comprehensive income.

Deferred tax assets and deferred tax liabilities @ffset, if a legally enforceable right
exists to set off current tax assets against cuteenliabilities and the deferred taxes
relate to the same taxable entity and the saméidaxauthority.

Value Added Tax (VAT).Revenues, expenses and assets are recognized tiet of
amount of VAT, except:

= where the tax incurred on a purchase of assetsreicss is not recoverable from the
taxation authority, in which case the tax is recépgth as part of the cost of
acquisition of the asset or as part of the expéaseas applicable; and

= receivables and payables that are stated withnttoeiat of tax included.

The net amount of tax recoverable from, or payahl¢he taxation authority is included
as part of receivables or payables in the congeliisiatements of financial position.

Assets Held for Sale

Non-current assets, or disposal groups comprisisgta and liabilities, that are expected
to be recovered primarily through sale or distiitautrather than through continuing use,
are classified as held for sale or distributionmlediately before classification as held for
sale or distribution, the assets, or componenta dfsposal group, are remeasured in
accordance with the Group’s accounting policieseréhfter, the assets or disposal
groups are generally measured at the lower of tagitying amount and fair value less
costs to sell. Any impairment loss on a disposalg is allocated first to goodwill, and
then to remaining assets and liabilitiespn rata basis, except that no loss is allocated
to inventories, financial assets, deferred taxtassnployee benefit assets, investment
property or biological assets, which continue torbeasured in accordance with the
Group’s accounting policies. Impairment lossedrutial classification as held for sale
or distribution and subsequent gains and lossesepreasurement are recognized in
profit or loss. Gains are not recognized in exaéssy cumulative impairment loss.
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Intangible assets, investment property, and prgpplant and equipment once classified
as held for sale or distribution are not amortizeddepreciated. In addition, equity
accounting of equity-accounteidvestees ceases once classified as held for sale o
distribution.

When an asset no longer meets the criteria to &&sifled as held for sale, the Group

shall cease to classify such as held for sale. sfeas from assets held for sale are

measured at the lower of its carrying amount befbecasset was classified as held for
sale, adjusted for any depreciation that would Haeen recognized had the asset not
been classified as held for sale, and its recolemmmount at the date of the subsequent
decision not to sell.

Related Parties

Parties are considered to be related if one patythe ability, directly or indirectly, to
control the other party or exercise significanfiuehce over the other party in making
financial and operating decisions. Parties are atstsidered to be related if they are
subject to common control or common significantuehce. Related parties may be
individuals or corporate entities. TransactionsMeen related parties are on an arm’s
length basis in a manner similar to transactiorth won-related parties.

Basic and Diluted Earnings Per Common Share (EPS)

Basic EPS is computed by dividing the net incoméoss for the period attributable to
ordinary equity holders of the Parent Company,afietividends on preferred shares, by
the weighted average number of issued and outsignchmmon shares during the
period, with retroactive adjustment for any stoskdknds declared.

Operating Segments

The Group’s operating segments are organized amégea separately according to the
nature of the products and services provided, egith segment representing a strategic
business unit that offers different products angesedifferent markets.

The measurement policies the Group uses for segmepurting under PFRS 8,
Operating Segmentaye the same as those used in its consolidateddial statements.
There have been no changes from prior periods ennteasurement methods used to
determine reported segment profit or loss. Aleirdegment transfers are carried out at
arm’s length prices.

Segment revenues, expenses and performance insklés and purchase between
business segments and between geographical segm8oth sales and purchases are
eliminated in consolidation.

The Group’s CEO (the chief operating decision mpk&riews management reports on a
regular basis.

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

are disclosed in the notes to the consolidatedhfilmh statements unless the possibility of
an outflow of resources embodying economic benefitemote. Contingent assets are
not recognized in the consolidated financial staet® but are disclosed in the notes to
the consolidated financial statements when anwnfibeconomic benefits is probable.
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Events After the Reporting Date

Post year-end events that provide additional in&diom about the Group’s consolidated
financial position at reporting date (adjusting ¢ are reflected in the consolidated
financial statements. Post year-end events thah@radjusting events are disclosed in
the notes to the consolidated financial statem&htn material.

4. Significant Accounting Judgments, Estimates and Assumptions

The preparation of the Group’s consolidated finahstatements in accordance with
PFRS requires management to make judgments, estimad assumptions that affect
amounts reported in the consolidated financiakbstants at the reporting date. However,
uncertainty about these judgments, estimates aswihgstions could result in outcome
that could require a material adjustment to theyaag amount of the affected asset or
liability in the future.

Judgments and estimates are continually evaluaig@e based on historical experience
and other factors, including expectations of futeeents that are believed to be
reasonable under the circumstances. Revisionsaogmized in the period in which the

judgments and estimates are revised and in angefpieriod affected.

Judgments
In the process of applying the Group’s accountiotices, management has made the

following judgments, apart from those involving iegttions, which have the most
significant effect on the amounts recognized indbesolidated financial statements:

Operating Lease Commitments - Group as Lessor/eessbe Group has entered into
various lease agreements either as a lessor eseele The Group had determined that it
retains all the significant risks and rewards ohevship of the properties leased out on
operating leases while the significant risks andarels for properties leased from third
parties are retained by the lessors.

Determining Fair Values of Financial Instrument&Vhere the fair values of financial
assets and liabilities recorded in the consolidatatements of financial position cannot
be derived from active markets, they are determineiohg a variety of valuation
techniques that include the use of mathematicaletlsodThe Group uses judgments to
select from variety of valuation models and maksuagptions regarding considerations
of liquidity and model inputs such as correlatiord aolatility for longer dated financial
instruments. The input to these models is takem fobservable markets where possible,
but where this is not feasible, a degree of judgrizerequired in establishing fair value.

Distinction between Property, Plant and Equipmentd dnvestment Property The
Group determines whether a property qualifies &sstment property. In making its
judgment, the Group considers whether the propgdyerates cash flows largely
independent of the other assets held by an en@wner-occupied properties generate
cash flows that are attributable not only to theperty but also to other assets used in the
production or supply process.

Some properties comprise a portion that is heldatm rental or for capital appreciation
and another portion that is held for use in thedpobon and supply of goods and
services or for administrative purposes. If thesetions can be sold separately (or
leased out separately under finance lease), thepGrecounts for the portions separately.
If the portion cannot be sold separately, the priypis accounted for as investment
property only if an insignificant portion is heldrfuse in the production or supply of
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goods or services for administrative purposes. gdwght is applied in determining
whether ancillary services are so significant tlatproperty does not qualify as
investment property. The Group considers each gutgppseparately in making its
judgment.

Taxes Significant judgment is required in determinmgrent and deferred tax expense.
There are many transactions and calculations foctwtne ultimate tax determination is

uncertain during the ordinary course of busine$te Group recognizes liabilities for

anticipated tax audit issues based on estimateghether additional taxes will be due.

Where the final tax outcome of these matters igeiht from the amounts that were
initially recorded, such differences will impactticurrent income tax and deferred tax
expenses in the year in which such determinatiomade.

Beginning July 2008, in the determination of theo@r's current taxable income, the

Group has an option to either apply the optiored@éard deduction (OSD) or continue to
claim itemized standard deduction. The Groupaahdaxable year from the effectivity

of the law, may decide which option to apply; oaoeoption to use OSD is made, it shall
be irrevocable for that particular taxable yeaor £011, 2010 and 2009 the Group opted
to continue claiming itemized standard deductionsept for Petrogen, as it opted to

apply OSD.

Contingencies The Group currently has several tax assessnaactdegal claims. The
Group’s estimate of the probable costs for thelogism of these assessments and claims
has been developed in consultation with in-housewvab as outside legal counsel
handling the prosecution and defense of these madied is based on an analysis of
potential results. The Group currently does noielvel that these tax assessments, legal
and administrative claims will have a material adeesffect on its consolidated financial
position and consolidated financial performance.islpossible, however, that future
consolidated financial performance could be mditgriaffected by changes in the
estimates or in the effectiveness of strategiestingl to these proceedings. No accruals
were made in relation to these proceedings (Noje 38

Estimates

The key estimates and assumptions used in the lbetsal financial statements are
based upon management’s evaluation of relevang fawd circumstances as of the date
of the consolidated financial statements. Actuslits could differ from such estimates.

Allowance for Impairment Losses on Trade and OtReceivables. Allowance for
impairment is maintained at a level considered adgxto provide for potentially
uncollectible receivables. The level of allowangdased on past collection experience
and other factors that may affect collectibilithn evaluation of receivables, designed to
identify potential changes to allowance, is perfednregularly throughout the year.
Specifically, in coordination with the National 8sal Division, the Finance Division
ascertains customers who are unable to meet thaindial obligations. In these cases,
the Group’s management uses sound judgment basedeohest available facts and
circumstances included but not limited to, the tangf relationship with the customers,
the customers’ current credit status based on knowanket forces, average age of
accounts, collection experience and historical lesgerience. The amount of
impairment loss differs for each year based onlavi@ objective evidence for which the
Group may consider that it will not be able to eoll some of its accounts. Impaired
accounts receivable are written off when identifiecbe worthless after exhausting all
collection efforts. An increase in allowance fowpairment of trade and other receivable
would increase the Group’s recorded selling andisidimative expenses and decrease
current assets.
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Impairment losses on trade and other receivablesuatad to P75, P481 and P58 in
2011, 2010 and 2009, respectively (Note 22). Rebdes written off amounted P3 in
2010. There were no receivables written off in2(4ote 9).

The carrying value of receivables, amounted to 8% and P24,266 as of December 31,
2011 and 2010, respectively (Note 9).

Net Selling Prices of Inventoriesin determining the net selling price of invetdsr
management takes into account the most reliabldeaee available at the times the
estimates are made. Future realization of theyicgrramount of inventories of P37,763
and P28,145 as at the end of 2011 and 2010, résggdiNote 10), is affected by price
changes in different market segments for crudepatibleum products. Both aspects are
considered key sources of estimation uncertaintyrany cause significant adjustments
to the Group’s inventories within the next finarigiaar. At the end of 2011 and 2010,
the carrying amount of inventories is mostly basedost.

There is no inventory write-down provided in 200t 2010.

Allowance for Inventory ObsolescenceThe allowance for inventory obsolescence
consists of collective and specific valuation almege. A collective valuation allowance
is established as a certain percentage based @y¢hand movement of stocks. In case
there is write-off or disposal of slow-moving iterdaring the year, a reduction in the
allowance for inventory obsolescence is made. &ewf allowance is done every
quarter, while a revised set-up or booking is pbsie the end of the year based on
evaluations or recommendations of the proponenteie amount and timing of
recorded expenses for any year would thereforeerdiffased on the judgments or
estimates made.

Provision for inventory obsolescence included imfipror loss in 2010 and 2009
amounted to P69 and P7, respectively (Note 10).

Financial Assets and Financial LiabilitiesThe Group carries certain financial assets and
financial liabilities at fair value, which requiregtensive use of accounting estimates and
judgments. Significant components of fair valueaswement were determined using
verifiable objective evidence (i.e., foreign exchamates, interest rates, volatility rates).
The amount of changes in fair value would diffethi# Group utilized different valuation
methodologies and assumptions. Any change inahevélue of these financial assets
and financial liabilities would affect profit ords and equity.

Fair value of financial assets and financial lidie$ are discussed in Note 34.

Estimated Useful Lives of Property, Plant and Equept, Intangible Assets and
Investment Property. The Group estimates the useful lives of propepiant and
equipment, intangible assets and investment prpjaged on the period over which the
assets are expected to be available for use. Stivaated useful lives of property, plant
and equipment, intangible assets and investmepiepsoare reviewed periodically and
are updated if expectations differ from previousnestes due to physical wear and tear,
technical or commercial obsolescence and legalr@rdimits on the use of the assets.
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In addition, estimation of the useful lives of peoly, plant and equipment, intangible
assets and investment property is based on colleetisessment of industry practice,
internal technical evaluation and experience withilar assets. It is possible, however,
that future financial performance could be matbriaffected by changes in estimates
brought about by changes in factors mentioned ab®te amounts and timing of
recorded expenses for any period would be affebiedthanges in these factors and
circumstances. A reduction in the estimated uséiftds of property, plant and
equipment, intangible assets and investment prppeould increase recorded cost of
sales and selling and administrative expenses eo@ase noncurrent assets.

There is no change in estimated useful lives operty, plant and equipment, intangible
assets and investment property based on managsmeview at the reporting date.

Accumulated depreciation and amortization of propeplant and equipment and

investment property amounted to P34,640 and P315836f December 31, 2011 and
2010, respectively (Notes 12 and 13). Propergniphnd equipment, net of accumulated
depreciation and amortization amounted to P50,446 RP34,957 as of December 31,
2011 and 2010, respectively (Note 12). Investmemtperty, net of accumulated

depreciation amounted to P794 and P119 as of Demer8fh, 2011 and 2010,

respectively (Note 13).

Fair Value of Investment PropertyThe fair value of investment property preserfited
disclosure purposes is based on market valuesj bletnestimated amount for which the
property can be exchanged between a willing buyet seller in an arm’s length
transaction, or based on a most recent sale trémsarf a similar property within the
same vicinity where the investment property is teda

In the absence of current prices in an active marke valuations are prepared by
considering the aggregate estimated future cashsflexpected to be received from
leasing out the property. A vyield that reflecte #pecific risks inherent in the net cash
flows is then applied to the net annual cash flewarrive at the property valuation.

Estimated fair values of investment property amednto P1,391 and P150 as of
December 31, 2011 and 2010, respectively (Note 13).

Realizability of Deferred Tax Asset$he Group reviews its deferred tax assets at each
reporting date and reduces the carrying amouritecexktent that it is no longer probable
that sufficient taxable profit will be available alow all or part of the deferred tax assets
to be utilized. The Group’s assessment on the retiog of deferred tax assets on
deductible temporary differences and carry forwbemefits of MCIT and NOLCO is
based on the projected taxable income in the fafigyeriods.

Deferred tax assets amounted to P15 and P28 asscdéniber 31, 2011 and 2010,
respectively (Note 26).

Impairment of Non-financial Assets PFRS requires that an impairment review be
performed on investments in associates, propelayt gnd equipment, intangible assets
and investment property when events or changesr@urastances indicate that the

carrying value may not be recoverable. Determirthng recoverable amount of assets
requires the estimation of cash flows expectedetgénerated from the continued use
and ultimate disposition of such assets. Whils bélieved that the assumptions used in
the estimation of fair values reflected in the adited financial statements are

appropriate and reasonable, significant changethése assumptions may materially
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affect the assessment of recoverable amounts andeanlting impairment loss could
have a material adverse impact on financial peréore.
There were no impairment losses recognized in 22010 and 2009.

The aggregate carrying amount of investments irodates, property, plant and
equipment, intangible assets and investment prppanbunted to P53,753 and P35,890
as of December 31, 2011 and 2010, respectivelye@\b2, 13 and 14).

Present Value of Defined Benefit Obligatiofhe present value of the retirement benefits
liability depends on a number of factors that aetedmined on an actuarial basis using a
number of assumptions. These assumptions are bleddn Note 29 to the consolidated
financial statements and include discount rategetqa return on plan assets and salary
increase rate. Actual results that differ from th&sumptions are accumulated and
amortized over future periods and therefore, géiyeafect the recognized expense and
recorded liability in such future periods.

The assumption of the expected return on plan assetetermined on a uniform basis,
taking into consideration the long-term historicaturns, asset allocation and future
estimates of long-term investment returns.

The Group determines the appropriate discountatthe end of each year. It is the
interest rate that should be used to determingtégent value of estimated future cash
outflows expected to be required to settle the ipenebligations. In determining the
appropriate discount rate, the Group considersiritezest rates on government bonds
that are denominated in the currency in which theefits will be paid. The terms to
maturity of these bonds should approximate the gevfrthe related retirement benefits
liability.

Other key assumptions for defined benefit obligative based in part on current market
conditions.

While it is believed that the Group’s assumptiore aeasonable and appropriate,
significant differences in actual experience oms8igant changes in assumptions may
materially affect the Group’s retirement benefigdbility.

The Group has a net cumulative unrecognized aealugain amounting to P7,243 and
P21,853 as of December 31, 2011 and 2010, resphcfNote 29).

Asset Retirement ObligationThe Group has an asset retirement obligatiaingrifrom
leased service stations and depots. Determiningt assirement obligation requires
estimation of the costs of dismantling, installaticand restoring leased properties to
their original condition. The Group determined #meount of asset retirement obligation,
by obtaining estimates of dismantling costs frore firoponent responsible for the
operation of the asset, discounted at the Groupfsent credit-adjusted risk-free rate
ranging from 4.75% to 10.17% depending on thedif¢éhe capitalized costs. While it is
believed that the assumptions used in the estimatio such costs are reasonable,
significant changes in these assumptions may nadl{etffect the recorded expense or
obligation in future periods.

The Group also has an asset retirement obligatisimg from its refinery. However,
such obligation is not expected to be settled fier foreseeable future and therefore a
reasonable estimate of fair value cannot be detemmi Thus, the asset retirement
obligation amounting to P1,061 and P815 as of Déeer®l, 2011 and 2010,
respectively (Note 18), covers only the Group’séshservice stations and depots.
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5. AssetsHeld for Sale

Petron has properties consisting of office unitated at Petron Mega Plaza with a floor
area of 21,216 square meters covering the 28thth #igdors and 206 parking lots. On

December 1, 2010, BOD approved the sale of theggepties to provide cash flows for

various projects. Accordingly, this property, with carrying amount of P823 was

presented as “Assets held for sale” as of Dece®ibe?010. On May 2, 2011, the Parent
Company sold the 32nd floor (with total floor area 1,530 square meters) and 10
parking lots, with a total book value of P57. Irp&anber 2011, it was reclassified back
to “Investment Property” account in view of the tfaélsat the remaining floors are no

longer held for sale and have already been tenamtedof December 31, 2011, the

carrying amount of assets held for sale amountdeilt which comprised of buildings

for stand-alone convenience stores (Treats) aratdoxheld by PMC.

6. Cash and Cash Equivalents

This account consists of:

Note 2011 201C

Cash on hand P4,295 P3,626
Cash in banl 2,633 2,82
Short-term placements 16,895 37,536
33,34 P23,823 P43,984

Cash in banks earns annual interest at the respelstink deposit rates. Short-term
placements include demand deposits which can bdedwaivn at anytime depending on
the immediate cash requirements of the Group, and &nual interest (Note 25) at the
respective short-term placement rates ranging ftd?5% to 6.25% in 2011 and 1.6% to
6.25% in 2010.

7. Financial Assetsat Fair Value Through Profit or Loss

This account consists of:

Note 2011 201C

Proprietary membership shares 33,34 P98 P97
Marketéle equity securitie 33,34 96 96
Derivative assets 33, 34 43 34
p237 pP227

The fair values presented have been determinedtigitey reference to published prices
quoted in an active market, except for derivatissess which are based on inputs other
than quoted prices that are observable (Note 34).

Changes in fair value recognized in 2011, 201020@P amounted to P1, P64 and P22,
respectively (Note 25).
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8. Available-for-Sale Financial Assets

This account at December 31 consists of:

2011 201C

Government securiti P873 P99¢

Other debt securiti 163 162
P1,036 P1,161

Petrogen’s government securities are deposited tivéhinsurance Commission (IC) in
accordance with the provisions of the IC, for tlemdfit and security of its policyholders
and creditors. These investments bear fixed animtedest rates of 6.0% to 8.75% in
2011 and 6.25% to 8.875% in 2010 (Note 25).

Other debt securities include Ovincor's ROP9 bombikh are maintained at the Bank of
Bermuda and are carried at fair value with weighdedrage effective interest rate of
4.3% in 2011 and 2010.

The breakdown of investments by contractual mataidttes as of December 31 follows:

Note 2011 2010

Due in one year or le P - P17¢
Due after one year through five years 1,036 983
33,34 P1,036 P1,161

The reconciliation of the carrying amounts of aadlié-for-sale financial assets as of
December 31 follows:

2011 2010
Balance at beginning of year P1,161 P1,355
Additions 70 -
Disposal (173) (168;
Amortization of premium (19 (29)
Fair value gains (losses) Q) 32
Foreign currency losses (2 (39)
Balance at end of year P1,036 P1,161
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9. Tradeand Other Receivables

This account consists of:

Note 2011 201(
Trade 33 P17,889 P13,12:
Related partie- trade 27, 3¢ 745 1,77¢
Allowance for impairment loss on trade
receivables (1,084) (1,051)
17,550 13,849
Government 5,736 6,688
Others 3,594 3,983
Allowance for impairment loss on non-trade
receivables (275) (254)
9,055 10,417
33,34 P26,605 P24,266

Trade receivables are noninterest-bearing and amerglly on a 45 day term.
Government receivables pertain to tax claims, @ENAT and specific tax claims. Of
these receivables, P4,074 is over 30 days buttless one year. The filing and the
collection of claims is a continuous process argdsely monitored.

Receivables - Others significantly consist of reables relating to creditable
withholding tax, tax certificates on product repémment and duties.

A reconciliation of the allowance for impairmentthe beginning and end of 2011 and
2010 is shown below:

Note 2011 2010
Balance at beginning of year P1,305 P835
Additions 22 75 481
Write off - 3)
Interest income on accreti (6) (8)
Balance at end of year 1,374 1,305
Less noncurrent portion for long-term
receivables 14 15 -
P1,359 P1,305

There was no reversal of allowance for impairmessés in 2011 and 2010.
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As of December 31, 2011 and 2010, the age of pasbdt not impaired trade accounts
receivable (TAR) is as follows (Note 33):

Past Due But Not Impaired
Within 31to 60 61t0 90 Over 90

30 days Days Days Days Total

December 31, 2011
Reselle P30 P3 P2 P5 P40
Lubes - 1 2 3 6
Gasul 13 22 68 33 136
Industrial 61 62 384 307 814
Others 4 408 144 70 626

P108 P496 P600 P418 P1,622
December 31, 20:
Reseller P15 P31 P6 P1 P53
Lubes 2 3 2 4 11
Gasul 39 52 37 44 172
Industrial 95 265 164 250 774
Others - 5 61 68 134

P151 P356 P270 P367 P1,144

No allowance for impairment is necessary as reffade past due but unimpaired trade
receivables based on past collection experienckerelTare no significant changes in
credit quality. As such, these amounts are siifisidered recoverable.

10. Inventories

Inventories at net realizable value consist of:

2011 2010

Crude oil and others P19,322 P13,532

Petroleun 17,378 13,74¢
TBA products, materials and supplies:

Materials and supplies 1,033 837

TBA 30 27

P37,763 P28,145

The cost of these inventories amounted to P38,h80P28,532 as at December 31, 2011
and 2010, respectively.

If the Group used the moving-average method (idstdathe first-in, first-out method,
which is the Group’s policy), the cost of petrolewrude oil and other products would
have decreased by P379 and P715 as of Decemhi2ZdBIl and 2010, respectively.

Research and development costs (Note 22) on theskiqis constituted the expenses
incurred for internal projects in 2011 and 2010.

Inventories (including distribution or transshiprheosts) charged to cost of goods sold

amounted to P244,937, P203,767 and P156,001 in, Z10D and 2009, respectively
(Note 21).
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The movements in allowance for decline in valuengéntories at the beginning and end
of 2011 and 2010 follow:

2011 2010
Balance at beginning of ye pP387 P40:
Additions due to obsolescence - 69
Reversal of allowance for write-down - (84)
Balance at end of year pP387 pP387

Reversal of allowance for inventory write-down i®1®, which was due to price
changes, was charged as part of “Others” under t‘@bsGoods Sold” account
(Note 21).

11. Investmentsin Associates

This account consists of:

2011 2010
Acquisition cost:
Balance at beginning of year P958 P -
Additions 1,838 95¢
Balance at end of year 2,796 958
Sharein net losses:
Balance at beginning of year (154) -
Share in net losses during the year (137) (151)
Share in comprehensive loss - 3)
Balance at end of year (291) (154)
P2,505 P804

Investments in associates pertain to investmerttgeifiollowing entities:

Petrochemical Asia (HK) Limited (PAHL)

PAHL is a company incorporated in Hong Kong in Ma&008. It has an authorized
capital of Hong Kong Dollar (HK$) 585 million, costing of 585,000,000 shares at
HK$1 per share. Of this, 455,000,000 shares argtanding. PAHL was incorporated in
March 2008 and indirectly owns, among other assets160,000 metric ton-

polypropylene production plant in Mariveles, Bataan

On March 13, 2010, the Parent Company acquiredoD8)00 ordinary shares or 40%
of the outstanding shares of PAHL from VantagedtiiMauritius) Limited (“Vantage
Stride”).

On June 23, 2010, PAHL issued 102,142,858 new $CBisordinary shares to another
investor, which reduced Petron’s ownership in PABIB3 %.

PAHL commenced operation in the first quarter cf 20

As of December 31, 2011 and 2010, cost of investimeRAHL amounted to P745.
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Limay Energen Corp. (LEC)

On August 3, 2010, the Parent Company together With San Isidro SIAl Assets, Inc.
(Two San Isidro), formed LEC with an authorized italpstock of P3,400. Out of its
authorized capitalization, P850 has been subscribedhich P213 has been paid up.
The Group owns 40% of LEC, while Two San Isidro ewime remaining 60%.

In 2011, the Parent Company infused P1,147 to ld&=fQlly pay its 40% equity share.

LEC was formed to build, operate and maintain aeoegation power plant that will
engage in a generation of power and steam for tmeapy purpose of supplying the
steam and power requirements of Petron Bataan étgfin

As of December 31, 2011 and 2010, cost of investimhEC amounted to P1,360 and
P213, respectively.

Manila North Harbour Port Inc (MNHPI)

On January 3, 2011, Petron entered into a Shae &al Purchase Agreement with
Harbour Centre Port Terminal, Inc. for the purchafsg5% of the outstanding and issued
capital stock of MNHPI.

As of December 31, 2011, the cost of investmeNHP| amounted to P691.

Following are the unaudited condensed and combiimedicial information of PAHL,
LEC and MNHPI in 2011 and PAHL and LEC in 2010:

2011 2010
Total asse P12,616 P3,88!l
Total liabilities 7,183 2,181
Net los: 422 57€
12. Property, Plant and Equipment
This account consists of:
Service Computers,
Buildings Refinery Stations Office and Land and
and Related  and Plant  and Other M otor Leasehold  Construction

Facilities Equipment Equipment  Equipment Improvements In-progress Total
Cost:
December 31, 2009 P14,702 P36,851 P4,070 P2,026 2444, P1,451 P63,344
Additions 40 4 151 138 92 4,053 4,478
Disposals/reclassifications (857) 437 1,132 (19) 190 (2,708) (1,825)
Assets held for sale (14) - - - - - (14)
December 31, 2010 13,871 37,292 5,353 2,145 4,526 , 7962 65,983
Additions 555 524 831 1,002 526 17,904 21,342
Disposals/reclassifications (251) (6) (115) (77) 473 (2,532) (2,508)
December 31, 2011 14,175 37,810 6,069 3,070 5,525 18,168 84,817
Accumulated depreciation

and amortization:

December 31, 2009 7,815 14,439 3,384 1,658 1,264 - 28,560
Additions 712 2,113 387 163 108 - 3,483
Disposals/reclassifications (898) - (15) (93) ?3) - (1,009)
Assets held for sale (8) - - - - - (8)
December 31, 2010 7,621 16,552 3,756 1,728 1,369 - 31,026
Additions 721 2,027 504 219 93 - 3,564
Disposals/reclassifications (113) (1) (38) (67) - (219)
December 31, 2011 8,229 18,578 4,222 1,880 1,462 - 34,371

Net book value:
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December 31, 2010 P6,250 P20,740 P1,597 P417 P3,157 P2,796 P34,957

December 31, 2011 P5,946 P19,232 P1,847 P1,190 P4,063 P18,168 P50,446

Interest capitalized in 2011 amounted to P198. itGlgation rate used for general
borrowings (both short and long-term loans) wa. &% in 2011 (Note 17).

No impairment loss was required to be recognize2Ditil and 2010.

Capital Commitments
As of December 31, 2011, the Group has outstancimgmitments to acquire property,
plant and equipment amounting to P4,278.

13. Investment Property

The movements and balances as of December 31 follow

Land Office Units Total
Cost:
December 31, 2009 P100 P263 P363
Additions - 759 759
Reclassifications - (994) (994)
December 31, 2010 100 28 128
Reclassifications - 1,005 1,005
Disposals - (70) (70)
December 31, 2011 100 963 1,063
Accumulated depreciation:
December 31, 2009 - 131 131
Additions - 55 55
Reclassifications - (177) (a77)
December 31, 2010 - 9 9
Additions - 91 91
Reclassifications - 182 182
Disposals - (13) (13)
December 31, 2011 - 269 269
Net book value:
December 31, 2010 P100 P19 P119
December 31, 2011 P100 P694 P794

The Group’s investment property consists of offirets located at Petron Mega Plaza
(classified as “Assets held for sale” in 2010) gadcels of land in various locations
(Note 5).

Estimated fair values for the office units, basade&cent sale of units within the building
and/or sale of units in comparative Grade A bugdinamounted to P1,271 and P30 as at
December 31, 2011 and 2010, respectively.

The Group’s parcels of land are located in MetranNdaand some major provinces. As
of December 31, 2011 and 2010, the aggregate farkeh value of the properties of
P120, determined by independent appraisers, isehighan their carrying values,
considering recent market transactions and speodiiclitions related to the parcels of
land as determined by NVRC.
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Rent income earned from office units amounted t8, P46 and P13 in 2011, 2010 and
2009, respectively, which are recognized as paftOtfier income (expenses)” account
(Note 25).

14. Other Assets

This account consists of:

Note 2011 2010
Current:

Input VAT P7,291 P3,399
Prepaid expenses 763 781
Special-purpose fund 41 41
Others 83 65
P8,178 P4,286

Noncurrent
Due from related partie 27, 33, 3 P23,787 P22,44
Catalyst 216 169
Prepaid rent 25 27
Long-term receivables - net 33,34 88 122
Others - net 267 251
P24,383 P23,016

The “Noncurrent assets - others” account includaschise fees amounting to P9 and
P10 in 2011 and 2010, respectively, net of amditineof franchise fees amounting to P2
in 2011 and 2010. Amortization of franchise fednisluded as part of “Selling and
Administrative - Depreciation and amortization” agnt in the consolidated statements
of income (Note 22).

Included in Due from related parties is an advamagle by the Parent Company to
PCERP. Such advance was partially paid on Jar4gr012.

15. Short-term Loans
This account pertains to unsecured peso loansnggtdiom local banks with maturities
ranging from 30 to 120 days with annual interestgiag from 3.20% to 4.75%
(Note 25). These loans are intended to fund th@itation of crude oil and petroleum
products (Note 10), capital expenditures (Notedt) working capital requirements.

Short-term loans of the Group are not subject tenants and warranties.
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16. Trade and Other Payables

This account consists of:

Note 2011 201(

Trade P3,196 P3,772
Specific taxes and other taxes payable 781 563
Accrued rent 693 688
Related partiestrade 27 652 90
Accrued intere: 513 74z
Dividends payable 438 196
Insurance liabilities 132 237
Accrued payroll 37 41
Others 939 415
pP7,381 P6,744

Accounts payable are liabilities to haulers, caritves and suppliers that are noninterest-
bearing and are normally settled on a 30-day term.

Others includes retention payable and accrualseltihg and administrative expenses
which are normally settled within a year.

17. Long-term Debt

This account consists of:

Note 2011 2010
Unsecur ed Peso denominated (net of debt
issue cost):
Fixed rate corporate notes of 7% in 2010 to
2017 (f) P19,803 P19,779
Fixed rate corporate notes of 8.88%,
8.14% and 9.33% (a, d) 9,840 16,162
Fixed rate corporate notes of 6.3212% and
7.1827% (i) 3,563 -
Floating rate peso loan based on PDST-F
and SDA rates (b, g) 1,200 2,466
Fixed rate peso loans of 6.73% (c) 154 767
Unsecur ed Foreign currency denominated
(net of debt issue cost):
Floating rate dollar loan based on LIBOR
rate + 2.15% (e) 11,889 15,228
Floating rate dollar loan (h) 3419 -
33,34 49,868 54,402
Less current portion 4,124 11,517
P45,744 P42,885

a. The P6,300 Fixed Rate Corporate Notes issued by Raeent Company on
July 31, 2006 to finance the construction of itd@€luidized Catalytic Cracker Unit
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(PFCCU) and Propylene Recovery Unit and for otheregal purposes has matured
and was fully paid on August 2, 2011.

On November 29, 2006, the Parent Company enteftedaifoan agreement with

Land Bank of the Philippines amounting to P2,00biclv bears interest calculated
based on the prevailing 3-month MART (now PDSTd&tgmplus a fixed spread. The
loan was used to finance the Parent Company’satapipenditures. The loan has a
term of 5 years, inclusive of 2 years grace pevibeéreby the principal is payable in
12 equal quarterly amortization starting March 2008@e loan has been fully paid on
November 29, 2011.

On January 31, 2007, the Parent Company enteredhiflub loan agreement with
Metropolitan Bank and Trust Company and Citibanloanting to P1,000 each. The
loan bears interest of 6.73% (gross of 5% tax)gerum payable in 13 quarterly
installments starting January 2009 up to 2012Ddoember 2007, Citibank assigned
P900 of its interest in the Club loan agreemertiécfollowing financial institutions:

Bank Name Amount
MayBank Phils. P500
Mega International Commercial Bank of Ch 30C
Robinsons Bar 10C

P900

In May 2008, Citibank assigned its remaining PIfi6riest to Insular Life Assurance
Co. Ltd. The loan was fully paid on January 31120

On June 5, 2009, the Parent Company issued P%20@4,800 or a total of
P10,000 Fixed Rate Corporate Notes. The P5,2@y@ar Notes bear a fixed rate
of 8.14% per annum with a one-time payment of gipial in June 2014. On the
other hand, the P4,800 seven-year Notes bear @ ifagte of 9.33% per annum with 6
principal payments of P48 per year commencing A€ and a one-time payment
of P4,512 in June 2016.

On June 7, 2010, the Parent Company entered infiveayear term facility
agreement with Norddeutsche Landesbank Girozentr&agapore Branch
amounting to US$355. Floating interest rate fer Ithan is 1, 3 or 6-month LIBOR
plus a spread of 2.15%. Principal repayment i8 egual semi-annual installments
of US$39 beginning June 1, 2011. The loan was faegeneral corporate purposes
and refinancing of peso-denominated debts.

On November 10, 2010, the Parent Company issue2D@B0 Peso-Denominated
Notes, payable in U.S. Dollars. The notes bearast of 7% per annum, payable
semi-annually in arrears on May 10 and Novembeofl®ach year. The notes will
mature on November 10, 2017. The principal aneré@st will be translated into and
paid in U.S. dollars based on the average reprabenimarket rate at the applicable
rate calculation date at the time of each payment.

On December 14, 2010, the Parent Company entetedhithree-year term facility

agreement with the Development Bank of the Phitippiamounting to P1,800. The
loan is subject to quarterly repricing and the gipal amount is amortized in twelve
quarterly installments of P150 starting March 20id to 2014. The loan was
obtained to finance the Parent Company’s genergbcate requirements.
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h. On September 30, 2011, the Parent Company signéexecuted a US$480 term
loan facility. The facility is amortized over 5afs with a 2-year grace period and is
subject to a floating interest rate plus a sprefa2l8%. The loan proceeds will be
used to finance the capital expenditure requiresmehRMP-2. The first drawdown
of US$80 was made on November 25, 2011. The balaficUS$400 will be
available for drawdown until March 30, 2012.

i. The Parent Company issued Fixed Rate CorporatesNB¥CN) totaling P3,600 on
October 25, 2011. The FXCN consisted of Series AteBl amounting to
P690 having a maturity of 7 years from issue datk Series B notes amounting to
P2,910 having a maturity of 10 years from issue.déhe Notes are subject to fixed
interest coupons of 6.3212% per annum for the SeAienotes and 7.1827% per
annum for the Series B notes. The net proceeds fle issuance were used for
general corporate requirements.

The above mentioned loan agreements contain, arotmgy's, covenants relating to
merger and consolidation, maintenance of certamanicial ratios, working capital
requirements, restrictions on guarantees, and patgnoé dividends.

Total interest incurred on the above-mentioned {amg loans amounted to P3,407,
P2,164 and P 1,310 for the years ended 2011, 20d®@09, respectively (Note 25).
Capitalized interest in 2011 and 2009 amounted 1®8Pand P40, respectively
(Note 12).

As of December 31, 2011 and 2010, Petron compligd the covenants of its debt
agreements.

Movements in debt issue costs follow:

Note 2011 201(
Beginning balance P648 P126
Additions 128 634
Amortization for the year 25 (174) (112)
Ending balance P602 P648

Repayment Schedule
As of December 31, 2011 and 2010, the annual ntigsirof long-term debt are as
follows:

2011
Y ear Gross Amount Debt Issue Costs Net
2012 P4,296 P172 P4,124
2013 4,531 147 4,384
2014 9,930 109 9,821
2015 2,748 68 2,680
2016 5,545 87 5,458
2017 and beyor 23,420 19 23,401

P50,470 P602 P49,868
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2010

Year Gross Amount Debt Issue Costs Net
2011 P11,687 P170 P11,517
2012 4,260 144 4,116
201: 4,107 11¢ 3,98¢
2014 8,706 85 8,621
2015 1,778 52 1,726
2016 4,512 42 4,470
2017 20,000 36 19,964
P55,050 P648 P54,402
18. Asset Retirement Obligation
Movements in the ARO are as follows:
Note 2011 2010
Beginning balance P815 P541
Additions 62 13
Effect of change in discount rate 140 248
Accretion for the year 25 71 46
Settlemer 25 27) (18)
Reversal - (15)
Ending balance P1,061 P815
19. Other Noncurrent Liabilities
Note 2011 2010
Cash bonds 33,34 P303 P275
Cylinder deposits 33,34 383 274
Others 33,34 54 60
P740 P609
20. Equity

a. On February 27, 2009, the BOD approved an incredgetron’s authorized capital

stock from the current P10,000 to P25,000 (25,08M@O0 shares) through the
issuance of preferred shares aimed at raising fordsapital expenditures related to
expansion programs as well as to possibly reduce sif Petron’s debt. Both items,
including a waiver to subscribe to the preferredrsh to be issued as a result of the
increase in authorized capital stock, were approbgd the stockholders on
May 12, 2009 at the annual stockholders meeting.

On October 21, 2009, the BOD approved the amendmkietron’s articles of
incorporation to reclassify a total of 624,895,508issued common shares to
preferred shares with a par value of P1.00 perestzard the amendment to deny the
stockholders’ pre-emptive rights on the issuancerefferred shares. By written
assent, majority of the stockholders voted fordheendment of the reclassification
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C.

of unissued common shares to preferred sharedaraknial of pre-emptive rights.

On the same date, the BOD likewise approved thgargse and offering to the
general public of up to a total of 100,000,000 enefd shares at an issue price of up
to P100 per share. Other features of said prefeshedes were approved by the
Executive Committee on November 25, 2009.

On January 21, 2010, the SEC approved Petron’s dmemt to its articles of
incorporation to include preferred shares in thenposition of its authorized capital
stock. On February 12, 2010, the SEC issued aer grermitting the offering and
sale of 100,000,000 preferred shares to be offerdkde public from February 15 to
February 26, 2010. Subsequently, the PSE also eggrdhe listing of the
100,000,000 preferred shares on March 5, 2010.

Capital Stock

Common Stock
As of December 31, 2011 and 2010, Petron has 94,845197 (P1 par value) issued
and outstanding common shares.

Pursuant to the registration statement renderecctefeé by the SEC on
May 18, 1995 and permit to sell issued by the SEfZedl May 30, 1995,
10,000,000,000 common shares of Petron were registend may be offered for sale
at an offer price of P1.00 per common share. ABaedfember 31, 2011 and 2010, the
Parent Company has a total of 9,375,104,497 isanddutstanding common shares
and 160,360 stockholders.

Preferred Stock
As of December 31, 2011 and 2010, Petron has 10@00 (P1 par value) issued
and outstanding preferred shares.

The preferred shares were issued upon listing enPBE at P100 per share. The
proceeds from issuance in excess of par valugddst®d transaction costs amounted
to P9,764, which were recognized as additional pahpital.

The preferred shares are peso-denominated, cuwajlation-participating, non-
voting and are redeemable at the option of theraempany. Dividend rate of
9.5281% per annum computed in reference to theeigsice is payable every
March 5, June 5, September 5 and December 5 of yesh when declared by the
BOD.

All shares rank equally with regard to the PareomPany’s residual assets, except
that holders of preferred shares participate amlthe extent of the issue price of the
shares plus any accumulated and unpaid cash ddsden

The total number of preferred shareholders as ceEBer 31, 2011 is 122.
Retained Earnings
i. Declaration of Cash Dividends

On February 2, 2011, the BOD declared a cash dididd P2.382 per share
which was paid to preferred stockholders on Mar¢c20ll. Another cash
dividend of P2.382 per share was paid on June Bl 20 preferred stockholders
as of May 26, 2011. Also, on July 12, 2011, the B&iproved a cash dividend
of P2.382 per share which was paid to preferredckbmders on

September 5, 2011. Finally, stockholders holdingfgred shares as of
November 16, 2011 were also paid a cash dividen®2882 per share on
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December 5, 2011 and another P2.382 per share whigh paid on
March 5, 2012.

For common shares, the BOD approved a cash dividgéiRD.10 per share to
stockholders as of May 26, 2011, which was paidwre 6, 2011.

On April 29, 2010, the BOD approved a cash dividehB2.382 per share which
was paid to preferred stockholders on June 7, 204fother cash dividend of

P2.382 per share was paid on September 16, 20d@fierred stockholders as of
August 10, 2010 record date. Finally, stockholdwisling preferred shares as of
November 16, 2010 were also paid a cash dividen®2882 per share on

December 6, 2010.

For
common shares, the BOD approved a cash dividen&00i0 per share to
stockholders as of July 30, 2010, which was paidogust 16, 2010.

Appropriation for Capital Projects

On May 11, 2011, the BOD approved the additiongdrapriation of retained
earnings of P9,628 which took effect on May 31,201

On July 12, 2011, the BOD passed a resolution tprose the capital
expenditure for additional two boilers for the Refiy Master Plan Phase 2
(RMP-2) which is expected to be completed by 23%4the same meeting, the
BOD likewise approved the capital expense for tbguasition of a Gulfstream
aircraft (Note 12).

The BOD of certain subsidiaries approved additi@pgropriation amounting to
P51 in 2010 to finance future capital expendituagqzts.

On February 27, 2009, the BOD approved a resolutioreverse P8,428 of the
appropriated retained earnings.

The Group’s unappropriated retained earnings declits accumulated equity in

net earnings of subsidiaries, joint venture ando@ages amounting to P2,482,
P2,208 and P2,035 in 2011, 2010 and 2009, respéctivSuch amounts are not
available for declaration as dividends until destbby the respective investees.

Other reserves pertain to unrealized fair valuagéosses) on AFS financial assets
and exchange differences on translation of forejggrations.

21. Cost of Goods Sold

This account consists of:

Note 2011 2010 2009
Inventories 10 P244,937 P203,767 P156,001
Depreciation and amortization 24 2,207 2,282 2,505
Personnel expenses 23 684 555 519
Others 10, 30 2,998 2,676 2,558
P250,826 P209,280 P161,583
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Distribution or transshipment costs included ad p&inventories amounted to P4,439,
P4,161 and P3,747 in 2011, 2010 and 2009, respéctiv

22. Selling and Administrative Expenses

This account consists of:

Note 2011 2010 2009

Personnel expenses 23 P2,499 P1,972 P1,625
Purchased services and utilities 1,464 1,311 1,332
Depreciation and amortizatioi4, 24 1,450 1,258 1,083
Maintenance and repairs 700 551 522
Rent 28, 30 553 544 479

Impairment loss on trade and

other receivable 4, ¢ 75 481 58
Materials and office supplies 562 397 211
Advertising 545 222 222
Taxes and licenses 181 205 136
Others 10 267 362 80

P8,296 P7,303 P5,748

Selling and administrative expenses include rebeant development costs amounting
to P42, P43 and P10 in 2011, 2010 and 2009, regpkyct

23. Personnel Expenses

This account consists of:

Note 2011 201( 200¢
Salaries, wages and other
employee cos 27 P2,705 P2,27. P1,77.
Retirement costs - defined
benefit plan 27,29 422 197 317
Retirement costs - defined
contribution plan 27 56 56 55
P3,183 P2,527 P2,144

The above amounts are distributed as follows:

Note 2011 2010 2009
Costs of goods sc 21 P684 P55¢ P51¢
Selling and administrative
expenses 22 2,499 1,972 1,625
P3,183 P2,527 P2,144
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24. Depreciation and Amortization

This account consists of:

Note 2011 2010 2009
Cost of goods sold
Property, plant and
equipment 12,21 pP2,207 P2,282 P2,505
Selling and administrative
expenses
Property, plant and equipment12 1,357 1,201 1,067
Investment property 13 91 55 14
Intangible assets 14 2 2 2
22 1,450 1,258 1,083
P3,657 P3,540 P3,588

25. Interest Expense and Other Financing Charges, Interest Income and

(Expenses)

This account consists of:

Other Income

Note 2011 2010 2009
Interest expense and other
financing charges:
Long-term debt 17 P3,233 P2,052 P1,282
Short-term loans 15 1,185 1,368 2,214
Bank charges 454 673 649
Amortization of debt issue
COst: 17 174 112 28
Accretion on ARO 18 71 46 60
Product borrowings 1 - 13
Others 6 46 5
P5,124 P4,297 P4,251
Interest income:
Advances to PCERP and
cash bond 14 P27 P471 P -
Short-term placements 6 330 237 92
AFS financial assets 35 50 51
Trade receivable 76 46 38
Product loanin - 2 7
Cash in banks 6 6 5 5
Others 6 16 12
P1,380 P827 P205
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Note 2011 201( 200¢

Other income (expenses):
Foreign currency gains

(losses) - net 33 (P88) P1,742 P146
Marked-to-market gains
(losses 34 205 (98) (409
Rent 13, 28 431 361 346
Insurance claims 140 97 172
Changes in fair value of
financial assets at FVPL 7 1 64 22
Gain on settlement of ARO 18 27 18 14
Hedging gains (losse- ne! (591) 13 461
Others 43 (788) (155)
P168 P1,409 P597

The Parent Company recognized its share in thénoetne of PDSI amounting P0.53,
P0.35 and P0.51 in 2011, 2010 and 2009, respegtiaetl recorded it as part of “Other
income (expenses) - others” account.

26. Income Taxes

Deferred tax assets and liabilities are from tHieéang:

2011 2010
Various allowance, accruals and others P840 P555
Rental 178 177
ARO 192 154
Net retirement benefits liability 201 75
MCIT 2 -
Excess of double-declining over straight-line metho
of depreciation and amortization (1,820) (1,574)
Capitalized interest, duties and taxes on property,
plant and equipment deducted in advance and others (830) (625)
Inventory differential (114) (207)
Capitalized taxes and duties on inventories deducte
in advanc (226) (175,
Unrealized foreign exchange gains - net (218) (301)
Unrealized fair value gains on AFS financial assets (9 (9)
(P1,804) (P1,930)

The above amounts are reported in the consolidsttgdments of financial position as

follows:
2011 201C
Deferred tax assets P15 P28
Deferred tax liabilities (1,819) (1,958
(P1,804) (P1,930)
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Net deferred taxes of individual companies are altiwed to be offset against net
deferred tax liabilities of other companies, oreviersa, for purposes of consolidation.

As of December 31, 2010, the NOLCO and MCIT of @meup that can be claimed as
deduction from future taxable income and dedudtiom corporate income tax due were
all applied.

The components of income tax expense are showmwbelo

2011 201( 200¢
Current P2,784 P820 P254
Deferre( (148) 1,55¢ 1,23¢
P2,636 P2,375 P1,492

A reconciliation of tax on the pretax income congoluat the applicable statutory rates to
tax expense reported in the consolidated stateroéimsome is as follows:

Note 2011 2010 2009

Statutory income tax rate 30.00% 30.00% 30.00%
Increase (decrease) in income
tax rate resulting fror

Income subject to 1Tt 35 (4.76) (6.40 (2.82]
Interest income subjected to

lower final tax and others (1.20) (0.26) (0.87)
Nontaxable income (0.71) (0.33) (0.64)
Nondeductible expense 0.14 0.05 0.24
Nondeductible interest

expense 0.28 0.23 0.16
Changes in fair value of

financial assets at FVPL 25 - (0.18) (0.13)

Excess of optional standard
deduction over deductible
expenses (0.05) (0.05) -

Effective income tax rate 23.70% 23.06% 25.94%

Optional Standard Deduction

Effective July 2008, Republic Act (RA) No. 9504 wapproved giving corporate
taxpayers an option to claim itemized deductioroptional standard deduction (OSD)
equivalent to 40% of gross sales. Once the optionse OSD is made, it shall be
irrevocable for the taxable year for which the optivas made. Petrogen opted to apply
OSD in 2011 and 2010.

27. Related Party Disclosures

Transactions with Current Owners/Related Parties

a. Sales relate to the Parent Company’s supply agretsmwith various SMC
subsidiaries. Under these agreements, the Paremip&hy supplies the bunker,
diesel fuel and lube requirements of selected SM@tp and subsidiaries.

b. Purchases relate to purchase of goods and sergigels as construction,
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information technology and shipping.

C. Petron entered into a lease agreement with SameViigroperties, Inc. (SMPI)
for its office space covering 6,759 square metdts w monthly rate of P4.8. The
lease, which commenced on June 1, 2010, is foriagoef one year and is subject to
yearly extensions.

d. The Parent Company also pays SMC for its shammmon expenses such as
utilities and management fees.

e. The Parent Company advanced certain monies to PCiBRBome investment
opportunities (Note 14).

The balances and transactions with related parted, shown elsewhere in the
consolidated financial statements, as of and fer ythars ended December 31 are as
follows:

Amounts  Amounts
Revenue Purchases Owed by Owed to

Relationship from from Related Related
With Related Related Related Parties Parties
Related Parties Parties Year Parties Parties (Note9)  (Note 16)
SMC Ultimate Parent 2011 P1 P76 P - P20
2010 1 29 2 33
Pan Asia Energy Under common 2011 577 - - -
Holdings Inc. control 2010 8,045 - 1,428 -
San Miguel Brewery Inc. Under common 2011 934 140 111 19
control 2010 573 0.60 100 -
San Miguel Yamamura Under common 2011 708 - 96 -
Packaging Corporation control 2010 350 - - -
SMC Shipping & Under common 2011 420 858 41 32
Lighterage Corporation control 2010 304 407 46 13
Ginebra San Miguel, Inc. and Under common2011 674 13 147 4
Subsidiaries control 2010 889 0.30 58 -
San Miguel Energy Under common 2011 146 603 33 52
Corporation control 2010 83 - - -
San Miguel Yamamura Under common 2011 775 - 83 -
Asia Corporation control 2010 40 - 40 -
Challenger Aero Air Under common 2011 30 - 16 -
Corporation control 2010 22 2 9 -
Mindanao Corrugated Under common 2011 43 - 9 -
Fibreboard, Inc. control 2010 17 - 4 -
San Miguel Purefoods Under common 2011 484 2 90 5
Company, Inc. and Subsidiaries control 2010 164 7 6 3 7
Archen Technologies, Under common 2011 12 343 - 130
Inc. control 2010 12 227 2 26
SMPI Under common 2011 - 418 95 367
control 2010 - 63 - 5
San Miguel Paper Under common 2011 - - - -
Packaging Corporation control 2010 - - 49 -
Others Under common 2011 37 90 24 23
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control 2010 12 39 5 6
2011 P4,841 P2,543 P745 P652

2010 P10,512 P775 P1,779 P90

Key Management Compensation

Total compensation and benefits of key managemergopnel included as part of
“Personnel Expenses” account in the consolidatettrsients of income consists of the
following (Note 23):

2011 2010 2009
Salaries and other short-term
employee benefits P459 P328 P262
Retirement benefits - defined
contribution plan 12 11 9
Retirement benefits - defined benefit
plan 17 399 234
P488 P738 P505

28. Operating L ease Commitments

Group as Lessee
The Group entered into commercial leases on ceptaioels of land for its refinery and

service stations (Notes 22 and 30). These leames én average life of one to sixteen
years with renewal options included in the conwacThere are no restrictions placed
upon the Group by entering into these leases. |@ase agreements include upward
escalation adjustments of the annual rental rates.

Future minimum rental payables under the non-céaidel operating lease agreements as
of December 31 are as follows:

2011 201( 200¢
Within one year P657 P738 P596
After one year but not more than five
years 2,423 2,661 2,207
After five years 6,730 8,741 5,744
P9,810 P12,140 P8,547

Group as Lessor
The Group has entered into lease agreements omviestment property portfolio,

consisting of surplus office spaces (Notes 13 &)d Zhe non-cancellable leases have
remaining terms of between three to fourteen yeAikleases include a clause to enable
upward escalation adjustment of the annual reatabr

Future minimum rental receivables under the norcelable operating lease agreements
as of December 31 follow:

2011 2010 2009
Within one year P279 pP327 P231
After one year but not more than five
year: 262 52: 24C
After five years 45 52 79
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P586 P9O02 P550

29. Retirement Plan

The succeeding tables summarize the componentstoétirement benefits cost under a
defined benefit retirement plan recognized in tredipor loss and the funding status and
amounts of retirement plan recognized in the codatdd statements of financial
position. Contributions and costs are determimeacicordance with the actuarial studies
made for the plans. Annual cost is determinedguiii® projected unit credit method.
The Group’s latest actuarial valuation date is Ddwer 31, 2011. Valuations are
obtained on a periodic basis.

The components of retirement benefits cost receghiiz profit or loss in 2011, 2010 and
2009 are as follows:

2011 2010 2009
Current service cost P163 P165 P161
Interest cost on benefit obligation 281 276 331
Expected return on plan assets (2,181) (312) (201)
Curtailment los - 75 26
Amortization of actuarial gain 2,159 (7 -
Net retirement benefits cost P422 P197 P317

The retirement benefits cost is recognized as péripersonnel expenses in the
consolidated statements of income.

The reconciliation of the retirement benefits lldapirecognized in the consolidated
statements of financial position is as follows:

2011 2010

Present value of defined benefit obligation P3,633 P3,559
Fair value of plan assets 10,205 25,163
(6,572) (21,604)

Unrecognized actuarial gain 7,243 21,853
Net retirement benefits liability recognized P671 P249

Changes in the present value of the defined beolglijation are as follows:

2011 2010
Balance at beginning of year P3,559 P3,446
Interest cost 281 276
Current service co 163 16t
Benefits paid (184) (1,109)
Actuarial loss (gain) on obligation (186) 705
Effect of curtailment - 76
Balance at end of year P3,633 P3,559
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Changes in the fair value of plan assets are &sfel

2011 2010

Balance at beginning of year P25,163 P3,896

Expected return on plan as 2,181 312
Benefits paid (184) (1,109)
Actuarial gain (loss) (16,955) 22,064
Balance at end of year P10,205 P25,163
Actual return (loss) on plan assets (P14,774) P22,376

Plan assets consist of the following:

2011 2010

Shares of stock 93% 36%
Government securities 1% 48%
Cash 1% 1%
Real estate - 12%
Others 2% 3%
100% 100%

The principal actuarial assumptions used to detemeétirement benefits are as follows:

2011 2010 2009
Discount rate 6.17% 7.90% 8.00%
Expected rate of return on plan assets 9.00% 8.70% 8.00%
Future salary increas 7.00% 8.00% 6.00%

The historical information for the current and poes four annual periods are as
follows:

2011 201( 200¢ 200¢ 2001

Present value of the
defined benefit obligation P3,633 P3,559 P3,446 P3,534 P3,852

Fair value of plan assets 10,205 25,163 3,896 3,832 4,361
Excess in the plan (6,572) (21,604) (450) (298) (509)
Experience adjustments on

plan liabilities 72 14< 7C (240; 36¢

30. Significant Agreements

Supply Agreement
The Parent Company has assigned all its rights asligations to Petron Singapore

Trading Pte. Ltd. (as Assignee) to have a termraghto purchase the Parent Company’s
crude oil requirements from Saudi Arabian Ameri€ih Company (“Saudi Aramco”),

based on the latter’s standard Far East selliragpri The contract is for a period of one
year from October 28, 2008 to October 27, 2009 wwithomatic one-year extensions
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thereafter unless terminated at the option of eitparty, within 60 days written
notice.Outstanding liabilities of the Parent Company facls purchases are shown as
part of “Liabilities for Crude Oil and Petroleumdeluct Importation” account in the
consolidated statements of financial position aPetember 31, 2011 and 2010. The
contract is extended until October 27, 2012.

Processing License Agreemerithe Parent Company had an agreement with Pdnnzoi
Quaker State International Corporation (Pennzoil}ttie exclusive right to manufacture,
sell and distribute in the Philippines certain Paginproducts. It also included the
license to use certain Pennzoil trademarks in exghdor the payment of royalty fee
based on net sales value. The agreement was newed upon its expiration on
March 31, 2010.

Royalty expense amounting to P0.06 and P0.08 irD 28iid 2009, respectively, are
included as part of “Cost of Goods Sold - Othexlaunt in the consolidated statements
of income (Note 21).

Fuel Supply Contract with National Power CorporatitNPC) and Power Sector Assets
and Liabilities Management Corporation (PSALMJhe Parent Company entered into
various fuel supply contracts with NPC and PSALNUnder these contracts, Petron
supplies the bunker fuel and diesel fuel oil reguoients of selected NPC and PSALM
plants, and NPC-supplied Independent Power Prodtie®) plants.

As of December 31, 2011, the following are the faepply contracts granted to the
Parent Company:

NPC
. Date of Contract DFO*(in IFO*
Bid Date Award Duration KL*) (inKL) DFO IFO
March 10, March 23, April- June 2011
2011 2011 (with 3 months extension) 9,560 4,833 373,171,155139,990,351
March 10, August 26, April- June 2011
2011 2011 (with 3 months extension) 569 1,207 21,744,068 963,989
July 1, 2011 July 6, 2011 July- December 2011 2,821 1,326 120,742,605 48,050,527
July 18,2011 | July 25, 2011 July- December 2011 14,6 70,975,405
September 5, September 16 September- December 2011
2011 2011 (with 3 months extension) 900 35,683,712
September 5,| September 20 September- December 2011
2011 2011 (with 3 months extension) 22,913 5,709 980,482,429196,953,939
September 5,| December 1, September- December 2011
2011 2011 (with 3 months extension) 2,479 1,114 104,593,744 8,436,950
December 13| December 14| December 2011
2011 2011 (with 3 months extension) 234 158 10,152,813 5933,

* |IFO = Industrial Fuel Oil
DFO = Diesel Fuel Oil
KL = Kilo Liters
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PSALM

. Date of Contract DFO*(in IFO*
Bid Date Award Duration KL*) (inKL) DFO IFO
Power Barge 101
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 14,426 364,821,909
Power Barge 102
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 16,525 417,904,080
Power Barge 103
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 13,636 344,690,808
Malaya Thermal Power Plant
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 1,400 45,090,780
Naga Plant Complex
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 1,603 51,628,943
Power Barge 101
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 2,246 72,092,782
Power Barge 102
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 3,085 99,023,256
Power Barge 103
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 3,309 108,371,785
Power Barge 104
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 3.226 102,898,754
Southern Power Philippines
Corporation
January 12, January 31, January- December 2011
2011 2011 (with 6 months extension) 173 5,747,856
Western Mindanao Power
Corporation
January 12, | January 31, January- December 2011
2011 2011 (with 6 months extension) 150 4,919,565
Power Barge 104
June 17, July- December 2011
2011 July 8, 2011 (with 6 months extension) 14,000 525,387,800
Southern Power Philippines
Corporation
June 17, July- December 2011
2011 July 8, 2011 (with 6 months extension) 26,500 933,255,800
Western Mindanao Power
Corporation
June 17, July- December 2011
2011 July 8, 2011 (with 6 months extension) 46,500 1,615,089,150

* |IFO = Industrial Fuel Oil
DFO = Diesel Fuel Oil

KL = Kilo Liters

In the bidding for the Supply & Delivery of Oil-Bed Fuel to NPC, PSALM, IPPs and
Small Power Utilities Group (SPUG) Plants/Barges fioe year 2011, Petron was
awarded to supply a total of 56,278 kilo-liters (Kworth P2,207 (2010-50,226 KL
worth P1,555) of diesel fuel and 145,934 KL worth,55 (2010-91,076 KL worth

P2,515) of bunker fuel.

Toll Service Agreement with Innospec Limited (“lspec”). PFC entered into an
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agreement with Innospec, a leading global fuel taggi supplier, in December 2006.
Under the agreement PFC shall be the exclusivéltider of Innospec’s fuel additives
sold in the Asia-Pacific region consisting of th@ldwing territories: South Korea,
China, Taiwan, Singapore, Cambodia, Japan and Nialay

PFC will provide the tolling services which inclug®rage, blending, filing and logistics
management. In consideration of these servicemsirec will pay PFC a service fee
based on the total volume of products blended &t Pdkel Additives Blending facility.

Tolling services started in 2008 on which PFC redogd revenue amounting to P35,
P40 and P52 in 2011, 2010 and 2009, respectively.

Lease Agreement with Philippine National Oil CompanPNOC). On
September 30, 2009, NVRC entered into a 25-yeaeledth PNOC without rent-free
period, covering a property which it shall use ffefinery, commencing January 1, 2010
and ending on December 31, 2039. The annual rehal be P93 payable on the™5
day of January each year without the necessityeofahd. This non-cancelable lease is
subject to renewal options and annual escalatiansels of 3% per annum up to 2011.
The leased premises shall be reappraised starihg &nd every fifth year thereafter in
which the new rental rate shall be determined exdeit to 5% of the reappraised value,
and still subject to annual escalation clause of ®%the four years following the
appraisal. Prior to this agreement, Petron hasustanding lease agreement on the
same property from PNOC. Also, as of December281,1 and 2010, Petron leases
other parcels of land from PNOC for its bulk plaatsl service stations.

31. Basic and Diluted Earnings Per Share

Basic and diluted earnings per share amounts anpuied as follows:

2011 2010 2009
Net income attributable to equity
holders of the Parent Company P8,469 P7,894 P4,240
Dividends on preferred shares for the
period (a 1,191 71¢ -

Net income attributable to common
shareholders of the Parent
Company(b) P7,278 P7,179 P4,240

Weighted average number of
common shares outstanding (in
millions) (c) 9,375 9,375 9,375

Basic/Diluted earnings per common
share attributable to equity holders of
the Parent Company (b/c) P0.78 PO.77 P0.45

As of December 31, 2011, 2010 and 2009, the P&entpany has no potential dilutive
debt or equity instruments.
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32. Supplemental Cash Flow I nformation

Changes in operating assets and liabilities:

2011 2010 2009
Decrease (increase) in assets:
Trade receivables (P3,714) (P1,803) (P5,746)
Inventories (9,618) 39 4,964
Other current assets (3,925) 78 (1,094)
Increase (decrease) in liabilities:
Liabilities for crude oil and
petroleum product importation 2,646 3,661 (1,353)
Trade and other payables 851 1,647 496
(13,760) 3,622 (2,733)
Additional (reversal of) allowance for
impairment of receivables, inventory
decline and/or obsolescence and
other: 121 501 (2,169
(P13,639) P4,123 (P4,902)

33. Financial Risk Management Objectivesand Policies

The Group’s principal financial instruments incluckssh and cash equivalents, debt and
equity securities, bank loans and derivative imsgnts. The main purpose of bank loans
is to finance working capital relating to importatiof crude and petroleum products, as
well as to partly fund capital expenditures. Thep has other financial assets and
liabilities such as trade and other receivables taade and other payables, which are
generated directly from its operations.

It is the Group’s policy not to enter into deriwegitransactions for speculative purposes.
The Group uses hedging instruments to protect @syim on its products from potential
price volatility of crude oil and products. It algnters into short-term forward currency
contracts to hedge its currency exposure on criidi@jportations.

The main risks arising from the Group’s financiadtruments are foreign exchange risk,
interest rate risk, credit risk, liquidity risk amdmmodity price risk. The BOD regularly

reviews and approves the policies for managingetiieancial risks. Details of each of

these risks are discussed below, together withetfaged risk management structure.

Risk Management Structure
The Group follows an enterprise-wide risk managenfesamework for identifying,
assessing and addressing the risk factors thatt affenay affect its businesses.

The Group’s risk management process is a bottorapgroach, with each risk owner
mandated to conduct regular assessment of itpridie and formulate action plans for
managing identified risks. As the Group’s opemati® an integrated value chain, risks
emanate from every process, while some could awtsaayroups. The results of these
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activities flow up to the Management Committee agkntually, the BOD through the
Group’s annual business planning process.

Oversight and technical assistance is likewise idem/ by corporate units and
committees with special duties. These groups laeid functions are:

a. The Risk and Insurance Management Group, whichaisdated with the overall
coordination and development of the enterprise-wiglemanagement process.

b. The Financial Risk Management Unit of the Treassii@epartment, which is in
charge of foreign exchange hedging transactions.

C. The Transaction Management Unit of Controllers &epent, which provides
backroom support for all hedging transactions.

d. The Corporate Technical & Engineering Services d@pent, which oversees
strict adherence to safety and environmental masdatross all facilities.

e. The Internal Audit Department, which has beeneadskith the implementation
of a risk-based auditing.

f. PSTPL executes the hedging transactions involvimglee and product imports on
behalf of the Group.

The BOD also created separate board-level entiwigh explicit authority and
responsibility in managing and monitoring risksfa@ows:

a. The Audit Committee, which ensures the integrity iofernal control activities
throughout the Group. It develops, oversees, chesid pre-approves financial
management functions and systems in the areas afitcrmarket, liquidity,
operational, legal and other risks of the Groupl erisis management. The Internal
Audit Department and the External Auditor direatgport to the Audit Committee
regarding the direction, scope and coordinatioausfit and any related activities.

b. The Compliance Officer, who is a senior officer Bétron reports to the BOD
through the Audit Committee. He monitors complaneith the provisions and
requirements of the Corporate Governance Manuatermiénes any possible
violations and recommends corresponding penakigsject to review and approval
of the BOD. The Compliance Officer identifies antbnitors compliance risk.
Lastly, the Compliance Officer represents the Grdagfore the SEC regarding
matters involving compliance with the Code of Cogte Governance.

Foreign Currency Risk

The Parent Company’s functional currency is theliffine peso, which is the
denomination of the bulk of the Group’s revenu@he Group’s exposures to foreign
exchange risk arise mainly from United States (d&)ar-denominated sales as well as
purchases principally of crude oil and petroleummdpicts. As a result of this, the Group
maintains a level of US dollar-denominated asset$ labilities during the period.
Foreign exchange risk occurs due to differencebenlevels of US dollar-denominated
assets and liabilities.

The Group pursues a policy of hedging foreign ergearisk by purchasing currency
forwards or by substituting US dollar-denominatedbilities with peso-based debt. The
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natural hedge provided by US dollar-denominatecetass also factored in hedging
decisions. As a matter of policy, currency heddmiimited to the extent of 100% of the
underlying exposure.

The Group is allowed to engage in active risk manaant strategies for a portion of its
foreign exchange risk exposure. Loss limits arplate, monitored daily and regularly
reviewed by management.

Information on the Group’s US dollar-denominatediaficial assets and liabilities and
their Philippine peso equivalents are as follows:

2011 2010
Peso Peso
USDollar Equivalent US Dollar Equivalent
Assets
Cash and cash equivalents 338 14,818 648 28,408
Trade and other receivables 343 15,037 157 6,883
Other asse 29 1,271 17 745
710 31,126 822 36,036
Liabilities
Short-term loans - - 59 2,587
Liabilities for crude oil and
petroleum product importation 509 22,314 278 12,188
Long-term debts (including
curren maturities 356 15,607 35k 15,56:
Other liabilities 7 307 9 395
872 38,228 701 30,733
Net foreign currency -
denominated monetary assets
(liabilities) (162) (7,102) 121 5,303

The Group reported net foreign exchange gainsdgg)ssmounting to (P88), P1,742 and
P146 in 2011, 2010 and 2009, respectively, withtthaslation of its foreign currency-
denominated assets and liabilities (Note 25). Timesily resulted from the movements
of the Philippine peso against the US dollar thraug the year. The foreign exchange
rates from PhP to US$ as of December 31 are showheifollowing table:

PhP to US$
December 31, 20( 46.2(
December 31, 20: 43.8¢
December 31, 2011 43.84

The management of foreign currency risk is alsopimented by monitoring the
sensitivity of financial instruments to variousd@n currency exchange rate scenarios.
Foreign exchange movements affect reported eduibugh the retained earnings arising
from increases or decreases in unrealized andeedioreign exchange gains or losses.
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The following table demonstrates the sensitivityatoeasonably possible change in the
US dollar exchange rate, with all other variable&itconstant, of profit before tax and
equity as of December 31, 2011 and 2010:

P1 Decreasein theUS P1 Increasein the US

Dollar Exchange Rate Dollar Exchange Rate
Effect on Effect on
IncomeBefore Effect on IncomeBefore Effect on
2011 Income Tax Equity Income Tax Equity
Cash and cash equivalents (P319) (P243) P319 P243
Trade and other receivables (103) (312) 103 312
Other assets (13 (25 13 25
(435) (580) 435 580
Liabilities for crude oil and
petroleum product
importation 275 426 (275) (426)
Long-term debts (including
current maturities) 356 249 (356) (249)
Other liabilities 5 6 (5) (6)
636 6381 (636) (681)
P201 P101 (P201) (P101)
P1 Decrease in the US P1 Increase in the US
Dollar Exchange Rate Dollar Exchange Rate
Effect on Effect on
Income Before Effect on Income Before Effecton
2010 Income Tax Equity Income Tax Equity
Cash and cash equivale (P642 (P455 P64: P45t
Trade and other receivables (96) (128) 96 128
Other assets (1) (17) 1 17
(739) (600) 739 600
Short-term loans - 59 - (59)
Liabilities for crude oil and
petroleum product
importatior 27¢ 19t (278 (195
Long-term debts (including
current maturities) 355 249 (355) (249)
Other liabilities 7 7 (7) (7)
640 510 (640) (510)
(P99) (P90) P99 P90

Exposures to foreign exchange rates vary duringydae depending on the volume of
foreign currency denominated transactions. Nonesse the analysis above is
considered to be representative of the Group’ssoar risk.
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Interest Rate Risk

Interest rate risk is the risk that future castwldrom a financial instrument (cash flow
interest rate risk) or its fair value (fair valugdrest rate risk) will fluctuate because of
changes in market interest rates. The Group’s expds changes in interest rates relates
mainly to long-term borrowings and investment siies. Investments or borrowings
issued at fixed rates expose the Group to fairevaiterest rate risk. On the other hand,
investments or borrowings issued at variable rexg®se the Group to cash flow interest
rate risk.

The Group manages its interest costs by using aication of fixed and variable rate
debt instruments. Management is responsible foritmamg the prevailing market-based
interest rates and ensures that the marked-up et on its borrowings are most
favorable and benchmarked against the interest chi@rged by other creditor banks.

On the other hand, the Group’s investment policyoisnaintain an adequate yield to
match or reduce the net interest cost from itsdwangs prior to deployment of funds to
their intended use in operations and working chpii@anagement. However, the Group
invests only in high-quality money market instrurtsewhile maintaining the necessary
diversification to avoid concentration of risk.

In managing interest rate risk, the Group aims @duce the impact of short-term
volatility on earnings. Over the longer term, hoee\permanent changes in interest rates
would have an impact on profit or loss.

The management of interest rate risk is also sapgi¢ed by monitoring the sensitivity
of financial instruments to various standard ana-s@andard interest rate scenarios.
Interest rate movements affect reported equityutfinathe retained earnings arising from
increases or decreases in interest income or giterpense as well as fair value changes
reported in profit or loss, if any.

The sensitivity to a reasonably possible 1% in@dasthe interest rates, with all other
variables held constant, would have decreased thep& profit before tax (through the

impact on floating rate borrowings) and equity 68 and P180 in 2011 and 2010,
respectively. A 1% decrease in the interest rataldvbave had the equal but opposite
effect.

Interest Rate Risk Table

As at December 31, 2011 and 2010, the terms andritygdrofile of the interest-bearing
financial instruments, together with its gross sedunted amounts, are shown in the
following tables:

2011 <1Year 1-<2Years  2-<3Years 3-<4Years 4-<5Years >5 Years Total
Fixed rate
Philippine peso
denominated P238 P84 P5,284 P84 P4,548 P23,420 P33,658
Interest rate 6.3% -9.3% 6.3% -9.3% 6.3% - 9.3% 6.3% -9.3% 6.3% -9.3% 6.3% -7.2%
Floating rate
Philippine peso
denominated 600 600 - - - - 1,200
Interest rate net IM SDA net 1M SDA
+ margin + margin

US$ denominated
(expressed in Php) 3,458 3,960 4,461 2,731 1,002 - 15,612
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1, 3,6 mos. 1,3, 6 mos. 1, 3,6 mos. 1,3, 6 mos. 1, 3,6 mos.

Libor + Libor + Libor + Libor + Libor +
Interest rate* margin margin margin margin margin
P4,296 P4,644 P9,745 P2,815 P5,550 P23,420 P50,470

*The group reprices every 3 months but has beeangan option to reprice every 1 or 6 months.

2010 <1 Year 1-<2 Years 2-<3 Years 3-<4 Years Aelrs >5 Years Total
Fixed rate
Philippine peso
denominated P6,963 P202 P48 P5,248 P48 P24,510 01P37,
Interest rate 6.4%-9.3% 6.4%-9.3% 9.3% 8.19%8%® 9.3% 7.0% - 9.3%

Floating rate
Philippine peso
denominated 1,267 600 600 - - - 2,467
Interest rate net 1M SDA +
margin, 3-mo.
Martl/ PDSTF net 1M SDA net 1M SDA

+ margin + margin + margin
US$ denominated
(expressed in Php) 3,459 3,459 3,458 3,458 1,730 - 15,564
3, 6 mos. 3, 6 mos. 3, 6 mos. 3, 6 mos. 3, 6 mos.
Libor + Libor + Libor + Libor + Libor +
Interest rate* margin margin margin margin margin
P11,689 P4,261 P4,106 P8,706 P1,778 P24,510 Rb5,05

*The group reprices every 3 months but has beeangan option to reprice every 6 months.

Credit Risk

Credit risk is the risk of financial loss to thed@p if a customer or counterparty to a
financial instrument fails to meet its contractodligations. In effectively managing
credit risk, the Group regulates and extends crewliy to qualified and credit-worthy
customers and counterparties, consistent with kstald Group credit policies,
guidelines and credit verification procedures. sgs for credit facilities from trade
customers undergo stages of review by National sSalad Finance Divisions.
Approvals, which are based on amounts of credéslirequested, are vested among line
managers and top management that include the Bnésidd the Chairman.

Generally, the maximum credit risk exposure of ficial assets is the total carrying
amount of the financial assets as shown on the dadbe consolidated statements of

financial position or in the notes to the consdkdfinancial statements, as summarized
below:

Note 2011 2010

Cash in bank and cash equivalents
(net of cash on hand) 6 P19,528 P40,358
Derivative assets 7 43 34
Trade and other receivablenet 9 26,605 24,266
Due from related parties 14 23,787 22,447
Long-term receivables 14 88 122
P70,051 P87,227

The credit risk for cash and cash equivalents amdvative financial instruments is
considered negligible, since the counterpartiesrepatable entities with high external
credit ratings. The credit quality of these finahassets is considered to be high grade.

In monitoring trade receivables and credit linkg Group maintains up-to-date records
where daily sales and collection transactions btastomers are recorded in real-time
and month-end statements of accounts are forwacdedstomers as collection medium.

Finance Division’s Credit Department regularly reapdo management trade receivables
balances (monthly) and credit utilization efficigr(isemi-annually).

-63 -



Collaterals To the extent practicable, the Group also reguiollateral as security for a
credit facility to mitigate credit risk in tradeasivables (Note 9). Among the collaterals
held are letters of credit, bank guarantees, iate mortgages, and cash bonds valued at
P3,925 and P2,736 as of December 31, 2011 and 284fectively. These securities
may only be called on or applied upon default ftomers.

Credit Risk Concentration The Group’s exposure to credit risk arises frodafault of
counterparty. Generally, the maximum credit riskpasure of trade and other
receivables is its carrying amount without consittcollaterals or credit enhancements,
if any. The Group has no significant concentratidreredit risk since the Group deals
with a large number of homogenous trade customéle Group does not execute any
credit guarantee in favor of any counterparty.

The credit risk exposure of the Group based on B&Rf December 31, 2011 and 2010
are shown below (Note 9):

Neither Past Due Past Due but

Nor Impaired Not Impaired Impaired Total

December 31, 2011
Reselle P210 P40 P35 P285
Lubes 286 6 25 317
Gasul 450 135 180 765
Industrial 10,390 814 671 11,875
Others 4,592 627 173 5,392
P15,928 P1,622 P1,084 P18,634

Neither Past Due Past Due but

Nor Impaired Not Impaired Impaired Total

December 31, 2010
Reseller P10 P53 P40 P103
Lubes 281 11 25 317
Gasul 661 172 122 955
Industrial 7,792 774 717 9,283
Others 3,961 134 147 4,242

P12,705 P1,144 P1,051 P14,900

Credit Quality In monitoring and controlling credit extendedctaunterparty, the Group
adopts a comprehensive credit rating system basedinancial and non-financial
assessments of its customers. Financial factoirsgbeonsidered comprised of the
financial standing of the customer while the noraficial aspects include but are not
limited to the assessment of the customer’s natdirbusiness, management profile,
industry background, payment habit and both presedt potential business dealings
with the Group.

Class A High Gradé are accounts with strong financial capacity anasibess
performance and with the lowest default risk.

Class B Moderate Gradeérefer to accounts of satisfactory financial cagband credit
standing but with some elements of risks whereagerheasure of control is necessary in
order to mitigate risk of default.

Class C tow Gradé are accounts with high probability of delinqueranyd default.
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Below is the credit quality profile of the GrouplAR as of December 31, 2011 and

2010:

Trade Accounts Receivables per Class

ClassA ClassB ClassC Total

December 31, 2011
Reselle P124 P135 P26 P285
Lubes 157 112 48 317
Gasul 348 240 177 765
Industrial 3,424 6,841 1,610 11,875
Others 4,537 762 93 5,392

P8,590 P8,090 P1,954 P18,634
December 31, 2010
Reseller (P29) P107 P26 P104
Lubes 113 159 44 316
Gasul 419 244 292 955
Industria 2,527 5,711 1,04¢ 9,28:
Other: 3,64( 53¢ 64 4,24

P6,670 P6,759 P1,471 P14,900

Liquidity Risk

Liquidity risk pertains to the risk that the Grompll encounter difficulty in meeting
obligations associated with financial liabilitiesat are settled by delivering cash or

another financial asset.

The Group’s objectives to manage its liquidity riske as follows: a) to ensure that
adequate funding is available at all times; b) etrcommitments as they arise without
incurring unnecessary costs; c) to be able to acfiesling when needed at the least
possible cost; and d) to maintain an adequategjnead of refinancing maturities.

The Group constantly monitors and manages its diguiposition, liquidity gaps or
surplus on a daily basis. A committed stand-by icffadility from several local banks is
also available to ensure availability of funds wheecessary. The Group also uses
derivative instruments such as forwards and swapsahage liquidity.

The table below summarizes the maturity profiletiod Group’s financial assets and
financial liabilities based on contractual undistmd payments used for liquidity
management as of December 31, 2011 and 2010.

Carrying Contractual lYear >1Year >2Years Over 5
2011 Amount Cash Flow orLess -2Years -5Years Years
Financial assets
Cash and cash
equivalents P23,823 P23,823 P23,823 P - P - P -
Trade and other
Receivables 26,605 26,610 26,610 - -
Due from related parties 23,787 24,337 1,610 22,346 381
Derivative assets 43 43 43 - -
Financial assets at FVPL 194 194 194 - -
AFS financial assets 1,036 1,107 93 117 897
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Long-term receivables 88 99 7 25 39 28
Forward
Carrying Contractual lYear >1Year >2Years Over 5

2011 Amount Cash Flow orLess -2Years -5Years Years
Financial liabilities
Short-term loans P40,593 P40,877 P40,877 P - P - P -
Liabilities for crude oil
and petroleum product

importation 13,842 13,842 13,842 - - -
Accounts payable and
accrued expenses

(excluding taxes

payable) 6,600 6,600 6,600 - - -
Derivative liabilities 55 55 55 - - -
Long-term debts
(including current

maturities) 49,868 67,242 7,621 9,308 24,076 26,237
Cash bonds 303 312 257 11 15 29
Cylinder deposits 383 383 - - - 383
Other noncurrent

Liabilities 54 54 - 1 32 21

Carrying Contractual 1 Yearor >1Year >2 Years Over 5

2010 Amount Cash Flow Less -2 Years -5 Years Years
Financial assets
Cash and cash

equivalents P43,984 P43,984 P43,984 P - P - P -
Trade and other

receivables 24,266 24,266 24,266 - - -
Due from related parties 22,447 22,922 907 22,015 - -
Derivative assets 34 34 34 - - -
Financial assets at FVPL 193 193 193 - - -
AFS financial assets 1,161 1,256 256 67 933 -
Long-term receivables 122 122 - 20 65 37
Financial liabilities
Short-term loans 32,457 32,733 32,733 - - -
Liabilities for crude oil
and petroleum product

importation 11,194 11,194 11,194 - - -
Accounts payable and
accrued expenses

(excluding taxes

payable) 6,181 6,181 6,181 - - -
Derivative liabilities 30 30 30 - - -
Long-term debts
(including current

maturities) 54,402 72,752 15,360 7,198 22,162 28,032
Cash bonds 275 284 219 26 19 20
Cylinder deposits 274 274 - - - 274
Other noncurrent

liabilities 60 60 - 11 27 22

Commodity Price Risk

Commodity price risk is the risk that future cakiwk from a financial instrument will

fluctuate because of changes in market prices. Groep enters into various commodity
derivatives to manage its price risks on strategimmodities. Commo
allows stability in prices, thus offsetting thekriaf volatile market fluctuations. Through
hedging, prices of commodities are fixed at levatxeptable to the Group, thus
protecting raw material cost and preserving margirfor consumer (buy) hedging
transactions, if prices go down, hedge positiony slzow marked-to-market losses;
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however, any loss in the marked-to-market posii®roffset by the resulting lower
physical raw material cost. While for producer ljskkdges, if prices go down, hedge
positions may show marked-to-market gains; howesay,gain in the marked-to-market
position is offset by the resulting lower sellingce.

To minimize the Group’s risk of potential lossesdo volatility of international crude
and product prices, the Group implemented commduitiging for crude and petroleum
products. The hedges are intended to protect énveatories from downward price risk
and margins of MOPS (Mean of Platts of Singapoesed sales. Hedging policy
(including the use of commodity price swaps, buyirigput options, collars and 3-way
options) developed by the Commodity Risk Managem@&otnmittee is in place.
Decisions are guided by the conditions set andaygier by the Group’s management.

Other Market Price Risk

The Group’s market price risk arises from its inweents carried at fair value (FVPL and
AFS financial assets). The Group manages itsaiiging from changes in market price
by monitoring the changes in the market price efittvestments.

Capital Management

The Group’s capital management policies and prograim to provide an optimal capital
structure that would ensure the Group’s abilitycémtinue as a going concern while at
the same time provide adequate returns to the lsbldiexs. As such, it considers the best
trade-off between risks associated with debt fiframand relatively higher cost of equity
funds. Likewise, compliance with the debt to eguétio covenant of bank loans has to
be ensured.

An enterprise resource planning system is used daitor and forecast the Group’s

overall financial position. The Group regularlydapes its near-term and long-term
financial projections to consider the latest axddamarket data in order to preserve the
desired capital structure. The Group may adjust dmount of dividends paid to

shareholders, issue new shares as well as incoeadecrease assets and/or liabilities,
depending on the prevailing internal and externaifess conditions.

The Group monitors capital via carrying amount gfiiey as stated in the consolidated
statements of financial position. The Group’s tador the covered reporting period is
summarized in the table below:

2011 201(
Total assets P175,795 P161,816
Total liabilities 116,108 10€,472
Total equity 59,687 53,34«
Debt to equity ratio 19:1 2.0:1

There were no changes in the Group’s approachpitatananagement during the year.
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34. Financial Assetsand Financial Liabilities

The table below presents a comparison by catedgocgroying amounts and fair values
of the Group’s financial instruments as of Decengfer

2011 2010
Carrying Fair Carrying Fair
Note Value Value Value Value
Financial assets (FA):
Cash and cash equivalents 6 P23,823 P23,823 P43,984 P43,984
Trade and other receivab 9 26,605 26,605 24,26¢ 24,26¢
Due from related parties 14 23,787 23,787 22,447 22,447
Long-term receivables 14 88 88 122 122
Loans and receivables 74,303 74,303 90,819 90,819
AFS financial assets 8 1,036 1,036 1,161 1,161
Financial assets at FVPL 7 194 194 193 193
Derivative assets 7 43 43 34 34
FA at FVPL 237 237 227 227
Total financial assets P75,576 P75,576 P92,207 P92,207
2011 2010
Carrying Fair Carrying Fair
Note Value Value Value Value

Financial liabilities (FL):
Shor-term loan 15 P40,593 P40,593 P32,45 P32,45
Liabilities for crude oil and
petroleum product
importation 13,842 13,842 11,194 11,194
Trade and other payables
(excluding specific taxes

and other taxes payable) 16 6,600 6,600 6,181 6,181
Long-term debt including

current portion 17 49,868 49,868 54,402 54,402
Cash bonds 19 303 303 275 275
Cylinder deposil 19 383 383 274 274
Other noncurrent liabilities 19 54 54 60 60
FL at amortized cost 111,643 111,643 104,843 104,843
Derivative liabilities 55 55 30 30
Total financial liabilities P111,698 P111,698 P104,873 P104,873

The following methods and assumptions are usedtimate the fair value of each class
of financial instruments:

Cash and Cash Equivalents, Trade and Other Reckisatnd Noncurrent Receivables.

The carrying amount of cash and cash equivalentsraoeivables approximates fair

value primarily due to the relatively short-termtaréties of these financial instruments.

In the case of long-term receivables, the fair @ailel based on the present value of
expected future cash flows using the applicableadist rates based on current market
rates of identical or similar quoted instruments.

Derivatives The fair values of freestanding and bifurcatamvard currency transactions
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are calculated by reference to current forward amge rates for contracts with similar
maturity profiles. Marked-to-market valuation afnromodity hedges were based on the
forecasted crude and product prices by Mitsui & Commodity Risk Management Ltd.
(MCRM), an independent trading group.

Financial Assets at FVPL and AFS Financial Asséftke fair values of publicly traded
instruments and similar investments are based atedumarket prices in an active
market. For debt instruments with no quoted mapkiees, a reasonable estimate of their
fair values is calculated based on the expectedh ¢msvs from the instruments
discounted using the applicable discount rate®ofparable instruments quoted in active
markets. Unquoted equity securities are carriembst less impairment.

Long-term Debt - Floating Rate The carrying amounts of floating rate loans with
quarterly interest rate repricing approximate ttfesir values.

Cash Bonds, Cylinder Deposits and Other Noncurtgmtilities. Fair value is estimated
as the present value of all future cash flows disted using the applicable market rates
for similar types of instruments as of reportingeda Effective rates used in 2011 and
2010 are 6.16% and 5.99%, respectively.

Short-term Loans, Liabilities for Crude Oil and R#éum Product Importation and
Trade and Other Payable$he carrying amount of short-term loans, liabiitier crude
oil and petroleum product importation and trade attter payables approximates fair
value primarily due to the relatively short-termtaréties of these financial instruments.

Derivative Financial Instruments

The Group’s derivative financial instruments acoagdo the type of financial risk being
managed and the details of freestanding and embedielevative financial instruments
are discussed below.

The Group enters into various currency and commalitivative contracts to manage its
exposure on foreign currency and commodity pris&.rirhe portfolio is a mixture of
instruments including forwards, swaps and optionghese include freestanding and
embedded derivatives found in host contracts, whieh not designated as accounting
hedges. Changes in fair value of these instrumarg@srecognized directly in profit or
loss.

Freestanding Derivatives
Freestanding derivatives consist of commodity amdeticy entered into by the Group.

Currency Forwards

As of December 31, 2011 and 2010, the Group haganding foreign currency forward
contracts with aggregate notional amount of US$22® US$15, respectively, and with
various maturities in 2011 and 2012. As of Decen3ier2011, the net positive fair value
of these currency forwards amounted to P40.

Commodity Swaps

The Group has outstanding swap agreements covigsiing requirements, with various
maturities in 2012. Under the agreements, paynsentade either by the Group or its
counterparty for the difference between the hedied price and the relevant monthly
average index price.

Total outstanding equivalent notional quantity aedeby the commodity swaps were 1.8
million barrels and 1.5 million barrels for 2011da@010, respectively. The estimated
net receipts for these transactions amounted to7 Rl P32 for 2011 and 2010,
respectively.
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Commodity Options

As of December 31, 2011, the Group has outstar@lwgy options designated as hedge
of forecasted purchases of crude oil with a notigoantity of 1.34 million barrels.

The call and put options can be exercised at varialculation dates in 2012 with
specified quantities on each calculation date. &tenated amount charged to profit or
loss on these call and put options as of Decenbe2@L1 amounted to P47.

Outstanding hedge in 2010 with notional quantité€2.8 million barrels have an actual
net receipts of P234.

Embedded Derivatives

Embedded foreign currency derivatives exist inaiert).S. dollar-denominated sales and
purchases contracts for various fuel products &foRe Under the sales contracts, Petron
agrees to fix the peso equivalent of the invoicewamh based on the average Philippine
Dealing System (PDS) rate on the month of delivdrythe purchase contracts, the peso
equivalent is determined using the average PDSomatihe month preceding the month
of delivery.

As of December 31, 2011 and 2010, the total ouditgnnotional amount of currency
forwards embedded in non-financial contracts amsdinto US$91 and US$151,
respectively. These non-financial contracts consisiinly of foreign currency-
denominated service contracts, purchase orderssaled agreements. The embedded
forwards are not clearly and closely related tarthmespective host contracts. As of
December 31, 2011 and 2010, the net positive (ivejdiair value of these embedded
currency forwards amounted to (P52) and P4, reshect

For the years ended December 31, 2011, 2010 ar@] @9 Group recognized marked-
to-market gains (losses) from freestanding and eadx derivatives amounting to P205,
(P98), and (P409), respectively.

Fair Value Changes on Derivatives
The net movements in fair value of all derivativensactions in 2011 and 2010 are as
follows:

Note 2011 2010
Fair value at beginning of year P4 P37
Net changes in fair value during the year 25 205 (98)
Fair value of settle instrument (221) 65
Balance at end of year (P12) P4

Fair Value Hierarchy

Financial assets and liabilities measured at faloer in the consolidated statements of
financial position are categorized in accordancéh vthe fair value hierarchy. This
hierarchy groups financial assets and liabilitige ithree levels based on the significance
of inputs used in measuring the fair value of tharicial assets and liabilities.

The table below analyzes financial instrumentsiedrat fair value, by valuation method
as of December 31, 2011 and 2010. The differemtisdvave been defined as follows:

= Level 1: quoted prices (unadjusted) in active miarlier identical assets or
liabilities;

= Level 2: inputs other than quoted prices includeithiw Level 1 that are
observable for the asset or liability, either dilyeor indirectly; and
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» Level 3: inputs for the asset or liability thaearot based on observable market

data.
2011 Leve 1 Leve 2 Total
Financial Assets

FVPL P194 P - P194

Derivative assets - 43 43

AFS financial assets - 1,036 1,036
Financial Liabilitie:

Derivative liabilities - (55) (55)
2010 Level 1 Level 2 Total
Financial Assets

FVPL P193 P - P193

Derivative assets - 34 34

AFS financial assets - 1,161 1,161
Financial Liabilities

Derivative liabilities - (30) (30)

As of December 31, 2011 and 2010, the Group hdmancial instruments valued based
on Level 3. During the year, there were no trasskeetween Level 1 and Level 2 fair
value measurements, and no transfers into andfdugvel 3 fair value measurements.

35. Registration with the Board of Investments (BOI)

Mixed Xylene, Benzene, Toluene (BTX) and Propyl®szovery Units

On October 20, 2005, Petron registered with the Bader the Omnibus Investments
Code of 1987 (Executive Order 226) as: (1) a namgér, new export producer status of
Mixed Xylene; (2) a pioneer, new export producatist of Benzene and Toluene; and
(3) a pioneer, new domestic producer status of yWeop. Under the terms of its

registration, Petron is subject to certain requéets principally that of exporting at least
70% of the production of the mentioned petrochehpoaducts every year except for the
produced Propylene.

As a registered enterprise, Petron is entitledhéofdllowing benefits on its production of
petroleum products used as petrochemical feedstock:

a. ITH: (1) for four years from May 2008 or actual rstaf commercial operations,
whichever is earlier, but in no case earlier tham date of registration for Mixed
Xylene subject to base figure of 120,460 metricstper year representing Petron’s
highest attained production volume for the lase¢hyears; (2) for six years from
May 2008 or actual start of commercial operatiomsichever is earlier, but in no
case earlier than the date of registration for Bapzand Toluene; and (3) for six
years from December 2007 or actual start of comialeoperations, whichever is
earlier, but in no case earlier than the date gistetion for Propylene.

b. Tax credit equivalent to the national internal rave taxes and duties paid on raw
materials and supplies and semi-manufactured ptedised in producing its export
product and forming parts thereof for ten yearsfiart of commercial operations.

c. Simplification of custom procedures.
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Access to Customs Bonded Manufacturing WarehouSMi@) subject to Custom
rules and regulations provided firm exports ati@@86 of production output.

Exemption from wharfage dues, any export tax, dintposts and fees for a ten year
period from date of registration.

Importation of consigned equipment for a periodted years from the date of
registration subject to the posting of re-exporido

Exemption from taxes and duties on imported sparésmnd consumable supplies
for export producers with CBMW exporting at lea8% production.

Petron may qualify to import capital equipment, repgarts, and accessories at zero
(one percent for Propylene) duty from date of regi®on up to June 5, 2006
pursuant to Executive Order (EO) No. 313 and itplémenting Rules and
Regulations.

Fluidized Bed Catalytic Cracker (PetroFCC) Unit

On December 20, 2005, the BOI approved Petron’sigtipn under RA 8479 for new
investment at its Bataan Refinery for the PetroF@Qbject to Petron’s compliance with
the terms and conditions of registration, the B®Ilektending the following major
incentives:

a.

g.

ITH for five years without extension or bonus yéam December 2008 or actual
start of commercial operations, whichever is earlit in no case earlier than the
date of registration subject to a rate of exemptiomputed based on the % share of
product that are subject to retooling.

Minimum duty of three percent and VAT on importedpital equipment and
accompanying spare parts.

Tax credit on domestic capital equipment shall benged on locally fabricated

capital equipment. This shall be equivalent todifeerence between the tariff rate
and the three percent (3%) duty imposed on the itag@ounterpart.

Importation of consigned equipment for a period fvle years from date of

registration subject to posting of the approprigexport bond; provided that such
consigned equipment shall be for the exclusiveafisiee registered activity.

Exemption from taxes and duties on imported sparésfor consigned equipment
with bonded manufacturing warehouse.

Exemption from real property tax on production @quent or machinery.

Exemption from contractor’s tax.

Grease Manufacturing Plant

In December 2005, the BOI approved Petron’s apidicainder RA 8479 as an Existing
Industry Participant with New Investment in Modesation of the firm's Grease
Manufacturing Plant in Pandacan, Manila. The B®Extending the following major
incentives:

a.

ITH for a period of five years without extensionlmnus year from March 2006 or
actual start of commercial operations, whichevesaidier, but in no case earlier than

-72-



f.

g.

the date of registration subject to a base figlirg@d®d metric tons of grease product
representing Petron’s highest attained sales vojuioe to rehabilitation.

Minimum duty of three percent and VAT on importedpital equipment and
accompanying spare parts.

Tax credit on domestic capital equipment shall banted on locally fabricated
capital equipment which is equivalent to the défere between the tariff rate and the
three percent duty imposed on the imported couaterp

Importation of consigned equipment for a period fivke years from date of
registration subject to posting of the approprigexport bond; provided that such
consigned equipment shall be for the exclusiveafisiee registered activity.

Exemption from taxes and duties on imported sparésfor consigned equipment
with bonded manufacturing warehouse, provided thiateast 70% of production is
exported; such spare parts and supplies are nattyavailable at reasonable prices;
and, all such parts and supplies shall be used ionthe bonded manufacturing
warehouse of the registered enterprise.

Exemption from real property tax on production @quent or machinery.

Exemption from contractor’s tax.

70 MW Coal-Fired Power Plant (Limay, Bataan)

On November 3, 2010, Petron registered with the &>tew operator of a 70 MW Coal-
Fired Power Plant on a pioneer status with nongeorincentives under the Omnibus
Investments Code of 1987 (EO No. 226). Subje@&dtion’s compliance with the terms
and conditions of registration, the BOI is extemdihe following major incentives:

a.

ITH for four years from July 2012 or actual staft @ommercial operations,
whichever is earlier, but in no case earlier tHendate of registration limited to the
revenue generated from the electricity sold togifie.

Importation of consigned equipment for a periodtef years from the date of
registration subject to the posting of re-expordho

Petron may qualify to import capital equipment,repparts and accessories at zero
percent duty from date of registration up to Jue2D11 pursuant to EO No. 528
and its Implementing Rules and Regulations.

Refinery Master Plan Phase 2 (RMP-2) Project

On June 3, 2011, the BOI approved Petron’s appicatnder RA 8479 as an Existing
Industry Participant with New Investment in Modeation/Conversion of Bataan
Refinery’'s RMP-2. The BOI is extending the folleygimajor incentives:

a.

ITH for five years without extension or bonus y&am July 2015 or actual start of
commercial operations, whichever is earlier, buhincase earlier than the date of
registration based in the formula of the ITH ratexemption.

Minimum duty of three percent and VAT on importedpital equipment and
accompanying spare parts.

Importation of consigned equipment for a period fvke years from date of
registration subject to posting of the approprigexport bond; provided that such
consigned equipment shall be for the exclusiveafisiee registered activity.
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d. Tax credit on domestic capital equipment shall bantgd on locally fabricated
capital equipment which is equivalent to the défere between the tariff rate and the
three percent duty imposed on the imported couaterp

e. Exemption from real property tax on production @quent or machinery.

f.  Exemption from contractor’s tax.

Yearly certificates of entittement have been timaghfained by Petron to support its ITH
credits.

36. Segment Infor mation

Management identifies segments based on businesgeographic locations. These
operating segments are monitored and strategicsidasi are made on the basis of
adjusted segment operating results. The CEO (thef dperating decision maker)
reviews management reports on a regular basis.

The Group’s major sources of revenues are as fellow

a. Sales of petroleum and other related products winiclude gasoline, diesel and
kerosene offered to motorists and public transpgerators through its service
station network around the country.

b. Insurance premiums from the business and operafiail kinds of insurance and
reinsurance, on sea as well as on land, of pr@sergoods and merchandise, of
transportation or conveyance, against fire, eagkgumarine perils, accidents and
all others forms and lines of insurance authortzgthw, except life insurance.

c. Lease of acquired real estate properties for pmiro] refining, storage and
distribution facilities, gasoline service statiaargl other related structures.

d. Sales on wholesale or retail and operation of sengtations, retail outlets,
restaurants, convenience stores and the like.

e. Export sales of various petroleum and non-fuel potsl to other Asian countries
such as South Korea, China, Taiwan, Singapore, ©@diap Japan, India and
Malaysia.

Segment Assets and Liabilities

Segment assets include all operating assets usadsbgment and consist principally of
operating cash, receivables, inventories and ptppgilant and equipment, net of
allowances and impairment. Segment liabilities udel all operating liabilities and

consist principally of accounts payable, wagesgdagurrently payable and accrued
liabilities. Segment assets and liabilities doinolude deferred taxes.

Inter-segment Transactions
Segment revenues, expenses and performance inshids and purchases between
operating segments. Transfer prices between apgraégments are set on an arm’'s
length basis in a manner similar to transactionth hird parties. Such transfers are
eliminated in consolidation.

Major Customer
The Group does not have a single external cust@nmer which sales revenue generated
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amounted to 10% or more of the total revenue of2tmup.

The following tables present revenue and incomerimétion and certain asset and

liability information regarding the business segtsenfor the years ended
December 31, 2011, 2010 and 2009.
Petroleum  Insurance Leasng Marketing Elimination Total
2011
Revenue:
External sales P272,287 P - P - P1,669 P - P273,956
Inter-segment sales 202,170 102 357 - (202,629) -
Segment results 13,592 52 152 74 964 14,834
Net income 7,956 165 27 91 246 8,485
Assets and liabilities:
Segment assets 183,449 1,834 3,954 918 (14,375) 175,780
Segment liabilities 124,123 146 3,018 224 (13,222) 114,289
Other segment
information:
Property, plant and
equipment 46,465 - - 205 3,776 50,446
Depreciation and
amortization 3,615 - - 42 - 3,657
Petroleum  Insurance Leasng Marketing Elimination Total
2010
Revenue:
External sales P225,072 P - P - P4,022 P - P229,094
Inter-segment sales 11,059 139 327 - (11,525) -
Segment results 11,975 112 252 124 48 12,511
Net income 8,367 169 50 161 (823) 7,924
Assets and liabilities:
Segment assets 163,823 2,086 2,935 1,097 (8,153) 161,788
Segment liabilities 108,665 559 2,027 303 (5,040) 106,514
Other segment
information:
Property, plant and
equipment 31,753 - 1 379 2,824 34,957
Depreciation and
amortization 3,476 - - 65 (1) 3,540
Petroleum  Insurance Leasng Marketing Elimination Total
2009
Revenue:
External sales P173,157 P - P - P3,374 P - P176,531
Inter-segment sales 2,182 131 194 - (2,507) -
Segment results 8,520 101 137 112 330 9,200
Net income 3,982 161 32 104 (20) 4,259
Assets and liabilities:
Segment assets 110,272 1,966 2,840 1,262 (3,605) 112,735
Segment liabilities 74,862 277 1,981 537 (2,463) 75,194
Other segment
information:
Property, plant and
equipment 31,351 - - 661 2,772 34,784
Depreciation and
amortization 3,509 - - 79 - 3,588

Inter-segment sales transactions amounted to P29278.1,525 and P2,507 for the years
ended December 31, 2011, 2010 and 2009, respsrtivel
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The following table presents additional information the petroleum business segment
of the Group for the years ended December 31, 28010 and 2009:

Reseller Lube Gasul Industrial  Others Total

2011

Revenue P108,765  P2531 P19,500 P105,651 P37,509 P273,956
Property, plant an

equipment 5,189 279 205 78 44,695 50,446
Capital expenditures 303 - 11 - 17,854 18,168
2010

Revenue 92,583 2,104 15,054 90,311 36,079 236,131
Property, plant and

equipment 4,524 345 181 43 26,660 31,753
Capital expenditure 16¢ 1 8 2 2,61¢ 2,79¢
2009

Revenue 74,954 2,079 12,298 68,438 17,570 175,339
Property, plant and

equipment 4,296 427 268 64 26,296 31,351
Capital expenditures 575 573 263 55 (16) 1,450

Geographical Segments

Segment assets by geographical location as welgital expenditure on property, plant
and equipment and on intangible assets by geogmplication are not separately
disclosed since the total segment assets of theesgglocated outside the country,
Ovincor and PSTPL, is less than 1% of the constilassets of all segments as of the
years ended 2011, 2010 and 2009.

The following table presents revenue informatiogareing the geographical segments of
the Group for the years ended December 31, 201D a0d 2009.

Elimination/

Petroleum Insurance Leasing Marketing Others Total
2011
Revenue
Local P245,879 P71 P357 P1,668 (P2,166) P245,809
Export/international 228,579 31 - - (200,463) 28,147
2010
Revenue
Local 206,070 76 327 4,022 (3,296) 207,199
Export/international 30,061 62 - - (8,228) 21,895
2009
Revenue
Local 162,56! 7C 194 3,37¢ (2,507 163,69¢
Export/internation: 12,77+ 61 - - - 12,83t

37. Events After the Reporting Date
On January 11, 2012, the Executive Committee amglothe Parent Company’s
investment in the ExxonMobil downstream businesMalaysia. As at March 7, 2012,
the related acquisition is not yet completed.

On January 24, 2012, PCERP sold 695,300,000 consfmares of the Parent Company
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through the facilities of the PSE.

On March 7, 2012, the Parent Company’s BOD declassh dividend at P0.10 per
share, payable on April 24, 2012 to all common ehalders as of April 2, 2012.

Also, on March 7, 2012, the Parent Company’s BODlated cash dividend at P2.382
per share for the second and third quarters of 2Qd#®able on June 5 and
September 5, 2012 to all preferred shareholdersf dday 18 and August 16, 2012,
respectively.

38. Other Matters

a. Petron has unused letters of credit totaling apprately P25,452, P9,236 and P33
as of December 31, 2011, 2010 and 2009, respectivel

b. Tax Credit Certificates Related Cases

In 1998, the Philippine Bureau of Internal Rever{tBIR") issued a deficiency
excise tax assessment against the Parent Compdrg.assessment relates to the
Parent Company’s use of P659 worth of Tax Creditiftmtes (“TCCs”") to pay
certain excise tax obligations from 1993 to 199he TCCs were transferred to the
Parent Company by suppliers as payment for fuedhpages. The Parent Company is
contesting the BIR’'s assessment before the Philg@pCourt of Tax Appeals
(“CTA"). In July 1999, the CTA ruled that, as aefusupplier of Board of
Investments-registered companies, the Parent Comigaa qualified transferee of
the TCCs. Following an unfavorable ruling from &&A En Banc, Petron filed an
appeal to the Supreme Court. A Resolution wasisdy the Supreme Court (1st
Division) on September 13, 2010 denying with finalCommission of Internal
Revenue's motion for reconsideration of the Denisiated July 28, 2010.

In November 1999, the BIR issued a P284 assessagaimst the Parent Company
for deficiency excise taxes for the years 19953871 The assessment results from
the cancellation by the Philippine Department ofidfice (“DOF”) of tax debit
memos, the related TCCs and their assignment t®#nent Company. The Parent
Company contested the assessment before the CiAAugust 2006, the CTA
denied the Parent Company’s petition, ordering ipay the BIR P580 representing
the P284 unpaid deficiency excise taxes from 1993997, and 20% interest per
annum computed from December 4, 1999. In July 281® Philippine Supreme
Court (“SC") nullified the assessment against tlaeeRt Company and declared the
Parent Company as a valid transferee of the TCO® BIR filed a motion for
reconsideration, which remains pending.

In May 2002, the BIR issued a P254 assessment sighie Parent Company for
deficiency excise taxes for the years 1995 to 19B8e assessment results from the
cancellation by the DOF of tax debit memos, thateel TCCs and their assignment
to the Parent Company. The Parent Company codtéiséeassessment before the
CTA. In May 2007, the CTA second division denikd Parent Company’s petition,
ordering the Parent Company to pay the BIR P60lresgmting the Parent
Company’'s P254 unpaid deficiency excise taxeskHertaxable years 1995 to 1998,
and 25% late payment surcharge and 20% delinquetenest per annum computed
from June 27, 2002. The Parent Company appeadedétision to the CTAn banc,
which ruled in favor of the Parent Company, revegsihe unfavorable decision of
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the CTA second division. The BIR is contesting @A en bancdecision before
the SC where the case is still pending.

There are duplications in the TCCs subject of tined assessments described above.
Excluding these duplications, the aggregate defigieexcise taxes, excluding
interest and penalties, resulting from the cantieiieof the subject TCCs amount to
P911.

Pandacan Terminal Operations

In November 2001, the City of Manila enacted Citglidance No. 8027 (“Ordinance
8027") reclassifying the areas occupied by thaagininals of the Parent Company,
Shell and Chevron from industrial to commercialhis reclassification made the
operation of the oil terminals in Pandacan, Maiiiegal. However, in June 2002,
the Parent Company, together with Shell and Chewntered into a Memorandum
of Understanding (“MOU”) with the City of Manila dnDOE, agreeing to scale
down operations, recognizing that this was a sénsibd practical solution to reduce
the economic impact of Ordinance 8027. In Decenfi#2, in reaction to the
MOU, Social Justice Society (“SJS”) filed a petitizvith the SC against the Mayor
of Manila asking that the latter be ordered to ezddOrdinance 8027. In April 2003,
the Parent Company filed a petition with the Regldfrial Court (“RTC") to annul
Ordinance 8027 and enjoin its implementation. B basis of &tatus quoorder
issued by the RTC, Mayor of Manila ceased implesgom of Ordinance 8027.

The City of Manila subsequently issued the Compreive Land Use Plan and
Zoning Ordinance (“Ordinance 8119”), which appliedthe entire City of Manila.
Ordinance 8119 allowed the Parent Company (and rothen-conforming
establishments) a seven-year grace period to vadegea result of the passage of
Ordinance 8119, which was thought to effectivelpea Ordinance 8027, in
April 2007, the RTC dismissed the petition filed thyy Parent Company questioning
Ordinance 8027.

However, on March 7, 2007, in the case filed by, 8386 SC rendered a decision (the
“March 7 Decision”) directing the Mayor of Manileo timmediately enforce
Ordinance 8027. On March 12, 2007, the Parent @ompogether with Shell and
Chevron, filed motions with the SC seeking intetti@m and reconsideration of the
March 7 Decision, on the ground that the SC faitedonsider supervening events,
notably: (i) the passage of Ordinance 8119 whigesedes Ordinance 8027, as well
as (i) the RTC orders preventing the implementatbOrdinance 8027. The Parent
Company, Shell, and Chevron also noted the postiif@fects on the entire country
arising from the sudden closure of the oil termgrinlPandacan.

On February 13, 2008, the SC resolved to allowRheent Company, Shell and
Chevron to intervene, but denied their motion fransideration. In its February 13
resolution (the “February 13 Resolution”), the Sape Court also declared
Ordinance 8027 valid, dissolved all existing injtioics against the implementation
of the Ordinance 8027, and directed the Parent @ompShell and Chevron to
submit their relocation plans to the RTC. The Rafgompany, Shell and Chevron
have sought reconsideration of the February 13 IRés0. In compliance with the

February 13 Resolution, the Parent Company, Shell @hevron have submitted
their relocation plans to the RTC.

In May 2009, Manila City Mayor Alfredo Lim approve@rdinance No. 8187
(“Ordinance 8187"), which repealed Ordinance 802id &rdinance 8119, and
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permitted the continued operations of the oil teiats in Pandacan.

In June 2009, petitions were filed with the SC kgggethe nullification of Ordinance
8187 and enjoining its implementation. These joet# are still pending.
Oil Spill Incident in Guimaras

On August 11, 2006, M/T Solar I, a third party \essontracted by the Parent
Company to transport approximately two milliondgeof industrial fuel oil, capsized
13 nautical miles southwest of Guimaras, an islarmdince in the Western Visayas
region of the Philippines. In separate invest@aiby the Philippine Department of
Justice (“D0OJ”) and the Special Board of Marineuing (“SBMI”), both agencies
found the owners of M/T Solar | liable. The DOdifid the Parent Company not
criminally liable, but the SBMI found the Parentr@many to have overloaded the
vessel. The Parent Company has appealed the dmdinthe SBMI to the Philippine
Department of Transportation and Communication sndwaiting its resolution.
The Parent Company believes that SBMI can imposrirastrative penalties on
vessel owners and crew, but has no authority t@lenother parties, such as the
Parent Company, who are charterers.

Bataan Real Property Tax Cases

The Parent Company has three pending real propeerttgases with the Province of
Bataan, arising from three real property tax assemss. The first is for an
assessment made by the Municipal Assessor of LirBayaan in 2006 for the
amount of P86.4 covering the Parent Company's isaateon and gas oll
hydrotreater facilities which enjoy, among othess five-year real property tax
exemption under the Oil Deregulation Law per theuBloof Investments Certificates
of Registration. The second is for an assessmedé miso in 2006 by the Municipal
Assessor of Limay for P17 relating to the leaseedbore area on which the pier of
the Parent Company’s Refinery is located. In 2@0&,Bataan Provincial Treasurer
issued a Final Notice of Delinquent Real Propegy Tequiring the Parent Company
to settle the amount of P2,168 allegedly in delergureal property taxes as of
September 30, 2007, based on a third assessmeset yaithe Provincial Assessor
covering a period of 13 years from 1994 to 200he Third assessment cited the
Parent Company’s non-declaration or under-dectaratof machineries and
equipment in the Refinery for real property taxpgmses and its failure to pay the
corresponding taxes for the said period.

The Parent Company timely contested the assessrbgniiing appeals with the
Local Board of Assessment Appeals (“LBAA”), and fauk the necessary surety
bonds to stop collection of the assessed amount.

However, with regard to the third assessment, ribsianding the appeal to the
LBAA and the posting of the surety bond, the Proiah Treasurer, acting on the
basis of the Final Notice of Delinquent Real Proyperax relating to the third
assessment, proceeded with the publication of tidigpauction of the assets of the
Parent Company, which was set for October 17, 20Due to the Provincial
Treasurer’s refusal to cancel the auction salePdrent Company filed a complaint
for injunction on October 8, 2007 before the RTGtimp the auction sale. A writ of
injunction stopping the public auction until thadl resolution of the case was issued
by the RTC on November 5, 2007.

A motion to dismiss filed by the Provincial Treasumon the ground of forum-

shopping was denied by the RTC. However, a simmiation based on the same
ground of forum shopping was filed by the Provihdigeasurer before the LBAA
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and the motion was granted by the LBAA in Decemd@®7. On appeal by the
Parent Company, the Central Board of Assessment@pp“CBAA”), in August
2008, remanded the case to the LBAA for factuataeination, effectively granting
the Parent Company’s appeal and reversing the LBA&Bmissal of the case.

The RTC issued a Decision dated June 25, 2010 dipigoPetron’s position and
declared null and void the demand on Petron forpagment of realty taxes in the
amount of P1,731 made by the Provincial Assessd@athan and the levy of the
properties of Petron. The Court issued a Writ afiftrition permanently prohibiting,
preventing and restraining the Provincial TreaswkBataan from conducting a
public auction of the properties of Petron or sgllthe same by auction, negotiated
sale, or any act of disposition pending the fiyadit the disposition by the LBAA or
CBAA, as the case maybe, on the pending appeal tmadRetron from the revised
assessment of the Provincial Assessor of Bataan.

Other Proceedings

The Parent Company is also party to certain otmecqedings arising out of the
ordinary course of its business, including legabgeedings with respect to tax,
regulatory and other matters. While the resulttigiation cannot be predicted with
certainty, the Parent Company believes that thal foutcome of these other
proceedings will not have a material adverse effattthe Parent Company’'s
business, financial condition or results of operai

Certain prior year amounts have been reclassifieccdnsistency with the current

period presentation. These reclassifications haeffext on the reported results of
operations for any period.
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