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10.

SECURITIES AND EXCHANGE COMMISSION

SEC FORM 17-Q

QUARTERLY REPORT PURSUANT TO SECTION 17 OF THE SECURITIES
REGULATION CODE AND SRC RULE 17 (2)(b) THEREUNDER

For the quarterly period ended September 30, 2011

SEC Identification Number 311713. BIR Tax Identification No. 000-168-801

Exact name of registrant as specified in itgtehaPETRON CORPORATION

Philippines 6. I:I (SEC Use Only)
Province, Country or other Industry Classification Code:

jurisdiction of incorporation or
organization

SMC Head Office Complex, 40 San Miguel Avenuandialuyong City, 1550
Address of principal office
Postal Code

(0632) 886-3888
Registrant's telephone number, including area code

N/A
(Former name, former address, and former fiscat,yechanged since last report.)

Securities registered pursuant to Sectiongl8larof the SRC or Sections 4 and 8 of the RSA

Title of Each Class Number of Share€ommon Stock
Outstanding and Amount of Debt
Outstanding

Common Stock 9,375,104,49 afdls
Preferred Stock 100,000,000 Shares
Total Liabilities P111,676 million




11.

12.

Are any or all of these securities listedthe Philippine Stock Exchange.
Yes [X] No [ ]

If yes, state the name of such stockarge and the classes of securities listed
therein:

Philippine Stock Exchange Command Preferred Stocks

Indicate by check mark whether the Regtr
(@) has filed all reports required to be filed by $mttl7 of the Code and SRC Rule 17
thereunder or Sections 11 of the RSA and RSA Rilléa)-1 thereunder, and Sections 26
and 141 of the Corporation Code of the Philippirtegjng the preceding 12 months (or
for such shorter period the registrant was requiodde such reports).
Yes [X] No [ ]
(b) has been subject to such filing requirements ferpast 90 days.

Yes | ] No [ X]
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

- PETREON CORPORATION AND SUBSIDLARIES
PETCs

SEPFTEMEER 30, 2011 and DECEMBER 1. 2010

(Amounts [n Milllon Pesos)
September 3o, 2011 December 21, 2010
— Move Onauadited Audited
ASSETS
Current Assels
Cazh and cash equivaients rnr2 P 0,399 P 43.504
Finamclal assets at fair value throwgh profit or loss FLE2 323 237
Available-for-saie financial assets 11012 - 178
Trade and other receivables - net 11,12 16,003 24,266
Inventorles 47088 28.14%
Cther current assets 7085 4. 286
100,898 101,086
Aszers held [orsale 5 10 823
Total CurTent Assets 100,908 101,909
Non-Corrent Assets
Property, plant and equipment - net 4 42,978 14,957
Investment [in associates 2 1,325 8oy
Investment propertles H17 119
Availabledor-zale financial assets 44,13 1,034 983
Delerred tax assets 2 170 28
Other noncurrent assets I0LI2 23,719 13,016
Total Noncurrent Assets 70053 LoLA0T
Total Assets | 170,61 P 161, BL6
LIABILITIES AND EQUITY
Current Liabilities
Short<tecm loans 1,52 F 35.502 P 32457
Liabilities for crude oil and petrolenm
product importation 1512 21,872 11,154
Trade and other payvables Iz 7an T
Drerivative liabilities 15,12 a7 30
Current portion of lang-term debi - net 151z 1698 11,517
Incorme tax payahle 53z 14
Total Current Liabilities 67,491 £1,956
Noncurrent Liabilities
Long-term debt - net of current portion 132 40,584 42885
Betirement benefits liability 245 49
Deferred tax Habillties . 1772 1.558
Asget retirement obligation B7E g1t
Other noncurcent liabilities 12 Foz 4%
Total Noncurrent Liabilities 44.185 46.516
Equity Attributable to Equity Holders of the Parent Company
Capital stock 9.475 4TS
Additional paid-in capital 9,764 9,764
Retzined earnings 39678 33.748
Other reserves 74 83
_Total Equity Attribatable to Equity Holders of the Parent Company 58,991 53070
Non-controdling interest 254 274
Total Equity 59,285 53344
Total Liabilitles & Eguity P 170,961 i3 161,816
Nowee B pe e mpanen ng Manisgersd L Araipas
Certified by: =
EFRE GABRILLD
Assistant Vice ident - Controllers



CONSOLIDATED STATEMENTS OF INCOME

. PETRON CORPORATION AND SUBSIDIARIES
FORTHE PERIOD ENDED SEFTEMBER 20, 2011 and 2010

PETRON [Amounts in Milllon Pesos, Except Per Share Amounts)
(UNAUDITED)
July to September January to September
Nate 2011 2010 2011 2010
SALES el 67,832 Gadas P oamgag P oasggd
COST OF GOODS SOLD 62,601 5612 1B3,638 156,474
GROSS PROFIT 4,431 3,832 18,291 13,319
SELLING AND ADMINISTRATIVE EXPENSES {2,108) {1.575) {5277} (4214
INTEREST INCOME 109 257 1,007 410
INTEREST EXFENSE (1.256) {1051} (3.879) {2.922)
SHARE IN NET LOS5 OF AN ASSOCIATE (88) X (16g)
OTHER INCOME {CHARGES) - net 750 g5 4o ARy
INCOME BEFORE INCOMETAY 1,061 2,388 10,013 7071
PROVISION FOR INCOME TAX 507 581 1513 1714
NET INCOME P oa555 P 1By P J600 P47
Attributable to:
Equity holders of the parent company F 1,551 1,748 7581 P o0
Non-controlling interest 3 9 19 27

F 1,555 P 1.Bo7 ¥ 7500 P 5147

BASIC DILUTED EARNINGS PER COMMON SHARE ATTRIBUTAELE
TOEQUITY HOLDERS OF THE PARENT COMPANY - P 0,14 0,17 P 0.7% P 00,52

Rabe Sezastompanying Manegernent Disoession whd Anabpes and Selected §aotes o Consolldated Finamelal Siarements.

Cersified by:

EFREN F: RILLO
Assistant Vice Predtdent - Controllers



PETRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
— FORTHE PERIOD ENDED SEPTEMBER 30, 2011 AND 2010

NET INCOME

NET GAIN (LOSS) ON AVAILABLE-FOR-SALE
FINANCIAL ASSETS - NET OF TAX

EXCHANGE DIFFERENCES ON TRANSLATION
OF FOREIGN OPERATIONS

OTHER COMPREHENSIVEINCOME- NET OF TAX
TOTAL COMPREHENSIVE INCOME
Comprehensive Income Attributable to:

Equity holders of the Parent Company
Non-controlling Interest

Note: See accompanying Management Discussion and Analysis and Selected Notes to

Consolidated Financial Statements.

Certified by: { E
EFREN ABRILLO

Assistant Vice President-Controllers

(Amounts in Million Pesos)
(UNAUDITED)
July to September January to September
2011 2010 2011 2010
P 1,555 P 2,387 P 7.600 P 5,347
1 . (0) 2
(13) 26 @) 22
(12) 26 @ 42
P 1,543 P 2,413 P 7,593 P 5.389
P 1,538 P 2,404 P 7.573 P 536
5 9 20 27
P 1,543 B 2,413 P 7,593 P 5,389




PETRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE PERIOD ENDED SEPTEMBER 30, 2011 AND 2010

PETRON (Amounts in Million Pesos)
Equity Attributable to Equity Holders of the Parent Company
Retained Earnings
Additional Non-

Preferred Common paid-in Appro- Unappro- Other controlling Total

Stock Stock capital priated priated Reserves Tatal Equity
Balance at January 1, 2011 (Audited) P w0 P 9375 P 9764 P 15554 P 18194 P 8 P 53070 P 274 P 53,344
Total comprehensive income 7,582 (9) 7,573 20 7593
Appropriation for capital projects 9.627 (9.627) - -
Cash dividends (Wote8) (1,652) (1,652) (1,652)
Balance at September 30, 2011 (Unaudited) P 100 P 93755 P 9764 P 35181 P 14497 P 74 P Bgo1 P 294 P 59,285
Balance at January 1, 2010 (Audited) SRR P 15492 P 12522 (P 98) P 37291 P 24 P 37535
Total comprehensive income 5.320 42 5,362 27 5.389
Cash dividends (Note &) (1.414) (1,414) (1.414)
Issuance of shares 100 9,764 9,864 9.864
Balance at September 30, 2010 (Unaudited) P 100 P 9375 P 9764 P 15492 P 16428 (P 56) P 51,103 P 271 P 51,374

Note: See accompanying Management Discussion and Analysis and Selected Notes to Consolidated Financial Statements.

Certified by:
EFREN J. GABRILLO
Assistant Vice President-Controllers



PETRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

FORTHE PERIOD ENDED SEFTEMBER 30, 2051 and zo10

T {Amounnts in Milllon Pesos)
(UNAUDITED)

CASH FLOWS FROM OFERATING ACTIVITIES 2011 2010
Income before income tax P 10,113 P 7070
Adjustments for:

Share in net foss of an associate 165

Depreciation and amertization 27085 2,485

Inlerest expense 1.B79 2,922

Interest income {1,007) {a19)

Net unrealized forelgn exchange gain 171 (a72)

Dthers [5e) (9]
Operating income before working capital changes 15861 11,382
Changes In operating assets and labllities
Decreasze (Increase) in assets:

Receivables {z.081) 475

Inventories {18,543) (3.849)

Other current assets {1.503) (v,460)
Increase (decrease) Ln Habiiities:

Liablilities for crude ofl and petrolenm

product importation 10,446 16,844

Accounts pavable and accrued expenses 360 94
Provistons for doubrful saccounts, inventory ehsolescence and others 54 {132)
Interest paid {2.553) (2,40%)
Income taxes pald (5200 {73)
Interest received 1,038 415

Net cash flows provided by (used in} operating activities (541) 20,691

CASH FLOWS FROM INVESTING ACTIVITIES
Additlons to;

Property, plant and equipment (10:635) (2,659)

Investment properties (o) (7ea)
Decrease (Increase) inc

Other recelvables [329) [2,479)

Other noncurrent assets 316 52
Reductions from (additions to):

Fimancial aszets at fair value through proflt or loss {104} o

Available-for-sale investments 127 198

Investments {1.734) [24,143)

Hetcash flows used in investing activities {13.057) [29.500)

CASH FLOWS FROM FINANCING ACTIVITIES
Avallment of loans 554031 145,539
Paymentsof:

Loans (53445} (ra2.079)
Cash dividends {1,640} (L,365)
Issuance of Preferred Stock - 9,364
Cthers 107 76
Ket cash flows provided by (used in) financing activities (9.947) 11,935
EFFECTS OF EXCHANGE RATE CHANGES ON CASH
AND CASH EQUIVALENTS 6 (51)
NET INCREASE (DECREEASE) IN CASH AND CASH
EQUIVALENTS (z3.5835) /065
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 43,984 12,9685
CASH AND CASH EQUIVALENTS AT END OF PERIOD F 10,399 P 16,050

Hote! See eccompanying Mansgement Discussion and Analysls and Selected ¥otes to
Conselidated Flnanclal Statements.

Certiffed by
EFRE ABRILLO
Assistant Vice President - Controllers



PETRON CORPORATION AND SUBSIDIARIES

SELECTED NOTES TO THE CONSOLIDATED FINANCIAL STATEM ENTS
(Amounts in Millions, Except Per Share Data)

1. Summary of Significant Accounting and Financial Reprting Policies

Petron Corporation and Subsidiaries (collectivetferred to as the “Group”) prepared its
consolidated interim financial statements as of famdhe period ended September 30, 2011 and
comparative financial statements for the same den®010 following the new presentation rules
under Philippine Accounting Standard (PAS) No. 34nterim Financial Reporting. The
consolidated financial statements of the Group Hmeen prepared in compliance with Philippine
Financial Reporting Standards (PFRS).

The consolidated financial statements are presentBtiilippine peso and all values are rounded
to the nearest million (B000,000), except whertise indicated.

The principal accounting policies and methods aebph preparing the interim consolidated
financial statements of the Group are the sambasetfollowed in the most recent annual audited
financial statements.

Adoption of New Standards, Amendments to Standandsinterpretations

The Financial Reporting Standards Council (FRS@y@aeed the adoption of a number of new or
revised standards, amendments to standards, argretations [based on International Financial
Reporting Interpretation Committee (IFRIC) Intefpteons] as part of PFRS.

Amendments to Standard and Interpretations Adoipte@11
Starting January 1, 2011, the Group adopted thewolg PFRS:

= Prepayments of a Minimum Funding Requirement (Aments to Philippine Interpretation
IFRIC 14: PAS 19 — The Limit on a Defined Benefis&t, Minimum Funding Requirements
and their Interaction).These amendments remove unintended consequeligieg flom the
treatment of prepayments where there is a minimumdihg requirement and result in
prepayments of contributions in certain circumstgasnioeing recognized as an asset rather than
an expense. The amendments are effective for apeu@ld beginning on or after January 1,
2011.

» Revised PAS 24Related Party Disclosures (2009mends the definition of a related party

and modifies certain related party disclosure nesments for government-related entities.
The revised standard is effective for annual periogginning on or after January 1, 2011.

-10 -



= Improvements to PFR&910contain 11 amendments to 6 standards and 1 ietatjun, of
which only the following are applicable to the Gpou

o PAS 1,Presentation of Financial Statementhe amendments clarify that disaggregation
of changes in each component of equity arising fteamsactions recognized in other
comprehensive income also is required to be predegither in the statement of changes
in equity or in the notes. The amendments are &feéor annual periods beginning on or
after January 1, 2011.

o PAS 27,Consolidated and Separate Financial Statemenkte amendments clarify that
the consequential amendments to PAS T2t Effects of Changes in Foreign Exchange
Rates,PAS 28,Investment in Associateand PAS 3linterest in Joint Venturesesulting
from PAS 27 (2008) should be applied prospectivelyh the exception of amendments
resulting from renumbering. The amendments arec&ffe for annual periods beginning
on or after July 1, 2010.

o0 PAS 34, Interim Financial ReportingThe amendments add examples to the list of events
or transactions that require disclosure under PA&r& remove references to materiality
in PAS 34 that describes other minimum disclosufé® amendments are effective for
annual periods beginning on or after January 11201

o PFRS 1,First-time Adoption of PFRSSThe amendments: (i) clarify that PAS 8 is not
applicable to changes in accounting policies oaegrduring the period covered by an
entity’s first PFRS financial statements; (ii) mdiuce guidance for entities that publish
interim financial information under PAS 3#hterim Financial Reportingaind change either
their accounting policies or use of the PFRS 1 etams during the period covered by
their first PFRS financial statements; (iii) exteihe scope of paragraph D8 of PFRS 1 so
that an entity is permitted to use an event-dri@@nvalue measurement as deemed cost for
some or all of its assets when such revaluatioruroed during the reporting periods
covered by its first PFRS financial statements; éayl introduce an additional optional
deemed cost exemption for entities to use the wayrgmounts under previous GAAP as
deemed cost at the date of transition to PFRS&dors of property, plant and equipment
or intangible assets used in certain rate-regulattdities. The amendments are effective
for annual periods beginning on or after Janua301L,1.

-11 -



0o PFRS 3Business Combination§he amendments: (i) clarify that contingent cdagation
arising in a business combination previously actedirfor in accordance with PFRS 3
(2004) that remains outstanding at the adoptioe d&tPFRS 3 (2008) continues to be
accounted for in accordance with PFRS 3 (2004){init the accounting policy choice to
measure non-controlling interests upon initial gr@gbon at fair value or at the non-
controlling interest’s proportionate share of thequiree’s identifiable net assets to
instruments that give rise to a present ownershiprést and that currently entitle the
holder to a share of net assets in the eventmqfidation; (iii) expand the current guidance
on the attribution of the market-based measure rofaequirer’'s share-based payment
awards issued in exchange for acquiree awards bate@nsideration transferred and post-
combination compensation cost when an acquirerblgged to replace the acquiree’s
existing awards to encompass voluntarily replaceéxpired acquiree awards. These
amendments are effective for annual periods beggon or after July 1, 2010.

o PFRS 7,Financial Instruments: Disclosure§he amendments add an explicit statement
that qualitative disclosure should be made in thatext of the quantitative disclosures to
better enable users to evaluate the entity's exposa risks arising from financial
instruments. In addition, the IASB amended and resdaeexisting disclosure requirements.
The amendments are effective for annual periodsbety on or after January 1, 2011.

o Philippine Interpretation IFRIC 13Customer Loyalty Programme§he amendments
clarify that the fair value of award credits take® account the amount of discounts or
incentives that otherwise would be offered to costrs that have not earned the award
credits. The amendments are effective for annuabge beginning on or after January 1,
2011.

= Philippine Interpretation IFRIC 19 Extinguishing Financial Liabilities with Equity
Instruments addresses issues in respect of the accountirtebgebtor in a debt for equity
swap transaction. It clarifies that equity instrumseissued to a creditor to extinguish all or
part of the financial liability in a debt for equiswap are consideration paid in accordance
with PAS 39 paragraph 41. The interpretation isliapple for annual period beginning on or
after July 1, 2010.

The adoption of these foregoing new or revised dgeds, amendments to standards and

Philippine Interpretations of IFRIC did not havematerial effect on the interim consolidated
financial statements.

-12 -



New or Revised Standards, Amendments to Standaddmterpretations Not Yet Adopted

The Group will adopt the following new or revisethrelards, amendments to standards and
interpretations in the respective effective dates:

= Disclosures - Transfers of Financial Assets (Amessito PFRS 7)require additional
disclosures about transfers of financial assetshe @mendments require disclosure of
information that enables users of financial stateiéo understand the relationship between
transferred financial assets that are not derezednin their entirety and the associated
liabilities; and to evaluate the nature of, ankgisssociated with, the entity’'s continuing
involvement in derecognized financial assets. tkestiare required to apply the amendments
for annual periods beginning on or after July 1120

= Philippine Interpretation IFRIC 15, Agreements tbe Construction of Real Estatapplies

to the accounting for revenue and associated erpeby entities that undertake the
construction of real estate directly or through caudtractors. It provides guidance on the
recognition of revenue among real estate develdpersales of units, such as apartments or
houses, “off plan”; i.e., before construction isrgueted. It also provides guidance on how to
determine whether an agreement for the constructioaal estate is within the scope of PAS
11, Construction Contractsor PAS 18 Revenugand the timing of revenue recognition. The
interpretation is effective for annual periods Imegng on or after January 1, 2012.

The Group will assess the impact of the new orsexVistandards, amendments to standards and
interpretations on the consolidated financial steets upon adoption on their respective
effective dates.

= PFRS 9, Financial Instruments(2009) was issued as the first phase of the PAS 39
replacement project. The chapters of the standaidased in 2009 only related to
classification and measurement of financial as$efRS 9 (2009) retains but simplifies the
mixed measurement model and establishes two primagsurement categories for financial
assets: amortized cost and fair value. The basislasfsification depends on the entity’s
business model and contractual cash flow charatitziof the financial asset. In October
2010, a new version of PFRSHEnancial Instrument$2010) was issued which now includes
all the requirements of PFRS 9 (2009) without amesrat. The new version of PFRS 9 also
incorporates requirements with respect to the diegsgon and measurement of financial
liabilities and the derecognition of financial assand financial liabilities. The guidance in
PAS 39 on impairment of financial assets and hesgeunting continues to apply. The new
standard is effective for annual periods beginmngr after January 1, 2013. PFRS 9 (2010)
supersedes PFRS 9 (2009). However, for annuabgsebeginning before January 1, 2013,
an entity may elect to apply PFRS 9 (2009) rathentPFRS 9 (2010).

-13 -



The Group has decided not to early adopt eitherBR2009) or PFRS 9 (2010) for its 2011
annual financial reporting. The Group shall coridimcearly 2012 another impact evaluation
using the outstanding balances as of December@1l,.2The Group’s decision whether to early
adopt either PFRS 9 (2009) or PFRS 9 (2010)Her2012 financial reporting shall be disclosed
in the Group’s interim financial statements as @rth 31, 2012.

. Segment Information

Management identifies segments based on businesgengraphic locations. These operating
segments are monitored and strategic decisionsma@e on the basis of adjusted segment
operating results. The CEO (the chief operatingsiet maker) reviews management reports on a
regular basis.

The Group’s major sources of revenues are as fetlow

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

b. Insurance premiums from the business and operabiorall kinds of insurance and
reinsurance, on sea as well as on land, of pr@segioods and merchandise, of transportation
or conveyance, against fire, earthquake, maringspaccidents and all others forms and lines
of insurance authorized by law, except life insgean

c. Lease of acquired real estate properties for pamiro| refining, storage and distribution
facilities, gasoline service stations and otheatesl structures.

d. Sales on wholesale or retail and operation of serstations, retail outlets, restaurants, and
the like.

e. Export sales of various petroleum and non-fuel potsl to other Asian countries such as
South Korea, Taiwan, China, Thailand, Indonesiag&pore, Cambodia, Japan, India, UAE,
Pakistan and Malaysia.

Segment Assets and Liabilities

Segment assets include all operating assets usagé&ygment and consist principally of operating
cash, receivables, inventories, and property, pkamd equipment, net of allowances and
impairment. Segment liabilities include all opengtiiabilities and consist principally of accounts
payable, wages, taxes currently payable and acdralgitities. Segment assets and liabilities do
not include deferred taxes.

-14 -



Inter-segment Transactions

Segment revenues, expenses and performance insalde and purchases between operating
segments. Transfer prices between operating segnagatset on an arm’s length basis in a
manner similar to transactions with third parti®gch transfers are eliminated in consolidation.
The following tables present revenue and incomermétion and certain asset and liability
information regarding the business segments asepfegber 30, 2011 and December 31, 2010
and for the nine months ended September 30, 20d12800. Segment assets and liabilities
exclude deferred tax assets and deferred taxitiabil

Petroleum Insurance Leasing Marketing Elimination Total
Period Ended Sept. 30,
2011
Revenue
External Sales P200,702 P - P - P1,227 P - P201,929
Inter-segment Sales 159,033 89 265 - (159,387) -
Segment results 12,588 70 123 65 268 13,114
Net income 7,581 120 32 75 (208) 7,600
As of Sept. 30, 2011
Assets and liabilities
Segment assets 190,536 1,877 3,437 832 (25,891) 170,791
Segment liabilities 131,297 243 2,497 161 (24,294) 109,904
Other segment information
Property, plant and
equipment 39,495 - - 216 3,267 42,978
Depreciation and
amortization 2,676 - - 29 - 2,705
Period Ended Sept. 30,
2010
Revenue
External Sales P166,434 P - P - P3,364 P - P169,798
Inter-segment Sales 2,354 107 247 - (2,708) -
Segment results 8,459 89 128 122 107 8,905
Net income 5,075 132 44 120 (24) 5,347
As of Dec. 31, 2010
Assets and liabilities
Segment assets 163,823 2,086 2,935 1,097 (8,153) 1,78%
Segment liabilities 108,665 559 2,027 303 (5,040) 06,214
Other segment information
Property, plant and
equipment 31,753 - 1 379 2,824 34,957
Depreciation and
amortization 3,419 - - 65 (1) 3,483
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The following tables present additional informatmmthe petroleum business segment as of
September 30, 2011 and December 31, 2010 anddarmitte months ended September 30, 2011
and 2010:

Retail Lube Gasul Industrial Others Total

Property, plant and

equipment
As of September 30, 2011 P4,990 P293 pP211 P73 P33,921 P39,488
As of December 31, 2010 4,524 345 181 43 26,660 7531,
Capital Expenditures
As of September 30, 2011 P492 P - P44 P6 P11,880 P12,422
As of December 31, 2010 169 1 8 2 2,615 2,795
Revenue
Period ended Sept. 30, 2011 P79,885 P1,855 P14,668 P78,187 P26,822 P201,417
Period ended Sept. 30, 2010 67,632 1,594 10,855 7489, 18,964 168,787

Geographical Segments

The following table presents revenue informatiogareing the geographical segments of the
Group for the nine months ended September 30, 26d2010.

Petroleum Insurance Leasing Marketing Elimination Total
Period ended
September 30, 2011
Revenue
Local P181,085 P56 P265 P1,227 (P1,742) P180,891
Export/International 178,650 33 - - (157,645) 21,038
Period ended
September 30, 2010
Revenue
Local P154,830 P63 P247 P3,364 (P2,708) P155,796
Export/International 13,958 44 - - - 14,002

-16 -



3. Related Party Transactions

Lease Agreement

On September 30, 2009, New Ventures Realty Conporantered into a 25-year lease with the
Philippine National Oil Company (PNOC) without rdrge period, covering a property which
shall be used for refinery, commencing January0102and ending on December 31, 2039. The
annual rental shall be P93 payable on th® d&y of January each year without the necessity of
demand. This non-cancellable lease is subjectrtewal options and annual escalation clauses of
3% per annum up to 2011. The leased premisesshadlappraised starting 2012 and every fifth
year thereafter in which the new rental rate shwl determined equivalent to 5% of the
reappraised value, and still subject to annuallaBoa clause of 3% for the four years following
the appraisal. Prior to this agreement, Petrondmsutstanding lease agreement on the same
property from PNOC. Also, as of September 30, 20tron leases other parcels of land from
PNOC for its bulk plants and service stations.

Transactions with Current Owners/Related Parties

a. Sales relate to the Parent Company’s supply agmsnwith various subsidiaries of San
Miguel Corporation (SMC). Under these agreemerttg, Parent Company supplies the
bunker, diesel fuel and lube requirements of sete&MC plants and subsidiaries.

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

c. Petron entered into lease agreement with San MiBugberties, Inc. (SMPI) for its office
space covering 6,759 square meters with a mondiéyaf P3.9. The lease, which commenced
on June 1, 2011, is for a period of one year angbmaenewed for a period in accordance
with the written agreement of the parties.

d. The Parent Company also pays SMC for its shar@imnton expenses such as utilities and
administrative fees.

e. The Parent Company has advances to Petron Compor&mployee Retirement Plan
(PCERP) amounting to P22,668 and P22,435 as oefdyar 30, 2011 and December 31,
2010, respectively, included as part of “Other norent assets” account.

f. As of September 30, 2011, the Parent Company ha®ntureceivables of P172 and

noncurrent receivables of P529 from Petrochemicah AHK) Limited included as part of
“Other current assets” and “Other noncurrent assetsounts, respectively.
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The balances and transactions with related paagesf September 30, 2011 and December 31,

2010 follows:
Revenue Purchases Amounts Amounts
from from owed by owed to
September 30, 2011 Relationship with Related Related Related Related
Related Parties Related parties Parties Parties Ptes Parties
SMC Ultimate Parent P1 P56 P0.07 P3
Distileria Bago, Inc. Under common 374 - 131 -
control
San Miguel Brewery Inc. Under common 677 0.18 97 44
control
San Miguel Yamamura Under common 532 0.19 108 -
Packaging Corporation control
SMC Shipping and Under common 302 555 48 43
Lighterage Corporation control
Ginebra San Miguel, Inc. Under common 106 12 19 5
control
San Miguel Foods, Inc. Under common 229 0.02 31 -
control
San Miguel Energy Under common 87 453 - 56
Corporation control
San Miguel Yamamura Under common 575 - 83 -
Asia Corporation control
Challenger Aero Air Under common 20 - 13 -
Corporation control
Mindanao Corrugated Under common 31 - 4 -
Fibreboard, Inc. control
San Miguel Purefoods Under common 125 2 40 1
Company, Inc. control
Archen Technologies, Inc. Under common 12 307 - 93
control
SMPI Under common - 40 29 -
control
Others Under common 27 55 16 12
control
P3,098 P1,480.39 P619.07 P257
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Revenue Purchases Amounts  Amounts
from from owed by owed to
December 31, 2010 Relationship with Related Related Related Related
Related Parties Related parties Parties Parties tiePar Parties
SMC Ultimate Parent P1 P29 P2 P33
PanAsia Energy Under common 8,045 - 1,428 -
Holdings, Inc. control
Distileria Bago, Inc. Under common 720 - 38 -
control
San Miguel Brewery Inc. Under common 573 0.60 100 -
control
San Miguel Yamamura Under common 350 - 51 -
Packaging Corporation control
SMC Shipping and Under common 304 407 46 13
Lighterage Corporation control
Ginebra San Miguel, Inc. Under common 169 0.30 58 -
control
San Miguel Foods, Inc. Under common 150 3 36 -
control
San Miguel Energy Under common 83 - 25 -
Corporation control
San Miguel Yamamura Under common 40 - 40 -
Asia Corporation control
Challenger Aero Air Under common 22 2 9 -
Corporation control
Mindanao Corrugated Under common 17 - 4 -
Fibreboard, Inc. control
San Miguel Purefoods Under common 14 4 - 7
Company, Inc. control
Archen Technologies, Inc. Under common 12 227 2 26
control
SMPI Under common - 63 - 5
control
San Miguel Paper Under common - - 49 -
Packaging Corporation control
Others Under common 12 39 5 6
control
P10,512 P774.90 P1,893 P90




4. Property, Plant and Equipment

Property, plant and equipment consists of:

September 30, 2011

Additions and Disposals and

January 1, 2011 Transfers  Reclassifications  Sept. 30, 2011
Cost:
Buildings P8,055 P42 (P2) P8,095
Machinery & Equipment 5,816 (198) - 5,618
Refinery and Plant
Equipment 37,292 83 - 37,375
Service Stations and Other
Equipment 5,353 301 (8) 5,646
Transportation Equipment 519 63 (20) 562
Office Equipment,
Furniture & Fixtures 1,626 187 (62) 1,751
Land Improvements 4,332 430 - 4,762
Leasehold Improvements 194 12 - 206
Capital Projects in Progress 2,796 9,626 - 12,422
65,983 10,546 (92) 76,437
Accumulated Depreciation:
Buildings (3,714) (248) - (3,962)
Machinery & Equipment (3,907) (168) - (4,075)
Refinery and Plant
Equipment (16,552) (1,516) - (18,068)
Service Stations and Other
Equipment (3,756) (362) 6 (4,112)
Transportation Equipment (355) (38) 19 (374)
Office Equipment,
Furniture & Fixtures (1,373) (95) 48 (1,420)
Land Improvements (1,271) (27) - (1,298)
Leasehold Improvements (98) (52) - (150)
(31,026) (2,506) 73 (33,459)
Net Book Value P34,957 P8,040 (P19) P42,978
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September 30, 2010

Additions and Disposals and

Transfers Reclassifications  Sept. 30, 2010

January 1, 2010

Cost:
Buildings P9,545 P145 (P1,640) P8,050
Machinery & Equipment 5,191 99 (42) 5,248
Refinery and Plant
Equipment 36,802 419 - 37,221
Service Stations and Other
Equipment 4,070 631 22 4,723
Transportation Equipment 504 70 (63) 511
Office Equipment,
Furniture & Fixtures 1,522 53 (30) 1,545
Land Improvements 4,962 (733) - 4,229
Leasehold Improvements 82 8 2 92
Capital Projects in Progress 1,450 2,019 - 3,469
64,128 2,711 (1,751) 65,088
Accumulated Depreciation:
Buildings (4,214) (349) 885 (3,678)
Machinery & Equipment (3,593) (190) 9 (3,774)
Refinery and Plant
Equipment (14,439) (1,595) 5 (16,029)
Service Stations and Other
Equipment (3,383) (236) 1 (3,618)
Transportation Equipment (364) (37) a7 (354)
Office Equipment,
Furniture & Fixtures (1,295) (83) 28 (1,350)
Land Improvements (1,231) (29) - (1,260)
Leasehold Improvements (32) (6) - (38)
(28,551) (2,525) 975 (30,101)
Net Book Value P35,577 P186 (P776) P34,987

Capital Commitments
As of September 30, 2011, and December 31, 201@Gthap has outstanding commitments to

acquire property, plant and equipment amounting3@®@64 and P1,142, respectively.

. Assets Held for Sale

Petron has an investment property consisting ofeffinits located at Petron Mega Plaza which
has a floor area of 21,216 square meters coven@@8th - 44th floors and 206 parking lots. On
December 1, 2010, Petron’s Board of Directors (B@Pproved the sale of these properties to
provide cash flows for various projects. On May@11, the Parent company sold th&®3®or
(with total floor area of 1,530 square meters) a@doarking lots to the International Committee
of the Red Cross with a total book value of P57. &&ptember 2011, it was reverted back to
“Investment Property” account in view of the fabat the remaining floors have already been
tenanted. As of September 30, 2011, the carrymguat of assets-held-for-sale dropped to P10
from P823 in December 2010.
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6. Fuel Supply Contract

The Parent Compamgntered into various fuel supply contracts with Na&l Power Corporation

(NPC).

Under the agreements, the Parent Compappliess the bunker and diesel fuel oil

requirements of NPC, its Independent Power Produ@®P) and Small Power Utility Groups
(SPUG) power plants/barges. For the nine montdeeiseptember 30, 2011, the following are
the fuel supply contracts granted to Petron:

Date of [FO** IFO DFO** DFO

Bid Date Award Contract Duration (in KL**) (Amount) | (in KL) | (Amount)
Jan 12,2011 Jan 31, 2011 Jan to Dec 2011 44,587 P1,127 15,192 490 P
Mar 10, 2011 Mar 23, 2011 Apr to Jun 2011 4,833 140 9,560 373
Jun 17,2011 Jul 8, 2011 Jul to Dec 2011 87,000 3,074

Jul 1, 2011 Jul 6, 2011 Jul to Aug 2011 1,326 48 792, 121

Jul 18, 2011 Jul 25, 2011 Jul to Aug 2011 1,610 71
Aug 26, 2011 Aug 26, 2011 Apr to Jun 2011 1,297 35 569 22
Sep 5,2011 Sep 20, 2011 Sep to Dec 2011 5,709 192,913 980
Sep 15, 2011l Sep 16, 2011 Sep to Dec 2011 9p0 36

**|FO = Industrial Fuel Oil
DFO = Diesel Fuel QOil

KL =Kilo

Liters

7. Earnings Per Share

Basic and diluted earnings per share amounts &nitee months ended September 30, 2011 and
2010 are as follows:

2011 2010

Net income attributable to equity holders of the

Parent Company P7,581 P5,320
Dividends on preferred shares for the period 714 476
Net income attributable to common shareholders

of Parent Company P6,867 P4,844
Weighted average number of common shares

outstanding (in millions) 9,375 9,375
Basic/diluted earnings per common share PO0.73 P0.52

As of September 30, 2011 and 2010, the Group haklutove debt or equity instruments.
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8. Dividends

Cash dividends declared by the Parent Company’s B®Bommon shareholders amounted to
P0.10 per share as of September 30, 2011 and 2010.

While cash dividends declared by the Parent ConipaB©D to preferred stockholders
amounted to P7.146 per share as of September 30,82® P4.764 per share as of September 30,
2010.

9. Investment in an Associate

On January 3, 2011, Petron entered into a Shaee &@w Purchase Agreement with Harbour
Centre Port Terminal, Inc. for the purchase of 3#%he outstanding and issued capital stock of
Manila North Harbour Port Inc.

10. Commitments and Contingencies

Unused Letters of Credit and Outstanding Standby L#ers of Credit

Petron has unused letters of credit amounting pscqimately P13 as of September 30, 2011 and
P532 as of December 31, 2010. On the other hanstamding standby letters of credit for crude
importations amounted to P18,272 and P8,704 agmetber 30, 2011 and December 31, 2010,
respectively.

Tax Credit Certificates Related Cases

In 1998, Petron contested before the Court of Tapeals (CTA), the collection by the
Bureau of Internal Revenue (BIR) of deficiency tmxarising from the company’s
acceptance and use of Tax Credit Certificates ()G@sth P659 million from 1993-
1997. The CTA ruled in favor of Petron. The BIRrhappealed the case to the Court of
Appeals (CA) after which the CA issued a resolusospending decision on the case until
the termination of the Department of Finance (D®Wgstigation. Petron filed a motion
for reconsideration which remains pending at theneat.

In May 2002, the BIR issued a collection letter d@ficiency taxes of P254 million plus
interest and charges for the years 1995-1998, r@swdt of the cancellation of the Tax
Debit Memos and TCCs by the DOF Center ExCom. Rettevated the protest to the
CTA. The Second Division CTA denied Petron’s Petitfor Review for lack of merit.
Petron then appealed the case with the CTA En Bandecember 3, 2008, the CTA En
Banc promulgated a decision reversing the unfaveraécision of the CTA 2nd Division.
The CIR filed a Petition for Review with the Supeer@ourt where the case remains
submitted for resolution.
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Pandacan Terminal Operations

Citing concerns for safety, security and healtle, @ity of Manila passed City Ordinance
No. 8027 which reclassified the Pandacan Termnaah findustrial to commercial. Petron,
together with the other oil companies asked the&up Court to change the ruling since
the Comprehensive Land Use Plan and Zoning Orden@é@cdinance No0.8119) repealed
the Manila Ordinance No. 8027. Ordinance No. 81iM&@gPetron a seven-year grace
period to continue its operations in the Pandaaminal. In February 2008, the Supreme
Court denied the oil company’s motion for recongatien and declared Manila Ordinance
No. 8027 valid and applicable to all oil terminalie Court directed the oil companies to
submit their relocation plans to the RTC withindys to determine the reasonableness of
the time frame for relocation. In May 2008, Petr&hmell and Chevron submitted their
Comprehensive Relocation Plan in compliance witk thebruary Resolution. The
Pandacan Terminal is strategically significant siitcserves about 40% of the company’s
refinery output and 100% of the company’s lubrisagreases and oxidized asphalt.

On May 28, 2009, Mayor Alfredo Lim of Manila appedl and signed proposed
Ordinance 7177 (which became Ordinance No. 818¥aleng Ordinance No. 8027 and
8119 and allowing the continued stay of the oil atepat Pandacan. Mayor Lim was
reelected Mayor of Manila in the May 10, 2010 atatt

On June 1, 2009, Social Justice Society officdesl fa petition for prohibition against

Mayor Lim before the Supreme Court, seeking thdiflualtion of Ordinance 8187. On

June 5, 2009, former Mayor Lito Atienza filed hwmropetition with the Supreme Court
seeking to stop the implementation of Ordinance78I®e Court has ordered the City to
file its comment but the Court did not issue a terapy restraining order. The City filed

its comment on August 13, 20009.

The main storage facility of Petron is locatedret Pandacan Terminal. Approximately

40% of Petron’s total sales volume is moved throBghdacan. To ensure steady supply
and in order to mitigate the risks at the Pandaeminal, the company'‘s nearby depots

in Navotas, Metro Manila and in Rosario, Cavite adso distribute products to the areas
being served by the Pandacan terminal.

Petron believes that, given the prevailing law @&xasting jurisprudence, the Supreme
Court will uphold the validity of Ordinance No. 8.8

As stated in the papers (Philippine Daily Inquiine 28, 2010 issue), and as confirmed
during the management meeting in 2010, Petronoikihg at the Manila North Harbor as
a possible location for its depot that will replats facilities at the Pandacan Terminal.
This is just one of the sites that Petron is logkam for the transfer, should it be forced to
move out of Pandacan. According to SMC Presidedt@@O, Mr. Ramon Ang, moving
Petron’s depot facilities to the North Harbor wouddiuce the company’s handling costs
by as much as 80%, which may, in turn, result imeopump prices. Mr. Ang explained
that bringing oil to Pandacan can only be done Wwélges as a result of the Pasig River’s
shallow draught of only 3 meters. North Harbor, the other hand, has deep-water
facilities which tankers can use directly.
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Based on SEC FORM 17-A filings of Petron, the camphas filed its Manifestation on
November 30, 2010 to inform the Supreme Court ithads decided to cease operation of
its petroleum product storage facilities in Pandad4anila within 5 years or not later than
January 2016 due to environmental issues and issutee location of the terminal.

Petron’s operations at the Pandacan Terminal anmegbscaled down in line with its
commitment to have minimal operations there by 2% company is already building
storage capacities in alternative sites. Theseag#ofacilities will support the expected
growth in demand for petroleum products outsideMgitro Manila and the increased
production under RMP-2.

Guimaras Case

Complaints for Violation of Sec. 28, Paragraph Selation to Section 4 of the Philippine
CleanWater Act of 2004 (RA 9275) were filed against Masdicasio I. Alcantara and

Khalid D. Al-Faddagh, Petron’s former Chairman &Peksident, respectively, and the
Captain and owner of M/T Solar 1 on June 17, 2@89%a result of the oil slick from the
said vessel which sank on August 11, 2006.

The Respondents denied the allegations imputecdstgliem, as the same accusation was
already resolved and dismissed by the Provinciak&gutor's Office of Guimaras in a
Resolution dated March 2, 2007.

On July 14, 2011, the Provincial Prosecutor's @ffiof Guimaras issued a Joint
Resolution finding probable cause to indict the emand the Captain of M/T Solar 1 and
Messrs. Alcantara and Mr. Faddagh for ViolatiorSettion 28, Paragraph 5 in relation to
Section 4 of the Clean Water Act of 2004.

Messrs. Alcantara and Faddagh filed their MotionReconsideration with the Provincial
Prosecutor’s Office of Guimaras on August 1, 200ie Complainants filed their Reply
and Supplemental Comment while Messrs. AlcantataFaddagh countered this with a
Reply with Motion for Inhibition. Both Motions foReconsideration and Inhibition have
not been resolved.

Petron did not hire or engaged the services ofC#etain of M/T Solar 1 contrary to the finding
contained in the Marine Accident Inquiry Reportlié Special Marine Inquiry Board relied upon
by the Prosecutor’s Office. In addition, under RamuAct No. 9483, otherwise known as “The
Oil Pollution Compensation Act of 20077, it is tleevner of the vessel, not the charterer, that is
liable for any oil spill or pollution damage thaagnresult from the operation of the said vessel.
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11.Financial Risk Management Objectives and Policies

Objectives and Policies
The Group has significant exposure to the followfimgancial risks primarily from its use of
financial instruments:

» Foreign currency risk

* Interest rate risk

» Creditrisk

e Liquidity risk

* Commodity price risk

» Other market price risk

This note presents information about the Group’gsosyre to each of the foregoing risks, the
Group’s objectives, policies and processes for om@@&g and managing these risks, and the
Group’s management of capital.

The Group’s principal financial instruments includesh and cash equivalents, debt and equity
securities, bank loans and derivative instrumeritse main purpose of bank loans is to finance

working capital relating to importation of crudedapetroleum products, as well as to partly fund

capital expenditures. The Group has other findrasaets and liabilities such as trade and other
receivables and trade and other payables, whichearerated directly from its operations.

It is the Group’s policy not to enter into derivegitransactions for speculative purposes. The
Group uses hedging instruments to protect its maam its products from potential price
volatility of crude oil and products. It also ergento short-term forward currency contracts to
hedge its currency exposure on crude oil impomatio

The main risks arising from the Group’s financiadtruments are foreign exchange risk, interest
rate risk, credit risk, liquidity risk and commaogiprice risk. The BOD regularly reviews and
approves the policies for managing these finandgks. Details of each of these risks are
discussed below, together with the related riskagament structure.

Risk Management Structure
The Group follows an enterprise-wide risk managdanramework for identifying, assessing and
addressing the risk factors that affect or maycfiis businesses.

The Group’s risk management process is a bottorapgpoach, with each risk owner mandated
to conduct regular assessment of its risk profie dormulate action plans for managing
identified risks. As the Group’s operation is ategrated value chain, risks emanate from every
process, while some could cut across groups. Theltseof these activities flow up to the
Management Committee and, eventually, the BOD jindhe Group’s annual business planning
process.
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Oversight and technical assistance is likewise igexl by corporate units and committees with
special duties. These groups and their functioas a

1.

The Risk and Insurance Management Group, which @ndated with the overall
coordination and development of the enterprise-wislemanagement process.

The Financial Risk Management Unit of the Treassir®epartment, which is in charge of
foreign exchange hedging transactions.

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

The Corporate Technical & Engineering Services @rovhich oversees strict adherence to
safety and environmental mandates across all tiasili

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

The BOD also created separate board-level entitids explicit authority and responsibility in
managing and monitoring risks, as follows:

a. The Audit Committee, which ensures the integrityirgérnal control activities throughout

the Group. It develops, oversees, checks andpgpeseaes financial management functions
and systems in the areas of credit, market, liqidiperational, legal and other risks of the
Group, and crisis management. The Internal Audip&tment and the External Auditor
directly report to the Audit Committee regarding thirection, scope and coordination of
audit and any related activities.

The Compliance Officer, who is a senior officerRetron reports to the BOD through the
Audit Committee. He monitors compliance with th@wsions and requirements of the
Corporate Governance Manual, determines any pessiidlations and recommends
corresponding penalties, subject to review and a@rof the BOD. The Compliance
Officer identifies and monitors compliance riskastly, the Compliance Officer represents
the Group before the SEC regarding matters invglviompliance with the Code of
Corporate Governance.

Foreign Currency Risk

The Group’s functional currency is the Philippiresp, which is the denomination of the bulk of

the Group’s revenues. The Group’s exposures @dnrexchange risk arise mainly from United

States (US) dollar-denominated sales as well ashpses principally of crude oil and petroleum

products. As a result of this, the Group maintansvel of US dollar-denominated assets and
liabilities during the period. Foreign exchangekroccurs due to differences in the levels of US
dollar-denominated assets and liabilities.
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The Group pursues a policy of hedging foreign ergearisk by purchasing currency forwards or
by substituting US dollar-denominated liabilitiedttw peso-based debt. The natural hedge
provided by US dollar-denominated assets is alstofad in hedging decisions. As a matter of
policy, currency hedging is limited to the extehfl60% of the underlying exposure.

The Group is allowed to engage in active risk manant strategies for a portion of its foreign

exchange risk exposure. Loss limits are in plaenitored daily and regularly reviewed by
management.

Information on the Group’s US dollar-denominatedaficial assets and liabilities and their
Philippine peso equivalents as of September 301 2081 December 31, 2010 are as follows:

September 30, 2011 December 31,2010
Peso Peso
US Dollar Equivalent US Dollar Equivalent
Assets
Cash and cash equivalents US$318 P13,897 US$648 P28,395
Trade and other receivables 608 26,573 173 7,606
Non-current receivables 1 63 1 29
927 40,533 822 36,030
Liabilities
Drafts and loans payable 30 1,312 59 2,573
Liabilities for crude oil and
petroleum product importation 1,067 46,629 288 12,606
Long-term debt (including
current maturities) 276 12,072 355 15,563
1,373 60,013 702 30,742
Net foreign currency-
denominated monetary assets (US$446)  (P19,480) US$120 P5,288

The Group reported net foreign exchange gains gg)samounting to (P18) and P1,182 for the
period ending September 30, 2011 and 2010, respégctiwith the translation of its foreign
currency-denominated assets and liabilities. Theaely resulted from the movements of the
Philippine peso against the US dollar as showherfollowing table:

Peso to US Dollar

December 31, 2009 46.20
September 30, 2010 43.88
December 31, 2010 43.84
September 30, 2011 43.72

The management of foreign currency risk is alsgpkrmented by monitoring the sensitivity of
financial instruments to various foreign currencycleange rate scenarios. Foreign exchange
movements affect reported equity through the rethirarnings arising from increases or
decreases in unrealized and realized foreign exghgains or losses.
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The following table demonstrates the sensitivityatieasonably possible change in the US dollar
exchange rate, with all other variables held caristaf profit before tax and equity as of
September 30, 2011 and December 31, 2010:

P1 decrease in the US$ P1 increase in the US$
exchange rate exchange rate
Effect on Effect on
Income before Effect on Income before Effect on
September 30, 2011 Income Tax Equity Income Tax Equity
Cash and cash equivalents (P299) (P228) P299 pP228
Trade and other receivables (95) (579) 95 579
Noncurrent receivables - (2) - 2
(394) (809) 394 809
Drafts and loans payable 30 21 (30) (21)
Liabilities for crude oil and
petroleum product 569 896 (569) (896)
importation
Long-term debt (including
current maturities) 2176 193 (276) (193)
875 1,110 (875) (1,110)
P481 P301 (P481) (P301)

P1 decrease in the US$ £1 increase in the US$ exchange

exchange rate rate
Effect on Effect on
Income before  Effecton Income before Effect on
December 31, 2010 Income Tax Equity Income Tax Equity
Cash and cash equivalents (P642) (P455) P642 P455
Trade and other receivables (97) (144) 97 144
Noncurrent receivables - (1) - 1
(739) (600) 739 600
Drafts and loans payable - 59 - (59)
Liabilities for crude oil and
petroleum product 285 202 (285) (202)
importation
Long-term debt' (lncludlng 355 249 (355) (249)
current maturities)
640 510 (640) (510)
(P99) (P90) P99 P90

Exposures to foreign exchange rates vary duringpéned depending on the volume of overseas
transactions. Nonetheless, the analysis abovernsidered to be representative of the Group’s
currency risk.
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Interest Rate Risk

Interest rate risk is the risk that future castlwBdrom a financial instrument (cash flow interest
rate risk) or its fair value (fair value intereate risk) will fluctuate because of changes in raark
interest rates. The Group’s exposure to changesterest rates relates mainly to long-term
borrowings and investment securities. Investmentsoorowings issued at fixed rates expose the
Group to fair value interest rate risk. On the othand, investments or borrowings issued at
variable rates expose the Group to cash flow istesge risk.

The Group manages its interest costs by using aication of fixed and variable rate debt
instruments. Management is responsible for momitpthe prevailing market-based interest rates
and ensures that the marked-up rates levied onbadtsowings are most favorable and
benchmarked against the interest rates chargethiy creditor banks.

On the other hand, the Group’s investment polictoisnaintain an adequate yield to match or
reduce the net interest cost from its borrowingsrgo deployment of funds to their intended use
in operations and working capital management. Hanethe Group invests only in high-quality

money market instruments while maintaining the ssagy diversification to avoid concentration

risk.

In managing interest rate risk, the Group aimseiuce the impact of short-term volatility on
earnings. Over the longer term, however, permackanges in interest rates would have an
impact on profit or loss.

The management of interest rate risk is also sopgheed by monitoring the sensitivity of
financial instruments to various standard and rtandard interest rate scenarios. Interest rate
movements affect reported equity through the rethirarnings arising from increases or
decreases in interest income or interest expenselass fair value changes reported in profit or
loss, if any.

The sensitivity to a reasonably possible 1% in@d@aghe interest rates, with all other variables
held constant, would have decreased the Groupfg pefore tax (through the impact on floating
rate borrowings) by P136 and P180 in the periodngn8eptember 30, 2011 and December 31,
2010, respectively. A 1% decrease in the interast would have had the equal but opposite
effect. There is no impact on the Group’s otheoime.
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Interest Rate Risk Table
As at September 30, 2011 and December 31, 201@erims and maturity profile of the interest-
bearing financial instruments, together with itegg amounts, are shown in the following tables:

September 30, 201 <1lyeal 1-<2 year: 2-<3 years 3-<4 years 4-<5 year: >5 year: Total
Fixed rate
Philippine peso P356 P48 P5,248 P48 P4,512 P20,00C P30,212
denominated
Interest rate 6.4%-9.3% 6.4%-9.3% 6.4%-9.3% 6.4%-9.3% 6.4%-9.3% 6.4%-9.3%
Floating rate
Philippine peso 767 600 150 - - - 1,517
denominated
net 1M SDA
+ margin, 3- net 1M net 1M
Interest rate mo. Martl/ SDA + SDA +
PDSTF + margin margin
margin
US$ denominated
(expressed in Php) 1,724 3,449 3,449 3,449 - - 12,071
3, 6 mos. 3, 6 mos. 3, 6 mos. 3, 6 mos.
Interest rate* Libor + Libor + Libor + Libor +
margin margin margin margin
P2,847 P4,097 P8,847 P3,497 P4,512 P20,000 P43,800

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

December 31, 2010 <1 year 1-<2 years 2-<3 years 4 \edrs 4-<5 years >5 years Total
Fixed rate
Philippine peso P6,963 P202 P48 P5,248 P48 P24,511 P37,0
denominated
Interest rate 6.4% - 9.3% 6.4%-93% 6.4%-93% 64%-93% 688% 6.4%-9.3%
Floating rate
Philippine peso 1,267 600 600 - - - 2,467
denominated
net 1M SDA
+ margin, 3- net 1M net 1M
mo. Martl/ SDA + SDA +
PDSTF + margin margin
margin
Interest rate
US$ denominated
(expressed in Php) 3,459 3,459 3,458 3,458 1,729 - 15,563
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 P1,777 PP4,51 P55,050

Credit Risk

Credit Risk is the risk of financial loss to theo@p if a customer or counterparty to a financial
instrument fails to meet its contractual obligaiom effectively managing credit risk, the Group
regulates and extends credit only to qualified aretlit-worthy customers and counterparties,
consistent with established Group credit policgsidelines and credit verification procedures.
Request for credit facilities from trade customenslergo stages of review by Sales and Finance
Divisions. Approvals, which are based on amountsreflit lines requested, are vested among
line managers and top management that include thgident and the Chairman.Generally, the
maximum credit risk exposure of financial assetshis total carrying amount of the financial
assets as shown on the face of the consolidateshstat of financial position or in the notes to
the consolidated financial statements, as sumnthbz&ow:
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September 30, 2011 December 31, 2010

Cash in bank and cash equivalents P17,141 P40,358
Derivative assets 138 34
Trade and other receivables-net 26,003 24,266
Due from affiliates 23,378 22,447
Noncurrent receivables 110 122
P66,770 P87,227

The credit risk for cash in bank and cash equivalemd derivative financial instruments is
considered negligible, since the counterparties raputable entities with gain high quality
external credit ratings. The credit quality of thdésancial assets is considered to be high grade.

In monitoring trade receivables and credit lind® Group maintains up-to-date records where
daily sales and collection transactions of all custrs are recorded in real-time and month-end
statements of accounts are forwarded to custormersobection medium. Finance Division’s
Credit Department regularly reports to managemeadet receivables balances (monthly) and
credit utilization efficiency (semi-annually).

Collaterals. To the extent practicable, the Group also requiddkateral as security for a credit
facility to mitigate risk in trade receivables. Angpthe collaterals held are letters of credit, bank
guarantees, real estate mortgages, and cash bahasi\at P3,138 and P2,736 as of September
30, 2011 and December 31, 2010, respectively. Thesarities may only be called on or applied
upon default of customers.

Credit Risk ConcentrationThe Group’s exposure to credit risk arises fromadif of
counterparty. Generally, the maximum credit riskasure of trade and other receivables is its
carrying amount without considering collateralcdit enhancements, if any. The Group has no
significant concentration of credit risk since tBeoup deals with a large number of homogenous
trade customers. The Group does not execute amgrgea in favor of any counterparty.

Credit Quality.In monitoring and controlling credit extended taunterparty, the Group adopts a
comprehensive credit rating system based on fiahraodd non-financial assessments of its
customers. Financial factors being considered cm@grof the financial standing of the customer
while the non-financial aspects include but are limoited to the assessment of the customer’s
nature of the business, management profile, indiistckground, payment habit and both present
and potential business dealings with the Group.

Class A “High Grade” are accounts with strong ficiahcapacity and business performance and
with the lowest default risk.

Class B “Moderate Grade” refer to accounts of &attery financial capability and credit
standing but with some elements of risks whereagerheasure of control is necessary in order to
mitigate risk of default.
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Class C “Low Grade” are accounts with high proligbdf delinquency and default.

Liquidity Risk
Liquidity risk pertains to the risk that the Growll encounter difficulty in meeting obligations
associated with financial liabilities that are kettby delivering cash of another financial asset.

The Group’s objectives in managing its liquiditgkiiare as follows: a) to ensure that adequate
funding is available at all times; b) to meet conmants as they arise without incurring
unnecessary costs; c) to be able to access fumtieg needed at the least possible cost; and d) to
maintain an adequate time spread of refinancinginiats.

The Group constantly monitors and manages itsdiguposition, liquidity gaps or surplus on a
daily basis. A committed stand-by credit faciliyorih several local banks is also available to
ensure availability of funds when necessary. Theu@ralso uses derivative instruments such as
forwards and swaps to manage liquidity.

The table below summarizes the maturity profilettoed Group’s financial assets and financial
liabilities based on contractual undiscounted paysiaused for liquidity management as of
September 30, 2011 and December 31, 2010.

Carrying  Contractual lyear >1 year >2 year Over5
September 30, 2011 Amount Cash Flow or less -2years -5years years
Financial assets
Cash and cash
equivalents P20,399 P20,399 P20,399 P- P- P-
Trade and other
receivables 26,003 26,003 26,003 - - -
Due from affiliates 23,378 24,141 1,764 21,952 425 -
Derivative assets 138 138 138 - - -
Financial assets at FVPL 185 185 185 - - -
AFS financial assets 1,034 1,211 71 112 1,028 -
Noncurrent receivables 110 122 7 25 56 34

Financial liabilities
Short-term loans 35,502 35,760 35,760 - - -
Accounts payable and

accrued expenses

(excluding taxes

payable) 28,067 28,067 28,067 - - -
Derivative liabilities 97 97 97 - - -
Long-term debt
(including

current maturities) 43,282 59,261 5,819 6,957 24,104 22,381
Cash bonds 305 313 260 12 12 29
Cylinder deposits 346 346 - - - 346
Other noncurrent

liabilities 51 51 - 1 32 18
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Carrying Contractual lyear >1 year >2 year Over5
December 31, 2010 Amount Cash Flow orless -2years -5years 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 affiliates 22,447 22,921 907 22,014 - -
Derivative assets 34 34 34 - - -
Financial assets at FVPL 193 193 193 - - -
AFS financial assets 1,161 1,372 250 57 1,065 -
Noncurrent receivables 122 122 - 20 65 37

Financial liabilities
Short-term loans 32,457 32,733 32,733 - - -
Accounts payable and

accrued expenses

(excluding taxes

payable) 17,375 17,375 17,375 - - -
Derivative liabilities 30 30 30 - - -
Long-term debt
(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 - 10 27 23

Commodity Price Risk
Commodity price risk is the risk that future caklhwls from a financial instrument will fluctuate

because of changes in market prices.

To minimize the Company’s risk of potential losskee to volatility of international crude and

product prices, the Group implemented commoditygivegl for petroleum products. The Group
enters into various commodity derivatives to (a)tpct margins of MOPS (Mean of Platts of
Singapore) based sales and (b) protect produchiosies from downward price risk. Hedging

policy includes the use of commodity price swapsjifig of put options, and use of collars and 3-
way options. Decisions are guided by the conditiees and approved by the Group’s
management.

Other Market Price Risk
The Group’s market price risk arises from its irtweents carried at fair value (FVPL and AFS

financial assets). The Group manages its riskrayifiom changes in market price by monitoring
the changes in the market price of the investments.
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Capital Management

The Group’s capital management policies and program 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 shareholdersuch, it considers the best trade-off between
risks associated with debt financing and relativhigher cost of equity funds. Likewise,
compliance with the debt to equity ratio covendritank loans has to be ensured.

An enterprise resource planning system is used daitor and forecast the Group’s overall
financial position. The Group may adjust the amafrdividends paid to shareholders, issue new
shares as well as increase or decrease assets latullities depending on the prevailing internal
and external business conditions.

The Group monitors capital via carrying amount @fiiey as stated in the consolidated statement
of financial position. The Group’s capital for thevered reporting period is summarized in the
table below:

September 30, 2011 December 31, 2010

Total assets P170,961 P161,816
Total liabilities 111,676 108,472
Total equity 59,285 53,344
Debt to equity ratio 1.9:1 2.0:1

There were no changes in the Group’s approachpitatananagement during the period.

12.Financial Assets and Financial Liabilities

Date of RecognitionThe Group recognizes a financial asset or a fimdn@bility in the
consolidated statements of financial position wherbecomes a party to the contractual
provisions of the instrument. In the case of aul@gway purchase or sale of financial assets,
recognition is done using settlement date accogntin

Initial Recognition of Financial InstrumentBinancial instruments are recognized initially at f
value of the consideration given (in case of aeiss received (in case of a liability). The ialti
measurement of financial instruments, except fos¢hdesignated at fair value through profit or
loss (FVPL), includes transaction costs.

The Group classifies its financial assets in thkowang categories: held-to-maturity (HTM)
investments, available for sale (AFS) financialedssfinancial assets at FVPL and loans and
receivables. The Group classifies its financiabilites as either FVPL or other financial
liabilities. The classification depends on the s for which the investments are acquired and
whether they are quoted in an active market. Meamemt determines the classification of its
financial assets and financial liabilities at iaitrecognition and, where allowed and appropriate,
re-evaluates such designation at every reportitg da
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Determination of Fair ValueThe fair value for financial instruments tradedaictive markets at
the reporting date is based on their quoted markieé or dealer price quotations (bid price for
long positions and ask price for short positiongithout any deduction for transaction costs.
When current bid and ask prices are not availathle, price of the most recent transaction
provides evidence of the current fair value as laaghere is no significant change in economic
circumstances since the time of the transaction.

For all other financial instruments not listed im active market, the fair value is determined by
using appropriate valuation techniques. Valuateehniques include the discounted cash flow
method, comparison to similar instruments for whiolarket observable prices exist, options
pricing models and other relevant valuation models.

‘Day 1’ Profit. Where the transaction price in a non-active maskdtfferent from the fair value

of the other observable current market transactimtise same instrument or based on a valuation
technigue whose variables include only data froreeolmble market, the Group recognizes the
difference between the transaction price and faiwer (a ‘Day 1’ profit) in profit or loss unless it
gualifies for recognition as some other type otass$n cases where use is made of data which are
not observable, the difference between the traimsaptice and model value is only recognized in
the consolidated statement of income when the snpetome observable or when the instrument
is derecognized. For each transaction, the Groeierohines the appropriate method of
recognizing the ‘Day 1’ profit amount.

Financial Assets

Financial Assets at FVPLA financial asset is classified at FVPL if it isaskified as held for
trading or is designated as such upon initial ragdam. Financial assets are designated at FVPL
if the Group manages such investments and makebase and sale decisions based on their fair
value in accordance with the Group’s documentell nesnagement or investment strategy.
Derivative instruments (including embedded derixed), except those covered by hedge
accounting relationships, are classified underc¢htegory.

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

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

= the designation eliminates or significantly reduti®s inconsistent treatment that would
otherwise arise from measuring the assets or régagngains or losses on a different
basis;

= the assets are part of a group of financial asgeish are managed and their performances

are evaluated on a fair value basis, in accordaiitea documented risk management or
investment strategy; or
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= the financial instrument contains an embedded d#we, unless the embedded derivative
does not significantly modify the cash flows orsitlear, with little or no analysis, that it
would not be separately recognized.

The Group uses commodity price swaps to protectmiésgin on petroleum products from

potential price volatility of international crudedh product prices. It also enters into short-term
forward currency contracts to hedge its currenqyosxre on crude oil importations. In addition,
the Company has identified and bifurcated embeddezign currency derivatives from certain

non-financial contracts.

Derivatives instruments are initially recognizedfait value on the date in which a derivative
transaction is entered into or bifurcated, and swbsequently re-measured at fair value.
Derivatives are presented in the separate stateaidtancial position as assets when the fair
value is positive and as liabilities when the fatue is negative. Gains and losses from changes
in fair value of these derivatives are recognizedean the caption marked-to-market gain (losses)
included as part of “Other Income (Expenses)” ie #eparate statement of comprehensive
income.

The fair values of freestanding and bifurcated fmdvcurrency transactions are calculated by
reference to current exchange rates for contraittssamilar maturity profiles. The fair values of
commodity swaps are determined based on quotemebtiom counterparty banks.

The Group’s financial assets at FVPL and derivatisgets are included in this category.

The carrying values of financial assets under ¢ategory amounted to P323, P195 and P227 as
of September and June 30, 2011 and December 3Q, &&pectively.

Loans and Receivablesoans and receivables are non-derivative finarasslets with fixed or
determinable payments and maturities that are ooteg in an active market. They are not
entered into with the intention of immediate or sHerm resale and are not designated as AFS
financial assets or financial assets at FVPL.

Subsequent to initial measurement, loans and rablkes are carried at amortized cost using the
effective interest rate method, less any impairmentalue. Any interest earned on loans and
receivables shall be recognized as part of “Intare®me” in profit and loss on an accrual basis.
Amortized cost is calculated by taking into accoany discount or premium on acquisition and
fees that are integral part of the effective inderate. The periodic amortization is also included
as part of “Interest income” in the consolidatedtesnents of income. Gains or losses are
recognized in profit or loss when loans and reddas are derecognized or impaired, as well as
through the amortization process.

Cash includes cash on hand and in banks whichtatedsat face value. Cash equivalents are

short-term, highly liquid investments that are tigadonvertible to known amounts of cash and
which are subject to an insignificant risk of chasgn value.

-37 -



The Group’s cash and cash equivalents, trade dmer oeceivables, due from affiliates and
noncurrent receivables are included in this categor

The combined carrying values of financial assetdeurthis category amounted to P69,890,
P69,031 and P90,819 as of September and June BDaPd December 31, 2010, respectively.

HTM InvestmentsHTM investments are quoted non-derivative finan@asets with fixed or
determinable payments and fixed maturities for Whtte Group’s management has the positive
intention and ability to hold to maturity. Whereet Group sells other than an insignificant
amount of HTM investments, the entire category \@ohé tainted and reclassified as AFS
financial assets. After initial measurement, thesestments are measured at amortized cost
using the effective interest rate method, less impent in value. Any interest earned on the
HTM investments shall be recognized as part ofeflest income” in the consolidated statements
of income on an accrual basis. Amortized costlsuwated by taking into account any discount
or premium on acquisition and fees that are intguaet of the effective interest rate. The periodic
amortization is also included as part of “Interestome” in the consolidated statements of
income. Gains or losses are recognized in profitloss when the HTM investments are
derecognized or impaired, as well as through theramation process

As of September and June 30, 2011 and DecembeR@1), the Group has no investments
accounted under this category.

AFS Financial Assets.AFS financial assets are non-derivative financidess that are either
designated in this category or not classified ity af the other financial asset categories.
Subsequent to initial recognition, they are meatatefair value and changes therein, other than
impairment losses and foreign currency differermesAFS debt instruments, are recognized in
other comprehensive income and presented in thieefQeserves” in equity. The effective yield
component of AFS debt securities, as well as thgaoh of restatement on foreign currency-
denominated AFS investment securities, is repowsdpart of “Interest income” in the
consolidated statement of income. The unrealizetsgand losses arising from the changes in fair
value of AFS financial assets, net of tax, are wketl from profit and loss and are recognized as
other comprehensive income reported in the corstadistatement of comprehensive income and
in the consolidated statement of changeequity under “Other Reserves” account. Any interest
earned on AFS debt securities shall be recogniggzhd of “Interest income” in the consolidated
statement of income on an accrual basis. Dividealsed on holding AFS equity securities are
recognized as “Dividend income” when the right afllection has been established. When
individual AFS financial assets are either derecogph or impaired, the related accumulated
unrealized gains or losses previously reportedtggue transferred to and recognized in profit or
loss.

Where the Group holds more than one investmentiensame security, these are deemed to be
disposed on a first-in, first-out basis. Interest alividends earned on holding AFS financial
assets are recognized in “Other Income” accounhénconsolidated statement of income when
the right to receive payment has been establishied.losses arising from impairment of such
investments are recognized as impairment losspsofit or loss.
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AFS financial assets also include unquoted egugyruments with fair values which cannot be
reliably determined. These instruments are caraiedost less impairment in value, if any. The
Group’s investments in debt are classified undisr¢hategory.

The carrying values of financial assets under tfagegory amounted to P1,034, P1,186 and
P1,161 as of September and June 30, 2011 and Dec&hk2010, respectively.

Financial Liabilities

Financial Liabilities at FVPL.Financial liabilities are classified under thisegry through the
fair value option. Derivative instruments (inclodiembedded derivatives) with negative fair
values are also classified under this category.

The Group carries financial liabilities at FVPL ngitheir fair values and reports fair value
changes in the consolidated statement of income.

The carrying values of financial liabilities undbrs category amounted to P97, P6 and P30 as of
September and June 30, 2011 and December 31, 2&p@ctively

Other Financial Liabilities.This category pertains to financial liabilities tlaae not designated or

classified as at FVPL. After initial measuremeather financial liabilities are carried at

amortized cost using the effective interest ratehowe Amortized cost is calculated by taking
into account any premium or discount and any dieattributable transaction costs that are
considered an integral part of the effective irderate of the liability.

Included in this category are the Group’s liaksktiarising from its short term loans, liabilities f
crude oil and petroleum product importation, tradd other payables, long-term debt, cash bond,
cylinder deposits and other non-current liabilities

The combined carrying values of financial liabdgiunder this category amounted to P107,553,
P99,415 and P104,843 as of September and Jun@BDahd December 31, 2010, respectively

Debt Issue Costs

Debt issue costs are considered as an adjustmém &ffective yield of the related debt and are
deferred and amortized using the effective interast method. When a loan is paid, the related
unamortized debt issue costs at the date of repatyane charged against current operations.
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Embedded Derivatives
The Group assesses whether embedded derivativesequéred to be separated from host
contracts when the Group becomes a party to thieamin

An embedded derivative is separated from the hw#tract and accounted for as a derivative if all
of the following conditions are met: a) the econornaracteristics and risks of the embedded
derivative are not closely related to the econochi@racteristics and risks of the host contract; b)
a separate instrument with the same terms as thedded derivative would meet the definition
of a derivative; and c¢) the hybrid or combined ruastent is not recognized at FVPL.
Reassessment only occurs if there is a changeenetms of the contract that significantly
modifies the cash flows that would otherwise beunegl.

Derecognition of Financial Assets and Financiabiliaes
Financial AssetsA financial asset (or, where applicable, a paradinancial asset or part of a
group of similar financial assets) is derecognizéen:

= the rights to receive cash flows from the asseiredp

= the Group retains the right to receive cash flovesnf the asset, but has assumed an
obligation to pay them in full without material dglto a third party under a “pass-
through” arrangement; or

= the Group has transferred its rights to receiveh démws from the asset and either:
(a) has transferred substantially all the risks eswlards of the asset; or (b) has neither
transferred nor retained substantially all the sidnd rewards of the asset, but has
transferred control of the asset.

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

Financial Liabilities. A financial liability is derecognized when the @dtion under the liability

is discharged, cancelled or expired. When an exgsfinancial liability is replaced by another

from the same lender on substantially differenmtgror the terms of an existing liability are

substantially modified, such an exchange or madlifon is treated as a derecognition of the
original liability and the recognition of a newlidity. The difference in the respective carrying
amounts is recognized in profit or loss.

Impairment of Financial Assets
The Group assesses at reporting date whether acfalaasset or group of financial assets is
impaired.
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A financial asset or a group of financial assetdademed to be impaired if, and only if, there is

objective evidence of impairment as a result of onenore events that have occurred after the
initial recognition of the asset (an incurred lesent) and that loss event has an impact on the
estimated future cash flows of the financial assethe group of financial assets that can be
reliably estimated.

Assets Carried at Amortized Codtor assets carried at amortized cost such as laads
receivables, the Group first assesses whethertolgezvidence of impairment exists individually
for financial assets that are individually sigrgiind, or collectively for financial assets that ace
individually significant. If no objective evidenod impairment has been identified for a particular
financial asset that was individually assessed Ghmup includes the asset as part of a group of
financial assets pooled according to their credk characteristics and collectively assesses the
group for impairment. Assets that are individuadlysessed for impairment and for which an
impairment loss is, or continues to be, recogniaexnot included in the collective impairment
assessment.

Evidence of impairment for specific impairment pesps may include indications that the
borrower or a group of borrowers is experiencingaficial difficulty, default or delinquency in
principal or interest payments, or may enter in@nksuptcy or other form of financial
reorganization intended to alleviate the finanaahdition of the borrower. For collective
impairment purposes, evidence of impairment majude observable data on existing economic
conditions or industry-wide developments indicatthgt there is a measurable decrease in the
estimated future cash flows of the related assets.

If there is objective evidence of impairment, threoaint of loss is measured as the difference
between the asset's carrying amount and the presdne of estimated future cash flows

(excluding future credit losses) discounted atfthancial asset’'s original effective interest rate
(i.e., the effective interest rate computed atiahitecognition). Time value is generally not

considered when the effect of discounting the dashs is not material. If a loan or receivable

has a variable rate, the discount rate for meaguaity impairment loss is the current effective
interest rate, adjusted for the original credik nsemium. For collective impairment purposes,
impairment loss is computed based on their resgedefault and historical loss experience.

The carrying amount of the asset shall be redudbdredirectly or through use of an allowance
account. The impairment loss for the period shall rbcognized in profit or loss. If, in a
subsequent period, the amount of the impairmerst dexreases and the decrease can be related
objectively to an event occurring after the impannwas recognized, the previously recognized
impairment loss is reversed. Any subsequent relefsm impairment loss is recognized in profit

or loss, to the extent that the carrying amourthefasset does not exceed its amortized cost at the
reversal date.
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AFS Financial Assetsdf an AFS financial asset is impaired, an amoumhprising the difference
between the cost (net of any principal payment amartization) and its current fair value, less
any impairment loss on that financial asset preslypvecognized in profit or loss, is transferred
from equity to profit or loss. Reversals in respaotquity instruments classified as AFS financial
assets are not recognized in profit or loss. Raaleof impairment losses on debt instruments are
recognized in profit or loss, if the increase itir fealue of the instrument can be objectively
related to an event occurring after the impairniessg was recognized in profit or loss.

In the case of an unquoted equity instrument @ dérivative asset linked to and must be settled
by delivery of an unquoted equity instrument, fohieth its fair value cannot be reliably
measured, the amount of impairment loss is measasethe difference between the asset’s
carrying amount and the present value of estimhtede cash flows from the asset discounted
using its historical effective rate of return oe thisset.

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

= deliver cash or another financial asset to anathéty;

= exchange financial assets or financial liabiliveish another entity under conditions that
are potentially unfavorable to the Group; or

= gsatisfy the obligation other than by the exchanfja dixed amount of cash or another
financial asset for a fixed number of own equitgrgs.

If the Group does not have an unconditional righavoid delivering cash or another financial
asset to settle its contractual obligation, thegattion meets the definition of a financial liabjli

Offsetting Financial Instruments

Financial assets and financial liabilities are efffand the net amount is reported in the
consolidated statements of financial position il @nly if, there is a currently enforceable legal
right to offset the recognized amounts and theranigntention to settle on a net basis, or to
realize the asset and settle the liability simwdtarsly. This is not generally the case with master
netting agreements, and the related assets antitiegbare presented gross in the consolidated
statements of financial position.
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September 30, 2011

The table below presents a comparison by categboamying amounts and fair values of the
Group’s financial instruments as of September 80,12December 31, 2010:

December 31, 2010

Carrying Fair Carrying Fair
Value Value Value Value
Financial assets (FA):

Cash and cash equivalents P20,399 P20,399 P43,984 P43,984
Trade and other receivables 26,003 26,003 24,266 24,266
Due from affiliates 23,378 23,378 22,447 22,447
Long-term receivables 110 110 122 122
Loans and receivables 69,890 69,890 90,819 90,819
AFS financial assets 1,034 1,034 1,161 1,161
Financial assets at FVPL 185 185 193 193
Derivative assets 138 138 34 34
FA at FVPL 323 323 227 227
Total financial assets P71,247 P71,247 P92,207 P92,207

September 30, 2011

December 31, 2010

Carrying Fair Carrying Fair
Value Value Value Value
Financial liabilities (FL):
Short-term loans P35,502 P35,502 P32,457 P32,457
Liabilities for crude oil and
petroleum product
importation 21,872 21,872 11,194 11,194
Trade and other payables
(excluding specific taxes
and other taxes payable) 6,195 6,195 6,181 6,181
Long-term debt including
current portion 43,282 43,282 54,402 54,402
Cash bonds 305 305 275 275
Cylinder deposits 346 346 274 274
Other noncurrent liabilities 51 51 60 60
FL at amortized cost 107,553 107,553 104,843 104,843
Derivative liabilities 97 97 30 30
Total financial liabilities P107,650 P107,650 P104,873 P104,873
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The following methods and assumptions are usedstinate the fair value of each class of
financial instruments and when it is practicablestimate such value:

Cash and Cash Equivalents, Trade and Other Reckgisabnd Noncurrent ReceivableBhe
carrying amount of cash and cash equivalents arelvables approximates fair value primarily
due to the relatively short-term maturities of #néigancial instruments. In the case of long-term
receivables, the fair value is based on the presaoe of expected future cash flows using the
applicable discount rates based on current maaies of identical or similar quoted instruments.

Derivatives. The fair values of freestanding and bifurcated fmdvcurrency transactions are
calculated by reference to current forward excharages for contracts with similar maturity
profiles. Mark-to-market valuation in 2011 and 20df0commodity hedges were based on the
forecasted crude and product prices by Mitsui & @Gmmmodity Risk Management Ltd.
(MCRM), an independent trading group.

Financial Assets at FVPL and AFS Financial Asset§he fair values of publicly traded
instruments and similar investments are based otedunarket prices in an active market. For
debt instruments with no quoted market prices, asopable estimate of their fair values is
calculated based on the expected cash flows frenmdtruments discounted using the applicable
discount rates of comparable instruments quotetttive markets. Unquoted equity securities are
carried at cost less impairment.

Long-term Debt - Floating Rat&ariable rate loans are repriced every three mahthcarrying
value approximates its fair value because of recegtlar repricing based on current market
rates.

Cash BondsFair value is estimated as the present value dtialte cash flows discounted using
the market rates for similar types of instruments.

Derivative Financial Instruments

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

The Group enters into various commodity derivatoantracts to manage its exposure on
commodity price risk. The portfolio is a mixture ioistruments including forwards, swaps and
options covering the Group’s requirements on crafleand finished products. These include
freestanding and embedded derivatives found in bostracts, which are not designated as
accounting hedges. Changes in fair value of thesteuments are recognized directly in profit or
loss.

The Group’s derivative financial instruments aceogdto the type of financial risk being
managed are discussed below.
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Freestanding Derivatives
Freestanding derivatives consist of commodity denes and currency derivatives entered into
by the Group.

Currency Forwards

As of September and June 30, 2011 and DecembeP@n, the Company has outstanding
foreign currency forward contracts with aggregatgiamal amount of US$182, US$155 and
US$15, respectively with various maturities up cBmber 2011. As of September and June 30,
2011 and December 31, 2010, the net positive (hegdiair value of these currency forwards
amounted to P138, (P1) and nil, respectively.

Currency Options
The Company has no outstanding currency optioneaggats as of September and June 30, 2011
and December 31, 2010.

Commodity Swaps

The Company has outstanding swap agreements cgvésiriuel and crude requirements, with
various maturities in 2011. Under the agreemesygnpent is made either by the Company or its
counterparty for the difference between the agfeest] price of fuels and crude and the price
based on the relevant price ind&he outstanding equivalent notional quantities cedeby the
commodity swaps as of September and June 30, 2td Dacember 31, 2010 were 3.0 MMB,
5.7 MMB and 1.5 MMB, respectively.As of September and June 30, 2011 and December 31,
2010,the total mark-to-market gain (loss) of these swap®unted to (P267), (P128) and P32,
respectively.

Commaodity Options

The Company has outstanding commodity option agee¢sras of September and June 30, 2011
and December 31, 2010 with notional quantities totalthg MMB, 0.9 MMB and 2.8 MMB,
respectively. The respective mark-to-market gamsq) of these hedges amounted to P634, P102
and P234 as of September and June 30, 2011 andnbec81, 2010, respectively.

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

An embedded derivative is separated from the hmdract and accounted for as a derivative if all
of the following conditions are met: a) the econoroharacteristics and risks of the embedded
derivative are not closely related to the econochigracteristics and risks of the host contract; b)
a separate instrument with the same terms as thedaad derivative would meet the definition
of a derivative; and c) the hybrid or combined rastent is not recognized at FVPL.
Reassessment only occurs if there is a changeennetms of the contract that significantly
modifies the cash flows that would otherwise beunegl.

The Group’s embedded derivatives include curremivdtives (forwards and options) embedded
in non-financial contracts.
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Embedded Currency Forwards

As of September and June 30, 2011 and DecembeR@N), the total outstanding notional
amount of currency forwards embedded in non-fir@rmntracts amounted to US$71, US$4 and
US$151, respectively. These non-financial contractsisist mainly of foreign currency-
denominated service contracts, purchase ordersaad agreements. The embedded forwards are
not clearly and closely related to their respectiest contracts. As of September and June 30,
2011 and December 31, 2010, the net positive (hegdtir value of these embedded currency
forwards amounted to (P97), (P0.7) and (P4), reseby.

For the periods ended September 30, 2011 and 20d@une 30, 2011 and 2010, the Group
recognized marked-to-market gains from embeddetvateres amounting to P229, P189, P68
and P85, respectively.

Fair Value Hierarchy

In accordance with PFRS 7, financial assets atulitias measured at fair value in the statement
of financial position are categorized in accordandth the fair value hierarchy. This hierarchy
groups financial assets and liabilities into thieeels based on the significance of inputs used in
measuring the fair value of the financial assetslabilities.

The table below analyzes financial instrumentsiedrat fair value, by valuation method as of
September 30, 2011 and December 31, 2010. Thediiffeevels have been defined as follows:

» Level 1: quoted prices (unadjusted) in active ratglor identical assets or liabilities.

» Level 2: inputs other than quoted prices includéithin Level 1 that are observable for
the asset or liability, either directly or indirict

» Level 3: inputs for the asset or liability thaéarot based on observable market data.

September 30, 2011 Level 1 Level 2 Total
Financial Assets

Financial assets at FVPL P185 P- P185
Derivative assets - 138 138
AFS financial assets - 1,034 1,034
Financial Liabilities

Derivative liabilities 97 97
December 31, 2010 Level 1 Level 2 Total
Financial Assets

Financial assets at FVPL P193 P - P193
Derivative assets - 34 34
AFS financial assets - 1,161 1,161
Financial Liabilities

Derivative liabilities 30 30
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As of September 30, 2011 and December 31, 201@tbep has no financial instruments valued
based on Level 3. During the year, there were awusters between Level 1 and Level 2 fair value
measurements, and no transfers into and out ofl [3efa@r value measurements.

13.

Events after the Reporting Date

On October 7, 2011, we disclosed that the PhilippgRating Services Corporation (PhilRatings)
maintained Petron Corporation’s corporate credihgaof PRS Aaa (corp.) on the Company’s
overall capacity to service its maturing obligasomithin a period of one year. A PRS Aaa credit
rating is the highest score on PhilRatings’ issigporate credit rating scale, which is given to
companies exhibiting a strong capacity to meefinasncial commitments relative to that of other
Philippine corporate.

On October 21, 2011, the BOD declared a cash dididef P2.382/share to all preferred
stockholders for the last quarter of 2011 and ttet fjuarter of 2012 with the following record
and payment dates:

Period Record Date Payment Date
4" Quarter 2011 November 16, 2011 December 5, 2011
1* Quarter 2012 February 21, 2012 March 5, 2012

On October 28, 2011, the Parent Company raisedOB3ém the sale of fixed-rate corporate
notes with ING Bank N.V.’s Manila Branch as arranged bookrunner.

14.Other Matters

a. There were no unusual items as to nature and anadfguting assets, liabilities, equity, net
income or cash flows, except those stated in Managés Discussion and Analysis of
Financial Position and Performance.

b. There were no seasonal aspects that had a mafeed on the financial position or financial
performance of the Group.

c. There were no material off-statements of finan@galsition transactions, arrangements,
obligations (including contingent obligations), awlther relationship of the Group with
unconsolidated entities or other persons createshglthe reporting period, except for the
outstanding derivative transactions entered by Gneup as of and for the period ended
September 30, 2011.
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d. Known trends, demands, commitments, events or tainges that will have a material
impact on the Group’s liquidity.

Gross Domestic Product (GDP)

After growing robustly in 2010 due to high electigpending, the domestic economy slowed
down in 2011. GDP in the 2Q11 expanded merely B9o3after the strong 8.9% growth in
the same quarter last year. The slowdown was dtheetdsing commodity prices, particularly
of fuels, lower growth of remittances due to thertail in the Middle East and North Africa
and the tragedy in Japan, lower foreign direct stivents and exports, and large decline in
government spending. Government underspending iserneed as the current administration
has become more stringent in releasing funds fivastructure and other social projects to
avoid corruption and reduce budget deficit.

91-Day Treasury-Bill Rate

91-day T-bills averaged 1.6% in the first threertgra of 2011, substantially lower than the
same period last year of 3.9% and FY 2010 aver&@er/8o. Interest rates in 2011 have been
low due to the sufficient liquidity in the domestfinancial markets.

Peso-Dollar Exchange Rate

The local currency sustained its strength and geetd@43.3/$ in the first three quarters of
2011 from 2010 FY average of P45.1/$ and 3-quaatarage of P45.6/$ in 2010. The
continuously growing OFW remittances, and strongfplio investments contributed to the

peso’s appreciation. The Dollar's general weakriss to the US’ fragile economy also

benefitted other currencies like the peso.

Inflation

Inflation averaged 4.3% in the first nine months26fl1 (based on 2000 prices), slightly
higher from 4.1% average in the same period laat g@d from FY 2010’s 3.8% average.
Prices of fuel, light, water, and services havenbleigher this year compared to 2010. YTD
September average inflation remains within the gowent’s target inflation of 3-5% for FY
2011.

Dubai price

Dubai crude averaged $106.2/bbl as of YTD Septer@b#1, a large leap from the $76.0/bbl

average in the same period last year and $77.E¥ldverage in 2010. The surge of crude
prices was triggered by the heightened turmoilhi& oil-exporting regions Middle East and

North Africa especially during the 1H, disruptingnse supply of crude. Crude prices were
also boosted by high investment in the crude fstunarket due to the weakness of the dollar,
and the strength of the equities market.
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Industry Oil Demand

Data from DOE shows that as of August 2011, totialnolustry demand dropped by 5.9%
from 308.6 MBD in the same period last year to d2®9.4 MBD this year. The rising prices
of fuels in 2011 affected industry demand. Motarighdustries, and households tend to
conserve fuel consumption during times of highgsic

Tight Industry Competition

Competition remains stiff with the new players iemplenting different marketing strategies
and aggressively expanding. As of YTD August 2Qhé&,new players (excluding direct
imports) have collectively cornered around 24.6%heftotal oil market. Collectively, the
new players are leading the LPG market segment4&t@% market share.

Updates on 2011 Capital Program

The 2011 capital program endorsed last Decembed BOR88.6 billion. Of this amount P23.7
billion has already been approved and includesigbainding for the refinery expansion
project, service station network expansion, conguamlities, asphalt facilities, maintenance
and other efficiency projects.

. Known trends, events or uncertainties that havednatat are reasonably expected to have a
favorable or unfavorable impact on net sales oremees or income from continuing
operation.

lllegal Trading Practices

Cases of smuggling and illegal trading (e.g. “blodée” retailing, illegal refilling) continue to
be a concern. These illegal practices have resirtadfair competition among players.

Existing or Probable Government Requlation

EO 890: Removing Import Duties on All Crude andir®ef Petroleum Product#fter the
ASEAN Trade in Goods Agreement (ATIGA) was implengeh starting 2010, tariff rate
structure in the oil industry was distorted withude and product imports from ASEAN
countries enjoying zero tariff while crude and prodimports from outside the ASEAN are
levied 3%. To level the playing field, Petron filedpetition with the Tariff Commission to
apply the same tariff duty on crude and petroleundpct imports, regardless of source. In
June 2010, the government approved Petron’s pettinal issued Executive Order 890 which
eliminates import duties on all crude and petroleproducts regardless of source. The
reduction of duties took effect on July 4, 2010.
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Biofuels Act of 2006.The Biofuels Act of 2006 mandates that ethanol ausepp% of total
gasoline volumes, and diesels contain 2% CME (c&tbyh ester). By 2011, all gasoline
grades should contain 10% ethanol.

The Department of Energy circular (DC 2011-02-008igned February 6, 2011 further
elaborates that the 10% ethanol blend shall be atandbeginning August 26, 2011, subject
to exempt gasoline grades. These exempt gasoladegrare regular gasoline with RON 81
for use of off-road engines, farm equipment andlkmatorized bancas; regular gasoline
with RON 87 for use of motorcycles and premium gasoline with minimum RON of 97.
By February 6, 2012 or upon full implementation,galsoline grades, no exemptions, shall be
required to contain 10% ethanol. Full implementatiall be subject to review 30 days before
February 6, 2012 to determine its economic viabditven availability of supply and ethanol
prices.

To produce compliant fuels, the Company investe@ME (coco methyl esther) injection
systems at the refinery and depots. Prior to thedat®ry blending of ethanol into gasoline by
2009, the Company already started selling ethatehded gasoline in selected service
stations in Metro Manila in May 2008.

Renewable Energy Act of 2008he Renewable Energy Act signed in December 2008

to promote development and commercialization ofewable and environment-friendly
energy resources (e.g. biomass, solar, wind) thr@agious tax incentives. Renewable energy
developers will be given 7-year income tax holidagwer generated from these sources will
be VAT-exempt, and facilities to be used or imponell also have tax incentives.

Laws on Oil PollutionTo address issues on marine pollution and oil &pd] the MARINA
mandated the use of double-hull vessels for tramisygoblack products beginning end-2008
and by January 2012 for white products.

Petron has been using double-hull vessels in taatisg all black products and some white
products already.

Clean Air Act.Petron invested in a Gasoil Hydrotreater Plantiarah Isomerization Plant to
enable it to produce diesel and gasoline compliatfit the standards set by law.

Liquefied Petroleum Gas (LPG) BillThe LPG Act of 2009 aims to ensure safe practioes a
guality standards and mitigate unfair competitionthe LPG sector. LPG cylinder seal
suppliers must obtain a license and certificatidnqoality, health and safety from the
Department of Energy before they are allowed taaipe LPG cylinder requalifiers, repairers
and scrapping centers, will also have to obtaircenke from the Department of Trade and
Industry. The Bill also imposes penalties on undieg, underdelivering, illegal refilling and
storage, sale or distribution of LPG-filled cylindewithout seals, illegal possession of LPG
cylinder seal, hoarding, and importation of usedsecond-hand LPG cylinders, refusal of
inspection, and non-compliance to standards.
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f. Events that will trigger direct or contingent fircgal obligation that is material to the
company, including any default or accelerationrobaligation.

Tax Credit Certificates Related Cases

In 1998, Petron contested before the Court of Tapeals (CTA), the collection by
the Bureau of Internal Revenue (BIR) of deficiemayes arising from the company’s
acceptance and use of Tax Credit Certificates (J@@sth P659 million from 1993-
1997. The CTA ruled in favor of Petron. The BIRrhappealed the case to the Court
of Appeals (CA) after which the CA issued a resolutsuspending decision on the
case until the termination of the Department ofahite (DOF) investigation. Petron
filed a motion for reconsideration which remainsigieg at the moment.

In May 2002, the BIR issued a collection letter €@ficiency taxes of P254 million
plus interest and charges for the years 1995-18988, result of the cancellation of the
Tax Debit Memos and TCCs by the DOF Center ExCoatroR elevated the protest
to the CTA. The Second Division CTA denied Petrd?é&ition for Review for lack of
merit. Petron then appealed the case with the CmA&nc. On December 3, 2008,
the CTA En Banc promulgated a decision reversirguhfavorable decision of the
CTA 2nd Division. The CIR filed a Petition for Rew with the Supreme Court where
the case remains submitted for resolution.

Pandacan Terminal Operations

Citing concerns for safety, security and healthe ity of Manila passed City
Ordinance No. 8027 which reclassified the PandabBamminal from industrial to
commercial. Petron, together with the other oil pames asked the Supreme Court to
change the ruling since the Comprehensive Land Rlaea and Zoning Ordinance
(Ordinance No0.8119) repealed the Manila Ordinanoe 8027. Ordinance No. 8119
gives Petron a seven-year grace period to contitsueperations in the Pandacan
Terminal. In February 2008, the Supreme Court dkthe oil company’s motion for
reconsideration and declared Manila Ordinance R@78alid and applicable to all oil
terminals. The Court directed the oil companiesubmit their relocation plans to the
RTC within 90 days to determine the reasonablenéfise time frame for relocation.
In May 2008, Petron, Shell and Chevron submittegr tomprehensive Relocation
Plan in compliance with the February Resolution.e TRandacan Terminal is
strategically significant since it serves about 406f4he company’s refinery output
and 100% of the company’s lubricants, greases aitized asphalt.

On May 28, 2009, Mayor Alfredo Lim of Manila appexl and signed proposed
Ordinance 7177 (which became Ordinance No. 818aleng Ordinance No. 8027
and 8119 and allowing the continued stay of thedepots at Pandacan. Mayor Lim
was reelected Mayor of Manila in the May 10, 20z &on.
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On June 1, 2009, Social Justice Society officies fa petition for prohibition against
Mayor Lim before the Supreme Court, seeking thdifradtion of Ordinance 8187. On
June 5, 2009, former Mayor Lito Atienza filed hiwro petition with the Supreme
Court seeking to stop the implementation of OrdoeaB8187. The Court has ordered
the City to file its comment but the Court did mgdue a temporary restraining order.
The City filed its comment on August 13, 20009.

The main storage facility of Petron is located the Pandacan Terminal.

Approximately 40% of Petron‘s total sales volumearisved through Pandacan. To
ensure steady supply and in order to mitigate igles rat the Pandacan Terminal, the
company's nearby depots in Navotas, Metro Manild enRosario, Cavite can also

distribute products to the areas being served &ytmdacan terminal.

Petron believes that, given the prevailing law eristing jurisprudence, the Supreme
Court will uphold the validity of Ordinance No. 8.8

As stated in the papers (Philippine Daily Inquirdune 28, 2010 issue), and as
confirmed during the management meeting in 201@&0Rds looking at the Manila
North Harbor as a possible location for its deghatt will replace its facilities at the
Pandacan Terminal. This is just one of the sited #etron is looking at for the
transfer, should it be forced to move out of Paada®ccording to SMC President
and COO, Mr. Ramon Ang, moving Petron’s depot ftkeed to the North Harbor
would reduce the company’s handling costs by ashnasc80%, which may, in turn,
result in lower pump prices. Mr. Ang explained thanhging oil to Pandacan can only
be done with barges as a result of the Pasig Riwtrallow draught of only 3 meters.
North Harbor, on the other hand, has deep-watdltiti@e which tankers can use
directly.

Based on SEC FORM 17-A filings of Petron, the camphas filed its Manifestation
on November 30, 2010 to inform the Supreme Couat th has decided to cease
operation of its petroleum product storage faetitin Pandacan, Manila within 5 years
or not later than January 2016 due to environmassales and issues on the location
of the terminal.

Petron’s operations at the Pandacan Terminal eirggtscaled down in line with its
commitment to have minimal operations there by 20IHe company is already
building storage capacities in alternative sitdsede storage facilities will support the
expected growth in demand for petroleum productside of Metro Manila and the
increased production under RMP-2.

Guimaras Case

Complaints for Violation of Sec. 28, Paragraph Sratation to Section 4 of the
Philippine ClearWater Act of 2004 (RA 9275) were filed against Masdicasio |.
Alcantara and Khalid D. Al-Faddagh, Petron’s form@hairman and President,
respectively, and the Captain and owner of M/T Salan June 17, 2009, as a result
of the olil slick from the said vessel which sankAargust 11, 2006.
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The Respondents denied the allegations imputechstgdiem, as the same accusation
was already resolved and dismissed by the ProviRcasecutor’s Office of Guimaras
in a Resolution dated March 2, 2007.

On July 14, 2011, the Provincial Prosecutor's @ffief Guimaras issued a Joint
Resolution finding probable cause to indict the ewand the Captain of M/T Solar 1
and Messrs. Alcantara and Mr. Faddagh for ViolatdrSection 28, Paragraph 5 in
relation to Section 4 of the Clean Water Act of 200

Messrs. Alcantara and Faddagh filed their Motiom Reconsideration with the
Provincial Prosecutor’'s Office of Guimaras on Augls 2011. The Complainants
filed their Reply and Supplemental Comment whileskts. Alcantara and Faddagh
countered this with a Reply with Motion for Inhiloibh. Both Motions for
Reconsideration and Inhibition have not been resblv

Petron did not hire or engaged the services ofGaptain of M/T Solar 1 contrary to the
finding contained in the Marine Accident Inquiry et of the Special Marine Inquiry Board
relied upon by the Prosecutor’'s Office. In additiander Republic Act No. 9483, otherwise
known as “The Oil Pollution Compensation Act of Z0Gt is the owner of the vessel, not the
charterer, that is liable for any oil spill or pdibn damage that may result from the operation
of the said vessel.
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Petron Corporation and Subsidiaries
Trade and Other Receivables
- September 30, 2011

(Amounts in Millions of Pesos)

Breakdown:

Accounts Receivable - Trade P 17,091

Accounts Receivable - Non-Trade 8,912
Total Accounts Receivable 26,003

AGING OF TRADE ACCOUNTS RECEIVABLES

Receivables 1-30 days P 14,465
31-60 days 2,339
61-90 days 617
Over go days 721
Total 18,142
Allowance for doubtful accounts 1,051
Accounts Receivable - Trade P 17,091
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Interim Financial Report as of September 30, 2011

Management’s Discussion and Analysis of Financiald®ition and Performance

Financial Performance

2011 vs 2010

For the third quarter of 2011, Petron reported & ineome ofR 1.56 billion. Gross revenues
increased td2 67.03 billion as a result of high fuel prices. Compared togame period in 2010,
both sales volume and net income were lower by @&c1d%, respectively.

The company noted a significant drop in earningsnduthe third quarter when compared to the
previous two quarters. The decline was caused akwlemand brought about by higher fuel prices
and moreaggressive competition particularly in the retaitlandustrial sectors.

Variance- Fav (Unfav)

(In Million Pesos) Amt %

Sales 201,929 169,798 32,131 19
Cost of Goods Sold 183,638 156,479 | (27,159) 17)
Gross Margin 18,291 13,319 4,972 37
Selling and Administrative Expenses 5,177 4,414 (763) 17)
Non-operating Charges 3,001 1,834 (1,167) (63)
Net Income 7,600 5,347 2,253 42
EBITDA 15,727 11,234 4,493 40
Sales Volume (MB) 34,284 35,838 (1,554) 4)
Earnings per Share 0.73 0.52 0.21 40
Return on Sales (%) 3.8 3.1 0.7 23

Overall, for the first nine months of 2011, revesuseirged td2 201.93 billion while net earnings
amounted td2 7.60 billion. Higher income can be attributed to the growttpefrochemical sales
which contributed abod® 2.5 billion earnings.

With the improved bottom linegarnings before interest, taxes, depreciation andnaortization
(EBITDA) of B 15.73 billionalso topped the B 11.23 billion level a yeariearl

Earnings per shareincreased by 40% tB 0.73from B 0.52 of the previous year whikturn on
salesgrew from 3.1% t3.8%.

Major contributory factors are the following:

Gross margin (GM) rose toR 18.29 billion from previous year's B 13.32 billion. The followin
account for the variance in gross margin:
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¢+ Sales volume as of September 20ldnded lower at34.3MMB compared to last year’'s
35.8MMB as current level of prices resulted in a ZdA6MMB) contraction in the domestic
market. Meanwhile, exports improved by 17% (0.62MMBhe slowdown in local sales came
from Diesel (1,233MB) and Fuel Oil (1,774MB) mitigd by the growth in LPG and Jet
(880MB).

¢+ Net sales revenueggrew by 19% toR 201.93 billion from B 169.80 billion the year before
essentially due to the hike in average sellingepper liter (2011: B 36.13 vs. 2010: B 29.08)
promptedby the 36% spike in regional MOPS prices (2011 AWS$122.64/bbl vs. 2010 Ave
- US$90.48/bbl), tempered by the B 2.33 averagecafation of the peso versus the US dollar.

¢+ Cost of Goods Sold (CGSyvent up toR 183.64 billionfrom last year's B 156.48 billion as the
average cost per liter increased by 22% (20112.B&3vs 2010: B 26.94). Higher cost per liter
was principally due to the 31% escalation in landestt of crude that formed part of the total
cost of goods sold (2011: US$ 104.08/bbl vs 2018$ @9.37).

¢+ Refinery Operating Expensesvhich formed part of CGS rode B 4.12 billion from B 3.71
billion during the same period last year. This wa#tsibuted to increased power consumption
due to higher cost per kilowatt-hour (2011: B 6/82010: B 4.65) and higher maintenance and
repairs on several facilities. Employee costs alsved up due largely to additional manpower
complement and payment of signing bonus to rankfdém@mployees.

Selling and Administrative Expensesof B 5.18 billion exceeded last year's B 4.41 billion
expenditures as newly built service stations resluih increased rent and depreciation. Materials
and supplies also went up due to acquisition of L&@Gnders while aggressive promotional
activities accounted for higher advertising expens@ith the surge in operating expenses despite
the drop in volumeppex per liter of volume sold grew from B 0.77 last yeaPt0.95this year.

Net Financing Costs and Other Chargesose toR 3.00 billionfrom the B 1.84 billion level as of
September 2010. The increase in average borroewusy and rate (201% P7.00 billion @ 5.8%
vs. 2010:=P59.00 billion @ 5.3%) resulted to higher interegpense. Losses from US-dollar
denominated transactions also contributed to tbeement. The increase was partly offset by the
interest earned from advances to Petron Corpordiimployee Retirement Plan, marked-to-
market gains on Embedded Derivatives, and commabeitiging gains.
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2010 vs 2009

Variance- Fav (Unfav)

(In Million Pesos) 2010 2009 Amt

Sales 169,798 123,635 46,163 37
Cost of Goods Sold 156,479 111,620 | (44,859) (40)
Gross Margin 13,319 12,015 1,304 10
Selling and Administrative Expenses 4,414 4,116 (298) (7)
Non-operating Charges 1,835 3,261 1,426 46
Net Income 5,347 3,366 1,981 58
EBITDA 11,234 10,394 840 8
Sales Volume (MB) 35,838 32,324 3,514 10
Earnings per Share 0.57 0.36 0.21 58
Return on Sales (%) 3.1 2.7 0.40 14

Petron’s consolidatedet income for the first nine months of 2010 reachéd.35 billion, up by

P 1.98 billion from the=B.37 billion earnings posted during the same penn@009. The 59%
improvement in the company’s bottom line was pritgaattributed to the combined effect of higher
sales volume, better margins of petrochemical prtsjlower interest expense and unrealized foreign
exchange gains on outstanding US$ loan with thdirneed appreciation of the Philippine peso
versus the U.S. dollar.

In the third quarter of 2010, Petron posted a mefitpof 2 1.81 billion, 16% better than the P.56
billion income reported in 2009 despite th@.B1 billion drop in margin. The deteriorationnrargin
was more than offset by higher interest incometeanaslation gains versus translation losses in 2009

On a year to date basesarnings before interest, taxes, depreciation andnaortization (EBITDA)
of R 12.1 billion surpassed 2009 level by 16% or P1.7 billion.

Earnings per shareimproved toR 0.57 from £ 0.36 in 2009 whileeturn on salesincreased from
2.7% t03.1%.

Major contributory factors are the following:

Gross margin (GM) grew by 11% toR 13.32 billion from prior year's=P12.02 billion. The
following accounted for the variance in gross margi

¢ Sales volumereached35.8MMB, up by 11% from 32.3MMB in 2009 prompted by higher
diesel, fuel oil and petrochemical sales. Diesé¢srose due to volume requirements of new
builds while increase in fuel oil was triggered ligightened operations of independent power
producers. Also, the commercial operations of Blirkts which produce new petrochemical
products benzene and toluene started only in Z009.

-57 -



¢

Net salesevenueof B 169.8 billionfor the first three quarters of 2010 exceeded 2808l of

P 123.6 billion by 37%, due to the combined effetthaggher average selling price (2010:
B 29.13 vs. 2009:B 23.48) and volume. Region@P8 prices increased from an average
US$60.64/bbl in 2009 to US$80.45/bbl in 2010.

Cost of Goods Sold (CGS}oared td® 156.48 billionfrom B 111.62 in 2009 billion as crude
cost went up (2010: US$77.46 vs. 2009: US$57.9vR010, 85% of CGS was sourced from
crude compared to 67% of the same period in 2008~er crude consumption in 2009 was
primarily due to the total plant shutdown in thestfifew months of 2010.

Refinery Operating Expenseswhich formed part of CGS, total®I3.71 billion or 5% lower
than 2009. The decline in expenses was broughitabainly by the decrease in maintenance
and repairs (M&R) and lower depreciation expeng&R was higher in 2009 due to repairs of
properties damaged by the fire incident and tunmadaoactivities of some units. The reduction,
however, was partly offset by the increases in Ipase utilities and materials and supplies on
account of higher crude run.

Selling & Administrative Expenses amounted toP 4.41 billion, 7% higher than 2009.
Aggressive retail expansion, rental on SMC offiagsd higher purchase of LPG cylinders
contributed to the rise in expenses. However, peso per liter basis actual operating expense
was lower aR 0.65versus B 0.76 in 2009 primarily on account of1heo rise in sales volume.

Net Financing Costs & Other Chargesdropped significantly from 2009 total of B 3.28ién to

PR 1.84 billionin 2010. Interest expense declined=b$a2 million attributed to favorable average
borrowing rate (2010: 5.2% vs. 2009: 6.4%) degpiéeincrease in average borrowing level (2010:
B 59.4 billion vs. 2009: B 56.3 billion). In atiloh, higher interest income coupled with favoeabl
foreign exchange translation on dollar-denominadieahs largely contributed to the positive
variance.
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Financial Position

September 2011 vs. December 2010

As of September 30, 201tpnsolidated resourcesstood atR 170.96 billion,6% (B 9.14 billion)
higher compared to end-December 2010 level of B&6billion due to the combined effects of the
following:

Cash and cash equivalentsvere reduced by 54% t® 20.40 billion primarily to fund working
capital requirement (Inventories and Receivableg)jtal expenditures and other investments.

Financial assets at fair value through profit or Isswas up by 42% from B 0.23 billion ®0.32
billion brought about by the strengthened fair value @& standing derivatives partly offset by the
decline in market value of investments in marketagcurities and club membership shares.

Trade and other receivables-netose by 7% (B 1.74 billion) t& 26.00 billionfrom the B 24.27
billion level in December 2010 attributed to inged sales to industrial customers.

Inventories grew significantly from B 28.15 billion td&® 47.09 billionlargely due to higher crude
price and volume.

Other current assetsof B 7.09 billion surpassedhe B 4.29 billion level as at year-end of 2010
owing to higher Input VAT as a result of higher gheise price of crude and finished products.

The drop inAssets-held-for-salefrom B 0.82 billion toR 0.01 billion pertained to the transfer of
Petron Mega Plaza tavestment Propertieswhich surged ta® 0.82 billionfrom B 0.12 billion.

Property, plant and equipment-netincreased by 23% from B 34.96 billionBo42.98 billiondue to
various capital projects in the refinery such as Refinery Solid Fuel Fired Power Plant and
Refinery Master Plan 2, and additional service@tat

Investment in associateslso increased from B 0.80 billion B1.32 billion with the purchase of
35% interest in Manila North Harbour Port, Inc.

Available-for-sale financial assets(current and non-current) fell t& 1.03 billion from B 1.16
billion in December 2010 resulting from lesser istveents in government securities and corporate
bonds during the period.

Deferred tax assetset went up toR 170 million from B 28 million in 2010 due essentially to the
effect of unrealized profit from subsidiaries.

Short-term loans and liabilities for crude oil and petroleum product importations of B 57.37

billion surged by 31% (B 13.72 billion), an offshoot ajher crude and finished product prices this
year.
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Derivative Liabilities of B 97 million more than tripled the B 30 million level as adl @h December
2010 due to higher notional amounts heighteneddigrobrating fair value of embedded derivative
transactions.

Income tax payableballooned from B 14 million t&® 532 million prompted by higher taxable
income during the nine-month period. The Decemb@tO2taxable income considered the net
operating loss carry-over (NOLCO) of prior yearsatddition, last year’s tax due was reduced by the
utilization of past years’ MCIT as against zersthear.

Long-term debt inclusive of current portion went lower by 20% from B 54.40 billion 43.28
billion with the settlement of maturing loans.

Deferred tax liabilities-net of B 1.77 billion,showed &% reduction from the B 1.96 billion balance
as at December 31, 2010 after considering the impademporary differences in income tax
computation.

Asset retirement obligationescalated by 8% (B 63 million) ®878 million on account of higher
accretion rate.

Other non-current liabilities perked up by 15% ( B 93 million) B702 million with the increase in
cylinder deposit and cash bonds.

Total equity amounted ta® 59.29 billion 11% higher than the B 53.34 billion level in Beber

2010, traceable to th 7.58billion income realized during the first nine mbstof the year partly
offset by cash dividends paid to preferred and comshareholders totalirg 1.65 billion.

September 2010 vs. December 2009

Petron closed the third quarter of 2010 witttal assetsof B 138.34 billion 22% or B 25.15 billion
higher than end-December 2009 level of B 113.1i&ti

Cash and cash equivalentancreased by 24% or B 3.07 billionRol16.05 billion principally due to
the proceeds from loan availments and issuanceetéped shares.

Available for-sale investmentgcurrent and non-currentf B 1.20 billiondeclined by 11% or B 151
million on account of the maturity of investment government securities of the local insurance
subsidiary.

Trade and other receivables-neamounted td® 25.25 billion,15% or B 4.45 billion lower than the

B 29.70 billion level as of December 31, 2009 nyailue to the drop in government receivables as a
result of significant utilization of tax credit ¢dicates.
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Inventories-netwent up toR 32.12 billionfrom B 28.17 billion as at end of 2009. The .85Jillion
increase was primarily attributed to higher voluaiéoth crude and finished products. There were
minimal purchases in December 2009 in anticipatibthe implementation of the ASEAN Trade in
Goods Agreement (ATIGA) starting January 2010.

Other current assetsposted a 29% or B 1.31 billion reduction fromd.&7 billion toP 3.16 billion,
essentially due to the filing of input VAT claima aero-rated sales.

Investment Propertiesof B 0.96 billionwas four times higher than the B 0.23 billiorufig reported
in December 2009 chiefly due to the transfer of lbek value of Petron Megaplaza Offices from
Property, Plant and Equipment account.

Deferred tax assetf B 15 million was twice as much from end-December 2009 balahcB @
million due mainly to the effect of translation asiment of the foreign insurance subsidiary.

Other non-current assetswere considerably higher Bt24.43 billion in 2010from B 1.33 billion in
year-end 2009 primarily traced to advances to ¢tieement fund.

Short-term loans andliabilities for crude oil and petroleum product importations went down by
9% (B 4.54 billion) toR 45.74 billion principally due to settlements made countered kghdm
crude/finished products importations.

Long-term debt inclusive of current portion showed a significant movement from B 18.89dnlli
to B 33.12 billionchiefly due to the newly-availed NORD loan amongtto US$355 million partly
reduced by amortizations of outstanding loans.

Income tax payableincreased td® 14 million from B 10 million as at December 31, 2009 owing t
higher tax liabilities reported by the subsidiaries

Deferred income tax liabilities-netat P 1.89 billion grew almost three-fold from B 514 million
largely due to the impact of NOLCO as well as terapp differences reflected under parent and
subsidiaries’ accounts.

Other non-current liabilities rose by 10% or B 109 million #® 1.16 billion mainly due to the
increases in provision for Asset Retirement Obiaraand cylinder/cash bond deposits.

Total equity attributable to equity holders of the parent aggregated® 51.10 billionat the end of
third quarter 2010, showing a 37% or B 13.81dillimprovement over the end-December 2009 level
due to the combined effect of the following:
é P 9.86 billionissuance of preferred shares, net of issue cost
é B 5.35 billion year-to-date net income partly reduced by Bh&.44 billion dividends on
common and preferred shares.
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Cash Flow

Cash generated from operating activities was mabien toffset by the substantial increase in
inventories, thus, resulted in a net cash outfl6\® 0.64 billion.

Cash outflows from investing activities were usatmgrily in capital projects in the refinery,
construction of additional service stations, angegtment in Manila North Harbour Port, Inc.

Available cash was also used to pay-off maturiniiggabons and dividends.

In Million Pesos

Sept 30, 2011 | Sept 30,2010 | Change

Operating (outflows)/inflows (641) 20,691 2(,332)
Investing Outflows (13,057) (29,500) 16,443
Financing (outflows)/inflows (9,947) 11,935 (2A82)

Discussion of the company’s key performance indicats:

Ratio Sept 30, 2011 Dec 31, 2010

Current Ratio 1.5 1.6
Debt to Equity Ratio 1.9 2.0
Return on Equity (%) 18.0 17.4
Debt Service Coverage 4.1 4.2
Tangible Net worth 59.3B 53.3B

Current Ratio Total current assets divided by total curreabilities. This ratio is a rough indication
of a company's ability to service its current oatigns. Generally, the higher the current ratie, t
greater the "cushion" between current obligatiard @ company's ability to pay them.

Debt to Equity Ratio Total liabilities divided by tangible net worthThis ratio expresses the
relationship between capital contributed by crediind that contributed by owners. It expresses th
degree of protection provided by the owners fordrexlitors. The higher the ratio, the greater the
risk being assumed by creditors. A lower ratioggatly indicates greater long-term financial safety

Return on Equity Net income divided by average total stockholdeggiity. This ratio reveals how
much profit a company earned in comparison to ¢ie amount of shareholder equity found on the
statements of financial position. A business ties a high return on equity is more likely to be on
that is capable of generating cash internally. ther most part, the higher a company’s return on
equity compared to its industry, the better.
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Debt Service Coveragd-ree cash flows add available closing cash loalaivided by projected debt
service. This ratio shows the cash flow availdblpay for debt to the total amount of debt payrment
to be made. It also measures the company’s abdigettle dividends, interests and other financing

charges.

Tangible Net Worth Net worth minus intangible assets. This figgrees a more immediately
realizable value of the company.
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SIGNATURES

Pursuant to the requirements of the Revised Securities Act, the registrant has duly caused this report
to be signed on its behalf by the undersigned thereunto duly authorized.

Registrant PETRON CORPORATION

Signature and Title )"

JOEL ANGELO C. CRUZ
Corporate Secretary

Date: November 14, 2011

Principal Financial/Accounting Officer/Controller

Signature and Title

EFREN P GABRILLO
Assistant Vice President - Controllers

Date: November 14, 2011
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