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PART1- BUSINESSANDGENERALINFORMATION

(A) Business Development

General Information

Petron

Incorporated in the Philippinescin 1966 as Esso Philippines, Inc., Petron Corporation is the
largest refiner and marketer of petroleum products in the Philippines. The company was
renamed Petrophil Corporation in 1973 when the Philippine National Oil Company (PNOC)
acquired Esso. In 1985, Petrophil Corporation and Bataan Refinery Corporation (formerly the
Standard Vacuum Refining Corporation) were merged with Petrophil as the surviving
Corpotation. Petrophillater changed its corporate name to Petron Corporation.

On March 4, 1994, PNOCsold 40%of its shares in Petron to Aramco Overseas Company B.V., a
wholly owned subsidiary of Saudi Arabian Oil Company (SAUDIARAMCO). On September 7,
1994, 20% of Petron,s shares were listed with the Philippine Stock Exchange in the biggest
Initial Public Offering (IPO)in the Philippines.

Subsidiaries

At present, Petron has six subsidiaries, namely:

. New Ventures Realty Corporation (NVRC)is a realty firm established on August 24,
1995. The company waS then equally owned by Petron and the Retirement Fund.
However, in June 2003, Petron increased its share to 79.95%. It is au~horized to
acquire and develop lands but it does not engage in the subdivision business. Lands
suitable for use as service station sites, bulk plants or sales offices are purchased by
NVRC. These lands are leased to. Petron for use in the latter's operation. A wholly
owned subsidiary of NVRC,Las Lucas Development Corporation was acquired in July
2003.

. petrogen Insurance Corporation or Petrogen is a wholly owned subsidiary of Petron
Corporation incorporated on August 23, 1996. It serves the insurance requirements of
Petron and its allied business partners such as contractors, suppliers and dealers.
Licensed by the Insurance C:ommissionin November 1996, Petrogen has the authority to
issue polides on fire, marine, casualty and bonds. Insurance provided excludes life
insurance. In 2001, it was granted authority to cover insurance for accidental death
and dismemberment, travel and directors' and officers' liability.

Overseas Insurance Corporation or Ovincor was incorporated on November 16, 1995
under the laws of Bermuda for the purpose of expediting the reinsurance of Petron's
insurable interests as covered by Petrogen Insurance Corporation. Reinsurance includes
th~ insurance cover for the Refinery, the bulk plants and service station properties,
petroleum and cargo insurance and performance bonds for Petron contractors and
haulers as welt.

.
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. Petron Foundation,Inc. (PFI)was incorporated on July 25, 1996. PFIwas created to
function and operate as a charitable and research foundation; to handle social,
environmental,and musicand arts developmentprojects of Petron; to institutionalize
and intensify Petron's active involvement in corporate and social responsibility
projects; to support scholarship programsfor financially-handicappedbut deserving
students; and to participate in other socialprojects supportedby Petron.

Petron Freeport Corporation(formerlyPetron Treats Subic, Inc)was incorporated on
November6, 2003. It is a Petron subsidiaryempowered to, among others, sellon
wholesaleor retail fuels suchas gasoline,kerosene, diesel, LPG,lubricantsand greases
as well as operate retail outlets, restaurants, conveniencestores and the like. The
company has its principal office at the Subic Bay MetropolitanArea (SBMA),and
operates Petron's "mega station" at th~ SBMA. .

.

. Petron Marketing Corporation (PMC)was incorporated on January 27, 2004 with the
~ same business purpose as the Petron freeport Corporation.' The Retail Trade

Liberalization Act paved the way for Petron to form a direct-retailing subsidiary. The
new subsidiary will operate company-owned, company-operated (COCO) service
stations. It will offer a complete range of fuel products. The COCOstations will playa
major part in launching market initiatives to strengthen the Petron brand and will give
Petron the opportunity to quickly introduce innovations beyond the present services
that are available in Petron stations.

Operating Highlights

Marketing oj.

For the last three years, Petron Corporation has maintained its market leadership. In 2004, its
market share in the entire industry was 37.7%.

\

Comparedto 2003, Petron's total domestic sales increased by 14%whichis accounted for by a
6.3%increase in Reseller sales, 24.4%in IndustrialTrade and a rise in the National Power
Corporation's(NAPOCOR)demand by 22%.The large increase in Industrialsales was due mainly
to the acquisition of new accounts. Notable contributions came from domestic marine and
aviation.

On the other hand, sales volume for Gasul and Lubes decreased. Nonetheless, Gasul remained
the single biggest player in the LPGmarket with a share of 26.5%. While in the Lube Trade,
despite the decline in sales, our market share still grew by 1.1%.

We are continuously improving our specialty products. In 2004, Lube Trade re-launched three
specialty products under the Petromate brand. TheSe are Diesel Power Booster, Oil Saver and
Engine Flush. Two brands of automotive engine oils-Ultron for gasoline engines and Rev-Xfor
diesel engines and 2T for motorcycle engines were reformulated in the past years for better
performance and cost efficiency.

Petron expanded its nationwide marketing network. The following are the additions to its sales
outlets: .
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. In 2004, it established 51 stations and by the end of the year, it had 1,204, an increase
over 1,159 in 2003. It continues to account for 30%of the total service stations in the
country. .

Under its direct retailing program, the company opened two new company-owned and
operated servicestations. .

.

. It also put up five new convenience stores (Treats) bringing the total to 37.
Furthermore, there are eight additional locators. Income from these outlets in
commissions increased by 30%over last year.

Additional branch stores were put up by the Gasul dealers during the year. Dealers in
the Visayas implemented the home delivery service after it was introduced in Metro
Manila. The number of AutoGasul refilling stations has also increased to four with the
.ExpressfHlService Station at Sen. Gil Puyat Ave cor. Makati Ave. as the latest addition.
Taxi units were fitted with the Auto Gasul conversion kits this year<.

.

"

Petron continued to. appoint new lube distributors and opened the Iloilo Lubricants
Sales Center as a Petron Sales Center for lubes. It also got the contract to supply the
lube needs of several of the National Power Corporation's( NAPOCOR)plants and
suppUed the full year requirement of an oil marketing company in bulk product for
rebranding.

The Petron Fleet Card closed the year with a hefty increase in cardholder base generating a
substantial increase in sales from 2003. The number of Petron BPI-Mastercard cardholders also
grew almost 100%compared to the 2003 level.

.

In response to government's mandate to assist the public transport sector, Petron participated
in the Department of Energy's (DOE)discounted diesel program for public utility jeepneys.
Starting September 1, 2003, discounts were given in selected stations in Metro Man~la.Special
diesel priceswere also givento bts operatorsin MetroManila. '

As in the past two years, the com.panyagain held its ArtPetron. The theme was L~mang Ani,
BagongSaIl. \

Petron received honors for the print category in the Ad Board of the Philippine's 2004 Araw
Values Awards.

Refinery

Petron's Bataan Refinery (PBR)has been implementing programs which has improved its
processingefficiencyand operationalavailability.These programsare as follows:. Profitability Improvement Program (PIP) resulted in higher production of high valued

MixedXylene, Diesel and LPG.

Energy EfficiencyProject resulted to reduction and optimization of Refineryenergy
consumption.

.

. Plant Reliability Excellence Program resulted to an extension of the turnaround cycle
and reduction of maintenance and repair expenses.
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. Refinery's Power System Reliability Improvement Program addresses the power
requirements of our new Clean Air Act facilities, mitigates the impact of NPC power
upsets to the refinery operations and ensures the (ong-term rel;abHity and avaitabiUty of
the Refinery's electrical system. The first part of the program was implemented in 2004
and will be completed in November 2005. The second part is a three-year plan for
upgrading the Refinery electrical system and facility.

The Offsites Automation Project which includes product metering and tankage inventory
management was completed in October 2004 and is expected to be fully operational by
the secondquarter of 2005. .

.

The Refinery has been very aware of its public responsibilities with regard to meeting
regulatory requirements and public issues and concerns. The components of its Corporate
Social Responsibility Program include:"
. Compliance with the Clean AirAct:

PBRstarted producing Automotive Diesel Oil with 0.05wt%S in November 2003
ahead of the date required by law which was January 2004. The new Gas Oil
Hydrotreater unit (GOHT3)that is capable of desulfurizing diesel oil to 0.05
wt% sulfur level to meet CAArequirement, is 93% complete by end of 2004.
This process unit will provide Petron full capability to produce the Automotive
Diesel demand without importing.

0 In December 2004, Petron became the only local refinery with an LVN
Isomerization (LVN-Isom)Unit capable of producing gasoline compliant to the
Philippine Clean Air Act requirements of 35% aromatics and 2% benzene
content.

0

oJ..

.

0 The Department of Environment and Natura( Resources (DENR) granted PBR a
permit to operate the Air Pollution Source and Control Installation' from July
2004 to June 2005. DENRalso gave the refinery a one-year permit to operate
its housing's sewage treatment plant from July 2004 to June 2005. This
wastewater treating plant consistently meets effluent standards.

Compliancewith the Clean Water Act: -The restoration of the Caustic Neutralization
Unit was completed in January 2004.. Compliance with the Solid Waste Management Act: °- The construction of Solid Waste
Handling Facility at the plant site was completed last July 2004. Other than segregation
and proper disposal/handLing, waste minimization is the focus of the Refinery's solid
waste management program.

On September 14, 2004, PBRreceived ISO14001:1996 certification of its Environmental
Management System (EMS)covering Crude Oil Receipt to Manufacturing Process up to
Distribution of Product via Pier from TOVManagement Services Gmbh. This is valid up
to September 2007, subject to annual surveillance audits.

.

. The Refinery also maintains programs to strengthen Localcommunity relations. In 2004,

0 The Refineryaccommodated 1,838 students for on-the-job training, DOLE's
Special Program for Employment of Students, and Refinery Plant Tours.
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0 It also conducted a Medical-DentalMissionin BarangayA(anganlast September
11 and a Medical Mission at Abucay, Bataan, and took a leading role in the
coastal clean-up effort (Kontra Kalat Sa Dagat) which was conducted at the
shoreline of Pilar, Bataan last September 18.

For the protection of the Refinery's personnel and fadlities, PBRis pursuing its Plant
Safety and Security Program. This program addresses identified gaps in plant safety
management and fire-fighting best practices. In addition, the five-year Comprehensive
Security Development Plan, which was started in 2002 in response to heightened
terrorist activities, is being implemented.

. An organizational transformation program called the Survival Thru Excellence Program
(STEP)- which was adopted in the second half of 2002 and is geared towards attaining
PBR'svisionto be "Best- in-Class"by 2005. Initiativesimplemented for the program
include the transition of the Refinery's organization into a team-based 'organization,

~ establishment of an HR department, implementation of Total'Quality Management
program, and the integration of a goal-~etting mechanism in the Performance
Management System. For 2004, the HR Department spearheaded the promotion of
Kaizen culture among the Refinery's workforce through the Continuous Improvement
and Productivity Program, enhancement of the Performance Management System, the
fadlitation of leadership development and personal effectiveness workshops, various
technical trainings and wellness programs.

Supply and Operations

[nDecember 2003, Petron inaugurated its Pandacan Linear Park, which will serve as an
additional safety and security4"buffer zone for residents in the surrounding' area. The
establishment of the Linear Park was among the important commitments made by t~e three oil
companies under a Memorandum of Understanding (MoU)they signed with the City of Manila
and the Department of Energy in 2002. Other commitments under the MoU intluded the
dismantling of 28 product storage tanks and the creation of a joint venture (JV) company that
will operate the reduced. fadlities. In October 2004, Petron, Shell and Caltex signed the
commerda( and JV agreements. These agreements paved the way for the establishment of the
Pandacan Depots Services, Inc. (PDSI),the JV company and operator of the Pandacan Terminal
Complex.The operation of PDSIstarted in November.It is antidpated that the integrationwill
result in higher asset utilization, lower costs and improved operating efficiencies.

The Mandaue Terminal logged 500,000 man-hours without lost time injury. Similarly, in 2003,
the Rosario Terminal registered a 500,000 man-hours without lost time injury while the
Pandacan Terminal attained 2.5 mUlion which received recognition from the World Safety
Organization (W50). In the same year, the latter was also rated by international oil insurers as
world-class in terms of safety commitment and culture.

Petron has been working for the [SOcertification of its depots and terminals. In 2003, the
Mandaue bulk plant was certified 1509001:2000, the improved version of 1509002:1994. By the
end of 2004, 26 of the total 29 sites have been certified to the latest version of the ISOQuality
Systems. This new version emphasizes the establishment of dynamic customer relationships.
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Petron's 12.port locations, including the Bataan Refinery and Pandacan Terminal were granted
International Ship Port Security (ISPS)certificates by the Department of Transportation and
Communication.

One of the major programs implemented in 2004 was the monitoring of tank trucks while
making detiveries through the use of Global Positioning System Technology (GPS).GPSreceivers
were installed in each of the contracted trucks at Pandacan Tenninal, thus allowing two-way
communication on real time basis. Computerized monitoring equipment has been put in place
at the Dispatching Office to serve as the main control fadlity. This project is also expected to
improve the visibility of trucks, thus allowing dispatchers to effectively plan the succeeding
trips and assignment of customer. orders. The HUNTERProject (Hauler Unit, Tracking,
Evaluation and Reporting System) allowed monitoring of the movements of more than 200
contracted hauling units.

A 60,000 gallon LPGbullet tank was relocated to Palawan Depot. With this, Palawan now has 3
bullet tanks, with a total capadty of more than 300 MT. This will result in a reduction of
transl1ipment costs.

A new aviation storage and into-plane fadlity in Davao Airport Depot was constructed and
commissioned last July 2004. This gives customers the assurance of high-quality jet fuel and
consistently prompt deliveries.

In coordination with Petron Foundation Inc., six Petron schools were constructed. These are
located at Bataan, Tagoloan, Zamboanga, Basilan, Davao and Sarangani.

Twenty three depots and tenninals participated in the Kontra-Kalat sa Dagat activities during
the September 2004 Earth Day Celebration. Coastal clean-up and tree planting were. among the
activities partidpated by depot personnel, their families, local contractors, dealers and
haulers.

d.

Information Technology

Petron continued to work on the information technology (IT)strategy that was started in 2003.
This is anchored on a five-point program:.. Streamline internal operations by strengthening the transaction processing capability of

the company through business process re-engineering and automation.

Collaboration aimed at expanding the reach of the company geographically and
exploring vertical integration of processes through business-to-business initiatives with
vendors and customers.

.

. Knowledge management that will enable various groups within the company to. interact
and exchange infonnation with one another and enable more effident leveraging of the
intellectual expertise of Petron. employees.

Business development which includes initiatives wherein IT becomes a major
contributor to the value of the products and services offered by the company to its
customers.

.

. Business analytics which helps all levels of management in dedsion-making.
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The components of the five-point program complement each other, with business process re-
engineering and automation as the encompassing basic strategy.

In line with this program, Petron has continued its operational streamlining activities. Business
analytics at various levels within the company have also been continuously strengthened
through the expanded use of the Business Information Warehouse (BW)facility.

In 2004, Petron partnered with Microsoft Corporation and implemented the firm's RMSpoint- of
-sale (POS)system in eight Petron service stations. This will be deployed in a total of 43 service
stations by the end of 200S.

The POSsystem makes use of scanners to record sales of bar-coded products at Treats stores.
The system is also connected to dispensing pumps at the forecourt so that the volume and
amount of fuel products dispensed for motorists are visible to the cashier from the cashier's
booth for sales processing. The ~ystem also includes many backroom functionalities such as
inventory monitoring, purchase order processing, in-house accounts processing, and sales
analysis.

The system is Hnked to the Petron head office such that product assortment, prices,
discounts/promotions and vendors from whom Treat stores may order products, are centrally
managed and then disseminated to the various service stations. On the other hand, sales,
purchasing, and inventory level information are uploaded every night from the service stations
to the head office for conso\idation and analysis purposes.

The POS system is expected to be a big aid in providing consistent and efficient customer
service at service stations; in standardizing products, prices, and promotions; and in building a
database of information that may be used for market sales analysis and rebates! cpmmissions
computation.

..
Human Resources

Petron's human resource programs continue to focus on aligning employees' competendes and
values with the desired organizational capabilities, values and business directions. In 2004, the
Human Resources Management Department (HRMD)continued to conduct in-house training
programs which focused on the disciplines of business-mindedness, technical competencies and
managing interfaces with customers. Work/life balance programs were also undertaken to
promote health and camaraderie. Some of the programs conducted were;. petron 101- This provided the employees with the opportunity to have a better

understanding of basic business processes so that they will be able to align their
individual responsibilities with corporate objectives. It was also aimed at developing
the consciousness of employees on current issues that affect the business and preparing
them for their role in delivering the Petron brand of customer service.

Partnership in Success- The employees simulated the role of top management in
managing a business so . they will appreciate the need to make decisions on
capitalization, resource planning and allocation, financial management,etc.

.
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Customer Intimacy- This course was conducted for dealers and employees and was
aimed at orienting them on the need to provide motorists with consistent good service
at the stations.

To promote a harmonious work environment, the 15th session of the Labor Management
Relations Seminar was conducted for employees of the Operations and Marketing Divisions.

.

Also in connection with labor relations. the 2004-2007 Collective BargainingAgreement
between Petron and the Petron Employeeslabor Union(PELU)was signed last December8.
2004.

In November 2004, Petron launched"a new Vision, Mission and Values (VMV)to energize the
organization and to realign the company's goals with the changed realities of the business
landscape. HRMDfollowed this up with a series of sessions to impart the new VMVto
employees in company offices and locations nationwide.
. '.

HRMD'also pub(ishedsix electronic newsletters whichfeatured employee events and included
.articles coveringthe human dimensionof corporate work life. It also posted in the intranet
videoclips of corporate events aimed at spreading corporate news and information to
employeesreadily.

Health, Safety and Environment

The Health Safety and Environment (HSE)Management Committee has regularly carried out
quarterly safety reviews and a thorough check-up of the fadlities in different installations of
the company. The HSECommitt~e visit.ed two bulk plants in 2003, and five in 2004. ,

Aside from the HSE Management Committee, there is an Operations Safety Group which
. conducts safety inspections to assess compliance with established company safety polides and
standards. \

Different training programs on safety are continuously conducted.

In 2003, these included Basic Safety Training, Oil Spill Control, Petroleum Safety and LPG
Handling seminars for its customers.

For 2004, the training programs conducted were:

. Basic Occupational Safety and Health Course. which was conducted by the World Safety
Organization. Attendance in this course is a pre-requisite for accreditation of a
contractor's Safety Officer as Occupational Safety and Health Practitioner with the
Department of labor and Employment's Bureau on Working Conditions. Starting 2005, all
contractors and haulers applying for accreditation will be re-qualified on safety and health
competence.

. Fire and ExplosionHazard Management (FEHM)and Quantitative RiskAnalysis (QRA)-which
were recommendedby ResourceProtection Internationalas one of the means to improve
the fire protectionpreparedness.aodresponseof the company.FEHMis a formalized
approach to establish a site-specific. rationalized, relevant, and cost-effective policy to
reduce potential fire and explosionconsequences. White QRAis the development of a
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quantitative estimate of risk based on engineering evaluation and mathematical techniques
for combining estimates of inddent consequences and frequendes. It involves complex and
extensive study on consequences modeling, probability data, vulnerability models/data,
local weather and terrain conditions, and local population data.

The QRAis the first of a three part implementation of the recommendationsfrom Resource
Protection International.The second part is the conduct of the Fire and ExplosionHazard
Management(FEHM)training. Andpart three is the developmentof a comprehensivepre-fire
plan, as well as developmentfor the phased implementationprogramfor the upgrade of our
fire protection fadlities.

Corporate Sodal Responsibility

~

Petron Foundation Inc. (PFI) continued its programs in the areas of education, environment,
health and human services.

Education:

. PFImarked the second anniversary of its "Tulong Aral ng Petron" program in 2004. During
the year, a total of 2,060 children were given educational assistance to pursue elementary
schooling. These scholars were enrolled in 80 public elementary schools in 12 cities and
municipalities in Metro Manila. Furthermore, PFI adopted the Bright Minds Read-Beginning
Reading Program (BMR-BRP),a reading enhancement program for Grade One students in
selected public elementary ,,$choolsparticipating in this endeavor through a partnership
established between PFIand the Ronald McDonaldHouse Charities (RMHC).RMHCwill assist
in the information, education and communications campaign of the BMR-BRPiwithinthe
participating public elementary schools and the public in general. It will also sponsor the
conduct of Project Joy - a gift-giving activity for underprivileged kids. every Detember.

. Under its "Petron School Program", PFI in collaboration with Petron's Operations group
bunt three classrooms at Vicente Hizon E(ementary School in Davao City and two in looe
Elementary School in Lamitan, Basilan in 2003. Three new schools or 12 classrooms were
built in 2004. These are in Limay, Bataan; Pangyan, Sarangani, and Zamboanga City. So far,
a total of six schools have been built by Petron.

. Stitt related to the "Petron School Program," PFJwas among five Philippine organizations
who partnered with The International Youth Foundation (IYF)in an alliance to improve
education quality and enhance the life and employability skills of Filipino youth. The
program "Education and Livelihood Skills Alliance" is getting support from the USAgency
for International Deve[opment (USAID)to undertake a three-year initiative to benefit young
people who live in the southern island of Mindanao including the Autonomous Region in
MuslimMindanao (ARRM). Under this program, Petron will build 17 schools until 2007.

. PFI continued with its other educational activities like "Sa Aklat Sisikat" which is a reading
literacy program wherein the reading development of Grade 4 students are monitored.

11
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Environment:

Environmental programs remain an essential part of the Foundation's corporate social
responsibility work. Kontra Kalat sa Dagat and tree/mangrove planting are continuing
activities. Petron employees joined in the clean-up of a major portion of the Manila Bay along
RoxasBoulevardin celebration of the 18thInternationalCoastalClean-upDay.

Health and Human Services

Through Petron's Lakbayanihan Program, a total of 3,728 residents of Navotas were given free
medical and dental treatment as well as medicines.

Petron also participated in relief operations (which included soliciting. donations) for areas
hard.JrJitby typhoons. Petron employees not only contributed relief items but also conducted
relief operations in Camarines Sur, Nueva Ecija, and Bulacan while the Petron Dealers
Association mobillzed the service station network as drop-off points for relief items.

As in previous years, Project Joy was held in December 2004 to make Christmas a memorable
day for 2,500 children of jeepney drivers and children from the DSWDshelter homes in Metro
Manila.Alsoincludedwere Petron Tuiong Arai Scholars.

PFI received in March 2004 the AnvilAward of ExceUence from the Public Relations Society of
the Philippines and the Gold Quill Merit Award from the International Association of Business
Communicators. It has also been recognized by the Philippine Business for Social Progress, the
League of Corporate Foundations, Tri-Sectoral Group on Poverty, Department of SoCialWeLfare
and Development, Department of Education and Culture and the Department of Environment
and Natural Resources as one of the leading advocates of corporate social responsibility.

~ ,

(1) Business of Issuer

(a) Description of Registrant

(i) Principalproducts or services and their markets:

Petron's prindpal businessinvolvesthe refiningof crudeoil and the marketingand distribution
of refined petroleum products, mainlyfor the domestic market. It supplies more than one-
third of the country's petroleum product requirements. It sells a fun range of refined
petroLeumproducts, including: industrial fuel oil, low-sulfurdiesel, premium and regular
gasoline, liquefiedpetroleum gas (LPG),aviation turbo fuel, kerosene, asphalt, butane, pitch,
and two grades of solvent. Straight-runfuel oil, diesel, naphtha and asphalt are exported.
Lubricatingoils and greases are manufactured at Petron's Lube Oil BlendingPlant at the
PandacanTerminal.Whennecessary,somerefined petroleumproductsare imported.

The major markets in the petroleum industry are RetaH, Industrial and LPGrrades. Mixed
Xyleneis another sourceof export revenues.

12
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Petron sells its products to both industrial end-users and resellers through a nationwide
network of service stations, Gasul dealers and retail outlets.

(ii) Percentage of sales or revenues contributed by foreign sales:

Sales Revenue

~

(Hi) Distribution methods of products or services:

Petron's bulk petroleum products are refined from crude oil at its refinery in Lim",y,Bataan.
Fromthe Bataan Refinery,products are distributed to the variousbulk storage terminals and
direct consumer accounts nationwide using a fleet of barges and tankers. Products are
distributed via pipelineto the BataanCombinedCyclePowerPlant of NPC. Fromthe storage
depots, bulk products are haule"Oby tank trucks to service stations and to direct consumer
accounts. Sometimesproducts are sourced from "rationalized" depots operated by other oil
companies.

\

Sales to customerswithin the terminal's tributary area are withdrawn by a tank truck along
with their fuel requirements.

Lubesand greases in various packagesare also transported via container vans to bulk plants
and terminals outside Metro Manila. Sales Centers are also established to market these
products.

In the LPGtrade, Petron has a nationwide network of retail dealerships and outlets. To
guarantee conveniencefor the customerin purchasingGasuland accessories, retail Outletsare
usually situated in the vidnity of residential areas or at service stations. Also, we have
"Tawag LangCenters" whichthe customers can caUto place their orders, and these centers
will ask the dealer nearest the residence or location of the customer to deliver the product.

(iv) New products or services:

Petromate Engine Flush- This is a fast-acting system cleaner designed to remove harmful
internal engine deposits. It is recommendedfor use before the regular change oil to help keep

13
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Domestic Exports Total

2002, in mitlion pesos 81,560 10,770 92,330
2002, in percent 88% 12% 100%

2003, in miUionpesos 96,472 14,265 110,737
2003, in percent 81% 13% 100%

2004, in million pesos 134,275 13,081 147,356
2004, in percent 91% 9% 100%
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the engine clean for better performance. The major function of Petromate Engine Flush is to
clean the lube oil crankcase by "removingcombustion and oxidation trash such as gummy and
varnish-like deposits, sludges and other contaminants.

Automotive Diesel Oil (ADO) -The sulfur content of ADOwas further reduced to 0.05%
maximum in order to meet the requirements of the Clean Air Act. Petron has continued to
produce 0.30% sulfur diesel (Industrial Diesel Oil) to meet the requirements of the industrial
sector.

Rev-XProduct Quality Upgrade-The quality level of Rev-X Trekker has been upgraded from API
CH-4to CI-4.This means that the product's special formulationenables it to provide added
dispersancyand anti-wear protection. It is effective insustaining engine durability,where EGR
and other exhaust emission control devices are used -typicaUy in high-end cars. Rev-X Trekker
also meets the performance requirements of major American, European and Japanese OEM's.

~

(v) Competitive business conditions and the registrant's competitive position in the
industry and methods of competition:

A. Competitive Business Conditions

The country's Gross Domestic Product (GDP)grew by 6.1%in 2004, compared to 4.7% in 2003.
The growth was attributed to continued strength in the services sector and recovery in
industrial activity. The service sector, which accounts for about 44%of GDP,grew by 7.3%with
double-digit groWthin communication and a strong recovery in the transport sector due to the
national election. Industry expanded by 5.3%.Major contributors to this are the manufacturing
and construction groups, which also gained from election related activities. Also, the growth in
the manufacturing sector was br5"ughtabout by an increase in exports of 14%. '

on Demand. With the strong recovery in the industry and transport sectors, demand for
petroleum products increased by 1.9%. Based on preliminary figures from the Department of
Energy, diesel and fuel oil, which comprise about 60%of total demand, increased by 3.2%and
8.7%, respectively. Premium gasoline also grew by 2.1% because of personal consumption
expenditures and again because of the election.

Peso-DoUar Exchange Rate.:. The peso exchange rate against the USdollar averaged P56.04 in
2004 compared to P54.21 in 2003. The major factors that affected the peso include market
apprehensions over risks of a sovereign credit rating downgrade and persistent concerns over
the fiscal situation. The peso's decline, however, was tempered by inflows of OFWremittances
and favorable export performance. The high peso-dollar rate implies higher operating and
capital costs for Petron.

Inflation and interest rates increased. 'n(ation averaged 5.5% in 2004 vs. 3.0% in 2003.
Supply-side factors mainly drove inflation i.e. increase in global oil prices which translated into
higher cost of transport services and other goods, as well as the occurrence of typhoons and
domestic supply constraints that affected the availability of certain food products.

Domestic interest rates also rose particularly in the fourth quarter with the 91-day t-bitl rate
averaging 7.8%compared to 7.5%in the previous quarter. For the whole year, 91-day t-bill rate
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averaged 7.3% versus 6.0% in 2003. The rise in interest rates reflected concerns over higher
inflation, the fiscal deficit, and the risks of downgrade in the country's credU rating.

Price of Crude. Dubaicrude prices averaged $33.63 per barrel, 26%higher than the $26.79
level in 2003. The uptrend was driven by a combination of demand and supply concerns, such
as market uncertainty due to geopolitical events in major oil producing countries like Iraq,
Nigeria and Venezuela; overall thin spare capaCity; and sustained growth in oil demand
particularly in China.

Tight Industry Competition. New players captured about 13%of the market (including direct
imports by end-users). They have substantially gained in the LPGsegment capturing about 43%
of total sales. They have cornered about 13%of diesel and 10%of premium gasoline sales last
year. New players have been very aggressive in extending discounts to customers, thus, putting
pressure on margins.

Alternative Indigenous Fuels. Environmental concerns and the uptrend. in oil prices further
shoretJ up moves towards promoting alternative fuels like natural gas, ethanol and coco-methyl
ester (CME)fuel blends. .

Natural gas continues to play prominently in government's energy programs. The natural gas
sector is being afforded with incentives such as lower tariffs for equipment, subsidy programs
and preferential routes/franchises for land transport.

Also, the Philippine and Thai governments are jointly working towards the formulation of
harmonized regional fuel standards for ethanol-blended gasoline as alternative fuel.

Illegal trading practices. Cases of smugglingand illegal trading (e.g. "bote-bote" retailing,
pilferageof LPGtanks) haveincreasedfollowingthe market's deregulation.Thishas resulted in
unfaircompetitionamongplayers. .

Activism of Local Government Units (LGUs). The industry continues to be vulnerable to the
growing activism of LGUsfollowing the Pandacan Scaledown and temporary closure of Navotas
bulkplant. Other bulkplant locationscouldbe the object of similarmoves. i

Public Perception on Fuel Pricing. The public's understanding of fuel pricing rem~ins limited
to recovery of direct costs (e.g. recovery of cost of crude). The public needs to appreciate that
oil companies are commercial entities that need to obtain a reasonable return on investments
to keep them viable over the long-term.

B. Competitive Position

Petron's total market share for 2004 is 37.7%if we take into consideration the total industry.
Shell and Caltex has 33.1% and 16.1%, respectively and the new oil players' share decreased
from 14.0%in 2003 to 13.1%in 2004.

Among the various trades, Petron's market share was highest in Industrial with 41.8%. The
remarkable increase of 24.4% compared to 2003 was due to the acquisitionof new accounts.
The rest of the pie was shared by Shell with 34.0%, Caltex with 14.7%and the new players with
9.5%. In the Reseller Trade, Petron is now the market leader with a 33.7%market share which
was lightly higher than Shell (33.5%).
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In the Gasul Trade. the new players garnered 43.1%. We had 26.5%which is higher than the
Shell's 22.8%and Caltex' 7.6%. .

Shell is the market leader in the Lube Trade with 38.1%. foUowed by Caltex with 32.0%. Our
market share grew by 1.1%.bringing this to 29.9%.

C. Methods of Competition

Historical data shows that Petron has effectively gained and protected its market leadership in
the industry. It has strengths in terms of organization. technology. assets, resources and
infrastructure. It has continuously developed or adopted initiatives that will improve
operational efficiencies; manage costs and risks; maximize utilization of its assets and

. opportunities like tapping new markets, engaging in new businesses etc.

"
(vi) Sourcesand availabilityof raw materials and the names of prindpal suppliers:

Arabcrude accounts for 91%of total crudes purchasedin 2004and the remainderwas sourced
from the Far East likeTapis, Miriand Belida.Wehave a supplyagreement with SaudiAramco
which is in effect for 20 more years, and a crude supply agreement with.Petronas that is
renewedannually.For2004,our contract with the latter was limitedto Tapis, Dulangand Miri.

(vii) Dependence on one or a few major customers and identity of any such major
customers:

Sales to NAPOCORaccount for about 13% of Petron's total sales. loss of this account will
impact on sales volume.

..

(viii)Transactions with and/or dependence on related parties:

Since 1993, Petron has been leasing from PNOCcertain parcels of land where its refinery and
most of its bulk plants, terminals, service stations are located. Petron has also been leasing
from New Ventures Realty Corporation some parcels of land where some of its depots,
terminals and many service stations are located. Majority of the insurance policies of Petron
for 2003 were placed with Petrogen Insurance Corporation. In 2003, Petron purchased 91%of
its crude from Saudi Aramco, which is wholly owned by the Saudi Arabian Government.

(ix) Patents, trademarks, licenses, franchises, concessions, royalty agreements or labor
contracts:

a. Petron has trademark registrations for a term of 20 years for its Rev-X,AS, Petrogrease,
Cablekote, Gearkote, Gearfluid, Gasulette, Gasulite, Gasulgrille, Gasul, Marinekote, LPG
Gasul Cylinder 50 kg., Gasul and Device, LPGGasul Cylinder 11 kg., Petron STM,Petron
Autokote, GEP, Regatta, Petron Old logo, Hypex, Extra, Petron Old logo (Tradename),
2T, Tumol, Petromar HO, Spinol, Airlube, Hydrotur, Petromix, Voltran, Stemol, Petrocyl
680, Printsol 600, Overglide, Grease Away, Petrokut, Petron Railroad Extra, Rubbex,
Petron Dust Stop Oil, Oil Saver, Petron HO, Petron HD3, DCl 100, Mitrol, Petropen,
Petron GST,Petron with xcs.
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b. Petron has pending applications for registration of the following trademarks: Ultron, on
Improver, Lubritop, Antimist, Power Booster, Grease Solve, Zerflo, Process Oils, Petron
XD,TDH50, Petron 2040, Petrotherm 32, Petrokote, Petrosine, Petron 2T Motorcycle Oil,
Petromate with Logo, Petron Motor Oil, New Petron Logo, Automatic Transmission Fluid,
Engine and Radiator Coolant with Radiator Device, Powerburn 2T, Gasulito with Stylized
Letter Ifp", Gasulito (7kg.) Container, Petron HDX,Super DC, Molygrease, Petron GX,
Asphaltseal, Petron TF, Ropgriz,Cable Lube, Petron DOT-3Brake Fluid, Petron Engine
Flush, Treats, Solvent 3040, Petron Radiator Cleaner, Adgas, Blaze, Ultimax,
Petronconnects.com, LPG Gasul Cylinder 2.7 kg., "Your Friend on the Road", Petron
Gasul 11-kg POL-VALVEDCylinder, Ultron Speed, Ultran Rallye, Rev-XTrekker, Rev-X
Hauler, Rev-XHD,Bult's Eye, Ultron Race, UltronTouring, Rev-XAllTerrain, Petromul
CSS-1, Ultron Extra, Clean 'n Shine, Sprint 4T, Xpert Diesel Oils, Ultimate Release from
Engine Stress, Xpertsa Makina Express ang Kita, It's Oil You Need, Pchem, Petrocare,
Penetrating Oil, Gas Saver, Super Coolant, Brake and Clutch, Lakbay Alalay, 2T Enviro
with Oil Drop, Rover, P~tron Freeport Corporation and Petron Marke!ing Corporation.
"

c. Petron has copyrights for its 7-kg LPGcontainer, Gasulito with stylized letter "P" and.2
flames, for Powerburn 2T, and for Petron New Logo (22 styles). Copyrights endure during
the lifetime of the creator and for 50 years after his death.

Petron has a license agreement with Pennzoil-Quaker State Company (Pennzoil) for a
period of 5 years beginning January 1, 2004 with the exclusive right to manufacture, sell
and distribute in the Philippines PennzoH products. The agreement also includes the
license to use PennzoH trademarks in exchange for the payment of royalty fee based on
net sales value.

d.

e. Petron has Collective Bargaining Agreements with its three unions, namely: (a) Bataan
RefineryUnionof the Philippines(BRUP);(b) Petron EmployeesLaborUnion (PELU);and
(c) Petron Employees Association affiUated with the National Association of Trf1deUnions
(PEA-NATU).The CBA'with BRUPexpired on April 30, 2004 and negotiations for its
renewal are in progress. With PELU,the CSAwas renewed for another three (3) years
effective July 1, 2004 to December31, 2007. The CBAwith PEA-NATUwill expireon
December 31,2005. \

(x) Need of government approval of principal products or services:

The Downstream Oil Industry Deregulation Act of 1998 (R.A. No. 8479) requires the registration
with the DOEof any fuel additive prior. to its use in a product. Product specifications have to
comply with the requirements of the Department of Trade and Industry (through the Bureau of
Product Standards).

In compliance with the Philippine Clean Air Act of 1999 (R.A. No. 8749), Petron produces: (i)
unleaded premium gasoline with an anti-knock index (AKI)of not less than 87.5 and Reid vapor
pressure of not more than 9 psi; (ii) unleaded gasoline with aromatics not exceeding 35%by
volume and benzene not exceeding 2% by volume; (m) c:mtomotiva diesel containing a
concentration of sulfur not exceeding 0.05% by weight with a cetane number of not less than
50; (iv) industrialdiesel containinga concentrationof sulfurnot in excessof 0.30%.

Government regulations stiU require the foUowing: Fire Safety Inspection Certificates;
Certificates of conformance of facilities to national or accepted international standards on
health, safety and environment;Product LiabilityInsuranceCertificates or ProductCertificate
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of Quality; and the Environmental and Compliance Certificate issued by the DENRfor service
stations and for environmentally-criticalprojects. These certificates have to be submitted to
the Departmentof Energyfor monitoring(not regulation)purposes- .

Reports to the DOEare also required for the following activities/projects relating to petroleum
products: (i) refining, processing, including recycling and blending; (ii) storing/transshipment;
(iii) distribution/operation; (iv) distribution/operation of petroleum carriers; (v) gasoline
stations; (vi) LPGRefilling Plant; (vii) Bunkeringfrom freeports and special economic zones.

(xi) Effect of existing or probable government regulations on the business:

Clean Air Act (CAA). In compliance with the fuel standards set by this law, Petron embarked
on .the following major investments: Gasoil Hydrotreater and Isomerization Unit. These
facHides will enable the company to produce the compliant fuels.

Further Tightening of Fuel Standards. The recent tightening of RegionalFuel Specs (sulfur
limitsin diesel) mayalso lead the PhilippineGovernmentto consider the further tighteningof
fuel specifications relative to current CAA-mandatedstandards. DOEis also reviewing a
proposal to reduce industrial diesel specificationsto 0.05%by 2009. A further tightening of
diesel specswill necessitate additionalinvestmentsin the refinery's desulfurizationcapacity.

CleanWater Act. Signedlast March2004, this law embodiesa water pollutioncontrol policyto
cover all water resources,such as inland surface waters, groundwater, estuaries, coastal and
marine waters. Compliancewith effluent standards could entail additional investments in
wastewater treatment facilitiesto complywith stringent limitson discharges.

Increase in import duties on crude and petroleum products to 5%from 3%. Importduties
were increased effective January 1, 2005, as embodiedin ExecutiveOrder (E~O.)nolo336. The
adjustment in duties was enacted to help address the fiscal deficit problem.

\

Proposed lifting of VATexemptions on the sale or importation of petroleum products and
raw materials for the manufacture of petroleum products. The proposal is aimed at
increasing government revenues to heLpmitigate the fiscal deficit. Similar to EO336
(increasing import duties to 5%),the lifting of VATexemptions will redound to higher oil prices
and consequently, higher costs of goods and services. This would dampen consumer demand,
and consequently affect aU-intensive sectors like manufacturing and transport.

Proposed Rationalization of Tax Incentives for BOI-registeredprojects. . The proposal is also
among the recommended measures being pushed by Government to help address the fiscal
deficit. If approved, this could limit the incentives that will be given to oil companies for
refiningand marketinginvestments registeredwith the BOlo

(xii) Estimate of the amount spent during each of the last three fiscal years on research and
development activities: . .

Every initiative or program the company undertakes would have a research and development
aspect to it but it is not always a distinct component. Often, this element is integrated into the
other aspects or operational levels of our program.
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(xiii) Costs and effects of compliance with environmental laws:

Compliance with the various environmental laws like the Clean Air Act, Clean Water Act, Solid
Waste Management Act, etc. will definitely entail costs and additional investments on the part
of the company which wilt in turn result to higher production costs and operating expens~s.

(xiv)Total number of employees:

As of December 31, 2004, the company has seven Executives, 761 Managerial, Professional and
Technical employees, and 466 Rank and File employees or a total of 1,234.

~

(8) Properties

Petron owns the largest petroleum refinery complex in the Philippines located in Limay,
Bataan. This refinery has a crude distillation capadty of 180,000 barrels per day (BPD). It has
three Crude Distillation Units, a Vacuum Pipestill, a Thermofor Catalytic Cracking Unit, a
Continuous Catalyst Regeneration Unit, a Powerformer Unit, a Gasoil Hydrotreater Unit, an
Isomerization unit, a Gas Oil Desulphurizer Unit, a Sulfur Recovery Unit, a Kerosene Merox
Treater, two Naphtha Hydrotreaters, two LPG Treaters, a Kero Hydrosweetener, a Caustic
Regeneration Unit, a Solvents Plant, Waste Water Treatment Facilities, seven Steam
Generators, five Turbo Generators, Flare and Safety Relieving Fadlities, Bulk Asphalt Loading
Facilities, several crude storage tanks, as well as several refined petroleum products storage
tanks. It has its own piers and Q.therberthing fadlities one of which can accomm9date even
very large crude carriers. Petron also has a 7,200 BPDMixedXylene Plant.

I

Petron also operates an extensive network of terminals and bulk storage and satellite facilities
and LPG plants which are located in Luzon, Visayas and Mindanao. Its major terminals and
plants are in Limay, Bataan; Pandacan, Manila; Rosario, Cavite; Ugong, Pasig City; Mabini,
Batangas; Poro Point, San Fernando, La Union; Mandaue City; Lapuz, Iloito City; Bacolod City;
Tagoloan, Misamis Oriental; Sasa, Davao City; and Zamboanga City. Its bulk plants and sales
offices in Luzon are located in Aparri, Cagayan; Calapan, Oriental Mindoro; Pasacao, Camarines
Sur; Legaspi City, Albay; Puerto Princesa, Palawan; San Fernando City, Pampanga, and Navotas,
Metro Manita. In the Visayas and Mindanao, the bulk plants are in Amlan, Negros Oriental;
Culasi, RoxasCity; Linao, Ormoc City; Anibong, Tacloban City; Isabel, Leyte; Tagbilaran City,
Bohol; Iligan City; Jimenez, MisamisOccidental; General Santos City; Naslpit, Agusan del Norte
and Ipil, Zamboanga del Sur.

Petron has airport installations at the JOCASP,NAIA,Pasay City; Laoag City; Mactan, Cebu; and
Davao City. Since Petron is no longer qualified to own the parcels of land where the Bataan
Refinery, the terminals, the bulk plants and the service stations are located, these lands are

. now leased from PNOCand from NewVenturesRealtyCorporationon 25-year leases, which
are renewable. Petron's lease agreements on those lands owned by private persons vary as to
their terms and conditions, including the period of lease.
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(C) Legal Proceedings

In 2004, Petron was involvedin certain litigation some of which are material as this term is
understoodunder the law. Theseare:

1. Petron Corporation v. Commissioner of
Internal Revenue and SIRRegional Director of
Makati, Region 8
Court of Tax Appeals
CTACase No. 5657
Date Filed: July 7, 1998

Commissioner of Internal Revenue v. Petron
CorpClration
.Court of Appeals
CA-G.R.SP No. 55330
Date Filed: October 1999

Background: In April 1998, the BIRdemanded from Petron payment of alleged delinquent
specific taxes, inclusive of surcharges and interest for the years 1993 to 1997. Protesting the
collection inasmuch as its excise tax liabilities had been fully paid through the use of validly
issued Tax Credit Certificates (TCCs).Petron elevated its protest to the Court of Tax Appeals
(CTA)in July 1998. The CTAruled in favor of Petrone In 1999. the BIRCommissioner elevated
this ruling to the Court of Appeals where it is still pending.

Relief sought on Appeal: The BIRseeks a reversal of the CTA decision and prays for judgment
ordering Petron to pay P1.107.a.42.547.08 jn excise tax [jabH1tiesfor 1993-1997 inclusive of
surcharges and interest. plus 25%surcharge and 20%annual interest from April 22, 1998.

Status: The Court of Appealsissued a resolutionsuspendingresolutionof the case until the
termination of the DOFinvestigationon the TCCsassignedto Petrone .\

2. Petron Corporation v.
InternalRevenue(erR)
Court of Tax Appeals
CTACase No. 6136
Date Filed: July 10, 2000

Commissioner of

Background: In November 1999, the BIRassessed a deficiency tax of P651,334.263.92 (inclusive
of interest, charges and penalties) based on a batch of cancelled Tax Debit Memos (TDMs)
issued against TCCsthat were assigned and transferred to Petron and used by it to pay excise
taxes. The Department of Finance (DOF) One-Stop-Shop and Duty Drawback Center pursuant to
Excom Resolution No. 03-05-99 declared that these TCCs were fraudulently issued and
transferred. .

Protesting this assessment) Petron filed the Petition for Review (with Motion to Stop Collection
of Deficiency ExciseTaxes, Surcharges and Interest) before the eTA.

Status: The case was submitted for resolution on October 29, 2003. However, on September
24, 2004, the CTA, upon motion of the CJR,and over the objection of Petron, reopened the
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case and set it for hearing for presentation of further evidence by the CIR. Petron has filed a
Motion for Reconsideration of the reopening of the case.

3. Petron Corporation
InternalRevenue
CTA Case No. 6423
Court of Tax Appeals
Date Filed: April2002

v. Commissionerof

Background: In January 2002, the BIRissued a tax defidency assessment against Petron for the
total amount of P739,003,036,32 (inGlusiveof interest and charges) since the TCCsand TDMs
used to pay the exdse tax liabilities had been identified as cancelled by the DOFOne-Stop-
Shop and Duty Drawback Center.

In April 2002, Petron filed a Petition for Review with a prayer for a TROwith the Court of Tax
AppecWs. . .
Status: The CIRrested its case in May 2004. However, on October 4, 2004, the CTA, upon
motion of the CIR, and over the objection of Petron, reopened the case and set it for hearing
for presentation of further evidence by the CIR. Petron has filed a motion for reconsideration
of the reopening of the case.

4. People of the Philippines v. Antonio P.
Belicenaet at
Criminal Cases Nos. 25922 to 25939
Sandiganbayan(4th Division)
Date Filed: April 6, 2000

Background: In eighteen (18) cai,es, former Petron offidals are charged with violations of the
Anti-Graft and Corrupt Practices Act for having allegedly conspired with former offittals of the
DOFOne-Stop-Shop and Duty Drawback Center, BIRand the Bureau of Customs (BOC;)and with
private individuals to defraud the government by accepting fraudulently issued TCCsamounting
to about P614.7millionand thereafter, by usingthese TCCsin payment of taxes.l()ue to the
prolonged delay in submitting the results of the reinvestigation by the Office of the Special
Prosecutor, the Sandiganbayan on August 20, 2001, dismissed these cases. However, on
February 2, 2002, the Sandiganbayan set aside the dismissal. On December 12, 2003, the
Sandiganbayan denied the accused's motion for reconsideration.

Status: 00 March 22, 2004, invoking their right against double jeopardy, 2 former Petron
officials already arraigned, filed their Petition for Certiorari with the Supreme Court to nullify
the setting aside of the dismissal. In the meantime, reinvestigation of the cases has been
terminated and the Ombudsman has resolved to pursue prosecution.

5. People of the Philippines v. Antonio P.
Belicena et at.
Criminal Cases Nos. 27654-27736 (OMB0-11-
0973)
Sandiganbayan (4thDivision)
Date Filed: August 2002

Background: A former Petron officer is charged with violations of the Anti-Graft and Corrupt
Practices Act for having allegedly conspired Withformer offidals of the DOFOne-Stop-Shop and
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Duty Drawback Center, BIRand BOCand With private individuals to defraud the government by
accepting TCCsfraudulently issued to Diamond Knitting Corporation.

Status: The arraignment scheduled on March 6, 2003 was deferred until further notice. In the
meantime, reinvestigation of the cases has been terminated and the Ombudsman has resolved
to pursue prosecution. In May2004, the Petron official was arraigned.

6. Special Presidential Task
AntonioP. Belicena, et al. .
Ombudsman
OMB-C-C-03-0236-D
Date Filed: March 18, 2003

Force 156 v.

Background: A former Petron officer is charged for having allegedly conspired With former
officials of the OOFOne-Stop-Shop and Duty Drawback Center and With private individuals in
coffilRitting plunder, violation of the Anti-Graft and Corrupt Practices Act and Estafa for the
fraudulent issuance of TCCsto Filstar Textile Industrial Corporation and their subsequent
fraudulent transfer to Petron.

Status: The counter-affidavit of the Petron officer was fj(ed on June 16, 2003. The case is
deemed submittedfor resolutionafter SPTF156filed its ReplyAffidavit.

7. Special Presidential Task
Antonio P. Belicena, et al.
Ombudsman
OMB-C-C-O3-0546-J
Date Filed: June 11, 2003

Force 156 v.

Background: A number of petwn officers and employees are charged for havin,gallegedly
conspiredwith former officialsof the DOFOne-Stop-Shopand DutyDrawbackCenter and the
ownersand officers of AUstarSpinning,Inc. in committingplunder, violationof thEtAnti-Graft
and Corrupt Practices Act and Estafa for the fraudulent issuance of Tees to said corporation
and their subsequent fraudulent transfer to Petron. .\

Status: The counter-affidavits of the Petron officers and employees were filed in December
2003. The case is deemed submitted for resolution after the SPTF156 filed its Reply Affidavit
in January 2004.

8. Special Presidential Task Force 156 v.
. Antonio P. Belicena, et at.

Ombudsman
. OMB-C-C-O3-0735-L

Date Filed: September 30, 2003

Background: A number of Petron officers and employees are charged for having allegedly
conspired with former offidals of the DOFOne-Slop-Shop and Duty Drawback Center and the
owners and officers of New Alliance Thread Co., Inc. in committing plunder, violation of the
Anti-Graftand Corrupt Practices Act and Estafa for the fraudulent issuance of TCCsto said
corporationand their subsequentfraudulent transfer to Petron. -

1
I.
I

Status: The counter-affidavitsof the Petron officers and employeeswere filed in February
2004..
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9. Special Presidential Task
Antonio P. Belicena, et at
Ombudsman
Oh\B-C-C-Q4-0064-B
Date Filed: January 30, 2004

Force 156 v.

Background: A former Petron officer is charged for having aUegedty conspired with former
officials of the DOFOne-Stop-Shop and Duty Drawback Center and with officers of Express
Colour Industries, Inc. in committing plunder, violation of the Anti-Graft and Corrupt Practices
Act and Estafa for the fraudulent issuance of TCCs to said corporation and their subsequent
fraudulent transfer to Petron. It should be noted that in this case, notwithstanding the fact
that the alleged fraudulent TCCsof Express Colour were not used by Petron to pay for its own
tax obligations, nonetheless conspiracy charges for fraudulent acts were filed against the
Petron Officer.

"

Status: The counter-affidavit of the Petron officer was filed on August 13, 2004.

10. Petron Corporation v. N.ayorTobias Tiangco
Supreme Court, 2ndDivision
G.R. No. 15881
Date Filed: July 1'7, 2003

Petron Corporation v. Mayor Tobias M.
Tiangco and Muniqpal Treasurer Manuel T.
Enriquez
Regional Trial Court of Malabon
CivilCase No. 3380-MN
Date Filed: May 20, 2002 oj..

Background: On March 4, 2002, the Municipality of Navotas assessed Petron the iamount of
P10,204,916.17as business taxon the sale of diesel fuel at Petron depot at the Navotas
Fishport. Petron questioned the assessment in an action for Cancellationof Ass\;!ssmentof
DeficiencyTaxes before the RegionalTrial Court of Malabon. The RTCrendered its Decision
dated 5 May2003 dismissingPetron's complaintand ordering Petron to pay the businesstax
assessed. .

On July 17, 2003, Petron filed a petition for review with the Supreme Court with a prayer for a
temporary restraining order (TRO).

Relief sought: Reversal of the RTCDecision and the cancellation of the questioned assessment
ofthe Municipality of Navotas.

Status: The Supreme Court issued a TROagainst the Mayorand Municipal Treasurer of Navotas
on August 6, 2003 which enjoined the latter from closing Petron's Navotas oil depot. The
petition is now deemed submitted for decision with the parties' submission of their respective
memoranda.

11. Petron Corporation v. City Council of ManUa,
et al.
Regional Trial Court of Manna
Case No. 03.106379
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Date Filed: April 25, 2003

Background: The City Council of Manila, citing concerns of safety, security and health, passed
City Ordinance No. 8027 reclassifying the areas occupied by the Oil Terminals of Petron, Shell
and Caltex from Industrial to Commercial, making the operation of the Terminals therein
unlawful. Simultaneous with efforts to address the concerns of the City Council with the
implementation of a Scale Down Program to reduce tankage capacities and joint operation of
facUities with Shell and Caltex, Petron filed this petition to annul city Ordinance No. 8027 and
enjoin the City Council of Manila, as well as Mayor Joselito Atienza from implementing the
same.

Relief sought: Nultification of Ordinance No. 8027

I
I

I

I

Status: On May 15, 2003, the RTC, upon agreement of the parties, issued a status quo order
which prevents the respondents from enforcing the Ordinance until furth~r orders of the Court
or teFffiination of the case. The case was referred to and is undergoing mediation before the
Philippine Mediation Center.

12. Liquefied Petroleum Gas
Association v. Pilipinas Shell,
Total (Philippines)
Regional Trial Court of Pasig City
Spl CivilAction No. 2741
Date Filed: November 10, 2004

Marketers
Petron, and

Background: The plaintiff, a group of independent refHlers engaged in the business of buying,
seUing, distributing, and marketing of liquefied petroleum gas (LPG), claims to have acquired
ownership of defendants' LPGcylinders in good faith. lPGMAclaims that it can exercise all
rights of ownership over the grlinders, subject to the intellectual property rights of the
defendants.

I

Relief sought: LPGMAprays for judgment authorizingits members to repaint/obliterate the
marks on the defendants' LPGcylinders-and all LPGcylinders which now or in the -future may
come into their possession;or to compel the parties to enter into a swapping.arrangement
and! or compelling the defendants to buy back the subject LPGcylinders.

Status: Summons was served on Petron on November 23, 2004.

TCC-Related Cases

In the TCC-related criminal cases, Petron officials are uniformly charged or accused of having
conspired with former officials of the DOFOne-Stop-Shop and Duty Drawback Center, BIRand
the SOC and with private individuals to defraud the government by accepting fraudulently
issued TCCs and thereafter, by using these TCCsin payment of taxes. The Petron officers had
acted on or signed the Deeds of Assignment in official capacities. The Company continues to
express its full confidence in the integrity of its officers and employees, former and current.
The Company therefore expects that the charges against these Petron officers and employees
will be dismissed.
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The Company maintains that it has not been involved in the issuance of these TCCsand that it
had relied on the approval by the DOF and the BIR with respect to the issuance. the
assignment. and the use of these TCCs. The Company and its officers maintain that they have
not gained any undue advantage in any of the TCCtransactions and for each TCCthat was duly
assigned and accepted. the Company issued an equivalent Company Credit Note that was used
to pay for the products of the Company.

The other litigated matters are the usual collection cases, dealership cases, labor cases, and
cases for damagesin whichthe amountsinvolvedare not material as this term is definedin SRC
Rule12.

,

'"
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(A)

PART11-SECURITIESOFTHEREGISTRANT

Market Price of and Dividends on Registrant's Common Equity and Related
Stockholder Matters

(1) Market Information

The registrant's commonequity is principallytraded at the PhilippineStock Exchange. The
highand lowsales pricesfor each periodare indicated in the table below:

Price as of last trading day of the year, December 29, 2004, was P3.25 per share.

The total number of stockholders~as of December 31, 2004 is 196,828.

(2) Holders

List of Top 20 Stockholders
As of December 31,2004
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2004
1n Quarter J.55 1J-Feb-O4 2.34. 05,O8-Jan-O4
2nfJ'Quarter 3.40 27,28-Apr-04 2.75 01-Apr-O4
JruQuarter 3.05 01,02,06-Jul-O4 2.42 24-Aug-O4
4thQuarter 3.35 08-Nov-O4 2.80 13,15, 18-0ct-

04
2003
1>'Quarter 1.78 27-Mar-03 1.54 02,06,07-09-

Jan-O3
2noQuarter 2.18 16-Apr-O3 1.78 02-June-03
3roQuarter 2.32 17-Jut-O3 1.88 29-Aug-03
4'" Quarter 2.32 23-Dec-O3 1.98 01-0ct-03

Rank Name Nationality No. of shares %

1 Philippine National Oil Company Filipino 3,750,000,006 O.OO

2 Aramco Overseas Company B.V. Netherlands 3,750,000,005 40.00
,

3 PCDNominee Corp. Filipino 531,089,091 5.66

4 PCDNominee Corp. Foreign 503,976,134 5.38

5 Home Development Mutual Fund Filipino 18,830,091 0.20
Ansaldo, Godinez 8: Co. Inc. FAD Mark V.

6 Pangilinan Filipino 8,000,000 0.09

7 Siao Tick Chong Filipino 7,500,000 0.08

8 Dr. Shahrad Rahmanifard Iraninian 6,000,000 0.06



(C)

~

(3) Dividends

On May 18, 2004, the company's Board of Directors declared a cash dividend in th~ amount of
PO.20/share. Stockholders on record as of June 2, 2004 were paid their dividend on June 28,
2004.

The previous year, on May 6, th~ Board had also declared a cash dividend of po.2d per share.
All stockholders on record as of May29, 2003 were entitled to the dividend. The payment date
for shareholders whose shares were lodged with PCDwas June 25, 2003 and July 11, 2003 for
other shareholders. .\

(8) Description of Petron's Shares

The registrant's securities consist entirely of common stock with par value of P1.00 per share.
Total common shares are 9.375 billion, which are also voting shares.

Stock Ownership Plan

The StockOwnershipPlan (SOP)adopted in 1994by PNOC,the sellingshareholder in Petron's
Initial Public Offering, was not a stock option plan which had to be approved by the SEe.
Rather, it was a spedal secondary sale of Petron's shares to a selected group of persons.
Entitlement of shares at the listing price of P9.00 per share was made equivalent to the
employee's base pay factored by his/her service years with Petron. Petron's Executive
Officers, except the Chairman, the President and the Vice President for Corporate Planning,
like aU regular employees, were entitled to own Petron shares under this SOP.
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Antonio S. Araneta, Jr. Filipino 5,000,000 0.05

10 Mardano V. Pangilinan M'ierican 5,000,000 0.05

11 Aristeo Lascano Castillo Filipino 4,145,000 0.04

12 Sim ChiTat a/or Conching Tan Sim Filipino 2,900,000 0.03

13 Sonny leo Parayno IAmerican 2,613,000 0.03

14 Agaton Urn Tiu FU1pino 2,500,000 0.03

15 Remington Tiu &./orAgaton Tiu Filipino 2,500,000 0.03

16 Ching Hai Go &'/orMartina Go Filipino 2,500,000 0.03

17 IAristeol. Castillo Filipino 2,326,500 0.02

18 China BankingCorporation. Filipino 2,287,500 0.02

19 . IAWed Banking Corporation Filipino 2,145,000 0.02

20 Conrado S. Chua, Sr. Filipino 2,130,000 0.02



~

PARTIII w FINANCIALINFORMATION

(A) Management's Discussionand Analysisor Plan of Operation.

Financial Condition and Results of Operations

(For convenience, U.S. dollar information in the following discuSSionhas been translated into Philippine
pesos at the exchange rate of P 56.341 to U5$1.00, the Philippine peso - U.S. dollar rate as quoted by
the Philippine Dealing System as of December 31,2004.)

"

Results of Operations

'2004 vs. 2003

Petron's net income of ~ 3.43 billion for the year was 10%or P 311 million higher than the P 3.11
billion earnings recorded during the same period last year. The increase was mainly due to higher gross
margin, specifically from exports and better management of financing costs, substantially reduced by
the escalation in operating charges.

Overall sales volume of 52,756 MBwas uj? by 5.96%or 2,967 MBfrom the year-ago level of ~9,789 MB.
The incremental volume was contributed by domestic (by 5,577 MB) and supply sales (by 378 MB),
partly reduced by the decline in export sales (by 2,988 MB),The improvement in domestic IT!arketsales
came from growth in Industrial CivilTrade (by 3,452 MB),Retail (by 1,078 MB)and NPCsales (by 1,055
~. \

Net revenues reached ~ 147.43 billion, surpassing the previous year's level by 33.13%. The increase
was due to higher costs of crude and product imports, which were reflected in higher selling prices for
petroleum products. On the average, prices were up 26.5%. A 5.96% growth in sales volume also
boosted revenues.

Cost of goods sold surged to ~ 136.68 billion from the previous year's P 101.35 billion traceable
primarily to the combined effects of the $7.88/bbl escalation in FOB of crude that went into
production, the $0.74/BBL hike in freight cost and the P 1.83 average deterioration of the peso against
the USdollar.

Gross margin of ~ 10.75 billion showed an 'improvement of 14.54% (~1.36 billion) from the ~ 9.38
billion level last year. However, gross margin rate dropped to 7.29% from the previous year's 8.47%
even with the P 3.58 per liter average hike in selling price as the average duty-paid landed cost of
crude processed during the period escalated by P 3.46 per liter.

Operating expenses stood at P 4.88 billion, 27.26% (P 1.05 billion) higher than the recorded operating
expenses in 2003 of P 3.84 billion. The increase was attributable to incremental costs for materials and
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supplies, particularly LPG cylinders; higher expenses as a result of the adoption of International
Accounting Standards (IAS)No. 19; business expenses and provision for uncollectible accounts.

Financing and other charges were maintained at last year's level of P 1.43 billion despite the
escalation in crude and imported fuel prices owing to the rigid monitoringand application of the
economicsbetweena pesoanddollarloan. .

2003 vs. 2002

Petron posted a net income of P 3.11 billion in 2003, 6.61% or P 193 million higher than the P 2.92
billion income recorded in 2002. This was brought about by an increase in gross margin of P 522 million,
decrease in selling and administrative expenses of P 346 million, and a decrease in provision for income
tax ofP 229 million. However, other operating expenses and other charges increased by P 671 million
and P 233miUion,respectively. .
Sales volume for the year reached 49,791 MB,slightly surpassing 2002's 49,440 MBby 0.07%or 351 MB.
Increases in domestic sales(by 721 MB)and exports (by 231 MB)were partly offset by a drop in supply
sales (by 601 MB).The growth in domestic sales was attributable to Retait trade's opening of 30 new
outlets and re-imaging/rehabilitation of some service stations, increased sales thru retail distributors,
and participation in the DOE'sdiscounted diesel fuel program. These made up for the reduction in sales
to NAPOCOR,PhilippineGovernmentand USmilitaryaccounts.

2003 net sales of P 110.74 biUion exceeded 2002's level by 19.94%or P 18.41 billion as a result of an
18% or P 2.24 increase in average selling price per liter from last year's P 11.75 plus. the 0.07%
improvement in volume.

Cost of goods sold likewise increased b~21.43% or an average of P 2.18/liter due to higher duty-paid
landed cost of crude processed in 2003 versus 2002 aggravated by the higher importation cost of
finished products.

Improvement in gross marginwas further complementedby lower selUngand administrativeexpenses
(from P 3.94 billion to P 3.59 billion) as the company continued to practice cost discipline in all aspects
of its operations. .

Better operating income was overshadowed by an increase in other charges, including the rise in
interest expense on account of higher interest rates and borrowing levels, plus the imposition of VAT.

2002 vs. 2001

Petron sustained the recovery it registered in 2001 (coming from a net loss in 2000) by posting a
138.64%growth in its 2002 profits. As a result of better sales volume and more effective financing for
the year 2002,the companyposted its highestnet incomein four yearsat P 2.92 billion.

Sales volume in 2002 totaled 49.44 million barrels, 4.42% or 2.09 million barrels better than 2001's
47.35 million barrels. Domestic sales contracted by 5.77%or 2.38 million barrels but this was more than
offset by the hike in both exports and supply sales by 72.69% or 4.47 million barrels. The significant
drop in domestic sales was mainly attributable to reduced oil demand by the National Power
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Corporation. Despitethe reduction in NPCsales, Petron managed to retain its market leadership in
2002.

Sales revenue also grew by 4.41% or P 3.90 bUlion from P 88.43 billion to P 92.33 bUlionwhile cost of

goods sold increased at a lower rate of 2.76%or P 2.24 billion. As a result of higher selling price and
(ower cost of sales per liter as well as better sales mix, gross profit rate improved from 8.15%in 2001
to 9.60%in 2002.

Cost discipline was very evident in aU areas of operations. Consequently, operating expenses were
lower at P 3.51 billion than 2001 of P 3.70 billion.

Another factor for the improved financial performance was lower net non-operating charges. Full year
financing and other charges went down by P 420 million essentially due to lesser interest expense on
account of lowerinterest rates and borrowinglevels. .

~

FinancialCondition

2004

Total resources as of December 31, 2004, aggregated P 61.42 billion, 19.95% or P 10.22 billion higher
than the P 51.20 billion posted in 2003. While Petron's debt ratio rose from 0.55 as of December 31,
2003 to 0.82 as a result of the increases in both short and long-term loans used to finance importations
and capital projects, current ratio improved to 1.13 from 1.09 in 2003.

Cash and cash equivalents increased by P 906 million or 28.33% emanating primarily from.month-end
coUectionsfrom customers. .

The upward oil price adjustments coupled with higher sales volume accounted primarily fo~ the P 2.34
billionor 24.62%upturn in receivables-net. I

The build-up in inventories by P 3.56 billion or 22.72%was attributable essentially to higher crude and
finished products plices.\

The additional allowance proVided by the company for the decline in value of investment for All Asia
accounted mainly for the P 45 million decrease in Investments-net.

Property, plant and equipment grew by P 3.37 billion or 15.65% largely on account of the capital
expenditures for refinery projects.

Other non current assets climbed to P 188 million from P 80 million in December 2003 brought about
principally by the unamortized portion of the newly acquired R234 catalyst and the SAP standard
software license fee.

Short-term (oans increased by P 3.09 billion or 20.10% due mainly to peso and dollar loans obtained
from banks to finance importation of crude and petroleum products.

Liabilities for crude oil and petroleum product importation decreased by P432 milliondue to
lower crude purchases in December 2004 (by 261 MB).
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Accounts payable and accrued expenses increased by P 1.23 billion or 30.92% on account largely of
retention payable related to the on-going construction of major capital projects in the refine!)' as well
as liabilities to local suppliers and contractors.

Income tax payable rose to P 278 million since prior years' NOLCO and MCITwere already fully applied
in 2003. .

The current portion of long.term debt totaling P 1.62 billionwas more than twice the end-December
2003 level of P 712 million on account of long-term loans obtained from Landbank and Citibank which
will be due for payment in a year's time.

Non-current UabUWes and deferred credits. rose by P 3.61 billion or 73.73%on account principally of
the outstandingdollar denominatedloan ($100million)obtained fromNORDfor major capital projects.

Increase in retained earnings-unappropriated by P 195 million pertained to the P 3.43 billion
earnings for the period ended December 2004 less divfdends declared of P 1.88 billion and
appropriationfor future capital projects of P1.36billion. .

2003

As of December 31, 2003, Petron's consolidated assets stood at P 51.20 billion, 3.52%or P 1.74 billion
higher than the P 49.46 bUlian of 2002. Petron's debt ratio was reduced from 0.63 as of December 31,
ZO02to only 0.55 which was attributable to the early settlement of the NORDloan in March 2003.

Cash and cash equivalents dropped to P 3.20 billion from P5.42 billion registered in 2002. The 41.00%
decrease in the level of cash was largely attributable to the growth in inventories by P 4.20 billion
which consumed the cash inflows from operating activities.
Reduction in allowance for market decline due to market recove!)' accounted for the P 12 million or
21.05%increase in short-term investmentj.

Inventories increased to P 15.67 billion from P 11.48 billion as a result of higher volumiefor both
finished products and crude oil accompanied by increase in cost per barrel. Finishedproducts
stood at 4.10 millionbarrels, 100 thousand barrels above previousyear's level of 4.00 miUionbarrels
whilecrude oilincreased by479thousandbarrels.

Other non-current assets were reduced by P 15 million or 15.79%primarily on account of the write-off
of certain pre-operating expenses.

Escalation in short-term loans by P 3.28 billion or 27.10% pertains to unsecured peso loans obtained
from banks to finance importation of crude and petroleum products. All outstanding short-term loans
are denominated in pesos, thus reducing forex risks.

Liabilities for crude oil and petroleum product importations rose by P1.83 billion or 38.66%due mainly
to higher volume as well as crude cost in 2003.

Decline in current portion of long-term debt by P 4.61 billion or 86.63%was solely attributable to the
prepaymentof the HORDloan in March2003.

Decrease in non-current liabilities by P 44 million was largely attributable to the current portion of
long-term loans obtained from Citibank and landbank that will mature in 2004.
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Increase in retained earnings-unappropriated by P 1.25 billion pertained to the P 3.11 bUlion earnings
for the period ended December 2003 less dividends declared of P 1.88 biUion.

2002

As of December 31, 2002, Petron's consolidated assets stood at P 49.46 billion with a debt ratio of
0.63, an improvement from the previous year's 0.66 debt ratio.

Cash and cash equivalents increased by P 980 million as the cash inflows from operating activities of P
6.2 billion exceeded the combined cash outflows of P 5.21 billion under investing and financing
activities.

Receivables increased by P 1.35 billion as a result of higher average setting price per liter in December
2002 compared to the average in December 2001.

~

Other current assets decreased by P 1.92 billion as a result mainly of the full utilization of net
operating loss carryover.

Other assets were reduced byP 47 million primarily as a result of accumulated business development
costs written off.

Short-term loans dropped by P 6.12 billion as an offshoot of planned actions aimed at reducing
financingcosts.

Liabilities for crude oil and petroleum product importations rose by P 1.69 billion due to the38% hike in
average crude costs in December 2002 as compared to the December 2001 average. .

Current portion of long-term debt pel1ained to the US$ 100 million maturing in September 2003.
(Note: This long-term debt was prepaid on March24, 2003.) ,

I

Appropriated retained earnings increased by P 939 million on account of the approval by the Board of
Directors of the Company's capital program for year 2003. I

Cash Flows

2004

Petron registered a lower operating cash inflow of P 242 million this year compared with the P 2.91
bUlion last year driven principally by the build-up in operating assets.

2003

For the year 2003, Petron registered a positive P 2.9 billion operating cash flows, lower than the P 6.2
billion posted during the same period last year. High level of inventories compounded by payment of
interests associated with the settlement of short-term loans resulted to the deterioration in cash
inflows during the period.
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2002

The year 2002 was characterized by robust cash flows. The P 6.2 billion operating cash inflows was the
highest on record since 1997.

The company also managed.to reduce its short-term loans amounting to P 6.12 billion and pay
dividendsamountingto P 1.4 billion.

Finandal Condition

33

(As Restated) (As Restated)
Financial Statements (in million) 2004 '2003 2002

b) Cash and Cash Equivalents
Cash in Bank (Peso) 2,917 2,467 2,788
Citibank/PNB ($) 581 55 3

Marketable Sec. ($) 606 676 2,628
Total 4,104 3,198 5,419

c) Acccounts Receivables-Others
Duty Drawback, Tax Credits 8: other claims 1,456 1,068 1,332
Borrowand Loan 93 177 301

Unapplied Withholding Taxes/Tax Certificates 30 165 171
Others 818 560 514
Total d. 2.397 1,970 , 2,318

d) Operating Expenses
Depreciation and amorization 843 924 1,104
Employee costs 1,218 979 \ 920
Purchased services and utilities 646 430 494

Maintenance and repairs 545 467 378

Advertising 403 227 277

Rental expense 271 260 265

Materials and office supplies 260 46 245
Taxes and licenses 177 197 111
Insurance 71 47 65
Provision for doubtful accounts 162 - 65

Entertainment, amusement and representation 16 14 13

Other operating charges (income) 271 246 (425)
Total 4,883 3,837 3,512



Top Five (5) Key Performance Indicators

CurrentRatio -Total current assets divided by total current liabilities.
This ratio is a rough indication of a company's ability to service its current obligations. Generally, the
higher the current ratio, the greater the "cushion" between current obligations and a company's ability
to pay them. . I

I

Debt Equity Ratio -Total liabilities divided by tangible net worth.
This ratio expresses the relationship betWeen capital contributed by creditors and that contributed by
owners. It expresses the degree of protection provided by the owners for the creditors. The higher the
ratio, the greater the risk being assumed by creditors. A lower ratio generally indicates greater long-
term financial safety.

Return on Equity -Net income divided by average total stockholders' equity.
This ratio reveals how much profit a company earned in comparison to the total amount of shareholder
equity found on the balance sheet. A business that has a high return on equity is more likely to be one
that is capable of generating cash internally. For the most part, the higher a company's return on
equity compared to its industry, the better.

Debt Service Coverage- Free cash flows add available closing cash balance divided by projected debt
service.
This ratio shows the cash flow available to pay for debt to the total amount of debt payments to be
made. It also measures the company's ability to settle dividends, interests and other finandng charges.

Tangible Net Worth. Net worth minus intangible assets.
This figure gives a more immediately realizable value of the company.
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e) Other fncome/(Charges)
Interest Income 344 235 257

Interest Expense (1,439) (1,493) (1,068)
Foreign Exchange Gain (Loss) (22) (16) (200)
Reversal of allowance (provision) for decline
in value of investments (91) 12 5
Others (218) (166) (189)
Total (1.426) (1,428) (1,195)

"
Ratio Dec-O4 Dec-O3 Dec-O2

Current Ratio 1.13 1.09 1.04
Debt Equity Ratio 1.82 1.55 1.63
Return on Equity (%) 16.80 16.40 16.40
Debt Service Coverage

Citibank 1.76 3.34 2.34
NORD 1.61 - -

Tangible Net worth (MMP) P 21,224 P 19,67C P 18,419



Exchange Rate Volatility

Anyvolatility in the exchange rate implies cost uncertainties for Petron, both in terms of operating and
capital expenses. As the peso depreciates, the landed cost of imported crude oil and products, and of
capital equipment increases.

In 2004, the Peso-DoUarrate averaged P56.O4"in2004 compared to P54.21 in 2003. The depredation of
the peso was affected by market apprehensions over risks of a sovereign credit rating downgrade and
persistent concerns over the fiscal situation. The peso's decline, however, was tempered by inflows of
OFWremittances and favorable export performance

"

Known Trends

Hi~her crude prices

The price of Dubai crude averaged $33.63 per barrel, 26% higher than the $26.79 level in 2003. The
uptrend was driven by a combination of demand and supply concerns, namely market uncertainty due -
to geopolitical events in major oil-producing countries such as Iraq, Nigeria, Venezuela, thin spare
capacity, along with sustained growth in oil demand particularly for China.

Inflation and Interest Rates

Inflation averaged 5.5% in 2004 versus i.O% in 2003. Supply-side factors mainly pushed up inflation,
i.e., increase in global oil prices which translated into higher cost of transport services' and other
goods, as well as the occurrence of typhoons and domestic supply constraints that af1fected the
availability of certain food products.

\

Domestic interest rates also rose particularly in the fourth quarter with the 91.day t.biU rate averaging
7.8% compared to 7.5% in the previous quarter. For the whole year, the 91-day Tbill rate averaged
7.3%versus 6.0%in 2003. The rise in interest rates reflected concerns over the higher inflation, fiscal
deficit, and the "risksof downgrade in the country's credit rating.

Material Commitments for Capital Expenditures

The company's proposed capital program for 2005 amounts to about P6 billion. Major capital projects
involve upgrading of refinery facilities, namely:

1. Thermofor Catalytic Cracking Unit (TCCU)Conversion. The project will improve the conversion
rate of fueloH into lPG, gasoline and diesel. Total investment for the project is estimated at
P5.8billion. '

2.Turbo Generators (TG)001/1002 Controls Upgrade. The P45 million project which mainly includes
retrofitting of generators will ensure reliability of the power system at the refinery.
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Other capital projects include enhancements in service station and supply/distribution facilities.

(B) Changes in and Disagreements 'With Accountants on Accounting and Financial
Disclosure

There are no changes in and disagreements with Accountantson Accountingand Financial
Disclosure.

,

;j,..
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PARTIV - MANAGEMENT AND CERTAIN SECURITY HOLDERS

(A) Directors and Executive Officers of the Registrant

Described below are the business experiences of the Company's Directors and Executive Officers for
the past five (5) years.

(1) Directors

Nicasio I. Alcantara, Filipino, 62 years old, has been a Director and the Chairman of Petron
Corporation since July 2001. Last July 26, 2004, he was again elected as Chairman of Petron
Corporation. Before his election to the Board of Petron Corporation, he was Chairman and! or
President of various corporations of the Alcantara Group of Companies, such as Alsons Power Holdings,
Inc., Alson Power Holdings Corp., Southern Philippines Power Corp., Western Mindanao Power Corp.,
Northern Minaanao Power Corp., Alto Power Corporation, MADE(Market Developers), Inc. and Conal
Holdings Corporation. He was a Director of United Pulp and Paper Co. from May 1986 to 2003. Mr.
Alcantara is currently a Director of Alsons Corporation, Conal Corporation, Alsons Insurance Brokers
Corp., Sarangani Agricultural Co., Inc., Alsons Aquaculture Co., Inc., Aquasur Resources Corporation,
Finfish Hatcheries, Inc., Buayan Cattle Co. Inc., Alsons Development a Investment Corp., Alsons Land
Corporation, Lima Land, Inc., C. Alcantara a Sons, Inc., Refractories Corp. of the Philippines, Bancasia
Capital Corporation, Bank One Savings 8: Trust Corporation, The PhHodril Corporation and T'boli Agro
Industrial Corporation. He also serves as a member of the Boards of Trustees of the Philippine Institute
of Petroleum ( PIP), the Philippine Business for Social Progress (PBSP)and the Junior Achievers of the
Philippines (JAPI). He earned his Business Administration degree from the Ateneo de Manila University
and his Masters degree in BusinessAdministration from Sta. Clara University, California. .

Khalid D. AIMFaddagh,Saudi Arabian, 49 years old, has been a Director since July 2001 and
President of the Company since July 29, 2003. He was elected President and Chief Executive Officer
last July 26, 2004. Mr. Al-Faddagh has more than 20 years experience in the oil industry and held
various professional and management positions in Saudi Aramco. He was the Manager f9r Facilities
Planning Department in Saudi Aramco from January 2001 to July 2003. Mr. AI-Faddagh was also the
Manager for the Abqaiq Plants Maintenance Department of Saudi Aramco from July 1983 to January
2001. He has a Doctorate Degree in Mechanical Engineering from the Imperial College, London
University and attended several executive programs including a recent one at Harvard Business School.

Bernardino R. Abes, Filipino, 74 years old, has been a non-executive Director of the Company
since July 2001 and member of the Board Audit Committee. Last November 24, 2004, he was elected
member of the Compensation Committee. He is also the Chairman of the Government Service Insurance
System and Director of Belle Corporation. Mr. Abes is currently the Director of Union Bank of the
Philippines since 2001. He held the position of Presidential Adviser on Legislative Affairs and Head,
Presidential Legislative Liaison Office in 2001. He was also the Chairman of Social Security Commission
and Director of Philex Mining Corporation and First Philippine Holdings from 2001 to 2004. He
graduated from the University of Santo Tomas wUh a Bachelor of laws degree.

Basil A. Abul-Hamayel, Saudi Arabian, 39 years old, has been a Director of the Company since
July 2004 and is currently the Vice-President for Corporate Planning Divisionof the Company since April
2004. He has been a Director of Petron Foundation, Inc., Petron Marketing Corporation and Petron
Freeport Corporation since 2004. Mr. Abul-Hamayel has 21 years of service with Saudi Aramco and has
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occupied several professional and supervisory. positions, the most recent, being the leader of the
finance team involved in negotiating, on behalf of the Government of Saudi Arabia, the upstream gas
exploration concessions with the International Oil Companies (IOCs) which function he held from
September 2001 to October 2003. Prior to this assignment, he was seconded to the World Bank Group
in Washington D.C., from 1999 to 2001, where he was a Senior Finandal Specialist in the Oil, Gas and
Chemicals division. He holds an undergraduate degree in economics from the University of Texas at
Austin (1987) and an MBAin Finance from the Massachusetts Institute of Technology (MIT)Sloan School
of Management (1996).

Khalid G. AI-BiJainain, Saudi Arabiatl, 46 years old, has been a non-executive Director of the
Company since July 29, 2003. He is currently the Vice-President for Refining of Saudi Aramco since
June 2003. Prior to his appointment, from June 2001 to May 2003, he served as Vice President of
Medical Services. From May 1999 to May 2001, he was in charge of Saudi Aramco Affairs, first as
Executive Director and later as Vice President. He is presently the Chairman of Luberef and a member
of the Saudi Aramco Executive AdvisoryCommittee. He has a Bachelor of Science degree in Mechanical
Engineering from the University of Petroleum and Minerals and attended the Executive Program at the
Harvard BusinessSchool in 1999.

Motassim A. AI-Ma'ashouq, Saudi Arabian, 44 years old, has been Director since September
2000. He is currently the Assistant Treasurer of Saudi Aramco. Mr. AI_Ma,ashouqwas the Company's
President from 2000 to 2003 and the Chief Executive Officer from September 2000 until July 2002.
Prior to his first assignment to Petron, Mr. Al-Ma'ashouq was a Planning Coordinator in charge of
domestic energy planning activities in the Corporate Planning Department of Saudi Aramco. He was
also Acting Manager of Saudi Aramco's Busine~sAnalysisDepartment. He received hisM.A. iryEconomics
from the University of London, U.K.in 1984.

Herminio S. Aquino, 55 years" old, Director of the company. since November 2004. He is
currently the Chairman and President of Buenavista Management Corporation and Cflairman of
Trackworks, Inc. and 7-Series, Inc. He was the Vice Governor of the Province of Tarlac from 1998-2001
and was Congressman for the 3rdDistrict of Tarlac for three terms from 1987-1998. While ill Congress,
he was Chairman of the Committee on Energy from 1987-1992 and Vice-Chairman from 1992-1998 and
was a member of various other Committees. He also worked under the Executive Branch as Deputy
Executive Secretary for Human Settlements and Chairman of various government agencies such as
Ministry of Human Settlements, Housingand Urban Development Coordinating Council, BagongKilusang
Kabuhayan at Kaunlaran and Human Settlements Development Corporation. Mr. Aquino holds a
Bachelor of Science in Commerce degree, major in Economics from the Ateneo de Manila University and
holds a Masters in Business Management Degree from the Asian Institute of Management.

Alberto A. Pedrosa, 72 years old, was elected Director of the company last March 2005. He is
currently the Chairman and Publisher of Republika, a newsmagazine focused on the 42,000 barangays in
the country. He is also the Chairman of People's Initiative for Reform, Modernization and Action
(PJRMA).He was a Member of the Board of Directors of Philippine Deposit Insurance Corporation and
former Ambassador Extraordinary and Plenipotentiary to Belgium, Luxembourg and the European Union
from 1992-1995. He also worked as Chairman of the ASEANBrussels Committee from September 1993-
March 1994, Adviser of Philippine Delegation on the 12th ASEAN-ECJCC, Brussels in October 1995,
Member of delegation, ASEAN-EUMinisterial Meeting in Karlaruhe, Germany in September 1994 and was
Secretary of the Confederation of Philippine Embassies in Europe. He was former Chairman of the
Confederation of Filipino Overseas Organizations, london. Mr. Pedrosa was also a trainee in the Foreign
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Department, Bankers Trust Company; in ocean traffic management and operations, and in sugar trading
and brokering under different New York firms. Mr. Pedrosa holds a Bachelor of Arts degree, major in
Economics from the University of the Philippines. He also took post-graduate studies at Sdences-Po in
Public Economics at the University of Paris and summer seminar in Luxembourg on the European
Economic Community, Faculte' d'Economie Comparee, Luxembourg.

Douhan H. Al-Douhan, Saudi Arabian, 69 years old, has been an independent Director since
July 2001. He is a member of the Audit Committee and of the Nomination Committee. He is currently
the Managing Director of Randa Trading & Construction in Saudi Arabia since 2004. He is also a Partner
and Board of Director of Gabas Alkhaleej, also in Saudi Arabia since 2004. He was a retired Executive
Director of Management Services Organization and former assistant secretary to the board of directors
of Saudi Aramco until December 31, 1995. In Saudi Aramco, he held several management positions in
the Loss Prevention Department, Oil Producing Operations and .Maintenance Department & Government
Affairs Organization. He was actively involved in several committees like the Corporate Executive
Compensatiol) Committee, Management Development & Organization Committee, Services Review
Committee, Ethics Ii Conflict of Interest Committee, Donation Committee, Saudi Manpower Committee
& Corporate Task Force for Manpower Review. Mr. Al-Douhan has a Bachelor of Science degree in
Engineering Technology With emphasis in Manufacturing from the Memphis State University, Tennessee,
U.S.A.

Jose Luis U. Yulo, Jr., Filipino, 57 years old, has been an independent Director since July
2001. He is a member of the Board Compensation Committee and Chairman of both the Audit
Committee and the Nomination Committee. He is currently the Chairman of Insurance of the Philippine
Islands Co., Inc., President of Centrex Corporation, One Card International Co., Inc. and Majesta
Property Holdings. Mr. Yulowas the President and CEOof Philippine Stock Exchange until May2000. He
was a FoundingMember of the Asia Padfic BusinessAdvisoryCoundl (ABAC)and servedin this
organizationfrom1995to 2001as wellas in the precursorof ABAC,the Pacific BusinessForum.Mr.
Yulo has earned a certificate from the "Advanced Management College of Stanford UniverSity, U.S.A.
and holds a Master in Business Management Degree from the Asian Institute of Management. i

Other Executive Officers

Jose K. Campos, Jr., 59 years old, has been the Vice President for Marketing since April 15,
2002 and earlier was the Vice President for Supply 8: Operations, from June 2001 to April 2002. He
started working for the company (then known as Esso Philippines, Inc.) on October 20, 1969 as an
Analyst in the Marketing Economics Ii Research Department. He transferred to Industrial Trade in June
1972 as an Account Executive and became Government Sales Supervisor in April 1974. He was named
Industrial Sales Manager for Visayas and Mindanao, based in Cebu, in May 1997, and returned to Manila
as District Sales Manager for Metro Manila in October 1984. He became ReseUer Sales Manager for
Luzon in 1986 until he assumed stewardship of Industrial Trade in November 1991. He was Reseller
Trade Manager from January 1995 until he was appointed Manager of Strategic Planning in January
1999. He has been With the Company for 35 years, and has attended various management courses
both in the Philippines and abroad. He has a Bachelor of Science degree in Economics from the Ateneo
de Manila University.

Antonio G. Pelayo, Filipino, 50 years old, has been the Vice President for Finance and
Subsidiaries since May 7, 2002. He was the Controller of the company from May 8, 2001 to May 19,
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2004. He has a Bachelor of Science in Commerce degree major in Accounting from the University of
Santo Tomas and is a Certified Public Accountant. He earned his MBAunits from the Ateneo de Manila
University and B.S. Economics units from the De La Salle College - Bacolod. He completed executive
and leadership programs from Cornell University, University of Virginia and the American Graduate
School of International Management (Thunderbird), all in the U.S.A.

Walter A. Tan, Filipino, 58 years old, has been the Vice President for Supply and Operations
since April 15, 2002 and was the Vice President for Marketing from September 16, 2000 to April 14,
2002. He was the Vice President for PetroPower Project from January 19, 1999 to September 15,2000
and the Vice President for Supply and Distribl,ltionfrom 1997 to January 18, 1999. In his 33-year career
in the company, he has held various managerial positions in Marketing and Refinery Divisions. He has a
Bachelor of Science degree in Chemical Engineering.

Alfred A. Trio, Filipino, 55 years old, has been the Vice President for R~finery Divisionsince
December 1,"1999. Prior to his appointment as Vice President, he was the Manager of the Reseller
group. He has been with the company for 34 years. He has a Bachelor of Science degree in Chemical
Engineering.

Ma. Concepcion F. de Claro, Filipino, 47 years old, has been the Accounting Manager since
April 2003 and is currently the Controller of the company as well as its subsidiaries such as Petrogen

. Insurance Corporation, New Ventures Realty Corporation, Petron Marketing Corporation and Petron
Freeport Corporation. She is also the Controller of the Las Lucas Development Corporation, a subsidiary
of the New Ventures Realty Corporation. She has been with the company for 24 years. She started as
a FinancialAnalystand held several supervisorypositionsat the PNOCEnergyDevelopmentCorporation
(PNOC.EDC),a former affiliate of Petron. After 11years inPNOC-EDC'sFinance Division,Ms.De Claro
transferred to PNOC's Budget and Control Department, where she was a Supervisor for three years
before she was assigned to Petron's Coqrorate PLanningDepartment when the company was privatized
in 1994. She was the Planning Officer for the Department for seven years, after which she became the
Manager for Strategic Planning. She graduated Magna Cum Laude with a degree in Bachelor of Science
in Commerce, Major in Accounting from the Co(egio de San Juan de letran.

Rosario R. Eijansantos, Filipino, 56 years old, was appointed Manager of Treasurer's
Department in April 2001 and elected Treasurer of the Company last May 8, 2001. She has been with
the company for 33 years. She assumed the position of Human Resource Manager in January 1999 until
March 2001. She has a Bachelor of Sdence in Commerce degree major in Accounting from the Far
Eastern University and is a Certified Public Accountant. .

Luis A. Maglaya, Filipino, 51 years old, is a Legal Counsel of the Company and has been the
Corporate Secretary since July 28, 2003. He is also the Corporate Secretary of Petron subsidiaries
namely, Petron Foundation, Inc., Petrogen Insurance Corp., New Ventures Realty Corporation, Petron
Marketing Corporation and Petron Freeport Corporation as well as Las Lucas Development Corporation
which is a subsidiary of NVRC,He has been with the Company for 22 years. He held the position of
LegaLCounsel and Assistant Corporate Secretary from 1994 to 2003. He earned his Bachelor of Arts
degree in Political Science from Ateneo de Manila University in 1975. He obtained his law degree from
the University of the Philippines in 1980. .
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(3) Involvement in Certain Legal Proceedings -

The current directors and executive officers are not involved in legal proceedings as defined in Annex C
of Rule 12.

(8) Executive Compensation

(1) Executive Compensation

Standard Arrangements. Petron's Executive Officers are also regular employees of the
companyand are similarlyremuneratedwith a compensationpackagecomprisingof twelve (12)
months base pay. They also receive whatever gratuity pay the Board extends to the
managerial,supervisoryand technical employeesof the Company. .

The members of the Board of Directors who are not Executive Officers are elected for a term of
one year. They likewise receive remuneration for 12 months in Director's fees, in addition to
compensation on a per meeting partidpation.

The aggregate compensation paid or incurred during the last two fiscal years are as follows:

(2) Summary Compensation Table

'ompensation of Officers and Directors
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Compensation of Executive Officers and Directors
Name ... Prinidpal Position Amount (In illion Pesos)

Nicasio ]. Alcantara Chairman

Khalid D. Al-Faddagh President and CEO I

Jose K. Campos, Jr. Vice President - Marketing \
Alfred A. Trio Vice President -Refinery
Basil A. Abul-Hamayel Vice President Corporate Planning
Antonio G. Pelayo Vice President - Financea:Subsidiaries

Vice President. Supply ft Operation!
Walter A. Tan (resigned March 31,2005).

O[C - Supply ft Operations (March 16,
Felimon E. Antiporta 2005 .present)

Luis A. Maglaya Corporate Secretary
Rosario R. Eijansantos Treasurer
Ma. Concepcion F. de Claro Controller

TOTAL(Top 5 Executives) Aggregate (2003-2004) 98.70

TOTAL(Executives ft Directors) Aggregate (2003-2004) 160.31
Estimates:

Estimate 2005 (Top 5 Execs) Aggregate (2004-2005) 108.62
Estimate 2005 (Execs/Dirs) Aggregate (2004-2005) 177.31
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(C) Security Ownership of Certain Beneficial Owners and Management as of December
31,2004.

Security Ownership of Certain Record and BenefidalOwnership

Beneficial owner is the government of the Republic of the Philippines through the Philippine National Oil Company (PNOC).
Shares are voted upon by the proxy of PNOC.

Beneficial owner is Saudi Aramco which is owned by the Kingdomof Saudi Arabia. Shares are voted upon by the proxy
designated by Aramco Overseas Company, B.V.

...
PCDNominee Corporation, a wholly owned subsidiary of Philippine Central Depository, Inc. (PCD),is the registered owner
of the shares in the books of the Company's transfer agent in the Philippines. The beneficial owners of such shares are
PCD's participants, who hold the shares on their behalf or in behalf of their clients. PCDis a private company organized
by the major institutions actively participating in the Philippines capital market to implement an automated book-entry
system of handling securities transactions in the Philippines.
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Name8:Address Amount 8: nature of Percent
Title of Class recordlbenefidal owner recordlbeneficial of

ownership (indicate by "r" Class
or "b")

CommonStocks PhilippineNationalOilCo.. 3,750,000,006(r) . 40%..
PNPC Complex, Merritt Road, Fort
Bonifacio, Taguig City, M.M.

Common Stocks Aramco OVerseas Company B.Y. .. 3,750,000,005 (r) 40%
POBox 5000, Dhahran
31311, Saudi Arabia

Common Stocks PCD Nominee Corporation (Filipino)'" 531,089,091 (r) 5.66%

G/F MSEBldg., 6767 Ayala Avenue
Makati City

"" ,

I

\

Common Stocks PCDNominee Corporation (Foreign)'" 503,976,134 (r) 5.38%

G/F MSEBldg., 6767 Ayala Avenue
Makati City
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(1) Security Ownership of Management
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Amount a nature of
Title Name a Address recordlbenefidal Percent
of Class recordJbeneftdal owner ownership (indicate by <ern of

or <ebn) Class
CommonStock NicasioI. Alcantara 1,238,705 (r) 0.013%

Petron MegaPlaza
358 Sen. GilPuyat Avenue
MakatiCity

CommonStock KhalidD.AI-Faddagh Nil

Petron Megaptaza 1 (r)
358 Sen. GilPuyat Avenue .
Makati City

Common Stock Basil A. Abul-Hamayel 1,000 (r) NU

Petron MegaPlaza
358 Sen. Gil Puyat Avenue
Makati City

Common Stock Bernardino R. Abes 1 (r) Nil

5 Magsaysay st. XavierviUe III
Loyola Heights, Quezon City

Common Stock Khalid G. Al-Buainain 1(i") Nil
Saudi Arabian Oil Co.

Dhahran, 31311 Saudi Arabia
Common Stock Herminio S. Aquino

..
15,000 (r) Nil

184 E. Rodriguez Jr. Avenue
I

libis, Quezon City
Common Stock Bob D. Gothong 2,814 (r) Nil

Gothong Compound
One Wilson Street

Lahug, Cebu City
Common Stock Motassim A. Al-Maashouq 1(r) Nil

P.O. Box 9457
Saudi Arabian Oil Co.

Dhahran 31311 Saudi Arabia
Common' Stock Douhan H. Al.Douhan 1,000 (r) Nil

P.O. Box 1740

Dhahran, Saudi Arabia -

Common Stock Jose Luis U. Yulo, Jr. 3,000 (r) Nil

19 Don Jesus Blvd., Alabang Hills
Muntinlupa, Metro Manila

Common Stock Walter A. Tan 382,242 (r) Nil

No. 34 Seoul Street, B.F. Homes

Las Pii'ias City, Metro Manila
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Asof December 31,2004, the total number of shares owned by the Directors and officers is 3,850,773.

(2) Voting Trust Holders of 10% or mor.e

There is no votingtrust between PNOCand AOC.

(3) Changes in Control

There is no arrangement which may result in a change in control of the Company.

(D) Certain Relationships and Related Transactions

1. The long-term leases between PNOC and Petron since 1994 over various parcels of land.

2. The "Parents" of the Company are:

(a) Philippine National Oil Co.
(b) Aramco Overseas Co. B.V.

40%
40%

The basis of control is the number of the percentage of voting shares held by each.
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CommonStock Alfred A. Trio 263,313 (r) Nil

32 PBRHousing

Limay, Bataan
Common Stock Jose K. Campos, Jr. 719,278 (b) 0.015%

No. 24 King Fisher St., Green Meadows 713,997 (r)
Ugong Norte, Quezon City

Common Stock Antonio G. Pelayo 158,668 (r) Nil

7085-A Champaca St.

Guadalupe Viejo, Makati Cit}r.
Common Stock Rosario R. Eijansantos 235,689 (r) Nil

128 Moscow cor. Canberra Street

Green Park Vill, Manggahan, Pasig City
Common Stock Ma. Concepcion F. de Claro 47,513 (r) . Nil

46 North Road, Coronado Heights
Mandaluyong City

Common Stock Luis A. Maglaya 68,550 (r) Nil

15-D Park Avenue Townhomes

20tJiAvenue, Cubao, Quezon City



I-

I

I

I

I:

I

/'~ ~

(E) Corporate Governance

Pursuant to the requirements of the Securities and Exchange Commission, the Corporate Secretary
and Compliance Officer has submitted last January 2005 the required yearly certification to the
SECon the extent of compliance by the Companywith its Corporate Governance Manual.

With the election of two (2) independent Directors to the Petron Board; the election of members of
the Audit, Compensation and Nomination Committees; the regular conduct of meetings, faithful
attendance of Directors at such meetings and the proper discharge of functions of the Board and its
Committees; the conduct of training/seminar for Corporate Governance for incoming Directors and
Officers; and strict adherence to applicable accounting standards and disclosure requirements, the
Company is in substantial comp{iance with its Corporate Governance Manual.

A performance evaluation system to assess the performance of Directors, Boar~ Committees and
the Board~tself and a program to facilitate compliance review and assessment are currently being
developed.

d.

4S
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PARTV -EXHIBITSAND SCHEDULES

Item 14. Exhibits and Reports on SECForm 17-C

(a) Exhibits
Exhibit 1 - Audited Financial Statements
Exhibit 2 - Index to Financial Statements ft Supplementary Schedules

(b) Reports on SECForm 17-C
1. Petron's Bataan Refinery shutdown its gas oil hydrotreater (GOHT-1)facility in the afternoon of

December 27,2003.
2. Petron's gas oil hydrotreater (GOHT-1)facility at its Bataan Refinery is 110Wback in operation

after tompletion of repairs and tests.
3. Election of Mr. Basil A. Abul-Hamayelas Vice President.
4. Creation of a Direct Retailing Subsidiary (Outside Subic)
5. GOHT-3ft LVNIsomerization Projects re: BOIRequirements
6. Inter-Company Advance for SelVice Station Sites amounting to P196 million
7. Authority to negotiate for a US$150million LongTerm Loan
8. Approvedthe 2003AuditedFinancialStatement .

9. Petron's Bataan Refinery experienced a total plant shutdown last March 22, 2004 due to total
powerfailure. The power failurewas initiated by a fault in the NPC69KV supply line to the City
of Balanga Bataan. Despite the emergency shutdown, supply of petroleum products to Petron's
customers will not be affected. .

10. Authorized Management to borrow a loan of up to US$150million. The loan will be used to fund
the Isomerization Unit and Gas Oil Hydrotreater and other capital expenditures.

11. Approval of Audit Committee re~ommendation to re-appoint SGVas Petron's external Auditor
for the years 2004-2006.

12. Resignation of Mr. Antonio G. Pelayo as Controller.
13. Appointment of Ms. Ma. Concepcion de Claro as Controller.
14. Delegation to Management of Approval of Interim Financial Report
15. Holding of Petron's Annual Stockholders' Meeting on July 26, 2004.
16. Setting of June 2, 2004 as the record date for the Annual Stockholders' Meeting and closing of

stock transfer books from June 3 to June 7,2004.
17. Approval of Nomination Committee recommendation for candidates for election as Incoming

Di~~rs -
18. Funding in the amount of US$1.51million for Distribution Optimizer and the contract award for

said project.
19. Inter-companyadvancesto NVRCin the amountof P80million.
20. Award of contracts for Plant Reliability Excellence Program Phase 2 and for the Point of Sales

(POS)and Back Office System. -
21. Dedaration of a cash dividend of PO.2Qper share to stockholders of record of the Corporation

as of the dose of trading hours on June 2, 2004, payable on June 28, 2004.
22. Creationof a ProxyValidationCommittee. .

23. Resignation of Mr. Ziyad M. Al-Shiha as Vice President of Petron Corporation effective May 31,
2004 due to his new assignment given by Saudi Aramco.

24. US$100 MilUonLoan Agreement with Petron Corporation as Borrower, Citibank, N.A., Manila
Branch/Citigroup Global Markets Asia Limited and INGBank, N.V. and Samba Financial Group as
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Coordinating Arranges, and Norddeutsche LandesbankGirozentrale, Singapore Brandi, as
Lenderwas signedon June22, 2004.

25. Re-appointment of Sydp, Gorres andVelayoas the independent auditor of Petron Corporation
for the year 2004.

26. Election of Directors and Executive Officers of Petron Corporation.
27. Appointment of the members to the Compensation Committee, Audit Committee and

Nomination Committee of the Board.
28. Funding in the amount of P431.4 million for capital expenditures to cover Supply, Marketing

and Refineryprojects and improvedcommunications. .
29. SEC approved the incorporation of Pandacan Depots Services, Inc. (PDS!)last September 29,

2004 and is equally owned by the 3 oil companies.
30. Election of Mr. Herminio S. Aquino as the new Director of Petron effective November 24, 2004

vice Mr. Frandsco L. Viraywho resigned.
31. Appointment of new member to the Audit Committee, Compensation Committee and

Nomination Committee.
32. Endorsement of the 2005.2009 Business Plan and 2005 Capital Program.
33. 2005 Operating Plan and Budget
34. Funding in the amount of P437.2 million and US$2.5 million for various major and

miscellaneous capital program.
35. Contract award for the Refinery Power System Upgrade, Phase 3.
36. Propertytransfer and inter-companyadvancesto Marketingand Realtysubsidiaries.

The Company also submitted the following press and photo releases:

1. Press Release on January 22, 2004 entitled "Petron Subsidiary to bring Marketing and Service to
a Higher Leve. l". .

~ I

2. PressReleaseon March 24, 2004 entitled "Petron Posts P3.1BNet Income for 2003".
3. Press Release on May 14, 2004 entitled "Pet ran Registers P786Million Income in 1stQuarter."
4. Press Release on November 12, 2004 entitled "Petron Posts 2.36 B Income as of September

2004". \
5. Press Release on September 2, 2004 entitled "Quezon City Government Lauds Petron Gas

Station" .
6. PressReleaseonJuly 26,2004 entitled "Petron Registers 1.36 BIncome for 1stHalf of 2004".
7. Press Release on August 16, 2004 entitled "Petron Corp. Named One of Asia's Best Companies".
8. Press Release on September 30,2004 entitled "Adjusts LPGand Diesel Prices".
9. Press Release on Septembr 10, 2004 entitled" Petron To Hold Current Prices If Crude Oil

Sustains Downward Trend".

10. Press Release on June 22,2004 entitled" Petron's $100-M Clean Air Loan Signed".
11. Press Release on April 16, 2004 entitled "Petron Launches Road Safety Campaign For Kids".
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