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PART | - BUSINESS AND GENERAL INFORMATION

Item 1. Business
a. Organization and Business Development In The Past Three Years
a.1. The Company

Alliance Global Group, Inc. (“AGI” or “the Company”) was incorporated in the Philippines
on October 12, 1993 and began operations in 1994 as a glass-container manufacturer
after it acquired a glass manufacturing plant in Canlubang, Laguna. It first listed its
shares on the Philippine Stock Exchange (“PSE”) in April 1999 and, after securing
approval from the Securities and Exchange Commission (“SEC”) a few months later,
broadened its primary purpose into that of a holding company. Given a wider scope of
business, AGI immediately diversified into the food and beverage business, real estate
development and services, and, a few years later, into the quick service restaurant
(“QSR”) business.

On March 17, 2005, AGI entered into the QSR business when it purchased 49% equity
in Golden Arches Development Corporation, the local franchisee of McDonald’s and one
of the country’s largest QSR chains, from McDonald’s Restaurant Operations, Inc.
(“MRQ”), a subsidiary of McDonald’s Corporation, both foreign corporations incorporated
in the USA.

On February 16, 2007, AGI made two major acquisitions to beef up its business
portfolio. ~ AGIl acquired 100% of Emperador Distillers, Inc, a leading brandy
manufacturer, from The Andresons Group, Inc. (“TAGI”) and other individual
stockholders. This marked the entry of AGI into the distilled spirits manufacturing
business. The flagship label, Emperador Brandy, is acclaimed as the largest selling
brandy in the country and in the world in terms of volume.

On the same date, AGI bolstered its presence in the real estate industry by acquiring, in
a share-swap transaction with Mr. Andrew Tan, TAGI and Yorkshire Holdings, Inc., an
additional 25% interest in Megaworld Corporation (“Megaworld”), thereby increasing its
equity to 46%. Megaworld is the largest mid-income residential developer and the
largest business process outsourcing (“BPO”) office developer and landlord in the
country.

With these three companies consolidated into the Company, AGI has turned into a
powerhouse of three winning brands that became the focal points of its business
portfolio.
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a.2. Business segments and subsidiaries

The Company’s operating businesses are categorized into three segments, each
managed separately and representing a strategic business unit. Discussed below are
the profiles of the significant subsidiaries that fall into AGI’s business segments: (Note:
For a more comprehensive list, please refer to Note 1 to the Consolidated Financial
Statements found elsewhere with this report)

Food and Beverage (F&B)

O

Emperador Distillers, Inc. (‘EDI”), the newly acquired, wholly-owned domestic
subsidiary, is the frontrunner in its business segment. It is currently the
country’s leading manufacturer of brandy. EDI was incorporated on June 6,
2003 and started its commercial operations immediately after it acquired the
brandy manufacturing assets and related brands of Consolidated Distillers of
the Far East, Inc. (“Condis”) in January 2007. It has P2 billion authorized and
fully subscribed capital.

Anglo Watsons Glass, Inc. (“AWG”), a wholly-owned domestic subsidiary
incorporated on July 22, 1999, handles the glass container manufacturing
business. It substantially caters to the requirements of EDI at present. It has
P400 million authorized capital, P100 million of which was subscribed and P25
million paid-up.

Alliance Global Brands, Inc. (“AGB”), a wholly-owned domestic subsidiary
incorporated on December 22, 1999, handles marketing and distribution of
internationally-known and branded consumer food products. It has a wholly-
owned foreign-based subsidiary, McKester Pik-Nik International Limited (MPIL),
that in turn wholly owns a US corporation that produces and markets the Pik-Nik
potato snack products internationally. Through the MPIL group, AGI gained
entry into the global market. Another wholly-owned domestic subsidiary of
AGB, Tradewind Estates, Inc. (“TEI"), leases the manufacturing plant and
equipment to, and provides the manpower requirement of, EDI. AGB has P5
billion authorized capital and P1.25 billion subscribed and paid-up capital.

Real Estate (RE)

17-A
2007

O

Megaworld Corporation (“MEG” or “Megaworld”), a publicly-listed real estate
domestic company incorporated on August 24, 1989 and founded by Mr.
Andrew L. Tan, is owned 46% by AGI. Megaworld is one of the country’s
leading real estate conglomerates that specializes in the development of large-
scale, mixed-use planned communities under the “live-work-play-learn” concept.
It aims to pre-sell all residential developments, lease office spaces primarily to
BPO companies, and lease retail spaces to commercial tenants. Megaworld is
the country’s largest mid-income residential developer and the largest BPO
office developer and landlord. It also owns and operates The Richmonde Hotel
in Ortigas Center through a wholly-owned subsidiary, Prestige Hotels & Resorts,
Inc. Megaworld has P30.2 billion authorized capital stock and P20.641 billion
paid-up capital, 46% of which is held by AGI and subsidiaries.



Quick Service Restaurant (QSR)

o Golden Arches Development Corporation (“GADC”) is a domestic corporation
engaged in the operations and franchising of quick service restaurant business
under the McDonald’s brand and in accordance with the franchise agreement
with McDonald’s Corporation, a company incorporated in Delaware and with
principal offices in Chicago, lllinois, USA. GADC was incorporated on July 16,
1980. It has P99.44 million authorized and paid up common capital stock, 49%
of which is held by AGI and the rest by its founder, Mr. George Yang and his

family.
o Golden Arches Realty Corporation (“GARC”) leases to GADC parcels of land
where McDonald’s restaurants and warehouses are situated. It was

incorporated on June 25, 2001 and, at present, has P1 million authorized capital
stock and P816,400 issued and outstanding, 49% of which is held by AGI.

In April 2008, AGI has announced that it will venture into tourism-related development
through its subsidiary, Travellers International Hotel Group, Inc. (“Travellers”). Travellers
was recently prequalified to participate in the Philippine Amusement Gaming
Corporation’s project, the $15 billion Bagong Nayong Pilipino Manila Bay Integrated
City.

The Company and its subsidiaries have not been involved in any bankruptcy,
receivership or similar proceedings. Likewise, there were no other material
reclassifications, merger, consolidation, or purchase or sale of a significant amount of
assets not in the ordinary course of business.

b. Business Description

AGI is a holding company presently engaged in the food and beverage business
(manufacturing and trading of consumer products), real estate (investment in and
development of real estate, lease of properties, and hotel operations), and quick service
restaurant (McDonald’s). Through its subsidiaries and associates, the Company
focuses on providing and developing products and services that cater to the needs,
demands and aspirations of the country’s growing middle-income sector. The Company
believes that it is well positioned to benefit from consumer demand driven by the
expected growth of this sector.

In 2007-8, the F&B and RE are expected to be the prime contributors to revenues and
net income. The relative contributions of these two segments to net income attributable
to equity holders of AGI are expected to swing between 40% and 48%. Within the next
four years, the tourism-related project under Travellers is expected to contribute a
sizable portion of net income, thereby establishing a fourth leg in AGI’s business
portfolio.
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b.1. Principal products or services and their markets

F&B. Brandy is currently being manufactured under the Emperador and Generoso
labels. Emperador, at 72 proof, targets the relatively mature consumers 25 years old
and above and is marketed in 1.75 liters, 750 ml and 375 ml bottles. Generoso, a lighter
and sweeter brandy at 65 proof, is marketed to appeal to women and young drinkers
aged 18 to 25 years. Generoso comes in 700 ml bottles and recently in 375 ml bottles
introduced in October 2007. Emperador has been in the market for 18 years while
Generoso was introduced in late 2006 only. Emperador has won recognition as a
trusted brand. It was acclaimed as number one selling brandy in the world in terms of
volume sold in 2006 by P.A.S.H. Beverage Research UK and The IWSR Drinks Record.
In the Millionaires Club 2007, an annual supplement that came out with the June 2007
issue of Drinks International (UK), Emperador was recognized with the same distinction.
Reader’s Digest awarded Emperador as a Most Trusted Brand in 2004, 2006 and 2007.

Flint glass containers in the form of bottles and jars are produced based on customers’
specifications. Flints are plain transparent glass that could be processed into a variety of
shapes and sizes for use in wines, liquors, juices, soft drinks, food preserves, sauces
and flavorings. At present, glass containers are produced and supplied primarily to EDI.

Pik-Nik is an all-American fresh-fried potato snack line than includes Shoestring
Potatoes, Fabulous Fries, Ketchup Fries, and other delicious potato snacks
manufactured and distributed internationally from USA. Pik-Nik is the market leader in
shoestring potato snack in the USA and is made with no preservatives or artificial
ingredients. The products are packed in resealable, foil-lined canisters so they stay
fresh and crunchy right to the bottom of the can. These canisters, along with the
specialized ingredients and production process, give the products excellent shelf life.
Pik-Nik has been in the market for 70 years since it was first introduced in the USA in
the 1930s in San Jose, California. Now, it is being sold both in the USA and abroad,
including the Philippines.

R.E. The real estate portfolio includes residential condominium units, subdivision lots and
townhouses, as well as office and retail spaces. The present focus is on large-scale
mixed-used communities, or townships, that integrate lifestyle convenience of having
high quality residences in close proximity to office, commercial and leisure facilities. In
addition, there are property-related activities such as project design, construction
oversight and property management. Megaworld has been named by Superbrands as
one of the Philippines’ leading brands in terms of consumer loyalty and preference. For
two consecutive years now, it has reaped awards for its commitment to corporate
governance, management and investor relations from Asia Money Polls, IR Magazine
(Singapore), Finance Asia, and Euromonitor. Euromoney counted Megaworld among
Asian countries with convincing and coherent strategy in 2006 and awarded it as
Philippines’ No. 2 best managed company in 2007.

These are the six township projects at present and, for each development, the strategy
is to lease all commercial and retail properties and sell all residential units:
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Eastwood City, the first mixed-use project development on approximately 15
hectares of land in Quezon City, Metro Manila. It centers on the development of
Eastwood City Cyberpark,the first PEZA-approved information technology (“IT”)
park in the country to provide offices with the infrastructure to support BPO and
other technology-driven businesses. Once completed, it is expected to contain
18 high rise, towers, including residential condominiums and Grade A office
buildings, dining and restaurant hubs, and beauty and lifestyle centers.

Forbes Town Center is a community township project on 5 hectares of land in
Bonifacio Global City in Taguig, Metro Manila. The first building in this project
was launched in 2002. Once completed, it will have 13 condominium towers,
complemented by leisure and entertainment zone of bars, restaurants, specialty
shops and cinemas.

McKinley Hill is a community township being developed on approximately 50
hectares of land in Fort Bonifacio, Taguig, Metro Manila. It started as a 25-
hectare residential development joint venture project of Bases Conversion
Development Authority (“‘BCDA”) and AGI with MEG as the developer and
exclusive marketing agent. In 2004, MEG expanded it into a mixed-use complex
with the addition of 10 hectares of land it bought from BCDA intended for office
rentals and 16 hectares it leases from the City of Taguig intended for use by
schools, sporting facilities and other institutional uses. Development started in
2005 and, once completed, it is expected to consist of office, residential, retail,
educational, entertainment and recreational properties.

Newport City is a 25-hectare community township project in Villamor Air Base,
Pasay City, Metro Manila. The 17.5-hectare portion is in joint venture with
BCDA. Its proximity to NAIA Terminal 3 is an advantage. Pre-selling began in
2005 for the first residential cluster. A PEZA special economic zone cyberpark is
expected to be established at Newport City.

Manhattan Garden City is the first major transit-oriented residential development
project and is expected to consist of 20 residential towers on a 5.25-hectare
property at the Araneta Center in Cubao, Quezon City. The concept for this
project is based on integrating a residential community with a major Metro Manila
transportation hub that links the MRT3 and LRT2. The amenities of the Araneta
Center, such as the Gateway Mall, will be available to residents of Manhattan
Garden City. The first residential tower commenced presales in the third quarter
of 2006.

Cityplace is a mixed-used development to be built on a 2.5-hectare lot in
Binondo, Metro Manila. The development rights were acquired from the city
government of Manila. It is expected to have residential condominium units, a
shopping center, BPO office space and a boutique hotel for business travelers.
The development is also expected to include new green parks, a public car
parking facility, new bypass roads and pedestrian overpasses to make the
project environment and pedestrian-friendly.



OSR. McDonald’s is one of the best known global brands. All McDonald’s restaurants in
the Philippines are operated either by GADC, or by independent entrepreneurs under a
sub-franchise agreement or by affiliates under joint venture agreements with GADC.
The McDonald’s System in the USA is adopted and used in the domestic restaurant
operations, with prescribed standards of quality, service and cleanliness. Compliance
with these standards is intended to maintain the value and goodwill of the McDonald’s
brand worldwide.

McDonald’s restaurants retail a limited menu of uniform and quality products,
emphasizing prompt and courteous service in a clean, wholesome atmosphere. The
menu includes the McDonald’s beef burgers variants (Burger McDo, Big Mac, Quarter
Pounder, Cheese and Double cheese), chicken (Chicken McDo, McNuggets,
McChicken sandwich), French fries, milk shakes, sundaes, beverages, and breakfast
offerings. Products that cater to Philippine consumer preferences are also served, such
as chicken with rice, spaghetti, and a Philippine breakfast menu. The Philippine menu is
designed to appeal to a diverse target market across all ages. Demographically, the
target market is AB, broad C.

b.2. Foreign sales

F&B. Pik-Nik products are being sold locally in USA and exported to other countries at a
ratio of approximately 60%-40%. The domestic sales in the USA expanded by 9% in
2007 because of new accounts and increased distribution in Texas, Midwest and
Southeast. Its international sales grew by 30% in 2007 because of penetration in new
areas in Asia, Middle East, and Latin America. Sales to Central America and the
Caribbean improved considerably by 50% in 2007.

EDI has set its eyes on foreign territories where alcohol consumption is higher than in
the Philippines, particularly Thailand and China.

b.3 Distribution Methods

F&B. The brandy products are being marketed and distributed through sales offices
nationwide that supply to wholesalers, traders, grocery outlets, convenient stores, and
neighborhood stores. Direct sales units comprising cash vans and saturation units are
being used.

The glass containers are delivered to the customers through the services of regular
freight handlers who supply trucks for the exclusive use of AWG. Pik-Nik products are
distributed principally through commissioned forward houses.

R E. Property units are pre-sold prior to project completion, and often prior to start of
construction, at various payment schemes, with down payment plans ranging from 50%
to no money down. A typical payment scheme includes progressive payments over the
period in advance of property construction, including a balloon payment to coincide with
buyers’ expected cash flows. Each project has an in-house marketing and sales division
which is staffed by a trained group of property consultants who exclusively market the
projects. There are also outside agents. Both internal and external agents work on a
commission basis, but in-house personnel have an additional allowance. Marketing
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services staff are also employed to provide auxiliary services for sales and promotional
activities. An international marketing division based in Manila oversees a global network
of sales offices which market the projects to overseas Filipino professionals and retirees
throughout Asia, Europe, North America, the Middle East and Australia.

QOSR. McDonald’s products are sold through McDonald’s restaurants nationwide. There
are 273 restaurants nationwide as of end-2007, 59% of which are owned by GADC
while 41%, franchised. The highest concentration is in NCR (51%), followed by
Southern Tagalog region (18%). In selected areas, McDonald’s products could be
ordered and delivered round the clock through its “Dial8 McDo” telephone service.

b.4. New product or service

F&B. There is a plan to produce and introduce a flavored alcoholic beverage in short-
term; timing will depend on market conditions. There is also a plan to acquire in 2008
the alcohol distillery assets from Condis, pending completion of valuation that is
currently being undertaken by PricewaterhouseCoopers.

OSR. New McDonald’s product variations and promotions are introduced every now and
then which normally last for about 3-6 months only, and this is part of the normal
business promotions. In 2007, vegetable salads and Happy sharing meals were
introduced plus Red hot chicken McDo, twister fries, coco/oreo fudge and sprite float
were offered for a limited period.

b.5. Competition

In general, the Company believes that the high quality of all the products it sells/offers
can effectively compete with other companies in their respective areas of competition.

F&B. The Philippine spirits industry is dominated by brandy, gin and rum. Emperador
Brandy tops the brandy segment while gin is dominated by Ginebra San Miguel (from
San Miguel Corporation) and rum by Tanduay Rhum (Tanduay Distillers, Inc.).
Popularity of these spirits is strangely delineated geographically - gin in the northern
provinces, rum in Viz-Min areas and brandy in Metro Manila and urban centers
nationwide. Brandy has recorded the highest consistent sales growth among all the
spirits in the industry. The growing brandy consumption has even encouraged the two
traditional gin and rum giants to field their own brandy labels -- Gran Matador from San
Miguel, and Barcelona and Guerrero from Tanduay. There is another local brandy,
Napoleon, from another long-established local company, Destileria Limtuaco & Co., Inc.
Don Pedro is an imported label that is being blended locally. There are also imported
labels in the domestic market, like Fundador, Soberano, Carlos I, but they are
significantly more expensive than the locally-produced products. Emperador and
Generoso hold the lion share in the brandy market and was acclaimed as the number 1
selling brandy by volume in the world in 2006 (please see b.1. of this section). EDI
capitalizes primarily on the premium image and reputable quality of its brands and
positions them in the market with such taglines as “Sa totoong tagumpay” for
Emperador and “Masayang dalhin” for Generoso.
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Pik-Nik has surpassed French’s and Popeye potato sticks in most grocery outlets in the
USA. Pik-Nik is now the best selling brand in the USA with the best selling sku — the
Original shoestring potato in 9 oz cans. French’s and Popeye are also being sold locally
in the Philippines but Pik-Nik tops the all-natural pure potato shoestring snack market.
Other US-brands are available, like Lays and Pringles in chips form and the latter is not
from natural potato. A local brand, Oishi, has fielded string potato snacks from potato
starch in the local market.

R E. The real estate market in Metro Manila is principally split between the BPO office
market and the residential market. Megaworld competes against a number of
residential and commercial developers and real estate services companies to attract
purchasers and tenants for its properties in Metro Manila. It leads the pack with nearly
40% share of BPO office supply at the same time garnering a 40% share of residential
condominium supply. The principal bases of competition in the real estate development
business are location, price, financing, completion, quality of construction, brand and
service. Megaworld considers Ayala Land, Inc. (Ayala) to potentially be its only
significant competitor with respect to community township developments. With respect
to its office and retail leasing business, there are many other competitors such as
Robinsons Land Corporation and SM Prime Holdings, Inc. However, Megaworld
believes it has the competitive advantage due to the prime locations of its properties,
innovative projects, a reputation for high quality designs, affordable pre-sales financing,
after-sales service and a consistent track record of completion.

OSR. McDonald’s restaurants compete with a large and diverse group of restaurant
chains and individual restaurants that range from independent local operators to well-
capitalized national and international companies, delicatessens, cafes, supermarkets
and convenience stores. Jollibee Foods Corporation and KFC Corporation are
considered as the principal competitors. Jollibee, a home-grown brand with far greater
number of restaurants nationwide than McDonald’s, offers Filipino-influenced dishes of
chicken, burgers, spaghetti, and other Filipino dishes. KFC is a global brand from USA
whose most popular product is its Original Recipe fried chicken served with side dishes.
Other competitors include Wendy’s, Kenny Rogers, Shakey’s and Pizza Hut. Since
2005, GADC has opened 55 new restaurants and initiated marketing campaigns such
as new product launches, promotions, emotive television commercials, and discount
coupons. GADC competes on the basis of taste, food quality and price of products,
convenience of location, and customer service

b.6. Sources and availability of raw materials

F&B. The raw materials for producing brandy are generally sourced from foreign
suppliers, except for the distilled spirit or alcohol which is supplied mainly by Condis
(please see Item1-b.4.). The brandy concentrate and flavoring extracts are purchased
from several high quality European suppliers. Metal closures, or caps, and labels are
imported from Europe and China. Brand new bottles are manufactured and supplied by
AWG. Carton boxes are sourced locally and recently supplied by Boxboard Container
Corporation and Twinpack Container Corporation EDI has not experienced and does
not anticipate any significant difficulty in obtaining adequate supplies of distilled spirit,
flavoring, bottles or packaging material at satisfactory prices under its supply
arrangements and believes its relationships with suppliers are good. When AWG is
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unable to manufacture enough glass bottles to meet EDI's requirements, AWG sources
glass bottles from foreign manufacturers.

AWG is not dependent upon one or a limited number of suppliers for essential raw
materials. It generally orders raw materials to meet its projected supply requirements
for one year. It sources silica sand mainly from Vietham, Malaysia and Australia, and
limestone, feldspar and cullets are sourced from domestic suppliers. These raw
materials are mainly purchased from Connell Bros Co. Pilipinas, Inc., Comeward
Marketing, Inc., Rock Energy International Corporation, and EB Torres Enterprises.

Pik-Nik uses only fresh potatoes from California and Oregon, pure vegetable oil, the
finest seasonings and never any preservatives. The suppliers of potatoes for Pik-Nik
have one-year contracts.

R E. Megaworld has its own architectural and engineering teams comprised of
approximately 150 personnel and also engages independent groups to carry out the
design of its high profile development projects. Megaworld has a team of project
managers who work closely with outside contractors in supervising the construction
phase of each project. Megaworld’'s contracts with its construction companies typically
contain warranties for quality and requirements for timely completion of the construction
process. In the event of delay or poor quality of work, the relevant contractor or supplier
may be required to pay a penalty. Megaworld also has established relationships with a
number of architectural firms in the Philippines, such as Recio+Casas Architects and
W.V. Coscolluella & Associates, and internationally such as Skidmore, Owings & Merrill
in New York and Klages, Carter, Vail in California. Megaworld’s principal raw materials
are steel and cement which are commodities that are readily available in the market
from a number of sources.

OSR. Suppliers for the McDonald's products are sourced using the McDonald's global
supply chain, which allows the purchase of food, beverages and restaurant supplies at
competitive prices and quality consistent with McDonald's products worldwide.
McDonald's has quality assurance laboratories around the world to ensure that its
standards are consistently met. In addition, McDonald's works closely with suppliers to
encourage innovation, assure best practices and drive continuous improvement. GADC
also contracts the services of third parties for its food supplies. GADC procures the
services of a supply distribution center operated by Havi Food Services Philippines, Inc.
that provides purchasing, warehousing, delivery, food preparation and other logistical
support for the requirements of all of the McDonald's restaurants in the Philippines.
GADC develops product specifications and continually monitors supplies to ensure
compliance with McDonald's standards.

b.7. Customer dependence
The Company’s businesses are not dependent upon a single or a few customers, the

loss of which would not have a material adverse effect on the Company and its
subsidiaries taken as a whole.

17-A -10 -
2007



b.8. Transactions with and/or dependence on related parties

The Company and its subsidiaries, in the ordinary course of business, engage in
transactions with affiliates. The Company’s policy with respect to related party
transactions is to ensure that these are entered on terms comparable to those available
from unrelated third parties. Inter-company transactions between and among the
Company and its subsidiaries are eliminated in consolidation and thus are no longer
reflected in the consolidated financial statements. These primarily consisted of the
following:

e Cash advances for financial requirements. Entities within the Group obtain from
the parent and/or other entities and associates for working capital or investment
purposes. There are also certain expenses that are paid in behalf of other
entities.

e Lease of manufacturing facilities. AGI leases the glass manufacturing plant
property to AWGI, and TEI leases the brandy manufacturing plant property to
EDI.

o Lease of parcels of land. GARC leases out these lots to GADC.

o Lease of office spaces. MEG leases out office and parking spaces to AGI,
subsidiaries, and affiliates.

o Purchase and sale of real estate, services and rentals. Real estate properties
are bought or sold based on price lists in force with non-related parties.
Services are usually on a cost-plus basis allowing a margin ranging 20%-30%.

e Supply of glass bottles. AWGI supplies the new bottle requirements of EDI.

e Receivables from subsidiaries/franchisees. GADC supplies restaurant
equipment, food, paper and promotional items to all franchisees, including
affiliated restaurants, at normal market prices through a third party service
provider.

Major related party transactions have been disclosed in Note 28 to the consolidated
financial statements appearing elsewhere in this report.

b.9. Licenses, trademarks, franchises

F&B. EDI owns registered trademarks which are of material importance to the success
of its business since they have the effect of developing brand identification and
maintaining consumer loyalty. EDI's principal trademark is Emperador Brandy, which it
purchased from Condis in 2007, in addition to associated patents, copyrights and
goodwill and bottle designs for its brandy products. EDI's trademark for Emperador
Brandy is for 10 years expiring in 2015 and renewable thereafter for a period of 10
years. Generoso is deemed registered, awaiting issuance of its certificate of registration
by the Intellectual Property Office.

The existing trademarks for Pik-Nik products are licensed and registered to the
Company for 10 to 20-year periods and expire in 2015 but are renewable thereafter.

R E. Megaworld owns the registered trademark over its name and logo which will expire
in 2015 and is renewable for 10-year periods thereafter. However, although the brand is
important, Megaworld does not believe that its operations or its subsidiaries' operations
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depend on its trademarks or any patent, license franchise, concession or royalty
agreement.

OSR. GADC has nonexclusive rights as a franchisee to use and adopt the McDonald's
intellectual property in the Philippines, including trademarks, service marks, patents,
copyrights, trade secrets and other proprietary information, some of which, including the
trademarks for "McDonald's," the golden arches logo, Ronald McDonald and "Big Mac."
The license agreement contains provisions regulating GADC’s use of such trademarks
in accordance with McDonald’s Corporation’s franchise system. GADC's license
agreement with McDonald's was renewed in March 2005 for a period of 20 years. It
provides for a royalty fee based on a certain percentage of net sales from the operations
of all Company’s restaurants, including those operated by the franchisees. Individual
sublicense arrangements granted to franchisees generally include a lease and a license
to use the McDonald’s System for a period of 3 to 20 years, with a co-terminus provision
with the master franchise.

b.10. Government approval of principal products or services

F&B. The production, sale, distribution and advertisement of food products, locally
manufactured and imported, are regulated by the Bureau of Food and Drugs (BFAD) to
ensure the pure and safe supply and good quality of food available in the country and to
protect the health of the citizens. R.A. 3720 covers both locally manufactured and
imported products and establishes standards as well as quality measures for food. A
comprehensive enforcement framework was set up, which is deemed as necessary to
ensure a pure and safe supply of food in the country.

The Company has duly complied with the statutes and regulations implemented by the
BFAD and has not received any notice of violation of these regulations from the BFAD.
In connection with its obligations under these rules and regulations, AGI has instituted
rigorous quality control procedures to ensure that its products meet or exceed the
prescribed standards and measures.

R E. A barangay clearance and development permit from the local government unit
must be secured before commencing land development works. Before the start of
structural construction activities, a building permit must be secured from the local
government unit. A certificate of registration and a license to sell, both from HLURB,
must be secured before launching any selling activities. All subdivision and
condominium plans for residential, commercial, industrial and other development
projects are required to be filed with and approved by the HLURB and the relevant local
government unit of the area where the project is situated. Approval of such plans is
conditional on, among other things, the developer’s financial, technical and
administrative capabilities. Alterations of approved plans, which affect significant areas
of the project, such as infrastructure and public facilities, also require the prior approval
of the relevant government body or agency.

Subdivision or condominium units may be sold or offered for sale only after a license to
sell has been issued by the HLURB. As a requisite for the issuance of a license to sell
by the HLURB, developers are required to file with the HLURB surety bond, real estate
mortgage or cash bond to guarantee the construction and maintenance of the roads,
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gutters, drainage, sewerage, water system, lighting systems, and full development of
the subdivision or condominium project and compliance with the applicable laws, rules
and regulations.  Real estate dealers, brokers and salesmen are also required to
register with the HLURB before they can sell lots or units in a registered subdivision or
condominium project.

Project permits and licenses to sell may be suspended, cancelled or revoked by the
HLURB, by itself or upon a verified complaint from an interested party, for reasons such
as non-delivery of title to fully-paid buyers or involvement in fraudulent transactions. A
license or permit to sell may only be suspended, cancelled or revoked after a notice to
the developer has been served and all parties have been given an opportunity to be
heard in compliance with the HLURB's rules of procedure and other applicable laws.

The Group complies with all regulations applicable to the development and sale of its
projects.

OSR. There are no special government approvals necessary for new food products apart
from the standard Department of Trade and Industry permits.

b.11. Effect of existing or probable government regulations

F&B. In addition to VAT, the distilled spirits for domestic sales or consumption are
subject to excise tax. The brandy products which are produced from locally processed
distilled spirits from the juice, syrup or sugar of the cane are currently levied an excise
tax of P12.58 per proof liter. [A proof liter is a liter of proof spirits, which are liquors
containing one-half of their volume of alcohol with a specific gravity of 0.7939 at 15°C].
The excise tax rate had increased by 8% from P11.65 in January 2007 and will increase
by 8% every two years until January 1, 2011 when a new excise tax law is expected to
be enacted.

R E. There are essentially two different types of residential subdivision developments,
which are distinguished by different development standards issued by the HLURB. The
first type of subdivision, aimed at low-cost housing, must comply with BP 220, which
allows for a higher density of building and relaxes some construction standards. Other
subdivisions must comply with PD 957, which set out standards for lower density
developments. Both types of development must comply with standards regarding the
suitability of the site, road access, necessary community facilities, open spaces, water
supply, the sewage disposal system, electrical supply, lot sizes, the length of the
housing blocks and house construction. Under current regulations, a developer of a
residential subdivision is required to reserve at least 30% of the gross land area of such
subdivision for open space for common uses, which include roads, parks, playgrounds
and recreational facilities.

Further, Republic Act No. 7279 requires developers of proposed subdivision projects to
develop an area for socialized housing equivalent to at least 20% of the total subdivision
area or total subdivision project cost, at the option of the developer; within the same or
adjacent regions, whenever feasible, and in accordance with the standards set by the
HLURB. Alternatively, the developer may opt to buy socialized housing bonds issued by
various accredited government agencies or enter into joint venture arrangements with
other developers engaged in socialized housing development. Meg has benefited from
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providing low-income housing or projects of such types which are financially assisted by
the government. These policies and programs may be modified or discontinued in the
future. The Government may also adopt regulations which may have the effect of
increasing the cost of doing business for real estate developers.

Effective November 2005, sales of residential lots with a gross selling price of P1.5
million or less, and residential house and lots with a gross selling price of 2.5 million or
less, are not subject to VAT.

Certain investment properties are registered with PEZA, and this provides significant
benefits to Megaworld’s tenants. PEZA requirements for registration of an IT park or
building differ depending on whether it is located in or outside Metro Manila. These
requirements include clearances or certifications issued by the city or municipal
legislative council, the DAR, the National Water Resources Board, and the DENR.

b.12. Research and development

The regular research and development activities of the group for the past three years
have not amounted to a significant percentage of revenues.  There are no new
products or design being developed that would require a material amount of the group’s
resources except for the planned flavored alcoholic beverage project that has been
funded already.

b.13. Compliance with environmental laws

All development projects and industries located in areas surrounding the Laguna Lake
are subject to regulatory and monitoring powers of the Laguna Lake Development
Authority (LLDA). Since the glass plant and the brandy manufacturing complex are
located in this area, permits to operate are being renewed with LLDA on a yearly basis.

Development projects that are classified by law as environmentally critical or projects
within statutorily defined environmentally critical areas are required to obtain an
Environmental Compliance Certificate (“ECC”) prior to commencement. As a requisite
for the issuance of an ECC, an environmentally critical project is required to submit an
Environmental Impact Statement (“‘EIS”) to the EMB while a project in an
environmentally critical area are generally required to submit an Initial Environmental
Examination (“IEE”) to the proper DENR regional office. In the case of an
environmentally critical project within an environmentally critical area, an EIS is required.
The construction of major roads and bridges are considered environmentally critical
projects for which EISs and ECCs are mandatory. While the EIS or an IEE may vary
from project to project, as a minimum, it contains all relevant information regarding the
project’s environmental effects. The entire process of organization, administration and
assessment of the effects of any project on the quality of the physical, biological and
socio-economic environment as well as the design of appropriate preventive, mitigating
and enhancement measures is known as the EIS System. The EIS System successfully
culminates in the issuance of an ECC. The issuance of an ECC is a Government
certification that the proposed project or undertaking will not cause a significant negative
environmental impact; that the proponent has complied with all the requirements of the
EIS System and that the proponent is committed to implement its approved
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Environmental Management Plan in the EIS or, if an IEE was required, that it shall
comply with the mitigation measures provided therein.

Project proponents that prepare an EIS are required to establish an Environmental
Guarantee Fund (“EGF”) when the ECC is issued for projects determined by the DENR
to pose a significant public risk to life, health, property and the environment or where the
project requires rehabilitation or restoration. The EGF is intended to meet any damages
caused by such a project as well as any rehabilitation and restoration measures. Project
proponents that prepare an EIS are required to include a commitment to establish an
Environmental Monitoring Fund (“EMF”) when an ECC is eventually issued. In any case,
the establishment of an EMF must not be later than the initial construction phase of the
project. The EMF shall be used to support the activities of a multi-partite monitoring
team which will be organized to monitor compliance with the ECC; and applicable laws,
rules and regulations.

Aside from the EIS and IEE, engineering geological and geo-hazard assessment are
also required for ECC applications covering subdivisions, housing and other land
development and infrastructure projects.

The Company and its subsidiaries have not incurred material costs to comply with
environmental laws

b.14. Number of employees

As of December 31, 2007, the group has a total workforce of 16,259 personnel
categorized by business segment as follows:

Real Estate 620
Food and Beverage
Distilled spirits business 901
Others 147
Quick Service Restaurant 14,591
Total 16,259

The Group intends to hire additional employees if the present workforce becomes
inadequate to handle operations. Approximately 7,710 new employees are anticipated
to be hired within the ensuing 12 months. Megaworld, EDI and GADC anticipate hiring
50, 60 and 7,600 employees within the next 12 months, respectively. None of the
Company's or its subsidiaries' employees are represented by a labor union or covered
by a collective bargaining agreement, other than production employees of AWG.

AWG’s collective bargaining agreement provides for graduated wage increases, sick
leave, vacation leave, union business leave, medical and dental services, death aid
benefits, separation pay, as well as other benefits such as family planning and employee
welfare services. The employees also agree to follow certain grievance procedures and
to refrain from strikes during the term of the agreement, which expires on January 20,
2010.
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Megaworld maintains a tax-qualified, noncontributory retirement plan that is being
administered by a trustee covering all regular full-time employees. GADC has a funded,
defined contribution retirement plan covering all regular full-time employees wherein
employees are allowed to make voluntary contribution.

Employees of sub-franchisees do not form part of GADC's workforce except for certain
members of the sub-franchisee management staff. Regular employees of GADC are
beneficiaries of a bonus program, determined by, among others, the level of profits,
performance appraisals and the employee's position and salary level.

b.15. Major Business Risks

Risks are integral part of business. Opportunity for advancement cannot be achieved
without taking risks. This is why the Company and its subsidiaries adopted a policy
whereby risks are identified before they cause significant trouble for the business. They
carefully prepare structured/strategic plans to anticipate the inherent risks in their
activities and set up methods to mitigate the effects of these risks. Risks are prioritized
based on their impact to business, and probability of occurrence. There is a monitoring
system that keeps track of the indicators and the actions/corrections undertaken.
Feedbacks, both internal and external, are important for current and emerging risks.

The Group’s risk management is coordinated with the Board of Directors and focuses
on actively securing short-to medium-term cash flows by minimizing the exposure to
financial markets. Long-term financial investments are managed to generate lasting
returns. The Group does not actively engage in the trading of financial assets for
speculative purposes.

The major risks that the present business face include:

o Hazards and natural or other catastrophes. The Company and its subsidiaries’
assets are always exposed to losses or impairment through fire and natural or
man-made disasters and accidents that may materially disrupt operations and
result in losses.  In particular, damage to Megaworld structures resulting from
such natural catastrophes could also give rise to claims against Megaworld from
third parties or for physical injuries or loss of property, while any damage to EDI's
sole manufacturing and bottling facility could materially and adversely affect the
ability of EDI to produce brandy in sufficient quantities, if at all. EDI and GADC
also run the risk of contamination through tampering of ingredients, bottles or
products that could result in product recall or food poisoning which in turn could
create negative publicity that could adversely affect sales.

Safety precautionary measures have been undertaken and installed within the
operating system. Adequate insurance policies are likewise taken to cover from
these risks. However, there are losses for which the Company cannot obtain
insurance at a reasonable cost or at all. Any material uninsured loss or loss
materially in excess of insured limits could materially and adversely affect the
Company's business, financial condition and results of operations, while
remaining liable for any project costs or other financial obligations related to the
business.
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Regulatory developments. The Philippine property, food and beverage and quick
service restaurant industries are highly regulated. For example, in the property
development industry, Megaworld is required to obtain a number of permits and
approvals for its development plans at both the national and local levels. In the
alcohol industry, there are restrictions on advertising, marketing and sales of
alcoholic beverages to consumers and restrictions governing the operation of
EDI's brandy manufacturing facilities. In the quick service restaurant industry,
GADC is subject to retail trade and other industry specific regulations. The
group’s results of operations could be affected by the nature and extent of any
new legislation, interpretation or regulations, including the relative time and cost
involved in procuring approvals for projects. If the group fails to meet safety,
health and environmental requirements, it may also be subject to administrative,
civil and criminal proceedings initiated by the Government, as well as civil
proceedings by environmental groups and other individuals, which could result in
substantial fines and penalties against the Company, as well as orders that could
limit or halt its operations. The group, thus, keeps abreast of current happenings
and immediately institute measures to contain any adverse effect on the group.

Supply of raw materials and packaging materials. Materials used in production
demand high quality and specialty. The raw materials that EDI and GADC use,
such as distilled spirit, brandy flavoring, chicken, beef and paper, are largely
commodities and are subject to price volatility caused by changes in supply and
demand, weather conditions, fuel costs for transportation and production,
agricultural uncertainty and government controls. Megaworld sources
construction materials such as lumber, steel and cement and may also
experience shortages or increases in prices. Rising price changes will result in
unexpected increases in production or construction costs and decreases in gross
margins if such increased costs cannot be passed on to consumers or buyers. [f
these costs are passed on, any increase in prices could materially affect demand
for and the relative affordability of such products. Purchasing, therefore, keeps
posted about supply sufficiency in the market and always looks out for new
potential sources.

Consumer tastes, trends and preferences. Consumer preferences may shift due to a
variety of factors, including changes in demographic and social trends, leisure
activity patterns and a downturn in economic conditions, which may reduce
customers’ willingness to purchase premium branded products or properties. In
addition, concerns about health effects due to negative publicity regarding
alcohol or fast food consumption, negative dietary effects, project location,
regulatory action or any litigation or customer complaint against companies in the
industry may have an adverse effect on results of operations. Any significant
changes in consumer preferences and failure to anticipate and react to such
changes could result in reduced demand for consumer products or projects and
erosion of its competitive and financial position. Likewise, the launch and
ongoing success of new products is uncertain as is their appeal to customers.
Product innovation and responsiveness to changing consumer tastes and trends,
therefore, have been important aspects of the group’s ability to sell their
products.
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Competition. Each of the Company's primary business operations is subject to
intense competition. Some competitors may have substantially greater financial
and other resources than EDI, Megaworld or GADC, which may allow them to
undertake more aggressive marketing and to react more quickly and effectively
to changes in the markets and in consumer preferences. In addition, the entry of
new competitors into any of the Company's primary business segments may
reduce the Company's sales and profit margins.

Interests of joint development partners. Megaworld obtains a significant portion of
its land bank through joint development agreements with landowners, as part of
its overall land acquisition strategy and intends to continue to do so. Under the
terms of its joint development agreements, it takes responsibility for project
development costs and project sales activities, while its joint venture partner
typically supplies the project land. A joint venture involves special risks where the
venture partner may have economic or business interests or goals inconsistent
with or different from those of Megaworld’s. The development partner may also
take actions contrary to Megaworld’s instructions or requests, or in direct
opposition to its policies or objectives with respect to the real estate investments,
or the development partner may not meet its obligations under the joint
development arrangement.

Property portfolio concentration risks. Substantially all of appraised value of
Megaworld’s assets are located in Metro Manila. The current projects are all
located within Metro Manila and, in particular, within relatively short distances
from the main business districts in Makati City and the Ortigas Center. A
decrease in the property values or wealth in Metro Manila would have a material
adverse effect on the business and results of operations of Megaworld.
Megaworld, therefore, has looked out for locations outside Metro Manila and has
acquired land in lloilo in the Visayas region.

Philippine economic/political conditions. The Company has derived substantially
all of its revenues and operating profits from the Philippines and its businesses
are highly dependent on the Philippine economy. Demand for, and prevailing
prices of, developed land, house and lot units are directly related to the strength
of the Philippine economy, the overall levels of business activity in the
Philippines and the amount of remittances received from OFWs. The Company’s
branded consumer food and beverage products and quick service restaurant
products are discretionary purchases by consumers, and demand for these
products tend to decline during economic downturns when customers’
disposable income declines. The Company’s results of operations are expected
to vary from period to period in accordance with fluctuations in the Philippine
economy which is in turn influenced by a variety of factors, including political
developments among others. Political instability in the Philippines could
negatively affect the general economic conditions and operating environment in
the Philippines, which could have a material impact on the Company’s business,
financial condition and results of operation.

While the Philippine economy has generally registered positive economic growth
in the period since 1999, with an all-time high of 7.3% in 2007, it continues to
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face a significant budget deficit, limited foreign currency reserves, a volatile peso
exchange rate and a relatively weak banking sector. There can be no assurance
that current or future Governments will adopt economic policies conducive to

sustaining economic growth.

A further discussion on financial risk management objectives and policies is presented

in the notes to the financial statements.

Item 2. Properties

The following are the principal properties owned or leased by the group, including those

reserved for future developments:

Description

Location

Owned/Leased/Limitations

on Ownership

Lots & Facilities

Brandy manufacturing facility

Glass manufacturing plant

Warehouse Town — a warehouse complex
Several parcels for McDonald’s use

Lot — Citiwood Heights
Lot

Condominium Units &Subdivision Lots

Marina Square Suites
Paseo Parkview Suites
8 Wack Wack Road
Golf Hills Terrace
Corinthian Hills

McKinley Hill Village (Phase 1)

Eastwood Lafayette 3

Eastwood Excelsior

One Orchard Road

Greenbelt Radissons

Greenbelt Parkplace

Grand Eastwood Palazzo

Eastwood Parkview

Forbeswood Heights

The Bellagio

El Jardin Del Presidente 2
Rental Properties

The World Centre

Paseo Center

Forbes Town Center

IBM Plaza (Paseo Center)

IBM Plaza (Eastwood)

Eastwood Corporate Plaza

Eastwood Fashion Square

Eastwood City Style Center

Home Center

Eastwood City Walk 1 and 2

ICITE
Techno Plaza 1
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Santa Rosa, Laguna
Canlubang Industrial Estate,
Calamba, Laguna

Caloocan City

Various locations

EDSA, Quezon City

lloilo

Manila

Makati City

Mandaluyong City

Quezon City

Quezon City

McKinley Hill, Taguig City
Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
Makati City

Makati City

Eastwood City, Quezon City
Eastwood City, Quezon City
Forbes Town,Taguig City
Forbes Town,Taguig City
Quezon City

Makati City

Makati City

Forbes Town,Taguig City
Makati City

Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
Eastwood City, Quezon City
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Owned
Owned

Owned
Owned
Owned
Owned

Owned
Joint Venture Ownership
Joint Venture Ownership
Joint Venture Ownership
Owned
Joint Venture Ownership
Owned
Owned
Owned
Owned
Joint Venture Ownership
Owned
Owned
Joint Venture Ownership
Joint Venture Ownership
Owned

Owned
Owned
Joint Venture Ownership
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned
Owned



Description Location Owned/Leased/Limitations
on Ownership
1800 Eastwood Avenue Eastwood City, Quezon City Owned
Eastwood Incubation Center Eastwood City, Quezon City Owned
CyberMall Eastwood City, Quezon City Owned
Hotels @
Richmonde Hotel ..., Pasig City Owned
Notes:
(1) Lease terms and rental rates vary depending on the property and the lessee.

(2) The Richmonde Hotel is operated by a subsidiary of Megaworld.

In addition, there are various operating lease agreements for McDonald’s restaurant
sites, offices and other facilities. These non-cancelable lease agreements are for initial
terms of 5-40 years and, in most cases, provide for rental escalations, additional rentals
based on certain percentages of sales and renewal options for additional periods of 5-25

years.

Item 3. Legal Proceedings

There are no material litigations or claims pending or, to the best knowledge of the
Company, threatened against the Company or any of its subsidiaries or affiliates or any

of their properties.

Item 4. Submission of Matters to a Vote of Security Holders

There are no matters submitted to a vote of security holders during the fourth quarter of

the fiscal year covered by this report.
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PART Il - OPERATIONAL AND FINANCIAL INFORMATION

Item 5. Market for Issuer's Common Equity and Related Stockholder Matters

a. Market Information

The Company’s common shares are traded on the Philippine Stock Exchange. The
closing price of the said shares as of April 14, 2008 was P4.05. The trading prices of

the said shares for each quarter within the last two years and subsequent interim period
are set forth below:

2006 2007 2008

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
High 11.50 1175 12.00 10.75 11.00 7.20 6.40 6.10 5.70
Low 11.00 10.00 9.50 7.30 3.50 570 3.75 4.95 3.40
High* 6.62 6.77 6.91 6.19 7.30
Low* 6.33 5.76 5.47 4.20 3.50

*adjusted for stock rights ex-date Feb 12, 2007

(Source: PSE Research Dept.)

b. Shareholders

As of March 31, 2008, the Company had 1,086 stockholders holding
10,269,827,979 common shares and the Top Twenty Stockholders were as follows:

Rank Stockholder No. of Shares Held Per Cent to Total
1 The Andresons Group, Inc. 3,732,008,394 36.34
2 PCD Nominee Corporation (Non-Filipino) 3,5623,318,135 34.30
3 PCD Nominee Corporation (Filipino) 900,503,620 8.768
4 Altavision Resources, Inc. 451,574,334 4.397
5 Andrew L. Tan 341,684,350 3.327
6 Asiagroup Holdings, Inc. 220,004,000 2.142
7 Globaland Holdings, Inc. 220,004,000 2.142
8 Grand Bel Air Holdings, Inc. 220,004,000 2.142
9 Le Bristol Holdings, Inc. 183,679,000 1.789
10 California Orchard Growers Investments, Inc. 120,000,000 1.168
1 Yorkshire Holdings, Inc. 113,273,508 1.103
12 Eastwood Property Holdings, Inc. 112,600,000 1.096
13 Gilmore Property Marketing Associates, Inc. 105,281,765 1.025

14 Forbes Town Properties & Holdings, Inc. 10,000,000 0.097
15 Apex Management & Development Group, Inc. 6,500,000 0.063
16 Ana Go &/or Go Kim Pa 4,500,000 0.044
17 Arafor Trading and Development Corporation 1,000,000 0.010
18 Kausugan Development Corporation 1,000,000 0.010
19 Paul Gerard B. Del Rosario 600,000 0.006
20 Benilda S. Santos 260,000 0.003

Please refer to Irem 11 for stockholders holding 5% or more. PCD Nominee Corporations are comprised of
several nominees holding less than 5% ownership each, except for two which are included in Item 11.
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c. Dividends in the Two Most Recent Years

It is the Company’s policy to periodically declare a portion of its unrestricted retained
earnings as dividend either in the form of cash or stock. The declaration of dividends
depends upon the Company’s earnings, cash flow and financial condition, among other
factors. The Company may declare dividends out of its unrestricted retained earnings
only. Unrestricted retained earnings represent the net accumulated earnings of the
Company, with its capital unimpaired which are not appropriated for any other purpose.
The Company may pay dividends in cash, by the distribution of property, or by the issue
of shares of stock. Dividends paid in cash are subject to the approval by the Board of
Directors. Dividends paid in the form of additional shares are subject to the approval by
both the Board of Directors and at least two-thirds (2/3) of the outstanding capital stock
of the stockholders at a stockholders’ meeting called for such purpose. There has been
no declaration of dividends in the two most recent years.

d. Recent Sales or Issuance of Unregistered or Exempt Securities Within the Past Three Years

In March 2005, the Company offered 200,471,000 shares on a pre-emptive rights basis
at P5.00 per share, or a total price of P1.00 billion. Shares not taken up by existing
shareholders were purchased by two affiliates of existing shareholders. The issuance of
the shares was exempted from the registration requirements of the SRC under Section
10.1(k) and 10.1(e), the sale having been made to fewer than 20 new investors and
exclusively to existing stockholders, where no commission or remuneration is paid or
given in connection with the sale. The Company notified SEC about the stock offer by
fiing SEC Form 10.1 on January 20, 2005. Fifty percent of the total subscription price
was collected in March, and the other half in September 2005. The said shares were
listed in PSE on March 28, 2005.

On February 16, 2007, the Company exchanged 4,059,465,979 shares (valued at
P4.137 per share which represents a 6% premium over the volume weighted average
price of the Company’s shares with the PSE for a period of 30 trading days prior to the
transaction) with 5,248,128,361 shares of Megaworld (valued at P3.20 per share which
represents the closing market price on that date) owned by The Andresons Group, Inc.,
Yorkshire Holdings, Inc. and Andrew L. Tan. At the time of the transaction, Yorkshire
Holdings, Inc. was a stockholder of the Company holding more than 10% equity share
while Andrew L. Tan, the Chairman of the Company, is also the Chairman of the two
selling companies. A BIR Ruling was obtained on February 20, 2007 confirming the tax-
free nature of the exchange of the shares under Sec. 40(C)(2) of the NIRC. The
issuance of the shares was exempted from the registration requirements of the SRC
under Section 10.1(e), the sale having been made exclusively to existing stockholders
where no commission or remuneration is paid or given in connection with the sale. The
Company notified SEC about the stock offer by filing SEC Form 10.1 on March 2, 2007.
The Company’s application to list the said shares is still pending with the PSE.

From February 23, 2007 to 12:00 noon of March 1, 2007, in connection with the
increase in authorized capital stock, the Company offered 2,205,181,000 common
shares with a par value of P1.00 per share, to be taken from the increase in authorized
capital stock of the Company, on a pre-emptive rights basis at P1.50 per share, or a
total price of around P3.3 billion. Shares not taken up by existing stockholders were
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purchased by five existing stockholders. Fifty percent of the total subscription price was
collected from the subscribers at the time of subscription, and the other half collected
either on April 23, 2007 or June 7, 2007. The issuance of the shares was exempted
from the registration requirements of the SRC under Section 10.1(e), the sale having
been made to exclusively to existing stockholders where no commission or
remuneration is paid or given in connection with the sale. The Company notified SEC
about the stock offer by filing SEC Form 10.1 on January 10, 2007. The said shares
were listed in PSE on March 9, 2007.

In June 2007, the Company together with Yorkshire Holdings, Inc. as the Selling
Shareholder offered for sale 1,800,000,000 new shares, taken from the unissued portion
of authorized capital stock, and 1,330,435,000 common shares, respectively, as part of
the follow-on public offering undertaken by the Company. 2,504,348,000 of the Offer
Shares were offered and sold outside the Philippines and the United States to non-U.S.
persons as part of the International Offer while 626,087,000 of the Offer Shares were
offered and sold initially to PSE Brokers as part of the Domestic Offer. BDO Capital
acted as the Domestic Lead Underwriter while UBS AG, acting through its business
group, UBS Investment Bank, acted as Sole Global Coordinator and Sole Bookrunner.
The Selling Shareholder likewise granted the Stabilizing Agent an option, which had
been exercised in whole, to purchase up to 469,565,000 shares at the Offer Price on the
same terms and conditions as the Offer Shares to cover any Over-allotments. The Offer
Price for the Offer Shares was P5.75 per share. The SEC approved the Registration
Statement filed by the Company for the Offer Shares and the Over-allotment shares on
June 6, 2007. The 1,800,000,000 new shares were listed in the PSE on June 18, 2007.

Item 6. Management's Discussion and Analysis
a. Key Performance Indicators

Presented below are the top five (5) key performance indicators of the Company and
subsidiaries:

2007 2006 2005

Sales growth 210% 11% 120%
Net income growth 467% -73% 898%
Net income growth, less extraordinary 108% 129%
Net income rate 18% 10% 42%
Net income attributable to equity 12% 9% 20%

holders of parent

Return on investment 4% 5% 23%
Current ratio 4.3:1 1.6:1 3:1

o Sales growth — measures the percentage change in sales over a designated
period of time. Performance is measured both in terms of amount and volume,
where applicable.

o Net income growth — measures the percentage change in net income over a
designated period of time.
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o Net income rate— computed as percentage of net income to revenues -
measures the operating efficiency and success of maintaining satisfactory
control of costs

o Return on investment [or capital employed]- the ratio of net income to total
assets - measures the degree of efficiency in the use of resources to generate
net income.

o Current ratio — computed as current assets divided by current liabilities —
measures the ability of the business to meet its current obligations. To measure
immediate liquidity, quick assets [cash, marketable securities, accounts
receivables] is divided by current liabilities.

b. Discussion and Analysis of Operation

Despite the typhoons, political upheavals, corruption issues and rising prices, the
Philippines posted a 7.3% growth in GDP in 2007, its highest in 31 years, following the
5.4% growth in 2006 and 4.9% in 2005. The peso appreciated from P49.146 at the
start of the year to P41.38 by year-end, with the weakening/slowdown of the US
economy along with the fear of a US housing meltdown and recession looming in the
air. Amidst this economic environment, the Company and its subsidiaries sustained
remarkable positive results.

The following discussion and analysis must be read in conjunction with the submitted
audited consolidated financial statements and the related notes thereto.

b.1. Results of operations:
For the Year Ended December 31, 2007 vs. 2006

The year 2007 is another record year for AGI and its subsidiaries. AGI quintupled its
consolidated net income in 2007 to P5,033 million from P888 million in 2006 -- P3,293
million and P819 million of which represent net income attributable to equity holders of
the parent company in 2007 and 2006, respectively. Such feat was brought about
largely by the strong results from the new business acquisitions that were consolidated
starting from 2007. EDI and Megaworld put in approximately P2.5 billion to net income
attributable to equity holders of the parent company in 2007. Nonetheless, the existing
businesses also registered impressive growth

Total revenues soared 210% to P27.3 billion in 2007 from P8.8 billion a year ago. The
brandy business contributed P7.1 billion representing 26% of total revenues, while the
real estate business put in P12.3 billion representing 45% of total revenues. Combined
sales of QSR and Pik-Nik made up the remaining 29% of revenues. The real estate
revenues from sale of residential lots, condominium and office units made up 39% of
revenues. The QSR revenues expanded by 13% to P7.4 billion from P6.6 billion in 2006
primarily due to the opening of 23 new restaurants nationwide, the remodelling of 19
existing restaurants, extensive marketing campaigns and introduction of new products
such as Super Salad and McShaker Side Salads, McDo sundae ice mix, barbecue beef
McDo and Happy Sharing Meals (chicken pieces and nuggets in large packs). Pik-Nik
sales grew by 17% this year — that is 9%, 9%, 52% and 75% more in USA, Asia, Latin
America and other territories, particularly Saudi Arabia and Kuwait, than a year ago.
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Cost of sales and services went up by 171% to P19.4 billion this year as compared to
P7.1 billion in 2006 because of the new businesses and the increase in sales. Gross
profit rate improved by 153% to 29% this year from 19% last year. The top five
components of cost were from real estate sales (37%), raw materials used to produce
brandy (20%) and food cost for McDonald’s (12%), salaries and benefits (5%), rentals
(4%) and electricity (3%).

Other operating expenses increased to P3.6 billion from P1.1 billion because of the
newly-acquired businesses and sales expansion. The top five expense components
were advertising and promotions (19%), salaries and employee benefits (14%),
commissions (10%), royalty (9%) and taxes and licenses (8%).

Finance and other income totalled P2,923 million this year from P196 million a year ago.
This came primarily from interest earned on cash and short-term investments that
amounted to P26 billion at end-2007 as compared to P1.3 billion at end-2006, and the
interest from real estate sales. Other income items were dividends and rentals.

The composition of costs, expenses and other income is presented in the notes to the
consolidated financial statements.

Tax expense amounted to P1.3 billion from P96 million as a result of high revenues.
EBITDA amounted to P8.1 billion in 2007 as compared to P1.6 billion a year ago.
For the Year Ended December 31, 2006 vs. 2005

AGI doubled its consolidated net income in 2006 to P888 million from P427 million net
income before extraordinary gain in 2005.. Such was mainly attributed to the 45%
improvement in gross profit margin plus 56% increase in equity in an associate and a
joint venture.

Total revenues grew by 11% to P8.8 billion from P7.9 billion a year ago. The real estate
segment contributed the highest to this growth, with P1.4 billion increase in revenues
coming from its rendering of developmental services and sale of land development in
2006. The quick service restaurant business (QSR) ended the year with P446 million
more revenues, representing 7% growth, attributed to the opening of 22 new stores,
successful promotional campaigns, particularly its couponing efforts, and introduction of
new products, like the McRice Burgers, Chicken fillet, McShakers Fries and sundae ice
mix, during the year. The glass container and shoestring snack manufacturing
businesses also expanded by 17% and 6%, respectively. Glass production started
anew in mid-July with the newly refurbished furnace and upgraded production lines.
Imported bottles augmented glass sales during the year, accounting for about 20% of
annual glass sales. The beginning glass bottle inventory, on the other hand, accounted
for 40% of annual glass sales. (Glass bottles were stockpiled in 2005 for the anticipated
planned shutdown.) The food and beverage segment, meanwhile, reported a general
decline of P1 billion because the trading and distribution business operations was still
held in abeyance.
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Cost of sales was contained at 7% increase, thereby improving gross profit by 45%.
The top cost components in the QSR remained to be food and paper (45%), personnel
(13%), rent (11%), and utilities (10%) comprising 78% of total costs while in the Pik-Nik
manufacture, direct materials represented 89% of its total costs. In the real estate rental
business, depreciation was the biggest cost component.

Selling expenses were expected to rise with the increase in sales, but these rose by 6%
only year-on-year. Royalty expense, a major component, went up by 7%, equivalent to
P18 million. Administrative expenses, on the other hand, increased by 15%, primarily
from the QSR and rental businesses. A 37% more spending was incurred for QSR
personnel costs, a major expense account in the QSR representing 47% of its total
administrative expenses. Utilities, particularly the electricity cost, caused the rise in
administrative expenses of the rental business.

Equity in net earnings of an associate and a joint venture soared to P409 million in
2006, up 56% year-on-year.

Income tax expense amounted to P96 million in 2006 as compared to P67 million in
2005.

b.2. Liquidity and Capital Resources

With the consolidation of the assets from the real estate and distilled spirits businesses
in 2007, consolidated total assets soared to P89.1 billion from P15.8 billion as of
December 31, 2007 and 2006, respectively., while consolidated liabilities amounted to
P23.6 billion from P3.8 billion as of the same respective years-end. As of end-2007,
Megaworld has consolidated total assets of P56.5 billion and EDI, on the other hand,
has P4.1 billion.

For most of the balance sheet accounts, there is a corresponding note to the
consolidated financial statements where details, breakdown or composition of the
accounts could be found. Please refer to those notes accompanying the consolidated
financial statements. In summary:

The Group is awash with cash coming from the unexpended portion of proceeds from
2007 stock issuances and efficient collection of receivables. Cash and cash
equivalents totaled P24.1 billion as of end-2007 as compared with P1.3 billion as of
end-2006. Financial assets at FVTPL totaled P2.0 billion and P87 million at year-end
2007 and 2006, respectively. Megaworld has P13.6 billion in cash and P1.1 billion in
financial assets at FVTPL while AGI has P8.0 billion in cash and P0.9 billion in financial
assets at FVTPL.

Current trade and other receivables increased by P6.8 billion this year-end - with P5.8
billion and P1.4 billion ending balances in real estate and distilled spirits manufacturing
businesses, respectively. Non-current receivables of P5.6 billion came from real estate
business.

Inventories went up by P6.0 billion because of P5.2 billion residential units held for sale
and P732 million raw materials and supplies for the distilled spirits manufacturing.
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The real estate business further added P9.2 billion investments in stocks, P5.5
investment property, 4.4 billion available for sale financial assets, P2.2 billion land for
future development, and P2.4 billion property development costs. The distilled spirits
business further added P508 million property and equipment.

Intangible assets represent P10.5 billion goodwill from acquisition of investments in
stocks and P1.0 trademarks as of end-2007.

Interest-bearing loans and borrowings of Megaworld added P6.3 billion, including P1.7
billion non-current bank loans and P4.1 billion bonds, to the end-2007 balance.
Customer deposits, reserve for property development, deferred income on real estate
sales, advances from related parties and deferred tax liabilities were liabilities incurred
by Megaworld in its operations.

The changes in equity components are presented in detail in the consolidated
statements of changes in equity while the sources and uses of funds could be found in
the consolidated statements of cash flows.

The consolidated balance sheets showed strong liquidity. Current assets as of
December 31, 2007 and 2006 amounted to P44.0 billion and P3.7 billion, respectively,
while current liabilities for the same respective years-end remained low at P10.3 billion
and P2.3 billion, respectively. Thus, current ratios were at 4.29:1 and 1.62:1 as of
respective year-ends.

Debt-to-equity ratios were kept very low at 0.5:1 and 0.3:1 in 2007 and 2006,
respectively.

b.3. Prospects for the future:

The distilled spirit manufacturing and real estate businesses are expected to be the
prime contributors in 2008. Funds had been raised already for the business expansion
plans in the food and beverage segment, mostly to complement the requirements of the
distilled spirits manufacturing business, and in the real estate segment Real estate
projects are lined up that spotlight on the live-work-play-learn community concept, plus
development plans outside of Metro Manila. More McDonald stores are target to be
opened and existing ones re-imaged to boost the QSR income.

Despite the conflicting signals in economy, AGI is looking at a brighter future and
formidable results ahead. The Group believes that it is well prepared and well
positioned to face the forthcoming business challenges. It aims to leap forward in new
industries and territories. In April 2008, it was prequalified to participate in PAGCOR’s
$15 billion project in Manila Bay. This marks the entry of AGI into the tourism industry.
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b.4. Others

There are no other known trends or demands, commitments, events or uncertainties
that will result in or that are reasonably likely to result in the Company’s liquidity
increasing or decreasing in any material way. The Company does not have nor
anticipate having any cash flow or liquidity problems within the next twelve months. AGI
and its subsidiaries are not in default or breach of any note, loan, lease or other
indebtedness or financing arrangement requiring it to make payments.

There are no other known events that will trigger direct or contingent financial obligation
that is currently considered material to the Company, including any default or
acceleration of an obligation. There are no other material off-balance sheet
transactions, arrangements, obligations, and other relationships with unconsolidated
entities or other persons created during the reporting period.

There are no other known trends, events or uncertainties that have had or that are
reasonably expected to have a material favorable or unfavorable impact on net sales or
revenues or income from continuing operations. There are also no known events that
will cause material change in the relationship between costs and revenues.

There are no other significant elements of income or loss that did not arise from
continuing operations.

The business has no seasonal aspects that had a material effect on the financial
condition and results of operations of the Group.

Item 7. Financial Statements

The audited consolidated financial statements, together with Statement of
Management’s Responsibility & Auditors’ Report, and supplementary schedules are
attached. An aging of receivables is also attached.

The consolidated financial statements have been prepared in compliance with the
Philippine Financial Reporting Standards (PFRS), on the historical cost basis except for
the revaluation of certain financial assets. The preparation of the consolidated financial
statements in compliance with PFRS requires management to make judgments,
estimates and assumptions that affect the amounts reported in the financial statements
and related notes. The estimates and assumptions are based upon management’s
evaluation of relevant facts and circumstances of the financial statements. Actual
results could differ from those estimates.

The consolidated financial statements are presented in Philippine pesos, the Group’s
functional currency, and all values represent absolute amounts except when otherwise
indicated.
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Item 8. Information on Independent Accountant and other Related Maters
a. External Audit Fees and Services
a.l. Audit and audit-related services

Punongbayan & Araullo (“P&A”) has been appointed as the principal accountant since
2003. In compliance with SEC Memorandum Circular No. 8, s. 2003 (Rotation of
External Auditors), and as adopted by the Company, external auditors or engagement
partners are rotated or changed every five years. Ms. Dalisay B. Duque is the lead
engagement partner from 2003 to 2007, and so a new engagement partner is expected
to be assigned by P&A for the ensuing year..

The aggregate fees billed by P&A for each of the last two fiscal years totaled P940,000
and P1,120,000 for the audit of 2006 and 2005 annual financial statements or services
that are normally provided in connection with statutory and regulatory filings or
engagements. In addition, P&A billed P6.7 million for services relating to the
international offering in 2007. Aggregate fees for the audit of 2007 annual financial
statements is expected to total P5.4 million, including fees for EDI and Megaworld and
its subsidiaries.

a.2. Tax fees
There were no separate tax fees billed by P&A for the last two fiscal years.

a.3. All other fees
There were no products and other services provided by P&A during the last two fiscal
years.

a.4. Audit Committee’s approval
All the above services have been approved by the Audit Committee through the internal
policies and procedures of approval.

b. Changes in and disagreements with accountants on accounting and financial disclosure
P&A, as principal auditors, issued an unqualified opinion on the consolidated financial

statements. As such, there had been no disagreements with them on any accounting
principles or practices, financial disclosures, and auditing scope or procedure.
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PART Illl - CONTROL AND COMPENSATION INFORMATION

Item 9. Directors and Executive Officers

a. Directors, executive officers and significant employees:

Name,
Age
Citizenship

Position Held,
Term of Office

Present Directorship(s)
in other companies

Business
experience for the
past five (5) years

ANDREW L.
TAN, 57
Filipino

Chairman of the
Board, Sep 2006 —
present;
Director/Vice
Chairman of the
Board, Aug 2003 -
Sep 2006

Chairman/President, Megaworld
Corporation; Mactan Oceanview
Properties & Holdings, Inc.; Megaworld
Globus Asia, Inc.; Megaworld Land, Inc.;
Megaworld Homes, Inc.; Megaworld
Newport Property Holdings, Inc.;
Philippine International Properties, Inc.,
Yorkshire Holdings, Inc.; Chairman,
Emperador Distillers, Inc.; Alliance Global
Brands, Inc.; Consolidated Distillers of
the Far East, Inc.; Eastwood Cyber One
Corporation; Empire East Properties, Inc.;
Empire East Land Holdings; Inc.; Forbes
Town Properties & Holdings, Inc.;
Gilmore Property Marketing Associates,
Inc.; Megaworld Cayman Islands, Inc.;
Megaworld Central Properties, Inc.;
Megaworld Foundation, Inc.; Megaworld
Newport Property Holdings, Inc., Raffles
& Company, Inc.; Sonoma Premier Land,
Inc.; Sherman Oak Holdings, Inc.;The
Andresons Group, Inc.;Townsquare
Development Inc., Vice
Chairman/Treasurer, Golden Arches
Development Corporation; Golden
Arches Realty Corporation,
Director/President, Richmonde Hotel
Group International Limited, Director,
Emperador International Limited;
Andresons Global, Inc., Choice Gourmet
Banquet, Inc.; Venezia Universal Limited

Real estate;
distillery;
marketing

SERGIO R.
ORTIZ-LUIS,
JR., 64
Filipino

Vice-Chairman of
the Board, Sept.
2007-present;

President, Employers Confederation of
the Philippines (ECOP); Philippine
Exporters Confederation, Inc.,
(PHILEXPORT); Commissioner, Social
Security System; Honorary Chairman,
Philippine Chamber of Commerce &
Industry; Chairman, Integrated Concepts
& Solutions, Inc.; Vice Chairman, Export
Development Council; Director,
Waterfront Philippines, Inc.; Manila

Organizational
Development
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Exposition Complex, Inc.; Universal LRT
Corp.; Holy Angel Memorial.

KINGSON U.
SIAN, 45
Filipino

Director & President,
Feb 20, 2007-
present

Senior Vice President & Executive
Director, Megaworld Corporation;
Chairman & President,, Megaworld
Resort Estates, Inc.; Chairman,
Travellers International Hotel Group, Inc.,
Director/President, Asia Finest Hotels &
Resorts, Inc.; Eastwood Cyber One
Corporation; Eastwood Locator’s
Assistance Center, Inc. (non-stock,non
profit) ; Forbestown Properties Holdings,
Inc.; Prestige Hotels & Resorts, Inc.,
President & Chief Operating Officer,
Megaworld Land, Inc.; Director, Asia E-
Commerce, Inc.; Citywalk Building
Administration, Inc.; Eastwood Corporate
Plaza Building Administration, Inc.;
Eastwood City Estates Association, Inc.
(non-stock, non profit); (ECEA); Forbes
Town Commercial Center Administration,
Inc.; ICITE Building Administration, Inc.;
Paseo Center Building Administration,
Inc.; Techno Plaza One Building
Administration, Inc.; World Café, Inc.

Real estate
marketing;
business
development

WINSTON S.
CO, 49
Filipino

Director, up to
present; Vice-
chairman, Nov1999-
Aug2003;Chairman,
1998-October 1999

Chairman, Anglo Watsons Glass, Inc.;
Director/President, Emperador Distillers,
Inc.; New Town Land Partners, Inc.
Director, Alliance Global Brands, Inc.;
Forbes Town Properties & Holdings, Inc.;
McKester Pik-Nik International Limited;
Raffles & Company, Incorporated.

Finance and
marketing

TAN, 56,
Filipino

KATHERINE L.

Director/Treasurer
Feb 20, 2007-
present

Director/President, Andresons Global,
Inc.; Choice Gourmet Banquet, Inc.,
Consolidated Distillers of the Far East,
Inc.; Raffles and Company, Inc., The
Andresons Group, Inc., Director,
Emperador International Limited; Kenrich
Corporation; McKester Pik-Nik
International Limited; Megaworld
Corporation; Megaworld Cayman Islands,
Inc.; Venezia Universal Limited;
Director/Treasurer, Alliance Global
Brands, Inc.; Emperador Distillers, Inc.;
Newtown Land Partners, Inc.,

Finance;
marketing

ALEJO L.
VILLANUEVA,
JR., 65,
Filipino

Director, 2001-
present

Director, Empire East Land Holdings,
Inc., First Capital Condominium
Corporation (non-stock, non-profit)

Training,
organizational
development,
consultancy
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DINA D. First Vice President | Director/Corporate Secretary, Alliance Financial
INTING, 47, - Finance, January Global Brands, Inc. up to March 25, 2007 | management and
Filipino 1996 —present comptrollership
DOMINIC V. Corporate Corporate Secretary, Eastwood City Legal
ISBERTO, 33, Secretary, Estates Association, Inc. documentation
Filipino September 14, and corporate
2007-present affairs mgmt
ROLANDO D. Asst. Corporate Director, Asia Finest Cuisine, Inc.; Legal
SITATELA, 47, Secretary, August Corporate Secretary, ERA Real Estate documentation
Filipino 30, 2002-present Exchange, Inc.; ERA Real Estate, Inc; and corporate
Oceanic Realty Group International, Inc., | affairs mgmt
Suntrust Home Developers, Inc.

Directors are elected annually by the stockholders to serve until the election and
qualification of their successors. Two independent directors, Messrs. Sergio Ortiz-Luis,
Jr. and Alejo Villanueva, Jr., were elected in the last annual stockholders’ meeting on
September 14, 2007.

The Company does not have significant employees, i.e., persons who are not executive
officers but expected to make significant contribution to the business.

b. Family Relationships

Chairman Andrew L. Tan is married to Treasurer/Director Katherine L. Tan. Their sons,
Messrs. Kevin Andrew Tan and Kendrick Andrew Tan, are currently serving as directors
of AWG and NTLPI. Mr. Kevin Andrew Tan is also a director in AGB and EDI.

C. Involvement in Legal Proceedings

The Company has no knowledge of any of the following events that occurred during the
past five (5) years up the date of this report that are material to an evaluation of the
ability or integrity of any director or executive officer:

o Any bankruptcy petition filed by or against any business of which such person
was a general partner or executive officer either at the time of the bankruptcy or
within two years prior to that time;

o Any conviction by final judgment in a criminal proceeding, domestic or foreign, or
being subject to a pending criminal proceeding, domestic or foreign, excluding
traffic violations and other minor offenses;

o Being subject to any order, judgment, or decree, not subsequently reversed,
suspended or vacated, of any court of competent jurisdiction, domestic or
foreign, permanently or temporarily enjoining, barring, suspending or otherwise
limiting his involvement in any type of business, securities, commodities or
banking activities; and

o Being found by a domestic or foreign court of competent jurisdiction (in a civil
action), the Commission or comparable foreign body, or a domestic or foreign
Exchange or other organized trading market or self regulatory organization, to
have violated a securities or commodities law or regulation, and the judgment
has not been reversed, suspended, or vacated.
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Item 10. Executive Compensation

Name and Principal Position
Andrew L. Tan, Chairman (CEO)
Kingson U. Sian, President (COOQ)
Katherine L. Tan, Treasurer

Dina D. Inting, FVP-Finance

Dominic V. Isberto, Corporate Secretary
Rolando Siatela, Asst. Corporate Secretary

The officers receive fixed salary on a monthly basis from the respective subsidiaries or
businesses they principally handle. Hence, for years 2007 and 2006, no compensation
was received from AGI, the holding company, and neither will there be for 2008, except
for an allowance for Mr. Kingson Sian starting February 2007. In a board resolution
passed in November 2007, members of the Company’s Board of Directors receive per

diem allowance for attendance in board meetings.

compensation paid to directors for serving as such.

Prior to this date, there were no

There were no warrants or stock options held by the CEO, the named executive officers,
and all officers and directors as a group.

Item 11. Security Ownership of Certain Beneficial Owners and Management

(1) Security Ownership of Record and Beneficial Owners owning more than 5% of the Company’s

outstanding common stock as of March 31, 2008:

Title
of Class

Name and Address of Record
Owner &Relationship w/ Issuer
Common THE ANDRESONS GROUP, INC.
20/F 1BM Plaza Bldg., Eastwood
City Bagumbayan, Quezon City
It is solely a stockholder of the
issuer; its chairman is also AGl’s
chairman.

HONGKONG AND SHANGHAI
BANKING CORP LTD (Non-
Filipino)?

30/F Discovery Suites, ADB
Avenue., Ortigas Center, Pasig
City. No relationship with Issuer.
STANDARD CHARTERED BANK
(Non-Filipino) 2

6756 Ayala Avenue, Makati City
No relationship with Issuer

Common

Common

"Includes shares lodged with PCD.

? Participants of the PCD Nominee Corporation. According to them, no one client or account beneficially owned 5%

or more of AGI shares.
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Name of Beneficial Owner &
Relationship w/ Record Owner

Citizenship No. of Shares

Mr. Andrew L. Tan, 3,831 ,786,1941
Chairman of the Board, is

the principal stockholder.

Filipino

Rose Tantoco, Senior Vice
President, or Nilo Dicen,
Vice President, of Securities
Services, is authorized to
appoint proxy to vote the

Non-Filipino 1,990,559,744

shares.

Aileen |. Gomez, Officer -
Settlements and Ronald
Aguilar, AVP-Securities, are
authorized to appoint proxy
to vote the shares.

Non-Filipino 607,868,500

-33-

Percent
Owned

37.31

19.38

5.91



(2) Security Ownership of Record and Beneficial Owners owning more than 5% of the Company’s

Title Name of Beneficial Owner Citizenship ~ Amount and Nature of  Percent
Beneficial Ownership
(all Direct Ownership)
Common Andrew L. Tan (Chairman of the Filipino 341,684,350 3.327%
Board)
Common Sergio R. Ortiz-Luis, Jr. (Director)  Filipino 1 .000000%
Common Winston S. Co (Director) Filipino 2,728 .000032%
Common Kingson U. Sian (Director) Filipino 1,100 .000000%
Common  Katherine L. Tan (Director) Filipino 1 .000000%
Common  Alejo L. Villanueva, Jr (Director).  Filipino 1 .000000%
Common Renato M. Piezas (Director) Filipino 1,100 .00005%
Common Dina D. Inting (FVP-Finance) Filipino 2,758 .00033%
Directors and Executive Officers as a Group 341,692,039 3.3274%

Item 12. Certain Relationships and Related Transactions

Except for the material related party transactions already stated in item 1 and item 5 of
this report, and in the notes to the consolidated financial statements of the Company,
there has been no material transaction during the last two years, nor is there any
material transaction currently proposed, to which the Company was or is to be a party, in
which any director or executive officer of the Company or stockholder of more than ten
percent of the Company’s voting shares, and any member of the immediate family
(including spouse, parents, children, siblings, and in-law) of any such director or officer
or stockholder of more than ten percent of the Company’s voting shares had or is to
have a direct or indirect material interest.

PART IV — CORPORATE GOVERNANCE

Item 13. Corporate Governance

The Company adopted a Manual on Corporate Governance to institutionalize the rules
and principles of good corporate governance in the entire organization in accordance
with the Code of Corporate Governance promulgated by SEC. A copy of the Manual
was submitted to SEC and PSE in 2002.

Pursuant to the Manual, three Board committees -namely, Nomination, Compensation
and Remuneration, and Audit- were created in 2003 to aid in complying with the
principles of good corporate governance. A Compliance Officer, directly reporting to the
Chairman of the Board, was appointed on February 3, 2003 to monitor compliance with
the provisions and requirements of the Manual, and who issues a certification every
January 30 on the extent of compliance for the last completed year. A Self-Rating
System on Corporate Governance was implemented and submitted to SEC and PSE in
July 2003.
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Among measures undertaken by the Company in order to fully comply with the
provisions of the leading practices on good corporate governance adopted in its Manual
on Corporate Governance are monitoring and evaluation of the internal control system
for corporate governance. No sanctions have been imposed on any director, officer or
employee on account of non-compliance. The Company is committed to good corporate
governance and continues to improve and enhance its evaluation system for purposes
of determining the level of compliance by the Company with its Manual on Corporate

Governance.

PART V - EXHIBITS AND SCHEDULES

Item 14. Exhibits and Reports on SEC Form 17-C

(b) Reports on SEC Form 17-C Filed During the Last Six Months of the Report Period
(July 1 to December 31, 2007)

Date Disclosures
2 July 2007 Appointment of Adviser for proposed stock option plan
13 July 2007 Notice of Annual Stockholders’ Meeting on 14 September 2007
18 July 2007 Subscription to Megaworld Preferred shares
24 July 2007 Joint briefing with Megaworld Corporation — first half financial
performance
27 July 2007 Press Release re: First Half 2007 Performance
17 August 2007 Board Approval of Executive Stock Option Plan

14 September 2007

Press Release
Results of Annual Stockholders’ Meeting
Results of Organizational Meeting of BOD

6 November 2007

Joint briefing with Megaworld Corporation — 3" Quarter financial
performance

9 November 2007

Press Release re: Alliance Global Hikes Q3 Revenue

29 November 2007

Expiration of voluntary lock-up shares
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%4 ALUANCE GLOBAL

ALLIANCE GLOBAL GROUP, INC.
20 Flocr, IBM Plaza

Eastwood City CyberPark
188 E_Rodriguez Jr. Avenue

Bagumbayan, 1110 Quezon Gity
Tel Nes. 311284950

Fax Nos. 4210851

STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR CONSOLIDATED FINANCIAL STATEMENTS

The management of Aliance Gibbal Growp, Inc. is responsible for all information and representations
contained in the consolidated financial statements as ar December 31, 2007 and 2006 and for each of
the three years in the period ended December 31, 2007. The financial statements have been prepated
in conformuty with Philippine Financial Reporting Standards and reflect amounts that are based on
the best estimates and informed judgment of management with an appropriate consideration to
materiality.

In this regard, management muaintains a system of accounting and reporting which provides for the
necessary intemal controls to ensure that transactions are propedy authorized and recorded, assets
are safeguarded agamst unauthonized use or disposition, and liabilites are recognized. The
management likewise discloses to the Company’s audit committee and to its external auditors: (i) all
significant deficiencies in the design or operation of intemal controls that could adversely affect its
ability to record, process, and report financial daea; (i) material weaknesses in the internal controls:
and (ui) any fraud that involves management or other employees who exercise significant roles in
internal controls.

The Board of Directors reviews the consolidated financial statements before such statements are
approved and submitted to the stockholders of the Company.

Punongbayan & Araullo, the independent auditors appointed by the stockholders, has examined the
consolidated financial statements of the Company and its subsidiaries in accordance with Philippine
Standards on Auditing and has expressed its opinion on the faimess of presentation upon the
completion of such examinatons, in its report tothe Board of Directors and the stockholders.
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We have audited the accompanying consolidated financial statements of Alliance Global
Group, Inc. and subsidiaries, which comprise the consolidated balance sheets as at
December 31, 2007 and 2006, and the consalidated income statements, statements of
changes in equity and cash flow statements for each of the three years in the period ended
December 31, 2007, and notes to consolidated financial statements comprising of a
summary of aagmﬁ-::ant accounting policies and other explanatory notes. We did not audit
the financial statements of certain subsidiaries which statements reflect total assets
representing 8% and 44% as of December 31, 2007 and 2006, respectively, and total
operating income constituting 7%, 29% and 19% for the years ended December 31, 2007,
2006 and 2005, respectively, of the respective consolidated totals. The financial
statements of those subsidiaries were audited by other auditors whose reports have been
furnished to us, and our opinion, insofar as they relate to the data included for the
subsidiaries, is based solely on the reports of the other auditors,

Management's Responsibility for the Financial Statements

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

Awnditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits in accordance with Philippine Standards on Auditing,
Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance whether the financial statements are free from
material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements, The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, based on our audits and the reports of other auditors, the consolidated
financial statements present fairly, in all material respects, the financial position of
Alliance Global Group, Inc. and subsidiaties as of December 31, 2007 and 2006, and of
their financial performance and cash flows for each of the three years in the period ended
December 31, 2007 in accordance with Philippine Financial Reporting Standards.

PUNONGBAYAN & ARAULLO

By: Dalisay B. Buqu.e Y

Partner

CPA Reg. No. 0022692

TIN 140-240-854

PTR No. 0986655, January 4, 2008, Makati City
SEC Accreditation No, 0012-AR-1
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ALLIANCE GLOBAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2007 AND 2006

(Amounts in Philippine Pesos)

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Trade and other receivables - net

Financial assets at fair value through profit or loss
Inventories

Property development costs

Prepayments and other current assets

Total Current Assets

NON-CURRENT ASSETS

Trade and other receivables - net

Advances to landowners and joint ventures

Land for future development

Available-for-sale financial assets - net

Investments in associates and interest
in a joint venture

Property, plant and equipment - net

Investment property - net

Deferred tax assets - net

Intangible assets - net

Other non-current assets - net

Total Non-current Assets

TOTAL ASSETS

Forward

Notes 2007 2006
5 P 24,066,590,081 P 1,289,597,395
6 7,948,280,652 1,166,434,752
7 1,975,897,931 86,802,438
8 6,482,232,000 418,327,491
9 2,737,375,575 358,053,580
10 839,675,257 380,846,442
44,050,051,496 3,700,062,098
6 5,610,614,884 26,196,144
11 169,383,639 -
2,199,780,902 -
12 4,171,234,628 54,911,419
13 9,220,058,258 5,355,200,798
14 5,050,957,339 2,146,765,903
15 6,005,410,045 2,138,767,025
27 241,470,542 154,215,062
16 11,530,112,856 1,653,165,188
17 890,451,720 599,097,454
45,089,474,813 12,128,318,993
P 89,139,526,309 P 15,828,381,091




LIABILITIES AND EQUITY

CURRENT LIABILITIES

Trade and other payables
Interest-bearing loans and borrowings
Customers' deposits

Advances from related parties
Income tax payable

Reserve for property development
Deferred income on real estate sales

Other current liabilities

Total Current Liabilities

NON-CURRENT LIABILITIES

Interest-bearing loans and borrowings
Customers' deposits

Reserve for property development
Deferred income on real estate sales
Redeemable preferred shares
Retirement benefit obligations
Advances from related parties
Deferred tax liabilities

Other non-current liabilities

Total Non-current Liabilities

Total Liabilities

EQUITY

Equity attributable to equity holders of the
parent company
Capital stock
Additional paid-in capital
Subscriptions receivable
Treasury shares
Accumulated translation adjustments
Share in net unrealized gain on
available-for-sale financial assets of an associate
Dilution gain (loss)
Revaluation reserves
Retained earnings

Minority interest

Total Equity

TOTAL LIABILITIES AND EQUITY

2-

Notes 2007 2006
18 P 4,919,472,043 P 2193418613
19 510,982,742 -

789,059,627 -
92,023,859 78,326,360
282,440,590 9,216,803

1,658,763,404 ]

802,714,242 -

20 1,212,811,608 7,625,370
10,268,268,