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CHAPTER I: INTRODUCTION



A. Company Background The Company was the second largest retailer among hypermarkets, supermarkets and cash and carries in the Philippines based on gross sales in 2010 according to Planet Retail. The Company’s customers comprise retail consumers and small business owners who resell products in local neighborhood convenience stores, known as ‘‘sari-sari’’ stores, as well as canteens, restaurants, bakeries and drug stores, among others. In addition to focusing on middle to lower income retail consumers, the Company believes it is the first and only hypermarket and supermarket retailer in the Philippines which strategically targets local resellers. The Company also promotes a one-stop shopping concept of having a wide selection of goods to further serve its value-conscious consumers and resellers. With this differentiated business model, the Company has established a brand that has become associated with low prices, value-for- money and a wide assortment of goods on offer, as well as being recognized as one of the top five brands in the Philippines in Retail Asia Magazine’s 2010 and 2011 Retail Asia-Pacific Top 500 program. The Company has grown significantly since it commenced operations, expanding its business from one store in 1998 to 72 stores in 20 cities and 22 municipalities throughout Metro Manila and the main island of Luzon as of August 26, 2011. The Company conducts its operations through the following three reta il formats and store brands, each of which is strategically located to target distinct price points and demographics: The Company focuses on two customer segments: retail consumers and resellers. Approximately 65% of the Company’s customers are C-class and D-class retail customers, which comprise over two million Philippine households, with a monthly income from P 8,000 to P 50,000, based on a 2010 Nielsen study (‘‘Retail Trade Dynamics’’, April 8, 2010). Approximately 35% of the Company’s customers comprise resellers who are small to mediumsize business owners. In 2001, the Company established its TNAP loyalty/marketing program for resellers, and as of August 26, 2011, the Company served over 170,000 sari-sari stores and small to medium-size businesses, and engaged over 1,500 suppliers and trade partners. To effectively serve its customer base, the Company has multinational and domestic suppliers and trade partners, and the Company works closely with them to satisfy customers with reliable ontime deliveries. 1|P age
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For the six months ended June 30, 2011, the Company’s net sales were P17.3 billion, an increase of 41% from P12.3 billion in the first six months of 2010. Net income grew by 269% from P 212.2 million in the first six months of 2010 to P782.8 million in the first six months of 2011. The Company’s net sales for the years ended December 31, 2009 and 2010, were P24.1 billion and P 29.1 billion, respectively, representing a year-on- year growth of 20.7%. Net income grew by 288% from P 131.4 million for the year ended December 31, 2009 to P 510.4 million for the year ended December 31, 2010. (Puregold Prospectus, 2011)



B. Paper Design and Methodology This strategic management paper is geared towards the formulation of strategies and its probable implementation and evaluation by the management of the Puregold Price Club Inc. that would be useful in the long-run and give the company a competitive advantage over its competitors in the fierce market of the retail industry. The strategies that would be formulated in this paper will surely be anchored on the company’s missions name ly: a.) commit to profitable growth and results stockholders b.) provisions of products, services and business opportunities to every Filipino family c.) establishment of lasting relationships with suppliers and business partners d.) promotion of personal and professional development of employees



Puregold Price Club Inc., the second largest retail store in the country, continuously strives to be the best in the market lead by the SM dynasty of hypermarkets and supermarket. In line with this, carefully planned strategies should be formulated and such, valuable pieces of information are very much of a requisite. Hence, this paper had primarily gathered relevant information and details pertaining to Puregold Price Inc., its direct competitors and the blooming retail industry of the Philippines coming from wide array of databases namely official websites of the Puregold and its competitors, on line reviews by respected sites of the retail trends and said market competition, reports coming from the Philippine Retail Association (PRA), special report analysis of some investor-third-party companies, most recent reports and presentations from the HSBC 2 nd ASEAN Conference-ASEAN Tigers on May 22-23, 2012. Moreover, information pertaining to the annual reports covering four years of business operations of Puregold and its competitors has been gathered from the official website Securities 2|P age



College of Business Administration and Accountancy



and Exchange Commission as well as from the Philippine Stock Exchange. Most of these pool of information resources were available on line an in the virtual information sharing sites. Nonetheless, in addition to these, some information were also provided by local newspapers, business journals and magazines and strategic management cases from internationally authored and published books made available in the school libraries reference sections. All of the relevant information gathered herein is being subjected to rigorous tests and analysis using different marketing and financial tools (discussed exhaustively in latter chapter of this paper) in order to project and assess a financial projection of the strategies formulated, implemented and evaluated.



C. Scope and Delimitation This strategic



management paper



focuses only the



formulation and projected



implementation and evaluation of strategies that would further enhance the current business operations of Puregold based on its business objectives and missions. In addition, the effects of these plans shall be covering and reflected only in a 5-year financial statement projection based on Puregold’s 4 most recent years of business activities. Hence, the latest four year financial statements being considered herein are for the years 2009 up to 2012. When it comes to the information being considered, this paper does not include primary or firsthand information for the reason that researchers cannot get hold of confident ial information within the company. Nonetheless, some of the second hand information used in this paper is being made available by the companies thru public dissemination found on line. The researchers had also selected only two direct competitors that Puregold considers and based on the industry analysis as well. These are the SM hypermarket, supermarket and the Rustans (Shopwise). Lastly, the strategies being formulated are only good for operations of the retail business venture of Puregold and do not include strategies to some investing or portfolio management functions.
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CHAPTER II: EXTERNAL ANALYSIS



A. ECONOMIC FORCES



1. Gross Domestic Product The GDP measures the total value of all goods and services produced over a period of time and are considered one of the primary measures of a country’s economic health. In the first 3 months of 2012, the Philippine economy posted a surprising 6.4% growth — higher than the expectations of market players, economists, funding institutions and even the government itself, according to the article published by Public-Private Partnership Center (May 31, 2012) Indexmundi. Furthermore, the article states that: “This better-than-expected performance was largely due to strong services and industry sectors, which grew 8.5% and 4.9%, respectively.



Figure 2.1 Philippine Economy Quarterly Growth Rates Chart The government cited the 16% increase in tourist arrivals (1.15 million tourists in first quarter), healthy appetite for real estate units, and retail performance for the strong performance of the service sector, which contributed almost 3/4 to the GDP growth. 4|P age



College of Business Administration and Accountancy



Remittances, which remained resilient despite the global economic woes, boosted consumer spending. Money sent home by Filipinos working and living abroad amounted to US$4.8 billion in the first quarter. “The first quarter growth was also supported by infrastructure spending and CCT (Conditional Cash Transfer) program of the government,” explained recently named Economic Planning Secretary Arsenio Balisacan during a press briefing on Thursday, May 31. This good news comes amid the worsening eurozone crisis, which had dampened demand for Philippine exports, as well as government underspending. The preliminary first quarter performance beat even the government’s own forecast of between 5% and 6%. The first quarter gross domestic product (GDP) growth rate is typically the weakest. ” A country with a high GDP has either high net exports (exports- imports) wherein it is has a good performance in trade, high FDI (foreign direct investment) from private firms outside the country, high consumption (its citizens are able to spend and acquire goods), and high government spending either for technological advancement, labor development, a nd infrastructure. Taking these facts in line with the company, one among the stated possible presumption on high GDP that the Company should take advantage of upon its increase is the high consumption of the citizens. According to the Annual Report submitted by the Company to SEC, approximately 65% of the Company’s customers are C-class and D-class retail customers, based on 2010 Nielsen. Now that the citizens’ ability to purchase a commodity became higher, there is probability that the sales of the Company will go even higher. (Philippines Economic Profile, 2012) (Puregold Price Club, Inc., 2012)



2. Consumer Price Index Consumer Price Index (CPI) in Philippines increased to 131.50 Index Points in August of 2012 from 130.50 Index Points in July of 2012, according to a report released by the National Statistics Office, Philippines. Historically, from 1957 until 2012, Philippines Consumer Price Index (CPI) averaged 36.18 Index Points reaching an all time high of 131.50 Index Points in August of 2012 and a record low of 1.27 Index Points in February of 1957.
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Figure 2.2 Philippine Consumer Price Index A consumer price index (CPI) measures changes in the price level of consumer goods and services. It is a measure of the average change over time in the prices paid by urban consumers for a market basket of consumer goods and services. The CPI is a statistical estimate constructed using the prices of a sample of representative items whose prices are collected periodically. The increase in CPI may also mean that the level of consumption increased. In this case, it will be another presumption for the Puregold to increase it s sales, utilizing this as an opportunity. (National Statistics office 2012, 2012)



3. Inflation Rate In the Inquirer newspaper, Michelle V. Remo wrote an article about the lower inflation rate on October, 2012 as she interviewed BSP. The increase in consumer prices may have slowed down in the month of October, aided by the appreciation of the peso, ample supply of major food products, and the decline in imported crude oil. This was according to the Bangko Sentral ng Pilipinas (BSP), which set its inflation forecast for the month at a range of 2.9 to 3.8 percent, but said there is a good chance that the actual figure would come in slower than the 3.6 percent registered in September.
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Figure 2.3 Philippine Inflation Rate Inflation rate refers to a general rise in prices measured against a standard level of purchasing power. The most well known measures of Inflation are the CPI which measures consumer prices, and the GDP deflator, which measures inflation in the whole of the domestic economy. Most of the company classifies this slow growth of inflation an opportunity to increase their earnings, and the same goes for the Puregold. (Ramo, 2012) (National Statistics office 2012, 2012)



4. Interest Rate Interest rate risk is the risk that future cash flows from a financial instrument (cash flow interest rate risk) or its fair value (fair value interest rate risk) will fluctuate because of changes in market interest rates. The Company is exposed to interest rate risk on interest earned on cash deposits in banks and short-term loans. Cash deposits and short-term loans with variable rates expose the Group to cash flow interest rate risk. Interest rate profile of the Company’s interest-bearing financial instrument is as follows: Table 2.1 Puregold’s Interest-bearing financial Instruments Profile 2011



2010



2009



3.55%



1.40%



5.49%



Fluctuation Rate
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Financial Assets



Php3, 940, 126, 565



Php1, 614, 474, 562



Php977, 079, 364



21, 299, 667



2, 123, 262, 358



6, 114, 210, 500



Financial Liabilities



According to the Company’s sensitivity analysis, a 2% increase in interest rates would have decreased equity and net income by Php54.86 million, Php7.12 million, Php7.19 million for December 31, 2011, 2010 and 2009, respectively. A 2% decrease in interest rates would have had the equal but opposite effect, on the basis that all other variables remain constant. Comparing with the Company’s actual earnings, the fluctuations are 3.55%, 1.40% and 5.49% of the actual earnings for each year, respectively. And according to the materiality concept that has been set by FASB, a percentage of 5 for the net income is said to be material. For years 2011 and 2010, as compared to year 2009, the Company was able to decrease the vulnerability of changes in interest rates as to net income. This shows that the Company is becoming to be able to protect itself from the Threat in Interest Rates. (Puregold Price Club, Inc., 2012)



B. POLITICAL AND LEGAL FORCES The retail industry of the Philippines is under or affected by several laws implemented in the country. Such laws are as follows:



1. Foods, Drugs and Devices, and Cosmetics Act Republic Act No. 3720, known as the Food, Drug and Cosmetics Act (‘‘R.A. 3720’’), was passed into law on June 22, 1963. Executive Order 175 later amended the title of the law to read ‘‘An Act To Ensure The Safety and Purity of Foods and Cosmetics, And The Purity, Safety, Efficacy and Quality of Drugs and Devices Being Made Available To The Public, Vesting The Bureau of Food and Drugs with Authority To Administer and Enforce the Laws Pertaining Thereto, and For Other Purposes’’. R.A. 3720 was further amended in 2009 by Republic Act No. 9711 or ‘‘The Food and Drug Administration Act of 2009’’. R.A. 3720 was enacted as part of the government’s policy of ensuring that safe and good quality of food is available to the people of the Philippines and to regulate the production, sale and



8|P age



College of Business Administration and Accountancy



trade of food in such a way as to protect the health of the citizens. R.A. 3720, as amended, defines ‘‘food’’ as any processed substance which is intended for human consumption and includes drink for man, beverages, chewing gum and any substances which have been used as an ingredient in the manufacture, preparation or treatment of food. 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. In accordance with R.A. 3720, the Company secures Certificates of Product Registration from the Food and Drug Administration for imported prod ucts. For goods sourced from local suppliers and for private label products, the Company ensures that the supplier or toll manufacturer has obtained the Certificate of Product Registration before allowing the goods/products to be displayed or sold in the stores.



2. The Consumer Act The Consumer Act of the Philippines (the ‘‘Consumer Act’’) establishes quality and safety standards with respect to the composition, contents, packaging and advertisement of food products. It prohibits the manufacture, importation, exportation, sale, offering for sale, distribution and transfer of food products that do not conform with applicable consumer product quality or safety standards and imposes a penalty of imprisonment of not less than one year but not more than five years, or a fine of not less than P5, 000 but not more than P10, 000 or both, at the discretion of the court. Should the offense be committed by a juridical person, the Chairman of the Board of Directors, the President, General Manager, or the partners and/or the persons directly responsible therefore shall be penalized. The Consumer Act requires that consumer products for retail sale to the public shall be offered with an appropriate price tag, label, or marking publicly displayed to indicate the price of the consumer product per unit in Philippine pesos and centavos. The products shall not be sold at a price higher than that stated in the price tag, label or marking, and shall be sold without discrimination to all buyers. However, where the consumer products for sale are too small or the nature of the products makes it impractical to place a price tag on each article, a price list placed at the nearest point where the products are displayed indicating the retail price of the same shall suffice. A first time violation of this requirement warrants the 9|P age
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imposition of imprisonment of not less than one month but not more than six months, or a fine of not less than P200 but not more than P5,000, or both, at the discretion of the court. A second conviction shall also carry with it the penalty of revocation of business permit and license. The Consumer Act is primarily enforced by the DOH, the Department of Agriculture (the‘‘DA’’) and the Department of Trade and Industry (the ‘‘DTI’’). The Company is in compliance with all the requirements under the Consumer Act.



3. The Meat Inspection Code The Meat Inspection Code of the Philippines (the ‘‘Meat Inspection Code’’) establishes safety and quality standards for meats, including pork, beef and chicken meat products. The National Meat Inspection Service (‘‘NMIS’’), a specialized regulatory service attached to the DA, serves as the national controlling authority tasked with implementing policies, programs, guidelines and rules and regulations pertaining to meat inspection a nd meat hygiene to ensure meat safety and quality from farm to table. The local government units, in accordance with existing laws, policies, rules and regulations and quality and safety standards of the DA, have the authority to regulate the construction, management and operation of slaughterhouses and meat inspection and meat transport within their respective jurisdictions, and to collect fees and charges in connection therewith. The Meat Inspection Code requires the inspection of food animals and the carcasses and parts thereof that are capable of use as human food. Only meat or meat products that have passed inspection and been so marked may be sold, offered for sale or transported. The Meat Inspection Code also provides for the inspection of slaughterho uses, poultry dressing plants and meat shops to ensure compliance with existing laws, policies and safety standards. Slaughterhouses and poultry dressing plants are required to comply with the Animal Welfare. Act of 1998 for the adequate protection of food animals awaiting slaughter. All meat establishments are required to adopt Good Manufacturing Practices and Sanitation Standard Operating Procedures programs for the production, storage and distribution of meat products and to comply with all pollution control and environmental laws and regulations relating to the disposal of carcasses and parts thereof. A Cease and Desist Order may be issued by the Secretary of the DA to any person, firm, 10 | P a g e
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or corporation engaged, in the business of slaughtering food animals, or preparing, freezing, packaging, storing or labeling any carcasses or parts or products of carcasses for use as human food, found to be in violation of any of the provisions of this Act, should the continued operation of said entity, pose risk to public health and endanger the animal population. The Company ensures that all meat being delivered by the suppliers to the Company’s stores have obtained a national Meat Inspection Service Certificate.



4. The Price Act The Price Act provides for price controls for basic necessities and prime commodities in certain situations. Basic necessities include rice, corn, bread, fish, dried and canned fish and other marine products, fresh vegetables, pork, beef, poultry, milk, coffee and cooking oil, salt, laundry soap, detergents while prime commodities include flour, dried, processed and canned pork, beef and poultry meat, other dairy products, toilet soap, paper, school supplies, electrical supplies, batteries, among others. Under the Price Act, the prices of basic commodities are automatically frozen in areas declared as disaster areas, under emergency or martial law or in a state or rebellion or war. Unless sooner lifted by the President of the Philippines, prices shall remain frozen for a maximum of 60 days. The President of the Philippines may likewise impose a price ceiling on basic necessities and prime commodities in cases of calamities, emergencies, price manipulation or when the prevailing prices have risen to unreasonable levels. The Price Act considers it unlawful for any person habitually engaged in the production, manufacture, importation, storage, transport, distribution, sale or other methods of disposition of goods to engage in price manipulation of any basic necessity or prime commodity through cartels, hoarding or profiteering. The Department of Agriculture, Department of Trade and Industry, Department of Environment and Natural Resources and Department Of Health are the implementing agencies tasked with the power and responsibility to enforce the provisio ns of the Price Act. The Company complies with price controls of basic necessities issued by the Department of Trade and Industry.
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5. The Philippine Food Fortification Act The Philippine Food Fortification Act of 2000 (the ‘‘Food Fortification Act’’) provides for the mandatory fortification of wheat flour, cooking oil and such other staple foods as required by the National Nutrient Council and the voluntary fortification of processed foods or food products other than the foregoing. The fortification of food products shall be undertaken by the manufacturers thereof, which as defined under the Food Fortification Act includes the importer of processed foods or food products imported for its own use as well as wholesale or retail distribution to other food establishments or outlets. The Department Of Health through the Food and Drug Administration (‘‘FDA’’) has authority under the Food Fortification Act to refuse the registration and order the recall of food products in violation of this law. The Company ensures that the suppliers comply with the requirements under the Food Fortification Act.



6. Presidential Decree no. 442 - "Labor Code of the Philippines" “The State shall afford protection to labor, promote full employment, ensure equal work opportunities regardless of sex, race or creed and regulate the relations between workers and employers. The State shall assure the rights of workers to self-organization, collective bargaining, security of tenure, and just and humane conditions of work.”



C. SOCIO-CULTURAL FORCES



1. Population Growth The Philippines population in 2012 will be 103,775,002 in July, according to the CIA World Factbook. This is considerably higher than the estimates provided by the Philippines National Statistics Office. Based on extrapolating the 2000 census results, they predicted that there would be 94,013,200 in 2010 and, based on a growth rate of around 1.8 million people per year, this would lead to an assumed population in 2012 of around 97 million people. The Philippines’ largest city is Quezon City, which contains 2,679,450 people. It forms a part of the wider Metropolitan Manila area, which is comprised of 16 cities and has an overall population of 11,553,427 people. 12 | P a g e
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To make things even more complicated, the entire Greater Manila urban area spills out beyond the boundaries of Metro Manila and is reported to contain around 25 million people – a quarter of the Philippines entire population. Other major cities include Manila itself (pop: 1,660,714), Caloocan (pop: 1,378,856) and Davao City (1,363,337). Of these, only Davao City is outside of the Metropolitan Manila area. (World Population Review, 2012) As stated in the Company background of Puregold in Chapter 1, currently, the Company launches its branches and locates them strategically with different places in the Luzon area. Having high population growth around Luzon Island, particularly Manila area, most probably indicates the increase in demand of the products and services. Though the Company is planning to expand its branches over Visayas and Mindanao Islands where in the Company has no prior experience, the total increase in population in the Philippines will contribute to one of the opportunity the Company may take advantage of. (Puregold Price Club, Inc., 2012) 2. Customer’s Attitude Towards Investing and Business As stated in the article posted on the web page The Virtual Wanderer, there is a retail culture that is present only in the Philippines - the “sari-sari store”. With the tagalong name that stands for variety, it is a store where practically everything needed on a daily basis by the locals can be found there. Aside from this well-known Sari-sari store in Philippines, there are many other businesses that Filipinos were going through like Karinderya, Mini Glocery stores, Food stalls, etc. Puregold proposed the TNAP or “Tindahan Ni Aling Puring” loyalty/marketing program in year 2001, where in one must own a business like Sari-sari store, Karinderya, Mini Glocery, Catering, Canteen, Food stall, Drug store, or other businesses in line with the mentioned to be the TNAP’s member. TNAP is a Puregold’s Sari-sari store program that: is a customized program made especially for Puregold’s primary customers: sari-sari store owners, carinderia owners and bulk buyers/wholesalers; is avenue of Puregold to fulfill its mission to provide products, services and business opportunities to every Filipino family; is a means to cultivate a strong sense of loyalty and belongingness among Puregold customers ; is a helpful way to augment family income; provides free trainings and seminars to further enrich entrepreneurial knowledge and spirit; and that bridges start-up businesses to microfinancing institutions. (Puregold Price Club, Inc., 2012) 13 | P a g e
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Figure 2.4 Puregold’s Sales Breakdown(Puregold) As a fact, Puregold’s TNAP has been quite successful, for 30% of the Company’s sales are accounted from TNAP members. The benefits that the members can enjoy being a TNAP member encourages the interested customers to start up a store (even just a small store for his/her neighborhood) to try to invest money to put up a business. This is treated as a favorable customers’ response to the Company’s program, and thus the Company must keep up tapping the resellers and stimulate the interests of the people. Overall, it can be said the Socio-cultural factors are also in favor of the Company, and the Company must keep it up and/or do better in its operations optimizing opportunities given by these factors. The strong relationship of the Company and its strategically set target market enhances more the opportunity for the Company, and delivers minimal risk of threat.



D. TECHNOLOGICAL FORCES



1. Modern Retailing By the time technology was introduced to business, there had been dramatic changes in the way each industry operates. The retail industry, in particular, has adopted a lot of innovations when it comes to the products and services they are offering to the public. In fact Rustan’s Supermarket, the most prestigious retailer in the Philippines, has defined the very concept of modern food retailing – from introducing groundbreaking promotions, such as the buy-1-take-1 offer; to sourcing quality products from all over the world; to Grocering, the first ever grocery delivery in the country. Not only was technology used in food retailing



14 | P a g e



College of Business Administration and Accountancy



but also when it comes to the marketing strategies and promotions done by the retailers to entice customers to patronize their grocery shopping malls. Shopwise Supercenter’s Wise Club Program issues a privilege card, known as Wise Card, which lets customers earn points. Accumulated points can be exchanged for a P100 promo voucher or electronic gift certificate after earning 10,000 points. Every Peso purchase of any item from Shopwise, Rustan’s Supermarket or Royal Duty Free Subic is equivalent to 1 point. Technological forces represent major opportunities and threats that must be considered in formulating strategies as they create new competitive advantages that are more powerful than existing advantages. The pace of technological change is increasing and literally wiping out businesses every day. Thus, it is very important for Puregold to be able to grab opportunities of all possible advancements in technology which could be applied and utilized in the retail business.



2. Puregold: Better Customer Experience The world of retail has changed a lot in the last decade or so. While there are, of course, still the basic tenants of retail that business must follow such as customer service, pricing management, and order efficiency, there way retail works from a technical level is anything but the same. As a matter of fact, retail has benefited greatly from the technology that exists in all areas of the company. While Puregold is interested in keeping its status quo in some areas, it is also aware that it must adapt to changes within the industry that promote a more efficient business model. Since the use of Internet has been widely adopted by various companies in their operations and advertising, Puregold could grab the opportunity of linking with a networking company which could make it easier for the company to deliver controlled guest access to enhance the shopping experience and proactively engage with customers, and respond to shoppers communicating through public social media networks like Twitter, Facebook, or other public forums or blogging sites. Moreover, Puregold could also offer loyalty cards as they do not only reward shoppers with discounts and money off advantages but they also track spending habits and buying trends of their customers. This means they know who, what, when and how people are buying certain products and they can tailor their promotional campaigns, staffing and stock levels accordingly. Another interesting advancement in the retail industry nowadays to 15 | P a g e
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enhance stores safety, security and communication is through the use of Two Way Radios like the Kenwood TK3201. Two Way Radios like the Kenwood TK-3201, Motorola XTN446 and ICOM F25SR give retailers the perfect way to improve their communication and performance. Not only does 2 Way Radio allow members of staff to communicate over a wide area but they can be used as a health and safety tool so workers can report accidents, check stock levels and stay in touch across the entire site from the shop floor to the distribution area. Modern Two Way Radios are a perfect way for Puregold to differentiate themselves from their competitors while still making its customers’ shopping exper iences better.



3. Security through Technology Developments in technology also paved way for a safety measure inside and outside the store premises. Stores and shopping centers are now able to track everything that is going on in the store premises with the use of surveillance cameras through different areas in the store. Everything that occurs in the store that is negative results in a potential or actual loss of business. That is why technology has not just made video surveillance equipment better, but it’s making it more cost effective for the store. With continuous loops and the cheapened price of film and memory, a lot more footage can be kept so there is little worry of a person filing charges later on and the company having no proof to dispute the claim.



E. ENVIRONMENTAL FORCES



1. Environme ntal Laws and Other Regulations The environmental laws and regulations governing the retail industry are the following: 



REPUBLIC ACT No. 3931 – an act creating the national water and air



pollution control commission. 



REPUBLIC ACT No. 3720 – an act to ensure the safety and purity of foods,



drugs, and cosmetics being made available to the public by creating the Food and Drug Administration which shall administer and enforce the laws pertaining thereto. 



REPUBLIC ACT 9003 – The Solid Waste Management Act
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REPUBLIC ACT No. 8749 – an act providing for a comprehensive air



pollution control policy and for other purposes. 



PRESIDENTIAL DECREE No. 1151 - The Philippine Environmental Policy







PRESIDENTIAL DECREE No. 1152 - The Philippine Environmental Code







PRESIDENTIAL DECREE No. 1586 – establishing an environmental impact



statement system, including other environmental management related measures and for other purposes.



The Philippine Government has implemented various laws and memoranda for the protection of our environment. Recently, the use of plastic has been controversial after the passage of City Ordinance No. 7393 which bans “the use of any form of plastic bags on dry goods and regulating its utilization on wet goods, as well as the use of polystyrene and similar materials as containers for food, goods and other products.” Earlier reports said plastics accounted for 76 percent of the waste found in Manila Bay, according to a 2010 discards survey conducted by EcoWaste in partnership with the Global Alliance for Incinerator Alternatives and Greenpeace. Many establishments, including Puregold and its competitors have banned the use of plastic for packaging sold goods to customers. Puregold started using brown paper bags while Shopwise collaborated with WWF for the supply of reusable bags. The growing concern for environmental and health protection has been a great alarm for retailers for they have been used to utilizing plastic bags when packing their products.



2. Weathe r Condition Affecting Retail Sales In the longer term, retailers set their budgets to accommodate the 'yin/yang' of weather conditions and in any given year things tend to even out in relation to effects of good/bad weather. It's the short term shocks that send retail into a tailspin. Day one of a hot or rainy period can see sales plummet for some affected retailers by 50%. By day two it may be 2030% down but by day three when everyone has adjusted to the c hange, sales can return to normal. For some strange reason, windy makes people more agitated than any other bad weather condition which is not conducive to making sales. Hot weather can get people out of the house in search of a stabilized climatic conditions offered in so many retail shopping
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centers. Most retailers define weather as bad when the season is delayed or unusually mild. Retailers are very often working months if not years in advance in their stock ordering. Stock in- flows are carefully correlated with out-sales so as to make full use of the expensive retail space. When the season is delayed or unseasonably mild, stock starts to accumulate and the stock back-up triggers panic and the price-slashing clearances. This action, while necessary, chews up profit margins and can even send many small retailers to the wall. Thus, it is indeed necessary for Puregold to consider not only the purchasing power of its customers but also the weather condition which could affect better the shopping decision of Filipinos. In order to lessen the probability of people not going to grocery stores during a bad weather, Puregold’s planned strategy includes offering a free ride to customers especially in rural areas for a minimum amount of purchase. This could persuade c ustomers to shop despite a rainy or too hot weather for it alleviates the burden of having a hard time getting into the shops and back to their houses again. It does not only build good image for the company but moreover creates strong customer relations which could somehow guarantee a secured and continuous patronage through time. Puregold has to be very creative and customer-oriented in offering promos because Filipino customers nowadays are wise enough to come across different grocery shopping centers just to check out which offers the most customer- friendly services for the least cost possible.



F. Competitive Forces The Company competes with both traditional and modern retail operators on the basis of convenience, presentation, price and additional benefits such as loyalty programs, a wide range and assortment of products for customers of all income levels and high quality customer services. According to Planet Retail, SM Investments, Puregold Price Club, Rustan’s, Robinsons Benison Group of Companies and Uniwide are the top market participants in the retail sector among the hypermarket and superstore, supermarket and neighborhood store, cash & carry and wholesale club formats. (See Porter’s Model for details).
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CHAPTER III: INDUSTRY ANALYSIS



A. Introduction About the Industry The Philippine retail market is a growing market. Despite the global economic downswing that depleted gross domestic product (GDP) of many Asian economies last year, the Philippine economy expanded by 3.4 percent YoY, thanks to a 3.5 percent growth in consumer spending. The government estimated that consumer spending, as measured by personal consumption expenditure (PCE), accounted for 79 percent of GDP in 2011. The 3.5 percent growth in consumer spending last year was equivalent to about P89.6 billion or approximately US$1.75 billion. The fact that growth took place at a time the government limited its expenditure indicates the domestic market’s potential for higher growth. There was much debate prior to the enactment into law of Republic Act No. 8762, otherwise known as Retail Trade Liberalization Act, which opened the doors for foreign capital in distribution of food, healthcare, personal care, and lately, luxury items. Critics have described the law as a bane for small entrepreneurs. For example, the law allows foreign retailers to import up to 70 percent of their commodities for sale in the country. It is considered a blow against decades of protectionist policies that were borne out of nationalism that started at the end of World War 2. The government believes that RA No. 8762 is consistent with its liberalization policies, which seek to force local industries to become competitive, stimulate consumer spending and bring down prices of commodities. For example, rice in the Philippines costs three times as much as in Thailand. Liberalization of retail trade is considered as a precursor to the country’s eventual removal of barriers to foreign goods under the World Trade Organization (WTO) regime. While the government closed down foreign duty free shops in Subic and Clark in the past, the entry of foreign stores would revive appetite for foreign products, which attract Filipinos with their cheap costs. While inflation is currently affecting retail sales in volume terms, the underlying trends of rising incomes and relatively strong growth will ensure solid future expansion. Annual growth for Asia is forecast to average almost 6% between 2011 and 2015, remaining above all other regions according to a report written by the Economist Intelligence Unit in its “2012 Outlook for the Retail and Consumer Products Sector in Asia”. Although inflation is depressing food and 19 | P a g e
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general retail sales on a volume basis, increased prosperity is driving new trends such as rising demand for functional goods. Domestic trade sector, which includes wholesale and retail, employs 5.5 million Filipinos and contributes about 16 percent to GDP. The retail sector accounts for about three- fourths of trade sector’s income, with wholesale accounting for the rest.



B. Marketing Mix



1. Product and Market Share According to Planet Retail on its report in 2010, over the past decade, the country’s retail industry has grown significantly, benefiting from the steady increase in the population, improvement in the economy, higher disposable incomes, and increasing urbanization. This trend is expected to continue going forward, forecasting a 2-year CAGR of 11.0% for total retail sales until 2012. Growth prospect of the modern retail industry, which is comprised of hypermarkets, supermarkets, convenience stores, cash and carries, etc., became even more attractive in these years. SM Investments, Puregold Price Club, Rustan’s, Robinsons Benison Group of Companies and Uniwide are the top market participants in the retail sector among the hypermarket and superstore, supermarket and neighborhood store, cash & carry and wholesale club formats. Each of these stores competes with the Company on the basis of product selection, product quality, customer service, price, store loc ation or a combination of these factors. Companies compete by providing their customers the best quality of shopping experience they can offer. As for Puregold Price Club Inc., it competes with both traditional and modern retail operators on the basis of convenience, presentation, price and additional benefits such as loyalty programs, a wide range and assortment of products for customers of all income levels and high quality customer services. The company conducts its operations of Puregold through three formats and store brands, namely, Puregold Price Club hypermarkets, Puregold Junior supermarkets, and Puregold Extra discounts stores. Each of which is strategically located to target distinct price points and demographics. The Company conducts its operations primarily through a hypermarket format known as “Puregold Price Club”. 20 | P a g e
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These hypermarkets are mostly located in major commercial centers and near transportation hubs. Puregold Price Club offers a broad variety of food and non- food products, and generally caters to both retail customers and resellers such as members of the Company’s pioneering TNAP loyalty/marketing program. For supermarkets, the Company has a supermarket chain known as “Puregold Junior”, operated by its wholly-owned subsidiary, Puregold Junior Super Market. The Company’s supermarkets mostly located in residential areas and offer a high proportion of food to non- food products compared to the Company’s hypermarkets. The supermarkets have a store layout similar to the Company’s hypermarkets but on a smaller scale. Puregold Junior stores generally cater to retail consumers. While as for the discounters, the company has “Puregold Extra” which is the Company’s discount store format that offers a more limited number of goods. While SM, currently the Philippines' most dominant player in retail with 193 stores nationwide, which of these, 46 are SM Department Stores; 37 are SM Supermarkets, 76 are SaveMore branches; and 34 are SM Hypermarkets. It conducts four types of operations, namely “SM Department Store”, the country's leading one-stop lifestyle and fashion chain (For many decades now, and for countless shoppers, it offers the widest array of quality products at affordable prices, truly the epitome of "value for money" shopping); “SM Supermarket”, the country's top supermarket chain (With an extensive, nation-wide presence and employing state of the art retailing technology, it offers both food and non- food products, with much emphasis on quality, convenience, and affordability); “SM Hypermarket”, an innovative, rapidly- growing retail chain, offering unbeatable convenience through its targeted balance of wet market, grocery, general merchandise, and discount products, all under one roof; and “Makro”, which is all about offering the widest selectio n of more than 28,000 items at the lowest wholesale prices to its members. It also provides the highest quality products produced under strict and high quality standards. For Rustan’s, “Rustan’s Supercenters, Inc.” is the operator of Rustan’s Supermarkets and Expresslanes and the Shopwise chain of hypermarkets. It is a leader and pioneer in the grocery shopping industry, well known for its focus on quality, customer service, and fresh food that is founded in 1970. To date, Rustan’s Supermarkets has 20 branches in Metro Manila and 2 in Cebu. Presented below is the bar graph representing the sales (in dollars) of the top food retailers in the Philippines: (Puregold Price Club, Inc., 2012) (Puregold Price Club, Inc., 21 | P a g e
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2012) (SM Investments Corporation, 2011) (Rustan's Supermarket, 2012)



Figure 3.1 Sales (in dollars) of Top Food Retailers in the Philippines 2012 (Puregold Price Club, Inc., 2012)



2. Price and pricing policy The companies in the retailing industry must follow the Price Act under the law which provides the price controls for basic necessities and prime commodities in certain situations. Basic necessities include rice, corn, bread, fish, dried and canned fish and other marine products, fresh vegetables, pork, beef, poultry, milk, coffee and cooking oil, salt, laundry soap, detergents while prime commodities include flour, dried, processed and canned pork, beef and poultry meat, other dairy products, toilet soap, paper, school supplies, electrical supplies, batteries, among others. Under the Price Act, the prices of basic commodities are automatically frozen in areas declared as disaster areas, under emergency or martial law or in a state or rebellion or war. Unless sooner lifted by the President of the Philippines, pr ices shall remain frozen for a maximum of 60 days. The President of the Philippines may likewise impose a price ceiling on basic necessities and prime commodities in cases of calamities, emergencies, price manipulation or when the prevailing prices have risen to unreasonable levels. The Price Act considers it unlawful for any person habitually engaged in the production, manufacture, importation, storage, transport, distribution, sale or other methods of disposition of goods to engage in price manipulation of any basic necessity or prime 22 | P a g e
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commodity through cartels, hoarding or profiteering. The Department of Agriculture, Department of Trade and Industry, Department of Environment and Natural Resources and Department Of Health are the implementing agencies tasked with the power and responsibility to enforce the provisions of the Price Act. The Company complies with price controls of basic necessities issued by the Department of Trade and Industry.



3. Promotion Table 3.1 Top 10 Malls in the Philippines Rank



Name of the Mall



1



SM Mall of Asia



2



Glorieta



3



Greenbelt



4



Shangri- La Plaza



5



Trinoma



6



SM Mega Mall



7



Gateway



8



Robinsons Galleria



9



Robinsons Place Manila



10



SM North



Companies such as SM Investments, Puregold Price Club, Rustan’s, Robinsons, Benison Group of Companies and Uniwide promote their convenience to their target customers through effective advertisements. Rustan’s Supermarket, is a pioneer in modern grocery retailing having introduced many innovations that are still being imitated to this day, introduces groundbreaking promotions, such as the buy-1-take-1 offer; to sourcing quality products from all over the world; to Grocering, the first ever grocery delivery in the country. It is defined, to a large extent, the very concept of modern food retailing in the Philippines. But apparently, although it is the pioneer of grocery shopping industry in the Philippines and already has its established name known to its target customers, may not still be the number one in fame. 23 | P a g e
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According to an article in WikiPilipinas – Top 10 Malls in the Philippines, the table shown on the right, SM Mall of Asia was ranked top as the finest mall the country. In addition, according to the article in Pinoy Bisnes Ideas, Henry Sy is now known as the “Father of Philippine Retail” and the “#1 Philippines’ richest man”. With SMIC’s motto “We’ve got it all for you”, SM appeals its convenience as one-stop-establishment for everything, including shopping, leisure, entertainment, health, beauty, and even recreation. Companies that were frequently shown in the televisions like SM Mall of Asia (ABS-CBN), Puregold Price Club (GMA) also advertise themselves to its target customers through it. For other advertisements, most of the methods the companies use are the likes of tarpaulins, banners, and the use of the advertising spaces.



4. Distribution Channel As the retailers the distribution channels of the companies are said to be also their branches that are being launched all over the Philippines. Like for SM Retailers Group, from January to September 2012, it grew its number of stores by a total of 25 stores, consisting of 5 department stores, 4 SM Supermarkets, 4 SM Hypermarkets, and 12 SaveMore stores. As a result, the group now has a total of 193 stores, consisting of 46 department stores, 37 SM Supermarkets, 34 SM Hypermarkets, and 76 SaveMore stores that has been launched all over Luzon, Visayas and Mindanao. As for Rustan’s Supercenters, Inc., to date, it has 20 branches in Metro Manila and 2 in Cebu. While for Puregold, its branches now have 62 for Puregold Price Club Inc., 28 for Puregold Supermarket, and 11 for Puregold Extra, that are located mostly on the Luzon island area. In addition, retailing companies must comply with the laws that were promulgated for and must be followed by them like the Consumer Act, and the Meat Inspection Code, to mention, in distributing the commodities.



5. Custome r Filipino families earned P206 thousand on the average, and spent P176 thousand on the average in 2009, based from the preliminary results of the 2009 Family Income and Expenditure Survey (FIES). These figures translate to an average annual family savings of P31 thousand pesos in 2009 (Appendix -Table 1). On a monthly basis, the reported average income was P17,200 and average expenditure was P14,700 in 2009. 24 | P a g e
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Adjusting for the inflation between 2006 and 2009 at 2000 prices, the average annual family income in 2009 would be valued at P129 thousand. The average annual family expenditure in 2009 would be valued at P110 thousand at 2000 prices (Appendix - Table 1). From 2006 to 2009, average annual family income in all deciles increased. In 2009, this average ranged from P41 thousand for the first income decile (lowest ten percent) to P728 thousand for the tenth income decile (highest ten percent). The average annual family income of families in the tenth decile was about 18 times that of those in the first decile in 2009 while 19 times in 2006 (Appendix - Table 2b). This shows that income gap between families in the tenth and the first decile narrowed. Income decile is the distribution of families into ten groups in terms of annual family income. The first decile has the lowest income and tenth decile has the highest income. The families in the bottom 30 percent income group (or the lowest three income deciles combined) reported an average annual family income of P62 thousand in 2009. On the other hand, the families in the upper 70 percent income group earned an average annual income of P268 thousand (Appendix - Table 2b). On a monthly basis, the average income of the families in the bottom 30 percent was P5,200 while it was P22,300 for the upper 70 percent. The Gini coefficient of income was estimated at 0.4484 in 2009, slightly lower than the 2006 ratio of 0.4580 which indicates a more equal distribution of income in 2009 (Appendix - Table 1). The Gini coefficient is a measure of income inequality within a population which ranges from 0 to 1, with 0 indicating perfect income equality among families, and 1 indicating absolute income inequality. The expenditure pattern of families in 2009 showed significant change for the following expenditure groups: food; tobacco; fuel, light and water; transportation and communication; clothing, footwear and other wear; recreation; and taxes. The family expenditure for food was 42.6 percent in 2009, while it was 41.4 percent in 2006 (Appendix - Table 3). [Family Income and Expenditure Survey (Preliminary Results), 2006]
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Figure 3.2 Grocery Spending of Different Social Classes



6. Target Market The retail industry targets all classes of society, from high class to middle class down to the low classes of people. Retailers in the Philippines have established various shopping malls that could cater the different needs of people. Rustan’s divided its supermarkets into three groups such as Rustan’s Express, catering the needs of high class segment; Rustan’s Fresh, for middle class people; and Shopwise for the low-class society. Not only did the retailing companies put up branches in the city but they a lso started entering into the rural areas. Consistent with the strategy of locating closer to customers, SM Investments Corp was aggressive in opening up Save More Supermarket stores in Metro Manila neighborhoods and higher-income cities and municipalities nationwide. Aside from its branches in Metro Manila, SM has established stores in Cebu, Tuguegarao, Batangas, Laguna, Cavite, Iloilo, and last March 2012 another branch in Davao has been launched. Compared to its brands SM Hypermarket and SM Supermarket which are located in shopping centers, Save More is smaller and can be set up as a stand-alone shop. Spearheaded by more aggressive players like Puregold Price Club Inc and SM Investments Corp, the expansion into untapped provincial cities and municipalities via smaller formats will continue during the forecast period. Meanwhile, Puregold Price Club Inc is also expected to allocate more capital expenditure in order to expand its Puregold Extra brand. In the case of Metro Manila, the vibrant residential development will 26 | P a g e
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necessitate supermarkets and other grocery retailing brands as a support system. This trend could further encourage more modern chained players to open up new stores to serve highrise condominiums and villages. 7. Competition



Figure 3.3 Porter’s Five Forces Model of Competition a. RIVALRY AMONG COMPETITIORS With all of these data, the competition among the industry is to be rendered High. Indeed, the intense competition is brought about by the conditions, trends and strategies that these companies are implementing throughout the years. The Company competes with both traditional and modern retail operators on the basis of convenience, presentation, price and additional benefits such as loyalty programs, a wide range and assortment of products for customers of all income levels and high quality customer services. According to Planet Retail, SM Investments, Puregold Price Club, Rustan’s, Robinsons Benison Group of Companies and Uniwide are the top market participants in the retail sector among the hypermarket and superstore, supermarket and neighborhood store, cash & carry and wholesale club 27 | P a g e
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formats.



Knowing the Competitors Along with Puregold Price Club Inc. are the other major players when it comes to the mass grocery retailers. Based on the presentation material prepared by Puregold to HSBC 2nd ASEAN Conference, it had clearly indicated its current standing as the second largest supermarket chain, on the second quarter of 2012 as compared with the major competitors that holds significant market shares. The following are the Major players in the food retail industry ranked according based on sales as contained on the said report. ( (Puregold Price Club Inc., 2012)



Figure 3.4 Comparative Banner Sales
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Figure 3.5 Comparative Sales Area



Figure 3.6 Ranking of Top 5 Mass Grocery Retailers (Puregold Prospectus, 2011) The proponents had chosen two of the major competitors of Puregold to be considered with this study as follows:



SM Supermarket SM supermarket’s first store was established in 1985 at the Ayala Ceneter, Makati. Since then, it had rolled out 33 branches nationwide under the management of Super Value Inc., (Food Retail Group of SM Investment Corporation). It offers variety of food products clamoring on their freshness sourced directly from the growers, processors and integrators. On 1999 SM supermarket had introduced Save More Market,one of the food 29 | P a g e
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retailing formats under the Food Retail Group, in Marikina which is a chain of neighborhood grocery stores located outside an SM mall. Offers convenience for shoppers to shop leisurely for meat, poultry, seafood, fruits and other grocery items contained in the compact sizes of Save More Stores. Catering primarily to budgetconstrained households by offering low-priced items, Save More has 65 branches nationwide. (SM Investments Corporation, 2011) Furthermore, SM Hypermarket has been established in Sucat (2001) which combines both the department store format and the supermarket format offering a onestop go shopping experience. Various shops providing diverse services like a bills payment booth and a foreign exchange center, Western Union, and Watsons blanket the whole establishment along with other regular Hypermarket stores. There are 30 SM Hypermarket stores nationwide more than half of which are located in NCR. Considered to be the country’s leading and largest retail chains, all in all, these food retail formats of SM Investment Corporation has been the second largest contributor of SM’s 2011 earnings with 30.20% pointing out that SM Retail’s continued expansion, particularly of the Save More store format, still proved to be a key driver of the group’s performance, as another 25 new branches were opened in 2011 from 14 the previous year. (SM Investments Corporation, 2011) RUSTAN’S Claimed as the pioneer of the modern grocery retailing in the country, Rustan’s Supermarket has now been 42 years in the industry founded in 1970. Together with Expresslanes and Shopwise chain of hypermarkets, it is being operated by the Rustan’s Supercenters Inc. –a member of the Rustan Group of Companies. Amongst the promotions are the buy-1-take-1 offer, global quality products sourcing and grocery delivery (Grocering). To date, Rustan’s Supermarkets has 20 branches in Metro Manila and 2 in Cebu. (Rustan's Supermarket, 2012) RSCI developed and opened the first hypermarket in the country in November 29, 1998 in Filinvest Alabang known as Shopwise. It now operates nine hypermarkets and open its first branch in Cebu on February 17, 2012. Capitalizing on its vision Quality for All, the Company made it possible for the middle class and working class to have access on the Rustan’s quality products. To 30 | P a g e
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create a chain of supercenters or hypermarkets, which is the most preferred one-stop shop destination for fulfilling the basic needs of the Filipino family is its mission. Rustan's decision to diversify into hypermarkets was borne out of manifest opportunities brought about by fundamental changes that have been taking place in the Philippine market: a burgeoning middle class; increasing value consciousness across various income levels; and new geographical market opportunities that are best served through discount retailing operations. The highly successful Shopwise brand pioneered the hypermarket concept in the Philippines 14 years ago and is known for its affordable quality, everyday freshness, budget-friendly variety and fast, friendly and fun service. Millions of customers have made Shopwise their shopping destination of choice because it is the most comfortable, practical and efficient place to shop for a complete selection of fresh goods, groceries, clothes, toys and home accessories all under one roof. (Shopwise, 2012)



b. BARRIERS TO NEW ENTRY This Factor of Barriers to new entrants is to be rendered Low when it comes to affecting the landscape of the competition for the mass retail grocery industry for the following reasons: First are the huge capitalization funds that this industry requires the interested participants. Based on the provisions of the Trade Liberalization Act of 2000, it is not easy to enter in this mass grocery retailing business (see details below). In addition, the industry has been long time dominated by the giant players that had already well positioned their brands throughout the country and that they had already spread out with branches practically crowding Metro Manila and other regions.



b.1 Retail Trade Liberalization and Capitalization Require ments During the 1950’s, Filipino retailers enjoyed the privilege of trading without the foreign competitors due to the restrictions provided by law (RA 1180) at that time. However, in light of the industry liberalization in the country, a bill was then proposed in 1993 with the high expectations of improvements and efficiency that this could bring to the industry. President Fidel Ramos on October 1996 signed the executive order advocating full liberalization o f the Philippine retail trade sector and 31 | P a g e
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on March 2000, it was formally turned into RA 8762 (Philippine Retail Trade Liberalization Act) by the full approval of then President Joseph Ejercito Estrada. Among the first foreign investors who grabbed the chance of competing in the liberalized retail market was S&R Price Membership Shopping opening its first store in Fort Bonifacio in Taguig (Southern Metro Manila) in May 2001 and its second store in Ortigas, Pasig City (eastern Metro Manila) later. To date, there are only 11 other foreign participants competing in the local retail sector but not on the food retailing. (Scribd, 2012) Though it has been more than a decade by now when the retail trading in the country has been opened for foreign participants, this factor is only to give medium pressure on the local food trading sector. One major reason is the significant amount of capitalization requirements. Under Retail Trade Liberalization Act, foreign investors can own up to 100 percent of retail enterprises with paid-up capital between $2.5 million or more. A store to be opened should not be below the peso equivalent of $830,000 and the parent corporation of the foreign retailers should be worth at least $200 million. In addition to this: However, if amendments on the strict capital requirements provided by RA 8762 shall be approved, then this could give high threat to the local food retailers in the country. And this possibility is gaining its greater chances of success. On 17 th of May 2011, Sen Manny Villar filed on the 15 th Congress a Senate Resolution No. 476 urging the Senate Committees on Trade and Commerce and economic affairs to assess, in aid of legislation, the RA 8752 with the intention of creating more favorable investment climate, generating employment opportunities for Filipinos and encouraging a robust market competition. This resolution is being backed up by the Joint Foreign Chambers in the Philippines who shared the same insights. (Senate of the Philippines 15th Congress, 2011)



b.2 Well Established Gigantic Players As what have been mentioned earlier, the key players in this industry are SMI, Puregold, Rustans, Robinsons, Benison Group and Uniwide. These giants had already been existing with at least 2 decades ago and since then had improved their
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operations, had at least 100 stores all spread out in key strategic places and that had made significant contracts to key suppliers.



c. SUBSTITUTE PRODUCTS This factor of Product substitution is to be rendered Low when it comes to affecting the industry’s landscape of competition. These substitutions are not directly relating to the present competitive conditions. As for the example given, convenience stores such that of 7-eleven, Mini stop and the like are not of direct substitute for the kind of businesses in this grocery retailing industry. Whereby the former caters for limited customers or community, the latter caters for wider and diverse consumers. Moreover, the trend of on line shopping is widely accepted abroad like for instance,(Wal-Mart), but in the country, this wide acceptance is yet to come hence as of the moment, these substitutions have Less effects on the Industry’s competition. For the modern food retail formats in the market, there is little substitution that is to be considered as serious threat. Nonetheless, it is worthwhile to look on to the low pressure brought about by the substitutes for these modern retail formats.



c.1 Philippine Seven Corporation Philippine Seven Corporation (“PSC”) was registered with the Securities and Exchange Commission (“SEC”) on November 1982. It acquired from Southland Corporation (nowSeven Eleven, Inc.) of Dallas, Texas the license to operate 7Eleven stores in the Philippines in December 13, 1982. Operations commenced with the opening of its first store in February 29, 1984at the corner of Kamias Road and EDSA Quezon City, Metro Manila. Considering the country’s economic condition at that time, the Company grew slowly in its first few years of existence. The company had a manpower complement of 1,921 personnel, 655 of whom are regular employees, 301 contractual/probationary and 965 cooperative members to augment temporary needs during peak hours or seaso n in the stores and the support services units. There is no existing labor union in the company and collective bargaining agreement.
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There is an Employees Council which communicates to management the employee concerns. There has been no strike or threat to strike from the employees for the past three years. At year end, PSC is operating 551 stores, 211 of which are franchise stores, 130 stores are operated under a service agreement, and the remaining 210 are companyowned stores. The store franchise and service agreements have a minimum term of 5 years each, renewable for a similar term. The stores under franchise and service agreement are indicated in the store list provided in the discussion of Leases herein. (7-eleven Philippines, 2012) According to the Consolidated - Non-Audited financial statement for the first two cumulated quarters of 2012, total net operating revenues increased with 35.17%, from PHP 4,678,837 thousands to PHP 6,324,209 thousands. Operating result increased from PHP 181,029 thousands to PHP 240,473 thousands which means 32.84% change. The results of the period increased 38.34% reaching PHP 164,259 thousands at the end of the period against PHP 118,739 thousands last year. (EMIS By ISI Merging Markets, 2012)



c.2 Emergence of Virtual Store Surprisingly for the Philippine market, there is a huge opportunity for the modern retailers to capitalize in this booming trend of a very dynamic e-commerce. Based on the research conducted by Nielsen Global Survey on February 10 – 27, 2012, data showed that online consumers in the Philippines are among the most active in e-commerce activities in Asia Pacific



mostly for product research and



online deals, according to a report on the influence of digital media on shopping habits. The Nielsen report said over two-thirds of online consumers in the Philippines (72 percent) indicated using the Internet for grocery shopping research in the past month, and 47 percent of those consumers did so daily, compared to 39 percent in Asia Pacific. In addition, the level of influence for CPG-related products is growing. Filipino’s intentions to buy food and beverages via online sources more than doubled from 15 percent to 32 percent in two years. (Malaya Business Insight, 34 | P a g e
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2012) With this data, the modern retailers can see a new horizon to improve on the services they provide to their consumers in order to gain another competitive advantage and subsequently earn them increased market shares. d. BARGAINING POWER – SUPPLIERS This factor of bargaining power – suppliers is to be rendered High in relation to the industry’s competition. Having a strong supplier base, shall give a company its competitive strength over competitors when it comes to qualitative factors such as on time deliveries, compromises in times of abrupt changes in market conditions and wider network of distributions. Likewise, quantitative factors such as strong discounts, rebates, lessened operating and distribution costs as well as income from concessionaire agreements shall provide the company indispensible opportunities and advantages in this fierce industry competition. Ultimately, the bargaining power of suppliers can give a company the highest chance of having the most competitive prices while offering wide range of products of choices which would give customer satisfaction. The suppliers and the retailers in this food/non- food retailing of the supermarkets, hypermarkets and discounters share collaborative relationships for growth and development for both of these entities. For one, the suppliers get the advantages of making their products be showcased for the consumers thru these retailing outlets. A wider scope of retail outlets could mean wider scope for the brand recognition of the seller’s products. Suppliers of the merchandising goods of the grocery retailers pose limited threats unless the following factors are unchecked:



d.1 Cost and quality factor Price is one most important factor that matters today to the giants of the grocery stores. “Everyday Low Prices “is the battle cry of Puregold Price Club Inc., and for SM Retail, “value for money”. Indeed, price and worth of money are being emphasized by these two leading food retailers. With the price sensitive consumer market, slight differences with the price of the products that these retailers offer
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shall give huge impact on the mindset of the consumers especially of the Filipino buyers. This poses opportunities for the food retailers to enter into consignment agreements that would provide them with the lower cost and that could get away of cost-adding factors to the merchandises such as transportation costs, importations, tariffs and the like. Nonetheless, there are great opportunities for the food retailers to get contracts with suppliers that will provide the best quality food products. For instance, Rustan’s supermarket’s Fresh section has been known for the wide array of fresh products – freshly picked produce, freshly caught fish and seafood and the like.



d.2 Suppliers as business partners Food retailers can see great opportunities for treating their suppliers as business partners. This would be competitive advantage in this ever fierce retailing competition. Based on the projections of Pricewaterhouse Coopers, the retailing in 2015 would be geared towards the collaborations of the retailers and suppliers to become trading partners that would share details and processes on such things as product launches, trade promotions, inventory management and supply chain operations. (Pricewaterhouse Coopers, 2007) Moreover, it would be a threat for the food retailers if they cannot give their trading partner room for growth for they may end the contract and could cause the food retailer much for replacements. Recently, on October 31, 2012 it has been reported that Listed AgriNurture Inc. has stopped supplying fresh fruits and vegetables to supermarkets of the SM Group to free up resources that could be used for expansion. (Olchondra, 2012) e. BARGAINING POWER – CONSUMERS This factor of bargaining power – consumers gives High effects on the industry’s competition. The buyers are the priceless trophies which the competing companies are trying to win but it has never been that easy. To attract such consumers, generally the retailers, wholesalers, resellers and the “masang pinoy”, the company should give the 36 | P a g e
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former competitive pampering such as conducive shopping centers, quality products and added benefits that would somehow insure their loyalty. But most importantly, these consumers bargaining power is majorly affected by their price consciousness thus, any slight price differences can make them switch from one competing store to another.



e.1 Strong Filipino Consumer s pending growth According to Planet Retail, total consumer spending in P hilippines increased from US$68.4 billion in 2005 to US$138.8 billion in 2010 at a CAGR of 15.2% and is expected to reach US$172.8 billion by 2012. One of the key drivers of the Philippine economy and domestic consumption has been overseas remittances, and according to the BSP, the Philippines is the fourth largest economy for overseas remittances in the world. According to World Bank statistics, inflows of remittances grew at a CAGR of 11.9% from 2005 to 2010 and reached US$18.8 billion in 2010, representing 9.9% of the 2010 nominal GDP of the Philippines. The Philippine retail industry has advanced significantly in the past decade due to factors such as steady economic and population growth, higher disposable incomes and increasing urbanization. According to Planet Retail, retail sales in the Philippines grew from US$48.4 billion to US$95.3 billion between 2005 and 2010, a CAGR of 14.5% and over the same period, grocery retail sales in the Philippines grew from US$33.5 billion to US$64.2 billion, representing a CAGR of 13.9%. More recently, the global economic recovery and the rapid development of the Philippine economy have contributed to growth of the sector, and major retailers in the Philippines have resumed expansion plans after the economic slowdown. According to Planet Retail, retail sales and modern food retail (MGD Total) in the Philippines are expected to reach US$117.4 billion and US$25.0 billion in 2012, representing a CAGR of 11.0% and 11.3% between 2010 and 2012.



e.2 Price sensitive Consume rs The Filipino consumers are to be considered as price sensitive market. This is of no surprise since we have the lowest disposable per capita income of $1,547 during 2010 amongst the ASEAN neighbors. (International Markets Bureau, 2012).
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That is why the buyers have strong bargaining power as against the modern retailers. It is incumbent for these modern retailers to offer the lowest affordable prices for their products if they wanted to have significant gain on the market share. In addition, Moreover, bulk of the net sales for the food retail industry in the Philippines amounting to at least 70% comes from the traditional retail formats (sari-sari stores, wet and dry markets and independent small grocery stores). This only represents a great opportunity for the modern retailers to attract and grab a share of this market by giving them value for money and the benefits to secure their loyalty. In addition, over two million Philippine households, with a monthly income from P8,000 to P 50,000, based on a 2010 Nielsen study (‘‘Retail Trade Dynamics’’, April 8, 2010). This group of consumers belongs to the Class C and D which are more diversified as compared to the other classes, hence are key consumers in this mass grocery retailing industry.
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C. Ope ration



1. Process The modern retail industry comprises modern organized retail formats such as hypermarkets, supermarkets and convenience stores, non-food retail stores operated by grocery retail groups and modern wholesale formats such as wholesale clubs, cash and carries outlets and wholesale delivery operations. Retail companies, especially the big ones uses advanced management information systems in order to facilitate their operations. Its functions include the following: 



Real-time transmission of sales data, products- in-stock and inventory levels to Headquarters







Tracking of customer trend and adjust product mix







Link up with supply chain service provider







Automated stock replenishment system



2. Capacity According to Planet Retail data, the Philippines had 17 sqm of MGD total sales area per thousand inhabitants in 2010, considerably less than in other Asian countries such as South Korea and Malaysia. The under-penetration of the market provides industry participants significant opportunity for growth. The following graph shows the relative under-penetration of the modern retail sector in the Philippines:
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Figure 3.7 Modern Grocery Distribution Total sales area(sq.m.) per thousand inhabitants in 2010. (Planet Retail) 3. Quality Retailing in the Philippines continued to show promising growth in 2011 due to improved consumer confidence which translated into higher spending both for grocery and non-grocery products. The better than expected economic performance during the year served as a solid background and encouraged key players to expand. It should be noted that the Philippines economy continued to benefit from the arrival of overseas Filipino workers’ remittances and business process outsourcing revenue, most of which go to consumer spending instead of investments. With such promising growth comes the heating competition in the industry. As of now, companies are investing in new technologies that could render betterment for the service quality that are being offered by each player. Such technologies include those that give convenience to the consumers and also give added value to the product that the companies offer. Employee training programs are also used to ensure such qualities. It goes with the whole “great shopping experience” that retailers want to imply to cons umers thus improving
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the value of such services that they offer.



D. Industry Analysis Ratio Growth Ratio The Philippine modern retail sector experienced significant growth from 2006 to 2010 despite the financial crisis in 2008. According to Planet Retail, total sales for MGD grew at a CAGR of 15.5% between 2005 and 2010, from US$9.8 billion to US$20.2 billion. It is estimated that the sector will grow to US$25.0 billion by 2012, representing a CAGR of 11.3% (2010–2012). The chart below shows growth of total sales in the modern food retail (MGD Total) sector in the Philippines from 2005 to 2010 and as forecasted from 2010 to 2012:



Figure 3.8 Retail Sector Growth
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Table 3.2 The Sector at A Glance



YEAR



2007



2008



2009



2010



2011



GROSS REVENUE



15.6



12.1



1.5



13.2



11.6



NET SALES



15.7



12.6



1.2



13.3



11.8



25.85



7.00



15.79



22.19



24.65



TOTAL ASSETS



19.8



7.2



7.4



8.6



11.8



TOTAL LIABILITIES



12.4



9.2



6.7



7.9



10.7



STOCKHOLDERS’ EQUITY



41.1



2.3



9.3



10.3



14.5



RETURN ON EQUITY



0.272



0.069



0.143



0.178



0.172



RETURN ON SALES



0.030



0.007



0.016



0.020



0.019



DEBT-EQUITY RATIO



2.289



2.576



2.434



2.416



2.411



NET INCOME P billion



The table shows the current financial trend within the sector of retailing in the Philippines for the past 5 years. Based on this table, we can see the downward trend of all the ratios and criteria of year 2007 as compared with those of 2008. This is practica lly the results of the financial crisis that hit the US Economy and hampered the Philippine Retailing Industry as well. That is why on Year 2009, the industry had shown a slow growth for it is still in recovery. However, taking the Years 2010 and 2011, the industry is doing well and has improved once again. There are increases for these industry ratios and key performance indicators which may prove that the retailing industry is on a trend of getting stronger for the coming years. (Business World Top 1000 Corporations)



E.



Industry Tre nds Based on the research conducted by International Markets Bureau of the Agriculture and



Agri-Food Canada, April 2012 the following are the modern grocery retail trends evident in the ASEAN regions (Indonesia, Thailand, Malaysia, Singapore and the Philippines).
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1. Emergence, Expansion and Control of Modern Retail Across the ASEAN region, traditional grocery retailers are losing market share to their modern counterparts. The emergence and expansion of modern retailing can be attributed to higher per capita disposable incomes, increasing urbanization, lifestyle changes increasing the demand for packaged foods and ready- meals, increasing consumer desire for quality products in bright and sanitary environments, and increasing demand for one-stop shopping. In the wake of such expansion, there have been recent efforts by local ASEAN governments to protect traditional retail outlets. In Thailand, for example, the government introduced a law requiring stores with selling space of 300-4000 square metres to be located at least 15 kilometres away from central city zones. Similarly, the government in Singapore is making sure that modern retailers who buy traditional retailer space, must preserve the traditional retail format of that space. The Singaporean government is also providing funding to traditional grocery retailers, to help revamp and update their outlets. In Indonesia, the government has recently started controlling the locations of newly created modern retail stores. However, in contrast, the Filipino and Malaysian governments have done very little to protect traditional grocery retailers, largely because modern grocery retailers promote job creation in the Philippines, and cater to consumer demands in Malaysia.



2.



Internet based Retail Internet retailing is gaining popularity in some major ASEAN markets as disposable



incomes rise, and consumer access to the internet improves. Internet retailing is growing in Indonesia, but not for grocery-type sales. Only about 13% of Indonesian consumers had access to the internet in 2009, and amongst those that did, many remain wary about purchasing items online. Internet retailing in Thailand, however, has taken off and is expected to achieve healthy growth in the coming years. Most internet retailing consists of non- food items, but some food and beverage products are starting to be sold online. CP Fresh Mart, the specialist food retailer in Thailand, recently started selling its food items online. Although both food and non- food products are sold online in Malaysia, internet retailing is not expected to achieve significant growth within the next few years. In Singapore, internet grocery retail is much more prominent. Many more consumers have access to the internet compared to the other major ASEAN countries, and many consumers 43 | P a g e
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even have smartphones with internet access. In fact, the number of broadband access links exceeds the number of households in Singapore. Two large Singaporean chain owners, Dairy Farm International Holdings and FairPrice Co-operative, have internet grocery retail stores. Grocery sales for FairPrice online were valued at over US$17 million in 2010. Their product selection, however, is much smaller than their physical hypermarkets and superstores. Internet retailing in Singapore is expected to achieve healthy growth, although most online purchases will continue to be non-food items.



3.



Private Label Brands Private label products are not traditionally embraced in the five major ASEAN



countries, but have been gaining more acceptance due to the economic downturn, and the growing consumer realization that they are not necessarily lower quality than branded items. Aggressive marketing campaigns and the increasing number of private label products have also helped sales growth. Grocery retailers such as FairPrice, Dairy Farm and Sheng Siong Supermarkets have plans to both increase the number of private label products offered in their stores, and include premium products in this expansion. Private label products were not popular in the Philippines before 2010, as consumers would not purchase unknown brands and retailers did not promote their private label products very well. However, the recession caused even mid- and high- income Filipinos to cut back on their grocery spending. In Singapore and Malaysia, private label products are presented to consumers in a three-tier format: budget, mid-priced, and premium. However, Malaysians are even more welcoming of private label products than Singaporeans, viewing private labels as a way to purchase imported products at a cheaper price. Private label products are expected to achieve healthy growth in Malaysia. Private label products are also doing well in the Thai market, where they are seen as having the same quality as branded products. In contrast, Indonesians still perceive private label products to be of lower quality. This may be attributed to the limited presence of private label products, which are usually only available in economy lines that ac count for a very small share of the grocery market. Despite this, sales of private label products in Indonesia are expected to grow faster than the general grocery market.
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4.



Discounters Discount and wholesale retailers are not very prominent in the five primary ASEAN



markets, with the exception of Makro in Thailand, even though the average household size is still relatively large and would seemingly appeal to such formats. This is partly because shopping for bulk groceries or multiple items that last longer than a week, is not a popular practice. When consumers are looking for discounted products, they simply purchase private label products or wait for items to go on sale at hypermarkets and supermarkets. (Market Analysis Report, April 2012)



F. Proble ms As seen on the review of the Industry Ratios and other preceeding discussions, the Industry is in a blooming state and such there are more opportunities than problems. However, it is worthwhile taking some notes of some of the issues that the industry is currently facing right now. 1. The relatively low credit ratings of the Philippines may adversely affect he Company’s business. As of August 26, 2011, the Philippines’ foreign and local currency long-term bond ratings were rated Ba3 by Moody’s Investor Services and its foreign currency long-term bonds were rated BB by Standard & Poor’s. Fitch Ratings maintains a long-term foreign currency issuer default rating of BB+ with respect to the Philippines. The relatively low sovereign ratings of the Government directly adversely affect companies resident in the Philippines as international credit rating agencies issue credit ratings by reference to that of the sovereign. No assurance can be given that Moody’s, Standard & Poor’s or any other international credit rating agency will not in the future downgrade the credit ratings of the Government, and as a result, of Philippine companies, including the Company. Any such downgrade could have an adverse impact on the liquidity in the Philippine financial markets, the ability of the Government and Philippine companies, including the Company, to raise financing and the interest rates and other commercial terms at which such financing is available.
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2. Human resources issues Retail and consumer goods companies are dealing with pension scheme deficits, executive reward and, given the relatively high levels of staff turnover, the issues of recruitment, staff retention and skills. As employees represent a significant cost to their business, employers are increasingly looking at innovative methods to reduce this cost.



3. Consumer and de mographic trends Most retail and consumer goods companies have reacted swiftly to address the changes brought about the domination of the internet and new consumer spending habits, as online retailing competes headlong with the high street. Companies are also reacting to the polarisation of buying behaviours from 'value' shopping, particularly in clothing, to high-end luxury purchases such as in technology and furniture.
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CHAPTER IV: INTERNAL ANALYSIS



A. History The Company was established in the Philippines in 1998 and has one wholly-owned subsidiary, Puregold Junior Supermarket, Inc., which owns and operates the Company’s supermarkets. Set out below are key milestones in the Company’s history:



First Store: The Company launched the first Puregold hypermarket in Mandaluyong City, Metro Manila in 1998.



Expanding Operations: Following the success of its initial store openings, the Company expanded operations to include two additional stores by 2001 in Tayuman and Parañaque in Metro Manila. The Company had an average of three annual store openings between 2002–2006 and an average of four annual store openings from 2006.



Regional Expansion: Beginning in 2002, the Company expanded beyond Metro Manila to North Luzon and, in 2004, to South Luzon. Between 2005 and 2007, the Company increased its total number of stores to 18 in 2008. The Company opened its fiftieth store in 2010. Retail area expansion: The Company’s net selling space increased from 10,703 sqm in 2001 to 61,835 sqm in 2005 and to 175,594 sqm as of August 26, 2011. The Company’s gross selling space was 228,168 sqm as of August 26, 2011. TNAP Program: Established in 2001 under the name ‘‘Puregold Exclusives’’, the Company’s loyalty program for small business owners was renamed Tindahan ni Aling Puring in 2004 and had over 170,000 members as of August 26, 2011.



Additional formats: In June 2010, the Company acquired Puregold Junior, its supermarket chain, as part of a reorganization of companies owned and controlled by the Co Family, and in September 2010 it launched Puregold Extra, its discounter chain, both aimed at retail customers. As of August 26, 2011, the Company operated seven Puregold Extra stores. 47 | P a g e
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Subsidiary: Puregold Junior Supermarket, Inc. was incorporated on July 24, 2008 and its primary purpose is to engage in the business of trading goods such as consumer goods on a wholesale and retail basis.



Puregold Junior Supermarket, Inc. became a wholly-owned subsidiary of the Company in June 2010 when the Company acquired all of its outstanding shares from Puregold Junior’s stockholders as part of a reorganization of companies owned and controlled by the Co Family. As of August26, 2011, the authorized capital stock of Puregold Junior Supermarket, Inc. was P50,000,000, divided into 500,000 shares with P100 par value per share, with an outstanding capital stock of P50,000,000.



B. Management The Company has a team of experienced professionals with over 20 years of experience in the retail industry, particularly with respect to establishing, managing and operating hypermarkets and supermarkets. These professionals include those who were instrumental in the development, management and growth of the Company from its first store in 1998, and in enabling the Company to achieve its leading position. The Company believes that this market experience and knowledge that its key officers and executives possess in the retail industry, and the business relationships they have developed with suppliers and customers, particularly resellers, will continue to benefit the Company. The Company also emphasizes identifying and developing high potential employees into future leaders for the Company through structured training programs. The Company has an inhouse educational institute, ‘‘Puregold Academe’’, which offers training programs to equip its management trainees and supervisors with leadership and management skills, customer service skills, store operations management skills, and knowledge to serve as foundations for efficient performance. Puregold Academe is located at the head office of the Company. Puregold Price Club’s management is mainly divided into groups such as Merchandising, Human Resource, Audit, Store, Management, and Accounting. These groups are handled by Senior managers - Adela B. Cancino for Merchandising, Elvira D Gutierrez for Human Resource, Anabelle S. Kahiwat for Audit, Elbert L. Balcos for Management, Marissa Delos Reyes for Accounting. There are a total of 6 Senior Managers for Store, their roles are divided 48 | P a g e
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into the major geographical areas wherein Puregold operates. They are Edison T. Anggala, James Balingit, Renato T. Bechayda, Sherwin C. Hau, Robert Kelvin Y. Kuan, and Joseph U. Sy



C. Culture “Sense of Belonging” - Feeling that one has an essential role to play as part of the PUREGOLD family. Custome r Service - Providing products and services that meet the demands and expectations of customers. Dynamis m - Open, adaptive and responsive to the changing environment Commitme nt - Dedicated and conscientious focus on work Integrity and Loyalty - Honor, credibility, honesty, dignity, "palabra de honor", "walking the talk" ...” (Puregold Price Club, Inc., 2012)



This being the values that Puregold implies can be closely associated to their current mission. This can be supported by the programs that give customer satisfaction like the launching of their promos for the customers. Such is also supported by the employer-related awards that Puregold has received over the years like the recognition they received from the Department of Labor and Employment for their active participation in the employment program of PWD’s and for being in the top five company-employers who registered the most number of job placements in the Public Employment Service Office Job Fairs and job referral in the city of Pasay.
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D. Organizational Structure



Figure 4.1 Organizational Chart Puregold’s Chairman since 1998 is Lucio L. Co, who also serves as the Chairman of Remuneration & Compensation Committee and Member of Nomination Committee. Under him is Vice Chair, Susan Co is currently holding the positions as Chief Financial Officer, Treasurer, Member of The Board of Directors, Chairman of Nomination Committee, Member of Audit Committee and Member of Remuneration and Compensation Committee. Under her is the President, Leonardo Dayao who also serves as Director, Chairman of Audit Committee and Member of Nomination Committee. Under him are as follows: Senior Vice President - Iraida B. de Guzman, Vice President for Administration - Denise Maria D Carolino, Legal Counsel Andres S. Santos and Comptroller - Erlinda G. Orro. (Bloomberg)



E. Human Resource As of August 26, 2011, the Company had approximately 2,482 directly hired employees. The Company anticipates that it will have approximately 3,545 employees within the next 12 months as a result of an additional 1,063 directly hired employees to be employed for the planned store openings in 2011, and the Company does not expect to encounter any difficulty in sourcing the labor for these additional positions. The Company believes that its relations with its employees are generally good. The Company has experienced no material work stoppages or 50 | P a g e
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strikes in the past five years. The Company’s employees are not represented by any labor union. The Company neither grants any supplemental benefits to its employees nor any incentive arrangements such as stock options. The Company currently does not have any retirement plan or retirement fund but is in the process of finalizing a retirement plan for Board approval. The Company’s remuneration policy provides for performance reviews and salary reviews which are geared towards attaining improved performance among the employees by coupling salary increases with positive performance reviews. In addition, Puregold has received various awards and recognition like the recognition from the Department of Labor and Employment for their active participation in the job placement for qualified persons with disabilities (PWD). They also received an award as one of the TOP FIVE COMPANY-EMPLOYERS who registered the most number of job placements in the Public Employment Service Office Job Fairs and job referral in the city of Pasay.



Recruitment and Promotion Policy The Company’s recruitment policy objective is to obtain the most qualified and the most competent personnel to fill vacant positions in the organization by attracting a qualified pool of applicants and evaluating their aptitude, personality, skills, and competencies. This policy was instituted in January 2010. Rank and file employees are hired initially on a six month probationary period and following successful completion of the probationary period, they are hired as full-time employees. The Company’s promotion policy governs the procedure of screening and promoting employees in the Company. The objectives of the policy are to maintain employee loyalty to the organization, to keep good and competent employees, to reward proven ability, skills, and integrity, to boost employee morale, to encourage employees to render the best service they are capable of, to increase the overall efficiency of the organization and to aid in the perso nal development interests of the employees, and to reduce labor turnover.



Personnel Training The Company instituted the Puregold Academe in 2007 and it is composed of two programs: the Training Course for Management Trainees (‘‘TCMT’’) and the Leadership SkillsmProgram 1 (‘‘LSP1’’). TCMT is a training course for newly hired management trainees to train them to manage a Puregold store and to educate them on the basics of Puregold store 51 | P a g e
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operations. The Company initiated refresher TCMT courses from February 23, 2011 to June 14, 2011 to all existing Puregold store officers. LSP1 consists of eleven training modules with the intent of improving employee work performance. Each module is designed to improve an employees’ leadership and management skills and is deve loped by the employee’s supervisor and tailored to the needs of the employee.



Sub-Contractors The Company subcontracts the following services: cash register operations, bagger and janitorial services, security services, various construction and engineering services. The subcontractors are Active Cooperation for Economic Sustenance and People Serve MultiPurpose Cooperative. As of August 26, 2011, the Company had 3,748 sub-contracted personnel.



F. Mission State ment Current mission statement: 



Commit to profitable growth and results for our stockholders







Provide products, services and business opportunities to every Filipino family







Establish lasting relationships with our suppliers and business partners







Strive to promote the personal and professional development of our employees Table 4.1 Nine Criteria Of Mission Statement COMPONENTS



1. CUSTOMERS



PRESENCE



PROOF



YES



...business opportunities to every Filipino family



2. PRODUCTS AND SERVICES



YES



Provide products, services business opportunities to every Filipino Family



3. MARKET



NO



4. TECHNOLOGY



NO



5. CONCERN FOR SURVIVAL,



YES



GROWTH AND PROFITABILITY 6. PHILOSOPHY



Commit to profitable growth and results for our stockholders



NO
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7. SELF-CONCEPT



NO



8. CONCERN FOR PUBLIC IMAGE



NO



9. CONCERN FOR EMPLOYEES



YES



Strive to promote the personal and professional development of our employees



SUGGESTED AMENDMENTS WITH THE CURRENT MISSION STATEMENT: To deliver more than just customer satisfaction in the Philippine retail industry, (3) Puregold shall provide the Filipino consumers (1), their products of choice in food and nonfood items (2) both available locally and/or abroad. With the integration of technological breakthroughs (4) of today in the business operations coupled with low-priced goods in a nation-wide availability,(7) Puregold shall embody its philosophy to be the most customeroriented hypermarket offering one-stop shopping convenience and best value for money (6) that will yield optimal returns on investments of the owners. (5) Above all, Puregold shall be catalyst of change to alleviate societal issues of today and of tomorrow. (8) Puregold shall make it a point that employeess shall feel they are not just “employees”, rather business partners in achieving company’s objectives as Puregold will give sufficient room for their career improvement: above the just compensation, remuneration and retirement benefits and employeefriendly work ambience.(9)



G. Strategies The Company’s objective is to continue to strengthen its market position among hypermarkets and supermarkets in Metro Manila and Luzon, and to continue its expansion to become a leading hypermarket and supermarket operator throughout the Philippines. According to the Company report of Puregold, the Company intends to achieve its objective through the following strategies: 



Expand operations in existing markets as well as the Visayas and Mindanao regions. The Company intends to further penetrate its existing markets by increasing the number of its hypermarkets and supermarkets in its key target markets. The Company 53 | P a g e
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also intends to expand the number and coverage of its “Puregold Extra” stores in areas surrounding its hypermarkets and supermarkets. The Company believes that situating smaller stores in locations across Metro Manila and Luzon surrounding its centrally located larger formats will result in greater market penetration in the more populated areas. The Company intends to expand outside of Metro Manila and Luzon into the rest of the Philippines. The Company believes that the Visayas and Mindanao are largely underserved in terms of large-scale national supermarkets and hypermarkets. The Company plans to leverage its experience and expertise gained in Metro Manila and Luzon as well as its strong brand recognition to capitalize on the opportunity to expand in these regions. As part of its growth strategy, the Company intends to open 12 stores in the Visayas and 12 stores in Mindanao by the end of 2013. The Company is in the process of implementing its business development plan to identify. 



Continue to focus on price competitiveness through leveraging scale and ope rating efficiencies and by continuing promotional activities. Price continues to be a key factor for the Company’s target customers in making consumption decisions. Accordingly, the Company plans to continue to provide products at competitive prices, while continuing to improve its operating margins through scale efficiencies, continued cost discipline and enhancements to its merchandise offerings and maintaining its low prices. In addition, the Company is currently upgrading its logistics and distribution systems which, upon expected completion in 2013, will integrate key operations into an efficient and unified system. The Company believes that its anticipated store growth will permit it to benefit from economies of scale in sourcing products and will allow it to leverage its existing infrastructure, corporate overhead and fixed costs to reduce labor and supply chain management costs as a percentage of sales. The Company believes this will enhance its ability to ensure competitive pricing for its customers. In addition, to further enhance its low price and high value- for- money positioning, as well as increase the traffic and ticket at its stores, the Company intends to conduct various promotio ns, including seasonal holiday promotions, special discounts for certain products and shopping discount days.



54 | P a g e



College of Business Administration and Accountancy







Further develop and increase awareness of the “Puregold” brand. The Company intends to continue to offer products that reinforce the “Puregold ” brand’s association with low prices, value-for- money and a wide assortment of products as it expands its geographical coverage to areas outside of Metro Manila. The Company also aims to continue to develop and improve its brand positioning to enhance its competitiveness through extensive brand-building activities such as expanding its television and other media sponsorships and establishing new marketing and sponsorship programs to improve brand visibility. The Company expects that its new stores will attract new customers and further raise “Puregold” brand awareness on a national level. Further, the Company intends to continue to promote and expand its TNAP loyalty program and offer attractive products to its reseller customers to further increase market segment penetration and customer loyalty. The Company believes that these brand-building strategies will enable it to generate new and repeat visits to its stores.







Continue to use advanced information technology systems to monitor customer preferences and market trends. The Company plans to continually monitor store sales through the use of advanced information technology systems for inventory management and control, which provide real-time feedback of customer preferences and purchasing trends. This is expected to continue to enable the Company to respond quickly to significant changes in the market and efficiently respond with automated order replenishment and just-in-time delivery of products that are in demand. In addition, the Company plans to continue using its information systems technology to implement the following product strategies: 



Customize product selection to regional tastes and preferences;







Improve assortment of, and proportion of sales from, imported non- food products, especially clothing, footwear, electronics and home appliances. These higher- margin goods are expected to increase overall profitability and allow for more competitive pricing across other product categories;
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Increase net sales from private label products. Private label products carr y low marketing costs, attract high margins, improve the Company’s brand visibility and offer attractive sales growth potential; and







Continue to offer a wide selection of high quality fresh foods, including baked goods and freshly-prepared products, which are highly popular among customers.



The Company believes that, by continuing to improve its product offerings according to the real time information it receives from its information management systems, it will attract more customers away from its competitors, improve average transaction size and encourage more frequent visits by its customers. 



Continue to appeal to existing customers and attract ne w customers by improving and renovating stores. The Company plans to continue to improve and renovate existing stores by upgrading them to address the changing needs and preferences of customers and enhance their overall shopping experience. These efforts include, among others, remodelling store layouts by optimizing and/or expanding the sales floor areas of existing stores to further improve the visitor traffic, optimally positioning promotional items and continually maintaining and upgrading store decor. The Company believes that these efforts make the stores more attractive to customers and contribute to customer loyalty and to the “Puregold” brand name.







Continue to build on syne rgies with suppliers, tenants and other strategic business partne rs and customers. The Company intends to continue entering into strategic partnerships and other business relationships with its suppliers, tenants and other business partners, such as established real estate developers, with a view to raising its brand awareness and supporting its growth objectives. The Company also aims to continue developing its relationships with these suppliers, tenants and other business partners to capitalize on any further opportunities for synergy and consolidate key relationships. In addition, the Company intends to enhance its unique relationship with its customers by further
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improving its TNAP program and sharing store management practices with resellers and putting them in contact with key suppliers. The Company also plans to continue providing customer loyalty incentives to strengthen its market position across its broad customer base.



H. Marketing Mix



1. Product The Company conducts its operations through three retail formats and store brands. Hypermarkets, through “Puregold Price Club”, offer a wide variety of general merchandise and a full-service supermarket with wholesale. Supermarkets, through “Puregold Junior”, operate as a neighborhood store which offers targeted consumer items and a limited variety of general merchandise. Lastly, discounters are operated through “Puregold Extra”, which offers a limited number of goods, comprising of the Company’s top-selling stock-keeping units, which are intended to be sold quickly at prices lower than Puregold Price Club or Puregold Junior. This design in the Company’s operation is in order for the Company’s stores to reach its target customers. The Company also provided suitable car parking facilities to accommodate customers who travel to stores by car, and also locates its stores in areas close to main transportation hubs. The Company also offers delivery services to resellers who are unable to travel to the Company’s stores. (Philippine Stock Exchage)



2. Price The Company’s pricing model is designed to achieve significant competitive advantages by setting competitive prices in each product category. The Company believes that its pricing model allows it to make higher quality products more affordable for customers, which it believes encourages customer satisfaction and ‘‘Puregold’’ brand loyalty. The Company’s regular pricing policy determines the selling price on the basis of cost plus a pre-determined profit margin. The Company looks to its competition to ensure competitive pricing, and for its 1,000 top-selling SKUs, uses the prices of competitors as a benchmark for pricing, pricing these products at par or below. For top-selling products, the Company reviews its pricing on a weekly basis, while for other products, pricing is reviewed on a bimonthly or as- needed basis. 57 | P a g e



College of Business Administration and Accountancy



In addition to its ongoing pricing policies, the Company also uses temporary promotional pricing, setting prices below the regular store price for certain resellers’ items on a temporary basis in an effort to increase market share, bundling several items together at a lower cost than if purchased separately, or pricing one or more staple products below its regular store price as part of a short-term promotion. The Company also employs a strategy of pricing slow- moving or excess products, primarily end-of-season merchandise, significantly below regular prices to clear such products from the Company’s inventory. In order for them to patronize the services of the Company, Puregold set its retail prices that are affordable by its target customers. Puregold focuses its customers to the re-sellers and mass market consumers that are C-class to D- class households. Retail consume rs (C and D class): These consumers have an average income of Php8, 000 to Php50, 000 per month according to Nielsen and accounted for approximately 65% of the Company’s net sales for the six months ended June 30, 2011, and number over two million households, a typical ticket for retail consumers ranges from Php700 to Php5, 000 per shopping trip at a frequency of two to four times per month. Resellers: Consisting of resellers, small to medium size sari-sari stores, as well as canteens, restaurant, bakeries, convenience and drug stores, among others, these customers accounted for approximately 35% of the Company’s net sales for the six months e nded June 30, 2011. Tickets for resellers range from Php3, 000 to over Php50, 000 per visit at a frequency of one to three times per week. As of August 26, 2011, there were over 170, 000 business owners registerd with the Company. (Puregold Price Club, Inc., 2012)
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3. Place



Figure 4.2 Number of Retail Outlets As of December 31, 2011, Puregold launched a total of 100 branches all over the Luzon Island, as shown on the figure at the right. Currently the Company has its branches spread in Luzon Island, but starting from 2013, the Company plans to open 12 stores each in Visayas and Mindanao. The Company believes that that all the branches were well- positioned to take advantage of continued growth opportunities in the Philippine retail market. As for the current branches that were been launched, the Company placed the branches strategically to the locations where the risks may be minimized. Like for Marikina, where there is frequent flooding, the branch was built with proper elevation in order to prevent the flood to come inside the store. In places where the risk of theft is high, like Divisoria, the company set security cameras in every place to ensure the security.



4. Promotion Puregold’s promotion focuses on printads posted on public transportations like buses. It also sponsors TV shows such as Eat Bulaga by giving grocery package to winners of raffle promos of the show. It has also increased its promotions through launching of different activities such as Panalong Negosyo Pangarap na Asenso, Hakot Panalo, Instant Papremyo and Todo-Todong Papremyo Para Sa'yo 'To Playoff Game.
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The company’s marketing strategy aims to increase customer loyalty, attract new customers within its current markets, promote its private label goods and facilitate entry into new markets as new hypermarkets, supermarkets and discounters are established. Puregold provides catalogues and leaflets to its customers at the entrance of its stores. These catalogues and leaflets describe the Company’s product promotions for a given period. The company advertises in various print and broadcast media across the country, notably through radio, television and print ads, as well as through mobile venues such as on public transportation vehicles. It also uses text messaging on mobile phones through the Globe Telecom network. In addition, the company enlists various celebrities and other public figures in its marketing programs. The company also aims to continue to develop and improve its brand positioning to enhance its competitiveness through extensive brand-building activities such as expanding its television and other media sponsorships and establishing new marketing and sponsorship programs to improve brand visibility. In addition, to further enhance its low price and high value- for- money positioning, as well as increase the traffic and ticket at its stores, the company intends to conduct various promotions, including seasonal holiday promotions, special discounts for certain products and shopping discount days. (Joint Global Coordinators, Bookrunners and International Lead Managers, September 22, 2011)



5. Custome r The company focuses on two customer segments: retail consumers and resellers. Approximately 65% of the company’s customers are C-class and D-class retail customers, which comprise over two million Philippine households, with a monthly income from P8,000 to P50,000, based on a 2010 Nielsen study (‘‘Retail Trade Dynamics’’, April 8, 2010). Approximately 35% of the Company’s customers comprise resellers who are small to medium-size



business



owners.



In



2001,



the



company



established



its



TNAP



loyalty/marketing program for resellers, and as of August 26, 2011, the company served over 170,000 sari-sari stores and small to medium-size businesses, and engaged over 1,500 suppliers and trade partners. To effectively serve its customer base, the company has multinational and domestic suppliers and trade partners, and Puregold works closely with 60 | P a g e
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them to satisfy customers with reliable ontime deliveries. The company’s stores target customers who live within walking distance of its stores and those who use personal or public transport to shop. It provides suitable car parking facilities to accommodate customers who travel to stores by car, and also locates its stores in areas close to main transportation hubs. The Company also offers delivery services to resellers who are unable to travel to the Company’s stores. The company believes that its stores can address the needs of all of its customers through its wide product range, large selection of food as well as non-food products and increasing share of private label products. P uregold divides its customers into two categories: 



Retail consumers (‘‘C’’ and ‘‘D’’ class): These consumers have an average income of P8,000 to P50,000 per month according to Nielsen and accounted for approximately 65% of the company’s net sales for the six months ended June 30, 2011, and number over two million households. A typical ticket for retail consumers ranges from P700 to P5,000 per shopping trip at a frequency of two to four times per month.







Resellers: Consisting of resellers, small to medium size sari-sari stores, as well as canteens, restaurant, bakeries, convenience and drug stores, among others, these customers accounted for approximately 35% of the company’s net sales for the six months ended June 30, 2011. Tickets for resellers range from P3,000 to over P50,000 per visit at a frequency of one to three times per week. As of August 26, 2011, there were over 170,000 business owners registered with the Company.



6. Competition The company competes with both traditional and modern retail operators on the basis of convenience, presentation, price and additional benefits such as loyalty programs, a wide range and assortment of products for customers of all income levels and high quality customer services. According to Planet Retail, SM Investments, Pure gold Price Club, Rustan’s, Robinsons Benison Group of Companies and Uniwide are the top market participants in the retail sector among the hypermarket and superstore, supermarket and neighborhood store, cash & carry and wholesale club formats.
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The Company’s objective is to continue to strengthen its market position among hypermarkets and supermarkets in Metro Manila and Luzon, and to continue its expansion to become a leading hypermarket and supermarket operator throughout the Philippines. The Company intends to achieve its objective through the following strategies: 



Expand operations in existing markets as well as the Visayas and Mindanao regions







Continue to focus on price competitiveness through leveraging scale and operating







efficiencies and by continuing promotional activities







Further develop and increase awareness of the ‘‘Puregold’’ brand







Continue to use advanced information technology systems to monitor customer preferences and market trends







Continue to appeal to existing customers and attract new customers by improving and renovating stores







Continue to build on synergies with suppliers, tenants and other strategic business partners and customers



I.



Ope rations 1. Process The Company conducts its operations through the following three retail formats and store brands, each of which is strategically located to target distinct price points and demographics: Hype rmarkets. The Company conducts its operations primarily through a hypermarket format known as ‘‘Puregold Price Club’’. These hypermarkets are mostly located in major commercial centers and near transportation hubs. Puregold Price Club offers a broad variety of food and non- food products, and generally caters to both retail customers and resellers such as members of the Company’s pioneering TNAP loyalty/marketing program. The net selling space of the Company’s 61 hypermarket stores ranges from 1,500 sqm to 7,800 sqm, with an average net selling space of 3,368 sqm as of August 26, 2011. Each hypermarket offers 30,000 to 50,000 SKUs. Supermarkets. The Company has a supermarket chain known as ‘‘Puregold Junior’’, operated by its wholly-owned subsidiary, Puregold Junior Supermarket, Inc. In June 2010, Puregold Junior Supermarket, Inc. became a subsidiary of the Company as part of a
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reorganization of companies owned and controlled by the Co Family. The Company’s supermarkets are mostly located in residential areas and offer a higher proportion of food to non- food products compared to the Company’s hypermarkets. The supermarkets have a store layout similar to the Company’s hypermarkets but on a smaller scale. Puregold Junior stores generally cater more to retail consumers rather than resellers. The net selling space of the Puregold Junior supermarkets ranges from 800 sqm to 1,500 sqm, with an average net selling space of 947 sqm as of August 26, 2011. Discounters. ‘‘Puregold Extra’’ is the Company’s discount store format which offers a more limited number of goods, comprising the Company’s top-selling SKUs, that are intended to be sold quickly at prices that are lower than at Puregold Price Club or Puregold Junior. There are seven Puregold Extra stores in operation in Luzon, the first of which opened in September 2010. The net selling space of these stores generally ranges from 300 sqm to 700 sqm, with an average net selling space of 432 sqm as of August 26, 2011. The Company has an advanced management information technology system that allows real-time monitoring of critical business information from merchandising, inventory and point-of-sale (‘‘POS’’) data to customers, to financial management systems and business intelligence. This system allows the Company to improve its operational efficiency and adjust product offerings in line with market demand based on the sales data accumulated by its information systems. The system also enables automated order 12 replenishment and ensures just- in-time delivery of products from suppliers. As a result, the Company’s management information system is a key contributor to the Company’s growth, providing an in-depth understanding of local demographics and ability to respond quickly to changing consumer preferences. In addition, the Company believes that its effective inventory and operational management has allowed it to keep a tight co ntrol over stock levels, operating expenses and minimize losses resulting from inventory writedowns. The Company’s inventory control system has resulted in a shrinkage rate, calculated as the loss of goods as a percentage of sales, of less than 1.0% from 2008 to June 30, 2011.
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Figure 4.3 Hypermarket floor plan



2. Capacity Puregold has strategically- located stores tailored to maximize coverage and penetration of its targeted market segments. The company offers distinct store formats that are suitable for different localities such as in commercial areas or residential areas. In terms of location, the company assesses through informal market research whether a proposed store will be within the catchment area of, and easily accessible by, its target customers. Puregold believes that its careful selection of store locations and focus on specific markets has enabled it to build brand strength and loyalty across its targeted customer base. Puregold currently has three retail formats: hypermarket (Puregold Price Club), which caters to resellers and retail customers; supermarkets (Puregold Junior) and discount stores (Puregold Extra). The bulk of the business comes from hypermarket with an 86.7 percent share of total revenues. As of end-September, Puregold had 48 hypermarkets, 20 supermarkets and nine 64 | P a g e
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discounter stores. In 2011 alone, a total of 15 stores were opened while 12 stores were opened in the last quarter of 2010. These new stores accounted for nearly a quarter of total net sales for the nine- month period in 2011. S&R, meanwhile, operates six membership stores serving the AB market, located at Fort Bonifacio, Alabang, Diosdado Macapagal Highway, Quezon City, San Fernando (Pampanga) and Cebu. In terms of geographic base, the potential merger will give Puregold a foothold outside Luzon, given S&R’s branch in Cebu. Puregold itself, however, has plans to put up stores in the Visayas and Mindanao within the next two to three years.



3. Quality The Company’s success depends in part on its ability to source and sell products that both meet its standards for quality and appeal to customers’ prefere nces. A small number of the Company’s employees are primarily responsible for both sourcing products that meet the Company’s specifications and identifying and responding to changing customer preferences. Failure to source and market such products, or to accurately forecast changing customer preferences, could lead to a decrease in the number of customer transactions at the Company’s stores and a decrease in the amount customers spend when they visit these stores. The Company has established strict quality control procedures at all of its hypermarkets, supermarkets and discounters and regularly monitors the quality of merchandise. Quality control is enforced at a per store level. On receipt of goods, all boxes are checked for irregularities, with some boxes subject to random physical inspection on arrival at the stores. If any item is found to be irregular or defective, the whole box is returned to the supplier. The Company tracks expiration dates for all goods, and products must have a minimum shelf life to be displayed in the Company’s stores, such as a minimum of two years prior to the expiration date for canned goods and eight months for UHT milk. Expiring or expired products are returned to their respective suppliers. Meat products must be certified by the National Meat Inspection Service, and must follow cold chain management standards set by the Company and its suppliers. Since suppliers bear the liability of defective products, any customer complaints are referred to the customer care departments of the respective suppliers. The Company has a team of merchandisers who conduct periodic inspections of Company products across its stores. The Company is also subject to unannounced 65 | P a g e
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inspections by local and national government regulators to ensure compliance w ith applicable regulations.



4. Technology Puregold has an advanced management information technology system that allows realtime monitoring of critical business information from merchandising, inventory and pointof-sale (‘‘POS’’) data to customers, to financial management systems and business intelligence. This system allows the Company to improve its operational efficiency and adjust product offerings in line with market demand based on the sales data accumulated by its information systems. The system also enables automated order replenishment and ensures just- in-time delivery of products from suppliers. As a result, its management information system is a key contributor to the company’s growth, providing an in-depth understanding of local demographics and ability to respond quickly to changing consumer preferences. In addition, the company believes that its effective inventory and operational management has allowed it to keep a tight control over stock levels, operating expenses and minimize losses resulting from inventory writedowns. Its inventory control system has resulted in a shrinkage rate, calculated as the loss of goods as a percentage of sales, of less than 1.0% from 2008 to June 30, 2011. The company plans to continually monitor store sales through the use of advanced information technology systems for inventory management and control, which provide realtime feedback of customer preferences and purchasing trends. This is expected to continue to enable the company to respond quickly to significant changes in the market and efficiently respond with automated order replenishment and just- in-time delivery of products that are in demand. In addition, the company plans to continue using its information systems technology to implement the following product strategies: 



Customize product selection to regional tastes and preferences;







Improve assortment of, and proportion of sales from, imported non-food products, especially clothing, footwear, electronics and home appliances. These highermargin goods are expected to increase overall profitability and allow for more competitive pricing across other product categories;
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Increase net sales from private label products. Private label products carry low marketing costs, attract high margins, improve the Company’s brand visibility and offer attractive sales growth potential; and







Continue to offer a wide selection of high quality fresh foods, including baked goods and freshly-prepared products, which are highly popular among customers.



Puregold believes that, by continuing to improve its product offerings according to the real time information it receives from its information management systems, it will attract more customers away from its competitors, improve average transaction size and encourage more frequent visits by its customers.



5. Research The company believes that its ability to achieve a strong track record of growth has largely been due to a business model that emphasizes the following: (1) a multi- format offering of hypermarket, supermarket and discounter stores; (2) strategic store locations, and (3) efficient and scalable operations. The company believes that this business model differentiates it from its competitors and places it in a position to achieve further expansion. Puregold has strategically- located stores tailored to maximize coverage and penetration of its targeted market segments. The company offers distinct store formats that are suitable for different localities such as in commercial areas or residential areas. In terms of location, the Company assesses through informal market research whether a proposed store will be within the catchment area of, and easily accessible by, its target customers. The company believes that its careful selection of store locations and focus on specific markets has enabled it to build brand strength and loyalty across its targeted customer base. In addition, the company’s efficient and scalable operations are enhanced by outsourcing various logistics and distribution functions to third party cross-docking providers such as Supply Chain Solutions Management, Inc. (‘‘SCSM, Inc.’’) and AONE, Inc., which the Company believes allows it to expand its store network rapidly while lowering its operating costs. All restocking of the Company’s inventory is provided through direct store deliveries using the distribution networks of the Company’s suppliers or by
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cross-docking, which is the moving of cargo from one transport vehicle directly into another with minimal or no warehousing, enabling the company to dispense with maintaining a costly distribution network for deliveries. The company also works with independent contractors and subcontractors to manage the demand for manpower in connection with its store expansions. These outsourcing arrangements result in a platform that allows the company to benefit from a relatively quick turnaround period from selection of a site to store opening and limit its investment requirements for these new stores. Furthermore, it increasingly benefits from economies of scale, including in purchasing, merchandising, advertising and promotions and personnel costs. As the company expands, its broad network of operations enables it to attract highly regarded concessionaires, negotiate favorable contract terms and establish close relationships with concessionaires and suppliers.



J. Financial Analysis Table 4.2 List of Key Ratios INANCIAL RATIOS



2012



2011



2010



Current Ratio



1.23



1.12



0.72



Quick Ratio



0.44



0.36



0.28



Debt-Total Assets Ratio



0.25



0.44



0.80



Debt-Equity Ratio



0.33



0.79



3.94



Long Term Debt-Equity Ratio



0.04



0.08



0.27



209.43



34.9



4.37



Inventory Ratio



6.45



8.97



10.57



Fixed Assets Turnover



5.34



9.22



7.88



Total Assets Turnover



1.48



2.91



2.58



Accounts Receivable Turnover



78.82



142.12



135.03



Liquidity



Leverage



Times Interest Earned Activity
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Average Collection Period



4.63



2.57



2.7



Gross Profit Margin



16.01



14.2



12.13



Operating Profit Margin



6.42



5.68



3.39



Net Profit Margin



4.61



3.96



1.75



Return on Assets



6.84



11.87



5.88



Return on Equity



9.87



27.2



30.81



Earnings per share



0.77



0.97



0.4



Sales(based on previous year)



45.2



33.94



20.72



Net Income



0.6



202.72



288.33



Profitability Ratios



Growth



The table above shows sets of selected financial ratios and key indicators prepared in order to evaluate the financial status, performance and condition of Purego ld Price Club Inc., for the nine months ending September 30, 2012 (3rd quarter report-latest financial data as of the moment), and the comparable years Dec. 2011 and 2010. These ratios are grouped accordingly to measure the company’s Liquidity, Leverage, Activity, Profitability and Growth Ratios. Based on the given table, the Company is said to be liquid and may not encounter difficulties in meeting its currently maturing obligations. From the comparable period of 2010 and 2011, improvements had been shown in the current ratio. All the current asset items had increased in 2011, however it is due to the merchandise inventories a nd receivables that brought the majority of this 55.6% increase in the current ratio with 54.14% and 69.9% of improvement respectively. The direct reason for these positive changes is the continued store roll outs of 38 new stores – the highest of the company’s records – practically increasing the merchandise inventories and sales as well. Trade receivables had also surged due to these factors together with the non-trade receivables coming from the suppliers and consignors. Quick ratio, with 28.6% increase, is also being manipulated by aforementioned factors. Meanwhile, the leverage aspect had shown overwhelming positive changes. These significant changes are due to the dramatic increase with the company’s common shares above
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par subscriptions. On June 7, 2011, the Board of Directors approved the issuance of 50,000,000 shares. These were subscribed and paid in full on June 10, 2011. The initial public offering of the Company’s shares with an offer price of P12.50 per share resulted to the issuance of 500,000,000 common shares during the year. The additional paid in capital net of direct transaction costs amounted to P5, 168.8 million.



These events had shifted the leverage from



debt-based to share-based making the Company’s structure very solvent as compared with last years. Interest from long term borrowings can also be shouldered with an increase times interest earned brought about by the major increase with the company’s profitability for 2011. These huge capitalization coming from the public’s investments in shares had been used by management effectively in enhancing its overall performance. Majority of this capitalization has been the booster for Puregold’s CapEx for the year but it proved to be effective with the improvements seen on the profitability of the company. Net sales, gross profit margin and operating profit had increased but net income proved to be stronger with the current strategy of store roll outs for 2011. This increased in profitability had proved beneficial in conjunction of the added stores with an almost 5 times increase in the Return on Assets and doubling the EPS from 0.4 to 0.97. The year of 2011 had been more profitable as compared with 2010. The following discussions of the key performance indicators were directly derived fro m the Disclosure Department of Puregold as provided by Ms. Candy H. Dacanay-Datuon, Corporate Information Officer



Results of Operations:



Net Sales had increased by 45.2%. For the period ending Sept. 30, 2012, Puregold Price Club Inc. had reached total Net Sales of P39,137 million as compared to P26,945 million in 2011 for the same period.This increase was largely due to the increase turnover brought about by the new store openings in 2011. By the end of September 30, 2012, Puregold has already a total of 120 stores in operation including 71 hypermarkets, 36supermarkets and 13 discounters, whereas 20 stores were opened in the first nine months of 2012.These store roll outs proved effective as it is responsible for a 48. 8% contribution to the increased total net sales. In addition, about 35.3% of this net sales increase was brought about by the 6 acquired S&R warehouses and 19 Parco Supermarkets.
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Cost of Sales had increased by 42.9% For the nine months current period, Cost of sales amounted to P32,870 million whereas for the same period last year, these costs only P23,004 million.Obviously, the main reasons for this increase is the newly opened stores and the acquisitions of new subsidiaries. About 34.1% of this increase in Cost of Sales is due to the acquired subsidiaries. The combined effects of these significant changes in both the net sales and the cost of sales resulted to a stunning 59.0% increase in the Company’s Gross Profit for the nine month comparative period or a P2,326 million worth of inclination.



Ope rating Income Increased by 53.3%. The P390 million increased is the responsibility of the concessionaire income (commissions due from renting of product locations in store aisles to suppliers and renting of booths to third party retailers), as well as increase in display allowances of the new stores & newly acquired subsidiaries caused the significant increase. About 44.8% of this increase is due to the newly acquired subsidiaries.



Ope rating Expenses Increased by 57.5%. Major portion of this increase is attributable to manpower cost of the Company’s new stores, as well as rent expenses of the new lease contracts, utilities expense, depreciation expense and taxes, all related to opening of new stores. Acquisition of subsidiaries contributes 27.1% of the increase to the Group’s total operating expense.



Financial Condition:



Working Capital There has been significant increase in the net current assets of Puregold amounting to P1,048 million in the nine months ending September 30, 2012 from Dec. 2011. Almost 50.95% of this improvement is due to the cquisition of Kareila Management Corporation (KMC) and Gant Group of Companies Incorporated (GGCI) with this, the current ratio had slightly improved from 1.1 to 1.2 covering the same period.
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Current Assets As of September 30, 2012 and December 31, 2011, total current assets amounted to P9,865 million or 26.5% of total assets, and P7,449 million or 44.7% of total assets, respectively. Cash and cash equivalents amounted to P2,332 million or 6.3% of total assets, higher by P377 million or 19.3% compared to previous year. Merchandise inventory comprised the bulk of the Group’s current assets which amounted to P5,666 million or 15.6% of total assets at the end of September 2012. Total inventory increased by P1,143 million or 25.3% driven by opening of new stores. Receivables account amounted to P1,126 million in 2012 or 3.1% of total assets, with an increase of P715 million or 174.3% from P410 million in 2011, in relation to opening of new stores. This includes trade and non trade receivables, net of P8 million allowance for impairment losses. Prepaid expenses and other current assets increased by P175 million or 32.6% at the end of September 2012, relative to opening of new stores. This is attributable primarily to rent, insurance, taxes, permits & licenses and input tax. Total current assets acquired from KMC and GGCI amounted to P2,389 million and P560 million, respectively, comprising 8.1% of the Group’s total assets as ofSeptember 2012.



Current Liabilities and Provisions As of September 30, 2012 and December 31, 2011, total current liabilities amounted to P7,996



million or 22.0% of total assets, and P6,629 million or 39.7% of total assets,



respectively. The increase of P936 million in September 2012 pertain to loans assumed from acquisition of KMC. Total current liabilities assumed from KMC and GGCI amounted to P1,763million and P653 million, respectively, forming 26.6% of the Group’s total liabilities. Accounts payable and accrued expenses increased by P153 million or 2.5% due to opening of new stores. Trade payables declined by P994 million relative to settlement of obligations to suppliers. Due to related parties increased by P57 million due to unpaid rent to other related parties. Income tax payable increased by P184 million or 99.0%. Provision for income tax amounted to P753 million for the period ended September 2012. Trust receipts payable balance declined to P13 million after net settlement of P9 million on the outstanding obligation. (Puregold Price Club Inc., 2012) 72 | P a g e
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K. Trends Based on the 2010 Prospectus provided by Puregold Price Club Inc. for its investors, we can find the major trends that the Company is up to in reference to the activities and policies that Puregold Price Club Inc. implements. Among these trends are outlined as follows: Merger Activities and Acquisitions: The Company has been involved in two mergers since 2006 described as follows: (a) On February 3, 2006, the SEC approved the merger of the Company and Suremart Incorporated, with the Company as the surviving entity; and (b) On March 27, 2008, the SEC approved the merger of the Company and four other entities: (i) Puregold Price Club — Paranaque, Inc., (ii) Puregold Price Club — Valenzuela, Inc., (iii) Puregold Price Club — Tayuman, Inc., and (iv) Puregold Price Club — Dau, Inc. (collectively referred to as ‘‘Absorbed Corporations’’). The Company was the surviving entity in each of these transactions.



The terms of the Article and Plan Merger executed on 2008 are as follows: a) increase in the authorized capital stock of the Company, actual subscription o f 2,950,000,000 shares and that of the said subscription, P500,000,000 has been actually paid; (b) the manner of converting the capital stock of the Absorbed Corporations into the shares of the Company are the following: 



the Stockholders of the Absorbed Corporations who are at the same time existing stockholders of the Company are allowed to apply the net assets of the







Absorbed Corporations as partial payment for their unpaid subscriptions in the above mentioned increase in authorized capital stock of the Company or any outstanding unpaid subscriptions;







the Stockholders of the Absorbed Corporations who are not existing Stockholders of the Company received fully paid and non-assessable capital stock of the Company corresponding to their respective holdings of stock in the Absorbed Corporations; and







the outstanding capital stock of the Absorbed Corporations were returned and cancelled.
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Meanwhile, the merger approved on February 3, 2006 between the Company and Suremart had resulted to P33.48 million goodwill. Nevertheless, the subject store located in Cubao, Quezon City, ceased operation on August 31, 2010. Consequently, the goodwill for the aforesaid account was written-off in the books of the Company. During March and May of 2012, the Company had executed contracts respectively further resulted to the acquisition of the S&R membership shopping centers and 19 b ranches of Parco Supermarkets. The proposed acquisition will be through a share for share swap, with PGOLD offering 450 shares for every outstanding Kareila share, which implies an equity value of approximately PHP 16.5 billion for Kareila, based on the closing share price of PHP 21.50 per share of PGOLD on 26th March 2012, the day prior to the approval of the transaction by the PGOLD board. The proposed transaction will result in the issuance of approximately 766 million new shares in PGOLD to the Co Family and post completion, the Co Family will own approximately 77% of outstanding shares in PGOLD. Operating for the last 29 years, the 19 Parco supermarkets are distributed as follows: 12 stores in Metro Manila, 3 stores in Bulacan and 4 stores in Rizal. For the twelve- month period ending June 30, 2011, Parco generated consolidated revenues of about PhP3.6 billion. For the nine-month period ending March 31, 2012, Parco posted consolidated revenues of about PhP3.0 billion. After these two major acquisitions this second quarter of 2012, PGOLD is now operating a total of 131 stores, with a grand total net selling area of about 267,155 square meters, distributed as follows: • 106 Puregold stores, with a total net selling area of about 221,629 square meters; • 19 Parco supermarkets, with a total net selling area of about 20,723 square meters; and • 6 S & R warehouse membership shopping clubs, with a total net selling area of about 24,803 square meters.



Advanced Information Technology Usage The Company has an advanced management information technology system that allows real-time monitoring of critical business information from merchandising, inventory and pointof-sale (‘‘POS’’) data to customers, to financial management systems and business intelligence. This system allows the Company to improve its operational efficiency and adjust product 74 | P a g e
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offerings in line with market demand based on the sales data accumulated by its information systems. The system also enables automated order 12 replenishment and ensures just- in-time delivery of products from suppliers.



Strict Quality Control on Products The Company has established strict quality control procedures at all of its hypermarkets, supermarkets and discounters and regularly monitors the quality of merchandise. Quality control is enforced at a per store level. On receipt of goods, all boxes are checked for irregularities, with some boxes subject to random physical inspection on arrival at the stores. If any item is found to be irregular or defective, the whole box is returned to the supplier. The Company tracks expiration dates for all goods, and products must have a minimum shelf life to be displayed in the Company’s stores, such as a minimum of two years prior to the expiration date for canned goods and eight months for UHT milk. Expiring or expired products are returned to their respective suppliers. Meat products must be certified by the National Meat Inspection Service, and must follow cold chain management standards set by the Company and its suppliers. Since suppliers bear the liability of defective products, any customer complaints are referred to the customer care departments of the respective suppliers. The Company has a team of merchandisers who conduct periodic inspections of Company products across its stores. The Company is also subject to unannounced inspections by local and national government regulators to ensure compliance with applicable regulations. (Prospectus, 2012)



Intensified Social Responsibility On October 7, 2010, A 50 Million Peso donation by Puregold Price Club, Inc. and Luis Co Chi Kiat Foundation was given to The One La Salle Scholarship Endowment Fund In a simple turn-over ceremony held at the De La Salle University along Taft Avenue, Manila. The aim of Puregold and LCCK Foundation is to provide scholarships to deserving children who do not have the means to enroll in prestigious schools such as DLSU. With this donation, more children will be able to realize their dreams of pursuing college degrees. On December 14 of the same year Puregold received a total of four Blue Rating for the 5thCycle of the Laguna Lake Region Public Disclosure Program. The Laguna Lake Development Authority gave the awards for various industries in the Laguna Lake Region for its good environmental performance for the 75 | P a g e
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year 2009. The awards were in compliance with effluent standards and with the regulatory requirements set by LLDA. Last Last June 28, 2011, Puregold, in collaboration with the Philippine Red Cross (PRC) – National Blood Center, initiated a mass blood donation activity. A total of 52 units of blood were collected from enthusiastic Puregold employees from different departments. (Puregold Price Clu,b Inc.,2012)



L. PROBLEMS Based on the Prospectus prepared by Puregold, the following problems, risks and allegations had



been



identified



by



the



Company



itself.



These



are



as



follows:



Adverse claims, media speculation and negative publicity relating to the Company, its shareholders and their respective businesses or the hypermarket or supermarket industry may have a mate rial adve rse effect on the Company’s results of operations.



The Company has been the subject of recent media reports and statements made in the Philippine House of Representatives that household goods such as household appliances, building materials, plastic resins and tires were allegedly diverted from authorized customs channels to the Company and other retail stores. The Company’s financial performance and results of operations are subject to seasonality. The Company experiences seasonal fluctuations in its operations, such as an increase in sales during December, prior to the New Year holiday season, prior to the Easter holidays and before the beginning of the school year in the Philippines, and a decrease in sales in August, September and February, which follow the summer and Christmas holiday seasons, 40 respectively.
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