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SECURITIES AND EXCHANGE COMMISSION
SEC FORM 17-Q

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

1. For the quarterly period ended September 30, 2012

2. SEC Identification Number: AS093-008809 3. BIR Tax Identification No. 003-865-392-000
4. Exact name of registrant as specified in its charter: PACIFIC ONLINE SYSTEMS CORPORATION
5. Metro Manila, Philippines 6. (SEC Use Only)

Province, Country or other jurisdiction of Industry Classification Code

Incorporation or organization
7. 19/F, West Tower, PSE Centre, Exchange Road, Ortigas Center, Pasig City 1605
Address of principal office Postal Code

8. 632/636-5281
Registrant's telephone number, including area code

9. Notapplicable
Former name, former address, and former fiscal year, if changed since last report.

10. Securities registered pursuant to Sections 4 and 8 of the RSA
Number of Shares of Common Stock

Title of Each Class Outstanding and Amount of Debt Outstanding
Common Stock, 21.00 par value 292,470,450

11. Are any or all of these securities listed on the Philippine Stock Exchange.
Yes [ x ] No[ ]

12. Indicate by check mark whether the registrant:

(a) has filed all reports required to be filed by Section 17 of the Code and SRC Rule 17 thereunder or Sections 11
of the RSA and RSA Rule 1 (a)-1 thereunder, and Section 26 and 141 of the Corporation Code of the
Philippines during the preceding 12 months (or for such shorter period that the registrant was required to fite
such reports):

Yes [ x] No [ ]

{b) has been subject to such filing requirements for the past 90 days.
Yes|[ x 1 No [ 1



PART | - FINANCIAL INFORMATION

Item 1. Financial Statements
The following financial statements are submitted as part of this report:

a.) Unaudited Statements of Income and Retained Earnings for the nine months ended
September 30, 2012 and September 30, 2011;

b.) Unaudited Balance Sheet as of September 30, 2012 and Audited Balance Sheet as of
December 31, 2011;

¢.) Unaudited Statements of Changes in Stockholders’ Equity for the nine months ended
September 30, 2012 and September 30, 2011; and

d.) Unaudited Statements of Cash Flow for the nine months ended September 30, 2012
and September 30, 2011.

Item 2. Management’s Discussion and Analysis of Financial
Condition and Results of Operations.

Comparable Discussion on Material Changes in Results of Operations for the Nine
Months’ Period Ended September 30, 2012 vs. September 30,2011

Revenues

Pacific Online Systems Corporation (the “Company”) generated total revenues from operating
sources of about 1.2 billion for the nine months ended September 30, 2012, an increase of
B163.3 million (16%) over total revenues of BI.0 billion during the same period in 2011. This
increase was mainly due to increases in terminals deployed for both Lotto and Keno.

Expenses

The Company’s total operating expenses, including depreciation and amortization, for the nine
months ended September 30, 2012 increased by £115.8 million (18%) to £774.3 million, from
P658.4 million for the same period in 2011. The increase is attributed to the following: (1)
Depreciation and amortization charges increased by =R5.3 million (5%) mainly due to the
increased number of terminals deployed; (2) Personnel costs increased by £16.3 million (18%)
mainly due to increase in manpower complement and personnel compensation; (3) Consultancy
and software license fees increased by 248.6 million (49%) due to fee arrangements based on
sales; (4) Travel and accommodation increased by B21.2 million (36%) due to various business
activities across the country; (5) Management fees increased by £9.9 million (24%) due to
increase in earnings before tax ; (6) Repairs and maintenance account by £ 5.4 million (14%)
mainly due to utilization of spare parts after the lapse of warranty on some terminals and lottery
consumables; (7) Advertising and promotion increased by £9.9 million (43%) mainly due to
marketing service fees paid to sub-distributors and other marketing promotional activities; (8)
Taxes and licenses by R 2.8 million (20%) due to higher incidental taxes paid ; (9) Impairment
losses on receivables increased by 2 1.6 million (34%) due to additional allowance for doubtful
accounts; and (10) Other expenses increased by B 1.6 million (13%) mainly due to marketing
expenses.
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The increases accounted for in the foregoing expense accounts were offset mainly by the
combined decreases of the following expense accounts: (1) Rent and utilities by £ 10.1 million
(12%) mainly due to reduced number outlets being rented; (2) Professional fees by £ 1.0 million
(10%) due to lower legal fees accrued; and (3) Operating supplies by P 0.7 million (10%) due to
lower consumption of office supplies.

Other Income (Charges)

Other income (net of other charges) increased to 2 2.6 million in the current period from net
charges of B 76.3 million in the same period in 2011, mainly due to lower mark-to-market loss on
marketable securities in 2012 as compared to 2011.

Operating Income, Net Income and Total Comprehensive Income

As a result of the above developments, the Company realized operating income of £ 416.2
million for the nine months ended September 30, 2012, an increase of £47.5 million (13%) from
operating income of B368.7 million during the same period last year. The Company posted net
income of B281.2 million for the nine-month period ended September 30, 2012, an increase
of B 103.2 million (58%) from net income of R 178.0 million during the same period in 2011,
mainly due to higher operating income as cited in the foregoing and accompanied by a decrease
in other charges when compared to 2011. Consequently, total comprehensive income increased
by  78.5 million (44%) from total comprehensive income of £ 178.0 million during the same
period in 2011, due to higher net income.

Comparable Discussion on Material Changes in Financial Condition - September 30,
2012 vs. December 31, 2011

Total assets of the Company increased by P412.3 million (25%) to # 2.1 billion as of
September 30, 2012, from B1.67 billion as of December 31, 2011. Increases in assets are
attributable to the following: (1) Cash and cash equivalents increased by £336.5 million mainly
due to higher operating income which in turn resulted in higher operating liquidity; (2)
Marketable securities increased by B40.0 million principally due to additional purchases of
marketable securities ; (3) Trade and other receivables increased by R 59.4 million due to higher
trade receivables from both lotto and instant scratch tickets ; and (4) Other current assets
increased by R 6.7 million due to new deliveries of tickets supplies. These increases were offset
by the following decreases: (1) Available- for- sale financial assets decreased by £24.8 million
due to decline in market price of quoted securities, more particularly new common shares of
Leisure & Resorts World Corporation (LRWC) as part of a private placement offering made by
the latter. The Company subscribed to 25 million shares at the agreed subscription price of B
7.50 per share. On March 22, 2011, the Company paid 25 percent of the subscription in the
amount of R 46.9 million. The subscription balance of B 140.6 million was paid in full on May
15, 2011; (2) Intangible assets decreased by 3.2 million due to amortization expense for the
period; (3) Deferred tax assets decreased by P 1.8 million due to application of deferred taxes;
and (4) Other noncurrent assets decreased by P 1.3 million due refund rental deposits.

Total liabilities of the Company increased by 8231.0 million (55%) mainly due to: increase in
trade and other payables of R200.7 million (96%) resulting from accrual of various expenses
for prizes and increase in income tax payable of £26.8 million (78%) due to higher income

before tax.
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The stockholders’ equity as of September 30, 2012 of £1.4 billion was higher by £181.3 million
compared to the year-end 2011 level of £1.25 billion, due mainly to the reported net income for
the nine months ended September 30, 2012 of £281.2 million. Consequently, the Company’s
retained earnings balance increased from £797.8 million to £981.8 million. '

Comparable Discussion on Material Changes in Cash Flows for the Nine Months Ended
September 30,2012 vs. September 30, 2011

There was a net increase in cash and cash equivalents to a hefty £336.5 million for the period or
an increase of B 312.3 million. Consequently, the Company’s cash and cash equivalents as of
September 30, 2012 of R607.6 million was higher by 8246.0 million, compared to £361.6
million as of September 30, 2011.

Discussion and_Analysis of Material Events and Uncertainties Known to Management

As of September 30, 2012, except for what has been noted in the preceding part, there were no
material events or uncertainties known to management that had a material impact on past
performance, or that would have a material impact on the future operations, in respect of the
following:

1. Known trends, demands, commitments, events or uncertainties that would have a
material impact on the Company;

2. Material commitments for capital expenditures that are reasonably expected to have a
material impact on the Company’s short-term or long-term liquidity;

3. Known trends, events or uncertainties that have had or that are reasonably expected to
have a material favorable or unfavorable impact on net sales/revenues/income from
continuing operations;

4. Significant elements of income or loss that did not arise from the Company’s continuing
operations;

5. Seasonal aspects that had a material impact on the Company’s results of operations;

6. Material changes in the financial statements of the Company for the periods ended
December 31, 2011 to September 30, 2012, except those mentioned above;

7. Any events that will trigger direct or contingent financial obligation that is material to
the Company, including any default or acceleration of an obligation; and

8. Any material off-balance sheet transactions, arrangements, obligations (including
contingent obligations), and other relationships with unconsolidated entities or other
persons created during the reporting period.
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Key Performance Indicators

The Company monitors its performance and benchmarks itself to prior years’ results in terms of

the following indicators:

Sept. 30, 2012 Dec. 31, 2011
Current Ratio 2.78 :1.00 3.06: 1.00
Debt-to-Equity Ratio 0.45 :1.00 0.34:1.00
Asset-to-equity Ratio 1.45:1.00 1.34:1.00

Sept. 30, 2012

Sept. 30, 2011

Return on Equity 19.61% 14.20%
Return on Assets 13.48% 10.64%
Interest Coverage Ratio 37.59:1.00 16.69 : 1.00
Solvency Ratio 0.61:1.00 0.69 : 1.00

The above performance indicators are calculated as follows:

Current Ratio

Debt to Equity Ratio

Asset-to-equity Ratio

Return on Stockholders’ Equity

Return on Assets

Interest Coverage Ratio

Solvency ratio

Current Assets
Current Liabilities

Total Liabilities
Total Equity

Total Assets
Total Equity

Net Income
Total Equity

Net Income
Total Assets

Income Before Interest & Tax
Interest Expense

Net Income + Depreciation
Total Liabilities
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PART Il - OTHER INFORMATION

Other Required Disclosures

1.

The attached interim financial reports were prepared in accordance with accounting
standards generally accepted in the Philippines. The accounting policies and methods of
computation followed in these interim financial statements are the same compared with
the audited financial statements for the period ended December 31, 2011.

A number of new and revised standards, amendments to standards and interpretations are
effective for annual periods beginning January 1, 2012 and none of these had a
significant effect on the interim financial reports.

PFRS 9, Financial Instruments. PFRS 9 (2009) is the first standard issued as part of a
wider project to replace PAS 39. PFRS 9 (2009) retains but simplifies the mixed
measurement model and establishes two primary measurement categories for financial
assets: amortized cost and fair value. The basis of classification depends on the entity’s
business model and the contractual cash flow characteristics of the financial asset. The
guidance in PAS 39 on impairment of financial assets and hedge accounting continues to
apply. Prior periods need not be restated if an entity adopts the standard for reporting
periods beginning before 1 January 2012. PFRS 9 (2010) adds the requirements related
to the classification and measurement of financial liabilities, and derecognition of
financial assets and liabilities to the version issued in November 2009. It also includes
those paragraphs of PAS 39 dealing with how to measure fair value and accounting for
derivatives embedded in a contract that contains a host that is not a financial asset, as
well as the requirements of Philippine Interpretation — IFRIC 9, Reassessment of
Embedded Derivatives. The adoption of the amendment is required for annual periods
beginning on or after January 1, 2015.

After consideration of the result of its impact evaluation, the Company has decided not to
early adopt PFRS 9 (2009) or PFRS (2010) for its 2012 annual financial reporting. The
Company shall conduct in early 2013 another impact evaluation using the outstanding
balances of financial statements as of December 31, 2012.

Except as reported in the Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD & A”), there were no unusual items
affecting assets, liabilities, equity, net income or cash flows for the interim period.

There were no material changes in estimates of amounts reported in prior periods that
have material effects in the current interim period.

Except as disclosed in the MD & A, there were no other issuance, repurchases and
repayments of debtand equity securities.

There were no material events that occurred subsequent to September 30, 2012 and up to
the date of this report that need disclosure herein.
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Except as disclosed in the MD & A, there were no changes in the composition of the
Company during the interim period such as business combinations, acquisitions or
disposals of subsidiaries and long-term investments, restructuring, and discontinued
operations.

There were no changes in contingent liabilities or contingent assets since December 31,
2011.

There exist no material contingencies and other material events or transactions affecting
the current interim period.

In 2011, the Board of Directors declared and paid total of £99.9 million in cash
dividends. In the meeting held on April 19, 2012, the Board of Directors of the Company
approved the issuance of stock dividend amounting to about B 98.0 million, or fifty
percent (50%) of the present outstanding capital stock of the Company. The required
stockholders’ ratification and approval of the declaration of the stock dividend was
solicited during the Company’s Annual Stockholders’ Meeting held on 23 May 2012.
The Securities and Exchange Commission (SEC) has approved the Company’s 50%
stock dividend declaration and confirmed its status as an exempt transaction under
Section 10.1 (d) of the Securities Regulation Code. In conformity with the applicable
rules of the SEC and the Exchange, the Record Date to determine the shareholders
entitled to the stock dividend has been set on 4 July 2012 with Payment Date set on 25
July 2012,
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SIGNATURES

Pursuant to the requirements of the Securities Regulation Code, the issuer has duly caused
this report to be signed on its behalf by the undersigned thereunto duly authorized.

Issuer: RACIFIC ONLINE SYSTEMS CORPORATION

WIIAY CIER RHEDERICK B. 1 ONG

Chairman of the Board Chief Financial Officer and

and President Senior Vice President-Finance,
Administration and Human Resources

Date: October 29, 2012 Date: October 29, 2012

*Mr. Inciong also serves as the Principal Accounting Officer of
the Company
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PACIFIC ONLINE SYSTEMS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

For the Nine Months Ended September 30, 2012 and 2011

Year to Date This Period
2012 2011 2012 2011
REVENUE
Equipment rentals 865,962,490 721,782,483 329,209,108 241,437,372
Commission income 143,303,665 138,854,071 40,484,007 45,775,663
Instant scratch tickets - net 174,871,789 156,525,160 65,073,232 51,127,870
Maintenance and repair fees 6,303,787 9,999,772 392,767 3,298,674
1,190,441,731 1,027,161,486 435,159,114 341,639,579
COSTS AND EXPENSES
Depreciation and amortization 120,716,239 115,398,076 42,201,832 38,801,632
Personnel costs 107,939,088 91,602,914 37,856,957 29,285,217
Consultancy and software license fees 147,592,289 98,963,242 57,768,294 33,314,431
Rent and utilities 74,180,484 84,290,211 23,789,717 28,867,712
Travel and accommodation 80,715,681 59,483,902 32,553,578 15,313,450
Communication costs 50,850,467 49,463,207 18,437,334 17,058,584
Management fees 50,194,325 40,332,280 18,989,210 13,883,044
Repairs and maintenance 44,491,839 39,042,418 15,027,677 13,036,893
Advertising and promotion 33,031,742 23,143,930 10,185,072 6,394,781
Taxes and licenses 17,076,886 14,245,465 9,334,369 3,992,407
Professional fees 9,563,660 10,583,364 4,226,361 3,360,349
Entertainment, amusement and recreation 11,234,973 7,827,820 4,776,084 1,672,281
Operating supplies 5,903,671 6,556,418 1,622,632 2,159,567
Impairment losses on receivables 6,399,159 4,773,419 2,380,642 1,654,668
Others 14,368,604 12,737,137 5,615,113 3,829,557
774,259,106 658,443,806 284,764,872 212,624,572
OPERATING INCOME 416,182,625 368,717,680 150,394,242 129,015,006
OTHER INCOME (CHARGES)
Mark-to-market gain (loss) on marketable securities (13,092,738) (118,780,890) (20,211,668) (109,262,727)
Gain (loss) on sale of marketable securities 925,186 48,479,546 - 235,855
Gain (loss) on sale of property and equipment (185,973) (84,614) 170,570 (50,211)
Interest income 4,643,593 3,613,072 2,285,570 1,303,936
Foreign exchange gain (loss) 2,198,953 251,891 (84,902) 76,676
Finance charges (11,446,496) (18,641,902) (3,814,884) (5,971,410)
Others 19,573,977 8,890,957 5,737,769 6,486,688
2,616,502 (76,271,941) (15,917,544) (107,181,193)
INCOME BEFORE INCOME TAX 418,799,127 292,445,739 134,476,698 21,833,813
INCOME TAX EXPENSE (BENEFIT)
Current 135,717,862 111,570,329 53,432,677 40,147,773
Deferred 1,849,822 2,889,210 847,567 358,461
137,567,685 114,459,538 54,280,244 40,506,233
NET INCOME 281,231,442 177,986,201 80,196,454 (18,672,420)
Attributable to:
Owners of the Parent Company 281,533,803 177,915,145 80,793,015 (18,741,171)
Non-controlling interests (302,360) 71,056 (596,561) 68,751
281,231,442 177,986,201 80,196,454 (18,672,420)
Basic/Diluted Earnings Per Share Attributable to
Owners of the Parent Company 1.00 0.89 0.12 (0.09)




PACIFIC ONLINE SYSTEMS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

For the Nine Months Ended September 30, 2012 and 2011

Year to Date This Period
2012 2011 2012 2011

NET INCOME 281,231,442 177,986,201 80,196,454 (18,672,420)
GAIN (LOSS) ON AVAILABLE-FOR-SALE

FINANCIAL ASSETS (24,750,000) - (4,000,000) -
TOTAL COMPREHENSIVE INCOME 256,481,442 177,986,201 76,196,454 (18,672,420)
Attributable to:

Owners of the Parent Company 256,783,803 177,915,145 76,793,015 (18,741,171)

Non-controlling interests (302,360) 71,056 (596,561) 68,751

256,481,442 177,986,201 76,196,454 (18,672,420)




PACIFIC ONLINE SYSTEMS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Sep 30/12 Dec 31/11
Unaudited Audited
ASSETS
Current Assets
Cash and cash equivalents 607,625,439 271,125,764
Marketable securities 496,159,300 456,168,573
Trade and other receivables (Schedule 1) 326,268,588 266,906,586
Other current assets 72,992,442 66,308,114
Total Current Assets 1,503,045,770 1,060,509,037
Noncurrent Assets
Available-for-sale financial assets 202,500,000 227,250,000
Property and equipment - net 305,925,594 305,015,747
Intangible assets - net 19,822,179 23,051,527
Deferred tax assets 10,429,658 12,279,480
Other noncurrent assets 44,125,830 45,453,034
Total Noncurrent Assets 582,803,260 613,049,788
2,085,849,030 1,673,558,825
LIABILITIES AND EQUITY
Current Liabilities
Trade and other current liabilities 410,116,395 209,412,943
Current portion of obligation under capital lease 46,597,363 89,133,836
Current portion of installment payable 7,949,731 5,721,447
Withholding taxes payable 14,713,252 7,512,816
Income tax payable 61,135,857 34,306,857
Total Current Liabilities 540,512,597 346,087,899
Noncurrent Liabilities
Obligation under capital lease - net of current portion 102,708,193 68,082,961
Installment payable - net of current portion 687,740 2,941,744
Defined benefit liability 7,487,627 3,287,627
Total Noncurrent Liabilities 110,883,560 74,312,332
Total Liabilities 651,396,156 420,400,232
Equity Attributable to Owners of the Parent Company
Capital stock 298,443,650 200,898,000
Additional paid-in capital 275,652,351 275,607,520
Treasury shares (114,728,237) (39,461,243)
Fair value reserve 15,000,000 39,750,000
Retained earnings 981,788,792 797,765,640
1,456,156,556 1,274,559,916
Non-controlling Interests (21,703,683) (21,401,322)
Total Equity 1,434,452,874 1,253,158,594
2,085,849,030 1,673,558,825
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PACIFIC ONLINE SYSTEMS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

For the Nine Months Ended Sep 30

2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax 418,799,127 292,445,739
Adjustments for:
Depreciation and amortization 120,716,239 115,398,076
Finance charges 11,446,496 18,641,902
Impairment loss on receivables 6,399,159 4,773,419
Unrealized mark-to-market loss (gain) on marketable securities 13,092,738 118,780,890
Loss (gain) on sale of marketable securities (925,186) (48,479,546)
Loss (gain) on sale of property and equipment 185,973 84,614
Interest income (4,643,593) (3,613,072)
Unrealized foreign exchange losses (gain) (2,198,953) (251,891)
Dividend income (1,127,000) (200)
Operating income before working capital changes 561,745,000 497,779,932
Decrease (increase) in:
Trade and other receivables (65,761,161) (42,118,529)
Other current assets (6,684,328) (707,444)
Increase (decrease) in:
Trade and other payables 202,902,405 137,495,216
Withholding taxes payable 7,200,436 514,305
Defined benefit liability 4,200,000 2,281,555
Income tax paid (108,888,862) (111,046,165)
Interest received 4,643,593 3,613,072
Net cash provided by operating activities 599,357,084 487,811,943
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of :
Marketable securities (53,083,466) (463,504,186)
Property and equipment (123,604,684) (55,839,959)
Available-for-sale financial assets - (187,500,000)
Increase in other noncurrent assets 1,327,204 (5,286,403)
Dividend received 1,127,000 200
Proceeds from sale of:
Marketable securities 925,186 319,170,165
Property and equipment 9,315,586 241,471
Net cash used in investing activities (163,993,173) (392,718,711)
CASH FLOWS FROM FINANCING ACTIVITIES
Payments of:
Obligations under finance lease (7,911,242) (35,996,901)
Installment payable (4,319,334) (4,941,920)
Cash dividends (97,510,650) (100,224,000)
Acquisitions of treasury shares (75,525,345) (36,957,138)
Interest paid (11,446,496) (18,641,902)
Cash proceeds from:
Sale of treasury stock 303,183 121,474,487
Issuance of capital stock (net of issuance costs) 97,545,650 4,360,080
Net cash used in financing activities (98,864,235) (70,927,295)
NET INCREASE IN CASH AND CASH EQUIVALENTS 336,499,675 24,165,937
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 271,125,764 337,456,844
CASH AND CASH EQUIVALENTS AT END OF PERIOD 607,625,439 361,622,781




PACIFIC ONLINE SYSTEMS CORPORATION
Attachments to Unaudited Financial Statements

Schedute 1 - Receivables
as of September 30, 2012

1.) Aging of Accounts Receivables

Neither Past Past Due but not Impaired
Due nor Over
Impaired 91-120 Days 121-150 Days  151-180 Days 180 Days Subtotal Total
Type of Accounts Receivable
a.) Trade Receivables
1.) PCSO-Equipment Rentals / - -
Maintenance & Repair Fees 123,742,709 - - - - - 123,742,709
2.) Trade receivables - others 151,443,981 - - - - - 151,443,981
275,186,690 - - - - - 275,186,690
b.) Nen-Trade Receivables - -
1.) Advances to officers & employees 6,875,474 1,144,064 - - - 1,144,064 8,019,537
2.) Other receivables 40,398,348 2,664,013 - - - 2,664,013 43,062,361
47,273,822 3,808,076 - - - 3,808,076 51,081,898
TOTAL P 322,460,512 P 3,808,076 - - - P 3,808,076 P 326,268,588
2.) Accounts Receivable Description
Types of Receivable Nature and Description

Collection / Liguidation Period

1.) Advances to Officers & employees company loan and other advances granted to officers & employees within one (1) year
2.) Other receivables downpayments to suppliers and other advances within one (1) year

3)

Normal Operating Cycle: 365




