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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended February 29, 2008

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

COMMISSION FILE NUMBER 0-22793

PriceSmart, Inc.

(Exact name of registrant as specified in its charter)
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Delaware 33-0628530
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

9740 Scranton Road, San Diego, CA 92121
(Address of principal executive offices)
(858) 404-8800

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports); and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer © Accelerated filer x ~ Non-accelerated filer ~
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

The registrant had 29,685,561 shares of its common stock, par value $0.0001 per share, outstanding at April 4, 2008.
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PART I FINANCIAL INFORMATION

ITEM1. FINANCIAL STATEMENTS

PriceSmart, Inc. s ( PriceSmart or the Company ) unaudited consolidated balance sheet as of February 29, 2008, the consolidated balance sheet as
of August 31, 2007, the unaudited consolidated statements of income for the three and six months ended February 29, 2008 and February 28,

2007 and the unaudited consolidated statements of cash flows for the six months ended February 29, 2008 and February 28, 2007 are included
elsewhere herein. Also included herein are notes to the unaudited consolidated financial statements.
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PRICESMART, INC.
CONSOLIDATED BALANCE SHEETS

(UNAUDITED AMOUNTS IN THOUSANDS, EXCEPT SHARE DATA)

ASSETS

Current Assets:

Cash and cash equivalents

Short-term restricted cash

Receivables, net of allowance for doubtful accounts of $11 and $3 in 2008 and 2007, respectively
Merchandise inventories

Prepaid expenses and other current assets

Assets of discontinued operations

Total current assets

Long-term restricted cash

Notes receivable

Property and equipment, net
Goodwill

Deferred tax assets

Other assets

Investment in unconsolidated affiliate

Total Assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities:

Short-term borrowings

Accounts payable

Accrued salaries and benefits

Deferred membership income

Income taxes payable

Accrued reserve for settlement of litigation, including fair market value of put agreement
Common stock subject to put agreement

Other accrued expenses

Dividend payable

Long-term debt, current portion

Liabilities of discontinued operations

Total current liabilities

Deferred tax liability

Deferred rent

Accrued closure costs

Long-term income taxes payable
Long-term debt, net of current portion

Total liabilities

Minority interest

Stockholders Equity:

Common stock, $0.0001 par value, 45,000,000 shares authorized; 30,210,255 and 29,815,435 shares issued
and 29,691,311 and 29,339,211 shares outstanding (net of treasury shares), respectively

Table of Contents

February 29,
2008

$ 25912
6,693

1,888
109,301
16,510
1,540

161,844
590
2,040
199,255
38,609
20,194
3,538

$ 426,070

$ 3917
92,755
6,383
7,920
2,834
8,358
16,988
10,686
9,391
1,805
119

161,156
1,663
1,895
2,992
6,504

15,582

189,792
269

August 31,
2007

$ 32,065
8,046
2,705

95,979
15,777
1,380

155,952
477
2,086
179,985
31,652
19,535
3,732
2,000

$ 395,419

$ 3,301
80,633
6,962
6,634
4,593
5,500

18,564
4,678
1,411

151

132,427
1,474
1,977
3,072

8,008

146,958
3,145
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Additional paid-in capital 354,623 369,848
Tax benefit from stock-based compensation 4,830 3,970
Accumulated other comprehensive loss (12,762) (12,343)
Accumulated deficit (99,268) (106,087)
Less: treasury stock at cost; 518,944 shares and 476,224 shares as of February 29, 2008 and August 31, 2007,

respectively (11,417) (10,075)
Total stockholders equity 236,009 245,316
Total Liabilities and Stockholders Equity $ 426,070 $ 395,419

See accompanying notes.
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PRICESMART, INC.

CONSOLIDATED STATEMENTS OF INCOME

(UNAUDITED AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA)

Three Months Ended
Feb. 29, Feb. 28,
2008 2007
Revenues:
Sales:
Net warehouse club $288,216  $226,722
Export 340 171
Membership income 3,975 3,421
Other income 1,313 1,543
Total revenues 293,844 231,857
Operating expenses:
Cost of goods sold:
Net warehouse club 245,333 192,959
Export 320 168
Selling, general and administrative:
Warehouse club operations 26,024 21,749
General and administrative 7,870 6,877
Preopening expenses 215 23
Asset impairment and closure costs 14 472
Provision for settlement of litigation, including changes in fair market value of put
agreement 3,386
Total operating expenses 283,162 222,248
Operating income 10,682 9,609
Other income (expense):
Interest income 364 479
Interest expense 470) (90)
Other income (expense), net 37 (36)
Total other income (expense) (143) 353
Income from continuing operations before provision for income taxes, loss of
unconsolidated affiliate and minority interest 10,539 9,962
Provision for income taxes (890) (3,219)
Loss of unconsolidated affiliate 99)
Minority interest (160) (128)
Income from continuing operations 9,489 6,516
Income from discontinued operations, net of tax 27 28
Net income $ 9516 $ 6,544
Basic income per share:
Continuing operations $ 033 $ 023

Table of Contents

Six Months Ended
Feb. 29, Feb. 28,
2008 2007
$ 533,405 $424,822

707 266
7,717 6,662
2,426 2,604

544,255 434,354
453,844 361,457
669 260
49,251 42,042
15,186 12,845
987 255
33 663
3,386
523,356 417,522
20,899 16,832
774 843
(529) (445)
(84) 22)
161 376
21,060 17,208
(4,605) (6,192)
(183)
(290) (262)
16,165 10,571
45 46
$ 162210 $ 10,617
$ 0.56 $ 0.37
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Discontinued operations, net of tax
Net income

Diluted income per share:
Continuing operations
Discontinued operations, net of tax

Net income

Shares used in per share computations:
Basic

Diluted

Dividends per share

Table of Contents

See accompanying notes.

$ 033
$ 033
$ 033
28,848
29,233
$ 032

$ 023
$ 022
$ 022
28,477
29,224
$ 032

$ 056
$ 056
$ 056
28,815
29,207
$ 032

$ 037
$ 036
$ 036
28,441
29,153
$ 032
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PRICESMART, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED AMOUNTS IN THOUSANDS)

OPERATING ACTIVITIES:

Income from continuing operations

Adjustments to reconcile income from continuing operations to net cash provided by operating activities:
Depreciation and amortization

Allowance for doubtful accounts

Closure costs

Gain on sale of property and equipment

Deposit to escrow account due to settlement of litigation

Provision for settlement of litigation

Deferred income taxes

Minority interest

Loss of unconsolidated affiliate

Stock-based compensation

Change in operating assets and liabilities:

Change in accounts receivable, prepaids, other current assets, accrued salaries, deferred membership and
other accruals

Merchandise inventory

Accounts payable

Net cash provided by continuing activities
Net cash (used in) provided by discontinued activities

Net cash provided by operating activities

INVESTING ACTIVITIES:

Additions to property and equipment

Deposits to escrow account for land acquisitions (including settlement of litigation)
Sale of property and equipment

Acquisition of business, net of cash acquired

Proceeds from sale of unconsolidated affiliate

Purchase of Nicaragua minority interest

Net cash used in continuing activities
Net cash (used in) provided by discontinued activities

Net cash used in investing activities

FINANCING ACTIVITIES:

Proceeds from bank borrowings
Repayment of bank borrowings

Release of (addition to) restricted cash
Proceeds from exercise of stock options
Tax benefit from exercise of stock options
Dividends paid

Table of Contents

Six Months Ended
February 29, February 28,
2008 2007
$ 16,165 $ 10,571
5,377 4,758
8 (15)
663
(76) (5)
(6,150)
3,386
471) 504
290 262
183
962 998
(9.303) (2,199)
(13,322) (6,676)
18,626 6,601
15,492 15,645
(81) 20
15,411 15,665
(16,355) (7,572)
(647)
2,839 24
(11,913)
2,000
(10,200)
(34,276) (7,548)
(66) 77
(34,342) (7,471)
9,580 4,739
(996) (18,451)
8,037 (69)
801 187
860 418
(4,678)
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Purchase of treasury stock
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash and cash equivalents

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information:
Cash paid during the period for:

Interest, net of amounts capitalized

Income taxes

Supplemental disclosure of non-cash financing activities:
Dividends declared but not paid

See accompanying notes.
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(1,342)

12,262

516

(6,153)
32,065

25,912

320
6,969

9,391

©* &

(601)
(13,777)
(971)

(6,554)
39,995

33,441

558
5,359

9,458
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PRICESMART, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS EQUITY

FOR THE SIX MONTHS ENDED FEBRUARY 28, 2007 AND FEBRUARY 29, 2008

Balance at August 31, 2006
Purchase of treasury stock
Issuance of restricted stock
awards

Forfeiture of restricted stock
awards

Exercise of stock options

Tax benefit from exercise of
stock options

Stock-based compensation
Dividend payable to
stockholders

Net income

Translation adjustment

Comprehensive income
Balance at February 28, 2007

Balance at August 31, 2007
Purchase of treasury stock
Issuance of restricted stock
awards

Forfeiture of restricted stock
awards

Exercise of stock options

Tax benefit from exercise of
stock options

Stock-based compensation
Common stock subject to put
agreement

Dividend payable to
stockholders

Mark-to-market of interest rate
swap

Net income

Translation adjustment

Comprehensive income

Balance at February 29, 2008

Table of Contents

(UNAUDITED AMOUNTS IN THOUSANDS)

Accumulated

Additional Tax Benefit from Other Total

Common Stock Paid-in Stock-Based Comprehensive Accumulated Less: Treasury Stock Stockholders
Shares Amount Capital Compensation Loss Deficit Shares  Amount Equity
29404 $ 3 $ 364132 $ 3,509 $  (13,883) $ (109,676) 438 $ (9.466) $ 234,619
38 (601) (601)
125
€]
33 187 187
393 393
998 998
(9.458) (9,458)
10,617 10,617
127) (127)
10,490
29553 % 3 $ 365317 $ 3902 § (14,010) $ (108,517) 476  $ (10,067) $ 236,628
29815 $ 3 $ 369848 $ 3970 $ (12,343)  $ (106,087) 476  $ (10,075 $ 245316
43 (1,342) (1,342)
349
(M
53 801 801
860 860
962 962
(16,988) (16,988)
9,391) (9,391)
(63) (63)
16,210 16,210
(356) (356)
15,791
30210 $ 3§ 354623 $ 4830 $ (12,762)  $  (99,268) 519  $(11,417) $ 236,009
See accompanying notes.
11
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PRICESMART, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
February 29, 2008
NOTE1 COMPANY OVERVIEW AND BASIS OF PRESENTATION

PriceSmart, Inc. s ( PriceSmart or the Company ) business consists primarily of international membership shopping warehouse clubs similar to,
but smaller in size than, warehouse clubs in the United States. As of February 29, 2008, the Company had 25 consolidated warehouse clubs in
operation in 11 countries and one U.S. territory (four each in Panama and Costa Rica, three each in Guatemala and Trinidad, two each in
Dominican Republic, El Salvador, and Honduras and one each in Aruba, Barbados, Jamaica, Nicaragua and the United States Virgin Islands), of

which the Company owns at least a majority interest. There was one warehouse club in operation in Saipan, Micronesia licensed to and operated

by local business people as of February 29, 2008. The Company principally operates in three segments based on geographic area.

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation The consolidated interim financial statements of the Company included herein include the assets, liabilities and
results of operations of the Company s majority and wholly owned subsidiaries as listed below. All significant intercompany accounts and
transactions have been eliminated in consolidation. The consolidated interim financial statements have been prepared by the Company without
audit, pursuant to the rules and regulations of the U.S. Securities and Exchange Commission (the SEC ), and reflect all adjustments (consisting of
normal recurring adjustments) that are, in the opinion of management, necessary to fairly present the financial position, results of operations, and
cash flows for the interim periods presented. Certain information and footnote disclosures normally included in consolidated financial statements
prepared in accordance with U.S. generally accepted accounting principles ( U.S. GAAP ) have been condensed or omitted pursuant to such SEC
rules and regulations. Management believes that the disclosures made are adequate to make the information presented not misleading. The
results for interim periods are not necessarily indicative of the results for the full year. The interim financial statements should be read in
conjunction with the consolidated financial statements and related notes included in the Company s Annual Report on Form 10-K for the fiscal
year ended August 31, 2007.

The table below indicates the Company s percentage ownership of and basis of presentation for each subsidiary as of February 29, 2008:

Basis of
Ownership Presentation

PriceSmart Aruba 90.0% Consolidated
PriceSmart Barbados 100.0% Consolidated
PSMT Caribe, Inc.:

Costa Rica 100.0% Consolidated
Dominican Republic 100.0% Consolidated
El Salvador 100.0% Consolidated
Honduras 100.0% Consolidated
PriceSmart Guam 100.0% Consolidated(1)
PriceSmart Guatemala 100.0% Consolidated
PriceSmart Jamaica 100.0% Consolidated
PriceSmart Nicaragua 100.0% Consolidated
PriceSmart Panama 100.0% Consolidated
PriceSmart Trinidad 95.0% Consolidated
PriceSmart U.S. Virgin Islands 100.0% Consolidated

(1) Entity is treated as discontinued operations in the consolidated financial statements.
Use of Estimates The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes. Actual results could differ from
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Cash and Cash Equivalents Cash and cash equivalents represent cash and short-term investments with maturities of three months or less when
purchased.

Restricted Cash  Short-term restricted cash primarily consists of deposits into escrow accounts for use in the settlement of the lawsuit filed by
the PSC Parties (see Note 12 PSC Settlement). Long-term restricted cash represents deposits with federal regulatory agencies in Costa Rica and
the Panama for approximately $465,000 and a $125,000 deposit into an escrow account for use in the settlement of the lawsuit filed by the PSC
Parties.

Restricted cash of approximately $8.0 million previously pledged as collateral for the Company s revolving line of credit was released during the
quarter.

Merchandise Inventories Merchandise inventories, which include merchandise for resale, are valued at the lower of cost (average cost) or
market. The Company provides for estimated inventory losses and obsolescence between physical inventory counts on the basis of a percentage
of sales. The provision is adjusted periodically to reflect the trend of actual physical inventory count results, with physical inventories occurring
primarily in the second and fourth fiscal quarters. In addition, the Company may be required to take markdowns below the carrying cost of
certain inventory to expedite the sale of such merchandise.

Allowance for Bad Debt The Company generally does not extend credit to its members, but may do so for specific wholesale, government or
other large volume members. The Company maintains an allowance for doubtful accounts based on assessments as to the probability of
collection of specific customer accounts, the aging of accounts receivable, and general economic conditions.

Property and Equipment Property and equipment are stated at cost. Depreciation is computed on the straight-line basis over the estimated
useful lives of the assets. The useful life of fixtures and equipment ranges from three to 15 years and that of buildings from ten to 25 years.
Leasehold improvements are amortized over the shorter of the life of the improvement or the expected term of the lease. In some locations,
leasehold improvements are amortized over a period longer than the initial lease term as management believes it is reasonably assured that the
renewal option in the underlying lease will be exercised.

The sale or purchase of property and equipment is recognized upon legal transfer of property. For property and equipment sales, if any long term
notes are carried by the Company as part of the sales terms, the sale is reflected at the net present value of current and future cash streams.

Lease Accounting Certain of our operating leases provide for minimum annual payments that increase over the life of the lease. The aggregate
minimum annual payments are expensed on a straight-line basis beginning when we take possession of the property and extending over the term
of the related lease including renewal options in some locations when we believe it is reasonably assured that the renewal option in the
underlying lease will be exercised. The amount by which straight-line rent exceeds actual lease payment requirements in the early years of the
leases is accrued as deferred rent and reduced in later years when the actual cash payment requirements exceed the straight-line expense. In
addition to the minimum annual payments, in certain locations, the Company pays additional rent based on a contractually stipulated percentage
of sales.

Fair Value Measurements In accordance with Statement of Financial Accounting Standards (SFAS) No. 157, Fair Value Measurements , we
measure the fair value of assets and liabilities on a non recurring basis. We measure fair value assets when impairment issues arise in accordance
with the provisions of SFAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets , business units (for goodwill impairment),
cash derivatives utilized for interest rate swaps, and Put contracts of stock utilized. We use fair value measurements using quoted prices in active
markets for identical assets or liabilities (Level 1) or significant other observable (Level 2) inputs, depending on the nature of the item being
valued. The Company on a yearly basis discloses the valuation techniques and discloses any change in method of such within the body of each
footnote.

Goodwill Goodwill, resulting from certain business combinations, totaled $38.6 million at February 29, 2008 and $31.7 million at August 31,
2007. The increase in goodwill was due to approximately $7.0 million for the acquisition of the remaining 49% minority interest in PSMT
Nicaragua as part of the settlement on the PSC Parties lawsuit (see Note 12 PSC Settlement). The foreign exchange translation losses for
goodwill of $81,000 for the first six months of fiscal year 2008, reduced goodwill. The Company reviews previously reported goodwill at the
entity reporting level for impairment on an annual basis, or more frequently if circumstances dictate. No impairment of goodwill has been
recorded to date.

Derivative Instruments and Hedging Activities Derivative instruments and hedging activities are accounted for under SFAS 133, Accounting
for Derivative Instruments and Hedging Activities. Interest rate swaps are accounted for as cash flow hedges. Under cash flow hedging, the
effective portion of the fair value of the derivative, calculated as the net present value of the future cash flows, shall be deferred on the
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consolidated balance sheet in accumulated comprehensive loss. If any portion of an interest rate swap were determined to be an ineffective
hedge, the gains or losses from changes in market value would be recorded directly in the consolidated statement of income. Amounts recorded
in accumulated comprehensive loss are released to earnings in the same period that the hedged transaction impacts consolidated earnings. See
Note 10 Interest Rate Swap.
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Revenue Recognition The Company recognizes merchandise sales revenue when title passes to the customer. Membership income represents
annual membership fees paid by the Company s warehouse club members, which are recognized ratably over the 12-month term of the
membership. The historical membership fee refunds have been minimal and, accordingly, no reserve has been established for membership
refunds for the periods presented. The Company recognizes and presents revenue-producing transactions on a net basis, as defined within
Emerging Issues Task Force EITF Issue No. 06-03 ( EITF 06-03 ), How Taxes Collected from Customers and Remitted to Governmental
Authorities Should Be Presented in the Income Statement (That is, Gross versus Net Presentation). The Company recognizes gift certificates
sales revenue when the certificates are redeemed. The outstanding gift certificates are reflected as other accrued expenses in the consolidated
balance sheet. The gift certificate activity continues to remain immaterial, as the activity represents less than one hundredth of a percent of the
quarterly net warehouse club sales; therefore, no allowance for breakage has been accrued.

Cost of Goods Sold The Company includes the cost of merchandise, food service and bakery raw materials, and one hour photo supplies in cost
of goods sold. The Company also includes the external and internal distribution and handling costs for supplying such merchandise, raw
materials and supplies to the warehouse clubs. External costs include inbound freight, duties, drayage, fees, insurance, and non-recoverable
value-added tax related to inventory shrink, spoilage and damage. Internal costs include payroll and related costs, utilities, consumable supplies,
repair and maintenance, rent expense, and building and equipment depreciation at our distribution facilities.

Vendor consideration consists primarily of volume rebates and prompt payment discounts. Volume rebates are generally linked to
pre-established purchase levels and are recorded as a reduction of cost of goods sold when the achievement of these levels is confirmed by the
vendor in writing or upon receipt of funds. On a quarterly basis, the Company calculates the amount of rebates recorded in cost of goods sold
that relates to inventory on hand, and this amount is recorded as a reduction to inventory, if significant. Prompt payment discounts are taken in
substantially all cases and, therefore, are applied directly to reduce the acquisition cost of the related inventory, with the resulting impact to cost
of goods sold when the inventory is sold.

Selling, General and Administrative Selling, general and administrative costs are comprised primarily of expenses associated with warehouse
club operations. Warehouse club operations include the operating costs of the Company s warehouse clubs, including all payroll and related
costs, utilities, consumable supplies, repair and maintenance, rent expense, building and equipment depreciation, and bank and credit card
processing fees. Also included in selling, general and administrative expenses are the payroll and related costs for the Company s U.S. and
regional purchasing and management centers.

Pre-Opening Costs The Company expenses pre-opening costs (the costs of start-up activities, including organization costs, and rent) as
incurred.

Closure Costs The Company records the costs of closing warehouse clubs as follows: severance costs are accrued when a termination and
benefit plan is communicated to the employees; lease obligations are accrued at the cease use date by calculating the net present value of the
minimum lease payments net of the fair market value of rental income that is expected to be received for these properties from third parties; gain
or loss on the sale of property, buildings and equipment is recognized based on the net present value of cash or future cash received as
compensation for such; all other costs are expensed as incurred. In fiscal year 2003, the Company closed two warehouse clubs, one each in the
Dominican Republic and Guatemala. During fiscal year 2007, the Company s original San Pedro Sula location was vacated and the operation was
relocated to a new site, which was acquired in fiscal year 2006 in another section of the city. The closure costs recorded in the first six months of
fiscal year 2008 relate to these warehouse clubs.

Contingencies and Litigation In accordance with SFAS 5, Accounting for Contingencies, the Company accounts and reports for loss
contingencies if (a) information available prior to issuance of the consolidated financial statements indicates that it is probable that an asset had
been impaired or a liability had been incurred at the date of the consolidated financial statements, and (b) the amount of loss can be reasonably
estimated.

Common Stock Put Agreement The Company has recorded in the second quarter of fiscal year 2008 a liability for common stock put
agreement (see Note 12 PSC Settlement). The Company utilizes the Black-Scholes method to determine the fair market value of the put
agreement, taking the fair market value of the common stock, time to expiration of the put agreement, volatility of the common stock and the
risk free interest rate as part of the fair market valuation. The Company has recorded as a period expense the fair market value of the put
agreement granted as part of the legal settlement with the PSC Parties (see Note 12 PSC Settlement).

Foreign Currency Translation In accordance with SFAS 52 Foreign Currency Translation, the assets and liabilities of the Company s foreign
operations are primarily translated to U.S. dollars when the functional currency in our international subsidiaries is the local currency, which in
many cases is not U.S. dollars. Assets and liabilities of these foreign subsidiaries are translated to U.S. dollars at the exchange rate on the
balance sheet date and revenue, costs and expenses are translated at average rates of exchange in effect during the period. The corresponding
translation gains and losses are recorded as a component of accumulated other comprehensive income or loss.
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Monetary assets and liabilities in currencies other than the functional currency of the respective entity are revalued to the functional currency
using the exchange rate on the balance sheet date. These foreign exchange transaction gains (losses), including repatriation of funds, which are
included as a part of the costs of goods sold in the consolidated statement of operations, for the first six months of the fiscal years 2008 and 2007
were approximately $809,000 and $(123,000), respectively.

Stock-Based Compensation As of February 29, 2008, the Company had four stock-based employee compensation plans. In the first quarter of
fiscal year 2006, the Company adopted SFAS 123R, Share-Based Payment. The Company had adopted the fair value based method of recording
stock options consistent with SFAS 123 for all employee stock options granted subsequent to fiscal year 2002. Under SFAS 123R, the Company

is required to select a valuation technique or option-pricing model that meets the criteria as stated in the standard, which includes a binomial
model and the Black-Scholes model. At the present time, the Company is continuing to use the Black-Scholes model. The adoption of SFAS
123R, applying the modified prospective method, as elected by the Company, requires the Company to value stock options granted prior to its
adoption of SFAS 123 under the fair value method and expense these amounts over the stock options remaining vesting period. This has resulted

in the Company expensing approximately $100,000 and $281,000 for the three and six month periods of fiscal year 2007, respectively. As there
were no unvested stock options outstanding that had been granted prior to the Company s adoption of SFAS 123, no such expenses are recorded
in fiscal year 2008. SFAS 123R also requires the Company to estimate forfeitures in calculating the expense relating to stock-based
compensation, as opposed to only recognizing these forfeitures and the corresponding reduction in expense as they occur. In addition, SFAS
123R requires the Company to reflect the tax savings resulting from tax deductions in excess of expense reflected as a financing cash flow in its
statement of cash flows, rather than as an operating cash flow as in prior periods.

In the second quarter of fiscal years 2008 and 2007, the Company recognized stock compensation expenses of $579,000 and $479,000,
respectively. The stock compensation expense for the first six months of fiscal year 2008 consists of $895,000 for restricted stock grants and
$67,000 for stock options. The stock compensation expense for the first six months of fiscal year 2007 consists of $527,000 for restricted stock
grants and $471,000 for stock options. The remaining unrecognized compensation expense related to unvested awards at February 29, 2008 was
approximately $12.1 million and the weighted-average period of time over which this cost will be recognized is 3.5 years.

Cash proceeds, tax benefits and intrinsic value related to total stock options exercised during the first six months of fiscal years 2008 and 2007
are provided in the following table (in thousands):

Six Months Ended
February 29, February 28,
2008 2007
Proceeds from stock options exercised $ 801 $ 187
Tax benefit related to stock options exercised $ 64 $ 122
Intrinsic value of stock options exercised $717 $ 338

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model with the following weighted
average assumptions used for grants issued in the first six months of fiscal years 2008 and 2007:

Six Months Ended
February 29, February 28,
2008 2007
Risk free interest rate 3.25% 4.85%
Expected life 5 years 5 years
Expected volatility 47.83% 45.88%
Expected dividend yield 1.2% 0%
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The following table summarizes stock options outstanding as of February 29, 2008, as well as activity during the six months then ended:

Weighted-

Average

Exercise

Shares Price

Outstanding at August 31, 2007 374,815 $ 1235
Options granted 8,000 23.61
Exercised (52,385) 15.28
Forfeited or expired (32,585) 33.87
Outstanding at February 29, 2008 (a) 297,845 $ 9.79
Exercisable at February 29, 2008 253,445 $ 9.39

(a) At February 29, 2008, the weighted-average remaining contractual life of options outstanding was 1.48 years.

At February 29, 2008, and February 28, 2007 the aggregate intrinsic value of stock options outstanding and exercisable was $4.8 million and
$396,000, respectively. (The intrinsic value of a stock option is the amount by which the market value of the underlying stock exceeds the
exercise price).

The weighted-average grant date fair value of stock options granted during the six months of fiscal years 2008 and 2007 was $23.61 and $6.75
respectively.

Total restricted stock grant activity, relating to the 2002 Plan, was as follows for the first six months of fiscal year 2008:

Grants
Outstanding at August 31, 2007 566,250
Granted 349,850
Cancelled (7,415)
Vested (124,600)
Outstanding at February 29, 2008 784,085

The Company repurchased from employees 42,720 shares of common stock for approximately $1.3 million based on the stock price at that date
of repurchase to cover the employees minimum statutory tax withholding requirements related to the vesting of restricted stock grants.

Income Taxes The Company is required to file federal and state income tax returns in the United States and various other tax returns in foreign
jurisdictions. The preparation of these tax returns requires the Company to interpret the applicable tax laws and regulations in effect in such
jurisdictions, which could affect the amount of tax paid by the Company. The Company, in consultation with its tax advisors, bases its tax
returns on interpretations that are believed to be reasonable under the circumstances. The tax returns, however, are subject to routine reviews by
the various federal, state and international taxing authorities in the jurisdictions in which the Company files its returns. As part of these reviews,

a taxing authority may disagree with respect to the income tax positions taken by the Company ( uncertain tax positions ) and therefore require the
Company to pay additional taxes. As required under applicable accounting rules, the Company therefore accrues an amount for its estimate of
additional income tax liability, including interest and penalties, which the Company could incur as a result of the ultimate or effective resolution

of the uncertain tax positions. The Company reviews and updates the accrual for uncertain tax positions as more definitive information becomes
available from taxing authorities, completion of tax audits, expiration of statute of limitations, or upon occurrence of other events.

As required, through August 31, 2007, the Company recorded its accrual for uncertain tax positions based upon SFAS 5, Accounting for
Contingencies, which required the Company to accrue for the estimated additional amount of taxes for the uncertain tax positions if it was

Table of Contents 20



Edgar Filing: PRICESMART INC - Form 10-Q

probable the Company would be required to pay such additional taxes. Effective September 1, 2007, the Company was required to adopt and
implement the provisions of FASB Interpretation 48, Accounting for Uncertainty in Income Taxes ( FIN 48 ), which requires the Company to
accrue for the estimated additional amount of taxes for the
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uncertain tax positions when the uncertain tax position does not meet the more likely than not standard for sustaining the position. As a result of
the implementation of FIN 48, the Company reclassified uncertain tax positions from other accrued expenses to long-term income taxes payable
but did not recognize a cumulative adjustment to the beginning balance of retained earnings in the consolidated financial statements.

As of November 30, 2007 and February 29, 2008, the Company had $16.2 million and $15.7 million, respectively, of aggregate accruals for
uncertain tax positions ( gross unrecognized tax benefits ). Of these totals, $7.7 million and $7.0 million, respectively, represent the amount of net
unrecognized tax benefits that, if recognized, would favorably affect the Company s effective income tax rate in any future period.

The Company did not record a cumulative effect adjustment to retained earnings related to the implementation of FIN 48. While adoption of FIN
48 did not impact the amount of the Company s accrual for uncertain tax positions, it did impact the manner in which such accrual is classified in
the Company s consolidated financial statements. In connection with the implementation of FIN 48, the Company now records the aggregate
accrual for uncertain tax positions as a component of current or long-term income taxes payable and the offsetting amounts as a component of
the Company s net deferred tax assets and liabilities. These liabilities are generally classified as long-term, even if the underlying statute of
limitation will expire in the following twelve months. The Company classifies these liabilities as current if it expects to settle them in cash in the
next twelve months. As of February 29, 2008, the Company has classified uncertain income tax positions as $6.5 million in long-term income
taxes payable, $0.1 million in long-term deferred tax liabilities and $0.4 million as current income taxes payable.

The Company expects changes in the amount of unrecognized tax benefits in the next 12 months as the result of a lapse in various statutes of
limitations. As of February 29, 2008, the company reduced the long-term income tax payable as the result of a lapse in the underlying statute of
limitations totaling $1 million. The lapse of statutes of limitations in the twelve-month period ending February 28, 2009 will result in a reduction
to long-term income taxes payable totaling $2.5 million.

The Company s continuing practice is to recognize interest and/or penalties related to income tax matters in income tax expense in the long-term
income tax payable caption on the consolidated balance sheet. As of November 30, 2007 and February 29, 2008, the Company had accrued $3.4
million and $2.7 million respectively, for the payment of interest and penalties. Primarily as a result of the closing of various statutes of
limitation, interest expense accrued primarily as a result of income tax matters, before income tax benefit, for the quarter ended February 29,
2008, was a net reversal (i.e. reduction of expense) of $0.6 million.

The Internal Revenue Service (IRS) commenced an examination of the Company s U.S. income tax return for tax year 2006 in the first quarter of
fiscal year 2008. As of February 29, 2008, the IRS had completed most of the fieldwork. The audit closed in March 2008 with no changes to the
tax return as filed. The Company also has various audits and appeals pending in foreign jurisdictions. The Company does not anticipate that any
adjustments from these audits and appeals would result in a significant change to the consolidated results of operations, financial conditions or
liquidity.

The Company is subject to taxation in the U.S. and various states and foreign jurisdictions. As the result of tax, net operating loss carry
forwards, the Company is subject to U.S. federal, state and local income tax examination by tax authorities for tax periods subsequent to and
including fiscal year 1995. With few exceptions, the Company is no longer subject to non-U.S. income tax examination by tax authorities for tax
years before fiscal year 2002. A lapse in these statutes will result in a beneficial impact on the effective tax rate.

Accounting Pronouncements In March 2008, the Financial Accounting Standards Board ( FASB ) issued SFAS 161, Disclosures about
Derivative Instruments and Hedging Activities-an amendment of FASB Statement No. 133 ( SFAS 161 ). This Statement requires enhanced
disclosures about an entity s derivative and hedging activities and thereby improves the transparency of financial reporting. This Statement is
effective for financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with early application
encouraged, but does not require comparative disclosures for earlier periods at initial adoption. The Company will adopt SFAS 161 beginning
December 1, 2008. The Company is currently evaluating the impact, if any, the interpretation will have on its consolidated financial statements.

In December 2007, the Financial Accounting Standards Board ( FASB ) issued SFAS 160, Non-controlling Interests in Consolidated Financial
Statement- an amendment of ARB No. 51 ( SFAS 160 ). SFAS 160 amends Accounting Research Bulletin No. 51, Consolidated Financial
Statements, establishing accounting and reporting standards for the non-controlling interest in a subsidiary and for the deconsolidation of a
subsidiary. This statement is effective for fiscal years beginning on or after December 15, 2008. Early adoption is prohibited. The Company is
currently evaluating adoption of the standard. No impact on current consolidated financial statements will occur since the standard will impact
future consolidated financial statements only.

In December 2007, the Financial Accounting Standards Board ( FASB ) issued SFAS 141(R), Business Combinations ( SFAS 141(R) ). SFAS
141(R) replaces SFAS No. 141, Business Combinations, retaining the fundamental requirements of
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SFAS 141 and expanding the scope to apply the same method of accounting to all transactions or events in which one entity obtains control over
one or more other businesses. This statement applies prospectively to business combinations or acquisitions after the beginning of the first
annual reporting period beginning on or after December 15, 2008. An entity may not apply this standard before this date. The Company will
adopt SFAS 141(R) as of September 1, 2009.

In June 2007, the Emerging Issues Task Force ( EITF ) reached a consensus on EITF Issue No. 06-11 ( EITF 06-11 ), Accounting for Income Tax
Benefits of Dividends on Share-Based Payment Award. EITF 06-11 requires companies to recognize the tax benefits of dividends on unvested
share-based payments in equity (increasing the Financial Accounting Standards (SFAS) No. 123(R) APIC Pool of excess tax benefits available

to absorb tax deficiencies) and reclassify those tax benefits from additional paid-in capital to the income statement when the related award is
forfeited (or is no longer expected to vest). The Company is required to adopt EITF 06-11 for dividends declared after September 1, 2008. The
Company has opted for earlier application starting on September 1, 2007 for the income tax benefits of dividends on equity-classified employee
share-based compensation that are declared in periods for which consolidated financial statements have not yet been issued. The adoption of

EITF 06-11 did not have a material impact on the Company s consolidated financial condition and operating results.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial Liabilities, including an amendment of
FASB Statement No. 115 ( SFAS 159 ). SFAS 159 permits companies to measure many financial instruments and certain other items at fair value
at specific election dates. The Company will adopt SFAS 159 beginning September 1, 2008. The Company is currently evaluating the impact, if
any, the interpretation will have on its consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. ( SFAS 157 ) establishes a framework for measuring fair value in
generally accepted accounting principles (GAAP) and expands disclosures about fair value measurements. SFAS 157 simplifies and codifies
related guidance within GAAP. The Company adopted SFAS 157 on September 1, 2007. The adoption of SFAS 157 did not have a material
impact on the Company s consolidated financial condition and operating results.

In September 2006, the Securities and Exchange Commission (  SEC ) issued Staff Accounting Bulletin (SAB) No. 108, Section N, Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements. Section N provides guidance on
the consideration of the effects of prior year misstatements in quantifying current year misstatement for the purpose of a materiality assessment.

The Company adopted SAB No. 108 on September 1, 2007. No prior year misstatements were incurred, therefore the adoption of SAB No. 108

did not have a material impact on the Company s consolidated financial condition and operating results.

NOTE 3 DISCONTINUED OPERATIONS

In accordance with the provisions of SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, the accompanying
consolidated financial statements reflect the results of operations and financial position of the Company s activities in the Philippines and Guam
as discontinued operations.

The assets and liabilities of the discontinued operations are presented in the consolidated balance sheets under the captions Assets of
discontinued operations and Liabilities of discontinued operations. The underlying assets and liabilities of the discontinued operations for the
periods presented are as follows (in thousands):

February 29, August 31,
2008 2007

Cash and cash equivalents $ 69 $ 45
Accounts receivable, net 479 441
Prepaid expenses and other current assets 39 6
Other assets 953 888
Assets of discontinued operations $ 1,540 $ 1,380
Accrued expenses $ 119 $ 151
Liabilities of discontinued operations $ 119 $ 151
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The Company s former Guam operation has a deferred tax asset of $2.7 million, primarily generated from NOLs. This deferred tax asset has a
100% valuation allowance, as the Company currently has no plans that would allow it to utilize these losses. Additionally, a significant portion
of these losses are limited as to future use due to the Company s Section 382 change of ownership in October 2004.
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The following table sets forth key components of income from the discontinued operations of the closed warehouse clubs in Guam and the
Philippines, (in thousands):

Three Months Ended Six Months Ended
February 29, February 28, February29, February 28,
2008 2007 2008 2007
Net warehouse club sales $ $ $ $
Pre-tax income from discontinued operations 27 28 45 46
Income tax (provision) benefit
Income from discontinued operations $ 27 $ 28 $45 $ 46

The pre-tax income from discontinued operations, for the six months ended February 29, 2008 and February 28, 2007 of $45,000 and $46,000,
respectively, is the net result of the subleasing activity in Guam.

NOTE 4 PROPERTY AND EQUIPMENT

Property and equipment consist of the following (in thousands):

February 29, August 31,
2008 2007
Land $ 63,401 $ 58924
Building and improvements 129,374 109,706
Fixtures and equipment 73,147 66,275
Construction in progress 2,229 10,790
268,151 245,695
Less: accumulated depreciation (68,896) (65,710)
Property and equipment, net $ 199,255 $ 179,985

Building and improvements includes net capitalized interest of $1.6 million and $1.3 million as of February 29, 2008 and August 31, 2007,
respectively.

In October 2007 (fiscal year 2008), the Company acquired the company that had leased to it the real estate and building upon which the
Barbados warehouse club is located for approximately $12.0 million. This acquisition contributed the following property and equipment (in
thousands):

Land $ 4,965
Building and improvements 6,948
Fixtures and equipment 85
Total property and equipment $ 11,998

In the first six months of fiscal year 2008, the Company also capitalized approximately $16.4 million in building and improvements, fixtures and
equipment and construction in progress, primarily related to the new warehouse club openings in Guatemala (November 2007) and Trinidad
(December 2007) and continued improvements in our other warehouse club locations.
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NOTE 5 EARNINGS PER SHARE

Basic income per share is computed based on the weighted average common shares outstanding in the period. Diluted income per share is
computed based on the weighted average common shares outstanding in the period and the effect of dilutive securities (options, warrants and
rights) except where the inclusion is anti-dilutive (in thousands, except per share data):

Three Months Ended Six Months Ended
February 29, February28, February29, February 28,
2008 2007 2008 2007
Net income $ 9,516 $ 6,544 $16,210 $ 10,617
Determination of shares:
Average common shares outstanding 28,848 28,477 28,815 28,441
Assumed conversion of:
Stock options 140 138 142 139
Put option)
Restricted stock grant® 245 609 250 573
Diluted average common shares outstanding 29,233 29,224 29,207 29,153
Net income:
Basic income per share $ 033 $ 0.23 $ 0.6 $ 0.37
Diluted income per share $ 033 $ 0.22 $ 0.6 $ 0.36

(1) The effect of the put agreement entered into as part of the settlement with the PSC Parties (see Note 12) was anti-dilutive during the
period. Therefore, no values were reflected in the computation of diluted earnings per share.

(2) Restricted stock was issued to certain employees in the second quarter and first six months of fiscal years 2008 and 2007. The dilutive
effect of the restricted stock issued is 3,192 shares and 878 shares for the three month and six month periods, respectively, for the fiscal
year 2008. The dilutive effect of the restricted stock issued is 5,900 and 532 for the three month and six month periods, respectively, for
the fiscal year 2007.

NOTE 6 DIVIDENDS

On January 24, 2008, the Company s Board of Directors declared a cash dividend in the total amount of $0.32 per share, of which $0.16 per share
is payable on April 30, 2008 to stockholders of record as of the close of business on April 15, 2008 and $0.16 per share is payable on
October 31, 2008 to stockholders of record as of the close of business on October 15, 2008.

On February 7, 2007 the Company s Board of Directors declared a cash dividend, in the total amount of $0.32 per share, with $0.16 per share
payable on April 30, 2007 to stockholders of record as of the close of business on April 15, 2007 and $0.16 per share payable on October 31,
2007 to stockholders of record as of the close of business on October 15, 2007. These cash dividends have been paid as of October 2007.

The Company anticipates the ongoing payment of semi-annual dividends in subsequent periods, although the actual declaration of future
dividends, the amount of such dividends, and the establishment of record and payment dates is subject to final determination by the Board of
Directors in its discretion, after its review of the Company s financial performance and anticipated capital requirements.
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NOTE 7 ASSET IMPAIRMENT AND CLOSURE COSTS

During fiscal year 2003, the Company closed two warehouse clubs, one each in the Dominican Republic and Guatemala. The decision to close
these warehouse clubs resulted from the determination that the locations were not conducive to the successful operation of a PriceSmart
warehouse club. In fiscal year 2007, the Company closed its San Pedro Sula, Honduras location and relocated to a new site which was acquired
in fiscal year 2006 in another section of the city.

A reconciliation of the changes and related liabilities derived from the closed warehouse clubs as of February 29, 2008 is as follows (in
thousands):

Liability as of Charged to Non-cash Liability as of
August 31, 2007 Expense Amounts Cash paid February 29, 2008
Lease obligations $ 3,226 (76) $ 3,150
Other associated costs 33 (33)
Total $ 3,226 33 (109) $ 3,150

(1) Amount includes $3,072 million of Accrued closure costs and $154,000 of short-term lease obligations (included within Other accrued
expenses) on the Consolidated Balance Sheet as of August 31, 2007.

(2)  Amount includes $2,992 million of Accrued closure costs and $158,000 of short-term lease obligations (included within Other accrued
expenses) on the Consolidated Balance Sheet as of February 29, 2008.

NOTE 8 COMMITMENTS AND CONTINGENCIES

From time to time, the Company and its subsidiaries are subject to legal proceedings, claims and litigation arising in the ordinary course of
business, the outcome of which, in the opinion of management, would not have a material adverse effect on the Company. The Company
evaluates such matters on a case by case basis, and vigorously contests any such legal proceedings or claims which the Company believes are
without merit.

In accordance with SFAS 5, Accounting for Contingencies, the Company accounts and reports for loss contingencies if (a) information available
prior to issuance of the consolidated financial statements indicates that it is probable that an asset had been impaired or a liability had been
incurred at the date of the consolidated financial statements, and (b) the amount of loss can be reasonably estimated.

The SEC issued a formal order of private investigation on January 8, 2004 to investigate the circumstances surrounding a restatement of
financial statements for the fiscal year 2002 and the first three quarters of fiscal year 2003. The SEC issued subpoenas to the Company for the
production of documents and took testimony, pursuant to subpoena, from several of the Company s present and former employees, but to the
Company s knowledge there has been no activity relating to this matter for approximately three years. On February 26, 2008 the Company was
advised by the U.S. Securities and Exchange Commission, that it may consider the investigation to be closed.

The Company is required to file federal and state tax returns in the United States and various other tax returns in foreign jurisdictions. The
preparation of these tax returns requires the Company to interpret the applicable tax laws and regulations in effect in such jurisdictions, which
could affect the amount of tax paid by the Company. The Company, in consultation with its tax advisors, bases its tax returns on interpretations
that are believed to be reasonable under the circumstances. The tax returns, however, are subject to routine reviews by the various taxing
authorities in the jurisdictions in which the Company files its returns. As part of these reviews, a taxing authority may disagree with respect to
the interpretations the Company used to calculate its tax liability and therefore require the Company to pay additional taxes.

In evaluating the exposure associated with various tax filing positions, exclusive of accounting for income taxes, the Company accrues charges
for probable and estimable exposures. At February 29, 2008, the Company believes it has accrued for probable and estimable exposures. As of
February 29, 2008 and August 31, 2007, the Company had recorded within other accrued expenses a total of $3.2 million and $3.4 million,
respectively, for various tax contingencies unrelated to income tax.
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Beginning on September 1, 2007, the Company accrues an amount for its estimate of probable additional income tax liability in accordance with
the new provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes An Interpretation of FASB Statement No. 109
( FIN 48 ). Under FIN 48, the impact of an uncertain income tax position on the income tax return must be recognized at the largest amount that is
more-likely-than-not to be sustained upon audit by the relevant tax authority. An uncertain income tax position will not be recognized if it has
less than 50% likelihood of being sustained. As of
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February 29, 2008, the Company has classified uncertain income tax positions as $6.5 million in long-term income taxes payable, $0.1 million in
long-term deferred tax liabilities and $0.4 million as current income taxes payable. The classification of this liability as current, as opposed to
long-term, occurs when the Company expects to make a cash payment in the following 12 months.

Except where indicated otherwise above, a reasonable estimate of the possible loss or range of loss cannot be made at this time for the matters
described. It is possible that an unfavorable outcome of some or all of the matters, however unlikely, could result in a charge that might be
material to the results of the year.

NOTE 9 SHORT-TERM BORROWINGS AND LONG-TERM DEBT

As of February 29, 2008 and August 31, 2007, the Company, together with its majority or wholly-owned subsidiaries, had $3.9 million and $3.3
million, respectively, outstanding in short-term borrowings, at weighted-average interest rates of 8.0% and 8.0%, respectively, which are secured
by certain assets of the Company and its subsidiaries and are guaranteed by the Company. Each of the facilities expires during the year and is
typically renewed. As of February 29, 2008 and August 31, 2007, the Company had approximately $3.2 million and $9.4 million available on
these facilities, respectively.

Additionally, the Company has a bank credit agreement for up to $10.0 million, which can be used as a line of credit or to issue letters of credit.
As of February 29, 2008, there were no amounts outstanding or letters of credit issued under this facility.

As of February 29, 2008 and August 31, 2007, the Company, together with its majority or wholly owned subsidiaries, had $17.4 million and
$9.4 million, respectively, outstanding in long-term borrowings. The increase during the current period primarily relates to a long-term debt
arrangement for $9.0 million to finance the acquisition of the company that had leased to the Company the real estate upon which the Barbados
PriceSmart warehouse club is located. This arrangement consists of two underlying loans, one for $4.5 million and the other for $9.0 million
Barbados dollars (equivalent to $4.5 million U.S. dollars). On February 13, 2008, the Company entered into an interest rate swap agreement with
Citicorp Merchant Bank for a notional amount of $4.5 million as disclosed in Note 10. The carrying amount of the non-cash assets (land,
building, fixtures, and equipment) assigned as collateral for long-term debt was $19.5 million and $9.7 million as of February 29, 2008 and
August 31, 2007, respectively. Certain obligations under leasing arrangements are collateralized by the underlying asset being leased.

NOTE 10 INTEREST RATE SWAP

On February 13, 2008, the Company entered into an interest rate swap agreement with Citicorp Merchant Bank for a notional amount of $4.5
million. This swap agreement was entered into in order to fix the interest rate of the $4.5 million loan as disclosed in Note 9. The loan has a
variable interest rate of LIBOR plus a margin of 1.5%. Under the swap agreement, the Company will pay a fixed rate of 5.22% for a term of
approximately five years (February 18, 2008 through May 15, 2013). The notional amount of $4.5 million is scheduled to amortize to $2.25
million over the term of the swap. The LIBOR reset dates for the $4.5 million of term loan debt and the notional amount of $4.5 million on the
interest rate swap are effective semi-annually on November 15 and May 15. Since the interest rate swap is fixed at 5.22%, the difference
between the actual floating rate (six month LIBOR plus margin of 1.5%) and the fixed rate of 5.22% applied against the notional amount of the
swap each quarter is paid to or received from Citicorp Merchant Bank.

As of February 29, 2008, the total notional amount of the Company s receive-variable/pay-fixed interest rate swap, which was designated as an
effective hedge, was $4.5 million and the fair market value recorded in Accumulated comprehensive loss was approximately $63,000.

NOTE 11 ACQUISITION OF BUSINESS

The Company s business combinations are accounted for under the purchase method of accounting, and include the results of operations of the
acquired business from the date of acquisition. Net assets of the acquired business are recorded at their fair value at the date of the acquisition.
Any excess of the purchase price over the fair value of tangible net assets acquired is included in goodwill in the accompanying consolidated
balance sheets.

In October 2007, the Company acquired all of the common shares of Regan Lodge, the company that had leased to it the real estate and building
upon which the Barbados warehouse club is located. The Company acquired this company for approximately $12.0 million. The fair values of
the assets acquired and the liabilities assumed in connection with the acquisition were estimated in accordance with SFAS No. 141, Business
Combinations. The Company used a third-party valuation firm to assist management in estimating these fair values. No goodwill was recorded
for this acquisition and no other intangible assets were acquired that would require fair value estimates under SFAS No. 142, Goodwill and
Other Intangible Assets.
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The purchase price was allocated as follows to the fair values of the net tangible assets acquired (in thousands):

Land $ 4,965
Building and improvements 6,948
Fixtures and equipment 85
Other Assets 14
Liabilities (170)
Total Purchase Price, Net of Cash 11,842
Cash Acquired 156
Total Purchase Price $11,998

The primary operations of the company acquired was the leasing of the real estate and building upon which the Barbados warehouse club is
located. Upon acquisition, these operations will cease; therefore, no pro-forma financial statement of operations are required to be presented.

NOTE 12 PSC SETTLEMENT

On February 11, 2008 the Company announced that it had entered into a Settlement Agreement and Release with PSC, S.A. ( PSC ), Tecnicard,
Inc. and Banco de la Produccion, and their affiliates (collectively PSC Parties ), which resolves the previously disclosed disputes that had been
pending between the Company and the PSC Parties. The terms of the Settlement Agreement and Release include: (i) a dismissal of all pending
litigation and a mutual release of all claims; (ii) the Company s acquisition of PSC s 49% interest in PSMT Nicaragua (BVI), Inc. resulting in the
Company being the sole owner of the PriceSmart Nicaragua business; (iii) termination of other agreements between the Company and the PSC
Parties resulting in, among other things, banks affiliated with the PSC parties vacating the PriceSmart warehouses by mid-April 2008;
(iv) certain real estate conveyances between the parties relating to properties adjacent to the PriceSmart warehouse clubs in Managua, Nicaragua
and Zapote, San Jose, Costa Rica, including the Company s acquisition from PSC of a land parcel at the Zapote site and the Company s
conveyance to PSC of two land parcels at the Managua site; and (v) subject to PSC s commercially reasonable efforts to sell, during a 60 day
period commencing February 8, 2008, 679,500 shares of the Company s common stock held by PSC at a price at or above $25 per share, the
Company and PSC will enter into a Put Agreement covering any of the 679,500 shares that PSC owns at the end of such period. The Put
Agreement, in turn, will require PSC to use commercially reasonable efforts to sell the shares subject to the Put Agreement during a period of 60
days from the date of the Put Agreement. At the end of such period, PSC may require the Company to purchase at $25 per share any of those
shares which may remain unsold at the conclusion of that period. Edgar A. Zurcher, who had been a director of the Company since November
2000, is President and a director of PSC, S.A. As required by the terms of the Settlement Agreement and Release, Mr. Zurcher resigned from the
Company s board of directors on February 8, 2008.

Payments made by the Company pursuant to the settlement agreement for items (i), (ii), (iii), and (iv) were $17.85 million from available
operating funds. Of this amount, $6.4 million was deposited into escrow and recorded as restricted cash, as final release of these funds is subject
to performance by the PSC Parties of certain actions. Additional non-cash expenses pursuant to this agreement include the write-off of PSC
related accounts receivable that total approximately $528,000.

In accordance with SFAS 5, Accounting for Contingencies, in the fourth quarter of fiscal year 2007, the Company established a reserve of $5.5
million related to the potential settlement of this pending litigation. The amount of the reserve was equal to management s estimate of the
potential impact of a global settlement on the Company s consolidated net income.

In the second quarter of fiscal year 2008, as a result of the executed legal settlement, reserve amounts were recorded for costs associated with the
settlement of approximately:
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$1.2 million in additional settlement costs to the original $5.5 million estimated in fiscal year 2007 for costs determined to be
period costs for both the cash and non-cash settlement costs pursuant to the elements of the settlement agreement described at
clauses (i) and (iii) of the description of the settlement agreement and release with PSC, S.A. and related entities.

$1.9 million in costs to record the initial valuation and expense for the Put described at item (v) of the description of the
settlement agreement and release with PSC, S.A. and related entities.

$314,000 for costs associated with the change in the fair market value of the Put between February 8, 2008 and February 29,
2008.

In accordance with the Company s accounting policy, the Company recorded the re-classification of approximately $17.0
million from additional paid in capital to the liability account, common stock subject to put agreement, pursuant to item (v) of
the description of the settlement agreement and release with PSC, S.A. and related entities.

The Company recorded an income tax benefit of approximately $1.7 million as a result of the $6.7 million recorded for
settlement costs pursuant to item (i) and (iii) of the settlement agreement and release with PSC, S.A. and related entities. In
fiscal year 2007, when the Company accrued for the settlement cost, the Company was not able to estimate the tax benefit
component of the settlement cost with an adequate level of certainty.

Pursuant to the elements of the agreement described at items (ii) and (iv) above, the Company has recorded the following transactions:

The Company s acquisition of PSC s 49% interest in PSMT Nicaragua (BVI), Inc., resulting in the Company being the sole
owner of the PriceSmart Nicaragua business. The Company s business combinations are accounted for under SFAS 141,

Business Combinations. An acquisition of a minority interest in a subsidiary is considered a step acquisition. As of the date of
the step acquisition the historical basis of the minority interest balance of the selling minority shareholder is reduced to the
extent of the percentage interest sold. Net assets of the acquired business are recorded at their fair value at the date of the
acquisition. The excess of the purchase price over the fair value of tangible net assets acquired is included in goodwill in the
accompanying consolidated balance sheets. The Company recorded the purchase of the remaining 49% minority interest of its
Nicaragua subsidiary in February 2008. The consideration provided in connection with this acquisition consisted of $10.2
million. The purchase price of $10.2 million was allocated to minority interest for approximately $3.2 million and to goodwill
for approximately $7.0 million, in accordance with SFAS 141.

The Company recorded the purchase of the acquisition from PSC of a land parcel at the Zapote, Costa Rica warehouse club
site for $1.0 million. The Company also recorded the purchase of easement rights relating to properties adjacent to the
PriceSmart warehouse club in Managua, Nicaragua for $250,000.
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On October 31, 2007, Grupo Gigante S.A. de C.V. acquired all of PriceSmart, Inc. s 50% interest in PSMT Mexico (a joint venture that had
previously operated three PriceSmart warehouse clubs) for $2.0 million, thereby assuming 100% control and ownership of PSMT Mexico.
Consequently the Company recorded a $2.6 million impairment charge in fiscal year 2007, related to the write down of the Company s interest in
its Mexico joint venture to its revised net realizable value. The impairment charge included $1.7 million in accumulated unrealized loss
associated with currency changes recorded as Accumulated other comprehensive loss on the consolidated balance sheet and $892,000 related to
the amounts carried as Investment in unconsolidated subsidiaries. While the Company believes that the value of the investment previously
indicated on the consolidated balance sheet would over time have been realized, there were concerns about the Company s control of the actions
necessary to achieve those outcomes given that a substantial portion of the realizable assets related to refunds from the Mexican tax authorities
for pre-paid taxes. The Company, therefore, concluded that it was in the Company s best interest to complete the divestment of its Mexico
holdings and reduce its involvement in activities not related to the future growth of the membership warehouse business in its targeted markets.
The Company was relieved of all its obligations under letters of credit granted in favor of Mexican tax authorities totaling $1.9 million in
connection with this disposal. In the first quarter of fiscal year 2008, the Company recorded a loss on disposal of $111,000 to write off the equity
income of $111,000 recognized for the first two months of the quarter. The income included foreign currency translation gain of $129,000 and a
net loss of $18,000.

As of As of
February 29, 2008 August 31, 2007
Current assets $ $ 5,776
Noncurrent assets $ $ 5,788
Current liabilities $ $ 907
Noncurrent liabilities $ $ 129
Six Months Ended
February 29, 2008 February 28, 2007
Revenues $ $
Cost of Goods Sold $ $
Net income (loss) $ (35) $ (367)

NOTE 14 RELATED-PARTY TRANSACTIONS

Use of Private Plane: From time to time members of the Company s management used a private plane owned in part by PFD Ivanhoe, Inc. ( PFD
Ivanhoe ) to travel to business meetings in Central America and the Caribbean. The Price Group owns 100% of the stock of PFD Ivanhoe, and
Sol Price is an officer of PFD Ivanhoe. The Price Group s members include Sol Price, Robert E. Price, Murray Galinson and Jack McGrory
(Board member and employee of the Company). If the passengers are solely PriceSmart, Inc. personnel, then the Company reimburses PFD
Ivanhoe for a portion of the fixed management fee and additional expenses PFD Ivanhoe incurred as a result of the hours flown including direct
charges associated with the use of the plane, landing fees, catering and international fees. The Company reimbursed PFD Ivanhoe based on the
amounts the passengers would have paid if they had flown a commercial airline if one or more of the passengers is a Member of The Price
Group (including Robert E. Price). This agreement was in place through February 23, 2007. The Company paid approximately $55,000 and
$106,000 for the six months ended February 29, 2008 and February 28, 2007, respectively, for these services. On February 23, 2007, the
Company entered into an agreement with PFD Ivanhoe to purchase their six and one quarter percent (6.25%) undivided interest in a Citation
XLS Aircraft for approximately $658,000. This entitles the Company to 50 hours of flight time per year. The Company still maintains an
agreement to reimburse PFD Ivanhoe for use of other aircraft based on the amounts the passengers would have paid if they had flown a
commercial airline if one or more of the passengers is a Member of the Price Group (including Robert E. Price).

Relationships with Edgar Zurcher: Edgar Zurcher, who was a director of the Company from November 2000 until February 2008, is a partner in
a law firm