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"Part 1 — Financial Information
Item 1. Financial Statements.

PEPSI-COLA PRODUCTS PHILIPPINES, INC.

CONDENSED INTERIM BALANCE SHEETS
(Amounts in Thousands)

September 30 Tune 30
2008 2008
Note {Unaundited) {Audited)
ASSETS .
Current Assets
Cash and cash equivalents a F609,714 - PB590,326
Receivables - net 7.9 ' 934,811 918,952
Inventories 688,911 678,933
Dwe from related partics 7 253,542 245,673
Prepaid expenses and other current assets g 98,972 113,252
Total Current Assets 2,585,950 2,547,136
Noncurrent Assets
Investments in associates 526,348 525,502
Bottles and cases - net 2,141,431 1,972,654
Property, plant and equipment - net & 3.047 664 2,861,459
Other assets - net 165,358 138,039
Total Noncuarrent Assets 5,880,801 5497.654
P3,466,751 P8,044.790
LIABILITIES AND EQUITY
Current Liabilities
Notes payable 9 P300,000 P147.100
Accounts payable and acetued expenses g9 21,236,962 2,079,994
Dividends payable v 334,737 -
Due to a related party 7,0 59.039 62,021
Total Current Liabilities 2,930,738 2289115
Noncurrent Liabilities
Accrued retirement cost = net of current
portion 186.577 186,577
Deferred tax liabilities - net 314,467 289,712
Total Noncurrent Liabilities 501,044 476,289
Total Liabilities 3,431,782 2,765 404

Farward



September 30 June 30

2008 2008

Note {(Unaudited) {Audited)

Eqnity

Capital stock P354,066 P354,066

Additional paid-in capital 1,197,369 1,197,369
Eifzct of dilution of ownership (1,018) (1,018
Retained earmings 3,284,552 3,528,969

Total Equity 5,034,969 5,279.386

P8,466,751 P8,044,790

See Noteg to the Condensed Tuterim Financial Statemenis.



PEPSI-COLA PRODUCTS PHILIPPIN ES, INC.

CONDENSED INTERIM STATEMENTS OF INCOME

(Amounts in Thousands, Except Earnings Per Share)

For The Three Months Ended September 30

2008 2007
Noie {Unandited} {Audited)

NET SALES P3,333,003 3,198,850
COST OF GOQODS SOLD 7 2,375,332 2,193,884
GROSS PROFIT 058,571 1,004,966
OPERATING EXPENSES 7 803,193 514,378
INCOME FROM OPERATIONS 155,378 190,588
NET FINANCE AND OTHER INCOME 7 11,831 4,557
INCOME BREFORE INCOME TAX 167,200 195,145
INCOME TAX EXPENSE 42 421 48,645
NET INCOME P124,788 P146,500
Basic Earnings Per Share 3 F0.03 P0.04

Fee Nouies fo the Condenyed nterim Finaneial Stafernents,



PEPSI-COLA PRODUCTS PHILIPPINES, INC,

CONDENSED INTERIM STATEMENTS OF CHANGES IN EQUITY

{Unaudited)
(Amounts in Thousands)

For The Three Months Ended September 30

2008 2007
{Unandited) {Audited)
CAPITAL STOCK
Comman stock - P0.15 par value per share
Aunthorized - 5,000,000,000
Tssued and outstanding 3,693,772,279 in 2008
and 3,312,989 386 in 2007 P534,066 P496,248
ADDITIONAL PAID-IN CAPITAL 1,197,369 59,475
EFFECT OF DILUTION OF OWNERSHIP (1,018) (1,018)
RETAINED EARNINGS
Balance at beginming of period 3,528.969 2768272
Net income for the period 124,788 146,500
Dividends declared {369,205) -,
Balance at end of period 3,284,552 2,914,772
5,034,969 P3,47G,173

See Noies (o the Condensed Interim Flngnoial Stalements.



PEFSI-COLA FRODUCTS FHILIFFINES, INC,
CONDENSED INTERIM STATEMENTS OF CASH FLOWS
(Unaudited)

{Amounts in Thousands)

For The three Months Ended September 30

2008 2007
Note (Unandited) {Audited)
CASH FLOWS FROM OPERATING ACTIVITIES ¢
Income before income tax P167.209 P193,145
Adjustments for:
Depreciation and amortization ] 269,785 221,362
Allowance for probable losses in
values of bottles and cases, machinery and
equipment, idle assets, impainment losses,
inventory obsolescence and others - net 24,647 25,370
Tnterest expense 3,505 6,147
Interest income (7.957) (3,636)
Gain on sale of property and equipment (6,560) (596)
Share in net earnings of associates (846) (932)
Operating income before working capital changes 449,783 442,840
Changes in operating asscts and liabilities:
Decrease (increase) in:
Recelvabies (27,708) 40,972
Inventories (15,416) (74.133)
Due from related partics - net 7 (10,851) (2,873)
Prepaid expenses and other current assets 14,280 (2,441
Increase (decrease) in accounts payable and
accrued expenses 104,077 (119.670)
Cash generaied from operations 514,165 284,695
Interest received 7405 3,922
Interest paid ‘ (2,748} (14,077)
Income taxes paid . (A1
Net cash provided by operating activities 518,822 274,123
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from disposals of property and
equipment 9,466 908
Net additions te:
Bottles and cases (283,941) (91,279)
Property, plant and equipment 6 (350,540) {336,374)
Increase in other assets (27,319) (35,218)
Net cash used in investing activities {6532,334) (461.,963)

Forward



For The Three Months Ended September 30

Noie 2008 2007

CASH FLOWS FROM FINANCING

ACTIVITIES
Net proceeds from (repayments of):

Notes payable P152,900 P380,000

Long-term debt - (179.166)
Cash dividends paid - (400,000}
Net cash provided by (used in) financing activities 152,900 (199,166}
NET INCREASE (DECREASE) IN CASH

AND CASH EQUIVALENTS 19,388 (387,000)
CASH AND CASH EQUIVALENTS

AT BEGINNING OF PERIOD 590,326 632,272
CASH AND CASH EQUIVALENTS

AT END OF PERIOD P609,714 P245 266

Swe Notey te the Condensed Iniertm Financial Statements.



PEPSI-COLA PRODUCTS PHILIPPINES, INC.

NOTES TO THE CONDENSED INTERIM FINANCIAL STATEMENTS
(Amounts in Thousands, Except Number of Shares and Par Value per Share and When
Otherwise Stated)

1. Reporiing Entity

Pepsi-Cola Products Philippines, Inc. (the Company) was tregistered with the Philippine
Securities and Exchange Commission (SEC) on March &, 1989 primarily to engage in
manufacturing, sales and distribution of carbonated soft-drinks (CSD) and nop-
carbonated beverages (NCB) to retail, wholesale, restauranis and bar trades. The
Company’s registered office and principal place of business is at Km. 29, National Road,
Tunasan, Muntinlupa City.

The Company’s associate (formerly a wholly-owned subsidiary), Nadeco Realty
Corporation {NRC), was incorporated under Philippines laws primarily to engage in the
rea) estate business. On February 1, 2007, a change in NRC's capital siruchire decreased
the Company’s ownership interest to 40%.

The condensed interim financial statements of the Company as of and for the three
months ended September 30, 2008 were approved and authorized for issue by the
Company’s Audit Cominittee on Wovember 14, 2008,

2. Basis of Preparation

Statement of Compliance

These condensed interim financial staiements have been prepared in accordance with
Philippine Accounting Standard (PAS) 34, Juterim Fiwancial Reporiing, These
condensed intetim financial statements do not include all of the Information required for
a complete set financial staternents, and should be read in conjunction with the annual
financial statements of the Company as of and for the year ended June 30, 2008 and the
audited interim financial statements of the Cornpany as of and for the three months ended
Septernber 30, 2007. .

Use of Judgments and Estimates

The preparation of the condensed interim financial statements requires management to
make judgments, estimates and assumptions that affect the application of accounting
policies and the reported amounts reported in the condensed interim financial statements,
Actua] results may differ from these estimates.

The significant judgments and estimates made by management in applying the
Company’s accounting policies and the key sources of estimation uncertainty were the
same as those that applied to the annual financial staternents as of and for the year ended
Tupe 30, 2008.

During the three months cnded Scptember 30, 2008, management reassessed its estimates
in respect of the following:

Estimating Allowance for Impairment Losses on Recefvables
As of September 30, 2008 and June 30, 2008, allowance for impaimment losses on
teceivables amounted to P116 million and P102 million, respectively.



Estimating Net Realizable Value of Inventories
As of September 30, 2008 and June 30, 2008, the amounts to reduce inventories to net
realizable values amounted to P17 mitlion and P9 millian, respectively.

3. Significant Accounting Policies

The significant accounting policies adopted in the preparation of the condensed interim
financial statements ate consistent with those followed in the preparation of the annual
financial statements as of and for the year ended June 30, 2008.

The following are the new and revised standards which are not vet effective and have not
been applied in preparing these condensed interim financial statoments:

= PFRS 8, Operating Segments. This will be effective for financial years beginning on
or after January 1, 2009 and will replace PAS 14, Segment Reporfing. This PFRS
adopts a management approach in reporting segment information. The information
reported would be that which management uses internally for evaluating the
performance of operating segments and allocating resources to those segments. It is
required for adoption only by cntities whose debt or equity instruments are publicly
waded, or are in the process of filing with the SEC for the purposes of issuing any
class of instruments in a public market. The Company will assess the impact of this
standard to its cutrent manner of reporting segment information when it adopts the
standard on July 1, 2009, !

»  Revised PAS 1, Presentation of Financial Stotements. The revised standard will be
effective for financial vears beginning on or afier Yanuary I, 2009. The revised
standard introduees “total comprehensive income” (1., changes in equity during a
period, other than those changes resulting from transactions with owners in their
capacity as owners), which is presented either in: () one statement (i.c., a statement
of comprehensive income); or (k) two statements {(i.2., an income statement and a
statement beginning with profit or loss and displaying components of other
comprehensive income). Certain requirements are also required by revised PAS 1
that are not reqaired by the original standard. The requirements of revised PAS 1 will
be included in the Company’s financial statements upon its adoption in 2009.

4. Seasonality of Operations

The Company’s sales is subject to scasonality. Sales are generally higher in the hot, dry
months from March through Junc and lower during the wetter monsoon months of Tuly
through October. While these factors lead to a natural seasonality on the Company’s
sales, unseasonable weather could also significantly affect sales and profitability
compared to previous comparable periods. Higher sales are likewise experienced around
the Christtmas/New Year holiday period in late December through early January.
Consequently, the Company’s operating results may fluctuate. In addition, the
seasonality of the Company's results may be affected by unforeseen circumstances, sugh
as production interruptions. De to these fluctuations, comparisons of sales and operating
results between periods within a single year, or between different periods in different
financial years, are not necessarily meaningful and should not be relied on as indicators
of the Company’s performance.



5. Basic Earnings Per Share (EP5)

Basic EPS is computed as follows:

For The Three Months Ended September 30

2008 2007

{Unaudited) (Audited)

Met income (a) P124,788 P146,500
Number of shares outstanding (b) 3,693,772,279  3.312,989,386
Basic EPS (a'h) P0.03 PO.o

As of September 30, 2008 and 2007, the Company has no dilutive debt or cquity

instraments.

6. Property, Plant and Equipment

The movernents in this account are as follows:

Machinery and ~ Buildings and

Other Leaschold Construction in  Fuenfture and
Equipment  Improvemcnts Fragress Fixtures Totai
Muctsurement basts Cost Cost Cost Cosi
Grods wrrying amonni:
Fune 30, 2008 ¢ July 1, 2008 (Audizd} Pe, 200,757 P&5ER,272 Pz12236 P26,608 P7,187 873
Additona 104,365 5,960 239860 353 350,540
Dizpozala/write-offs (20,490 (84409 (1571) - (36,501
Transtirs 204,038, 24,258 {229,509 1312 -
Septembeey 30, 2008 (Unoudited) 6514 &80,050 14515 28,275 7.5m 512
Accumulated depreciatior,
amortization ard fspalrment
lossges:
Tune 30, 2008/ Tuly 1, 2008 {Andited) 3,393,754 411,598 - 21922 4,326414
[repreciation and amortizalion 146,242 14,257 - 230 181,428
Diinposal/wiite-offs (22,1901 (11,805} - - (33,995)
Septomber 30, 2008 (Unaudited) 4,013,546 414,050 - 21,252 4,453,548
Carrying amourt:
June 30, 2002 (Audited) b2.3498 063 Prag,674 212,236 P5586 P1,361 459
September 30, I008 (Unavdited) F1.560,126 FI66,000 Piid e F7,023 3,047,664

No impairment loss was recognized for the Company’s propetty, plant and equipment for
the three months ended September 30, 2008 and 2007,

7. Related Party Transactions

The Company has significant related party transactions which arc summarized as follows:

a.

The Company has Exclusive Bottling Agreements with PepsiCo, Ihe. (“PepsiCo™), which
has 29.49% beneficial interest in the Company, up to year 2017 and Pepsi Lipton
International Limited (“Pepsi Lipton™), a joint venture of PepsiCo, up to year 2012.
Undey the agreements, we are suthorized to bottie, sell and distribute PepsiCao and Lipton
beverage products in the Philippines. In addition, PepsiCo and Pepsi Lipton shall supply
us with the main raw materials (concentrates) in the production of these beverage
products and share in the funding of certain marketing programs. The agreements may be



renewed by mutial agreement between the parties. Under the agreements, PepsiCo and
Pepsi Lipton have the right to terminate our contracts under certam conditions, mcluding
failure to comply with terms and conditions of the appoititiment subject to written notice
and rectification period, change of ownership control of the Company, change of
ownership control of an entity which controls the Company, discontinuance of bottling
beverages for 30 consecutive days, occwrrence of certain events leading to the
Company’s insolvency or bankruptcy, change in management and control of the
business, among viher (hings. Total net purchases from PepsiCo amounted to P486
million and P482 nullion for the three months ended Septermber 30, 2008 and 2007,
respectively. Total purchases from Pepsi Lipton amounted to P51 million and P45
million for the three months ended September 30, 2008 and 2007, respectively.

The Company has a cooperative advertising and marketing program with PepsiCo and
Pepsi Lipton that sets forth the agreed advertising and marketing activities and
participation arrangement during the years covered by the botting agreements. In certain
instances, the Company pays for the sajd expenses and claim reimbursement from
PepsiCo. As of September 30, 2008 and June 30, 2008, reimbursable marketing charges
from PepsiCo amounted to P104.3 million and P98.8 million, respectively.

On April 11, 2007, the Company has entered into a Performance Agreement with
PepsiCo, Orion Brands International (“Orion Brands™), Guueo Assets (Philippines), Ine.
and Hong Way Holdings, Inc. to meet certain marketing and investment levels from 2007
to 2017, as required by the Exclusive Bottling Agreements with PepsiCo. c
Pertormance Agreement requires us to: (1) spend a specified percentage with a minimum
amount for the beverage products; (2) make certain investments based on a minimum
peroentage of our sales to expand the our manufacturing capacity; (3) invest in a
minimum number of coolers per year to support distribution expansion; and (4) expand
our distribution capabilities in terms of the pumber of active routes, the number of new
rouies and the number of trucks used for distribution support.

Certain real estate properties of NRC were mortgaged to securc our outstanding long-
term debt and a portion of its notes payable.

The Company leases cll::rtain parcels ol land where some of Its bottling plants are located
from NRC. Lease expenses recognized amounted to P2.6 million and P1.8 miilion for
the three months ended September 30, 2008 and 2007, respectively.

Working capital advances. The Company’s advances to NRC amounting to P38 million
bear interest at a fixed rate of 10% per annum.



In the regular course of business, transactions with related parties consisted primarily of
the following:

The outstanding receivables and pavables from related parties are as follows:

September 30, 2008 June 30, 2008

Related Partics Relationship {Unaudited) (Audited)
Due from related
parties: +
NRC Azzociate P147,283 P145,523
PepsiCo Stockholder 104.304 98,773
Wadeco Holdings
Corporation Associate ‘ 1,955 1,375
P253,542 245,673
PepsiCo (included under
“Receivables™ account} Stockholder P45,443 P36,877
Due to a related party -
NRC Associate P39,039 - P62,021

8. Segment Information

As discussed in MNote 1, the Company is engaged in the manufacture, ssles and
distribution of CSD and NCB. Since its start of commercial operations in 1989, the
Company’s main products are CSD which include brands like Pepsi-Cola, 7Up,
Mountain Dew and Mirinda,

The Company began its distribution of NCB products to its consumers following the
installation of NCB production lines in the Muntinlupa Plant in December 2004. The
NCRB brand category includes Gatorade, Tropicana/Twister, Tipton and the recently
introduced Sting energy drink and Frope] fimess water. '

Accordingly, the Company operates in two (2) reportable business semments, which
include the CSD and NCB categories, and only one (1) reportable geographical segment
which is the Philippines. Thus, a secondary geographic reporting format is not applicable.

Analysis of financial infonmation by business segment is as follows:

For the Threc Months Ended September 30

Moncarbonated
Carbanated Soft Drinls RBeverages Combined

{In 000,0007s) 2008 2007 2008 2007 2008 2007
Net Saley
External sales P3,053 P3,079 P332 Pegy . P34z P3,768
Saleg diseounts and retums (518) (505) (om (o4 (608) (569}
Net sales 3,535 P2574 700 PG5 3,334 P3,199
Result
Segment result* P729 Prog P30 P2a7 P99 1,005
TInallocated expenges (B03) (814}
Tnterest and financing

ExpeTides 3 (2]
Interest income g 4
Forzign axchange lass - net - 4
Equity in niet eamnings of

assoCiaTes i 1

Forward



For the Three Months Ended September 30

Noncarbonated
Carbonated Soft Drinks Beverages Combined

(In 0OQ,006°5) 2008 2007 205 2007 2008 2007
Oither income (expenses) - et 3 1
Provision for jncome tax,_ {4y (4%
Net income F125 P146
Orther Information
Segment assels P7,776 P§,708
Tnvestments in and advances

10 associates 526 641
{ther assets 165 182
Dreferred tax agsels - -
Combined total assets Fi.467 76,611
Segment labilitiss P2483 P2328
Motes payable 300 429
Long-tenn debt - 104
Income and other taxes

payshle - 204
Dividends payabie and athers 335 -
Deferved tax liabilities . 314 e
Combined tota) lisbilitles B3432 F3.140
Capital expenditires ‘ Fo3d pads
Depreciation and

amortization and impaittent

of property, plant and

equipment 27a 21
Mon—cash items other than

depreciation

and amortization 25 26

# &eument expenaez were allosated through the percentage of each reportable segment’s net salas aver the total et sales.

9. Financial Instruments and Financial Risk Management
The Company’s financial instraments are measured as described below:

Cash and cash equivalents. Cash includes cash on hand and in banks. Cash equivalents
are short-term, highly liquid investments that are readily convertible to known amounts
of cash with original maturities of three months or less from dates of acquisition and that
are subject to an insignificant risk of change in value.

Finemeial Assels at faiv value through profit and loss (FVEL). Financial assets at FVPL
include financial assets held for trading and financial assets designated upon initial
recognition as at FVPL, Financial asgets are classified as held for trading if they are
acquired for the purpose of selling in the near term. Gains or losses on investments held
for trading are recognized in the siatements of incotne, Derivatives are also classified as
held for trading unless they are designated as effective hedging instruments. )

The Company has no investments classified as financial assets at FVFL.

Loans and Receivables. Loaps and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active market. They are not
entered into with the intention of immediate or short-term resale and arc not designated
as AFS or financial asset at FVPL. Loans and receivables are carried at cost or amortized
cost, less impairment in value. Amortization is detenmined using the effective interest
method. Gains and losses are recognized in income when the loans and receivables arc
derecognized or impaired, as well as through amortization process.



The Company’s trade and other receivables and due from related parties are included in
this category.

HTM Invesimends, HTM investments are quoted non-derivative financial assets with
fixed or determinable payments and fixed maturities for which the Company’s
management has the positive intention and ability to hold to maturity. Where the
Company sells other than an insignificant amount of HTM investments, the entike
category would be tainted and classified as AFS investments. After initial measurcment,
these investments are mezsured at amortized cost using the effective interest method, less
impaitment in value. Amortized cost is calculated by taking into account any discount or
premium on acquisition and fees that are an integral part of the effective interest rate.
Gains and losses are recognized in the statements of income when the HTM investments
are derecognized or impaited, as well as through the amortization process.

The Company has no investments classified under this category.

AFS. AFS investroents are nop-derivative financial assets that are designated in this
category ot are not classified in any of the other categories. Subsequent to initial
recognition, AFS investments arc cartied at fair value in the balance sheets. Changes in
the fuir value of such assets are reported in (he equity section of the balance sheets until
the itnvestment is derecognized or the investmemt is determined o be impaired. On
derecognition or impairment, the cumulative gain or loss previously reported in equity is
transferred o the statements of income. Interest earned on holding AFS investments are
recognized in the statements of income using the effective interest method.

The Company has no investments classified under this category.

Financial Liabilify af FVPL. Financial liabilities are classified in this category if these
result from trading activities or derivative transactions that are not accounted for as
accounting hedges, or when the Company elects to designate a financial liability under
this category. '

The Company has no designated financial liability at FVPL.

Other Financial Liabilities. This category pertains to financial labilities that are not held
for trading or not designated as at FVPL upon the inception of the liability. These include
liabilities anising from operations or borrowings.

The financial liabilities are recognized initially at fair value and ate subsequently carried
at amortized cost, taking inte account the impact of applying the effective interest
method of amortization (or accretion) for any refated premium, discount and any dircctly
attributable transaction costs,

Ineluded in this category are the Company’s notes payable, accounts payable and accrued
expenses, due to related party and dividends payable.

The Company has exposure to the following risks from its use of financial instruments:
= Credit Kisk

*  Liquidity Risk
*  Market Risk



This note presents information about the Company’s exposure to each of the above risks,
the Company’s objectives, policies and processes for measuring and managing risks, and
the Company’s managetent of capital.

The main purpose of the Company’s dealings in financial instruments is to fund its
operations and capital expenditires.

The BOD has overall responsibility for the establishment and oversight of the
Company’s tisk management framework. The BOD has established the Executive
Committee (EXCOM), which is responsible for developing and monitoring the
Company’s risk management policies. The EXCOM identifies all issues affecting the
operations of the Company and reports regularly to the BOD on its activities.

The Company’s tisk management policics are established to identify and analyze the
risks faced by the Company, to set appropriate risk limits and controls, apd to monitor
risks and adherence to limits. Risk management policies and systems are reviewed
regularly to reflect changes in market conditions and the Company’s activities. All risks
faced by the Company are incorporated in the annual operating budget Mitigating
strategies and procedures are also devised to address the risks that incvitably occur so as
not to affect the Company’s operations and detriment forecasted results. The Company,
through its training and management standards and procedures, aims to devclop a
disciplined and constructive control environment in which all employees understand their
roles and obligations, ‘

The Audit Committee performs oversight over financial management functions,
specifically in the areas of managing credit, liquidity, market and other risks of the
Company. The Audit Committee directly interfaces with the intemal audit fanction,
which undertakes reviews of risk management controls and procedures and ensures the
integrity of internal control activities which affect the financial management system of
the Company. The results of procedures performed by Intemal Audit are reported to the
Andijt Committee.

Credit Risk

Credit risk represents the risk of loss the Company would ineur if credit customers and
coutiterpatties fail to perform their contractual obligations. The Company’s credit risk
arizes principally from. the Company’s trade recefvables.

The Plant Credit Committees have established a credit policy under which each pew
customer is analyzed individually for creditworthiness before standard credit terms and
conditions are granted. The Company’s review inchudes the requirements of updated
eredit application docwments, credit verifications through the use of no negative record
requests and list of blacklisted accounts, and analyses of financial performance to ensure
credit capacity, Credit limits arc established for each customer, which serve as the
maximum open amount at which they are allowed to purchase on credit, provided that
credit terms and conditions are observed.

The credit limit and status of each customer’s account are first checked before processing
a eredit transaction, Customers that fail to meet the Company’s conditions in the credit
checking process may transact with the Company only on cash basis.

It is the Company’s policy to condust an annual eredit review through identification and
summarization of under-performing customers and review and validation of credit
violation. reports. Based on the summary, the Plant Credit Coinmittees may upgrade,
downgrade, suspend and cancel credit lines.



Most of the Company’s customers have been transacting with the Company for several
years, and losses have ocourred from time to time. Customer credit risks are monitored
through annual credit reviews conducted on a per plant basis, Results of credit reviews
arc grouped and summarized according to credit characteristics, such as geographic
location, aging profile and credit violations, Historically, credil violations have becn
attribatable to bounced checks, and denied, fictitious or absconded credit accounts.

Collateral securities are required for credit limit applications that exceed certain
thresholds. The Company has policies for acceptable collateral securities that may be

presented upon submission of credit applications.

The carrying amount of financial assets represents the maximum credit exposure. The
maximum exposure to credit risk is as follows:

September 30, 2008 June 30, 2008

{Unaundited) (Audited)
Receivables trade - net P864,440 P842,044
Cash in bank and cash equivalents 609,714 590,326
Other receivables - net 70,365 76,908

P1,541.985 P1,509.278

The aging of trade receivables is as follows:

September 30, 2008 June 30, 2008

(Unaudited) (Audited)

Gross Amount  Impairment  Gross Amount  Impairment

Cutrent ‘ P532,578 F - P518,732 P -

Pazt due 0-30 days 208310 - 211,240 -
Past due 31-60 '

days 65,248 - 69,315 -
More than 60 days 145,329 87,019 117,985 75,228
Po51.465 P37,019 P917,272 P75,228

Varjous collateral securities such as bank guarantees, time deposits, surety bonds, real
estate and/or chatte] mortgages arc held by the Company for trade receivables exceeding
certain amounts,

Liquidity Risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting financial
obligations as they fall due. The Company manages liquidity risk by forecasting
projected cash flows and maintaining a balance between continuity of funding and
flexibility. Treasury controls and procedures are in place to ensure that sufficient cash is
maintainad to cover daily operational and working capital requirerents, Managernent
closely monitors the Company’s future and contingent obligations and sets up required
cash reserves as neoessary in accordance with internal requirements.

In addition, the Company has the following credit facilities as of September 30, 2003:

= Omnibug line of credit with a number of Philippine banks consisting of
commitments for short-term loans, letters of credit and documents against
acceptances/documents against payment (DA/DP) facilities trust receipts. The
total commitment under the line of credit is P2 billion, of which the Compapy
had drawn P564 million under letters of credit and short-term loan as of
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Septernber 30, 2008. All facilities under the ommibus line bear interest at floating
rates consisting of 2 margin over current Philippine treasury rates; and

»  P480 million domestic bills purchased line, which is cutrently available.

The Company has complied with the minimum requirements of the credit facilities loan
agreement.

The following are the contraciual maturities of financial liabilities, including estimated
interest payments and excluding the impact of netting agreements:

As of September 50, 2008
{Unxudited)

Carrying Contractozl & Months or
Amount Cash Flow less

Financial linbilities
Notes payable PI00,000 F302 850 P302,250
Accounts payable and accrued expenses 2,236 962 2,236,962 2,236,962
Due to a related party 59,039 59.03% 39.038
P2,596,001 P2.598 851 P2.39%.851

As of June 30, 2008

(Audited)
Carrying Contractual
Amount Cash Flow 6 Months or less
Financial Habilities
Motes pavable F147,100 P147.8%0 P147.820
Accounts payable and accrued expenses 2,079,994 2,079,994 2,079,994
Due to a related party 62,021 62,021 62021
P2289.113 12,289,905 P2.289 903

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates,
interest rates and other market prices will affect the Company’s income or the value of jts
holdings of financial insttuments. The objective of market risk management is to manage
and contrel market risk exposures within acceptable parameters, while optimizing the
TERITL.

The Company is subject to various market risks, including risks from changes in
commodity prices, interest rates and currency exchange rates.

Commodity Prices

The risk from commodity price changes relates to the Company’s ability to recover
higher product costs through price increases to customers, which may be limited due Yo
the competitive pricing environment that exists in the Philippine beverage market and the
willingness of consumers to purchase the same volume of beverages at higher prices.
The Company’s most significant commodity exposure is to the Philippine sugar price.

The Company minimizes ils exposure to risks in changes in commodity prices by
entering into contracts with suppliers with duration ranging from six months to one year
with fixed volume commitment for the contract duration and with stipulation for price
adjustments depending on market prices.

Interest Rate Risk

The Company’s exposure to the tisk for changes in market interest rate relates primarily
to its debt obligations with variable interest rates. The Treasury Department, thraugh its
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competencies of managing debt obligations, transacts with creditars to enstre the most
advantageons terms and to reduce exposurc to risk of changes in market interest rate.

As of September 30, 2008, the interest rate profile of the Company’s interest-bearing

financial instruments is as follows: .

(Unaundited)

Financial assets P532,364
Financial liabilitics (300,600)
P232 364

Sensittvity dnalvsis
A 2% increase in interest rates would have increased equity and profits for the period
ended September 30, 2008 by P4.6 million.

A 2% decrease in interest rates for the period ended September 30, 2008 would have had
the equal but opposite effect, on the basis that all other variables remain constant.

Foreign Currency Risk

The Company is cxposed to foreign currency risk on purchases that are denominated in
currencies other than the Philippine peso, mostly in U.S. dollar and EURO. In respect of
monetary assets and liabilities held in currencics other that the Philippine peso, the
Company ensures that its exposure is kept to an acceptable level, by maintaining short-
term cash placements in U.S. dollar and buying foreign currencies at spot rates where
necessary to address short-term itnbalances. The management considered the exposure to
foreign currency risk to be insignificant. Further, the Company does not held any
investment in foreign scourities as of September 30, 2008 and Tune 30,2008,

Eair Values '
The carrying amounts of the financial assets and liabilitics approximate fair values duc to
the short-term nature of these financial instruments.

Capital Management

The Corpany’s objectives when managing capital are to increasc the value of
sharcholders’ investment and maintain high growth by applying free cash flow to
selective investments that would further the Company’s geographic diversification. The
Company sets strategies with the objective of establishing a versatile and resourceful
financial management and capital structure.

The Chief Financisl Officer has overall responsibility for monitoring of capital in
proportion to risk. Profiles for capital ratios are set in the light of changes in the
Company’s external environment and the risks underlying the Company’s business
operations and indusiry.

The Company menitors capital on the basis of the debt-to-equity ratio which is caleulated
as tota] debt divided by total equity. Total debl is equivalent to notes payable and long-
tern debt. Total equity comprises all components of equity including capital stock,
additional pajd-in capital and retained earings.

The Company has externally-imposed capital requirements arising from its loans with
local banks. Such loan agreements include the requirement to maintain a debt~to-cquity
ratic of not greater than 2:1. The Company has complied with such extemally-imposgd
capital requirements as of September 30, 2008 and June 30, 2008,
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The debt=to equity ratos are as follows: .

September 30,2008  Tune 30, 2008

{Unaudited) {Aundited)

Tatal debt P360,000 P147.100
Total equity P5,034,969 P5,279,386
Debt-to-equity ratio 0.028:1

-12 -
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item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Results of Operations

Revenues increased by 5% for the comparative three months periods in September 30, 2008 and 2007,
Revenue growths were driven by growth in NCB in keeping with the increasing consumer preference for
beverages associated with health and weliness. Notwithstanding a crowded and declining carbonated soft
drinks market in the Philippines, it maintained an almost flat volume growth in the carbonated soft drinks
revenues. The Company expanded its NCB product offerings in line with its strategy to make non-
carbonated beverage available at affordable packaging (i.e. retumable glass bottles), as a result of the
shift in product mix, the average NCB price went down by 5%. On the other hand, the average CSD price
remained largely unchanged.

Amist a very challenging year, i.e. spiraling fuel cost, stiff competition, gross profit decreased by 5% while
gross profit margin decreased from 31.4% to 28.8%. This is principally due to material price increases and
depreciation of additional capital expenditure.

Operating expenses as a ratio to net sales increased from 25.5% to 24.1%, while operating expenses
decreased by 1.4%. This is principally due to better cost management.

Consequently, net income for comparative three months periods in September 30, 2008 an8i 2007
decreased by 15%, while net income margin decreased from 4.6% to 3.7%.

Financial Condition

The Company's operating cycle (aka average receivable collection period plus average inventory
conversion period) has remained shorter than the credit terms from suppliers. Liquidity has remained
healthy although credit sales have increased from 62% in June 2008 to 64% in September 2008
Increase in credit sales in line with the shift from a direct distribution mode to a more efficient model of
fostering partnership with distributers and multi-route Entrepreneurial Distribution System confraciors as
well as increase in Modam Trade business. Trade payable days have likewise remained at manageable
levels.

In line with the Company's strategy to grow NCB and maintain its CSD market, the Company has
continued its investment in the distribution infrastructure such as bottles and shell and powered coolers. [t
has recently completed the expansion projects in Cebu and San Fernando. It has also commenced
expansion work in two other expansion projects.

Causes for Material Changes (+/-6% or more)
1. Increase current assets is less than 5%

2. 5% increase in total assets mainly due fo the capital expenditures of P350 million in property, plant
and equipment and P284 miillion in bottles and shells.

3. 28% increase in total current liabilities mainly dug to the fallowing: '
a. Additional loan availment of P152 million.
b. Increase in accounts payable and accrued expenses by P157 million.
c. P335 million (net of applicable withholding taxes) cash dividends dec:lared by the board on
September 30, 2008 due for payment on November 7, 2008,

4. 5% increase in noncurrent liabilities mainly due to the additional deferred tax liabilities of P25 million.
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Known Trends, Demands, or Uncertainties That May Affect Liquidity

The Company is not aware of any trend that may affect its liquidity. Refer to Note 9 of the Condensed
Interim Financial Statements for a discussion of the Company's liguidity risk and financial risk
management. .

Events That May Trigger Direct or Contingent Obligations
The Company is not awara of any events that will trigger direct or contingent financial obligation that is
material to the Company, including any default or aceeleration of an obligation, '

Off-Balance Sheet Transactions

To the Company's knowledge, there are no material off-balance sheet tranzactions, arrangement,
obligations (including contingent obligations), and other relationship of the Corporation with
unconsalidated entities or other persons created during the reporting period.

Material Commitments for Capital Expenditures

In January 2008, it had embarked on an IPO, with net proceeds of approximately £1.2 billion, to fund the
expansion of NCB business. In addition to maintaining a level of ongoing capital expenditures broadly
consistent with that incurred in recent periods, it expects to use the net proceeds received from the IPO
offering to complete the remaining expansion projects fined up.

Trends or Uncertainties That May Impact Results of Operations

The Company's performance will continue to hinge on the overall performance of the Philippine economy,
the natural seasonality of operations, and the competitive environment of the beverage market in the
Philippines. Refer to Note 9 of the Condensed Interim Financial Statements for a discussion of the
Company's Financial Risk Management.

Significant Elements of Income or Loss that Did not Arise from Continuing Operations
There were no significant elements of income or loss that did not arise from continuing operations.

Seasonality Aspects That May Affect Financial Conditions or Results of Operations
Please refer to Note 4 of the Condensed Interim Financial Statementis for a discussion of the seasopality
of the Company’s operations.

Top Five Koy Performance Indicators

The table below sets forth the comparative performance indicators of the Company.

September 30, 2008 June 30, 2008
Current ratio’ (.88 1.11
Debt-to-equity ratio® 0.060:1 0.028:1

For the three months period
September 30, 2008 . Septermber 30, 2007

(Gross sales P3.8 billion P3.8 billion
Gross profit margin® 28 8% 31.4%
Net income margin® 3.7% 4.8%

1 Current assets / current liabilities
* Total debt / total stockholders’ equity
j Gross profit / net sales

Net income / netf sales
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