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SECURITIES AND EXCHANGE COMMISSION
- SEC FORM 17-Q |
QUARTERLY REPORT PURSUANT TO SECTION 17 OF THE SECURITIES
REGULATION CODE AND SRC RULE 17(2)(b) THEREUNDER

. For the quarterly period ended September 30, 2011

Commission identification numb‘e‘r 0000160968 3. BIR Tax ldentification No 000-168-541

Exact name of issuer as specified in its charter: PEPSI-COLA PRODUCTS PHILIPPINES, INC,
Province, country or other jurisdiction of incorporation or organization: Philippines

Industry Classification Code: [l

i| (SEC Use Only)

Address of issuer's principal office and Postal Code:
‘Km. 29 National Road, Tunasan, Muntinlupa City 1773

Issuer's telephone number, including area code: (632) 850-7901 to 20

. Former name, former address and former fiscal year, if changed since last report: not applicable

0. Securities registered pursuant to Sections 8 and 12 of the Code, or Sections 4 and 8 of the RSA

Title of Each Class  Number of Shares of Common Stock
o Quistanding as of Septernber 30, 2008
Common Shares of Stock ' 3,693,772,279

1. Are any or all of the securities listed on a Stock Exchange?
Yes [X] No [ ]

Stock Exchange: Philippine Stock Exchange
Securities Listed: Common Shares of Stock

12. Indicate by check mark whether the registrant;

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

Yes {X] No [ ]
(b) has been subject to such filing requirements for the past ninety (90) days.

Yes [X] Ne [ ]
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Resulis of Operations

3Q2011 has been a positive turning point for PCPPI as revenues and net income have begun picking up.
The primary factors to this turmaround have been the much-anticipated drop in sugar prices and increased
marketing efforts on the part of PCPPL

30Q2011 gross sales increased to P4.9 billion by about 3% versus 30Q2010. The increase was mainly due
to the aggressive expansion of the use of returnable packaging format for PCPPI’s non-carbonated
beverages (NCB) business across the country and the growth in the flavors line of the carbonated soft
drinks (CSD) business. This is in line with PCPPL’s strategy of maintaining a firm position in the CSD
market and inereasing the revenue share of NCB in its product portfolio. Although Sept 2011 YT gross
sales of P14.70 billion still trails year ago gross sales by less than 1%, this is remarkable considering the
high base created by dry weather and election-related spending during the 1H2010.

3Q2011 gross profit increased by 10% to P1.03 billion and gross profit margin increased to 24.5%,
primarily due to a major drop in sugar prices. September 2011 sugar prices are cstimated to be down 20%
from September 2010 and about 40% down. from its peak earlier this year. The drop in sugar prices has
been mainly due to a good sugarcane harvest and the use of other sugar crop sources. Meanwhile, Sept
2011 YTD gross profit of P2.70 billion is still down 10% compared to same period last year. However,
this is expected to continue to reverse as sugar prices are expected to stabilize at current levels on the
back of over-supply locally. On the other hand, the gain acerued to the drop in sugar prices has been
partially counter-balanced by the increase in fuel prices.

Although Sept 2011 YTD operating expenses of P2.39 billion have been comparable to last year’s levels,
at 19% over net sales, 30201 1"s operating expenses of PE57.75 million have increased by 9.7% to 20.5%
of net sales, primarily due to inereased marketing spending. .

Finally, net income has also started to pick up as 302011 posted a net income of P118.18 million which
is 4% higher than 3Q2010. Aithough, Sept 2011 YTD net income of P225.83 million still trails last
year’s net income, PCPPI expects the reversal trend to continue for the fourth quarter on the back of the
stabilization of sugar prices at current levels and increased marketing efforts.

Financial Condition

Liquidity remained healthy while trade payable days have likewise stayed 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 shells and powered coolers.

It has completed the expansion projects in San Fernando and Cagayan De Oro.

Caugses for Material Changes (+/-5% or more) -

1. Decrease in current assets by 1.5%. This is due to net decrease in receivables and amount due from
related parties by P1 million, inventories by P24 million, and prepaid expenses by P67 million, offset
by increase in cash and cash equivalents by P50 million,

2. Increase in total noricurrent assets by 9% due mainly to increase in bottles and cases by P224 million
and property, plant and equipment by P293 million in line with the Company’s expansion projects.

SECForm17-0) (Sep 11).doc



3. Increase In total current liabilities by 7% due to increase in notes payable by P550 million, offset by
decrease in accounts payable and accrued expenses by P372 million.

4. Increase in total non-current liabilities by 14% due to increase in deferred tax liabilities by P46
million and other non-current liabilities by P38 million.

Known Trends, Demands, or Uncertainties That May Affect Liguidity

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 liquidity risk and financial risk
management. '

Events That May Trigger Direct or Contingent Obligations

The Company is not aware of any events that will trigger direct or contingent financial obligation that is
material to the Company, including any default or acceleration of an obligation.

Off-Balance Sheet Transactions

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

Material Commitments for Capital Expenditurcs

The Company has ongoing definite corporate expansion projects approved by the Board of Directors. As
a result of this expansion program, the Company spent for property, plant and equipment as well as
bortles and shells amounting to P1,386 miltion and P1,009 million for the nine-months ended September
30,2011 and 2010, respectively. To this date, the Company continues to invest in major capital
expenditures in order to complete the remaining expansion projects in line with prior calendar year
spending.

Trends or Uncertajnties That May Impact Results of Operations

The Company’s performance will continue to hinge on the overall performance of the Philippine
¢cononty, 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
Compuny’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 Interfm Financial Statements for a discussion of the seasonality
of the Company’s operations.

SECForm17-Q (Sep 11).doc



Part 1 — Financial Information

Item 1. Financial Statements.

PEPSI-COLA PRODUCTS PHILIPPINES, INC.

CONDENSED INTERIM STATEMENTS OF FINANCIAL POSITION

(Amounts in Thousands)

September 30 December 31
2011 2010
Nate (Unaudited) (Andited)
ASSETS
Current Assets
Cash and cash equivalents g P355,872 P303,686
Receivables - net Y 985,944 11,023,879
Inventories 984,947 1,009,367
Due from related parties &9 442,317 405,465
Prepaid expenses and other current assets 5,080 72,383
Total Current Assets 2,774,160 2,816,780
Noncurrent Assets
Investments in associates 526,390 530,785
Bottles and cases - pet 2,539,341 2,315,553
Property, plant and equipment - net 6 3,667,371 3,374,631
Other noncurrent assets - net 128,894 099,176
Total Noencurrent Assets 6,862,496 - 6,320,143
P9.636.656 0,136,925
LIABILITIES AND EQUITY
Current Liahilities
Accounts payable and acerued expenses 9 P2.309,896 P2,681,903
Notes payable 9 750,600 ' 200,000
Income tax payable 22,408 10,568
Total Current Liabilities 3,082,304 2,892,471
Noncurrent Liabilities
Deferred tax liabilities - net 413,089 367,113
Other noncurrent liabilities 200,642 222,550
Total Noncurrent Liabilities 673,731 389,663
Total Liabilities 13,756,035 P3.482,134

Forward



September 30 December 31

011 2010
(Unaudited) (Aundited)

Equity
Capital stock P554,066 P354,066
Additional paid-in capita} 1,197,369 1,197,369
_Retained eamings 4,129,186 3,903,356
Tetal Equity 5,880,621 5,654,791
PO.636,656 P9,136,925

See Notes to the Condensed Interim Financial Information.
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PEPSI-COLA PRODUCTS PHILTPPINES, TNC.

CONDENSED INTERIM STATEMENTS OF CHANGES IN EQUITY
(Amounts in Thousands, Except Per Share Data)

For The Nine Months
Ended September 30
2011 2010
{Unaudited)
CAPITAL STOCK
Common stock - P0.15 par value per share
Authorized - 5,000,000,000
Issued and outstapding - 3,693,772,279 F334,066 P334,066
ADINTIONAL PAID-IN CAPITAL 1,197,369 1,197,369
RETAINED EARNINGS
Balance at beginning of period 3,903,356 3,807,746
Net income for the period 225.830 449,342
Dividend declared - {369,377)
Balance at end of period 4,129,186 3,887,711
P5,880,021 P5,639,146

Jee Notes to the Condensed Interim Financial Information.



PEFPSI-COLA PRODUCTS PHILIPPINES, INC,

CONDENSED INTERIM STATEMENTS OF CASH FLOWS
(Amounts in Thousands)

For The Nine Months
Ended September 30
2011 2010
Note {Unaudijted)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax P324,281 P641,857
Adjustments for:
Depreciation and amortization 362.644 890,841
Allowance (reversal of allowance) for probable
losses in values of bottles and cases,
machinery and equipment, impairment losses, ‘
inventory obsolescence and others - net , 48,782 {51,303)
Retirement cost (income) 37,597 (3,500)
Interest expense 16,971 50
Equity in net loss (earnings) of associates 3,895 (1,040)
Loss (gain)} on sale of property and equipment 2,558 (308)
Interest income (4,680) (10,065)
Omerating income before working capital changes 1,292,048 1,464,032
Changes in operating assets and liabilities:
Decrease (increase) in:
Receivables : (1,378) 102,525
Inventories 11,696 (197,266)
Due from related parties (36,852) 75,927
Prepaid expenses and other current assets 67,303 32,135
[ncrease (decrease) in accounts payable and
accrued expenses - (369,456) 27,149
Cash generated from operations 963,361 1,504,502
Interest received 4,721 10,108
Income taxes paid {40,63%) (125,931)
Interest pajd (15,813 - (30)
Net cash provided by operating activities 911,634 1,388,629
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from disposals of property and
equipment 4,080 10,917
MNet additions to:
Property, plant and equipment ] (656,038) {520,941)
Bottles and cases (729,772) (487,620)
Increase in gther noncurrent assels (29,718) (7,937)
Net cash used in investing activities (P1,411,448) (P1,005,581)

Forward



For The Nine Months
Ended September 30

2011 2010
{(Unaudited)

CASH FLOWS FROM FINANCING

ACTIVITY
Proceeds from (repayment of) notes payable P550,000 (P100,000)
NET INCREASE IN CASH

AND CASH EQUIVALENTS 50,186 283,048
CASH AND CASH EQUIVALENTS

AT BEGINNING OF PERIOD 305,686 350,919 -
CASH AND CASH EQUIVALENTS

AT END OF PERIOD P355,872 P633,967

See Notes to the Candensed [nterim Finasctal Informaion



PEPSI-COLA PRODUCTS PHILIPPINES, INC.

NOTES TO THE CONDENSED INTERIM FINANCIAL INFORMATION
(Amounts in Thousands, Except per Share Data and When Otherwise Stated)

1. Reporting Entity

Pepsi-Cola Products Philippines, Inc. (the “Company™) was registered with the
Philippine Securities and Exchange Commission (SEC) on March 8, 1989 primarily to
engage in manufacturing, sales and distribution of carbonated soft-drinks (CSD), non-
carbonated beverages (NCB) and confectionery products to retail, whaolesale, restaurants
and bar trades. The Company’s registered office and principal place of business is at Km.
29, National Road, Tunasan, Muntinlupa City.

The Company is listed in the Philippine Stock Exchange (PSE) and has been included in
the PSE composite index since February 1, 2008. Lotte Chilsung Beverage Co. Ltd., with
a 34.4% stake in the Company, is the largest shareholder of the Company. PepsiCo, Inc.
is the other major shareholder with a 29.48% stake. Lotte Chilsung Beverage Co. Ltd.
was organized and existing under the laws of South Korea. PepsiCo, Ine. was organized
and existing under the laws of the United States of America.

2. Basis of Preparation

Statement of Compliance

These condensed interim financial information have been prepared in accordance with
Philippine Accounting Standard (PAS) 34, Interim Financial Reporting. These
condensed interim financial information do not include all of the information required for
a complate set of financial statements, and should be read in conjunction with the annual
financial statements of the Company as at Decembear 31, 2010.

Basis of Measurement
The financial stalements have been prepared on a historical cost basis.

Functional and Presentation Currency

The financial statements are measured using the currency of the primary economic
environment in which the Company operates. The financial statements are presented in
Philippine peso, which is the Company’s functional currency and all values are rounded
to the nearest thousands, except per share dats and when otherwise indicated.

Use of ludements apnd Estjates

The preparation of the condensed interim financial information requires management to
make judgments, estimates and assumptions that affect the application of accounting
policies and the reported amoumts reported in the condensed interim financial
information. Actual 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 were applied to the annual financial statements.

During the nine months ended September 30, 2011, management reassessad its estimates
in respect of the following:



Estimating Allowance for Impairment Losses on Receivables
As at September 30, 2011 and December 31, 2010, allowance for impairment losses on
receivables amounted to P168 million and P128 million, respectively.

Estimating Net Realizable Value of Inventories
As at September 30, 2011 and December 31, 2010, the carrying amount of inventories
was reduced to its net realizable values by P27 million and P18 million, respectively,

3. Significant Accounting Policies

The significant accounting policies adopted in the preparation of the condensed interim
financial information are consistent with those followed in the preparation of the annual
financial statements.

Changes in Accounting Policies
The following are the amendment to standard and interpretation, which are effective for

the nine months ended September 30, 2011, and have been applied in preparing these
condensed interim financial information:

* Revised PAS 24, Related Party Disclosures (2009), amends the definition of a
related party and modifies certain related party disclosure requirements. The
adoption of this revised standard did not have any significant impact on the
Company’s financial statements.

= [mprovements to PFRSs 2010, contain 11 amendments to six standards and to one
interpretation. The following improvements were identified (o be relevant but did not
have any material effect on the Company’s financial statements,

» PFRS 7, Financial Instruments: Disclosures. The amendments add an explicit
statement that qualitative disclosure should be made in the context of the
quantitative disclosures to better enable users to evaluate an entity’s exposure to
risks arising from financial instruments. In addition, the TIASE amended and
removed existing disclosure requirements.

*  PAS 34, Interim Financial Reporting. The amendments add examples to the list
of events or transactions that require disclosure under PAS 34 and remove
references to materiality in PAS 34 that describes other minimum disclosures.

New or Revised Standard Not Yet Adopted

PERS 9, Financial Instruments (2009), which was issued as the first phase of the PAS 30
replacement project. The chapters of the standard released in 2009 only related to the
classification and measurement of financial assets. PFRS 9 (2009) retains but simplifies
the mixed measurement model and establishes two primary measurement categories for
financial assets: amortized cost and fair value. The basis of classification depends on the
entity’s business model and contractual cash flow characteristics of the financial asset.
In October 2010, a new version of PFRS 9. Financial Instruments (2010), was issued
which now includes all the requirements of PFRS 9 (2009) without amendment. The
new version of PFRS 9 also incorporates requirements with respect to the classification
and measurement of financial liabilittes and the derecognition of financial assets and
financial liabilities. The guidance in PAS 39 on impairment of financial assets and hedge
accounting continues to apply. The new standard is effective for annual periods




beginning on or after Japuary |, 2013. PERS 9 (2010) supersedes PFRS 9 (2009).
However, for annual periods beginning before January 1, 2013, an entity may elect to
apply PFRS 9 (2009} rather than PFRS 9 (2010). The standard has been approved but is
not yet effective for the nine months ended September 30, 2011.

4. Seasonality of Operations

The Company’s sales are subject to seasonality. Sales are generally higher in the hot, dry
months from March through June and tower during the wetter monsoon months of July
through October. While these factors lead to a natural seasonality on the Company’s
sales, unseasonable weather could also significantly affect sales and profitability
cotnpared to previous comparable periods. Higher sales are likewise experienced around
the Christmas/New Year holiday period in late December through early January.
Consequently, the Company’s operating results may fluctuate. In addition, the
Company’s results may be affected by uynforeseen circumstances, such as production
intertuptions. Duc to these fluctuations, comparisons of sales and operating results
between periods within a single veat, or between different periods in different financial
years, are not necessarily meaningful and should not be relied on as indicators of the
Company’s perfonmance.

5. Basic/Diluted Earnings Per Share (EPS)

Basic EPS is computed as follows:

For The Nine Months For The Three Months
Ended September 30 Ended September 30
2011 2010 2011 2019
{Unaudited) {Unaudited)
Net income (a) P225,.830 P449,542 P118,176 F114,039
‘Weighted average :

number of shares

outstanding (b) 3,693,772,279 3,693,772,279  3,693,772.279 3,693,772.279
Basic/Diluted EPS

(a/h) P0.06 P0.12 P0.03 P0.03

As at Septetnber 30, 2011 and 2010, the Cormpany has no dilutive equity instruments.



64

Froperty, Flant and Equipment

The movements in this account are az follows:

Machinery Buildings and

and Other Leasehald  Constroction Furriture

Equipment  Tmprovements in Progress  and Fixtures Total
Measurement basly Cost Cast 031 Cost
Grogs caveying amount:
December 31, 2010 (Audited) F7,477,234 PR43.084 P522.732 P31,702  P8.874,752
Additions 519,811 88,829 (35,769 3167 656,038
Dispesals (62,443) - - {31} {62,494)
Transfers/reclassifications 123265 5,598 (128.863) - -
September 30, 2011 (Unaudited) 5,157,865 237,511 338,100 34,818 9,468,294
Accnmallated depreciation and

amortizatlin:

December 31, 2010 (Audited) 4,960,602 309,947 - 23,312 5,300,121
Depreciation and amormization 340,539 14,974 - 1,167 336,650
Disposals {53.807) - (51} (33,838)
{ransfers/teclassitications {37} 37 - - -
September 30, 2011 (Unandited) 5,251,357 F5rd 908 F- P14,628 P5,800,923
December 31, 2010 (Audited) 2,510,572 P33T P322.732 PE,190 P3,374,63]1
September 30, 2011 (Unaudited) 2,906,508 P41L573 P333,100 10,190 P3,667371

No impairment indicators exist on the Company’s property, plant and equipment as at
September 30, 2011 and December 31, 2010.

The Company has ongoing definite corporate expansion projects or programs approved
by the Board of Directors (BOD). As result of this expansion program, the Cotpany
spent for property, plant and equipment as well as bottles and shells amounting to P1.386

billion for the ning months ended September 30, 2011.

Change in Estimated of Useful Lives (EUL) of certain Property and Equipment

In 2011, the Company reviewed and changed the EUL of certain property and equipment

in line with actual wtilization.

The changes in EUL in each assets class are as follows:

Number of Years

Building

Leasehold Improvement
Machinery - Mechanical
Machinery - Elcctronics
Machinery - Componant

Mechamical Machinzry - Rehab
Electronics Machinery - Rehab

Automotive

O1d EUJL New EUL
2 40
11} 13
10 25
10 3
10 5
4 2
4 5
s 7




The elfect of the above changes in depreciation expense recognized under the “Cost of
Goods Sald™ and “Operating Expensges” account in the condensed interim statements of
comprehensive income in the current and future years follows:

2015 and
2011# 2012 2013 2014 beyond
Increase (decrease) in
depreciation
expense (F175.306) (P137,357) (P87,371) (Po6,790)  P466,824

* Far the nine manths ended Seprember 30, 2011, the effect of change in EUL of cenmin Property and Equipment decreasey depraciaton
expense amounted to P132 million.



7. Segment Information

As discussed in Mote 1, the Company is engaged in the manufacture, sales and
distribution of CSD and NCB. The Company’s main products under its CSD category
include brands Pepsi-Cola, 7Up, Mountain Dew, Mirinda and Mug. The NCB brand
category includes Gatorade, Tropicana/Twister, Lipton, Sting energy drink and Propel
fitness water. The Company operates under two (2) reportable business segments, the
C5D and NCE categories. Analysis of financial information by business segment is as
follows:

For the Nine Months Ended September 30

Noncarbonated
Carhonated Soft Drinks Beverages Combined
2011 2010 2011 2010 2011 2010
_{In 000,000"s} (Unaudited) {Unaudited) (Unaudited)
Sales
External sales Fi0.345 Pi10.602 Pd,355 P4,210 ¥14,700 P14,812
Sales discounts snd returns (1,544) (1,A17) {540 (464 {2.064) (2.081)
et sales F§,501 P985 P3,833 F3,745 F12.635 F12,73]
Rexull
Segment result® 1,883 p2,116 P321 P332 P1,704 P2998
1nellgcated expenses (2,387) {2,399)
Interest and financing
EXpENsCs (14) (4)
Interest income 2 10
Equity it het earnings (loss)
of associates (3) 1
(ther incoms - net 23 36
[ngome tax expense [ek] (193
Net income P226 P442
Other Informatipn®*
Segmeni assets P3.931 P8 507
Investments in and advances
to associates 327 33
. Other noncurrent assets 129 9%
Combined total assets 9,637 F%,137
Segment liabilities PL571 2,204
Mates payable 750 200
Income tax payable 12 11
Delirred tax liabilities 413 367
Combined total liabilities P3.756 P3,4282
Capital expeticditures P1,386 Pl 009

Depreciation and

amortization and impairment

of property, plant and

equipment and bottles and

cases 863 890
Mon-cash iterns gther than

depreciation

anil amoitization 49 (51)
* Setent rexult is the difference between aut sales and segment expenses. Segment expenses are allocared based on the percentags of

wach reportable sepment™s net sales over the tota) net sales,

** Beginent asgets and liabilities relate 1o balances as ar September 30, 2011 and 2010,

There were no intersegment sales recognized between the two reportable segments.

The Company uses its assets and incurs liabilities to produce both carbonared soft drinks
and non-carbonated beverages; hence, the assets and liabilities are not directly
attributable to a segment and cannot be allocated into each sezment on a remsonable
basis.



Major Customer
The Company does not have any single external customer from which sales revenue
generated amounted to 10% or more of the net sales.

8. Related Party Transactions

Related party relationship exists when one party has ability to control, directly or
indirectly, through one or more intermediaries, the other party or exercise significant
influence over the other party in making the financial and operating decisions. Such
relationship also exists between and/or among entities which are under common control
with the reporting enterprises, or between and/or among the reporting enterprises and
their key management personnel, directors, or its stockholders.

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

a.

The Company has Exclusive Bottling Agreements with PepsiCo, Inc. (“PepsiCo™),
stockholder, which has 29.48% beneficial interest in the Comparny, up to year 2017
and Pepsi Lipton International Limited (“Pepsi Lipton™), a jeint venture of PepsiCo
and Unilever NV, up to vear 2012. Under the agreements, the Company is
authotized to bottle, sell and distribute PepsiCo and Pepsi Lipton beverage products
in the Philippines. In addition, PepsiCo and Pepsi Lipton shall supply the Company
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 mutual agreement between the parties, Under the agreements,
PepsiCo and Pepsi Lipton have the right to terminate the contracts under certain
conditions, including failure to comply with terms and conditions of the appointment
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 hottling beverages for 30 consecutive days, oceurrence of certain
events Jeading to the Company’s insolvency or bankruptey, change in management
and control of the business, among others. Total met purchases from PepsiCo,
amounted 1o P2.270 billion and P2.349 billion for the nine months ended
Seplember 30, 2011 and 2010, respectively. Total purchases from Pepsi Lipton for
the nine months ended September 30, 2011 and 2010 amounted to P68 million and
P69 million, 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 atrangement during the years covered by the bottling agreements, In
certain instances, the Company pays for the said expenses and claims reimbursement
from PepsiCo. For the nine months ended September 30, 2011 and 2010, the
Company incurred marketing expenses amounting to P351 million and P328 million,
respectively. The Company’s outstanding receivable from PepsiCo included under
“Due from related parties” account in the condensed interirn statements of financial
position, which are unsecured, noninterest-bearing and payable on demand,
amounted to P80 million and P48 million as at September 30, 2011 and December
31, 2010, respectively.

On April 11, 2007, the Company entered into a Performance Agreement with
PepsiCo to mest certain marketing and investment levels from 2007 to 2017, as
required by the bottling agreement with PepsiCo. The agreement requires the
Company to: (1) spend a specified percentage with a minimuwm amount for the
beverage products; (2) make certain investments based on a minimum percentage of
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the Company’s sales to expand the Company’s manufacturing capacity; (3) invest in
a mintmum number of coolers per year to support distribution expansion; and
(4) expand the Company’s distribution capabilities in terms of the number of active
routes, the number of new routes and the number of trucks used for distribution
support.

¢.  Certain parcels of land properties of Nadeco Realty Corporation (NRC), an associate,
were mortgaged 10 secure a portion of the Company’s notes payable as at
December 31, 2010, The Company leases these parcels of land where some of its
bottling plants are located. Lease expenses recognized amounted to PE million each
for the nine months ended September 30, 2011 and 2010, respectively. The Company
has advances to NRC amounting to P38 million which bear interest at a fixed rate of
10% per annum. The Company also has outstanding net receivables from NRC,
amounting to P320 and P315 million as at September 30, 2011 and
December 31, 2010 which are unsecured, nonimterest-bearing and payable on
demand. The advances and recejvables are included under “Due from related parties”
account in the condensed interim statements of financial position

d. The Company has outstanding working capital advances to Nadeco Holdings
Corporation, an associate, amounting to P4 million ay al September 30, 2011 and
December 31, 2010 and which are unsecured, noninterest-bearing and payable on
demand. The advances are included under “Due from related parties” account in the
condensed interim statements of financial position.

e. The Company subleases a portion of its warehouse to Pepsi-Cola Far East Trade
(PCFET), an affiliate. Rent income recognized amounted to P1.7 million for the
period ended September 30, 2011 and 2010, The rent income is recognized by the
Compaty under “Net Finance and Other Income” accounts in the condensed interim
statements of comprehensive income.

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

Loans and Receivables. Loans and receivables are nonderivative 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 are not designated
as available for sale financial assets or fair value through profit or loss (FVPL) financial
assets. Loans and receivables are carried at amortized cost, less impairment in value.
Amortization is determined using the effective interest method. Gains and losses are
recognized in income when the loans and receivables are derecognized or impaired, as
well a3 through amortization process.

Cash includes cash on hands 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
msignificant risk of change in value.

The Company’s cash and cush equivalents, receivables and due from related parties are
included in this category.

Cther Financial Liabilities. This category pertains to financial liabilities that are not held

for trading or not designated as at FVPL upan the inception of the liability. These include
liabilities arising from operations or borrowings.
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The financial liabilities are recognized initially at fair value and are subsequently carred
at amortized cost, taking into account the impact of applying the effective interest
method of amortization (or accretion) for any related premium, discount and any directly
attributable transaction costs.

Included in this category are the Company’s notes payabie and accounts payable and
accrued expenses that meet the above definition (other than liabilities covered by other
PFRS, such as income tax payable and accrued retirement cost).

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

s Credit Risk
= Liquidity Risk
=  Market Risk

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

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

The BOD has overall responsibility for the establishment and oversight of the
Company’s risk management framework. The BOD has established the Executive
Committee (EXCOM), which is responsible for developing and momitoring 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 risk management policies are established to identify and analyze the
risks faced by the Company, to set appropriate risk limits and controls, and 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 inevitably occur so as
not to affect the Company’s operations and forecasted results. The Company, through its
training and management standards and procedures, aims to develop a disciplined and
constructive control environment in which all employees understand their roles and
obligations.

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

There were no changes in the Company’s objectives, policies and processes for managing
the risk and the methods used to measure the risk from previous year,



Credil Risk

Credit risk represents the risk of lnss the Cormpany would incur if credit customers and
counterparties fail to perform their contractual obligations. The Company’s credit risk
arises principally from the Company’s trade recejvables.

It is the Company’s policy to enter into transactions with a diversity of creditworthy
parties to mitigate any significant concentration of credit risk.

The Plant Credit Committees have established a credit policy undet which cach new
customer 15 analyzed individuvally for creditworthiness before standard credit terms and
conditions are granted. The Company’s review includes the requirements of updated
credit application documents, credit verifications through confirmarion that there are no
credit vielations and that the account is not included in the negative list, and analyses of
financial performance to ensure credit capacity. Credit limits are established for each
customer, which serve as the maximum open amount at which they are allowed to
purchase on credil, provided that credit terms and conditions are observed.

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

Meost of the Company’s customers have been transacting with the Company for several
vears, 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
are grouped and summarized according to credit characteristics, such as geographic
location, aging profile and credit violations. Historically, credit violations have heen
attributable 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, 2011 December 31, 2010

{(Unaundited) (Audited)
Receivables - net P9383,944 P1,023,879
Cash in bank and cash equivalents 385,872 305,686
Due from related parties 442,317 405,465
Total credit exposure P1,784,133 P1,735,030
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As al Seplember 30, 2011 and December 31, 2010, the aging analysis per class of
financial assets that were past due but not impaired is as follows:

September 30, 2011
Meither
past due Past due but not impaired
nor 1o 30 3 w60 More than
impalred days days 60 days Impaired Total
Cash and cash
equivaients P353,872 P- P- Fu P- F333.572
Trade and other
receivables: .
Trade 656,548 216,736 41,341 34,636 115,425 1,067,706
(Mhors 0,253 17,213 2,947 &.250 42,188 85,831
Due from reluted parties 434,045 3,639 1,516 2,217 - 442,317
1,456,618 237,608 46,804 43,103 167,613 1,251,746
Less allowanee for
impairment losses - - - - 167,613 167,613
F1,436,618 F137,605 F46,804 Pd5,103 F- F1,784,133
December 31, 2010
Neither past
due Past diue but hat itnpaived
nor 31060 More than
impaired 1 to 30 davs days 50 davs Impaired Taotal
Cash and cash
squivalents P305,636 P- P- P P- F305,686
Trade and other
receivables:
Trade 676,400 268,800 32327 " 108,577 1,086,104
Qthers 12,151 15,653 3,831 14,717 19,412 65,764
Thn from related parties 405 465 - - - - 405 463
1,399 703 284 453 36,158 14,717 127 959 1863019
Less allowance for
impairment lpgzes - - - - 127,989 127 989
P1L399,702 P54 453 F36,158 P14,717 P- P1,735,030

Various collateral securities such as bank guarantees, time deposits, surety bonds, real
estate and/or chattel mortgages are held by the Company for trade receivables exceeding
certain amounts. The aggregate fair market value of these collateral securities amounted
to P178 million and P174 million as at September 30, 2011 and December 31, 2010,
respectively.

To pursue timely realization of collateral in an orderly manner, the Company's policy
discourages the acceptance of chattel and real estate collateral, For chattel and real estate
collateral, the Company created rules govemning the acceptance of such guarantees. On
mstances of customer default, the Company's credit committee with the support of the
Corporate Legal Department is responsible for the foreclosure of collaterals in the form
of real and movable personal properties. Series of demand letters are sent to the
defaulting customer to cotmand for paymentand to propose for debt repayment
agreements. If the customer fails to cooperate, the case will be endorsed to the Legal
Department to facilitate the foreclosure of the collateral. The Company generally does
oot use non-cash collateral for its own operations.

The Company’s exposure to credit risk arises from default of the counterparty. There are
no significant concentrations of credit risk within Company. Cash in banks and cash
equivalents, trade and other receivables and due from related partics arc of high grade
quality.



The credit qualities of financial assets are determined as follows:

Cash in banks and cash equivalents are based on the credit standing or rating of
the counterparty.

Total receivables and due from related parties are based on a combination of
credit standing or rating of the counterparty, historical experience and specific
and collective credit risk assessment. High grade quality financial assets are
those assessed as having minimal credit risk, otherwise they are of standard
quality.

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 foreeasting
projected cash flows and maintaining a balance between continuity of funding and
(lexibility. Treasury controls and procedures are in place to ensure that sufficient cash is

maintained to cover daily operational and working capital requirements, as well as capital
expenditures and debt service payments. Management closely monitors the Company’s
future and contingent obligations and sets up required cash reserves as necessary in
accordance with intermal requirements.

In addition, the Company has the following credit facilities;

The total commitment as at September 30, 2011 and December 31, 2010 under
the line of credit is P3.127 billion and P2.909 billion, respectively, of which the
Company had drawn P9335 million and PG25 milllon, respectively, under letters
of credit and short-term loans. All facilities under the omnibus line hear interest
at floating rates consisting of a margin over current Philippine treasury rates; and

P670 miltion and P6135 million domestic bills purchased line, which are available
as at September 30, 2011 and December 31, 2010, respectively.

The table summarizes the maturity profile of the Company’s financial assets atil
financial liabilities based on contractual undiscounted amounts;

As at September 3}, 2011
(Unaudited}

More than
Carrying  Contractual Oneyearor  one year to
Amount Cash Flow less five years
Financial assets:
Cash and cash equivalents P335,872 P335,872 P355,872 F-
Receivables - net 985,944 985,944 985,944 -
e from related parties 442,317 442.317 442,317 -
P1,784,133 P1,784,133 P1.784,133 P-
Financial hiabilitics:
Notes payable P750,000 P773,988 F773,988 F-
Accounts payabie and accrued
expenses¥ 2,224,348 1.214.348 2,224,348 -
(ither noncurrent liabilities** 80,633 91,799 - 01,799
3,054,981 F3,090,135 P2,998,336 P91,79%

#Excluding statutory payables, aserual for oporating loascs and current pottion of accrued retiternenst sot.
**Excluding noncurrent portion of accruad retirement cost
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Az at December 31, 2010

(Audited)
More than
Carrying  Contractual  Ome yearor ONg year to
Amount (ash Flow less five vears
Financial agzets:
Cash and cash equivalents P305.686 P305,686 P3035,636 P-
Receivables - net 1,023,579 1,023,879 1,023,879 -
Due from related parties 405,463 4)5,465 405,465 -
P1,735030  PL735.030 P1,735.030 P-
Financial liabilities:
Motes Fayabie P200,000 P201,750 P201,750 F-
Accounts payable and accrued
expenses® 2,496,905 2,496,905 2,496,905 -
Oither noncurrent liabilities 70,194 82,548 - §2,548
2,767,009  P2.781,203 P2,698,655 PR2.542

*Excluding statutory payables, accrual for operating leases and current portion of accrued retirament cost.
**Excluding noncurtent portion of acerued retirement cost

It is not expected that the cash flows included in the tnaturily analysis could occur
significantly earlier, or at significantly different armourts.

Financial Assets Used for Managing Liguidity Risk

The Company considers expected cash flows from financials assets in assessing and
managing liquidity risk. To manage its liquidity risk, the Company forecasts cash flows
from operations for the next six months which will result in additional available cash
resources and enable the Company to meet its expected cash flows requirements.

Market Risk

Market risk is the risk that changes in market prices, such as commeodity prices, foreign
exchange rates, interest rates and other market prices will affect the Company’s income
or the value of its holdings of financial instruments. The abjective of market risk
management i$ to rpanage and control market risk exposures within acceptable
parameters, while optimizing the returm.

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

Commodity Prices Risk

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 to
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 its 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
adjustinents depending on market prices. The Company has outstanding purchase
commitment amounting to P2.245 bildon as at September 30, 2011. The EXCOM
considered the exposure to commeodity price risk to be insignificant.



Inierest Rate Risk

The Company’s exposure to the risk for changes in market interest rate relates primarily
to its debt obligations with variable interest rates. The Treasury Department, dug to its
competencies in managing debt obligations, transacts with creditors to ensure the most
advantageous terms and to reduce exposure to risk of changes in market interest rate.

The interest rates profile of the Company’s interest-bearing financial instruments is as
follows:

September 30, 2011  December 31, 2010

(Unaudited) {Audited)

Financial assets (cash equivalents) P133,8% P100,000
Financial liabilities , - (750,000) (200,000)
(P616,104) (P100,000)

Sensitivity Analysis

A 2% increase in annual interest rates would have decreased equity and profits for the
nine months ended September 30, 2011 and for the year ended Decembet 31, 2010 by P2
million and P1 million respectively.

A 2% decrease in interest rates for the nine months ¢nded September 30, 2011 and the
year ended December 31, 2010 would have had the equal but opposite effect, on the basis
that all other variables remain constant.

The interest rate risk’s sensitivity analysis is based on interest rate variance that the
Company considered to be reasonably possible at end of the reporting date.

Foreign Currency Risk :

The Company is exposed 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
maonetary assets and liabilities held in currencies other that the Philippine peso, the
Company ensures that its exposure is kept to an aceeplable level, by buying foreign
curTencies at spot rates where necessary to address short-term imbalances. The
management considered the exposure to foreign currency risk to be insignificant. Further,
the Compatty does not hold any investment in foreign securities as at September 30, 2011
and December 31, 2010.

Fair Values

The fair values of the financial assets and liabilities approximate their carrying amounts
due to the short-term nature of these financial instruments and interest rates that they
carry approximate interest rates for comparable instruments in the market,

The fair value of finance lease liability included under “Accounts Payable and Accrued
Expenses” and “Other Noncurrent Tiabilities™ account is estimated at the present vajue of
all future cash flows discounted using the fixed interest rate. The discount rate used in the
present value of the minimum lease payment is the interest rate implicit in the lease. The
reduction on the finance lcase liability is recognized using the effective interest method,

Capital Management

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

The Chief Financial 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
operalions and industry.

The Company defines capital as total equity shown in the condensed interim statements
of financial position.

There were no changes in the Company’s approach to capital management during the
vear and the Company is not subject to externally-imposed capital requirements.

The Company’s bank debt to equity ratio as at reporting date is as lollows:

September3n, 2011 December 31, 2010

(Unaudited) (Audited)
Bank debt* P750,000 P200,000
Total equity P5,880.621 5,654,790
Bank debt to equity ratio 0.13:1 0.04:1

* Banh, deli i womnpows of notes payable
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Top Five Key Performance Indicators

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

September 30, 2011 December 31, 2010
Current ratio’ (.90 0.97

Debt (bank loans)-to-equity ratio” 0.13 0.04

"Current assets / current liabilities
? Bank loans / total stockholders’ equity

For the nine months ended September 31

2011 2010
Gross sales P14.7 billion P14.8 billion
Gross profit margin’ 21% 24%
Net income margin’ 2% 4%
* Giross profit / net sales
* Net income / net sales
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