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Part 1 - Financial Information
Ttem 1. Financial Statements.

PEPSI-COLA PRODUCTS PHILIPPINES, INC.

CONDENSED INTERIM STATEMENTS OF FINANCIAL POSITION
(Amounts in Thousands)

Forward

March 31 June 30
2010 2009
Nete (Unaudited) (Audited)
ASSETS
Current Assets
Cash and cash equivalents LY Pd422.233 P413,088
- Recejvables - net 9 994,065 Q87,965
Inventories £67,749 703,963
Due from related parties 7.9 111,447 116,454
Prepaid expenses and other current assets 9 88,368 71,928
Total Current Assets 2,483,862 2,293,398
Noncurrent Assets
Investments in associates 530,342 527,723
Bottles and cases - net 2,208,022 2,441,198
Property, plant and equipment - net 6 3,204,784 3,156,001
Other assets - net 115,885 143941
Total Noncurrent Asseis 6,150,433 6,268,863
PB,634,295 P8,562,261
LTABILITIES AND EQUITY
Current Liabilities
Notes payabie LY P- P50.000
Accounts payable and accrued expenses 9 2,415,286 2,138,380
Income tax payable 45 156,456
Total Current Liahilities 2,415,331 23448386
MNoncurrent Liabilities ‘
Accrued retirement cost - net of currant
portion 150,944 131,830
Deferred tax liabilities - net 380918 375,723
Total Noncurrent Liabilities 531,862 507,553
Total Liabilities 2,947,193 2,852,389




March 31 Jupe 30

2010 2009

(Unaudited) {Audited)

Equity

Capital stock P554.066 P554,066

Additional paid-in capital 1,197.369 1,197,369
Effect of dilution of ownership (1,018). (1,018)

Retained eamings 3,936,085 3,959 455

Total Equity 5,687,102 5,709,872

P8,0634,295 P8,562.261

See Notes to the Condensed Interim Financial Information
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_PEPSI-COLA PRODUCTS PHILIPPINES, INC.

CONDENSED INTERIM STATEMENTS OF CHANGES IN EQUITY

(Amounts in Thousands)

¥or The Nine Months
Ended March 31
2010 2009
Note {Unaudited)
CAPITAL STOCK
Commen stock - P0.15 par value per share
Authorized - 5,000,000,000
Issued and Dutstanding - 3,693,772,279 P554,066 P554,066
ADDITIONAL PAID-IN CAPITAL 1,197,369 1,197,369
EFFECT OF DILUTION OF QWNERSHIP (1,018) (1,018)
RETAINED EARNINGS
Balance at beginning of period 3,959,455 3,528,960
Net income for the period 531,296 487,227
Dividends declared [ (554,066) (369.205)
Balance at end of period 3,936,085 3,646,991
P5,687,102 P5.,397 408

Eee Netes to the Condensed Interim Financial Iyormation,



_PEPSI-COLA PRODUCTS PHILIPPINES, INC.
CONDENSED INTERIM STATEMENTS OF CASH FLOWS
(Amounts in Thousands)

For The Nine Months
Ended March 31
2010 ‘ 2009
Note (Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax P757,729 - P705,197
Adjustments for:
Depreciation and amortization V) 546,592 758,043
Allowance for probable losses in
values of bottles and cases, machinery and
equipment, idle assets, impairment losses,
inventory obsolescence and others - net 52,472 73,796
Retirement cost 39,9563 40,999
Interest expense - 17,247
Interest income (9,757) {13,573)
Gain on sale of property and equipment (9,082) (1,0%0)
Share in net eamings of associates (3,119 (2,221)
Operating income before working capital changes 1,674,798 1,578,398
Changes in operating assets and liabilities:
Decrease (increase) in:
Receivables (31,313) (87.,882)
Inventoties {165,862) (36,717)
Due from related parties 7 5,007 85,48)
Prepaid expenses and other current assets (16,440) 12,618
Increase (decrease) in accounts payable and
accrued expenses 55,820 {93,620y
Cash generated from operations 1,522,010 1,438,278
Interest received 10,114 14,338
Income taxes paid (156,411) (1,373)
Contribution to plan assets (21,000) -
Interest paid - (15,794)
Net cash provided by operating activities 1,354,713 1,455,447
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from disposals of property and
equipment 21,225 6,262
Net additions to:
Property. plant and equipment 6 (497,353) {719,082)
Bottles and cases (293,430) (824,300)
Decrease (increase) in other assets 28,056 (13,265)
Net cash'used in investing activities (741,502) {1,550,385)

Forward



For The Nine Months

Ended March 31
2010 - 2009
(Unaudjted)
CASH FLOW FROM FINANCING
ACTIVITIES
Net proceeds (seftlements of) from notes payable {P50,000) P352,900
Cash dividends paid (554,066) (3659,204)
Net cash used in financing activities (604,066) (16,304)
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 9,145 (111,242)
CASH AND CASH EQUIVALENTS
AT BEGINNING OF PERIOD 413,088 590,326
CASH AND CASH EQUIVALENTS
AT END OF PERIOD P422.233 P479,084

See Notes to the Condensed terim Financial Information.



PEPSI-COLA PRODUCTS PHILIPPINES, INC.

. NDTES TOQ THE CONDENSED INTERIM FINANCIAL INFORMATION
(Amounts in Thousands, Except Number of Shares and Par Value per Share 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) and non-
catbonated beverages (NCB) to retail, wholesale, restaurants and bar trades. The
Company’s registered office and principal place of business is at Km. 29, National Road,
Tunasan, Muntinlupa City.

The condensed interim financial information of the Company as of and for the nine
months ended March 31, 2010 were approved and authorized for issue by the Company’s
Audit Committee on May 17, 2010.

2. Basis of Prepératlon

Statement of Compliance

This condensed interim financial information has been prepared in accordance with
Philippine Accounting Standard (PAS) 34, Interim Financial Reporting. This condensed
interim financial information do not include all of the information required for a
complete set of financial statements, and should be read in conjunction with the anrual
financial statements of the Company as of June 30, 2009.

Use of Judgments and Estimates

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 amounts 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 wete the
same as those that were applied to the annual financial statements as of and for the year
ended June 30, 2009,

During the nine months ended March 31, 2010, management reassessed its estimates in
respect of the following:

Estimating Allowance for Impairment Losses on Receivables
As of March 31, 2010 and June 30, 2009, allowance for impairment losses on receivables
amounted to P137 million and P150 million, respectively.

Estimating Net Realizable Val ue of Inventories
As of March 31, 2010 and June 30, 2009, the carrying amount of inventories was reduced
to its net realizable values by P23 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
finanecial statements as of and for the vear ended June 30, 2009,

Changes in Accounting Policies

The following are the mew standard, revised standard, improvements to standards,
amendments to standards and interpretation, which are effective for the nine months
ended March 31, 2010, and have been applied in preparing this condensed interim
financial information:

* Philippine Financial Reporting Standards (PFRS) 8, Operating Segments, replaces
PAS 14, Segment Reporting. 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. Tt is required for adoption only by entities whose debt
or equity instrurnents are publicly traded, or are in the process of filing with the SEC
for the purposes of issuing any class of instruments in a public market. The
requirements of this new standard have been ineluded in the preparation of the
Company’s condensed interim financial information.

* Revised PAS 1, Presentation of Financial Statements (2007), introduces the term
total comprehensive income, which represents changes in equity during a period
‘other than those changes resulting from transactions with owners in their capacity as
owners. Total comprehensive income may be prescnted in either a single statement
of comprehensive income (effectively combining both the income statement and all
non-owner changes in equity in a single statement), or in an income statement and a
statement of comprehensive income. The adoption of this revised PAS 1 resulted in
the following: (a) change in the title from balance sheets to statements of financial
position; and (b) change in the presentation of chanpes in equity and of
comprehensive income - non-owner changes in equity are now presented in one
statements of comprehensive income. In addition, comparative information has been
re-presented in conformity with the revised standard.

*  Improvemenis to PFRSs 2008 discuss 35 amendments and is divided into two parts:
a) Part I includes 24 amendments that result in accounting changes for presentation,
recognition or measurement purposes; and b) Part II includes 11 terminology or
edjtorial amendments that the JASB expects to have either no or only minimal effects
on accounting. The adoption of these improvements did not have any significant
impact on the Company’s condensed interim financial information,

* Amendments to PFRS 7, Improving Disclosures about Financial Instruments,
enhance disclosures over fair value measurements relating to financial instruments,
specifically in relation to disclosures over the inputs used in valuations techniques
and the uncertainty associated with such valuations. The amendments also improve
disclosures over liquidity risk to address current diversity in practice on how such
disclosure requirerents are being interpreted and applied, proposing quantitative
disclosures based on how liquidity risk is managed and strengthening the relationship
between quantitative and qualitative liquidity risk disclosures. As aflowed by the
amendments, in the first vear of application, the Company does not need to provide
comparative information. Additional disclosures required in the amendments to
PFRS 7 are shown in Note 9 to the condensed interim financial information.



Philippine Interpretation IFRIC 17, Distributions of Noncash Assets to Owhers,
provides guidance on the accounting for non-reciprocal distributions of non-cash
assets to owners acting in their capacity as owners. 1t also applies to distributions in
which the owners may elect to receive either the non-cvash asset or a cash alternative.
The liability for the dividend payable is measured at the fair value of the assets to be
distributed. The adoption of this interpretation did not have any significant impact on
the Company’s condensed interim financial information.

Philippine Interpretation IFRIC 18, Transfers of Assets from Customers, applies to
the accounting for transfers of items of property, plant and equipment by entities that
receive such transfers from their customers. It also applies 1o agreements in which an
entity receives cash from a customer when that amount of cash must be used only to
comstruct or acquire an item of property, plant and equipment and the entity must
then vse the item of property, plant and equipment either to connect the customer to a
nctwork or to provide the custoiner with ongoing access to a supply of goods or
services, or to do both. The adoption of the Philippine Interpretation did not have any
significant impact on the Company’s condensed interim financial information.

New Standard, Revised Standard, Amendments to Standards, Improvements to Standards

and Interpretation Not Yet Adopted

The Company has not applied the following new standard, revised standard, amendments
to standards, and improvements to standards and interpretation which have been
approved but are not yet effective for the nine months endad Mareh 31, 2010:

Improvements to PFRSs 2009 contain 15 amendments to 12 standards. Some of these
amendments may have significant implications for current practice, in particular the
amendments to PAS 17 Leases may affect the classification of leases of land and
buildings, particularly in jurisdictions in which such leases often are for a long period
of time. The amendments are generally effective for annual periods beginning on or
after January 1, 2010. These improvements and amendments are not expected to have
any significant impact on the Company’s financial statements upon its adoption on
July 1, 2010.

Amendment to PAS 32, Financial Instruments: Presemtation - Classification of
Rights Issues, which will be effective for annual periods beginning on or after
February ‘1, 2010. The amendment permits rights, options or warrants to acquire a
fixed number of the entity’s own equity instruments for a fived amount of any
currency to be classified as equity instruments provided the entity offers the rights,
options or wattants pro rata to all of its existing owners of the same class of its own
non-derivative equity instruments. The amendment is not expected to have any
significant impact on the Company’s financial statements upon its adoption on
Tuly 1, 2010.

Philippine Interpretation IFRIC-19 Extinguishing Financial Liabilities with Eguity
Instruments, which will be effective for annual periods beginning on or after
Tuly 1, 2010. The interpretation addresses issues in respect of the accounting by the
debtor i a debt for equity swap transaction. It clarifies that equity instruments
issued to a creditor to extinguish all or part of 2 financial liability in a debt for equity
swap are consideration paid in accordance with PAS 39, Financial Instruments:
Recognition and Measurement, paragraph 41. This interpretation is not expected to
have any significant impact on the Company’s financial statements upon its adoption
on July 1, 2010.



*  Revised PAS 24 Related Party Disclosures (2009), which will be effective for annual
periods beginning on or after January 1, 2011, The revised standard amends the
definition of a related party and modifies certain related party disclosure
requirements for government-related entities. The revised standard is not expected to
have any significant impact on the Company’s financial staterments upon its adoption
on July 1, 2011,

* PFR3 9 Financial Instruments, which will be effective for annual periods beginning
on or after January 1, 2013, This standard was issued as part of a wider project to
replace PAS 39, Financial Instruments: Recognition and Measurement. PFRS 9
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 mode] and contractual cash
flow characteristics of the financial asset. The gnidance in PAS 39 on impairment of
financial assets and hedge accounting continues to apply. The new standard is not
cxpected to have any significant impact on the Company’s financial statements upon
its adoption on July 1, 2013,

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 lower during the wetter monsoon months of Tuly
through October. While these factors lead to a natural scasonality 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 Christmas/New Year holiday period in late December through early Jamuary.
Consequently, the Company’s operating results may fluctuatc. In addition, the
Company’s results may be affected by unforeseen circumstances, such as production
interruptions. Due 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 (EPS)

Basic EPS is computed as follows:

For the Nine Months Ended For The Three Months

March 31 Ended March 31

2010 2009 2010 2009

{Unaudited) (Unaudited)

Net mcome (a) P531,206 P487,227 P127,921 P231,358

Weighted average
number of shares ‘

outstanding (b) 3,693,772,279 3.693,772,27% 3,693,772,279 3.693.772279
Basic/Diluted EPS

(a/h) P0.14 PO.13 P0.03 P0.06

As of Mareh 31, 2010 and 2009, the Company had no dilutive debt or equity instruments.



6. Property, Plant and Equipment

The movements in this account are as follows:

Machinery snd  Bulldings and

Chhar Lensehold Congtrrction in Furniturz and
Equipment  Improvements FProgress Flxtores Total
Measureineni basis Caxt Cost Cost Cost
Grross carrying amount:
Tune 30, 2009 (Audited) F7,092,528 FT62,675 - P33312 F29,092 P7,917,607
Additions 141,524 71331 283,267 £.231 497353
Disposals/write-offa {103.0583 (70) - (265) (103.373)
March 31, 2010 (TTnauditet) 7,131,004 %33,936 314,579 3058 8311537
Accumulated depreciation,
amprtization and jmpalrment
fosaes:
June 50, 2009 {Audited) 4,299 365 440,141 - 21,900 4,761,606
Depteciation ahd amortization 199 %04 35,962 - 40 436,426
Disposale/write-offs {20.898) (65} - (265) (91,229
March 31, 2010 (Unandited) 4,608,171 476,037 - 22,595 106,503
Tune 30, 2009 {Audited) P2,792,963 F322 534 F33312 P79 P3,155,001
March 31, 2010 (Unaudtted) F2,527 843 P357,899 F316,579 P7,463 P3,104,754

No itnpairment loss was recognized for the Company’s property, plant and equipment for
the nine months ended March 31, 2010 and 2009.

Change in Estimated Useful Life of Marketing Equipment

During the fiscal year 2009, the Company reassessed the estimated useful life of
marketing equipment. Consistent with estimated useful life used by other PepsiCo, Inc.
businesses, the estimated useful lives of marketing equipment, which is included under
“Machinery and Other Equipment™ account, was changed from five years 10 seven years
from the date of purchase. The effect of change in depreciation expense for the current
and future years is as follows:

2009*% 2010 011 2012 Later

Increase (decrsase) in
deprecialivn expense (P21,54%) {B70,604) (PdE,103) {P19,312) P229 567

* For the mine months #nded March 31, 2009, the eftect of change in depreciation expense amounted to P 70 toillion,

7. Related Party Transactions

Related party relationship exists when one party has ability to control the other party,
directly or indirectly, through one or more intermediaries, 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, diractors, or its stockholders,



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

.

The Company has Exclusive Bottling Agreoments with PepsiCo, Inc. {“PepsiCo™),
stockholder, 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
and Unilever N.V., up to year 2012. Under the agreements, the Company is
authorized to boftle, sell and distribute Pepsi and 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 tnarketing 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 petiod, change of ownership control of the Company,
change of ownership comtrol of an entity which controls the Company,
discontinuance of bottling beverages for 30 consecutive days, oceurrence of certain
evenis leading to the Company’s insolvency or bankruptcy, change in management
and control of the business, among others. Total net purchases from PepsiCo,
amounted to P2.1 billion and P1.8 billion for the nine months ended March 31, 2010
and 2009, respectively. Total purchases frotn Pepsi Lipton for the nine months ended
March 31, 2010 and 2009 amounted to P67 million and P98 million, respectively.

The Company has a cooperative advertising and marketing ptogram with PepsiCo
and Pepsi Lipton that sets forth the agreed advertising and marketing activities and
participation arrangement duting the years covered by the bottling agreements. In
certain instances, the Company pays for the said expenses and claims reimbursement
from PepsiCo. The Company’s receivable from PepsiCo amounted to P22 million
and P27 million as of March 31, 2010 and June 30, 2009, respectively.

On April 11, 2007, the Company entered into a Performance Agreement with
PepsiCo to meet 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 speecified percentage with a minimum amount for the
beverage products; (2) make certain investments based on a minimum percentage of
the Company’s sales to expand the Company’s manufacturing capacity; (3) invest in
a minimum 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
suppott.

Certain parcels of land properties of Nadeco Realty Corporation (NRC), an associate,
were mortgaged to secure a portion of the Company’s notes payable. The Company
leases these parcels of land where some of its bottling plants are located. Lease
expenses recognized amounted to PB million and P8 million for the nine months
ended March 31, 2010 and 2009, 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 P87 million
and P87 million as of March 31, 2010 and June 30, 2009, respectively, which are
unsecured, noninterest-bearing and payable on demand.

The Company has outstanding working capital advances to Nadeco Holdings
Corporation, an associate, amounting to P3 million and P2 million as of
March 31, 2010 and June 30, 2009, respectively, and which are unsecured,
noninterest-bearing and payable on demand.

-6-



B. Segment Information

As discussed in Note 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 like Pepsi-Cola, 7Up, Mountain Dew and Mirinda. The NCB brand
category includes Gatorade, Tropicana/Twister, Lipton and the recently introduced Sting
energy drink and Propel fitness water,

The Company operates under two (2) repdrtable business segments, the CSD and NCB
categorics, and only one (1) reportable geographical segment which are the Philippines.
Thus, a secondary geographic reporting format is not applicable.

Analysis of fimancial information by business seement is as follows:

For the Ning Months Ended March 31

Noncarbonated
Carbonated Soft Drinks _Beverages Coembined
) 2010 2009 2010 2009 2010 2009
{Amounts in Millions) (Unaudited) (Linaudited) {Tmnandited)
MNet Baley
External gales F9,552 P2.211 P3,743 B2876¢  P13,295 F12,087
Sales discounts and returns (1.466) (1,468) (407 (254) {1,875} {1,762)
Net sales . P8.0B6 P7743 P3,334 P2,582 PHLA20 P10,325
Resnlt
Sepment result* P2,186 P2,245 POO1 P748 P3,087 P2,003
Unailocated expenses 2,371) (2,306)
Interagt and finateing
expenses %)) (18)
Intereat incomne 1o 13
Equity in net earnings of
associates 3 2
Other income (expenses) - net 35 2]
Income tax expense {226} (218)
Wet income Pa31 P487
Other Information**
Segment agsets P7,937 P7,214
Investments in and advances
0 associates 531 G50
Other assety 116 151
Cembined total assets P3,534 P2,745
Segment liabilities P1.566 P2 467
Notes payable - 500
_ Deferred tax [iabilities 381 380
Combined total liabfiities - P2,947 P3,347
Capijta] expendinites F791 P1,343
Dizpreciation and
atnortization of property,
plant and equiptnent and
bottles and cases 847 758
Non-cash jtems other than
depreciation 52 14

ard amortization

* Segment expenses were allocated based on the percentage of each reportable tegmmnt's net sales over the trsd net salnz,
** Segment assets and liabilivies retate to balances as of March 31, 2010 &nd 2005,

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



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

9, Financial Instruments and Financial Risk Management
The Company’s financial instruments ave measured as desctribed below:

Cash and Cash FEguivalents. 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 matunties of three months or less from dates of
acquisition and that are subject to an insignificant risk of change in value.

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 financial asset at fair value through profit or loss
(FVPL). Loans and receivables are camried at cost or amortized cost, less any impaiment
in value. Amortization is determined using the effective interest method. Gains and
losses are recognized in profit or loss when the loans and receivables are derecognized or
impaired, as well as through amortization process. The Company’s receivables and due
from rejated parties are included in this category.

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

The financial liabilities are recognized initially at fair value and are subsequently carried
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 payable and accounts payable and
accrued expenses that meet the above definition (other than liabilities covered by other
accounting standards, such as income tax payable and accrued retirement cost).

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

=  Credit risk
= Ligudity 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 management of capital.

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

The Board of Director (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 monitoring the
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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 arc 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 detriment forecasted results. The Company,
through its training, standards and procedures set by management, aims to develop a
disciplined and constructive control environment in which all employees understand their
rales 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
Compary. 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 activities which affect the financial management system of
the Company. The results of procedures performed hy Intemal Audit are reported to the
Audit Committee.

Credit Risk

Credit risk represents the risk of loss the Company 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 receivables.

The Plant Credit Committees have established a credit policy under which each new
customer is analyzed individually for creditworthiness before standard credit terms and
conditions are granted. The Company’s review includes the requirements of updated
~ credjt application documents, credit verifications through confirmation that there is no
credit violations 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 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 credit 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 vonduct an annyal credit review through identification and
symmarization of under-performing customers and review and validation of credit
violation reports. Based on the summary, the Plant Credit Committees may upgrade,
downgrade, suspend and cancel credit lines. ‘

Most of the Company’s customers have been transacting with the Company for several
years, and Josses have occurred from time to time. Customer cradit 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 been
attributable to bounced checks, and denied, fictitious or absconded eredit 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:

March 31,2010  June 30, 2009

_ (Unaudited) (Audited)
Receivables trade - net P939,718 P936,019
Cash in bank and cash equivalenis 282 421 273,673
Due from related parties 111,447 116,454
Other receivables - net ‘ 54,347 31,946

P1,387,933 P1,378,092

The aging of trade receivables is as follows:

- March 31,2010  Tupe 30,2009
(Unaudited) (Audited)
Gross Amount Impairment  Gross Amount  Impainment
Current P653,931 P - Pod9.634 |
Past due 0-30 days 222,652 225,850 -
Past due 31-60
days 44,200 51,808 -
More than 60 days 134,486 115,551 150,219 125,512
P1.055.269 P115,551 F1,081,53] P125,512

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 P149 million as of March 31, 2010.

As of March 31, 2010 and June 30, 2009, the Compary assessed that the amounts due
from related parties are not impaired and are collectible in full.

iquidity 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
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 internal requirements.

In addition, the Company has the following credit facilities:

= The total commitment as of March 31, 2010 and June 30, 2009 under the line of

credit is P2.8 billion and P2.9 billion, tespectively, of which the Company had

drawn P384 million and P219 million, respectively, under letters of credit and

- short-term loans. All facilities under the omnibus line bear interest at floating
rates consisting of a margin over current Philippine treasury rates: and

* P611 million and P580 million domestic bills purchased line, which are available
as of March 31, 2010 and June 30, 2009, respectively.
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The table summatizes the maturity profile of the Company’s financial assets and
financial labilities based on contractual undiscounted amounts:

Ag of March 31, 2010

{Unaudited) ‘
Carrying Contractual 6 Months or
Amount Cash Flow less
Financial assets:
Cash and cash equivalents P422,233 P422,233 422,233
Receivables - net 994,065 ' 994,065 994,083
Dug from related parties 111,447 111,447 111,447
P1,527.745 P1,527,745 P1,327,743
Financial liabilitles:
Accours payable and accrued expensas 2.307.962 2,367,962 2,367,962
Notes payable - - -
P2,3G7,962 P2.367.962 P2.367.962
Ag of une 30, 2009
(Audited)
Carrying Contractual
Amount Cash Flow & Months or less
Finanecial assets:
Cash and cash equivalents P413.088 P413,088 F413,083
Receivables - nat 987,965 087,965 987,965
Due from related parties 116,454 116,454 116,454
: P1,517,507 P1,517,507 P1,517,307
Financial liabilities:
Agcounts payable and accrued expenses P1,977426 P1.977.426 FP1,977,426
Notes payable 306,000 30,124 50,124
F2,027,426 P2,027.550 F2,027,550

It is not expected that the cash flows included in the maturity analysis could occur
significantly eartlier, or at significantly different amounts.

Financial dssets Used for Managing Liquidity Risk

The Company considers expected cash flows from financial assets in assessing and
managing liquidity risk. As of March 31, 2010 and Jupe 30, 2009, the Company’s
maturily analysis of financial assets and financial liabilities resulted to negative asgset-
liability gap. To manage its liquidity risk, the Company forecasted cash flows from
operations for the next six months which resulted additional available cash resources and
enable the Company to meet its expected cash outflow requirements.

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates,
interest rates and other market prices will affeet the Company’s income or the value of its
holdinge of financial instruments. The objective of market risk management is © manage
and control market risk exposures within acceptable parameters, while optimizing the

return.

The Company is subject to various market risks, including risks from changes in
commodity prices, interest rates and currency exchange rates.
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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 cxists 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 commeodity exposure is to the Philippine sugar price.

The Company endeavors to minimize 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 adjustments depending on market prices. The Compatty has cutstanding purchase
commitment amounting to P2 billion as of March 31, 2010.

Interest 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, through its
competencies of managing debt obligations, transacts with creditors to ensure the most
advantageous terms and t© reduce exposure to risk of chatiges in market interest rate,

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

As of
As of March 31 June 30
2010 2009
(Unaudited) (Audited)
Financial assets P195,000 P222.553
Financial liabilities - (50,000}
P195,000 P172,553

Sensitivity Analyyis

. A 2% increase in interest rates would have increased equity and profits for the nine
months ended March 31, 2010 by P3 million and decreased for the fiscal year ended June
30, 2009 by P2 million.

A 2% decrease in interest rates for the nine months ended March 31, 2010 and the fiscal
year ended June 30, 2009 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 possibly at the end of the reporting date.

Foreign Currency Risk

The Company i3 exposed to foreign currency risk on purchases that are denominated in
currencies other than the Philippine peso, mostly in U.8. dollar and EURQ. In respect of
monetary assets and liabilities held in currencies 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 imbalances. The management considered the exposure to
foreign currency risk to be insignificant. Further, the Company does not hold any
investment in foreign securities as of March 31, 2010 and June 30, 2009.

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.
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Capita] 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 Company sets strategies with the objective of establishing a versatile
and resourceful financial management and capital structure.

The Chief Financial Officer has overall responsibility for menitoring 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 industry. ‘

Amounts considered as capital by the Company are as shown in the statements of
financial position.

On September 30, 2009, the BOD approved the declaration of dividends amounting to
P554 million with regular cash dividend of P0.10 per share and special cash dividend of
P0.05 per share, payable to stockholders of record as of Qctober 13, 2009. Sajd dividends
were paid on October 29, 2009,

There were no changes in the Company’s approach to capital management during the
year and the Compaty is not subject to externally-imposed capital requirements.
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ttem 2. Management's Discusston and Analysis of Financlal Condition and Results of Operatlions.

Results of Operationsg

Pepsi-Cola Products Philippines, Inc.'s unaudited gross revenues for the nine months ended March 31,
2016 amounted to Php13.3 billion and for the quarter ending March 31, 2010 amounted to Php4.6 billion.
Net revenues posted a significant 11% growth for the nine months period and 16% for the quarter vs. year
ago levels. Netincome in 2010 amounted to Php531 million for the nine months period, 9% increase over
previous year. o

In view of the extended dry spell in the Philippines as well as election related activities, carbonated soft
drinks revenues grew by 10% for the quarter and 4% for the past nine months. Non-carbonated
beverages (NCB) continued its 30% growth trajectory. This was largely attributable to the sirategic move
to drive health and weliness as well as affordability of NCB products across the Philippines by making
NCB products available in returnable glass bottles format all over the country.

Sugar prices, both in the Philippines and globally, have scared to unusually high levels. Global demand
for sugar has outpaced supply. Excessive rains in Brazil and weak monsoons in India curbed sugar
yields. Furthermore, Brazil, the world's largest sugar producer, is diverting huge amounts of its cane crop
to making ethanol fuel. Consequently, the fising cost of raw materials, primarily sugar, cut the company's
gross profits for the quarter by 9% versus year ago. Corresponding gross profit amounts for the nine-
month periods increased by 3% and gross profit margin mave down from 29% to 27%.

During the fiscal year 2009, the Company reassessed the estimated useful life of its marketing equipment
consistent with that used by Pepsico. The effect of this change was to decrease depreciation as well as
operating expenses for the nine months ended March 31, 2009 by Php70 million. Normalized operating
expenses after taking out this one-time upside impact on the 2009 depreciation were kept at manageable
levels (20% of net sales for the quarter as compared to 23% year ago). For the nine months period,
operating expenses showed an increase of 3% primarily due to semi-variable component of certain costs
which are affected by safes volume growth. As a percentage of net sales, operating expenses stayed at
21% of net sales for the nine months period vs. 22% in the previous year.

Normalized net income for the quarter after taking out the one-time upside impact on the 2009
depreciation registered net income margin of 3% in 2010 ve. 5% in 2009, On the other hand, net income
margin for the nine months period In both years remained at 5%.

Financial Condition
Liquidity remained healthy while trade payable days have likewise stayed at manageable levels,

In line with the Company's strategy fo grow NCB and maintain its GSD market, the Company has
continued its investment in the distribution infrastructure such as bottles and shell and powered coolers, It
has recently completed the expansion projects in Cebu, San Fernando, lioilo and Muntinlupa,

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

1. Increase in total current assets by 8% is mainly due to the increase in inventories by Php164 million in
line with increase in revenues as well as the increase in prepaid expenses and other current assets by
Php16 million. '

2. Decrease in total non-current assets by 2% is due to the decline in bottles and cases by Phpt42
million and decrease in other assets by Php28 million.

3. Increase in total current liabilities by 3% is due to the increase in accounts payable and accrued
expenses by Php277 million which in line with increase in sales volume.

4, Increase in total non-current liabilities by 5% is due to increase in accrued retirement costs by
P19 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 liquidity risk and financial risk
ranagement.

Events That May Trigger Direct or Contingent Obligations
Except as disclosed in Note 9 of the Condensed Interim Financial Statements, 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
Except as disclosed in Note 9 of the Condensed Interim Financial Statements, 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 Expenditures

In January 2008, the Company had embarked on an IPO, with net proceeds of approximately B1.2 biltion,
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 IPC offering to complete the remailning expansion projects lined up.

Trends or Uncertainties That May Impact Results of Operations

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

Significant Elements of iIncome 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 Statements for a discussion of the seasonality
of the Company's operaticns.
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Top Five Key Performance Indicators

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

March 31, 2010 June 30, 2008

Current ratio’ 1.03 0.98
Debt-to-equity ratio® | | . - 0.009:1

For the ninge months period ending
March 31, 2010 and 2009

. 2010 2009

Gross sales ‘ B £13.3 billion P12.1 billien
Gross profit margin® 27% 29%
Net income margin® Lo . 5% 5%

' Current assets / current liabilities

2 Bank loans / total stockhoiders’ equity

® Gross profit / net sales

* Net income / net sales

SIGNATURES
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