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PART I  – FINANCIAL INFORMATION 
 
 
I tem 1. Financial Statements 
 
The consolidated financial statements are filed as part of this form 17-Q, pages 7 to 18 and are incorporated herein 
by reference to said quarterly report. 
 
 
I tem 2. Management’s Discussion and Analyses of Results of Operations and Financial Condition 
 
Analysis of Results of Operations 
 
YTD September 2008 vs. YTD September 2007 
 
RFM Corporation continues to enjoy income growth of 6.8% for the first nine months of 2008, achieving P158.9 
million net profits this year, from P148.8 million during same period last year.  
 
Consolidated net sales reached P5.6 billion, an 8.3% increase from last year’s P5.1 billion.  The Company attributed 
the upsurge to the continuing strong sales performance of its flour based group, which posted a remarkable growth of 
32.0% to P3.2 billion, as well as its beverage and meat group, with an 8.5% increase to P1.1 billion in September 
2008. 
 
Higher sales volume and better selling prices in its food and beverage categories resulted to improved revenues.  
New products such as Vitwater, Low fat and Choco versions of Selected Fortified Milk, Swift Luncheon Meat and  
Chicken franks, as well as new packaging formats of Sunkist juices were well received by the consuming market, 
further enhancing sales growth.  These improvements, however, were still not sufficient to offset the rising costs of 
imported and domestic raw materials, freight and handling, utilities and wages.  Gross margins fell slightly from 
23.6% in the third quarter of 2007 to 22.5% in 2008.  
 
Consequently, operating expenses were tightly managed and kept within 17.3% of net sales, lower than the 19.1 level 
during the previous year, which further helped in sustaining net income performance. 
 
Third quarter 2008 vs. Third quarter 2007 
 
For the third quarter of 2008, the Group posted a 29.6% increase in consolidated revenues, registering P2.1 billion in 
net sales, as compared to P1.6 billion recorded in the same quarter last year.  This also represents a 11.2% growth 
from the second quarter.  All of its business units continue to perform better, with the help of higher exports sales of 
its branded products. 
 
However, costs of major raw materials, such as wheat and meat, were highest during this period, as well as freight 
and handling costs, utilities and wages.  This resulted to a lower gross profit margin of 17.9% in the third quarter of 
2008 as compared to 22.9% in the same quarter 2007.   
 
The Group generated P26.7 million in net profits in 2008, a 4.9% increase from P25.5 million in 2007, as the 
company’s operating expenses are largely contained. 
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The key financial performance indicators for the Company for the nine-month period ended September 30, 2008 as 
compared to the same period in 2007, as well as the third quarter of 2008 as compared with the third quarter of 2007, 
are as follows: 
 

For  the Quar ter  Ended For  the Nine-Month Per iod Ended Key Financial Per formance Indicators 
(Amounts in M illions)*  Sep 30, 2008 Sep 30, 2007 Sep 30, 2008 Sep 30, 2007 

Net Revenues P=2,084 P=1,608 P=5,573 P=5,145 
Net Operating Margin 64 50 310 253 
Net Income (Loss) 27 26 159 149 
EBITDA 82 80 365 348 
Current Ratio 1.44 1.61 1.44 1.61 

 * Except current ratio 
 
1. Net Revenues 

This is the barometer of the general demand for the Company’s products, reflecting their market acceptability vis-
à-vis competition particularly in terms of quality, pricing, and image and perception, as well as availability of the 
products at the point of purchase market locations. This is of primary importance, and is regularly being 
monitored for appropriate action and/or improvement. 
 

2. Net Operating Margin  
This shows the financial profitability of the primary products of the Company, after deducting the expenses 
related to their manufacture, distribution, and sale, as well as the general administrative costs in running the 
business. 
 

3. Net Income  
This shows the over-all financial profitability of the Company, including the sale of primary and non-primary 
products and all other assets, after deducting all costs and expenses, interest expenses on debts and interest 
income on investments, as well as equity in net earnings or losses of associates. 

 
4. Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA) 

This is a general yet reasonable representation of the cash generated by the Company from its current business 
operations that can then be made available for payment of loan interests, loan principal amortization, and taxes; 
and any further amount in excess becomes the Company’s cash profit. 

 
5. Current Ratio 

This determines the Company’s ability to meet its currently maturing obligations using its current resources. 
 
 
Analysis of Financial Condition and Balance Sheet Accounts 
 
As of September 30, 2008, the Group’s total assets drop to P=8.6 billion from P10.1 billion in December 31, 2007. 
The decline is mainly attributed to the deconsolidation of Philippine Townships, Inc. On June 25,2008, the 
stockholders and the Board of Directors approved the issuance of property dividends consisting of 143,652,752 
common shares of Philtown, thereby reducing control ownership to 34.21%.  
 
The decrease in cash and cash equivalents by 64% was primarily due to the principal and interest payments that were 
made to continually settle the bank loans, trade accounts, and accruals during the year, as well as acquisitions of 
various machineries and equipments. 
 
Receivables rose 45% due to increase in trade receivables brought about by higher sales during the period. 
 
Inventories for September 2008 pertain to cost of finished goods, raw materials and supplies in the group’s 
manufacturing segments. Inventories for December 2007, however, include also cost of condominiums and 
residential units. 
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The increase in other current assets was due to the increase in various prepayments like insurance, taxes, and others 
made during the period. 
 
Acquisition of various equipments and machineries brought the 31% increase in Net Property Plant and Equipment. 
Investment Property only comprised of properties from Philtown. 
 
The other noncurrent assets accounts have decreased by 70% due to various amortizations of deferred charges. 
 
Payment to bank loans and current portion of Long-term debts decreased these accounts by 42%. 
 
The long-term debt, long-term obligations and other loans payable increased by 7% due mainly to new loan 
availments to support the various projects of the Group, including acquisition of new machines and improvement of 
facilities. 
 
Notes to Financial Statements 
 
The Company’s financial statements for the third calendar quarter have been prepared in accordance with 
Philippine Financial Reporting Standards. The same accounting policies and methods of computation used are 
consistent with the most recent audited financial statements.  
 
The Company discloses the following: 

(a) There are no unusual items as to the nature and amount affecting assets, liabilities, equity, net income, or cash 
flows, except those stated in Management’s Discussion and Analysis of Results of Operations and Financial 
Condition;.  

(b) There is no material effect with the seasonal aspect of certain raw materials;  

(c) There are no material changes in estimates of amounts reported in prior financial periods, other than those 
disclosed in the most recent audited financial statements; 

(d) Except as disclosed, there are no known trends, demand, commitments, events or uncertainties that may have 
an impact on sales and income from continuing operations; 

(e) There are no issuances, repurchases and repayments of debt and equity securities other than mentioned; 

(f) There are no known trends, demands, commitments, events or uncertainties that will have material impact on 
the Company’s liquidity nor have a favorable or unfavorable impact on revenues or income from continuing 
operations; 

(g) There are no dividends paid separately for ordinary shares and other shares, other than those disclosed in the 
financial statements; 

(h) There are no material events subsequent to the end of the interim period that have not been reflected in the 
financial statements; 

(i) Other than mentioned, there are no material changes in the business composition of the Company during the 
interim period, including business combinations, acquisition or disposal of subsidiaries and long-term 
investments, restructuring, and discontinuing operations; 

(j) There is no change in contingent liabilities since the most recent audited financial statements; 
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(k) There were no known events that will trigger direct or contingent financial obligation that is material to the 
Company, including any default or acceleration of an obligation that remain outstanding as of                
September 30, 2008;  

(l) There were no material off-balance sheet transactions, arrangements, obligations, and other relationship of the 
Company with unconsolidated entities or other persons created during the reporting period. 

 
 
 

PART I I  – OTHER INFORMATION 
 
 
The Company has no other pertinent information to disclose in this quarterly report. 
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RFM CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS  
(Amounts in M illions) 
 
 Unaudited Audited
  September  30, 2008 December 31, 2007
  
ASSETS  
Current Assets  
Cash and cash equivalents  P=250  P=686 
Receivables  (Note 4) 2,785  1,933 
Inventories  (Note 5) 1,385  4,005 
Other Current Assets (Note 6)  287  238 
Total Current Assets 4,707 6,862 
    
Noncurrent Assets   
Noncurrent Receivables 53  224 
Investments  2,292  1,250 
Property, plant and equipment – net  1,444  1,100 
Investment property - net  -  238 
Other  assets   141  474 
Total Noncurrent Assets 3,930  3,287 
TOTAL ASSETS P=8,637 P=10,148 
    
L IABILITIES AND EQUITY   
Current L iabilities   
Accounts payable and accrued liabilities  P=2,554  P=3,141 
Bank Loans, trust receipts and acceptances payable 531  872 
Current portion of long-term debt/obligation 146  305 
Other current liabilities 40  15 
Total Current L iabilities 3,271  4,333 
   
Noncurrent L iabilities  
Long-term debt/obligations, noncurrent 1,067  1,001 
Other noncurrent liabilities 7  76 
Total Noncurrent L iabilities 1,074  1,077 
Total L iabilities 4,345 5,410 
   
EQUITY (Note 7)   
Equity Attr ibutable to Equity Holders of the Parent   
Capital stock  3,160  3,928 
Capital in excess of par value 789  1,013 
Net unrealized gain on available-for-sale (AFS) financial assets 66  110 
Cumulative actuarial gains (losses) on defined benefit plan 2  (1) 
Share-based compensation  3  3 
Retained Earninga 286  678 
Treasury Stock (3) (995) 
Total Equity Holders of Parent 4,303 4,736 
M inor ity Interest (11) 3 
Total Equity 4,292 4,739 
TOTAL LIABILITIES AND EQUITY P=8,637 P=10,148 
See accompanying Notes to Unaudited Consolidated Financial Statements 
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RFM CORPORATION AND SUBSIDIARIES 
UNAUDITED CONSOLIDATED STATEMENTS OF INCOME  
(Amounts in M illions, Except for  Earnings Per  Share Data) 
 

  
For  the Quar ter  

 Ended September  30 
For  the Six-Month Per iod 

Ended September  30 
  2008 2007 2008 2007 
     
NET REVENUES (Note 8)  P=2,084    P=1,608   P=5,573    P=5,145 
     
DIRECT COSTS AND EXPENSES  (1,711) (1,240) (4,317) (3,934) 
     
GROSS PROFIT   373   368 1,256  1,211 
     
OPERATING EXPENSES  (317)  (331) (965) (983) 
     
M ISCELLANEOUS OPERATING INCOME 8 13 19 25 
     
INCOME FROM OPERATIONS 64  50 310 253 
     
OTHER CHARGES – NET  (16) (13) (77) (49) 
     
INCOME BEFORE PROVISION FOR INCOME TAX 48  37  233   204  
     
PROVISION FOR INCOME TAX  (21) (12) (74) (55) 
     
NET INCOME    P=27 P=25     P=159   P=149 

     
Attr ibutable to:     

Equity holders of the Parent Company   P=27     P=26   P=161  P=151 
Minority interests (Note 2)     –     (1)       (2)   (2) 

   P=27   P=25    P=159    P=149  
   
Basic/Diluted Earnings Per  Share (Note 9) P=0.0084   P=0.0081  P=0.0503 P=0.0471 

   
See accompanying Notes to Unaudited Consolidated Financial Statements 
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RFM CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Amounts in M illions) 
  

For  the Nine-Month Per iod Ended September  30
 2008 2007
 
CASH FLOWS FROM OPERATING ACTIVITIES 
Income before income tax  P=233  P=204 
Adjustments for:    
 Interest expense and financing charges  257  182 
 Depreciation and amortization  55 93 
 Interest and financing income  (126) (102) 
 Equity in net earnings of associates      (1) (7) 
 Dividend Income (3) (5) 
 Gain on sale of Forex (4) – 
 Gain on sale of stocks (6) (4) 
Operating income (loss) before working capital changes  405 361 
Decrease (increase) in:    
 Accounts receivable and installment contracts receivables  (692) (82) 
 Inventories 2,621 (478) 
 Other current assets (39) (58) 
Increase (decrease) in:    
 Accounts payable and accrued liabilities (751) 67 
 Trust receipts and acceptances payable 76 6 
 Provisions 25 452 
Cash generated from (used in) operations  1,645 268 
Interest paid  (257) (94) 
Income tax paid – (24) 
Interest received  126  18 
Net cash from (used in) operating activities 1,514 168 
   
CASH FLOWS FROM INVESTING ACTIVITIES   
Acquisition of investments and property and equipment   (435) (5) 
Dividends received 3 5 
Decrease (Increase) in other noncurrent assets (1,613) 192 
Proceeds from sale of investment property and property and equipment  22 4 
Net cash used in investing activities (2,023) 196 
   
CASH FLOWS FROM FINANCING ACTIVITIES   
Net availments (repayments) of:    
 Bank loans (428) (149) 
 Long-term debt and obligations 559 (193) 
Dividends paid (50) – 
Increase (decrease) in minority interests and other noncurrent liabilities (8) (6) 
Net cash from financing activities 73  (348) 
   
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (436) 16  
     
CASH AND CASH EQUIVALENTS, BEGINNING  686  555  
     
CASH AND CASH EQUIVALENTS, END  P=250  P=571 
 
See accompanying Notes to Consolidated Financial Statements  
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RFM CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 
1. Corporate Information 

 
RFM Corporation (the Parent Company) is incorporated in the Philippines.  The Parent Company is a public 
company under Section 17.2 of the Securities Regulation Code and its shares are listed in the Philippine Stock 
Exchange (PSE).  The Parent Company is mainly involved in the manufacturing, processing and selling of 
wheat, flour and flour products, pasta, meat, milk, juices, margarine, and other food and beverage products. The 
Parent Company and its Subsidiaries are collectively referred to as the Group.   
 
The registered office address of the Parent Company is RFM Corporate Center, Pioneer corner Sheridan Streets, 
Mandaluyong City. 
 

 
2. Summary of Significant Accounting and Financial Repor ting Policies 

 
Basis of Preparation 
The consolidated financial statements of the Parent Company and its subsidiaries (the Group) have been 
prepared using the historical cost basis, except for available-for-sale (AFS) financial assets that have been 
measured at fair value.  The consolidated financial statements are presented in Philippine peso, which is the 
Parent Company’s functional currency.  All values are rounded to the nearest million pesos (P=000,000), except 
for the number of shares or when otherwise indicated.   
 
Statement of Compliance 
The financial statements of the Group have been prepared in compliance with Philippine Financial Reporting 
Standards (PFRS). 
 
Basis of Consolidation 
The financial statements comprise the financial statements of the Group prepared for the same reporting period 
as the Parent Company, using consistent accounting policies. 

 
 The consolidated subsidiaries, which are all incorporated in the Philippines, are as follows: 

 
  Percentage of Ownership 

  September  30, 2008 December  31, 2007 

Cabuyao Meat Processing Corporation (CMPC)* 100.00 100.00 
Interbake Commissary Corporation (Interbake) 100.00 100.00 
Philippine Townships, Inc. (Philtown) and Subsidiaries   34.21 100.00 

RFM Realty Marketing Corporation* 34.21 100.00 
Philtown Property Management, Inc.* 34.21 100.00 
First Tanauan Realty Corporation (FTRC)* 34.21 100.00 
McKinley Tower, Inc.* 34.21 100.00 
First San Rafael Realty Corp.* 34.21 100.00 
Metropolitan Tower Corp. * 34.21 100.00 
Philtown Utilities Corporation 34.21 100.00 

RFM Equities, Inc. and Subsidiaries (RFM Equities) 100.00 100.00 
RFM Insurance Brokers, Inc. (RIBI) 100.00 100.00 
Conglomerate Securities and Financing (CSFC) 88.68 88.68 

RFM Foods Philippines Corporation (RFM Foods)* 100.00 100.00 
Southstar Bottled Water Company, Inc.* 100.00 100.00 
(Forward)   
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 *Dormant. 
 
All significant intra-group balances, transactions, income and expenses and profits and losses resulting from intra-
group transactions are eliminated in full in the consolidation.  However, intra-group losses that indicate impairment 
are recognized in the consolidated financial statements. 
 
Subsidiaries are fully consolidated from the date on which control is transferred to the Group.  Control is achieved 
where the Group has the power to govern the financial and operating policies of the subsidiary so as to benefit from 
its activities.   
 
Consolidation of subsidiaries ceases when control is transferred out of the Group. On June 25, 2008, the 
stockholders and the Board of Directors approved the issuance of property dividends consisting of 143,652,752 
common shares of Philtown, thereby reducing control ownership to 34.21%. 
 
Minority interests represent the portion of income and expense and net assets in CSFC, FWBC, RLC, RFM Canning 
and WHI not held by the Group and are presented separately in the consolidated statements of income and within 
equity in the consolidated balance sheets, separately from the equity attributable to equity holders of the Parent 
Company. 
 
New and Revised Accounting Standards and Interpretations Effective in 2008  
Accounting Changes 
The accounting policies adopted by the Group are consistent with those of the previous periods except for: 
 
The Group has adopted the following new and amended standards and Philippine Interpretation based on 
International Financial Reporting Interpretation Committee (IFRIC) interpretations.  Adoption of these new standard, 
amendments and interpretations did not have material effect on the consolidated financial statements as only 
additional disclosures, were required. 

 
·  PFRS 7, Financial Instruments: Disclosures, requires disclosures that enable users of the financial 

statements to evaluate the significance of the financial instruments and the nature and extent of the risks 
arising from those financial instruments. The Group adopted the amendment to the transitional provisions of 
PFRS 7, as provided by the Financial Reporting Standards Council of the Philippines, which gives 
transitory relief with respect to the presentation of comparative information for the new risk disclosures 
about the nature and extent of risks arising from the financial instruments. Accordingly, the Group did not 
present comparative information for the disclosures required by paragraphs 31 to 42 of PFRS, unless the 
disclosure was previously required under PAS 32, Financial Instruments: Disclosures and Presentation, 
and PAS 30, Disclosures in the Financial Statements of Banks and Similar Financial Institutions.  It is 
applicable to all entities that report under PFRS. 

 
The adoption of PFRS 7 resulted in additional disclosures, which are included in the financial statements. 
These disclosures include presenting the different classes of loans and receivables, rollforward of allowance 
for doubtful accounts per class, credit quality of financial assets, aging of past due but not impaired 
financial assets and sensitivity analysis as to changes in interest rate and foreign exchange rate. 

 
·  Amendments to PAS 1, Presentation of Financial Statements: Capital Disclosures, require the following 

additional disclosures: (a) an entity’s objectives, policies and processes for managing capital; (b) 
quantitative data about what the entity regards as capital; (c) whether the entity has complied with any 

 Percentage of Ownership 
 September  30, 2008 December  31, 2007 
Swift Tuna Corporation (Swift Tuna)* 100.00 100.00 
FWBC Holdings, Inc. and Subsidiary 83.38 83.38 

Filipinas Water Bottling Company, Inc. (FWBC) 58.37 58.37 
Rizal Lighterage Corporation (RLC) 82.98 82.98 
RFM Canning and Marketing, Inc. (RFM Canning)* 70.00 70.00 
WS Holdings, Inc. (WHI) 60.00 60.00 
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externally imposed capital requirements; and (d) if it has not complied, the consequences of such 
noncompliance. The disclosures required by these amendments were included in the consolidated financial 
statements. 

 
·  Philippine Interpretation IFRIC 7, Applying the Restatement Approach under PAS 29, Financial Reporting 

in Hyperinflationary Economies, provides guidance on how to apply PAS 29 when an economy first 
becomes hyperinflationary.  This Interpretation has no impact on the consolidated financial statements. 

 
·  Philippine Interpretation IFRIC 8, Scope of PFRS 2, requires PFRS 2 to be applied to any arrangements 

where equity instruments are issued for consideration which appears to be less than fair value.  This 
Interpretation has no significant impact on the consolidated financial statements. 

 
·  Philippine Interpretation IFRIC 9, Reassessment of Embedded Derivatives, establishes that the date to assess 

the existence of an embedded derivative is the date an entity first becomes a party to a contract, with 
assessment only if there is a change to the contract that significantly modifies the cash flows.  As the Group 
currently has no such transactions, this Interpretation did not have an effect on the consolidated financial 
statements. 

 
·  Philippine Interpretation IFRIC 10, Interim Financial Reporting and Impairment, prohibits the reversal of 

impairment losses on goodwill and available-for-sale investments recognized in the interim financial reports 
even if impairment is no longer present at the annual balance sheet date.  This Interpretation has no impact 
on the consolidated financial statements. 

 
Future Changes in Accounting Policies 
The Group has not early adopted the following new and amended accounting standard amendments and 
Philippine Interpretations already issued but are not yet effective as of September 30, 2008: 
 
·  PFRS 8, Operating Segments (effective for annual periods beginning on or after January 1, 2009), requires 

a management approach to reporting segment information.  PFRS 8 will replace PAS 14, Segment 
Reporting, and is required to be adopted only by entities whose debt or equity instruments are publicly 
traded, or are in the process of filing with the Philippine Securities and Exchange Commission (SEC) for 
purposes of issuing any class of instruments in a public market.  The Group is currently in the process of 
assessing the impact of this PFRS but is not yet in a position to state whether it could have a significant 
impact on the consolidated financial statements.  

 
·  Amendments to PAS 1, Presentation of Financial Statements (effective for annual periods beginning on or 

after January 1, 2009), introduces new disclosures to aggregate information in the financial statements on 
the basis of shared characteristics. It requires the following presentations: (a) all changes in equity arising 
from transactions with owners are to be presented separately from nonowner changes in equity, (b) income 
and expense are to be presented in one statement (a statement of comprehensive income) or in two 
statements (a separate income statement and a statement of comprehensive income), separately from owner 
changes in equity, (c) components of other comprehensive income to be displayed in the statement of 
comprehensive income and, (d) total comprehensive income to be presented in the consolidated financial 
statements.  Additional and/or revised disclosures required by this amendment will be included in the 
consolidated financial statements when this amendment is adopted. 

 
·  Amendments to PAS 23, Borrowing Costs (effective for annual periods beginning on or after  

January 1, 2009), requires capitalization of borrowing costs when such costs relate to a qualifying asset.  A 
qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use 
of sale.  In accordance with the transitional requirements in the Standard, the Group will adopt this as a 
prospective change.  Accordingly, borrowing costs will be capitalized on qualifying assets with a 
commencement date after January 1, 2009.  No changes will be made for borrowing costs incurred to this 
date that have been expensed. 
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·  Philippine Interpretation IFRIC 11, Group and Treasury Share Transaction (effective for annual periods 

beginning on or after March 1, 2007), requires arrangements whereby an employee is granted rights to an 
entity’s equity instruments to be accounted for as an equity-settled scheme by the entity even if (a) the entity 
chooses or is required to buy those equity instruments (e.g., treasury shares) from another party, or (b) the 
shareholder(s) of the entity provide the equity instruments needed.  It also provides guidance on how 
subsidiaries, in their separate financial statements, account for such schemes when the subsidiary’s 
employees receive rights to the equity instruments of the parent.  The Group is currently assessing the 
impact of this Interpretation but is not yet in a position to state whether it could have a significant impact on 
the consolidated financial statements. 

 
·  Philippine Interpretation IFRIC 12, Service Concession Arrangements (effective for annual periods 

beginning on or after January 1, 2008), covers contractual arrangements arising from entities providing 
public services.  The Group is not a party to any concession arrangement and, thus, expects that this 
Interpretation will not have any impact on the consolidated financial statements. 

 

·  Philippine Interpretation IFRIC 13, Customer Loyalty Programmes, (effective for annual periods beginning 
on or after July 1, 2008). This interpretation requires customer loyalty award credits to be accounted for as a 
separate component of the sales transaction in which they are granted and therefore part of the fair value of 
the consideration received is allocated to the award credits and deferred over the period that the award 
credits are fulfilled.  The Group expects that this Interpretation will have no impact on the consolidated 
financial statements as no such schemes currently exist. 

 
·  Philippine Interpretation IFRIC 14, PAS 19 - The Limit on a Defined Benefit Asset Minimum Funding 

Requirements and their Interaction (effective for annual periods beginning on or after January 1, 2008), 
provides guidance on how to assess the limit on the amount of surplus in a defined benefit scheme that can 
be recognized as an asset under PAS 19, Employee Benefits.  The Group expects that this interpretation will 
have no impact on the financial statements of the Group as all defined benefit schemes are currently in 
deficit. 

 
The revised disclosures in the consolidated financial statements provided by the above standard, amendments 
and interpretations, where applicable, will be included in the consolidated financial statements when these are 
adopted upon their effectivity. 

 
 
3. Segment Information 
 

The primary segment reporting format is determined to be the Group’s operating business segments.  The Group 
is organized into the following operating business segments, namely: (1) flour based products, (2) beverage and 
meat products, and (3) service and others.   
 
The flour-based segment manufactures and sells flour, pasta, flour based and rice based products.  The beverage 
and meat segment manufactures and sells fresh and flavored milk, fruit and iced tea juices, processed meat, and 
canned meat.  The service and others segment consist of real estate, insurance, financing, lighterage moving, 
cargo handling and other services.  The operating businesses are organized and managed separately according to 
the nature of the products and services provided, with each segment representing a strategic business unit that 
offers different products and serves different markets. 

 
Segment assets include all operating assets used by a segment and consist principally of operating cash, 
receivables, inventories and property, plant and equipment, net of allowance and provisions.  Segment liabilities 
include all operating liabilities and consist principally of trade, wages and taxes currently payable and accrued 
liabilities. 
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Intersegment transactions, such as segment revenues, segment expenses and segment results, including transfers 
between business segments, are eliminated in consolidation. 
 
Information with regard to the Group’s significant business segments is as follows (amounts in millions): 
 

For the Nine-Month Per iod Ended September 30, 2008 
 
 Flour-Based 

Beverage and 
Meat    

Service and 
Others Eliminations Consolidated

Net sales     
External sales P=3,250 P=1,070 P=1,253 P=– P=5,573 
Intersegment sales –  –  18  (18)  –  
 P=3,250 P=1,070 P=1,271 (P=18) P=5,573 
Results           
Income (loss) from operations  P=414 (P=84) (P=15) (P=5) P=310 
Other charges – net      (77)  
Provision for income tax     (74)  
Net income (loss)     159  

Other  information           
Segment assets  P=3,798  P=3,351 P=7,548 (P=6,059) P=8,638 
Investments  –  31  2,802  (488) 2,345  
Consolidated Total Assets      P=8,638  
Consolidated Total Liabilities     P=4,345  
Depreciation and amortization      P=55 
 
 
 

For the Nine-Month Per iod Ended September 30, 2007 
 
 Flour-Based 

Beverage and 
Meat    

Service and 
Others Eliminations Consolidated

Net sales     
External sales P=2,462 P=986 P=1,697 P=– P=5,145 
Intersegment sales –  –  17  (17)  –  
 P=2,462 P=986 P=1,714 (P=17) P=5,145 
Results           
Income (loss) from operations  P=314 (P=139) P=72 P=6 P=253 
Other charges – net      (49)  
Provision for income tax     (55)  
Net income (loss)     149  

Other  information           
Segment assets  P=2,945 P=3,364 P=12,408 (P=10,471) P=8,546 
Investments  5  – 4,367 (3,179) 1,193 
Consolidated Total Assets      P=9,820  
Consolidated Total Liabilities     P=5,201  
Depreciation and amortization      P=95 
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For the Quarter  Ended September 30, 2008 

 
 Flour-Based 

Beverage and 
Meat    

Service and 
Others Eliminations Consolidated

Net sales     
External sales P=1,323 P=439 P=322 P=– P=2,084 
Intersegment sales –  –  6 (6)  –  
 P=1,323 P=439 P=328 (P=6) P=2,084 
Results           
Income (loss) from operations  P=112 (P=37) (P=14) P=3 P=64 
Other charges – net      (16)  
Provision for income tax     (21)  
Net income (loss)     27  

Other  information           
Segment assets  P=3,798 P=3,351 P=7,548 (P=6,059) P=8,638 
Investments  – 31 2,802 (488) 2,345 
Consolidated Total Assets      P=8,638  
Consolidated Total Liabilities     P=4,345  
Depreciation and amortization      P=18 
 
 
 

For the Quarter  Ended September 30, 2007 
 
 Flour-Based 

Beverage and 
Meat    

Service and 
Others Eliminations Consolidated

Net sales     
External sales P=836 P=344 P=428 P=– P=1,608 
Intersegment sales –  –  5 (5)  –  
 P=836 P=344 P=433 (P=5) P=1,608 
Results           
Income (loss) from operations  P=97 (P=43) (P=6) P=2 P=50 
Other charges – net      (13)  
Provision for income tax     (11)  
Net income (loss)     25  

Other  information           
Segment assets  P=2,945 P=3,664 P=12,408 (P=10,471) P=8,546 
Investments  5 – 4,367 (3,79) 1,193 
Consolidated Total Assets      P=9,820  
Consolidated Total Liabilities     P=5,201  
Depreciation and amortization      P=30 
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4. Receivables 
 

 September  30, 
2008 (Unaudited)

December 31, 
2007 (Audited)

 (amounts in millions) 
Trade receivables P=1,524 P=1,308
Advances to related parties  1,847 184
Other receivables 86 288
 3,457 1,780
Less allowance for doubtful accounts 671 671
 P=2,786 P=1,109

 
 
5. Inventor ies 
 

This include finished goods and goods in process, raw materials, and spare parts and supplies.  
 
 

6. Other  Current Assets 
 

 
September  30, 

2008 (Unaudited)
December 31, 

2007 (Audited)
 (amounts in millions) 
Deposits on purchases  P=97 P=107
Creditable withholding taxes 82 51
Current portion of receivable from Meralco – net of deferred interest 

income  10 7
Prepaid expenses and other current assets – net of allowance for 

probable losses 98 73
 P=287 P=238
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7. Equity 
 
 Changes in Equity 

   Attributable to Equity Holders of the Parent    
 

Capital 
Stock

Capital in 
Excess of 
Par Value 

Net 
Unrealized 

Gain on 
AFS 

Financial 
Assets

Cumulative 
Actuarial 

Gains 
(Losses) on 

Defined 
Benefit Plan

Retained 
Earnings 

Share-
Based 

Compen-
sation

Cost of 
Treasury 

Stock Total
Minority 
Interests

Total 
Equity

  

BALANCES AT SEPTEMBER 30, 2007 P=3,928 P=1,020 P=56 P=– P=596 P=– (P=995) P=4,605 P=14 P=4,619
Net income (loss) for the second half – – – – 81 – – 81 (11) 70
Net unrealized loss on AFS investments – – 54 – – – – 54 – 54
Actuarial loss for the period – – – (1) – – – (1) – (2)
Total recognized income(loss) for the period – – 54 (1) 81 – – 134 (11) 123
Net movements during the period – (7) – – – 3 – (4) – (4)

BALANCES AT DECEMBER 31, 2007 P=3,928 P=1,013 P=110 (P=1) P=677 P=3 (P=995) P=4,735 P=3 P=4,738
Net income (loss) for the three quarters – – – – 161 – – 161 (2) 159
Net unrealized loss on AFS investments – – (44) 3 – – – (41) – (41)
Dividends declared – – – – (551) – – (551) – (551)
Retirement of treasury shares (768) (224) – – – – 992 – – –
Net movements during the period –     –           –            – – –          –          – (12) (12)
Total recognized income(loss) for the period (768) (224) (44) 3 (393) – 992 (433) (14) (445)

BALANCES AT SEPTEMBER 30, 2008 P=3,160 P=789 P=66 P=2 P=286 P=3 (P=3) P=4,303 (P=11) P=4,292
        

 
Capital Stock 
 
The details of the Parent Company’s capital stock follows: 
 

 Number of Shares 

 
September  30, 

2008 (Unaudited)
December 31, 2007 

(Audited)
Preferred stock, 10% cumulative and convertible to 

common stock in the ratio 1:1- P=1 par value  
 Authorized   

Beginning of period 254,424,473 300,000,000 
Conversion to common stock – (45,575,527) 

       Retirement of preferred shares (254,424,473) – 
 End of period – 254,424,473 

Common stock - P=1 par value    
 Authorized   

Beginning of period 4,745,575,527 2,350,000,000 
Result of change in par value – 2,350,000,000 
Conversion to common stock – 45,575,527 

       Retirement of treasury shares (767,310,502) – 
 End of period 3,978,265,025 4,745,575,527 

Issued and outstanding:   
 Beginning of period 3,160,403,866 1,575,850,330 
 Issuance of treasury shares  – 4,351,603 
 Result of change in par value – 1,580,201,933 
 End of period 3,160,403,866 3,160,403,866 
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On June 28, 2007, the stockholders and the BOD approved the change in the par value of the common shares of 
the Parent Company from P=2 to P=1 and the conversion of 45,575,527 preferred shares to common shares 
resulting to an increase in the authorized number of common stocks from 2.35 billion to 4.74 billion shares.  The 
change in par value of the common shares and the conversion of preferred shares to common shares were 
approved by the SEC on September 11, 2007. All amounts per share in the consolidated financial statements 
have been adjusted to reflect the change in par value of the common shares of the Parent Company. 
 
Retained Earnings 
 
The Parent Company’s retained earnings as of June 30, 2008 and December 31, 2007 is restricted in the amount 
of P=995 million, representing the cost of shares held in treasury.  Also, any undistributed equity in net earnings 
of subsidiaries, joint ventures and associates that is included in retained earnings, will only be available for 
declaration as dividends when these are actually received. 
 
On June 25, 2008, the stockholders and the BOD approved the retirement of 254,424,473 shares of preferred 
stock, as well as the 767,310,502 shares of treasury stock.  The stockholders and the BOD likewise approved the 
declaration of cash dividends amounting to about P50 million and property dividends of 1 Philtown share for 
every 22 shares for stockholders on record as of July 9, 2008. 

 
 
8. Related Par ty Transactions 
 
 Significant related party transactions are as follows: 
 
 Transactions with the Group 
 
 a. Sales and purchases of products and services to/from subsidiaries: 
 
 b. Availments/extensions of both interest-bearing and noninterest-bearing cash advances mainly for working 

capital purposes and investment activities from/to subsidiaries and other related parties with no fixed 
repayment terms.   

 
c. Distributorship services provided by the Parent Company to URICI, a joint venture entity, for the export of 

frozen dairy dessert/mellorine.  URICI pays service fees equivalent to 7% of the total net sales value of 
goods distributed.   

 
d. The Parent Company and Swift entered into a Memorandum of Agreement (MOA) in 2003 for the Parent 

Company to purchase Swift’s meat manufacturing plant (Plant) in Cabuyao, Laguna. The MOA also 
provided that the Parent Company will shoulder the cost of the settlement of the ongoing labor case of the 
striking plant employees.  In 2004, CMPC acquired the Plant after the Parent Company assigned its right to 
acquire the Plant to CMPC. 

 
 On November 25, 2004, Swift transferred its Meat plant assets to the Parent Company through CMPC 

together with the obligation on the settlement of the striking Meat Division’s employees. In February 2006, 
the Parent Company, Swift and the striking labor union entered into a compromise settlement of the labor 
case totaling P=121.75 million.  Based on the evaluation of the Parent Company at that time, the Parent 
Company accrued P=50.00 million as its estimate for the labor cost.  In accordance with the provision of the 
MOA, RFM billed CMPC the amount of P=71.97 million accounted for in the Parent Company’s books as 
follows:  P=64.77 million representing the present value of the amount payable to the meat division 
employees; P=44.70 million receivable from CMPC equivalent to the present value of the receivable; and  
P=27.77 million investment in CMPC equivalent to the amount of the discount on the receivable.  In January 
2007, the Parent Company transferred to CMPC the remaining balance of the settlement liability amounting 
to P=44.65 million as agreed by both parties. The balance of the liability was paid in full by the end of 2007. 
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e. Management services of the Parent Company to RIBI, a majority-owned subsidiary wherein RIBI pays the 
Parent Company a yearly management fee equivalent to 5% of income before tax or a fixed amount based 
on the level of net sales, whichever is higher.   

 
f. Lease of certain warehouse and office spaces by the Parent Company and other subsidiaries from Philtown 

with automatic renewal every year unless terminated by the lessee.   
 

g. Noninterest-bearing cash advances received by OMP from Philtown and the Parent Company.   

h. Sale of certain parcel of land and building and improvements to Invest Asia.  
 

Material intercompany transactions and outstanding balances of the Group were eliminated in the consolidated 
financial statements. 
 
 

9. Earnings per  Share (EPS) 
  

For  the Nine-Month Per iod Ended September  30
 2008 (Unaudited) 2007 (Unaudited) 
a. Net income attributable to equity holders of the Parent Company 

(Amounts in Millions) P=161 P=151 
b. Common shares outstanding 3,160,403,866 3,160,403,866 
c. Weighted average common shares outstanding 3,160,403,866 3,160403,866 
d. Basic earnings per share (a/b) P=0.0503            P=0.0471 
e. Diluted earnings per share (a/c) P=0.0503   P=0.0471 
 
 

10. Financial Instruments 
 
Accounting Policies 

 Loans and receivables 
Loans and receivables are nonderivative financial assets with fixed or determinable payments that are not quoted 
in an active market.  They arise when the Group provides money, goods or services directly to a debtor with no 
intention of trading the receivables. After initial measurement, loans and receivables are subsequently carried at 
cost or amortized cost using the effective interest method less any allowance for impairment.  Gains and losses 
are recognized in the consolidated statement of income when the loans and receivables are derecognized or 
impaired, as well as through the amortization process. Loans and receivables are classified as current assets if 
maturity is within twelve months from the balance sheet date.  Otherwise, these are classified as noncurrent 
assets. 
 
This category primarily includes the Group’s cash in bank and cash equivalents, trade accounts receivables, 
installment contracts receivables, advances to related parties, advances to officers and employees and other 
receivables as of  September 30, 2008 and December 31,2007. 

 
AFS investments 
AFS investments are nonderivatives that are either designated in this category or not classified in any of the 
other categories. AFS investments are carried at fair value in the consolidated balance sheet, with the unrealized 
gains or losses on changes in their fair value being recognized directly in equity. When the investment is 
disposed of, the cumulative gain or loss previously recorded in equity is recognized in the consolidated 
statement of income.  Interest earned or paid on the investments is reported as interest income or expense using 
the effective interest method.  Dividends earned on investments are recognized in the consolidated statement of 
income as “Dividends income”  when the right of payment has been established.   
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These financial assets are classified as noncurrent assets unless there is intention to dispose of such assets within 
twelve months of the balance sheet date. 
 
As of September 30, 2008, the Group’s AFS investments consist of investment in preferred shares and quoted 
common shares. 
 
Other 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 (e.g., payables, 
accruals). 
 
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. 
 
The Group’s other financial liabilities include accounts payable and accrued liabilities, trust receipts and 
acceptances payables, bank loans, long-term debt and other long-term liabilities and advances from related 
parties as of September 30,2008 and December 31, 2007. 

 
Determination of fair value of financial instruments 
Financial assets and liabilities, on initial recognition, are accounted for at fair value. The fair values of financial 
assets and financial liabilities, on initial recognition are normally the transaction price. In the case of those 
financial assets that have no active markets, fair values are determined using an appropriate valuation technique.  

 
 Financial Risk Management Objectives and Policies 

The Group’s principal financial instruments include nonderivative instruments such as cash in banks and cash 
equivalents, AFS investments, installment contracts receivables, financial assets at FVPL, other receivables, 
bank loans, short-term and long-term debt and obligations, loans, and advances from and payable to related 
parties.  The main purpose of these financial instruments includes raising funds for the Group’s operations and 
managing identified financial risks.  The Group has various other financial assets and financial liabilities such as 
trade receivables, trade and trust receipts payables, customers’  and tenants’  deposits which arise directly from its 
operations.  The main risk arising from the use of financial instruments are credit risk, liquidity risk, interest rate 
risk and foreign exchange risk. 

 
 Credit risk 
 Credit risk arises from the risk of counterparties defaulting.  Management is tasked to minimize credit risk 

through strict implementation of credit, treasury and financial policies.  The Group deals only with reputable 
counterparties, financial institutions and customers. To the extent possible, the Group obtains collateral to secure 
sales of its products to customers.  Also, the Group transacts with financial institutions belonging to the top 25% 
of the industry, and/or those which provide the Group with long-term loans and/or short-term credit facilities. 

 
 The Group does not have significant concentrations of credit risk and does not enter into financial instruments to 

manage credit risk.  With respect to credit risk arising from financial assets other than installment contracts and 
accounts receivable (such as cash and cash equivalents and AFS investments), the Group©s exposure to credit 
risk arises from default of the counterparties, with a maximum exposure equal to the carrying amount of these 
instruments.   

  
 Liquidity risk 
 Liquidity risk arises from the possibility that the Group may encounter difficulties in raising fund to meet 

commitments from financial instruments. 
 

Management is tasked to minimize liquidity risk though prudent financial planning and execution to meet the 
funding requirements of the various operating divisions within the Group; although long-term and short-term 
loans obtained from financial institutions, through strict implementation of credit and collection policies, 
particularly in containing trade receivables; and through capital raising, including equity, as may be necessary.  
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Presently, the Group has existing long-term loans that fund capital expenditures.  Working capital requirements, 
on the other hand, are adequately addressed through short-term credit facilities from financial institutions.  
Trade receivables are kept within manageable levels. 

 
Interest rate risk 
The Group’s exposure to changes in interest rates relates primarily to the Group’s short-term and long-term debt 
obligations. 

  
 Management is tasked to minimize interest rate risk through interest rate swaps and options, and having a mix of 

variable and fixed interest rates on its loans.  Presently, the Group’s short-term and long-term bank loans are 
market-determined, with the long-term loan interest rates based on PSDT-F-1 plus a certain mark-up.  The 
Group has not entered into interest rate swaps and options during 2007 and 2006. 

 
 Foreign exchange risk 
 The Group’s exposure to foreign exchange risk results from the Parent Company and URICI’s business 

transactions and financing agreements denominated in foreign currencies. 
 

Management is tasked to minimize foreign exchange risk through the natural hedges arising from its export 
business and through external currency hedges.  Presently, trade importations are immediately paid or converted 
into Philippine peso obligations as soon as these are negotiated with suppliers.  The Group has not done any 
external currency hedges in 2007 and 2006. 

 
Fair Value of Financial Instruments 
The following methods and assumptions were used to estimate the fair value of each class of financial instrument 
for which it is practicable to estimate such value. 

 
Due to the short-term nature of the transactions, the carrying amounts of cash and cash equivalents, accounts 
receivable, bank loans, accounts payable and accrued liabilities and trust receipts payable approximate their fair 
market values. 
 
The fair market value of AFS investments has been determined by reference to quoted market prices at the close 
of business on December 31, 2007.  Investments in unquoted equity securities are carried at historical cost, net of 
impairment. 

 
The fair value of advances to/from related parties, receivable from Meralco and long-term obligations are based 
on the discounted value of future cash flows using the applicable rates for similar types of loans. 

  
Management’s use of estimates in the determination of fair value 
The fair value of financial instruments traded in active markets at the balance sheet date is based on the quoted 
market price or dealer price quotations (bid price for long positions and ask price for short positions), without 
any deduction for transaction costs.  When current bid and asking prices are not available, the price of the most 
recent transaction provides evidence of current fair value as long as there has not been a significant change in 
economic circumstances since the time of transaction. 

 
For all other financial instruments not listed in an active market, the fair value is determined by using appropriate 
valuation methodologies. Valuation methodologies include net present value techniques, comparison to similar 
instruments for which market observable prices exist, options pricing models, and other relevant valuation 
models. 
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RFM CORPORATION AND SUBSIDIARIES 

Aging Analysis of Trade Receivables 
As of September  30, 2008 

(Amounts in M illions) 
 
  Amount % 
   
Under Six (6) Months P=1,092 71% 
    
Six (6) Months to One (1) Year 239 16% 
    
Over One (1) Year 193 13% 
    
 P=1,524 100% 

 
 


