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SECURITIES AND EXCHANGE COMMISSION 

 

SEC FORM 17-Q 

 

QUARTERLY REPORT PURSUANT TO SECTION 17 OF THE SECURITIES REGULATION CODE (SRC) 

AND SRC RULE 17 (2) (b) THEREUNDER 

 

 

 

1.  For the quarterly period ended MARCH 31, 2011 

 

2.  Commission Identification Number: 12998   3.  BIR Tax Identification Number: 000-064-134-000 

 

4.  Exact name of Registrant as specified in its charter: RFM CORPORATION 

 

5.                      Philippines                                       6.      (SEC Use Only) 

     Province, country or other jurisdiction of               Industry Classification Code 

      incorporation or organization 

 

7.  RFM Corporate Center, Pioneer corner and Sheridan Streets, Mandaluyong City                 1550             

                          Address of Registrant’s principal office      Postal Code 

 

8.                               0632-631-81-01              

      Registrant’s telephone number, including area code 

   

9.                                  Not Applicable     

      Former name, former address, and former fiscal year, if changed since last report 

 

10. Securities registered pursuant to Sections 4 and 8 of the RSA 

 

Title of Each Class Number of Shares of Common Stock Issued and 

Outstanding 

Common Stock, P=1.00 par value 3,160,403,866 

 

11.  Are any or all of these securities listed in the Philippine Stock Exchange? 

 

  Yes [  ����  ]  No [      ] 

 

12.  Indicate by check mark whether the Registrant: 

 

a. has filed all reports required to be filed by Section 11 of the Revised Securities Act (RSA) and RSA Rule 11(a)-1 

thereunder and Sections 26 and 141 of the Corporation Code of the Philippines (CCP) during the preceding 12 

months (or for such shorter period that the Registrant was required to file such reports): [Note:  Sec. 26 of the CCP 

deals with reporting of election of directors or officers to the SEC; Sec. 141 with the submission of financial 

statements to the SEC.] 

 

Yes [  ����  ]  No [      ] 

 

b. has been subject to such filing requirements for the past 90 days. 

 

Yes [  ����  ]  No [      ] 
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PART I – FINANCIAL INFORMATION 

 

 

Item 1. Financial Statements 

 

The consolidated financial statements are filed as part of this form 17-Q, pages 7 to 41 and are incorporated herein 

by reference to said quarterly report. 

 

 

Item 2. Management’s Discussion and Analyses of Results of Operations and Financial Condition 

 

Analysis of Results of Operations 

 

First quarter 2011 vs. First quarter 2010 

 

Food and beverage firm RFM Corporation registered P100 million in net income for the first three months of 2011, 

down 27% from P138 million reported same period last year. The slowdown in performance can be attributed to 

rising commodity prices as well as escalating power and utilities cost resulting from political concerns in the Middle 

East and North Africa.  

 

Saddled with a general softening of the market in many categories, coupled with the delayed start of summer, first 

quarter revenues remained flat at P1.98 billion. However, sales turnover of the flour-based group and Selecta ice 

cream remained resilient. New marketing campaigns have been launched during the quarter particularly for Selecta 

Ice Cream, Fiesta pasta, Selecta Milk, Sunkist (new Sunkist Litro) and Swift Canned Meat (Swift Corned Beef swak 

pack).  

 

The Company maintains optimism as it focuses and leverages on the strengths of its core products. Selecta Ice 

Cream, a joint venture with world giant Unilever, is deepening its dominant market position with 66% market share, 

while the flour-based businesses led by White King Fiesta continues to improve it market position at 29% in the 

spaghetti pasta category. 

 

The key financial performance indicators for the Company for the first quarter ended March 31, 2011 as compared to 

the same period in 2010, are as follows: 

 

 For the Quarter Ended Key Financial Performance Indicators 

(Amounts in Millions)*   Mar 31, 2011 Mar 31, 2010 

Net Revenues P=1,980 P=1,970 

Net Operating Margin 162 203 

Net Income (Loss) 100 138 

EBITDA 206 234 

Current Ratio  1.81 1.78 

 * 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. 
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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 March 31, 2011, the Group’s total assets contracted by 5% to P10.0 billion compared to P10.6 billion as of 

December 31, 2010.  The decline was primarily from the current assets segment which dropped by 21% to  

P4.3 billion compared to P5.4 billion as of end-December 2010.   

 

Total receivables narrowed by 44% to P1.1 billion due to collection efforts to reduce the outstanding balances.  

Meanwhile, inventories rose by 16% to P2.0 billion during the first quarter as the Company geared up its raw 

material purchases in time for its summer seasonal sales increase.  Other current assets increased by P333 million to 

P619 million due to deposits on purchases in line with inventory buildup to support the upward sales trend. 

 

The Group’s property plant and equipment increased by P304 million to P2.2 billion due to ongoing capacity 

expansion to meet the increasing demand of its products. 

 

Accounts payable shrank by more than a third to P1.7 billion in the first quarter from P2.6 billion as of  

December 31, 2010.  However, long-term bank debt remained at the same level as last year since reavailments were 

made after full payment of several outstanding bank loans. 

 

The Group maintained a healthy current ratio of 1.8 on March 31, 2011. 

 

The Group’s Debt to Equity ratio is 0.80 times on March 31, 2011; and 0.85 times on December 31, 2010. 

 

Notes to Financial Statements 

 

The Company’s financial statements for the first 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 are no material changes in estimates of amounts reported in prior financial periods, other than those 

disclosed in the most recent audited financial statements; 

(c) 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; 

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

(f) There are no dividends paid separately for ordinary shares and other shares; 

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

financial statements; 

(h) 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; 

(i) There is no change in contingent liabilities since the most recent audited financial statements; 

(j) 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 March 31, 2011;  

(k) 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 II – 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 Millions) 

 

 

  

 March 31, 2011 December 31, 2010

ASSETS   

Current Assets 
  

Cash and cash equivalents  P=194 P=638, 

Accounts receivable (Note 5) 1,083 1,950 

Inventories (Note 6) 1,993 1,711 

Available-for-sale (AFS) financial assets (Note 11) 418 837 

Other current assets (Note 7) 619 286 

Total Current Assets 4,308 5,422 

Noncurrent Assets   

Property, plant and equipment    

 At cost  2,236 1,932 

 At appraised value 1,539 1,539 

Investment property  53 53 

AFS financial assets (Note 11) 947 947 

Investments in associates (Note 11) 253 253 

Deferred income tax assets - net  134 141 

Other noncurrent assets  77 296 

Total Noncurrent Assets 5,239 5,161 

TOTAL ASSETS 
P=9,547 P=10,583 

   

LIABILITIES AND EQUITY   

Current Liabilities 
  

Bank loans  P=598 P=370 

Accounts payable and accrued liabilities  1,730 2,656 

Derivative liability  7 7 

Current portion of long-term obligations  4 6 

Provisions  44 2 

Total Current Liabilities 2,383 3,041 

Noncurrent Liabilities 
  

Long-term obligations - net of current portion  16 16 

Long-term debts - net of current portion  1,500 1,500 

Deferred income tax liabilities  288 244 

Net pension obligation  49 57 

Security deposits 2 2 

Total Noncurrent Liabilities 1,855 1,818 

Total Liabilities 
4,237 4,859 

 

(Forward)
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 March 31, 2011 December 31, 2010

Equity attributable to equity holders of the  

 Parent Company (Note 8) 

  

Capital stock  P=3,160 P=3,160 

Capital in excess of par value  789 789 

Net valuation gains on AFS financial assets (Note 11) 28 28 

Revaluation increment on land - net of deferred income tax effect 569 569 

Retained earnings 760 1,172 

 5,307 5,719 

Non-controlling interests 3 5 

Total Equity 
5,309 5,723 

TOTAL LIABILITIES AND EQUITY 
P=9,547 P=10,583 

   

See accompanying Notes to Consolidated Financial Statements. 
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RFM CORPORATION AND SUBSIDIARIES  

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME  
(Amounts in Millions, Except for Earnings Per Share Data) 

 

  For the Quarter Ended March 31 

   2011 2010 

    

NET REVENUES     P=1,980 P=1,970 

    

DIRECT COSTS AND EXPENSES   1,353 1,258 

    

GROSS PROFIT    627 712 

    

SELLING AND MARKETING EXPENSES   (362) (395) 

    

GENERAL AND ADMINISTRATIVE EXPENSES  (113) (115) 

    

MISCELLANEOUS OPERATING INCOME (LOSS)  10 1 

    

NET OPERATING INCOME  162 203 

    

OTHER INCOME (CHARGES) – Net (Note 12)  (25) (35) 

    

INCOME BEFORE PROVISION FOR INCOME TAX  137 168 

    

PROVISION FOR INCOME TAX   37 30 

    

NET INCOME      P=100 P=138 

    

Attributable to:    

Equity holders of the Parent Company    P= 101 P=138 

Minority interests (Note 2)  (1) – 

     P= 100 P=138 

   

Basic/Diluted Earnings Per Share (Note 13)  P= 0.032 P=0.043 

   

See accompanying Notes to Unaudited Consolidated Financial Statements 
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RFM CORPORATION AND SUBSIDIARIES 

UNAUDITED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

(Amounts in Millions) 

 

  

 

For the Quarter Ended March 31 

   2011 2010 

    

NET INCOME      P=100 P=138 

    

OTHER COMPREHENSIVE INCOME  – – 

    

    

Total comprehensive income for the period      P=100     P=138 

    

Attributable to:    

Equity holders of the Parent Company    P= 101   P= 138 

Minority interests (Note 2)  (1) – 

     P= 100    P= 138 

   

See accompanying Notes to Unaudited Consolidated Financial Statements 

 



- 11 - 

 

 

RFM CORPORATION AND SUBSIDIARIES 

UNAUDITED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY  

(Amounts in Millions) 

 

 
 Attributable to Equity Holders of the Parent 

 

Capital 

Stock 

Capital In 

Excess of 

Par Value

Net 

Unrealized 

Gain on 

AFS 

Financial 

Assets

Revaluation 

Increment 

Cash Flow 

Hedge

Share-

Based 

Compen-

sation

Retained 

Earnings

Treasury 

Stock Total

Minority 

Interests

Total 

Equity

 

BALANCES AT DECEMBER 31, 2009 P=3,160 P=789 P=21 P=501 P=(1) P=2 P=623 P=– P=5,095 P=4 P=5,099 

Net income for the period – – – – – – 138 – 138 – 138 

BALANCES AT MARCH 31, 2010 3,160 789 21 501  (1) 2 761 – 5,233 4 5,237 

Net income for the period – – – – – – 487 – 487 1 488 

Actuarial losses on defined benefit plan – net 

of deferred income tax 

 

– 

 

– 

 

– 

 

– 

 

– 

 

– 

 

(26) 

 

– 

 

(26) 

 

– 

 

(26) 

Net changes in fair value of AFS financial 

assets 

 

– 

 

– 

 

7 

 

– 

 

– 

 

– 

 

– 

 

– 

 

7 

 

– 

 

7 

Net changes in fair value of cash flow hedge 

– net of deferred income tax 

 

– 

 

– 

 

– 

 

– 

 

1 

 

– 

 

– 

 

– 

 

1 

 

– 

 

1 

Revaluation increment on land – net of 

deferred income tax 

 

– 

 

– 

 

– 

 

68 

 

– 

 

– 

 

– 

 

– 

 

68 

 

– 

 

68 

Cash dividend declaration – – – – – – (50) – (50) – (50) 

Share-based compensation plan – – – – – (2) - – (2) - (2) 

BALANCES AT DECEMBER 31, 2010 P=3,160 789 28 569 – – 1,172 – 5,718 5 5,723 

Net income for the period – – – – – – 100 – 100 (2) 98 

Cash dividend declaration – – – – – – (94) – (94) – (94) 

Property dividend declaration – – – – – – (418) – (418) – (418) 

BALANCES AT MARCH 31, 2011 P=3,160 P=789 P=28 P=569 P=– P=– P=760 P=– P=5,306 P=3 P=5,309 

 



- 12 - 

 

RFM CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Amounts in Millions) 

   

For the Quarter Ended March 31

 2011 2010

 

CASH FLOWS FROM OPERATING ACTIVITIES 

Income before income tax  P=137 P=168 

Adjustments for:     

 Interest expense and financing charges  35 41 

 Depreciation and amortization  43 140 

 Unrealized foreign exchange gains - net  – (1) 

 Equity in net losses (earnings) of associates  (39) (2) 

 Interest and financing income  (4) (4) 

Operating income (loss) before working capital changes  172 342 

Decrease (increase) in:   

 Accounts receivable  867 676 

 Inventories (283) (84) 

 Other current assets (333) (136) 

Increase (decrease) in:   

 Accounts payable and accrued liabilities (926) (520) 

 Other current liabilities 42 11 

Provision for doubtful accounts – 10 

Cash generated from (used in) operations  (462) 299 

Interest paid  (35) (41) 

Interest received  4 4 

Net cash from (used in) operating activities (492) 262 

   

CASH FLOWS FROM INVESTING ACTIVITIES   

Acquisition of investments and property and equipment   (348) (58) 

Decrease (Increase) in other noncurrent assets 226 (79) 

Net cash used in investing activities (122) (137) 

   

CASH FLOWS FROM FINANCING ACTIVITIES   

Net availments (repayments) of:   

 Long-term debt and obligations / bank loans 227 (205) 

Dividends declared (94) – 

Increase (decrease) in minority interests and other noncurrent liabilities 37 – 

Net cash from financing activities 169 (205) 

   

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (445) (80) 

   

CASH AND CASH EQUIVALENTS, 1 JANUARY 2011 638 485 

   

CASH AND CASH EQUIVALENTS, 31 MARCH 2011 P=194  P=405  

 

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) was incorporated and registered with the Philippine Securities and 

Exchange Commission (SEC) on August 16, 1957.  On July 9, 2007, the SEC approved the extension of the 

Company’s corporate life from August 22, 2007 to October 13, 2056.  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 Reporting Practices 

 

The consolidated financial statements of the Group have been prepared using the historical cost basis, except for 

the Group’s land, which are stated at appraised values, and available-for-sale (AFS) financial assets and 

derivative liability that are measured at fair value.  The consolidated financial statements are presented in 

Philippine peso (Peso), which is the Parent Company’s functional currency.  All values are rounded off to the 

nearest thousand pesos (P=000), except for the number of shares or when otherwise indicated.   

 

Statement of Compliance 

The consolidated financial statements of the Group have been prepared in compliance with Philippine Financial 

Reporting Standards (PFRS). 

 

Changes in Accounting Policies and Disclosures 

 

The accounting policies adopted are consistent with those of the previous financial year except for the adoption 

of new and amended accounting standards that became effective beginning January 1, 2010: 

 

• PFRS 3, Business Combinations (Revised), and Philippine Accounting Standards (PAS) 27, Consolidated 

and Separate Financial Statements (Amended), introduce significant changes in the accounting for business 

combinations occurring after becoming effective.  Changes affect the valuation of non-controlling interest, 

the accounting for transaction costs, the initial recognition and subsequent measurement of a contingent 

consideration and business combinations achieved in stages.  These changes will impact the amount of 

goodwill recognized, the reported results in the period that an acquisition occurs and future reported results. 

 

PAS 27 (Amended) requires that a change in the ownership interest of a subsidiary (without loss of control) 

is accounted for as a transaction with owners in their capacity as owners.  Therefore, such transactions will 

no longer give rise to goodwill, nor will it give rise to a gain or loss.  Furthermore, the amended standard 

changes the accounting for losses incurred by the subsidiary as well as the loss of control of a subsidiary.  

 

The changes introduced by the PFRS 3 (Revised) must be applied prospectively and PAS 27 (Amended) 

must be applied retrospectively with a few exceptions. Total comprehensive income (loss) is attributed to 

the equity holders of the Parent Company and to the non-controlling interests even if this results in the non-

controlling interests having a deficit balance.  The Parent Company’s acquisition of Invest Asia Corporation 

(Invest Asia) in 2010 was accounted for using PFRS 3 (Revised). 
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• PFRS 8, Operating Segments, clarifies that segment assets and liabilities need only be reported when those 

assets and liabilities are included in measures that are used by the chief operating decision maker.  As the 

Group’s chief operating decision-maker does review segment assets and liabilities, the Group has continued 

to disclose these information in Note 4.   

 

Adoption of the following changes in PFRS, PAS and Philippine Interpretations did not have any significant 

impact on the Group’s consolidated financial statements.  

 

• PFRS 2, Share-based Payments (Amendment) - Group Cash-settled Share-based Payment Transactions 

• PAS 39, Financial Instruments: Recognition and Measurement (Amendment) - Eligible Hedged Items 

• Philippine Interpretation IFRIC 17, Distributions of Non-Cash Assets to Owners 

 

Improvement to PFRS 

In May 2008 and April 2009, the International Accounting Standards Board (IASB) issued omnibus 

amendments to the following standards, primarily with a view of removing inconsistencies and clarify wording.  

The adoption of the following amendments resulted in changes to accounting policies but did not have 

significant impact on the financial position and performance of the Group.  

 

Issued in May 2008 

• PFRS 5, Noncurrent Assets Held for Sale and Discontinued Operations 

 
Issued in April 2009 

• PFRS 2, Share-based Payment 

• PFRS 5, Noncurrent Assets Held for Sale and Discontinued Operations 

• PAS 1, Presentation of Financial Statements 

• PAS 7, Statement of Cash Flows 

• PAS 17, Leases 

• PAS 36, Impairment of Assets 

• PAS 38, Intangible Assets 

• PAS 39, Financial Instruments: Recognition and Measurement 

• Philippine Interpretation IFRIC 9, Reassessment of Embedded Derivatives 

• Philippine Interpretation IFRIC 16, Hedge of a Net Investment in a Foreign Operation 

 

 

Summary of Significant Accounting Policies 

 

Basis of Consolidation 
Basis of consolidation starting January 1, 2010 

The consolidated financial statements comprise the financial statements of the Group prepared for the same 

reporting year as the Parent Company, using consistent accounting policies. 
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The consolidated subsidiaries, which are all incorporated in the Philippines, follow:   
 

 Percentage of Ownership 

 2011 2010 

Cabuyao Meat Processing Corporation (CMPC) 100.00 100.00 

Interbake Commissary Corporation (ICC) 100.00 100.00 

RFM Equities, Inc. (REI) 100.00 100.00 

 RFM Insurance Brokers, Inc. (RIBI) 100.00 100.00 

 Conglomerate Securities and Financing Corporation  

  (CSFC) 

 

88.68 

 

88.68 

RFM Foods Philippines Corporation* 100.00 100.00 

Southstar Bottled Water Company, Inc.* 100.00 100.00 

Swift Tuna Corporation* 100.00 100.00 

Invest Asia 96.00 – 

FWBC Holdings, Inc.  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 
  *   Dormant 

 

On August 2, 2010, the Parent Company acquired 96% of ownership interest in Invest Asia, an entity under 

common shareholders’ group, and accordingly executed corresponding deeds of absolute sale of shares of stock 

with the former shareholders.  The cash consideration amounting to P=0.03 million was based on the book value 

of the shares of stock as of December 31, 2009.  Accordingly, Invest Asia became a subsidiary of the Parent 

Company. 

 

Subsidiaries 

Subsidiaries are entities over which the Parent Company has the power to govern the financial and operating 

policies of the entities, or generally have an interest of more than one half of the voting rights of the entities.  

The existence and effect of potential voting rights that are currently exercisable or convertible are considered 

when assessing whether the Parent Company controls another entity.  Subsidiaries are fully consolidated from 

the date of acquisition, being the date on which the Parent Company or the Group obtains control, directly or 

through the holding companies, and continue to be consolidated until the date that such control ceases.  Control 

is achieved where the Parent Company has the power to govern the financial and operating policies of an entity 

so as to obtain benefits from its activities.  They are deconsolidated from the date on which control ceases.  

  

All intra-group balances, transactions, income and expenses, and profits and losses resulting from intra-group 

transactions are eliminated in full.  However, intra-group losses are also eliminated but are considered an 

impairment indicator of the assets transferred.   

  

A change in the ownership interest in a subsidiary, without a loss of control, is accounted for as an equity 

transaction.  

 

If the Group loses control over a subsidiary, it derecognizes the carrying amounts of the assets (including 

goodwill) and liabilities of the subsidiary, carrying amount of any non-controlling interest (including any 

attributable components of other comprehensive income recorded in equity), and recognizes the fair value of the 

consideration received, fair value of any investment retained, and any surplus or deficit recognized in the 

consolidated statement of income.  The Group also reclassifies the Parent Company’s share of components 

previously recognized in other comprehensive income to profit or loss or retained earnings, as appropriate. 

 

Non-controlling Interest 

Non-controlling interest represents the portion of profit or loss and the net assets not held by the Group.  Profit 

or loss and each component of other comprehensive income (loss) are attributed to the equity holders of the 

Parent Company and to the non-controlling interest.  Total comprehensive income (loss) is attributed to the 
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equity holders of the Parent Company and to the non-controlling interest even if this results in the non-

controlling interest having a deficit balance.   

 

Transactions with non-controlling interest are accounted for as an equity transaction.   

 

Basis of consolidation prior to January 1, 2010 

The requirements of the two preceding paragraphs are applied on a prospective basis.  The difference, however, 

is carried forward in certain instances from the previous basis of consolidation.  Losses incurred by the Group 

were attributed to the non-controlling interest until the balance was reduced to nil.  Any further excess losses 

were attributed to the Parent Company, unless the non-controlling interest had a binding obligation to cover 

these.   

 

Losses prior to January 1, 2010 were not reallocated between non-controlling interests and the equity holders of 

the Parent Company. 

 

Business Combination and Goodwill 

Business combinations starting January 1, 2010 

Business combinations are accounted for using the acquisition method.  The cost of an acquisition is measured 

as the aggregate of the consideration transferred, measured at acquisition date fair value and the amount of any 

non-controlling interest in the acquiree. For each business combination, the acquirer measures the non-

controlling interest in the acquiree either at fair value or at the proportionate share of the acquiree’s identifiable 

net assets.  Acquisition-related costs incurred are expensed and included in general and administrative expenses. 

 

When the Group acquires a business, it assesses the financial assets and financial liabilities assumed for 

appropriate classification and designation in accordance with the contractual terms, economic circumstances and 

pertinent conditions as at the acquisition date.  This includes the separation of embedded derivatives in host 

contracts by the acquiree. 

 

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s previously held 

equity interest in the acquiree is remeasured to fair value at the acquisition date and any gain or loss on 

remeasurement is recognized in the consolidated statement of income. 

 

Any contingent consideration to be transferred by the acquirer will be recognized at fair value at the acquisition 

date.  Subsequent changes to the fair value of the contingent consideration which is deemed to be an asset or 

liability, will be recognized in accordance with PAS 39 either in the consolidated statement of income or as a 

change to other comprehensive income.  If the contingent consideration is classified as equity, it should not be 

remeasured until it is finally settled within equity. 
 

Goodwill is initially measured at cost being the excess of the aggregate of the consideration transferred and the 

amount recognized for non-controlling interest over the net identifiable assets acquired and liabilities assumed.  

If this consideration is lower than the fair value of the net assets of the subsidiary acquired, the difference is 

recognized in the consolidated statement of income. 

 

After initial recognition, goodwill is measured at cost less any accumulated impairment losses.  For the purpose 

of impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to 

each of the Group’s cash-generating units (CGU) that are expected to benefit from the combination, irrespective 

of whether other assets or liabilities of the acquiree are assigned to those units. 

 

Where goodwill forms part of a CGU and part of the operation within that unit is disposed of, the goodwill 

associated with the operation disposed of is included in the carrying amount of the operation when determining 

the gain or loss on disposal of the operation.  Goodwill disposed of in this circumstance is measured based on 

the relative values of the operation disposed of and the portion of the CGU retained. 

 

Goodwill is reviewed for impairment, annually or more frequently if events or changes in circumstances indicate 

that the carrying value may be impaired.  
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Impairment is determined for goodwill by assessing the recoverable amount of the CGU or group of CGUs to 

which the goodwill relates.  Where the recoverable amount of the CGU or group of CGUs is less than the 

carrying amount of the CGU or group of CGUs to which goodwill has been allocated, an impairment loss is 

recognized.  Impairment losses relating to goodwill cannot be reversed in future periods.  The Group performs 

its impairment test of goodwill annually every December 31.  

 

Business combinations prior to January 1, 2010 

Business combinations are accounted for using the purchase method.  This involves recognizing identifiable 

assets and liabilities of the acquired business initially at fair value.  If the acquirer’s interest in the net fair value 

of the identifiable assets and liabilities exceeds the cost of the business combination, the acquirer shall  

(a) reassess the identification and measurement of the acquiree’s identifiable assets and liabilities and the 

measurement of the cost of the combination; and (b) recognize immediately in the consolidated statement of 

income any excess remaining after that reassessment. 

 

When a business combination involves more than one exchange transaction, each exchange transaction shall be 

treated separately using the cost of the transaction and fair value information at the date of each exchange 

transaction to determine the amount of any goodwill associated with that transaction.  This results in a step-by-

step comparison of the cost of the individual investments with the Group’s interest in the fair value of the 

acquiree’s identifiable assets, liabilities and contingent liabilities at each exchange transaction.  The fair values 

of the acquiree’s identifiable assets, liabilities and contingent liabilities may be different on the date of each 

exchange transaction.  Any adjustments to those fair values relating to previously held interests of the Group is a 

revaluation to be accounted for as such and presented separately as part of equity.  If the revaluation relates 

directly to an identifiable fixed asset, the revaluation will be transferred directly to retained earnings when the 

asset is derecognized in whole through disposal or as the asset concerned is depreciated or amortized. 

 

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share in the net 

identifiable assets of the acquired subsidiary or associate at the date of acquisition.  
 

Goodwill on acquisitions of subsidiaries is recognized separately as a noncurrent asset.  Goodwill on 

acquisitions of associates is included in investments in associates and is tested annually for impairment as part of 

the overall balance.   

 

Cash and Cash Equivalents 

Cash includes cash on hand and in banks.  Cash equivalents are short-term, highly liquid investments that are 

readily convertible to known amounts of cash with original maturities of up to three months or less from dates of 

acquisition and that are subject to an insignificant risk of change in value. 

 

Financial Instruments 

Date of recognition 

The Group recognizes a financial asset or a financial liability in the consolidated balance sheet when it becomes 

a party to the contractual provisions of the instrument.  Purchases and sales of financial assets that require 

delivery of assets within the time frame by regulation or convention in the marketplace are recognized on the 

settlement date. 

 

Initial recognition and classification of financial instruments 

All financial assets and financial liabilities are recognized initially at fair value.  Except for securities at fair 

value through profit and loss (FVPL), the initial measurement of financial assets includes any transactions costs.  

The Group’s financial assets are further classified into the following categories: financial assets at FVPL (as 

derivatives designated as hedging instruments in an effective hedge, as appropriate), loans and receivables, held-

to-maturity (HTM) investments and AFS financial assets.  The Group also classifies its financial liabilities as 

financial liabilities at FVPL (as derivatives designated as hedging instruments in an effective hedge, as 

appropriate) and other financial liabilities.  The classification depends on the purpose for which the investments 

were acquired or whether they are quoted in an active market.  The Group determines the classification of its 
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financial instruments at initial recognition and, where allowed and appropriate, re-evaluates such designation at 

each balance sheet date.  

 

Financial instruments are classified as liability or equity in accordance with the substance of the contractual 

arrangement. Interest, dividends, gains and losses relating to a financial instrument or a component that is a 

financial liability, are reported as expense or income.  Distributions to holders of financial instruments classified 

as equity are charged directly to equity, net of any related income tax benefits.  

 

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. 

 

Fair value measurements are disclosed by source of inputs using a three-level hierarchy for each class of 

financial instrument.  Fair value measurement under Level 1 is based on quoted prices in active markets for 

identical financial assets or financial liabilities; Level 2 is based on inputs other than quoted prices included 

within Level 1 that are observable for the financial asset or financial liability, either directly or indirectly; and 

Level 3 is based on inputs for the financial asset or financial liability that are not based on observable market 

data.   

 

Day 1 difference 

Where the transaction price in a non-active market is different from the fair value from other observable current 

market transactions in the same instrument or based on a valuation technique whose variables include only data 

from observable market, the Group recognizes the difference between the transaction price and fair value (a  

Day 1 difference) in the consolidated statement of income unless it qualifies for the recognition as some other 

type of asset.  In cases where use is made of data which is not observable, the difference between the transaction 

price and model value is only recognized in the consolidated statement of income when the inputs become 

observable or when the instrument is derecognized.  For each transaction, the Group determines the appropriate 

method of recognizing the Day 1 difference amount. 

 

 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 12 months from the balance sheet date or the normal operating cycle, whichever is longer.  

Otherwise, these are classified as noncurrent assets.   

 

AFS financial assets 

AFS financial assets are non-derivative financial assets that are designated as AFS or are not classified in any of 

the three other categories.  The Group designates financial instruments as AFS financial assets if they are 

purchased and held indefinitely and may be sold in response to liquidity requirements or changes in market 

conditions.  After initial recognition, AFS financial assets are measured at fair value with unrealized gains or 

losses being recognized in the consolidated statement of comprehensive income as “Net changes in fair value of 

AFS financial assets”.  When the financial asset is disposed of, the cumulative gain or loss previously recorded 

in the consolidated statement of comprehensive income is recognized in the consolidated statement of income.  
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Interest earned on the investments is reported as interest income using the effective interest method.  Dividends 

earned on financial assets are recognized in the consolidated statement of income as “Dividend income” when 

the right of payment has been established.  The Group considers several factors in making a decision on the 

eventual disposal of the investments.  The major factor of this decision is whether or not the Group will 

experience inevitable further losses on investments.  These financial assets are classified as noncurrent unless 

there is intention to dispose of such assets within 12 months of the balance sheet date. 

 

AFS financial assets in unquoted equity securities are carried at historical cost, net of impairment. 

 

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 initially recognized 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.   

 

Financial liabilities are classified as current, except for maturities greater than twelve months after the balance 

sheet date.  These are classified as noncurrent liabilities. 

 

Derivatives and hedging 

Derivative financial instruments (swaps and option contracts to economically hedge exposure to fluctuations in 

interest rates) are initially recognized at fair value on the date on which a derivative contract is entered into and 

are subsequently remeasured at fair value.  Derivatives are carried as assets when the fair value is positive and as 

liabilities when the fair value is negative.   

 

Derivatives are accounted for as at FVPL, where any gains or losses arising from changes in fair value on 

derivatives are taken directly to consolidated statement of income for the year, unless the transaction is a 

designated and effective hedging instrument. 

 

For the purpose of hedge accounting, hedges are classified as: 

a. fair value hedges when hedging the exposure to changes in the fair value of a recognized asset or liability; 

or 

b. cash flow hedges when hedging exposure to variability in cash flows that is either attributable to a particular 

risk associated with a recognized asset or liability or a forecast transaction; or  

c. hedges of a net investment in a foreign operation. 

 

At the inception of a hedge relationship, the Group formally designates and documents the hedge relationship to 

which the Group wishes to apply hedge accounting and the risk management objective and strategy for 

undertaking the hedge.  The documentation includes identification of the hedging instrument, the hedged item or 

transaction, the nature of the risk being hedged and how the entity will assess the hedging instrument’s 

effectiveness in offsetting the exposure to changes in the hedged item’s fair value or cash flows attributable to 

the hedged risk.  Such hedges are expected to be highly effective in achieving offsetting changes in fair value or 

cash flows and are assessed on an ongoing basis to determine that they actually have been highly effective 

throughout the financial reporting periods for which they were designated. 

 

Hedges which meet the strict criteria for hedge accounting are accounted for as follows: 

 

Fair value hedges 

Fair value hedges are hedges of the Group’s exposure to changes in the fair value of a recognized asset or 

liability or an unrecognized firm commitment, or an identified portion of such an asset, liability or firm 
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commitment, that is attributable to a particular risk and could affect profit or loss.  For fair value hedges, the 

carrying amount of the hedged item is adjusted for gains and losses attributable to the risk being hedged, the 

derivative is remeasured at fair value and gains and losses from both are recognized in the consolidated 

statement of income. 

 

For fair value hedges relating to items carried at amortized cost, the adjustment to carrying value is amortized 

through the consolidated statement of income over the remaining term to maturity.  Any adjustment to the 

carrying amount of a hedged financial instrument for which the effective interest method is used is amortized to 

the consolidated statement of income.  Amortization may begin as soon as an adjustment exists and shall begin 

no later than when the hedged item ceases to be adjusted for changes in its fair value attributable to the risk 

being hedged. 

 

When an unrecognized firm commitment is designated as a hedged item, the subsequent cumulative change in 

the fair value of the firm commitment attributable to the hedged risk is recognized as an asset or liability with a 

corresponding gain or loss recognized in the consolidated statement of income.  The changes in the fair value of 

the hedging instrument are also recognized in the consolidated statement of income. 

 

The Group discontinues fair value hedge accounting if the hedging instrument expires or is sold, terminated or 

exercised, the hedge no longer meets the criteria for hedge accounting or the Group revokes the designation.  

Any adjustment to the carrying amount of a hedged financial instrument for which the effective interest method 

is used is amortized to the consolidated statement of income. Amortization may begin as soon as an adjustment 

exists and shall begin no later than when the hedged item ceases to be adjusted for changes in its fair value 

attributable to the risk being hedged. 

 

Cash flow hedges 

Cash flow hedges are hedges of the exposure to variability in cash flows that is attributable to a particular risk 

associated with a recognized asset or liability or a highly probable forecast transaction and could affect profit or 

loss.  The effective portion of the gain or loss on the hedging instrument is recognized directly in the 

consolidated statement of comprehensive income, while the ineffective portion is recognized in the consolidated 

statement of income.   

 

Amounts taken to the consolidated statement of comprehensive income are transferred to the consolidated 

statement of income when the hedged transaction affects the consolidated statement of income, such as when 

hedged financial income or financial expense is recognized or when a forecast sale or purchase occurs.  Where 

the hedged item is the cost of a non-financial asset or liability, the amounts taken to the consolidated statement 

of comprehensive income are transferred to the initial carrying amount of the non-financial asset or liability. 

 

If the forecast transaction is no longer expected to occur, amounts previously recognized in the consolidated 

statement of comprehensive income are transferred to the consolidated statement of income.  If the hedging 

instrument expires or is sold, terminated or exercised without replacement or rollover, or if its designation as a 

hedge is revoked, amounts previously recognized in the consolidated statement of comprehensive income 

remain in the consolidated statement of comprehensive income until the forecast transaction occurs.  If the 

related transaction is not expected to occur, the amount is taken to consolidated statement of income.   

 

Embedded derivatives 

An embedded derivative is separated from the host financial or non-financial contract and accounted for as a 

derivative if all of the following conditions are met: 
 

• the economic characteristics and risks of the embedded derivative are not closely related to the economic 

characteristic of the host contract;  

• a separate instrument with the same terms as the embedded derivative would meet the definition of a 

derivative; and 

• the hybrid or combined instrument is not recognized at FVPL. 
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The Group assesses whether embedded derivatives are required to be separated from host contracts when the 

Group first becomes a party to the contract.  Reassessment only occurs if there is a change in the terms of the 

contract that significantly modifies the cash flows that would otherwise be required. 
 

An entity determines whether a modification to the cash flows is significant by considering the extent to which 

the expected future cash flows associated with the embedded derivative, the host contract or both have changed 

and whether the change is significant relative to the previously expected cash flows on the contract. 
 

Embedded derivatives that are bifurcated from the host contracts are accounted for as financial assets at FVPL.  

Changes in fair values are included in the consolidated statement of income. Derivatives are carried as assets 

when the fair value is positive and as liabilities when the fair value is negative. 

 

Offsetting Financial Instruments 

 Financial assets and financial liabilities are offset and the net amount reported in the consolidated balance sheet 

if, and only if, there is a currently enforceable legal right to offset the recognized amounts and there is an 

intention to settle on a net basis, or to realize the asset and settle the liability simultaneously.  This is not 

generally the case with master netting agreements, and the related assets and liabilities are presented gross in the 

consolidated balance sheet. 

 

Impairment of Financial Assets 

The Group assesses at each balance sheet date whether a financial asset or group of financial assets is impaired.  

A financial asset or a group of financial assets is deemed to be impaired if, and only if, there is objective 

evidence of impairment as a result of one or more events that have occurred after the initial recognition of the 

asset (an incurred “loss event”) and that loss event (or events) has an impact on the estimated future cash flows 

of the financial asset or the group of financial assets that can be reliably estimated.  Evidence of impairment may 

include indications that the contracted parties or a group of contracted parties are/is experiencing significant 

financial difficulty, default or delinquency in interest or principal payments, the probability that they will enter 

bankruptcy or other financial reorganization, and where observable data indicate that there is measurable 

decrease in the estimated future cash flows, such as changes in arrears or economic conditions that correlate with 

defaults. 

 

 Loans and receivables 

The Group first assesses whether objective evidence of impairment exists individually for financial assets that 

are individually significant or collectively for financial assets that are not individually significant.  Objective 

evidence includes observable data that comes to the attention of the Group about loss events such as but not 

limited to significant financial difficulty of the counterparty, a breach of contract, such as a default or 

delinquency in interest or principal payments, probability that the borrower will enter bankruptcy or other financial 

reorganization.  

 

If there is objective evidence that an impairment loss on loans and receivables carried at amortized cost has been 

incurred, the amount of loss is measured as a difference between the asset’s carrying amount and the present 

value of estimated future cash flows (excluding future credit losses that have not been incurred) discounted at 

the financial asset’s original effective interest rate (i.e., the effective interest rate computed at initial 

recognition).  The carrying amount of the asset shall be reduced through the use of an allowance account.  The 

amount of impairment loss is recognized in the consolidated statement of income.  Interest income continues to 

be accrued on the reduced carrying amount based on the original effective interest rate of the asset.   

 

If it is determined that no objective evidence of impairment exists for an individually assessed financial asset, 

whether significant or not, the asset is included in the group of financial assets with similar credit risk and 

characteristics and that group of financial assets is collectively assessed for impairment.  Assets that are 

individually assessed for impairment and for which an impairment loss is or continues to be recognized are not 

included in a collective assessment of impairment.  Loans and receivables, together with the related allowance, are 

written off when there is no realistic prospect of future recovery and all collateral has been realized.   
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If, in subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively 

to an event occurring after the impairment was recognized, the previously recognized impairment loss is 

reversed.  Any subsequent reversal of an impairment loss is recognized in the consolidated statement of income, 

to the extent that the carrying value of the asset does not exceed its amortized cost at the reversal date.  

 

In relation to receivables, a provision for impairment is made when there is objective evidence (such as the 

probability of insolvency or significant financial difficulties of the debtor) that the Group will not be able to 

collect all of the amounts due under the original terms of the invoice.  The carrying amount of the receivable is 

reduced either directly or through the use of an allowance account.  Impaired financial assets carried at 

amortized cost are derecognized when they are assessed as uncollectible either at a direct reduction of the 

carrying amount or through use of an allowance account when impairment has been previously recognized in the 

said amount. 

 

AFS financial assets 

For AFS financial assets, the Group assesses at each balance sheet date whether there is objective evidence that 

a financial asset or group of financial assets is impaired.  In case of equity investments classified as AFS 

financial assets, this would include a significant or prolonged decline in the fair value of the investments below 

its cost.  The determination of what is “significant” or “prolonged” requires judgment.  The Group treats 

“significant” generally as 30% or more and “prolonged” as greater than 12 months for quoted equity securities.  

Where there is evidence of impairment, the cumulative loss measured as the difference between the acquisition 

cost and the current fair value, less any impairment loss on that financial asset previously recognized in 

consolidated statement of income is removed from the consolidated statement of comprehensive income and 

recognized in consolidated statement of income. 

 

Impairment losses on equity investments are recognized in consolidated statement of income.  Increases in fair 

value after impairment are recognized directly in the consolidated statement of comprehensive income. 

 

In the case of debt instruments classified as AFS financial assets, impairment is assessed based on the same 

criteria as financial assets carried at amortized cost.  Future interest income is based on the reduced carrying 

amount and is accrued based on the rate of interest used to discount future cash flows for the purpose of 

measuring impairment loss.  Such accrual is recorded as part of “Interest income” account in the consolidated 

statement of income.  If, in a subsequent year, the fair value of a debt instrument increases and that increase can 

be objectively related to an event occurring after the impairment loss was recognized in consolidated statement 

of income, the impairment loss is reversed through the consolidated statement of income. 

 

Derecognition of Financial Assets and Financial Liabilities 

Financial asset 

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is 

derecognized where: 

 

• the right to receive cash flows from the asset has expired; 

the Group retains the right to receive cash flows from the asset, but has assumed an obligation to pay them 

in full without material delay to a third party under a “pass-through” arrangement; or 

• the Group has transferred its right to receive cash flows from the asset and either (a) has transferred 

substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained substantially all 

the risks and rewards of the asset, but has transferred control of the asset.  

 

Where the Group has transferred its right to receive cash flows from an asset or has entered into a “pass-

through” arrangement, and has neither transferred nor retained substantially all the risks and rewards of the asset 

nor transferred control of the asset, the asset is recognized to the extent of the Group’s continuing involvement 

in the asset.  Continuing involvement that takes the form of a guarantee over the transferred asset is measured at 

the lower of the original carrying amount of the asset and the maximum amount of consideration that the Group 

could be required to repay.   
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Financial liability 

A financial liability is derecognized when the obligation under the liability is discharged, cancelled or has 

expired. 

 

Where an existing financial liability is replaced by another from the same lender on substantially different terms, 

or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a 

derecognition of the original liability and the recognition of a new liability, and the difference in the respective 

carrying amounts is recognized in the consolidated statement of income. 

 

Inventories 

Inventories are valued at the lower of cost and net realizable value (NRV).  Costs incurred in bringing the 

product to its present location and condition are accounted for as follows: 

 

Finished goods and goods in process - direct materials, direct labor, and a proportion of 

manufacturing overhead costs, determined using 

the weighted average method 

Raw materials, spare parts and supplies - purchase cost using the weighted average method 

 

For work in process, cost includes the applicable allocation of fixed and variable overhead costs.   

 

NRV is the selling price in the ordinary course of business, less the estimated costs of completion and the 

estimated costs necessary to make the sale.  

 

An allowance for inventory obsolescence is provided for slow-moving, obsolete, defective and damaged 

inventories based on physical inspection and management evaluation. 

 

Investment Properties 

Investment properties are measured initially at cost, including transaction costs. The carrying amount includes 

the cost of replacing part of an existing investment property at the time that cost is incurred if the recognition 

criteria are met; and excludes the costs of day to day servicing of an investment property.  Subsequent to initial 

recognition, investment properties, except for land, are carried at cost less accumulated depreciation and any 

impairment losses.   

 

Depreciation of investment properties is computed using the straight-line method over the useful lives of the 

assets, 

 

The estimated useful lives and depreciation method are reviewed periodically to ensure that the periods and 

method of depreciation are consistent with the expected pattern of economic benefits from items of investment 

properties. 

 

Investment properties are derecognized from the accounts when they have been either disposed of or when the 

investment properties are permanently withdrawn from use and no future economic benefits are expected from 

its disposal.  Any gains or losses on the retirement or disposal of investment properties are recognized in profit 

or loss in the year of retirement or disposal. 

 

Transfers are made to or from investment property only when there is a change in use.  For a transfer from 

investment property to owner occupied property, the deemed cost for subsequent accounting is the fair value at 

the date of change in use.  If owner occupied property becomes an investment property, the Group accounts for 

such property in accordance with the policy stated under property and equipment up to the date of change in use. 

 

Property, Plant and Equipment 

Property, plant and equipment, except land, are stated at cost less accumulated depreciation and amortization, 

and any impairment in value.  
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Land is stated at appraised value based on a valuation performed by an independent firm of appraisers.  The 

increase in the valuation of land is credited to “Revaluation increment on land” account, net of deferred income 

tax effect, and presented under the equity section of the consolidated balance sheet. 

 

Revaluation of land is made so that the carrying amount does not differ materially from that which would be 

determined using the fair value at the balance sheet date.  For subsequent revaluations, any resulting increase in 

the assets’ carrying amount as a result of the revaluation is credited to “Revaluation increment on land” account, 

net of deferred income tax effect, in the consolidated statement of comprehensive income.  Any resulting 

decrease is directly charged against any related revaluation increment to the extent that the decrease does not 

exceed the amount of the revaluation increment in respect of the same assets.  

 

The initial cost of items of property, plant and equipment consists of its purchase price, including import duties 

and any directly attributable costs of bringing the asset to its working condition and location for its intended use.  

Expenditures incurred after the fixed assets have been put into operation, such as repairs and maintenance and 

overhaul costs, are normally charged to the consolidated statement of income in the period the costs are 

incurred.  In situations where it can be clearly demonstrated that the expenditures have resulted in an increase in 

the future economic benefits expected to be obtained from the use of an item of property, plant and equipment 

beyond its originally assessed standard of performance, the expenditures are capitalized as an additional cost of 

the item of property, plant and equipment. 

 

Depreciation or amortization are computed on a straight-line basis over the estimated useful lives of the assets as 

follows: 

 

 Number of Years 

Land improvements 10 to 20 

Silos, buildings and improvements 10 to 30 

Machinery and equipment 10 to 25 

Transportation and delivery equipment 5  

Office furniture and fixtures  2 to 5 

 

Leasehold improvements are amortized over the life of the assets or the lease term, whichever is shorter. 

 

Construction in progress are properties in the course of construction for production, rental or administrative 

purposes, or for purposes not yet determined, which are carried at cost less any recognized impairment loss.  

These assets are not depreciated until such time that the relevant assets are completed and available for use. 

 

Depreciation or amortization of an item of property, plant and equipment begins when it becomes available for 

use, i.e., when it is in the location and condition necessary for it to be capable of operating in the manner 

intended by management.  Depreciation or amortization ceases at the earlier of the date that the item is classified 

as held for sale (or included in a disposal group that is classified as held for sale) in accordance with PFRS 5, 

Noncurrent Assets Held for Sale and Discontinued Operations, and the date the asset is derecognized.   

 

 The estimated useful lives and depreciation and amortization method are reviewed periodically to ensure that the 

periods and method of depreciation and amortization are consistent with the expected pattern of economic 

benefits from items of property, plant and equipment. 

 

Fully depreciated assets are retained in the accounts until they are no longer in use and no further depreciation is 

recognized in the consolidated statement of income. When assets are retired or otherwise disposed of, the cost 

and the related accumulated depreciation and amortization and any impairment in value are removed from the 

accounts and any resulting gain or loss is recognized in the consolidated statement of income. 

 

Borrowing Costs 

Borrowing costs are capitalized if they are directly attributable to the acquisition, construction or production of a 

qualifying asset.  Capitalization of borrowing costs commences when the activities to prepare the asset are in 

progress and expenditures and borrowing costs are being incurred.  Borrowing costs are capitalized until the 
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assets are substantially ready for their intended use.  If the resulting carrying amount of the asset exceeds its 

recoverable amount, an impairment loss is recorded.  Borrowing costs include interest charges and other costs 

incurred in connection with the borrowing of funds. 

 

Other borrowing costs are recognized as expense in the period in which they are incurred. 

 

Investments in Associates 

Investments in associates are accounted for under the equity method of accounting.  An associate is an entity in 

which the Group has significant influence and which is neither a subsidiary nor a joint venture of the Group.  

Following are the associates whose investments are accounted for under the equity method: 

 

 Percentage of Ownership 

Selecta Wall’s Land Corporation (SWLC) 35.00 

Philstar Global Corporation (Philstar) 30.00 

 

The investments in associates are carried in the consolidated balance sheet at cost plus post-acquisition changes 

in the Group’s share in the net assets of the associates.  Goodwill relating to an associate is included in the 

carrying amount of the investment and is not amortized.  The consolidated statement of income reflects the 

Group’s share of the results of operations of the associates.  Where there has been a change recognized directly 

in the equity of the associate, the Group recognizes its share of any changes, and discloses this when applicable, 

in the details of the changes in equity.  After application of the equity method, the Group determines whether it 

is necessary to recognize any additional impairment loss with respect to the Group’s investment in the 

associates.  Unrealized gains and losses resulting from transactions between the Group and the associate are 

eliminated to the extent of the interest in the associate. 

 

Philtown Properties, Inc. (Philtown) ceased to be an associate of the Group due to the loss of significant 

influence resulting from the Parent Company’s declaration of its investment in Philtown as property dividends to 

its stockholders on April 29, 2009.  

 

Interest in Joint Ventures 

The interest in 50%-owned joint venture, Unilever RFM Ice Cream, Inc. (URICI), is accounted for using the 

proportionate consolidation method, which involves consolidating a proportionate share of the joint ventures’ 

assets, liabilities, income and expenses with similar items in the consolidated financial statements on a line-by-

line basis.  The financial statements of the joint venture are prepared for the same reporting period as the Parent 

Company. 

 

Adjustments are made in the Group’s consolidated financial statements to eliminate the Group’s share of 

intragroup balances, income and expenses and unrealized gains and losses on transactions between the Group 

and its jointly controlled entity to the extent of its share in interest in joint venture.  Losses on transactions are 

recognized immediately if the loss provides evidence of a reduction in the net realizable value of the current 

assets or an impairment loss.  The joint venture is proportionately consolidated until the date on which the 

Group ceases to have joint control over the joint venture. 

 

Impairment of Noncurrent Non-financial Assets  

The carrying values of property, plant and equipment, and investments in joint ventures and associates are 

reviewed for impairment when events or changes in circumstances indicate that the carrying values may not be 

recoverable.  If any such indication exists and where the carrying value exceeds the estimated recoverable 

amount, the asset or cash-generating units (CGU) is written down to their recoverable amount.  The recoverable 

amount of the noncurrent non-financial asset is the greater of fair value less cost to sell and value-in-use.  The 

fair value less cost to sell is the amount obtainable from the sale of an asset in an arm’s length transaction.  In 

assessing value-in-use, the estimated future cash flows are discounted to their present value using a pre-tax 

discount rate that reflects current market assessments of the time value of money and the risks specific to the 

asset.  For an asset that does not generate largely independent cash inflows, the recoverable amount is 

determined for the CGU to which the asset belongs.  Impairment losses, if any, are recognized in the 

consolidated statement of income in those expense categories consistent with the function of the impaired asset. 
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Previously recognized impairment loss is reversed only if there has been a change in the assumptions used to 

determine the recoverable amount of an asset, but not, however, to an amount higher than the carrying amount 

that would have been determined (net of any depreciation and amortization) had there been no impairment loss 

recognized for the asset in prior years.  A reversal of an impairment loss is recognized in the consolidated 

statement of income. 

 

Related Party Relationships and Transactions 

Related party relationship exists when the party has the ability to control, directly or indirectly, through one or 

more intermediaries, or exercise significant influence over the other party in making financial and operating 

decisions.  Such relationships also exist between and/or among entities which are under common control with 

the reporting entity and its key management personnel, directors or stockholders.  In considering each possible 

related party relationship, attention is directed to the substance of the relationships, and not merely to the legal 

form. 

 

Capital Stock 

Capital stock is stated at par value for all shares issued and outstanding. When the Parent Company issues more 

than one class of stock, a separate account is maintained for each class of stock and the number of shares issued. 

 

When the shares are sold at a premium, the difference between the proceeds and the par value is credited to the 

“Capital in excess of par value” account. When shares are issued for a consideration other than cash, the 

proceeds are measured by the fair value of the consideration received. In case shares are issued to extinguish or 

to settle the liability of the Parent Company, the share shall be measured at either the fair value of the shares 

issued or fair value of the liability settled, whichever is more reliably determinable. 

 

Direct costs incurred related to equity issuance, such as underwriting, accounting and legal fees, printing costs 

and taxes are charged to the “Capital in excess of par value” account.  

 

Share-based Compensation Plan 

URICI operates an equity-settled, share-based compensation plan.  The total amount to be expensed over the 

vesting period is determined by reference to the fair value of the options granted as determined on the grant date, 

excluding the impact of any non-market vesting conditions (for example, profitability and sales growth targets). 

 

Non-market vesting conditions are included in assumptions about the number of options that are expected to 

become exercisable.  At each balance sheet date, the entity revises its estimates of the number of options that are 

expected to become exercisable.  It recognizes the impact of the revision of original estimates, if any, in the 

consolidated statement of income, with a corresponding adjustment to equity. 

 

Retained Earnings 

Retained earnings represent the cumulative balance of periodic net income or loss, dividend contributions, prior 

period adjustments, effect of changes in accounting policy and other capital adjustments.  When the retained 

earnings account has a debit balance, it is called “deficit.”  A deficit is not an asset but a deduction from equity. 

 

Unappropriated retained earnings represent that portion which is free and can be declared as dividends to 

stockholders.  Appropriated retained earnings represent that portion which has been restricted and, therefore, not 

available for dividend declaration. 

 

Revenue Recognition 

Revenue from sale of goods and services from manufacturing and service operations is recognized to the extent 

that it is probable that the economic benefits will flow to the Group and the amount of revenue can be reliably 

measured.  Revenue is measured at the fair value of the consideration received or receivable excluding value-

added tax (VAT), returns and discounts.  The Group assesses its revenue arrangements against specific criteria 

in order to determine if it is acting as principal or an agent.  The Group has concluded that it is acting as a 
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principal in all of its revenue arrangements, except for RIBI, an insurance broker, which acts as an agent.  The 

following specific recognition criteria must also be met before revenue is recognized. 

 

Sale of goods (Manufacturing) 

Revenue is recognized when the significant risks and rewards of ownership of the goods have passed to the 

buyer and there is actual delivery made and the same is accepted by the buyer. 

 

Sale of services (Service) 

Revenue is recognized upon performance of services. 

 

Rent  

Rent income is recognized on a straight-line basis over the terms of the lease. 

 

Interest 

Interest income is recognized as the interest accrues using the effective interest method. 

 

Dividend Income 

 Dividend income on investments in shares of stock is recognized when the Group’s right to receive the payment 

is established, which is the date when the dividend declaration is approved by the investee’s BOD and the 

stockholders.  

 

 Cost and Expense Recognition 

 Cost of Sales and Services 

Cost of sales is recognized when goods are delivered to and accepted by the buyer.  Cost of services is 

recognized when the related services are performed. 

 

Selling and Marketing, and General and Administrative Expenses 

Selling and marketing expenses are costs incurred to sell or distribute merchandise.  It includes export and 

documentation processing and delivery, among others.  General and administrative expenses constitute costs of 

administering the business.  Selling and marketing, and general and administrative expenses are expensed as 

incurred. 

 

Other Comprehensive Income (Loss) 

Other comprehensive income (loss) comprises items of income and expense (including items previously 

presented under the consolidated statement of changes in equity) that are not recognized in the consolidated 

statement of income for the year in accordance with PFRS. 

 

Pension Benefits 

The Group has defined benefit pension plans covering all permanent, regular, full-time employees administered 

by trustee banks.  The cost of providing benefits under the defined benefit plans is determined using the 

projected unit credit actuarial valuation method.  Actuarial gains and losses arising from experience adjustment 

and change in actuarial assumptions are reported in retained earnings in the period they are recognized as other 

comprehensive income. 

 

The past service cost is recognized as an expense on a straight-line basis over the average period until the 

benefits become vested.  If the benefits are already vested, immediately following the introduction of, or changes 

to, a pension plan, past service cost is recognized immediately.  Gains or losses on the curtailment or settlement 

of pension benefits are recognized when the curtailment or settlement occurs.   

 

The net pension obligation is the aggregate of the present value of the defined benefit obligation less past service 

cost not yet recognized and the fair value of plan assets out of which the obligation is to be settled directly.   
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Leases 

Finance leases, which transfer to the Group substantially all the risks and rewards incidental to ownership of the 

leased item, are capitalized at the inception of the lease at the fair value of the leased property or, if lower, at the 

present value of the minimum lease payments.  Lease payments are apportioned between the finance charges and 

reduction of the lease liability so as to achieve a constant rate of interest on the remaining balance of the 

liability.  Finance charges are recognized in the consolidated statement of income. 

 

Capitalized leased assets are depreciated over the shorter of the estimated useful lives of the assets or the 

respective lease terms. 

 

Leases where lessors retain substantially all the risks and benefits of ownership of the asset are classified as 

operating leases.  Operating leases are recognized as expense in the consolidated statement of income on a 

straight-line basis over the lease term.  

 

 Income Taxes 

Current income tax 

 Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to 

be recovered from or paid to the taxation authorities.  The tax rates and tax laws used as basis to compute the 

amount are those that have been enacted or substantively enacted at the balance sheet date. 

 

Deferred income tax 

Deferred income tax is provided, using the balance sheet liability method, on all temporary differences at the 

balance sheet date between the tax bases of assets and liabilities and their carrying amounts for financial 

reporting purposes. 

 

Deferred income tax liabilities are recognized for all taxable temporary differences. Deferred income tax assets 

are recognized for all deductible temporary differences and carryforward benefits of unused tax credit from 

excess of minimum corporate income tax (MCIT) over regular corporate income tax (RCIT) [excess MCIT], 

and unused net operating loss carryover (NOLCO), to the extent that it is probable that sufficient future taxable 

profits will be available against which the deductible temporary differences and carryforward benefits of unused 

excess MCIT and NOLCO can be utilized. 
 

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and reduced to the 

extent that it is no longer probable that sufficient future taxable profits will be available to allow all or part of 

the deferred income tax assets to be utilized.  Unrecognized deferred income tax assets are reassessed at each 

balance sheet date and are recognized to the extent that it has become probable that sufficient future taxable 

profits will allow the deferred income tax asset to be recovered. 

 

Deferred income tax assets and deferred income tax liabilities are measured at the tax rates that are expected to 

apply to the year when the asset is realized or the liability is settled, based on tax rates and tax laws that have 

been enacted or substantively enacted at the balance sheet date. 

 

 Deferred income tax assets and deferred income tax liabilities are offset, if a legally enforceable right exists to 

offset current income tax assets against current income tax liabilities and the deferred income taxes relate to the 

same taxable entity and the same taxation authority. 

 

Earnings Per Share  

Basic earnings per share is computed by dividing the net income for the year by the weighted average number of 

common shares outstanding during the year after giving retroactive effect to any stock split or stock dividends 

declared and stock rights exercised during the year, if any.   

 

The Group does not have potentially dilutive common shares.  
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Segment Reporting 

The Group’s operating businesses are organized and managed separately according to the nature of the products 

provided, with each segment representing a strategic business unit that offers different products and serves 

different markets.   

 

Foreign Currency-Denominated Transactions and Translations 

Transactions in foreign currencies are recorded using the functional currency exchange rate at the date of the 

transaction.  Outstanding monetary assets and liabilities denominated in foreign currencies are translated using 

the closing exchange rate at balance sheet date.  Non-monetary items that are measured in terms of historical 

cost in a foreign currency are translated using the exchange rates as at the dates of the initial transactions. 

 

Provisions and Contingencies 

Provisions are recognized when the Group has a present obligation (legal or constructive) as a result of a past 

event, it is probable (i.e., more likely than not) that an outflow of resources embodying economic benefits will 

be required to settle the obligation, and a reliable estimate can be made of the amount of the obligation.  Where 

the Group expects some or all of the provision to be reimbursed, the reimbursement is recognized as a separate 

asset, but only when the reimbursement is virtually certain.  The expense relating to any provision is presented 

in the consolidated statement of income, net of reimbursement.  If the effect of the time value of money is 

material, provisions are discounted using the current pre-tax rate that reflects, where appropriate, the risks 

specific to the liability.  Where discounting is used, the increase in the provision due to the passage of time is 

recognized as interest expense. 

  

Contingent liabilities are not recognized in the consolidated financial statements but are disclosed unless the 

outflow of resources embodying economic benefits is remote.  Contingent assets are not recognized in the 

consolidated financial statements but disclosed when an inflow of economic benefits is probable. 

 

Events After the Balance Sheet Date 

Events after the balance sheet date that provide additional information about the Group’s position at the balance 

sheet date (adjusting events) are reflected in the consolidated financial statements.  Events after the balance 

sheet date that are not adjusting events are disclosed in the notes to the consolidated financial statements when 

material. 

 

Future Changes in Accounting Policies 

 

The following are the new and revised accounting standards and interpretations that will become effective 

subsequent to December 31, 2010.  Except as otherwise indicated, the Group does not expect the adoption of 

these new and amended PFRS, PAS and Philippine Interpretations to have any significant impact on its 

consolidated financial statements. 

 

Effective in 2011 

 

• PAS 24, Related Party Disclosures (Amendment), clarifies the definition of a related party to simplify the 

identification of such relationships and to eliminate inconsistencies in its application.  The revised standard 

introduces a partial exemption of disclosure requirements for government-related entities. 

 

• PAS 32, Financial Instruments: Presentation (Amendment) - Classification of Rights Issue, amends the 

definition of a financial liability in order to classify rights issues (and certain options or warrants) as equity 

instruments in cases where such rights are given pro rata to all of the existing owners of the same class of an 

entity’s non-derivative equity instruments, or to acquire a fixed number of the entity’s own equity 

instruments for a fixed amount in any currency. 

 

• Philippine Interpretation IFRIC 14, Prepayments of a Minimum Funding Requirement (Amendment), an 

interpretation of PAS 19, Employee Benefits, provides guidance on assessing the recoverable amount of a 
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net pension asset.  The amendment permits an entity to treat the prepayment of a minimum funding 

requirement as an asset. 

 

• Philippine Interpretation IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments, clarifies 

that equity instruments issued to a creditor to extinguish a financial liability qualify as consideration paid.  

The equity instruments issued are measured at their fair value.  In case that this cannot be reliably measured, 

the instruments are measured at the fair value of the liability extinguished.  Any gain or loss is recognized 

immediately in the consolidated statement of income. 

 

Improvements to PFRS 

In May 2010, the IASB issued omnibus of amendments to the following standards, primarily with a view to 

removing inconsistencies and clarifying wording.   

 

• PFRS 3, Business Combinations (Revised), clarifies that the amendments to PFRS 7, PAS 32 and PAS 39 

that eliminate the exemption for contingent consideration, do not apply to contingent consideration that 

arose from business combinations whose acquisition dates precede the application of PFRS 3. 

 

• PFRS 7, Financial Instruments: Disclosures (Amendment), emphasizes the interaction between quantitative 

and qualitative disclosures and the nature and extent of risks associated with financial instruments which 

should be applied retrospectively. 

 

• PAS 1, Presentation of Financial Statements (Amendment), clarifies that an entity will present an analysis 

of other comprehensive income for each component of equity, either in the consolidated statement of 

changes in equity or in the notes to the consolidated financial statements. 

 

• PAS 27, Consolidated and Separate Financial Statements (Amendment), clarifies that the consequential 

amendments from PAS 27 made to PAS 21, The Effect of Changes in Foreign Exchange Rates, PAS 28, 

Investments in Associates, and PAS 31, Interests in Joint Ventures, apply prospectively for annual periods 

beginning on or after July 1, 2010 or earlier when PAS 27 is applied earlier. 

 

• Philippine Interpretation IFRIC 13, Customer Loyalty Programmes (Amendment), clarifies that when the 

fair value of award credits is measured based on the value of the awards for which they could be redeemed, 

the amount of discounts or incentives otherwise granted to customers not participating in the award credit 

scheme, is to be taken into account. 

 

Effective in 2012  

 

• PFRS 7, Financial Instruments: Disclosures (Amendments) - Transfers of Financial Assets, allows users of 

financial statements to improve their understanding of transfer transactions of financial assets (for example, 

securitizations), including understanding the possible effects of any risks that may remain with the entity 

that transferred the assets.  The amendments also require additional disclosures if a disproportionate amount 

of transfer transactions are undertaken around the end of a reporting period. 

 

• PAS 12, Income Taxes (Amendment) - Deferred Tax: Recovery of Underlying Assets, provides a practical 

solution to the problem of assessing whether recovery of an asset will be through use or sale.  It introduces a 

presumption that recovery of the carrying amount of an asset will, normally, be through sale. 

 

• Philippine Interpretation IFRIC 15, Agreement for Construction of Real Estate, covers accounting for 

revenue and associated expenses by entities that undertake the construction of real estate directly or through 

subcontractors.  This Interpretation requires that revenue on construction of real estate be recognized only 

upon completion, except when such contract qualifies as construction contract to be accounted for under 

PAS 11, Construction Contracts, or involves rendering of services in which case revenue is recognized 

based on stage of completion.  Contracts involving provision of services with the construction materials and 
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where the risks and reward of ownership are transferred to the buyer on a continuous basis will also be 

accounted for based on stage of completion. 

 

Effective in 2013  

 

• PFRS 9, Financial Instruments: Classification and Measurement, reflects the first phase of the work on the 

replacement of PAS 39 and applies to classification and measurement of financial assets and financial 

liabilities as defined in PAS 39.  In subsequent phases, hedge accounting and derecognition will be 

addressed.  The completion of this project is expected in the middle of 2011.  The adoption of the first 

phase of PFRS 9 will have an effect on the classification and measurement of the Group’s financial assets.  

The Group will quantify the effect in conjunction with the other phases, when issued, to present a 

comprehensive picture. 

 

 

3. Management’s Use of Significant Judgments, Accounting Estimates and Assumptions 

 

The preparation of the Group’s consolidated financial statements requires management to exercise judgments, 

make accounting estimates and use assumptions that affect the amounts reported and the disclosures made.  The 

estimates and assumptions used in the consolidated financial statements are based upon management’s 

evaluation of relevant facts and circumstances as of the date of the financial statements.  Actual results could 

differ from these estimates, and such estimates will be adjusted accordingly, when the effects become 

determinable. 

 

Accounting judgments, estimates and assumptions are continually evaluated and are based on historical 

experience and other factors, including expectations of future events that are believed to be reasonable under the 

circumstances. 

 

 Judgments 

In the process of applying the Group’s accounting policies, management has made the following judgments apart 

from those involving estimations, which have the most significant effect in the amounts recognized in the 

consolidated financial statements. 

 

Classification of financial instruments 

The Group classifies a financial instrument, or its component parts, on initial recognition as a financial asset, a 

financial liability or an equity instrument in accordance with the substance of the contractual arrangement and 

the definitions of a financial asset, a financial liability or an equity instrument. The substance of a financial 

instrument, rather than its legal form, governs its classification in the consolidated balance sheet.  

Classification of financial instruments is reviewed at each balance sheet date. 

 

Impairment of AFS financial assets 

The Group determines that AFS financial assets are impaired when there has been a significant or prolonged 

decline in the fair value below their cost. This determination of what is “significant” or “prolonged” requires 

judgment.  The Group treats “significant” generally as 30% or more and “prolonged” as greater than 12 months 

for the quoted equity securities.  Impairment may be appropriate when there is evidence of deterioration in the 

financial health of the investee, industry and sector performance, changes in technology, and operational and 

financing cash flows.   

 

Provisions 

The estimate of the probable costs for the resolution of possible third party claims has been developed in 

consultation with outside consultant/legal counsel handling the Group’s defense on these matters and is based 

upon an analysis of potential results.  When management and its outside consultant/legal counsel believe that the 

eventual liabilities under these and any other claims, if any, will not have a material effect on the consolidated 

financial statements, no provision for probable losses is recognized in the Group’s consolidated financial 
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statements.  The amount of provision is being reassessed at least on an annual basis to consider new relevant 

information.   

 

 Determination of the classification of leases  

 The Group has entered into various lease agreements as a lessee.  The Group accounts for lease arrangements as 

finance lease when the lease term is for the major part of the life of the asset and the Group has the option to 

purchase the asset at a price that is expected to be sufficiently lower than the fair value at the date the option is 

exercisable.  Otherwise, the leases are accounted for as operating leases. 

 

 Accounting Estimates and Assumptions 

The key estimates and assumptions concerning the future and other key sources of estimation at the balance 

sheet date that have a significant risk of causing a material adjustment to the carrying amount of asset and 

liabilities within the next financial year are discussed below. 

 

Determination of fair value of financial instruments 

Financial assets and financial 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.  Valuation techniques are used particularly for financial assets and financial liabilities (including 

derivatives) that are not quoted in an active market.  Where valuation techniques are used to determine fair 

values (discounted cash flow, option models), they are periodically reviewed by qualified personnel who are 

independent of the trading function.  All models are calibrated to ensure that outputs reflect actual data and 

comparative market prices.  To the extent practicable, models use only observable data as valuation inputs.  

However, other inputs such as credit risk (whether that of the Group or the counterparties), forward prices, 

volatilities and correlations, require management to develop estimates or make adjustments to observable data of 

comparable instruments.  The amount of changes in fair values would differ if the Group uses different valuation 

assumptions or other acceptable methodologies.  Any change in fair value of these financial instruments 

(including derivatives) would affect either the consolidated statement of income or comprehensive income.  

 

 Valuation of land under revaluation basis 

 The Group’s parcels of land are carried at revalued amounts, which approximate their fair values at the date of 

the revaluation, less any subsequent accumulated depreciation and accumulated impairment losses.  The 

revaluation is performed by professionally qualified appraisers.  Revaluations are made every three to five years 

to ensure that the carrying amounts do not differ materially from those which would be determined using fair 

values at balance sheet date. 

 

Estimation of allowance for doubtful accounts  

The Group maintains allowance for doubtful accounts based on the results of the individual and collective 

assessments.  Under the individual assessment, the Group is required to obtain the present value of estimated 

cash flows using the receivable’s original effective interest rate. Impairment loss is determined as the difference 

between the receivable’s carrying balance and the computed present value. If no future cash flows is expected, 

impairment loss is equal to the carrying balance of the receivables. Factors considered in individual assessment 

are payment history, inactive accounts, past due status and term.  The collective assessment would require the 

Group to classify its receivables based on the credit risk characteristics (customer type, payment history, past 

due status and term) of the customers. Impairment loss is then determined based on historical loss experience of 

the receivables grouped per credit risk profile. Historical loss experience is adjusted on the basis of current 

observable data to reflect the effects of current conditions that did not affect the period on which the historical 

loss experience is based and to remove the effects of conditions in the historical period that do not exist 

currently. The methodology and assumptions used for the individual and collective assessments are based on 

management’s judgment and estimate. Therefore, the amount and timing of recorded expense for any period 

would differ depending on the judgments and estimates made during the year. 
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 Estimation of inventory obsolescence 

 The Group estimates the allowance for inventory obsolescence related to inventories based on a certain 

percentage of non-moving inventories.  The level of allowance is evaluated by management based on past 

experiences and other factors affecting the saleability of goods such as present demand in the market and 

emergence of new products, among others.  

 

Estimation of NRV of inventories 

 The Group determines the NRV of inventories annually in accordance with the accounting policy stated in Note 

2.  In determining the NRV, the Group considers the current selling price of the inventories and the estimated 

costs of completion and costs to sell.   

 

Estimation of allowance for probable losses 

Allowance for probable losses of prepaid expenses is based on the ability of the Group to recover the carrying 

value of the assets.  Accounts estimated to be potentially unrecoverable are provided with adequate allowance 

through charges to the consolidated statement of income in the form of allowance for probable loss.   

 

Estimation of useful lives of property, plant and equipment and investment property 

The Group estimates the useful life of depreciable property, plant and equipment and investment property based 

on a collective assessment of similar businesses, internal technical evaluation and experience with similar assets.  

Estimated useful lives are based on the periods over which the assets are expected to be available for use.  The 

estimated useful lives are reviewed periodically and are updated if expectations differ from previous estimates 

due to physical wear and tear, technical and commercial obsolescence and legal or other limits on the use of the 

assets.  It is possible, however, that future results of operations could be materially affected by changes in the 

amounts and timing of recorded expenses brought about by changes in the factors mentioned above.  A 

reduction in the estimated useful life of any item of property, plant and equipment and investment property 

would increase the recorded operating expenses and decrease the carrying value of the assets and vice versa.  

The estimated useful lives of property, plant and equipment and investment property are discussed in Note 2 to 

the consolidated financial statements.  There had been no changes in the estimated useful lives of property, plant 

and equipment and investment property in 2011 and 2010. 

 

 Determination of impairment of noncurrent non-financial assets 

 The Group determines whether goodwill is impaired at least on an annual basis.  This requires an estimation of 

the recoverable amounts, which is determined based on the value in use calculation, which requires the 

estimation of cash flows expected to be generated from the continued use and ultimate disposition of the asset. 

 

The Group assesses whether there are indications of impairment on its other noncurrent non-financial assets, at 

least on an annual basis.  If there are, impairment testing is performed except for goodwill which is tested on an 

annual basis.  This requires an estimation of the value-in-use of the CGUs to which the assets belong.  

Estimating the value-in-use requires the Group to make an estimate of the expected future cash flows from the 

CGU and also to choose a suitable discount rate in order to calculate the present value of those cash flows.  No 

further impairment losses were recognized in 2010 and 2009 in view of the significantly improved profitability 

of the Group.   
  
 Recognition of deferred income tax assets 

The Group reviews the carrying amounts of deferred income tax assets at each balance sheet date and adjusts the 

balance of deferred income tax assets to the extent that it is no longer probable that sufficient future taxable 

profits will be available to allow all or part of the deferred income tax assets to be utilized.   

 

 Estimation of pension benefits obligations and costs 

The determination of the Group’s obligation and costs of pension benefits depends on the selection by 

management of certain assumptions used by the actuary in calculating such amounts.  Those assumptions are 

described in Note 26 and include, among others the discount rate, expected rate of return and rate of salary 

increase.  The Group recognizes all actuarial gains and losses in the consolidated statement of comprehensive 

income, and therefore generally affects the recorded obligation.  While management believes that the Group’s 
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assumptions are reasonable and appropriate, significant differences in actual experience or significant changes in 

assumptions may materially affect the Group’s pension obligation.   

 

Use of effective interest rate 

The Group made reference to the prevailing market interest rates for instruments of the same tenor in choosing 

the discount rates used to determine the net present value of long-term, noninterest-bearing receivable from 

Meralco, advances to and from associates and other related parties and other long-term financial assets and 

obligations.   

 

 

4. Segment Information 

 

The segment reporting format is determined to be the Group’s operating business segments.  The Group is 

organized into the following operating business segments: (a) institutional business, (b) consumer business, and 

(c) others. 

 

The institutional business segment primarily manufactures and sells flour, pasta, bakery and other bakery 

products to institutional customers.  The consumer business segment manufactures and sells meat, milk and 

juices, pasta products, and flour and rice based mixes.  Others consist of insurance, financing, lighterage 

moving, cargo handling, ice cream manufacturing, office space leasing 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. 

 

Intersegment transactions, i.e. segment revenues, segment expenses and segment results, include transfers 

between business segments.  Those transfers are eliminated in consolidation. 

 

Information with regard to the Group’s significant business segments is as follows (amounts in millions): 

 
For the Quarter Ended March 31, 2011 

 

 

Institutional 

Business

Consumer 

Business

Other

Businesses Eliminations Consolidated

Net sales      

External sales P=810 P=1,159 P=11 P=– P=1,980 

Intersegment sales – – 9 (9) –  

 P=810 P=1,159 P=20 (P=9) P=1,980 

Results   

Income (loss) from operations  P=124 P=28 P=5 P=5 P=162 

Other income (charges) - net  (25) 

Provision for income tax (37) 

Net income  100 

Other information   

Segment assets  P=6,653 P=4,839 P=6,109 (P=10,091) P=7,510  

Investments  – – 2,665 (629) 2,036 

Consolidated Total Assets  P=6,653 P=4,839 P=8,774 (P=10,720) P=9,546  

Consolidated Total Liabilities P=4,237  

Depreciation and amortization     P=43 
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For the Quarter Ended March 31, 2010 

 

 

Institutional 

Business 

Consumer 

Business   

Other 

Businesses Eliminations Consolidated

Net sales      

External sales P=743 P=1,188 P=49 P=– P=1,970 

Intersegment sales – – (5) (5) –  

 P=743 P=1,188 P=44 P=(5) P=1,970  

Results   

Income (loss) from operations  P=161 P=36 P=6 P= P=203  

Other income (charges) - net  (35) 

Provision for income tax (30) 

Net income  138 

Other information   

Segment assets  P=5,562 P=3,576  P=4,479 (P=8,154) P=5,463  

Investments  2,175 

Consolidated Total Assets  P= 8,786 

Consolidated Total Liabilities P= 3,760 

Depreciation and amortization     P=27 

 

 

5. Receivables 

 

 March 31, 2011 

(Unaudited)

December 31, 

2010 (Audited)

 (amounts in millions) 

Trade receivables P=1,150 P=1,868 

Advances to related parties  582 696 

Other receivables 245 280 

 1,977 2,844 

Less allowance for doubtful accounts 894 894 

 P=1,083 P=1,950 

 

 

6. Inventories 

 

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

 

 

7. Other Current Assets 

 

 

March 31, 2011

(Unaudited)

December 31, 

2010 (Audited)

 (amounts in millions) 

Deposits on purchases  P=262 P=75 

Creditable withholding taxes 103 67 

Input VAT  56 24 

Prepaid expenses and other current assets – net of allowance for 

probable losses 198 120 

 P=619 P=286 
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8. Equity 

 

Capital Stock 

As of March 31, 2011 and December 31, 2010, the Parent Company has 3,978,265,015 authorized common 

stock with P=1 par value.  Issued and outstanding common shares of 3,160,403,866 are held by 3,536 

stockholders as of March 31, 2011 and December 31, 2010, respectively. 

 

Retained Earnings 

 On April 29, 2009, the BOD approved the declaration of P=0.00791 cash dividend per share, or a total of P=25.00 

million, to its stockholders as of May 14, 2009, and the issuance of property dividends consisting of 33,265,912 

common shares of Philtown at P=3.49 per share.  Stockholders as of record date owning 95 shares were entitled 

to one Philtown share.  No fractional shares have been issued. 

 

 On August 26, 2009, the BOD approved the declaration of P=0.00791 cash dividend per share, or a total of P=

25.00 million, payable to its stockholders of record as of September 25, 2009.  The dividends were paid on 

October 14, 2009. 

 

 On April 28, 2010, the BOD approved the declaration of P=0.01582 cash dividend per share, or a total of P=50.00 

million, payable to its stockholders of record as of May 14, 2010.  The dividends were paid on June 9, 2010. 

 

On April 15, 2011, the SEC has approved the Parent Company’s property dividend declaration dated January 

26, 2011, consisting of 68,702,325 convertible preferred shares of Swift at P=6.01 per share.  Stockholders of the 

Parent Company as of March 16, 2011 owning 46 shares are entitled to one share.  The property dividends are 

to be issued on April 29, 2011.  No fractional shares are to be issued. 

 

On March 2, 2011, the BOD of the Company approved cash dividend declaration amounting to P=93.80 million 

at P=0.02968 per share.  The record date is March 16, 2011 and was issued on April 11, 2011. 

 

The Parent Company’s retained earnings as of December 31, 2010 is restricted to the extent of the amount of the 

undistributed equity in net earnings of associates included in its retained earnings amounting to P=7.26 million.  

These will only be available for declaration as dividends when these are actually received. 

 

Retained earnings include cumulative actuarial gains on defined benefits plan amounting to P=18.37 million as of 

March 31, 2011 and December 31, 2010, which are not available for dividend declaration. 

 

 

9. Related Party Transactions 
 

Related party relationship exists when the party has the ability to control, directly or indirectly, through one or 

more intermediaries, or exercise significant influence over the other party in making financial and operating 

decisions.  Such relationships also exist between and/or among entities which are under common control with 

the reporting entity and its key management personnel, directors or stockholders.  In considering each possible 

related party relationship, attention is directed to the substance of the relationships, and not merely to the legal 

form. 

 

 The transactions from related parties are made under normal commercial terms and conditions.  Outstanding 

balances as at March 31, 2011 and December 31, 2010 are unsecured and settlement occurs in cash, unless 

otherwise indicated.  There have been no guarantees provided or received for any related party receivables or 

payables.  Advances to/from related parties are noninterest-bearing and collectible/payable on demand. 

 

 Significant related party transactions follow: 

 

a. Sales and purchases of products and services to/from the Parent Company and its subsidiaries: 
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b. The Parent Company entered into a management agreement with ICC under which the Parent Company 

shall receive from ICC a monthly fee of P=0.30 million from January 1, 2009. On October 1, 2009, the 

monthly fee increased from P=0.30 million to P=1.00 million.   

 

In addition, ICC leases production facility and warehouse from the Parent Company for its manufacturing 

operations and warehousing of its raw materials and finished goods.   

 

c. The Parent Company utilizes RLC for its lighterage requirements.   

 

d. 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.  Advances to a subsidiary are subject to annual interest of 9% on the monthly outstanding 

balance.   

 

e. Distribution services provided by the Parent Company to URICI for the export of frozen dairy 

dessert/mellorine - URICI pays service fees equivalent to 7% of the total net sales value of goods 

distributed.   

 

f. Management services of the Parent Company to RIBI wherein RIBI pays the Parent Company a yearly 

management fee equivalent to 5% of income before income tax or a fixed amount based on the level of net 

sales, whichever is higher. 

 

g. The Parent Company has a lease agreement for office space with Invest Asia, a subsidiary.  The lease 

covers a one-year period, renewable every two years at the option of the Parent Company.  . 

 

 

10. Financial Risk Management Objectives and Policies 

 

The Group’s principal financial instruments include non-derivative instruments such as cash and cash 

equivalents, AFS financial assets, accounts receivable, bank loans, accounts payable and accrued liabilities, 

long-term debts and obligations and advances to and from 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 other current receivables, other current 

assets, trust receipts payable and customers’ deposits which arise directly from its operations.  The main risk 

arising from the use of financial instruments is credit risk, liquidity risk, interest rate risk, foreign exchange risk 

and equity price 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.  In addition, 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 financial assets), 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.    

 

Where financial instruments are recorded at fair value, the amounts shown above represent the current credit risk 

exposure but not the maximum risk exposure that could arise in the future as a result of changes in values.  

 

The credit quality of financial assets is managed by the Group using internal credit ratings.  
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Credit quality of cash in banks and cash equivalents and AFS financial assets are based on the  nature of the 

counterparty and the Group’s internal rating system. 

  

 Financial assets that are neither past due nor impaired are classified as “Excellent” account when these are 

expected to be collected or liquidated on or before their due dates, or upon call by the Group if there are no 

predetermined defined due dates.  All other financial assets that are neither past due or impaired are classified as 

“Good” accounts. 

 

 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 through prudent financial planning and execution to meet the 

funding requirements of the various operating divisions within the Group; through long-term and short-term 

debts 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.  

Presently, the Group has existing long-term debts 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 debts and 

obligations are market-determined, with the long-term debts and obligations interest rates based on PDST-F-1 

plus a certain spread.   

 

To further reduce its interest rate risk exposure, the Group through the Parent Company entered into an interest 

rate swap agreement in 2009 (see Note 19).  The Parent Company utilizes PHP interest rate swap with a receive 

variable leg based on the benchmark interest rate of three-month PDST-F and pay fixed leg that it is the receive 

leg that virtually matches the loan’s critical terms.  With this, the variability in cash flows of the interest rate 

swaps are expected to offset the variability in cash flows of the loan due to changes in the benchmark interest 

rate.  Therefore, the Parent Company concluded that no or little ineffectiveness will result (absent a default by 

the counterparty).  In 2010, mark-to-market adjustments on the interest rate swap are directly recognized in 

consolidated statement of income. 

 

URICI is not expecting significant exposures to interest rate risk considering the short-term maturities of its 

bank loans. 

 

 There is no other impact on the Group’s equity other than those affecting the income. 

 

With regard to the Parent Company’s hedging transaction, the following table demonstrates the sensitivity of fair 

value changes due to movements in interest rates with all other variables held constant.  Management expects 

that interest rates will move by -/+50 basis points within the next reporting period.   

 

 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 
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into Peso obligations as soon as these are negotiated with suppliers.  The Group has not done any external 

currency hedges in 2011 and 2010. 

 

Equity price risk 

Equity price risk is such risk where the fair values of investments in quoted equity securities could decrease as a 

result of changes in the levels of equity indices and the value of individual stock.  Management strictly monitors 

the movement of the share prices pertaining to its investments.  The Group is exposed to equity securities price 

risk because of quoted common and golf club shares, which are classified as AFS financial assets.   

 

There is no other impact on the Group’s equity other than those affecting the profit or loss. 

 

 

11. Financial Assets and Financial Liabilities 

 

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 customers’ deposits approximate their fair 

values. 

 

The fair value of quoted AFS financial assets and trust receipts payable has been determined by reference to 

quoted market prices at the close of business on December 31, 2010 and 2009.  Investments in unquoted equity 

securities are carried at historical cost, net of impairment, as their fair value cannot be reliably measured.  

 

The fair value of advances to/from related parties, receivable from Meralco and long-term debts and obligations 

are based on the discounted value of future cash flows using the applicable rates for similar types of instruments. 

 

Fair Value Hierarchy 

The Group uses the following hierarchy for disclosing the fair values of financial instruments by valuation source 

of input: 

 

• quoted prices in active markets for identical assets or liabilities (Level 1); 

• those involving inputs other than quoted prices included in Level 1 that are observable for the asset or 

liability, either directly (as prices) or indirectly (derived from prices) (Level 2); and 

• those with inputs for the asset or liability that are not based on observable market date (unobservable inputs) 

(Level 3). 

 

Derivative Instruments 

The related fair values of the Group’s outstanding derivative liability arising from the interest rate swap 

amounted to P=6.68 million as of March 31, 2011 and December 31, 2010. 

 

Derivatives Accounted for Under Cash Flow Hedge Accounting 

On August 27, 2009, the Parent Company entered into an interest rate swap transaction with Hongkong and 

Shanghai Banking Corporation (HSBC) to hedge the cash flow variability on the BDO loan due to movements in 

interest rates.  Details of the interest rate swap follow: 

 

Trade Date Maturity Date Notional Amount* Receive Floating Pay Fixed 

August 27, 2009 October 3, 2012 P=380.00 million PDST-F + 250 basis points 7.92% per annum 
 *Amortizing based on a given schedule 
 

Under the interest rate swap, the Parent Company will receive quarterly interest at a rate of 3-months PDST-F 

plus 2.50% per annum spread on the outstanding peso balance starting October 5, 2009 until October 3, 2012, 

and pay quarterly interest at fixed rate of 7.92% per annum on the outstanding peso balance starting October 5, 
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2009 until October 3, 2012. As of December 31, 2009, the outstanding notional amount of the swap amounted to 

P=380.00 million, which amortizes in installments of P=31.67 million every three months. 

 

Hedge Effectiveness of Cash Flow Hedge 

No ineffectiveness was recognized in the Parent Company statement of income.  

 

In October 2010, the Parent Company terminated its BDO loan which is the underlying of the interest swap 

agreement.  In line with the termination of the loan, the interest rate swap is now accounted for as freestanding 

derivative from the day the loan was terminated.   

 

Forward Contracts 

For the period ended March 31, 2011 and December 31, 2010, URICI, through the Central Treasury Department, 

entered into forward foreign exchange contracts as a hedge against foreign currency denominated liabilities and 

commitments.  These forward foreign exchange contracts are expected to be settled within one month from the 

balance sheet date. 

 

As at and for the period ended March 31, 2011 and December 31, 2010, the difference between the fair market 

values and aggregate notional amount of the forward contract, at net settled amount, is not considered significant. 

 

The fair value of forward foreign exchange contracts is determined using forward exchange market rates at 

balance sheet date and any difference between the fair market values and aggregate notional amounts of these 

forward foreign exchange contracts is recognized immediately in the consolidated statement of income.  

 

 

12. Other Income (Charges) 

 

For the Period Ended March 31

 2011 (Unaudited) 2010 (Unaudited) 

 (amounts in millions) 

Interest expense (P=35) (P=41) 

Interest income 4 4 

Other income, net 5 2 

 (P=25) (P=35) 

 

 

13. Earnings per Share (EPS) 

  

For the Period Ended March 31 

 2011 (Unaudited) 2010 (Unaudited) 

a. Net income attributable to equity holders of the Parent  

Company (Amounts in Millions) P=101 P=138 

b. Common shares outstanding 3,160,403,866 3,160,403,866 

c. Weighted average common shares outstanding 3,160,403,866 3,160,403,866 

d. Basic earnings  per share (a/b) P=0.032 P=0.043 

e. Diluted earnings per share (a/c) P=0.032 P=0.043 
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RFM CORPORATION AND SUBSIDIARIES 

Aging Analysis of Trade Receivables 

As of March 31, 2011 

(Amounts in Millions) 

 

  Amount % 

   

Under Six (6) Months P=914 79% 

    

Six (6) Months to One (1) Year 124 11% 

    

Over One (1) Year 112 10% 

    

 P=1,150 100% 

 

 


