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SM Prime Holdings, Inc. and Subsidiaries

Consolidated Financial Statements
September 30, 2014 and December 31, 2013
and Nine Months Ended September 30, 2014 and 2013



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Amounts in Thousands)

September 30,

December 31,

2014 2013
(Unaudited) (Audited)

ASSETS
Current Assets
Cash and cash equivalents (Notes 7, 22, 28 and 29) P35,360,733 R27,141,506
Short-term investments (Notes 8, 22, 28 and 29) - 887,900
Investments held for trading (Notes 9, 22, 28 a@id 2 966,695 1,151,464
Receivables (Notes 10, 17, 22, 28 and 29) 30,616,040 27,184,434
Condominium and residential units for sale (Notg 11 5,689,004 6,102,653
Land and development - current portion (Note 12) 27,982,460 13,281,246
Available-for-sale investments (Notes 13, 22, 28 29) 677,432 663,456
Prepaid expenses and other current assets

(Notes 14, 22, 28 and 29) 8,840,669 9,936,120

Total Current Assets 110,133,033 86,348,779

Noncurrent Assets
Available-for-sale investments - net of currenttjmor

(Notes 13, 22, 28 and 29) 29,041,065 22,705,618
Property and equipment - net (Note 15) 1,375,108 1,578,893
Investment properties - net (Notes 16, 20 and 22) 194,332,289 171,666,409
Land and development - net of current portion (Nidtg 21,090,589 21,539,938
Derivative assets (Notes 28 and 29) 1,700,903 1,778,810
Deferred tax assets - net (Note 26) 888,687 690,525
Other noncurrent assets (Notes 17, 22, 25, 28 @nd 2 26,582,897 29,274,710

Total Noncurrent Assets 275,011,538 249,234,903

P385,144,571

P335,583,682

LIABILITIES AND EQUITY

Current Liabilities

Loans payable (Notes 18, 22, 28 and 29) B2,770,000 3,250,000
Accounts payable and other current liabilities
(Notes 19, 22, 28 and 29) 53,967,303 45,298,216
Current portion of long-term debt
(Notes 20, 22, 28 and 29) 7,358,730 7,387,260
Income tax payable 742,101 946,593
Total Current Liabilities 64,838,134 56,882,069
Noncurrent Liabilities
Long-term debt - net of current portion
(Notes 20, 22, 28 and 29) 121,512,831 95,675,730
Tenants’ deposits (Notes 27, 28 and 29) 11,147,960 10,248,792
Liability for purchased land - net of current porti(Notes 19, 28 and 29) 1,402,187 1,117,809
Deferred tax liabilities - net (Note 26) 2,424,884 2,022,539
Derivative liabilities (Notes 28 and 29) 110,585 159,974
Other noncurrent liabilities (Notes 16, 22, 25 a2@1 29) 3,488,213 3,255,244
Total Noncurrent Liabilities 140,086,660 112,480,088
Total Liabilities (Carried Forward) 204,924,794 169,362,157




2014
(Unaudited)

September 30 December 3:

2013
(Audited)

Total Liabilities (Brought Forward)

P204,924,794 B169,362,157

Equity Attributable to Equity Holders of the Parent (Notes 21 and 30)

Capital stock (Notes 6, 21 and 30) 33,166,301 33,166,300
Additional paid-in capital - net (Notes 6 and 21) 22,280,423 22,303,436
Cumulative translation adjustment 1,376,617 1,381,268
Net unrealized gain on availa-for-sale investments (Note 13) 25,952,085 19,958,330
Net fair value changes on cash flow hedges (No} 239,426 429,149
Remeasurement income (loss) on defined benefigatidin (Note 25) (5,009 771
Retained earnings (Note 21):
Appropriated 42,200,000 42,200,000
Unappropriated 55,987,315 47,807,664
Treasury stock (Notes 21 and 30) (3,979,44¢€ (3,980,378)
Total Equity Attributable to
Equity Holders of the Parent 177,217,714 163,266,540
Non-controlling Interests (Note 21) 3,002,063 2,954,985
Total Equity 180,219,777 166,221,525

P385,144,571 P335,583,682

See accompanying Notes to Consolidated Financiaé®ents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(Amounts in Thousands)

Nine Months Ended
September 30

2013
(As restated -
2014  Notes 2 and 6)

(Unaudited)
REVENUE
Rent (Notes 22 and 27) B26,442,415 B23,668,445
Sales:
Real estate 15,968,154 15,795,086
Cinema ticket 3,264,816 2,707,583
Others (Note 22) 2,123,344 1,763,144
47,798,729 43,934,258
COSTS AND EXPENSES(Note 23) 27,681,456 26,251,352
INCOME FROM OPERATIONS 20,117,273 17,682,906
OTHER INCOME (CHARGES)
Interest expense (Notes 22, 24, 28 and 29) (2,860,546) (2,579,646)
Interest and dividend income (Notes 13, 22 and 24) 506,088 910,978
Restructuring costs (Note 6) - (523,054)
Others - net (Notes 9, 12, 13, 17, 20, 22 and 29) (282,378) (83,253)
(2,636,836) (2,274,975)
INCOME BEFORE INCOME TAX 17,480,437 15,407,931
PROVISION FOR (BENEFIT FROM) INCOME TAX (Note 26)
Current 3,431,884 3,082,952
Deferred 234,429 (29,886)
3,666,313 3,053,066
NET INCOME P13,814,124 PB12,354,865
Attributable to
Equity holders of the Parent (Notes 21 and 30) P13,456,619 PR12,037,512
Non-controlling interests (Note 21) 357,505 317,353
P13,814,124 PB12,354,865
Basic/Diluted earnings per share (Note 30) P0.485 R0.434

See accompanying Notes to Consolidated Financiaé®ents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in Thousands)

Nine Months Ended
September 30

2013
(As restated -
2014  Notes 2 and 6)

NET INCOME

(Unaudited)

P13,814,124 PB12,354,865

OTHER COMPREHENSIVE INCOME (LOSS)
Other comprehensive income (loss) to be recladsi€igorofit or loss in
subsequent periods:
Unrealized gain due to changes in fair value ialable-for-sale
investments (Note 13)
Net fair value changes on cash flow hedges (N®}e 2
Cumulative translation adjustment

5,993,755 2,371,394
(189,723) 742,709
(4,651) 527,988

5,799,381 3,642,091

Other comprehensive income (loss) not to be reifiledso profit or loss in
subsequent periods -
Remeasurement income (loss) on defined benefgatiin (Note 25)

(6,444) 17,047

TOTAL COMPREHENSIVE INCOME

P19,607,061 P16,014,003

Attributable to
Equity holders of the Parent (Notes 21 and 30)
Non-controlling interests (Note 21)

R19,250,223 PR15,696,650
356,838 317,353

P19,607,061 P16,014,003

See accompanying Notes to Consolidated Financiaé®ents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(Amounts in Thousands)

Three Months Ended
September 30

2013

(As restated -

2014  Notes 2 and 6)
(Unaudited)
REVENUE
Rent (Notes 22 and 27) B8,773,011 B7,958,478
Sales:
Real estate 4,065,769 3,442,255
Cinema ticket 913,159 788,661
Others (Note 22) 622,831 579,736
14,374,770 12,769,130
COSTS AND EXPENSES(Note 23) 8,415,437 7,705,218
INCOME FROM OPERATIONS 5,959,333 5,063,912
OTHER INCOME (CHARGES)
Interest expense (Notes 22, 24, 28 and 29) (976,479) (917,392)
Interest and dividend income (Notes 13, 22 and 24) 230,717 265,397
Restructuring costs (Note 6) - (174,882)
Others - net (Notes 9, 12, 13, 17, 20, 22 and 29) (285,573) 36,220
(1,031,335) (790,657)
INCOME BEFORE INCOME TAX 4,927,998 4,273,255
PROVISION FOR (BENEFIT FROM) INCOME TAX (Note 26)
Current 1,109,599 1,034,000
Deferred 44,253 (131,392)
1,153,852 902,608
NET INCOME B3,774,146 B3,370,647
Attributable to
Equity holders of the Parent (Notes 21 and 30) B3,658,655 R3,267,084
Non-controlling interests (Note 21) 115,491 103,563
P3,774,146 P3,370,647
Basic/Diluted earnings per share (Note 30) P0.132 RP0.118

See accompanying Notes to Consolidated Financiaé®ents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in Thousands)

Three Months Ended
September 30

2013
(As restated -

2014  Notes 2 and 6)
(Unaudited)
NET INCOME B3,774,146 P3,370,647
OTHER COMPREHENSIVE INCOME (LOSS)
Other comprehensive income (loss) to be recladsi€igorofit or loss in
subsequent periods:
Unrealized gain (loss) due to changes in fair #atuavailable-for-sale
investments (Note 13) 1,580,474 (580,892)
Net fair value changes on cash flow hedges (N8je 2 45,328 (401,206)
Cumulative translation adjustment 329,514 61,796
1,955,316 (920,302)
Other comprehensive income not to be reclassifigutafit or loss in

subsequent periods -

Remeasurement income on defined benefit obligdtitme 25) - 2,926
TOTAL COMPREHENSIVE INCOME P5,729,462 P2,453,271
Attributable to
Equity holders of the Parent (Notes 21 and 30) B5,613,971 R2,349,708
Non-controlling interests (Note 21) 115,491 103,563

P5,729,462 P2,453,271

See accompanying Notes to Consolidated Financiaé®ents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(Amounts in Thousands)

Equity Attributable to Equity Holders of the Parent (Notes 21 and 30)

Net Unrealized
Gain on Remeasurement Net Fair Value

Additional Available- Loss on Changes on Treasury
Capital Stock Paid-in Cumulative for-Sale Defined Benefit Cash Flow Stock Non-controlling
(Notes 6, Capital - Net Translation Investments Obligation Hedges Retained Earnings(Note 21) (Notes 21 Interests Total
21 and 30) (Notes 6 and 21) Adjustment (Note 13) (Note 25) (Note 29) Appropriated Unappropriated and 30) Total (Note 21) Equity

At January 1, 2014 P33,166,300 P22,303,436 P1,381,268 P19,958,330 B771 P429,149 P42,200,000 P47,807,664 (P3X®), P163,266,540 P2,954,985 P166,221,525
Net income for the peric - - - - - - - 13,456,619 - 13,456,619 357,505 31341
Other comprehensive income (loss) — — (4,651) 5,993,755 (5,777) (189,723) — — — 5,793,604 (667) 5,792,937
Total comprehensive income (loss) for the period — — (4,651) 5,993,755 (5,777) (189,723) — 13,456,619 — 19,250,223 356,838 19,607,061
Cash dividends - - - - - - - (5,285,636) - (5,285,636) - (5,285,636)
Cash dividends received by non-controlling intesest - - - - - - - - - - (309,760) (309,760)
Cash dividends received by a subsidiary - - - - - - - 8,668 - 8,668 - 8,668
Acquisition of non-controlling interests — (23,013) — — — — — — 932 (22,081) — (22,081)
At September 30, 2014 (Unaudited) 33,166,300 B22,280,423 P1,376,617 P25,952,085 (B5,006) B239,426 B42,200,000 P55,987,315 (B3,979,44B177,217,714 B3,002,063 P180,219,777
At January 1, 2013 B33,166,300 P19,668,994 B607,237 P19,781,021 =61,@B8) B— 242,200,000 BP36,250,679 (B3,985,468147,627,681 P2,834,304 B150,461,985
Net income for the peric - - - - - - - 12,037,512 — 12,037,512 317,353 12885
Other comprehensive income — — 527,988 2,371,394 17,047 742,709 — — — 3,689,13 — 3,659,138
Total comprehensive income for the period — — 529,9 2,371,394 17,047 742,709 — 12,037,512 — 15,696,6 317,353 16,014,003
Equity adjustment from common control business

combination - 1,950,098 - - - - - (1,950,098) - - — -
Cash dividends - - - - - - - (4,690,893) - (4,690,893) - (4,690,893)
Cash dividends received by non-controlling intesest — — — — — — — — — — (319,760) (319,760)
At September 30, 2013 (As restated -

Notes 2 and 6) (Unaudited) B33,166,300 P21,6P9,0 P1,135,225 B22,152,415 (B44,041) P742,709 242,200,000 B41,647,200 (B3,985,462) 58,633,438 P2,831,897 B161,465,335

See accompanying Notes to Consolidated FinanciéBents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in Thousands)

Nine Months Ended
September 30

2013
(As restated -
2014 Notes 2 and 6)

(Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax and non-controlling irgese B17,480,437 B15,407,931
Adjustments for:
Depreciation and amortization (Notes 15, 16 and 23 4,937,126 4,422,523
Interest expense (Note 24) 2,860,546 2,579,646
Interest income and dividend income
(Notes 13 and 24) (506,088) (910,978)
Restructuring costs - 523,054
Loss (gain) on:
Fair value changes on investment held-for-tradihote 9) 96,930 (118,270)
Fair value changes on derivatives — net (Note 29) 6,794 (34,260)
Sale of investment held for trading 5,775 -
Sale of available-for-sale investments (Note 13) (2,349) (17,111)
Unrealized foreign exchange loss (gain) - net 14,778 (22,954)
Operating income before working capital changes 24,893,949 21,829,581
Decrease (increase) in:
Receivables (3,202,414) (2,093,568)
Condominium and residential units for sale 1,597,039 (114,202)
Land and development (13,717,146) (6,071,789)
Prepaid expenses and other current assets 1,518,953 (433,861)
Increase in:
Accounts payable and other current liabilities 8,041,711 8,190,530
Tenants deposits 902,216 854,815
Cash generated from operations 20,034,308 22,161,506
Income tax paid (3,635,224) (3,075,639)
Interest paid (29,252) (45,234)
Cash provided by operating activities 16,369,832 19,040,633

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to:
Investment properties

(24,755,229)

(17,112,797)

Available-for-sale-investments (356,462) 100,620

Property and equipment (106,240) (210,006)

Investments held for trading (65,416) -
Pre-termination of short-term investments 887,900 -
Proceeds from sale of:

Investments held for trading 150,000 299,137

Available-for-sale-investments 3,144 -
Proceeds from early redemption of available-foe-salestments - 1,000,000
Interest received 308,333 486,653
Dividends received 223,782 328,938
Investment in a joint venture - (5,115,105)
Increase in other noncurrent assets (1,332,060) (2,199,392)

Net cash used in investing activit

(25,042,248)

(22,421,952)

(Forward)



Nine Months Ended
September 30

2013
(As restated -
2014 Notes 2 and 6)

CASH FLOWS FROM FINANCING ACTIVITIES
Availments of loans
Payments of:
Long-term debt
Dividends
Interest
Bank loans
Payments of restructuring costs

(Unaudited)

P37,546,250 P64,886,812

(4,864,280)  (17,637,450)
(5,586,728)  (5,010,653)
(2,583,923)  (3,635,187)
(7,620,000)  (19,921,313)

(523,054)

Net cash provided kfinancing activities

16,891,319 18,159,155

EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH

EQUIVALENTS 324 14,515
NET INCREASE IN CASH AND CASH EQUIVALENTS 8,219,227 14,792,351
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 27,141,506 21,299,366
CASH AND CASH EQUIVALENTSAT END OF PERIOD P35,360,733 P36,091,717

See accompanying Notes to Consolidated Financiaé®ents.



SM PRIME HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information and Corporate Restructuring

SM Prime Holdings, Inc. (SMPH or the Parent Compavgs incorporated in the Philippines and
registered with the Securities and Exchange ConomgSEC) on January 6, 1994. SMPH and
its subsidiaries (collectively known as “the Comyarare incorporated to acquire by purchase,
exchange, assignment, gift or otherwise, and to, as®e, improve, subdivide, operate, enjoy, sell,
assign, transfer, exchange, lease, let, develoggage, pledge, traffic, deal in and hold for
investment or otherwise, including but not limitedreal estate and the right to receive, collect
and dispose of, any and all rentals, dividendeyra#t and income derived therefrom; the right to
vote on any proprietary or other interest on argres of stock, and upon any bonds, debentures,
or other securities; and the right to develop, cmhdoperate and maintain modernized
commercial shopping centers and all the busineggasrtenant thereto, such as but not limited to
the conduct, operation and maintenance of shoppnter spaces for rent, amusement centers,
movie or cinema theatres within the compound omiges of the shopping centers, to construct,
erect, manage and administer buildings such asomoimilim, apartments, hotels, restaurants,
stores or other structures for mixed use purposes.

SMPH's shares of stock are publicly traded in thiipine Stock Exchange (PSE).

As at September 30, 2014, SMPH is 51.03% and 25di#86tly-owned by SM Investments
Corporation (SMIC) and the Sy Family, respectiveBMIC, the ultimate parent company, is a
Philippine corporation which listed its common sfsawith the PSE in 2005. SMIC and all its
subsidiaries are herein referred to as the “SM @rou

The registered office and principal place of businef SMPH is 10Floor, Mall of Asia Arena
Annex Building, Coral Way cor. J.W. Diokno Blvd.,aill of Asia Complex, Brgy. 76, Zone 10,
CBP-1A, Pasay City 1300.

Corporate Restructuring

In 2013, SMPH initiated a corporate restructurirgreise to consolidate all of the SM Group’s
real estate companies and real estate assetsamalsingle listed entity which is SMPH
(collectively, the “SM Property Group”). The ovémabjective is to bring to the equities market
the most comprehensive and integrated Philippinpeity company that will engage the investor
community in the long-term growth potential nottjaéthe Philippine property sector, but also of
the consumer and tourism sectors. This will legeran SM’s strong brand franchise, group
synergies, dominant position in mall and residé¢dgwelopment, extensive marketing and
supplier network, huge landbank and other resouacegongly enhance the overall value of the
company and all its future projects, which alsdude township and mixed-use development,
commercial and resorts development, and hotelsangention centers. The corporate
restructuring involves the following transactions:

= SM Land, Inc.’s (SM Land) tender offers for SM Demment Corporation (SMDC) and
Highlands Prime, Inc. (HPI);

= Merger of SMPH (the “Surviving entity”) and SM Lafithe “Absorbed entity”); and

= Acquisition of unlisted real estate companies aral estate assets from SMIC and the Sy
Family.



-2-

The corporate restructuring was approved by thedobDirectors (BOD) of SMPH on May 31,
2013 and ratified by the stockholders in a spestiztkholders meeting held on July 10, 2013.
This was subsequently approved by the SEC on Ocflidhe2013 (see Note 6).

Basis of Preparation

The accompanying consolidated financial statemiesatse been prepared on a historical cost basis,
except for derivative financial instruments, invasnts held for trading and available-for-sale
(AFS) investments which have been measured atdlie. The consolidated financial statements
are presented in Philippine peso, which is theiR&empany’s functional and presentation
currency under Philippine Financial Reporting Standd (PFRS). All values are rounded to the
nearest peso, except when otherwise indicated.

Statement of Compliance

The accompanying consolidated financial statemiesate been prepared in compliance with
PFRS. PFRS includes statements named PFRS, Rindlippcounting Standards (PAS) and
Philippine Interpretations from the Internationadancial Reporting and Interpretations
Committee (IFRIC) issued by the Financial Reportstgndards Council.

Changes in Accounting Policies and Disclosures
The accounting policies adopted are consistent thidbe of the previous financial year, except for
the following amended PFRS and PAS which the Compais adopted starting January 1, 2014:

» PFRS 10, PFRS 12 and PAS 2vivestment Entities (Amendmentsgcame effective for
annual periods beginning on or after January 14201

= PAS 19,Employee Benefits - Defined Benefit Plans: Empl@y@a&ributions (Amendments)
became effective for annual periods beginning oaftar July 1, 2014.

= PAS 32Financial Instruments: Presentation - Offsettinigdncial Assets and Financial
Liabilities (Amendmentspecame effective for annual periods beginningmoafter January 1,
2014.

= PAS 36,Impairment of Assets - Recoverable Amount Discésstor Non-Financial Assets
(Amendmentsbecame effective retrospectively for annual migibeginning on or after
January 1, 2014.

= PAS 39,Financial Instruments: Recognition and Measuremewbvation of Derivatives and
Continuation of Hedge Accounting (Amendmenitstame effective for annual periods
beginning on or after January 1, 2014.

= Philippine Interpretation IFRIC 21 evies became effective for annual periods beginning on
or after January 1, 2014.

The standards that have been adopted are deerhaddemo material impact on the consolidated
financial statements of the Company.



Future Changes in Accounting Policies

Standards and Interpretations

The Company did not early adopt the following stmdd and Philippine Interpretations that have
been approved but are not yet effective. The Compall adopt these standards and
interpretations on their effective dates.

PFRS 9Financial Instrumentscurrently has no mandatory effective date and beagpplied
before the completion of the limited amendmenthéoclassification and measurement model
and impairment methodology. PFRS 9, as issuelgctsfthe first and third phases of the
project to replace PAS 39 and applies to the dlaaibn and measurement of financial assets
and liabilities and hedge accounting, respectivélork on the second phase, which relate to
impairment of financial instruments, and the lirdiEemendments to the classification and
measurement model is still ongoing, with a vieweplace PAS 39 in its entirety. PFRS 9
requires all financial assets to be measured av&ue at initial recognition. A debt financial
asset may, if the fair value option (FVO) is notaked, be subsequently measured at
amortized cost if it is held within a business mdtat has the objective to hold the assets to
collect the contractual cash flows and its contraldterms give rise, on specified dates, to
cash flows that are solely payments of principal exterest on the principal outstanding. All
other debt instruments are subsequently measufad &alue through profit or loss. All

equity financial assets are measured at fair vaiilher through other comprehensive income
or profit or loss. Equity financial assets held fading must be measured at fair value
through profit or loss. For liabilities designatesiat FVPL using the fair value option, the
amount of change in the fair value of a liabiliyat is attributable to changes in credit risk
must be presented in other comprehensive incorhe.r@mainder of the change in fair value
is presented in profit or loss, unless presentaifdahe fair value change relating to the
entity’s own credit risk in other comprehensivedme would create or enlarge an accounting
mismatch in profit or loss. All other PAS 39 clifisation and measurement requirements for
financial liabilities have been carried forward?BRS 9, including the embedded derivative
bifurcation rules and the criteria for using the@®VThe adoption of the first phase of PFRS 9
will have an effect on the classification and measent of the Company’s financial assets,
but will potentially have no impact on the classation and measurement of financial
liabilities.

On hedge accounting, PFRS 9 replaces the rulesthasige accounting model of PAS 39
with a more principles-based approach. Changésdaaeplacing the rules-based hedge
effectiveness test with an objectives-based testftituses on the economic relationship
between the hedged item and the hedging instruraadtthe effect of credit risk on that
economic relationship; allowing risk componentb¢odesignated as the hedged item, not
only for financial items, but also for non-finanditems, provided that the risk component is
separately identifiable and reliably measurable @fowing the time value of an option, the
forward element of a forward contract and any fgmeiurrency basis spread to be excluded
from the designation of a financial instrumentlas hedging instrument and accounted for as
costs of hedging. PFRS 9 also requires more extenssclosures for hedge accounting.

The Company will not adopt the standard beforectivapletion of the limited amendments
and the second phase of the project.

Philippine Interpretation IFRIC 1#R\greements for the Construction of Real Estaigers
accounting for revenue and associated expensegtitig® that undertake the construction of
real estate directly or through subcontractorse ifiterpretation requires that revenue on
construction of real estate be recognized only wgmmmpletion, except when such contract
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gualifies as construction contract to be accoufdednder PAS 11Construction Contracts
or involves rendering of services in which caseeneie is recognized based on stage of
completion. Contracts involving provision of s&es with the construction materials and
where the risks and reward of ownership are trarexfe¢o the buyer on a continuous basis
will also be accounted for based on stage of catigple The SEC and the Financial
Reporting Standards Council have deferred the tffgcof this interpretation until the final
Revenue standard is issued by the Internationabéuing Standards Board and an
evaluation of the requirements of the final Revestaadard against the practices of the
Philippine real estate industry is completed. &teption of this interpretation will result to a
change in the revenue and cost recognition frorogreage of completion method to
completed contract method. The Company has madssassment and is continuously
monitoring the impact of this new interpretatiorittoconsolidated financial statements.

Improvements to PFRSs (2010-2012 cycle)
The annual improvements contain non-urgent butssscg amendments to the following
standards effective on or after July 1, 2014 aedapplied prospectively:

PFRS 2 Share-based Payment - Definition of Vesting Cooditievised the definitions of
vesting condition and market condition and addeddifinitions of performance condition

and service condition to clarify various issuessTdmendment shall be applied prospectively.
This amendment does not apply to the Companylassino share-based payments.

PFRS 3Business Combinations - Accounting for Contingesrisitleration in a Business
Combination clarifies that a contingent consideration thaetagehe definition of a financial
instrument should be classified as a financialilitgtor as equity in accordance with PAS 32.
Contingent consideration that is not classifie@@sity is subsequently measured at fair value
through profit or loss whether or not it falls wittthe scope of PFRS 9 (or PAS 39, if PFRS 9
is not yet adopted). The amendment shall be appliespectively. The Company shall
consider this amendment for future business conibima

PFRS 80perating Segments - Aggregation of Operating Satgv@d Reconciliation of the
Total of the Reportable Segments’ Assets to thigyEnAssetsrequire entities to disclose the
judgment made by management in aggregating twoooe iwperating segments. This
disclosure should include a brief description @& tiperating segments that have been
aggregated in this way and the economic indicdt@shave been assessed in determining
that the aggregated operating segments share isendaomic characteristics. The
amendments also clarify that an entity shall previeconciliations of the total of the
reportable segments’ assets to the entity’s agstsh amounts are regularly provided to the
chief operating decision maker. These amendméalsise applied retrospectively. The
amendments affect disclosures only and have nodtrgyathe Company’s financial position
or performance.

PFRS 13Fair Value Measurement - Short-term ReceivablesRayhblesclarifies that
short-term receivables and payables with no statedest rates can be held at invoice
amounts when the effect of discounting is immateria

PAS 16,Property, Plant and Equipment - Revaluation Meth&doportionate Restatement of
Accumulated Depreciatiqmrelarifies that, upon revaluation of an item obperty, plant and
equipment, the carrying amount of the asset skadidjusted to the revalued amount, and the
asset shall be treated in one of the following ways
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a) The gross carrying amount is adjusted in a marirari$ consistent with the revaluation
of the carrying amount of the asset. The accundidépreciation at the date of
revaluation is adjusted to equal the differencevben the gross carrying amount and the
carrying amount of the asset after taking into aot@ny accumulated impairment losses.

b) The accumulated depreciation is eliminated agdmesgross carrying amount of the asset.

The amendment shall apply to all revaluations raizegl in annual periods beginning on or
after the date of initial application of this amemeht and in the immediately preceding annual
period. The amendment has no impact on the Congéingncial position or performance.

PAS 24 Related Party Disclosures - Key Management Perdogtaify that an entity is a
related party of the reporting entity if the sardigy, or any member of a group for which it is
a part of, provides key management personnel srticthe reporting entity or to the parent
company of the reporting entity. The amendmerss allarify that a reporting entity that
obtains management personnel services from anettigy (also referred to as management
entity) is not required to disclose the compensgpiaid or payable by the management entity
to its employees or directors. The reporting gnditrequired to disclose the amounts incurred
for the key management personnel services prongetiseparate management entity. The
amendments shall be applied retrospectively. Thengiments affect disclosures only and
have no impact on the Company’s financial positoperformance.

PAS 38,Intangible Assets - Revaluation Method - ProporienRestatement of Accumulated
Amortization clarify that, upon revaluation of an intangibkset, the carrying amount of the
asset shall be adjusted to the revalued amounthenakset shall be treated in one of the
following ways:

a) The gross carrying amount is adjusted in a marari$ consistent with the revaluation
of the carrying amount of the asset. The accumdlamortization at the date of
revaluation is adjusted to equal the differencebetn the gross carrying amount and the
carrying amount of the asset after taking into aot@ny accumulated impairment losses.

b) The accumulated amortization is eliminated agahesgross carrying amount of the asset.

The amendments also clarify that the amount ofitliestment of the accumulated
amortization should form part of the increase ardase in the carrying amount accounted for
in accordance with the standard. The amendmeatsagiply to all revaluations recognized

in annual periods beginning on or after the datmitél application of this amendment and in
the immediately preceding annual period. The ammemis have no impact on the Company’s
financial position or performance.

Improvements to PFRSs (2011-2013 cycle)
The annual improvements contain non-urgent butssgeg amendments to the following
standards effective on or after July 1, 2014 aedaaplied prospectively:

PFRS 1First-time Adoption of Philippine Financial Repartj Standards - Meaning of
‘Effective PFRSs'clarifies that an entity may choose to applyegith current standard or a
new standard that is not yet mandatory, but thahje early application, provided either
standard is applied consistently throughout theodsmpresented in the entity’s first PFRS
financial statements. This amendment is not appléeto the Company as it is not a first-time
adopter of PFRS.
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» PFRS 3Business Combinations - Scope Exceptions for 2siaingementsclarifies that
PFRS 3 does not apply to the accounting for the#tion of a joint arrangement in the
financial statements of the joint arrangementfitsel

» PFRS 13Fair Value Measurement - Portfolio Exceptjararifies that the portfolio exception
in PFRS 13 can be applied to financial assetsnéiia liabilities and other contracts. The
amendment has no significant impact on the Comsdiityancial position or performance.

= PAS 40,Investment Propertyclarifies the interrelationship between PFRS @ BAS 40
when classifying property as investment propertgwner-occupied property. The
amendment stated that judgment is needed whermaeieg whether the acquisition of
investment property is the acquisition of an asset group of assets or a business
combination within the scope of PFRS 3. This judgtris based on the guidance of PFRS 3.
The amendment has no significant impact on the @moryip financial position or
performance.

Basis of Consolidation
The consolidated financial statements include to@ants of the Parent Company and the
following subsidiaries:

Percentage of

Country of Ownership

Company Incorporation 2014 2013
First Asia Realty Development Corporation (FARDC) hilippines 74.2 74.2
Premier Central, Inc. -do - 100.0 100.0
Consolidated Prime Dev. Corp. -do - 100.0 100.0
Premier Southern Corp. -do - 100.0 100.0
San Lazaro Holdings Corporation -do - 100.0 100.0
Southernpoint Properties Corp. -do - 100.0 100.0
First Leisure Ventures Group Inc. (FLVGI) -do - 50.0 50.0
SMDC and Subsidiari&€s -do - 100.0 100.0
Magenta Legacy, In€) -do - 100.0 100.0
Associated Development Corporatfn - do - 100.0 100.0
HPI@ -do - 100.0 100.0
SM Hotels and Conventions Corp. and Subsidiaries

(SMHCCY? -do - 100.0 100.0
SM Arena Complex Corporation (SMACE) - do - 100.0 100.0
Costa del Hamilo, Inc. (Cost&) -do - 100.0 100.0
Prime Metro Estate, Inc. (PM%) -do - 60.0 60.0
Tagaytay Resorts and Development Corporation (TRDC) - do - 100.0 100.0
CHAS Realty and Development Corporation and Subsas

(CHAS)®) -do - 100.0 100.0
Summerhills Home Development Corp. (SHBC) -do - 100.0 100.0
Affluent Capital Enterprises Limited and Subsiciari British Virgin

Islands (BVI) 100.0 100.0

Mega Make Enterprises Limited and Subsidiaries - do 100.0 100.0
Springfield Global Enterprises Limited - do - 100.0 100.0
Simply Prestige Limited and Subsidiaffés -do - 100.0 100.0
SM Land (China) Limited and Subsidiaries (SM Lartdra) Hong Kong 100.0 100.0

a. Acquired in 2013 as part of SM Property Group cagie restructuring accounted for as common corittdiness
combination using pooling of interest method.

b. Acquired in 2013 from unrelated parties accountaduihnder acquisition method.

c¢. Acquired in 2013 accounted for as common contrsiress combination using pooling of interest method



The consolidated financial statements also inctadéistorical financial information of the real
estate assets accounted for as “business” acquir@dSMIC.

Properties Classification Location
Taal Vista Hotel Land and building Tagaytay
Radisson Cebu Hotel Building Cebu
Pico Sands Hotel Building Batangas
SMX Convention Center Building Pasay
Mall of Asia Arena Building Pasay
Mall of Asia Arena Annex Building Pasay
Corporate Office Building Pasay
Casino and Waste Water Treatment Plant Building agajtay
Tagaytay land Land Tagaytay
EDSA West land Land Quezon City
Park Inn Davao Building Davao

FLVGI is accounted for as a subsidiary by virtueoftrol, as evidenced by the majority
members of the BOD representing the Parent Company.

The individual financial statements of the ParentnPany and its subsidiaries, which were
prepared for the same reporting period using their set of accounting policies, are adjusted to
the accounting policies of the Company when codatdid financial statements are prepared. All
intracompany balances, transactions, income anensgs, and profits and losses resulting from
intracompany transactions and dividends are elitathan full.

Subsidiaries are consolidated from the date ofiaitgun, being the date on which the Company
obtains control, and continue to be consolidatdd the date that such control ceases. Control is
achieved when the Company is exposed, or has rightariable returns from its involvement
with the investee and when the Company has th#yatoilaffect those returns through its power
over the investee.

A change in the ownership interest of a subsidiarthout a loss of control, is accounted for as an
equity transaction. If the Company loses contk@ra subsidiary, it:

= Derecognizes the assets (including goodwill) aabilities of the subsidiary;
= Derecognizes the carrying amount of any non-cdimgpinterest;

= Derecognizes the cumulative translation differemeesrded in equity;

= Recognizes the fair value of the considerationiveck

» Recognizes the fair value of any investment rethine

= Recognizes any surplus or deficit in profit or toessd

= Reclassifies the parent’s share of components queklyi recognized in other comprehensive
income to profit or loss or retained earnings, @ apriate.

Non-controlling interests represent the portiopmaffit or loss and net assets not held by the
Company and are presented separately in the cdasadi statements of income and within equity
section in the consolidated balance sheets, sebafaim equity attributable to equity holders of
the parent.



3. Significant Accounting Judgments, Estimates and Assnptions

The preparation of the consolidated financial shatets requires management to make judgments,
estimates and assumptions that affect the repartedints of revenue, expenses, assets and
liabilities, and the disclosure of contingent lidlss, at the reporting date. However, uncertaint
about these estimates and assumptions could nesultcomes that could require a material
adjustment to the carrying amount of the affecssgaor liability in the future.

Judgments
In the process of applying the Company’s accoungimigcies, management has made the

following judgments, apart from those involvingiegitions, which have the most significant
effect on the amounts recognized in the consolitii@ncial statements.

Revenue RecognitioriThe Company'’s process of selecting an apprapratenue recognition
method for a particular real estate sales trarmactiquires certain judgments based on the
buyer's commitment on the sale which may be asoedahrough the significance of the buyer’s
initial investment and completion of developmemhe buyer's commitment is evaluated based on
collections, credit standing of the buyer and lmzabf the property. The completion of
development is determined based on engineer’s jadggrand estimates on the physical portion
of contract work done and the completion of devedept beyond the preliminary stage.

Revenue from real estate sales amounted to B15Bédh and B15,795 million for the nine
months ended September 30, 2014 and 2013, resggctiv

Property Acquisition and Business Combinatidie Company acquires subsidiaries which own
real estate. At the time of acquisition, the Conypeonsiders whether the acquisition represents
an acquisition of a business or a group of assetdiabilities. The Company accounts for an
acquisition as a business combination if it acquae integrated set of business processes in
addition to the real estate property.

When the acquisition of subsidiary does not comstia business, it is accounted for as an
acquisition of a group of assets and liabiliti@e purchase price is allocated to the assets and
liabilities acquired based upon their relative faifues at the date of acquisition and no goodwill
or deferred tax is recognized.
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Classification of PropertyThe Company determines whether a property is fledsis
investment property or land and development.

Investment property comprises building spaces aniavements which are not occupied for use
by, or in the operations of, the Company, nor fde $n the ordinary course of business, but are
held primarily to earn rental income and capitgdragiation.

Inventory comprises property that is held for salthe ordinary course of business in which the
Company develops and intends to sell on or befongptetion of construction.

Distinction between Land and Development, Investimperties and Property and Equipment.
The Company determines whether a property quakfdsind and development. In making this
judgment, the Company considers whether the prppeiitbe sold in the ordinary course of
business or is part of its strategic landbankirtyities which will be developed for sale as
condominium residential projects. For investmeopprties, the Company considers whether the
property generates cash flows largely independithiecother assets and is held primarily to earn
rentals or capital appreciation. Property andggent is held for use in the supply of goods or
services or for administrative purposes.

The Company considers each property separatelaking its judgment.

The aggregate carrying values of land and developrirevestment properties and property and
equipment amounted to B244,780 million and BZ®Braillion as at September 30, 2014 and
December 31, 2013, respectively (see Notes 12nd3 6).

Operating Lease Commitments - as Lessdre Company has entered into commercial property
leases in its investment property portfolio. Magragnt has determined, based on an evaluation
of the terms and conditions of the arrangemendd,itmetains all the significant risks and rewards
of ownership of the properties and thus accountgh® contracts as operating leases.

Rent income amounted to B26,442 million and B&3B6illion for the nine months ended
September 30, 2014 and 2013, respectively (see 2)te

Operating Lease Commitments - as Lessdee Company has entered into various lease
agreements as a lessee. Management has detethanbedl the significant risks and benefits of
ownership of these properties, which the Compaagds under operating lease arrangements,
remain with the lessor. Accordingly, the leasesanaecounted for as operating leases.

Rent expense amounted to B863 million and B78®mfor the nine months ended September
30, 2014 and 2013, respectively (see Notes 23 @hd 2

Impairment of AFS Investments - Significant or Bngled Decline in Fair ValueThe Company
determines that an AFS investment is impaired where has been a significant or prolonged
decline in the fair value below its cost. The Campdetermines that a decline in fair value of
greater than 20% below cost is considered to lignifisant decline and a decline for a period
longer than 12 months is considered to be a preldnigcline. The determination of what is
significant or prolonged requires judgment. In mgkhis judgment, the Company evaluates,
among other factors, the normal volatility in prida addition, impairment may be appropriate
when there is evidence of deterioration in therfgial health of the investee, industry and sector
performance.
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There was no impairment loss recognized on AFSsitmrents for the nine months ended
September 30, 2014 and 2013. The carrying valua&$ investments amounted to B29,718
million and B23,369 million as at September 3@,£28nd December 31, 2013, respectively (see
Note 13).

Estimates and Assumptions
The key estimates and assumptions that may han#éicamt risks of causing material adjustments
to the carrying amounts of assets and liabilitighiwthe next financial year are discussed below.

Revenue and Cost Recognitiorhe Company’s revenue recognition policies reqoiesmagement
to make use of estimates and assumptions that fiemy the reported amounts of revenues and
costs. The Company’s revenue from real estateanstruction contracts recognized based on
the percentage of completion are measured prifgipalthe basis of the estimated completion of
a physical proportion of the contract work.

Revenue from sale of real estate amountd@ilt® 968 million and B15,795 million for the nine
months ended September 30, 2014 and 2013, resggctizhile cost of real estate sold amounted
to B9,086 million and B9,517 million for the nimenths ended September 30, 2014 and 2013,
respectively (see Note 23).

Estimation of Allowance for Impairment Losses ondRables. The Company maintains an
allowance for impairment loss at a level considexgelquate to provide for potential uncollectible
receivables. The level of allowance is evaluatethe Company on the basis of factors that affect
the collectibility of the accounts. These factioidude, but are not limited to, the length of the
relationship with the customers and counterparéiesrage age of accounts and collection
experience. The Company performs a regular reefetve age and status of these accounts,
designed to identify accounts with objective evitkenf impairment and to provide the
appropriate allowance for doubtful accounts. Tégaw is accomplished using a combination of
specific and collective assessment. The amountiamag of recorded expenses for any period
would differ if the Company made different judgnent utilized different methodologies. An
increase in allowance for impairment loss would@ase the recorded costs and expenses and
decrease current assets.

Allowance for impairment losses amounted to P480om and P323 million as at September 30,
2014 and December 31, 2013, respectively. Reckisaincluding noncurrent portion of
receivables from sale of real estate, amountet38892 million and BR37,462 million as at
September 30, 2014 and December 31, 2013, resplyotsee Notes 10 and 17).

Net Realizable Value of Condominium Units for $alé Land and Developmenthe Company
writes down the carrying value of condominium utiédd for sale and land and development cost
when the net realizable value becomes lower thaucairying value due to changes in market
prices or other causes. The net realizable velpeoperties under construction is assessed with
reference to market price at the balance sheefalasimilar completed property, less estimated
cost to complete the construction and estimatetitoall. The carrying value is reviewed
regularly for any decline in value.

The carrying values of condominium units for sald &and and development amounted to
B5,689 million and B49,073 million as at Septendfe 2014, respectively, and B6,103 million
and P34,821 million as at December 31, 2013, ctispedy (see Notes 11 and 12).
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Impairment of AFS Investments - Calculation of Impant Losses.The computation for the
impairment of AFS debt instruments requires anretion of the present value of the expected
future cash flows and the selection of an appropdéscount rate. In the case of AFS equity
instruments, the Company expands its analysisneider changes in the investee’s industry and
sector performance, legal and regulatory framewchiknges in technology and other factors that
affect the recoverability of the investments.

The carrying values of AFS investments amounte®2®,718 million and B23,369 million as at
September 30, 2014 and December 31, 2013, respigctbee Note 13).

Estimated Useful Lives of Property and Equipmeut lavestment PropertiesThe useful life of
each of the Company’s property and equipment avesiment properties is estimated based on
the period over which the asset is expected tovhitadle for use. Such estimation is based on a
collective assessment of industry practice, infelehnical evaluation and experience with
similar assets. The estimated useful life of ezgdet is reviewed periodically and updated if
expectations differ from previous estimates duphtgsical wear and tear, technical or commercial
obsolescence and legal or other limitations oruteeof the asset. It is possible, however, that
future financial performance could be materiallfeefed by changes in the amounts and timing of
recorded expenses brought about by changes iat¢har$ mentioned above. A reduction in the
estimated useful life of any property and equipnat investment properties would increase the
recorded costs and expenses and decrease non@sgsety.

The aggregate carrying values of property and egeip and investment properties amounted to
B195,707 million and B173,245 million as at Seytter 30, 2014 and December 31, 2013,
respectively (see Notes 15 and 16).

Impairment of Other Nonfinancial AssefBhe Company assesses at each reporting date whether
there is an indication that an item of property agdipment and investment properties may be
impaired. Determining the value of the assetsctwihéquires the determination of future cash
flows expected to be generated from the continsedamd ultimate disposition of such assets,
requires the Company to make estimates and assnsptiat can materially affect the
consolidated financial statements. Future evemitdccause the Company to conclude that these
assets are impaired. Any resulting impairment tmssd have a material impact on the financial
position and performance.

The preparation of the estimated future cash flowslves judgment and estimations. While the
Company believes that its assumptions are apptemiad reasonable, significant changes in these
assumptions may materially affect the assessmeamtoferable values and may lead to future
additional impairment charges.

The aggregate carrying values of property and egeiijt and investment properties amounted to
R195,707 million and B173,245 million as at $egier 30, 2014 and December 31, 2013,
respectively (see Notes 15 and 16).

Realizability of Deferred Tax Assetfhe Company’s assessment on the recognitionfefreel

tax assets on deductible temporary differencescangforward benefits of excess minimum
corporate income tax (MCIT) and net operating leesyover (NOLCO) is based on the projected
taxable income in future periods. Based on thgption, not all deductible temporary
differences and carryforward benefits of excess M&id NOLCO will be realized.
Consequently, only a portion of the Company’s def¢tax assets was recognized.
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Deferred tax assets recognized in the consolidadhce sheets amounted to B889 million and
B691 million as at September 30, 2014 and DeceBhe2013, respectively, while the
unrecognized deferred tax assets amounted to Bi8dnnand B93 million as at September 30,
2014 and December 31, 2013, respectively (see 2&)te

Fair Value of Financial Assets and Liabilitie$he Company carries certain financial assets and
liabilities at fair value, which requires extensiv& of accounting judgments and estimates. The
significant components of fair value measurementwdetermined using verifiable objective
evidence (i.e., foreign exchange rates, interéssrand volatility rates). The amount of changes
in fair value would differ if the Company utilizetifferent valuation methodologies and
assumptions. Any changes in the fair value ofdligmncial assets and liabilities would directly
affect consolidated profit or loss and consolidaitter comprehensive income.

The fair value of financial assets and liabilitsegs discussed in Note 29.

ContingenciesThe Company is currently involved in various legatl administrative
proceedings. The estimate of the probable costhéoresolution of these proceedings has been
developed in consultation with in-house as webaiside legal counsel handling defense in these
matters and is based upon an analysis of poteasalts. The Company currently does not
believe that these proceedings will have a matadaérse effect on its consolidated financial
position and performance. It is possible, howethat future consolidated financial performance
could be materially affected by changes in thenesties or in the effectiveness of strategies
relating to these proceedings. No provisions weg€e in relation to these proceedings.

Summary of Significant Accounting and Financial Reprting Policies

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cashadepis are short-term, highly liquid
investments that are readily convertible to knowroants of cash with original maturities of three
months or less from acquisition date and are stbjesn insignificant risk of change in value.

Short-term Investments
Short-term investments are cash placements, shoder wurrent assets, with original maturities
of more than three months but less than one year.

Determination of Fair Value

Fair value is the price that would be receivedeiban asset or paid to transfer a liability in an
orderly transaction between market participanth@measurement date. The fair value
measurement is based on the presumption thatahsatrtion to sell the asset or transfer the
liability takes place either:

» in the principal market for the asset or liability,
» in the absence of a principal market, in the mdsaatageous market for the asset or liability.

The principal or the most advantageous market tmeisiccessible to the Company.
The fair value of an asset or a liability is measuusing the assumptions that market participants

would use when pricing the asset or liability, asig that market participants act in their
economic best interest.
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A fair value measurement of a nonfinancial asdetdanto account a market participant’s ability
to generate economic benefits by using the assest liighest and best use or by selling it to
another market participant that would use the asstt highest and best use.

The Company uses valuation techniques that areppate in the circumstances and for which
sufficient data are available to measure fair vato@ximizing the use of relevant observable
inputs and minimizing the use of unobservable iaput

Assets and liabilities for which fair value is maged or disclosed in the consolidated financial
statements are categorized within the fair valeeanchy, described as follows, based on the
lowest level input that is significant to the faalue measurement as a whole:

Level 1- Quoted (unadjusted) market prices in active marf@tidentical assets or liabilities;

Level 2- Valuation techniques for which the lowest levgdunhthat is significant to the fair
value measurement is directly or indirectly obsbleaand

Level 3- Valuation techniques for which the lowest levgdunhthat is significant to the fair
value measurement is unobservable.

For assets and liabilities that are recognizetténconsolidated financial statements on a recurring
basis, the Company determines whether transfess deaurred between Levels in the hierarchy
by re-assessing categorization (based on the |dessstinput that is significant to the fair value
measurement as a whole) at the end of each reggeiriod.

The Company determines the policies and procedardmth recurring and non-recurring fair
value measurements. For the purpose of fair \@dikeosures, the Company has determined
classes of assets and liabilities on the basisehature, characteristics and risks of the asset o
liability and the level of the fair value hierarchy

The Company recognizes transfers into and traneteref fair value hierarchy levels by re-
assessing categorization (based on the lowestilgwet that is significant to the fair value
measurement as a whole) as at the date of the ewehainge in circumstances that caused the
transfer.

“Day 1" Difference. Where the transaction price in a non-active maskdifferent from the fair
value of other observable current market transastio the same instrument or based on a
valuation technique whose variables include onta di@m observable market, the Company
recognizes the difference between the transactios pnd fair value (a “Day 1” difference) in the
consolidated statements of income unless it gealifdr recognition as some other type of asset or
liability. In cases where use is made of data tigmot observable, the difference between the
transaction price and model value is only recoghinehe consolidated statements of income
when the inputs become observable or when theumstnt is derecognized. For each transaction,
the Company determines the appropriate methodcofjrézing the “Day 1" difference amount.

Financial Instruments - Initial Recognition and Seduent Measurement

Date of RecognitionThe Company recognizes a financial asset or adinaliability in the
consolidated balance sheets when it becomes atpaftg contractual provisions of the

instrument. In the case of a regular way purcloasale of financial assets, recognition and
derecognition, as applicable, are done using setti date accounting. Regular way purchases or
sales are purchases or sales of financial assgteetijuire delivery of assets within the period
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generally established by regulation or conventiothe market place. Derivatives are recognized
on a trade date basis.

Initial Recognition of Financial Instrument&inancial instruments are recognized initiallyait f
value, which is the fair value of the consideratjiven (in case of an asset) or received (in cése o
a liability). The initial measurement of financiaktruments, except for those classified as fair
value through profit or loss (FVPL), includes tracison costs.

The Company classifies its financial instrumentthmfollowing categories: financial assets and
financial liabilities at FVPL, loans and receivahlbeld-to-maturity (HTM) investments, AFS
investments and other financial liabilities. Thassification depends on the purpose for which the
instruments are acquired and whether they are duotan active market. Management
determines the classification at initial recogmitemnd, where allowed and appropriate, re-
evaluates this classification at every reportinggda

Financial Assets and Liabilities at FVPIEinancial assets and liabilities at FVPL include
financial assets and liabilities held for tradimgldinancial assets and liabilities designated upon
initial recognition as at FVPL.

Financial assets and liabilities are classifietield for trading if they are acquired for the pspo

of selling or repurchasing in the near term. Desnixes, including any separated derivatives, are
also classified under financial assets or liak#itat FVPL, unless these are designated as hedging
instruments in an effective hedge or financial gasge contracts. Gains or losses on investments
held for trading are recognized in the consolidatatements of income under “Others - net”
account. Interest income on investments heldréafing is included in the consolidated
statements of income under the “Interest and dinddacome” account. Instruments under this
category are classified as current assets/liaslifithese are held primarily for the purpose of
trading or expected to be realized/settled wittlmibnths from balance sheet date. Otherwise,
these are classified as noncurrent assets/liasiliti

Financial assets and liabilities may be designbayethanagement at initial recognition as FVPL
when any of the following criteria is met:

= the designation eliminates or significantly reduttesinconsistent treatment that would
otherwise arise from measuring the assets anditiedior recognizing gains or losses on a
different basis; or

= the assets and liabilities are part of a groupnairicial assets, financial liabilities or both
which are managed and their performance are eealuat a fair value basis, in accordance
with a documented risk management or investmeatesty; or

= the financial instrument contains an embedded dgve, unless the embedded derivative
does not significantly modify the cash flows oisitlear, with little or no analysis, that it
would not be separately recorded.

Classified as financial assets at FVPL are the Gmyg investments held for trading and
derivative assets. The aggregate carrying valbitisamcial assets under this category amounted
to B2,668 million and B2,930 million as at SegienB80, 2014 and December 31, 2013,
respectively. Included under financial liabilitiasFVPL are the Company’s derivative liabilities.
The carrying values of financial liabilities at FWRBmounted to B111 million and B160 million as
at September 30, 2014 and December 31, 2013, tesge¢see Note 29).
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Loans and Receivablet.oans and receivables are nonderivative financis¢ts with fixed or
determinable payments that are not quoted in aveactarket. They are not entered into with the
intention of immediate or short-term resale andrartedesignated as AFS investments or financial
assets at FVPL.

After initial measurement, loans and receivablessaibsequently measured at amortized cost
using the effective interest method, less allowdncémpairment. Amortized cost is calculated
by taking into account any discount or premium oguasition and fees that are an integral part of
the effective interest rate. Gains and lossesem@gnized in the consolidated statements of
income when the loans and receivables are deremyand impaired, as well as through the
amortization process. Loans and receivables ahedad under current assets if realizability or
collectibility is within twelve months from reponntjj period. Otherwise, these are classified as
noncurrent assets.

Classified under this category are cash and casivagnts, short-term investments, receivables
(including noncurrent portion of receivables froatesof real estate), cash in escrow (included
under “Prepaid expenses and other current assateliat) and bonds and deposits (included
under “Other noncurrent assets” account). Othean those loans and receivables whose carrying
values are reasonable approximation of fair valtresaggregate carrying values of financial
assets under this category amounted to B9,27®m#éhd B10,277 million as at September 30,
2014 and December 31, 2013, respectively (see 28)te

HTM InvestmentsHTM investments are quoted nonderivative finanagsdets with fixed or
determinable payments and fixed maturities for Wwiie Company’s management has the
positive intention and ability to hold to maturityWhere the Company sells other than an
insignificant amount of HTM investments, the entiedegory would be tainted and reclassified as
AFS investments. After initial measurement, thesestments are measured at amortized cost
using the effective interest method, less impaitnemalue. Amortized cost is calculated by
taking into account any discount or premium on &itian and fees that are an integral part of the
effective interest rate. Gains and losses arggrezed in the consolidated statements of income
when the HTM investments are derecognized or inepaiss well as through the amortization
process. Assets under this category are classifiedirrent assets if maturity is within twelve
months from reporting period. Otherwise, thesecssified as noncurrent assets.

The Company has no financial assets under thigaoatas at September 30, 2014 and December
31, 2013.

AFS InvestmentsAFS investments are nonderivative financial as$etsare designated under

this category or are not classified in any of ttieeo categories. These are purchased and held
indefinitely, and may be sold in response to ligiyidequirements or changes in market
conditions. Subsequent to initial recognition, ARestments are carried at fair value in the
consolidated balance sheets. Changes in thedhie wf such assets are reported as net unrealized
gain or loss on AFS investments in the consolidatatements of comprehensive income until the
investment is derecognized or the investment isrdéhed to be impaired. On derecognition or
impairment, the cumulative gain or loss previousiyorted in consolidated statements of
comprehensive income is transferred to the core@distatements of income. Interest earned on
holding AFS investments are recognized in the cieted statements of income using the
effective interest method. Assets under this aaiegre classified as current assets if expected to
be disposed of within twelve months from reporgiggiod and as noncurrent assets if expected
date of disposal is more than twelve months froporiéng period.
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Classified under this category are the investmienterporate notes and quoted and unquoted
shares of stocks of certain companies. The caywyatues of financial assets classified under this
category amounted to B29,718 million and B23j88kon as at September 30, 2014 and
December 31, 2013, respectively (see Notes 13 @nhd 2

Other Financial Liabilities. This category pertains to financial liabilities tlaae not held for
trading or not designated as at FVPL upon the itnwepf the liability. These include liabilities
arising from operations or borrowings.

Other financial liabilities are recognized initialit fair value and are subsequently carried at
amortized cost, taking into account the impactpgiy@ng the effective interest method of
amortization (or accretion) for any related premiagiiscount and any directly attributable
transaction costs. Gains and losses on otherdialdiabilities are recognized in the consolidated
statements of income when the liabilities are degaized, as well as through the amortization
process. Other financial liabilities are classifaes current liabilities if settlement is within

12 months from balance sheet date. Otherwisee thesclassified as noncurrent liabilities.

Classified under this category are loans payaklxmunts payable and other current liabilities,
long-term debt, tenants’ deposits, liability forpiuased land and other noncurrent liabilities
(except for taxes payables and other payables ed\®r other accounting standards). Other than
those other financial liabilities whose carryindues are reasonable approximation of fair values,
the aggregate carrying values of financial lialeditunder this category amounted to

R136,973 million and BR109,829 million as at Seftter 30, 2014 and December 31, 2013,
respectively (see Note 29).

Classification of Financial Instruments Betweenhlility and Equity
A financial instrument is classified as liabilityit provides for a contractual obligation to:

= deliver cash or another financial asset to anathéty;

= exchange financial assets or financial liabilitigth another entity under conditions that are
potentially unfavorable to the Company; or

= satisfy the obligation other than by the excharnige fixed amount of cash or another financial
asset for a fixed number of own equity shares.

If the Company does not have an unconditional riglatvoid delivering cash or another financial
asset to settle its contractual obligation, thegalblon meets the definition of a financial liabyli

The components of issued financial instrumentsabatain both liability and equity elements are
accounted for separately, with the equity compobeirtg assigned the residual amount after
deducting from the instrument as a whole the amsepérately determined as the fair value of the
liability component on the date of issue.

Debt Issue Costs
Debt issue costs are presented as reduction int@yngdebt and are amortized over the terms of
the related borrowings using the effective intenesthod.
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Derivative Financial Instruments

The Company uses various derivative financial imagnts such as non-deliverable forwards,
interest rate swaps and cross currency swaps tpehbd risks associated with foreign currency
and interest rate fluctuations (see Note 29). Slactvative financial instruments are initially
recognized at fair value on the date on which #révetive contract is entered into and are
subsequently re-measured at fair value. Derivatare carried as assets when the fair value is
positive and as liabilities when the fair valuaégative. The method of recognizing the resulting
gain or loss depends on whether the derivativessgythated as a hedge of an identified risk and
gualifies for hedge accounting treatment or accadifdr as derivative not designated as
accounting hedges.

The objective of hedge accounting is to match itiygsict of the hedged item and the hedging
instrument in the consolidated statements of incof@qualify for hedge accounting, the
hedging relationship must comply with strict regaients such as the designation of the
derivative as a hedge of an identified risk expeshedge documentation, probability of
occurrence of the forecasted transaction in a flashhedge, assessment and measurement of
hedge effectiveness, and reliability of the measerd bases of the derivative instruments.

At the inception of a hedge relationship, the Comyparmally designates and documents the
hedge relationship to which it wishes to apply heedgcounting and the risk management
objective and strategy for undertaking the hedfjge documentation includes identification of the
hedging instrument, the hedged item or transacti@nature of the risk being hedged and how
the entity will assess the hedging instrument’saff’eness in offsetting the exposure to changes
in the hedged item’s fair value or cash flows htttable to the hedged risk. Such hedges are
expected to be highly effective in achieving offiegt changes in fair value or cash flows and are
assessed on an on-going basis to determine thaatbeally have been highly effective
throughout the financial reporting periods for whtbey were designated.

The Company’s derivative financial instruments areounted for as either cash flow hedges or
transactions not designated as hedges.

Cash Flow HedgesCash flow hedges are hedges of the exposure tabilitsi in cash flows that

is attributable to a particular risk associatechwitrecognized asset, liability or a highly proleabl
forecast transaction and could affect the constadiatatements of income. Changes in the fair
value of a hedging instrument that qualifies aggali effective cash flow hedge are recognized
as “Net fair value changes on cash flow hedge#fiénconsolidated statements of comprehensive
income, whereas any hedge ineffectiveness is imat@girecognized in the consolidated
statements of income under “Others - net” accosew (Note 29).

Amounts taken to equity are transferred to the clicheted statements of income when the hedged
transaction affects profit or loss, such as wheniédged financial income or financial expense is
recognized. However, if an entity expects thabak portion of a loss recognized in other
comprehensive income will not be recovered in anmare future periods, it shall reclassify from
equity to profit or loss as a reclassification atijuent the amount that is not expected to be
recovered.

Hedge accounting is discontinued prospectively wherhedge ceases to be highly effective.
When hedge accounting is discontinued, the cunvel@iins or losses on the hedging instrument
that has been reported as “Net fair value changessh flow hedges” is retained in the other
comprehensive income until the hedged transaatmacts the consolidated statements of
income. When the forecasted transaction is nodpagpected to occur, any net cumulative gains
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or losses previously reported in the consolidatatéments of comprehensive income is
recognized immediately in the consolidated statésnehincome.

Other Derivative Instruments Not Accounted for &sl¢gies. Certain freestanding derivative
instruments that provide economic hedges unde€tmpany’s policies either do not qualify for
hedge accounting or are not designated as accgumgitiges. Changes in the fair values of
derivative instruments not designated as hedge®eognized immediately under “Others - net”
account in the consolidated statements of incoee ote 29). Derivatives are carried as assets
when the fair value is positive and as liabilitiésen the fair value is negative.

Embedded DerivativesAn embedded derivative is a component of a hyibsttument that also
includes a nonderivative host contract with theafthat some of the cash flows of the hybrid
instrument vary in a way similar to a stand-aloagwative. An embedded derivative is separated
from the host contract and accounted for as a aféviy if all of the following conditions are met:

a) the economic characteristics and risks of thieseltled derivative are not closely related to the
economic characteristics and risks of the hostraohtb) a separate instrument with the same
terms as the embedded derivative would meet thiritieh of a derivative; and c) the hybrid
instrument is not recognized at FVPL.

The Company assesses whether embedded derivatevesgaired to be separated from the host
contracts when the Company becomes a party tootfteact. Subsequent reassessment is
prohibited unless there is a change in the terntkeo€ontract that significantly modifies the cash
flows that otherwise would be required under thetiaxt, in which case reassessment is required.
The Company determines whether a modification st dkows is significant by considering the
extent to which the expected future cash flows @aged with the embedded derivative, the host
contract or both have changed and whether the ehargignificant relative to the previously
expected cash flow on the contract.

Derecognition of Financial Assets and Liabilities

Financial AssetsA financial asset (or, where applicable, a pad @ihancial asset or part of a
group of similar financial assets) is derecognzten:

» the rights to receive cash flows from the assee lexpired;

= the Company retains the right to receive cash flisars the asset, but has assumed an
obligation to pay them in full without material dglto a third party under a “pass-through”
arrangement; or

= the Company has transferred its rights to recemgh dlows from the asset and either (a) has
transferred substantially all the risks and rewafdfie asset, or (b) has neither transferred nor
retained substantially all the risks and rewardhefasset, but has transferred control of the
asset.

When the Company has transferred its rights taveamsh flows from an asset and has neither
transferred nor retained substantially all thesiakd rewards of the asset, the asset is recognized
to the extent of the Company’s continuing involveria the asset. Continuing involvement that
takes the form of a guarantee over the transfersedt is measured at the lower of original
carrying amount of the asset and the maximum ammiucdnsideration that the Company could

be required to repay.
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Financial Liabilities. A financial liability is derecognized when the aation under the liability
is discharged or cancelled or has expired.

When an existing financial liability is replaced &yother from the same lender on substantially
different terms, or the terms of an existing lidpiare substantially modified, such an exchange or
modification is treated as a derecognition of thiginal liability and the recognition of a new
liability, and the difference in the respectivergarg amounts is recognized in profit or loss.

Impairment of Financial Assets

The Company assesses at each reporting period evleetimancial asset or a group of financial
assets is impaired. A financial asset or a grddmancial assets is deemed to be impaired, if and
only if, there is objective evidence of impairmasta result of one or more events that occurred
after the initial recognition of the asset (an imed loss event) and that loss event has an impact
on the estimated future cash flows of the finanasslet or a group of financial assets that can be
reliably estimated. Obijective evidence of impaintm@ay include indications that the borrower or
a group of borrowers is experiencing significangficial difficulty, default or delinquency in
interest or principal payments, the probabilityt tteey will enter bankruptcy or other financial
reorganization and where observable data inditatiethere is measurable decrease in the
estimated future cash flows, such as changeséarmror economic conditions that correlate with
defaults.

Financial Assets Carried at Amortized Coshe Company first assesses whether objective
evidence of impairment exists for financial assle#s are individually significant, and individually
or collectively for financial assets that are matividually significant. If it is determined thab
objective evidence of impairment exists for anwdlially assessed financial asset, whether
significant or not, the asset is included in a grotifinancial assets with similar credit risk
characteristics and that group of financial asisetsllectively assessed for impairment. Assets
that are individually assessed for impairment awdwvhich an impairment loss is or continues to
be recognized are not included in the collectivpaimment assessment.

If there is objective evidence that an impairmesslon loans and receivables carried at amortized
cost has been incurred, the amount of the loseasored as the difference between the asset’s
carrying amount and the present value of estimfatietle cash flows (excluding future credit

losses that have not been incurred) discountduedtrtancial asset’s original effective interest

rate (i.e., the effective interest rate computeditibl recognition).

The carrying amount of the impaired asset shatedeced through the use of an allowance
account. The amount of the loss shall be recodniiz¢he consolidated statements of income.
Interest income continues to be accrued on thecegtoarrying amount based on the original
effective interest rate of the asset. Loans aoéivables together with the associated allowance
are written off when there is no realistic prospg#duture recovery and all collateral, if any, has
been realized or has been transferred to the Comggrin a subsequent period, the amount of
the impairment loss increases or decreases beohaaeevent occurring after the impairment was
recognized, the previously recognized impairmess s increased or decreased by adjusting the
allowance account. If a future write-off is latecovered, the recovery is recognized in the
consolidated statements of income under “Othegt™atcount.

Financial Assets Carried at Coslf there is objective evidence that an impairmesslhas been
incurred in an unquoted equity instrument thatasaarried at fair value because its fair value
cannot be reliably measured, or on a derivativetabat is linked to and must be settled by
delivery of such an unquoted equity instrumentaimount of the loss is measured as the
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difference between the asset’s carrying amountlagresent value of estimated future cash
flows discounted at the current market rate ofrrefar a similar financial asset.

AFS Investmentsin the case of equity instruments classifiedB&S investments, evidence of
impairment would include a significant or prolongitline in fair value of investments below its
cost. Where there is evidence of impairment, tiraudative loss - measured as the difference
between the acquisition cost and the current e, less any impairment loss on that financial
asset previously recognized in the consolidatgersiants of income - is removed from the
consolidated statements of comprehensive incomeeaadinized in the consolidated statements
of income. Impairment losses on equity investmargsnot reversed through the consolidated
statements of income. Increases in fair value afipairment are recognized directly in the
consolidated statements of comprehensive income.

In the case of debt instruments classified as AwvBstments, impairment is assessed based on the
same criteria as financial assets carried at apaoiitost. Future interest income is based on the
reduced carrying amount of the asset and is acdrageld on the rate of interest used to discount
future cash flows for the purpose of measuring inmpant loss. Such accrual is recorded as part
of “Interest and dividend income” account in thesaolidated statements of income. If, in
subsequent year, the fair value of a debt instrameneased and the increase can be objectively
related to an event occurring after the impairnhesd was recognized in the consolidated
statements of income, the impairment loss is regetisrough the consolidated statements of
income.

Offsetting Financial Instruments

Financial assets and financial liabilities are efffand the net amount is reported in the
consolidated balance sheets if, and only if, tieeeecurrently enforceable legal right to offset th
recognized amounts and there is an intention teesat a net basis, or to realize the asset and
settle the liability simultaneously. This is natrgrally the case with master netting agreements,
and the related assets and liabilities are predexttgross in the consolidated balance sheets.

Land and Development and Condominium Units for Sale

Land and development and condominium units for aedestated at the lower of cost and net
realizable value. Net realizable value is thersglprice in the ordinary course of business, less
costs to complete and the estimated cost to makséatlle. Land and development and
condominium units for sale include properties Heldfuture development and properties being
constructed for sale in the ordinary course of mess, rather than to be held for rental or capital
appreciation.

Cost incurred for the development and improveméthe properties includes the following:
= Land cost;
= Amounts paid to contractors for construction angetlgpment; and

= Borrowing costs, planning and design costs, cdssg@preparation, professional fees,
property transfer taxes, construction overheadsotimet related costs.

Prepaid Expenses and Other Current Assets

Other current assets consist of advances to supplie contractors, input tax, creditable
withholding taxes, deposits, cash in escrow, prefgats and others. Advances to contractors are
carried at cost. These represent advance paytioectsitractors for the construction and
development of the projects. These are recouped epery progress billing payment depending
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on the percentage of accomplishment. Advancegrfiject development represent advances
made for the purchase of land and is stated ilyitiilcost. Advances for project development are
subsequently measured at cost, net of any impatrnierepaid taxes and other prepayments are
carried at cost less amortized portion. Thesaideprepayments for taxes and licenses, rent,
advertising and promotions and insurance. Deposiiesent advances made for acquisitions of
property for future development and of shares atkst.

Property Acquisitions and Business Combinations

When property is acquired, through corporate adipis or otherwise, management considers
the substance of the assets and activities ofdiyair@d entity in determining whether the
acquisition represents an acquisition of a business

When such an acquisition is not judged to be anmiaitipn of a business, it is not treated as a
business combination. Rather, the cost to acduéreorporate entity is allocated between the
identifiable assets and liabilities of the entigsbd on their relative fair values at the acquisiti
date. Accordingly, no goodwill or additional def=t tax arises. Otherwise, the acquisition is
accounted for as a business combination.

Business combinations are accounted for usingdbeisition method. Applying the acquisition
method requires the (a) determination whether thrmagany will be identified as the acquirer, (b)
determination of the acquisition-date, (c) recdagnitand measurement of the identifiable assets
acquired, liabilities assumed and any non-contrglinterest in the acquire and (d) recognition
and measurement of goodwill or a gain from a bargarchase.

The cost of an acquisition is measured as the ggtgef the consideration transferred, measured
at acquisition date fair value and the amount gfraan-controlling interest in the acquiree. For
each business combination, the Company measurestheontrolling interest in the acquiree
either at fair value or at the proportionate studrhe acquiree’s identifiable net assets.
Acquisition costs incurred are expensed and includéhe costs and expenses.

When the Company acquires a business, it assémségdncial assets and liabilities assumed for
appropriate classification and designation in agdaoce with the contractual terms, economic
circumstances and pertinent conditions as at theigition date. This includes the separation of
embedded derivatives in host contracts by the aegui

If the business combination is achieved in statpesacquisition date fair value of the Company’s
previously held equity interest in the acquireeimeasured to fair value at the acquisition date
through profit or loss.

Any contingent consideration to be transferredi®y@ompany is recognized at fair value at the
acquisition date. Subsequent changes to thedhieof the contingent consideration which is
deemed to be an asset or liability is recognizeatoordance with PAS 39 either in profit or loss
or as change to other comprehensive income. KEdh&ngent consideration is classified as
equity, it is not remeasured until it is finallytded and final difference is recognized within
equity.
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Goodwill

Initial Measurement of Goodwill or Gain on a Bargd?urchaseGoodwill is initially measured

by the Company at cost being the excess of theeggtg of the consideration transferred and the
amount recognized for non-controlling interest aer net identifiable assets acquired and
liabilities assumed. If this consideration is lavilean the fair value of the net assets of the
subsidiary acquired, the difference is recognireplrofit or loss as gain on a bargain purchase.
Before recognizing a gain on a bargain purchageCttmpany determines whether it has correctly
identified all of the assets acquired and all eflinbilities assumed and recognize any additional
assets or liabilities that are identified in thextiew.

Subsequent Measurement of Goodwibllowing initial recognition, goodwill is measd at cost
less any accumulated impairment losses.

Impairment Testing of GoodwillFor the purpose of impairment testing, goodwitj@red in a
business combination is, from the acquisition-dallecated to each of the Company’s cash-
generating units (CGU), or groups of CGUs, thatexgected to benefit from the synergies of the
combination, irrespective of whether other assetmbilities of the acquiree are assigned to those
units or groups of units. Each unit or group otsito which the goodwill is allocated:

= represents the lowest level within the Companylitiwvthe goodwill is monitored for internal
management purposes; and

» is not larger than an operating segment as defimB&RS 80perating Segmentbefore
aggregation.

Frequency of Impairment Testindrrespective of whether there is any indicatidimpairment,
the Company tests goodwill acquired in a businessbination for impairment annually.

Allocation of Impairment Los&\n impairment loss is recognized for a CGU if teeoverable
amount of the unit or group of units is less tHaam¢arrying amount of the unit or group of units.
The impairment loss is allocated to reduce theyagagramount of the assets of the unit or group of
units first to reduce the carrying amount of godbaliocated to the CGU or group of units and
then to the other assets of the unit or group dkyamo rata on the basis of the carrying amount of
each asset in the unit or group of units.

Measurement Periodlf the initial accounting for a business combioia is incomplete by the end
of the reporting period in which the combinatiorcas, the Company reports in its consolidated
financial statements provisional amounts for teeni for which the accounting is incomplete. The
measurement period ends as soon as the Compaineretiee information it was seeking about
facts and circumstances that existed as of theigitqn-date or learns that more information is
not obtainable. The measurement period does meeexone year from the acquisition-date.

Common Control Business Combinations

Business combinations involving entities or bussessunder common control are business
combinations in which all of the entities or busises are ultimately controlled by the same party
or parties both before and after the business amatibn, and that control is not transitory.
Business combinations under common control areusxted for similar to pooling of interest
method. Under the pooling of interest method:

» The assets, liabilities and equity of the acquaechpanies for the reporting period in which
the common control business combinations occurfamithe comparative periods presented,



-23 -

are included in the consolidated financial stateimantheir carrying amounts as if the
consolidation had occurred from the beginning efehrliest period presented in the financial
statements, regardless of the actual date of dpaston;

* No adjustments are made to reflect the fair valoesgcognize any new assets or liabilities at
the date of the combination. The only adjustmamtsid be to harmonize accounting policies
between the combining entities;

= No ‘new’ goodwill is recognized as a result of thesiness combination;

= The excess of the cost of business combinationstbgenet carrying amounts of the
identifiable assets and liabilities of the acquicethpanies is considered as equity adjustment
from business combinations, included under “Addiilopaid-in capital - net” account in the
equity section of the consolidated balance sheets;

» The consolidated statement of income in the yeacqtiisition reflects the results of the
combining entities for the full year, irrespectivewhen the combination took place.

Acquisition of Non-controlling Interests

Changes in a parent’s ownership interest in a digsgithat do not result in a loss of control are
accounted for as equity transactions (i.e., tramgacwith owners in their capacity as owners). In
such circumstances, the carrying amounts of the@bng and non-controlling interests shall be
adjusted to reflect the changes in their relatiterests in the subsidiary. Any difference between
the amount by which the non-controlling interestsadjusted and the fair value of the
consideration paid shall be recognized directlgdnity and included under “Additional paid-in
capital - net” account in the equity section of te@solidated balance sheets.

Property and Equipment

Property and equipment, except land, is statedsitless accumulated depreciation and
amortization and any accumulated impairment ine&alBuch cost includes the cost of replacing
part of the property and equipment at the time ¢bat is incurred, if the recognition criteria are
met, and excludes the costs of day-to-day servicirand is stated at cost less any impairment in
value.

The initial cost of property and equipment considtigs purchase price, including import duties,
taxes and any directly attributable costs necesadrginging the asset to its working condition
and location for its intended use. Cost also ibetuany related asset retirement obligation and
interest incurred during the construction perioduwnrds borrowed to finance the construction of
the projects. When each major inspection is paréal; its cost is recognized in the carrying
amount of the property and equipment as a replateifiihe recognition criteria are satisfied.
Expenditures incurred after the item has beenrgataperation, such as repairs, maintenance and
overhaul costs, are normally recognized as expense period such costs are incurred. In
situations where it can be clearly demonstratetittieaexpenditures have improved the condition
of the asset beyond the originally assessed stdmdgrerformance, the expenditures are
capitalized as additional cost of property and popgnt.
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Depreciation and amortization are calculated omaaght-line basis over the following estimated
useful lives of the assets:

Land improvements 5 years

Buildings 10-25 years

Building and leasehold improvements 5-10 yeatsron of the lease,
whichever is shorter

Data processing equipment 5-8 years

Transportation equipment 5-6 years

Furniture, fixtures and office equipment 5-10 gear

The residual values, useful lives and method ofelgation and amortization of the assets are
reviewed and adjusted, if appropriate, at eachrtieygpoperiod.

The carrying values of property and equipment aveswed for impairment when events or
changes in circumstances indicate that the carmyahge may not be recoverable.

Fully depreciated assets are retained in the atsauntil they are no longer in use and no further
depreciation and amortization is credited or chértgecurrent operations.

An item of property and equipment is derecognizéemeither it has been disposed or when it is
permanently withdrawn from use and no future ecdadranefits are expected from its use or
disposal. Any gains or losses arising on theaetant and disposal of an item of property and
equipment are recognized in the consolidated stxt&sof income in the period of retirement or
disposal.

Investment Properties

Investment properties are measured initially at.cd&e cost of a purchased investment property
comprises of its purchase price and any directhbatable costs. Subsequently, investment
properties, except land and construction in pragrae measured at cost, less accumulated
depreciation and amortization and accumulated imgit in value, if any. The carrying amount
includes the cost of replacing part of an existmgestment property at the time that cost is
incurred if the recognition criteria are met, andlades the costs of day-to-day servicing of an
investment property. Land is stated at cost lagsrapairment in value.

Property under construction or development forreituse as an investment property is classified
as investment property.

Depreciation and amortization are calculated omaaght-line basis over the following estimated
useful lives of the assets:

Land improvements 5 years

Land use rights 40-60 years

Buildings and improvements 20-35 years

Building equipment, furniture and others 3-15 gear

Building and leasehold improvements 5 years onseof lease

whichever is shorter

The residual values, useful lives and method ofegation and amortization of the assets are
reviewed and adjusted, if appropriate, at eachrtieygoperiod.
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Construction in progress represents structuresrwmiestruction and is stated at cost. This
includes cost of construction, property and equiptnend other direct costs. Cost also includes
interest on borrowed funds incurred during the toiesion period. Construction in progress is
not depreciated until such time that the relevasets are completed and are ready for use.

Investment property is derecognized when eitheastbeen disposed or when it is permanently
withdrawn from use and no future economic bensféxpected from its disposal. Any gains or

losses on the retirement or disposal of an investimeperty are recognized in the consolidated
statements of income in the period of retiremerdigposal.

Transfers are made to investment property whenpahdwhen, there is a change in use,
evidenced by ending of owner-occupation or commeece of an operating lease to another
party. Transfers are made from investment propehnign, and only when, there is a change in
use, evidenced by commencement of owner-occupaticommencement of development with a
view to sell.

For a transfer from investment property to ownestgied property or inventories, the cost of
property for subsequent accounting is its carryialge at the date of change in use. If the
property occupied by the Company as an owner-oedupioperty becomes an investment
property, the Company accounts for such propergcoordance with the policy stated under
property and equipment up to the date of changesén

Investments in Shares of Stocks of Associates aimil Ventures

An associate is an entity over which the Comparsydignificant influence. Significant influence
is the power to participate in the financial aneming policy decisions of the investee, but is no
control or joint control over those policies.

A joint venture is a type of joint arrangement weétsr the parties that have joint control of the
arrangement have rights to the net assets of ihievienture. Joint control is the contractually
agreed sharing of control of an arrangement, whidsts only when decisions about the relevant
activities require unanimous consent of the padieging control.

The considerations made in determining significafiience or joint control are similar to those
necessary to determine control over subsidiaries.

The Company’s investments in shares of stockssuf@ates and joint ventures are accounted for
under the equity method of accounting.

Under the equity method, investment in an assooiaejoint venture is carried in the
consolidated balance sheets at cost plus postsitignichanges in the Company’s share in the
net asset of the associate or joint venture. Dmsaidated statements of income reflects the
share in the result of operations of the assooiafeint venture. Where there has been a change
recognized directly in the equity of the assocw@t@int venture, the Company recognizes its
share in any changes and discloses this, whencapi#i in the consolidated statements of
comprehensive income. Profit and losses resultomg transactions between the Company and
the associate or joint venture are eliminated ¢oetktent of the interest in the associate or joint
venture. After application of the equity methdtt Company determines whether it is necessary
to recognize any additional impairment loss witspect to the Company’s net investment in the
associate or joint venture. An investment in asgeor joint venture is accounted for using the
equity method from the date when it becomes arcatsoor joint venture. On acquisition of the
investment, any difference between the cost ofrthestment and the investor’'s share in the net
fair value of the associate’s identifiable asd@bijlities and contingent liabilities is accountied

as follow:
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=  Goodwill relating to an associate or joint ventigéncluded in the carrying amount of the
investment. However, amortization of that goodigilhot permitted and is therefore not
included in the determination of the Company’s sharthe associate’s or joint venture’s
profits or losses.

= Any excess of the Company’s share in the net fines of the associate’s identifiable assets,
liabilities and contingent liabilities over the taf the investment is excluded from the
carrying amount of the investment and is insteatuded as income in the determination of
the investor’'s share in the associate’s or joimtwee’s profit or loss in the period in which the
investment is acquired.

Also, appropriate adjustments to the Company’sesbithe associate’s or joint venture’s profit or
loss after acquisition are made to account fodéqeciation of the depreciable assets based on
their fair values at the acquisition date and fopairment losses recognized by the associate or
joint venture.

The Company discontinues the use of equity methwd the date when it ceases to have
significant influence or joint control over an asise or joint venture and accounts for the
investment in accordance with PAS 39, from thaé datovided the associate or joint venture does
not become a subsidiary. Upon loss of signifi¢gafiience or joint control over the associate or
joint venture, the Company measures and recogaizgsemaining investment at its fair value.
Any difference in the carrying amount of the asat&br joint venture upon loss of significant
influence or joint control and the fair value oétfemaining investment and proceeds from
disposal is recognized in the consolidated statésrafrincome. When the Company’s interest in
an investment in associate or joint venture is ceduo zero, additional losses are provided only
to the extent that the Company has incurred olidigator made payments on behalf of the
associate or joint venture to satisfy obligatiohthe investee that the Company has guaranteed or
otherwise committed. If the associate or jointtuem subsequently reports profits, the Company
resumes recognizing its share of the profitséijtials the share of net losses not recognized.

The financial statements of the associates antlyeimtures are prepared for the same reporting
period as the Company. The accounting policigh@fssociates and joint ventures conform to
those used by the Company for like transactionsesedts in similar circumstances.

Impairment of Nonfinancial Assets

The carrying values of property and equipment, stment properties and investments in shares of
stock of associates and joint ventures are revidarithpairment when events or changes in
circumstances indicate that the carrying values nudye recoverable. If any such indication
exists, and if the carrying value exceeds the egtithrecoverable amount, the assets or cash-
generating units are written down to their recobkramounts. The recoverable amount of the
asset is the greater of fair value less costsltosealue in use. The fair value less costsaibis
the amount obtainable from the sale of an assat @wrm’s-length transaction between
knowledgeable, willing parties, less costs of dégdo In assessing value in use, the estimated
future cash flows are discounted to their presahtesusing a pre-tax discount rate that reflects
current market assessments of the time value oegnand the risks specific to the asset. For an
asset that does not generate largely independsinticfows, the recoverable amount is
determined for the cash-generating unit to whighabset belongs. Impairment losses are
recognized in the consolidated statements of indortl@ose expense categories consistent with
the function of the impaired asset.
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An assessment is made at each reporting datevdsetber there is any indication that previously
recognized impairment loss may no longer exist ay mave decreased. If such indication exists,
the recoverable amount is estimated. A previoretpgnized impairment loss is reversed only if
there has been a change in the estimates usetetonitee the asset’s recoverable amount since
the last impairment loss was recognized. If tedhé case, the carrying amount of the asset is
increased to its recoverable amount. That incceas®unt cannot exceed the carrying amount
that would have been determined, net of depreciaiw amortization, had no impairment loss
been recognized for the asset in prior years. $sdrsal is recognized in consolidated
statements of income. After such a reversal, dpatiation or amortization charge is adjusted in
future periods to allocate the asset’s revised/oagramount, less any residual value, on a
systematic basis over its remaining useful life.

Tenants’ Deposits

Tenants’ deposits are measured at amortized d@stants’ deposits refers to security deposits
received from various tenants upon inception ofréspective lease contracts on the Company’s
investment properties. At the termination of thase contracts, the deposits received by the
Company are returned to tenants, reduced by umeatdl fees, penalties and/or deductions from
repairs of damaged leased properties, if any. rélated lease contracts usually have a term of
more than twelve months.

Customers’ Deposits

Customers’ deposits, included under “Accounts pkeyahd other current liabilities” account,
mainly represent reservation fees and advance pagmdhese deposits will be recognized as
revenue in the consolidated statements of incontleearelated obligations to the real estate
buyers are fulfilled.

Capital Stock
Capital stock is measured at par value for allehésued. Incremental costs incurred directly

attributable to the issuance of new shares are sliequity as deduction from proceeds, net of
tax. Proceeds and/or fair value of consideratiensived in excess of par value, if any, are
recognized as “Additional paid-in capital - nettaant.

Retained Earnings
Retained earnings represent accumulated net pnoéitof dividend distributions and other capital
adjustments.

Treasury Stock
Own equity instruments which are acquired (treastires) are deducted from equity and

accounted for at cost. No gain or loss is recaghin the consolidated statements of income on
the purchase, sale, issuance or cancellation ofemuity instruments.

Dividends

Dividends on common shares are recognized asitiabild deducted from equity when approved
by the BOD. Dividends for the year that are apptbafter balance sheet date are dealt with as an
event after the reporting period.

Revenue

Revenue is recognized when it is probable thaetomomic benefits associated with the
transaction will flow to the Company and the amoafrthe revenue can be reliably measured.
Revenue is measured at the fair value of the cereidn received or receivable, excluding
discounts, rebates and sales taxes or duties.Cohmany assesses its revenue arrangements
against specific criteria to determine if it isingtas a principal or as an agent. The Company has
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concluded that it is acting as principal in majpof its revenue arrangements. The following
specific recognition criteria must also be met befevenue is recognized:

Sale of Real EstateThe Company assesses whether it is probabléhi@conomic benefits will
flow to the Company when the sales prices are citle. Collectibility of the contract price is
demonstrated by the buyer’s commitment to pay, wiicsupported by the buyer’s initial and
continuous investments that motivates the buyéotwr its obligation. Collectibility is also
assessed by considering factors such as collectiogdit standing of the buyer and location of the

property.

Revenue from sales of completed real estate peojgetccounted for using the full accrual
method. In accordance with Philippine Interpretasi Committee Q&A No. 2006-01, the
percentage-of-completion method is used to recegnizome from sales of projects where the
Company has material obligations under the salesact to complete the project after the
property is sold, the equitable interest has besersterred to the buyer, construction is beyond
preliminary stage (i.e., engineering, design wodqstruction contracts execution, site clearance
and preparation, excavation and the building fotindare finished), and the costs incurred or to
be incurred can be measured reliably. Under tleihod, revenue is recognized as the related
obligations are fulfilled, measured principally the basis of the estimated completion of a
physical proportion of the contract work.

Any excess of collections over the recognized red#és are included in the “Customers’
deposits” account in the consolidated balance shdkany of the criteria under the full accrual o
percentage-of-completion method is not met, thevsiénethod is applied until all the conditions
for recording a sale are met. Pending recogniiosale, cash received from buyers are presented
under the “Customers’ deposits” account in the obdated balance sheets.

Revenue from construction contracts included in‘Bevenue from real estate” account in the
consolidated statements of income is recognizetyukie percentage-of-completion method,
measured principally on the basis of the estimptagical completion of the contract work.

Rent. Revenue is recognized on a straight-line bass the lease term or based on the terms of
the lease as applicable.

Sale of Cinema and Amusement Tick&evenue is recognized upon receipt of cash fram t
customer which coincides with the rendering of mew.

Dividend. Revenue is recognized when the Company'’s rightsdeeeholder to receive the
payment is established.

Management and Service Fed®evenue is recognized when earned in accordaic¢he terms
of the agreements.

Interest. Revenue is recognized as the interest accrueagtakio account the effective yield on
the asset.

Management Fees
Management fees are recognized as expense in accerith the terms of the agreements.
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Costs and Expenses

Cost of Real Estate Sale€ost of real estate sales is recognized consigtiémthe revenue
recognition method applied. Cost of condominiuntusold before the completion of the
development is determined on the basis of the aitiqui cost of the land plus its full development
costs, which include estimated costs for futurestigsment works.

The cost of inventory recognized in the consolidatatements of income upon sale is determined
with reference to the specific costs incurred @ngloperty, allocated to saleable area based on
relative size and takes into account the percemdigempletion used for revenue recognition
purposes.

Expected losses on contracts are recognized imbegdighen it is probable that the total contract
costs will exceed total contract revenue. Changése estimated cost to complete the
condominium project which affects cost of real #stnld and gross profit are recognized in the
year in which changes are determined.

General, Administrative and Other Expens€®sts and expenses are recognized as incurred.

Pension Benefits

The Company is a participant in the SM Corporate Management Companies Employer
Retirement Plan. The plan is a funded, noncoriiiyudefined benefit retirement plan
administered by a Board of Trustees covering gllikar full-time employees. The cost of
providing benefits under the defined benefit padetermined using the projected unit credit
method. This method reflects service renderednyyl@yees to the date of valuation and
incorporates assumptions concerning the employwegcted salaries. The net defined benefit
liability or asset is the aggregate of the presahie of the defined benefit obligation at the ehd
the reporting period reduced by the fair valuelahmssets (if any), adjusted for any effect of
limiting a net defined benefit asset to the asesing. The asset ceiling is the present value of
any economic benefits available in the form of nefsifrom the plan or reductions in future
contributions to the plan.

Defined benefit pension costs comprise the foll@win

= Service cost

= Net interest on the net defined benefit obligatiorasset
* Remeasurements of net defined benefit obligaticaseet

Service cost which include current service cosdst pervice costs and gains or losses on non-
routine settlements are recognized as part of ‘Carstl expenses” under “Administrative”
account in the consolidated statements of incoR@est service costs are recognized when plan
amendment or curtailment occurs.

Net interest on the net defined benefit obligatiorasset is the change during the period in the net
defined benefit obligation or asset that arisesftbe passage of time which is determined by
applying the discount rate based on governmentdtmthe net defined benefit liability or asset.
Net interest on the net defined benefit obligatioasset is recognized as part of “Costs and
expenses” under “Administrative” account in the swlidated statements of income.
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Remeasurements comprising actuarial gains anddostern on plan assets and any change in
the effect of the asset ceiling (excluding netriesgé on defined benefit obligation) are recognized
immediately in other comprehensive income in thiodein which they arise. Remeasurements
are not reclassified to profit or loss in subsedqyeniods.

Plan assets are assets that are held by a longetaptoyee benefit fund. Fair value of plan assets
is based on market price information. When no migpkice is available, the fair value of plan
assets is estimated by discounting expected fetsk flows using a discount rate that reflects
both the risk associated with the plan assetsladaturity or expected disposal date of those
assets (or, if they have no maturity, the expepttbd until the settlement of the related
obligations).

The Company'’s right to be reimbursed of some oofalhe expenditure required to settle a
defined benefit obligation is recognized as a sapaasset at fair value when and only when
reimbursement is virtually certain.

Foreign Currency-denominated Transactions

The consolidated financial statements are preséntedilippine peso, which is SMPH’s
functional and presentation currency. Transactiorisreign currencies are initially recorded in
the functional currency rate at the date of thedaation. Monetary assets and liabilities
denominated in foreign currencies are restateldeatuinctional currency rate of exchange at
reporting period. Nonmonetary items denominatefbiieign currency are translated using the
exchange rates as at the date of initial recogniti8ll differences are taken to the consolidated
statements of income.

Foreign Currency Translation

The assets and liabilities of foreign operatioresteanslated into Philippine peso at the rate of
exchange ruling at reporting period and their regpe statements of income are translated at the
weighted average rates for the year. The exchdiffgeences arising on the translation are
included in the consolidated statements of compr&kie income and are presented within the
“Cumulative translation adjustment” account in demsolidated statements of changes in equity.
On disposal of a foreign entity, the deferred cuatiuk amount of exchange differences
recognized in equity relating to that particulareign operation is recognized in the profit or loss

Leases

The determination of whether an arrangement ispatains, a lease is based on the substance of
the arrangement and requires an assessment ofevhie¢hfulfillment of the arrangement is
dependent on the use of a specific asset or aasethie arrangement conveys a right to use the
asset.

Company as Lesse&inance leases, which transfer to the Compangtantally all the risks and
benefits incidental to ownership of the leased jtera capitalized at the inception of the lease at
the fair value of the leased property or, if lonarthe present value of the minimum lease
payments. Lease payments are apportioned betlvediméince charges and reduction of the lease
liability so as to achieve a constant rate of ieseon the remaining balance of the liability.

Finance charges are reflected in the consoliddastedmnsents of income.

Capitalized leased assets are depreciated ovehtrter of the estimated useful life of the asset
and the lease term, if there is no reasonableiogrthat the Company will obtain ownership by
the end of the lease term.
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Leases which do not transfer to the Company sutisligrall the risks and benefits of ownership

of the asset are classified as operating leaspsrafing lease payments are recognized as expense
in the consolidated statements of income on agétrdine basis over the lease term. Associated
costs, such as maintenance and insurance, aresexpas incurred.

Company as LessollLeases where the Company does not transferaslagly all the risks and
benefits of ownership of the asset are classifeedperating leases. Lease income from operating
leases are recognized as income on a straighbdisis over the lease term. Initial direct costs
incurred in negotiating an operating lease are @tal¢he carrying amount of the leased asset and
recognized over the lease term on the same bassitat income. Contingent rents are
recognized as revenue in the period in which tilreyearned.

Provisions

Provisions are recognized when the Company hassept obligation (legal or constructive) as a
result of a past event, it is probable that anlowtbf resources embodying economic benefits will
be required to settle the obligation, and a rediastimate can be made of the amount of the
obligation. If the effect of the time value of negnis material, provisions are determined by
discounting the expected future cash flows at agxeate that reflects current market
assessments of the time value of money and, wippr@priate, the risks specific to the liability.
Where discounting is used, the increase in theigimvdue to the passage of time is recognized
as interest expense. Where the Company expectwigipn to be reimbursed, the reimbursement
is recognized as a separate asset but only whaedhgt of the reimbursement is virtually
certain.

Borrowing Costs

Borrowing costs are capitalized if they are dingetitributable to the acquisition or constructidn o
a qualifying asset as part of the cost of thattasSapitalization of borrowing costs commences
when the activities to prepare the asset are igrpss and expenditures and borrowing costs are
being incurred. Borrowing costs are capitalizetll tine assets are substantially ready for their
intended use. Borrowing costs are capitalized whisrprobable that they will result in future
economic benefits to the Company. All other boiirmacosts are expensed as incurred. For
borrowing associated with a specific asset, theahcate on that borrowing is used. Otherwise, a
weighted average cost of borrowings is used.

Taxes

Current Tax. Current tax assets and liabilities for the curaamd prior periods are measured at the
amount expected to be recovered from or paid toetkegtion authorities. The tax rates and tax
laws used to compute the amount are those thanaeed or substantively enacted as at
reporting period.

Deferred Tax.Deferred tax is provided, using the balance shaleility method, on temporary
differences at reporting period between the tax$as assets and liabilities and their carrying
amounts for financial reporting purposes. Defeteediabilities are recognized for all taxable
temporary differences, except:

= where the deferred tax liability arises from thiiahrecognition of goodwill or of an asset or
liability in a transaction that is not a businesmbination and, at the time of the transaction,
affects neither the accounting profit nor taxabigfipor loss; and

= with respect to taxable temporary differences aaset with investments in subsidiaries,
associates and interests in joint ventures, wineréiming of the reversal of the temporary
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differences can be controlled and it is probabés the temporary differences will not reverse
in the foreseeable future.

Deferred tax assets are recognized for all dededi@mporary differences and carryforward
benefits of excess MCIT and NOLCO, to the exteat this probable that taxable profit will be
available against which the deductible temporaffgdinces and the carryforward benefits of
excess MCIT and NOLCO can be utilized, except:

= where the deferred tax asset relating to the dddedemporary difference arises from the
initial recognition of an asset or liability in @hsaction that is not a business combination
and, at the time of the transaction, affects neitine accounting profit nor taxable profit or
loss; and

= with respect to deductible temporary differencesmeaimted with investments in subsidiaries,
associates and interests in joint ventures, deféareassets are recognized only to the extent
that it is probable that the temporary differensékreverse in the foreseeable future and
taxable profit will be available against which tieenporary differences can be utilized.

The carrying amount of deferred tax assets is wadeat each reporting period and reduced to the
extent that it is no longer probable that suffitiexxable profit will be available to allow all or

part of the deferred income tax assets to be etiliZUnrecognized deferred tax assets are
reassessed at each reporting period and are reedgoi the extent that it has become probable
that future taxable profit will allow the deferrtak assets to be recovered.

Deferred tax assets and liabilities are measurdtkabx rates that are expected to apply to the
period the asset is realized or the liability itled, based on tax rates and tax laws that haee be
enacted or substantively enacted at reporting gerio

Income tax relating to items recognized directlyhia consolidated statements of comprehensive
income is recognized in the consolidated staten@demprehensive income and not in the
consolidated statements of income.

Deferred tax assets and deferred tax liabilitiesoffset, if a legally enforceable right exists to
offset current tax assets against current taxliiegsi and the deferred taxes relate to the same
taxable entity and the same taxation authority.

Value Added Tax (VATRevenue, expenses and assets are recognizedthetashount of VAT,
except:

= where the tax incurred on a purchase of assetrices is not recoverable from the taxation
authority, in which case the tax is recognizedars @f the cost of acquisition of the asset or
as part of the expense item as applicable; and

= receivables and payables that are stated withrtimiat of tax included.
The net amount of VAT recoverable from, or paydblehe taxation authority is included as part

of “Prepaid expenses and other current assets"Acwbunts payable and other current liabilities”
accounts in the consolidated balance sheets.
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Business Segments

The Company is organized and managed separatadydag to the nature of business. The four

operating business segments are mall, resideotiadmercial and hotels and convention centers.

These operating businesses are the basis upon thieic@ompany reports its segment information
presented in Note 5 to the consolidated finant&#ements.

Basic/Diluted Earnings Per Common Share (EPS)

Basic EPS is computed by dividing the net incomghe period attributable to owners of the
Parent by the weighted-average number of issuedatsthnding common shares during the
period, with retroactive adjustment for any stockdends declared.

For the purpose of computing diluted EPS, the maire for the period attributable to owners of
the Parent and the weighted-average number ofdssug outstanding common shares are
adjusted for the effects of all dilutive potentatlinary shares, if any.

Contingencies
Contingent liabilities are not recognized in thesalidated financial statements. They are

disclosed in the notes to consolidated financetieshents unless the possibility of an outflow of
resources embodying economic benefits is remotmti@yent assets are not recognized in the
consolidated financial statements but are disclasélae notes to consolidated financial
statements when an inflow of economic benefitgabable.

Events after the Reporting Period

Post year-end events that provide additional in&tiom about the Company’s financial position at
the end of the reporting period (adjusting eveats)reflected in the consolidated financial
statements. Post year-end events that are nditewdjievents are disclosed in the notes to the
consolidated financial statements when material.

Segment Information

For management purposes, the Company is orgamigediisiness units based on their products
and services, and has four reportable operatingeets as follows: mall, residential, commercial
and hotels and convention centers.

Mall segment develops, conducts, operates and aiasnthe business of modern commercial
shopping centers and all businesses related thewetpas the conduct, operation and maintenance
of shopping center spaces for rent, amusementregotecinema theaters within the compound of
the shopping centers.

Residential and commercial segments are involvekdrdevelopment and transformation of
major residential, commercial, entertainment andison districts through sustained capital
investments in buildings and infrastructure.

Hotels and convention centers segment engageslinary on the business of hotel and
convention centers and operates and maintainsrahglbservices and facilities incident thereto.

Management monitors the operating results of i@rass units separately for the purpose of
making decisions about resource allocation andpeednce assessment. Segment performance is
evaluated based on operating profit or loss amakiasured consistently with the operating profit

or loss in the consolidated financial statements.
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The amount of segment assets and liabilities agohest profit or loss are based on measurement
principles that are similar to those used in mdaguhe assets and liabilities and profit or lass i
the consolidated financial statements, which i@aoordance with PFRS.

Inter-segment Transactions
Transfer prices between business segments are sgtarm'’s length basis similar to transactions
with nonrelated parties. Such transfers are elbaith in the consolidated financial statements.

Business Segment Data

Nine months ended September 3i, 201< (Unaudited)

Hotels anc
Convention Consolidated
Mall Residential Commercial Centers Eliminations Balances
Revenue: (In Thousands)
External customers B28,214,67¢ P16,172,381 B2,08€,45¢ B1,325,217 B- B47,798,72
Inter-segment 5E,19¢€ 91€ 125,99t 64,10C (24€,20€) -
B28,269,86 B16,173,29 B2,212,45. P1,389,31 (B246,208  P47,798,72
Segment results:
Income before income tax P12,80¢,6C8 B3,694,40: B80¢,00¢ B167,41¢ B- B17,480,43
Provision for income tax (2,99€,422) (425,03€) (20€,375) (40,478) - (3,666,313
Net income £9,813,18 B3,271,36! B£602,63: P126,94: B- P13,814,12
Net incom: attributable to:
Equity holders of the Parent B9,477,323 B3,271,36€ B580,98t¢ P126,941 B- B13,456,61
Non-controlling interests 33E,862 - 21642 - - 357,50!
Other information:
Capital expenditures B22,109,93 B13,756,09 B2,068,25! B644,32! B- B38,578,61
Depreciation and amortization 4,06(,55¢€ 200,20: 444,34 232,02¢ — 4,937,121

Nine months ended September 30, 2013 (As restdtetes 2 and 6) (Unaudited)

Hotels and
Convention Consolidated
Mall Residential Commercial Centers Eliminations Balances
Revenue: (In Thousands)
External customers B24,713,804 B15,947,334 7207 B1,194,913 B— B43,934,258
Inter-segment 88,658 1,521 274,902 126,723 (491,80 —
B24,802,462 B15,948,855 B2,353,109 B1,321,636 (B491,804) P43,934,258
Segment result:
Income (loss) before income tax B11,298,740 B3,359,137 B814,932 (R64,878) =3 B15,407,931
Provision for income tax (2,737,587) (90,645) (207,887) (16,947) — (3,053,066)
Net income (loss) B8,561,153 B3,268,492 B667,04 (P81,825) B— B12,354,865
Net income (loss) attributable
Equity holders of the Parent B8,264,137 B3,268,4 B586,708 (R81,825) - B12,037,512
Non-controlling interests 297,015 - 20,338 — - , 3583
Other information:
Capital expenditures B14,451,102 B6,295,136 5182466 B128,888 - B23,394,592
Depreciation and amortization 3,511,430 148,785 0,918 281,398 — 4,422,523
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September 3(, 201« (Unaudited)

Hotels anc
Convention Consolidated
Mall Residential Commercial Centers Eliminations Balances
(In Thousands)
Segment assets B£240,321,826 P108,699,013 B2A9a1 P8,438,165 (B255,843)B385,144,571
Segment liabilities P141,880,975 59,240,782 505,393 P1,553,487 (B255,843)2204,924,794

December 31, 2013 (Audited)

Hotels and
Convention Consolidated
Mall Residential Commercial Centers Eliminations Balances

(In Thousands)

Segment assets B204,805,990 B97,345,097 P2%245, PR7,173,803 (P1,986,499)R335,583,682

Segment liabilities P114,964,693 B50,203,798 ,8B3643 P1,682,990 (P1,361,967P169,362,157

For the nine months ended September 30, 2014 &R #tere were no revenue transactions with
a single external customer which accounted for b@¥nore of the consolidated revenue from
external customers.

Business Combinations

Common Control Business Combinations

As disclosed in Note 1, SMPH initiated the corpenastructuring of the SM Property Group
involving a series of transactions. SMPH’s manag@miewed the series of the corporate
restructuring transactions described below asralsi or “linked” arrangements effected by the
Sy Family (the Controlling Shareholder) to re-origarits real estate businesses and assets. The
companies and real estate assets (accounted hoiseess units) involved in the restructuring are
all under the common control by the Sy Family. §hhe re-organization was considered as
common control business combinations and was ateddor using the pooling of interest
method.

Assets, liabilities and equity of the acquired basses are included in the consolidated financial
statements at their carrying amounts. Financfakmation for periods prior to the date of
business combination were also restated.

=  SM Land’s Tender Offers for SMDC and HPI

Both SMDC and HPI are companies primarily engage@al estate development listed in
the PSE and registered with the Philippine SEC.J@e 4, 2013, SM Land launched a
tender offer to the existing shareholders of SMD@ HPI in exchange for SMPH shares
held by SM Land. The terms of the tender offerexn@tecuted at an exchange ratio of 0.472
SMPH share for 1 SMDC and 0.135 SMPH share for LdHBre. The exchange ratios were
arrived at based on SMPH’s one month volume-wetjateerage price (VWAP) of B18.66
per share and a six percent premium to SMDC'’s omatimVWAP of B8.303 per share. For
HPI, the exchange ratios were arrived at basedwiPF-8s one month VWAP of B18.66 per
share and a fifteen percent premium to HPI's onatm®WAP of B2.195 per share. The
tender offers were completed on August 12, 201&allumber of SMPH common shares
held by SM Land exchanged to complete the tender td shareholders of SMDC and HPI
is 1,778,427,940.

Subsequently, on November 5, 2013, SMDC and HP¢welisted from the PSE.
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Merger of SMPH (the “Surviving entity”) and SM Lafttie “Absorbed entity”)

Following the completion of the tender offer, ont@er 10, 2013, the SEC approved the
merger of SMPH and SM Land via a share-for-shaiggsmhere the stockholders of

SM Land received new SMPH shares in exchange &r shareholdings in SM Land.
SMPH is the surviving entity while SM Land is thesarbed entity. As a result of the
merger, SMDC and HPI became subsidiaries of SMRétfe October 10, 2013. In
addition to the shareholdings in SMDC and HPI, SMi¢id holds SM Land’s real estate
assets which includes among others, Mall of Asimm@lex (MOAC), office buildings such as
Two E-Com in MOAC, Cyber 1 and Cyber 2 in Makatidacertain real properties leased to
SM SaveMore and SM Department Store. The mergerob738 SMPH shares for 1

SM Land share were arrived based on the net appraeues of SMPH and SM Land as at
February 28, 2013 as conducted by CB Richard Ellise total number of new SMPH
common shares issued to SM Land shareholders390.923,857.

Also included in the plan of merger, which wereoapproved by the SEC on October 10,
2013 are the following:

a) The increase in the authorized capital stock of SNbly B20,000 million, from B20,000
million consisting of 20,000 million common shaweish a par value of B1 per share to
B40,000 million consisting of 40,000 million commshares with a par value of B1 per
share, and the consequent amendment of Articl®efMhe Articles of Incorporation (see
Note 21).

b) The change in SMPH's primary purpose from develagtraed operation of commercial
shopping centers to a mixed-use real property dpee) and the consequent amendment
of Article 1l of the Articles of Incorporation.

The merger resulted to equity adjustment from comouantrol business combination,
included under “Additional paid-in capital” accouatnounting to B1,753 million.

Acquisition of Unlisted Real Estate Companies aedl|Estate Assets from SMIC and the
Sy Family

On October 10, 2013, the SEC also approved SMPtdjsisition of SMIC’s unlisted real
estate companies including SM Hotels and Convesti@orp. (SMHCC), SM Arena
Complex Corporation (SMACC), Costa del Hamilo, I(€Costa), Prime Metro Estate, Inc.
(PMI) and Tagaytay Resort and Development CorpamgffRDC). The SEC likewise
approved SMPH'’s acquisition of real property ase€8MIC which includes among others,
SMX Convention Center in MOAC and real propertmssalted in Tagaytay, by issuing new
SMPH shares to SMIC. The unlisted real estate emmegs and real estate assets of SMIC
were acquired based on the appraised values a&baidfy 28, 2013 as conducted by CB
Richard Ellis. Total acquisition price of the watéid real estate companies and real property
assets amounted to B25.8 billion equivalent t8 4,841,458 SMPH common shares issued
based on SMPH 30-day VWAP of B18.66.

The acquisition of real estate companies and stateeassets resulted to equity adjustment
from common control business combination, includeder “Additional paid-in capital”
account, amounting to B12,067 million.
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Other Common Control Business Combinations

In 2013, SMPH also acquired SM Store (China) Hgdihtd. Co. (SM Store) through its newly
incorporated subsidiary, Simply Prestige Limitemt,& nominal amount. As a result of the
acquisition, SM Store became a wholly-owned subsjddof SMPH. SM Store owns and operates
all the SM Department Stores in the SM Malls inr@hi SM Store is owned and controlled by the
Sy Family. Thus, the transaction was considereghabination of businesses under common
control for which pooling of interests was appli€the excess of the cost of business combination
over the paid-up capital amounting to B110 milli®mcluded under “Additional paid-in capital -
net” account in the equity section of the consaéidebalance sheets.

Business Acquisitions

In January 2013, the Company entered into a Bin8imaye Purchases Agreement for the
acquisition of 100% interest in CHAS Realty and 8lepment Corporation and its subsidiaries
(CHAS) for a total purchase consideration of B4, 6tllion. CHAS is engaged in the business of
shopping mall operations which owns Cabanatuan b&gar in Nueva Ecija. The Company
acquired CHAS to expand its market share througlptk-existing mall of CHAS.

In December 2013, the Company completed its adopnisf 100% interest in CHAS.

The fair values of the identifiable assets acquaed liabilities assumed at the date of acquisition
were based on provisional values.

Total identifiable assets acquired amounted t&BAmillion, which mainly consist of investment
properties amounting to B1,385 million and cagha@ther assets amounting to B192 million.
Total identifiable liabilities assumed amounted®71 million, which mainly consist of accounts
payable and other current liabilities amountin®#® million and deferred tax liabilities
amounting to B199 million. The resulting idemtifie net assets acquired amounted to

B1,306 million.

Provisional goodwill which relates to the valueeapected synergies arising from the acquisition
of CHAS amounted to B379 million.

The fair value of acquired receivables amountinB8 million (included in “Cash and other
assets”) approximates their carrying value. Noampent loss was provided on these
receivables.

The Company’s consolidated revenue and net incoogdahave increased by B80 million and
decreased by B105 million, respectively, for tearyended December 31, 2013 had the
acquisition of CHAS took place on January 1, 20I8tal revenue and net income of CHAS
included in the consolidated financial statemeat2013 are immaterial.

Net cash outflow from the acquisition of CHAS amtaehto B2,238 million, inclusive of
advances made to CHAS prior to the acquisition arting to B665 million, and net of cash
acquired from CHAS amounting to B112 million.
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7. Cash and Cash Equivalents

This account consists of:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Cash on hand and in banks (see Note 22) B1,608,587 B2,869,204
Temporary investments (see Note 22) 33,752,146 24,272,302

P35,360,733 P27,141,506

Cash in banks earn interest at the respective thepésit rates. Temporary investments are made
for varying periods of up to three months dependinghe immediate cash requirements of the
Company, and earn interest at the respective teanpovestment rates.

Interest income earned from cash in banks and teanpmvestments amounted to B184 million
and B378 million for the nine months ended Sep&rb, 2014 and 2013, respectively (see Note
24).

8. Short-Term Investments

This account pertains to a time deposit with Bate®ro Unibank, Inc. (BDO) amounting to
R888 million as at December 31, 2013, with fixetiest rate of 3.24%, maturing in October
2014. The time deposit was preterminated in Fepr2@l4.

Interest income earned from short-term investmamtsunted to B40 million and B33 million for
the nine months ended September 30, 2014 and g ctively (see Note 24).

9. Investments Held for Trading

This account consists of investments in Philipmiogernment and corporate bonds and listed
common shares amounting to B967 million and Blri#lion as at September 30, 2014 and
December 31, 2013. These Philippine peso-denoedraatd U.S. dollar-denominated
investments have various maturities ranging frorh52@ 2017.
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The movements in this account are as follows:

September 30, December 31,

2014 2013

(Unaudited) (Audited)

(In Thousands)

At beginning of the period RP1,151,464 P1,338,777
Unrealized foreign exchange gains 2,520 19,139
Mark-to-market gain (loss) during the year (96,930) 93,996
Disposals — net (90,359) (300,448)
At end of the period B966,695 B1,151,464

Mark-to-market gains on changes in fair value @Estments held for trading are included under
“Others - net” account in the consolidated statesehincome.

Interest income earned from investments held &atig amounted to B20 million and B22
million for the nine months ended September 304201id 2013, respectively (see Note 24).

10. Receivables

This account consists of;

September 30, December 31,
2014 2013
(Unaudited) (Audited)
(In Thousands)
Trade:
Sale of real estate B30,607,101 B28,012,712
Rent:
Third parties 3,273,064 2,707,222
Related parties (see Note 22) 1,824,393 2,674,980
Others 97,811 286,776
Advances to suppliers 1,200,520 735,039
Due from related parties (see Note 22) 711,204 1,087,182
Nontradi 611,529 1,056,324
Receivable from a co-investor 273,000 273,878
Accrued interest (see Note 22) 137,098 163,500
Others 1,586,531 787,061
40,322,251 37,784,674
Less allowance for doubtful accounts 430,453 322,904
39,891,798 37,461,770
Less noncurrent portion of receivables from sale
of real estate (see Note 17) 9,275,758 10,277,336
B30,616,040 B27,184,434
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The terms and conditions of the above receivablegss follows:

» Trade receivables from tenants are noninteresidggand are normally collectible on a 30 to
90 days’ term. Trade receivables from sale of estdte mainly consist of receivables subject
to in-house financing with interest at market ratagying from 13% to 18% per annum and
normally collectible on a 3 to 5-year term.

The Company assigned receivables from sale oestate on a without recourse basis to local
banks amounting to B3,030 million and B4,136iamlfor the period ended September 30,
2014 and December 31, 2013, respectively.

» The terms and conditions relating to related pagtgivables are further discussed in Note 22.

* Receivables from a co-investor represents the deradion receivable by Tennant Range
Corporation (TRC), a BVI subsidiary holding compafy&M Land China, in connection with
the agreement with a third party (see Note 17).

= Advances to suppliers, accrued interest and odumivables are normally collected
throughout the financial year.

Interest income earned from receivables from sktea estate and related parties totaled B32
million and B50 million for the nine months endgeptember 30, 2014 and 2013, respectively
(see Note 24).

The movements in the allowance for doubtful acceuelated to receivables from sale of real
estate are as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
At beginning of the period R322,904 P188,176
Provision for doubtful accounts 107,549 134,728

At end of the period B430,453 B322,904
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The aging analyses of receivables follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Neither past due nor impait B32,968,864 B32,689,037
Past due but not impaired:

Less than 30 days 1,487,763 928,277
31-90 days 1,559,075 1,443,720
91-120 days 564,043 480,859
Over 120 days 3,312,053 1,919,877
Impaired 430,453 322,904

P40,322,251 P37,784,674

Receivables, except for those that are impairedassessed by the Company’s management as
not impaired, good and collectible.

11. Condominium and Residential Units for Sale
This account consists of the following:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Condominium units for sale B5,316,217 B5,788,429
Residential units and subdivision lots 372,787 314,224

P5,689,004 P6,102,653

The movements in “Condominium units for sale” acdcare as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)

At beginning of period P5,788,429 P2,589,917
Transfer from land and development (see Note 12) 1,061,576 7,329,622

Development cost incurred 8,673 -
Cost of real estate sold (see Note 23) (1,542,461) (4,131,110)
At end of period B5,316,217 B5,788,429

Condominium units for sale pertain to the complgiegects of SMDC, HPI and Costa.
Condominium units for sale are stated at cost &eptember 30, 2014 and December 31, 2013.
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The movements in “Residential units and subdivi$ods’ account are as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
At beginning of period R314,224 P379,840
Transfer from land and development (see Note 12) 121,813 -
Cost of real estate sold (see Note 23) (63,250) (65,616)
At end of period B372,787 B314,224

Residential units and subdivision lots for salesdaged at cost as at September 30, 2014 and
December 31, 2013.

12. Land and Development

This account consists of the following:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Land and development B47,463,080 B33,302,111
Land held for future development 1,609,969 1,519,073
49,073,049 34,821,184
Less current portion 27,982,460 13,281,246

P21,090,589 P21,539,938
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The movements in “Land and development” accountaar®llows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
At beginning of period P33,302,111 R30,560,111
Development cost incurred 17,111,763 15,099,301
Capitalized borrowing cost (see Note 20) 606,989 866,061
Land acquisitions 5,171,794 1,760,724
Cost of real estate sold (see Note 23) (7,480,465) (7,724,013)
Land cost transferred from land held for future
development - 80,131
Transfer to condominium and residential units
for sale (see Note 11) (1,183,389) (7,329,622)
Reclassification to property and equipment
(see Note 15) (843) (10,582)
Reclassification to investment property (64,880) -
At end of period B47,463,080 B33,302,111

Borrowing costs capitalized to land and developnaecbunt amounted to B607 million and B866
million in September 30, 2014 and December 31, 2fHspectively. The average rates used to
determine the amount of borrowing costs eligibleciapitalization range from 3.5% to 5.0% in
2014 and 3.8% to 5.1% in 2013.

SMDC

Land and development costs include those attriteitabSMDC which pertain to the on-going
residential condominium projects. Estimated costamplete the projects amounted to
B34,495 million and B32,645 million as at Septend®, 2014 and December 31, 2013,
respectively.

Costa

Costa’s land and development projects located atildaCoast in Nasugbu, Batangas consist of
condominium buildings and macro-infrastructuretirgated liability pertaining to completed
projects amounted to B325 million and B400 millis at September 30, 2014 and December 31,
2013, respectively.

As at September 30, 2014 and December 31, 2018etredopment of macro-infrastructure is still
ongoing.

HPI
Estimated cost to complete HPI's ongoing projeatsanted to B1,196 million and 1,364
million as at September 30, 2014 and December@l3,Zespectively.
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Land Held for Future Development

This represents the payment received by HPI frofteB&orporation (Belle) for its subscription to
HPI's capital stock before the tender offer by S&ht. This account also includes parcels of land
subsequently acquired by HPI from Belle after itsskription. The movements in “Land held for
future development” are as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
At beginning of period P1,519,073 P1,595,893
Acquisition and transferred-in costs 90,896 15,097
Disposal of land - (11,786)
Transfer to land and development costs - (80,131)
At end of period B1,609,969 B1,519,073

Land and development are stated at cost as atrSiegte30, 2014 and December 31, 2013. There
is no allowance for inventory write down as at 8egter 30, 2014 and December 31, 2013.

13.

Available-for-Sale Investments

This account consists of investments in:

September 30, December 31,
2014 2013
(Unaudited) (Audited)
(In Thousands)

Shares of stock:

Listed (see Note 22) B29,714,980 B23,360,756
Unlisted 3,517 8,318
29,718,497 23,369,074

Less current portion 677,432 663,456

P29,041,065 P22,705,618

» Listed shares of stock pertain to investments bliply-listed companies. A portion of
investments amounting to B5,049 million and B3 &@lion as at September 30, 2014 and
December 31, 2013, respectively, were pledged ltet@a@l for a portion of the Company’s
long-term loans (see Note 20).

= Unlisted shares of stock pertain to stocks of pearporations. These are classified as AFS
investments and are carried at cost since fairevedunnot be reliably estimated due to lack of
reliable estimates of future cash flows and distoates necessary to calculate the fair value.
There is currently no market for these investmantsthe Company intends to hold them for
the long term.

Dividend income from investments in listed and steldl shares of stock amounted to
P224 million and B329 million in September 3012@nd 2013, respectively.
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In September 30, 2014 and 2013, shares with atiguisiost of B0.79 million and B13 million
were sold resulting to a realized gain, includetfOthers - net” account in the consolidated
statements of income, amounting to B2 million Bad million, respectively

The movements in the “Net unrealized gain on AR@stments” are as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
At beginning of the period P19,958,330 P19,781,021
Unrealized gain due to changes in fair value 5,996,104 462,438
Transferred to profit or loss -

Realized gain from sale of AFS investments (2,349) (285,129)
At end of the period B25,952,085 B19,958,330

14. Prepaid Expenses and Other Current Assets
This account consists of:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)

Advances and deposits P3,098,604 B4,034,093
Input and creditable withholding taxes 2,573,384 3,235,635
Prepaid taxes and other prepayments 2,062,996 1,845,150
Cash in escrow (see Note 22) 628,851 439,119
Supplies and inventories 302,838 271,045
Advances for project development 42,860 88,615
Others 131,136 22,463

P8,840,669 P9,936,120

» Advances pertain to downpayments made to suppiecentractors to cover preliminary
expenses of the contractors in construction prejethe amounts are noninterest-bearing and
are recouped upon every progress billing paymemeiging on the percentage of
accomplishment. Deposits include advance paynientand acquisition amounting to
B817 million and B809 million as at September281,4 and December 31, 2013,
respectively. This account also includes constadionds, rental deposits and deposits for
utilities and advertisements.

» |nput tax represents VAT paid to suppliers thatloartlaimed as credit against the future
output VAT liabilities without prescription. Crddble withholding tax is the tax withheld by
the withholding agents from payments to the Compalmgh can be applied against the
income tax payable.
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» Prepaid taxes and other prepayments mainly comisigtvance payments for insurance, real
property taxes, rent, and other expenses whicharaally utilized within the next financial
year.

= Cash in escrow pertains to the amounts depositdekinccount of an escrow agent as
required by the Housing and Land Use Regulatory@®@dLURB) in connection with the
Company’s temporary license to sell propertiessfwecific projects prior to HLURB'’s
issuance of a license to sell and certificate gisteation. Under this temporary license to sell,
all payments, inclusive of down payments, reseoviedind monthly amortization, among
others, made by buyers within the selling pericalldte deposited in the escrow account.
Interest income earned from the cash in escrow ateduo B5 million and B2 million in
September 30, 2014 and 2013, respectively (see2djte

= Advances for project development mostly pertaindeances made to related parties for the
acquisition of land for future development.

15. Property and Equipment

The movements in this account are as follows:

Buildings and Data Furniture,
Land and Leasehold Processing Transportation  Fixtures and  Construction
Improvements Improvements Equipment Equipment Equipment in Progress Total
(In Thounsands)

Cost
Balance at December 31, 2012

(Audited) B269,218 R1,054,730 B94,199 R97,807 32236 B31,333 B2,479,623
Additions 2,156 240,919 48,928 3,978 144,909 - 440,890
Disposals/retirements - (70,491) ®3) (2,621) (9,028) - (82,143)
Reclassifications (see Notes 12 and 16) (503) 20,571 116 (165) (3,007) (31,333) (14,321)
Balance at December 31, 2013

(Audited) 270,871 1,245,729 143,240 98,999 1,065,210 - 2,824,049
Additions 610 41,327 38,524 11,263 82,974 - 174,698
Disposals/retirements - (60,768) (102) (108) (20,473) - (81,451)
Reclassifications (270,872) 236,310 47,410 32,945 (81,498) — (35,705)
Balance at September 30, 2014

(Unaudited) R609 B1,462,598 B229,072 B143,099 ,04BP13 R— B2,881,591
Accumulated Depreciation

and Amortization
Balance at December 31, 2012

(Audited) B94,431 P394,989 B37,746 B48,627 F84as, B- P882,557
Depreciation and amortization

(see Note 23) 11,530 162,761 42,429 6,168 159,206 — 382,094
Disposals/retirements - (13,061) 1) (950) (2,639) - (16,651)
Reclassifications (29) (1,999) (97) (13) (706) — (2,844)
Balance at December 31, 2013

(Audited) 105,932 542,690 80,077 53,832 462,625 - 48,156
Depreciation and amortization

(see Note 23) 1,008 138,666 37,742 8,602 124,008 - 10,036
Disposals/retirements - (8,756) (49) (107) (4,082) - (12,994)
Reclassifications (106,932) 75,633 11,756 8,231 (24,393) — (35,705)
Balance at September 30, 2014
(Unaudited) B8 B748,233 P129,526 B70,558 B558,158 B- 508183
Net Book Value
As at December 31, 2013 (Audited) P164,939 B703,039 R63,163 R45,167 R602,585 -B PR1,578,893
As at September 30, 2014 (Unaudited) 601 714,365 99,546 72,541 488,055 - 1,375,108

As at September 30, 2014 and December 31, 201&dhgany has no idle property and
equipment and the carrying amount of fully deprecigroperty and equipment still in use
amounted to B132 million and B104 million, respety.
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16. Investment Properties

The movements in this account are as follows:

Land and Building
Improvements Equipment,
and Land Buildings and Furniture  Construction
Use Rights Improvements and Others in Progress Total
(In Thousands)

Cost
Balance as at December 31, 2012

(Audited) B34,679,375 B110,369,581 B21,600,843=16,674,860 PB183,324,659
Additions 5,390,076 7,107,692 1,497,287 12,828,715 26,823,770
Reclassifications 69,532 6,732,386 519,121 (637, 589,661
Translation adjustment 406,331 1,706,129 206,854 87,069 2,906,383
Balance as at December 31, 2013

(Audited) 40,545,314 125,915,788 23,824,105 2388, 213,644,473
Additions 7,809,547 3,647,185 1,051,385 14,886,820 27,394,937
Reclassifications (1,250) 757,390 229,112 (986,648) (1,396)
Translation adjustment (19,927) (55,768) (6,995) (28,972) (111,662)
Balance as at September 30, 2014

(Unaudited) P48,333,684 B130,264,595 P25,097,607 P37,230,466 P240,926,352
Accumulated Depreciation, Amortization

and Impairment Loss
Balance as at December 31, 2012

(Audited) B990,821 B23,794,873 B10,684,676 B-=35,470,370
Depreciation and amortization (see Note 23) 157,742 3,744,099 1,697,005 - 5,598,846
Reclassifications 29 521 380 - 930
Translation adjustment 47,656 783,816 76,446 — A,
Balance as at December 31, 2013

(Audited) 1,196,248 28,323,309 12,458,507 - 4109578,
Depreciation and amortization (see Note 23) 244,691 2,979,253 1,403,156 - 4,627,100
Reclassifications 698 (1,397) (698) - (1,397)
Translation adjustment 1,049 (8,080) (2,673) — (9,704)
Balance as at September 30, 2014

(Unaudited) B1,442,686 B31,293,085 B13,858,292 =— P B46,594,063
Net Book Value
Balance as at December 31, 2013 (Audited) B39)849, R97,592,479 B11,365,598 B23,359,266 PR161@6®
As at September 30, 2014 (Unaudited) 46,890,998 981,510 11,239,315 37,230,466 194,332,289

Included under “Land” account are the 212,119 sejuaeters of real estate properties with a
carrying value of B489 million and B494 millios & September 30, 2014 and December 31,
2013, respectively, and a fair value of B13,53llianias at August 2007, planned for residential
development in accordance with the cooperativeraot# entered into by SMPH with Grand
China International Limited (Grand China) and Or@¢hand Development Limited (Oriental
Land) on March 15, 2007. The value of these ret@te properties were not part of the
consideration amounting to 10,827 million paidiiy SMPH to Grand China and Oriental Land.
Accordingly, the assets were recorded at theilyoagrvalues under “Investment properties”
account and a corresponding liability equivalerthi®same amount, which is shown as part of
“Other noncurrent liabilities” account in the cohidated balance sheets.

Portions of investment properties located in Chiita carrying value of B5,001 million as at
December 31, 2013, and with estimated fair valu@28,109 million as at December 31, 2013,
were mortgaged as collaterals to secure the darrtestiowings in China (see Note 20).

Consolidated rent income from investment propediasunted to B26,442 million and B23,668
million for the nine months ended September 304281d 2013, respectively. Consolidated
direct costs and expenses from investment progestiéch generate income amounted to



-48 -

B14,224 million and B12,489 million for the nimenths ended September 30, 2014 and 2013,
respectively.

Construction in progress includes shopping mallglemunder construction amounting to
B29,776 million and B18,279 million, and landdagkand commercial building constructions
amounting to B7,454 million and B5,080 millionsaseptember 30, 2014 and December 31,
2013, respectively.

In 2014, shopping mall complex under constructiainty pertains to costs incurred for the
development of SM Seaside City Cebu, SM City Cahamg SM Center San Mateo, SM City
Angono, SM Tianjin and SM Zibo and the ongoing exgans of SM City Bacolod. In 2013,
shopping mall complex under construction mainlytgies to costs incurred for the development
of SM Seaside City Cebu, SM City Cauayan, SM Tiaajid SM Zibo and the ongoing
expansions and renovations of SM Megamall, SM Bégolod and SM City Lipa.

Shopping mall complex under construction includest of land amounting to B7,222 million and
B2,149 million as at September 30, 2014 and Deeefth 2013, respectively.

Construction contracts with various contractoratesl to the construction of the above-mentioned
projects amounted to B71,155 million and B82/@8Bon as at September 30, 2014 and
December 31, 2013, respectively, inclusive of ogad) cost of labor and materials and all other
costs necessary for the proper execution of thé&svorhe outstanding contracts are valued at
B15,494 million and B28,857 million as at Septend®d, 2014 and December 31, 2013,
respectively.

Interest capitalized to the construction of investirproperties amounting to B53 million and

B77 million as at September 30, 2014 and DeceBhe2013, respectively. Capitalization rates
used range from 5.08% to 5.99% and 5.83% to 7.208t September 30, 2014 and December 31,
2013, respectively.

The fair value of investment properties amounteB%40,040 million as at February 28, 2013 as
determined by an independent appraiser who holdsagnized and relevant professional
gualification. The valuation of investment propestwas based on market values using income
approach. The fair value represents the amoumhigh the assets can be exchanged between a
knowledgeable, willing seller and a knowledgeabléing buyer in an arm’s length transaction at
the date of valuation, in accordance with Inteoval Valuation Standards as set out by the
International Valuation Standards Committee.

Below are the significant assumptions used in #igation:

Discount rate 10.00%
Capitalization rate 7.40%
Average growth rate 5.00%

Investment properties are categorized under Le¥ak alue measurement.

While fair value of the investment properties was cetermined as at September 30, 2014 and
December 31, 2013, the Company’s management bgltee¢ there were no conditions present in
2013 that would significantly reduce the fair vabfe¢he investment properties from that
determined on February 28, 2013.

The Company has no restriction on the realizahilftits investment properties and no obligation
to either purchase, construct or develop or foairspmaintenance and enhancements.
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17. Other Noncurrent Assets

This account consists of:

September 30, December 31,
2014 2013
(Unaudited) (Audited)

(In Thousands)

Receivables from sale of real estate (see Note 10) B9,275,758 B10,277,336

Investments in associates and joint ventures 5,878,146 5,756,294
Bonds and deposits 6,021,060 4,964,606
Advances for project development (see Note 22) 49,057 3,607,169
Others (Notes 22 and 25) 5,358,876 4,669,305

P26,582,897 P29,274,710

Investment in Associates and Joint Ventures

On January 7, 2013, SMPH entered into Sharehollgnesement and Share Purchase Agreement
for the acquisition of 51% ownership interest ia thllowing companies (collectively,
Waltermart):

Winsome Development Corporation
Willin Sales, Inc.

Willimson, Inc.

Waltermart Ventures, Inc.

WM Development, Inc.

On July 12, 2013, the Deeds of Absolute Sale weeewded between SMPH and shareholders of
Waltermart. Waltermart is involved in shopping hwgderations and currently owns 19 malls
across Metro Manila and Luzon. The investmeni&altermart were accounted as joint ventures
using equity method of accounting because the achtal arrangement between the parties
establishes joint control.

On April 10, 2012, SMPH, through TRC, entered iMtemorandum of Agreement with Trendlink
Holdings Limited (THL), a third party, wherein Rdua Real Estate Company (FHREC), a 100%
subsidiary of TRC, issued new shares to THL eqamiaio 50% equity interest. In addition, THL
undertakes to pay TRC amounting to P22 millionrg¥Bon) for the difference between cash
invested and 50% equity of FHREC and B224 mil(84 million) representing the difference
between the current market value and cost of thestment properties of FHREC (see Note 10).
FHREC was incorporated in China. TRC is a whoWgned subsidiary of SM Land China.

As at December 31, 2012, TRC owns 50% equity istéareFHREC. Management assessed that
the SMPH lost control over FHREC by virtue of agneat with the shareholders of THL.
Consequently, FHREC became an associate of SMPH.
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Below are the financial information of the Compamyiterests in all individually immaterial
associates and joint ventures that are accountagsiiog the equity method:

Associate

The carrying value of investment in associate artexito B574 million and B576 million as at
September 30, 2014 and December 31, 2013, resplgotvith cumulative equity in net earnings
amounting to B295 million as at September 30, 26fdiDecember 31, 2013.

Joint Ventures

The aggregate carrying values of investments imt p@ntures amounted to B5,304 million and
B5,180 as at September 30, 2014 and Decembe®383, i2spectively. These consist of the
acquisition costs totaling B5,115 million and clettive equity in net earnings totaling B189
million and B65 million as at September 30, 20dd Becember 31, 2013, respectively. The
aggregate share in profit and total comprehensisemne amounted to B124 million and B64
million for the nine months ended September 304281d 2013, respectively.

The Company has no outstanding contingent liagditr capital commitments related to its
investments in associates and joint ventures 8s@atember 30, 2014 and December 31, 2013.

Bonds and Deposits

Bonds and deposits mainly consist of deposits mraotors and suppliers to be applied
throughout construction and advances and depaadsigr leased properties to be applied at the
last term of the lease.

18.

Loans Payable

This account consists of unsecured Philippine pswminated loans obtained from local banks
amounting to B2,770 million and B3,250 millionsaseptember 30, 2014 and December 31,
2013, respectively. These loans bear interess rargging from 2.25% to 4.50% in September 30,
2014 and 2.25% to 4.00% in December 31, 2013.

Interest expense incurred from loans payable aneduiotB198 million and B343 million for the
nine months ended September 30, 2014 and 201&atesyy (see Note 24).
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19. Accounts Payable and Other Current Liabilities

This account consists of:

September 30, December 31,
2014 2013
(Unaudited) (Audited)
(In Thousands)
Trade:
Third parties B23,970,462 B16,533,994
Related parties (see Note 22) 31,364 55,550
Due to related parties (see Note 22) 7,647,799 9,552,978
Accrued operating expenses:
Third parties 4,996,604 4,583,840
Related parties (see Note 22) 1,894,150 1,222,079
Others 2,946 403,374
Liability for purchased land 6,013,125 5,262,432
Customers’ deposits 4,190,356 3,575,836
Nontrads 755,118 429,171
Payable to government agencies 329,568 528,374
Accrued interest (see Note 22) 964,908 535,949
Deferred output VAT 1,573,387 834,520
Others (see Note 22) 2,999,703 2,897,928
55,369,490 46,416,025
Less noncurrent portion of liability
for purchased land 1,402,187 1,117,809
P53,967,303 P45,298,216

The terms and conditions of the above liabilitielofv:

= Trade payables primarily consist of liabilitiessigppliers and contractors, which are
noninterest-bearing and are normally settled wighB0-day term.

= The terms and conditions relating to due to relatedies are further discussed in Note 22.

= Accrued operating expenses mainly pertain to acdcsedling, general and administrative
expenses which are normally settled throughoufitizeacial year.

= Customers’ deposits mainly represent excess aéatadins from buyers over the related
revenue recognized based on the percentage of ebarpimethod. This also includes
nonrefundable reservation fees by prospective Isuybich are to be applied against the
receivable upon recognition of revenue.

= Deferred output VAT represents output VAT on ungaadtion of recognized receivable from
sale of real estate. This amount is reported gauoAT upon collection of the receivables.

= Liability for purchased land, payable to governmagencies, accrued interest and other
payables are normally settled throughout the firsryear.



-52 -

20. Long-term Debt

This account consists of:

September 30, December 31,
2014 2013
(Unaudited) (Audited)
(In Thousands)
Parent Company
U.S. dollar-denominated loans:
Five-year term loans B 43,282,136 B33,569,269
Two-year, three-year and five-year bilateral loans 4,443,473 4,383,631
Other U.S. dollar loans 1,117,111 1,103,881
Philippine peso-denominated loans:
Five-year, seven-year and ten-year retail bonds 19,827,394 -
Five-year and ten-year floating and fixed ratesgot 7,260,353 7,327,808
Five-year, seven-year and ten-year corporate notes 6,578,709 6,570,932
Five-year floating rate notes 4,836,380 4,879,610
Five-year, seven-year and ten-year fixed andifigat
rate notes 4,249,669 4,290,523
Five-year and ten-year corporate notes 1,093,094
Other bank loans 8,190,621 8,581,727
Subsidiaries
Philippine peso-denominated loans:
Fixed rate term loans 20,325,713 19,300,308
Fixed rate corporate notes 8,144,770 8,148,556
Five-year bilateral loans 615,232 616,053
China yuan renminbi-denominated loans:
Five-year loan - 2,235,771
Three-year loan — 961,827
128,871,561 103,062,990
Less current portion 7,358,730 7,387,260
P121,512,831 BP95,675,730
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Parent Company

U.S. Dollar-denominated Five-Year Term Loans

This consists the following:

This represents a US$300 million syndicated loaaiobd on various dates in 2013. The
loans bear an interest rate based on London Irdek®ffered Rate (LIBOR) plus spread,
with a bullet maturity on March 25, 2018. Portmiithe loan amounting to US$150 million is
hedged against interest rate and foreign exchaskggusing cross currency swap contracts
(see Notes 28 and 29).

This represents a US$270 million term loan obtamedarious dates in 2012 and 2011 from
a US$270 million facility. The loans bear interegges based on LIBOR plus spread, with a
bullet maturity on March 21, 2016 (see Notes 28 20)d

This represents a US$200 million syndicated loaaiobd on January 29, 2013. The loan
bears an interest rate based on LIBOR plus spré#tda bullet maturity on January 29, 2018.
This loan is hedged against interest rate andgorexchange risks using cross currency swap
contracts (see Notes 28 and 29).

This represents US$100 million and US$110 millioh @f a US$300 million syndicated loan
obtained on April 23, 2014 and September 12, 2f8spectively. The loans bear an interest
rate based on LIBOR plus spread, with a bullet nitgtan April 14, 2019 (see Note 28).

U.S. Dollar-denominated Two-year, Three-year amvéfyear Bilateral Loans

This consists of the following:

The US$75 million unsecured loans were obtainedanember 2008. The loans bear interest
rates based on LIBOR plus spread, with bullet nii#ggsrranging from two to five years. The
Company prepaid the US$20 million and the US$3(ionilunsecured loans on June 1, 2009
and November 30, 2010, with original maturity daiéblovember 19, 2010 and November
28, 2011, respectively (see Notes 28 and 29). r@maining balance of US$25 million
matured on November 20, 2013.

The US$50 million five-year bilateral unsecuredisavere obtained in 2012 and 2013. The
loan bears interest rate based on LIBOR plus spreigtda bullet maturity on August 30,
2017 (see Note 28).

The US$50 million five-year bilateral unsecuredisabtained in 2010 and 2011. The loans
bear interest rate based on LIBOR plus spread, aMihllet maturity on November 30, 2015
(see Notes 28 and 29).

Other U.S. Dollar Loans

This account consists of the following:

US$25 million five-year bilateral unsecured loaawin on November 20, 2013. The loans
bear interest rate based on LIBOR plus spread, avtttllet maturity on November 20, 2018
(see Note 28).

US$20 million three-year bilateral unsecured loeawah on July 13, 2010. The loan bears
interest rate based on LIBOR plus spread, withletmaturity on January 14, 2013. The
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loan was prepaid on January 13, 2012. The relatathortized debt issuance costs charged to
expense amounted to B25 million in 2012 (see Nefteand 29).

Philippine Peso-denominated Five-Year, Seven-Yedria@n-Year Retail Bonds

This represents a B20 billion fixed rate bondgddson September 1, 2014. The issue consists of
the five-year and six months or Series A Bonds arting to B15,036 million with a fixed interest
rate equivalent to 5.1000% per annum and due oriMBr2020, seven-year or Series B Bonds
amounting to B2,362 million with a fixed intereate equivalent to 5.2006% per annum and due
on September 1, 2021, and ten-year or Series CBamdunting to B2,602 million with a fixed
interest rate equivalent to 5.7417% per annum aedoth September 1, 2024.

Philippine Peso-denominated Five-Year and Ten-¥éaating and Fixed Rate Notes

This represents five-year and ten-year floating fared! rate notes obtained on June 19, 2012
amounting to B3,450 million and B1,000 milliom fiee floating and B680 million and

R2,370 million for the fixed, respectively. Thmhs bear an interest rate based on Philippine
Dealing System Treasury Fixing (PDST-F) plus mafgirthe floating and 6.22% and 6.81% for
the five-year and ten-year fixed, respectively.e Tdans have bullet maturities in 2017 and 2022,
respectively. The Company prepaid a portion aédixate notes amounting to B50 million on
March 19, 2013. The related unamortized debt iEseigaosts charged to expense amounted to
B0.4 million in 2013 (see Note 28).

Philippine Peso-denominated Five-Year, Seven-YedrT@n-Year Corporate Notes

This represents a five-year floating and five-ysaren-year and ten-year fixed rate notes
amounting to B5,000 million, B1,134 million, BB#lion and B814 million, respectively, obtained
on December 20, 2010 and June 13, 2011. The lmarsan interest rate based on PDST-F plus
margin for the five-year floating and 5.79%, 5.88%d 6.65% for the five-year, seven-year and
ten-year fixed, respectively. The loans have buatlaturities in 2015, 2017 and 2020,
respectively. The Company prepaid a portion ofdixate notes amounting to B196 million on
March 20, 2013. The related unamortized debt issiaosts charged to expense amounted to
B2 million in 2013 (see Note 28).

Philippine Peso-denominated Five-Year Floating Raites

This represents five-year floating rate notes ofgéion March 18, 2011 and June 17, 2011
amounting to B4,000 million and B1,000 millioespectively. The loans bear an interest rate
based on PDST-F plus margin and will mature on Ma@, 2016 and June 18, 2016, respectively
(see Note 28).

Philippine Peso-denominated Five-Year, Seven-Ypdria@n-Year Fixed and Floating Rate Notes
This represents a five-year floating, five-yeareseyear and ten-year fixed rate notes obtained on
January 12, 2012 amounting to B200 million, B2 @dllion, B133 million, and B3,655 million,
respectively. The loans bear an interest ratecbasd”’DST-F plus margin for the five-year

floating and 5.86%, 5.97% and 6.10% for the fivaryseven-year and ten-year fixed,
respectively. The loans have bullet maturitie20d7, 2019 and 2022, respectively. The
Company prepaid a portion of fixed rate notes artingrio B634 million on April 12, 2013. The
related unamortized debt issuance costs chargexpense amounted to B5 million in 2013

(see Note 28).

Philippine Peso-denominated Five-Year and Ten-¥aporate Notes

This represents a five-year floating and fixed eatd ten-year fixed rate notes obtained on

April 14, 2009 amounting to B200 million, B3,74®dlion and B1,100 million, respectively. The
loans bear an interest rate based on PDST-F plgimfar the five-year floating and 8.4% and
10.11% for the five-year and ten-year fixed, resipely. The loans have bullet maturities in 2014




-B55 -

and 2019, respectively. The Company prepaid g@denillion and B3,700 million loans on

April 15, 2012, with original maturity date of Apfi5, 2014 and the related unamortized debt
issuance costs charged to expense amounted tmiibn in 2012. The remaining B1,100 million
loan was prepaid on April 14, 2014 with originaltoréty date of April 14, 2019 and the related
unamortized debt issuance costs charged to expemzented to B7 million in 2014 (see Note
28).

Philippine Peso-denominated Five-Year, Seven-Yedrl&n-Year Fixed Rate Notes

This represents a five-year, seven-year and tenfiea rate notes obtained on June 17, 2008
amounting to B1,000 million, B1,200 million an@0® million, respectively. The loans bear fixed
interest rates of 9.31%, 9.60% and 9.85%, respaygtiand will mature on June 17, 2013, 2015
and 2018, respectively. The loans amounting t@@imillion, B1,200 and B800 were prepaid on
June 17, 2011, 2012 and 2013, respectively. Tlageceunamortized debt issuance costs charged
to expense amounted to B4 million in 2011, BSioniin 2012 and B4 million in 2013

(see Note 28).

Other Bank Loans
This consists of the following:

= Five-year term loans amounting to B1,600 millibtained in 2009 and 2010. The loans bear
fixed interest rates ranging from 5.00% to 5.69rtion of the loans is collateralized by
AFS investments (see Note 13). Portion of the gsalamount was paid amounting to B389
million, B9 million and B9 million in 2014, 20Ehd 2012, respectively (see Note 28).

= Five-year loan obtained on June 29, 2010 amoumdtifgL,000 million and will mature on
June 29, 2015. The loan carries an interest ededon PDST-F plus an agreed margin
(see Note 28).

= Five-year inverse floating rate notes obtainedwre 23, 2010 amounting to B1,000 million.
The loans bear an interest rate based on agresdi e less PDST-F and will mature on
June 24, 2015. The Company prepaid P175 millidheloan as at September 30, 2013. The
related balance of unamortized debt issuance chatged to expense amounted to B2 million
in 2013 (see Notes 28 and 29).

= Five-year bullet loan obtained on January 13, 2h0unting to 1,000 million and will
mature on January 13, 2015. The loan carriestarest rate based on PDST-F plus an agreed
margin (see Note 28).

= Five-year bullet loan obtained on November 3, 28@@unting to B1,000 million and will
mature on November 3, 2014. The loan carrieséstdrased on PDST-F plus on agreed
margin (see Note 28).

= Five-year bullet loan obtained on October 16, 280®unting to B2,000 million. The loan
bears an interest rate based on PDST-F plus ardagrargin and will mature on
October 16, 2014 (see Note 28).

= Ten-year bullet fixed rate loan obtained on Audi&t2006 amounting to B1,200 million.
The loan carries a fixed interest rate of 9.75%&itidnature on August 16, 2016
(see Note 28).

All the above Philippine peso-denominated loanthefParent Company are unsecured except as
otherwise indicated.
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Subsidiaries

Philippine Peso-denominated Fixed Rate Term Loans

This consists of the following:

Long-term loans amounting to B12,075 million oh¢al on various dates in 2013. The loans
bear fixed interest rates ranging from 4.00% t@%8vith maturities ranging from three to
ten years (see Note 28).

Long-term loan amounting to B5,000 million obtairms September 27, 2013. The loan bears
fixed interest rate of 4.77% and will mature ont8agber 27, 2018 (see Note 28).

Long-term loan amounting to B2,000 million obtairme December 27, 2012. The loan bears
fixed rate of 4.72% and will mature on DecemberZZB.,5 (see Note 28).

Three-year loan amounting to B500 million obtaiime#013 and 2014. The loan carries an
interest rate of 4.50% and will mature on Octohe2016 (see Note 28).

Three-year and five-year loans obtained on Aprjl2li14 and April 14, 2014 amounting to
P207 million and 208 million, respectively. Tibans bear fixed interest rates of 4.50% and
5.10% with maturity dates of April 12, 2017 and ipd, 2019, respectively (see Note 28).

Three-year and five-year loans obtained on Jun@d14 amounting to B205 million and
B205 million, respectively. The loans bear fixegrest rates of 4.50% and 5.07% with
maturity dates of June 19, 2017 and June 11, 28%pectively (see Note 28).

Philippine Peso-denominated Fixed Rate Corporates\No

This consists of the following:

Series “A” and Series “B” peso-denominated fixet reorporate notes amounting to

B3,740 million and B2,460 million, respectivaggued on June 3, 2013. The Series “A” and
Series “B” notes have fixed interest rates of 5.5#% 5.88%, which are payable semi-
annually, and with maturity dates of June 3, 2020 dune 3, 2023, respectively

(see Note 28).

Peso-denominated fixed rate corporate notes anmgut@iR2,000 million issued on June 28,
2013. The loan bears fixed interest rate at 5.paYable semi-annually with maturity date of
June 28, 2020 (see Note 28).

Series “A” and Series “B” peso-denominated fixet reorporate notes amounting to

B2,000 million and B8,000 million, respectivedy, June 1, 2010. The Series “A” and Series
“B” notes have fixed interest rates of 6.76% arkB%, which are payable semi-annually,
with maturity dates of June 1, 2013 and June 252@kpectively. The notes were pre-
terminated in June 2013 (see Note 28).

Peso-denominated fixed rate corporate notes anmgutttiR6,313 million, issued on April 27,
2012. The notes have fixed interest rate of 6.pa%able semi-annually with maturity date
of July 27, 2017. The notes were pre-terminatetlime 2013 (see Note 28).
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Philippine Peso-denominated Five-Year Bilateralisa
This consists of the following:

= Five-year term loan obtained on October 24, 2014unting to B500 million and will mature
on October 24, 2016. The loan carries an inteststbased on PDST-F plus an agreed
margin (see Note 28).

= Five-year term loans amounting to B40 million &8 million obtained in 2010 with fixed
interest rate of 5%. Both loans will mature in 20Portion of the principal amount was paid
amounting to B1.2 million in 2014 and B1 millior2013 and 2012 (see Note 28).

China Yuan Renminbi-denominated Five-Year Loan
This consists of the following:

» A five-year loan obtained on August 26, 2009 amimgnto ¥350 million to finance the
construction of shopping malls. The loan is pagablsemi-annual installments until 2014.
The loan has a floating rate with an annual reipgi@t prevailing rate dictated by Central
Bank of China less 10%. The loan carries an isteate of 5.76% in 2014 and 2013
(see Note 28).

= A five-year loan obtained on August 27, 2010 amimgnto ¥150 million to finance the
construction of shopping malls. Partial drawdoataling ¥61 million was made in 2013 and
already prepaid in June 2014. The loan has arfipaate with an annual re-pricing at
prevailing rate dictated by Central Bank of Chiessl 10%. The loan carries an interest rate
of 5.76% in 2014 and 2013 (see Note 28).

China Yuan Renminbi-denominated Three-Year Loan

This represents a three-year loan obtained on M28¢cR011 amounting to ¥187 million out of
¥250 million loan facility to finance the constriget of shopping malls. The Company prepaid
portion of this loan amounting to ¥37 million in2)and ¥18 million in 2012. The remaining
¥132 loan was prepaid in March 2014. The loanahidgating rate with an annual re-pricing at
prevailing rate dictated by Central Bank of Chiess|5%. The loan bears interest rate of 6.20%
in 2014 and 2013 (see Note 28).

The China yuan renminbi-denominated loans are eddwy investment properties in China
(see Note 16).

The above loan agreements of the Company providaiceestrictions and requirements
principally with respect to maintenance of requifiedncial ratios (i.e., current ratio of not less
than 1.00:1.00, debt to equity ratio of not mor@nt.70:0.30 and debt service coverage ratio of
not less than 1.10:1.00) and material change ireostip or control. As at September 30, 2014
and December 31, 2013, the Company is in complianitethe terms of its loan covenants.

The re-pricing frequencies of floating rate loaasge from three to nine months.
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Debt Issue Cost

The movements in unamortized debt issue cost aCtmepany as at December follow:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Balance at beginning of period P957,093 P506,636
Additions 386,560 775,938
Amortization (206,309) (325,481)
Balance at end of period B1,137,344 B957,093

Amortization of debt issuance costs is recognireithé consolidated statements of income under
“Others - net” account.

Repayment Schedule
The repayments of long-term debt are scheduledllasvk:

Year Amount
(In Thousands)
2014 B 4,061,300
2015 13,309,180
2016 24,142,550
2017 8,246,550
2018 33,145,475
2019 to 2023 47,103,850

P130,008,905

21.

Equity

Capital Stock
On May 31, 2013, the BOD approved the increasharatithorized capital stock of the Company

by B20,000 million, from B20,000 million consmgiof 20,000 million common shares with a par
value of B1 per share to B40,000 million consjstf 40,000 million common shares with a par
value of B1 per share, and the consequent amendarticle VIl of the Articles of

Incorporation. On October 10, 2013, the SEC apmtdiae Company’s application for increase in
its authorized capital stock.

As at September 30, 2014 and December 31, 201&dhmwany has an authorized capital stock
of 40,000 million, with a par value of B1 a sharewhich 33,166 million shares were issued. As
at September 30, 2014 and December 31, 2013, tp&vy has 27,819 million and 27,818
million outstanding shares, respectively.
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The following summarizes the information on SMPidgistration of securities under the
Securities Regulation Code:

Date of SEC Approval/ Authorized No. of Shares Issue/Offer
Notification to SE( Shares Issued Price
March 15, 1994 10,000,000,000 - B—
April 22, 1994 - 6,369,378,049 5.35
May 29, 2007 10,000,000,000 - -
May 20, 2008 - 912,897,212 11.86
October 14, 2010 - 569,608,700 11.50

SMPH declared stock dividends in 2012, 2007, 19861995. The total number of shareholders
is 2,525 and 2,544 as at September 30, 2014 anehiies 31, 2013, respectively.

Additional Paid-in Capital - Net
Following represents the nature of the consolid&feidiitional paid-in capital - net”:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Paid-in subscriptions in excess of par value B16,155,292 B16,155,292
Net equityadjustments from common control
business combinations 9,068,132 9,068,132

Arising from acquisition of non-controlling intetss (2,943,001) (2,919,988)
As presented in the consolidated balance sheets  B22,280,423 B22,303,436

Net equity adjustments from common control busimessbinations also include equity
adjustments from the acquisitions of SM China gibsies in 2007 and 2009 amounting to
B4,862 million, which were also charged againgiditional paid-in capital” account.

Retained Earnings

In 2014, the BOD approved the declaration of cagidend of R0.19 per share or B5,286 million
to stockholders of record as of May 15, 2014. Téas paid on June 10, 2014. In 2013, the BOD
approved the declaration of cash dividend of Bp&7share or B4,691 million to stockholders of
record as of May 16, 2013. This was paid on June@13.

On April 24, 2012 and March 22, 2002, the BOD of@#approved the appropriation of retained
earnings amounting to B20,000 million and B7 @@0on, respectively, for future corporate
expansion programs. As at September 30, 2014 andrbber 31, 2013, the amount of retained
earnings appropriated for the continuous corpaatemall expansions amounted to B27,000
million.

Appropriated retained earnings also include appatipns for landbanking and commercial
buildings construction scheduled from 2014 to 28&ibunting to B15,200 million transferred
from SM Land upon merger (see Note 6).

In 2014, the Company expects to incur around EB&0million for its capital expenditures in
Philippines and in China.
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As at September 30, 2014, included in shopping omatiplex under construction are SM Seaside
City Cebu, SM City Cabanatuan, SM Center San M&&b City Angono, SM Tianjin and SM
Zibo, and the ongoing expansions of SM City Bacolod

The retained earnings account is restricted fopthenent of dividends to the extent of

B37,931 million and B32,308 million as at Septend®, 2014 and December 31, 2013,
respectively, representing the cost of sharesihdlg@asury (3,979 million and B3,980 million as
at September 30, 2014 and December 31, 2013, tesggrand accumulated equity in net
earnings of SMPH subsidiaries totaling B33,952Zianiland B28,328 million as at September 30,
2014 and December 31, 2013, respectively. Thenaglaied equity in net earnings of
subsidiaries is not available for dividend disttibn until such time that the company receives the
dividends from its subsidiaries.

Treasury Stock
As at September 30, 2014, this includes reacqua@dal stock and shares held by a subsidiary

totaling 5,393 million shares, stated at acquisitiost of B3,979 million.

As at December 31, 2013, this includes reacquiagital stock and shares held by a subsidiary
totaling 5,394 million shares, stated at acquisitiost of 3,980 million.
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22. Related Party Transactions

Parties are considered to be related if one paytine ability, directly and indirectly, to control
the other party or exercise significant influengerathe other party in making financial and
operating decisions. Parties are also considerbd telated if they are subject to common
control. Related parties maybe individuals or ooape entities.

Terms and Conditions of Transactions with Relatedi€s

Transactions with related parties are made at tequssalent to those that prevail in arm’s length
transactions. Outstanding balances at year-endrsecured, noninterest-bearing and settlement
occurs in cash. There have been no guaranteedérals provided or received for any related
party receivables or payables. For the periode@&eptember 30, 2014 and December 31, 2013,
the Company has not recorded any impairment ofvabkes relating to amounts owed by related
parties. This assessment is undertaken each falarear through examining the financial

position of the related party and the market inclitihe related party operates.

The significant related party transactions entémgalby the Company with its related parties and
the amounts included in the accompanying cons@diahancial statements with respect to these
transactions follow:

Amount of Transactions

September 30, Outstanding Amount
2013 [Asset (Liability)]
September 30, (As restated - September 3,  December 31,
2014 see Note 6) 2014 2013
(Unaudited)  (Unaudited)  (Unaudited) (Audited) Terms Conditions

(In Thousands)

Ultimate Parent

Rent income B41,15¢ B103,709 30 days; noninterest- Unsecured;
Rent receivable B19,18¢ B4,424 bearing not impaired
Service income 39,780 39,780 Noninterest-bearing Unsecured;
Service fee receivable 9,91¢ 14,868 not impaired
Due from related parties - - 144 295 On demand; Unsecured,;
noninterest- not impaired
bearing
Rent expense 64,164 65,094 Noninterest-bearing Unsecured
Accrued rent payable (9,002 (7,417
Accounts payable — others - (3,561 Noninterest-bearing  Unsecured
Due to related parties - 7,032,415 (7,532,410) (9,538,271 Noninterest-bearing  Unsecured
Trade payable - 2,463 (2,657) (3,440 Noninterest-bearing  Unsecured
AFS investments - 100,520 78,117 69,205 Noninterest-bearing Unsecured;
not impaired
Dividend income 1,007 4,597 Noninterest-bearing Unsecured

Banking and Retail Group
Cash and cash equivalents  63.863,35¢ 69,186,280 29,981,54 21,912,510 Interest bearing basedUnsecured;
on prevailing rates  not impaired

Short-term investments - - - 887,900 Interest bearing at  Unsecured;
fixed rate of not impaired
3.24%

Investment held for trading 65,416 - 660,196 691,711 Noninterest-bearing  Unsecured;

not impaired

Rent income 8,090,566 7,321,518 30 days; noninterest- Unsecured;
bearing not impaired

Rent receivable 1,781,79! 2,670,55¢

Deferred rent income 88,548 (103,567 Noninterest bearing Unsecured

Service income 1,802 1,804 30 days; noninterest- Unsecured;

bearing not impaired



Amount of Transactions

-62 -

September 30, Outstanding Amount
2013 [Asset (Liability)]
September 30, (As restated - September 3,  December 31,
2014 see Note 6) 2014 2013
(Unaudited)  (Unaudited)  (Unaudited) (Audited) Terms Conditions
(In Thousands)
Management income 6,430 21,169 Noninterest-bearing Unsecured;
not impaired
Management receivable 31,257 -
Interest income 183,267 395,212 Interest at 5.6% Unsecured;
per annum not impaired
Accrued interest receivable 107,06 114,832 Noninterest-bearing ~ Unsecured;
not impaired
Trade receivables - others - 28,463 12% -15% of selling Unsecured;
price of lots sold not impaired
Due from related parties 2,914 12 4,560 1,646 On demand; Unsecured;
noninterest- not impaired
bearing
Receivable financed 3,382,669 48,307Without recourse Unsecured
Loans payable and long- 915,000 146,500 (7,030,000) (7,130,000 Interest-bearing Combination
term debt of secured
and unsecured
Interest expense 345,685 160,552 Interestbearing; fixec Combination
and floating of secured
interest rates and unsecured
Accrued interest payable (3,764) (1,868 Noninterest-bearing  Unsecured
Rent expense 216 216 Noninterest-bearing ~ Unsecured
Trade payable - - (10,375) (23,336 Noninterest-bearing  Unsecured
AFS investments 355,785 - 10,965,586 8,904,881 Noninterest-bearing  Unsecured;
not impaired
Escrow fund 544,912 846,485 628,851 862,86¢ Interest bearing basedJnsecured;
on prevailing rates  not impaired
Acquisition of land - - - (6,184 Noninterest-bearing  Unsecured
Dividend income 135,458 217,461 Noninterest-bearing Unsecured
Other Related Parties
Rent income 109,014 178,179 30 days; noninterest- Unsecured;
Rent receivable 23,409 bearing notimpaired
Service income 2,250 2,250 30 days; noninterest- Unsecured;
Service fee receivable 560 25,20C bearing notimpaired
Due from related parties - 61,393 918,082 1,087,182 Noninterest-bearing  Unsecured;
not impaired
Management income 10,281 -
Management fee receivable 7,993 4,723 Noninterest-bearing Unsecured;
not impaired
Trade receivable — others - - - 11,716 Noninterest-bearing Unsecured
Due to related parties 6,032 - (20,739) (14,707 Noninterest-bearing  Unsecured
Rent expense 3,686 67,817 Noninterest-bearing Unsecured
Management fee expense 807,935 716,199 Noninterest-bearing  Unsecured
Accrued management fee (174,491 (105,209 Noninterest-bearing  Unsecured
Accrued expenses - 176,217 - (1,109,452 Noninterest-bearing Unsecured
Accounts payable - others - (638 Noninterest-bearing ~ Unsecured
Advances for project - - - 3,607,12% Noninterest-bearing Unsecured;
development not impaired
Trade payable - - (18,332) (28,629 Noninterest-bearing  Unsecured
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Amount of Transactions

September 30, Outstanding Amount
2013 [Asset (Liability)]
September 30, (As restated - September 3,  December 31,
2014 see Note 6) 2014 2013
(Unaudited)  (Unaudited)  (Unaudited) (Audited) Terms Conditions

(In Thousands)

AFS investments - - 3,792,801 3,615,246 Noninterest-bearing Unsecured;
not impaired

Affiliate refers to an entity that is neither a @atf, subsidiary, nor an associate, with stockhslder
common to the SM Group or under common control.

Below are the nature of the Company’s transactidgtisthe related parties:

Rent
The Company has existing lease agreements foeadfid commercial spaces with related
companies (SM Retail and Banking Groups and otfiidiates).

Management Fees

The Company pays management fees to Shopping Qdateagement Corporation, SM Lifestyle
Entertainment, Inc. and Family Entertainment Center. (affiliates) for the management of the
office and mall premises.

Service Fees
The Company provides manpower and other servicaHiliates.

Dividend Income
The Company’s investment in AFS equity instrumertsertain affiliates earn income upon the
declaration of dividends by the investees.

Cash Placements and Loans
The Company has certain bank accounts and casknpdents that are maintained with BDO and
China Bank (Bank Associates). Such accounts e&eneist based on prevailing market interest
rates (see Notes 7, 8 and 9).

The Company also availed of bank loans and long-tiebt from BDO and China Bank and pays
interest based on prevailing market interest rgges Notes 18 and 20).

Others
The Company, in the normal course of businessputstanding receivables from and payables to
related companies as at reporting period whichuasecured and normally settled in cash.

Compensation of Key Management Personnel

The aggregate compensation and benefits relatiegltmanagement personnel for the nine
months ended September 30, 2014 and 2013 consiBbdfterm employee benefits amounting to
B311 million and B189 million, respectively, grabst-employment benefits (pension benefits)
amounting to B13 million.
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23. Costs and Expenses

This account consists of:

September 30,
2013
September 30, (As restated -
2014 see Note 6)
(Unaudited) (Unaudited)
(In Thousands)
Cost of real estate sold (see Notes 11 and 12) B9,086,176 B9,516,639
Depreciation and amortization (see Notes 15 and 16) 4,937,126 4,422,523
Administrative (see Notes 22 and 25) 4,357,577 3,867,756
Business taxes and licenses 2,380,469 2,055,236
Marketing and selling expenses 2,180,359 2,175,429
Film rentals 1,758,900 1,476,629
Rent (see Note 27) 862,627 788,558
Management fees (see Note 22) 836,559 744,281
Insurance 268,244 277,651
Others 1,013,419 926,650
P27,681,456 B26,251,352
24. Interest Income and Interest Expense
The details of the sources of interest income atetést expense follow:
September 30,
2013
September 30, (As restated -
2014 see Note 6)
(Unaudited) (Unaudited)

Interest income on:

(In Thousands)

Cash and cash equivalents (see Note 7) R184,470 R377,862
Short-term investments (see Note 8) 39,595 33,337
Investments held for trading (see Note 9) 20,375 21,997
Others (see Notes 10 and 14) 37,492 148,844
P281,932 B582,040
Interest expense on:

Long-term debt (see Note 20) R2,662,420 P2,198,676
Loans payable (see Note 18) 198,126 342,648
Others - 38,322
P2,860,546 P2,579,646
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25. Pension Benefits
The Company has funded defined benefit pensiorsgdaering all regular and permanent
employees. The benefits are based on employegig’cped salaries and humber of periods of
service. The latest appraisal valuation repoasiat December 31, 2013.

The following tables summarize the components efptansion plan:

Net Pension Cost (included under “Costs and exgéreeount under “Administrative”)

September 30,
2013
September 30, (As restated - see
2014 Notes 2 and 6)
(Unaudited) (Unaudited)

(In Thousands)

Current service cost B15,102 B9,326
Net interest cost (incorr (2,234) (378)
P12,868 P8,948

Net Pension Asset (included under “Other noncuraseets” account)

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Defined benefit obligation B356,542 B347,082
Fair value of plan assets (525,623) (421,502)
Effect of asset ceiling limit 17,988 7,773
Net pension ass (B151,093) (P66,647)

Net Pension Liability (included under “Other noneunt liabilities” account)

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Defined benefit obligation B12,309 B14,665
Fair value of plan assets (3,498) (3,320)

Net pension liabilit B8,811 P11,345
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The changes in the present value of the definedflierbligation are as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Balance at beginning of period R361,747 P346,052
Actuarial loss (gain) - changes in actuarial

assumptions (19,588) (51,815)
Current service cost 15,102 51,692
Interest cost 5,613 21,479
Benefits paid from assets - (11,103)
Actuarial loss (gain) — experience 5,976 5,976
Transfer to the plan - (80)
Curtailment gain and others — (454)
Balance at end of period P368,850 B361,747

The above present value of defined benefit obligeatire broken down as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)

(In Thousands)
Related to pension asset P356,541 B347,082
Related to pension liability 12,309 14,665
P368,850 B361,747

The changes in the fair value of plan assets af@llas/s:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)

Balance at beginning of period R424,822 R316,399
Contributions 99,398 82,015
Interest income 7,898 23,530
Benefits paid - (11,103)
Remeasurement gains (2,997) 21,508
Transfer to the plan and others — (7,527)

Balance at end of period B529,121 B424,822
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The changes in the fair value of plan assets aieebrdown as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)

(In Thousands)
Related to pension asset B525,623 B421,502
Related to pension liability 3,498 3,320
P529,121 P424,822

The changes in the effect of asset ceiling limét @s follows:
September 30, December 31,

2014 2013
(Unaudited) (Audited)

(In Thousands)
Asset ceiling limit at beginning of period B7,773 R1,577
Remeasurement loss 10,164 6,155
Interest cost 51 41
P17,988 R7,773

The carrying amounts and fair values of the plaetssas at September 30, 2014 and December
31, 2013 are as follows:

September 30, 2014 December 31, 2013
(Unaudited) (Audited)
Carrying Fair Carrying Fair
Amount Value Amount Value
In Thousands)

Cash and cash equivalents B26,473 B26,473 B13,927 B13,927
Investments in:

Debt and other securities 106,646 106,646 77,035 77,035

Common trust funds 186,219 186,219 157,415 157,415

Equity securities 6,245 6,245 6,824 6,824

Government securities 140,496 140,496 162,799 162,799

Other financial assets 2,832 2,832 6,822 6,822

P468,911 P468,911 R424,822 R424,822

The plan assets consist of the following:
= Cash and cash equivalents includes regular sagimgjsime deposits;

= Investments in debt and other securities consishoft-term and long-term corporate loans,
notes and bonds which bear interest ranging fr@8%.to 8.46% and have maturities ranging
from 2014 to 2022;

= Investments in common trust funds pertain to uniestment trust fund;
= Investments in equity securities consist of lisd@d unlisted equity securities;

= Investments in government securities consist @filreeasury bonds which bear interest
ranging from 5.00% to 11.14% and have maturitiegireg from 2014 to 2037; and
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= Other financial assets include accrued interestrirtcon cash deposits and debt securities
held by the Retirement Plan.

Debt and other securities, equity securities anggonent securities have quoted prices in active
market. The remaining plan assets do not have duoéeket prices in active market.

The plan assets have diverse instruments and dwemetany concentration of risk.

The following table summarizes the outstanding ada and transactions of the pension plan
with BDO, an affiliate:

September 30, December 31,

2014 2013
(Unaudited) (Audited)

(In Thousands)
Cash and cash equivalents B9,375 B13,927
Interest income from cash and cash equivalents 96 534
Investments in common trust funds - 157,415
Income from investments in common trust funds 3,697 1,040

The principal assumptions used in determining mensbligations for the Company’s plan are
shown below:

September 30, December 31,

2014 2013

(Unaudited) (Audited)

Discount rate 4.7%—6.4% 4.7%—-6.4%
Future salary increases 3.0%-10.0% 3.0%-10.0%

Remeasurement effects recognized in other compselgeimcome follow:

December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Actuarial gain (R10,615 (B67,347)
Remeasurement loss (excluding amounts
recognized in net interest cost) 10,164 6,155

(B45)) (B61,192)
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The sensitivity analysis below has been determibaexttd on reasonably possible changes of each
significant assumption on the defined benefit dilign as at December 31, 2013 assuming all
other assumptions were held constant:

Increase (Decrease) Increase (Decrease) in
in Basis Points Defined Benefit Obligation
(In Thousands)
Discount rates 50 (BR21,709)
(50) 23,820
Future salary increases 100 44,342
(100) (37,944)

The Company and the pension plan has no specifiching strategies between the pension plan
assets and the defined benefit obligation undepémsion plan.

Shown below is the maturity analysis of the undisted benefit payments as at December 31,
2013:

Year Amount
(In Thousands)
2014 B12,977
2015 10,822
2016-2017 34,313
2018-2022 502,359

The Company expects to contribute about B80 miliwits defined benefit pension plan in 2014.

26. Income Tax

The details of the Company’s deferred tax assetdiabilities are as follows:

September 30, December 31,
2014 2013
(Unaudited) (Audited)

(In Thousands)

Deferred tax assets:

Unrealized foreign exchange loss and others P506,353 R499,975
NOLCO 422,766 122,119
MCIT 200,963 106,243
Provision for doubtful accounts 133,532 134,177
Accrued marketing and rent expenses 51,908 248,574
Deferred rent income 38,980 44,071
Unamortized past service cost 7,894 4,823

1,362,396 1,159,982
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September 30, December 31,

2014 2013
(Unaudited) (Audited)
Deferred tax liabilities:
Undepreciated capitalized interest ,unrealized
foreign exchange gains and others (B1,666,710) (R1,965,537)
Unrealized gross profit on sale of real estate (1,127,003) (310,878)
Pension asset (19,896) (16,483)
Others (84,984) (199,098)
(2,898,593) (2,491,996)
Net deferred tax liabilitie (R1,536,197) (B1,332,014)

The net deferred tax assets and liabilities preskintthe consolidated balance sheets as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Deferred tax assets P888,687 B690,525
Deferred tax liabilities (2,424,884) (2,022,539)

(P1,536,197) (P1,332,014)

As at September 30, 2014 and December 31, 2018cammized deferred tax assets amounted to

B81 million and B93 million, respectively, bulkwhich pertains to NOLCO of the hotels and
convention centers segment.

The reconciliation between the statutory tax raresthe effective tax rates on income before
income tax as shown in the consolidated statenwdritgome follows:

September 30,
2013
September 30,  (As restated -
2014 see Note 6)
(Unaudited) (Unaudited)
Statutory tax rate 30.0% 30.0%
Income tax effects of:
Equity in net earnings of associate (0.2) (0.1)
Availment of income tax holiday (3.7) (4.4)
Interest income subjected to final tax and
dividend income exempt from income tax (0.9) (1.8)
Change in enacted tax rates and others (4.2) (3.9

Effective tax rates 21.0% 19.8%
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27. Lease Agreements

Company as Lessor

The Company’s lease agreements with its mall teramt generally granted for a term of one
year, with the exception of some of the larger témaperating nationally, which are granted
initial lease terms of five years, renewable ormanual basis thereafter. Upon inception of the
lease agreement, tenants are required to payrcart@unts of deposits. Tenants likewise pay
either a fixed monthly rent, which is calculatedrbference to a fixed sum per square meter of
area leased, or pay rent on a percentage renial fadsch comprises of a basic monthly amount
and a percentage of gross sales or a minimum satrgpwhichever is higher.

Also, the Company’s lease agreements with its cortialgoroperty tenants are generally granted
for a term of one year, with the exception of sderants, which are granted initial lease terms of
2 to 20 years, renewable on an annual basis thereddpon inception of the lease agreement,
tenants are required to pay certain amounts ofsispoTenants pay either a fixed monthly rent or
a percentage of sales, depending on the term® dédlse agreements, whichever is higher.

The Company’s future minimum rent receivables i@ moncancellable portions of the operating
commercial property leases follow:

September 30, December 31,

2014 2013
(Unaudited) (Audited)

(In Millions)
Within one year B1,299 B1,277
After one year but not more than five years 5,320 4,427
After more than five years 1,598 1,367
R8,217 R7,071

Consolidated rent income amounted to B26,442anibind B23,668 million for the nine months
ended September 30, 2014 and 2013, respectively.

Company as Lessee

The Company also leases certain parcels of landerdane of their malls are situated or
constructed. The terms of the lease are for pgniadging from 15 to 50 years, renewable for the
same period under the same terms and conditioastaRpayments are generally computed based
on a certain percentage of the gross rental inammaecertain fixed amount, whichever is higher.

Also, the Company has various operating lease ctmmnis with third party and related parties.
The noncancellable periods of the lease range 2¢on30 years, mostly containing renewal
options. Several lease contracts provide for tarent of additional rental based on certain
percentage of sales of the tenants.
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The Company’s future minimum lease payables uridenbncancellable operating leases
follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)

(In Millions)
Within one year R810 B735
After one year but not more than five years 3,405 3,261
After five years 26,890 27,330
Balance at end of period P31,105 B31,326

Consolidated rent expense included under “Costeapdnses” account in the consolidated
statements of income amounted to B863 millionRA8O million for the nine months ended
September 30, 2014 and 2013, respectively (see2®te

28.

Financial Risk Management Objectives and Policies

The Company’s principal financial instruments, otthen derivatives, comprise of cash and cash
equivalents, short-term investments, investmentsfoe trading, accrued interest and other
receivables, AFS investments and bank loans. Tdie purpose of these financial instruments is
to finance the Company’s operations. The Compasydther financial assets and liabilities such
as trade receivables and trade payables, whioh dirisctly from its operations.

The Company also enters into derivative transastiprincipally, cross currency swaps, interest
rate swaps, foreign currency call options, nonweedible forwards and foreign currency range
options. The purpose is to manage the interestarad foreign currency risks arising from the
Company’s operations and its sources of finanae Ksste 29).

The main risks arising from the Company'’s finanaiatruments are interest rate risk, foreign
currency risk, liquidity risk, credit risk and etpprice risk. The Company’s BOD and
management review and agree policies for managioly ef these risks and they are summarized
in the following tables.
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Interest Rate Risk

The Company’s exposure to interest rate risk relptamarily to its financial instruments with
floating interest and/or fixed interest rates. déixate financial instruments are subject to fair
value interest rate risk while floating rate fineddnstruments are subject to cash flow interest
rate risk. Re-pricing of floating rate financiaktruments is done every three to six months.
Interest on fixed rate financial instruments isfbauntil maturity of the instrument. The details o
financial instruments that are exposed to cash fflggrest rate risk are disclosed in Notes 7, 9, 13
and 20.

The Company’s policy is to manage its interest osstg a mix of fixed and floating rate debts.
To manage this mix in a cost-efficient mannerntiees into interest rate swaps, in which the
Company agrees to exchange, at specified intetvedsjifference between fixed and floating rate
interest amounts calculated by reference to aredgupon notional principal amount. These
swaps are designated to economically hedge undgrtiébt obligations. As at September 30,
2014 and December 31, 2013, after taking into autcthe effect of interest rate swaps,
approximately 65% and 64%, respectively, of itgld@rm borrowings excluding China yuan
renminbi-denominated loans are at a fixed rat@tairest (see Note 29).



Interest Rate Risk

-74 -

The following tables set out the carrying amouwtpiaturity, of the Company’s long-term financialbilities that are exposed to interest rate risétas
September 30, 2014 and December 31, 2013:

September 30, 2014

(Unaudited)
Unamortized
Debt Issuance
1-<2 Years 2-<3 Years 3-<4 Years 4-<5 Years 5-<6afs >6 Years Total Costs  Carrying Value
(In Thousands)

Fixed Rate
Philippine peso-denominated

corporate notes 218,000 B976,200 B16,200 P16,200 P16,200 P8,895,000 9,937,800 (B51,607) P9,886,193
Interest rate 5.57%-6.65% 5.57%-6.65% 5.57%-6.65% 5.57%-6.65% 5786-6.65% 5.57%-6.65%
Philippine peso-denominated

fixed rate notes P— B2,073,600 B5,463,600 B2,060,100 P9,559,900 P7,432,600 26,589,800 (110,725) 26,479,075
Interest rate 4.72%-6.81% 4.32%-6.81% 4.00%-6.81% 4.77%-6.81% 88%-6.81%
Philippine peso-denominated fixed

rate retail bonds =2 B— B— B— B— 20,000,000 20,000,000 (172,606) 19,827,394
Interest rate 5.10%-5.74%
Other bank loans B 993,300 B333,850 B1,200,000 B412,500 P— P412,500 3,352,150 (2,907) 3,349,243
Interest rate 5.00%-5.69% 5.00% 9.75% 4.50% 5.07%-5.10%
Floating Rate
U.S. dollar-denominated

five-year term loans $- $- $270,000 $- $500,000 $210,000 43,977,500 (695,363) 43,282,137
Interest rate LIBOR + spread LIBOR + spread
U.S. dollar-denominated bilateral

loans $- $50,000 $- $50,000 $- $- 4,487,500 (44,027) 4,443,473
Interest rate LIBOR + spread LIBOR + spread
Other U.S. dollar loans $— $- $- $- $25,000 $- 1,121,875 (4,764) 1,117,111
Interest rate LIBOR + spread
Philippine peso-denominated

corporate notes B50,000 B4,800,000 P— B— P— P— 4,850,000 ((1%28 4,837,286
Interest rate PDST-F+margin% PDST-F+margin%
Philippine peso-denominated

floating rate notes P— BR96,500 B4,846,500 B3,514,000 10,000 230)10) 9,407,000 (38,960) 9,368,040
Interest rate PDST-F+margin% PDST-F+margin% PDST-F+margin% PDST-++margin% PDST-F+margin%
Philippine peso-denominated

five-year bilateral loans B— B— B500,000 =5 B— B— 500,000 (1,169) 498,831
Interest rate PDST-F+margin%
Other bank loans B 3,000,000 P2,785,280 P— P— B- B- 5,785,280 (2,502) 5,782,778
Interest rate PDST-F+margin% PDST-F+margin%

P130,008,905 (1,137,344) P128,871,561
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December 31, 2013 (Audited)

Unamortized
Debt Issuance
1-<2 Years 2-<3 Years 3-<4 Years 4-<5 Years 5-<ér¥e >6 Years Total Costs Carrying Value
(In Thousands)

Fixed Rate
Philippine peso-denominated

corporate notes R18,000 B968,000 B8,000 R8,000 R8,000 R10,036,000 ,0B4,000 (R65,512) BP10,980,488
Interest rate 5.79%-6.65% 5.79%-6.65% 6.65% 6.65% .65% 5.57%-10.11%
Philippine peso-denominated

fixed rate notes R81,800 B2,219,400 P5,409,800 =1,928,300 R9,568,100 B7,391,600 26,596,000 9283, 26,462,072
Interest rate 5.86%-8.27% 4.72%-8.27% 4.32%-6.81% .00%-6.81% 4.77%-6.81% 5.88%-6.81%
Other bank loans P1,381,750 P218,250 P1,200,000 B— B- P— 2,800,000 (3,932) 2,796,068
Interest rate 5.00%-5.69% 5.00% 9.75%
Floating Rate
U.S. dollar-denominated

five-year term loans $— $- $270,000 $— $500,000 $— 34,184,150 (614,882) 33,569,268
Interest rate LIBOR + spread LIBOR + spread
U.S. dollar-denominated bilateral

loans $— $- $- $- $25,000 $— 1,109,875 (5,994) 1,103,881
Interest rate LIBOR + spread
Other U.S. dollar loans $- $50,000 $— $50,000 $— $— 4,439,500 (55,869) 4,383,631
Interest rate LIBOR + spread LIBOR + spread
Philippine peso-denominated

corporate notes B50,000 P4,800,000 B- P— P— - B 4,850,000 (17,906) 4,832,094
Interest rate PDST-F+margin% PDST-F+margin%
Philippine peso-denominated

floating rate notes R96,500 B96,500 P4,846,500 =3,514,000 R10,000 B940,000 9,503,500 (49,722) 4539778
Interest rate PDST-F+margin% PDST-F+margin% PDS&rgin% PDST-F+margin% PDST-F+margin% PDST-F+ma&fgin
Philippine peso-denominated

five-year bilateral loans B- B— B500,000 B— B— B— 500,000 (1,547) 498,453
Interest rate PDST-F+margin%
Other bank loans B3,008,180 P2,785,280 P— B- - B P— 5,793,460 (7,801) 5,785,659
Interest rate PDST-F+margin% PDST-F+margin%
China yuan renminbi-denominated

loans ¥375,168 ¥60,900 ¥— ¥— ¥— ¥— 3,197,598 - 7398
Interest rate 5.76%-6.20% 5.76%

B104,020,083

(R957,093) P103,062,990
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Interest Rate Risk Sensitivity Analysithe following table demonstrates the sensitivitato
reasonably possible change in interest rates,allithther variables held constant of the
Company’s income before income tax. The impadhenCompany’s equity, due to changes in
fair value of AFS investments, is immaterial.

Increase (Decrease) Effect on Income
in Basis Points Before Income Tax
(In Thousands)
September 30, 2014 100 (B83,747)
(Unadited) 50 (41,874)
(100) 83,747
(50) 41,874
December 31, 2013
(Audited) 100 (R108,914)
50 (54,457)
(100) 108,914
(50) 54,457

Fixed rate debts, although subject to fair valderest rate risk, are not included in the sensjtivi
analysis as these are carried at amortized costs.assumed movement in basis points for
interest rate sensitivity analysis is based oneruly observable market environment, showing a
significantly higher volatility as in prior years.

Foreign Currency Risk
Foreign currency risk is the risk that the fairugabr future cash flows of a financial instrument
will fluctuate because of changes in foreign exgearates.

The Company’s exposure to foreign currency risgesimainly from its significant investments
and debt issuances which are denominated in Ularglo To manage its foreign exchange risk,
stabilize cash flows and improve investment anth éasv planning, the Company enters into
foreign currency swap contracts, cross-currencypsw@reign currency call options,
non-deliverable forwards and foreign currency raoggons aimed at reducing and/or managing
the adverse impact of changes in foreign exchaaigs ion financial performance and cash flow.

The Company’s foreign currency-denominated monetasgts and liabilities amounted to
B34,049 million (US$759 million) and B34,431 ioitl (US$767 million), respectively, as at
September 30, 2014, and B24,463 million (US$5301om) and B24,586 million (US$554
million), respectively, as at December 31, 2013.

In translating the foreign currency-denominated atary assets and liabilities to peso amounts,
the exchange rates used were R44.875 to US$1d0B4h40 to US$1.00, the Philippine peso to
U.S. dollar exchange rate as at September 30, @0dDecember 31, 2013, respectively.

Foreign Currency Risk Sensitivity AnalysiBhe following table demonstrates the sensititaty
reasonably possible change in U.S. dollar to Rtiilip peso exchange rate, with all other variables
held constant, of the Company’s income before iretan (due to changes in the fair value of
monetary assets and liabilities, including the iotd derivative instruments). There is no impact
on the Company’s equity.
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Appreciation (Depreciation) of B Effect on IncoBefore Tax
(In Thousands)

September 30,
2014 1.50 B3,190
(Unaudited) 1.00 2,127
(1.50) (3,190)
(1.00) (2,127)
December 31, 2013
(Audited) 1.50 B1,043
1.00 696
(1.50) (1,043)
(1.00) (696)

Liquidity Risk

Liquidity risk arises from the possibility that t@®@mpany may encounter difficulties in raising
funds to meet commitments from financial instrursemtthat a market for derivatives may not
exist in some circumstance.

The Company seeks to manage its liquidity problbé able to finance capital expenditures and
service maturing debts. To cover its financinguisgments, the Company intends to use
internally generated funds and proceeds from dedeguity issues and sales of certain assets.

As part of its liquidity risk management prograie Company regularly evaluates its projected
and actual cash flow information and continuousigesses conditions in the financial markets for
opportunities to pursue fund-raising initiativeBhese initiatives may include bank loans, export
credit agency-guaranteed facilities and debt cbgitd equity market issues.

The Company’s financial assets, which have massrivf less than 12 months and used to meet its
short-term liquidity needs, include cash and caghlvalents, short-term investments and
investments held for trading amounting to B35 8tllion, nil and B967 million, respectively, as

at September 30, 2014, and B27,142 million, B8#&N and B1,151 million, respectively, as at
December 31, 2013 (see Notes 7, 8 and 9). The &wyrgdso has readily available credit facility
with banks and affiliates to meet its long-ternaficial liabilities.

The tables below summarize the maturity profiléhef Company’s financial liabilities based on
the contractual undiscounted payments as at Septe30b2014 and December 31, 2013:

September 30, 2014 (Unaudited)

More than
On Demand Less than 1 Year 2to 5 Years 5 Years Total
(In Thousands)

Loans payable P— P2,770,000 B— B— B2,770,000
Accounts payable and other

current liabilities* 2,312,496 49,606,352 - - 51,918,848
Long-term debt (including

current portion) - 11,200,496 88,977,942 50,315,728 150,494,166
Derivative liabilities - - 110,585 - 110,585
Liability for purchased land - net

of current portion - - 1,402,187 - 1,402,187
Tenants’ deposits - 47,394 10,969,172 131,394 11,147,960
Other noncurrent liabilities** 2,909,694 — 2,909,694

P2,312,496 P63,624,242 P104,369,580 P50,447,122P220,753,440




-78 -

December 31, 2013 (Audited)

More than
On Demand Lessthan 1 Year 2105 Years 5 Years Total
(In Thousands)
Loans payable B— B3,250,000 B— B— B3,250,000
Accounts payable and other
current liabilities* 6,818,290 37,117,032 - - 15B22
Long-term debt (including
current portion) - 9,321,766 94,038,282 9,552,723 12,912,771
Derivative liabilities - - 159,974 - 159,974
Liability for purchased land - net
of current portion - - 1,117,809 - 1,117,809
Tenants’ deposits - - 10,082,397 166,395 10,248,792
Other noncurrent liabilities** — — 2,786,666 — 267866
B6,818,290 B49,688,798 B108,185,128 B9,719,118R174,411,334

* Excluding nonfinancial liabilities amounting t2@®48 million and P1,363 million as at SeptemB8r 2014 and December 31,
2013, respectively.

** Excluding nonfinancial liabilities amounting 8578 million and B469 million as at September 2014 and December 31, 2013,
respectively.

Credit Risk

The Company trades only with recognized, creditimorelated and third parties. Itis the
Company’s policy that all customers who wish ta@é&®&n credit terms are subject to credit
verification procedures. In addition, receivabédamces are monitored on a regular basis which
aims to reduce the Company’s exposure to bad debtsninimum level. Given the Company’s
diverse base of customers, it is not exposed ¢ laoncentrations of credit risk.

With respect to credit risk arising from the otfieancial assets of the Company, which comprise
of cash and cash equivalents, short-term invessnamnestments held for trading, AFS
investments and certain derivative instrumentsQbmpany’s exposure to credit risk arises from
default of the counterparty, with a maximum expesegjual to the carrying amounts of these
instruments. The fair values of these instrumargsdisclosed in Note 29.

Since the Company trades only with recognizededland third parties, generally there is no
requirement for collateral except for “Receivalylanf sale of real estate” which has minimal
credit risk and is effectively collateralized bygpective unit sold since title to the real estate
properties are not transferred to the buyers tuitipayment is made. The Company has no other
significant terms and conditions associated withubke of collateral.

As at September 30, 2014 and December 31, 2018ntheial assets, except for certain
receivables, are generally viewed by managemegoad and collectible considering the credit
history of the counterparties (see Note 10). Bastor impaired financial assets are very minimal
in relation to the Company'’s consolidated totahfinial assets.

Credit Quality of Financial AssetsThe credit quality of financial assets is managgthie
Company using high quality and standard qualitineesnal credit ratings.

High Quality. Pertains to counterparty who is not expectethbyCompany to default in settling
its obligations, thus credit risk exposure is miaimThis normally includes large prime financial
institutions, companies and government agencies.

Standard Quality Other financial assets not belonging to highliguinancial assets are
included in this category.
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As at September 30, 2014 and December 31, 2013 ¢ké quality of the Company’s financial

assets is as follows:

September 30, 2014 (Unaudited)

Neither Past Due nor Impaired Past Due
High Standard but not
Quality Quality Impaired Total
(In Thousands)

Loans and Receivables
Cash and cash equivalents* B35,306,169 P- P- P35,306,169
Short-term investments - - - -
Receivables** 16,681,362 6,413,995 7,421,219 30,516,576
Cash in escroyincluded under “Prepaid expen

and other current assets”) 628,851 - - 628,851
Real estate receivable - noncurrent (included under

“Other noncurrent assets”) - 9,275,758 - 9,275,758
Bonds and deposits (included under "Other

noncurrent assets”) - 71,779 - 71,779
Financial Assets at FVPL
Investments held for trading -

Bonds and shares 966,695 - - 966,695
Derivative assets 1,700,903 - - 1,700,903
AFS Investments
Shares of stocks and corporate notes 29,714,980 3,517 — 29,718,497

P84,998,960 PB15,765,049 B7,421,219 P108,185,228

* Excluding cash on hand amounting to B54 million
** Excluding nonfinancial assets amounting to B®dlion

December 31, 2013 (Audited)

Neither Past Due nor Impaired Past Due
High Standard but not
Quality Quality Impaired Total
(In Thousands)

Loans and Receivables

Cash and cash equivalents* B27,076,823 B- B- B27,076,823
Short-term investments 887,900 - - 887,900
Receivables** 13,612,072 8,798,104 4,772,733 27,182,909
Cash in escroyincluded under “Prepaid expen

and other current assets”) 439,119 - - 439,119
Real estate receivable - noncurrent (included under

“Other noncurrent assets”) - 10,277,336 - 10,277,336
Bonds and deposits (included under "Other

noncurrent assets”) - 20,410 - 20,410
Financial Assets at FVPL
Investments held for trading -

Bonds and shares 1,151,464 - - 1,151,464
Derivative assets 1,778,810 - - 1,778,810
AFS Investments
Shares of stocks and corporate notes 23,303,431 65,643 - 23,369,074

P68,249,619 P19,161,493 B4,772,733 B92,183,845

* Excluding cash on hand amounting to B65 million
** Excluding nonfinancial assets amounting to BRlion
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Equity Price Risk

The Company’s exposure to equity price pertairitstmvestments in quoted equity shares which
are classified as AFS investments in the cons@dibalance sheets. Equity price risk arises from
the changes in the levels of equity indices and/ttiee of individual stocks traded in the stock
exchange.

As a policy, management monitors the equity seesrih its investment portfolio based on
market expectations. Material equity investmerithiwthe portfolio are managed on an
individual basis and all buy and sell decisionsagrproved by management.

The effect on equity after income tax (as a resiutthange in fair value of AFS investments as at
September 30, 2014 and December 31, 2013) dupdesible change in equity indices, based on
historical trend of PSE index, with all other véatizs held constant is as follows:

September 30, 2014 (Unaudited)
Effect on Equity

Change in Equity Price After Income Tax
(In Millions)
AFS investments +9% P2,816
-9% (2,816)

December 31, 2013 (Audited)
Effect on Equity

Change in Equity Price After Income Tax
(In Millions)
AFS investments +9% B1,765
-9% (1,765)

Capital Management
Capital includes equity attributable to the owrarthe Parent.

The primary objective of the Company'’s capital ngeraent is to ensure that it maintains a strong
credit rating and healthy capital ratios in ordestipport its business and maximize shareholder
value.

The Company manages its capital structure and najastments to it, in the light of changes in
economic conditions. To maintain or adjust thatehptructure, the Company may adjust the
dividend payment to shareholders, pay-off existiefts, return capital to shareholders or issue
new shares.

The Company monitors capital using gearing ratioictv is interest-bearing debt divided by total
capital plus interest-bearing debt and net intdvesting debt divided by total capital plus net
interest-bearing debt. Interest-bearing debt ohetuall short-term and long-term debt while net
interest-bearing debt includes all short-term amdjfterm debt net of cash and cash equivalents,
short-term investments, investments held for trgdind current portion of AFS investments.
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As at Se7ptember 30, 2014 and December 31, 204 & dimpany’s gearing ratios are as follows:

Interest-bearing Debt to Total Capital plus Intelssaring Debt

September 30 December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Loans payable B2,770,000 B3,250,000
Current portion of long-term debt 7,358,730 7,387,260
Long-term debt - net of current portion 121,512,831 95,675,730
Total interest-bearing debt (a) 131,641,561 106,312,990
Total equity attributable to equity holders
of the parent 177,217,714 163,266,540
Total interest-bearing debt and equity attributdble
equity holders of the parent (b) P308,859,275 P269,579,530
Gearing ratio (a/b) 43% 39%

Net Interest-bearing Debt to Total Capital plus Métrest-bearing Debt

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Loans payable B2,770,000 B3,250,000
Current portion of long-term debt 7,358,730 7,387,260
Long-term debt - net of current portion 121,512,831 95,675,730

Less cash and cash equivalents, short-term
investments and investments held for trading (36,327,428) (29,180,870)

Total net interest-bearing debt (a) 95,314,133 77,132,120
Total equity attributable to equity holders of the
parent 177,217,714 163,266,540

Total net interest-bearing debt and equity
attributable to equity holders of the parent (b) PB272,531,847 P240,398,660

Gearing ratio (a/b) 35% 32%
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29. Financial Instruments

Fair Values

The following table sets forth the carrying valaesl estimated fair values of financial assets and

liabilities, by category and by class, other thamse whose carrying values are reasonable

approximations of fair values:

September 30, 2014

December 31, 2013

(Unaudited) (Audited)
Carrying Value Fair Value Carrying Value Fair Value
(In Thousands)
Financial Assets
Financial assets at FVPL:
Investments held for trading B966,695 B966,695 B1,151,464 B1,151,464
Derivative assets 1,700,903 1,700,903 1,778,810 1,778,810
2,667,598 2,667,598 2,930,274 2,930,274
Loans and receivables -
Noncurrent portion of receivable
from sale of real estate 9,275,758 9,433,802 10,277,336 9,393,239
AFS investments -
Listed shares of stocks 29,714,980 29,714,980 23,360,756 23,360,756
P41,658,336 P41,816,380 P36,568,366 P35,684,269
Financial Liabilities
Financial liabilities at FVPL -
Derivative liabilities B110,585 B110,585 B159,974 B159,974
Other financial liabilities:
Liability for purchased land - net
of current portion 1,402,187 1,370,971 1,117,809 1,090,824
Long-term debt - net of current portion 121,512,831 124,040,482 95,675,730 96,254,926
Tenants’ deposits 11,147,960 10,883,479 10,248,792 9,874,345
Other noncurrent liabilities* 2,909,694 2,835,139 2,786,666 2,679,120
136,972,672 139,130,071 109,828,997 109,899,215

P137,083,257 P139,240,656

P109,988,971

P110,059,189

*Excluding nonfinancial liabilities amounting to5#8 million and B469 million as at September 3012 and December 31, 2013,

respectively.

The following methods and assumptions were usegdtimate the fair value of each class of
financial instrument for which it is practicabledstimate such value:

Investments Held for Tradinglhe fair values are based on the quoted markesgtgof the

instruments.

Derivative InstrumentsThe fair values are based on quotes obtained damterparties.

Noncurrent Portion of Receivable from Sale of Hesihte. The estimated fair value of the

noncurrent portion of receivables from real eshatgers is based on the discounted value of future

cash flows using the prevailing interest ratesalassof the Company’s accounts receivable.

Average discount rates used is 4.9% to 5.5% and$% September 30, 2014 and December 31,

2013, respectively.

AFS InvestmentsThe fair value of investments that are activedgled in organized financial
markets is determined by reference to quoted maikigrices at the close of business.
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Long-term Debt.Fair value is based on the following:

Debt Type Fair Value Assumptions

Fixed Rate Loans Estimated fair value is basederdiscounted value of future
cash flows using the applicable rates for simiypes of loans.
Discount rates used range from 2.43% to 5.31% &3f@P4d to
4.76% as at September 30, 2014 and December 33, 201
respectively.

Variable Rate Loans For variable rate loans thatriee every three months, the
carrying value approximates the fair value becafisecent and
regular repricing based on current market rates. variable rat
loans that re-price every six months, the fair gdatudetermined
by discounting the principal amount plus the neierest
payment amount using the prevailing market ratéHerperiod
up to the next repricing date. Discount rates weasl 1.36% to
2.0% and 1.7% to 1.96% as at September 30, 2014 and
December 31, 2013, respectively.

Tenants’ Deposits, Liability for Purchased Land abtther Noncurrent Liabilities The estimated

fair value is based on the discounted value ofrutash flows using the applicable rates. The
discount rates used range from 2.69% to 5.22% &8%d.to 3.52% as at September 30, 2014 and
December 31, 2013, respectively.

The Company assessed that the carrying valuesbfazad cash equivalents, short-term
investments, receivables, cash in escrow, bankslaad accounts payable and other current
liabilities approximate their fair values due te tkhort-term nature and maturities of these
financial instruments. For AFS investments reldtednlisted equity securities, these are carried
at cost less allowance for impairment loss sineegtlare no quoted prices and due to the
unpredictable nature of future cash flows and lafckuitable methods for arriving at reliable fair
value.

As at September 30, 2014 and December 31, 201&dhwany has no financial instruments
measured at fair values using inputs that are as¢db on observable market data (Level 3).

There were no financial instruments subject tor#foreeable master netting arrangement that
were not set-off in the consolidated balance sheets

Fair Value Hierarchy
The Company uses the following hierarchy for determg and disclosing the fair value of
financial instruments by valuation technique:

Level 1: Quoted prices in active markets for idesdtassets or liabilities, except for related
embedded derivatives which are either classifieldeag! 2 or 3;

Level 2: Those measured using inputs other thategyarices included in Level 1 that are
observable for the asset or liability, either dilye¢as prices) or indirectly (derived from
prices); and,

Level 3: Those with inputs for the asset or lidpithat are not based on observable market data
(unobservable inputs).
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The following tables show the fair value hierarafiyCompany’s financial instruments as at

December 31:

September 30, 2014 (Unaudited)

Level 1 Level 2 Level 3
(In Thousands)
Financial Assets
Financial assets at FVPL:
Investments held-for-trading:
Bonds B306,499 B— B-
Shares 660,196 - -
Derivative assets - 1,700,903 -
966,695 1,700,903 -
Loans and receivables -
Noncurrent portion of receivable from
sale of real estate - - 9,433,802
AFS investments -
Shares of stocks 29,714,980 — —
B30,681,675 B1,700,903 P9,433,802
Financial Liabilities
Financial liabilities at FVPL -
Derivative liabilities B— B110,585 B—
Other financial liabilities:
Liability for purchased land - net of
current portion - - 1,370,971
Long-term debt - net of current portion - - 124,040,482
Tenants’ deposits - - 10,883,479
Other noncurrent liabilities* — — 2,835,139
- — 139,130,071
= P110,585 PB139,130,071

*Excluding nonfinancial liabilities amounting to5#8 million as at September 30, 2014.

December 31, 2013

(Audited)
Level 1 Level 2 Level 3
(In Thousands)
Financial Assets
Financial assets at FVPL:
Investments held-for-trading:
Bonds B459,754 B— B—
Shares 691,710 - -
Derivative assets - 1,778,810 -
1,151,464 1,778,810 -
Loans and receivables -
Noncurrent portion of receivable from
sale of real estate - - 9,393,239
AFS investments -
Shares of stocks 23,360,756 — -
B24,512,220 B1,778,810 B9,393,239




-85 -

Financial Liabilities
Financial liabilities at FVPL -

Derivative liabilities B— B159,974 B—
Other financial liabilities:

Liability for purchased land - net of

current portion - - 1,090,824
Long-term debt - net of current portion - - 96,224
Tenants’ deposits - - 9,874,345
Other noncurrent liabilities* — - 2,679,120

— — 109,899,215
B— B159,974 PR109,899,215

*Excluding nonfinancial liabilities amounting to489 million as at December 31, 2013.

During the periods ended September 30, 2014 andrbleer 31, 2013, there were no transfers
between Level 1 and Level 2 fair value measuremmmisno transfers into and out of Level 3 fair
value measurements.

Derivative Financial Instruments

To address the Company’s exposure to market risktfanges in interest rates arising primarily
from its long-term floating rate debt obligationgdao manage its foreign currency risk, the
Company entered into various derivative transastgrch as interest rate swaps, cross-currency
swaps, non-deliverable forwards and non-deliverabieency swaps.

Derivative Financial Instruments Accounted for @&siCFlow Hedges

Cross Currency Swapdn 2013, SMPH entered into cross-currency swaipstctions to hedge
both the foreign currency and interest rate expassan its U.S. dollar-denominated five-year term
syndicated loans (the hedged loans) obtained amdpa29, 2013 and April 16, 2013

(see Note 20). Details of the hedged loans afellasvs:

Outstanding Principal Balance Interest Rate MatDiye
(In Thousands)
Unsecured loan US$200,000 B8,975,000 6-month B®RI + 1.70% January 29, 2018
Unsecured loan 150,000 6,731,250 6-month US LIBAR7®% March 23, 2018

The table below provides the details of SMPH'’s t@untding cross-currency swaps as at September
30, 2014:

Notional Amounts Receive Pay USS$:P Rate Maturity
(In Thousands)
Floating-to-Fixed US$150,000 PB6,100,500 6M U.S. LIBOR + 170 bps 3.70% 40.67 January 29, 2018
Floating-to-Fixed 50,000 2,033,500 6M U.S. LIBOR + 170 bps 3.70% 40.67 January 29, 2018
Floating-toFixed 50,000 2,055,000 6M U.S. LIBOR + 170 bps 3.90% 41.10 March 23, 2018
Floating-toFixed 50,000 2,055,000 6M U.S. LIBOR + 170 bps 3.90% 41.10 March 23,2018
Floating-toFixed 50,000 2,055,000 6M U.S. LIBOR + 170 bps 3.90% 41.10 March 23, 2018

Under the floating-to-fixed cross-currency swapgdPsl effectively converted its US dollar-
denominated loan into a Philippine peso-denominktaa when, at inception, it agreed to swap
US dollar principal equal to the face amount oflthan for its agreed Philippine peso equivalent
(8,134 million and B6,165 million) with the caerparty banks and to exchange, at maturity
date, the principal amount originally swapped. @bseement also requires SMPH to pay fixed
interest at the Philippine peso notional amountracdives floating interest on the US$ notional
amount, on a semi-annual basis, simultaneous héhnterest payments on the term loan facility.
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Hedge Effectiveness Results

As the terms of the swaps have been negotiatedtchnthe terms of the hedged loan, the hedges
were assessed to be highly effective. The fauwevalf the outstanding cross-currency swaps
amounting to B1,646 million gain and B1,668 millas at September 30, 2014 and December 31,
2013, respectively, was taken to equity under atberprehensive income. No ineffectiveness
was recognized in the consolidated statement ohecfor the nine months ended September 30,
2014. Foreign currency translation loss arisiogrfithe hedged loan amounting to B1,407 million
in 2014 and B940 million in 2013 was recognizethaconsolidated statement of income. A
foreign exchange gain equivalent to the same amweastrecycled from equity to the consolidated
statement of income during the same year.

Derivative Financial Instruments not AccounteddsrHedges
The table below shows information on the Compainterest rate swaps presented by maturity
profile.

September 30, 2014 (Unaudited)

<1 Year >1-<2 Years >2-<5 Years
Floating-Fixed
Outstanding notional amount $145,000,000 $- $-
Receive-floating rate 6 months LIBOR+margin%
Pay-fixed rate 2.91%-3.28%
Outstanding notional amount $30,000,000 $30,000,000 $-
Receive-floating rate 6 months LIBOR+margin% 6 months LIBOR+margin%
Pay-fixed rate 3.18% 3.18%
Outstanding notional amount $20,000,000 $- $—
Receive-floating rate 6 months LIBOR+margin%
Pay-fixed rate 3.53%
Outstanding notional amount B174,720,000 B- $—
Receive-floating rate 3MPDST-F
Pay-fixed rate 3.65%
Outstanding notional amount B174,720,000 B- $—
Receive-floating rate 3MPDST-F+margin%
Pay-fixed rate 4.95%
Fixed-Floating
Outstanding notional amount B960,000,000 B— $-
Receive-fixed rate 5.44%
Pay-floating rate 3MPDST-F
Outstanding notional amount B960,000,000 B— $-
Receive-fixed rate 7.36%

Pay-floating rate 3MPDST-F+margin%
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December 31, 2013 (Audited)

<1 Year >1-<2 Years >2-<5 Years
Floating-Fixed
Outstanding notional amount $145,000,000 $145,@@0,0 $-
Receive-floating rate 6 months LIBOR+margin% 6 rheritIBOR+margin%
Pay-fixed rate 2.91%-3.28% 2.91%-3.28%
Outstanding notional amount $30,000,000 $30,000,000 $-
Receive-floating rate 6 months LIBOR+margin% 6 rheritIBOR+margin%
Pay-fixed rate 3.18% 3.18%
Outstanding notional amount $20,000,000 $- $-
Receive-floating rate 6 months LIBOR+margin%
Pay-fixed rate 3.53%
Outstanding notional amount B174,720,000 B1740020 $-
Receive-floating rate 3MPDST-F 3MPDST-F
Pay-fixed rate 3.65% 3.65%
Outstanding notional amount B174,720,000 B1740020 $-
Receive-floating rate 3MPDST-F+margin% 3MPDST-F+gmafo
Pay-fixed rate 4.95% 4.95%
Fixed-Floating
Outstanding notional amount B960,000,000 B9500000 $-
Receive-fixed rate 5.44% 5.44%
Pay-floating rate 3MPDST-F 3MPDST-F
Outstanding notional amount R960,000,000 B9500000 $-
Receive-fixed rate 7.36% 7.36%

Pay-floating rate

3MPDST-F+margin%

3MPDST-F+margin%

Interest Rate Swapdn 2013, SMPH entered into two floating to fixedIipine peso interest
rate swap agreements with a notional amount obRillion each to offset the cash flows of the
two fixed to floating Philippine peso interest rateaps entered in 2010 to reflect SMPH'’s partial
prepayment of the underlying Philippine peso Iae(Note 20). As at September 30, 2014 and
December 31, 2013, these interest rate swaps lemative fair value of B4 million and B9

million, respectively.

In 2011, the SMPH entered into floating to fixed$JSterest rate swap agreements with
aggregate notional amount of US$145 million. Urnttleragreements, SMPH effectively converts
the floating rate U.S. dollar-denominated term loda fixed rate loan with semi-annual payment
intervals up to March 21, 2015 (see Note 20). *Saptember 30, 2014 and December 31, 2013,
the floating to fixed interest rate swaps have egagtre negative fair value of B73 million and R114

million, respectively.

SMPH also entered into US$ interest rate swap agreewith notional amount of US$20 million
in 2011. Under the agreement, SMPH effectivelyveots the floating rate U.S. dollar-
denominated five-year bilateral unsecured loanfired rate loan with semi-annual payment
intervals up to November 30, 2014 (see Note 20y.at*September 30, 2014 and December 31,
2013, the floating to fixed interest rate swap megative fair value of B5 million and B10 milljon

respectively.
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In 2010, the SMPH entered into the following instreate swap agreements:

= A USS$ interest rate swap agreement with nominaltarnof US$30 million. Under the
agreement, SMPH effectively converts the floatiaig 1U.S. dollar-denominated five-year
bilateral unsecured loan into fixed rate loan vegéimi-annual payment intervals up to
November 30, 2015 (see Note 20). As at Septenthye2®@L4 and December 31, 2013, the
floating to fixed interest rate swap has a negdawevalue of B28 million and B36 million,
respectively

= Two Philippine peso interest rate swap agreemeitisnetional amount of B1,000 million
each, with amortization of B10 million every aremsary. The consolidated net cash flows of
the two swaps effectively converts the Philippies@denominated five-year inverse floating
rate notes into floating rate notes with quartpdyment intervals up to June 2015 (see
Note 20). As at September 30, 2014 and Decemh&203B, these interest rate swaps have
positive fair value of B54 million and B110 naHi, respectively.

In 2009, SMPH entered into US$ interest rate svggpaanents with an aggregate notional amount
of US$25 million. Under these agreements, SMPHEatffely converts the floating rate US
dollar-denominated five-year bilateral loan inteefil rate loan with semi-annual payment intervals
up to November 2013 (see Note 20). Fair value gbsifrom the matured swap recognized in the
consolidated statements of income amounted ton@liGn gain in 2013

Non-deliverable Currency Forwards and Swaps2014 and 2013, the SMPH entered into sell B
and buy US$ currency forward contracts. It alserl into sell US$ and buy B currency forward
and swap contracts with the same aggregate notionalint. Net fair value changes from the
settled currency forward and swap contracts rezeghin the consolidated statements of income
amounted to B11 million gain in 2014 and B14ianligain in 2013.

Fair Value Changes on Derivatives
The net movements in fair value of all derivatimstruments are as follows:

September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Balance at beginning of period P1,618,836 (P134,351)
Net changes in fair value during the (277,352) 1,670,214
Fair value of settled derivatives 248,834 82,973
Balance at end of period B1,590,318 P1,618,836

In 2014, the net changes in fair value amounting2@7 million include net interest paid on
interest rate swap and cross currency swap costaawbunting to B260 million, which is charged
against “Interest expense” account in the constatlatatements of income, net mark-to-market
loss on derivative instruments accounted for ab Blas/ hedges amounting to B21 million, which
is included under “Net fair value changes on césiv hedges” account in equity, and net mark-
to-market gain on derivative instruments not desigd as hedges amounting to

B4 million, which is included under “Others - naticount in the consolidated statements of
income.

In 2013, the net changes in fair value amounting@70 million include net interest paid on
interest rate swap and cross currency swap costaacbunting to B115 million, which is charged
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against “Interest expense” account in the constitiatatements of income, net mark-to-market
gain on derivative instruments accounted for ah flasv hedges amounting to B1,668 million,
which is included under “Net fair value changescash flow hedges” account in equity, and net
mark-to-market gain on derivative instruments regighated as hedges amounting to

R117 million, which is included under “Others {n&ccount in the consolidated statements of
income.

The reconciliation of the amounts of derivativeeassind liabilities recognized in the consolidated

balance sheets follows:
September 30, December 31,

2014 2013
(Unaudited) (Audited)
(In Thousands)
Derivative assets B1,700,903 B1,778,810
Derivative liabilities (110,585) (159,974)

P1,590,318 P1,618,836

. EPS Computation

Basic/diluted EPS is computed as follows:

September 30,

2013
September 30, (As restated -
2014 see Note 6)

(Unaudited) (Unaudited)

(In Thousands)

Net income attributable to equ holders of the parent (a) R13,456,619 P12,037,512
Common shares issued at beginning and end of period 33,166,300 33,166,300
Less treasury stock (see Note 21) 5,392,787 5,403,008
Weighted average number of common shares outsgi)n 27,773,513 27,763,292

Earnings per share (a P0.485 R0.434




SM Prime Holdings, Inc. and Subsidiaries
Aging of Accounts Receivables

As at September 30, 2014
(Amounts in Thousands)

Trade:
Sale of real estate B30,607,101
Rent:
Third parties 3,273,064
Related parties 1,824,393
Others 97,811
Advances to suppliers 1,200,520
Due from related parties 711,204
Nontradt 611,529
Receivable from a co-investor 273,000
Accrued interest 137,098
Others 1,586,531
40,322,251
Less allowance for doubtful accounts 430,453
39,891,798
Less noncurrent portion of receivables from saleeaf estate 9,275,758
P30,616,040
The aging analyses of receivables follows:
Neither past due nor impait B32,968,864
Past due but not impaired:
Less than 30 days 1,487,763
31-90 days 1,559,075
91-120 days 564,043
Over 120 days 3,312,053
Impaired 430,453

P40,322,251




MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS

OF OPERATIONS

Financial and Operational Highlights
(In Million Pesos, except for financial ratios goercentages)

Third Quarter

Nine Months Ended September 30

% to
2014 Revenues

% to %
2013 Revenues Change

% to

2014 Revenues

% to

%

2013 Revenues Change

Profit and Loss Data

Revenues 14,375
Costs and Expenses 8,415
Operating Income 5,959
Net Income 3,659
EBITDA 7,375

Balance Sheet Data
Total Assets
Investment Properties
Total Debt
Net Debt
Total Stockholders' Equity

Financial Ratios
Debt to Equity
Net Debt to Equity

Return on Equity

Debt to EBITDA

Interest Coverage Ratio
Operating Income to Revenues
EBITDA Margin

Net Income to Revenues

0.43:0.57 0.39:0.61
0.35:0.65 0.32:0.68

Sep 30
2014 2013
0.11 0.10
3.96 3.74
8.71 8.56
0.42 0.40
0.52 0.50
0.28 0.27

100% 12,769 100% 13% 47,799 100% ,93413

59% 7,705 60% 9% 27,681 % 5826,251

41% 5,064 40% 18% 20,117 429%7,683

25% 3,267 26% 12% 13,457 28%  B2,03

51% 6,666 52% 11% 24,921 52% 22,093
% to % to

Sep 30 Total Dec 31 Total %

2014 Assets 2013 Assets Change
385,145 100% 335,584 100% 15%
194,332 50% 171,666 51% 13%
131,642 34% 106,313 32% 24%

95,314 25% 77,132 23% 24%

177,218 46% 163,267 49% 9%

Sep 30 Dec 31

2014 2013

100%
60%
40%

27%
%50

9%

5%

14%
12%
13%



Revenue

SM Prime recorded consolidated revenues of P47lB@hlfor the first nine months of 2014, an incseaof
9% from+43.93 billion in the same period 2013mariily due to the following:

Rent

SM Prime recorded consolidated revenues from rEB26.44 billion in 2014, an increase of 12% from
P23.67 billion in 2013. The increase in rentaleraye was primarily due to the new malls and expassi
opened in 2013 and 2014, namely, SM Aura PremidrCRy BF Parafiaque, Mega Fashion Hall in SM
Megamall, and SM City Cauayan, with a total grdssrfarea of 527,000 square meters. Excludingéve
malls and expansions, same-store rental growth7%a

Real Estate Sales

SM Prime recorded a flat growth in real estatessate2014 of<P15.97 billion primarily due to more
blockbuster projects and higher number of projaghthes in 2010 up to 2011 namely, Jazz, Lightll,She
Wind and Green Residences compared to project emsnade in 2012 of only Breeze and Grace
Residences. On the average, it takes about tws Yedore revenues are recognized in the booksubeca
of percentage of completion accounting. Actualstarction of projects usually starts within oneryigam
launch date. In 2011, four new projects were laedeequivalent to around 8,700 units while in 20k,
was reduced to only two projects equivalent to ado#,600 units.

Cinema Ticket Sales

SM Prime cinema ticket sales significantly increbbg 21% to-P3.26 billion in 2014 from P2.71 bitlim
2013. The increase was due to the showing ofriatemal and local blockbuster movies as well a&nomm

of additional digital cinemas in the new malls agbansions. The major blockbusters screened id 201
were “Transformers: Age of Extinction,” “The AmagirSpiderman 2,” “Maleficent,” “Starting Over
Again,” and “Bride for Rent.” The major blockbusteshown in 2013 were “Ironman 3,” “Man of Steel,”
“It Takes a Man and a Woman,” “Despicable Me 2,8 dRast & Furious 6.” Excluding the new malls and
expansions, same-store cinema ticket sales isYat 16

Other Revenues

Other revenues likewise increased by 20% to P2lll@hin 2014 fromdP1.76 billion in 2013. The ir@ase
was mainly due to opening of new amusement ridédMnBy the Bay in Mall of Asia and Sky Ranch in
Tagaytay, reopening of ice skating rink and bowtegter in SM Megamall last January 2014, and aswe

in sponsorship income and merchandise sales fraamnkbars. This account is mainly composed of
amusement income from rides, bowling and ice siatiperations including the Exploreum and SM
Storyland, merchandise sales from snackbars amtldod beverages from hotels and convention centers.

Costs and Expenses

SM Prime recorded consolidated costs and experfig@&7068 billion for the first nine months of 20%&hH
increase of 5% frors P26.25 billion in the sameqakended 2013, as a result of the following:

Costs of Real Estate

Consolidated costs of real estate was P9.09 biti@®14, representing a decrease of 5% from R8Ib@n

in 2013. The decrease was primarily the resulbwér revenues from real estate sales of projectsdhed

in 2010 namely, Grass, Jazz, Light, Sun and Winsideaces, net of revenues recognized from projects
launched in 2011 and 2012 namely, Grace, ShelgZreand Green Residences. Gross profit margin for
residential, however improved to 43% in 2014 coragaio 40% in 2013 as a result of improving cost
efficiencies as well as rationalization of expenses



Operating Expenses

SM Prime’s consolidated operating expenses incdehgd 1% to=P18.60 billion in 2014 compared to last
year'sP16.73 billion. Same-store mall growth perating expenses is 6% and the balance is mainly
attributable to the opening of new malls and exjmss

Consolidated marketing and selling expenses isafl&2.18 billion mainly due to reduction in expemns
related to SM Residences showrooms and exhibit&rsing, and out-of-home, as part of the residént
business unit’s overall rationalization of its cestucture

Other Income (Charges)
Interest Expense

SM Prime’s consolidated interest expense increbgetil% to=P2.86 billion in 2014 compared<to P2.58
billion in 2013 due to new bank loans availed dgr2013 and 2014 for working capital and capital
expenditure requirements.

Interest and Dividend Income

Interest and dividend income decreased by 44% @& PRillion in 2014 from=P911 million in 2013. This
account is mainly composed of dividend and intenesbme received from cash and cash equivalents,
investments held for trading and available-for-saleestments. The decrease in interest incomeaestal

the pretermination of short-term investments inrBaly 2014 and lower average balance of cash asid ca
equivalents in the first nine months of 2014 cormepao same period last year. The decrease inetidid
income is due to less dividends received on aVeifdy-sale investments held compared to the sameg

last year.

Other income (charges) - net

Other charges — net increased by 239% to P282omiiti 2014 from=P83 million in 2013 mainly due to
unrealized marked-to-market loss on investments fogltrading.

Provision for income tax

SM Prime’s consolidated provision for income tagreased by 20% te P3.67 billion in 2014 frem P3.05
billion in 2013. The increase is due to the ralaterease in taxable income as well as expiraifarertain
income tax holiday incentives of the residentiadibass unit.

Net income

As a result of the foregoing, consolidated net meofor the nine months ended September 30, 2014
increased by 12% te P13.46 billion frem P12.04idwillin the same period last year.

Balance Sheet Accounts

Cash and cash equivalents significantly increage80B6 from B27.14 billion as of December 31, 2643
P35.36 billion as of September 30, 2014. Patthisfaccount still includes portion of the procefdsn the
issuance of bonds in September 2014 amountin@®0R billion and the US$210 million loan to financ
working capital and capital expenditure requireraeént2014.

Investments held for trading decreased by 16% #dni5 billion as of December 31, 2013 to R0.9ibhi
as of September 30, 2014, due to scheduled matudgfiinvestment in bonds.

Receivables increased by 13% from B27.18 billienoh December 31, 2013 to B30.62 billion as of
September 30, 2014, mainly due to increase in ngetgin accomplishments of sold units as well as ne
sales for the period. This account also incluées receivables from leases of shopping mall spaces



Condominium and residential units decreased by rovh £6.10 billion as of December 31, 2013 to B5.6
billion as of September 30, 2014, mainly due tcssgjpient sales.

Land and development increased by 41% from B34ilB@n as of December 31, 2013 to B49.07 billamn
of September 30, 2014 mainly due to land acquisstend construction in progress related to resalent
projects.

Prepaid expenses and other current assets dectpa$éélo from B9.94 billion as of December 31, 2613
P8.84 billion as of September 30, 2014, mainly tilusubsequent amortization of prepaid taxes ahelrot
prepayments.

Property and equipment decreased by 13% from Hiillih as of December 31, 2013 to B1.38 billam
of September 30, 2014, mainly due to depreciation.

Investment properties increased by 13% from BI7as5of December 31, 2013 to B194.33 billion as of
September 30, 2014 primarily because of ongoingmelprojects located in Cebu City, Cabanatuan, Sa
Mateo and Angono in the Philippines and Zibo arahjin in China. Also, the increase is attributatale
landbanking and construction costs incurred foroimgy projects of the commercial and the hotel group
namely, Five E-com, SM Cyber West and Conrad Hdtahila.

Available-for-sale investments increased by 279mf®23.37 billion as of December 31, 2013 to B29.7
billion as of September 30, 2014, due to higherketgprices of listed shares held under this padfol

Derivative assets decreased by 4% from BR1.7&biléis of December 31, 2013 to R1.70 billion as of
September 30, 2014, mainly resulting from net ¥alue changes on a $350 million cross currency swap
transaction designated as a cash flow hedge. liskeewerivative liabilities decreased by 31% fref6@
million as of December 31, 2013 to P111 millioroaSeptember 30, 2014, due to marked-to-markeisgai
on interest rate swaps used to hedge interesexatsure on loans.

Deferred tax assets increased by 29% from B69iomis of December 31, 2013 to B889 million as of
September 30, 2014, mainly due to NOLCO. Defetagdiabilities increased by 20% from B2.02 billio
as of December 31, 2013 to B2.42 hillion as oft&aper 30, 2014, mainly due to unrealized gros§tpro
on sale of real estate for tax purposes.

Other noncurrent assets decreased by 9% from BR8lidn as of December 31, 2013 to B26.58 hillas
of September 30, 2014, mainly due to reclassificatif deposits for land to land and development.

Loans payable decreased by 15% from B3.25 billisrof December 31, 2013 to B2.77 billion as of
September 30, 2014, due to subsequent paymentatofing loans.

Accounts payable and other current liabilities @ased by 19% from B45.30 billion as of December 31
2013 to B53.97 billion as of September 30, 201anty due to increase in payables to contractods an
suppliers related to ongoing projects.

Long-term debt increased by 25% from B103.06dmilths of December 31, 2013 to B128.87 billionfas o
September 30, 2014, due to issuance of bonds ite@bpr 2014 amounting to B20.00 billion and the
availment of US$210 million loan to fund capitapexditures and for working capital requirements.

Tenants’ deposits increased by 9% from B10.2%obilhs of December 31, 2013 to B11.15 billion fas o
September 30, 2014, due to the new malls and expansvhich opened in 2013 and 2014. Likewise,
liability for purchased land increased by 25% frBth 12 billion as of December 31, 2013 to B1.4libhi

as of September 30, 2014, due to landbanking.

The Company’s key financial indicators are measume@rms of the following: (1) debt to equity whic
measures the ratio of interest bearing liabilittestockholders’ equity; (2) net debt to equity efhineasures



the ratio of interest bearing liabilities net ofshaand cash equivalents and investment securities t
stockholders’ equity; (3) return on equity (ROE)igthmeasures the ratio of net income to capitavipex

by stockholders; (4) earnings before interest, nmedaxes, depreciation and amortization (EBITDA); (
debt to EBITDA which measures the ratio of EBITD@ tbtal interest-bearing liabilities; (6) interest
coverage ratio which measures the ratio of EBITDAnterest expense; (7) operating income to rev&nue
which basically measures the gross profit ratip;HBITDA margin which measures the ratio of EBITDA
to gross revenues and (9) net income to revenueshwieasures the ratio of net income to gross e®n
The following discuss in detail the key financiadlicators of the Company.

Interest-bearing debt to stockholders’ equity iasex to 0.43:0.57 as of September 30, 2014 froh@EL
as of December 31, 2013, while net interest-beatiy to stockholders’ equity increased to 0.35@$6
of September 30, 2014 from 32:68 as of Decembe2@13, due to increase in long-term debt.

In terms of profitability, ROE increased to 11%aisSeptember 30, 2014 from 10% as of September 30,
2013.

Debt to EBITDA slightly increased to 3.96:1 as @p&mber 30, 2014 from 3.74:1 as of September 30,
2013, while interest coverage ratio increased:&.as of September 30, 2014 from 8.56:1 as akGdyer
30, 2013. EBITDA margin improved to 52% as of &emlter 30, 2014 from 50% as of September 30, 2013.

Consolidated operating income to revenues imprated% as of September 30, 2014 from 40% as of
September 30, 2013. Net income to revenues likewigproved at 28% as of September 30, 2014 from
27% as of September 30, 2013.

The Company has no known direct or contingent fifgnobligation that is material to the Company,
including any default or acceleration of an obligat There were no contingent liabilities or assatthe
Company’s balance sheet. The Company has no e sheet transactions, arrangements, obligations
during the reporting year as of balance sheet date.

There are no known trends, events, material chasgesonal aspects or uncertainties that are eert
affect the company’s continuing operations.

For the year 2014, the Company expects to incutatagxpenditures of approximately P60 billion. Fhi
will be funded with internally generated funds axtiernal borrowings.

SM Prime’s mall business unit has forty nine shogpmalls in the Philippines with 6.3 million square
meters of gross floor area and five shopping maliShina with 0.8 million square meters of grossofl
area. For the rest of 2014, the mall business wititopen two new malls, located in Angono in the
Philippines and Zibo in China. By end 2014, thdldmasiness unit will have 50 malls in the Philipps
and six in China with an estimated combined grtugs farea of 7.5 million square meters.

SM Prime currently has twenty two residential pctgein the market, twenty one of which are in Metro
Manila and one in Tagaytay. Last August 2014, Svhe launched Air Residences with 3,642 units. For
the rest of 2014, SM Prime is launching one newegtaand two expansions of existing towers in Metro
Manila and in Tagaytay, equivalent to about 5,6@diteonal units.

SM Prime’s Commercial Properties Group has recerdiyipleted SM Cyber West in Quezon City. It
already topped off the Five E-com building and aB® started the construction of Three E-com buoigjdi
last September 2014. By end 2014, the commerasihbss unit will have four office buildings witim a
estimated gross leasable area of 122,000 squaezgnet

For hotels and convention centers, last Octobed 28M Prime opened the SMX Convention Center in
Bacolod. Park Inn by Radisson in Clark, PampamgbGonrad Hotel Manila in the Mall of Asia Complex
in Pasay are expected to open in the last quartidb.
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SM PRIME HOLDINGS, INC. AND SUBSIDIARIES
FINANCIAL RATIOS - KEY PERFORMANCE INDICATORS
AS OF SEPTEMBER 30, 2014 AND 2013

Sept 30 Sept 30
2014 2013

R Current ratio
Total current assets
Total current liabilities 1.70 1.35

ii. Debt-to-equity ratio
Total interest-bearing liabilgie
Total equity attributable to eguholders of the parent + Total
interest-bearing liabilgie 0.43:0.57 0.41:0.59

Net debt-to-equity ratio
Total interest-bearing liabilgitess cash and cash equivalents and
investment securities
Total equity attributable to eguholders of the parent + Total
interest-bearing liabilitiless cash and cash equivalents and
investment securities 0.35:0.65 0.31:0.69

iii. Asset to equity ratio
Total assets
Total equity attributable to eguholders of the parent 2.17 2.20

Sept 30 Sept 30
2014 2013

(Annualized)
iv. Earnings before interest, income taxes, depreciatioand amortization
(EBITDA) to interest expense
EBITDA
Interest expense 8.71 8.56

Debt to EBITDA
Total interest-bearing liabilgie
EBITDA 3.96 3.74

V. Return on equity
Net income attributable to equibiders of the parent
Total average equity attributatiol@quity holders of the parent 0.11 0.10

Return on investment properties
Net income attributable to equnbiders of the parent
Total average investment propsr{excluding shopping mall complex
under construction) 0.10 0.10
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