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PART I FINANCIAL INFORMATION

ltem 1. Consolidated Financial Statements

SMINVESTMENTSCORPORATION ANDSUBSIDIARIES

Consolidated Financial Statements
September 30, 2008 and December 31, 2007
and for the Nine Months Ended September 30, 2008807



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

September 30,
2008
(Unaudited)

December 31,
2007
(Audited-
Restated)

ASSETS

Current Assets

Cash and cash equivalents (Notes 5, 15, 17, and 19)

Time deposits and short-term investments (Notd¥ 6and 19)
Investments held for trading and sale (Notes 1,/9and 19)
Receivables - net (Notes 8 and 19)

Merchandise inventories - at cost (Note 20)

Input taxes and other current assets - net (Note 13

P43,321,288,922
1,829,068,750
28,578,480,890
22,320,944,706
6,399,753,827
2,669,105,559

P15,756,700,448
4,130,250,000
33,125,710,073
14,442,226,070
5,958,301,914
2,754,483,534

Total Current Assets

105,118,642,654

76,167,672,039

Noncurrent Assets

Available-for-sale investments - net (Notes 9 afjl 1
Investments in shares of stock of associates (haYe
Property and equipment - net (Notes 11 and 15)
Investment properties - net (Notes 12 and 17)
Land and development (Note 13)

Time deposits (Notes 6, 17, and 19)

Intangibles (Notes 2, 4 and 14)

Other noncurrent assets (Notes 8, 10 and 14)

5,769,778,561
48,632,345,224
20,158,978,306
78,966,605,138
5,068,775,368
21,103,234,000
11,794,650,329
6,498,227,494

5,765,388,907
42,478,948,920
19,321,270,440
70,632,864,930
3,890,953,068
4,128,000,000
11,794,650,329
8,871,847,046

Total Noncurrent Assets

197,992,594,420

166,883,923,640

P303,111,237,074P243,051,595,679

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities

Bank loans (Notes 15 and 19)

Accounts payable and other current liabilities @$16 and 19)
Income tax payable

Current portion of long-term debt (Notes 17 and 19)
Current portion of notes payable (Note 10)

Derivative liabilities and others

P8,540,196,693
52,026,342,064
643,086,837
804,002,492
12,223,855,182
263,531,878

B3,037,560,267
25,663,083,758
1,335,809,370
1,398,370,952
8,118,761,498
407,073,672

Total Current Liabilities

74,501,015,146

39,960,659,517

Noncurrent Liabilities

Long-term debt - net of current portion (Notes hd 49)
Defined benefit liability

Deferred tax liabilities (Note 21)

Derivative liabilities

Tenants’ deposits and others (Note 22)

72,705,520,363
297,189,011
4,058,158,073
2,302,829,517
5,457,988,701

45,120,859,656
495,514,295
3,517,686,023
3,053,977,715
6,089,473,303

Total Noncurrent Liabilities

84,821,685,665

58,277,510,992

(Forward)



September 30, December 31,

2008 2007
(Unaudited) (Audited-
Restated)

Equity Attributable to Equity Holders of the Parent
Capital stock (Note 18)
Additional paid-in capital (Note 18)
Cost of common shares held by a subsidiary (N8je 1
Cumulative translation adjustment
Net unrealized gain on available-for-sale investtae
(Notes 9 and 10)
Retained earnings (Note 18):
Appropriated
Unappropriated

P6,110,230,380 P6,110,230,380

35,030,709,537  35,030,709,537
(24,077,988) (10,695,000)
807,262,820 -

1,786,872,061 7,952,046,584

5,000,000,000 5,000,000,000
60,770,872,786  54,584,475,720

Total Equity Attributable to Equity Holders ofelParent

Minority Interests

109,481,869,596 108,666,767,221

34,306,666,667 36,146,657,949

Total Stockholders’ Equity

143,788,536,263 144,813,425,170

P303,111,237,074P243,051,595,679

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Nine Months Ended September 30

2008

2007
(Restated)

REVENUE

Sales:
Merchandise
Real estate

Rent (Notes 12, 19 and 22)

Equity in net earnings of associates (Note 10)

Cinema ticket sales, amusement and others

Dividend income

Gain (loss) on sale of available-for-sale investtaamd fair value
changes on investments held for trading and dévas- net
(Notes 7 and 9)

Management fees (Note 19)

Others

P79,106,535,957
3,444,610,827
9,777,493,200

942,389,385
1,785,113,146
656,229,582

(666,514,666)
254,987,299
2,069,416,323

B65,235,857,637
1,290,835,955
8,420,120,704
2,845,264,020
1,960,054,611

906,726,243

582,738,942
132,704,092
1,937,563,106

97,370,261,053

83,311,865,310

COST AND EXPENSES
Cost of sales:
Merchandise (Note 20)
Real estate
Selling, general and administrative expenses

63,837,694,177
1,941,458,341
17,687,799,539

52,259,549,805
890,575,041
14,502,570,813

83,466,952,057

67,652,695,659

OTHER INCOME (CHARGES)

Interest income (expense) and others — net (Not&§,9.7 and 19)

Foreign exchange gain (loss) — net

Gain on sale of investments in shares of stoclestment properties

and property and equipment (Notes 2, 10, 11 and 12)

1,732,780,944
288,975,040

27,302,521

(1,640,732,477)
186,411,728

77,998,388

2,049,058,505

(1,376,322,361)

INCOME BEFORE INCOME TAX

15,952,367,501

14,282,847,290

PROVISION FOR INCOME TAX (Note 21)

Current 3,390,519,754 2,631,911,756
Deferred 312,438,470 94,451,726

3,702,958,224  2,726,363,482
NET INCOME B12,249,409,277 B11,556,483,808

ATTRIBUTABLE TO:
Equity holders of the Parent (Note 25)
Minority interests

R9,571,271,591
2,678,137,686

P8,387,509,486
3,168,974,322

P12,249,409,277

P11,556,483,808

Earnings Per Common Sharg(Note 25)
Basic

P15.66

P13.73

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended September 30

2008

2007
(Restated)

REVENUE

Sales:
Merchandise
Real estate

Rent (Notes 12, 19 and 22)

Equity in net earnings of associates (Note 10)

Cinema ticket sales, amusement and others

Dividend income

Loss on sale of available-for-sale investmentsfairdralue
changes on investments held for trading and dévas- net
(Notes 7 and 9)

Management fees (Note 19)

Others

1,328,742,100
3,413,698,242

(319,992,168)

589,874,440
146,509,850

(1,000,490,752)

43,340,079
1,015,403,146

P26,527,309,909 B21,789,738,082

628,358,417
2,728,521,408
1,057,786,864

648,919,889

261,896,742

(343,277,986)
21,113,769
593,789,493

31,744,394,846

27,386,846,678

COST AND EXPENSES
Cost of sales:
Merchandise (Note 20)
Real estate
Selling, general and administrative expenses

21,515,786,525
726,531,923
5,283,832,069

17,628,816,541
421,905,978
4,648,861,938

27,526,150,517

22,699,584,457

OTHER INCOME (CHARGES)

Interest income (expense) and others — net (Not&§,9.7 and 19) 485,974,904 (548,762,794)
Foreign exchange gain (loss) — net 131,328,168 103,335,322

Gain on sale of investments in shares of stoclestment properties
and property and equipment (Notes 2, 10, 11 and 12) 25,241,772 23,763,384
642,544,844 (421,664,088)

INCOME BEFORE INCOME TAX

4,860,789,173

4,265,598,133

PROVISION FOR INCOME TAX (Note 21)

Current 1,062,430,558 786,481,407
Deferred 179,385,634 105,717,804

1,241,816,192 892,199,211
NET INCOME P3,618,972,981 B3,373,398,922

ATTRIBUTABLE TO:
Equity holders of the Parent
Minority interests

P3,056,869,839
562,103,142

P2,654,586,874
718,812,048

P3,618,972,981

P3,373,398,922

Earnings Per Common Share
Basic

P5.00

P4.34

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Nine Months Ended September 30

2008

2007
(Restated)

Common Stock- B10 par value
Authorized — 690,000,000 shares
Issued — 611,023,038 shares

P6,110,230,380

P6,110,230,380

ADDITIONAL PAID-IN CAPITAL (Note 18)

35,030,709,537

35,030,709,537

COST OF COMMON SHARES HELD
BY SUBSIDIARIES (Note 18)

(24,077,988)

(24,077,988)

CUMULATIVE TRANSLATION ADJUSTMENT

807,262,820

NET UNREALIZED GAIN ON AVAILABLE-FOR-SALE
INVESTMENTS (Note 7)

1,786,872,061

9,942,639,049

RETAINED EARNINGS (Note 18)
Appropriated:

5,000,000,000

5,000,000,000

Unappropriated:
Balance at beginning of period
Net income
Cash Dividends
Stock Dividends

54,804,637,119
9,571,271,591

(3,605,035,924)

46,206,903,642
8,387,509,486
(3,170,260,000)
(250,230,380)

Balance at end of period

60,770,872,786

51,173,922,748

65,770,872,786

56,173,922,748

MINORITY INTEREST

34,306,666,667

33,829,165,934

P143,788,536,263 P141,062,589,660

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine Months Ended September 30

2008

2007

CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax
Adjustments for:
Depreciation and amortization
Interest expense (income) and others
Equity in net earnings of associates
Dividend income
Unrealized foreign exchange loss (gain)
Loss (gain) on sale of available-for-sale invesitaand fair value
changes on investments held for trading and dévest- net
Gain on sale of investments in shares of stoslestment properties
and property and equipment

3,680,825,078
(1,732,780,944)
(942,389,385)
(656,229,582)
243,510,252

666,514,666

(27,302,521)

RP15,952,367,501 P14,282,847,290

3,248,413,231
1,640,732,477
(2,845,264,020)
(906,726,243)
(755,420,755)

(582,738,942)

(77,998,388)

Income before working capital changes
Decrease (increase) in:

Receivables

Merchandise inventories

Input taxes and other current assets
Increase (decrease) in:

Accounts payable and other current liabilities

Defined benefit liability

Tenants’ deposits and others

17,184,515,065

(9,344,658,034)
(441,451,913)
90,518,721

25,953,983,339
(198,325,284)
(908,776,375)

14,003,844,650

(2,940,457,151)
(322,335,757)
(1,250,197,042)

(4,524,147,837)
(47,195,925)
293,504,130

Net cash generated frc(used in) operations
Income tax paid

32,335,805,519
(4,083,242,287)

5,213,015,068
(2,502,691,343)

Net cash provided b(used in) operating activities

28,252,563,232

2,710,323,725

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of:
Investments held for trading
Available-for-sale investments
Investments in shares of stock
Investment properties
Property and equipment
Additions to:
Investments held for trading
Property and equipment
Investment properties
Interest and others received
Dividends received
Decrease (increase) in:
Available-for-sale investments
Investments in shares of stock of associates
Land and development
Other noncurrent assets

Time deposits

2,417,918,001
303,578,704

56,845,316
462,293,382

(2,326,536,690)
(5,748,711,567)
(5,378,204,601)
4,638,282,039
2,543,004,570

(345,101,699)
(1,200,000,000)
(1,177,822,300)
(1,206,562,752)

(12,380,184,080)

8,702,361,626
158,740,237
46,731,615
67,016,003
2,711,590

(7,620,680,461)
(7,388,467,718)
(9,077,762,330)
1,590,530,521
1,164,249,357

2,591,072,983
(2,934,029,465)

(149,528,421)
(1,018,552,648)

Net cash used in investing activities

(19,341,201,677)

(13,865,607,111)

(Forward)



Nine Months Ended September 30

2008 2007

CASH FLOWS FROM FINANCING ACTIVITIES
Availments of:

Long-term debt 26,818,397,019 25,420,857,000

Bank loans 9,198,398,112 10,203,174,932
Payments of:

Long-term debt (4,137,556,233) (6,435,537,076)

Bank loans (3,695,761,686) (14,540,463,847)

Notes payable (1,063,611,052) (1,746,898,971)

Interest (2,153,515,519) (2,784,075,098)

Dividends (5,108,435,257)  (5,136,940,626)
Increase (decrease) in minority interests (1,418,197,878) 4,675,292,780
Disposal of common shares held by subsidiaries — 31,135,514
Net castprovided by financing activities 18,439,717,506 9,686,544,608
EFFECT OF EXCHANGE RATE CHANGES

ON CASH AND CASH EQUIVALENTS 213,509,413 (812,963,591)
NET DECREASE IN CASH AND CASH EQUIVALENTS 27,564,58,474 (2,281,702,369)
CASH AND CASH EQUIVALENTS AT BEGINNING
OF PERIOD 15,756,700,448 21,037,492,714

CASH AND CASH EQUIVALENTS AT END OF PERIOD P43,321,288,922 P18,755,790,345

See accompanying Notes to Consolidated Financial Statements.
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SM INVESTMENTS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

SM Investments Corporation (SMIC or Parent Compavag incorporated in the Philippines. Its
registered address is at thd"f®or, One E-Com Center, Harbor Drive, Mall of AsComplex,
CBP-IA, Pasay City 1300.

The Parent Company and its subsidiaries (collelgtiederred to as the Group) and its associates
are involved primarily in shopping mall developmenetail merchandising, real estate
development and tourism and financial services.

The Parent Company’s shares of stock are publialyed in the Philippine Stock Exchange
(PSE).

2. Basis of Preparation

The consolidated financial statements of the Giwane been prepared on the historical cost basis,
except for derivative financial instruments, inveshts held for trading and available-for-sale
(AFS) investments, which have been measured atdie. The consolidated financial

statements are presented in Philippine peso, whittte Group’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 consolidated financial statements have begraped in compliance with PFRS. PFRS
includes statements named PFRS and Philippine AticmuStandards (PAS), including
interpretations, issued by the Financial Repor8tendards Council (FRSC).

Basis of Consolidation
The consolidated financial statements include toeants of the Parent Company and the
following subsidiaries which were all incorporaiadhe Philippines:

Effective Percentage of Ownership
September 30, December 31,
Company 2008 2007
Shopping Mall Development -
SM Prime Holdings, Inc. (SM Prime) and Subsidisrie

(see Note 4) 51 53
Retail Merchandising:

Supervalue, Inc. (SVI) 100 100
Super Shopping Market, Inc. (SSMI) 100 100
Marketwatch Investments Co., Inc. (Marketwatch)

and Subsidiaries 100 100
MH Holdings, Inc. (MH Holdings) and Subsidiaries 100 100
Sanford Investments Corporation (Sanford) and Bigyg 100 100
Henfels Investments Corporation (Henfels) and Hlidnses 99 99
HMS Development Corporation (HMS) and Subsidiaries 99 99

Romer Mercantile, Inc. (Romer) and Subsidiaries 99 99



Effective Percentage of Ownership
September 30, December 31,

Company 2008 2007
SM Retail, Inc. (SM Retail) 99 99
Rappel Holdings, Inc. (Rappel) and Subsidiary (et 4) 80 80
Shoe Mart, Incorporated (Shoemart) (see Note 26) - 65
SM Mart, Inc. 65 65

Real Estate Development and Tourism:

Shoemart 67 -
Mountain Bliss Resort and Development Corporation

and Subsidiary 100 100
SM Commercial Properties, Inc. and Subsidiaryn(ieny

SM Land, Inc. and Subsidiafy) 99 99
Intercontinental Development Corporation (ICDC) 72 72
Bellevue Properties, Inc. 62 62
SM Development Corporation (SMDC) and Subsidiary 44 59

Financial Services -

Primebridge Holdings, Inc. (Primebridge) 80 80

Others -

Asia-Pacific Computer Technology Center, Inc. (AFRX}
(see Note 4) 52 52
Multi Realty Development Corporation (MRDC) 51 -

a Incorporated on October 20, 2006 and has not yet started commercial operations.

On September 30, 2008, the SEC approved the clhiamgene of SM Land, Inc. to SM
Commercial Properties, Inc. (see Note 26).

On August 1, 2007, the Board of Directors apprawedesignate Shoemart as the holding entity
for the various property projects of the SM Gro@n October 8, 2007, the respective BOD of
SMIC and Shoemart entered into an agreement wh&®BW¢ agreed to swap its 1,823,841,965
SMDC common shares in exchange for 372,212 Shoarannon shares based on an
independent valuation of the respective shares dygMarie Securities (Asia) Pte Limited. On
January 24, 2008, the Philippine SEC approved #hgation of the shares of stock of SMDC as
consideration for the additional issuance of 372 3thoemart common shares. The share swap
resulted into an increase of SMIC’s ownership ie&hart from 65% to 67% while the effective
ownership in SMDC was reduced to 44% from 59%. Jteres swap also resulted in SMDC
becoming a 65% -owned subsidiary of Shoemart.

On January 21, 2008, the Philippine SEC also aatdlve increase in the authorized capital stock
of Shoemart from B500 million to B1 billion. $hincrease is necessary to provide adequate
capital to absorb the transfer of the real estateldpment and tourism operations to Shoemart.

In December 2007, SMIC acquired a total of 42.7iomladditional SM Prime shares, which is
equivalent to 0.34% of the total outstanding commimeck of SM Prime, at an average price of
B10.40 a share or for a total cost of B444.3anill The acquisition of such minority interest
resulted in goodwill amounting to B307.4 millieé Note 14).

The financial statements of the subsidiaries agpamed for the same reporting period as the
Parent Company using consistent accounting policies

All intragroup balances, income and expenses iaguttom intragroup transactions are
eliminated in full.

Subsidiaries are fully consolidated from the ddteaguisition, being the date when the Group
obtains control, and continue to be consolidatdd the date that such control ceases.
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Minority interests represent the portion of prafitioss and net assets not held by the Group and
are presented separately in the consolidated statsrof income and within stockholders’ equity
in the consolidated balance sheets, separatelydurity attributable to equity holders of the
Parent. Acquisitions of minority interest are aauied for using parent-entity method, whereby
the difference is recognized as goodwill.

Summary of Significant Accounting Policies

Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cashadenpiis are short-term, highly liquid
investments that are readily convertible to knowroants of cash with original maturities of three
months or less and are subject to an insignifidaktof change in value.

Financial Assets and Liabilities

Date of Recognition. The Group recognizes a financial asset or a firzduiability in the
consolidated balance sheets when it becomes atpaftg contractual provisions of the
instrument. In the case of a regular way purclasale of financial assets, recognition and
derecognition, as applicable, is done using settfgrdate accounting.

Initial Recognition of Financial Instruments. Financial instruments are recognized initiallyait f
value, which is the fair value of the considerativen (in case of an asset) or received (in cése o
a liability). The initial measurement of financiaktruments, except for those designated at fair
value through profit and loss (FVPL), includes saction cost.

Subsequent to initial recognition, the Group clissiits financial instruments in the following
categories: financial assets and financial liabsitat FVPL, loans and receivables, held-to-
maturity (HTM) investments, AFS financial assetd ather financial liabilities. The

classification depends on the purpose for whichnkguments are acquired and whether they are
guoted in an active market. Management deternimeslassification at initial recognition and,
where allowed and appropriate, re-evaluates thassdication at every reporting date.

Determination of Fair Value. The fair value of financial instruments traded ativee markets at
balance sheet date is based on their quoted nmaniketor dealer price quotations (bid price for
long positions and ask price for short positioms)hout any deduction for transaction costs.
When current bid and asking prices are not availehk price of the most recent transaction
provides evidence of the current fair value as lasghere has not been a significant change in
economic circumstances since the time of the tctiosa

For all other financial instruments not listed mactive market, the fair value is determined by
using appropriate valuation techniques. Valuatsmhniques include net present value
techniques, comparison to similar instruments fhicly market observable prices exist, options
pricing models, and other relevant valuation madels

Day 1 Profit. Where the transaction price in a non-active maskdifferent from the fair value of
other observable current market transactions irsdéinee instrument or based on a valuation
technique whose variables include only data froseolable market, the Group recognizes the
difference between the transaction price and fainer (a Day 1 profit) in the consolidated
statements of income unless it qualifies for reddmmas some other type of asset. In cases where
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use is made of data which is not observable, ttierdnce between the transaction price and
model value is only recognized in the consolidat@adements of income when the inputs become
observable or when the instrument is derecognifext.each transaction, the Group determines
the appropriate method of recognizing ‘Day 1’ prafnount.

Financial Assets

Financial Assetsat FVPL. Financial assets at FVPL include financial asseld for trading and
financial assets designated upon initial recogniéie at FVPL.

Financial assets are classified as held for tralitigey are acquired for the purpose of selling in
the near term. Gains or losses on investmentsfoetdading are recognized in the consolidated
statements of income under “Gain on sale of avigitedr-sale investments and fair value changes
on investments held for trading and derivative<oamt.

Financial assets may be designated by managemiaitiatrecognition as at FVPL when any of
the following criteria is met:

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

= the assets are part of a group of financial aseé&s)cial liabilities or both which are managed
and their performance are evaluated on a fair Maaiss, in accordance with a documented
risk management or investment strategy; or

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

The Group’s investments held for trading (see NQtend derivative assets (see Note 14) are
classified under this category.

Loans and Receivables. Loans and receivables are nonderivative finanaséts 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 andratedesignated as AFS financial assets or
financial assets at FVPL. Loans and receivableaneed at cost or amortized cost, less
impairment in value. Amortization is determinedéhgsthe effective interest method. Loans and
receivables are included in current assets if nigtisrwithin 12 months from balance sheet date.
Otherwise, these are classified as noncurrentsasset

The Group’s cash and cash equivalents, time degpasibrt-term investments and receivables,
including noncurrent portion of receivables froralrestate buyers, are classified under this
category (see Notes 5, 6, 8 and 14).

HTM Investments. HTM investments are quoted nonderivative finanagsdets with fixed or
determinable payments and fixed maturities for White Group’s management has the positive
intention and ability to hold to maturity. WheteetGroup sells other than an insignificant amount
of HTM investments, the entire category would bet&l and reclassified as AFS securities.

After initial measurement, these investments arasme=d at amortized cost using the effective
interest method, less impairment in value. Amedizost is calculated by taking into account any
discount or premium on acquisition and fees thatsar integral part of the effective interest rate.
Gains and losses are recognized in the consolidgédeiments of income when the HTM



-5-

investments are derecognized or impaired, as wahr@ugh the amortization process. Assets
under this category are classified as current sifsetaturity is within 12 months from balance
sheet date and as noncurrent assets if maturigyisiatore than a year from balance sheet date.

The Group has no investments classified undercttesgory.

AFSFinancial Assets. AFS financial assets are nonderivative financiaktsthat are designated

in this category or are not classified in any & ¢@ther categories. Subsequent to initial
recognition, AFS financial assets are carried iatvidue in the consolidated balance sheets.
Changes in the fair value of such assets are gpag net unrealized gain on AFS investments in
the stockholders’ equity section of the consoliddialance sheets until the investment is
derecognized or the investment is determined timpaired. On derecognition or impairment, the
cumulative gain or loss previously reported in ggis transferred to the consolidated statements
of income. Interest earned on holding AFS investisyare recognized in the consolidated
statements of income using the effective inter@st r Assets under this category are classified as
current assets if expected to be realized withimbaths from balance sheet date and as
noncurrent assets if maturity date is more thaeaa from balance sheet date.

The Group’s investments in shares of stock, redeEnmeferred shares, government bonds and
club shares are classified under this categoryNs¢e 9).

Financial Liabilities

Financial Liabilitiesat FVPL. Financial liabilities are classified in this categd these result
from trading activities or derivative transactidhat are not accounted for as accounting hedges,
or when the Group elects to designate a finaniaihllity under this category.

The Group’s derivative liabilities arising from issce of convertible bonds and future sale of
AFS investments in San Miguel Corporation (SMC) omn shares and derivative financial
instruments with negative fair values are includeder this category (see Notes 9 and 17).

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

Financial liabilities are recognized initially atif value and are subsequently carried at amortized
cost, taking into account the impact of applying éffective interest method of amortization (or
accretion) for any related premium, discount angddirectly attributable transaction costs.

The Group’s bank loans, accounts payable and otlreent liabilities, dividends payable, notes
payable, long-term debt and tenants’ depositslassified under this category (see Notes 15, 17,
and 17).

Classification of Financial Instruments Between Caatd Equity
A financial instrument is classified as debt iprbvides for a contractual obligation to:

= deliver cash or another financial asset to anathéty; or

= exchange financial assets or financial liabilitigth another entity under conditions that are
potentially unfavorable to the Group; or
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= satisfy the obligation other than by the exchange fixed amount of cash or another financial
asset for a fixed number of own equity shares.

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

Redeemable Preferred Shares

In determining whether a preferred share is a fir@tiability or an equity instrument, the Group
assesses the particular rights attaching to the sbaletermine whether it exhibits the
fundamental characteristic of a financial liabilith preferred share that provides for mandatory
redemption by the Group for a fixed or determinasteunt at a fixed or determinable future
date, or gives the holder the right to require@neup to redeem the instrument at or after a
particular date for a fixed or determinable amoismé4 financial liability.

The redeemable preferred shares of the Group éxhédtcharacteristics of a financial liability and
are thus recognized as a liability under “Long-telht” account in the consolidated balance
sheets, net of transaction costs. The correspgriiuidends on the shares are charged as interest
expense in the consolidated statements of income.

Transaction costs are amortized over the matuetiod of the preferred shares using effective
interest rate method.

Debt Issue Costs
Debt issue costs are deducted against long-teritratheloare amortized over the terms of the
related borrowings using the effective interesthrodt

Derivative Financial Instruments and Hedging

Freestanding Derivative. The Group uses derivative financial instrumenthiaaglong-term
currency swaps, foreign currency call options,redgerate swaps and nondeliverable forwards to
hedge the risks associated with foreign currencliaterest rate fluctuations. Such derivative
financial instruments are initially recognized ait fvalue on the date on which the derivative
contract is entered into and are subsequently @sured at fair value. Derivatives are carried as
assets when the fair value is positive and aglili@isiwhen the fair value is negative.

The Group’s derivative instruments provide econonadges under the Group’s policies but are
not designated as accounting hedges. Consequanylyains or losses arising from changes in
fair value are taken directly to profit or loss fbe year.

Embedded Derivative. The Group assesses whether embedded derivatevescuired to be
separated from host contracts when the Grouplf@sbmes party to the contract. An embedded
derivative is separated from the host contractamaunted for as a derivative if all of the
following conditions are met: a) the economic ckteastics and risks of the embedded derivative
are not closely related to the economic charatiegiand risks of the host contract; b) a separate
instrument with the same terms as the embeddedatieg would meet the definition of a
derivative; and c) the hybrid or combined instrutriemot recognized at fair value through profit
or loss. Reassessment only occurs if there iaagehin the terms of the contract that
significantly modifies the cash flows that wouldhetwise be required.
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Derecognition of Financial Assets and Liabilities

Financial Assets. A financial asset (or, where applicable a part fihancial asset or part of a
group of similar financial assets) is derecognizten:

= the rights to receive cash flows from the asseeepired;

= the Group retains the right to receive cash flowafthe asset, but has assumed an obligation
to pay them in full without material delay to arthparty under a “pass-through” arrangement;
or

= the Group has transferred its rights to receivé dasvs 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 Group has transferred its rights to receash flows from an asset and has neither
transferred nor retained substantially all thegiaghkd rewards of the asset, the asset is recognized
to the extent of the Group’s continuing involveminthe asset.

Financial Liabilities. A financial liability is derecognized when the aation under the liability
is discharged or cancelled or 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 modificatien i
treated as a derecognition of the original liapidihd the recognition of a new liability, and the
difference in the respective carrying amounts eé®gaized in profit and loss.

Impairment of Financial Assets
The Group assesses at each balance sheet datemdnéittancial asset or a group of financial
assets is impaired.

Assets Carried at Amortized Cost. If there is objective evidence that an impairmesslon loans
and receivables carried at amortized cost hasibearred, the amount of the loss is measured as
the difference between the asset’s carrying amandtthe present value of estimated future cash
flows (excluding future credit losses that haveleen incurred) discounted at the financial
asset’s original effective interest rate (i.e., éiffective interest rate computed at initial
recognition). The carrying amount of the assell slsareduced through the use of an allowance
account. The amount of the loss shall be recogdniiz¢he consolidated statements of income.

The Group first assesses whether objective evidehirepairment exists individually for

financial assets that are individually significaatd individually or collectively for financial

assets that are not individually significant. tlisidetermined that no objective evidence of
impairment exists for an individually assessedrfeial asset, whether significant or not, the asset
is included in a group of financial assets withinmcredit risk characteristics and that group of
financial assets is collectively assessed for inmpant. Assets that are individually assessed for
impairment and for which an impairment loss is @ntthues to be recognized are not included in
a collective assessment of impairment.

Assets Carried at Cost. If there is objective evidence that an impairmesslhas been incurred in
an unquoted equity instrument that is not carrigfdiavalue because its fair value cannot be
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reliably measured, or on a derivative asset thiatked to and must be settled by delivery of such
an unquoted equity instrument, the amount of tee Is measured as the difference between the
asset’s carrying amount and the present valuetioh&®d future cash flows discounted at the
current market rate of return for a similar finaal@sset.

AFSFinancial Assets. If an AFS financial asset is impaired, an amoumbgising the difference
between its cost (net of any principal payment amdrtization) and its current fair value, less any
impairment loss previously recognized in profilass, is transferred from equity to the
consolidated statements of income. Reversalsspect of equity instruments classified as AFS
are not recognized in profit. Reversals of impaintiosses on debt instruments are reversed
through profit or loss, if the increase in fair walof the instrument can be objectively relatedrto
event occurring after the impairment loss was raczagl in profit or loss.

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 netgrally the case with master netting agreements,
and the related assets and liabilities are predaymtess in the consolidated balance sheets.

Merchandise Inventories

Merchandise inventory is valued at the lower oft coset realizable value. Cost, which includes
all costs directly attributable to acquisition, Bws purchase price and transport costs, is ptimari
determined using the weighted average method.réddizable value is the estimated selling price
in the ordinary course of business, less estimatsts nhecessary to make the sale.

Land and Development and Condominium Units for Sale

Land and development and condominium units for @atduded under “Input taxes and other
current assets” account in the consolidated balaheets) are stated at the lower of cost or net
realizable value. Net realizable value is thersglprice in the ordinary course of business, less
costs of completion and the estimated cost to rtfakeale. Cost includes those costs incurred for
development and improvement of the properties.

Investments in Shares of Stock of Associates

The Group’s investments in shares of stock of aasescare accounted for under the equity
method of accounting. An associate is an entityhirch the Group has significant influence and
which is neither a subsidiary nor a joint venture.

Under the equity method, the investment in an agsois carried in the consolidated balance
sheets at cost plus post-acquisition changes iGthap’s share in net assets of the associate.
Goodwill relating to an associate is included ie tarrying amount of the investment and is not
amortized. After application of the equity methtte Group determines whether it is necessary
to recognize any additional impairment loss witkpect to the Group’s net investment in the
associate. The consolidated statements of inceffext the share in the results of operations of
the associate. Where there has been a changenisedglirectly in the equity of the associate, the
Group recognizes its share in any changes anddeskhis, when applicable, in the consolidated
statements of changes in stockholders’ equity fitBrand losses resulting from transactions
between the Group and the associate are eliminatheé extent of the interest in the associate.
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An investment in an associate is accounted forgusia equity method from the date when it
becomes an associate. On acquisition of the imezgtt any difference between the cost of the
investment and the investor’s share in the newlie of the associate’s identifiable assets,
liabilities and contingent liabilities is accountied in accordance with PFRS Business
Combinations. Consequently:

a. goodwill relating to an associate is included ia tarrying amount of the investment.
However, amortization of that goodwill is not petted and is therefore not included in the
determination of the Group’s share in the assdsigt®fits or losses.

b. any excess of the Group’s share in the net fairevaf the associate’s identifiable assets,
liabilities and contingent liabilities over the tad the investment is excluded from the
carrying amount of the investment and is insteatuded as income in the determination of
the Group’s share in the associate’s profit or lndbe period in which the investment is
acquired.

The Group discontinues applying the equity methbdmits investment in an associate is reduced
to zero. Additional losses are provided only t® ¢ixtent that the Group has incurred obligations
or made payments on behalf of the associate tehgatbligations of the investee that the Group
has guaranteed or otherwise committed. If thesteeesubsequently reports profits, the Group
resumes applying the equity method only aftertitrs of the profits equals the share of net losses
not recognized during the period the equity metivad suspended.

The financial statements of the associates areapeddor the same reporting period as the Parent
Company. The accounting policies of the associzdaform to those used by the Group for like
transactions and events in similar circumstances.

Property and Equipment

Property and equipment, except land, is statedsitless accumulated depreciation and
amortization and any accumulated impairment in&al8uch cost includes the cost of replacing
part of the property and equipment at the time ¢tbat 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 necesadrsinging the asset to its working condition

and location for its intended use. Cost also ietuany related asset retirement obligation and
interest incurred during the construction periodwnrds borrowed to finance the construction of

the projects. Expenditures incurred after the itexs been put into operation, such as repairs,
maintenance and overhaul costs, are normally rezegmas expense in the period such costs are
incurred. In situations where it can be clearlyndastrated that the expenditures have improved
the condition of the asset beyond the originalseased standard of performance, the expenditures
are capitalized as additional cost of property eqaipment.

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

Buildings, condominium units and improvements 5y2ars
Store equipment and improvements 5-10 years
Data processing equipment 5 years



-10-

Furniture, fixtures and office equipment 3-10 years

Machinery and equipment 5-10 years

Leasehold improvements 5-10 years or term of the
lease, whichever is
shorter

Transportation equipment 5-10 years

The residual values, useful lives and method ofefgation and amortization of the assets are
reviewed and adjusted, if appropriate, at eacmbiz year-end.

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

Fully depreciated assets are retained in the atsauntil they are no longer in use and no further
depreciation is credited or charged to current ajars.

When each major inspection is performed, its cosecognized in the carrying amount of the
property and equipment as a replacement if thegrétion criteria are satisfied.

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

Construction in Progress

Construction in progress represents structuresrwaestruction 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 tmiesion period. Construction in progress is
not depreciated until such time that the relevasets are completed and are ready for use.

Investment Properties

Investment properties, except land, are measurgallynat cost, including transaction costs, less
accumulated depreciation and amortization and aagtated impairment in value. The carrying
amount includes the cost of replacing part of dstigxg investment property at the time that cost
is incurred if the recognition criteria are metdaxcludes the costs of day-to-day servicing of an
investment property. Land is stated as cost legsmpairment in value.

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

Buildings and improvements 35 years
Building equipment, furniture and others 3-15 years

The residual values, useful lives and method ofefgation and amortization of the assets are
reviewed and adjusted, if appropriate, at eacbiz year-end.

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

losses on the retirement or disposal of an investmeperty are recognized in the consolidated
statements of income in the period of retiremerdigposal.
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Transfers are made to investment property whenpahdwhen, there is a change in use,
evidenced by ending of owner-occupation, commenogewfean operating lease to another party
or ending of construction or development. Trarssége made from investment property when,
and only when, there is a change in use, evidengemmmencement of owner-occupation or
commencement 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 carryialgie at the date of change in use. If the
property occupied by the Group as an owner-occymiegderty becomes an investment property,
the Group accounts for such property in accordanitethe policy stated under property and
equipment up to the date of change in use.

Business Combinations

Business combinations are accounted for usinguhehpse method of accounting. The cost of
acquisition is the aggregate of the fair valueshatdate of exchange, of assets given, liabilities
incurred or assumed, and equity instruments isbydte acquirer, in exchange for control over
the net assets of the acquired company, plus aagthji attributable costs. The identifiable assets
liabilities and contingent liabilities that satisfgrtain recognition criteria have to be measured
initially at their fair values at acquisition dateespective of the extent of any minority intdres

Goodwill

Goodwill acquired in a business combination idaflif measured at cost being the excess of the
cost of the business combination over the Grougirest in the net fair value of the acquiree’s
identifiable assets, liabilities and contingenbiidies. Following initial recognition, goodwils
measured at cost less any accumulated impairmenad tie.

For the purpose of impairment testing, goodwillidoed in a business combination is, from the
acquisition date, allocated to each of the Groap&h-generating units, or groups of cash-
generating units, that are expected to benefit fitmersynergies of the combination, irrespective of
whether other assets or liabilities of the Groupassigned to those units or groups of units. Each
unit or group of units to which the goodwill is alhocated:

» represents the lowest level within the Group atciwhihe goodwill is monitored for internal
management purposes; and

* s not larger than a segment based on either thep@ primary or the Group’s secondary
reporting format determined in accordance with RASSegment Reporting.

Goodwill is reviewed for impairment, annually or radrequently, if events or changes in
circumstances indicate that the carrying value b&impaired.

Impairment is determined by assessing the recoleseabount of the cash-generating unit (group
of cash-generating units), to which the goodwilhtes. Where the recoverable amount of the
cash-generating unit (group of cash-generatinggtiess than the carrying amount, an
impairment loss is recognized. Where goodwill ferpart of a cash-generating unit (group of
cash-generating units) and part of the operatighimithat unit is disposed, the goodwill
associated with the operation disposed of is irediud the carrying amount of the operation when
determining the gain or loss on disposal of therajgen. Goodwill disposed of in this
circumstance is measured based on the relativevaliithe operation disposed and the portion of
the cash-generating unit retained.
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When the Group acquires a business, embedded tile/aeparated from the host contract by
the acquiree are not reassessed on acquisitioaautle business combination results in a change
in the terms of the contract that significantly nfie$ the cash flows that would otherwise be
required under the contract.

Negative goodwill, which is not in excess of thi felues of acquired identifiable nonmonetary
assets of subsidiaries and associates, is chang@tlylto income. Transfers of assets between
commonly controlled entities are accounted for urnitgtorical cost accounting.

When a business combination involves more tharesobange transaction (occurs in stages),
each exchange transaction is treated separatehetgcquirer, using the cost of the transaction
and fair value information at the date of each exgje transaction, to determine the amount of
goodwill associated with that transaction. Anyuatiinent to fair values relating to the previously
held interest is a revaluation and is accounte@s$asuch.

When subsidiaries are sold, the difference betwleeselling price and the net assets plus
goodwill is recognized in the consolidated stateimefiincome.

Intangible Assets

The cost of trademarks and brand names acquiradbusiness combination is the fair value as at
the date of acquisition. The Group assessed #felddge of the trademarks and brand names to
be indefinite because based on an analysis of #leaelevant factors, there is no foreseeable
limit to the period over which the asset is expgdttegenerate cash inflows for the Group.

Trademarks and brand names with indefinite usefetlare tested for impairment annually either
individually or at the cash generating unit levBlich intangible assets are not amortized. The
useful life of an intangible asset with an indetfife is reviewed annually to determine whether
indefinite life assessment continues to be supplatalf not, the change in the useful life
assessment from indefinite to finite is madeagerospective basis

Gains or losses arising from derecognition of darigible asset are measured as the difference
between the net disposal proceeds and the carayimagyint of the asset and are recognized in the
consolidated statements of income when the asdetégognized.

Impairment of Non-financial Assets with Definitevieis

The carrying values of property and equipment, stwent properties, land and development and
investments in shares of stock of associates arewed for impairment when events or changes
in circumstances indicate that the carrying valay mot be recoverable. If any such indication
exists, and if the carrying value exceeds the egéithrecoverable amount, the assets or cash-
generating units are written down to their recolbramounts. 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 imrm’s-length transaction between
knowledgeable, willing parties, less costs of dggdo 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 independsintictows, the recoverable amount is
determined for the cash-generating unit to whiehabset belongs. Impairment losses are
recognized in the consolidated statements of indortleose expense categories consistent with
the function of the impaired asset.
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An assessment is made at each reporting datevdzetber there is any indication that previously
recognized impairment losses may no longer exigtay have decreased. If such indication
exists, the recoverable amount is estimated. Xiqusly recognized impairment loss is reversed
only if there has been a change in the estimated iasdetermine the asset’s recoverable amount
since the last impairment loss was recognizedhalfis the case, the carrying amount of the asset
is increased to its recoverable amount. That aszd amount 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. $emdrsal is recognized in profit or loss. After
such a reversal, the depreciation or amortizatimrge is adjusted in future periods to allocate the
asset’s revised carrying amount, less any resichlak, on a systematic basis over its remaining
useful life.

Revenue

Revenue is recognized when it is probable thaetdomomic benefits associated with the
transaction will flow to the Group and the amoufthe revenue can be reliably measured. The
following specific recognition criteria must alse et before revenue is recognized:

Sale of merchandise inventories. Revenue is recognized when the significant risie rewards of
ownership of the goods have passed to the buyaechvidinormally upon delivery.

Sale of Real Egtate. Revenue and costs from sale of completed pspeet accounted for using

the full accrual method. The percentage of congenethod is used to recognize income from
sale of projects where the Group has material abbgs under the sales contract to complete the
project after the property is sold. Under thismoel sale is recognized as the related obligations
are fulfilled, measured principally on the basishe estimated completion of a physical portion of
the contract work. Any excess of collections a¥errecognized receivables is included in
“Accounts payable and other current liabilities’tive consolidated balance sheets.

Real estate costs that relate to the acquisitieveldpment, improvement and construction of the
condominium units are capitalized. The capitalizests of condominium units are charged to
operations when the related revenue are recognized.

For income tax purposes, full recognition is applkehen at least 25% of the selling price has
been collected in the period of sale. Otherwisejnstallment method is applied.

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 Tickets. Revenue is recognized upon receipt of cash fram t
customer which coincides with the rendering of mew.

Gain on Sale of Investments in Shares of Stock and Available-for-Sale Investments. Revenue is
recognized upon delivery of the securities to amficmation of the sale by the broker.

Dividend. Revenue is recognized when the Group’s right deeebolder to receive the payment
is established.

Management Fees. Revenue is recognized when earned in accordaiticehe terms of the
agreements.
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Interest. Revenue is recognized as the interest accrueagtakio account the effective yield on
the asset.

Management Fees
Management fees are recognized as expense in aocceraith the terms of the agreements.

Pensions Benefits

The cost of providing benefits under the defineddfi¢ plans is determined separately for each
plan using the projected unit credit actuarial ailbn method. This method reflects service
rendered by employees to the date of valuationrasaiporates assumptions concerning
employees’ projected salaries. Pension cost iesladirrent service cost, interest cost, expected
return on plan assets, amortization of unrecognised service costs, recognition of actuarial
gains (losses) and effect of any curtailments titeseents. Past service cost is amortized over a
period until the benefits become vested. The porif the actuarial gains and losses is
recognized when it exceeds the “corridor” (10%haf greater of the present value of the defined
benefit obligation or fair value of the plan asyetsthe previous reporting date, divided by the
expected average remaining working lives of agbla@ members.

The defined benefit liability is the aggregatelué present value of the defined benefit obligation
and actuarial gains and losses not recognizedceeldoy past service cost not yet recognized and
the fair value of plan assets, out of which thegattions are to be settled directly. If such
aggregate is negative, the asset is measured latwtbe of such aggregate or the aggregate of
cumulative unrecognized net actuarial losses astiggavice cost and the present value of any
economic benefits available in the form of refufrdsn the plan or reductions in the future
contributions to the plan.

If the asset is measured at the aggregate of ctireilanrecognized net actuarial losses and past
service cost, and the present value of any econbemefits available in the form of refunds from
the plan or reductions in the future contributiems$he plan, net actuarial losses of the current
period and past service cost of the current paiedecognized immediately to the extent that
they exceed any reduction in the present valubasfd economic benefits. If there is no change or
if there is an increase in the present value okttmomic benefits, the entire net actuarial losses
of the current period and past service cost ottireent period are recognized immediately.
Similarly, net actuarial gains of the current pdradter the deduction of past service cost of the
current period exceeding any increase in the ptesdune of the economic benefits stated above
are recognized immediately if the asset is measatrélie aggregate of cumulative unrecognized
net actuarial losses and past service cost angrésent value of any economic benefits available
in the form of refunds from the plan or reductiomshe future contributions to the plan. If there
is no change or if there is a decrease in the ptesdue of the economic benefits, the entire net
actuarial gains of the current period after theudéidn of past service cost of the current period
are recognized immediately.

Foreign Currency-denominated Transactions

The consolidated financial statements are preséntetilippine peso, which is the Group’s
functional and presentation currency. Transactiorigreign 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
balance sheet date. All differences are takehdabnsolidated statements of income.
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Foreign Currency Translation

The assets and liabilities of foreign operationa sfibsidiary are translated into Philippine pdso a
the rate of exchange ruling at the balance shdetaha their income statements are translated at
the weighted average rates for the year. The exgehdifferences arising on the translation are
taken directly to a separate component of equity.disposal of a foreign entity, the deferred
cumulative amount recognized in equity relatinghiat particular foreign operation is recognized
in 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 ofewhie¢hfulfillment of the arrangement is
dependent on the use of a specific asset or aasethie arrangement conveys a right to use the
asset.

Group as Lessee. Finance leases, which transfer to the Group anbatly 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 lonagrthe 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 geon the remaining balance of the liability.

Finance charges are reflected in the consoliddastdmnsents of income.

Capitalized leased assets are depreciated ovehtrter of the estimated useful life of the asset
and the lease term, if there is no reasonableiogrtihat the Group will obtain ownership by the
end of the lease term.

Leases which do not transfer to the Group subsiintll the risks and benefits of ownership of

the asset are classified as operating leases.atipgelease payments are recognized as expense in
the consolidated statements of income on a stréiigdbasis over the lease term. Associated
costs, such as maintenance and insurance, areseas incurred.

Group as Lessor. Leases where the Group does not transfer suiadhaall the risks and benefits
of ownership of the asset are classified as opey#tiases. Lease income from operating leases
are recognized as income on a straight-line bagisthe lease term. Initial direct costs incurred
in negotiating an operating lease are added todhging amount of the leased asset and
recognized over the lease term on the same basisitas income. Contingent rents are
recognized as revenue in the period in which tilreyearned.

Provisions

Provisions are recognized when the Group has aprebligation (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 negynis 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 Group expectsvasimmoto be reimbursed, the reimbursement is
recognized as a separate asset but only whendeptref the reimbursement is virtually certain.
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Borrowing Costs

Borrowing costs are generally expensed as incurBsirowing costs are capitalized if they are
directly attributable to the acquisition or constian of a qualifying asset. Capitalization of
borrowing costs commences when the activities épge the asset are in progress and
expenditures and borrowing costs are being incurBmrowing costs are capitalized until the
assets are substantially ready for their intendied uf the carrying amount of the asset exceesds it
recoverable amount, an impairment loss is recogniBorrowing costs include interest charges
and other costs incurred in connection with thedwing of funds used to finance the
construction in progress.

Taxes

Current Tax. Current tax assets and liabilities for the cureemd prior periods are measured at the
amount expected to be recovered from or paid toatketion authorities. The tax rates and tax
laws used to compute the amount are those thatnaeted or substantively enacted as at balance
sheet date.

Deferred Tax. Deferred tax is provided using the balance shabilily method on temporary
differences at balance sheet date between theatestnf assets and liabilities and their carrying
amounts for financial reporting purposes. Defeteedliabilities are recognized for all taxable
temporary differences, except:

= where the deferred tax liability arises from thigiah recognition 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 dageat with investments in subsidiaries,
associates and interests in joint ventures, whnerdiming of the reversal of the temporary
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 dedediiimporary differences and carryforward
benefits of MCIT and NOLCO, to the extent thasiprobable that taxable profit will be available
against which the deductible temporary differeneesl, the carryforward benefits of MCIT and
NOLCO can be utilized, except:

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

= with respect to deductible temporary differencesamted with investments in subsidiaries,
associates and interests in joint ventures, deféareassets are recognized only to the extent
that it is probable that the temporary differersilsreverse 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 balance sheet date and reduced to
the extent that it is no longer probable that sidfit taxable profit will be available to allow ait
part of the deferred income tax asset to be utilizdnrecognized deferred tax assets are
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reassessed at each balance sheet date and amgizeddg the extent that it has become probable
that future taxable profit will allow the deferrtak asset to be recovered.

Deferred tax assets and liabilities are measur#teatx 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 have
been enacted or substantively enacted at balaeet date.

Income tax relating to items recognized directlgduity is recognized in equity and not in the
consolidated statements of income.

Deferred tax assets and deferred tax liabilitiesadfset, if a legally enforceable right existset
off current tax assets against current tax liabgiand the deferred taxes relate to the sameleaxab
entity and the same taxation authority.

Value Added Tax. Revenue, expenses and assets are recognizedthetashount of tax, 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 withrtiwiat of tax included.

The net amount of tax recoverable from, or pay&hl¢éhe taxation authority is included as part of
receivables or payables in the consolidated balaheets.

Business Segments

The Group is organized and managed separatelydingdo the nature of business. The three
major operating businesses of the Group are shgppall development, retail merchandising,

and real estate development and tourism. Thegsatopgbusinesses are the basis upon which the
Group reports its primary segment information.

Basic/Diluted Earnings Per Common Share (EPS)

Basic EPS is computed by dividing the net incomrgle period attributable to equity holders of
the Parent by the weighted-average number of issndautstanding common shares during the
period, with retroactive adjustment for any stockdknds declared.

For the purpose of computing diluted EPS, the meime for the period attributable to equity
holders of the Parent and the weighted-average eunflissued and outstanding common shares
are adjusted for the effects of all dilutive potahordinary shares.

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

disclosed unless the possibility of an outflowedaurces embodying economic benefits is
remote. Contingent assets are not recognizecindhsolidated financial statements but
disclosed when an inflow of economic benefits yable.

Subsequent Events

Post year-end events that provide additional in&tiom about the Group’s position at balance
sheet date (adjusting events) are reflected icdhsolidated financial statements. Post year-end
events that are not adjusting events are discliostik notes to the consolidated financial
statements when material.
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4. Business Combinations

Acquisition of Rappel

On July 27, 2007, Orkam Holding Asia N.V. sold48% equity in Rappel to Forsyth Equity
Holdings, Inc. (Forsyth). On October 3, 2007, fthsold the said shares to SMIC, which
increased SMIC's direct ownership in Rappel frorgedid 80%. Rappel is an unlisted company
engaged in the business of investing, purchastgyiang and owning real or personal property,
including shares of stock, bonds and other formseatirities.

SMIC and Rappel directly owns 10% and 50% interesBlipinas Makro, Inc. (Makro),
respectively. Makro is an unlisted company engagdmliying and selling of food and non-food
items to registered customers at wholesale anefail under a warehouse club format. As a
result of the acquisition of an additional 40% et in Rappel, Makro also became a subsidiary
of SMIC through the 60% direct and indirect owngrsh

The fair values of the identifiable assets andiliiéds of Rappel, which were determined only
provisionally because fair values were not curkeatiailable as at the date of acquisition, and the
corresponding carrying amounts immediately befoecacquisition are as follows:

Fair Value Carrying Value

Cash and cash equivalents B221,670 B221,670

Investment in Makro 1,713,181,750 1,713,181,750
1,713,403,420  1,713,403,420

Trade and other payables (245,411) (245,411)

Net asse 1,713,158,009  1,713,158,009

% of ownership acquired 40% 40%

Net asser acquired 685,263,204 B685,263,204

Goodwill arising from acquisition (see Note 14) 243,074

Total consideration R928,434,278

The acquisition cost and the net cash outflow enatquisition are as follows:

Acquisition Cost:
Cash paid P928,166,527
Costs associated with the acquisition 267,751
B928,434,278

Cash outflow on acquisition:

Net cash acquired with the subsidiary B221,670
Cash paid (928,434,278)
Net castoutflow (R928,212,608)

Acquisition of APCTC

On June 26, 2007, SMIC acquired additional 18,2%firaon shares of APCTC, which is
equivalent to 15.10% of the issued and outstanctpital of APCTC. The acquisition increased
SMIC's interest in APCTC from 36.69% to 51.79%,rdtey gaining control. APCTC is an
unlisted company engaged in selling computer anpetipherals and providing computer training
and education services to college students.
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The total cost of the acquisition, which was pai¢ash, was B1.8 million. At acquisition date,
the fair value of the net liabilities acquired amtad to B2.1 million, resulting in recognition of
goodwill of B3.9 million. The amount of cash arash equivalents acquired from APCTC
amounted to B4.0 million, thus, the net cash wflam the acquisition amounted to B2.2 million.

The acquisition cost of the initial 36.69% interagproximates the fair value of the net assets
acquired, hence, no goodwill was recognized thenefr

Acquisitions of three SM Malls in China

On November 13, 2007, the BOD of SM Prime apprdahedacquisition of 100% of the
outstanding common shares of Affluent Capital Eprises (Affluent) and MegaMake Enterprise
Limited (MegaMake), holding companies of the th&d@ Malls in China, in exchange for SM
Prime’s common shares with a valuation based oB@hgay volume weighted average price of
SM Prime. Affluent is an unlisted company whicHinectly owns Xiamen SM City Co. Ltd., SM
Shopping Center (Chengdu) Co. Ltd. and Xiamen SM Management Co. Ltd., companies
incorporated in the People’'s Republic of Chinaegéhcompanies are engaged in mall operations
and development and construction of shopping celated property management. Mega Make is
an unlisted company which indirectly owns Fupu Sk&inational Square Jinjiang City Fujian, a
company incorporated in the People’s Republic ah&hlt is engaged in mall operations and
development and construction of shopping centelgpaoperty management.

On February 18, 2008, SM Prime executed the sydigmriagreements with Grand China Oriental
Limited (Grand China) and Oriental Land Developmigntited (Oriental Land) for the exchange
of Affluent and MegaMake shares of stock valueBHd,827 million equivalent to 913 million
shares of SM Prime’s common stock to be issued tipmapproval by the SEC and PSE.

On May 20, 2008, the SEC approved the valuatigdh@Share-for-share swap transaction with
Grand China and Oriental Land and confirmed thattsuance of shares is exempt from
registration requirements. On May 28, 2008, thE Bf§proved the listing of 912,897,212 new
shares which were issued to Grand China and Orieatal. The listing of the shares was
completed on June 18, 2008.

Cash and Cash Equivalents

This account consists of:

September 30, December 31,

2008 2007
(Restated)
Cash on hand and in banks (see Note 19) B3,124,568,362 B4,405,076,696

Temporary investments (see Notes 15, 17 and 19%0,196,720,560 11,351,623,752
P43,321,288,922R15,756,700,448

Cash in banks earn interest at the respective thapésit rates. Temporary investments are made
for varying periods of up to three months dependinghe immediate cash requirements of the
Group, and earn interest at the respective tempdaraestment rates.
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6. Time Deposits and Short-term Investments
This account consists of:

September 30, December 31,

2008 2007
(Restated)

Time deposits:
Pledged (see Note 17) B6,534,068,750 B7,804,208,398
Not pledged 16,398,234,000 451,791,602
22,932,302,750 8,256,000,000
Short-term investments - 2,250,000
22,932,302,750 8,258,250,000
Less current portion 1,829,068,750 4,130,250,000
Noncurren portion B21,103,234,000 B4,128,000,000

Time deposits amounting to US$487.3 million (B3P, million) and US$200.0 million
(B8,256.0 million) as of September 30, 2008 andeldder 31, 2007, respectively, bear annual
interest ranging from 5.4% to 6.5% in 2008 and ff06% to 5.3% in 2007.

As of September 30, 2008 and December 31, 200¢utient portion of the time deposits
amounted to US$38.9 million (B1,829.1 million) d@$100.0 million (B4,128.0 million),
respectively. The noncurrent portion, which amedrto US$100.0 million (R4,705.0 million as
of September 30, 2008 and B4,128.0 million asexfdinber 31, 2007) and US$348.5 million
(B16,396.0 million as of September 30, 2008) daiein October 2010 and July 2013,
respectively.

A portion of the time deposits amounting to US$®238illion (R6,534.1 million and B7,804.2
million as of September 30, 2008 and December 3Q7 2respectively) was used as collateral for
a loan obtained by SMIC (see Note 17).

7. Investments Held for Trading and Sale
This account consists of:

September 30, December 31,

2008 2007
(Restated)
Investments held for trading:
Shares of stock R1,598,892,594 P2,506,275,272
Bonds 454,801,141 442,776,480

2,053,693,735 2,949,051,752

Available-for-sale investments (see Note 9):
Shares of stock 26,071,007,375 29,722,878,541
Bonds 453,779,780 453,779,780
26,524,787,155 30,176,658,321
P28,578,480,890R33,125,710,073
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The Group recognized B923.9 million unrealized laisd P483.2 million unrealized gain from fair
value adjustments of investments held for tradorglie nine months ended September 30, 2008
and 2007, respectively. Gain on sale of investmbald for trading and available-for-sale
investments amounted to BP257.4 million and B1@#8ligon for the nine months ended September
30, 2008 and 2007, respectively. The amountiaheded under “Gain on sale of available-for-
sale investments and fair value changes on invesggnneld for trading and derivatives” account
in the consolidated statements of income.

Receivables

This account consists of:

September 30, December 31,

2008 2007

(Restated)

Trade:
Tenants (see Note 19) B2,103,232,206 B2,067,882,499
Banks, credit cards and others 2,148,003,693 1,981,882,633
Real estate buyers 2,248,059,737 1,683,041,800
Due from related parties (see Note 19) 13,329,083,173 6,526,144,634
Management fees (see Note 19) 615,629,473 450,505,721
Accrued interest (see Note 19) 477,062,559 268,418,253
Dividends 253,063,549 118,924,269
Others 2,013,444,426 2,234,812,605
Total 23,187,578,816 15,331,612,414
Less allowance for doubtful accounts 11,796,185 11,796,185

23,175,782,631 15,319,816,229

Less noncurrent portion of receivables from real
estate buyers (see Note 14) 854,837,925 877,590,159
Current portion P22,320,944,706R14,442,226,070

The terms and conditions of the above receivabkasifollows:

» Trade receivables from tenants, banks, credit candsothers and management fee
receivables are noninterest-bearing and normallgatle on a 30 to 90 days’ term.
Receivables from real estate buyers mainly con$istceivables subject to financing from
banks and other financial institutions.

» The terms and conditions relating to related paetgivables are further discussed in Note 19.

= Accrued interest relates mostly to short-term tdeposits that will mature within the next
financial year. Interests on time deposits aréectdd at respective maturity dates.

= Other receivables are normally collectible withie next financial year.

The receivables, other than those identified asired, are assessed by the Group’s management
as good and collectible.
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9. Available-for-Sale Investments
This account consists of investments in:

September 30, December 31,

2008 2007
(Restated)
Shares of stock:

Listed (see Note 26) B29,053,093,771R32,709,216,717

Unlisted (net of allowance for probable
losses of B45,131,638) 302,048,675 304,528,812
Redeemable preferred shares (see Note 19) 2,534,404,430 2,218,254,419
Government Bonds 399,298,840 704,897,280
Club shares 5,720,000 5,150,000
32,294,565,716 35,942,047,228
Less current portion (see Note 7) 26,524,787,155 30,176,658,321
Long-term portion B5,769,778,561 B5,765,388,907

Investments in listed shares of stock include itnmegts in SMC amounting to B19,851.9 million
and B20,021.6 million as of September 30, 2008ewkmber 31, 2007, respectively. The
investments consist of 339.3 million shares andexzinitially at B19,852.9 million.

On October 31, 2007, SMIC and San Miguel CorponaRetirement Plan (SMCRP) executed a
stock purchase agreement (the Agreement), wheli@@ &greed to sell through the PSE its
339.3 million SMC common shares (sale shares) t€BWFl at an agreed price, payable on or
before October 31, 2008, extendable for additibwal (2) months up to December 31, 2008,
subject to interest.

Under the terms of the Agreement, all rights tteriests and title in and ownership of the sale
shares shall remain with SMIC, provided that upeseipt of the agreed consideration, the voting
rights shall be transferred to SMCRP. Also, alidnds and other benefits, except for stock
dividends, declared by SMC in relation to the shlares shall accrue fully to SMIC. All stock
dividends declared by SMC in relation to the shlgres shall accrue to SMIC and SMCRP
proportionately to the consideration paid by SMCRP.

Should any part of the total consideration remaipaid as of December 31, 2008, any payments
made by SMCRP, including any stock dividends aograd SMCRP, shall be forfeited in favor of
SMIC as liquidated damages for the failure of SMA@&Bonsummate the contemplated
transaction.

The agreement contains an embedded derivative.

The account also includes investments of SM Primredeemable preferred shares issued by local
entities with annual dividend rates of 6.5% to 8@2See Note 19). The preferred shares have
preference over the issuer’'s common shares inajment of dividends and in the distribution of
assets in case of dissolution and liquidation. Jtreres are mandatorily redeemable in 2009 up to
2011. Preferred shares amounting to B1,500.@miind B1,000.0 million, with an annual
dividend rate of 10.46%, were early redeemed iy 4007 and August 2007, respectively.
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Investments in government bonds were purchasedfiwét interest rates ranging from 10.625%
to 15.625%. These investments are peso-denomiaatkdill mature on various dates starting
April 1, 2008 until September 8, 2010.

10. Investments in Shares of Stock of Associates

The details of and movements in this account afelksvs:

September 30, December 31,

2008 2007
(Restated)
Acquisition cost:
Balance at beginning of period B29,283,425,734R37,175,626,751
Additions 1,200,000,000 2,879,051,231
Disposals/reclassifications 10,010,913,092 (10,771,252,248)
Balance at end of period 40,494,338,826 29,283,425,734
Accumulated equity in net earnings:
Balance at beginning of period 13,195,523,186 9,801,150,448
Equity in net earnings 942,389,385 3,456,684,195
Dividends received (2,020,914,268) (615,196,406)
Accumulated equity (loss) in net earnings of
investments sold/reclassified (413,358,489) 534,975,313
Share in unrealized gain (loss) on AFS
investments of associates - net (3,565,633,416) 17,909,636
Balance at end of period 8,138,006,398 13,195,523,186

48,632,345,224 42,478,948,920

Allowance for probable losses:
Balance at beginning of period - 430,000,000
Reclassification - (430,000,000)

Balance at end of period

P48,632,345,224R42,478,948,920

The reclassification of B430.0 million provisiasr forobable losses relates to the acquisition of
Makro through Rappel (see Note 4).

The major associates of the Group are as follows:

Effective Percentage
of Ownership
September 30, December 31,

Company 2008 2007 Principal Activities
MRDC — 45 Others

Sodexho Pass, Inc. 40 40 Retail merchandising
Banco De Oro Unibank, Inc. (BDO) 39 38 Financial services
Highlands Prime, Inc. (Highlands Prime) 24 24 Real estate and tourism

China Banking Corporation (China Bank) 20 20 Financial services
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On September 30, 2008, SMIC invested in 120 milanies A Preferred shares of BDO at a par
value of B10 per share. The Preferred shargsespetual, voting, non-cumulative, non-
participating and are convertible into common shafeBDO on any trading day after three years
from issue date based on a specified formula.

On August 29, 2006, SMIC and other related compdfilied a Tender Offer with the Philippine
SEC to acquire up to around 322.3 million sharpsasenting 44.32% of the total outstanding
common shares of EPCIB at B92 a share. The paysrems of the offer are as follows: 10% on
October 2, 2006, 10% on June 2, 2007, 10% on FgbA 2008, and the remaining balance to be
paid on October 2, 2008. The negotiated sale & ifllion shares representing 10.84% was also
consummated with EBC Investments Inc. (EBCII) urtiersame terms and conditions of the
Tender Offer.

The Tender Offer and the negotiated sale genepatditipation from shareholders with total
shares of 377.7 million equivalent to 51.96% of EPE€total shares outstanding. The sellers
included EBCII with 10.84% shareholdings, Governtrigervice Insurance System (GSIS) with
13.55%, Social Security System (SSS) with 25.849d,@her individual shareholders with
1.73%.

SMIC and MRDC purchased on October 2, 2006 a t§td89.9 million shares for a total
consideration of B17,469.0 million. The partitcipa of SSS was conditional on the favorable
outcome of its pending case in the Supreme Cdamlovember 2007, the Supreme Court
dismissed with finality the legal proceedings besgait found the case moot and academic. An
entry of judgment of this dismissal order was iskae January 10, 2008. SSS sold its EPCIB
shares to a related party of the Group on Janu&r2do8, in accordance with the regulations set
by Bangko Sentral ng Pilipinas (BSP).

Of the total tender offer shares, SMIC purchasési@Liillion shares and paid 30% of the total
consideration as of March 31, 2008. The balandehwib recorded at present value amounted to
BR7,442.5 million and B8,118.8 million as of Septer 30, 2008 and December 31, 2007,
respectively. By virtue of the merger, the promigsotes issued to EBCII amounting to
B5,075.2 million as of September 30, 2008 wesegasd to BDO. The promissory notes were
collateralized by a portion of investments avaidfar sale, in compliance with the requirements
of BSP.

The Group’s share in the identifiable assets aatllifies of EPCIB as a result of the Tender Offer
was finalized in 2007, which resulted to a posityg®dwill amounting to B5,016.6 million.
Positive goodwill is determined based on the exoésise cost of acquisition over SMIC's interest
in the underlying fair values of the identifiabkesats and liabilities.

On April 20, 2007 and May 27, 2007, the BSP anitigfiine SEC, respectively, approved the
merger of BDO and EPCIB, with BDO as the survivamdity. The merger, which took effect on
May 31, 2007, was effected through a swap wherdb® Bssued 1.8 of its shares for every
EPCIB share. The Plan of Merger was approved dghtiareholders of BDO and EPCIB in
separate meetings on December 27, 2006.
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The detailed carrying values of the Group’s invesita in associates are as follows:

September 30, December 31,

2008 2007

(Restated)
BDO P41,731,631,371R34,944,448,736
China Bank 5,332,147,547 5,561,275,204
Highlands Prime 1,568,566,306 1,546,991,837
MRDC — 426,233,143

P48,632,345,224R42,478,948,920

11. Property and Equipment
The movements in this account follow:

December 31,

2007 Disposals/ September 30,
(Restated) Additions Transfers 2008
Cost:
Land and improvements B2,203,517,166 B17,351,677 (B-) B2,220,868,843
Buildings, condominium units ar
improvements 3,963,522,460 184,578,504 499,481,119,647,582,083
Store equipment
and improvements 4,587,694,448 201,805,155 3978804, 5,187,304,477

Data processing equipment 2,945,671,657 514,099,72 (255,079,584) 3,204,671,802

Furniture, fixtures and office
equipment

Machinery and equipment

Leasehold improvements

Transportation equipment

1,436,462,274
1,809,895,243
1,995,719,179
545,734,150
19,488,216,577

169,311,229 (66,799,929)538,973,578
105,980,230(118,594,325) 1,797,281,148
111,295,025 373,741,175) 1,733,273,029

54,272,547 8976299 606,903,996
1,358,674,096 89,968,2830,936,858,956

Accumulated depreciation and
amortization:
Buildings, condominium units ar

improvements 1,491,450,759 187,718,647 381,635,073,060,804,479
Store equipment and
improvements 2,901,926,854 517,176,795 175,325,798,594,429,443

Data processing equipment 1,983,165,988 194,029,86 226,616,144 2,403,791,994

Furniture, fixtures and office

785,662,070

1,375,372,987

1,095,762,624
244,142,067

equipment
Machinery and equipment
Leasehold improvements
Transportation equipment

198,491,314 (99,092,404) 885,060,980
108,204,782 (89,043,507) 1,394,534,262
193,963,598 275,(82,149) 1,014,544,073

56,876,488 ,3540710 341,370,265

9,877,483,349

1,456,441,486 360,610,6611,694,535,496

Net book valu
Construction in progress

9,610,733,228 (97,767,390) (270,642,378) 9,242,323,460
9,710,537,212 7,244,632,136,038,514,500) 10,916,654,846
P19,321,270,440 B7,146,864,744 B(6,309,156,828)158,978,306

The construction in progress account includes sihgapall complex under construction of

SM Prime. As of September 30, 2008, shopping nwtiplex under construction mainly pertains
to costs incurred for the development of SM CityrtNd=dsa Expansion, SM Supercenter Rosales,
SM Supercenter Baliuag, SM City Naga and SM CitgiXén Expansion.
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Construction in progress includes cost of land amtiog to B1,997.4 million and B2,210 million
as of September 30, 2008 and December 31, 2007.

Interest capitalized to shopping mall under comgiton amounted to B781.0 million and
R1,201.0 million for the nine months ended Sepwm30, 2008 and year ended December 31,
2007, respectively. Capitalization rates used Wet@&% in 2008 and 9.01% in 2007.

12.

Investment Properties

The movements in this account follow:

Building
Buildings Equipment,
and Furniture
Land Improvements and Others Total
Cost
Balance at December 31, 2006 P14,753,173,094 4B94385,424 R9,039,824,934 PR69,292,383,452
Additions 1,339,232,722 2,470,779,776 1,006,191,8304,816,204,328
Reclassifications 1,488,533,189 9,363,611,475 11556310 12,408,267,974
Disposals - - - -
Balance at December 31, 2007 17,580,939,005 57,38%75 11,602,140,074  86,516,855,754
Additions 2,054,315,139 886,230,408 247,902,232 88447,779
Reclassifications 1,348,367,329 5,683,919,907 T4 7,421,502,510
Disposals (37,499,852) - - (37,499,852)
Balance at September 30, 2008 20,946,121,621 6326390 12,239,257,580  97,089,306,191
Accumulated Depreciation,
Amortization and Impairment
Losses
Balance at December 31, 2006 351,995,000 8,506889, 4,010,940,568 12,870,775,172
Additions - 1,723,625,516 699,570,054 2,423,195,570
Reclassifications - 372,443,855 223,071,229 5950815
Disposed business - MRDC - (5,495,002) - (5,495,002)
Balance at December 31, 2007 351,995,000 10,598433  4,933,581,851 15,883,990,824
Impairment Loss
Additions 14,863,513 1,496,928,564 615,438,429 2,230,506
Reclassifications — 88,584,427 22,895,296 111,48,7
Balance at September 30, 2008 366,858,513 12,183902 5,571,915,576 18,122,701,053
Net Book Value
As of September 30, 2008 P20,579,263,108 P51,0Q0,026 P6,667,342,004 B78,966,605,138

As of December 31, 2007 (Restated) P17,228,944,0886,735,362,702  P6,668,558,223 PR70,632,864,930
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13. Land and Development and Condominium Units for Sale

Land and development, which amounted to B5,068l®mas of September 30, 2008 and
B3,891.0 million as of December 31, 2007, inclizohel and cost of the condominium projects.

On February 24, 2006, SMDC entered into a jointwenagreement (JVA) with BDO to develop
certain properties of BDO located in Quezon Citpithe “Mezza Residences” (Mezza Project), a
residential/commercial condominium project. Unther agreement, SMDC and BDO agreed to
share the net saleable area of the Mezza Projemt agreed sharing percentage, among others. In
October 2006, SMDC started the construction ofMlezza Project.

On August 2, 2007, the BOD of SMDC authorized tagatiation with BDO for the purchase of
the properties of BDO located in Quezon City subjgdVA together with BDO’s rights and
interests in the JVA. On August 28, 2007, SMDCfizored its interest in purchasing BDO's
rights and interests for B554.6 million and BDQ@e&gl to the terms on which the sale shall be
executed.

SMDC assessed that the risks and rewards on théBiybts and interests have been transferred
to the Company as of December 31, 2007 and acapydiacorded the transaction as acquisition
of land at B554.6 million. The acquisition of BBQ@ights and interests in the Mezza Project was
fully settled on April 2, 2008 and the Deed of Saéeween SMDC and BDO for the said
properties was executed on March 28, 2008.

As of September 30, 2008, the Mezza project haaraehtake up of 88.6%, valued at B3.5 billion
and the total estimated cost to complete the Mprai@ct amounted to B496.8 million.

In 2003, SMDC commenced the construction of itsdooninium project - the “Chateau Elysee”.
The “Chateau Elysee” is a French Mediterraneantiedpondoville in Parafiaque City composed
of six clusters. Cluster one of the project brgkeund on September 29, 2003, with market
take-up of 98%, valued at B378.7 million as oft8eyer 30, 2008. Construction of Cluster two
started in 2005, with market take-up of 96%, valaeB498.2 million as of September 30, 2008.
Construction of Cluster three started in 2006, witrket take-up of 95%, valued at

B581.1 million as of September 30, 2008. Constnof Clusters one, two and three were
already completed as of September 30, 2008. Gantigtn of Cluster six started in 2007, with
market take-up of 55%, valued at B418.2 milliom&September 30, 2008. Total estimated cost
to complete Cluster six amounted to P163.8 milasrof September 30, 2008. Construction of
Cluster 5 commenced in 2008 while construction losr 4 has not yet started as of September
30, 2008.

In 2008, SMDC launched its two projects, namelyassrResidences, a three tower condominium
near SM North Edsa in Quezon City and Berkeley dRegies, a 35-storey condominium building
along Katipunan Avenue. The construction of Bexiedtarted on January 18, 2008 and the total
estimated cost of the project amount to B1.4dniland it has 66% market take up as of September
30, 2008. The construction of Tower One of Graggedd in March 2008 and the total estimated
cost of Tower One is B1.7 billion. It has 52% ke&take up as of September 30, 2008.

SMDC has also acquired several parcels of lanfutare development with aggregate carrying
value of B2,331.9 million and B1,917.1 millionaddisSeptember 30, 2008 and December 31, 2007,
respectively.
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Condominium units for sale which amounted to P%8illon and B86.4 million as of September
30, 2008 and December 31, 2007, respectively atedsat cost. The amounts were included
under “Input taxes and other current assets” addauthe consolidated balance sheets.

On June 30, 2004, SMDC entered into a JVA with G8tShe development of a residential
condominium project (the Project) on a parcel aflléthe Property) owned by GSIS. Under the
JVA, GSIS shall contribute all its rights, titlechimterest in and to the Property in consideratibn
its receipt of allocated units, which is 15% of tleue of the total saleable units in the Project,
return for its contribution. In turn, SMDC shatiopide financing for the implementation of the
Project in consideration of its receipt of 85%luf alue of the total saleable units in the Project
in return for its contribution.

On July 14, 2005, SMDC submitted to GSIS a Lettdntent to change the Property subject for
development. On September 7, 2005, the GSIS BafaFdustees approved the proposal of
SMDC to change the Property subject for developmémmder the amended JVA agreement, the
Property will now be 14,430 square meters, motless, a portion of the Tree Park Area of the
GSIS-Baguio Convention Center.

Under the amended JVA, in the event of a decreagesiinvestment commitment not below the
amount of B1,100.0 million, there will be no adimsnt in the sharing or allocation percentage of
both parties as agreed upon based on the origit#al Ih case the reduction goes lower than
B1,100.0 million, there shall be a correspondidiggtment in the sharing or allocation percentage
of both parties, which shall be subject to the agrent of both parties.

As of September 30, 2008, the development of tbgtrhas not yet started.

14.

Intangibles and Other Noncurrent Assets

These accounts consist of:

September 30, December 31,

2008 2007
(Restated)
Intangibles:
Trademarks and brand names (see Note 4) B6,124,762,000 B6,124,762,000
Goodwill 5,669,888,329 5,669,888,329

P11,794,650,329R11,794,650,329

Other noncurrent assets:

Deferred tax assets (see Note 21) B1,611,995,413 B1,439,338,317
Deposits and advance rentals 1,639,087,096 1,402,596,267
Receivables from real estate buyers

(see Note 10) 854,837,925 877,590,159
Defined benefit asset 45,829,870 45,829,870
Escrow fund 456,839,223 3,524,743,951
Others 1,889,637,967 1,581,748,482

P6,498,227,494 B8,871,847,046
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Trademarks and brand names acquired in a businassration in 2006 were assessed to have an
indefinite useful life. The Relief-from-Royalty iti@d was used in determining the recoverable
amount of trademarks and brand names for impairtesting. The royalty rate used was 3.5%,
which is the prevailing royalty rate in the retasisorted category where SVI and SSMI fall. As of
December 31, 2007 and 2006, no impairment lossdesified.

The recoverable amount of goodwill has been deterdchusing the cash flow projections based on
the financial budgets approved by senior manageowmring a 5-year period. The pre-tax
discount rates applied to cash flow projectiongeahfrom 13.34% to 14.84%. The discount rates
were determined based on the yield of a 20-yeaemwrent bonds at the beginning of the
forecasted year. The discount rates also imph&esgk of the cash-generating units compared to
the respective risk of the overall market, and ggusk premium. Management assessed no
impairment loss in the value of goodwill.

Deposits and advance rentals pertain substantatlye lease agreements entered into by SM
Prime for certain parcels of land where some ofnitédls are constructed. The lease agreements
provide that the security deposits will be applieduture rentals. Consequently, the said deposits
and advance rentals are not remeasured at amoctsed

“Others” account pertains mostly to advances fojget developments of SMDC.

15.

Bank Loans

This account consists of:
September 30, December 31,

2008 2007
(Restated)
Parent Company:
Peso-denominated loans B1,200,000,000 -
Subsidiaries:
U.S. dollar-denominated loans — B190,920,000
Peso-denominated loans 7,340,196,693 2,846,640,267

P8,540,196,693 B3,037,560,267

The US dollar-denominated loans amounting to US@&#ligon (B190.9 million) as of
December 31, 2007 bear annual interest rates rafigim 4.90% to 5.45%. The peso-
denominated loans bear annual interest rates rgufiggm 5.00% to 8.50% in 2008 and 2007.

A portion of these loans is collateralized by tengpg investments and property and equipment in
accordance with the regulations of the BSP. Theyicey values of the collaterals approximate the
amounts of the loans.
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16. Accounts Payable and Other Current Liabilities
This account consists of:

September 30, December 31,

2008 2007

(Restated)
Trade B12,332,947,606R15,255,407,160
Nontrad¢ and others 27,461,235,845 1,519,515,807
Accrued expenses and others (see Note 19) 9,090,633,141 6,153,302,525
Due to related parties (see Note 19) 1,962,285,048 1,955,988,741
Accrued interest (see Note 19) 929,959,746 553,893,696
Gift checks redeemable 249,280,678 224,975,829

P52,026,342,064R25,663,083,758

The terms and conditions of the above financidiliiées are as follows:
» Trade payables are noninterest-bearing and areafigreettled on a 30 to 60 days’ term.

= Accrued expenses pertain to accrued and unpaidgedeneral and administrative expenses
which are normally settled within the next finagiaar.

= Accrued interest pertains to unpaid interest orktbaans and long-term debt which are
normally settled quarterly or semi-annually.

* Nontrade payables are expected to be settled whiinext financial year.
= Gift checks are redeemable at face value.

= The terms and conditions relating to related ppatyables are further discussed in Note 19.

17. Long-term Debt

This account consists of:

September 30, 2008 December 31, 2007 (Restated)
Gross Amount  Debt Issue Cost Net Amount  Gross Amount  Debt Issue Cost Net Amount
Parent Company:
U.S. dollar-denominated-
Fixed Rate Bonds P16,467,500,000  (P154,795,01@16,312,704,986 B- B— B-
Convertible Bonds 13,461,443,269 (105,863,321)13,355,579,948 11,260,034,544 (123,414,962)11,136,619,582
Peso-denominated:
Bank loans collateralized
with time deposits 6,000,000,000 (24,981,935) 5,975,018,065 6,000,000,000 (28,934,582) 5,971,065,418
Preferred shares 3,500,000,000 (16,800,352) 3,483,199,648 3,500,000,000 (19,550,618) 3,480,449,382
Other bank loans 10,050,000,000 (42,295,907)10,007,704,093  6,500,000,000 (27,425,829) 6,472,574,171
Subsidiaries:
U.S. dollar-denominated-
Five-year syndicated loan 7,057,500,000 (51,253,504) 7,006,246,496 6,192,000,000 (88,026,478) 6,103,973,522
Peso-denominated:
Five-year, Seven-year, Ten-
year fixed rate notes 3,000,000,000 (24,971,633) 2,975,028,367 - - -
Five-year floating rate notes 3,998,000,000 (24,552,717) 3,973,447,283  4,000,000,000 (29,494,201) 3,970,505,799
Five-year bilateral loans 3,250,000,000 (16,485,554) 3,233,514,446  3,250,000,000 (20,982,666) 3,229,017,334
Five-year syndicated loans 506,250,000 (4,888,508) 501,361,492 1,125,000,000 (10,233,100) 1,114,766,900

Other bank loans 2,200,000,000 (15,834,969) 2,184,165,031  2,200,000,000 (13,092,500) 2,186,907,500
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September 30, 2008 December 31, 2007 (Restated)
Gross Amount__Debt Issue Cost Net Amount Gross Amount  Debt Issue Cost Net Amount
Renminbi-denominated:
Ten-year bilateral loan 3,436,300,000 - 3,436,300,000 - - -
Seven-year loan 1,065,253,000 - 1,065,253,000 875,781,000 - 875,781,000
Five-year syndicated loan - — - 1,977,570,000 - 1,977,570,000
73,992,246,269 (482,723,414)73,509,522,855 46,880,385,544 (361,154,936)46,519,230,608
Less current portion 809,291,000 (5,288,508) 804,002,492  1,405,645,000 (7,274,048) 1,398,370,952
Noncurrent portio B73,182,955,269  (R477,434,908)72,705,520,363 P45,474,740,544 (R353,880,88B%15,120,859,656

Parent Company

Bonds

On July 17, 2008, SMIC issued US$350 million bowttéch bear a fixed interest rate of 6.75%
per annum, payable semi-annually in arrears. Dmel®will mature on July 18, 2013 and may be
redeemed before then at the option of the relewvalaier on July 18, 2011 at their principal
amount.

Convertible Bonds

The US$300.0 million (financial liability componeatounted to R13,461.4 million) Convertible
Bonds (the Bonds) were issued on March 19, 200&éhdhature on March 20, 2012. The
Bonds carry a zero coupon with a yield to matusity.5%.

The Bonds are convertible, at the option of thelérd, into SMIC’s common shares at any time,
on or after June 30, 2007 until the close of bussran March 13, 2012, unless previously
redeemed, converted, or purchased and cancelledve@sion price is the equivalent of B453.39 a
share, after giving effect to the 4.27% stock dévid declared on April 25, 2007 (see Note 18).
On March 19, 2010, the bondholders may avail oketudy redemption option at the fixed price of
110.97%. The Bonds will be redeemed upon matatity18.96% of the principal amount.

The bonds contain embedded derivatives.

Bank Loans Collateralized with Time Deposits

On October 16, 2007, SMIC obtained a five-year teram amounting to B6,000.0 million, which
bears interest at the three-month Philippine Dgaligstem Treasury - Fixing (PDST-F) rate plus
a margin of 0.375% per annum, payable quarterbriears. The loan is collateralized by SMIC’s
time deposits amounting to US$138.9 million (R&,33million) (see Note 6) and several parcels
of land included under, “Investment properties”@ot.

Preferred Shares

On August 6, 2007 and November 6, 2007, SMIC isSexies 1 and Series 2 of nonconvertible,
non-participating, non-voting preferred shares amtiag to B3,300.0 million and B200.0 million,
respectively. Each share has a par value of Bhaue and an offer price of B10,000 a share.

The Series 1 preferred shares carry a fixed diddate of 7.5% per annum, payable semi-
annually in arrears, while the Series 2 preferfaates carry a dividend rate based on 3-month
PDST-F rate plus a margin of 75 basis points (bp$ke dividend rights are cumulative. The
preferred shares rank ahead of the common shatks gvent of liquidation.

The preferred shares are redeemable on Augustl@, &(edemption price, which consists of
(1) 100% of the offer price; (2) all unpaid cashidénds accruing thereon, if any, and/or in the
event no cash dividends are declared for the retgaeriod, an amount equivalent to the sum of
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the cash dividends on the preferred shares hadedigs been declared and paid for the relevant
period; and (3) any charges on unpaid amountstdredutstanding. SMIC has an option to early
redeem the preferred shares subject to certainitammsi

Other Peso Bank Loans
This account includes the following:

September 30, December 31,

2008 2007
Seven-year term loans B6,500,000,000 B5,000,000,000
Ten-year term loans 2,050,000,000 -
Five-year term loan 1,000,000,000 1,000,000,000
Series “A” Floating rate notes 500,000,000 500,000,000

P10,050,000,000 P6,500,000,000

In April 2008, SMIC obtained a seven-year and tearyjterm loan amounting to B500.0 million
each, which bear a fixed interest of 8.56% and%,A@spectively.

In March 2008, SMIC obtained a seven-year term Braounting to B1,000.0 million, which
bears a fixed interest of 7.28% per annum.

In January 2008, SMIC obtained two ten-year teraméoamounting to B1,050.0 million and
P500.0 million, which bear a fixed interest of 8and 6.71% per annum, respectively.

In October 2007, SMIC obtained two seven-year teans at a principal amount of

B2,000.0 million each, wherein one bears a fix¢erést of 6.90% and the other bears a floating
interest based on three-month PDST-F plus a mafginl25% per annum. On November 23,
2007, SMIC also availed another seven-year term &maounting to B1,000.0 million, which
bears a fixed interest of 6.91% annually, payahkerigrly.

On October 11, 2006 and November 8, 2006, SMICiobtefive-year term loans amounting to
B600.0 million and B400.0 million, respectivelhich bear fixed interest rate of 7.59% and
6.65%, respectively.

The five-year Series A notes bears interest athifee-month Treasury Bill rate plus a spread of
1.00% per annum, payable quarterly in arrears and b maturity date of October 28, 2010.

Subsidiaries

US dollar-denominated Five-Year Syndicated Loan

The US$150.0 million (B7,057.5 million) unsecuhean was obtained by SM Prime on
October 18, 2004 and will mature on October 189200he loan is a five-year bullet term loan
which carries interest rate based on London IntemkBOffered Rate (LIBOR) plus a certain
percentage. On May 18, 2007, the original faciigyeement was amended which effectively
reduced the interest rate by 1%.

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

This represents a five-year, seven-year and tenfixeal 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%, andmallure on June 17, 2013, 2015 and 2018,
respectively.
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Philippine Peso-denominated Five-Year Floating Raites

This represents a five-year bullet term loan olgdiby SM Prime on June 18, 2007 and

July 9, 2007 amounting to B4,000.0 million and wikture on June 19, 2012. The loan carries an
interest rate based on PDST-F plus an agreed margin

Philippine Peso-denominated Five-Year Bilateralna

This consists of a B3,000.0 million five-year bulierm loan obtained by SM Prime on June 21,
2006 that will mature on June 21, 2011, and a BRallbn five-year term loan obtained by two
subsidiaries of SM Prime on September 28, 200w mber 6, 2007 to finance the
construction of a project called San Miguel by Bay. The B250.0 million five-year term loan is
payable in quarterly installments of B15.6 millgtarting December 2008 up to September 2012.
Both loans carry an interest rate based on PDSIlig-gm agreed margin.

Philippine Peso-denominated Five-Year Syndicateshso

This includes a five-year syndicated term loan ioleté by SM Prime on November 21, 2003
originally amounting to B1,700.0 million, payabteequal quarterly installments of B106.0

million starting February 2005 up to November 2@08 bears a fixed interest rate of 8% payable
quarterly. Starting April 2007, the fixed intereate of 8% was reduced to 7.0625%. The
outstanding balance of the loan as of Septembe2(®I8 and December 31, 2007 amounted to
B106.2 million and B425.0 million, respectively.

In 2004, Consolidated Prime Dev. Corp. and Pre@arthern Corp., both wholly-owned
subsidiaries of SM Prime, obtained a five-year teyam originally amounting to B1,600.0 million
to finance the construction of shopping malls. Tite-year term loan is payable in equal
guarterly installments of B100.0 million starti@gtober 2005 up to July 2009 and bears a fixed
interest rate of 9.66% payable quarterly in arre&tsrting April 2007, the fixed interest rate of
9.66% was reduced to 6.75%. The outstanding balahthe loan as of September 30, 2008 and
December 31, 2007 amounted to B400.0 million=a#@D® million, respectively.

Other Bank Loans
This account consists of the following:

= Ten-year bullet fixed rate loan obtained on Audi&t2006 amounting to B1,200.0 million.
The loan carries a fixed interest rate of 9.75%&itidnature on August 16, 2016.

= Five-year bullet loan obtained on October 2, 200@w@nting to B1,000.0 million and will
mature on October 2, 2011. The loan carries amagt rate based on PDST-F plus an agreed
margin. The entire loan was prepaid in March 200&e related unamortized balance of debt
issuance costs charged off to profit or loss aneditd B3.6 million.

= Five-year bullet loan obtained on March 3, 2008 antimg to B1,000.0 million and will
mature on March 3, 2013. The loan carries a firesrest rate of 6.82%.

China Yuan Renminbi-denominated Ten-Year Bilateosn

This represents a ten year loan to finance thetation of shopping malls obtained on June 11,
2008. The loan is payable in unequal annual imsgaits until 2018. The interest rate is based on
the PBOC plus an agreed margin.
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China Yuan Renminbi-denominated Seven-Year Loan

This represents a seven-year loan obtained on Dmre®8, 2005 to finance the construction of
shopping malls. The loan is payable in unequaliahimstallments with two years grace period
until December 2012. The loan carries an intastbased on PBOC less an agreed margin.

China Yuan Renminbi-denominated Five-Year Synditaisan

This represents a five-year syndicated loan obtiaameJune 9, 2006 to finance the construction of
shopping malls. The loan is payable in equal guigrinstallments until June 9, 2011. The
interest rate is based on the applicable basicatadeawdown dates and re-priced on each
anniversary date. The loan was prepaid in Jun8.200

The China yuan renminbi-denominated loans are edduwy investment properties in China.

As of September 30, 2008 and December 31, 200&siments held for trading and temporary
investments totaling B1,563.0 million and B1,888illion, respectively, were pledged to secure
the loans in compliance with the requirements efBBP. In accordance with the loan agreement,
SM Prime has the option to substitute the pledgedstments with other assets as collateral, in
accordance with the regulations of the BSP (see M8}. The re-pricing frequencies of floating
rate loans range from three to six months.

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

Gross Loan Debt Issue Cost Net
2008 B809,291,000 (B5,288,508) B804,002,492
2009 7,394,904,000 (51,653,504) 7,343,250,496
2010 871,767,000 (2,555,907) 869,211,093
2011 4,543,582,000 (15,285,554) 4,528,296,446
2012 43,839,299,269 (326,993,339) 43,512,305,930
2013 2,412,356,000 (15,630,097) 2,396,725,903
2014 7,446,719,000 (39,037,755) 7,407,681,245
2015 2,152,897,000 (7,500,000) 2,145,397,000
2016 1,371,815,000 (8,528,750) 1,363,286,250
2018 3,149,616,000 (10,250,000) 3,139,366,000
Total B73,992,246,269 (B482,723,41473,509,522,855

The loan agreements provide certain restrictiomsraquirements principally with respect to
maintenance of required financial ratios and makehange in ownership or control. As of
September 30, 2008 and December 31, 2007, the Ggangompliance with the terms of its loan
covenants.

Time deposits amounting to B22,932.3 million aSeptember 30, 2008 are intended to be used
for payment of the long-term debt maturing in 2Q4€e Note 6).
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18. Stockholders’ Equity

Capital Stock
The details of and movements in SMIC’s common stadth a par value of B10 a share, are as

follows:

Number of Shares

Authorized Issued and Subscribed
September 30, December 31, September 30, December 31,
2008 2007 2008 2007
Balance at beginning of year 690,000,000 600,000,000 611,023,038 586,000,000
Additions — 100,000,000 — -
Reclassification to preferred stock (see
Note 17) - (120,000,000) - -
Stock dividends - — - 25,023,038
Balance at end of year 690,000,000 690,000,000 611,023,038 611,023,038

On April 25, 2007, the BOD approved the increas8MIC’s authorized capital stock from
B6,000.0 million, consisting of 590,000,000 commsbares and 10,000,000 non-voting,
cumulative and redeemable preferred shares bokhanpiar value of B10 a share, to

B7,000.0 million, consisting of 690,000,000 commsbares and 10,000,000 non-voting,
cumulative and redeemable preferred shares bothpait value of B10 a share. On the same day,
the stockholders, which represent at least twalshaf the outstanding capital stock of SMIC,
approved via a written assent the amendment ddiiicles of incorporation to increase the
authorized capital stock. The Philippine SEC appdathe increase in the authorized capital stock
on June 14, 2007.

On December 12, 2006, the BOD approved an amendmém Articles of Incorporation of

SMIC to reclassify 10 million of its unissued shanato preferred shares. On January 16, 2007,
the amendment was approved via written assenedastickholders representing at least two-
thirds of the outstanding capital stock of SMICheTPhilippine SEC approved the reclassification
of unissued shares on March 5, 2007. The terrtisegbreferred shares are further discussed in
Note 17.

On June 27, 2007, the PSE approved the applicafi&IC to list additional 30,694,870
common shares to cover the issuance of convetinés.

Cost of Common Shares Held by Subsidiaries

Certain subsidiaries hold common shares of thenP@empany. This is presented as “Cost of
common shares held by subsidiaries” and is tremdegireduction in equity as shown in the
consolidated balance sheets and consolidated statemf changes in stockholders’ equity.

Retained Earnings

On April 25, 2008, the BOD approved the declaratibnash dividends of 59% of the par value or
B5.90 a share for a total amount of B3,605.0aniih favor of stockholders of record as of May
25, 2008. This was paid on June 21, 2008.

On April 25, 2007, the BOD approved the declaratbthe following dividends:

a. Cash dividends of 54.1% of the par value or B&.4hare for a total amount of
R3,170.3 million in favor of stockholders of red@s of May 25, 2007. This was paid on
June 21, 2007.
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b. Stock dividends of 4.27% equivalent to 25,023,038an common shares to all stockholders
as of June 28, 2007. This shall constitute thamim subscription and paid capital
requirement to the increase in the authorized abgtiock of B1,000.0 million as discussed
above.

The balance of retained earnings includes the agladed equity in net earnings of subsidiaries
and associates amounting to B45,087.7 millionR4121949.2 million as of September 30, 2008
and December 31, 2007, respectively. The amourdtigvailable for dividends distribution until
such time that the Parent Company receives thdelids from the respective subsidiaries and
associates.

19.

Related Party Transactions

Terms and Conditions of Transactions with Relatedi€s

Transactions with related parties are made at namagket prices. For the nine months ended
September 30, 2008 and 2007, the Group did not makerovision for doubtful accounts

relating to amounts owed by related parties. Asessment is undertaken at each financial year by
examining the financial position of the relatedtpand the market in which the related party
operates.

Rent

The Parent Company and a subsidiary have exisagel agreements for office and commercial
spaces with related companies. Total rent incamauated to B1,744.4 million and

R1,270.8 million for the nine months ended Septwm30, 2008 and 2007, respectively, and
related rent receivables amounted to B589.2 milliod B1,952.8 million as of September 30,
2008 and December 31, 2007, respectively.

Management Fees

The Group pays management fees to Shopping Cerrad®ment Corporation, Leisure Center,
Inc., West Avenue Theaters Corporation and FamilgEainment Center, Inc. for the
management of the office and mall premises. Tatlagement fees amounted to B373.9 million
and B342.0 million for the nine months ended Sapex 30, 2008 and 2007, respectively. The
related management fees payable amounted to B6illidn and B61.5 million as of September
30, 2008 and December 31, 2007, respectively.

The Parent Company and a subsidiary also receivagesnent fees from related companies for
management and consultancy services. The annuegament fees are based on a certain
percentage of the related companies’ net inconuefised in the management contracts. Total
management fees earned amounted to B255.0 malidr®132.7 million for the nine months

ended September 30, 2008 and 2007, respectivatgrudd management fees receivable
amounted to B615.6 million and B450.5 milliorodSeptember 30, 2008 and December 31, 2007,
respectively.

Cash Placements and Loans

The Group has certain bank accounts and cash pdaterhat are maintained with BDO and
China Banking Corporation amounting to B38,535illan and B12,538.0 million as of
September 30, 2008 and December 31, 2007, resplgctivhich earn interest based on prevailing
interest rates. Pledged time deposits amountif&2&930.1 million and B8,256.0 million as of
September 30, 2008 and December 31, 2007, resplgctivere deposited with BDO. The related
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accrued interest receivables amounted to B419li@mand B165.4 million as of September 30,
2008 and December 31, 2007, respectively (see N&tasnd 17).

SM Prime has investments in preferred shares of Bi2® Note 9).

Others

The Group, in the normal course of business, htstanding advances to related companies
amounting to B13,329.1 million and B6,526.1 millas of September 30, 2008 and December 31,
2007 respectively. Advances from related partrasunted to B1,962.3 million and B1,956.0
million as of September 30, 2008 and December GQ7 2respectively.

20.

Cost of Sales - Merchandise
This account consists of:

September 30, September 30,

2008 2007
Merchandise inventories at beginning
of period B5,958,301,914 B4,488,187,321
Add purchases 64,279,146,090 52,581,885,562
Total goods available for sale 70,237,448,004 57,070,072,883
Less merchandise inventories at end
of period 6,399,753,827 4,810,523,078

P63,837,694,177 P52,259,549,805

21.

Income Tax

The deferred tax asset-ef B12.0 million as of September 30, 2008 afdtB9.3 million as of
December 31, 2007, included under “Other noncumeséts” account in the consolidated balance
sheets, represents the tax effects of defined thdiagflity, mark-to-market loss on investments,
unrealized foreignh exchange losses, unamortizeidspagice cost, NOLCO, accrued retirement
benefits, deferred income on sale of real estadeM@IT.

The deferred tax liabilities 6f47058.2 million as of September 30, 2008 aB¢bP7.7 million as

of December 31, 2007 consist of the tax effectsamfemarks and brand names, capitalized
interest, unamortized past service cost and defieeefit asset, unrealized gross profit on sale of
real estate, unrealized mark-to-market gain ondgtments and unrealized foreign exchange gain.

The disproportionate relationship between inconfereancome tax and the provision for income
tax is due to various factors such as interestnmecalready subjected to final tax, non-deductible
interest expense, equity in net earnings of asws;iand dividend income exempt from tax.

22.

Lease Agreements

The lease agreements of SM Prime and its subsdiaiith their tenants are generally granted for
a term of one year, with the exception of soméneflarger tenants operating nationally, which are
granted initial lease terms of five years, renewatn an annual basis thereafter. Upon inception
of the lease agreement, tenants are required togrgain amounts of deposits. Tenants likewise
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pay either a fixed monthly rent, which is calcuthby reference to a fixed sum per square meter
of area leased, or pay rent on a percentage fiessad, which comprises of a basic monthly
amount and a percentage of gross sales or a mingetiamount, whichever is higher.

SM Prime and its subsidiaries also lease certaicepmof land where some of their malls are

constructed. The terms of the lease are for pgniadging from 15 to 50 years, renewable for the
same period under the same terms and conditioaataRpayments generally are computed based
on a certain percentage of the gross rental inammaecertain fixed amount, whichever is higher.

23.

Financial Risk Management Objectives and Policies

The Group’s principal financial instruments, othean derivatives, comprise bank loans, long-
term debt, AFS investments, investments held &aitrg and cash and cash equivalents. The
main purpose of these financial instruments isiserfinancing for the Group’s operations. The
Group has various other financial assets and tiesilsuch as receivables and accounts payable
and other current liabilities, which arise diredtigm its operations.

The Group also enters into derivative transactipriacipally interest rate swaps, Cross currency
swaps, call options and nondeliverable forwardse purpose is to manage the interest rate and
currency risks arising from the Group’s operatiand its sources of finance.

The main risks arising from the Group’s financiradtruments are interest rate risk, foreign
currency risk, liquidity risk, credit risk and etyprice risk. The BOD reviews and agrees
policies for managing each of these risks. Theu@maccounting policies in relation to
derivatives are set out in Note 3.
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Interest Rate Risk

The following table sets out the carrying amoumtpiaturity, of the Group’s financial instrumentsitiare exposed to interest rate risk as of Septerd8e2008:

Fair Value
In Dollars In Pesos

Total
In Pesos

Total (Net of Debt Issue Cost)
In Dollars In Pesos

2-3 Years 3-5 Years In Dollars

(in Millions)

1-2 years Over 5 Years

Liabilities
Long-term Debt
Fixed Rate:
US$300 million convertible
bonds
Interest rate
US$350 million fixed rate
loan 350.0
Interest rate 6.750%
Peso denominated preferred
shares, series 1
Interest rate
Peso five-year syndicated
loan 506.3 10.8
Interest rate 6.75% - 7.06%
Peso fixed rate notes
Interest rate
Other bank loans
Interest rate

281.6
3.500%

281.6 13,461.4 283.9 13,355.6 267.3 12,575.8

350.0 16,467.5 346.7 16,312.7 343.6 16,168.3

3,300.0 70.1
7.510%

3,300.0 69.8 3,283.9 92.8 4,364.8

506.3 10.7 501.4 10.7 501.4
3,000.0 63.8
9.31%-9.60%-9.85%
4,250.0

6.7077% - 9.75%

3,000.0 63.2 2,975.0 63.2 2,975.0
5,500.0

6.6483%-8.5692%

207.2 9,750.0 206.2 9,703.0 211.0 9,925.3

Variable Rate:
US$150 million five-year
syndicated loan
Interest rate
C.Y. renminbi seven-year

150.0
LIBOR+margin%

150.0 7,057.5 148.9 7,006.2 148.9 7,006.2

bilateral loan
Interest rate

C.Y. renminbi nine-year

loan

¥30.0
PBOC-margin%

¥5.0

¥30.0
PBOC-margin%

¥10.0

¥35.0
PBOC-margin%

¥10.0

¥60.0
PBOC-margin%

¥80.0

73.0

1,065.3

3,436.3

73.0

1,065.3

3,436.3

73.0

1,065.3

3,436.3

Interest rate
Peso Series A floating loan
Interest rate
Peso redeemable preferred
shares, series 2
Interest rate
Peso five-year floating rate
loan 3,998.0 85.0
Interest rate PDST-F+margin%
Peso five-year bilateral
loan 62.5 62.5 62.5
Interest rate PDST-F+margin% PDST-F+margin% PDST-F+margin%
Peso loans collateralize
with time deposits
Interest rate
Other loans
Interest rate

500.0 10.6
7.194%

500.0 10.6 497.8 10.1 475.5

200.0 4.3
6.889%

200.0 4.2 199.3 4.2 199.3

3,998.0 84.5 3,973.4 845 3,973.4

3,062.5 69.1
PDST-F+margin%

3,250.0 68.7 3,2335 68.7 3,2335

6,000.0 1275
6.517% 0.0
2,000.0 425
6.292%

6,000.0 127.0 5,975.0 127.0 5,975.0

2,000.0 42.3 1,991.1 423 1,991.1
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The following table sets out the carrying amougtpiaturity, of the Group’s financial instrumentsttare exposed to interest rate risk as of DeceBthe2007:
Total (Net of Debt

Total Issue Cost) Fair Value
Below 1 Year 1-2 Years 2-3 Years 3-5 Years Overeary In Dollars In Pesos In Dollars In Pesos Indps| In Pesos
(In Millions)
Liabilities:
Long-term Debt
Fixed Rate:
US$300 million convertible
bonds - - - 273.2 - 273.2 11,260.0 269.8 11,136.6 75.52 11,373.7
Interest rate - - - 3.50% -
Peso Loans:
Redeemable preferred shares —
Series 1 - - - 3,300.0 - 79.9 3,300.0 79.5 3,282.6 85.0 3,508.1
Interest rate - - - 7.51% -
Five-year syndicated loans 825.0 300.0 - - - 27.3 1,125.0 27.0 1,114.8 27.6 1,140.7
Interest rate 6.75% to 7.06% 6.75% to 7.06% - - -
Other bank loans - - - 1,000.0 4,200.0 126.0 50200 125.4 5,175.9 136.3 5,626.4
Interest rate 6.91%
- - - 6.90% to 9.75%
Variable Rate:
US$ five-year syndicated loan - 150.0 - - - 150.0 6,192.0 147.9 6,104.0 150.0 6,192.0
Interest rate LIBOR +
- margin % - - -
C.Y. renminbi-denominated
five-year sydincated loan 70.0 130.0 100.0 50.0 - 50.3 1,977.6 - - 350.0 1,977.6
Interest rate 6.75%-7.65% 6.75%-7.65% 6.75%9%.65 6.75%-7.65%
C.Y. renminbi-denominated
seven-year loan 30.0 30.0 35.0 40.0 20.0 155.0 8875. - - 155.0 875.8
Interest rate PBOC-margin% PBOC-margin% PBOCgn& PBOC-margin% PBOC-margin%
Series “A” floating rate note - - 500.0 - - 12.1 00® 12.0 497.1 12.1 500.0
Interest rate 3-month
T-bill rate +
- - margin % - -
Bank loans collateralized with
time deposits - - - 6,000.0 - 145.3 6,000.0 144.6 ,97151 145.3 6,000.0
Interest rate 3-month PDST-
F+
- - - margin % -
Five-year bilateral loans 15.6 62.5 62.5 3,109.4 - 78.7 3,250.0 78.2 3,229.0 78.7 3,250.0
Interest rate 3nontt 3-montt 3-montt
PDST-F + marginPDST-F + marginPDST-F + margin3-month PDST-
% % % F+ margin % -
Five-year floating rate notes - - - 4,000.0 - 96.9  4,000.0 96.2 3,970.5 96.9 4,000.0
Interest rate 3-month PDST-
- - - F + margin % -
Redeemable preferred shares -
Series 2 - - - 200.0 - 4.8 200.0 4.8 197.8 4.8 0200.
Interest rate 3-month PDST
- - - F +margin % -
Other loans - - - 1,000.0 2,000.0 727 3,000.0 372. 2,986.5 72.6 3,000.0

Interest rate

3-month PDST- 3-month PDST-F

- F + margin %

+ margin %
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Fixed rate financial instruments are subject to\alue interest rate risk while floating rate
financial instruments are subject to cash flowriggerate risk.

Repricing of floating rate financial instrumentsnisstly done in intervals of three months or six
months. Interest on fixed rate financial instrutsds fixed until maturity of the instrument.

The Group’s policy is to manage its interest castg a mix of fixed and variable rate debts. The
Group’s policy is to keep between 50% and 60%sobdrrowings at fixed rates of interest. To
manage this mix in a cost-efficient manner, theuprenters into interest rate swaps, in which the
Group agrees to exchange, at specified intervadsdifference between fixed and variable rate
interest amounts calculated by reference to aredgupon notional principal amount. These
swaps are designated to economically hedge thelyimdedebt obligations. As of September 30,
2008 and December 31, 2007, after taking into aatcthe effect of interest rate swaps,
approximately 61% and 47%, respectively, of theupi® borrowings are kept at a fixed rate of
interest.

Foreign Currency Risk

The Group’s foreign currency-denominated monetagets and liabilities amounted to B31,583.7
million (US$671.3 million) and B33,692.9 milliob$$716.1 million) as of September 30, 2008,
respectively, and B13,399.4 million (US$ 324.6ioml) and B14,802.2 million (US$ 358.6

million) as of December 31, 2007, respectively.

In translating the foreign currency-denominated atary assets and liabilities to peso amounts,
the exchange rates used were P47.05 to US$1.0B4h@8 to US$1.00, the Philippine peso to
U.S. dollar exchange rates as of September 30, 200®ecember 31, 2007, respectively.

To manage foreign exchange risks, stabilize castsfl and improve investment and cash flow
planning, the Group enters into foreign currencggsvaimed at reducing and/or managing the
adverse impact of changes in foreign exchange ogt@perating results and cash flows.

Liquidity Risk

Liquidity risk arises from the possibility that tBroup may encounter difficulties in raising funds
to meet commitments from financial instrumentshat & market for derivatives may not exist in
some circumstance.

The Group seeks to manage its liquidity profildéoable to finance capital expenditures and
service maturing debts. To cover its financinguisgments, the Group intends to use internally
generated funds and proceeds from debt and egsitg$ and sales of certain assets.

As part of its liquidity risk management prograhe Group regularly evaluates its projected and
actual cash flow information and continuously asssonditions in the financial markets for
opportunities to pursue fund-raising initiativeéEhese initiatives may include bank loans, export
credit agency-guaranteed facilities, and debt abpitd equity market issues.
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The table below summarizes the maturity profiléhef Group’s financial liabilities as of
September 30, 2008 based on the contractual unaitab payments:

Less than 1 year 2to5years More than 5 years al Tot
Bank loans B8,540,196,693 B- B— P8,540,196,693
Accounts payable and other
current liabilities 52,026,342,064 - - 52,026,362,0
Notes payab 12,223,855,182 - - 12,223,855,182
Long-term debt (including
current portion) 809,291,000  59,061,908,269 14041,000 73,992,246,269
Derivative liabilities (including
current portion) 236,937,197 2,302,829,517 - 250,714
Dividends payable 26,594,681 - - 26,594,681
Tenants’ deposits and others - 5,457,988,701 — 73988,701
P73,863,216,817 P66,822,726,487 PR14,121,047,8064,806,990,304
Credit Risk

The Group trades only with recognized, creditwotttiyd parties. It is the Group’s policy that all
customers who wish to trade on credit terms argestito credit verification procedures. In
addition, receivable balances are monitored onngioiog basis with the result that the Group’s
exposure to bad debts is not significant. Given@noup’s diverse base of customers, it is not
exposed to large concentrations of credit risk.

With respect to credit risk arising from the otfieancial assets of the Group, which comprise of
cash and cash equivalents, time deposits and &rortinvestments, investments held for trading,
AFS investments and certain derivative instrumehts Group’s exposure to credit risk arises
from default of the counterparty, with a maximunpesure equal to the carrying amount of these
instruments, without considering the effects ofateral.

Since the Group trades only with recognized thadips, there is no requirement for collateral.
Credit Risk Exposure and Concentration. The table below shows the maximum exposure to ttredi

risk of the Group per business segment as of Séyae®0, 2007, without considering the effects
of collaterals and other credit risk mitigationhamues.

Real Estate
Shopping Mall Retail Development
Development  Merchandising and Tourism Others Total
Cash and cash equivalents P4,674,233,174 P8R 2 B1,002,114,665 B29,131,982,769 PR43,32D23
Time deposits and short-term
investments (including
noncurrent portion) - - - 22,932,302,750 22,932,832
Investments held for trading 151,879,753 - 1,598 8% 302,921,388 2,053,693,735
AFS investments 2,874,435,675 10,398,501 7,178887, 22,230,853,857 32,294,565,716

Receivables (including
noncurrent portion of
receivables from real estate
buyers) 2,763,339,676 4,079,905,746 3,561,397,3062,771,139,903 23,175,782,631
P10,463,888,278 P12,603,262,561 PR13,341,282,248 P87,369,200,8623,777,633,754

The total financial assets under “Others” busirseggnent relate primarily to the Parent
Company’s financial assets. The balances presenéedet of intercompany eliminations.

As of September 30, 2008, these financial assetepé for certain receivables and AFS
investments, are generally viewed by managemegoad and collectible considering the credit
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history of the counterparties. Past due or imjplfireancial assets are very minimal in relation to
the Group’s total financial assets.

Equity Price Risk

Management monitors the mix of debt and equity Sgesl in its investment portfolio based on
market expectations. Material investments withia portfolio are managed on an individual basis
and all buy and sell decisions are approved byvtheagement.

The Group’s exposure to equity price pertainsganvestments in quoted equity shares which are
either classified as investments held for tradind AFS investments in the consolidated balance
sheets. Equity price risk arises from the chamyése levels of equity indices and the value of
individual stocks traded in the stock exchangee Glnoup has no equity risk exposure on stocks
that are not traded.

The Group recognized B923.9 million unrealized lasd B483.2 million unrealized gain from fair
value adjustments of investments held for tradorglie nine months ended September 30, 2008
and 2007, respectively. For the period ended &dmte 30, 2008 and December 31, 2007, an
unrealized mark-to-market gain for its investmeatasilable-for-sale was recognized amounting to
P1,786.9 million and B7,952.0 million, respediyas addition in the stockholders’ equity.

Capital Management

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

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

The Group monitors its capital gearing by measutliregratio of gross debt to total capital and net
debt to total capital. Gross debt includes alkrsteym and long-term debt while net debt includes
all short-term and long-term debt net of cash aghe@quivalents, investments in bonds held for
trading and time deposits. The Group’s policyoi&eéep the gearing ratio at 50:50. As of
September 30, 2008 and December 31, 2007, the Graijp of gross debt to total capital were
46:54 and 35:65, respectively, and the ratio oftedit to total capital were 20:80 and 23:77,
respectively.
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As of September 30, 2008 and December 31, 200Gtbep’s ratio of gross debt to total capital
and ratio of net debt to total capital were asofol:

Gross debt to total capital

September 30, December 31, 2007

2008 (Restated)
Bank loans B8,540,196,693 B3,037,560,267
Current portion of notes payable 12,223,855,182 8,118,761,498
Current portion of long-term debt 804,002,492 1,398,370,952
Long-term debt - net of current portion 72,705,520,363 45,120,859,656
Total debt (a) 94,273,574,730 57,675,552,373
Total equity attributable to parent equity holders 109,481,869,596 108,666,767,221
Total debt and equity attributable
to parent equity holders (b) B203,755,444,326 R166,342,319,594
Gearing ratio (a/b) 46% 35%

Net debt to total capital

September 30, December 31, 2007

2008 (Restated)
Bank loans B8,540,196,693 P3,037,560,267
Current portion of notes payable 12,223,855,182 8,118,761,498
Current portion of long-term debt 804,002,492 1,398,370,952
Long-term debt - net of current portion 72,705,520,363 45,120,859,656

Less cash and cash equivalents, time depositshamt s
term investments and investments in bonds held for

trading

(66,708,392,813) (24,457,726,928)

Total net debt (a)

Total equity attributable to parent equity holders

27,565,181,917

33,217,825,445

109,481,869,596 108,666,767,221

Total net debt and equity attributable
to parent equity holders (b)

P137,047,051,513P141,884,592,666

Gearing ratio (a/b)

20%

23%

24. Financial Assets and Liabilities

Fair Value of Financial Instruments

The following table sets forth the carrying valaesl estimated fair values of financial assets and
liabilities by category and by class recognizedfd3ecember 31, 2007 and 2006. There are no
material unrecognized financial assets and lidgddlias of December 31, 2007.



-45 -

September 30, 2008

December 31, 2007 (Restated)

Carrying Value

Fair Value

Carrying Value

Fair Value

Financial Assets
Financial Assets at FVPL:
Investments held for trading:
Shares of stock
Bonds
Derivative assets (included under
“Other noncurrent assets” account
in the consolidated balance sheets)

454,801,141

P1,598,892,594 B21,598,892,594

454,801,141

P2,506,275,272
442,776,480

347,248,200

P2,506,275,272
442,776,480

347,248,200

2,053,693,735

2,053,693,735

3,296,299,952

3,296,299,952

Loans and Receivables:

Cash and cash equivalents

Time deposits and short-term
investments (including noncurrent
portion)

Receivables (including noncurrent
portion of receivables from real
estate buyers in 2008)

43,321,288,922

22,932,302,750

23,175,782,631

43,321,288,922

21,379,269,852

23,175,782,631

15,756,700,448

8,258,250,000

15,319,816,229

15,756,700,448

8,676,448,824

15,319,816,229

89,429,374,303

87,876,341,405

39,334,766,677

39,752,965,501

AFS Investments:
Shares of stock
Redeemable preferred shares
Government bonds
Club shares

29,355,142,446
2,534,404,430
399,298,840
5,720,000

29,355,142,446
2,534,404,430
399,298,840
5,720,000

33,013,745,529
2,218,254,419
704,897,280
5,150,000

33,013,745,529
2,218,254,419
704,897,280
5,150,000

32,294,565,716

32,294,565,716

35,942,047,228

35,942,047,228

P123,777,633,7542122,224,600,856 P78,573,113,857 P78,991,312,681

Financial Liabilities
Financial Liabilities at FVPL -
Derivative liabilities (including

current portion) P2,539,766,714

P2,539,766,714

P3,290,914,912

P3,290,914,912

Other Financial Liabilities:

Bank loans 8,540,196,693
Accounts payable and other current
liabilities 52,026,342,064

Long-term debt (including current
portion and net of unamortized
debt issue cost)

Notes payable (including current
portion in 2008)

Dividends payable

Tenants’ deposits

73,509,522,855

12,223,855,182
26,594,681
5,457,988,701

8,540,196,693

52,026,342,064

73,866,140,459

12,223,855,182
20,416,956
4,724,735,699

3,037,560,267

25,663,083,758

46,519,230,608

8,118,761,498
170,136,475
6,089,473,303

3,037,560,267

25,663,083,758

48,881,363,312

8,252,535,856
170,136,475
6,089,473,303

151,784,500,176

151,401,687,053

89,598,245,909

92,094,152,971

P154,324,266,890R153,941,453,767 P92,889,160,821 P95,385,067,883

Derivative Financial Instruments

To address the Group’s exposure to market risktianges in interest rates primarily to long-term

floating rate debt obligations and manage its tpr&xchange risks, the Group entered into
various derivative transactions such as cross moyrswaps, interest rate swaps and currency

options. These derivative instruments provide eatin hedges under the Group’s policies but
are not designated as accounting hedges. Chamges fair values of derivative instruments not
designated as hedges are recognized immediattig iconsolidated statements of income.
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The table below shows information on the Group&ssrcurrency and interest rate swaps

presented by maturity profile.

<1 year >1-<2 years >2-<5 years
Cross-Currency Swaps
Floating-Fixed:
Notional amount $70,000,000 $70,000,000
Receive-floating rate 6 months 6 months

LIBOR+margin%

Pay-fixed rate 12.58-12.75%

LIBOR+margin%
12.58-12.75%

Weighted swap rate P56.31 R56.31
Interest Rate Swap
Floating-Fixed:
Notional amount $80,000,000 $80,000,000
Receive-floating rate 6 months 6 months
LIBOR+margin% LIBOR+margin%
Pay-fixed rate 5.34% 5.34%

Fixed-Floating:
Notional amount
Receive-fixed rate
Pay-floating rate

B1,000,000,000
9.3058%
3MPDST+margin%

B1,000,000,000
9.3058%
3MPDST+margin%

B1,000,000,000
9.3058%
3MPDST+margin%

Cross Currency Svaps. In 2004, SM Prime entered into cross currency sagapements with an
aggregate notional amount of US$70 million and Wedd average swap rate of R56.31 to US$1.
Under these agreements, SM Prime effectively swapgrincipal amount and interest of the U.S.
dollar-denominated five-year syndicated loan intdippine peso-denominated loans with
payments up to October 2009. As of September @8 2nd December 31, 2007, the cross
currency swaps have negative fair values of B1mill®n and B1,496 million, respectively.

Interest Rate Svaps. Also in 2004, SM Prime entered into US$ interett geavap agreements with
an aggregate notional amount of US$80 million. &mithese agreements, SM Prime effectively
swaps the floating rate U.S. dollar-denominate@-frear syndicated loan into fixed rate loans
with semi-annual payment intervals up to OctobefR0 As of September 30, 2008 and
December 31, 2007, the floating to fixed interest swaps have negative fair values of

B39 million and B20 million, respectively.

In 2008, SM Prime entered into Philippine pesorggeswap agreements with an aggregate
notional amount of B1,000 million. Under thesesagnents, SM Prime effectively swaps these
fixed rate Philippine peso-denominated five-yeardsgated fixed rate notes into floating rate
loans based on PDST-F plus an agreed margin wahejly payment intervals up to June 2013.
As of September 30, 2008, the fixed to floatingiast rate swaps have positive fair values of
B1 million.

Options Arising from Convertible Bonds. The Parent Company’s convertible bonds contain
multiple embedded derivatives such as short calitggption, long call option and short put
option.

Short call equity option pertains to the optiortle# bondholders to convert the Bonds into
SMIC’s common shares prior to maturity. If a boaldier exercised its conversion option, the
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Parent Company can choose either to settle theBionthsh or issue common shares, and such
option on the part of the Parent Company is a kaigoption.

The Bonds are denominated in US dollar while theericy of the underlying asset is
denominated in Philippine peso. The contractimigghave fixed the exchange rate at P48.37 to
US$1. Considering the exposure of the Parent Cophe option was assessed as short put
option. In addition, the bondholder may require Barent Company to redeem all or some of the
Bond at 110.79% of the principal amount on March2l®.0, and such option is also considered a
short put option.

As of September 30, 2008 and December 31, 2007athealue of the options, which is shown
as a noncurrent liability in the consolidated batasheets, amounted to B1,285.5 million.

Call Options Arising from Future Sale of SMC Common Shares. The stock purchase agreement
discussed in Note 11 grants SMCRP the right buthbbligation to pay the remaining balance
of the total consideration. Such option is an etdlee derivative, which is valued using Black-
Scholes Merton model. As of September 30, 2008Cmwkmber 31, 2007, the option, which is
shown as a current liability in the consolidatethbee sheets, has a carrying value of B236.9
million.

25. Earnings Per Common Share (EPS) Computation

September 30, September 30,
2007
2008 (Restated)
Net income attributable to common equity holders othe
Parent
Net income attributable to common equity holderthe!
Parent for basic earnings (a) P9,571,271,591 P8,387,509,486
Weighted average number of common share
outstanding
Weighted average number of common shares outstgfioli
the period (b) 611,023,038 611,023,038
Basic EPS (a/b) P15.66 R13.73

26. Subsequent Events

a. On October 3, 2008, the SEC approved the changanre of Shoemart Inc. to SM Land, Inc.
SM Land, Inc., a subsidiary of SMIC, will be theim&olding company for SM property-
related subsidiaries and projects.

b. On October 31, 2008, SMIC crossed 339.3 milliorstaf San Miguel Corporation at the
PSE.
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PART I FINANCIAL INFORMATION

Item 2. Management’s Discussion and Analysis of Famcial Condition and Results
of Operations

Consolidated Results of Operations

For the Nine Months Ended September 30, 2008 and @D
(Amountsin Billions of Pesos)

Nine Months ended
Accounts 09/30/2008 09/30/ 2007 % Change
Revenue P 974 P 833 16.9%
Cost and Expenses 83.5 67.6 23.4%
Income from Operations P 13.9 P 157 (11.2%)
Other Income (Charges) 2.0 (1.4) 248.9%
Provision for Income Tax 3.7 2.7 35.8%
Minority Interest 2.6 3.2 (15.5%)
Net Income P 9.6 P 84 14.1%

For the nine months ended September 30, 2008, SMsiments Corporation (SMIC) posted a
consolidated net income of P9.6 billion, a growthld.1% over P8.4 billion in the same period in
2007.

Consolidated revenues grew by 16.9% to P97.4 bjlks against last year's P83.3 billion.

Sales from the retail business and real estateéssiaccounted for 81.2% and 3.5%, respectively, of
the consolidated revenues as compared to 78.3%.6f@ respectively, for the same period last year.

Merchandise sales grew by 21.3% in 2008 due méaintlge following:

(1) consolidation of Pilipinas Makro, Inc. (Makrda) SMIC starting October 2007 (see related
discussion in Note 4 of the consolidated finansiatements) and,

(2) opening of the following new stores from OctoB@07 to September 2008:

SM Department Stores | SM Supermarkets SM Hypermarkes
1 | SM City Taytay Morong, Rizal SM Supercenter Maohtpa
2 | SM City Marikina Savers Square, Pasay SM City Taytay
3 |- Park Mall, Cebu -
4 - SM Marikina -
5 | - Savemore Nagtahan| -

Excluding the sales of Makro in 2008, the merchsmdiales growth would be 8.7%. The sales
contribution of SM Department Stores, SM Supermiagrked SM Hypermarkets (including Makro in
2008) are 40.7%, 34.3% and 25.0%, respective0bB2and 47.4%, 37.4% and 15.2%, respectively
in 2007.
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On the other hand, real estate sales grew by 166182608 due to SM Development Corporation’s
projects namely Chateau Elysee, Mezza Residencass@nd Berkeley Residences. Please see Note
13 of the consolidated financial statements onh&rridiscussion on these projects. Also, in 2008,
Costa Del Hamilo, Inc., the developer of Pico deoLGove at Nasugbu, Batangas, recognized sale of
condominium units amounting to P533.3 million.

SM Prime Holdings, Inc. (SM Prime), the countryéadling shopping mall developer and operator
which currently owns 31 malls in the Philippinesléhmalls in China, posted a 10% increase in rental
revenues for the nine months ended September 318 #Abe to rental revenue from new SM
Supermalls which opened in 2007 namely, SM Cityddaa, SM City Taytay and SM Supercenter
Muntinlupa and from three malls which expanded he tatter part of 2007, namely, SM City
Pampanga, SM City Cebu and Mall of Asia. Last 8eyter 5, SM Marikina was also opened to the
public. The new malls and expansion added 4758@@are meters to total gross floor area.
Currently, the new malls have an average occupkavey of 94%.

The three malls in China contributed POl&Hdion in 2008 and P0.44 billion in 2007, or 6.580d
5.2%, respectively, of SMIC’s consolidated rentavanue. Average occupancy rate for the three
malls is at 88% in 2008 compared to 81% in 200@ntR revenues accounted for 10.0% in 2008 and
10.1% in 2007 of the consolidated revenues of SMIC.

Cinema ticket sales decreased due to lack of bletklb movies compared to the same period in 2007.
In addition, there were also more Filipino movibswn in 2007 compared to 2008.

Equity in net earnings of associates decreased826to P0.9 billion in 2008 from P2.8 billion in
2007, due to the decrease in the net income of Baec Oro Unibank, Inc. and China Banking
Corporation after making provisions for trading amgestments in 2008.

Cost of sales and operating expenses increase@.By2and 22.0%, respectively in 2008 primarily
brought about by the consolidation of Makro startidctober 2007 and increase in costs associated
with the new malls, department stores, supermar&ets hypermarkets. Excluding the impact of
Makro in 2008, cost of sales and operating expewsedd increase by 9.9% and 14.0%, respectively.

Provision for income tax amounted to P3,702.9 omllin 2008 and P2,726.4 million in 2007, an
increase of 35.8% due to the increase in taxalolane.
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Consolidated Financial Position
(Amountsin billions of Pesos)

Accounts 09/30/2008 12/31/ 2007 % Change
(unaudited) (audited)

Current assets P 105.1 P 76.1 38.0%
Noncurrent assets 198.0 166.9 18.6%
Total assets P 303.1 P 243.0 24.7%
Current liabilities P 745 P 39.9 86.4%
Noncurrent Liabilities 84.8 58.3 45.5%
Total Liabilities P 159.3 P 98.2 62.2%
Stockholders’ Equity P 143.8 P 144.8 (.7%)
Total Liabilities and 0

Stockholders’ Equity P 303.1 P 243.0 24.7%

On the Balance Sheet side, consolidated total sassebf September 30, 2008 amounted to P303.1
billion, higher by 24.7% from P243.0 billion as @fecember 31, 2007. On the other hand,
consolidated total liabilities increased by 62.266P159.3 billion as of September 30, 2008 from
P98.2 billion as of December 31, 2007.

Consolidated current assets increased by 38.09%06.P billion as of September 30, 2008 from P76.1
billion as of December 31, 2007 mainly due to thet effect of the increase in cash and cash
equivalents and receivables net of the decreasw@stments held for trading. The decrease of%3.7
in investments held for trading and sale is a o#itb® of lower market prices as of September 30820
of the listed shares held by the Group compardakettember 31, 2007.

Consolidated noncurrent assets amounted to P19%8dhkas of September 30, 2008, a growth of

18.6% from P166.9 billion as of December 31, 200dnhy due to the proceeds from the US$350

million 5-year 6.75% Bonds issued in July 2008 whicas invested in time deposit and the increase
in the mall construction and real estate developsien

Consolidated total liabilities increased by 62.286Pt159.3 billion as of September 30, 2008 from
P98.2 hillion as of December 31, 2007 mainly duth&issuance of the US$350 million 5-year 6.75%
Bonds in July 2008, increase in accounts payaldeoétmer current liabilities.

As of September 30, 2008, stockholders’ equity amwdi to P143.8 billion with the total equity
attributable to equity holders of the parent ammgnto P109.5 billion. The movement in this acaoun

is mainly due to the net income for the nine momthded September 30, 2008 and the restatement of
investments available for sale to reflect their falue as of balance sheet date. The detailbeof
equity account are shown in the Statement of Craimy8tockholders’ Equity. (Please see Note 18 of
the consolidated financial statements for furthecwassion regarding the stockholders’ equity.)

The Company has no known direct or contingent fiterobligation that is material to the Company
operations, including any default or acceleratibram obligation. The Company has no off-balance
sheet transactions, arrangements, obligations glthe reporting period and as of the balance sheet
date.
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There are no known trends, events, material changemsonal aspects or uncertainties that are
expected to affect the company’s continuing opendati

Key Performance Indicators

The following are the major financial ratios of t@oup for the nine months ended September 30,
2008 and for the year ended December 31, 2007:

Accounts

09 / 30/ 2008 12/ 31/ 2007

(nine months) (one year)

Current Ratio

1.41:1.00 1.91:1.00

Gross Debt-equity Ratio 46% : 54P6 35% : 65%
Net Debt-equity Ratio 20% : 80% 23% : 77%
Return on Equityannualized) 12.6% 11.1%
Net Income to Revenue 10% 10%
Revenue Growth 17% 38%
Net Income Growth 14% 12%
EBITDA P18.3B P25.1B

The manner by which the Group calculates the fdaregmdicators is as follows:

Current Ratio

Debt — Equity Ratio

Net Debt — Equity Ratio

Return on Equity

Net Income to Revenue

Revenue Growth

Net Income Growth

EBITDA

Current Assets
Current Liabilities

Total Interest Bearing Liatids
Total Stockholders’ Equity (attributable to equitylders of the
parent) + Total Interest Bearing Liabilities

Total Interest Bearing lilidies — Cash and Cash Equivalents and Investriment
bonds held for trading and time deposits
Total Stockholders’ Equity (attributable to equitylders of the
parent) + Total Interest Bearing Liabilities nét@ash and Cash Equivalents and
Investments in bonds held for trading and timeosés

Net Income
Average Stockholders’ Equity (attributable to égiiolders of the parent)

Net Income

Total Revenue

Total Revenues (Current Périod

Total Revenues (Prior Period)

Net Income (Current Pejiod

Net Income (Prior Period)

Income from operations + Depreciation & Artigation
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PART I FINANCIAL INFORMATION

Item 3. Aging of Accounts Receivable — Trade

SM Investments Corporation and Subsidiaries
Aging of Accounts Receivable - Trade

As of September 30, 2008

Receivable from Tenants P
Banks, credit cards and others

Receivables from Real Estate Buyers — net
of noncurrent portion

Total P

Aging:

Neither past due nor impaired P
31-90 days

91-120 days

Over 120 days

Impaired

Total P

2,103,232,206

2,148,003,693

1,393,221,812

5,644,457,711

5,000,249,969

391,512,359

34,633,713

209,135,435

8,926,235

5,644,457,711
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Pursuant to the requirements of the Securities Régn Code, the issuer has duly caused this report
to be signed on its behalf by the undersigned thrtoeduly authorized.

Registrant: SM INVESTMENTS CORPORATION
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/7 Date:
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